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Low Interest Rates, Stagnant Growth - An Analysis of the Anomalous Internal Linkages in the Japanese Economy
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The conventional economic view is that low base rates at the central bank lead to low lending and deposit rates, which reduce savings and increase lending. Increased credit outstanding can serve as a source of investment stimulus, leading to lower unemployment and expanding economic growth, which will eventually lead to higher inflation.
In comparison, Japan has had low, or even near-zero and negative interest rates since the early 1990s, yet there persistently lingers the problem of the combination of low economic growth and low inflation. Fiscal policy responses and social spending to address/as a remedy for the global financial crisis and the Fukushima disaster have pushed public debt to near 'world record' levels, while the island nation is also grappling with other challenges of demographic nature.
Examining such specific economic situations can provide an opportunity to make a more nuanced judgement on "normally" functioning economies, as well as to test macroeconomic theories and to better understand the possibilities and limits of monetary and fiscal policy. The paper therefore focuses on the analysis of the internal context and processes of the Japanese economy from the 1990s to the present.
The main question of the research is how the Japanese economy could be put on a healthy expansion path. To shed light on this, several macroeconomic indicators and characteristics are examined. The empirical analysis of economic parameters is carried out using vector error correction models (VECM), which allow for a joint study of short-term dynamics and long-term equilibrium conditions.
The empirical analysis also incorporates Richard A. Werner's new macroeconomic perspective. This argues that the focus of monetary policy should shift from interest rate policy to a stronger coordination of the financing of the economy, since in the long run only a boost to innovative and productive investment can improve the conditions of a sustainable economy.
The research confirms the view, already expressed by many, that there is a need to continuously rethink the framework for monetary policy in different economic periods.
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