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Exhibit 1.  US Housing Price Futures Moving Closer              
to the Japanese Experience 
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Exhibit 2. Japanese Banking Crisis and US Subprime Crisis 
Resulting in Similar Bank Losses
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Exhibit 3.  Japanese Asset Prices Collapsed after 1990 
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Exhibit 4.  Cumulative Capital Losses on Shares and Land since 
1990 Reached $15 Trillion or 3 Years Worth of Japan’s GDP
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Exhibit 5.  Balance Sheet Problems Forced Japanese Businesses to 
Pay Down Debt even with Zero Interest Rates

Funds Raised by Non-Financial Corporate Sector
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Exhibit 6.  Japan’s GDP Grew even after Massive Loss of Wealth and 
Private Sector Rushing to Pay Down Debt
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Exhibit 7.  Japanese Government Borrowed and Spent the Excess 
Savings of the Private Sector to Sustain GDP
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Exhibit 8.  Japanese Companies Made Huge Progress in Reducing 
Debt Overhang
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Exhibit 9.  Premature Fiscal Reforms in 1997 and 2001 Weakened 
Economy, Reduced Tax Revenue and Increased Deficit
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Exhibit 10.  The Anatomy of Balance Sheet Recession and Its Cure

Source: Richard Koo, Balance Sheet Recession: Japan's Struggle with Uncharted Economics and its Global Implications , John Wiley & Sons, Singapore 2003
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Exhibit 11. Four Kinds of Banking Crises and Their Remedies

Type (I): 1989 S&L crisis

Type (II): 1982 Latin America debt crisis, nationwide credit crunch in the US between 1991 
and 1993, and the Nordic banking crisis in the early 1990s

Type (III): Japan prior to 1995 (for example, problems at two credit cooperatives)

Type (IV): Japan since 1996, Taiwan since 2000, the US Great Depression of the 1930s, and 
US and UK subprime crisis since 2007

Source: Richard Koo, The Holy Grail of Macroeconomics: Lessons from Japan’s Great Recession, John Wiley & Sons, Singapore,  2008
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Exhibit 12.  Two Capital Injections Ended the Credit Crunch in Japan
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Exhibit 13.  CDS Spreads of US Banks Have Shrunk after Capital Injection
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Exhibit 14.  CDS Spreads of European Banks 
Have Shrunk after Capital Injection
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Exhibit 15.  Percentage of House Purchases that May Lead to 
“Return the Key”

For Houses Bought before August 2008
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Exhibit 16.  Japan’s Money Supply Has Been Kept Up by 
Government Borrowings (I)

Sources: Bank of Japan "Monetary Survey", "Changes in Money Stock (M2+CD), and Credit Statistics"
Notes: "Credit extended to others"= (1) public sector + (2) foreign assets (net) + (3) others.
(1) Public Sector = credit to the government (net) + credit to regional public sector bodies + credit to public corporations
(3) Others= (money + quasi-money + CD) - (foreign assets (net) + domestic credit).
Therefore, increase or decrease in "Credit extended to others" will include impact of increase/decrease in public sector debt,
increase/decrease in bank debentures issued by private sector banks and deposits of financial institutions, and errors in data.
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Exhibit 17.  Japan’s Money Supply Has Been Kept Up by 
Government Borrowings (II)
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Exhibit 18.  US Money Supply Growth after 1933 Was also Made 
Possible by Government Borrowings

Balance Sheets of All Member Banks
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Exhibit 19.  Monetary Aggregates Behave Totally Differently 
under Balance Sheet Recession
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Exhibit 20. Summary of US Policy Options                                    
Based on Japan’s Experience

Source: Nomura Research Institute
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Exhibit 21.  As for the Accountability…

All rating agencies who gave high ratings to subprime-related securities should be required to 
display the following notice in all of their public announcements for the next 50 years. 

Warning: Subprime crisis has proven that 
ratings produced by this agency are 
sometimes worthless. Investors are 
therefore advised not to rely entirely on 
ratings produced by this agency in making 
investment decisions.  
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Exhibit 22.  EU Economic Sentiments Are Worsening
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Exhibit 23.  US Interest Rates Took 30 Years to Return to Their 1920s Level
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Source: Richard Koo, The Holy Grail of Macroeconomics: Lessons from Japan’s Great Recession , John Wiley & Sons, Singapore, April 2008 p.160.

(1) Monetary policy is tightened, leading the bubble to collapse.

(5) Private sector phobia towards borrowing gradually disappears,
and it takes a more bullish stance towards fund raising.

(8) With the economy healthy,
the private sector regains its vigour,

and confidence returns.

(9) Overconfident private sector triggers a bubble.

(7) Monetary policy becomes the main
economic tool, while deficit reduction

becomes the top fiscal priority.

(6) Private sector fund demand recovers,
and monetary policy starts working again.

Fiscal policy begins to crowd out private investment.

(4) Eventually private sector finishes its debt repayments,
ending the balance sheet recession.

But it still has a phobia about borrowing which keeps
interest rates low, and the economy less than fully vibrant.

Economy prone to mini-bubbles.

(3) With everybody paying down debt,
monetary policy stops working.

Fiscal policy becomes the main economic tool
to maintain demand.

(2) Collapse in asset prices leaves private sector
with excess liabilities,

forcing it into debt minimization mode.
The economy falls into a balance sheet recession.

BubbleYin (=Shadow) Yang (=Light)

Exhibit 24.  Yin Yang Cycle of Bubbles and Balance Sheet Recessions
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Exhibit 25.  Contrast Between Yin and Yang Phases of a Cycle

Yang Yin
Textbook economy Balance sheet recession
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b) Systemic Slow NPL disposal
Fat spread

Slow NPL disposal
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Source: Richard Koo, The Holy Grail of Macroeconomics: Lessons from Japan’s Great Recession ,
 John Wiley & Sons, Singapore, 2008 
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