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Spain today, Japan in 1990: The scale of the problems.
The crisis is clearly more serious in Spain

1. The same type of problem: Balance sheet mismatch

The Spanish crisis today and the Japanese crisis in the
early 1990s were triggered by the same factors: the
private sector accumulated substantial debt which was used
to buy real estate assets, then real estate prices dropped (the
real estate bubble burst) and the debt was no longer
matched by assets of a sufficient value. The resulting
excessive indebtedness generated borrower defaults, a
banking crisis, and the need to reduce indebtedness, leading
to sluggish demand for an extended period.

This type of crisis lasts a very long time, as shown by the
length of the period of weak domestic demand in Japan
(Chart 1).

Chart 1
Japan: Domestic demand in volume terms
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2. The relative magnitude of the problem in Japan in 1990
and in Spain today

We have to look at:
o the size of private-sector indebtedness;

e the size of the real estate bubble, in terms of
prices and real construction activity;
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e the seriousness of the banking crisis.

1. Private debt

At the
asinS

peak, private debt reached 235% of GDP in Japan,
pain (Charts 2A and B).

Chart 2A
Japan: Household and corporate debt load
(as % of GDP)
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Chart 2B
Spain: Household + corporate debt load
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2. Real estate bubble (Charts 3A, B and C and 4A, B and
C)

Chart 3A
Japan: Real estate prices and housing starts
(1985:1 = 100)
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Chart 3B
Japan: Employment in construction and
housing investment
Employment in construction (as %of total, LH scale)
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Chart 3C
Japan: Property wealth
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Chart 4A
Spain: Real estate prices and housing starts
(1998:1 = 100)
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Chart 4B
Spain: Employment in construction and
household housing investment
Employment in construction (as %of total, LH scale)
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Chart 4C
Spain: Household property wealth
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Real estate prices were multiplied by 2.5 in Japan from
1987 to 1991, building starts by 2; construction
employment increased from 9 to 10% of the labour force of
Japan; property wealth increased from 380% of GDP in
1985 to 680% of GDP in 1991.

In Spain, real estate prices were multiplied by 3 from 1998
to 2008, building starts by 2.2; construction employment
increased from 10 to 14% of total employment; household
property wealth surged from 380 to 910% of income.

3. Banking crisis

The non-performing loan ratio in Japan increased from
1.5% in 1992 to 5.5% at its peak in 2002; the number of
company bankruptcies was multiplied by 4 between 1990
and 1998 (Table 1, Chart 6A). In Spain, the non-
performing loan ratio is already higher than 8% (Chart 5),
with a huge default rate among property developers (Chart
6B).

Chart 5
Spain: Non-performing loans* (as % of total)
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Chart 6A
Japan: Company bankruptcies
(number per month)
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Chart 6B
Spain: Default rates (as %)
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3. The seriousness of the Spanish case

The above shows that the Spanish crisis - which like the
Japanese crisis in the beginning of the 1990s is a crisis of
balance sheets mismatch after the fall in asset prices - is
more serious than the Japanese crisis: the size of the
private debt at the peak is similar, as is the rise in
property prices, but the job losses resulting from the
bursting of the real estate bubble are far greater in Spain,
the rise in loan defaults as well.

We should therefore expect a longer-lasting economic
stagnation in Spain than in Japan (where it lasted for 12
years, from 1992 to 2003, Charts 7A and B), and
deleveraging lasting at least as long as in Japan (1993-
2005, Chart 7C). Therefore, this is just the beginning of
the Spanish crisis (Charts 8A, B and C), which started in
2008, unless Spain is helped by the other European
countries.

Chart 7A
Japan: Real GDP
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Chart 7B Chart 8B
Japan: Total employment Spain: Total employment
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Chart 7C Chart 8C
Japan: Loans to the private sector* (Y/Y as %) Spain: Bank loans to households and
1 1 companies (Y/Y as %)
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Chart 8A
Spain: Real GDP
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Table 1
Japan: Non-performing bank loans
0,
As % of 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001
total loans
Total (all 1.52 1.61 1.49 3.32 2.55 2.29 2.99 4.19 4.01 4.38
banks)
As % of
2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
total loans
Total (all 5.47 4.49 3.52 2.39 1.89 1.82 1.89 1.92 1.84 1.86
banks)

Sources: FSA, Datastream, Natixis
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