Key Points about the Japanese Economy

November 13, 2006
	I. Trends and Forecasts of the Japanese Economy
· The official assessment of the Japanese economy in October stated: “The economy is recovering.”
· As the result of the progress of structural reform, Japanese economic bases have been strengthened significantly. The non-performing loans (NPLs) problem has been normalized, and the “three excesses” in employment, equipment and debts in the corporate sector have almost been eliminated.
· Current profits of corporations have seen a fourth consecutive annual increase in fiscal 2005, and business investment continues to grow strongly.
· The employment situation is improving; the effective job offers-to-applicants ratio has gone over 1.00, and the unemployment rate has improved down to lower 4% level.
· Land prices are picking up; land prices of commercial zones in three metropolitan areas are rising for the first time in fifteen years.
· Demand-supply gap has been eliminated, and the consumer prices have been in rising trend. The eradication of deflation has come into sight.
· Japanese economy has been in an expansion phase for more than four years. The expansion period is almost as long as the postwar record.
· Major risks to the outlook of the economy are; the further surge of oil prices, the slowdown of US economy and the possible inventory adjustment in the IT sector.
· The growth rate of real GDP in FY2006 is expected to be 1.9%. Japanese economy is expected to continue a moderate recovery led by private demand, with continuing growth of consumption and business investment.
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II. Recent Major Topics
· The Consumer Price Index (CPI) in September 2006 (General, excluding fresh food) was up 0.2% from the previous year, rising for four consecutive months.
· On October 31st, the Bank of Japan released the “Outlook for Economic Activity and Prices (October 2006)”. It forecasted that the Japanese economy is likely to experience a sustained period of expansion and the year-on-year rate of increase in the CPI is likely to gradually rise.
III. Major Challenges for Economic and Fiscal Policy Management
1. Constructing an Open Economy Full of Vitality

· To achieve a sustained and stable economic growth, the Japanese Economy needs to take in new vitality through “Innovation and Openness”.

· Aiming at the creation of innovation that contributes to growth, the government will compile and put into effect a long-term strategic guideline, “Innovation 25,” which will have a range of prospects up to 2025 in medicine, engineering, information technology, and a variety of other fields.
· In order for Japan to draw on the growth and vitality of Asia and the world, the government will strengthen efforts to conclude Economic Partnership Agreements (EPAs) and will also work towards the resumption of the WTO Doha Round negotiations.
2. Fiscal Consolidation
· Japanese fiscal situation is severe; the long-term debt outstanding of central and local governments is amount to 151% of the GDP (775 trillion yen in FY2006). The integrated reform of expenditures and revenues is a matter of urgency.
· The government aims to achieve a primary surplus in FY2011. Under a prudent assumption with a nominal economic growth rate of approximately 3%, the required amount of expenditure reduction or revenue increase will be approximately 16.5 trillion yen.
· For the five fiscal years from FY2007, expenditure reduction of 11.4 to 14.3 trillion yen will be conducted thorough the reduction of public works spending and the labor cost of public officers, etc.
3. Measures Related to Aging Society and Declining Population

· The major challenges that will affect the Japanese economy are the aging society and the declining population. The current percentage of the population over 65 years of age is already larger than 20%, and the birthrate has declined to 1.25. The total population in Japan has started to decrease since 2005.
· The aging society is one of the factors that restricts economic growth and creates financial strain for the social security system. Comprehensive reforms will be made of social security system which will include pension, medical care, nursing care and public assistance, etc.
4. Price Trends and Monetary Policy Management
· Consumer Price Index is in upward trend.
· The Bank of Japan has decided to lift its quantitative easing policy in March, for the first time in about five years. In July, the BOJ has also lifted zero-interest rate policy.

· To ensure sustainable economic growth led by private demand under stable price conditions, the Government and the BOJ will make joint efforts.
IV. Major Accomplishments of Structural Reform
· The financial system has stabilized, as the result of the Program for Financial Revival, accelerating the disposal of non-performing loans, and advancing integrated responses by industry and finance. The partially remaining full deposit guarantee was removed in April 2005 as planned, and the NPLs problem of major banks was resolved.
· Over 1000 regulatory reform items have been implemented, and over 800 Special Zones for Structural Reform had been created by spring 2006.
· Through the expenditure reforms, the ratio of general government expenditure to nominal GDP has been declining. And the reform of subsidies, transfer of tax revenue resource, and reform of local allocation tax have been implemented to complete the reform package of three issues.
· Under the target to double the cumulative stock of Foreign Direct Investment (FDI) in Japan, the Government is making various efforts in line with the "Program for the Promotion of Foreign Direct Investment in Japan." For the past three years after 2001, the balance has increased by about 1.5 times.
· The bills to privatize Japan Post were passed in October 2005. Japan Post will be privatized in October 2007.
· The plan to reorganize and rationalize public corporations has been executed and out of the 163 corporations to be reformed, 136 corporations were abolished, privatized or underwent other measures. The four Highway-Related Public Corporations were privatized in October, 2005.
· There has been active revitalization and restructuring of corporations as can be seen from drastic increase of over 20,000 new businesses emerging in the past year under the Special Regulations Governing Minimum Capital Requirements, which reduces the capital requirement for new corporations to 1 yen. (It was made a permanent regulation by the new corporate law, which took effect in spring 2006.)
V. Japan and the International Community
· Japan is the second-largest economy in the world, after the U.S. We have tremendous sources of economic strength, including technological innovation, impressive household wealth and social stability.
· As a responsible member of the international community, Japan’s role should be to further invigorate its economy.
· Japan will actively continue negotiations in the World Trade Organization’s (WTO) new round. Japan will also promote economic partnerships, including free trade agreements (FTAs), and regional ties, through institutions such as Asia-Pacific Economic Cooperation (APEC) and the Association of Southeast Asian Nations (ASEAN).  We will contribute to the sustainable development of the world economy by strengthening the international financial system and carrying out assistance to developing countries.
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   Main Economic Indicators of Japan
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