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AWe did it!o
The moment of 2020 Tokyo Olympic was decided. 2



1, Japanese Economic Outlook

The current sentiment in Japan is the most upbeat for the last 5 years.

Real GDP growth will be 2.7% in 2013 fiscal year (forecast by J@a& around 1.0% in 2014
fiscal year when a recoil reduction of consumption is expected after the consumption tax hike
8.0% from 5.0% in April 2014. Abe Cabinet is plannbntillion yenfiscal stimulus to minimize

a negative impact of the tax hike.

Japan Real GDP Growth and Contributions of its Components
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Contributions to Changes in Real GDP (seasonally adjusted series)

. Private Private . : . Annualized|Year on Chnages
Private : : . |Private Government|Public Public Net from the
Consumptior Residential [Non-Resi. Inventory [Consumptioninvestment{inventory |Exports quarterly |year previous

Investment [Investment growth growth vear
2.3% -0.29 0.5% -2.09 0.7% -0.59 0.0% 0.1% 0.9% 0.1%
1.6% -0.29 1.7% 1.9% -0.29 -1.09 -0.19 1.5% 5.2% 1.4%
1.6% 0.3% 0.4% -1.49 -0.19 0.4% 0.0% 0.2% 1.5% 1.6%
0.8% 0.2% -1.79 -0.39 0.2% -0.69 0.0% 2.2% 0.7% 2.1% 1.39
0.5% -0.19 0.8% 0.0% -0.39 0.6% 0.0% 0.2% 1.8% 2.3%
0.7% -0.29 1.9% -0.69 0.4% -0.89 0.0% 0.3% 1.6% 1.4%
-2.19 0.1% 0.3% 1.1% 0.0% -1.09 0.1% 1.3% -0.2% 1.0%
2.9% 0.1% 2.0% -0.39 -0.29 0.2% 0.0% 0.6% 5.2% 2.1% 1.79
0.8% -0.19 0.9% 1.2% 0.4% -0.19 -0.19 1.2% 4.1% 2.6%
0.5% -0.39 -0.89 0.0% 0.5% -0.59 0.1% 0.8% 0.5% 2.4%
-0.89 -1.29 -0.39 -0.69 -0.29 -0.29 0.0% 1.9% -1.4% 2.1%
0.3% -1.89 1.8% 0.9% 0.6% 0.3% 0.0% 1.4% 3.4% 1.6% 2.29
1.4% 0.4% 0.7% -0.39 0.0% -0.69 0.1% 1.2% 2.7% 1.3%
-3.29 0.6% -1.89 1.0% -0.89 -1.09 0.0% 0.5% -4.89% -0.1%
-0.49 0.4% -1.69 -2.49 0.0% 0.2% 0.0% -0.29 -4.09% -0.7%
-2.79 0.0% -4.39 4.9% 0.3% 0.0% 0.1% -10.9% -12.4% -4.894 -1.09%
-2.19 -0.99 -1.39 -6.79 0.7% 0.5% -0.19 -5.19 -15.0% -9.2%
4.0% -1.39 -3.09 -2.09 0.6% 1.1% 0.0% 7.4% 6.7% -6.6%
0.1% -0.89 -0.59 -1.39 1.0% 0.0% 0.0% 1.9% 0.4% -5.5%
3.6% -0.39 0.2% 0.4% 0.3% 0.5% 0.0% 2.9% 7.5% -0.5% -5.5%
1.4% 0.3% -0.69 2.5% -0.49 0.5% 0.0% 2.2% 5.9% 5.1%
0.0% 0.1% 2.2% 1.7% 1.1% -1.59 -0.19 0.1% 3.7% 4.3%
3.3% 0.0% 0.6% 1.4% 0.2% 0.3% -0.19 0.3% 6.0% 5.8%
-0.59 0.4% -0.79 -0.29 0.3% -0.29 0.1% -0.39 -1.3% 3.5% 4.69
-3.69 0.2% 0.1% -2.39 0.1% -0.69 0.0% -1.49 -7.6% 0.1%
2.1% -0.29 -0.39 -1.29 0.2% 0.0% 0.1% -4.19 -3.4% -1.7%
3.7% 0.5% 0.9% 1.8% 0.2% -0.19 0.0% 3.7% 10.7% -0.6%
1.5% -0.19 4.2% -1.29 0.2% -0.39 -0.19 -2.99 1.4% 0.1% -0.69
2.2% -0.29 -1.39 1.2% 1.2% 1.2% 0.0% 0.6% 5.0% 3.3%
0.2% 0.2% -0.49 -1.09 0.1% 0.8% 0.0% -1.09 -1.2% 3.9%
-0.99 0.2% -1.79 0.5% 0.3% 0.6% 0.0% -2.69 -3.5% 0.4%
1.2% 0.4% -0.69 -0.79 0.5% 0.6% 0.0% -0.29 1.1% 0.3% 2.3Y
2.0% 0.2% 0.0% -0.19 0.0% 0.3% 0.0% 1.7% 4.1% 0.1%
1.8% 0.0% 0.6% -0.69 0.6% 0.6% 0.0% 0.8% 3.8% 1.3%
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Industrial Production Index
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Upbeat trends in the advanced countries
Stalling trends in India, Brazil and China

OECD Composite Leading Indicators
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The most remarkable
improvement is profit of
the corporate sector.

Total net profit of 2013 fiscal
year is expected to increase
37.2% from 2012 FY and
surpass the peak before the
Lehman crash.

The cash reserves of the
corporate sector is pilingup to a
very high level.

For a sustainable economic
growth, these cash reserves
should be recycled to the
households as increases of
wages and dividends,

or should be reinvested
domestically.

Tables: BOJ, The Sheiiterm
Economic Survey of Enterprises,
Sept.2013

Fatio of Current Profit o Sales

|_m|:. e 'DlD:i.I:IIﬁ_':

FYX12 FY2013
Changes {Forecast) Change
Mamafacmring 434 548 0.37
Large Enterprizes  |Nonmamifacturing ] iy Q.07
All indusiries 4.16 454 0.18
Medum-sizad Mamufacmring 4.01 419 0.1
Enferprises Nonmarnifac turing 306 L] Q.01
All industmies 330 313 0.04
Mamufaciring i3l 337 -0.13
Small Enferprizes  |Nonmamifacturing 1451 262 0.04
All indusimies 176 278 000
Mamafacmring 31 4583 0.25
All Enterprisas Nonmarnifac turing 333 36 0.05
All industries 3465 387 0.11
Met Income (¥ ear-to-yuar % change)
FY2X012 FY2013
Revisinn ris {Forecast) Renision b
Mamafaciring 102 101 BT
Basic materials -382 B34 15
Large Enferprises Processing 1243 1222 113
Nonmarmfa: turing 187 15.3 56
All imdustries 280 H0.0 7.1
Medmm-sizad Mamafacturing G4 B2 il
Enferprizes Noomarfaciuring 284 14.4 il
All imdustries 208 173 il
Mamufaturing 27 na -5
Small Enferprizes  [Monmarufacturing 144 139 0g
All mdustries 113 172 4.8
Mamafarturing 200 25 3
All Enferprisas Nonmarufacturing 251 15.4 4.0
All industries 234 312 5




Unit:millionyen

Machinery Orders

(as of Aug.2013)

excluding for ships(Seasonally adjusted)
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Fixed Investment including Land Purchasing Expenses* (Year-to-year % change) (Year-to-year % change)
FY2012 FY2013 1HFY2012 2ZHFY2012 1HFY2013 2HFY2013
Revision rate (Forecast) Revision rate Revision rate (Forecast) Revision rate {Forecast) Revision rafe
Large Manufacturing 16 - 6.6 -0.1 124 -6.7 - 5.0 -34 82 31
Enferprises Nonmamifacturing 26 - 4.4 05 19 31 - 118 02 -12 -1.1
All industries 22 - 5.1 03 5.5 -0.2 - 93 -1.1 1.7 03
Medium-sized (Manufacturing 28 - 19 0.4 16.0 -7.0 - 2.6 -6.7 1.3 8.0
Enferprises Nonmanmufacturing 144 - 25 32 26.1 59 - 2.4 -34 -65.8 10.2
All industries 9.7 - -0.9 21 220 0.8 - 2.5 -4.7 -3.8 9.4
Small Manufacturing -4.5 - 142 34 6.1 -11.7 - 26.5 16 42 53
Enferprises Nonmamifacturing 267 - -8.0 11.0 291 248 - 6.0 6.8 -19.1 158
All industries 144 - -0.7 8.0 204 99 - 128 48 -115 115
Manufacturing 0.8 - 1.0 0.6 121 -7.6 - 1.7 -3.1 6.3 2
All Enferprises |Nonmamifactuning 16 - 13 16 9.0 6.4 - 9.4 0.6 <49 2.
All industries 5.2 - 33 1.2 10.1 1.4 - 8.7 -0.7 -1.2 3.1

* Excludes Software Investment.

ShortTerm Economic Survey(Tankan) by BOJ , Sept. 2013




2, Effect of Yenods depreciati on

Nominal and Real Yen/DLR Rate

Real rate
350 average in | 140
Jan.2013
300 \ 100.33 AX 120
(right scale)
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Average of real exchange "U' Nominal rate
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50 Aug.2013 —— 20
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Data: BOJ, Department of Commerce, Department of Labor
PPPis calculated based on the corporate price index{Japan) and the producer
price index{USA) based on the level of 1973=100



The increase of exports to the US and ASEAN countries offset the decrease to EU
and China in 2012. The total exports is recovering modestly this year.

(1) Breakdown by Region

y'y %o chg. sa;g/qeche  sa;mm%chs
Y 2012 2013 2013
2011 2012 g3 Q4 Q1 Q2 Q3 | May Jun. Jul

United States <176+ 03 130 -38 30 21 75 53 3% 46 1

Real EU <102 34 -129] 63 44 04 04 63 62 110 13
120 eal Exports and Imports of Japan

East Asia =513 -14 26 26 39 -11 39 54 23 24 76
110 '*W China <181l 13 =81 26 92 07 70 24 50 26 55

NIE= <215+ 45 47 25 05 03 42 89 26 07 73

A
r“’*"ﬂv ) /’d[
%0 ]-%-V M/f V"/ Korea <775 26 35 01 11 10 20 04 84 49 02
7

30 Taiwan =58+ 94 H0 06 -28 24 -11 -9 9
h./“' / HongKomg =51 42 07 04 09 51 9% 43 152 -100 45

70 7 N Real export - - - —
W _ Singapore  <=29:] 06 -116| -159 -26 05 138 -175 -15 -77 -124
50 | = Real import

ASEAN4®  <117:] 06 125 -27 -19 31 -16 73 27 85 -115

100

50 T T T T T T T T T T T T T T T T T T T T . - — -
O O o o N m T TN O O P 0N O O = NN M Thailand <5.5= 14 193 0.8 0.1 -6.0 0.7 44 -15 0.7 5.0
QPR QPP QO QQ A < o< ad
5 D A F O R 5B DR K D RS ORGSO A G o & - A = ﬂ -
SV E o WVME C A3 D BE T Vs DN E v Others =210=| 09 17 75 -31 36 10 -01 87 21 -14
Data:BOJ

Feal exports 09 10 45 42 15 36 37 02 20 49

Table: Monthly Report of Recent Economic and Financial
Developments BOJ Sept.2013



The current balance is still surplus due to the large income surplus while the trade
bal ance has turned to deficit-tesmnce 2
prospect of the trade balance are divided.

Current Account and Trade Balance of Japan
(Unit: millionyen)
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According to nthe 1 ndustry specific
RIETI(The Research Institute of Economy, Trade and Industry),

the manufacturing sector of Japan recovered its price competitiveness remarkably
against Korea. http://www.rieti.go.jp/en/

200 Industory Specific Real Effective Exchange Rate Index
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3, Interim Assessment of Economic performance of Abenomics
and

Kur odaos

QE

Announcement to

dissolve the Start of
' Ratin
Lower House Kuroda's QE g
14 Nov.2012 4 Apr.2013 |4 Oct.2014
Monetary Policy |Monetary base(trilion yen) 125.9 155.3 182.9 A
Yen/Dollar rate 79.9 95.6 97.08 A+
Yield of 10-year JGBs(%) 0.75 0.455 0.65 B
Stock market, Nikkei Average 8,664 12,634 14,024 A+
Financial Market inflati
[ [ _Expe_cted inflation (break ev 0.72 137 172 A
inflation rate)(%)
3.0
-0-v O
Bank Loan growth (y-o0-y % 1.6 2.2 (end of Sept) B
CPI (excl.foods) (y-0-y %) -0.1 -0.4 +0.7 (Sept.)
CPI (excl.foods & energy)
(y-0-y %) 0.5 0.5 0.0 (Sept.) C
Real Economy Total cash wages (y-0-y %) -0.9 -0.6 0.1 c
2012 4Q 2013 1Q 2013 2Q
, 1.1 4.1 3.8
Real GDP Growth (annualized bag A
2012 4Q 2013 1Q 2013 2Q

12



How much will the Olympic related spending increase the GDP during 204@3?
Estimation by Tokyo Metropolitan Goxament
The estimation is likely to be somewhat undervalued. But the total economic effect is very
compared
One of the important effect of 2020 Tokyo Olympics will be a social psychological one.
Another positive effect may derive from a set of structural reforms liberalizing the markets wi
a participation to TPP.

i mit ed

Economic Economic Effect of 2020 Tokyo Olympics

Estimated Total Spending

t o

t he

(Unit:100milion Yen)

Tokyo other areas total

constructions 3,557 0 3,557
operating cost 2,951 153 3,104
other spending 3,161 2,417 5,578
total 9,66¢ 2,57C 12,23¢
Total Effect Including Spillover Effect

Total Production 16,753 12,856 29,60
Increase

Total Added Value 8,586 5 624 14.21¢
Increase

Total Compensation 4,687 2 84€ 7532
Increase

Japandos GDP scal e

The Olympic Effect : A Large Positive
Impact on National Exports !?

AEconomi sts are skeptical a
hostingvéemeéga® s uch Indhspapdr,e C
we reconcile these positions by examining the economic
impact of hosting megavents like the Olympics; we focus

on trade. Using a variety of trade models, we show that
hosting a megavent like the Olympics haspositive

impact on national exports This effect is statistically

robust, permanent, and largegde is around 30% higher

for countries that have hosted the OlympicsWe

conclude that the Olympic effect on trade is attributable to
the signal a country sends when bidding to host the games,
rather than the act of actually holding a megant. We

develop a political economy model that formalizes this

idea, and derives the conditions under which a signal like
this iIis used by countries w

Andrew K. Ros e, Mar k M.
OLYMPI C EFFECTO NBER W
14854

http://www.nber.org/papers/w14854 13



GDP Gap and CPI

(1985-2012) , 4

What has a high correlation with CPI

Vertical axis:
changes are the GDP gaps and the change so (ohenees
of total wages, while the growth of base o e ¥
money has not any direct correlation with | e 8

. ‘e -
CPl In Japan. | | .. 4 & |
Then, why does Kur (= /

working?

20
=20

Horizontal axis: GDP Gap {minus : demand < supply)

Data: IMF World Economic Outlook Data Base
Base Money and CPI

Total Wages and CPI
(1g§5—2012)
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Regression analysis of CPI, GDP gaps and wages.
Y: CPI(excluding food & energy) -g-y (%)
X1: GDP gap (percent of GDP) estimation by OECD and Japan Cabinet Office
X2: index of total cash wages -oyy (%)
Period: 1991 2Q- 2013 29Q

Regression Statistics

Multiple R 0.75206
R Square 0.565594
Adjusted R Square 0.555608

Data : quarterly

Standard Error 0.736193
Observations 90
ANOVA
df SS MS F Significance F

Regression 2 61.39212162 30.69606 56.63684 1.77194E-16
Residual 87 47.15230256 0.54198
Total 89 108.5444242

Coefficient Standard Error  t Stat P-Value
Intercept 0.27645 0.082909092 3.334377 0.001258
X1 0.22834 0.051186896 4.460912 2.43E-05
X2 0.179846 0.071392416 2.519115 0.013593

3.0

2.0

1.0

0.0

-1.0

-2.0

-3.0

CPI Changes and Estimated Figures

(y-0-y %)

o

LULBOL

|
o
o
[
o
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TO£66T
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TOS66T

TO966T

TOL66T

TO866T

——CPI (excludingfood and energy)

(y-0-y %) Estimated figures
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If we estimate based on this regression result, the annual growth of total cash wage
should be 4% and the GDP gap should be +4.0% in order to achieve 2.0% of CPI
growth (excluding the effect of the consumption tax hike) Hguarter of 2015.

CPI, GDP Gap and Wages Index

estimation
6.0 =
)
N A /
2.0 = '
\ \ \/
NAMA /
B D b e e e e N b (s ) N
|\ = B U S Voo B Ve B U I B (= P WOTQILAN O © ONO o O
xox.ou:_\ouoxoxouac;acc g
20 5555 A P 5 5 5 5 51 53
bAHHHHHHHHHHHHHHH ==
4.0
-6.0
——CPI{excluding food and energy) (y-o-y %)
. Estimated figures of CPI
10.0 —— GDP gap (percent of GDP)

Total cash wages (y-0-y %)
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Transmi ssi on mechani sm of Kur od

(1) Lower longterm interest rate and the forward guidance?
The yields of JGBsd6 were already as | ow a
introduced in the previous QE during 2608.

(2) Portfolio balance effect?

That effect which is caused by massive government bonds purchase by central banks is
verified to be very limited.

(3) Expectation changes
A very bold action by BOJ Gov. Kuroda fully supported by PM Abmehow
caused an inflationary expectation of the market participants.

Y Correction of Yeno6s appleRrdfitagcavayn (or Y
of the expodmanufacturing industries

Recovery of the share pricés Increase of consumption by a positive asset
effect
Y Narrowing negative GDP gap
Y ?2?? Increase of wages and mild inflation (2% growth of CPI excluding the effect of
consumption tax hike
For a sustainable growth, increase of the total wages, which is not yet achleved
IS a vital factor.



Can we really cure the Japanese deflation by the QE and the inflation target (CPI 2

AHypot hesi s of

LbyaHboghirY osh&a@aSwiio is the @rdfessam of Tokg N O

University and the most prominelieynesian in Japan.
We see high correlations between the labor cost and CPI changes. If a real reason for the deflation of J
is a downward flexibility of wages it will be hard to cure it by the monetary policy under the liquidity trap.

Unit Labor Cost and CPI
average annual changes during 2@00Q.1

:|:>
D

~ Vertical oL Poland
axis :CPI ' °
~ annual percent _ . - . *
Changes J.JU J .Cllll
2.5 UsA
*
20 ¢ .
GerM * France
1 *
o y =2.3528x + 1.2612
R2=0.4999
05 R=0.71
r T GG T T T 1
-oé . 3 -0.2 0/0 0.2 0.4 0.6 0.8
05
N Japah |

Horizontal axis : ULC annual percent changes
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Unit Labor Cost and CPI (2000-2011)
ULC average |CPI average
annual percenjannual percen
changes changes

Australia 0.69 3.15

Canada 0.62 2.12

France 0.47 1.72

Germany 0.03 1.58

Italy 0.60 2.22

Japan -0.33 -0.31

Korea 0.39 3.14

Poland 0.34 3.47

Spain 0.58 2.89

United

Kingdom 0.71 2.08

United

States 0.45 2.50

Data: OECD
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Negative growth of the unit labor cost of Japan
Is it a cause of the deflation or a result?

Japan, Unit Labor Cost and CPI
annual percent changes 1990-2011
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annual percent changes 1990-2011
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Germany, Unit Labor Cost and CPI
annual percent changes 1990-2011
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annual percent changes 1990-2011
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Can Abenomics cure the deflation without causing a crash of the JGBs market?

The yield of 18year JGB could bé.4% when the inflation rate (CPI) reaches 2% if we calculate based
on the correlation during the period of 192012.
It could bel.9% based on the correlation during the period of 12072.

CPIl and JGB's Yield (10 year)

(1990-2012)
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How much loss could occur the yields of JGBs rise?

The average duration of JGBs is 7.0 year.

The average duration of major private banks is about 3 years.

The biggest holder of JGBs is The Japan Postal Group which has 240 trillion yen of the government not
& bonds in their banking and insurance accounts.

One point rise of the

yield of 7-year bond Holders of JGBs
causes 6.55 % drop of its as of the end of 2011 )unit: 100 million yen
price. Househol — T
. AN
If we apply this to the | Overseas | N e =
outstanding 855 trillion m *
yen, an estimated loss om0
: - L
will be 56 trillion yen. 284 747
3.8% Bamcluding
But this scale of loss is Public —p430 gapamiBostal Bank

pension

balanced out by

the recovery of

the capitalization of

the stock market in total.
The total capitalization
of Tokyo Stock Market

companies

increasedL62 trillion Expected to be
yensince the end of Total 7,553,900 L | 555 trillon yen at
Nov. 2013. (As of TR (755.4 trillion yen) the end of March
Sept.2013). 2012 2013 29




2 scenari
yields by the IMF
working paper

1) Based on current
policies, deteriorating
fiscal conditions over the
medium term are likely to
exert upward pressures or
long-term interest rates
(Figure 3 upper charts).

2) Under a complete polic
package, assuming credib
fiscal policy adjustments
and structural reforms thal
will achieve a declining
public debt trajectory and
higher potential growth ,
the longterm interest rates
are likely to remain stable
in the long run (Figure 3
lower charts).

Figure 3. Decomposition of Long-Term Interest Rates

A. Based on current policies
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IIMA Global Market Volatility Index(IIMA -GMVI

http://www.iima.or.jp/en/research/ppp/index.html
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