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“Japan Tragedy and India” BY S L Rao

   The unprecedented earthquake, tsunami, damage to the concentration of nuclear energy plants at Fukushima, massive destruction to infrastructure, properties and manufacturing establishments, and the over 25000 people missing or dead, was the worst tragedy in Japan after the explosion  of the atomic bombs in 1945 in Hiroshima and Nagasaki. It is made much worse by the frequently changing, corrupt  and weak political leadership of the past five years, the economic decline of the last decade in comparison with the earlier decades, and a rapidly aging population. Japan’s deeply insular immigration policies prevent changing the demographics. If they have strong and united leadership and adequate workers, Japan’s past virtues of stoicism, teamwork with discipline and obedience to a common national goal, can help Japan overcome this tragedy. 

  With GDP at current prices in 2010 at US$ 5,390.90 Billion, and per capita income at US$ 42,325.23, Japan is the third largest economy in the world, China having overtaken it this year. With GDP share of world total (at purchasing power parity) for Japan in 2010 at 5.83 %, the global economy will be adversely affected by any continuing deterioration in the Japan economy. As a low consumption economy with poor social security, Japan has a high savings rate at 23.186 % and a high investment rate of 20.091%. Prices have been if anything on a down trend in the last few years. Government revenues were 30.133 %.of GDP and expenditures 39.731 %.. Total Government Net Debt (% of GDP) for Japan in year 2010 is 120.744 %, among the highest in the world. The current account balance was a comfortable 3.088 % of GDP. After World War Two Japan legalized abortion and sharply brought down the population growth rate. With literacy rising and prosperity, this has led to a rapidly aging population. Added to severe restrictions on immigration, Japan suffers from a growing dearth of working age people. 

   Japan in July 2010 had the second largest foreign exchange reserves in the world-at $1,063.51 billion. The rigid bureaucracy and poor political leadership are stumbling blocks that do not give up  political compulsions for national unity. Interest rates have been low and will now stay that way to stimulate the economy. After the tsunami, manufacturing has been hit by lack of many materials (especially on Japan Inc’s ‘just in time’ supply chains). The traditional pork barrel politics of Japan that led to excessive construction of infrastructure will now get a necessary boost to rebuild. With radiation fears, food imports will increase, raising world prices further. So will other commodity prices rise as Japan begins reconstruction. 

   Exports might be depressed for a few months till manufacturing resumes. Closure of affected petroleum refineries and setback to nuclear energy which accounts for almost a fourth of energy, will raise imports of crude and refined oil and gas. Nuclear energy expansion will be treated gingerly, apart from the loss of power from the quake hit areas. Till alternatives to nuclear begin generating, demand for oil and gas will rise, putting further pressure on the global economy. Importing 80% of its oil and gas, India will be badly affected. Inadequate young labour for heavy reconstruction work will impede progress. But the tragedy will stimulate the economy, lead to much greater government spending, raise government debt further, and use some of the foreign exchange reserves for imports.  
   For India, Japan is a trading partner of growing importance, a significant aid giver (mostly low interest loans, little grants), and a growing investor. India’s balance of trade is in deficit with Japan. Imports in 2020 were $3.718 billion in 9 months, 27% above last year, and exports $1.510 billion, up by 15%. Japans’ reconstruction gives scope for raising our exports. 

   Japan gave nearly 40% of the long term loans that we received for development in 2010, at very low interest rates. The grants were insignificant. Since Japan has huge foreign exchange reserves, which as a strategy it will be trying to invest and spend so as to bring down dependence on the dollar, we can expect these loans to continue. Some of the projects that depend on such loans are the Delhi-Bombay freight corridor and the metro rail in many cities. 

   A seriously damaged Japanese economy could cause global problems. However, Japan’s growth has been poor for the last decade and the world has adjusted to it. Growth will improve, with massive government spending on  infrastructure reconstruction. Resources are not a problem. High debt has not so far caused inflation because of the high savings rate. The tendency of Japan’s governments to borrow from the practically government owned Post Office Bank, which has enormous funds, mostly invested in government bonds, will add to available resources. Japan’s has huge foreign exchange holdings will be used for imports and investment (to buy Japanese products), and will also reduce Japan’s dependence on the American dollar.  

   Japan has no petroleum and gas, and nuclear was the best alternative to reduce dependence for energy on others; we can expect the planned expansion in nuclear energy to slow down if not halt. Concentrations of plants as in Fukushima will be reconsidered the world over. A lot more money will be spent to substantially scale up safety measures. All this will add to cost, not only in Japan but for nuclear energy plants globally. Japan will probably enter a phase of dramatic innovation to find alternative energy. In this Japan will provide leadership to the world and help revive its economy.

  The big challenge is for Japan to find enough labour for reconstruction. It has necessarily to change its immigration policies and find ways to reconcile its hostility to other races with the need for young labout. It must be watchful to prevent inflation, (already global commodity prices are rising). The Middle East crisis will further raise oil and gas prices, another cause of global inflation.     

  India is heavily dependent on burning coal; the world wants an electricity starved India to reduce its growth of carbon emissions, inevitable with more coal based electricity, necessary for growth. This will now be almost impossible. India’s modestly ambitious nuclear energy capacities (4120 MW in 2009, 15180 in 2020 and 50000 MW in 2050 or around 2 % of all electricity rising to a maximum of 5%) might now be drastically reduced. Exploding nuclear plant costs, because of the failsafe safety methods now required after the Japan nuclear accidents, consequent much higher insurance costs, global reassessment of nuclear energy capacities as they exist and as planned, leading to rising cost of equipment, and higher overhands as nuclear plants are spread out and not concentrated (as was Fukushima and the planned 10000 MW at Jaitapur).  

   India’s artificially low electricity tariffs are heavily subsidized by state governments. These  will rise for all energy as demand pressure rises on coal and gas. Already expensive nuclear energy will become more so. The economic pressure to get consumers to pay costs of electricity will increase. The need for political leaderships to understand the situation is great but does not seem to be happening in any political party. 

   Thus for India and the world, the awful tragedy in Japan will result in more burning of coal, faster global warming and climate change and a setback to development in countries like India that depend on imported fuels and more energy consumption. We can also expect a battle (not always peaceful) to possess fuel resources-coal and gas-in other countries. Unsettling governments in countries with these resources is a possibility.
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