Abenomics: From Stimulus to Sustainable
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Where are we? What's next?



Growth has accelerated, but mainly
reflects monetary and fiscal stimulus

Components of Real GDP
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Inflation has been rising steadily, but
mainly a result of higher import costs

Year-on-Year Inflation Core Core-CPI Index (SA): Key Inputs

(In percent) (Relative weights in parenthesis)
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Inflation expectations have risen but
remain below the BoJ target

Inflation Expectations Consensus forecasts: Japan GDP growth

(In percent, year-on-year) (Annual growth rate, in percent)
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Transiion  Despite tightening in the labor market,
Qg ned wages have not yet begun to rise

Labor Market Cash Earnings
120 (All industry, SA)
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Transition  [nvestment has picked up but needs to

to sustained

recovery? be sustained and broadened

Private Investment in Plant and Equipment
(I6n percent, QoQ, SAAR)
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Transition  Portfolio rebalancing has so far been
ery? limited

t

Banks Assets JGB Holdings of Japanese Banks
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Transition | arge corporate savings remain locked

to sustained

recqvg ry? away

—

Japan: Corporate Retained Earnings
(In percent of GDP)
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Where are

we?
Challenges ahead Componentsof GDP growth
» Inflation needs to rise further a Piate consmpton
O Private gross fixed investment
» Fiscal reforms need to balance e O o
adjustment and growth 2

 Structural reforms need to !
address fundamental : =N B EEame B

roadblocks to growth . |
2012 2013 2014 2015 2016 2017 2018

What Can be done in Short Source: IMF staff estimates
term?



p— The economic impact of Japan’s declining

Can women

save Japan? workforce iIs reinforced by policies

o O

Potential Growth Rate Immigration and Female Labor Participation
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N Bringing WLFP rates to industrial country norms
quqmen

save Japan? would have a meaningful impact on growth

O

Real GDP: Policy Scenario with Higher Female Participation
(In trillion yen)
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canwomen  INcreasing the supply of child care would

saveJapan? help raise women's labor force participation
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Daycare Capacity and Waitlisted Children (2002-10)
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Public Expenditure on Child Support (2005)
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C - ..
e samane Tax and pension policies also play a role

save

- O

Institutional Advantages for Spouses by Annual Income Distribution of Female Annual Wage (2007)
(In ten thousand yen) (In percent of total female workers)
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camms - Eliminating the two-track employment
saveJapan? gystem would raise female participation
.

Female Managers (2009) Gender Gap in Median Wages (2009)
(As percent of total) (In percent of male median wages)
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adaressing 1 Ne share of non-regular workers has

duality been rising steadily
-

Annual Change
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— Increased duality has likely depressed
Addressing

dualit labor productivity

Japan: Labor Market Duality and Productivity
by Economic Sector
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*Productivity is measured by amount of value-added divided by number of workers.
Source: Mizuho Research Institute, Ministry of Internal Affairs and Communications; IMF staff calculations.




Addressing
duality

v

Single employment contract

Limited regular contract

Moved toward “flexicurity” model



adaressing NOt easy from political economy point of

duality VieW
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Addressing Labor reforms may need to be accompanied by

duality policies aimed at wage growth
-
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Bond yields have remained low
and volatility has declined

10-Year Sovereign Bond Yields Japan: JGB 10-Year Yields and Volatility

(In Percent) (In percent)

35
——US Treasury

==-Germany
—JGB

0.6

0.4

0.2

0

——10-yr JGB yields
-=-Vol (BPS, RHS)

r\\l

J

80

60

40

20

0

Jul-12 Sep-12 Nov-12 Jan-13 Mar-13 May-13 Jul-13 Sep-13 Nov-13 Jul-12  Sep-12 Nov-12 Jan-13 Mar-13 May-13 Jul-13 Sep-13 Nov-13
Source: Bloomberg. Source: Bloomberg.




What needs
to happen?
) N g

Rising public debt burden requires
sustained attention

o Without further action debt-to GDP
continues to rise after 2015

What can be done in the short term?
o Effective stimulus

Japan: Net Public Debt ¥/
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Targeted - effective in raising demand

» Clarity on corporate tax reform

» Commit to fiscal action beyond 2015
(e.g., Increase of pension age to 70)
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1/ Met debt of the general government including the social security fund.
2/ Mo consumption tax increases but automaticiyithdrawal of fiscal stimulus.
3/ Consumption tax increases to 8 percent in 2 nd 10 percent in 2015.
4/ Policy adjustment scenario assumes a 11 percentage points of GDP improvement (baseline scenario+5%;

points) in the structural primary balance between 2011 and 2020.



With the highest life expectancy and an average retirement
age, Japan has scope to raise employment of older workers

O

Life Expectancy at 65 (2009) Official Retirement Age (as of 2011)
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Addressing P0OSSIDbly Including a higher minimum
dualit Wage

o O

Minimum Wages Relative to Median Wages of Full-Time

Workers
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