Japanese Fiscal Policy and
Public Debt Management

Mar. 8. 2017
Kenta Ichikawa



(trillion yen)

Economic Growth

560

Sep. 2008

Lehman Shock

1
Abenomics !
1
1

550

554

540

Nominal GDP
530 -

520

Mar. 2011
The Great East Japan

Earthquake

540,

524

510

500

490 i
j Real GDP

480

d

470

(cv)

460

2005

2006‘2007‘2008

VYT V1 OV 7

2009‘2010 2011‘2012

T

[T]
T

2013

v |||

2014 2015‘2016‘2017401%
(Source) (actual)Cabinet Office, Government of Japan "Quarterly Estimates of GDP",

(forecast)"Fiscal 2017 Economic Outlook (Dec 2016) "(Nominal GDP)

Target:
600 in 2020

2016 2016 2016 2016

2008 2009 2010 2011 2012 2013 2014 2015 2016

1Q 20 3Q 4Q
Nominal | -21|-60( 22 |-1.8) 0.7 | 1.7 | 21 [ 33 | 1.3 3112 ] 07| 1.2
Real -11)1-54) 42 |-01| 15| 20| 03] 12 1.0 23 18] 14 ] 1.0

*2016 1Q, 2Q, 3Q, 4Q are annualized base

Employment and Wage

(Seasonally adjusted. trillion yen)
300

(ratio)

1.6
290 “+ 1.4
Joh O pening—to—Application Ratio (RHS)
280 —Real Compensation of Employees 12
270 1.0
260 N’ 0.8
250 ,&SWM 06
240 04
AR O T At e R e i
2008 | 2009 \ 2010 \ 2011 \ 2012 | 2013 \ 2014 \ 2015 \ 2016 | (cY)
Consumption
115 7(CY2011:100)
—o—Private Consumption Integrated
) ) Consumption
Estimates (seasonally adjusted Tax Hike
110 series) :
Consumption Tax Hike i
(apporoved by the Diet)
105 1
1 1
1 1
1 1
1
i i
100 1 i
i i
1 1
1 1
1 1
R e ST r N T I e I I e
2008 ‘ 2009 2010 2011 ‘ 2012 ‘ 2013 2014 ‘ 2015 ‘ 2016

3 month average

(Source) Cabinet Office, Ministry of Health, Labor and Welfare,

Ministry of Internal Affairs and Communications



Output gap Potential Growth Rate

(%) %)

4.
0 =i Labor input gap 20

== Number of employed

==1Capital input gap ==1Labor hours

—Output gap 1 Capital stock

2.0 1.5

== Total factor productivity
—Potential growth rate

0.0 1.0

05

0.0

1.0
8.0
2001 2003 2005 2007 2009 2011 2013 2015 20017 2003 2005 2007 2009 2011 2013 2015

(Source) Bank of Japan (Source) Bank of Japan



Framework of Fiscal Consolidation

Basic Idea of Abenomics
— Pursuing both economic revitalization and fiscal consolidation by using all policy tools

<{>GDP600 trillion yen [2016 : 540 trillion yen]
<{>Primary surplus of central and local governments
[2015:-3.0% of GDP]

FY2020 Target{ !
1) Aggressive monetary policy |
Measures - 2) Flexible fiscal policy i
3) Growth strategy including structural reform |

Benchmarks for Fiscal Reform
2016-18:Total increase of general expenditure from 2015 to 18 [3 years] : 1.6 trillion yen

[cf. Natural annual increase of social security expenditures : 0.64 trillion yen in 2017]

2018: Assess the progress and consider additional expenditure and/or revenue measures
as necessary
2019: Consumption tax hike (8% — 10%)

Fiscal Shape In the long run
— Stabilize Debt to GDP ratio earlier aiming at steady reduction over the medium term.
[2016 Central and Local Government Debt:189.5%)]
— Secure Fiscal sustainability despite population declining and aging society.
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@ :Economic Revitalization Case
Average Growth Rate(FY2018-2025): Nominal GDP 3.7%, Real GDP 2.2%
Interest Rate: estimate increase up to 4.4% by FY2025
A :Baseline Case
Average Growth Rate(FY2018-2025): Nominal GDP 1.5%, Real GDP 0.9%
Interest Rate: estimate increase up to 1.9% by FY2025

-0

* Continuing tight expenditure control
(Total increase of general expenditure from 2015 to 2018: +1.6 trillionyen)
- Additional expenditure and revenue measures following the 2018 interim review 5

(Source) Cabinet Office

In the Economic Revitalization Case, the ratio of i
outstanding debt to GDP is projected to decline toward i
FY2025. However, it should be noted that the long term |
interest rate is projected to be higher than the nominal i
GDP growth rate after FY2023, then the existing bonds i
which had been issued at low interest rates would be :
refinanced sequentially at higher interest rates. i



JGB Annual Issuance Amount
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> Maturity structure is designed to reflect investor demands appropriately, so that the current low interest rate

FY2017 JGB Issuance Plan

situation should be utilized smoothly and effectively.

= Super long-term
(over 10 years)

Long-term

(10-year JGBSs)

» Short- to Medium-term

: Effectively increased carefully assessing potential demand from investors such as
life insurance companies, combining normal auctions and “Auctions for Enhanced-

Liquidity”
— Decrease in 20-year (- 1.2 trillion yen) , increase in 40-year (+0.6 trillion yen)

— Increase in Auctions for Enhanced-Liquidity for Super long-term (+1.2 trillion yen)
: Decreased, reflecting weakened demand in a low interest rate environment

(- 1.2 trillion yen)

: Substantially decreased, based on diminished demand under negative interest

(unit: trillion yen)

(5, 2-year JGBs and 1-year TBs) rate situation (- 4.8 trillion yen)

>

market demands for improved liguidity exist.

{Breakdown by Legal Grounds)

The amount of Auctions for Enhanced-Liquidity is to be increased in remaining maturity zones where strong

FY2017
Changes from
FY2016
15.5-39 Year 3.0 +0.6
5-155Year| 66| 406
1_5Year 12 .................... io
Total 10.8 +1.2

(Breakdown by Financing Methods)

(Market Issuance Plan by JGB t}/pes>

(unit : trillion yen) (unit : trillion yen) (unit : trillion yen)
FY2017 FY2017 FY2017
Changes from Changes from Changes from
FY2016(initial) FY2016(initial) FY2016(initial)
Newly—issued JGB market issuance| 148.0 - 421 b 40-Year ............................... 30 .................. +06
E:()')co):lgfction Bonds 344 - 01 30_Year 96 io
(Gonstructon Bonc: Market issuance N I T P
Financing Bonds) (calendar—based) 1 41 2 58 20-Year 1 20 %
Reconstructio 15 - 06 Non—Price Competitive 41 10-Year 21.6 .2
n Sonde Auction T etc o8 SH 5-Year | 264  -24
FILP Bond 12.0 -45 2—Year 26.4 -1.2
onds Sales for Households 30 +10| | o S T TR
Refundi TBs(1-year) 23.8 -1.2
efunding | 106.1 -30| [Bogratover | 30l —soll ool e o7
Bonds . : BOJ rollover 3.0 -50 10-Year Inflation-Indexed 1.6 -04
T | 1 54 0 8 2 Auctions for Enhanced-Liquidity 1 08 + 1 2
- — t . - o.
Total | 1540 821 Tote Total 141.2 ~ 538
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CPl and Consumer Confidence

Consumer Price Index

(%, change from the previous year)
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(Source) MOF, Cabinet Office, Ministry of Internal Affairs and Communications, BOJ

“Do you have anxiety about
post-retirement life?”

(Research by The Central Council for Financial
Services Information)

non-

respond
ent

0.8%

Top 3 reasons of “Yes”

Pension and insurance 72.5%
Insufficient financial assets 69.5%
Currently uncomfortable about daily lives 41.4%

*Multiple answers allowed

(Source)The Central Council for Financial Services Information



Wage and Employment

(million, %)
2012 2013 2014 2015 2016
Regular Employees
Change of Nominal Wages -0.3 04 0.9 0.4 0.8
Number of Employees 334 32.9 32.8 33.0 33.6
(change) (-0.4) (-1.4) (-0.5) (0.8) (1.5)
Non-regular Employees
Change of Nominal Wages 15 -0.4 0.5 0.5 -0.1
Number of Employees 18.1 19.1 19.6 19.8 20.2
(change) (0.2) (5.1) (2.9) (0.9) (1.8)
Total Employees
Change of Nominal Wages -0.9 -0.4 0.4 0.1 0.5
Change of Real Wages -0.9 -0.9 -2.8 -0.9 0.7
Number of Employees 51.5 52.0 52.4 52.8 53.7
(change) (-0.2) (0.9) (0.7) (0.8) 1.7)

(Source) : Ministry of Health, Labor and Welfare, Ministry of Internal Affairs and Communications



Growth Strategy

Regulation Reform

Work-style and Labor
Market Reform

Investment for the Future

* Reduction of Effective
Corporate Tax Rate
—37.00%(2012) - 29.74%(2018)

* Corporate Governance
(more than 3500 companies)
—Stewardship Code
(214 corporate investors)

Japanese stewardship code will be

revised in 2017.
(PM Abe’s speech in NY (Sep. 2016 ))

* Electric Power Deregulation

* TPP, Japan-EU EPA

* Agriculture Structural Reform

* Drastic simplification project for
regulation and administrative

process for foreign investors

The Council for Regulatory Reform
started from Sep 2016.
— Cabinet Decision Jun. 2016

Equal pay for equal work
—guideline released on Dec
Increase minimum wage
—3% hike (2016)

Increase the capacity of
child care and elderly care
—500k for each

—raise wages for care workers
Reducing working hours and
improving labor productivity

:-----------------------l

Lengthen the eligible period
for maternity leave benefits
Utilizing foreign professional

—World’s fastest Green card system

Income Tax reform

—To encourage female labor
participation(From FY2017)

Submit related Bill in2017

* Forth Industrial Revolution
(Society5.0)
—Social application of Al, Robot, IOT
* Industrial Structural Reform
e Medical Care Innovation
* Encouraging Investment for
R&D

— prioritize public investment in growth-
enhancing areas
—support new cutting-edge technologies

Increase Disposable Income
(for low income households)

* Introduce a new

* Shorten the minimum

government-sponsored
scholarship

eligible period for receiving
pension from 25 to 10 years



FY 2017 Tax Reforms
Promoting Corporate Investment and Wage Hikes

- Spurring innovation and investment R&D Tax Deduction

- Reward higher R&D investment by providing more tax B p—
deduction (up to 14% of total R&D expenses).

- Extend the deadline for corporate tax filing by three months ™ .. .,
to help companies better prepare for dialogue with ]
investors; and expand deductible management =
remuneration to include a salary that is linked to share N I B ———
price. o oo n

2%

- Create a new 20-year tax-exempt Nippon Individual J IR —
SaV|ngS Account (NISA) SCheme to oﬁer more Safe -35% -30% -25% -20% -15% -10% -5% 0% 5% 10% 15% 20% 25% 30% 35% 40%
investment opportunities.

- Boosting wages and encouraging women to work more Spousal Tax Deduction

- Expand the tax incentive for an increase in salary expense
(from 10 tO 12% Of the Increase) Deductible amount (Unit: thousand yen)

- Raise the income limit for the spousal tax deduction from
1.03 million to 1.5 million. 380

- Others -

- Provide tax exemption when foreign visitors purchase sake
at local breweries. 1,030 1,410

- Review applicability of inheritance tax for foreign residents
to attract highly-skilled foreign workers.

14% Cap ~y,

Annual income



Progress of Structural Reforms and Growth Strategy

Women's labor force participation rate

(%) (CrOSS country comparison )
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Corporate Governance Reform
Ratio of 1st Section Companies with two or more Independent
79.7%

80% Directors
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Toward a “Tourism-oriented developed nation”

(million) Our target (2020) (2030) (trillion yen)
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Source: Japan National Tourism Organization



<Population>
(million people)
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128.08 ——> Projection
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(Source) Ministry of Internal Affairs and Communications, National Institute of Population and Social Security Research
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Expenditure and Revenue

FY2017 Initial Budget

(Unit : trillion yen)

National
Debt Service - Pri
235 rimary
. ~Interest Expenses
24.1% . Payments 73.9 o
, 9.2 o . (General account, based on initial budgets)
9.4% 75.9% (trillion yen)
Redemption ofthe
National Debt - Social Security
144 4 L 325
C147% \ 33.3% 975
c | General Account | 100 - Total Expenditure '
| Total Expenditures | P
Others | 97.5 /
94 |\ .
9.7% / (100.0%) /L\\\
/Nﬁonal . 4 \\\
< De;e?s /”-w—\' Local Allocation 8o |
5 3% /Public Tax Grants, etc.
/ Works 15-§
Education/ 6.0 18.0%
and Science 6.1% |
>9% Tax Revenue
60 57.7
40 | Bond issue volume
34.4
Income Tax T d
cial Deficit- 17.9 gaEn
inancing Bonds 18.4% Stamp
28.3 Revenues
29.0% 57.7
59.2% 20 r
General Account  Corporation “¥-<7
Total Revenues =2
97.5 12.7%
Construction (100.0%)
0
Consumption Tax 1975 80 85 90 95 2000 05 10 15 (FY)
Others 3
10.2 17.6%
10.5%

(Note) Figures may not add up to the totals due to rounding.
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General Government Gross Debt
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(Source) IMF “World Economic Outlook Database"(October 2016).
(Note) FY2017 draft budget data is not reflected.

General Government Fiscal balance
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(Source) OECD “Economic Outlook 100"(November 2016).

(Notel) Figures represent the general government-based data (including the central/local governments
and social security funds), except for Japan and the U.S. where the figures of the social security funds are
excluded. The following figures include social security funds.

(Note2) FY2017 draft budget data is not reflected.

(Note3) Figures for Japan are adjusted to exclude special factors.



Comparison of OECD Countries

General Government Social Security

Expenditures

(as a percentage of GDP: 2011)
0 20

1 Denmark
2 France

3 Finland 30.3

4 Austria 28.0
5 Greece 26.8
6 Italy 26.8
7 Belgium 26.7
8 Sweden 26.6
9 Germany 25.6
10 Slovenia 25.4
11 Japan 25.2
12 Norway 24.4
13 United Kingdom 24.0
14 Portugal 24.0
15 Netherlands 23.9
16 Luxembourg 23.1
17 Spain 23.1
18 Ireland 22.6
19 Hungary 22.1
20 Czech Republic 20.4
21 Poland 20.1
22 Iceland 185
23 Slovak Republic 17.6
24 Estonia 17.4
25 United States 172
26 Turkey 164
27 Israel 15.8
28 Switzerland 145
29 Korea 7.9

(Source) OECD “National Accounts”, “Revenue Statistics”, EU “Government Finance Statistics”, etc.
(Notel) The data in 2011 is used because no comparable data is available in terms of statistical standards after 2012.

Tax and Social Security
Contributions Ratio
(as a percentage of NI: 2014)

0 50 100
5.3
1 Luxembourg 20.4 ]
3 France 68.2
4 Belgium 66.5
5 Italy 63.8
6 Finland 63.8
7 Austria 2. 62.6
8 Hungary 206 1] 61.2
9 Greece 199 ] 57.3
10 Slovenia 224 56.2
11 Sweden _ 56.0
12 Portugal 54.4
13 Czech Republic 52.9
14 Germany 52.5
15 Iceland _l-zl 52.3
16 Netherlands 211 52.3
17 Norway 129 ] 50.1
18 Spain 175 48.9
19 Ireland 48.9
20 New Zealand [h48.1
21 Estonia [ 163 1 (47.9
22 Slovak Republic [ 201 1 46.3
23 United Kingdom [104] 45.9
24 Latvia [1374 1 45.0
25 Poland [ 180 1 449
26 Israel [82 1 44.4
27 Canada [66] 44.1
28 Japan [ 172 1 42
29 Australia 39.1
30 Korea [114 1 36.8
31 Switzerland [887] 35.1
32 United States [831] 32.7
33 Chile [} 23.4
34 Mexico [ 17.5 22

(Note2) Figures represent the general government-based data (including the central/local governments and the social security (Note) Figures of Iceland are as of CY2013.

funds) except for fiscal balance.

(Source) Cabinet Office, OECD “National Accounts”, “Revenue Statistics”,
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Breakdown by JGB and T-Bill Holders (Sep. 2016)

JGB and T-Bill Holders

Foreigners General Government

(ex Public Pensions)

_ 0.2%

Household 10.3%

1.2% \

\\
Say
// N N
;./ Insurance and
' Pension etc.

28.0%

N

Banks etc.
22.4%

Total \1,091 trillion

(=59.3 trillion)

Insurance and
Pension etc.

1.9%

N~

B Government Central Bank Domestic Financial Institutions, etc. ] Foreigners

Note.1: "JGB" includes FILP Bonds. "T-Bill" is the sum of "Treasury Bills (TBs)" and "Financial Bills (FBs)"
with a maturity of 1 year or less and TBs and FBs have been jointly issued since February 2009.

Note.2: "Banks, etc." includes Japan Post Bank, "Securities investment trust " and "Securities Companies".

Note.3: "Insurance and Pension etc." includes Japan Post Insurance, Public Pensions, Pension Funds, etc.

Source: Bank of Japan “Flow of Funds Accounts (Preliminary Figures)”

T-Bill Holders
Forei Total \120 trillion
OT;QZ;:S (=$1.0 trillion)

JGB Holders
Household Foreigners General Government
57% (ex Public Pensions)
1.4% /0. 0

Insurance and
Pension etc.

31.3%

Banks etc.
24.7%

Total \971trillion
(=58.3 trillion)
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JGB yields
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(Source) Japan Bond Trading Co.
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List of Major Countries’ Sovereign Ratings

(Long—term debt denominated in home currency on 24 Feb 2017)

Dollar/Yen Basis Spread

Moody’s S&P Fitch
Aaa/AAA |U.S. Germany U.S.
Germany Canada Germany 0 : : } }
Canada Canada (bp)
-10
Aal/AA+ |U.K. (1) U.S.
Aa2/AA  |France U.K. (1) UK (1) 20
Korea France France
Korea
Aa3/AA- |China(l) China(l) Korea 30 1
Al/A+ Japan |Japan China
Ireland
A2/A Japan -40
Ireland
AS3/A- Ireland(1)
_50 .
Baal/BBB+ Spain Spain
Italy(l)
-60
Baa2/BBB |Italy(l) v ‘r V
Spain -1 year
Baa3/BBB- [taly 70
Bal/BB+ [Portugal Portugal Portugal
Ba2/BB — ) year
Ba3/BB-
B1/B+ -80
B2/B
B3/B- Greece
Caal/CCC+ -90
Caa2/CCC Greece 15/1 15/7 16/1 16/7 17/1
Caa3/CCC- |Greece
Ca/CCC (Source) Bloomberg
SD/RD

“(1)”shows that the outlook is positive.
“( | )”shows that the outlook is negative.
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