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VIEWPOINT

The Specter of Global Deflation

In October Japan entered its fourth
year of deflation. Asthe month drew
to a close, the government an-
nounced a package of measures
aimed at both accelerating the re-
form drive and fighting the deflation-
ary pressure resulting from the
disposal of banks' pilesof bad loans.
Meanwhile, the Bank of Japan,
which has been keeping up its policy
of quantitative monetary relaxation
since March 2001, recently an-
nounced its plans to buy up stocks
held by commercial banks—amove
that had generally been considered
taboo for a central bank. Both the
government and the BOJ have pulled
out all the stops in their campaign
against deflation, but Japan contin-
ues to be stuck in a seemingly end-
less downward price spiral.
Japan’s case may be the most
extreme, but the problem of defla-
tionisnow an issue for other econo-
mies too. For many years the major
industrial democracies of the Group
of Seven focused their macroeco-
nomic policies largely on the fight
against inflation. As aresult of their
efforts, the average inflation rate for
the G7 countries declined from 8.5%
in the 1970s to 6.3% in the 1980s
and to 2.9% in the 1990s. And now

there seems to be increasing down-
ward pressure on prices on aglobal
scale. If welook at wholesale or pro-
ducer prices, we find that year-on-
year declines are being registered not
just in Japan but elsewhere in East
Asia, in Germany, and even in the
United States.

In Junethisyear the U.S. Federd
Reserve Board rel eased a paper titled
“Preventing Deflation: Lessonsfrom
Japan’s Experiencein the 19905 in
its International Finance Discussion
Papers series. The authors offer the
conclusion that when inflation and
interest rates havefalen closeto zero
and therisk of deflation is high, un-
conventional monetary and fiscal
stimulusis required. Quite possibly
with thisadvice in mind, on Novem-
ber 6 (as the possibility of an attack
on Iraq raised concerns about the
prospects for the U.S. economy) the
FRB lowered its benchmark federal
funds rate by a full 0.5 percentage
point to 1.25%, a cut that exceeded
general expectations.

Looking at other economies
around the world, we find the most
prominent signs of deflation in East
Asia. In Taiwan, for example, con-
sumer pricesfell for thethird straight
month in October, registering ayear-

on-year decline of 1.6%, while in
Hong Kong the decline has contin-
ued for afull 47 months, witha 3.7%
drop in October. A weakening of
prices can be seen even in China,
where—despite vigorous demand—
the consumer price index for Sep-
tember was down 0.7% from a year
before.

The Chinese economy is continu-
ing to grow at arate of about 8% a
year, but even so it is experiencing
deflation. And sinceits currency, the
yuan, is effectively pegged to the
dollar, falling prices in China are
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exported to the rest of the world. We
can accordingly expect to see in-
creasing pressure for revaluation of
theyuan in the period ahead. But this
poses a dilemma: If the yuan is re-
valued, the deflationary pressure
within China will become even
greater. In the current age of pro-
gressing globalization in trade and
investment, this sort of deflation is

REPORT

actually a matter of aglobal supply-
demand gap. In the case of the steel
industry, for example, the Organiza-
tion for Economic Development and
Cooperation has been considering
various measures for eliminating the
global surplus of production capac-
ity, but considering how hard it isto
adjust production levels even within
a single country, achieving inter-
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national coordination will be a
daunting task indeed.

Some observers are now suggest-
ing that we face the risk of aglobal
depression comparableto that of the
1930s. Clearly the specter of global
depression is an issue that we can-
not ignore.

m Akio Okawara, November 15, 2002

Report Card on Japanese Agriculture (2)

In our previous issue (October) we
reviewed the present state of Japa-
nese agriculture. This time we will
look at Japan’s agricultural admin-
istration and agricultural issuesin
international relations.

Agricultural administration

Themajor problem pointsin today’s
Japanese agriculture can be summed
up asfollows: (1) Unlike other ma-
jor industrialized countries, Japan
has failed to halt the decline in its
food self-sufficiency ratio in recent
decades, and itisnow in avery weak
position in terms of food security.
(2) The share of the working popu-
lation engaged in agriculture, for-
estry, and fisheriesis higher thanin
any other major industrialized coun-
try; thefact that food self-sufficiency
is declining anyway suggests there
are fundamental problems with the
structure of Japan’s agricultural
sector. (3) Even more serious than
the declinein the agricultural popu-
lation are such problems as the
choice of what to produce, the size
and viability of farms, and the ris-
ing average age of those farming;
these adversely affect both self-suf-
ficiency and the international com-

petitiveness of Japanese agriculture.
Thebasic law governing Japanese

agriculture was revised for the first
timein 38 yearsin 1999. Therevised

law istitled the Basic Law on Food,

Agriculture, and Rural Areas. Unlike
the previous law, which was de-
signed for a period of rapid eco-

nomic growth within the context of

the Cold War setup, the new basic

law aims to achieve aform of agri-
cultural administration suited to an
economically advanced country in

the context of globalization and the

multilateral rules of the World Trade
Organization.

The fundamental concepts of the
current law are (1) securing a steady

supply of food, (2) fulfilling the

multifunctional roles of agriculture,
(3) sustaining the devel opment of ag-

riculture, and (4) improving rural
areas. Below areits key provisions.

Japan’s overall food self-suffi-
ciency ratio is to be raised to 45%
by 2010, and as along-term goal the
aim will be to raise it to 50% or
higher.

Structural reformisto be achieved
through a number of measures.
Farming land is to be concentrated
in the hands of those who are moti-
vated and capable. Farms are to be
made larger so as to improve pro-
ductivity for crops like rice and
wheat. And family farms are to be
encouraged to become incorporated
for the sake of greater financial so-
lidity, better management, easier
entry of new people into farming,
and smoother passing on of farmsto
SUCCESSOr'S.

Government Spending for Agriculture, Forestry, and Fisheries, FY 2001 (budget)

(¥ billion)
Type of project
Public works 1,740 Other 1,660
Type of spending Personnel costs
Subsidies 2,238 Special accounts 887 .

Source: Ministry of Agriculture, Forestry, and Fisheries.
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The government’stotal appropria-
tions for agriculture, forestry, and
fisheriesin fiscal 2001 (April 2001
to March 2002) came to ¥3,401 bil-
lion, or 3.6% of the general account
budget. As shown in the figure, sub-
sidies accounted for ¥2,238 hillion,
or amost two-thirds of this amount.
In addition to the national govern-
ment, local governments, other gov-
ernment organs, and special public
corporations are involved in the pro-
vision of subsidies in one form or
another for the improvement of ag-
ricultural infrastructure and of the
environment for farming, aswell as
to support farmers and their commu-
nities. These subsidies have provided
ahigh level of protection for Japan’'s
agricultural sector.

International relations

The Japanese government has fo-
cused on the multilateral framework
of theWTO as the fundamental ele-
ment of its approach to global trade
liberalization and the formulation of
rules governing trade. Until recently,
it viewed free trade agreements as
only a supplement to the WTO re-
gime. But in a report concerning
Japan’'s FTA strategy that wasissued
this October, the Ministry of Foreign
Affairs stressed the significance and
necessity of bilateral agreements,
and it noted that market opening and
structural reform of the agricultural
sector would be an essential part of
the process of establishing FTAS.
Early this year the new round of
WTO negotiations started, with a
target of completion by January
2005. With respect to the talks on ag-
riculture within this round, the basic
position of the Japanese government
isto pressfor flexible discipline that
will allow various forms of agricul-
ture to coexist in the context of on-
going liberalization. It will draw up
its specific offer (itemizing its liber-
alization commitments) for the ag-
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ricultural negotiationsin preparation
for the fifth ministerial conference
of the WTO, to be held in Septem-
ber 2003.

The talks on agriculture have
revealed amajor split between coun-
tries wanting to promote liberaliza-
tion and those seeking to protect and
develop their domestic farming sec-
tors. The participating countries can
be classified according to their po-
sitions asfollows: (1) The members
of the so-called Cairns Group, con-
sisting of Canada, Australia, New
Zedland, and 15 other food-export-
ing countries, are pushing for free
trade in agriculture. (2) The group
caling itself “Friends of Multi-
functionality,” with some 40 mem-
bers, including Japan, the European
Union, and South Korea, opposes
uncontrolled liberalization, stressing
the multiple functions of agriculture,
such as environmental protection,
tourism, and the sustenance of |ocal
communities. (3) The developing
countries generally want to secure
increased exports of their own agri-
cultural products while protecting
their domestic agriculture. (4) The
United States, while paying massive
subsidiesto support its own farmers,
is pushing for market opening and
demanding that the EU and others
abolish their subsidy programs.

The Japanese government for
many years took a negative or even
critical stancetoward bilateral FTAS.
But in January this year it entered
into itsfirst such agreement with Sin-
gapore, titled the Japan-Singapore
Economic Agreement for aNew Age
Partnership. Of the 2,777 items on
the list of Japan’s agricultural im-
ports, 486 are already subject to zero
tariff rates; no additional itemswere
made duty-free under this agree-
ment. But it was made to appear as
though it applied to agriculture as
well through the artificial inclusion
of the exigting zero-tariff itemsinthe
list of items for tariff elimination.
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Though the Foreign Ministry has
shifted to a positive stance on FTAS,
theAgriculture Ministry continuesto
resist theideaof bilateral agricultural
negotiations. But in future FTA ne-
gotiationswith partnerslike Mexico
and South Korea, unlike in the case
of Singapore, it may prove necessary
to agree on concessions, including
real additionsto Japan’slist of duty-
free agricultural imports, in order to
achieve the desired mutual liberal-
ization of market access.

Conclusion

Government administration of agri-
cultural affairs needs to pursue the
twin objectives of raising the food
self-sufficiency ratio by promoting
domestic agriculture and improving
itsproductivity and, at the sametime,
of moving ahead with trade liberal -
ization, including the adoption of
bilateral and multilateral agreements
assuring a steady supply of food
imports to provide what Japan can-
not produce for itself. Through this
two-way approach the government
must try to build a setup under which
food will be available in the neces-
sary amounts at the necessary
times—in other words, to guarantee
Japan’s food security.

The new basic law on agriculture
has set the overall direction for agri-
cultural administration, and addi-
tional legislation has been enacted
for achievement of thislaw’s objec-
tives. So the domestic stage has ba-
sically been set. But the shape of
Japanese agriculture is likely to
come under increasing question in
international trade negotiations, both
within the WTO and at the bilateral
level. The government must strive to
conduct agricultural administration
befitting an age of globalization.

m Takaya Mitamura
November 15, 2002



INTERNATIONAL AFFAIRS

This section takes a look at major
topics on the international scene,
offering an outline of developments
together with highlights of media
commentary and reports from re-
search ingtitutes.

A midterm mandate for
Bush

Contrary to the general expectations
of aclose outcome, the midterm con-
gressional electionsheld on Novem-
ber 5in the United Statesresulted in
aclear victory for President George
W. Bush's Republican Party, which
held on to its mgjority in the House
of Representatives and also recap-
tured control of the Senate. The Re-
publicans campaigned on aplatform
of support for the Bush adminis-
tration’s foreign policy and national
security agenda, notably its fight
against terrorism and hard line to-
ward Irag. The Democrats attempted
to counter with criticisms of the ad-
ministration’s economic policies, but
in the end the voters decided to show
their support for the Bush team’s
antiterrorist campaign. Now that
the Republicans are on top in both
houses of Congress—where the ma-
jority party automatically holds
the chair of al the committees—the
Republican administration can hope
for clear sailing not just in matters
relating to foreign policy and defense
but also in pursuing its domestic
agenda.

Commentators have offered ava
riety of judgments on the outcome
of the election. Many suggest that it
represented a de facto mandate for
Bush, whose popularity is high and
who campaigned vigorously for Re-
publican candidates. The president’s
success in raising campaign funds
also helped. The Democrats were

unable to present a platform to
counter the effect of the mood of
patriotic solidarity against terrorism.
Observers also suggested that their
party leadership was lacking. Below
we offer views from two representa
tive commentators on opposite sides
of the political fence.

From the conservative side,
Charles Krauthammer declared in
the Washington Post on November
8 that the Democrats lost because
they failed to present a clear mes-
sage. Andin hisanalysis, thisismore
than a problem of political tech-
nique: “ The reason Democrats have
no message is that they have no
ideas.” On the domestic front, the
welfare policies that they have tra-
ditionally supported have faded in
importance, and their foreign policy
stance of “negotiation and accom-
modation” is powerless in the face
of terrorism. “The Republicans,” he
assessed, “won on the coattails of
George W. Bush,” who has the peo-
ple's respect because he “takes prin-
cipled positions and takesrisks.” His
popularity, according to Krautham-
mer, is a product of his leadership.

From theliberal side, meanwhile,
in acolumn appearing in the Novem-
ber 8 New York Times Paul Krugman
expressed strong regret at the fail-
ure of the election to change the di-
rection of the Bush administration’s
mistaken policies, including fiscal
irresponsibility, unilateralismin for-
eign policy, and neglect of the envi-
ronment. He also voi ced concern that
henceforth “anyone who criticizes
the administration, even on purely
domestic issues, will be accused of
lacking patriotism.” Krugman urged
the Democrats to abandon their
post—September 11 reluctance to
criticize the Bush administration and
to take aclear stand “for the middle
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class and against the plutocracy.”

The midterm Republican victory
is of course no guarantee of reelec-
tion for Bush in 2004. From now on
he will have a hard time blaming
policy failures on Democratic ob-
struction. Meanwhile, the economy
continuesto facetherisk of adouble-
dip recession. Dealing with thisand
other major issuesis likely to keep
the president on histoes for the next
two years.

What next in Iraq?

On November 8 the United Nations
Security Council, in a unanimous
vote by all 15 members, approved a
resolution concerning inspection of
Iraq for weapons of mass destruc-
tion. Under the new Security Coun-
cil Resolution 1441, Irag is required
to submit a full report on its pro-
grams and facilitiesinvolving weap-
ons of mass destruction within 30
days of the date of the resolution; in
addition, the resolution calls for the
resumption of inspections by the
United Nations Monitoring, Verifi-
cation, and Inspection Commission
and by the International Atomic En-
ergy Agency within 45 days and for
these bodies to report their findings
to the Security Council within 60
daysthereafter. Any noncompliance
by Iragisto bereported immediately
to the Security Council for appropri-
ate action.

Though the steps that would be
involved in using military force
against Irag are not spelled out, the
United States and Britain are reserv-
ing the option of using force even
without further explicit authorization
by the Security Council. If they do
so, there is a strong chance that it
will mean the end of the current re-
gime of President Saddam Hussein.
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The biggest question at thispoint is
how Irag will respond.

The Bush administration mean-
while is pushing ahead with prepa-
rations for a military campaign.
What sort of scenario doesWashing-
ton have in mind for Irag after Hus-
sein? According to an article that
appeared in the Washington Post on
October 27, thereisasplit within the
administration on thisissue between
“democratic imperiaists’ and “as-
sertive nationalists.” Those in the
former camp “believe the United
States should use its overwhelming
military, economic and political
might to remake theworld in itsim-
age”—meaning that after Husseinis
gone, it should create a democratic
government in Irag and promote the
spread of democracy throughout the
Middle East. For those in the latter
camp, by contrast, the*main concern
isto flex American military power

to defeat threats to U.S. security”;
these people are deeply skeptical of
the notion of reshaping other nations.

Both camps share the desire to
oust Saddam Hussein, but as the Post
noted, “should war come, their dif-
fering views could profoundly shape
how the war is fought and how the
United States goes about winning the
peace.” After thewar, democraticim-
perialists will favor an undertaking
“similar in scale to the German and
Japanese occupations after World
War 11,” while the assertive na-
tionalists“will want to follow the Af-
ghanistan model and limit U.S. mili-
tary involvement to immediate
security tasks.”

On November 11 the Wall Street
Journal reported that the Bush ad-
ministration is considering aplan to
station thousands of U.S. troopsin
Iraqif Hussein isoverthrown and “to
create an international civil author-
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ity, possibly headed by an American,
that would administer the country for
at least two years before anew Iragi
government takes full control.” But
asthearticle noted, “holding Irag to-
gether following an invasion could
be afar more difficult task than top-
pling Mr. Hussein and his military.”
On November 13 Baghdad in-
formed the United Nations that it
would comply with Resolution 1441,
but there could still betroubleif, for
example, the current regime takesan
uncooperative stance toward the in-
spection process. What will be next
for Irag? Thisis a question that de-
mands our attention, especially con-
sidering the size of its oil reserves,
which are second only to Saudi
Arabia’s, and the extent of itsinflu-
ence on the rest of the Middle East.
m Tadashi Takimoto

November 14, 2002

INSIDE WASHINGTON

In the midterm congressional elec-
tions on November 5 President
George W. Bush's Republican
Party confounded predictions that
while it would hold on to its slim
majority in the House of Repre-
sentatives it would struggle in gu-
bernatorial elections and that the
Democratic Party would manageto
retain a dight majority in the Sen-
ate. Instead the Republicans re-
gained the Senate majority it had
lost ayear and a half earlier, did
better than expected in gubernato-
rial races, and strengthened its ma-
jority in the House.

White House press spokesman
Ari Fleischer proclaimed that the
president and the party not only had
broken the jinx of the president’s
party’s perceived disadvantage in
midterm elections but had made

The Republicans’ Historic Victory

history. In the 36 midterm elections
held since the Civil War, this was
only the third time the president’s
party had gained seatsin the House,
and was the first such victory for the
Republicans.

The Bush administration was es-
pecially happy about the two Senate
seats it picked up—a modest gain,
but enough to restore the majority it
had lost in May last year. This was
the first time the president’s party
had regained a Senate majority in
first-term midterm elections since
the birth of the two-party system of
Republicans and Democrats in the
1850s. The achievement is highly
significant for President Bush, since
the Democrats one-seat majority
had enabled them to hobble the ad-
ministration’s legidl ative agenda.

The biggest factor behind the Re-

publican triumph was President
Bush himself. No other president
has campaigned asvigoroudly. This
year hevisited 40 of the 50 states—
30 of them at least twice. Inthelast
five days of the campaign alone he
made awhirlwind tour of 19 states.
In some states where the Demo-
crats were favored right down to
voting day, Bush’s campaigning is
credited with having given Repub-
lican candidates the boost needed
to get them over theline.

While most pundits had forecast
that the president’s high popular-
ity would be a factor in the elec-
tions, hardly anyone thought it
would be this influential. Even
Democrats concede that they lost
to his popularity.

m Kunio Tsurumi, Washington
November 11, 2002
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JAPANESE INDUSTRY

IRON & STEEL
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Crude steel production volume was up 6.6% year on year
in September, rising for the sixth straight month. Exports
have been strong, reaching arecord half-year high in the
first half of fiscal 2002 (April-September). Domestic
automakers are expected to agree to the first price hikein
five years, averaging 5%, for steel sheet used in cars.
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Ethylene production started falling again in September
with a5.2% year-on-year drop. Chloride resin production
was up 6% thanks to strong exports, rising for the fourth
month in arow. But as domestic demand lags, the over-
capacity-laden PV C industry is hastening to restructure.

PAPER & PULP
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Production of regular paper and paperboard was up 4.2%
from ayear before in September. Domestic shipments for
commercial printing were strong, and paperboard for ag-
ricultural use was also up. But exports of used paper hit a
17-month low, only half of the record set in May, as high
prices depressed sales, notably to Taiwan and Thailand.

CONSTRUCTION
(thousand units) (year-on-year change, %)
240 50
Private-sector
demand | Public-sector
(right) 1, ) demand (righty {25
180 | 'l,\ ! !
[ n
\ A 0
\ I~
) . ‘\| 1 it
120 [y, M 1125
- \U
-50
60 |
Housing starts (left) {-75
0 | | | | | ~100

99/9 0011 5 9 o1 5 9 021 5 9

Source: Ministry of Land, Infrastructure, and Transport.

September housing startsfell for the third month in arow,
dipping 5.1% year on year. A survey found that condos
accounted for 53.7% of new homes bought in the Tokyo
areain 2001, arecord high for the second straight year.

m Kanji I shitsuka and Etsuko Toyama, November 11, 2002
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WORLD ECONOMY

Amidst an increasing sense of slowdown in the major
industrial economies, some have started to voice fears
of deflation. Prices are aready falling in Japan, China,
and elsewherein Asia, and now the concern is emerg-
ing that the softness of pricesin Europe and America
will adversely affect businesses there.

Japan

While consumer spending has continued to berelatively
strong in Japan, deflation and the clouded outlook for
the economy have put dampers on capital investment.

Gross domestic product in July—September was up
0.7% in real terms from the previous quarter, an annu-
dized growth rate of 3.0% (Figure 1). Consumer spend-
ing grew faster than in April-June with arise of 0.8%.
But capital investment, which registered positive growth
in April-June, returned to the negative range. And ex-
ternal demand (net exports), which had earlier been
making asubstantial positive contribution to the growth
rate, also turned negative in July—September.

The trend of the economy in the near futureislikely
to depend largely on whether capital investment heads
up or down. Machinery orders, which are considered
to be aleading indicator for such investment, have been
weakening; the forecast for October—December calls
for them to decline by 6.5% from the previous quarter.

In its monthly report on the economy for November,
the government lowered its assessment of the state of
the economy for thefirst timeinayear. Thoughit judged
the recovery to be continuing, it noted that the pace of
the upturn was slowing, particularly as seenin the lev-
elsof exports and production.

Figure 1. Real GDP Growth, Japan
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Source: Cabinet Office.
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Americas

Real GDPinthe United States grew at an annualized
rate of 3.1% over the previous quarter in July—Septem-
ber. Consumer spending was up 4.2%, and capital in-
vestment expanded for the first timein two years. But
much of the growth was attributable to strong car sales;
excluding these, the growth rate was just 1.5%. And
most observers are guarded in their outlook for Octo-
ber—December.

Consumer spending and residential investment have
been holding up thanks to the firmness of incomes and
the lowering of interest rates. But the prospects for the
period ahead are highly uncertain given the growing
clouds on the horizon, notably the weakening of con-
sumer sentiment due to concerns about deterioration in
the employment situation and the stock market decline.

Capital investment has continued its gradual recov-
ery, but some recent economic statistics indicate aloss
of forward momentum in production activity. Indus-
trial production has dipped for two monthsin arow.

Consumer prices have been holding steady overall,
but prices of durable goods are on a downtrend, and it
is now being suggested that thisisliable to crimp busi-
ness profits. In view of the clouded outlook for the
economy, in November the Federal Reserve Board cut
the federal funds rate by an unexpectedly large margin
of 0.5 percentage point to 1.25%.

In both Canada and M exico the central bank |ow-
ered itsforecast for the economy for thisyear and next,
reflecting both the possibility of a slowdown in the
United States and other major economies and uncer-
tainty about the Iraqg situation. Following the election
in Brazil, hopes for the administration of President-
elect Lulahave begun to emerge, and financial markets
have been settling down; meanwhile, exports surged
29% year on year in October.

Europe

Industrial production has bottomed out in Europe, but
the recovery appears to lack strength (Figure 2). De-
clining stock prices and uncertainty about the prospects
for the U.S. economy have caused economic sentiment
to continue to deteriorate.

In Germany the IFO index of economic sentiment
has declined for five straight months; feelings of con-
cern about the period to come are evidently growing
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stronger. In October the government downgraded its
forecast for thisyear’s growth rate from 0.75% to 0.5%.

Consumer spending has remained strong in France,
where household consumption of manufactured prod-
ucts was up 0.9% from the previous quarter in July—
September. But business sentiment has turned down
sharply since this summer. The National Institute of
Statistics and Economic Studies (INSEE) predicts that
for the second half of the year capital investment and
exports will be uggish but consumption will keep the
economy growing.

The preliminary figurefor July—September real GDP
growth in Britain was 0.7% over the previous quarter.
Both manufacturing and services have remained strong.

Asia

In Asia, export growth has been continuing on the
whole, but it shows signs of slowing down in some
places, and trends in external demand are a focus of
attention.

The expansion of production has been sustained in
South Korea. Exports surged 26% from a year before
in October.

Both Taiwan and Hong Kong are still recording
export growth, but domestic demand isweak and prices
have been declining. Consumer pricesfell 1.6% from a
year before in Taiwan in October and 3.7% in Hong
Kong in September.

Singapor e has also been continuing to enjoy are-
covery powered by the expansion of exports, but the
momentum of this growth seems to be petering out,
with the export figures for August and September more
or less unchanged from the previous month. The quar-
terly growth rate of real GDP turned negative in July—
September, but the figure was up 3.7% from ayear be-
fore, the same year-on-year growth rate as recorded in
April-June.

Industrial production in July—September was up
10.4% from ayear before in Thailand, and it grew by
7.5% in M alaysia. Both growth rates were higher than
in the previous quarter. In the Philippinesthe statistics

Figure 2. Industrial Production, Euro Area
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Figure 3. GDP and Export Growth, China
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for industrial production were sharply revised at the
end of October; according to the new figures, produc-
tion has been lagging.

China’s growth rate for July—September was 8.1%
year onyear (Figure 3). Inthefirst nine months of 2002,
exports were up 19% from ayear before, and inflows
of investment from abroad grew by 22%. This growth
has been powering the economy as a whole. But de-
spite the strength of demand, prices have been soften-
ing; the consumer price index was down 0.7% year on
year in September.

m Fumio Oi, November 13, 2002
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Economic Trends is the English summary of Keizai D6ké, a monthly Japanese report on economic trends in Japan and
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