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Political Schedule

Japan US Europe/China and Others

2016 May G7 summit

June "Brexit" referendum

Jul Upper house election

Nov Presidential election

Dec Congress to ratify TPP?

2017 Dec
Xi Jinping administration

established for second term?

2018 Feb
End of term for FRB Chair Janet

Yellen

Apr
End of term for BOJ governor

Haruhiko Kuroda

Sep
Election of LDP president

(Shinzo Abe steps down)

Nov Mid-term elections

Dec
End of term for upper house

representatives

2019 Oct Sales tax to be hiked again?
End of term for ECB president

Mario Draghi

Key political events

Source: Various materials; compiled by DIR.
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Before inauguration 

of Abe 

Administration

Current indicators Note

Corporate earnings 

(Ordinary profit)
12.4 trillion yen
(Oct.-Dec. 2012)

17.9 trillion yen
(Jul.-Sep. 2015)

Record high

Wage hike
(announced by Rengo, Japanese 

Trade Union Confederation)

0.82% 
(2012) 

2.2% 
(2015)

Highest level in 17 

years

Employment 

Situation

Number of 

employees

62.8 million
(Oct.- Dec. 2012)

64.0 million
(Oct.-Dec. 2015)

Increased by

more than 1.1 million

Unemployment 

Rate

4.1%
(Nov. 2012)

3.3%
(Dec. 2015)

Lower 3% range, 

lowest in 18 years

Active Job

Openings-to-

Application Ratio

0.82
(Nov. 2012)

1.27 
(Dec. 2015)

Highest level in 24 

years

Nominal GDP
472.7 trillion yen
(Oct.-Dec. 2012)

499.4 trillion yen 
(Oct.-Dec. 2015)

Recovering to the level 

before the global 

financial crisis in 2008.

Nikkei Stock Average
8,665 yen

(Nov. 14, 2012)

16,052 yen 
(Feb. 23, 2016)

Highest level in 19 

years
(Average between Jan.- Dec. 

2015: 19,213 yen)

Trends in major economic indicators
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The new three arrows of Abenomics

Growth 
strategy

Redistribution 
policy

(1) A robust economy that 
gives rise to hope

(2) Dream-weaving childcare 
support

(3) Social security that 
provides reassurance
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y = -778.14x + 48239
R² = 0.5232
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(2012 Real GDP Per Person, Purchasing Power Parity Basis)

(In Order of Gender Equality Index, 2014 Survey)

US

Women's Empowerment →

Japan

Czech Republic

Turkey

UK

Netherlands

Sweden

Switzerland

Denmark

Norway

Finland

France

Hungary

Italy

Iceland

Korea

Germany

Source: World Economic Forum and OECD; compiled by DIR.

Gender Equality and Real GDP Per Person in OECD Member Nations 
(Purchasing Power Parity Basis)

“Active involvement of women” is the key 

to reviving Japan’s economy
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Japan: Effects of Negative Interest

Source: Compiled by DIR.

Financial Markets

Turmoil in global
financial markets

Real Economy

Negative Interest Rate Introduced

Economic
stagnation

Yen appreciation

Yield on govt. bonds declines

Downward 
pressure
on prices

Corporations Households

Interest on bank 
deposits declines

Interest income declines
Confidence worsens

＋
Housing investment & 
consumption stagnate

Interest on loans declines

capex stagnates

Cost of 
procuring funds 

decreases

Interest on 
housing loans 

declines
Negative wealth effect

International interest
spread increases

Sluggish growth 
in wages

Import prices
fall

＜

Stock prices fall

＜

Possible Negative Effects on Economy & Prices due to Negative Interest Rate

Price of Crude 
Oil Rises

Upward
pressure
on prices 

decreases

Cost of procuring
funds decreases

Demand for 
capital declines

①

②

③

Corporate business 
performance:

Expections of improvement
subside
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Domar’s condition: Nominal GDP growth rate>long-term interest rate

Is fiscal adjustment possible if there is economic 

growth?
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(a - b; left)

General government interest payments (% of GDP; right)

(b) Long-term interest rate (left)

(a) Nominal GDP growth (left) 1971-2010 1981-2010 1991-2010 2001-2010

 Avg. of

(a - b)
0.20　 -1.15　 -1.58　 -1.50　

Probability

of (a > b)
38.6　 23.5　 16.7　 21.4　

Japan:Nominal GDP, Long-term Interest Rate, Interest Payments

Source:Cabinet Office, IMF; compiled by DIR.

Note:General government interest payments:FY basis; other:CY basis.
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Financial deregulation
(higher inflation)
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Note: OECD, IMF; compiled by DIR.
Note: Major OECD nations are 16 nations for which interest rate (in terms of 10-yr sovereign 
bond yields) and nominal GDP growth rate since 1971 are available, namely, Australia, Austria, 
Belgium, Canada, Denmark, France, Germany, Ireland, Italy, Japan, Luxemburg, Netherlands, 
Norway, Sweden, UK, and US. 

Ratio of Major OECD Nations That Meet Domar's Condition

Growing global 

excess liquidity

6
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Growing Social Security Costs Main Cause of deteriorating 

Fiscal Balance

7

11.6

(17.5％)

Social 
security

6.2
Local allocation 

tax grants 34.1

Other

14.3

Debt 
servicing

Tax
58.0 

Other 2.6 

Construction bonds 5.6 

Social security

30.5
(29.2％)

Local allocation
tax grants

6.0

Other

36.1 

Debt servicing

23.3

Tax
50.0 

Other 4.6 Construction bonds 6.0 

Deficit-financing bonds
35.2 

Revenue

Revenue

Expenditure

Expenditure

FY90

FY14

+18.9 +2.0 +8.9＋29.6

(Y tril)

▲0.2

Comparison of FY90 and FY14 General Government Revenue and Expenditure (Central government)

Source: Ministry of Finance; compiled by DIR.
Note: FY90: original budget; FY14: government draft.
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The Shift From Mid-Range Benefits for Low Burden to High 

Benefits for Low Burden

8

OECD Nations: National Burden and Social Security (2010)

y = 0.47 x + 1.06 
R² = 0.57 
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Source: OECD; compiled by DIR.
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Simulation of Long-Term Interest Rate
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Japan’s Theoretical Long-term Interest Rate Implied by Other Nations’ Interest Rate (%)

Source: OECD; compiled by DIR.

Estimating equation for theoretical interest rate: 

Long-term interest rate = 1.07 + 0.76 x short-term interest rate + 0.02 x outstanding balance of general government debt (% of nominal GDP) + 0.06 x GDP deflator (y/y).

Estimation period 1981-2013; Significance of coefficients: 5%; Adjusted R2: 0.87; Coefficients derived from estimation results of long-term interest rates of OECD 21 

nations (excl. Japan). 
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Central/local Government Primary Balance
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Consumption Tax(1)
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Consumption Tax(2)

Tax Revenue Simulation
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Amount of divergence from 
hypothetical case where 2014
and 2017 consumption tax hikes 
do not take place.

Decline in tax revenue due to recession caused by tax increase

Source: Produced by DIR
Notes: 1) Simulation results using DIR short-term macro model.

2) FY2017 revenue from consumption tax takes into consideration the amount of decline in tax          
revenue due to the reduced tax rate.
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Source: Produced by DIR
Notes: 1) Simulation results using DIR short-term macro model.

2) FY2017 revenue from consumption tax takes into consideration the amount of decline in tax  
revenue due to the reduced tax rate.
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Consumption Tax(3)
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Capex(1)
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Source:  Ministry of Finance; compiled by DIR
Notes: 1) Seasonally adjusted f igures for depreciation expenses calculated by DIR.

2) Cash flow  = recurring profits / 2 + depreciation expenses.
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*BOJ Tankan survey of corporate sentiment; bold line=4Q MA.
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Capex(2)
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Capex Breakdown by Motive of Investment (All Industry)
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Factor Analysis of Corporate Earnings

Capex(3)
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Correlation Coefficient of Capital Investment and Corporate Earnings Components

Capex(4)
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Note: Coefficient with the greatest absolute value out of 4-quarter time-difference correlation is displayed.
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Capex(5)

40

50

60

70

80

90

100

110

120

130

140

0.0

0.5

1.0

1.5

2.0

2.5

3.0

3.5

4.0

4.5

5.0

85 87 89 91 93 95 97 99 01 03 05 07 09 11 13 15

Real Anticipated Growth Rate of Demand (Leads by 3 Qtrs)

Amount of Capital Expenditure/Cash Flow Ratio(Right Axis)

（ ％）

(CY)

（ ％）

Source: Ministry of Finance, Cabinet Office; com piled by DIR .

Note: Rea l anticipated g rowth rate of dem and is an a ll-industry figure. 

Indicates outlook five-years into the future.

R ea l Anticipated Growth Rate of Demand, and Amount of Capital Expenditure/Cash Flow Ratio
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Note: Savings rate from household survey “Rate of Surplus”. Aging factor found by estimating savings rate. 
The forecast formula is as follows: Savings rate = 18.01 – 0.75 x aging rate + 0.16 x anxiety regarding the 
future +0.01 x household assets (-2). Aging rate and household asset factors have a significance of 1%. 
Anxiety regarding the future has a significance of 5%. Anxiety regarding the future is the percentage of 
persons stating that the purpose of holding financial assets is to cover living expenses in old age in reply to 
surveys regarding the purpose of holding financial assets. 

Financial Planning for Old Age and Savings Rate

Consumption(１)
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Consumption(2)

Employee Compensation Growing, while Personal Consumption 

Stagnates
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Real Personal Consumption and Real Employee Compensation
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Factor Analysis of Change in Wages & Salaries, Employee Compensation, and Disposable Income 

（FY2012→FY2014）

(Change Between FY2012 and FY2014, Yen Bil)

Consumption(3)

Increase in Social Security Contributions Puts Squeeze on Growth in 

Disposable Income
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Consumption(4)
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Consumption(5)
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Personal Consumption by Age G roup



Copyright © 2016 Daiwa Institute of Research Ltd. All rights reserved. 23

Consumption(6)

Consumption Function Estimation Results by Age Group and Income Bracket

Disposable Income

Financial Assets

Anxiety Regarding

the Future

Trend Term

Disposable Income

Financial Assets

Anxiety Regarding

the Future

Source: Produced by DIR.

Notes: 1) The asterisks *, **, *** indicate that the coefficients are statistically different from zero at the 1%, 5%, and 10% levels.

2) The factor of anxiety regarding the future is Japan’s outstanding obligations as a percentage of GDP.

0.46***

Estimation of Consumption Functions by Age Group

Age 29 and

Below 30-39 40-49 50-59 60-69 Age 70 and Over

0.91*** 0.97*** 0.67*** 0.79*** 0.49***

0.11

0.08 -0.04 -0.05 0.16*** 0.11 0.54***

-0.32*** -0.11*** -0.15*** -0.06* 0.00

0.85*** 0.84*** 0.75***

0.00 0.00** 0.00 0.00* 0.00*** 0.00**

Estimation of Consumption Functions by Income Bracket

Low Income Middle Income High Income

0.15*** 0.17*** 0.26***

-0.01 -0.02** -0.07***
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Consumption(7)
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Consumption(8)
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Impacts on Consumption Vary

by Types of Labor Market Improvement
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rises 2%, contractual cash earnings would be up 2.4%, bonuses up 12.0%, and no. of employees up 2.0%. If this is the 

case, personal consumption would increase as shown in the chart. Estimation period: Jan-Mar 1994 to Apr-Jun 2013. 



Copyright © 2016 Daiwa Institute of Research Ltd. All rights reserved. 27

Unit Purchase Price of Foodstuffs in 

Downward Trend

98

100

102

104

106

108

110

123456789101112123456789101112123456789101112123456789101112123456789101112123456789101112123456789101112

2010 2011 2012 2013 2014 2015 2016

(2013=100)

(Mo)
(Yr)

Unit Purchase Price Consumer Price

Changes in Unit Purchase Price Index and Consumer Price Index (Foodsuffs)

Source: Ministry of Internal Affairs and Communications; Compiled by DIR.
Note: Figures are seasonally adjusted and use the 3-month moving average.



Copyright © 2016 Daiwa Institute of Research Ltd. All rights reserved.

US Consumer Confidence Is Favorable
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Source: Cabinet office, Conference Board; compiled by DIR.  
Notes: 1) Shaded areas denote economic downturns in Japan. 

2) Figures in boxes: Months preceding Japan's economic trough.
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G lobal M oney Flow s 2015
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Note: Unit: 100 mil dlrs, annualized rate. Data for Eurozone to 
Japan includes EU (25 countries) and UK. Asia does not include 
Japan. Latin America includes the Caribbean. Data for 
US-Oceania includes only Australia.

US Role as World’s Banker
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Influence of US and European Monetary 

Policy on World Economy

30

US Interest Rate

Hikes

EU Quantitative

Easing

2015 0.01% 0.00% 0.02% 0.00%

2016 -0.09% -0.14% 0.09% 0.00%

2017 -0.27% -0.34% 0.13% 0.00%

2015 0.02% 0.00% 0.04% 0.01%

2016 -0.06% -0.15% 0.14% 0.02%

2017 -0.25% -0.39% 0.20% -0.01%

2015 0.01% 0.00% 0.02% 0.00%

2016 -0.08% -0.12% 0.09% -0.01%

2017 -0.24% -0.31% 0.12% -0.05%

2015 0.01% 0.00% 0.03% 0.00%

2016 -0.08% -0.13% 0.10% 0.00%

2017 -0.25% -0.34% 0.14% -0.02%

World

US Interest Rate Hikes + EU Quantitative Easing
US Interest Rate Hikes

at Neutral Pace + EU

Quantitative Easing

US

EU

Emerging

Nations

① ②

Source: Compiled by DIR
Notes: 1) Cumulative rate of deviation from baseline.

2) Figures for the w orld are a total of the values of the US, EU, and the emerging nations (covers about 82% of w orld GDP).
3) The US interest rate hike case starts in the Oct-Dec period of 2015, and assumes increases in the 10-yr bond yield of 25bp at a time for 8 
consecutive quarters.
4) The EU quantitative easing case starts in the Jan-Mar period of 2015 and assumes an expansion of the ECB balance sheet of 180bil Euros at a 

time for 8 consecutive quarters.
5) Simulation run using the DIR w orld economic model.
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Fundamentals of Emerging Nations Improve

31

Source: Haver Analytics; compiled by DIR.

Notes: 1) Arrows denote shift of positions at critical moments to 2012.

2) Year of crises defined as 1994 for Mexico, 1997 for Thailand and Indonesia, 1998 for Russia, 1999 for Brazil, 

2001 for Turkey, and 2002 for Argentina.

3) Size of circles shows ratio of foreign reserves to foreign debt with less than one-year maturity. The larger the 

circle, the greater the resilience.

Risk Resilience of Emerging Market Economies
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How Far will Yuan Depreciate?
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Capital Flight from China
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How should we think about immigration?

Emmanuel Todd Family Types
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IMPORTANT

This handout is not intended as a solicitation for investment. Content herein is based on reliable information available at the time the handout was prepared and may be amended or otherwise changed in 

the future without notice. We make no representations as to accuracy or completeness. Daiwa Securities Group is the parent of Daiwa Institute of Research Holdings Ltd. (parent of Daiwa Institute of 

Research Ltd.)  and Daiwa Securities Co.Ltd. Daiwa Institute of Research Ltd. retains all rights related to the content of this handout, which may not be redistributed or otherwise transmitted without prior 

consent.

United Kingdom

This handout was produced by Daiwa Institute of Research Ltd., and is distributed by Daiwa Capital Markets Europe Limited which is regulated by The Financial Conduct Authority (“FCA”) and is a member 

of the London Stock Exchange and Eurex. 

Daiwa Capital Markets Europe Limited may, from time to time, to the extent permitted by applicable UK law and other applicable law or regulation, participate or invest in other financing transactions with the 

issuers of the Securities referred to herein (the “Securities”), perform services for or solicit business from such issuers, and/or have a position or effect transactions in the Securities or options therefore 

and/or may have acted as an underwriter during the past three years for the issuer of such Securities. 

In addition, employees of Daiwa Capital Markets Europe Limited and its affiliate may have positions and effect transactions in such Securities or options and may serve as directors of such issuers.  Daiwa 

Capital Markets Europe Limited may, to the extent permitted by applicable UK law and other applicable law or regulation, effect transactions in the Securities before this handout is published to recipients.

This handout is intended for investors who are not Retail Clients within the meaning of the Rules of FCA and should not, therefore, be distributed to Retail Clients in the United Kingdom.  This handout is not 

to be used or considered as an offer to sell or solicitation of an offer to buy any Securities.  Information and opinions contained herein have been compiled or arrived at from sources believed to be reliable, 

but neither Daiwa Capital Markets Europe Limited and/or its affiliates accepts liability for any loss arising from the use hereof or makes any representation as to their accuracy or completeness.  

Any information to which no source has been attributed should be taken as an estimate by Daiwa Institute of Research Ltd.  This handout is not be relied upon as such or used in substitution for the 

exercise of independent judgment.  Should you enter into investment business with any Daiwa Capital Markets Europe Limited affiliate outside the United Kingdom, we are obliged to advise that the 

protection afforded by the United Kingdom regulatory system may not apply; in particular, the benefits of the Financial Services Compensation Scheme may not be available. Daiwa Capital Markets Europe 

Limited has in place organisational arrangements for the prevention and avoidance of conflicts of interest. Our conflict management policy is available at http://www.uk.daiwacm.com/about-us/corporate-

governance-regulatory. Regulatory disclosures of investment banking relationships are available at https://daiwa3.bluematrix.com/sellside/Disclosures.action.

Germany

This handout is distributed in Germany by Daiwa Capital Markets Europe Limited, Frankfurt branch, which is regulated by BaFin (Bundesanstalt fuer Finanzdienstleistungsaufsicht) for the conduct of 

business in Germany.

North America

This handout was prepared by Daiwa Institute of Research Ltd.("DIR"), a Japanese company. It may not be accurate or complete and should not be relied upon as such. It reflects the preparer's views at 

the time of its preparation, but it is provided with a time delay and does not reflect events occurring after its preparation. The preparer has no obligation to update this handout or to continue to prepare 

research on this subject. This handout is not an offer to sell or the solicitation of any offer to buy securities. Unless this handout says otherwise, any recommendation it makes is risky and appropriate only 

for sophisticated speculative investors able to incur significant losses. Readers should consult their financial advisors to determine whether any such recommendation is consistent with their own investment 

objectives, financial situation, and needs.

This handout does not recommend to U.S. recipients the use of Daiwa Capital Markets America Inc. or its non-U.S. affiliates to effect trades in any security and is not supplied with any understanding that 

U.S. recipients will direct commission business to such entities. Unless applicable law permits otherwise, non-U.S. customers wishing to effect a transaction in any securities referenced in this handout 

should contact a Daiwa entity in their local jurisdiction. U.S. customers wishing to obtain further information or effect transactions in any securities mentioned in this handout should contact Daiwa Capital 

Markets America Inc. ("DCMA"), Financial Square, 32 Old Slip, New York, New York 10005 (telephone 212-612-7000).
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