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Decades Long Economic Stagnation and Sustained Deflation

1991 as a watershed year for Japan’s economy and society
Bubble Economy Collapse

Pessimism

Depressed Business Mind

Debt Deflation Asset Prices (Index, 1980=100)
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20+years stagnation

Japan Real GDP Growth%

Start of High Economic

The 1st Oil Shock Zero-Growth Started
GIOMh | (Bursting of Bubble)
!
240 High Griwth Era
( ‘ Great Moderation
19.0 .
LI 41_ o ) Deflation «
= \ Lost 20 years
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Trend of Wages (1995=100)
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Enter Abenomics

Soaring stockmarkets

Th € : Obama's Syrian dilemma
E C O ]l O rll l S t Hope at last in Pakistan

Ab . s Containers: thinking inside the box
enomic

1, BOJ QQE

Abe Administration(2012. 12~)

Psychiatry on the couch

ICTTAWIRD? ISIT. A PLANE? NO

R 4Tyl Y

2, Flexible Fiscal Policies 'T'g JAPAN!

3, Stractural Reform

(Growth Strategy)

Abenomics, nationalism and the
challenge to China

The Economist, May 18 - 24 2013
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OECD Japan Outlook

Japan: Employment, income and inflation
Percentage changes

2013 2014 2015 2016 2017

Employment 0.7 06 0.4 0.5 .2
Unemployment rate’ 4.0 36 34 3.2 3.1
Compensation per employee’ 03 0.8 0.7 1.0 2.0
Unit labour cost 0.8 1.6 1.0 16 1.6
Household disposable income 02 0.5 10 1.1 1.1
GOP defiator -0.6 1.7 20 0.9 1.8
Consumer price index’ 0.3 2.7 08 0.1 2.1
Core consumer price index" 0.1 1.9 1.1 08 21
Private consumption deflator 0.2 1.9 0.2 00 22

1 As a percentage of labour force

2 Inthe tolal economy.

3 Calcuiated as the sum of the seasonally adjusted quartery indices for each year
4 Consumer price ndex excluding food and energy.

Sowrce: OECD Economic Outlook 99 database.

CE P JMQ, 20/t Statiink wagm http//dx doi.org/10.1787/888933368957
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More Than Asset Bubble Economy?

Wages
some increase in nominal wages

real wages kept under water

Japan
Real wages have increased since mid-2015 Corporate profits remain near their record high?®
Three-month moving average 2014 = 100" YEN tritlion
Index 2014 = 100 24
102
—— Nominal wage
S & = = Real wage* 20
101
16
6o 12
8
29
4
98 0
2014 2015 2016 2004 2006 2008 2010 2012 2014 2018

Seasonally-adjusted data based on establishments with thirty or more workers.
Deflated by the consumer price index, excluding imputed rent.

Profits of non-financial firmms, seasonally-adjusted.

Soum Ministry of Health, Labour and Welfare; and Ministry of Finance.

w N e

Statlink sagew http//dx.doiorg/10.1787/888933367954
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Almost Full Employment

Unemployment Rate and Labor Force Participation Rate

Unemployment Rate
s.a., %
6
= [Jnemployment rate
s — Structural unemployment rate
4 -
\a A

3 'l 1 1 A1 L L 1 1 1 1 1 1 1 1 1

CY 01 02 03 04 05 06 07 08 09 10 11 12 13 14 15 16
Note: The structural unemployment rate is estimated by the Research and Statistics Department, Bank of Japan.
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Higher Labor Force Participation Rate

, Labor Force Participation Rate ' Proportion of Non-Regular and Part-Time
Employees
0 0 . 0
61.0 s.a., % 40 52 Yo s.a., % 32
= Proportion of non-regular

60.5 employees (left scale)

: 38 4 — Proportion of part-time employees - 30

(right scale)
60.0 -
36 - - 28

59.5 4
59.0 1 Lt s
585 i 1 1 1 1 1 1 L 1 32 1 1 1 L i 1 1 Il 1 24

CY 06 07 08 09 10 11 12 13 14 1516 CYO06 07 08 09 10 11 12 13 14 1516

Note: Figures for the proportion of non-regular employees are based on the "detailed tabulation" in the "Labour Force Survey."
The figure for the proportion of part-time employees for 2016/Q1 is the January-February average.

Sources: Ministry of Internal Affairs and Communications; Ministry of Health, Labour and Welfare.
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Yen got Cheaper, but.....

Exchange Rates

(1) Yen/U.S. Dollar and Yen/Euro
en/U.S. dollar, yen/euro, monthly avg.

170
160 q Depreciation ~——Yen/U.S. dollar
150 - of the yen

— Yen/euro

1\

140 -
130 -
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110
100 -

y

20 1 Appreciation

80 1 ofthe yen

70 A 1 L 1 1 A 1 1 1 A1 I
CY 05 06 07 08 09 10 11 12 13 14 15 16
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“Jd Curve”Dissapiared ? Cheaper Yen is not Pushing Export

Real Exports and Real Imports

(1) Real Exports and Real Imports

130 s.a., CY 2010=100 s.a., % of real GDP
= Real trade balance (right scale)
120 - Real exports (left scale)
Real imports (left scale)

110 - 6
100 /J\’\,_/\/

90 .3
80

70

60

<Monthly>
50 A A 0 2 3 A & 3 1 1 8 2 1 31 333> _3
CYOl 02 03 04 05 06 07 08 09 10 11 12 13 14 1516 14/9 15/3 9 16/3

Note: Figures for the real trade balance (as a ratio of real GDP) from January 2016 onward are calculated using real
GDP for 2015/Q4.
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Structural Change of Balance of Payments

Trend in Current Balance

(trillion yen)

40

2= Primary income Goods " Services

111t Secondary income =O=Current account —4— Goods & services

20

10

_ ! (WEYY (xxas (yyuy
treny OOOEN [pgpy REER

A0 1

-20
96 97 98 99 00 O1 02 03 04 05 06 07 08 09 10 11 12 13 14 (FY)

(Source) Ministry of Finance “Balance of Payments”
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Still Depressed Potential Growth Rate

[Chart 4] Potential Growth Rate

yly Y% chg.

C—1dlLabor input

@ Capital stock
] Total factor productivity
Potential growth rate

- ___ILALJ—LIJ'llALAngL{l__I*lII_lL

FY90 92 84 96 98 00 02 04 06 08 10 12 14
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Rapid Fall in the Household Savings Rates

The Recent Rapid Fall in the Household Savings Rate is
Second to the One in the Early 2000s

(Household savings rate and change in househoid
income/consumption from the previous year)

10.0%

B ;
s.0% - . . e = -« Change in household

income

| -Change in household
60% consumption

| ~Household savings rate
<.0% | —~ —
e - 5 \'« oy /f’:\/ .
- "’ k' ". 4 ) i 4 ,-7"\“:\ -’ - - s 5

.gfﬁar”#‘.a «c“g\ﬁ_éf_@ «s!”-é;'*ﬁ!;.ﬁ'.p\ o
-2.0% | -~ ‘v.’ b'l

“w

-2 0% - - i

Source: Cabinet Office
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Savings Shifted from Household to Business

Firms are less agressive ininvestment

[Chart 1] Corporate Profits and [Chart 2] Investment-Saving Balance of
Business Fixed Investment Corporate Sector
20 s.a., tril. yen 30 % of value-added
18 A Current profits 25 4
Business fixed investment 20 -
15
10
5 |
(4]
-5

e Net lending
Gross investment

-10

15 Gross saving l
2 2 a 2 2 " e 2 e 2 3 2 Y " " _20 | =0 S OO B WU A B T B ToN R oD e o S W) M R AN G A e B oy e RN S WK B BRN NS B N |
CYO00 02 04 06 08 10 12 14 15 FY80 86 92 98 04 10

[Chart 3] Proportion of Firms "Without Net I

External Borrowings™ | o

o | Lrsted Companles Cash and Cash quuvalents Holidings
50 4s%
0%
45 4 35%
30%
25%
40 - 20%
15%
10%
35 - 5%
0%
Japan Italy Germany  France Canada
30 4 SourcesBIonmbevg
|
25 'l A L A 1 ' L ' A A A ' A .
|

1 5 FYOO 02 04 06 08 10 12 14
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(trillion yen)
: - 120
Government Deficit 1
101.0 1007 1992 997
100 | 7
890 89.3
80
60
40 Construction S e
Bond Issues YO Sy € 5
{J Taio b [ B
Special Deficit-Financing ; =
Bond Issues ] il
20

02 * :
757677787980818283848586878889909192939495969798990001020304050607080910111213141516

16 (FY)
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Govermnent Deficit 2

(%) < General Government Fiscal Balance to GDP >
A e : _— - s - - ]

/ .\_ ~ Germany

0.0

\ /o s S / eracror _Canada

-4.0

-12.0

-16.0 L _— i — = o -
2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016
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Government’ s Interest Payments and Interest Rate

Trends of Interest Payments and Interest Rate

(trillion yen)

(trillion yen)
10% 25| Interest rate (left scale) 1 =eu
Government bond 48 800
8% 20 |, 76, 4757675 outstanding (right scale) | 774 | |
: ggiEa i nm '+ 700
' 6.8 6'.",’07'“5' | 1] |
6.5 IRIRIBIR
636.26,16_[5_8 B Ll 600
6% 15| ST SdiRINIRIRINIR
Interest payments 5.1 apbdpsass | L [H soo
(left scale) _— - maiBIBININIR UL
; 10.7 0.60.8 : {1 |
43 i RiRl I8 400
4% 10 &
%981803’3 ]
'H 300
| | ' | | | | | |
| | 1 ‘ 11 )
2% 5 ‘ T4 15 LI L L I 200
! I:Ililflvlvu,vlzj 12).!
i ‘ | || BIRI UL H | iRl m: | |H 100
a2l ] 1 | HIRIRIRIRIRIRIR IR IR IRIRIR I RN NI
0% 0 -_.!-A._.l_I_,J-.J,LJ__J__,J_I.IHI_IL_I&AIA_‘I! 11 i1 1 NENENINEREN 1 L3 02 0 BN RN L L R P R L A L BB 0

1975967778 798081 828384 8586878889909192939495969798990001020304050607080910111213141516 (FY)
(Notel) Interest Payments for FY 1975-2014: Settlement, FY2015: Inchuding supplementary budget, FY2016: Budget
(Note2) Government bonds outstanding for FY 1975-2014: Actual, FY2015: Estimates, FY2016: Initial budget

Government Bonds Outstanding includes reconstruction bonds as a source of funds to implement the measures for the reconstruction trom the Great Fast Japan Earthquake in
FY2011- FY2016 (FY2011: 10.7 trillion yen, FY2012: 10.3 wrillion yen. FY2013: 9.0 trillion yen, FY2014:8.3 trillion yen, FY2015:7.8 trillion yen, FY2016:7.6 trillion yen) and

Pension-related Special Deficit-Financing bonds as a source of funds to achieve the targeted national contribution to onc-half of basic pension (FYiOl 2: 2.6 trillion yen
FY2013: 5.2 trillion yen, FY2014: 4.9 trillion yen, FY2015:4.6 trillion yen, FY2016:4 .4 rrillion yen)

18
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Trends of the General Goverenment Debt/Households

Trends of the General Government Debt and Households Financial Assets

(trillion yen) (%)
2,000 = T i S e e TN et )
Households Gross 1,700
| Financial Assets
‘. , A TINA = |
1,300 T =G AY 1,324 e
- - - \
== - o | |
- o=
1,206 \
1,000 -+ = 10
- o 4 & |
H_.,.-I’.'H‘ General Government |
Gross Debt |
500 - L i Households Net L %
Financial Assets Households |
| : y . Saving Ratio |
| ‘e R o 0.1 (right scale) |
0 b . |

— 0
\

-

90 91 92 93 94 95 96 97 98 99 00 01 02 03 04 05 06 07 08 09 10 11 12 13 14 (FY)

(Source) Bank of Japan “Japan's Flow of Funds Accounts” (September 2015), Cabinet Office “National Accounting™

(Note) General Government debt and houscholds financial assets: as of the end of fiscal year

19
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Breakdown of National Bond Holders

Breakdown of National Bond Holders of Each Country |

<Japan>
(The end of Mar 2015) <US.> <UK.> < Germany>
(Mar 2015) (Mar 2015) (Mar 2015)

General Government
{ex Public Pensions!

Households Others

62 s
Pansion Funds  Foreigners | 6% 10% | 198 Fiscal Loan Fund Foreign 3
o ko \ I e SRt a EICII  Domestic Investors EeNES0 Foreign Pomt:sbc
8. 0y " ‘ 03 Investors EENTESEIS P |vestors I (nvestors
563 J 47% 53% 60% o
544 y
\ Bank of Japan
2746
26.5% < LA o r —_—
R At [ Total $ 131 tilion | [ Total &1 7wilion | | Total €18tilion !
Insurance
\ 1082 <France> < Italy> < Greece >
) » Banks.etc. (Mar 2015) (Mar 2015) (Mar 2015)
Y 326.0
R 314%
> : Foreign For i
okl Domestic e AN Domestic Forein F°"‘9ES“°
i Investors WEELE [nvestors Ivacion nvestors

53%

47%

40% 60%

39%:

61%

(Unit: trillion yen) :
Total ¥1,038 tﬂ"lOn | Total €62 ilion | [ Total € 1.8 trillon | Total €617 billion

S, excludes Government Account Series. Germany and [taly include local government bonds,

(Note) Japan includes Fiscal Investment and Loan Program bonds and Treasury Bills. U
ete. France includes local government bonds, corporate bonds, etc,

(Source) Japan: Bank of Japan, “The Flow of Funds Accounts™ U.S.: Federal Reserve Board, “Flow of Funds Accounts of the United States™,
UK. Office for National Statistics, “United Kingdom Economic Accounts”. Germany: Deutsche Bundesbank, “Deutsche Bundesbank Monthly Report™.

France: Banque de France, "Financial Accounts”, Italy: Banca d'ltalia, “Supplements to the Statistical Bulletin”. Greece: Bank of Greece, “Financial Accounts”

20
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Rapid Change in the Population Pyramid (1990, 2010, 55)

Change in the population pyramid (1990, 2010, 2055) - 2006 medium variant projection
2055 ’

1990 (results) | 2010 (results) |
Total population: 123.61 million Total population: 128.06 million Total population: 89.93 million

o Baby boomers s 3
. |(bornin 1947-49) e F {7
‘ | i | | .V“ . : . ‘. ‘7 “' N

et
ant
et

00 3 S0 100 qu "o O °° S0 M0 |5“ 2:» 250
0.0006 of — &
1 ‘ »” ok cavairy batfie T i
Population aged 85 and %j
OYEL 1
Population aged 20-64 25 |

Note: Data for 1930 and 2010 are population census resulls.
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All Countries are Rapidly Aging

International Comparison of Population Aging Rate

P
l |
1970 | 2016 | 2025 | 2050 i | @ |Japan
35 Japan 71 | 275 | 30.3 | 38.8 : Japan:27.5
Germany | 13.6 | 21.4 | 25.0 | 323 : _________________ Germany
30
France 128 | 195 | 224
_ . .France
a5 | U.K. 13.0 i i
us. 9.7 : ; AR -
- R i —=[K3
15 e TS
______________ i France:19.5
— [
[ , U.K.:18.0
- - I
: U.S.:15.2
3 [
? 1
) | S 3 o
1950 1970 2000 2016 2030 2050

(Sowrce) Japan 1950-2010: “National Census™ (Ministry of Internal Affairs and Communications)
2011-2050: “Japanese Future Demographic Projections™ (National Institute of Population and Social Security Research) (January, 2012)
Other countries: “World Population Prospects: the 2015 Revision™ (United Nations)

22
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Increasing Social Security Expenditure: Time is not a Friend

Soaring social security expenditure

110
*

100

90

80 r

70

60

50

40 |

30

20

10

23

47.2

107.8

Medical care

1l ||I|I|I

Welfare, etc.

1990 2011 (budget basis)
Total
expenditure 47 2(100.0%) 107.8(100.0%)
(in ¥ tnilhons)
(Details) 24 0( 50 9%) 53 6( 49 7%)
Pension

Medical care 18.4( 38.9%) 33.6(31.2%)
Welfare, etc. 4.8(10.2%) 20.6( 19.1%)

0.1

1950

1990

2000 2009 2011
(budget

basis)
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Bank of Japan's QQE-+Negative Interest Rate Policy

fimeline to QQE with a Negative Interest Rate

« “Achicve 2% price stability target in tems of YoY rate of change in CP1 m about 2 years.”
Apﬁl 'thofmbmnﬂlfTMTFsthm
2013 -Mmcthndmbhgofmmemh'qmﬂydmmmhusﬁmhhm

Oct 2014 -Mybschcmc(mm-m—O.IPle'Iyr)
« Increase JGB purchases and extended maturities (7-10yr average maturity)
Further ° Tripling annual purchases of ETFs/J-REITs

« Extending maturity of JGB purchases (—7-12yr average maturity)
Dec 2015 - FX-denominated bans on deeds and howsing lbans added as cligble collateral in BOT's operations
- Expansion of stock buying program (Additional JPY 3008 of ETFs tracking JPX-Nikkei Index 400)

| = Negative 0.1% interest rate applied to “policy-rate balnce” of BOJ current accounts
Jan 2016 - Monetary base expansion pace mamtained (JP'Y 80T/yr)
: = 7-12yr average maturity of long-tarm JGBs mamtamed

Source: BOJ
24
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BOJ ‘s Monetary Base and Balance Sheet

HOJ’s Monetary Base
(Trillion yen)

400
0O Current account balances QQE
350 g
= Coins in circulation -l
300 e -t
@ Banknoth in circulation
250 b e e
200 bR e
150 |
100 =
50
(Monthly)
0
07/01 08/01 09/01 10/01 11/01 12/01 13/01 14/01 15/01 16/01
Source: BOJ
BOJ Introduced Negative Rates while Balance Sheet Bloated
80 (% of nominal GDP)
70

60

50

40

30

20

10

(4]

Source: BOJ, FRB, ECB
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BOJ s JGB Holdng Nearin to the Limit?

26

Fig.1-4 BOJ’s JGB Holdings to Reach 300 trillion yen?

350 QQE (Years)

(Apr 2013~Now)

300

250
200
150

100

50
0

3.5
02/01  03/01 04/01 05/01 06/01 07/01 08/01 09/01 10/01 1101 12/01 13/01 14/01 15/01 16/01

CI~1Y @8 Y~3Y Ea3Y~5Y @5y ~7Y EI7Y~10Y MR [0Y~15Y E==2|5Y ~ =o=Average Remaining Maturity
Source: BOJ, MOF
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Secular Stagnation? (1) Interest rates Submerging

HRDERDIKFEITYT(20168F6F13R)

AL R 080 -093 -000 -085 -001 -082 -0 064 054 -047 -043 =038 | 0 0,08
.20 U | { .20 i U | U } U ( U U0
4V 0 0.56 043 ~030 -0 0 ( 0.62
T—AMNT 0.5( 0 ~-04 - 0.38 -0 0.14 ~0.06 0.56] 1.06
1504 0 0 0.4 2 04 -0 0.10 051 073
T3 § -0 0 026 -0 0 511 073
247Uk 052 -046 -044 032 -0.8 0,06 052 056] 063] 076
I—T. 050 -062 ~0 0 036 =0 0 056| 063 1.00
SR 040 -044 -0 0 0.18 0.0 055 0621 070 0770 105 124
137 0.08 000 ; 0. 108] 128 146 152 1.58f 165 171] 178] 210 250
ARy 0.10 0.0 54| 059 082 1.17] 132 150 158 165] (73] 181] 188] 214[ 266
54 54| 056{ 069 080] 089 100[ f11[ 118 1.24] 131[ 137 144] 176 179
' 0511 0.64 073 089 10f 112 100 1211 132 143 154] 165 176 192] 204[ 183
w0 2 1241 171 202( 226( 2481 296 304 3221 331] 340] 348 357 366l 397 4.17
)7
4l L 4 K —Wﬂ
-ArT 1.64] 1.63] 1580 165 172[ 182 191 200[ 206 210 215 220[ 224] 229] 234] 269
235 2461 250 275( 289 201[ 203 204 205[ 296 300 305 s08] 314 318
{UE 102 110 7.L2| 134] 748] 761] 764] 7.64] 7700 7520 783 786 774] 7180 7791 777 7.8
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05%LLE 1 0%k
1.0%48

(%EH) Bloomberg L ¥ 2o 13O 78 (1K
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Jspan’ s Natural and Real Interest rate

- Japan’s Natural Rate of Interest and Real Interest Rate

60 2

s EINatural Rate of Interest (Bandwidth of Two Estimates)

~o=Real Interest Rate

.......

............

85:1
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Environment and Decoupling

In2011, the International Resource Panel, hosted by the UN Environment
Programme (UNEP), warned that by 2050, the human race could devour 140

Billion tons of minerals, ores, fossil fuels and biomass per year—three times it
current rates, unless nations can start decoupling economic growth from the rate
of natural resource consumption.

In 2014, the same panel published a second report Decoupling 2, which highlights
existing technological possibilities and opportunities for both developing and
developed countries to accelerate decoupling.

Decoupling ( Economic Goods vs. Environmental Bads)=OECD has made
decoupling a major focus of its Environment Directorate(consequently having
rates of increasing wealth greater than the rate of increasing inputs).

29
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Decoupling @

Emission Control in Manufacturing has Dramatically Reduced Pollution
< Emission of sulfur oxides per unit electricity from thermal power plants>
Japan (2007) 0.2 Sox(kg/kwh)

Germany (2005) 0.7
ltaly (2005) 0.8
UK (2005) 1.4
France (2005) 3.1
USA (2005) 3.3
Canada (2005) 3.4

*Reproduced from “Sustainability Report 2009”, Tokyo Electric Power Company

30
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Doomsday coming? Tokyo only yesterday

K) d’lhiﬂ ‘:h\f
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Tokyo Only Yesterday 2
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Sense of Crisis can Change our Future
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Japan---Only Yesterday 1 (Kita-Kyushu)

(367 iy ot Kitakyusiu Japan ST IR ST S SO Ry ofd
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Tokyo Today
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Tokyo Today Reborn !
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(Mis)leading Indicators? We Need More Than GDP,GNP

« GDP, the king of contemporary economic indicators, is indeed has effectively
become a proxy for national success or failure. GDP origins lie in the 1930s
when US and UK struggled to respond to the Great Depression.

« Russian American economist Simon Kuzunets worked to build GNP (gross
national product) and its successor , GDO(gross domestic product).

GDP is and will be an important indicator. It, however, ignores a huge realm
of economic activity of today and future. If a steel mill produces pollution
that needs a clean up, both steel output and clean up cost add to GDP.
Conversely if conventional light bulbs are replaced by long lasting LED bulbs,
efficiency gain would detract from GDP.
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GDP Plus, or Super GDP?

Stiglitz Report 2008

UN Inclusive Wealth Report 2002 (IWR 2012)
Second Report (2014.12) focuses not annual growth rate( flow), but 4 types
capital( level, quality)—human capital, capital produced, social capital and
natural capital— as indicators of sustainability of economies.
Human capital =education, health, housing etc.
Capital produced=capital stock, public investment etc.
Social capital= trust in the society, mutual aid
Natural capital= natural resources, farmland area etc.
For sustainable development, decoupling, we do need a new and inclusive

approach, international cooperation, interdisciplinary efforts.
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Thank you very much.
Hoping better and higher quality of our society

and global community.
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