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AR ENE: 1.5% (1.0%)
FERIET: 2.9% (3.1%)

AL EIL/IME LR :0.6% (-0.3%)
BE R2F /N (FGDP) : 2.7%(3.6%)
BB D=5 LT 0.5%pt (-0.1%pt)
AZL—k: 106H/F)L (108H/FIL)

HiR: KIELZBREEET . REDA
— JLRA—TJarkao—) Lk

hHRERE: ERNE. 2 RIERE

Forecast on 2017 Japan economy
(2016 in parenthesis)

Rise in growth rate:1.5% (1.0%)

Fall in jobless rate: 2.9% (3.1%)

Modest rise in inflation rate: 0.6% (-0.3%)
C/A surplus (vs GDP): 2.7% (3.6%)
Fiscal thrust: 0.5%pt (-0.1%pt)

FX rate (USD/JPY): 106 (108)

BoJ: No policy change, keeping the yield
curve control policy unchanged

Mid-term challenge: Labor and social
security reform
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Consumption stagnated after

BAHE HEHRBRRERX VAT hike
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Though, workers’ income grew
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BEL£DBUITBON. ERAFE Led by arisein employment,

A E R while wage growth was modest
BESLtEREN Wage and employment
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Labor participation rate rose

Labor participation rate by age group
%, sa by J.P. Morgan, 3mma, both sides
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HEBEEYIVRIXEIEER Consumer confidence is improving

MBEILRSEEEEY—AA( Consumer sentiment & consumption
i survey
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Corporations: Capex grew
slowly, while corp. profit surged

Cash flow and capex(all industries)

Trillion yen, saar
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FSU TR KEGDP%EET0.4  Stimulative US fiscal policy to

% (17Q3~180Q4) AL EIF
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Figure 1: Estimated impact of Trump plan

%-pt contribution to GDP growth (ar)
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raise US GDP 0.4%pts in 2017/18

®Tax cut: Personal and corporate tax cut
USD200bn (USD500bn in the initial plan)

®Infra structure spending: USD150bn/5yrs
(USD1tn/10yrs in the initial plan)

Figure 1: Estimated impact of Trump plan
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BARFIIKXEZKEEHLIS Japan to be a big beneficiary

RELGERZER from the US economic growth
(%RA b, AT ERRET) (%point. accumulative for four quarters)
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Inflation rate (core CPI) to rise,
but not reach 2% in the near-term

Contributions to cor CPI (2015-based)
%h-pt contribution to oya change in core CPI
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Yen weakened, due to arise in
the interest rate differrentials

Yen and real interest rate differentials
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BoJ’s YCC policy turned
effective unexpectedly

10yr Gov bond yield
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HEENDETFE AKEEE(2016/7) T  Nikkei225 rose 1k/2k with the
BEFEHI(E£1000~2000H EH BoJ’s ETF purchase increase
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Role of the fiscal policy has
Intensified

Fiscal packages

% of GDP, sum of calendar year
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Private spending (especially

capex) should rise for fiscal
deficit to shrink

Financial position by sector
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A rise in productivity is needed
to raise economic growth

Real GDP and employmemt
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Productivity trended down in

EEMIXARELETER both Japan and the US
FEAEEN: BREB(1) Labor productivity(1)
BETEL, 10 EBETL %oya, 10yr moving average
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FEEEMDIETIEY—ERX  Service industry is responsible

=] . .
EDREER for a fall in productivety
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Employment is growing in
MmEHEIY—EREIZITH service, where productivity is low

PEEH Employment
BAA, FEHFY million, annual average
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Abe administration did a great
job in reform

Corporate governance reform
To raise capital productivity

Corporate tax cut
29.97% in 2016, from 35.6% in 2013

Aqriculture reform
Separating JAs from Zenchu

JA reform to make progress

Dereqgulation on retail power business

Medical reform

Medical insurance applied even when medical
treatment uncovered by health insurance is
applied
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BanT-RE Remaining issues for reforms

ERRE Labor reform

EROREL R EDEEMAER Raise labor mobility with an introduction of

[ A IN—wTRIER IMASIOgT severance package

HERI~NDBT Shift from membership-type employment

a7 T4ARY) T DR to job-type employment

Job description should be clarified

BNTEADER

HES MR LR ENICFTEITS Foreign workers

Labor participation to stabilize in 2020/25

HERERE

EREEENSE KDL RIRE Social security reform

FEEA More benefits for young generation
T ) T/ —~DBAT Deregulation for sharing economy

D—N\—RaNEHER Whether Uber-type system will be

approved still remains challenging
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Risk scenario: Case 1

Strong USD & rising US bond yield
=Capital flight from EMs

=Financial instability in EMs
=Problems in Euro peripherals and Asia
=Protectionism in the US

=Global risk off: a fall in stock prices and
yen appreciation
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Risk Scenario: Case 2

US to talk down USD

=Japan and Euro economies damaged
=Bad for EMs

=Protectionism in the US

=Global risk off: a fall in stock prices and
yen appreciation

Risk scenario: Case 3

Protectionism in the US
=Global trade depressed, Risk off

=A fall in stock prices and yen appreciation
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(5%&)BARDGDPFHI

H A F 16Q1 16Q2 16Q3 16Q4 17Q1 17Q2 17Q3 17Q4  CY15 CY16 CY17 CY18  FY15 FY16 FY17 FY18
(SHAREH) ¥ ¥ ¥ ¥ ¥ ¥ ¥ ¥ ¥ % F
EEGDP (%HTHLL. &£&) 28 18 13 15 15 16 15 09 12 10 15 07 13 13 14 05
BAKE 16 09 13 20 07 07 09 07 04 05 11 06 05 08 09 06
EERE 52 148 109 00 20 30 30 20 -6 56 37 22 27 65 27 21
ERSEEE 12 56 -14 20 20 10 10 10 12 09 14 15 06 16 12 17
RS 54 42 12 10 18 18 15 10 16 15 11 09 20 08 14 07
AHIEE 28 67 03 -30 60 150 80 -0  -22 -18 50 -28 20 05 54 52
BH—E DB 32 -52 65 25 20 20 30 30 30 04 24 23 08 11 26 21
B9 —E ZDEA 47 35 14 10 20 25 20 20 01 21 11 22 02 -16 18 22
M (%R V. BEE) 13 02 12 02 00 -01 01 0.1 05 04 02 00 02 05 01 00
EE GRAVNE5E) 04 08 -10 -02 01 00 -01 -01 06 02 -0.1 00 03 -02 01 00
4 E GDP 31 10 05 26 10 09 24 39 33 13 15 15 28 13 17 15
GDPTIL—4— (%HI4EL,) 09 04 01 -01 -03 03 02 06 20 03 00 08 14 00 03 10
S7CPI (%HT4EL . B AEKRC) 01 -04 -05 03 02 06 09 09 05 -03 06 08 00 03 08 09
221N (JkM) 090 120 153 130 046 022 041 089  -060 492 198 504 047 448 295 470
2 2 INZ 5 GDPH: (%) 07 09 11 10 03 02 03 06 01 09 04 09 01 08 05 08
B (kM) 497 464 490 480 386 352 361 399 163 193 150 174 177 182 156 171
BN E S GDPEE (%) 37 35 36 35 28 26 26 29 31 36 27 31 33 34 29 31
KEE(%) 32 32 30 30 30 30 29 28 34 31 29 27 33 30 29 26
ShT %4 B (%ETHE . £F) 41 08 55 80 45 50 60 50 12 05 54 46 14 15 55 42

Flxst P ELHY) PH. ZREINER. BEL. MELA, BEEES
HAT:J.P.EILHY
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Japan’s GDP forecast

(%0q/q, saar unless otherwise noted)

1216  2Q16 3Q16 4Q16 1Q17 2Q17 3Q17 4Q17 CY15 CY16 CY17 CY18 FY15 FY16 FY17 FY18

F F F F F F F F F F F
Real GDP (2005=100) 28 1.8 1.3 15 15 16 15 09 12 10 15 07 13 13 14 05
Private Consumption 1.6 0.9 1.3 20 07 07 09 07 04 05 11 06 05 08 09 06
Residential Investment 52 148 109 00 20 30 30 20 -16 56 37 22 27 65 27 21
Business Capital Investment -1.2 56 -14 20 20 10 10 10 12 09 14 15 06 16 12 17
Government Consumption 54 42 1.2 10 18 18 15 10 16 15 11 09 20 08 14 07
Public Investment 2.8 6.7 03 30 60 150 80 -10 22 -18 50 -28 20 05 54 52
Exports 32 52 6.5 25 20 20 30 30 30 04 24 23 08 11 26 21
Imports 47 35 14 10 20 25 20 20 01 -21 11 22 02 16 18 22
Net trade (%contribution to growth) 13  -02 1.2 02 00 -01 01 041 05 04 02 00 02 05 01 00
Change in Inventories 0.4 08 10 02 01 00 01 -01 06 -02 -01 00 03 -02 -01 00
Nominal GDP 3.1 1.0 0.5 26 10 09 24 39 a8 A e s 28 13 17 15
GDP deflator (%oya) 0.9 04 01 01 03 03 02 06 20 03 00 08 14 00 03 10
Core CPI (%oya, ex Fresh food) 01 04 05 03 02 06 09 09 05 03 06 08 00 03 08 10
excluding VAT hike impact 0.2
Trade Balance (¥tril) BoP 0.9 1.2 1.5 13 05 02 04 09 06 49 20 50 05 45 29 47
as % of GDP 0.7 0.9 1.1 10 03 02 03 06 01 09 04 09 01 08 05 08
Current Account Balance (¥tril) 5.0 4.6 4.9 48 39 35 36 40 16.3 193 150 174 17.7 182 156 171
as % of GDP 3.7 3.5 3.6 35 28 26 26 29 31 36 27 31 33 34 29 31
Unemployment rate 3.2 3.2 3.0 30 30 30 29 28 34 31 29 27 33 30 29 26
Industrial Production -4.1 0.8 55 80 45 50 60 50 12 05 54 46 14 15 55 42

Source:J.P. Morgan
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