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1, Japanese Economic Outlook: already mini-recession?

The growth momentum has weakened due to a backlash of the fiscal stimulus spending before and
the global slowdown especially in Asia. The real GDP growth 1s expected to be a negative figure in
the 3" quarter following +0.7% in the 2" quarter and +5.3% in the 15 quarter .

The annual growth in 2012 1s expected +2.3%. The economy will remain weak by the middle of
2013 when last-minute spendings ahead of the scheduled consumption tax hike and a regaining of

the world economic growth are expected.
Japan Real GDP Growth and Contributions of its Components

(annuaﬁzed quarteﬂy ,(_’TOWJ[h) — Forecasts b¥4‘uIﬁCER E=Net Exports
12%
10% C—JPublic Inventory
8%
A 6% B Public Investment
\ N a5
h, 2| o C—Government Consumption
s A ?"‘/' 0%
- || / \ -1 1 Private Inventory
’/ 1 _4%
—6% B Private
\ —gY Non-Resi. Investment
-10% 1 Private Residential Investment
-12%
-14% C—Private Consumption
-16%
—18% = Annualized quarterly growth
1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 _20%
cEEEdounEEdonEHEdogrRrEREEEE S nEEEeEEEnEEdEREE
% % g % \S\ é - § Q ——Year on year growth
T
P P P P P P — P P 3

Data:Cabinet Office



Contributions to Changes in Real GDP (seasonally adjusted series) (Unit:%
. . \ Chnages
Private F’rlv.ate . Private . Private Government |Public Public Net Annualized |Year on from ihe
Consumption Residential |Non-Resi. Inventory [Consumption |[Investment |Inventory |Exports quarterly year previous
Investment |Investment growth growth vear
2005/ 2.3% -0.2% 0.5% —2.0% 0.7% —0.5% 0.1% 0.1% 0.9% 0.0%
I 1.5% -0.2% 1.8% 2.0% -0.2% -1.0% -0.1% 1.5% 5.3% 1.4%
I 1.6% 0.3% 0.4% -1.4% -0.1% 0.4% 0.0% 0.2% 1.5% 1.6%
v 0.8% 0.2% -1.7% —-0.4% 0.2% —0.6% 0.0% 2.2% 0.7% 2.1% 1.3%
2006/ 0.5% -0.1% 0.9% -0.1% -0.3% 0.6% 0.0% 0.2% 1.7% 2.3%
I 0.7% -0.2% 1.9% —-0.4% 0.4% -0.8% 0.0% 0.3% 1.8% 1.4%
I -2.0% 0.1% 0.4% 0.9% 0.0% -1.0% 0.1% 1.3% -0.3% 1.0%
1\ 2.8% 0.1% 2.0% —0.3% —0.2% 0.2% 0.0% 0.6% 5.2% 2.1% 1.7%
2007/ 0.8% -0.1% 0.8% 1.2% 0.4% -0.1% -0.1% 1.1% 4.0% 2.7%
I 0.5% -0.3% —0.8% 0.2% 0.5% -0.5% 0.1% 0.9% 0.7% 2.4%
il -0.7% -1.2% —0.3% —0.9% —0.2% -0.1% 0.0% 1.7% -1.7% 2.0%
v 0.3% -1.8% 1.8% 1.1% 0.6% 0.3% 0.0% 1.5% 3.7% 1.6% 2.2%
2008/ 1.3% 0.4% 0.6% —0.4% 0.0% —0.6% 0.1% 1.1% 2.6% 1.3%
I -3.3% 0.6% -1.8% 1.2% —-0.9% -1.1% 0.0% 0.7% -4.5% 0.0%
I -0.2% 0.4% -1.6% -2.7% -0.1% 0.2% 0.0% —0.5% -4.4% -0.7%
v —2.7% 0.1% —4.3% 5.0% 0.4% 0.0% 0.1%) —-10.7% -12.2% -4.8% -1.0%
2009/ -2.1% -0.9% -1.3% -6.7% 0.8% 0.5% -0.1% =5.1% -15.1% -9.2%
I 4.0% -1.4% —-3.0% -1.8% 0.5% 1.2% 0.0% 7.6% 7.1% -6.5%
il 0.2% -0.8% —0.4% -1.6% 0.9% 0.0% 0.0% 1.4% -0.3% -5.5%
v 3.5% -0.3% 0.1% 0.7% 0.4% 0.4% 0.0% 3.0% 7.9% -0.6% -5.5%
2010/ 1.4% 0.3% -0.4% 1.6% -0.4% 0.4% 0.0% 2.1% 5.0% 4.9%
I 0.7% 0.1% 2.4% 2.1% 1.3% -1.2% -0.1% 0.7% 6.0% 4.6%
I 1.1% 0.0% 0.6% 1.0% 0.3% 0.2% -0.1% —0.4% 2.7% 5.4%
1\ 0.6% 0.4% —0.8% 0.1% 0.3% —0.4% 0.1% —0.4% 0.0% 3.4% 4.5%
2011/ -3.4% 0.2% 0.0% -2.8% 0.3% =0.7% 0.0% -1.3% -7.9% 0.1%
I 1.3% -0.3% —0.5% 0.0% 0.5% 1.2% 0.1% -3.5% -1.3% -1.7%
il 2.7% 0.5% 0.1% 0.8% 0.2% -0.2% 0.0% 2.8% 6.9% -0.7%
v 1.8% 0.0% 2.8% —1.4% 0.3% -0.2% 0.0% -2.9% 0.3% -0.6% -0.8%
2012/ 3.0% -0.2% —0.9% 1.1% 0.9% 0.6% 0.0% 0.8% 5.3% 2.8%
I 0.3% 0.1% 0.7% —0.6% 0.1% 0.3% 0.0% —0.3% 0.7% 3.3%
I -04% 1.5%
v 0.8% 1.6% 2.3%
0 0
Z]IO1 3/ forecast by JCER éj; ZZZ
il 1.6% 1.7%
1\ 2.4% 1.5% 0.9%




The indexes of business conditions show that the economic activities have recovered
the peak level before the great earthquake in March 2011 but not the one before the
last recession in 2009.
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Are we heading for another global recession?
Probably not* = = =but there are many risk factors: a bubble burst scenario in China,
a Euro-breakup, the fiscal cliff in the US and an escalation of the Japan-China conflict.

OECD Composite Leading Indicators
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The exports (real term) growth to the East Asian, which occupies 53% of the total

exports, turned to negative in the 3™ quarter.
The total export (nominal and custom clearance base) decreased 10.3% y-o-y base in September (the export

to China —14.1%). Figures From BOJ Monthly Report of Recent Economic and Financial Developments Oct.2012
(1) Breakdown by Region
vy %o cheg. s.4.; q'q % che. s.a.; m'm % chg
CY 2011 2012 2012
2010 2011 | qs Q4 Ql Q2 Q3 | Junn Jul Aus
United States <15.3=| 247 3 198 49 25 48 29 26 22 37
EU <1162 174 29 08 83 40 23 b7 -109 46 35
East Asia 8 12 48 45 09 3.5&.9' 20 34 -lﬁ\

China <19.7=] | 31.3 19 75 48 -19 18 -19 40 37 -11
NIE= <228 |280 46 07 41 -15 223 27 34 31 22

Korea <80+ (236 -30] 41 L8 03 -23 06 -31 5386 -63

Tarwan 2= 368 93] 34 36 49 59 08 49 38 13

Hong Kong <52+ (202 40 77 43 20 -13 09 &7 -60 6l

Singapore | <353- |202 03| 100 -132 31 107 -123 83 -132 -107

ASEAN4’ <104 (427 08 94 49 114 43 50 03 -36 -28
Thailand \_ <4.65] /461 13| 89 -208 271 103 44 04 -21 —I.E/

Others =203= 292 16 137 05 32 03 J1| 05 -7 22

Eeal exports 275 05 73 28 01 41 47 L8 30 06




The labor market remains
improving gradually and
the unemployment rate

declined to 4.2% in
September.

But the most increase of
number of employees
consists of part-time jobs.

Graph from BOJ Monthly Report of
Recent Economic and Financial
Developments Oct.2012
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The corporate sector
seems to be getting more
cautious for capital
spending.

Graph from BOJ Monthly Report of
Recent Economic and Financial
Developments Oct.2012

(1) Aggregate Supply and Shipments of Capital Goods
CY 2005=100; 5.a.
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y/y % chg.

CPI(all items less fresh

food) declined 0.1% (y-

0-y base) in September. )

According the latest :

forecast of BOJ, the current 0

monetary policy with zero 1

interest rate is likely to | eeeeeee Corporate services price index (excluding internstions]
continue through 2014, ol Do) e Eoods price index

6 r Consumer price index (all items)
Graph from BOJ Monthly g | = Consumer price index (all items, less fresh food)

Report of Recent Economic and
Financial Developments Oct.2011
Table from BOJ Out look for Yy 04 05 06 07 08 03 Lo 11 12

Economic Activity and Prices dated
conomic Activity a d ces 7. The ranges shown below meclude the forecasts of all Policy Board members. /
Oct.30 2012

v'y % chg.
: CPI (all items
Real GDP Domestic CGPI less fresh food)
Fiscal 2012 +1.2 t0 +1.7 -13 to -0.8 0.1 t0 0.0
| Forecasts made in July 2012 +2.1t0+2.4 -0.5t0 0.0 +H0.1 to +0.4
Fiscal 2013 +1.0 to +1.8 0.2 t0o+08 0.1to+0.6
Forecasts made in July 2012 +1.51t0+1.8 +0.5t0+1.0 +H0.4 to +0.8
_ Fiscal 2014 +0.1 to +0.8 +33to+4.5 +2.2 to +3.0
Excluding the effects of the N L
consumption tax hike +0.4 to +1.6 0.2 to +1.0 J
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Enhancement of monetary easing (Oct.30.2012)

1, BOJ decided to increase the total size of the Asset Purchase Program by about 11
trillion yen, from about 80 trillion yen to about 91 trillion yen ($1.1tillion) on Oct.30.

Breakdown:

JGBs: about 5 trillion yen

T-Bills: about 5 trillion yen

CP: about 0.1 trillion yen

Corporate bonds: about 0.3 trillion yen
ETFs: about 0.5 trillion yen

J-REITs: about 0.01 trillion yen

2, “Stimulating Bank Lending Facility”

The Bank decided to provide long-term funds (up to
4 years) at a low interest rate (currently 0.1%) to
financial institutions at their request, with the view to
promoting their aggressive action and helping
increase proactive credit demand of firms and
households. There shall be no upper limit -- unlimited
-- to the total amount of funds provided by the Bank
under this facility.
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The government is facing a mini-fiscal cliff.
Unless the bill to raise the ceiling of issue of the government bonds is passed at the
parliament, the government will face a shortage of fund on Nov.2012.
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2, Can we keep our prosperity for another 50 years?
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Can the emerging Asia maintain its high growth for another quarter-century?
Probably not.

Most East Asia countries move into the age of demographic onus from demographic
bonus since the 2010°s when the ratio of working-ages-population to non-working ages
turn to decrease.

It is a interesting coincident that the bubble burst happened at the turning point of the
demographic change both in Japan and the US.

How about a case of China? Ratio of working-ages-population
= population of 15-64, population of less
FLT 15 and over 65
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Are we investing enough for our future?

The non-financial corporate sector ,which had over-borrowed and invested more than its free
cash flow until the early 1990’s, turned to over-saving position as well as the households.

As aresult the government sector is absorbing the domestic savings by issuing the deficit-
covering bonds. However there is no assets producing added values on the balance sheet of the
government.

Saving and Borrowing Balance (flow) of each Sector
(Percentile of GDP)
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Data: NA Cabinet Office over borrowing.,
-15.0
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We see the same
tendency that the
corporate sector,
which used to be a
over-borrowing
sector, has turned to
over-saving position
in the advanced
countries.

Graph from the report
“Recent Trend of
International Money Flow”
presented in the research
conference held by Policy
Research Institute of
Ministry of Finance on
Dec.2011
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The same tendency as Japan, Germany and UK is not seen in the US.
This may be a positive factor for its economic dynamism.

However we need some reservation as the residual (mismatch of statistics) is very large.
Graph from the report “Recent Trend of International Money Flow” presented in the research conference held by Policy
Research Institute of Ministry of Finance on Dec,2011
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3, Japan-China Conflict

The dispute over the territorial right for the Senkaku
islands by China started in the 1970’s after oil and
gas fields were found in the near sea.

You can read the fact sheet and the view of the Japanese
government on this issue at the following web site of
MOFA Japan in English and other languages.

http://www.mofa.go.jp/mofaj/area/senkaku/index.html
http://www.mofa.go.jp/region/asia-paci/senkaku/qa_1010.html
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http://www.mofa.go.jp/mofaj/area/senkaku/index.html
http://www.mofa.go.jp/region/asia-paci/senkaku/qa_1010.html
http://www.mofa.go.jp/region/asia-paci/senkaku/qa_1010.html
http://www.mofa.go.jp/region/asia-paci/senkaku/qa_1010.html

Negative impacts of the anti-Japan movement in China is very reciprocal.

The anti-Japan riots are thought to be related with the 2 factors: (D the frustration of those who
are left behind prosperity under the enlarging inequality, @) political battle before the National
People’s Congress which is finally decided to open on Nov.8.

Can we expect it will calm down after the NPC? Not sure.

Japan Big 3 car makers revised down
their car sales prospects 20% in 2012
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Nikkei Newspaper dated Oct.27

FDI to China from Japan is slowing
down substantially. Major companies are
announcing to shift their FDI to other
countries in Asia.

Growth of FDI to China (y-o0-y)
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4, New political movements 1n Japan
Mr.Ishihara,who has been Governor of Tokyo since 1999 and the most famous right wing

politician in Japan, announced to launch a new party seeking collaboration with Mr.Hashimoto
who 1s an emerging politician started as Governor of Osaka.
Hashimoto’s party “Japan Ishin” is showing a remarkable momentum using Mr. Takenaka,

who was a brain of Koizumi Cabinet, a special adviser.
It is thought inevitable that DPJ will lose the position as a ruling party and LDP will recover the

seats substantially at the next general election.
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