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Is the Korean Economy Headed for a Secular Stagnation?

Focusing on the Comparison with the Japanese Economy

Kyoji Fukao*, Hyeog Ug Kwon**, Young Gak Kim***

Abstract

This study investigates the possibility of secular stagnation in the Korean
economy by comparing it with the Japanese economy.

In terms of aggregate demand, compared to the Japanese economy, which has
already been facing a demand shortage due to long-term and persistent excess
savings since the mid-1970s, the Korean economy has not yet faced a demand
shortage due to vigorous investment. However, since the mid-2010s, the possibility
of excess savings has emerged. Faster population decline and aging are likely to
accelerate the aggregate demand shortfall. But, unlike Japan, Korea’s healthy fiscal
situation may mitigate the possible excess savings problem.

On the aggregate supply side, Japan’s prolonged stagnation has been driven by
a sharp decline in labor input and a plunge in productivity growth. While the
Korean economy has also seen a decline in labor input since 2015, it has
maintained solid productivity growth. Amid the deceleration in labor input and
productivity, capital accumulation, which has supported the growth of the Japanese
economy, has been decelerating since 2005. The Korean economy has maintained
solid capital accumulation until recently. However, the recent rise in the capital
coefficient and decline in the rate of return on capital in Korea suggest that

investment may decline.

* Institute of Economic Research, Hitotsubashi University and RIETI, E-mail: k.fukao@r.hit-u.ac.jp
** College of Economics, Nihon University and RIETI, E-mail: kwon.hyeogug@nihon-u.ac.jp

*** School of Economics, Senshu University, E-mail: kim@isc.senshu-u.ac.jp
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The Korean economy differs from the Japanese economy in that it has
experienced vigorous investment and productivity growth not only in the
manufacturing industries but also in non-manufacturing industries, especially
services, which are generally characterized by low productivity growth, supposedly
due to the introduction of ICT. The possibility of a secular stagnation shortly due
to declining productivity growth does not seem high. However, the possibility of a
bubble economy centered on real estate and a long-term decline in investment

needs to be monitored.

Keywords: Korean Economy, Japanese Lost Decades, Secular Stagnation,
Productivity, Excess Savings

JEL Classification: 047, N15, O11
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