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<Assessment of the current state of the Japanese economy>

The Japanese economy is recovering at a moderate pace,

December although it recently appears to be pausing in part.
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<Assessment of the current state of the Japanese economy>
I T T T

Private Private consumption is picking Private consumption appears to
. Unchanged . .
consumption up. be pausing for picking up.(])
_ Business Business m_vestmerjnt appears to Unchanged Unchanged
investment be pausing for picking up.

Exports show movements of Exports appear to be pausing for

SIS picking up recently. picking up recently.(]) SRE TG
Industrial production was on the
way to picking up, but
manufacturing activities has
Industrial Industrial production shows declined recently due to the
. - L Unchanged )
production signs of picking up. effects of suspension of

production and shipment by
some automotive
manufacturers.(|)

Corporate profits are improving

Corporate profits as a whole. Unchanged Unchanged
Firms’ judgments Firms’ judgments on current
on business business conditions are Unchanged Unchanged
conditions improving.
Em_ploy_ment The employment_snuatlon shows Unchanged Unchanged
situation movements of improvement.

Consumer prices have been
Prices rising at a moderate tempo
recently.

Consumer prices have been

rising moderately recently.(—) Unchanged

Note: 1 denotes upward revision and | denotes downward revision.
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<Short-term prospects>

The economy is expected to continue recovering at a moderate pace with
the improving employment and income situation, supported by the effects of
the policies. However, slowing down of overseas economies is downside risk
of the Japanese economy, including the effects of global monetary tightening
and the concern about the prospect of the Chinese economy. Also, full
attention should be given to price increases, the situation in the Middle East
and fluctuations in the financial and capital markets.

The economy is expected to continue recovering at a moderate pace with the
improving employment and income situation, supported by the effects of the
policies. However, slowing down of overseas economies is downside risk of
the Japanese economy, including the effects of global monetary tightening and
the concern about the prospect of the Chinese economy. Also, full attention
should be given to price increases, the situation in the Middle East and
fluctuations in the financial and capital markets. In_addition, full attention
should be given to the economic impact of the 2024 Noto Peninsula
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<Policy stance>
(Monthly Economic Report, , February 21 2024 )

The Government will accelerate the initiative of new capitalism to transform the economy from a cost-cutting
economy that has been in place for 30 years to a growth-oriented economy driven by sustained wage increases and
active investment.

To this end, the Government will swiftly and steadily implement the “Comprehensive Economic Measures for
Completely Break Free from Deflation: Toward New Stage of the Japanese Economy”(Nov 2nd , Cabinet decision) and
the FY2023 supplementary budget and will also work for early passage of the FY2024 budget and the related bills.
Moreover, based on the “Package to Support the Lives and Livelihoods of the Affected People”, reserve funds will be
utilized to provide continuous support for the victims of the 2024 Noto Peninsula Earthquake, including the rebuilding
of their lives and livelihoods, as well as for the reconstruction of the areas affected by this earthquake.

The Government expects the Bank of Japan to achieve the price stability target of two percent in a sustainable and
stable manner, accompanied by wage increases, in light of economic activity, prices and financial conditions.

Through these measures, the Government will promote bold monetary policy, flexible fiscal policy, and a growth
strategy that stimulates private investment in an integrated manner, while fostering widespread recognition that will not
fall back into deflation, and leading to an end to deflation through these policy initiatives.




Gross Domestic Product: 2"d Preliminary Estimates for 2023Q4

€4 Nominal GDP growth rate for CY2023 was 5.7% (highest since CY1991).

€ Real GDP in 2023Q4 increased by 0.1% on a quarterly basis. While Real Private Consumption decreased for
three consecutive quarters, Real Business Investment increased for the first time in three quarters. Nominal
Business Investment exceeded 100 trillion yen for the first time since 1991.
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Business Investment

€ Apr-Dec Business investment for FY2023 relative to Planned Investment is weaker than the past. One of the
possible factors is plausibly the shortage in construction sector workers, especially in electricians and plumbers.
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Prices

€ CPlinflation rate becomes moderate after hitting the peak of 4.3% in Jan. 2023, due to the pause of price hike in foods and
beverages. Meanwhile, service price is gradually rising, including the sectors where wage cost share is relatively high

(3-1) Consumer Price Index (3-3) Decomposition of the contribution of
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(figure upper right) General services exclude the effects of policy factors. Recreational services exclude monthly fees and Internet access fees. Internet access fees are included in others.
(figure below right) This figure is the total payroll as a percentage of total expenses for the industries in “Economic Census” that are considered to correspond to the items in the "Consumer Price Index."



Wage

€ Hourly nominal wage for part-time worker is increasing approximately by 4%. The scheduled wage for full-time
workers grew in 2023. especially for the younger workers.

€4 Nominal wage development in the U.S., Germany and Japan before deflation points to the importance in both
price inflation and labor productivity.
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Note : (figure L_Ipﬁel’ left) Figures for December 2023 are relimi_na?/. ) ) S . ) " . ) )
figure right) Japan's nominal GDP and GDP deflators prior o 1993 are based on the expenditure-side GDP series simplified retrospective (2015 basis, 08SNA). In addition, emgloyer compensation prior to 1993 is 8
connectded using the average of the ratio to the 2015 basis, 08SNA by values from the first quarter of 1994 to the first quarter of 2009 for the 2000 basis, 93SNA series. For 2023, values through the second quarter
are used.



Private consumption

€ Private consumption lacks the strength, due to the effect of rising price and warm winter. On the other hand,
consumer confidence is picking up and real gross wage income increased for two consecutive months.

€ Excess saving is decreasing in the U.S. which has supported the growth in its private consumption, while the
withdrawal of excess saving in Japan has been limited.
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(5-1) Real private consumption classified by type
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(5-3) Private consumption and Excess savings in major countries
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Source :Cabinet Office; U.S. Department of Commerce; U.K. Office for National Statistics; German Federal Statistical Office; French National Institute for Statistics and Economic Research; Eurostat; Financial Services Agency.




Balance of Payments

€ The current account surplus is accounted for by primary income balance including dividend receipts from abroad.
Service imports is increasing steadily, especially in the digital service areas, where the competitiveness in Japan
is a challenge.

(6-1) Trend of Current account (6-3) Service Exports
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Source: : Bank of Japan; Ministry of Finance.



Reference

(7-1)Economy Watchers Survey (National) (7-3)Impact from Noto Peninsula Earthquake on production
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50 § —~ . .
/ | Comp;anlﬁ [rgnenTrrﬁgI::ﬁchargrlnery » Production of endoscopes is expected to be
; DI for current conditions : 50.2 quip (Tok tc) reduced due to damage to suppliers.
| (direction compared to three months ago) OKyo ete
: __ * Due to damage to suppliers, parts supply has been
COVID-19 reclassified as Comp?&){e%regei:uT:r;g?cturer disrupted in some places, and production may
C'as"‘: 5 continue to be reduced through February.
45 ’
1 2 3 4 5 6 7 8 9 10 11 12 1 Month
2023 24 CY
(7-2)Distribution of responses in Hokuriku region (7-4) Movement of people in Hokuriku region (Big data)
o (Jan 2024, current conditions)
° (Difference from the same day last year, %)
60 20
50 National 49.0 Toyama National
-~ - \\\ 10
40 4--" 36.7 Y
Hokuriku _ ,—'33'3 N
30 _ ,*" - \\\ 0
) - 20.0 23.0 N
20 /,,/’ 13.3 14.4 i
-10 Niigata
10 59 Ishikawa
2.2 21
o L r—— -20 Month/
Better Slightly better Unchanged Slightly worse Worse 12/1 12/8 12/1512/2212/29 1/5 112 119 126 2/2 2/9 2/16 2/23 Day
2023 24 % '7-day centered moving average cY

Source : Cabinet Office (figures on the left), seasonally adjusted (upper left). Various press releases and interviews etc (upper right). Cabinet Secretariat (lower right), Mobile Spatial Statistics R. Mobile Spatial Statistics R is
provided by NTT Docomo, Inc. and Docomo Insight Marketing, Inc. and is a registered trademark of NTT DoCoMo, Inc.
Note : The backward moving average data on the Cabinet Secretariat website is processed into a central moving average. Difference from the same day last year when the 7-day central moving average of the number of

people at 3:00 pm in each region (main location) is indexed using the maximum value (per day) in 2019 for that region. Nationwide figures are the total of 60 major locations in 47 prefectures. 11



Reference

(8-1) Potential GDP and Real GDP (8-2) Potential GDP growth rate
trillion yen 25 %
Output Gap
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(8-3) Trend in Output Gap
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(9-1) Various real consumption indicators

2020CY=100
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(9-4) Public investment holds firm.

Amount of public construction completed
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Source: : Ministry of Internal Affairs and Communications; Bank of Japan; NOWCAST, INC.; JCB Co. Ltd; Cabinet Office; Ministry of Economy, Trade and Industry; Ministry of Land, Infrastructure, Transport and Tourism.
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(10-1)Exports appear to be pausing for
picking up recently.

Export volume index (by region)
s.a., 2020=100, 3MA
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(1

up, but manufacturing activities have declined recently
due to the effects of suspension of production and

0-3)Industrial production was on the way to picking

shipment by some automotive manufacturers.

Indices of Industrial Production
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(11-1)Firms’ judgments on current business
conditions are improving.

Non-manufacturing

DI :"Favorable" minus "Unfavorable"
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(Sources) Bank of Japan; Ministry of Finance; Cabinet Office; NIKKEI

(11-2)Corporate profits are improving as a whole.

Listed companies’ financial result
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Reference

(12-1) The number of corporate
bankruptcies appears to be increasing.

(12-2)The employment situation has shown

movements of improvement
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(12-3)Contractual cash earnings are increasing.
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Source: Tokyo Shoko Research; Ministry of Internal Affairs and Communications; Ministry of Health, Labour and Welfare.
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(13-1)The import price index

Contribution to yearly change, %

January

Yen base (solid line)

Others
LNG

[Yen base]
Y/IY -0.2%
M/M 0.2%

[Contracted currency based]
YIY -8.8%

M/M -1.1%

Metals and felated products Beverages and foods
Contracted currency based (dotted line)

1 4 7
2021

10 1 4 7 10 1 4 7

22

value
(Yen base)
12 |Month
24 |Year

(13-2)Corporate Good Price Index

Contribution to yearly change, %

Source : Bank of Japan; Bloomberg; Cabinet Office.

Note

: (figure upper left) Projected values are estimates by the Cabinet Office.

Steel and Nonferrous Others Foods
metals
January Y/Y 0.2%
Chemicals M/M 0.0%
N
Electricity / City gas / Water =
1 4 7 10 |1 4 7 10 |1 4 7 10 |1 | Month
2021 22 23 24 | Year

3.0

2.0

1.0

—
Predicted 0.0 %: -

-1.0

(13-3) Services producer price index

Contribution to yearly change, %

(13-4)GDP deflator

Contribution to yearly change, %

January Y/Y 2.1%
M/M 0.0%
All items ;
(less International transportation) fN‘
Other services L‘"vf N
Advertising services N\ - ||
A nt (@ ] | T
T IO T e ||
.| — = L
Finance and insurance
Real estate services
1 4 7 10 1 4 7 10 1 4 7 10 1 |Month
2021 22 23 24 | Year

Domestic demand

(figure upper right) Services producer price index Based on excluding international transportation. Figures exclude consumption tax.
Month-over-month figures are calculated from seasonally adjusted figures by the Cabinet Office.

- 3.8%
Exports
DP deflat Iyli R\\
G eflator (polyline) Imports
I I W W|(I Io©o I N|I oI m NM|I I IO N Quarter
2020 21 22 23 Year
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(14-1)Long-Term Transition of Consumer Price Index

Contribution to Y/Y, %

Core (All items, less fresh food)

Culture & recreation

Miscellaneous

Contribution to Y/Y, %

‘1

Month

4 7 10 1
23 24| Year

8 Education mmmm Transportation & communication -_— 8
Sep. 1985 Medical care mmmm Clothes & footwear 7
7 €p- Bubbl Furniture & household utensils Fuel, light & water charges
. Plaza Accord ubble era s Housing Food 6
Apr. 1989 — All items, less fresh food T 5
2 : i r.
5 Introduction of Apr. 1997 ’ Consurrrl)ption e LT Oct. 2019
4 Consumption tax Consumption tax hike Sep. 2008 (5% —> 8%) GRS e (5 il 4
3% (3% — 5%) The global financial crisis (8% — 10%) 3
3
2
2
1
1 0
0 ' -1
1 {/5-year average )
10-year average rate of Y/Y | i| rate of Y/Y
-2 2.5% 1.9% 0.1% -0.5% 0.0% 0.0% 0.3% 1.1% 3
. (1980-1989) 1| (1990-1994) |i_|(1995-1999)[ |(2000-2004)|: |(2005-2009)[: |(2010-2014)i |(2005-2009); (2020-2023) 1 4 7 10
1980 85 90 2000 05 10 15 20 22 23 2022
Year
. , . . ) . .
(14-2)The Enterprises’ Expectation of Consumer Prices (14-3)The Consumers’ Expectation of Consumer Prices a Year Ahead
0, 0,
35 YIY, % 100 ,
3.0 Zg
1 year ahead
25 ™ 2.4 -0
3 year ahead 92
e B Y (5 : 60
— 2.1 50
15 40
1.0 30
20
0.5 10 Less than 2%
0.0 0
I m m|I m|I m|I m|I m|I I M |I m|I m Quarter
2014 | 15 | 16 | 17 | 18 | 19 21 22 23 | CY
Source: Ministry of Internal Affairs and Communications, Bank of Japan, Cabinet Office.
Note : (figure upper) The average rate of increase excludes the effect of the consumption tax. Since the figures excluding the effect of the consumption tax are not published for the period

from April 1989 to March 1990, the rate of increase was calculated excluding the same period.
(figure below left) Values for all industries of all sizes. The results of firms' responses to the year-on-year forecast of the CPI in year t are tabulated.
(figure below right) This is a tabulation of households' responses to the question, "What do you think the prices of the items you purchase most often will be in one year's time?”

37.5
53.8

16.3

P4 Year
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(15-1)Spring wage increase rate and price increase rate

. yly, %
1997: Asian currency crisis (Apr.2001~Jun.2006) Nov.2009~Nov.2013) ~ Spring wage increase rate
6 998: Financial Crisis in Japan “Deflation” was noted Deflation” was noted (including regular salary increase)
5 in {Monthly Economic Report”. in “Monthly Economic Report”.
4 CPI
(All items, excluding the - 3.58
3 impact of consumption tax)
\ 25
2 — e e— -
1 j L 2.12
0 % . L — A —— ~ N
y S \//\’ \
5
~ 1990 92 94 96 98 2000 02 04 06 08 10 12 14 16 18 20 22 23 24 FY
(15-2)Long-term per capita wage growth rate
5 yly, %
. 1989: 1997: 1998; 2014: L 2020:
5 Nominal wages Consumption | Asian currency crisis | | Financial Crisis in Japan Consumption tax rate increase | 2019: 1 COVID9
4 tax introduced : Consumption tax rate raised ! (5% — 8%) Consumption tax rate increse !
: (3% — 5%) ! ;/ — o (8% — 10%) b
3 . Lo l b
: Lo Real wages ! b
2 ' ! ! (Dotted line is realized by CPI (All items)) ! | '
1 ! - / A | o
0 N/ it /\ :
-1 ' | N
2 Average for FY81-96 i N
Nominal: 2.8 ! b
-3 Real: 1.3 ! b
-4 | 1 1
1981 84 86 88 90 92 94 96 98 2000 02 04 06 08

Source: Japanese Trade Union Confederation; Central Labor Relations Commission, Japan; Cabinet Office; Ministry of Internal Affairs and Communications; Ministry of Health, Labour and Welfare
Notes: The bottom figure shows total cash wages for total employment type. The real value is the nominal value realized by the CPI (total excluding imputed rent for owner-occupied houses). The figures for FY1981-1990
are for establishments with 30 or more workers, and those for FY1991 and thereafter are for establishments with 5 or more workers. The average is calculated as the geometric mean of growth rates. 19





