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1-1 Labor Market Changed by Al (1) (Substitution and Complementarity of Jobs and Tasks by Al)

As new general-purpose technology, Al has the potential to have a significant impact on the economy and society.
Al automates some or a considerable portion of clerical tasks. Occupations for low recipient resistance to Al-automated services may see a decrease in

employment in the future (substitution), while those for high resistance may increase productivity and quality (complementarity) (Figures 1 and 2).

by both Al-based complementarity and substitution (Figure 3).

long term. Expectations are high for Al (Figure 4).

Developed countries have a higher proportion of employed people in occupations that will be heavily affected by Al and are likely to be more affected

Technological innovations will not only complement and substitute for existing occupations but also create new occupations and jobs in the medium to
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Figure 2. Al exposure and complementarity by occupation (U.S.)
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Figure 3. Employment shares by Al exposure
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Figure 4. Employment growth in response to technological
innovations by occupation (U.S., 1940-2018)
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(Note) Adapted from Autor et al. (2022, 2024), and Goldman Sachs (2023).



W 1-2 Labor Market Changed by Al (2) (Al-Based Substitution and Complementarity by Worker Attribute)

» The U.K. is more likely to be exposed to Al than India. While professionals and managers are likely to benefit more from Al, clerical support workers are
more likely to be substituted by Al (Figure 1). Occupations to which workers transition from those substituted by Al are likely to be substituted by Al,
indicating it would be difficult for workers to respond flexibly to labor demand changes through Al (Figure 2).

» Many of the occupations that women and highly educated workers are engaged in are likely to be substituted by Al, while many of them will also benefit
from Al (Figure 3).
Figure 1. Employment share by Al exposure and complementarity/substitution (by occupation)
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Due to statistical constraints, three categories — middle school and below, high school

, and college or higher — are available for India.



! 1-3 Labor Market Changed by Al (3) (Reskilling and Education towards Al Use)

>

>

Each country implements reskilling to lead workers to avoid Al substitution and benefit more from Al (Figure 1). As the ability to utilize IT declines with
age, the need for reskilling may increase with age in the use of Al in occupations (Figure 2).

In order to develop human resources who can make the most of Al, the ability to think things through is important. Although there are no significant
differences in the ability to utilize IT between countries, Japan may have a significant shortage of autonomous learning capabilities (Figures 3 and 4). It
is necessary to cultivate the ability to find and solve problems.

Figure 1. Reskilling policies in the U.S. and Europe to improve Al literacy

Figure 2. Relationship between problem-solving ability using IT and age
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Figure 3. Distribution of average scores of problem-solving ability using IT

Japan
Finland |s

(Aged 16-65)

Australia [s

Sweden |s

New Zealand |s

Norway =

Netherlands

Austria [s

Denmark

Czech Republic |z

South Korea

Germany :

Canada |

Slovakia

Hungary :

Estonia

us.

Ireland

Poland :

Israel

Slovenia |

Mexico

Greece |

Tirkiye

Chile [

230

250 260 270 280 290

(Score)

300

(Note) Adapted from OECD PIAAC 2012. The figure covers 25 OECD countries for which country-specific data are available.

Figure 4. Percentage of students who responded positively to autonomous learning
(Aged 15)
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2-1 World Economy (1) (Economic Trends in the U.S. [1])

» The U.S. economy has continued to expand (Figure 1). Private consumption has been on an upward trend due to a rise in real wages amid continued
nominal wage growth outpacing inflation (since mid-2023) and the withdrawal of excess savings (Figure 2).

» Nonresidential fixed investment has been driven by plant construction and semiconductor manufacturing equipment investment responding to the
Chips Act (Figure 3).

> Arise in the potential economic growth rate through the growing inflow of immigrants has supported the sustainability of economic expansion (Figure 4).

Figure 1. Real GDP growth rate Figure 2. Inflation and nominal wage growth
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(Note) 1. Adapted from U.S. Department of Labor, and NBER.
(Note) Adapted from U.S. Department of Commerce. 2. The nominal wage growth rate is for the private sector excluding managers, based on hourly pay.

Figure 3. Nonresidential fixed investment
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2-2 World Economy (2) (Economic Trends in the U.S. [2])

The housing vacancy rate is at its lowest level since 2000, indicating the tight housing supply-demand balance (Figure 1). This is potentially because
housing supply has failed to meet the increase in the number of households since the global financial crisis. (Figure 2).

Housing prices have risen faster than annual household income due to a demand increase accompanying a shift of the Millennial Generation (born in
the 1980s and 1990s) to the group of first-time home buyers and supply constraints under land use regulations (Figures 3 and 4). In the future, there is
a possibility of housing supply expanding in response to land use regulation reform.

Figure 1. Vacancy rate (rental and owner-occupied properties) Figure 2. Relationship between housing starts and growth
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(Note) 1. Adapted from U.S. Department of Commerce. (Growth in the number of households, 10,000 households)
2. The vacancy rate is the ratio of vacant properties to all rental (owner-occupied) properties. (Note) 1. Adapted from U.S. Department of Commerce.
2. On the auxiliary line, an increase in the number of households is equal to housing starts.
Figure 3. Population by age group and homeownership rate Figure 4. Housing prices and annual household income
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2. Population by age group was estimated for 2023. The homeownership rate is for the January-March quarter of 2024. 3. Median household income represents an annual level. The latest is for 2022. 5
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2-3 World Economy (3) (Economic Trends in the U.S. [3])

» The month-on-month growth in employment has slowed from the pace in 2022, but has been higher than the historical average (Figure 1). With labor
market conditions being still tight, nominal wage growth has remained above the historical average (Figure 2).

» As inflation has stopped declining on the back of strong domestic demand and wage growth, the June Federal Open Market Committee projection
indicates inflation remaining above 2% in 2024, raising concerns that the policy interest rate may remain high (Figures 3 and 4).

Figure 1. Month-on-month change in the employment and unemployment rate
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(Note) 1. Adapted from the U.S. Department of Labor.

2. The economic expansion phase before the COVID-19 pandemic was from May 2014, when employment

returned to the level seen before the global financial crisis, to February 2020.
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Figure 2. Job openings-to-applicants ratio and nominal wage growth
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(Note) 1. Adapted from U.S. Department of Labor.
2. The job openings-to-applicants ratio is the number of job openings per unemployed person as prepared by
the Cabinet Office.

Figure 3. Inflation rate (year-on-year)
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Figure 4. Changes in policy interest rate
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2-4 World Economy (4) (Economic Trends in Europe)

» In the Euro area and the U.K., real GDP growth became positive in the January-March quarter of 2024, indicating that the economy was generally
recovering (Figure 1). A factor behind the recovery was a real wage recovery (Figure 2).

» Against the backdrop of a decline in import prices reflecting energy and food price drops (Figure 3), the consumer price inflation rate in the Euro area
has remained in the 2—-3% range since October 2023. The consumer price inflation rate in the U.K. has been on a downward trend (Figure 4).

» The European Central Bank (ECB) cut its policy interest rate in June 2024 in response to a decline in consumer price inflation (Figure 5).

Figure 1. Changes in real GDP in Europe
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(Note) 1. Adapted from Eurostat, and U.K. Office for National Statistics.
2. Seasonally adjusted.

Figure 2. Changes in real wage in Europe
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(Note) 1. Adapted from Eurostat, ECB, and U.K. Office for National Statistics.
2. For the Euro area, real wages are calculated by adjusting nominal hourly
wages for the inflation of consumer prices (excluding owner’s equivalent rent).
For the U.K., real wages are calculated by adjusting average weekly nominal
wages for the inflation of consumer prices (including owner’s equivalent rent).

Figure 3. Changes in import price in Europe
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(Note) Adapted from OECD Data Explorer.

Figure 4. Changes in consumer price inflation
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Figure 5. Changes in policy interest rates in Europe
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2-5 World Economy (5) (Economic Trends in China [1])

» Although investment and vehicle sales increased due to policy effects in China, the increase failed to develop a virtuous cycle of domestic demand,
leaving the economy at a standstill (Figures 1, 2, and 3). Against the backdrop of the stagnation in the real estate market, households’ employment and
income sentiment indexes have declined (Figure 4). Prices declined for five consecutive quarters (Figure 5).

» The policy of buying housing stock (for conversion to public housing for low-income people from May 2024) may reduce the size of the new housing market while
providing support to real estate companies in the short term (Figure 6). The Chinese economy has shifted from high growth to a process of medium- to
long-term structural adjustment.

Figure 1. Real GDP growth rate Figure 2. Fixed asset investment Figure 3. Vehicle sales volume and value
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2. Growth from the same quarters in 2021 (annualized growth rates estimated to (Year) (Note) Adapted from National Bureau of Statistics of China, and China
eliminate the impact of COVID-1_9 infections in 202.2) and lannualized quarter- (Note) Estimated by the Cabinet Office from data released by the National Association of Automobile Manufacturers. ) )
on-quarter growth rates were estimated by the Cabinet Office. Bureau of Statistics of China. Vehicle sales value is a component of retail sales of social

commercial goods retail sales
Figure 4. Household employment and Figure 5. Inflation rate Figure 6. Real estate stock size (new buildings)
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The poll covered 20,000 citizens in 50 cities. Calculated from responses to three-
choice questions (“increasing, unchanged, or decreasing” for income, and “good,
ordinary, or severe” for employment).

(Note) 1. Adapted from National Bureau of Statistics of China.
2. The GDP deflator was estimated by the Cabinet Office.

(Note) Adapted from National Bureau of Statistics of China.
The figure covers residential and office buildings and commercial
properties that have been completed and left unsold, excluding land.
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2-6 World Economy (6) (Economic Trends in China [2])

>

In China, production increases at a high pace as companies continue to expand their production capacity. Inventories have remained high amid
stagnant domestic demand even since 2023, when the impact of the COVID-19 pandemic dissipated. Those of some goods have increased further
(Figures 1, 2, and 3). Steel and automobile export volume has increased steadily while export prices have turned down (Figure 4). These data suggest

a trend of so-called “oversupply.”

Subsidies received by listed companies in China are on the rise, leading the WTO to doubt their transparency. Trade frictions are rising (Figure 5).

Figure 1. Production capacity and utilization rate at companies
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Figure 2. Production index
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(Note) Adapted from National Bureau of Statistics of China.

Figure 3. Inventory index
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(Note) Adapted from National Bureau of Statistics of China.

Figure 4. Export volume and price index
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Figure 5. Subsidies received by listed companies in China
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(Note) Adapted from General Administration of Customs of the People’s Republic of China.
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(Note) 1. Adapted from Wind Economic Database. 1 yuan = about 20 yen.
2. Based on securities reports of companies listed on the mainland Chinese market (excluding those listed
on the Hong Kong market).
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2-7 World Economy (7) (Upside/Downside Risks for World Economy)
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» Countries such as the U.S. and India will continue to experience robust economic growth (Figure 1). Prices can be increased through commodity price

hikes amid demand growth.

Interest rates are expected to remain high in Europe and the U.S., as indicated by a decrease in the forecast numbers of rate cuts by major central
banks in 2024 (Figure 2). Economic activities may be excessively constrained due to an increase in interest payments on housing loans and a capital
cost rise. In countries whose currencies will depreciate against the dollar due to their widening interest rate gaps with the U.S., imported inflation
pressure may increase (Figure 3).

China’s local government financing vehicles are increasing offshore bond issues amid fundraising difficulties. Their future trends should be closely
watched (Figure 4).

» Depending on the outcome of the U.S. presidential election, U.S. immigration and trade policies could change, affecting the world economy as a whole.
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Figure 3. Asian currencies’ exchange rates with the U.S. dollar Figure 4. Offshore bond issues by China’s local government financing vehicles
- o -
O(Depre0|at|0n rate, %) 200(U-SD‘ 100 million)
.|
o | 4.8 150 |
12 -‘
6 14.7 100 1
Depreciation : 15.4 15.6 16.1
20
Chinese yuan  Taiwanese Indian rupee Indonesian Korean won Thai baht
dollar rupiah 50
0 =] .
(Note) 1. Adapted from Bloomberg. 2019 20 21 22 23

2. Average rates of depreciation from averages for January 2020 to July 1-26, 2024 (Note) Adapted from Wind Economic Database. Data for 2024 are as of June 30.
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