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Japan Equity Market
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Japanese Equity Ownership — by ownership type
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ROE of Japanese companies at TSE Prime section is about 1/3 of that of US S&P
500 companies in 2022

ROE Comparison - 2022
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Average PBR of TSE Prime companies is less than 1/3 of US S&P 500 companies

PBR Comparison, Jan. 2023
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Source : Tokyo Stock Exchange PBR. https://www.jpx.co.jp/markets/statistics-equities/misc/04.html,  S&0 500 PBR as of Feb 3, 2023 https://www.multpl.com/s-p-500-
price-to-book
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Sovereignh Debt as % of GDP
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Sovereign Credit Rating 2002 vs Now — S&P
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Whoaml?

More than 25 years of experiences of
financial regulation and oversight at
Ministry of Finance and FSA

International experiences;
IMF, OECD, FSB, BCBS, 10SCO, IFIAR

Expertise; risk management,
compliance, AML/CFT, audit,
governance, DX, crypto

* Senior AdvisoereIoitte
Tohmatsu LLC,

* Visiting Professor, National
Hitotsubashi Business School



Major issues in Banking and
Capital Market Regulation

= Basel I

2 Sustainability

> Crypto-asset

3 Harvard Law School Japan-US Financial Symposium © 2024. For information, contact Deloitte Tohmatsu Group.



Basel 11

Finalization of Basel Il (2023.1)

Implementation on schedule?

ECanada, Australia

More attention to risks of financial system under the current economic and
political environments: both financial and non-financial

EUS’ EU
EUK

Japan, Singapore

Enhanced monitoring of G-SIBs on group and global basis

Monitoring of increasing NBFls: hedge fund, private funds (equities, debts)

Emerging risks by DX: operational resilience, cybersecurity, interlinkages with
crypto-asset markets, use of Al

4 Harvard Law School Japan-US Financial Symposium © 2024. For information, contact Deloitte Tohmatsu Group.




Sustainability as a national strategy

1. Net Zero for Environment

GX

as a national
e Strategy

2. stable supply of carbon
®—neutral energy and
national security

3. Investments and economic growth:
GX with DX and Al

5 Harvard Law School Japan-US Financial Symposium © 2024. For information, contact Deloitte Tohmatsu Group.



Sustainable finance

Disclosures on E: Standards by ISSB and SSBJ,

and assurance framework
1. Forcorporate _ ,
Further work on disclosure on S (human capital)

. y Transition finance to support corporates
2. For financial

sector Carbon credit markets

Risk management by financial firms

3 F market Data collection
or

infrastructure ESG washing: Code of Conduct for ESG evaluation
and data providers (2022.12)

6 Harvard Law School Japan-US Financial Symposium © 2024. For information, contact Deloitte Tohmatsu Group.



Crypto-asset

@ Regulatory developments and gaps on Crypto-assets

Payment Law (2017), Financial Instrument and Exchange Law (2018),
and further review

MIiCA (2023)

any regulation?

@ Increased interlinkages between crypto-asset markets and conventional

financial markets, and potential risk contagion: the US SEC’s approval of BTC ETF
(2024.1)
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Takeaways

* The US will have no landing.

— The US economy has an upside risk in that the real economy (GDP,
unemployment) will surge again, and the inflation rate may rise
again when the incoming Trump administration implements what
he promised to do—high tariffs, tax cuts, and deportation of
undocumented immigrants.

* The Japanese economy is now on track to have a soft-
landing from below.

— A new equilibrium of (i, ¢, Aw) = (2, 2, 3). If any, the risk is on
the downside. The unstable minority government and uncertain
geopolitical environment would not stimulate consumption or
investment. The need for fiscal consolidation and monetary policy

normalization means no strong stimulus from fiscal or monetary
policies.
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Figure 1. Monetary policy normalization

2% inflation targeting QQE, NIRP, YCC, and overshooting commitment
CPI Inflation Rate adjusted for Consumption tax

——CPI (headline)
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—— CPI (less fresh food and energy)

A A

1 ) / y
O

0 L l"..&
A -\ .
LAV \.J/ ','A“F
/, 4 ]
-1
-.t‘
-2
e e T T e T T e T i O e O S R N T O T S Y S B L B S B S I L R
o B o T o T o B o O o B o b oW LW M~ M~ 00 oS g O O =M
o T v IO, e T ey SO ey . e e Yy S, R vy Y v e SOy O vy R o N ey Oy Y e IO [ Y’ O I Y A N’ O’ O |
o o o O o o O O O o o o o o0 o o0 o o o0 o o o o oo oo o o o
[ I e B Y I e Y o Y ot AN e Y o Y o A ot T N o A e A I o Y ot (N o IO Y o A ot Y o Y o N o o o Y o (N o I o N o A ¥
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Monetary policy normalization
Opportunistic overshooting

* U™ =AW
) 4
0% = 0% =»0% (1998~2012)
0~ 1% =0% =0% (2013 ~ 2021)
3%0=1%=39% (2022 ~ 2023)energy price increase
2% =2 % = 3%, (2024 ~ continue?)
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0-0-0 equilibrium

AProduction cost = 0

Imported
n=0
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2022. Energy and yen depreciation shock
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AProduction cost >0 ne=0
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n>0
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2022. Inflation rate rose rapidly
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2023. High inflation rate & high wage hike (Shuto)
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2023. 2-2-2 equilibrium
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2-2-3 equilibrium with productivity growth
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AProductlon cost =~ ~ 2%
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Cost cut by productivity increase=-1%
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Monetary policy normalization
Challenges: will Tt and mt® converge to 2%?

JCER ESP Survey and actual CORE inflation rate
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BANK OF JAPAN

How Likely is Soft-Landing?
- Japan’s case -

Seiichi SHIMIZU
Bank of Japan
November 2024
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Soft-Landing/Smooth Taking-off

CPI Inflation

y/y % chg.
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Inflation Expectations

y/y, ann. avg., %

Economists (7 to 11 years ahead)

——————— Households (over the next 5 years)

———Firms (5 years ahead)

2. In the right chart, “Economists” shows the forecasts of forecasters surveyed for the ESP Forecast. Figures for households are from the Opinion Survey on the General Public’s Views and
Behavior, estimated using the modified Carlson-Parkin method for a 5-choice question. Figures for firms show the inflation outlook of enterprises for general prices (all industries and
enterprises, average) in the Tankan.

Sources: Ministry of Internal Affairs and Communications; Bank of Japan; JCER, "ESP Forecast."
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Consumer Prices

CPI Inflation GDP Deflator
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Sources: Ministry of Internal Affairs and Communications; Cabinet Office.



Outlook on Japan’s Economy

Participants only

Medians of the Policy Board Members’ forecasts (Outlook for Economic Activity and Prices October 2024)

y/y, % chg.

Fiscal 2024 Fiscal 2025 Fiscal 2026

Real GDP 06 (—) 1.1 (+0.1) 1.0 ( — )

CPI (all items less fresh food) 25 (— ) 1.9 (-0.2) 1.9 ( — )
CPI ( all items less fresh

food and energy) 2.0 (+0.1) 19 (— ) 21 (—)

Note: Figures in parentheses indicate changes from the July Outlook Report.



s.a., tril. yen
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Corporate Sector

Corporate Profits

Participants only

Business Fixed Investment

y/y, % chg.
Planned investment in the

Sep 2024 survey
:+10.3%

\

/f\/\\/\o

== Private nonresidential investment (SNA, nominal)

Tankan (actual)

09 11 13 15 17 19 21 23

Notes: 1. In the left chart, the figures are current profits excluding "finance and insurance”. Figures from 2009/Q2 onward exclude pure holding companies.
2. In the right chart, the Tankan figures include software and R&D investments and exclude land purchasing expenses. R&D investment is not included before the March 2017 survey. The figures

are for all industries including financial institutions.
Sources: Bank of Japan; Ministry of Finance; Cabinet Office.
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-50 -

-40 -

-30 -

-20

-10 -

Participants only

Labor Shortage

Employment Conditions DI

insufficient"), % points

= A|l industries

—— Manufacturing
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Labor shortage
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Note: Based on the Tankan. All enterprises. There is a discontinuity in the data for December 2003 due to a change in the survey framework.
Source: Bank of Japan



Household Sector

Developments in Wage Revisions

% ch
y/y % chg.
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Private Consumption

s.a., CY 2019=100

105 A
95 -
85 -
==Total real private consumption
75 A
Kj —— Of which, services (travel, dining-out, etc.)
65 T T T T T
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Notes: 1. In the left chart, figures from 1980 to 2014 are those published by the Central Labour Relations Commission, while those from 2015 to 2024 are figures released by the Japanese Trade Union
Confederation (Rengo). Figures for base pay increase and regular wage increase are aggregated values of the wage negotiation results of labor unions for which the base pay increase is clear. .
2. In the right chart, figures for the Consumption Activity Index (CAl) are based on staff calculations. The CAl figures are travel balance adjusted; i.e., they exclude inbound tourism consumption

and include outbound tourism consumption.

Sources: Japanese Trade Union Confederation (Rengo); Central Labour Relations Commission; Bank of Japan.
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BOJ Monetary Policy Development

v" Discontinue “QQE with YCC”
* End negative interest policy and YCC. Set policy interest rate (short-
term interest rate) at around 0- 0.1%
 End ETF and J-REIT purchases, reduce CP and corporate bonds
purchases gradually to zero within about one year

v Change policy interest rate and release plan for JGB purchase reduction
* Raise policy interest rate at around 0.25%
* Reduce JGB purchase in a predictable manner, while allowing

enough flexibility (to support stability in the JGBs markets)
-- reduce the planned amount of its monthly outright purchases of JGBs by about 400
billion yen each calendar quarter.

v Future Conduct of Monetary Policy

If the outlook presented in the October Outlook Report will be realized, the
Bank will accordingly continue to raise the policy interest rate and adjust
the degree of monetary accommodation. On this basis, the Bank needs to
pay due attention to the future course of overseas economies, particularly
the U.S. economy, and developments in financial and capital markets.
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Natural Rate of Interest in Japan

Estimated r* in Japan by Several Methods
4 %
3 A "\ Holston, Laubach, Williams (2023) - Nakajima et al.(2023)
\\‘ Imakubo, Kojima, Nakajima (2015)
24 O

Okazaki, Sudo (2018)
Del Negro et al.(2017)

Goy, lwasaki(2024)

-2

Cy 92 93 94 95 96 97 98 99 00 01 02 03 04 05 06 07 08 09 10 11 12 13 14 15 16 17 18 19 20 21 22 23

T T T T T
estimated by Hatayama and Iwasaki (2024).

Note: Del Negro et al. (2017), HLW (2023), Imakubo, Kojima, and Nakajima (2015), Nakajima et al. (2023), and Okazaki and Sudo (2018) were estimated by the authors; Goy and Iwasaki (2024) was
Forecast;” Google Mobility Index.

Sources: Bank of Japan; Ministry of Finance; Ministry of Health, Labour and Welfare; Ministry of Internal Affairs and Communications; Cabinet Office; Bloomberg; Consensus Economics “Consensus
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