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SUMMARY

Revitalizing the Japanese Economy

Senior Economist Hidetaka Yoneyama

Economic Stagnation Resulting from Extreme Downturn in Consumer Spending
Restoration of Confidence Essential
Measures to Boost Consumer Spending Needed

The main reason for the continuing stagnation of the Japanese economy is a downturn in
household consumption expenditure. Sluggish consumer spending has led to declining sales,
inventory build-ups, production cutbacks and reduced investment in plant and facilities. As a
result, the entire economy has fallen into a shrinking balance situation, and there is a growing

danger of stagflation.

The decline in household consumption propensity (the percentage of disposable income devoted
to consumption expenditure) reflects growing uncertainty about the future due to the emergence
of instability in the Japanese financial system. In addition, the aging of the Japanese population
is certain to lead to increased public expenditure in the future. These factors are placing

structural limits on consumer spending.

The economic policy package launched by the government in April is not enough to dispel a
sense of unease on the part of consumers. This is because consumers know that temporary tax
cuts and increases in public works spending will rebound in the form of higher taxes in the
future. The government needs to show a clear chain of logic by introducing permanent income
tax cuts and a reduction in corporation taxes in order to stimulate private sector activity. This
should be linked with a reduction in government expenditure in order to prevent future increases

in the cost to the taxpayer.

The government should consider measures to encourage healthy consumption in the same
context as measures to promote business activity. The Japanese economy will need to deal with
a number of issues in the future, including environmental problems, information technology and
the aging of society. If companies can speed up the development of products that provide
answers to these issues, it would be possible not only to underpin economic performance, but
also to promote the structural reform of the Japanese economy. The government should consider
a system to allow consumers to deduct part of the cost of purchasing products relating to
environmental problems, information technology or the aging of society from declared income.
Since the resulting reduction in taxation would be linked to expenditure, it would have a more
immediate effect than income-related tax cuts in terms of increasing consumer spending.
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