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Implications of Asian Crisis

Is it going to induce a world depression?

chief Economist Shinichi Nakayama
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The Asian Economic Crisis has expanded, with or without causal relations, to other countries such
as Russia and Brazil. There is a possibility of world depression induced by the Asian Crisis. This
paper tackles the possibility.

Main findings are; (1) The Asian Economic Crisis is almost comparable to the Great Crash of 1929
in its severity and duration because of highly leveraged economies, and requires massive inflow of
foreign money for its recovery, (2) There is a danger that economic slump in China and Japan will
further aggravate the recovery, (3) Nonetheless, a concurrent recession due to changes in the pattern
and volume of trade is not great, (4) Danger of a world recession comes from credit crunch by risk-
aversion is real, which may abruptly end the booming US economy.

To preempt the worst scenario, (1) East Asian countries should pursue their economic structural
reforms starting from the financial sector, and thus enhance credibility for the future of the economy,
and (2) Japan should stimulate its economy by stimulating consumption demand. It is necessary to
introduce a permanent income tax deduction to increase the flow of disposable income, and to raise
interest rate to increase income from the financial wealth. These measures, together, will forestall
capital flight from Japan, and yen will be appreciated. It will increase the imports from East Asia,
and accelerate the recovery of East Asia, and a virtuous circle of the recovery will start.

That will be a way to regain confidence in the future of the world economy.
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