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Japan’s economy to see monetary policy normalization, population
decline, social security reform, and decarbonization
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Summary

= The global economic growth rate for 2022-31 is expected to be +3.1% annualized. Early in the
prediction period, the recovery process from the decline due to the spread of COVID-19 is
expected to continue, leading to higher growth. However, the growth rate is expected to slow
gradually as the reactionary phase peaks and the FRB in the U.S. and the ECB in Europe begin
raising interest rates in the first half of the projection period. The global economic growth rate
will converge to the potential growth rate in the second half of the projection period.

= Japan's real GDP growth rate for FY2022-31 is expected to be +1.0% annualized. The first half
of the forecast period is projected to grow by 1.2%, mainly due to the normalization of economic
activity resulting from the infection being brought under control, as well as the accommodative
fiscal and monetary policy. In the second half of the forecast period, the CPI inflation rate will
generally exceed +1.0%, and the growth rate is expected to decline to +0.9% due to the
acceleration of population decline in addition to the Bank of Japan's implementation of interest
rate hikes. The national and local government's primary fiscal balance in FY2025 is expected to
be -3.0% of GDP, and achieving the fiscal consolidation target is extremely severe.

= |n fiscal 2040, medical and nursing care benefit expenditures adjusted for CPI deflation are
expected to increase by 1.3 times and 1.5 times, respectively, compared to FY2020. The
medical and nursing care insurance premium burden ratio for households is expected to
increase by 1.4 times. In order to realize social security system oriented to all generations, it is
necessary to (1) simultaneously tackle economic growth and curtailment of benefits, (2) grasp
the scale of required reforms through future estimates and reflect them in the list of reforms as
appropriate, (3) strengthen the redistribution function of public finances (realization of push-type
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benefits), (4) promote measures to slow the declining birthrate with enhanced effectiveness

through evidence-based policy-making (EBPM), and (5) secure stable financial resources.

= The 6th Strategic Energy Plan set a target of raising the share of power generated by renewable
energy to 36-38% in fiscal 2030. If this is achieved, it is estimated that Japan's GDP will expand
by around 2.5 tril yen. Challenges that arise in the process of expanding the amount of power
generated by renewable energy include rising electricity rates, substantial increases in capital
investment, rising resource prices, and retirement costs.

Forecast Tables (as of Jan 2022)

(FY) 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031
Real GDP (Y/y %) 0.8 1.8 02 -07 -45 2.7 3.6 0.4 0.6 0.7 0.8 1.0 1.0 0.9 0.8 0.7
Private final consumption -0.3 1.0 01 10 -55 2.4 3.6 0.3 0.5 0.7 0.6 0.7 0.8 0.8 0.7 0.6
Private housing investment 43 18 49 26 -78  -0.1 18 36 -28 22 19 20 11  -11 12 14
Private capital investment 0.8 2.8 12 -06 -75 2.4 6.3 27 1.9 0.8 1.2 1.7 14 1.1 0.7 0.7
Government final consumption 0.9 0.3 1.1 2.1 25 1.9 1.0 -07 0.5 07 0.9 0.9 0.9 1.2 1.2 1.3
Public fixed capital formation 0.5 0.6 0.9 1.6 51  -37 25 15 25 2.3 2.1 1.7 1.7 1.7 1.8 19
Export of goods and services 3.4 6.3 20 -22 -105 124 6.6 1.8 15 1.9 2.4 3.8 3.2 28 25 23
Import of goods and services -0.5 3.8 3.0 02 -66 7.4 3.8 16 2.0 2.4 2.7 3.4 3.4 3.1 2.8 25
Index of Industrial Production (Y/y %) 0.8 2.9 02 -37 -95 6.7 5.3 0.6 0.7 0.9 1.0 1.3 1.3 1.2 1.0 0.9
Consumer Price Index (Y/y %) -0.1 0.7 0.7 06 -03 -0.1 1.0 0.8 0.8 0.8 0.8 0.9 1.0 1.1 1.1 1.2
OIN call rate (%) 0.0 00 -0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.1 0.3 05 0.5
Yield on 10-yr JGBs (%) 0.0 0.1 01 -0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.3 0.5 0.8 1.1
Y/$ 108.3 1108 1109 1087 1060 1116 1103 1105 111.0 1104 1102 109.3 107.3 1046 1016 98.9
Y/EUR 1188 129.7 1284 1208 1237 1301 1260 124.8 1247 1242 1235 1228 1218 1201 1176 114.9
No. employed (Y/y %) 1.0 14 1.7 08 -1.0 0.1 0.1 01 -01 01 -03 03 -03 -03 -04 -07
Unemployment rate (%) 3.0 27 24 23 2.9 2.8 27 2.6 27 27 2.8 2.8 2.8 27 27 27
Household savings rate (%) 1.3 0.8 1.4 37 1341 9.5 4.9 4.6 4.2 3.8 37 33 3.4 35 3.6 3.9
Central & local government
Fiscal balance (% of nominal GDP) -43 35  -31 -37 -103 -87 -85 -38 -39 -39 -39 -38 -38 -39 -41 -43
Primary balance (% of nominal GDP) 29 22 19 26 92 -77 -75 28 29 -30 -30 -30 -29 -30 -32 -34
Debt (% of nominal GDP) 1857 186.1 189.4 191.0 2099 2138 2139 2156 2171 2182 2191 2191 2189 2188 2188 219.0
Assumptions
World economic grow th (PPP; Yy %; CY) 3.3 3.8 36 28  -3.1 5.8 45 35 3.2 3.0 2.7 3.0 2.9 2.8 27 25
US (Yly %; CY) 1.7 23 29 23  -34 55 3.6 26 1.8 1.7 14 2.0 1.8 1.7 1.7 1.6
Euro zone (Y/y %; CY) 1.8 2.8 1.8 16 -65 5.1 41 23 16 1.2 0.8 1.1 13 1.1 1.1 1.0
China (Y/y %; CY) 6.8 6.9 6.7 6.0 22 8.1 5.4 5.0 4.9 4.8 47 5.0 4.6 4.4 4.2 4.1
Oil price (WTI; $/bbl) 479 537 628 549 423 715 688 715 742 756 772 815 848 871 888 90.0
Population (Y/y %) -0.1 00 -02 -02 -03 -04 -04 -04 -05 -05 -05 -05 -06 -06 -06 -06
Source: Compiled by DIR.
Notes: 1) Through FY20: actual.
2) Fiscal balance: excl. the expenditures and the fiscal resources for the recovery and reconstruction measures.
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