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The High Japanese Saving Rate

Japan has one of the world's highest saving rates, and this fact is important
for understanding both the long-run and short-run performance of its econ-
omy. On the one hand, many economists believe that the high Japanese sav-
ing rate is a key to the rapid growth Japan experienced in the decades after
World War I1. Indeed, the Solow growth model developed in Chapters 7 and
8 shows that the saving rate is a primary determinant of a country’ steady-
state level of income. On other other hand, some economists have argued that
the high Japanese saving rate contributed to Japan's slump during the 1990s.
High saving means low consumer spending, which according to the IS~LM
model of Chapters 10 and 11 translates into low aggregate demand and re-
duced income.

Why do the Japanese consume a much smaller fraction of their income
than Americans? One reason is that it is harder for households to borrow in




[image: image2.png]Japan. As Fisher’s model shows, a household facing a binding borrowing con-
straint consumes less than it would without the borrowing constraint. Hence,
societies in which borrowing constraints are common will tend to have
higher rates of saving.

One reason that houscholds often wish to borrow is to buy a home. In the
United States, a person can usually buy a home with a down payment of 10 per-
cent. A homebuyer in Japan cannot borrow nearly this much: down payments of
40 percent are common. Moreover, housing prices are very high in Japan. pri-
marily because land prices are high.A Japanese family must save a great deal if it
s ever to afford its own home.

Although constraints on borrowing are part of the explanation of high Japan-
ese saving, there are many other differences between Japan and the United States
that contribute to the difference in the saving rates. The Japanese tax system en-
courages saving by taxing capital income very lightly. In addition, cultural differ-
ences may kead to differences in consumer preferences regarding present and
future consumption. One prominent Japanese economist writes, “The Japanese
are simply diferent They are more risk averse and more patient. If this i true, the
long-run implication is that Japan will absorb all the wealth in the world. I refuse
to comment on this explanation.”!
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