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February 15, 2002 (Tokyo)- The ACCJ issued the following
analysis and recommendations in anticipation of President
Bush’s upcoming visit to Japan.

Cutting Japan’s Economic Gordian Knot

Facing its most serious challenge in half a century, Japan’s
economy seems tied in a Gordian knot* of unprofitable
corporations, undercapitalized banks, rising unemployment,
weak consumer demand, a supply-demand imbalance, and
deflation. On the occasion of the visit to Japan by President
George W. Bush, the ACC] offers the following brief analysis
and recommendations for action in the belief that they will
lead to a more prosperous Japan, a more prosperous United
States, and a stronger economic partnership between the
two countries.

In broad terms Japan’s economic problems spring from
two sources. First, much of the corporate sector has not
adapted fully to the challenges of an open and competitive
global market, in terms of either competitiveness or returns
on capital. Second, the financial sector suffers from the
effects of years of extending credit on the basis of long-time
relationships, inflated asset values, or government policy rather
than actual creditworthiness.

To cut its economic Gordian knot, Japan must take immediate
and coordinated action to resolve its structural problems in
both the financial and corporate sectors. Neither sector’s
problems can be solved without action on the other front.
The government must force the banks to sell nonperforming
loans (NPLs), recapitalize the banks, and then impose strict
conditions that force them to lend on the basis of objective
financial criteria. Otherwise, the financial system will be unable
to resolve the NPL issue or provide risk-priced capital to its
most productive uses.There must also be major improvements
in corporate governance to raise returns on assets and
increase shareholder value or else many companies will never
be able to repay their debts, bankruptcies and unemployment
will continue to rise, and the M&A activity crucial to corporate
restructuring will lag or stop altogether.

Prime Minister Junichiro Koizumi’s surprising rise to power and
success in leading his party to victory in the July 2001 Upper
House election revealed deep voter dissatisfaction with old,
status quo policies rooted in vested interests. Although some
limited reforms have been carried out, elements opposed to
reform have forced the Prime Minister to compromise on his
strongly voiced desire for fundamental change. Moreover, the
severity of Japan’s immediate economic difficulties has forced
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increasing attention to be paid to short-term measures such
as those aimed at fighting deflation.

While the ACC] believes that dealing with deflation is
important, depreciating the yen or setting aggressive inflation
targets will at best give a temporary boost to growth. Japan
can no longer afford to delay full-scale reform.The weakness
in the financial system, declining value of personal savings,
rising interest payments on the national debt, shrinking current
account surplus, and declining creditworthiness in international
financial markets are making it increasingly difficult to take
corrective action.Allowing problems to fester in the hope that
a recovering economy will cure them is not viable: in fact, these
problems, uncorrected, virtually guarantee that the economy
will not recover. Postponing fundamental restructuring has
marked much of Japanese government policy for the past
ten years while the economy has continued to lag. Such a
delay could eventually create a crisis not only for Japan but
potentially the world.

Fortunately Japan has a huge pool of personal savings, resilient
and talented people, and new generations of leaders and
potential leaders who are more comfortable with the effects
of globalization, including the benefits of foreign direct
investment. The ACCJ urges the government of Japan to
take immediate and coordinated action aimed at economic
recovery and sustainable growth, especially:

Measures conducive to bettering the business climate
(deregulation, public sector reform, legal reform to
promote corporate transparency and governance, etc.)
Resolving NPLs and restructuring the financial and
corporate sectors

Restoring consumer confidence and strengthening the
social safety net

Changes of the magnitude required to put Japan back on a path
to reach its full potential require, above all, political will and
leadership. Fainthearted, go-slow measures will only prolong
the agony, as events of the last decade have shown.The burden
of leadership, however, can be shared among friends and allies.
The ACC] therefore fully supports the vigorous use of the
new U.S.—Japan Economic Partnership for Growth, as well
as other bilateral and multilateral mechanisms, to promote
Japan’s economic growth and enhance its contribution to
global prosperity.

*  The mythological king of Phrygia, Gordius, tied an intricate knot that
supposedly only the individual destined to rule the known world could
unravel. Unable to untie the knot, Alexander the Great boldly cut it
with his sword.The Gordian knot is now used to symbolize any complex
problem that requires creativity and bold action to solve.
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