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The recent economic statistics clearly show a trend of deflationary recession in

the Japanese economy. The wholesale price and consumer price indexes keep
falling, consumer spending keeps falling, capital investment has basically been



in decline, and the overall unemployment rate has been at a high level.
Enterprises have started to reduce not only facility investment but also their
production activities. As a result, the economy is entering a cyclical trend toward
contraction in which the income and employment environments get worse and
personal consumption stagnates. There is rapidly increasing concern among
many economists that the economy may fall into a deflationary spiral.

Stock Market

The Nikkei Stock Average on the Tokyo Stock Exchange remained at the
¥12,000 level at the beginning of this year; however, in February it went down to
the lowest it has been in 10 years. The Average dropped below the ¥10,000 level
on March 1st. This collapse of the stock market scared not only traders and
investors but also the Government and ruling parties. Most economists take

the view that the future trend in the stock market depends on whether the
Cabinet can effectively carry out its economic revival policy.

Financial Policy

The Japanese Government has worked out a comprehensive anti-deflation
policy. The Government stated in the policy that it would take "every possible
measure, including capital reinforcement” if there were signs of a financial crisis.
The Government also requested the Bank of Japan to carry out a monetary
policy. The Bank of Japan decided to implement an expansion of quantitative
easing to prepare the ground for a turnaround. The Bank of Japan's quantitative
easing policy is designed to increase the target balance for financial institutions'
current deposits with the Bank of Japan from ¥5 trillion to ¥6 trillion. One specific
measure calls for the Bank of Japan to increase their monthly purchase of long-
term government bonds from ¥400 billion to ¥600 billion.



