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I. Japan’s responses to global major-scale adjustment 
 
In effort to overcome an economic crisis, the Government needs to focus its efforts on 
ensuring employment and stabilizing people’s daily lives as well as on preventing a double 
dip recession in the immediate future.  
At the same time, in responding to global major-scale adjustment such as a shift toward a 
low carbon society and a society where elderly people continue to work according to their 
willingness and ability and live a healthy life, it is important for Japan to newly achieve 
growth based on new domestic demand and newly made export competitiveness, through 
realizing its problem-solving ability as a source of its power.   
 
Japan has to take the period for overcoming the current economic crisis as a time period 
for adjusting and intensively getting itself prepared for forthcoming global changes, and 
each of us, businesses and the Government should be prepared for the forthcoming global 
full-scale adjustment. 
Measures to be taken in the immediate future should be conducive to society-wide effort in 
which we will adapt ourselves to major changes.  
 

II. The amount needed to implement measures to address the current crisis 
 
1. Demand creation effect of measures 
In the macroeconomic frame, on the assumption that (1) global concerted efforts will 
generate demand (supposedly, 2% of GDP for two years) (with constant spillover effects 
on Japan worth 3 trillion yen over two years) and that (2) short-term interest rates will 
remain fixed, measures will fully exert its demand creation effects if implemented 
concurrently with government spending. 
For example, public investment will be able to generate additional demand worth as much 
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as some 1.5 times over two years. Yet, for creating more demand, the Government should 
carefully select and implement only measures highly likely to trigger demand.  
 

Government spending 
amount  

5 trillion yen 10 trillion yen 15 trillion yen 20 trillion yen 

Demand creation 
effect  

9 trillion yen 15 trillion yen 21 trillion yen 27 trillion yen 

Note: Estimated based on a short-term macro model of Economic and Social Research Institute 
(of Cabinet Office ), with the two-year average multiplier effect applied, taking as an 
example both increases in public investment and an expansion in world demand. In the 
case of government spending in tax cut, investments or subsidies, expected demand 
creation effect will be smaller compared to in the case of public investment.   

 

2. Size of demand creation 
 
In the face of the global recession, each country can less and less afford to implement 
monetary policies. To address such circumstances, it is important on a global scale to take 
discretionary public-finance policies. What is essential is to take prompt actions according 
to the economic situation. 
In so doing, instead of offsetting lack of demand solely by government spending, the 
Government needs to consider all various factors together from the macroeconomic 
management viewpoint, in the following manner. The amount of necessary “demand 
creation” is estimated to be in the 10 trillion yen range, in spite of some differences among 
amounts estimated.  
 
(1) Preventing domestic demand from falling into a double dip recession  
To avoid a double dip recession, demand creation worth 8 to 10 trillion yen is required for 
offsetting drops in the recent average domestic demand level (530 trillion yen). (Domestic 
demand for 2009 estimated based on privately run institutions’ forecasts: 520 trillion yen)   
 
(2) Responding to an amount exceeding the average drop among developed countries  
To cover an amount of the Japanese economic downturn (On average, 2.3% to 2.9%) 
exceeding the average drop among developed countries in 2009, approximately 12 to 15 

trillion yen will be necessary for demand creation.   
 

(3) Focusing on the unemployment rate  
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The average GDP gap for fiscal 2009 is expected to reach approximately 9% of GDP, and 
as a result, the unemployment rate may rise to around 7%. In order to keep the 
unemployment rate at 5.5%, the record high rate ever, or below, demand worth around 
3% of the GDP (15 trillion yen) will be required, when also taking into consideration 
measures which have been already put into practice. 
  
3. Compatibility with sustainability 
  
We need to keep in mind the following, in order to promptly put our economy “on a new 
sustainable growth track.” 
 
(1) Smooth transition to private sector demand-driven economy 
The Government should refrain from continuously taking measures which exceed the 
country’s potential growth ability (approximately 7 trillion yen a year when the potential 
growth ability is around 1.3%), since the implementation of such measures will either 
hamper autonomous growth in private demand or prolong our dependence on public 
sector demand.  
 
(2)  Consistency with fiscal sustainability  
The Japanese government debt, which is already at the highest level in the world, will 
further increase following the implementation of measures to overcome an economic crisis. 
The Japanese government can less and less afford to implement fiscal stimulus, and will 
have to pay careful attention to inflationary risks and possible increases in interest rates in 
the post-crisis global economy.   
 
III. Criteria for wise spending: How to incorporate wise spending 
 
We have to create clear-cut criteria for wise spending. The Government should implement 
measures which are “targeted,” “timely” and “temporary.”   
 
Criterion 1: Measures with clear targets: A number of advantages and maximization of 

positive effects 
 
(1) “Surviving an economic crisis” and “enhancing growth potential for the future” 
 
- Boosting support for households which suffer most in an economic crisis, upgrading 
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social safety nets and triggering private sector demand.  
- Enhancing human resources development through proactive labor policies which focus 

on employment support and ensuring job security  
- Promptly eliminating infrastructure bottlenecks ahead of schedule, and creating effective 

demand conducive to productivity improvement 
- Achieving demand-creating innovation which leads to a newly enhanced international 

competitiveness, through structurally adapting the Japanese economy and society to the 
future environment ahead of schedule and through identifying potential demand  

 
(2) “Combination and linkage with other policy measures” and “priority ranking”  
 
- The Government should, instead of just boosting government spending in certain areas 

or projects, get the most effect out of the implementation of its measures, through 
breaking down bureaucratic sectionalism and a pervasive follow-the-leader mentality 
and mixing and matching a number of different policies, after prioritizing measures to 
be taken. 

 
Criterion 2: Timely action:  Prompt implementation and early production of effect 
 
- Putting into practice measures that lead to early spending cut and tax breaks and  

promptly pushing forward legal reforms and systematic revision which will facilitate the 
spending cut and tax breaks (by implementing the spending in the third quarter of 2009) 

- Giving priority to measures which are likely to exert effect early (by the end of 2010)  
 
Criterion 3: Post-crisis early government spending cut following a temporary boost of 

government spending  
 
- In order to achieve a smooth transition from dependence on public demand to private 

sector-driven economy, and from the bottoming out phase to economic recovery and 
growth, the Government should promptly reduce its disbursements associated with its 
economic stimulus measures, following the bottoming out phase.  

- Keeping in mind that each stimulus measure is just a temporary measure, the 
Government should clearly state its commitment to abolishing stimulus measures in the 
post-crisis phase, unless it can secure new tax resources for financially supporting them.  

 
IV. Actions to be taken in parallel with the implementation of Wise Spending 
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By putting into practice regulatory reform and systematic reforms together with 
budgetary and tax reforms, the Government will be able to allow some measures to exert 
their maximum effect. The CEFP should push forward discussions on systematic reforms 
so as to achieve synergy effects for overcoming an economic crisis.  
 
V．Conveying messages easy-to-understand 

 
The Government should, for example, refer to the measures in the way which allows 
people to have a high level of their confidence in them, by uniquely naming them or 
highlighting ten or so distinctive projects, to effectively publicize them, to give people a 
sense of assurance and hope for the future and to convince them to “overcome the current 
crisis together.” 


