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here are many in
Washington who
would like to see the

issue of tax reform fade away
into the sunset. Many indeed
hold the opinion that tax re-
form is just too difficult. Just
when the momentum for tax
reform was reaching a level
of national significance, the
Republicans bit off there own
foot to win the primary. In or-
der to get rid of Steve Forbes,
they had to kill the Flat Tax.

While the Flat Tax is far
from a good idea, it did serve
its purpose to highlight the
coming Great Tax Depres-
sion that now appears un-
avoidable. The last Great De-
pression was in part ex-
panded by the tariff wars as
countries fought over protect-
ing jobs. This time around,
the landscape has changed.
Government has expanded

so vastly since the 1930s that
it now is in serious trouble.
With deficits mounting, the
demand for revenue is in-
creasing. Along with this de-
mand for revenue comes
more aggressive enforce-
ment of tax codes as well as
tax increases.

Internationally, govern-
ments are all becoming far
more aggressive. In Ger-
many, they have raided insti-
tutions looking for records of
clients who have placed
funds off-shore. In the UK,
Glaxco Welcome is in a
heated battle trying to des-
perately limit government’s
legal ability to audit interna-
tional income to 10 years. In
Japan, the government is
widely rumored to be prepar-
ing personal tax IDs for all its
citizens.

These trends are not re-
stricted to outside markets.
We find the same thing devel-
oping here in the United
States.  Cali fornia  has

opened tax collection offices
in New York seeking out busi-
ness that might be conducted
in their state even by tele-
phone. States are trying to
capture revenue from non-
residents on a national scale.
This is even taking place at
the city level. For example,
Philadelphia  demands a
wage (income) tax from any-
one visiting the city. Sports
teams, conventions, enter-
tainers and more are all being
taxed in the city even if they
do not benefit or use the city
services.

This is a dangerous inter-
national/domestic trend. We
are embarking on the era of
greed from the government
perspective. As each level of
government seeks to in-
crease its tax revenues, a
free-for-all is slowly emerg-
ing. Since these tax authori-
ties do not care how much tax
you may have already paid to
another tax authority, the
combined tax rate can rise
sharply, as was the case in
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Britain when the COMBINED
tax rate hit 102%.

The next Great Depression
will be caused once again by
the mismanagement of gov-
ernment. However, the driv-
ing force of this future event
will be the unsound finance of
government desperately in
search of increased revenue.

Our timing models show
that the threat of such a de-
pression is likely to emerge in
1998. The length of this de-
bacle appears to extend into
2003. Therefore, we have
been talking about govern-
ment debt and the deficit for
years. But it appears to be the
1998-2003 time period where
this crisis comes to a head.

The greed and misman-
agement of government is
simply the driving force be-
hind the marketplace. It is
why the majority have been
confused by the bond and
stock markets. This very is-
sue is the heart and soul of
our future. Because of this
problem, government has
been constantly revising the
CPI (Consumer Price Index)
in a desperate attempt to por-
tray that inflation does not ex-
ist.

As government attempts to
manipulate its inflation indi-
ces, the net effect is to slow
the growth of government en-
titlements and wages. All of
these things are automat-
ically indexed to inflation
(CPI). If we can cut the infla-
tion index in half, we will slow
the growth of expenditures.
At the same time, if we can

increase the tax rates or re-
duce the deductions from
taxes, we increase revenues.
This is the two-front war that
has been waged and will con-
tinue to expand into the year
ahead until the bubble bursts.

While President Clinton
ran in 1992 promising to

make the rich pay their fair
share, he did nothing for the
rest of America. People didn’t
vote for Clinton because they
wanted to see the rich hurt
more, they wanted relief. By
raising taxes on the rich,
some thought that this would
benefit them by lowering their
taxes. It did not! Nothing was
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Come join us for one of the most important conferences ever held.
Our list of guest speakers will include some of the most important
political leaders that will help shed some light upon what we see as
the driving forces behind capital and the geopolitical future that lies
ahead for all of us going into the next century.

Thursday, April 18th will be a solid day of reviewing our forecasts
for the future as we approach the next turning point on our Economic
Confidence Model. Friday, we will have special technical training
sessions for those who would like to continue their education process
of understanding market behaviour.

Saturday will provide a day of political analysis.  William Kristol,
former Chief of Staff and driving force behind the Contract With
America, Steve Moore of  the Cato Institute and others will join us to
give their view of what can be expected to come out of Washington
over the next term. Our political afternoon will be followed by a banquet
with Lady Thatcher delivering her view of our geopolitical future as
well as the prospects for European Monetary Union.

This is a special event that is designed to bring you the best
information that will be vital to surviving the balance of the Nineties. If
you are even considering investments outside your own domestic
economy - you simply better be there!
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accomplished other than
lower economic growth for all
and greater job insecurity.

The very issue of taxation
sets the tone of a nation by
determining its very fabric.
We are facing a period ahead
where we will wake up  to  the
shock that our worst night-
mares have not faded with
the coming of a new dawn.
Taxat ion is  the means
through which government
communicates  to  the
masses. It has always, and
without exception, been the
deciding factor for the future.
Taxation has set the course
upon which the future sails
and this moment is no differ-
ent from any of those in the
past. With the best of inten-
tions, all governments ulti-
mately commit suicide. The
question that remains - Are
we any wiser than our fathers
who also fought and died un-
der the slogan "no taxation
without representation?"
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7
he US share market
has been rising nicely
since the April low of

1994. The advance has been
at times relentless - enough
to surprise just about every
analyst ever born. But there
is something missing from
the typical analysis that domi-
nates the press nationwide
as well as internationally.
This is the question of value.
Is the market overvalued or
undervalued?  To answer
this question, we must at
least frame the US share
market in a familiar term.

While we tend to look at
most economic oriented
things in terms of adjusted for
inflation, there are a two no-
table exceptions - commodi-
ties and investments. Most
aspects of the economy are
automatically indexed to in-
flation including not merely
government programs like
Social Security, but even
short-term income taxes and,
of course, wages. Yet when it
comes down to commodities
and investments, we do NOT
take the effects of long-term
inflation into consideration
either in analysis or in taxa-
tion.  Therefore, it is com-
pletely acceptable for wages
to be up several hundred per-
cent but not our investments.
As soon as the stock market
rallies in a big way, everyone
screams that it is over priced.
Nobody seems to argue that

point about wages, govern-
ment spending or worse still,
taxation (capital gains).

While inflation can have a
positive impact on invest-
ments in nominal current dol-
lars, at the same time infla-
tion has a very negative im-
pact upon savings. To some
extent, Clinton argued this
point in the 1992 elections
claiming that the "rich got
richer" while the poor and
middle class didn’t partici-
pate. This political statement,
like so many, is not merely an
outright lie, it has nothing to
do with the actions of the rich.
This is the net impact of rising
inflation over the long-term.
Tangible investments in

nominal terms rise with infla-
tion including the stock mar-
ket.  Savings, particularly
cash invested in bonds, al-
ways decline or lag behind
both stocks and real estate in
purchasing power thanks to
long-term inflation.

For example, $100,000 in-
vested in a 30 year bond in
1965 was a SUBSTANTIAL
amount of money. A home in
New Jersey that currently
sells between $250,000 and
$300,000 cost only $14,000
30 years ago. A Cadillac sold
for less than $4,000. There-
fore,  $100,000 in 1965
would have been enough to
buy a home for cash and two
cars while still leaving nearly
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$75,000 in the bank. Take
that 30 year bond and try to
buy the same tangible assets
and you find that there is no
way you can even buy the
same home for cash with the
principal. Even if we include
the accumulative interest
compounded minus taxes at
30%, the nominal dollars
earned for 30 years was
$152,658 at 4.61%. There-
fore, tangible assets do re-
spond by rising in current dol-
lar terms, albeit in an oscillat-
ing manner of boom and
bust. Still, real estate prices
have kept pace with inflation
while savings (in the form of
bonds) has not. 

If we consider the fact that
the Dow Jones Industrials
first tested the 1,000 level

back in 1966, at 5,000 the
Dow has risen by 500%.
Therefore, it would appear
that the Dow might not be
overvalued when compared
to everything else within the
economy as a whole but in
fact might be finally catching
up to the realities of long-term
inflation.

Figure #1  illustrates the
impact of the Dow Jones In-
dustrials through the eyes of
the government’s inflation in-
dex (CPI). Here we can see
that adjusted for inflation, the
US share market was grossly
undervalued as it reached a
major bottom in 1982. Going
into 1995, the Dow has finally
exceeded the 1966 high only
after 13 years. This suggests

that instead of the US share
market be ing way over-
priced, the end result is that
after 30 years, it has reached
the same value it once held
at the peak in 1966.

Figure #2  illustrates some-
thing very interesting. Here
we have also expressed the
Dow in a variety of perspec-
tives compared to the nomi-
nal index itself. This chart il-
lustrates that while the Dow
may appear to have ad-
vanced 549% between the
close of 1996 and the close
of 1995, we do NOT see the
same advance from any
other perspective. Adjusted
for inflation, the Dow is up
only 38.6% since 1966. In
terms of a basket of curren-

Copyright January 1996 PEI All Rights Reserved

5



cies it has risen 54.7%. In
terms of DMarks, the Dow is
up 134% while in yen only
91.6%. The conclusion from
this perspective is that the
Dow appears overbought
only in nominal terms while it
still lags seriously behind in
real terms.

In summary, the US stock
market is merely trying to
catch up to reality in terms of
everything else in the world.
While we do see a potential
for a 20% decline in nominal
terms, this is largely possible
should the market continue to
rally into the week of May
20th reaching between 5800-
6200 on the Down Jones In-
dustrials. Otherwise, a de-
cline into a May low which is
in the area of about 10%-12%
is most likely going to con-
tinue its bull market going into
1998. At that time, the nomi-
nal high might very well be in
the 7000+ zone. Given a very
strong dollar, overseas in-
vestment could cause the
Dow to reach closer to the
10,000 zone. Nevertheless, a
1998 high clearly warns of a
sharp decline into 2003
where we could see a drop of
some 40%. As far as we see
right now, the risk of a major
collapse does not seem to be
ready at this stage in the
game.
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ECONOMIC GROWTH:
The government said that the
economy grew by 0.9% in the
final quarter, just one fourth
of the rate in the preceding
period. Last year’s growth
rate was the weakest per-
formance since 1991, when
the economy shrank 1%.
The National Association of
Business Economists fore-
cast that GDP, the broadest
measure of the economy,
would grow 1.9% this year
and 2.2% in 1997.  Despite
the slowdown in economic
activity, the chance of reces-
sion was seen as only "one in
four in 1996" the group said.
The survey included 36 of the
group’s economists. The risk
that the near 5-year expan-
sion would slip into recession
rose to one in three in 1997.
The group warned that the
failure of the Clinto admini-
stration and the Republican-
led Congress to reach a long-
term deficit reduction agree-
ment could hurt economic
growth and push up interest
rates. 

TRADE DEFICIT:  The US
trade deficit dropped to $7.1
billion in November, signaling
a sharp improvement in the
US external position and rais-
ing hopes of a sustained
strength in the US dollar. The
Commerce Department said
the shortfall was the smallest
since March 1994. The de-
cline marked the fifth con-
secutive monthly improve-
ment in the deficit, which hit a
peak of $11.4 billion last
June. The improvement re-

flected a 1% increase in ex-
ports to $67.4 billion - impres-
sive given sluggish demand
in many of US export mar-
kets. Exports in November
were running 9.2% higher
than in the equivalent period
of 1994. Imports fell 0.7% to
$74.4 b i ll ion, re f lect ing
slower growth of consumer
and business demand in the
US. Imports were up in the
year to November, but by
only 4.6% - half the rate of
growth of exports. 

US bilateral deficits with
most regions declined sub-
stantially. The deficits with
Japan and China fell to $4.1
b il l ion and $2.8 b i ll ion,
against $4.8 billion and $3.6
billion respectively in Octo-
ber. The deficit with western
Europe declined to $0.9 bil-
lion, against  $1.1 billion in
October. But the deficit with
Mexico rose to $1.7 billion
from $1.4 billion, reflecting
continuing strains in Mexico
after last year’s financial cri-
sis. The weakness of the US
trade account in 1994, and in
the first half of last year, was
widely regarded as a  main
factor depressing the dollar
on foreign exchange mar-
kets. The sharp improvement
now apparently underway is
expected  to help the US dol-
lar.

The US trade deficit in De-
cember was smaller than ex-
pected but figures for 1995 as
a whole were the worst in
seven years, the Commerce
Department said. The trade
deficit was $6.8 billion in De-
cember, marginally higher
than a revised deficit of $6.7

billion in November, but con-
firming a trend toward lower
monthly deficits evident last
summer. The monthly deficit
peaked at $11.4 billion last
June. The December figures
were better than expected as
most analysts had expected
a shortfall of about $7.2 bil-
lion.

The deficit for the year as a
whole was $111 billion, up
from $106.2 billion in 1994.
The US ran record deficits
with Mexico and China of
$15.4 billion and $33.8 billion
respectively. The overall defi-
cit reflected a $174.5 billion
shortfall on trade in goods
only partly offset by a surplus
on services of $63.4 billion.
Mr. Ron Brown, Commerce
Secretary, said 1995 "will be
the year we turned the corner
on trade". Exports of goods
rose 14%  from 1994, the
fastest growth since 1988.
Imports of goods rose 12%. 

CONSUMER PRICE IN-
DEX: The consumer price in-
dex rose 0.4% in January and
2.7% in the year to January.
Economists had expected  a
gain of 0.3%. The rise partly
reflected a 1.9% rise in en-
ergy costs. Excluding energy
and food, the core index was
up 0.3%, more than ex-
pected.

CONSUMER CONFI-
DENCE: The Conference
Board, a New York business
analysis group, said its index
of consumer confidence re-
bounded sharply in February,
suggesting economic data in
January may have been arti-
ficially depressed. Its confi-
dence index rose 97 against
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88.4 in January, almost re-
gaining the 99.2% level reg-
istered in December. Confi-
dence readings close to 100
typically signal solid eco-
nomic growth. 

RETAIL SALES: The
Commerce Department said
retail sales  fell 0.3% in Janu-
ary, largely reflecting weak-
ness in car sales.  However,
g iven the harsh winter
storms, financial markets had
expected a decline of about
0.5%. Sales data for Decem-
ber showed an increase of
0.6%, rather than 0.3% as
previously reported. 

PRODUCER PRICES:
The Labor Department said
that producer prices for fin-
ished goods rose 0.3% in
January and by 2.3% in the
year to January. The in-
crease followed substantial
price gains in November and
December. However, as the
price gains were concen-
trated in the energy sector, it
was not seen  as signaling a
rise in underlying inflation
pressures.

Excluding food and en-
ergy, "core" producer prices
fell 0.1% in January. 

 GREENSPAN NOMINA-
TION: Pres ident Cl inton
nominated Mr. Alan Green-
span to a third term as Fed-
eral Reserve chairman, and
Ms. Alice Rivlin, the US ad-
ministration’s budget direc-
tor, to the Fed vice-chairman-
ship vacated by Mr. Alan
Blinder, the Princeton Uni-
versity economist.

Mr. Laurence Meyer, an
economics professor a t

Washington University in St.
Louis, was also nominated to
a second board vacancy, cre-
ated by the resignation last
year of Mr. John La Ware, a
Boston banker.

81,7('�.,1*'20

UNEMPLOYMENT:  Off i-
cial figures showed that un
employment dropped to its
lowest level for almost five
years in January. The num-
ber of people out of work in
the UK and claiming benefit
fell by a seasonally adjusted
29,300 to 2,205,800 in Janu-
ary according to the Central
Statistical Office.

This was the 29th con-
secutive monthly decline and
the larges t drop for  13
months. Unemployment is
now at its lowest level April
1991 and represents 7.9% of
the workforce - the first time
the unemployment rate has
been below 8% since May
1991. Long-term unemploy-
ment also dropped - the
eighth consecutive monthly
decline. The number of peo-
ple unemployed for more
than one year fell by 9,700
between October and Janu-
ary, and was 11,000 less
than January last year.

BANK OF ENGLAND
HINTS AT RATE CUT:  In its
quarterly Inflation Report, the
Bank of England said that the
government was back on
course to hit its inflation tar-
get, reinforcing expectations
of another cut in interest
rates.

The Bank cut sharply its
forecasts for price increases
over most of the next two
years. The report said that
economic growth had been
weaker last year than initial
estimates suggested, im-
proving the outlook for infla-
tion. The Bank predicted that
it was now "  a little more
likely than not that inflation
will be somewhat below 2.5%
or less from the spring of
1997. The report put the
chances of hitting this target
in two years at about 55%.

The report predicted that
any further slowdown in the
economy was likely to be
temporary as companies
cleared shelves of unsold
goods.  Stronger consumer
spending would lend the
economy momentum later in
the year. However, the Bank
cautioned that growth might
turn out to be depressed for a
more protracted period in
1996 if spending remained in
UK export markets, espe-
cially France and Germany.

TRADE GAP : Britain’s
trade gap with the rest of the
world was reduced by two-
thirds in November, easing
fears that the recent slow-
down in mainland European
markets might seriously
damage British exporters.
Overall, the gap in traded
goods was a seasonally ad-
justed BP567 billion com-
pared with BP1.6 billion in
October.

The figures showed that
UK sales were rising in most
mainland European coun-
tries in spite of the weaker
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pattern of growth in those
countries. The trade deficit
with European Union coun-
tries shrank to BP131 billion
in November, its lowest level
for more than two years. The
level of imports into the UK
economy fell 2.5% in Novem-
ber, according to the CSO.
The volume of imports was
0.4% lower in the three
months to November com-
pared with the previous three
months.

MANUFACTURERS
PRICES: Inflationary prices
in industry eased in January
as raw materials costs fell
and manufacturers kept the
price of goods at the factory
gate unchanged for the first
time in almost two years. The
better than expected figures
underlined the slowdown in
manufacturing since the mid-
dle of last year, with weak
demand making it difficult for
producers to pass on price
increases to customers. Fac-
tory output prices - excluding
volatile food, drink tobacco
and petroleum prices - were
unchanged between Decem-
ber and January. This was
the first time prices were un-
changed  since April 1994.

MANUFACTURING OUT-
LOOK:  A survey of purchas-
ing managers from the Char-
tered  Institute of Purchase
and Supply showed that,
though new orders rose in
January, production levels
were flat and jobs were cut for
the first time in two years. 

FALLING OUTPUT : Brit-
ish factories cut production in
December. The decline in

output left the longer-term
trend for manufac turing
growth at its weakest level
since 1992. Overall, manu-
facturing output was a sea-
sonally adjusted 0.6% lower
in December than in Novem-
ber. On a three month basis -
a more reliable guide to trend
- output was 0.2% lower in
the last quarter of 1995 than
the third quarter, but 0.4%
higher than the same period
a year before. The weakness
of manufacturing fueled fears
in the City that factory output
could fall further, as compa-
nies respond to their excess
levels of stocks by reducing
orders.

The Treasury said it had
not changed its forecast of
2.5% manufacturing growth
this year. The fall in output
was spread across most of
industry, but it was largest in
the food and textile sectors.

CAR REGISTRATIONS:
New car registrations in
January were just  0.3%
above year ago levels, leav-
ing a "very disappointed" mo-
tor industry hoping that tax
cuts due in April could coax
back buyers. The 191,761
new cars registered in Janu-
ary alarmed the volume
manufacturers, who may find
it increasingly difficult to carry
out their pledges to restrict
supplies to the short-term
rental market - now sus-
pected of undermining the
entire new car market. 

The statistics also showed
a continuing rise in the mar-
ket share taken by imports.
They accounted for 60.9% of

registrations in January,
compared with 58.9% in the
same month last year.

The UK short-term rental
market in the past has ab-
sorbed nearly 500,000 vehi-
cles a year. However, they
are bought at deeply dis-
counted prices, and are re-
turned to the market as
"nearly new" cars after just a
few months in such volumes
that new car ales have suf-
fered.

DEBT FIGURES EXCEED
EUROPEAN UNION CRITE-
RIA:  Britain still fails to meet
some of the criteria for Euro-
pean monetary union accord-
ing to the latest update on
government debt figures.
The UK’s general govern-
ment financial deficit in the
financial year 1994-95 was
6.5% of GDP, revised up
from 6.1%, the CSO said. In
the calendar year 1994 the
general government deficit
was 6.9% of GDP, compared
to 7.8% in 1993. Both meas-
ures exceed the guidelines
set out in the Maastricht crite-
ria which require a deficit of
3% of GDP or less. But the
UK does meet the criteria for
general debt levels of 60% of
GDP or less although the
situation has worsened, the
CSO’s figures showed.

PUBLIC SECTOR JOBS:
The number of public sector
employees fell by only 1.2%
(66,000) last year in spite of
the government’s hopes of
reducing the size of the public
sector labor force, according
to figures released by the
CSO. There was a rise of
0.1% (2,000) in local author-
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ity employment last year, the
first annual increase since
1990. The numbers working
for national health service
trusts rose 8.5% or 85,000
people and there was a small
net growth in social service
jobs.

�*(50$1<

RATE EASING:  The Bun-
desbank cut the repo rate,
considered to be the third
leading interest rate in Ger-
many, in another sign of
monetary easing that partly
reflects the current weakness
in the German economy. 

At its council meeting in
early February, the German
central bank left its two key
interest rates unchanged, but
decided to switch to a vari-
able tender in its money mar-
ket operations. The move
brings the repo rate within 30
basis points of the discount
rate - currently at 3% - a
threshold below which the
likelihood of another discount
rate cut increases. 

UNEMPLOYMENT:   Se-
vere weather effecting the
building industry was the
main cause of a 368,300 in-
crease in non-seasonally ad-
justed unemployment in
January that left a record
4.16 million people - 10.8% of
the labor workforce - without
work at the end of January,
against 9.9% the month be-
fore.

The Federal Labor Office
also reported a substantial

59,0000 increase in the un-
derlying, seasonally adjusted
unemployment to 3.85 million
in January. On this measure,
the German unemployment
rate rose to 10% from 9.9% in
December.

Mr. Bernhard Jagoda,
head of the labor office,
warned Germany’s jobless
total could increase further in
February and that an im-
provement was not expected
until March. January’s head-
line unemployment figure
was higher than forecast and
308,942 above the January
1995 level. But it was com-
patible with January’s Bonn
government projections that
average unemployment
would rise by 280,000 to just
under 3.9 million this year,
Mr. Jagoda said.

 In reaction to the  sharp
rise in unemployment, Mr.
Helmut Kohl, the German
chancellor , called for wage
restraint by unions and urged
the opposition to back gov-
ernment plans  to boost
growth and jobs.

OPPOSITION TO CUT
"SOLIDARITY TAX":  I n a
rare show of unity, Christian
Democrat (CDU) and Social
Democrat (SPD) premiers
from Germany’s 16 states u-
nanimous ly condemned
plans by the center-right coa-
lition to cut the "solidarity" tax
by 2 percentage points to
5.5% from July next year.

The tax - a surcharge on
taxed income which contrib-
utes to the reconstruction in
eastern Germany - is one of

the most unpopular taxes
ever levied in Germany. The
strong opposition from the
states is based largely on the
way the Bonn government
proposed to finance the tax
cut, which it is estimated will
lead to a DM4 billion ($2.7
billion) revenue shortfall in
the second part of 1997. Un-
der the coalition’s plan, the
states would fund three quar-
ters of the costs through re-
ductions in their share of
value-added receipts.

The premiers’ united oppo-
sition does not suggest that
they will necessarily veto the
proposal. Relations between
central and state government
have traditionally been com-
plex, with trade-offs and
counter-deals being common
practice.

MANUFACTURING OR-
DERS: Germany’s economic
slowdown was underlined by
seasonally adjusted figures
for manufacturing orders
showing a volume fall of 0.4%
in December against Novem-
ber and a 6.4% drop against
December 1994. The month-
on-month decline reflected a
15% fall in eastern Germany
following an exceptional
bunching in November. Or-
ders for western German in-
dustry increased 0.8% in De-
cember. Industry as a whole
saw domestic orders fall by
2.4% in the month, while
those from abroad rose by
3.1%. Mr. Theo Waigel, fi-
nance minister, announced
plans to cut 7,000 more fed-
eral civil service jobs over the
next 5-10 years.
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TAX RAID ON COMMER-
ZBANK: German officials
raided the Frankfurt head-
quarters of Commerzbank,
Germany’s th ird  largest
bank,  and three other
branches seeking evidence
of tax evasion through the
transfer of funds to Luxem-
bourg and other investment
centers.

Some 200 off ic ia ls
searched the bank premises
to see if bank employees had
given positive assistance
German residents shifting
funds abroad to escape Ger-
many’s high taxes. Other
banks which have been tar-
geted for this reason by Ger-
man author it ies include
Dresdner Bank, Hypo Capital
Management (HCM), which
is part of Bayerische Hy-
potheken und Wechselbank,
Merrill Lynch of the US and
Norddeutsche Landesbank.
It is not illegal for Germans to
hold funds abroad, but earn-
ings must be declared for
taxation purposes.

ENGINEERING OR-
DERS: German engineering
orders declined 4% in Janu-
ary over the same the same
month a year earlier, accord-
ing to the German Engineer-
ing Association. Domestic or-
ders were down 7% and for-
eign orders fell 1%.
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 LONG-TERM CREDIT
RATES:  Two long- term
credit banks increased their
prime long-term lending rate,
for loans of more than a

year’s maturity to the best
quality corporate customers,
by 0.2 of a percentage point
to 3%. This followed a lead
set by Industrial Bank of Ja-
pan, the Leading long-term
lender.

Mr. Yasuo Matushita, gov-
ernor of the central bank,
sought to dampen market ex-
pectations that the Bank of
Japan would allow rate to rise
further. He repeated his view
that the economy is recover-
ing, but plans to maintain an
easy monetary policy to rein-
force the upturn.

The BOJ’s official discount
rate, at which it lends to the
banking system, has been
held at 0.5% since last Sep-
tember, the lowest seen in an
industrialized country in post-
war years.

The increase in the long-
term prime, brings it back to
the level of last September,
when the long-term rate
dropped in two-stages to
2.6% from which it started to
rise again in January. Long-
term rates have been inching
up on the market’s belief that
the Bank of Japan will even-
tually tighten monetary policy
once the recovery gathers
force.

 DEPARTMENT STORE
SALES:  The Japan Depart-
ment Stores Association an-
nounced sales of Tokyo de-
partment sales rose in Janu-
ary, by 3.6%, from the same
month last year, for the first
time in 47 months.

HOUSEHOLD SPEND-
ING: Japanese household

spending fell 1.1% in 195, a
record third year of decline.
The fall in spending com-
pleted a record seven con-
secutive months’ decline and
marked an acceleration com-
pared with the 0.9% decline
in consumer spending in
1994, according to the gov-
ernment’s management and
coordination agency. 

Household spending,
which accounts for just under
2/3rds of gross domestic
product, was hit last year by
a record low wage increase,
lower bonuses and overtime,
and the psychological shock
of the Kobe earthquake and
the gas attack on the Tokyo
subway.

Household income rose
0.9% to Y570 818 ($5,385) a
month explaining last year’s
estimated 1 percentage point
rise in the savings rate to
16.3%, the highest of any in-
dustrialized company.

Agency officials argued the
decline in personal spending
as a lagging economic indi-
cator, did not  challenge the
government’s  recent decla-
ration that the recession was
over.

INDUSTRY OUTPUT: The
ministry of international trade
and industry announced a
3.3% rise in output for De-
cember and for 1995 as a
whole - the best for five years.
But a disappointing new-
years sales by the Japanese
car industry contributed to an
unexpected slowdown in the
pace of industrial growth in
January. Overall production
growth slowed slightly to
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0.5% between December
and January, from 0.8% the
month before, causing MITI
to downgrade its output fore-
cast for the three months to
the end of March.

The January increase was
far below the 1.1% compa-
nies told MITI to expect in the
monthly output survey in De-
cember. MITI now thinks pro-
duction will rise by 0.8% from
the fourth quarter of last cal-
endar year to the first quarter
of  1996. Year-on-year, the
first quarter increase in out-
put would be 0.4%.

TRADE SURPLUS:  Ja-
pan’s trade surplus fell 83%
to a six year low of $467 mil-
lion in January, easing the
country’s politically sensitive
surplus with the US and pro-
viding further evidence of a
long-term rise in its appetite
for imports.

The year-on-year decline,
for the seventh month in a
row came after a 6.7% rise in
exports, to $28.95 billion and
a 16.9% rise in imports, to
$28.48 billion. The trade sur-
plus with the US declined
51.2% to $1.5 billion.

Imports continued strong
in the sectors that used to be
dominated by Japanese do-
mestic producers. Japan
bought  71.5% more office
equipment, including com-
puters, in January than in the
same month last year; car im-
ports rose 38.4% and elec-
tronics 69.8%.

PENSION FUND RE-
FORMS: The Japanese gov-

ernment announced sweep-
ing reforms to investment
rules govern ing pension
funds, giving more access to
foreign fund managers and
opening the way for more
Japanese invest ment
abroad. It also announced a
further relaxation of controls
on foreign exchange trading,
including an easing of restric-
tions on the foreign currency
deposits held abroad by
Japanese residents. 

The main changes, which
will take effect within the next
few months, are a liberaliza-
tion of rules restricting invest-
ment companies’ access to
Japanese corporate pension
fund management, and a re-
laxation of investment restric-
tions on fund managers. The
reforms also give Japanese
pension funds more freedom
to invest in domestic equities.
In the past few years, foreign
fund managers have secured
far higher returns than the
leading Japanese investors,
and the change is likely to
encourage pension funds to
entrust more money to for-
eigners.

Trust banks, the largest
domestic operators of pen-
sion funds, will no loge have
to invest at least half their
funds in government bonds
or other safe assets. They
have been restricted to hold-
ing at least 59% of funds in
safe investments - a maxi-
mum of 30% in equities and
foreign-currency denomi-
nated assets and 20% in
property.

The reforms have been
prompted by the desire for a
weaker yen to assist export-
ers, and the need to improve
the condition of the country’s
pension funds. Japan’s aging
population will be a growing
burden on pension funds into
the next century.

MONEY SUPPLY:  The
Bank of Japan announced its
benchmark  measure of
money supply, M2 plus cer-
tificates of deposits, grew
3.1% in January, a slight
slackening on the 3.2%
achieved in December.

END TO ECONOMIC
STAGNATION? Japan’s offi-
cial economic forecaster an-
nounced that Japan’s five
years of economic stagnation
have ended. The govern-
ment’s Economic Planning
Agency said in its monthly re-
port that "the economy is
starting to show a move to-
ward recovery again, albeit a
moderate one." It is the first
time in six months the agency
has used the word recovery
in its assessment, which
economists view as a sign of
the government’s economic
confidence and as a guide to
the likely course of monetary
policy.

The agency cited as en-
couraging signs of a rise in
corporate capital spending
and housing starts, a three
month run of increased in-
dustrial production to De-
cember and the beginning of
the end of the decline in ex-
ports. But the agency said
household spending and re-
tail sales continued to decline
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and unemployment was
stagnating at a record level of
3.4%.

The announcement was
met with widespread skepti-
cism. One reason is that the
EPA has on two previous oc-
casions, falsely identified an
end to what has become the
worst downturn since the
1930’s.

The agency claimed the
economy had hit bottom in
June 1993 and pointed to
signs of moderate recovery in
September the following
year. Last July it moderated
that statement to say that the
recovery was at a standstill,
then las t September
changed that to "prolonged
standstill".

To add to the uncertainty,
the agency uses no fixed
definition of recovery. On one
criterion widely used by US
economists - two consecu-
tive quarterly rises in GDP -
Japan is not quite out of a
recession.

GDP grew, year on year, in
the first two quarters of the
calendar year but fell back in
the third. The government’s
prel im inary es t imate of
growth of growth will not b
available until mid-March. On
a popular definition of a re-
covery - a decline in unem-
ployment - Japan is still in a
recession.

CURRENT ACCOUNT:
Japan’s current account sur-
plus, measuring trade in
goods and services, fell
14.5% to $110.44 billion in
1995, the second consecu-

tive year of decline. The fall,
in line with market expecta-
tions, came after a 15.5%
year-on-year decline in the
December surplus to $10.7
billion, according to the fi-
nance ministry.

Japan’s politically sensi-
tive trade surplus, the largest
slice of the current account,
fell 7.6% to $134.8 billion for
the whole of 1995, the first fall
in five years, after a 9.5% fall
in December.

Exports rose by 11.2% last
tear, but  this was easily out-
stripped by the 22.8% growth
in imports. Japan’s traditional
deficit on services grew 61%
to $14.98 billion. Most of the
increase came from a rise in
the number of Japanese tak-
ing holidays abroad, causing
the deficit on tourism to rise
23% to a record $33.51 bil-
lion. 

That was partially offset by
an increase in foreign invest-
ment income. The balance
on the investment return ac-
count rose nearly 10% to
$45.08 bil lion, a conse-
quence of the rise in interest
payments on increased hold-
ings of foreign bonds - higher
yielding then Japanese ones.
The deficit in the long-term
capital account grew to $84.5
billion from $82.04 billion.

RECORD FOREIGN EX-
CHANGE RESERVES:  Ja-
pan’s foreign exchange re-
serves hit a world record of
$182.84 billion at the end of
January, but the increase
was small, suggesting a de-
cline in central bank interven-

tion. The total rose by just
$18 million from the month
before - the previous record -
a small increase compared
with the $1.57 billion jump
from November to Decem-
ber.

The dollar has risen to
Y107 from Y95 last August
when the Bank of Japan and
other leading central banks
started to intervene to sup-
port the US currency, partly
to avert fears of the damage
to the Japanese economy
risked by a strong yen. That
anxiety has now eased, at
least temporarily. However,
the government is still mak-
ing cont ingency  plans
against another rise in the
yen, according to a Finance
Ministry official.

An advisory panel to the
ministry is considering a
scheme to allow Japanese
companies to make direct
foreign exchange dealings
with foreign banks abroad, to
be able to take advantage of
lower transaction costs,
which would be designed to
encourage Japanese institu-
tions to sell yen.

 DISCONTENT WITH SO-
CIETY: Mos t Japanese
adults are discontented with
Japanese society but are op-
timistic about their own lives.
according to a survey by the
Economic Planning Agency.
The questionnaire found
79% of respondents see an
increase in the number of "ir-
responsible people", amid
concern about the safety and
order of Japanese society.
Some 79% said people were
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selfish, 75% said ethics and
social justice were being
eroded. But over half the re-
spondents said they were op-
timistic about their own fu-
ture.

Some 59% were satisfied
or somewhat satisfied with
their lives as a whole. The
percentage ratio of those sat-
isfied with their lives is higher
for women than men; work-
ers in bigger companies were
more satisfied than employ-
ees of smaller companies in
the same income bracket.
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1996 GROWTH FORE-
CAST:  According to Mr. Alain
Lamassoure, the budget min-
ister, this year’s  growth in the
French economy will be prob-
ably nearer 1.5% than 2%.
This is the most precise fore-
cast the government has
given of its reestimate of
1996 growth in the wake of
last December’s strikes and
economic slowdown. The
budget minister played down
the impact of slower growth
on tax revenue. He pointed
out that in drafting its 1996
budget, to which it attached a
2.8% growth estimate for the
economy, the government
had assumed tax receipts
would only rise by 1.8%

RATE CUT:  The Bank of
France lowered one of its key
interest rates after the cuts by
the monetary authorities in
the US and Germany. The
bank cut the floor intervention
rate by 0.15 points to 4.05%,

the eighth reduction in rates
since the crisis in the French
franc in November last year.

Separately, a number of
banks announced cuts in
their rates for consumer
loans, which are subject to
new tax deductions. This
move followed cuts in the
rates offered on a key gov-
ernment tax-free savings
product.

The latest interest rate cut
followed positive comments
recent ly f rom Mr. Jean-
Claude Trichet, governor of
the central bank, about the
direction French reform pol-
icy was taking.

 RURAL TAX BREAKS:
The French government is to
match its recent tax break in-
itiative for deprived city zones
with a new series of fiscal
exemptions to try to stem de-
population in rural areas. It
will give rural employers and
individuals temporary relief
from social security charges,
increase investment allow-
ances and reduce property
taxes.

The largest farmers’ union,
the FNSEA, welcomed the
government measures, but
said more would need to be
done to stop "desertification"
of rural areas, which had left
20% of the country’s popula-
tion living on 80% of its land

UNEMPLOYMENT:  Un-
employment in France broke
through the politically sensi-
tive 3 million barrier in De-
cember, a further embarrass-
ment for Mr. Alain Juppe, the

prime minister, whose top pri-
ority  is tackling unemploy-
ment. The increase was   de-
spite government measures
last year to boost employ-
ment. The seasonally ad-
justed figure rose by 29,000
in December to 3,019,400, a
reflection of the  faltering
economy , which expanded
only 2.6% last year.

Unemployment, which
started rising in August, is ex-
pected to continue deteriorat-
ing during the first half of the
year. Recent estimates sug-
gest economic growth this
year may only be 1.6%,
agains t the 2.8% level
needed to compensate for
jobs lost through corporate
productivity gains.  This lat-
est figure will further under-
mine consumer confidence,
which the government has
tried to bolster recently with a
cut in base rates and a 25%
tax deduction on loans for
consumer goods for two
years after purchase.

TAX EVASION:  The
French government stepped
up its efforts to stop tax eva-
sion by multinational compa-
nies by strengthening pro-
posals for a new law on the
reporting of company ac-
counts.

The new bill, which was fi-
nalized by the French finance
ministry, will be presented to
parliament this spring. It also
aims to give the government
more powers to collect infor-
mation on the internal  opera-
tions of multinational corpo-
rations working in France.
The initiative comes amid
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growing suspicion that corpo-
rate tax evasion may have
been one reason behind the
lower than expected budget
revenues last year.

In particular, there are con-
cerns that multinational cor-
porations are using "transfer
pricing" - the rate at which
different subsidiaries charge
for services and goods pro-
vided to each other - to move
profits out of France.

The new law would allow
the French authorities to de-
mand more in formation
about the transfer of goods
and profits in multinational
groups and give it powers to
impose additional taxes us-
ing this information. ‘The
French employers, the Patro-
nat, has expressed concern
that any excessively draco-
nian regime could deter for-
eign investment.

INDUSTRIAL PRODUC-
TION: French industrial pro-
duction dropped 0.5% be-
tween the second and third
quarters of last year, accord-
ing to official figures. Manu-
facturing fell  1%.

FINAL 1995 BUDGET
DEFICIT: The French gov-
ernment announced a final-
ized 1995 budget deficit of
FFr323 billion ($64 billion),
only FFr1.4 billion more than
its target, despite the strikes
in November and December,
which cost it FFr13 billion in
lost tax revenue. Mr. Jean
Arthius, the finance minister,
said it was too early to judge
whether the target of keeping
total public deficits to within

5% of GDP had been met,
because  final figures for the
social security deficit were
not yet available.

The government is aiming
at progressive deficit reduc-
tions from 5% of GDP last
year, 4% this year and 3% in
1997, the year in which
France hopes to qualify for
monetary union. 

Last year’s tax receipt
shortfall was offset by the
cancellation and postpone-
ment of the same amount of
spending credits for minis-
tries. Mr. Alain Lamassoure,
the budget minister, praised
the fact that budget spending
rose only 2% last year, the
lowest increase for 5 years.

INFLATION/SPENDING:
The Insee statistics agency
reported a 0.2% consumer
price rise in January over De-
cember’s level, leaving the
annual inflation unchanged
at 2%. The agency also an-
nounced that spending on
consumer durables in Janu-
ary bounced back with a
5.1% increase, after Decem-
ber’s 0.8% decline.

GROSS DOMESTIC
PRODUCT: The slide in the
French economy last autumn
was confirmed by Insee, the
national statistics agency,
which reported that GDP fell
0.3% ‘in the final quarter
against the previous three
months, which in turn had
seen a 0.2% decline. The
fourth quarter saw industrial
output falling 0.9% but indus-
trial investment rising 4%.
For the year, the French

economy expanded 2.4%,
compared with 2.9% growth
recorded in 1994 and once
hoped for in 1995.  The late
autumn decline would have
the effect of shaving 0.1% off
the GDP figure for this year’s
first quarter, Insee said. 
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UNEMPLOYMENT:  Aus-
tralia’s unemployment rate
jumped 8.6% in January
(seasonally  adjusted)
against 8.1% the previous
month. The January unem-
ployment was significantly
higher than most forecasters
had expected.

The estimate of people in
employment fell 24,100 fol-
lowing an increase of 4,900
the previous month. This
means that over the past half-
year, employment has been
increasing by only some
7,000 jobs a month, against a
rise of about 30,000 jobs a
month in the previous half-
year.

TRADE DEFICIT:  Austra-
lia’s current account deficit
eased in December following
a surge in rural exports. The
December def ic i t  wad
A$1.63 billion, down almost
20% on the November figure
of A$1.86 billion. Analysts
had been predicting a deficit
above A$2 billion following a
5% increase in imports, dis-
closed in mid-January. But
this was more than offset by
a 10% rise in total exports to
a record monthly level of
A$6.36 billion.
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