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Abstract
Japan presents development economics with its most complete institutional experiment: one century of Economic Differentiation (ED — the principle of rewarding performance differentially through markets, corporations, and government policy) All In from the Meiji Restoration of 1868, followed by an equally deliberate shift to Economic Egalitarianism (EE — the principle of distributing resources by equality mandate regardless of performance) All In beginning in 1968 — precisely when Japan became the world’s second-largest economy. By 1968, Japan’s performance-based industrial policy and selective privatization had produced the most successful catching-up development in modern history. Japan then went All In on EE: balanced regional development, lifetime employment, welfare state expansion, and anti-competitive regulation severed the performance-reward linkage that had powered the miracle. This paper applies the General Theory of Economic Development (GTED) to confirm this diagnosis empirically across three post-bubble regimes (N=34, 1988–2021). Corporate asset (CA) elasticity of growth collapses from 0.229*** in the Bubble Era to a statistically insignificant 0.018 in the Lost Decades. Abenomics partially restores CA’s growth role (0.138***) but fails to achieve co-prosperity — CA growth widens rather than compresses inequality (+0.043***), in striking contrast to China’s Xi phase (−0.038***). Japan’s century-long experiment confirms GTED’s universal law: EE accumulation generates polarized stagnation regardless of prior success, and no monetary stimulus can substitute for the institutional restoration of ED.
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1. Introduction
Japan presents development economics with its most complete institutional experiment. No other economy has demonstrated, within a single national history, both the power of corporate-led Economic Differentiation to generate sustained growth and the destructive capacity of Economic Egalitarianism to terminate it. From the Meiji Restoration of 1868 through the bubble peak of 1991, Japan built the most successful catching-up corporate economy in history. From 1992 to the present, it has demonstrated with equal clarity what happens when EE institutions progressively displace the ED mechanisms that made development possible.
The standard accounts of Japan's Lost Decades are numerous and well-known. Financial fragility and non-performing loans after the bubble burst (Hoshi and Kashyap, 2004). Deflationary expectations and the liquidity trap (Krugman, 1998). Demographic headwinds reducing potential growth (Hayashi and Prescott, 2002). Zombie firms sustained by bank forbearance preventing creative destruction (Caballero, Hoshi, and Kashyap, 2008). Each of these accounts identifies a real symptom. None identifies the institutional root cause.
The General Theory of Economic Development (GTED; Jwa, 2017) offers a different and more fundamental diagnosis. Japan's Lost Decades are not primarily a financial crisis, a demographic transition, or a technology slowdown. They are the institutional consequence of a progressive shift from ED to EE — a shift that began in the 1970s as Japan's democratic politics matured, accelerated in the 1980s welfare state expansion, and became structurally entrenched after the bubble collapse provided political cover for an unprecedented expansion of EE redistribution. The result is what GTED calls the Economic Egalitarianism Trap (EET) — the universal tendency of EE accumulation to generate polarized stagnation regardless of prior developmental success.
This paper provides the first systematic GTED empirical analysis of Japan's three-regime trajectory. It makes four contributions. First, it provides the first time-series decomposition of corporate asset elasticity across Japan's three institutional regimes, revealing the collapse of CA's growth role during the Lost Decades as the primary empirical signature of EE institutional capture. Second, it demonstrates that Abenomics — the most ambitious stimulus experiment in modern economic history — partially restored CA's growth contribution but failed to reverse the EE institutional drift, leaving Japan in a co-prosperity-absent equilibrium that monetary policy cannot reach. Third, it provides a direct bilateral comparison with China's inverse institutional trajectory: as Japan eroded ED through welfare state expansion, China built ED through corporate-led development, generating the co-prosperity that Japan has failed to restore. Fourth, it contributes to the growing literature on the Mature Democracy Trap (MDT) — the systematic tendency of mature democratic politics to generate EE drift that terminates co-prosperity — by documenting Japan's trajectory as the East Asian case of a universal institutional failure mode.
The paper is organized as follows. Section 2 develops the GTED framework, including the trinitarian model, corporate assets, and the institutional parameter θ. Section 3 characterizes Japan's three institutional regimes through the ED/EE lens. Section 4 presents the empirical model and data. Section 5 reports the regression results. Section 6 interprets the findings and draws bilateral comparisons with China, Korea, and the United States. Section 7 concludes with policy implications.

2. The GTED Framework: Corporate Economy, Institutional Parameter, and the EET
2.1 Economic Differentiation, Economic Egalitarianism, and Institutional Functionality
GTED identifies two competing institutional principles governing resource allocation across markets, corporations, and governments. Economic Differentiation (ED) is the principle of performance-based allocation: rewards are proportional to productive contribution, coordinated simultaneously through markets (price signals), corporations (organizational incentives), and governments (enabling regulation and property rights). Economic Egalitarianism (EE) is the principle of uniform redistribution: rewards are allocated independently of productive contribution, severing the performance-reward linkage through welfare transfers, regulatory mandates, and income redistribution.
The ED/EE distinction operates at the level of institutional functionality, not formal institutional type (Jwa, 2017). Two economies with identical formal institutions — democratic governance, market economy, property rights — can house radically different functional configurations. What matters is whether the operative allocation principle rewards performance (ED) or redistributes outcomes regardless of performance (EE). Japan under the Meiji oligarchs and postwar developmental state was functionally ED-dominant despite various formal institutional differences from Western democracies. Japan under the mature welfare state of the Lost Decades is functionally EE-dominant despite formally identical institutions.
2.2 The Trinitarian Framework and Corporate Assets
GTED organizes the institutional carriers of ED into a trinitarian framework of the market, the corporation, and the government. Each element exercises ED in a distinct domain; sustained development requires all three to operate in concert. The market exercises ED through competitive selection. The corporation exercises ED through internal metering of performance — the CEO's ability to identify, reward, and develop the knowledge and capability (Q) embedded in its workforce that the market cannot meter directly (Alchian and Demsetz, 1972). The government exercises ED by providing the institutional infrastructure within which markets and corporations operate effectively.
The corporation is the grand aggregator of the economy: capital, technology, and knowledge acquire economic value only insofar as they are absorbed into corporate assets (CA) within the corporate governance structure. What remains outside the corporation remains economically unrealized. From this understanding, GTED argues that the most important function of the corporation is not administrative efficiency but developmental: it internalizes knowledge, protects it from free-riding, enforces performance standards on workers and managers, and enables the long-horizon investments that frontier innovation requires (Simon, 1991; Chandler, 1977).
The corporate production function follows: y = caα, where y is per capita output, ca is per capita corporate assets, and α is the output elasticity of corporate assets. This specification is derived from Fisher's (1906) asset-pricing identity ca ≡ y/r, where r is the discount rate capitalizing income y into asset value ca. Corporate assets are measured directly from corporate balance sheets (Compustat Global), independently of the profit rate — dissolving Robinson's (1953) circularity, which requires knowing r to measure K (Jwa, 2026c).
2.3 The Institutional Parameter θ and the Dynamic Model
θ is an institutional parameter indexing the ED/EE balance of an economy along a continuum from EE to ED. Higher θ indicates relatively stronger ED; lower θ indicates relatively stronger EE. θ cannot be defined solely by any single empirical measure; its determinants include market selection forces, corporate internal metering, government ED industrial policy, and government EE redistributive and balanced-development policies. In empirical implementation, giniratio (= Mgini/Dgini) serves as one EE intensity indicator, while corporate assets (CA) — measuring corporate density — serve as a powerful ED indicator, both approximately reflecting the ED/EE balance captured by θ.
The GTED dynamic model formalizes this: dA/dt = θ·y − A, where A is organizational technology in the corporate assets specification ca = k·Aγ. The augmentation force θ·y feeds institutional output back into organizational capability; the erosion force −A captures capability decay without sustained incentives. Under ED (θ high): A accumulates → ca deepens → y grows → Mgini initially rises then falls (co-prosperity). Under EE (θ low): A decays → ca stagnates → y slows → Mgini worsens despite redistribution (polarized stagnation). These two equilibria — co-prosperity and polarized stagnation — are the central empirical predictions that Japan's data will test.
2.4 The Economic Egalitarianism Trap and the Mature Democracy Trap
The Economic Egalitarianism Trap (EET) is GTED's name for the universal tendency of EE accumulation to generate polarized stagnation. Once EE institutions become entrenched — welfare state programs create constituencies, redistributive norms become politically protected, anti-corporate regulation accumulates — the θ parameter falls persistently, suppressing the A → ca → y → A feedback loop that sustains co-prosperity. The EET is self-reinforcing: EE suppresses CA growth, which reduces the employment and wage gains that would otherwise generate broad-based prosperity endogenously, which intensifies political pressure for further redistribution, which deepens EE. Breaking the EET requires not monetary stimulus but institutional restoration of ED — precisely what Abenomics' three arrows failed to deliver.
The Mature Democracy Trap (MDT) is the specific manifestation of the EET in advanced democratic economies (Jwa, 2024). As democracies mature, egalitarian political pressures intensify: labor gains bargaining power, welfare constituencies consolidate, redistributive ideologies gain intellectual legitimacy. The result is a systematic tendency toward EE drift that terminates the co-prosperity generated by earlier ED institutions. Japan is the East Asian MDT case; the United States is the North Atlantic case (Jwa, 2026a); both confirm that the EET operates regardless of geographic, cultural, or political context.

2.5 The GTED Dynamic Model: Co-Prosperity vs. Polarized Stagnation
The institutional dynamics of Japan’s trajectory are formalized in the GTED four-equation dynamic model (Jwa, 2017). The model provides the theoretical foundation for the regression specification and connects the institutional narrative of Section 3 to the empirical results of Sections 5 and 6.
The four-equation system is:
(1)  ca = k · Aγ,    γ ∈ (0,1)        [corporate asset accumulation]
(2)  y = caα,    α ∈ (0,1)         [corporate production function]
(3)  dA/dt = θ · y − A              [technology dynamics: institutional determination]
(4)  Mgini = g(ca, giniratio)     [distribution: endogenous to institutional balance]
where ca is per capita corporate assets, A is organizational technology, y is per capita output, Mgini is the market Gini coefficient, and θ is the institutional parameter indexing the ED/EE balance. k, α, and γ are positive parameters with α, γ ∈ (0,1).
The model generates two stable equilibria depending on the institutional configuration. Under ED dominance (higher θ): the augmentation force θ·y exceeds the erosion force A, organizational technology A accumulates, corporate assets ca deepen through equation (1), output y expands through equation (2), and the feedback loop A → ca → y → A is self-reinforcing. As ca matures, Mgini initially rises (differentiation phase) and then falls (co-prosperity phase) through equation (4). This is the ED equilibrium: sustained growth with endogenous shared prosperity.
Under EE dominance (lower θ): the augmentation force θ·y falls short of the erosion force, A decays, ca stagnates, y slows, and the feedback loop reverses. Redistribution suppresses the corporate growth that would otherwise generate broad-based income gains, and Mgini worsens despite redistribution. This is the EE equilibrium: polarized stagnation — the theoretical prediction that Japan’s empirical data must test.
Applied to Japan, the model generates precise testable predictions. Phase 2 (1992–2012) represents the EE equilibrium: lower θ from cumulative EE policies (Tanaka’s balanced development, lifetime employment, welfare expansion, zombie firm support) drives A decay, ca stagnation, and y collapse — confirmed by the CA elasticity collapse to 0.018 n.s. Phase 3 (2013–2021) represents Abenomics’ partial monetary restoration of θ·y without institutional restoration of θ itself — confirmed by partial CA recovery (0.138***) without co-prosperity (CA→Gini: +0.043***). The model thus provides the theoretical bridge between the institutional history of Section 3 and the regression evidence of Sections 5 and 6.
Figure 1 illustrates these dynamics empirically. The dramatic CA growth collapse (17.8→ 5.7 percent per annum from Phase 1 to Phase 2) and the sustained rise in market Gini across all three phases — confirming the absence of co-prosperity — provide the visual complement to the regression evidence.

Figure 1. Japan’s Key Economic Indicators by Institutional Regime (1988–2021)
[image: ]
Notes: Phase averages — CA growth: Ph1 = 17.8%pa, Ph2 = 5.7%pa, Ph3 = 5.2%pa; GDP growth: Ph1 = 4.6%pa, Ph2 = 0.7%pa, Ph3 = 0.7%pa. Market Gini rose from 37.8 (1988) to 46.3 (2021) across all three phases, confirming progressive EE intensification. CA elasticities from three-regime OLS with HAC SE (maxlags=3), N=34. Faded bars in Panel C = statistically insignificant (n.s.). Sources: Compustat Global (CA), World Bank WDI (GDP), SWIID v9.3 (Gini).

3. Japan’s Institutional Trajectory: From ED Miracle to Political EE Capture and the Bubble
3.1 Historical Background: Meiji to High Growth (1868–1987) — One Century of ED All In
Japan’s corporate economy has the most deliberately constructed institutional history of any currently advanced economy. The Meiji Restoration of 1868 launched the first explicit state-led corporate economy in modern history — not through laissez-faire markets but through discriminatory, performance-based industrial policy that GTED identifies as Economic Differentiation institutionalized at the national scale (Jwa, 2017).
The Meiji oligarchs dismantled the social caste system that had disdained commercial activity (1869), formally permitted freedom of choice for crops (1871) and for selling farmland (1872), promulgated the constitution declaring the inviolability of private property rights (1889), enacted the modern civil law (1898), and introduced the joint-stock company system (1899) modelled on the German corporate law. These were not merely formal institutional changes; they were functional ED institutions creating the performance-reward linkage through which the corporate sector could accumulate assets and drive national development.
The transformation of samurai bushido into modern entrepreneurship — what contemporaries called ‘samurai with abacuses’ — embodied the same ED principle: performance generates reward, regardless of social origin. Many samurai reinvented themselves as business entrepreneurs, bringing the discipline and long-horizon commitment of the warrior class to corporate organization, not for individual profit but for national economic strength.
From 1880, the Meiji government adopted a decisive ED industrial policy: systematically selling off government plants and factories — except key defence industries — to a small number of market-tested private companies: Mitsui, Mitsubishi, Sumitomo, and Yasuda. These companies received government support explicitly because they had already proven themselves in the market. This was not picking winners against market outcomes; it was reinforcing market selection — the purest form of ED industrial policy. The result was the zaibatsu system, which led Japan’s pre-war industrialization and re-emerged as keiretsu in the post-war era.
Critically, GTED (Jwa, 2017) identifies the specific ED mechanism behind Japan’s century of success as ‘unbalanced development’ — deliberately enlarging what Morishima (1982) calls the ‘three differences’ (三つの格差): between city and village, between industry and agriculture, and between knowledge and manual work, by systematically favouring the former in each pair. To these three differences, GTED adds a fourth: favouring market-tested, better-performing corporations over mediocre ones, and thereby enlarging the performance gap across the corporate sector. This four-dimensional discriminatory concentration policy — the institutional opposite of balanced, egalitarian development — was the engine of Japan’s condensed economic miracle.
Post-war reconstruction deepened the ED corporate economy through the ‘priority production system’ (傾斜生産方式), directing the highest investment priority to steel and coal — again, performance-conditional support for strategically identified corporate sectors (Johnson, 1982). Japan’s high growth era (1955–1973) then achieved sustained annual GDP growth of 9.1 percent under MITI’s explicitly discriminatory industrial targeting: export-performing keiretsu received preferential credit, infrastructure, and government support; those that failed to meet export targets had support withdrawn. The post-war export promotion policy was, as the MITI framework intended, systematically discriminatory: better export-performing corporations received more financial and other incentives, and the general trading company system (1876 origin) played a key role in differentiating and rewarding corporate export performance.
By 1968, Japan had become the world’s second-largest economy — the direct institutional product of one century of deliberate ED concentration: capital, infrastructure, and government support consistently directed toward the best-performing sectors, regions, and corporations. ED was all in, and the result was the most successful catching-up development experience in modern economic history.
3.2 The Political EE Capture (1968–1991): From ED All In to EE All In — and the Bubble
Japan’s institutional turning point was not the oil shock of 1973, the Plaza Accord of 1985, or the financial deregulation of the late 1980s. It was a political decision taken precisely at the moment of Japan’s greatest developmental success: having achieved world second-place status in 1968, Japanese politics went ALL IN on Economic Egalitarianism. This institutional pivot — from a century of ED to a systematic programme of EE — is the root cause of both the bubble and the Lost Decades. GTED (Jwa, 2017) identifies it precisely; this paper confirms it empirically.
Kakuei Tanaka, first as MITI Minister (1969–1972) and then as Prime Minister (1972–1974), articulated the EE political programme most explicitly in his 1972 manifesto 日本列島改造論 (Remodelling the Japanese Archipelago). This document must be read through the GTED lens: it was a comprehensive political programme to eliminate the very differences that GTED identifies as Japan’s developmental energy. It proposed to:
(i) Create 100 or more specialized industrial cities distributed across the entire national territory, deliberately dispersing the economic concentration that market forces and ED industrial policy had built in the Tokyo–Osaka corridor; (ii) Connect all regions with a comprehensive national Shinkansen network, guaranteeing equal infrastructure access regardless of regional economic performance or productive potential; (iii) Redirect industrial investment nationwide through government direction, overriding market signals that had concentrated investment in high-performing coastal corporate clusters; and (iv) Eliminate income inequalities among regions, income classes, and corporations — explicitly targeting the four differences that GTED identifies as the source of Japan’s development dynamism.
The GTED interpretation of Tanaka’s programme reveals a mechanism entirely absent from the conventional literature: the announcement of nationwide equal development immediately generated nationwide land speculation. When the government promises to make everywhere equally valuable through infrastructure and industrial dispersal, the market responds by treating all land as equally worthy of speculative investment. Land prices in regional cities surged 30–40 percent in 1972 alone — the year of 日本列島改造論’s publication — as investors anticipated that government-directed Shinkansen connections and specialized city construction would equalize development value across the previously differentiated national territory (Japan Real Estate Institute, 2024). The political promise of equal development produced a speculative uniformity of land price expectations: EE politics generated the conditions for a financial bubble.
The 1973 oil shock temporarily interrupted the land price surge and generated 狂乱物価 (wild price inflation of nearly 25 percent), forcing fiscal tightening. But the EE institutional programme continued comprehensively and deepened on multiple fronts simultaneously. The National Land Use Planning Act (土地利用計画法, 1974) formalized government direction of land use away from market signals toward equal distribution. The 1973 ‘First Welfare Year’ (福祉元年) doubled pension benefits and made medical care free for the elderly: social expenditure rose from 5.7 percent of GDP in 1970 to 10.1 percent in 1980 and 11.3 percent by 1990 (OECD, 2024), a near-doubling in one decade that redirected government resources from ED-amplifying investment to EE redistribution. Lifetime employment was institutionalized as the ‘Japanese model’ in the mid-1970s, severing the performance-reward linkage within corporations: wages and promotion became functions of tenure rather than performance, and exit became virtually impossible regardless of performance failure. The 1980 Large-Scale Retail Store Law (大規模小売店舗法) extended EE to the distribution sector, protecting inefficient small retailers from competitive displacement by higher-performing chains. These were not isolated policy decisions but a coherent EE institutional programme: the systematic reversal of the four-difference enlargement strategy that had produced Japan’s miracle.
The Plaza Accord (September 1985) provided the financial catalyst that would transform the structural EE institutional drift into a full financial bubble. Yen appreciation from ¥240 to ¥150 per dollar compressed export profitability, prompting the Bank of Japan to cut the discount rate from 5.0 percent to a then-historic low of 2.5 percent by February 1987. This cheap money could not flow into export-performance investment — the yen appreciation had made that unattractive — and instead poured into land and equities, whose values still appeared guaranteed by government promise of equal development rather than by market performance. Urban commercial land prices rose fivefold from 1983 to 1991 (Japan Real Estate Institute, 2024). The Nikkei 225 peaked at 38,915 on December 29, 1989. At its peak, the land under the Imperial Palace in Tokyo was estimated to be worth more than all the real estate in California.
The bubble is therefore not primarily a monetary phenomenon, as Krugman (1998) argues, nor a financial fragility phenomenon, as Hoshi and Kashyap (2004) argue. It is an institutional phenomenon with a precise political origin: Tanaka’s 1972 EE programme destroyed the market differentiation of land values by promising equal development across the national territory; the financial deregulation and monetary accommodation of the 1980s provided the liquidity to inflate the resulting speculative expectations. The bubble was the financial expression of fifteen years of EE institutionalization. This interpretation generates a decisive empirical prediction: if the bubble were merely financial, its collapse would produce a cyclical recession followed by recovery as credit conditions normalized. If it were institutional — the consequence of EE capture of the corporate economy — recovery would require institutional restoration of ED, which no amount of monetary or fiscal stimulus can provide. The Lost Decades confirm the institutional interpretation with precision.
3.3 Phase 1 (1988–1991): The Bubble Era — Financial Inflation of an Institutionally Weakened Corporate Economy
Phase 1 captures the final years of Japan’s corporate economy at its most asset-intensive — but under a fundamentally distorted institutional configuration. Per capita corporate assets grew at 17.8 percent per annum, nominally among the highest sustained CA growth rates in any advanced economy. However, this growth was financially inflated rather than institutionally grounded. The CA growth of Phase 1 reflects leverage-fuelled expansion of corporate balance sheets as land and equity values inflated, not the deepening of productive organizational capability that ED-driven CA growth produces. GDP growth remained at 4.6 percent annually, sustained by financial wealth effects and consumption rather than the export-performance–corporate investment nexus that had driven high growth. Beneath the surface, fifteen years of EE institutional accumulation had already substantially weakened the performance-reward linkage — in labour markets through lifetime employment, in credit markets through bank forbearance norms, and in government policy through regional equalisation subsidies. The bubble was inflating on an institutionally weakened foundation.
3.4 Phase 2 (1992–2012): The Lost Decades — EE Completes its Institutional Capture
The bubble’s collapse — Nikkei falling from 38,915 (December 1989) to 14,309 (August 1992), land prices beginning a twenty-year decline that would ultimately erase 70–80 percent of their peak value — revealed what the bubble had concealed: the EE institutional erosion of Japan’s corporate economy was structural, not cyclical. The regression evidence is unambiguous: corporate asset elasticity of GDP growth collapsed from 0.229*** in Phase 1 to a statistically insignificant 0.018 in Phase 2 — a complete empirical severing of the corporate asset-growth relationship. This is the Lost Decades, confirmed with quantitative precision: the EE institutional capture of Japan’s corporate economy had made corporate asset accumulation irrelevant to output growth.
The policy response deepened rather than reversed the EE configuration through four reinforcing channels. First, banks extended forbearance credit to insolvent firms rather than recognizing losses: non-performing loans peaked at ¥52 trillion in 1995, approximately 10 percent of GDP, sustaining zombie firms estimated at 20–30 percent of listed companies by the early 2000s (Caballero, Hoshi, and Kashyap, 2008). This was EE in the banking sector: resources directed to underperforming firms to equalize their survival chances rather than to market-selected performers. Second, the lifetime employment norm and seniority wage system — already institutionalized as the ‘Japanese model’ in the 1970s — prevented the labour market reallocation that productivity recovery required, keeping workers in underperforming firms and sectors at wages unrelated to performance. Third, nine fiscal stimulus packages between 1992 and 2000, totalling over ¥100 trillion, directed resources primarily toward equalisation construction — regional roads, bridges, and public works that implemented the balanced development logic of Tanaka’s 1972 programme — rather than toward corporate asset deepening in high-return applications. Fourth, social expenditure continued rising from 11.3 percent of GDP in 1990 to 22.0 percent by 2010 (OECD, 2024), systematically deepening the EE institutional configuration even as the economy stagnated.
The Lost Decades were not two decades of bad luck or delayed adjustment. They were the structural consequence of the EE institutional capture that Tanaka’s programme initiated in 1972 and that successive governments deepened rather than reversed. By the time Abenomics arrived in 2013, Japan had spent forty years constructing an EE institutional architecture that monetary policy could not dismantle.
3.5 Phase 3 (2013–2021): Abenomics — Monetary Stimulus Cannot Substitute for ED Institutional Restoration
Shinzo Abe’s election in December 2012 and the Bank of Japan’s Quantitative and Qualitative Easing (QQE) from April 2013 — expanding the monetary base at ¥60–70 trillion annually, achieving yen depreciation from ¥80 to ¥125 per dollar, and driving the Nikkei from 8,664 to above 20,000 — represented the most ambitious monetary stimulus experiment in modern economic history. The Three Arrows promised simultaneous reflation (arrow 1), fiscal stabilization (arrow 2), and structural reform (arrow 3). GTED generates a precise prediction about what Abenomics would and would not accomplish.
Monetary stimulus can reflate asset prices and temporarily restore some corporate asset growth by raising the market value of corporate balance sheets and improving export competitiveness through yen depreciation. What it cannot do is restore the performance-reward linkage that EE institutions have systematically severed over four decades — because that linkage is determined by the institutional architecture governing corporate metering, labour market incentives, credit allocation, and government support. None of these institutional fundamentals respond to QQE.
The empirical results confirm GTED’s prediction with exceptional precision. Phase 3 corporate asset elasticity of GDP growth recovers to 0.138*** — monetary accommodation and yen depreciation partially reactivated the corporate-growth relationship. But three institutional failures are simultaneously confirmed. First, corporate asset growth continues to widen rather than compress market inequality (CA→Gini: +0.043***): the co-prosperity that characterizes a mature ED corporate economy is not achieved, in striking contrast to China’s Xi phase where the same relationship turns negative (-0.038***). Second, the Gini intercept surges significantly in Phase 3, reflecting structural inequality deepening: labour market dualism intensified as irregular employment expanded from 20 percent of the workforce in 1990 to 37 percent by 2020, creating a persistent income gap between regular and irregular workers that monetary policy cannot close. Third, the EE institutional architecture — lifetime employment norms, zombie firm forbearance, regional equalisation subsidies, and welfare state expansion — remained fully intact throughout the Abenomics era. The third arrow’s structural reforms were largely abandoned precisely because they would have required dismantling the EE institutions that four decades of democratic politics had built and protected.
Abenomics thus confirmed the central GTED proposition for Japan: monetary stimulus is insufficient to escape the EE institutional trap that Tanaka’s 1972 programme launched. Japan’s escape from the Lost Decades requires not more stimulus but institutional restoration of ED — the reversal of the political EE capture that began when Japan chose egalitarianism over differentiation at the moment of its greatest success.
4. Empirical Model Specification and Data
4.1 Three-Regime Regression Model
Following the methodology of the GTED empirical program (Jwa, 2026b, 2026c), we estimate the following three-regime dummy-interaction model in log-log form:

ln(Yt) = α + β1·L1.ln(CAt) + β2·L1.ln(giniratiot) + β3·L1.ln(opennesst) + β4·D1992 + β5·D2013 + β6·D1992×L1.ln(CA) + β7·D2013×L1.ln(CA) + β8·D1992×L1.ln(giniratio) + β9·D2013×L1.ln(giniratio) + β10·D1992×L1.ln(openness) + β11·D2013×L1.ln(openness) + εt

where Y is either per capita real GDP (pcRGDP_USD) or market income Gini coefficient; D1992 and D2013 are regime dummies set to 1 from 1992 and 2013 respectively. All continuous regressors enter with one lag to mitigate simultaneity. Phase-specific total effects are recovered by linear combination: Phase 1 CA effect = β₁; Phase 2 = β₁+β₆; Phase 3 = β₁+β₆+β₇. Standard errors are HAC (Newey-West, maxlags=3) to address serial correlation confirmed by DW statistics.
4.2 Structural Break Justification
The two structural breaks are grounded in Japan's institutional history. D1992 marks the onset of the Lost Decades: the Nikkei 225 peaked in December 1989, land prices peaked in 1991, and the non-performing loan crisis became structurally manifest in 1992 as the Ministry of Finance's forbearance policy became institutionally entrenched. This break marks the transition from ED heritage to EE capture. D2013 marks the Abenomics inflection: Prime Minister Abe's election in December 2012 and the Bank of Japan's QQE from April 2013 represented a discrete institutional intervention. Chow structural break tests confirm both years as statistically significant discontinuities in the data-generating process.
4.3 Variables and Data Sources
Per capita corporate assets (pcCA_USD) are constructed from Compustat Global as total assets of listed Japanese firms in constant 2015 USD, divided by population. This variable captures the organizational depth of the Japanese economy — the accumulated stock of physical capital, knowledge, and organizational capability brought within corporate governance structures. The Compustat Global series covers Japanese listed companies from 1987, providing the longest available consistent balance-sheet series for Japan's corporate sector.
The EE intensity measure is giniratio = Mgini/Dgini, sourced from the Standardized World Income Inequality Database (SWIID; Solt, 2024). A higher giniratio signals stronger redistribution — Mgini more unequal than Dgini — indicating EE institutional dominance. The institutional parameter θ indexes the ED/EE balance of an economy, emerging from the dynamic interaction between the corporate sector’s natural ED metering behavior and politically imposed EE constraints. Higher θ reflects stronger net ED; lower θ reflects stronger net EE. giniratio serves as one empirical EE intensity indicator in estimation, capturing the redistribution dimension of θ — though θ itself is broader than any single proxy.
Trade openness — (X+M)/GDP from World Bank WDI (corrected series) — enters as a control variable. Per capita real GDP (constant 2015 USD) from World Bank WDI serves as the primary growth outcome variable. All variables enter in natural logarithm, with continuous regressors lagged one year.

5. Empirical Results
5.1 Regression Tables
Table 1 presents the full regression results for the GDP and Gini equations with both HC1 and HAC standard errors. Table 3 presents the phase-specific cumulative total effects recovered by linear combination — the primary vehicle for GTED interpretation.

Table 1: GDP Equation — ln(pcRGDP_USD)
Sample: N=34, 1988–2021 | Structural breaks: D1992, D2013

	Variable
	Coef.
	HC1 SE
	Sig.
	HAC SE
	Sig.

	Constant (α)
	13.0756
	0.0000
	***
	0.0027
	***

	L1.ln(CA)
	0.2293
	0.0000
	***
	0.0000
	***

	L1.ln(GR)
	−1.6952
	0.0000
	***
	nan
	n.s.

	L1.ln(Open)
	0.2897
	0.0000
	***
	nan
	n.s.

	D1992
	−5.7217
	0.6515
	***
	0.6724
	***

	D2013
	4.9282
	3.0725
	++
	2.0712
	**

	D1992 × CA
	−0.2113
	0.0303
	***
	0.0190
	***

	D2013 × CA
	0.1195
	0.0746
	++
	0.0450
	***

	D1992 × GR
	2.3943
	0.2135
	***
	0.2281
	***

	D2013 × GR
	−1.6770
	0.9778
	*
	0.6524
	**

	D1992 × Op
	−0.2288
	0.0581
	***
	0.0341
	***

	D2013 × Op
	−0.0030
	0.0907
	n.s.
	0.0532
	n.s.

	R²
	0.9497
	
	
	
	

	Adj. R²
	0.9246
	
	
	
	

	DW
	1.440
	
	
	
	

	N
	34
	
	
	
	


Notes: Dependent variable: ln(pcRGDP_USD). HC1 = heteroskedasticity-robust SE. HAC = Newey-West SE (maxlags=3). *** p<0.01, ** p<0.05, * p<0.10, ++ p<0.15, n.s. = not significant. nan indicates perfect collinearity in Phase 1 (only 4 observations).

Table 2: Gini Equation — ln(Gini_market)
Sample: N=34, 1988–2021 | Structural breaks: D1992, D2013

	Variable
	Coef.
	HC1 SE
	Sig.
	HAC SE
	Sig.

	Constant (α)
	0.8367
	0.0000
	***
	0.0009
	***

	L1.ln(CA)
	0.0104
	0.0000
	***
	0.0000
	***

	L1.ln(GR)
	0.7086
	0.0000
	***
	0.0004
	***

	L1.ln(Open)
	0.0425
	0.0000
	***
	0.0000
	***

	D1992
	−0.2630
	0.1428
	*
	0.0862
	***

	D2013
	0.7686
	0.2398
	***
	0.1378
	***

	D1992 × CA
	−0.0050
	0.0055
	n.s.
	0.0045
	n.s.

	D2013 × CA
	0.0375
	0.0079
	***
	0.0046
	***

	D1992 × GR
	0.1142
	0.0503
	**
	0.0324
	***

	D2013 × GR
	−0.3259
	0.0833
	***
	0.0445
	***

	D1992 × Op
	−0.0323
	0.0049
	***
	0.0026
	***

	D2013 × Op
	0.0026
	0.0068
	n.s.
	0.0051
	n.s.

	R²
	0.9981
	
	
	
	

	Adj. R²
	0.9971
	
	
	
	

	DW
	1.244
	
	
	
	

	N
	34
	
	
	
	


Notes: Dependent variable: ln(Gini_market). HC1 = heteroskedasticity-robust SE. HAC = Newey-West SE (maxlags=3). *** p<0.01, ** p<0.05, * p<0.10, ++ p<0.15, n.s. = not significant.

Table 3: Phase-Specific Total Effects (lincom, HAC SE)

	Phase
	Period
	CA→GDP
	Sig.
	CA→Gini
	Sig.
	EE→GDP
	Sig.
	EE→Gini
	Sig.
	GTED Assessment

	Phase 1
	1988–91
	0.2293
	***
	0.0104
	***
	−1.6952
	n.s.
	0.7086
	***
	ED heritage; CA drives growth; CA widens inequality (differentiation phase)

	Phase 2
	1992–2012
	0.0180
	n.s.
	0.0054
	n.s.
	0.6991
	***
	0.8229
	***
	★ Lost Decades: CA elasticity collapses; EE growth drag emerges; EE worsens inequality

	Phase 3
	2013–21
	0.1375
	***
	0.0429
	***
	−0.9780
	++
	0.4970
	***
	Abenomics partial recovery; CA restores growth role; NO co-prosperity (CA still widens inequality)


Notes: Phase totals recovered by linear combination (lincom) with delta-method HAC SE. Phase 1 CA=β₁, EE=β₂; Phase 2: β₁+β₆, β₂+β₈; Phase 3: β₁+β₆+β₇, β₂+β₈+β₉. *** p<0.01, ** p<0.05, * p<0.10, ++ p<0.15, n.s. = not significant. ★ = key institutional finding.

Table 4: GDP/Gini Intercepts, Openness Effects, and Institutional Parameter θ

	Phase
	GDP Intercept
	Sig.
	Gini Intercept
	Sig.
	Open→GDP
	Sig.
	θ (avg)
	giniratio (avg)
	CA growth %pa
	GDP growth %pa

	Phase 1
	13.0756
	***
	0.8367
	***
	0.2897
	n.s.
	0.680
	1.470
	17.8
	4.6

	Phase 2
	7.3539
	***
	0.5736
	***
	0.0609
	*
	0.691
	1.447
	5.7
	0.7

	Phase 3
	12.2821
	***
	1.3422
	***
	0.0579
	n.s.
	0.672
	1.488
	5.2
	0.9


Notes: GDP and Gini intercepts recovered by lincom (HAC SE). θ = institutional parameter indexing ED/EE balance (higher θ = stronger ED; lower θ = stronger EE). giniratio (= Mgini/Dgini) = empirical EE intensity indicator; CA = empirical ED indicator (corporate density). CA and GDP growth rates are phase averages from raw data.

5.2 GDP Equation Results: The Institutional Signature of the Lost Decades
The GDP results establish the central empirical finding of this paper. The corporate asset elasticity of growth undergoes a dramatic non-monotonic trajectory across the three phases: 0.229*** in Phase 1 → 0.018 n.s. in Phase 2 → 0.138*** in Phase 3. This is the clearest possible empirical signature of the EET in action.
Phase 1 (0.229***): Corporate assets function as the dominant growth driver, consistent with Japan's developmental state heritage. Each 1 percent increase in per capita CA generates 0.23 percent increase in per capita GDP — a strong and institutionally coherent relationship. The EE variable is statistically insignificant in Phase 1, consistent with GTED's Proposition 3 prediction that redistribution does not significantly harm growth when ED institutions are strong.
Phase 2 (0.018 n.s.): The corporate asset elasticity collapses entirely — this is the empirical signature of the Lost Decades. The institutional relationship between corporate asset accumulation and output generation has been severed by EE capture. The EE variable becomes positive and significant (+0.699***) — not because redistribution generates growth, but because in a stagnant economy where CA is inoperative, government spending and social transfers constitute a larger share of what little growth occurs. The GDP intercept collapses from 13.08*** to 7.35*** — a structural downshift of extraordinary magnitude, confirming the institutional break rather than a cyclical slowdown.
Phase 3 (0.138***): Abenomics partially restores the CA-growth relationship. The elasticity recovers to 0.138***, statistically significant and economically meaningful — monetary easing, yen depreciation, and corporate governance reforms (requiring higher ROE targets) partially reactivated the performance-reward linkage. The GDP intercept recovers dramatically to 12.28*** — consistent with the reflation of asset values under QQE. However, the EE variable turns marginally negative (−0.978++), suggesting that redistributive pressure has not abated and continues to impose a partial growth drag. Crucially, the structural reform component of Abenomics — the third arrow — was largely captured by EE interests or abandoned, leaving the institutional root cause unaddressed.
5.3 Gini Equation Results: The Absence of Co-Prosperity
The Gini equation reveals Japan's most consequential institutional failure: the persistent inability to achieve co-prosperity — the simultaneous advancement of growth and distributional improvement that GTED identifies as the hallmark of a mature corporate economy operating under ED.
CA→Gini remains positive across all three phases: 0.010*** in Phase 1, 0.005 n.s. in Phase 2, and 0.043*** in Phase 3. In a fully mature corporate economy (as China's Xi phase demonstrates), CA growth eventually compresses market inequality as broad-based employment and wage growth become the dominant distributional force (Jwa, 2026b). Japan has not reached this threshold. The positive CA→Gini coefficient in Phase 3 (+0.043***) indicates that corporate asset growth under Abenomics widened inequality — consistent with a partial monetary reflation that disproportionately benefited asset owners rather than generating broad-based wage growth.
The Gini intercept trajectory is particularly revealing: Phase 1 (0.837***) → Phase 2 (0.574***) → Phase 3 (1.342***). The Phase 3 intercept surge (+0.769*** above Phase 2) indicates structural inequality deepening — a baseline level of market income inequality that has risen substantially beyond what CA growth or redistribution can explain. This structural Gini increase reflects the labor market dualism that Abenomics exacerbated: irregular employment expanded dramatically under the third arrow's labor market measures, creating a persistent income gap between regular and irregular workers that the corporate economy has not closed.
The EE→Gini coefficient remains positive and significant across all phases (0.709***, 0.823***, 0.497***), confirming GTED's Proposition 4: EE redistribution paradoxically worsens market income inequality by suppressing the corporate growth that would otherwise generate endogenous shared prosperity. Japan is a perfect illustration: three decades of welfare state expansion have coincided with three decades of rising market inequality, because the redistribution suppressed the CA accumulation that is the only confirmed engine of broad-based income growth.

5.4 Diagnostic Tests
Table A1 in the Appendix reports full diagnostic results. In summary: ADF unit root tests confirm that ln(pcCA), ln(pcGDP), and ln(Gini_market) are stationary in levels I(0), while ln(giniratio) and ln(openness) are I(1); HAC standard errors (Newey-West, maxlags=3) address the resulting serial correlation (DW: GDP equation=1.08, Gini equation=1.32). White tests confirm homoskedasticity in both equations (GDP: p=0.622; Gini: p=0.355), so HC1 robust SE serve as a secondary check. Chow tests confirm both structural breaks as statistically significant (D1992: F=10.62, p<0.001; D2013: F=2.39, p=0.077), validating the three-regime specification. All diagnostics support the use of OLS with HAC standard errors as the primary inference framework.
6. Interpretation: Japan as the East Asian EET Case
6.1 The Lost Decades as Institutional Failure
The empirical results permit a precise restatement of the Lost Decades diagnosis. Japan's stagnation is not fundamentally a financial crisis, a demographic transition, a technology plateau, or a deflation trap. It is an institutional failure: the EET generated by the progressive displacement of ED by EE, which severed the corporate asset-growth relationship (CA elasticity collapsed from 0.229*** to 0.018 n.s.) before Japan's corporate economy had matured sufficiently to generate co-prosperity endogenously. The timing is crucial: Japan entered the EET at a level of corporate development where CA was still widening rather than compressing inequality, leaving no endogenous distributional mechanism to generate the broad-based prosperity that would have sustained the political sustainability of the corporate economy.
This diagnosis has a precise implication for policy. The correct response to the Lost Decades is not more redistribution (which deepens the EET) nor more monetary stimulus (which reflates asset prices without restoring the performance-reward linkage) but institutional restoration of ED — restructuring the labor market to restore the performance-wage linkage, ending zombie firm support that severs corporate competitive discipline, and reorienting government support from redistribution to performance-conditional corporate investment. Abenomics' partial success — the Phase 3 CA elasticity recovery to 0.138*** — confirms that institutional signals matter; its failure to achieve co-prosperity confirms that monetary stimulus without ED institutional restoration is insufficient.
6.2 Japan–China Bilateral Comparison
The bilateral comparison between Japan and China provides the most powerful cross-regime confirmation of GTED's institutional thesis. The two economies followed precisely inverse institutional trajectories over the period 2000–2021.

	Dimension
	Japan (Lost Decades→Abenomics)
	China (Xi Phase)

	Institutional trajectory
	ED erosion → EE deepening
	ED building → CA maturation

	CA→GDP (Phase 3)
	0.138***
	0.557***

	CA→Gini (Phase 3)
	+0.043*** (widening)
	−0.038*** (compressing)

	Co-prosperity
	NOT achieved
	ACHIEVED

	Gini intercept shift
	+0.769*** (structural rise)
	Contained

	θ trajectory
	0.680 → 0.672 (falling)
	Low but stable

	Policy response
	Monetary stimulus
	Corporate ED reinforcement

	GTED outcome
	EET confirmed
	Co-prosperity confirmed



The contrast is stark and theoretically precise. Japan's CA→Gini remains positive (+0.043***) because Japan's corporate economy, while recovering under Abenomics, has not matured to the threshold at which CA growth generates endogenous broad-based wage growth. China's CA→Gini turned negative (−0.038***) because China's corporate economy, having accumulated sufficient organizational depth under sustained ED, generates co-prosperity endogenously through the employment and wage multiplier of mature corporate development. The key variable is not regime type (democratic Japan vs. authoritarian China) but institutional functionality (EE-dominant Japan vs. ED-dominant China).
6.3 Japan–Korea–US Comparison: The Universal EET
Japan's EET is not unique but universal, as confirmed by parallel analyses of Korea and the United States (Jwa, 2026a; Jwa, 2026b). South Korea's post-1988 democratization triggered an institutional shift from the developmental state's ED orientation toward welfare state EE expansion, generating the same polarized stagnation pattern — rising Gini despite redistribution, slowing growth despite capital accumulation — that Japan has experienced (Jwa, 2025). The United States' six-decade welfare state expansion produced the Mature Democracy Trap (MDT) — the American EET manifestation — characterized by rising market inequality coinciding with welfare expansion and growth deceleration (Jwa, 2026a).
The universality of the EET across these three cases — Japan, Korea, and the United States — spanning different cultures, political systems, and stages of development — confirms GTED's central thesis: institutional functionality (ED vs. EE) determines development outcomes regardless of regime type, geography, or cultural context. The lesson for policy is equally universal: institutional restoration of ED is not a culture-specific prescription but the general institutional precondition for escaping the EET.
6.4 Evaluation of Mainstream Explanations: What GTED Adds
The conventional literature on Japan’s Lost Decades has produced four major explanations, each capturing a real symptom while missing the institutional root cause. This section systematically evaluates each against the GTED framework, demonstrating that GTED not only subsumes the conventional accounts but provides what they lack: a unified causal theory with empirically testable institutional mechanism.
6.4.1 Hayashi and Prescott (2002): The TFP Residual Account
Hayashi and Prescott (2002) apply Solow growth accounting to Japan’s Lost Decade, concluding that the stagnation reflected a collapse in total factor productivity (TFP) growth combined with reduced work hours due to regulatory changes. Their analysis is technically careful and empirically grounded, but it faces a fundamental limitation: TFP is a residual — it measures what growth accounting cannot explain rather than identifying the institutional mechanism that produced the outcome. Hayashi and Prescott document that TFP fell; they do not explain why.
GTED provides the missing explanation. TFP is not an exogenous technology shock but the aggregate outcome of corporate organizational capability — captured in the GTED framework by organizational technology A in equation (3). When EE institutions suppress θ below the threshold at which A accumulates, TFP measured as a Solow residual will fall — not because of an autonomous productivity shock but because the institutional performance-reward linkage has been severed. The CA elasticity collapse from 0.229*** to 0.018 n.s. in our regression is precisely the mechanism that Hayashi and Prescott’s TFP residual reflects but cannot explain. Moreover, GTED simultaneously explains the distributional deterioration that Hayashi and Prescott, working within a single-equation growth model, cannot address.
6.4.2 Caballero, Hoshi, and Kashyap (2008): The Zombie Firm Account
Caballero, Hoshi, and Kashyap (2008) identify zombie firm forbearance — banks extending credit to insolvent firms to avoid recognizing non-performing loans — as the central mechanism of Japan’s stagnation. Their empirical work is compelling: zombie firms depress healthy firm entry, wages, and investment through congestion effects. This account correctly identifies a key institutional mechanism of the Lost Decades.
GTED subsumes and extends this account. Zombie firm forbearance is, in GTED terminology, an EE mechanism — the equalization of corporate survival chances regardless of performance, which severs the market selection force that is one of the key determinants of θ. But Caballero et al. treat zombie lending as a financial pathology without identifying its political origin: the lifetime employment norm, the banking sector’s regulatory capture by EE ideology, and ultimately Tanaka’s 1972 programme that institutionalized the protection of existing economic actors against performance-based displacement. GTED explains not only what zombie firms do but why they emerged and why they persisted despite their documented costs.
6.4.3 Hoshi and Kashyap (2004): The Financial Fragility Account
Hoshi and Kashyap (2004) attribute Japan’s stagnation to post-bubble financial fragility — the NPL overhang, credit crunch, and delayed bank balance sheet repair that compressed investment throughout the 1990s. This account correctly identifies the financial transmission mechanism but frames the Lost Decades as a prolonged credit cycle rather than an institutional regime shift.
The fundamental limitation of the financial fragility account is that it cannot explain why recovery after NPL cleanup remained weak. By the mid-2000s, Japanese bank balance sheets had been substantially repaired, yet growth remained depressed and Abenomics’ massive liquidity injection still failed to restore co-prosperity. GTED explains this directly: the EE institutional architecture — lifetime employment, regional equalisation subsidies, welfare state expansion, and remaining zombie firm support — was fully intact after NPL resolution. Financial repair does not restore the performance-reward linkage that EE institutions have severed.
6.4.4 Krugman (1998): The Liquidity Trap Account
Krugman (1998) diagnoses Japan’s stagnation as a liquidity trap: the zero lower bound on nominal interest rates rendered monetary policy ineffective, deflationary expectations became self-fulfilling, and investment collapsed. His prescription — credibly commit to inflation — was implemented at unprecedented scale by Abenomics’ QQE from 2013, expanding the monetary base by over ¥300 trillion.
Abenomics provides the decisive empirical test of the Krugman hypothesis — and GTED’s prediction. Monetary stimulus partially restored CA’s growth role (0.138*** in Phase 3 vs. 0.018 n.s. in Phase 2), consistent with GTED’s prediction that monetary accommodation can reflate asset prices. But co-prosperity was not achieved: CA→Gini remained positive (+0.043***), the Gini intercept surged, and θ fell further (0.672 vs. 0.691 in Phase 2). GTED uniquely predicts this outcome: monetary policy cannot restore the performance-reward linkage that EE institutions have severed because that linkage is institutional, not monetary. Krugman’s prescription addresses the symptom (deflation) without reaching the cause (EE institutional capture).
6.4.5 GTED’s Unique Contributions: A Summary
Table 5 summarizes the comparison systematically. GTED makes four contributions that no existing account provides individually or collectively.

Table 5. Conventional Accounts vs. GTED: Comparative Assessment
	Criterion
	Hayashi & Prescott (2002)
	Caballero et al. (2008)
	Hoshi & Kashyap (2004)
	Krugman (1998)
	GTED (This paper)

	Root cause identified
	TFP collapse + work-hour reduction
	Zombie firm forbearance by banks
	NPL overhang + credit crunch
	Liquidity trap + deflationary expectations
	EE political capture of corporate economy (Tanaka 1972 → bubble → Lost Decades)

	Mechanism
	Solow residual (TFP) declines; regulatory hours reduction
	Zombie credit congests healthy firm entry + wages
	Bank balance sheet repair delays investment recovery
	ZLB renders monetary policy ineffective; deflation self-fulfilling
	θ suppressed by EE → A decays → CA stagnates → y collapses; CA elasticity 0.229→0.018 n.s.

	Distribution explained?
	No
	No
	No
	No
	Yes — EE paradox: redistribution worsens market Gini; CA→Gini +0.043*** (no co-prosperity)

	Explains Abenomics failure?
	No
	Partially
	No
	No — predicts success
	Yes — monetary stimulus ≠ ED institutional restoration; θ falls further in Ph3

	Political origin identified?
	No
	No
	No
	No
	Yes — Tanaka 1972 日本列島改造論: EE All In triggers land bubble + institutional EE lock-in

	Universal framework?
	No — Japan specific
	No — Japan specific
	No — Japan specific
	Partial — liquidity trap general
	Yes — confirmed in Korea, US, 73-country panel (Jwa, 2017, 2024, 2026)


Notes: ✓ = addressed; ✗ = not addressed; △ = partially addressed. GTED = General Theory of Economic Development (Jwa, 2017). ZLB = zero lower bound. CA = corporate assets. Regression results from three-regime model, N=34, 1988–2021, HAC SE.

First, GTED identifies the institutional root cause rather than describing symptoms: the progressive EE political capture initiated by Tanaka’s 1972 programme is the common origin of TFP collapse (Hayashi-Prescott), zombie firm proliferation (Caballero et al.), financial fragility (Hoshi-Kashyap), and the liquidity trap’s persistence (Krugman). Each conventional account correctly identifies one transmission mechanism; GTED identifies the institutional source from which all transmission mechanisms flow.
Second, GTED provides a unified growth-distribution framework. All four conventional accounts address growth stagnation only; none explains why market income inequality simultaneously worsened despite extensive redistribution. GTED predicts and confirms both outcomes simultaneously through the EE paradox: redistribution suppresses the corporate growth that would otherwise generate endogenous shared prosperity, producing polarized stagnation — slowing growth and worsening inequality together.
Third, GTED explains Abenomics’ partial failure with precision that no existing account can match. The conventional accounts would predict either that Abenomics’ massive monetary stimulus should have restored full growth (Krugman) or that NPL resolution combined with monetary stimulus should have been sufficient (Hoshi-Kashyap). GTED predicts partial success (monetary reflation restores some CA growth) and simultaneous failure (co-prosperity not achieved because EE institutional architecture remains intact) — which is precisely what the Phase 3 regression results confirm.
Fourth, GTED situates Japan within a universal institutional framework confirmed across Korea, the United States, and 73 countries (Jwa, 2017; Jwa, 2024). Japan-specific accounts cannot explain why the same stagnation pattern afflicts Korea after 1988 democratization (Jwa, 2025) and the United States after the welfare state expansion of the 1960s–1970s (Jwa, 2026a). The universality of the EE institutional trap — confirmed across cultures, political systems, and developmental stages — is evidence that GTED has identified a general economic law rather than a Japan-specific pathology.
7. Conclusion
Japan's institutional experiment provides development economics with its most complete test of GTED's core propositions. The three-regime empirical analysis delivers four clear findings. First, corporate asset elasticity of growth collapsed from 0.229*** to 0.018 n.s. across Japan's Lost Decades — the clearest possible empirical signature of EE institutional capture of the corporate economy. Second, Abenomics partially restored CA's growth role (0.138***) but failed to achieve co-prosperity, confirming that monetary stimulus cannot substitute for institutional restoration of ED. Third, Japan has not crossed the co-prosperity threshold — CA growth continues to widen rather than compress market inequality across all three phases, in striking contrast to China's Xi phase. Fourth, the Gini intercept surge in Phase 3 (+0.769***) indicates structural inequality deepening that neither monetary easing nor redistributive expansion can address.
The policy implication is direct and unavoidable: Japan's institutional restoration requires not more stimulus but less EE. Specifically: restructuring the labor market to restore the performance-wage linkage (ending the regular/irregular employment dualism); ending zombie firm support that severs corporate competitive discipline; and reorienting government support from universal redistribution to performance-conditional corporate investment — the principles that MITI and the developmental state embodied and that the Lost Decades systematically dismantled. The Abenomics experience confirms that the direction is correct but the dosage of ED restoration was insufficient. Japan's escape from the EET requires completing the institutional agenda that the third arrow left unfinished.
Beyond Japan, this analysis contributes to the emerging consensus on the Mature Democracy Trap as a universal institutional failure mode. Korea, the United States, and most Western democracies are traversing the same EET trajectory at different speeds. The Japanese experience — three decades of documented stagnation with repeated policy interventions that address symptoms rather than causes — provides the canonical case study for what awaits advanced democracies that fail to recognize and reverse the EE institutional drift before the corporate economy's co-prosperity threshold has been crossed.

Appendix: Diagnostic Test Results
This appendix reports the full set of diagnostic tests supporting the three-regime OLS estimation with HAC standard errors presented in Sections 5 and 6.
Table A1: ADF Unit Root Tests
Lag length = 1; level tests use constant + trend; first-difference tests use constant only. MacKinnon (1994) p-values.
	Variable
	Level ADF (p-val)
	Order
	1st Diff ADF (p-val)
	Conclusion

	ln(pcCA)
	0.003
	I(0)
	0.000
	Stationary in levels

	ln(pcGDP)
	0.005
	I(0)
	0.000
	Stationary in levels

	ln(Gini_mkt)
	0.048
	I(0)
	0.130
	Stationary in levels

	ln(giniratio)
	0.333
	I(1)
	0.022
	I(1): HAC applied

	ln(openness)
	0.100
	I(1)
	0.000
	I(1): HAC applied



Table A2: Chow Tests for Structural Breaks
Null hypothesis: no structural break at the specified year. GDP equation. k=4 parameters per sub-sample.
	Break
	F-statistic
	p-value
	Significance
	Interpretation

	D1992 (Ph1→Ph2)
	10.617
	0.000
	***
	Confirmed: Lost Decades onset

	D2013 (Ph2→Ph3)
	2.391
	0.077
	*
	Confirmed: Abenomics onset



Table A3: Serial Correlation and Heteroskedasticity
Durbin-Watson test on three-regime OLS residuals. White (1980) heteroskedasticity test. *** p<0.01, ** p<0.05, * p<0.10.
	Test
	GDP Equation
	Gini Equation
	Action taken

	Durbin-Watson
	1.081
	1.322
	HAC SE (Newey-West, maxlags=3)

	White test (LM)
	p = 0.622
	p = 0.355
	HC1 SE as secondary check

	R²
	0.983
	0.980
	—

	Adj. R²
	0.974
	0.970
	—

	N
	34
	34
	1988–2021



Conclusion: Serial correlation is present in both equations (DW < 1.5), justifying HAC standard errors as the primary inference framework. Homoskedasticity is confirmed by the White test, so HC1 robust SE serve as a secondary robustness check. Both structural breaks are statistically confirmed by Chow tests. ADF results support OLS estimation in levels for the three main variables.
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Figure 1. Japan's Key Economic Indicators by Institutional Regime (1988-2021)
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