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When we see what is happening in the next three years or so, we can divide a road map for 

overcoming the current economic crisis into the following three phases. The Government has to 

get prepared from now for risks associated with each phase, considering the length of time it takes 

for policy measures to result in some effects. Clarification of the road map will give us hope for 

future growth. (Refer to Reference 1 attached.)  

1. Risks and priority issues associated with each phase 
 
Crisis phase:  Possibility of continuous economic contraction (Refer to Reference 2.) 
【Risk factors】Downward spiral of a financial crisis and deteriorating real economy 

(1) Continuous drastic production adjustment in export-oriented sectors  
(2) Credit contraction due to falling stock prices and its ripple effects on real 

economy  
(3) Increasing funding difficulties due to corporate business downturn  

(including financial clogging)  
【Policy objectives】All-out efforts to end the cycle of the financial crisis and a deterioration in 

economy 
【Policy measures to be taken】 “Monetary measures,” “eliminating anxieties about job security,” 

“international coordination,” and “responses with 
consideration given to the length of  time it takes for policy 
measures to result in some effects”  

(1) Providing financial liquidity and serving to relax credit constraint  
(2) Taking economic measures without fail, including employment measures and the expansion 

of social safety nets  
(3) Supporting domestic demand (including implementation of public work projects ahead of 

schedule and tourism campaigns tied up with reduced expressway tolls) 
(4) Securing international coordination in macroeconomic policies and striving for more stable 

international financial systems  
(5) Getting prepared for supporting immediate demand and for enhancing the country’s growth 

potential in a medium- to long-term perspective  
 
 
Recession bottoming-out phase 
The recession will bottom out, or the Japanese economy will sink into a double-dip or triple-dip 
recession.  
 
【Risk factors】 (1) A double-dip or triple-dip recession resulting from destabilization of the U.S. 

and European financial systems 
(2) Prevailing feelings of instability and sluggish personal spending due to job 

losses in the country 
(3) Prolonged sluggish share prices and financial instability  

【Policy objectives】The recession “bottoming out” and economic “pump-priming” measures for 
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achieving long-term sustainable growth.   
【Policy measures to be taken】”Wise Spending (Please refer to Reference 3 attached.),” and 

“domestic demand expansion in Asia and countermeasures against 
protectionism” 

(1) Enhancing vocational abilities and purchasing power through active labor policies 
(2) Enhancing social security functions ahead of schedule and upgrading and expanding social 

safety nets.  
(3) Identifying potential domestic demand in environment preservation, energy efficiency, 

medical care, nursing care for the elderly, support to families raising children and housing 
sectors.  
(5.5 million vehicles 13 years old or older as of the end of fiscal 2007. 
 11.5 million houses 28 years old or older and not meeting quake-resistant standards, as of 

2003. 
 58 million units of analogue televisions as of the end of 2009) 

(4) Creating effective demand and eliminating infrastructure bottlenecks for increasing future 
productivity (including infrastructure building for solving traffic jams and making more 
airport and port equipment work around the clock.) 

(5) Upgrading and developing infrastructures ahead of schedule for ensuring people’s safety 
and peace of mind (for example, by making school buildings more quake-resistant and 
laying power lines underground) 

(6) Stepping up efforts to collaborate with Asian markets  
 
 
Phase of economic recovery and growth: Economic recovery and our economy back on growth track  
 
【Risk factors】(1) Prolonged disposition of problem assets in the Unites States and Europe followed 

by lingering economic stagnation  
(2) Lower potential growth due to delayed structural adjustment  
(3) Destabilization of long-term interest rates 

【Policy objectives】Our economy back on sustainable growth track ahead of other developed 
economies  

【Policy measures to be taken】”Demand creating innovation,” “productivity improvement,” 
“elimination of bottlenecks for achieving 
growth,” ”establishment of sustainable social security and the 
securing of financial resources for supporting social security,” 
and “recovery of fiscal disciplines” 

(1) Going a step ahead of other economies in undergoing a paradigm shift such as a low carbon 
society and healthy longevity 

(2) Eliminating mismatches through developing human resources for new growth sectors and 
improving and upgrading vocational training programs  

(3) Promoting and making better use of investment in information technologies accompanied by 
organizational innovation, encouraging investment in research and development and 
investment in merger and acquisition, pushing forward regulatory reform in service sectors, 
and vitalizing contents industries  

(4) Eliminating bottlenecks for achieving growth  
(5) Establishing sustainable social security and securing financial resources for supporting 

social security, and recovering fiscal disciplines, in line with “the mid-term program”  
(6) Creating a positive cycle of vitalized investment and consumption in Asia and Japanese 

economic growth  
 
 
 
2. Economic and fiscal policies  
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(1) How to avoid a situation where the bottom has dropped out 
- Stimulatory fiscal policies might be of no use without secured stability of financial systems.  
- How much domestic demand expansion through internationally concerted efforts will be 

necessary as countermeasures against global economic deterioration (including IMF’s 
argument that fiscal expansion as much as 2% of GDP may be necessary.)  

- The concept that fiscal spending expansion should offset the entire GDP gap will be profoundly 
harmful. (Whether increasing public spending will help autonomous recovery in 
private-sector demand is unclear, and instead, it could preserve ineffective sectors as they 
are.) 

- How the Government should handle possible deflation risks. (Unless the GDP gap has been 
offset to a certain degree, deflation is likely to remain longer.) 

 
(2) Then how to ensure consistency with “the mid-term program” and fiscal disciplines. 

- The Government should take into account possible effects of a high-level of public debt 
outstanding and of fiscal expansion on economic expansion (fiscal multiplier effect), and pay 
careful attention to fiscal sustainability. 

- Other developed economies have already identified basic attitudes toward financial 
consolidation following economic recovery. The Japanese government has to make steady 
efforts for financial consolidation by putting into practice “the mid-term program.” 

- The stability of financing environment is important amid the rise in government bond issuance. 
(A possible rise in interest rates and financial market disturbance)  

 
(3) How to enhance the country’s growth potential during the phase of economic recovery and 

growth  
- The Government should eliminate bottlenecks for achieving growth. (Investment in human 

resources, elimination of infrastructure bottlenecks, securing of energy resources and 
promotion of regulatory reform) 

- The Japanese economy should seek new domestic demand expansion and stable growth based 
on new export competitiveness mainly in environment preservation and energy efficiency. 

- When increasing public spending, the Government should put priority in spending which is 
highly likely to stimulate private-sector demand and prevent a large financial burden in later 
years, and should avoid pork-barrel spending. The governmental spending should place 
priority on what is driving a shift toward a new economic and social structure. 

- Even in efforts to avoid a situation where the bottom has dropped out, the Government has to 
get rid of, or suspend after economic recovery, spending practices which are likely to easily 
become persistent and irreversible, those which could trigger protectionist reactions abroad, 
those which could reduce incentives for job experiences, and those which could take a long 
time to be put into practice and have obscure cost-benefit relationship. 

 
(4) How to deal with employment situations and jobless people 

- The Government should make effective policy responses so as to avoid a situation which results 
in a record high unemployment rate. (Refer to Reference 4 attached.)  

- Economic stagnation can result in an increasing sense of frustration and social destabilization. 
The Government should focus on easing of public anxiety, employment security and job 
creation, and should, in a concentrated manner, input resources in sectors which have 
significant ripple effects on employment and demand creation.  

- The Government should push forward Japanese-style employment system reform which offers 
“peace of mind, human resource development and flexibility,” for example, by providing 
livelihood support measures coupled with vocational training programs and on-the-job 
vocational training mainly at corporate workplaces. 

 
(5) How to stimulate domestic demand, in particular, consumption 

- The latest economic slump in Japan is attributable to its dependence on external demand for 
the period from 2006 through 2008. (Refer to Reference 5 attached.)  For achieving stable 
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growth in the future, we have to stimulate new domestic demand by all means.  
- We should create demand through identifying potential domestic demand in environment 

preservation, medical care, nursing care for the elderly, support to families raising children 
and housing sectors. 

- Natural resource-scarce Japan with an aging population and a declining birthrate should:  
(1) avoid a situation where import constraint will serve as a bottleneck for domestic demand 

expansion, by enhancing energy efficiency and improving the country’s self-sufficiency 
in food; and 

(2) allow the Japanese economy to take advantage of Asian-wide growth potential in order to 
expand Japan’s domestic demand through expanding direct investment in Asia and 
recycling profits. 

 
- The Government should allocate more assets to younger generations, who have higher 

marginal propensity to consume, in order to temporarily expand domestic consumption and 
investment.  

 
 


