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<Assessment of the current state of the Japanese economy>

The Japanese economy is still in a severe situation due to
December |the Novel Coronavirus, but it iIs showing movements of
picking up.

>

The Japanese economy is still in a severe situation due to
January |the Novel Coronavirus, but it is showing movements of
picking up.

U (Unchanged)

The Japanese economy shows weakness in some
February |components although it remains in picking up in a severe
situation due to the Novel Coronavirus.

(Changed)



<Assessment of the current state of the Japanese economy>
I T O R

Private consumption is picking up
Private consumption as a whole, while weakness can be
seen in some sectors.

Business investment is decreasing

Business investment
recently.

Exports EXxports are increasing.

Industrial production Industrial production is picking up.

Corporate profits are decreasing
substantially due to the influence of
the infectious disease, but the rate
of decline is becoming smaller as a
whole.

Corporate profits

Firms' judgments show movements
of improvement, although some
severe aspects remain.

Firms’ judgments on
business conditions

Employment situation shows steady
movements in some components such

(S PO T as the number of employees, while

S eI weakness remains, due to the influence
of the infectious disease.
Prices Consumer prices are flat.

Note: T denotes upward revision and | denotes downward revision.

Private consumption appears to be

pausing for picking up.( | )

Business investment is starting to
level off.( T)

Unchanged

Unchanged

Unchanged

Firms’ judgments on current
business conditions show
cautiousness recently, mainly
among non-manufacturers.( | )

Unchanged

Unchanged

Private consumption has been in a
weak tone recently.( | )

Business investment is showing
movements of picking up
recently.( T)

Unchanged

Unchanged

Corporate profits are picking up as
a whole, while weakness is seen in
non-manufacturers due to the
influence of the infectious
disease.( T )

Unchanged

Unchanged

Unchanged



December

January

February

<Short-term prospects>

The economy is expected to show movements of picking up, supported by the effects
of the policies and improvement in overseas economies while taking measures to
prevent the spread of infectious diseases. However, full attention should be given to
the further downside risks to the domestic and foreign economy which are affected by
the contraction in the socio-economic activities due to the spread of the infectious
disease. Also attention should be given to the effects of fluctuations in the financial
and capital markets.

The economy is expected to show movements of picking up, supported by the effects
of the policies and improvement in overseas economies while taking measures to
prevent the spread of infectious diseases. However, full attention should be given to
the further increase in downside risks due to the spread of the infectious diseases in
Japan and abroad. Also attention should be given to the effects of fluctuations in the
financial and capital markets.

The economy is expected to pick up, supported by the effects of the policies and
Improvement in overseas economies while the socio-economic activities will be
resumed with taking measures to prevent the spread of infectious diseases even after
the state of emergency is lifted. However, full attention should be given to the further
Increase in downside risks due to the spread of the infectious diseases in Japan and
abroad. Also attention should be given to the effects of fluctuations in the financial
and capital markets.




<Policy stance>
(Monthly Economic Report, February 19, 2021)

The Government will make effort toward the reconstruction and revitalization from the Great East Japan Earthquake and coping with
disasters becoming ever more severe and frequent. The Government will thoroughly secure people ’s lives and livelihoods through
protecting employment and keeping businesses with determination to avoid a return to deflation absolutely while taking all possible
measures towards prevention of the spread of the Novel Coronavirus. The Government will achieve a strong economic growth again
through intensive reforms including regulatory reforms and necessary investments for the new purpose including realizing digitization and
green society, based on the "Basic Policies for Economic and Fiscal Management and Reform 2020 " and so on.

The Government made it 10 prefectures subject to measures under a state of emergency in accordance with the mended Act on Special
Measures for Pandemic Influenza and New Infectious Diseases Preparedness and Response since February 8th, extended the duration for
which the state of emergency are being implemented until March 7th, on February 2nd. The Government will thoroughly continue to
implement measures prioritizing prevention of the spread of infections. The Government will take all possible intensive and efficient
support measures for economic impact. Moreover, the Government will achieve a path of economic growth led by private sector through
increasing productivity and encouraging continuous wage increases while boldly calling for private investment to growth sectors. The
Government will implement "Comprehensive Economic Measures to Secure People’s Lives and Livelihoods toward Relief and Hope" etc.
and the FY2020 third supplementary budget swiftly and properly, and work for early passage of the FY2021 budget and the related bills.
The Government will continue to implement necessary support measures in a timely manner through utilizing reserve fund while paying
careful attention to the status of the disease and the economic impact.

The Bank of Japan enhances monetary easing with a view to doing its utmost to support financing mainly of firms and maintaining
stability in financial market. The Government expects the Bank of Japan to pay careful attention to the economic impact of the infections
and conduct appropriate monetary policy management, and achieve the price stability target of two percent in light of economic activity,
prices and financial conditions.




— GDP: Oct. — Dec. 2020 —

» The real GDP growth rate for 2020 was -4.8%, a significant drop, although not as large as that after the

Lehman shock in 2009.

» The real GDP growth rate for the Oct.-Dec. period increased by 3.0% (12.7% annualized) for the second
consecutive quarter. In addition to increases in private consumption and exports, private investment also
increased for the first time in three quarters. This is a reminder of the potential resilience of the Japanese

economy.
» According to the IMF, Japan’s real GDP is expected to recover to its pre-Corona level in the second half
of 2021.
Real GDP growth rate (CY) in Japan Real GDP and main demand component
0, _ .
g YonY % — s 2019 Oct.-Dec. =100 After 2019 Oct.-Dec. period
4 28 ' 03 99 4 Privat?n—resi. investment Real GDP 99 4
*98.9
0 90
a2 \ 97.4 97.8
A4 80 |
Private Consumption T Exports of goods
A6 A57 A48
: 70
A8 Y I | 11 | I | IV [Quarter
2000 01 02 03 04 05 06 07 08 09 10 11 12 13 14 15 16 17 18 19 20 CY 2015 2 cy
Real GDP growth rate Real GDP in Oct.-Dec. of each year according to IMF
8 s.a.,YonyY (QonQ), contrlibution, % 3.0 (12.7 annualized) 105 2019 Oct.-Dec. =100 e 103.9 U.S.
6 I — 1> 100.4 . 102.3 Canada
4 1 CY !Quarter | Exports 975 - 989 / 102.0 Japan
2 0.3 ! ic demand 100 — —1101.3 Germany
0 L = rivate
A2 : ] S Consumption 100.7 France
Al ! Private residential s | 99.1 U.K.
A6 A nvestment and others 97.7 Italy
AS A48 Real growth A83 Private non-resi.
A0 ' rate ' investment 9
I | 1I | 11 | v Quarter v v v v Quarter
2019 20 20 4 2019 20 21 22 cY

Cabinet Office, International Monetary Fund

“Private residential Investment and others” above includes private non-resi. investment and change in private inventories.




— Private consumption —

» Weekly consumption spending grew at a certain level during the year-end and New Year, although it was

lower than the levels during past three years (2017-19). After that, the state of emergency was issued, and
it has been moving near or lower than levels realized during past three years.

» Consumption trends based on card spending show that goods spending holds firm, while service
spending is weak. New automobile sales and sales of 5 home appliances remain firm. On the other hand,
sales of eating-out decrease further, and the occupancy rates for accommodations has remained weak.
Private consumption has been in a weak tone as the whole.
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— Export & Production —

Japan’s exports are also increasing, driven by strong demand from Asia, and have recovered to pre-

Corona pandemic levels. While exports of automobile-related goods have lost momentum against the
backdrop of recovery in production and inventories around the world, exports of ICT-related goods,

Industrial production continues to pick up, centered on electronic parts and devices, which are in strong

>

which are mainly towards Asia, remain robust.
>

demand for 5G-related products.

World goods trade
110 Jan, 2020 = 100
05 | 0Oct.100.7 Nov. 102.9
Sep. 100.0
100
Aug. 97.6

95 |
9 |
85
80 May 84.6

1 2 3 4 5 6 7 8 9 10 1 Month

2020 CYy
Export volume by region

120 s.a., CY2015=100
110 | e EU 97.7 World ASIij 103.5
100 |# N
28 [ world 3MA) U.s: N 27
o ) World Asia US. EU 17
60 M/M +26 +6.8 +1.4 A84
50 [Export-share] [57.3] [18.4] [9.2]

1 4 7 10 1 4 7 10 1 Month

2019 20 21| CY

Sources: Ministry of Finance, Ministry of Economy, Trade and Industry

140

120

100

80

60

40

110

100

9

80

70

s.a., CY2015=100

Export volume by goods

[ 0

Asia : 77%

- Capital goods

ICT-related

goods \

US. : 12%
EU : 8%

L

Automobile-related
goods

J

Asia:43% Asia : 23%
[ | U.S.:22% U.S. : 36%
EU : 9% EU : 11%
1 4 7 10 |1 4 7 10 ‘1 Month
2019 20 211 CY
Production by industry
s.a.,CY2015=100 s.a.,CY2015=100
11P(total) Production machinery Forecast [2> ] 120
Y : ]
(Right scale) o
1 80
Electronic parts and
devices Transport equipment 1 60
(Right scale)  (Right scale) —>
40
1 4 7 10 1 4 7 10 1  3Month
2019 20 21 | Year




— Trends in Business Activities —

still in a severe situation.

» Corporate profits are picking up as a whole driven by manufacturers, while weakness can be seen in
non-manufacturers. Manufacturers’ profits have surged thanks to the recovery in automobile production
and 5G related demand, while non-manufacturers in transport and wholesaling & retailing sectors are

» The number of corporate bankruptcies is decreasing moderately recently with the government’s
financial support, although close attention should still be paid on future developments.
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— Trends in Business investment—

» Business investment is picking up recently as machinery investment has turned upward trends and non-
residential investment is bottoming out.

» For the domestic private machinery orders, which is a leading indicator of machinery investment, the
orders from manufacturers (ex. Automobile or Production industry) are increasing due to the pick up of
production. The orders from non-manufacturers (ex. Telecommunications and Information services) are
increasing .
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— Employment Situation —

» The number of employees decreased by 190,000 from the previous month in December, but it is on a recovery
trend. The level is still below March last year. The unemployment rate has been around 3%.

» Under these circumstances, the amount of employment adjustment subsidy and leave support subsidy which
contributes to supporting furloughed workers and alleviating the burden on corporate management caused by
the re-spread of infection slightly increase recently.

> There is some resilience in the private agency job market in January and Hello Work jobs in February, however
both are below the level of March last year. Overall, the employment situation remains weak.
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s.a., ann., ten thousand units, SMA

Housing investment is almost flat.
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Public investment shows steady performance.
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Note:
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