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A TALE OF TWO CRISES

As the United States finds itself mired in a financial crisis, many observers point to the experience of Japan during the 1990’s as a
blueprint for the future. This week’s Marker reviews the parallels and differences between two financial crises that rocked the world’s
two largest economies less than 20 years apart.

A COSTLY CRISIS

The International Monetary Fund has released an estimate of the
dollar cost of the current credit crisis. If its estimates prove to be
correct, losses could reach $1,000 billion. This crisis would be the
most expensive - in dollar units - in history, though it would not be
nearly half as bad as Japan’s nightmarish economic descent
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countries of the former eastern European block, unable to benefit
from the global boom in commodity prices, to housing in the
Hampton’s, asset values are reacting negatively to tighter credit.
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The broad dispersion of losses from the current credit crisis is only Outstanding mark-to-
but one important difference between the U.S. and the Japanese market loss
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through at least four years of deep denial before beginning to
openly discuss the need to reorganize its banking system. Broader
sharing of losses is both a blessing and a cause for greater systemic
risk; yet, it should facilitate the overall adjustment process. We
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quote Mr. Fisher: “We are adjusting much more quickly. We are going through the price discovery process. It is enormously painful but it

is happening”.
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Observers are quick to point to the apparent similarities between the crisis currently engulfing the U.S. and that which took place in
Japan almost 20 years ago. A deeper examination of the facts illustrates how different the situations are, calling into the question the
risk of assuming the U.S. is headed for a long period of economic stagnation. Financial excess always gets cleared through a country’s
banking system. This time is no different and while there certainly is more pain to be experienced, investors should also take solace in
the fact that financial players and regulators are implementing the necessary measures to right the ship. Realism and cool minds will be
rewarded in the coming months at the likely expense of extreme pessimism.
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