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ARTICLES:
(1)  Heated argument in LDP over policy shift and dissolution of Lower House based on Article 7; Remarks intertwined with political speculations

NIHON KEIZAI  (Page 2)  (Full)

January 23, 2003


"Did Prime Minister Junichiro Koizumi make a policy shift?"  "Are there any constitutional restrictions on the dissolution of the Lower House?"  These two questions have triggered a heated argument in the Liberal Democratic Party (LDP).  The political motives of LDP members can be seen in the succession of remarks that focus attention on the management of the economy and whether the Lower House will be dissolved.

Policy switch?


At his New Year press conference on Jan. 6 and his address at the LDP convention on Jan. 16, Prime Minister Koizumi declared:  "The major political challenge is to overcome deflation.  I will put all policy options on the plate."  His declaration set off an argument that the prime minister has decided to shift his economic policy.


At the LDP's New Year celebration gathering on Jan. 7, Mitsuo Horiuchi, chairman of the General Council, whispered to Taro Aso, chairman of the Policy Research Council:  "Why don't you map out some specific measures now that the prime minister has made such a declaration?"  Aso then praised the prime minister, noting, "To go so far as to make such a declaration is a major achievement for him."  On Jan. 18, former LDP secretary general Makoto Koga gave this impression at a meeting in the city of Omuta:  "I felt [the prime minister] might have switched his policy line."


Aso and Koga have taken Koizumi's recent declaration as a sign that he is revising his previous line to focus on measures to stimulate the economy -- though until just recently, Koizumi was only interested in reform.  By giving a positive evaluation of the prime minister's stance, Aso and Koga seem to be aiming at bringing out an even more flexible response from Koizumi.  Meanwhile, Upper House Caucus Secretary General Mikio Aoki told the press corps on Jan. 21:  "I have no idea whether the prime minister has actually made a policy switch; we will have to look at the way he operates in the coming weeks."


On the evening of Jan. 22, at a fundraising party hosted by the LDP, Koizumi emphasized:  "People are saying all kinds of things, but my way of thinking has not budged an inch.  I don't have the slightest intention of shifting my policy line."  He completely denied the rumor that he had switched policy.  The reason may be that if he were seen as making concessions to the party's "forces of resistance," he would disappoint the public.  This could trigger a decline in the approval ratings of his cabinet—which are his only hope in trying times.

A dissolution based on Article 7 of Lower House


Some members of the Hashimoto faction in the LDP, having their eyes on the next Lower House election, have taken issue with the prime minister being able to dissolve the Lower House upon his own judgment (under Article 7 of the Constitution). 


Former secretary general Hiromu Nonaka in a meeting of the faction's executives meeting on Jan. 15 said:  "When Shigeru Hori served as speaker of the Lower House, he issued a statement that 'dissolving the Lower House in accordance with Article 7 is a constitutional problem."  Nonaka then amplified his thinking that the Lower House should not be dissolved unless a no-confidence motion against the cabinet is approved or if a confidence motion is rejected.  Then, on Jan. 20, Lower House Speaker Tamisuke Watanuki, also from the Hashimoto faction, expressed his concern about abuse of the right of dissolution:  "It's inconceivable that the executive branch would give orders to the legislature."


At the beginning of the year, Secretary General Taku Yamasaki, a close friend of Koizumi, referred to the possibility of aiming at the reelection of Koizumi as LDP president by bringing about dissolution of the Lower House just before the LDP presidential race in September.   The remarks by Nonaka and like-minded politicians casting doubts on a Lower House dissolution in accordance with Article 7 are apparently aimed to apply the brakes to the prime minister's use of the right of dissolution and his political ambitions.


Sensing their political intentions, perhaps, Koizumi, immediately after Watanuki made the above remark, rebutted:  "It has been customary in the past to dissolve the Lower House based on Article 7."  On Jan. 22, Yamasaki, too, told the reporters:  "I support the previous interpretation of the Constitution that the right of dissolution lies with the prime minister."  He openly stated his opposition to the moves of the Hashimoto faction.

(03012304ku)

(2)  Commentary:  MSDF's unusual request to U.S. Navy for flattop deployment near Japan

YOMIURI  (Page 13)  (Full)

January 22, 2003
[Hidemichi Katsumata, Commentary Section]


The Maritime Self-Defense Force (MSDF), now being tasked with readiness for the North Korea situation and antiterror support for the United States, has recently made an unusual request to U.S. Naval Forces Japan (USNFJ) over its deployment of aircraft carriers.


MSDF top brass began at the end of last year to negotiate below the surface with their USNFJ counterparts over the U.S. Navy's deployment of the Kitty Hawk, a U.S. aircraft carrier home-ported at Yokosuka in Kanagawa Prefecture.  They continued to negotiate until early this January.


The purpose of such negotiations was to make a request to USNFJ.  Specifically, the MSDF wanted the USS Kitty Hawk to stay in the seas near Japan or East Asia to continue training even after leaving port.  If and when the Kitty Hawk is dispatched for a war against Iraq, the MSDF would like the U.S. Navy to deploy another carrier task force to the seas near Japan.


The U.S. military classifies its carrier-borne operations.  USNFJ officers are allied counterparts.  However, the MSDF had never meddled in anything having to do with the U.S. Navy's deployment of its flattops, including their operational scope.  This time, however, the MSDF had no other choice but for some reason to make such a request.


The Kirishima, an MSDF Aegis-equipped vessel, left port at Yokosuka for the Indian Ocean on the 16th of last month in order to back up the antiterror war.  Right after that, however, there was notification from USNFJ, saying fighter jets assigned to the USS Kitty Hawk will carry out night landing practice (NLP) at Iwojima Island and Atsugi Naval Air Station in mid-January.


The U.S. Navy requires its aircraft carriers to conduct NLP before moving out for operations.  The notification means that the USS Kitty Hawk will leave its homeport after training.  The U.S. military has been steadily making preparations for its strikes on Iraq, so the Kitty Hawk's launching of operations may be part of it.


On the other hand, North Korea, which has admitted its nuclear development, has now kicked out International Atomic Energy Agency (IAEA) inspectors, thus clarifying its posture of confronting the international community.


Accordingly, the MSDF has now been compelled to engage in two-front operations, namely backing up the antiterror campaign and preparing to deal with the North Korea situation.  One MSDF staff officer voices his growing sense of crisis:  "Aegis vessels that have high air defense capabilities are now out of the seas near Japan.  And if there is no carrier task force, our military deterrence will decline."


Only one Aegis ship is now out of Japan.  According to the government's National Defense Program Outline (NDPO), however, the MSDF is required to ready one of its fleet escort forces on a standing basis.  The MSDF currently has four fleet escort forces that are deployed separately in Japan.  Based on the NDPO-stipulated regulations, those deployed MSDF fleet escort forces are in rotation to undergo periodic repairs, embark on first- and second-half training missions, and ready themselves for emergencies.  The Kirishima, now dispatched to the Indian Ocean, was best prepared among all Aegis vessels assigned to the fleet escort forces.


Therefore, the MSDF is now at a high pitch to step up the training level of the Kongo, another Aegis vessel now entering its second-half training.  On the other hand, the MSDF made the unusual request to USNFJ.


Such a request should probably be made at the political level.  Indeed, it was below the surface.  Such an act may be criticized as a sort of the runaway by the uniformed staff.  However, the MSDF people had such a strong sense of crisis.


North Korea later declared its breakaway from the Nuclear Nonproliferation Treaty (NPT) and has also hinted at its intention of launching another missile.  At the current level of military technology, even Aegis ships and aircraft carriers are helpless before ballistic missiles.  However, their usual demonstration can probably show a resolute attitude to the North.


The Kitty Hawk, having conducted almost all of its NLP items, left Yokosuka on the 20th of this month and will return to its homeport for a while.  Shortly thereafter, the flattop will again leave port.  Its operational scope has been classified, but an MSDF staff officer has a positive feedback of the request.  For the time being, the MSDF will likely be in agony with its two-front operations.
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(3)  Close-up column:  Crimes committed by U.S. troops and information disclosure; "No statistics," said government officials, but they changed their accounts again and again

MAINICHI  (Page 3)  (Full)

January 22, 2003

By Tomoko Daiji


After the raping of a school girl by U.S. servicemen in 1995, crimes committed by U.S. military personnel stationed in Japan tended for a while to subside, but recently, the trend has changed and the number of such crimes have been on the sharp rise.  In 2001, the incidence of such crimes outnumbered the level they were at in 1995, when the rape incident occurred.  Jan. 21 marked the start of an annual program to prevent crime recurrence that targets senior officers of the U.S. Forces stationed in Japan.  The program was started after the 1995 rape incident.  But based on the incidence of crimes committed by the U.S. military, the program has not yet borne fruit.  While there is little disclosure of nature of such crimes, the numbers have been on the rise, leaving the Japanese people unaware of the actual situation.

*  *  *  *  *


How many crimes are caused by American military personnel across the country?  Unfortunately, such statistics are hardly ever made available to the general public.


Around mid-January, this newspaper asked the Ministry of Foreign Affairs (MOFA) about the figure.  The answers MOFA gave went:  "We do not have a grasp of national statistics on such crimes; we use statistics of that sort tabulated by the Okinawa Prefectural Police"; and, "Given that 60 percent of the U.S. servicemen stationed in Japan are posted in Okinawa, the statistics we obtained from the Okinawa Prefectural Police are sufficient for us to grasp the actual state."  A National Police Agency (NPA) official said that "there are no national statistics focusing only on military personnel."


In actuality, however, national statistics of this sort have existed.  An official at the Kanagawa Prefectural Police told this reporter:  "We make a report of this sort annually to the NPA.  There should be national statistics."  Following this advice, this reporter continued interviewing the NPA and MOFA.  As a result, the NPA modified its previous account and revealed that one of the items related to crimes committed by foreigners covers crimes connected with U.S. servicemen.  MOFA commented on Jan 21:  "Should there be national statistics, we want to make good use of such statistics."  But late yesterday, the ministry modified its earlier comment:  "We've discovered national statistics among the data we had stored.  We might have used them."  The remark reveals that officials are less interested in the actual crime situation, making us doubt their enthusiasm for the prevention of recurrence of crimes.


Meanwhile, an orientation program intended for senior US forces officials started yesterday.  The program includes a tour of a Kabuki play.  Until last year, a number of sightseeing tours were included in the program, but such tours were removed from this year's schedule as a result of this newspaper's reporting on them last December.  Foreign Minister Yoriko Kawaguchi, asked by reporters after the cabinet meeting yesterday why the Kabuki tour is still in place, commented:  "It's important to make them understand Japan.  Kabuki is where the Japanese culture is concentrated."

A rapid increase again, marking 2.5 times in five years


According to the NPA's national statistics confirmed by this reporter, in 1995 when the rape incident occurred, the number of U.S. servicemen-committed crimes, such as criminal crimes including murder and bodily injury, and violations of special laws (excluding traffic-related ones) such as the Law Controlling Possession, etc. of Fire-Arms and Sword, and also the Stimulants Control Law amounted to 140 cases.  But in 1996, the figure halved.  But from that time on the figure has been on the increase.  In 2001, the number reached 164 cases, a nearly 2.5 times increase in five years.


In 2001, there were 223 violations of the criminal law/special laws, combining those committed by servicemen and their family members and civilian component—civilian persons of U.S. nationality who are in the employ of, serving with, or accompanying the U.S. armed forces in Japan.  This figure was nearly 2 times the 113 cases in 1996.  When it comes to violations of special laws by servicemen, there were 78 in 2001, with the figure being 5 times the 16 cases in 1996.


A major factor contributing to the increase in the figure is a rise in drug-related crimes.  For instance, in the past there had been only a few violations annually of the Narcotics and Psychotropic Control Law, but in 2000 the number of such violations increased to 12 (of which one case was handled by the Okinawa Prefectural Police).  In 2001, the figure rose to 37 (of which one was likewise handled by the Okinawa Prefectural Police).  In addition, in 2001 there were 17 violations of the Stimulants Control Law (of which three cases were dealt with by the Okinawa Prefectural Police).  This trend has contributed to raising the number of criminal cases as a whole.  Most drug-related cases occurred in bases outside those in Okinawa.


Nearly 60 percent of the USFJ are concentrated in Okinawa.  In 2001, there were 78 arrests involving USFJ servicemen, their family members or civilian components in Okinawa.  This number accounted for one third of the total of 223 arrests involving such persons across the country.  The remaining arrests occurred in other bases in other prefectures, such as Yokosuka Base in Kanagawa Prefecture.  These facts have evidently revealed that the actual state was contrary to MOFA's account, namely, "It is fully possible to grasp the situation from the data we obtain from the Okinawa Prefectural Police."

DFAA:  Details of compensation not open to the public; Female organization representative "demands information [on criminal cases] for taking better countermeasures"


The Defense Facilities Administration Agency (DFAA), which, at the request of victims, serves as a point of compensation negotiations with the USFJ, also gathers from its branches across the country data on incidents and accidents caused by USFJ servicemen, their family members and civilian components.


According to the DFAA, the number of incidents/accidents it confirmed in fiscal 1996 totaled 1,366 (which were broken down into 234 while on duty and 1,123 while off duty).  But in fiscal 2001 the figure rose to 1,733 (345 and 1,388 in the same breakdown), growing 1.3 times in five years.


Of such incidents/accidents, in fiscal 2001, 383 cases received compensation from either the Japanese or U.S. government.  Over the past five years this number has hardly fluctuated.  The gap between cases receiving compensation and those not receiving it has been widening year after year, given that the number of incidents/accidents recognized has been on the increase.


However, the DFAA has not clarified the number of cases receiving compensation and their details, citing these reasons:  "All we have is basic information, which lacks accuracy" and "When cases are classified by the content of compensation, the concern is that the details of compensation made to individual persons could be conjectured, because depending on the contents, one category has only one case."


Keiko Itokazu, an Okinawa Assembly member who co-heads the "Association of female activists who reject the presence of bases and the military" (located in Naha City) points out:

"Some victims, for various reasons, remain unable to report to the police the damage they had suffered.  The DFAA has more detailed information than the police.  Considering the sharply increasing number of criminal crimes, we urge the central and local governments to strive to provide the citizens with more information on crimes so that the residents can be aware of the tendency of crimes and take sufficient countermeasures against them."

(03012204ku)

(4)  METI's revised version of Industrial Revitalization Law specifies expansion of coverage and assistance, extending time limit for application by five years

ASAHI  (Page 8)  (Full)

January 23, 2003


The Ministry of Economy, Trade and Industry (METI) yesterday submitted to the Liberal Democratic Party the final draft of amendments to the Industrial Revitalization Law, which stipulates measures to assist corporate restructuring efforts by easing the nation's tax system and requirements for procedures.  The revised version proposes significantly expanding the scope of applicable subjects and includes measures to help small and medium-sized companies reconstruct their businesses.  It also notes that the time limit for application be extended by five years from the end of March this year to the end of March 2008.  The agency defines the revision as one of the government's key industrial revitalization measures, in addition to the establishment of the Institution for Industrial Revival, which is dedicated to purchasing loans extended to financially troubled companies.


Under the current law -- enacted in October 1999 -- those eligible for revitalization are weak but solvent firms that aim at growing into center businesses by taking such means as the establishment of a holding company or company spin-offs.  Their efforts are based on their own business reconstruction plans.  The law applied to 175 cases, including those involving leading banks, major auto manufacturers and Daiei.  The revised version will expand the scope of subjects to include plans for several firms to jointly reduce excess facilities firms or selling some part of business to the Corporate Revitalization Fund.

As measures to promote investment by the Corporate Revitalization Fund, whose profits are exempted from taxation, the revised law will expand eligible companies to include major firms whose rate on equity (ROE) is below 2 percent, in addition to small and medium-sized firms designated under the current law.  But preferential employment measures, such as an increase in subsidies to assist outplacement, are not included in the revised version.

Regarding standards to determine which companies are eligible for revitalization, the METI minister will draw up guidelines.  The revised law will adopt the conditions set for the Institution for Industrial Revival to purchase loan credits, such as the condition that debt-saddled but viable firms be required to reduce the ratio of interest-bearing debts to within 10 times their cash flow when their reconstruction plans that cover less than years are completed.  It has been decided that the component ministers will set guidelines, but only guidelines for the construction industry will likely be produced.

Key elements in the revised Industrial Revitalization Law

[New eligible subjects]

· Joint business rehabilitation plans (joint reorganization efforts made by several companies to dissolve the problem of excessive supply in the industries concerned)

· Management and resources revitalization plans (succession of financially troubled firms' businesses by other companies to boost their productivity)

· Plan for installing innovative facilities (construction of plants, centered on the first facility designed to prove the results of research and development)


[New assistance measures]

· Expand the scope of subjects to include extra retirement allowances for employees for the measure to extend the period of deferment of losses from five to seven years

· Expand the coverage of the simple reorganization system that requires no resolution in a shareholders' assembly

· Enable companies to merge by using cash or shareholdings in their parent companies

· Extra redemption and debt guarantee for investment in innovative new facilities

· Include troubled major firms among eligible firms for investment by the Corporate Revitalization Fund

· Speed up the screening of merger plans under the Antimonopoly Law by working out management guidelines

[Reconstruction measures for small to medium-sized firms]

· METI will draw up and release guidelines

· Establish a small business rehabilitation assistance council in each prefecture

(03012304ys)

(5)  New taskforce to dispose of bad loans takes off; Takenaka: "I will ask for wide range of advice"
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January 23, 2003


The new task force on financial issues -- a special team set up by the Financial Services Agency (FSA) to examine progress on the bad loan issue -- went into action yesterday.  The Financial Revitalization Program proposed the establishment of the team as an advisory panel to Financial Services Minister Takenaka. The new taskforce will play a key role in drawing up banking regulations in place of the Takenaka team, which produced the program.


The new team is composed of Yasushi Kosai (Japan Center for Economic Research Chairman), Nobuyuki Nakahara (former Bank of Japan Policy Committee member), Akio Okuyama (Japanese Institute of Certified Public Accountants Chairman), Yuko Kawamoto (senior expert at Mckinsey and Co. Japan), Hideaki Kubori (lawyer) and Shuya Nomura (professor at Chuo University).


Last night, the six members met together in the conference room of the FSA for the first time.  FSA officials briefed them on the state of progress in implementation of the program.  They also discussed future tasks the team should tackle and other issues.

According to the program, the taskforce's duties include "monitoring of progress in disposing of bad bank loans" and "examination of specially assisted financial institutions (that find themselves submerged).  The six members have the right to read every internal document kept by the FSA.  Since many of them have little connection with the banking world or the bureaucracy, a sense of alarm is sweeping through the banking sector and the FSA, with some worrying that "The taskforce might accelerate the hard-line stance Takenaka has taken."

A senior FSA official said, "There will be no major task until leading banks close their books at the end of March."  But in a press conference held after the first meeting, Takenaka indicated his willingness to ask for their advice on leading banks' reorganization or asset-increase plans.

(03012305ys)


(6)  Overcoming the limits of the Japanese economy; Can a breakthrough be found? Japan is  a public works construction state bloated with debt; Drastic review needed of allocation of fiscal resources; Growth opportunities emerging in welfare and environment sectors

ASAHI  (Page 8)  (Excerpts)

January 22, 2003


On the 6th, the first day of work for in the new year, the heads of three economic organizations held a New Year's press conference at the Palace Hotel in Tokyo.  Nobuo Yamaguchi, president of the Japan Chamber of Commerce and Industry, whose members are mostly small and medium-size businesses, for the first time expressed his endorsement of a hike in the consumption tax, lining up with the other two.  


Hiroshi Okuda, chairman of the Japan Business Federation (Nippon Keidanren), pointed out Japan's long-running mismanaged economy, "One reason why the Japanese economy has declined this far is because a true social security system has not yet been established in this country."  He claims that consumption will increase if Japan creates a society in which old people can live without anxiety, even if the birthrate drops and the aging society progresses further.  His position is that in order for Japan to provide a new Japanese-style growth model, hiking taxes will be unavoidable to finance such a process.  He brushed aside as a shortsighted view a comment that a consumption tax hike might put a dent in consumption.

Outstanding national bond balance stands at 450 trillion yen


The fiscal 2003 state budget bill gives evidence of the crisis facing the Japanese economy.  Its expenditures are close to 82 trillion yen; tax revenues are less than 42 trillion yen.  The issuance of national bonds to make up for revenue shortfalls tops 36 trillion yen.  The balance of outstanding national bonds is estimated to reach 450 trillion yen at the end of fiscal 2003.  As people are concerned about their future due to debt-laden public finances, they do not spend money.  Corporate income remains sluggish, resulting in protracted shortfalls in tax revenues.  Thus, it appears that the Japanese economy has reached its limit in its role as a growth model.  


Naohiko Jinno, professor at Tokyo University, noted: 

"Japan is a public works construction state bloated with a huge debt.  On the other hand, its government is far too small in terms of tax revenues.  This is the result of the long-running misdistribution of fiscal resources.  In that sense, the bubble economy and the current economic stagnation have something in common at their roots."


One reason why the distorted allocation of fiscal resources has been in place for such a long period of time is because of the illusion that public works produce substantive economic effects.  Ganging up with bureaucrats, politicians have used public works to satisfy the interests of their home constituencies and raise funds for their own political activities.  As a result, the amount of public works combining those of the central and local governments has continued to top 5 percent of gross domestic product (GDP) -- two to three times higher than the level of Europe and the United States.  


Such measures brought about the land and real-estate bubble in the 1980s, accelerating Japan's dependence on construction works.  Japan pledged a huge amount of investment in public works as a measure to expand domestic demand for the purpose of dissolving economic friction between Japan and the United States.  This pledge was materialized in the form of various long-term programs.  On the other hand, it failed to make sufficient efforts to connect investment in new growth areas and the social security system with excessive savings in the household economy and corporate sectors.  


Professor Jinno charged: "In order to correct the mistake, it is necessary to absorb savings by hiking taxes and divert the money to improve public services and education.  This measure will lead to removing the problem of a lack of demand and will make the economy sound."  


He meant that instead of just trimming public works, it would be necessary to make a drastic change in the allocation of fiscal resources by means of tax increases, including boosting public investments that give priority to the society.  

Fixed concept broken 


However, the thinking that a higher tax burden and higher level of social welfare will lead to low growth is deep-seated in Japan.  However, this fixed concept has been broken in Sweden.  


In Japan, too, government-sponsored research found that the efficacy of investment in the social welfare area is in no way inferior to investment in conventional public works.  


The 1999 edition of the public welfare white paper tentatively calculated with the aid of industrial linkage charts that almost the same economic effects can be obtained from government spending in social security and construction areas.  Provided that the government spends 100 billion yen, the first (direct) effect in the construction sector will be 194.2 billion yen, while such effect in the medical service, insurance and social security sector will be 173.5 billion yen.  The average of all industries comes to 185 billion yen.  


One author of the white paper said, "When the indirect (second on) effects are calculated, the difference between the welfare and construction sectors became even smaller."  Given the prospect that welfare will become even more important in the aging society, government expenditures for the welfare sector will be immensely effective.  

Expectations of technology innovation


Toyota Motors and Honda Motors last December put on the market the world's first fuel-cell cars and delivered them to the prime minister's residential office and several other government offices.  The two companies held test-ride events in Tokyo.  Their engineers said, "We want the government to intensively assist our technology innovation efforts by allocating a budget for basic research instead of spending money for public works."  


The environment-related business, in which various American and European companies are engaging in fierce competition, is a potential growth area in which Japan can grow through technology innovation.  This is the area that deserves receiving fiscal resources of the Japanese economy.  

(03012304yk)
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-- Japan is caught in a deflationary trend.  How do you view this situation?

Sakakibara:  This deflation is structural and global.  This can be explained by two factors.  One is remarkable technical innovation that has been sweeping all areas beginning with telecommunications.  Its impact on the economy and society is so great that it can be called a third industrial revolution.  And the other is globalization.  Over the last decade, China, East European countries, Russia, India and other countries have joined the market economy on a full scale.

Japan is not alone.  China, Singapore and Taiwan are all basically experiencing deflation.  The inflation rate is dropping in the United States and Germany as well.

-- Isn't inflation a phenomenon that signifies price increases as a result of an increase in money supply?

Sakakibara: The definition of money has now all changed.  In addition to regular Bank of Japan (BOJ) notes, all types of things that can serve as money, such as credit cards, are being used today.  As a result, the stable relationship between money and trade has been disrupted.

It is certain that if the BOJ keeps increasing the money supply, the prices of stocks of limited volume, such as shares and government bonds, will rise.  At present, prices of government bonds are on the rise because of an inflow of excessive funds resulting from an abundant supply of money.  But fundamentally, stock prices fluctuate with corporate earnings and government bonds with a nation's fiscal health.  Even if the government superficially elevates stock prices by using the money supply, this would only result in bubbles if it fails to boost corporate earnings.

-- What do you think of the argument advocating an inflation target?

Sakakibara: These days, economic arguments cannot catch up with the times.  Over the last several decades, the importance of the stock market in the economy has increased with the expansion of globalization.  Recognizing a gap between reality and their logic, many macro economists are trying to change the reality.  The BOJ has explained that its repeated implementation of an easy-money policy failed to stop deflation because the structure of the Japanese economy was about to change dramatically.  I agree with the BOJ.  It is nonsense to set an inflation target with no heed to a structural shift.

-- Some foreign countries have set inflation targets.

Sakakibara: Basically, their purpose was to control inflation, not to overcome deflation.  New Zealand set an inflation target during deflation, and that played a certain role.  But that was an exception.

The government has yet to explain to the public how the prices of goods and services would rise.  Without a clear explanation, setting a target would work negatively.  Advocates say such an approach will bear hope.  But how can people have hope when they cannot see the path?
-- What do you think will happen if the government adopts an inflation target?

Sakakibara: I think national bond bubbles will balloon and long-term interest rates will further decline.  Even if the BOJ actively buys stocks, that would only create bubbles if corporate profits do not grow.  In addition, buying land is actually not possible.  Failure is inevitable.  In the United States, there are many academics calling for an inflation target, but they don't know what's really happening to the Japanese economy out in the field.  The Japanese economy is not an experiment for macro economists.

-- The argument calling for an inflation target is gaining ground in Japan.

Sakakibara: The option is good for academics to discuss, but it's rather absurd to treat it as the only one approach.  I also find it strange that the option emerged in the process of hunting for the new BOJ president.  To begin with, the Finance Ministry has a tendency to blame monetary policy in a bid to remove pressure from fiscal policy.  Both Kantei [Prime Minister's Office] and the Liberal Democratic Party must have run out of policy measures.

-- What must be done to end deflation?

Sakakibara: We won't be able to break away from deflation.  We must accept a mild price decline of one to two percent a year.  That will be good for the consumers as well.  Then again, we must not equate deflation with recession, and the government must create a system in which companies can produce profits even under deflation.  Because Japanese companies have accustomed themselves to high labor and distribution costs throughout the 1990s, they are now structurally unprofitable.  Deregulation and other approaches would be effective in ending that corporate nature.  In addition, in order to create a good business environment, the government must actively employ a variety of approaches, such as making the Tomei Expressway toll free.
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