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	BASIC STATISTICS OF JAPAN, 2015

	(Numbers in parentheses refer to the OECD average)*

	LAND, PEOPLE AND ELECTORAL CYCLE

	Population (million)
	127.0
	 
	Population density per km2
	340.3
	(37.0)

	 Under 15 (%)
	12.5
	(18.0)
	Life expectancy (years, 2014)
	83.7
	(80.6)

	 Over 65 (%)
	26.8
	(16.3)
	 Men 
	80.5
	(77.9)

	 Foreign (%, 2014)
	1.7
	
	 Women
	86.8
	(83.3)

	Latest 5-year average growth (%)
	-0.2
	(0.6)
	Latest general election
	December 2014

	ECONOMY

	Gross domestic product (GDP)
	
	
	Value added shares (%)
	
	

	 In current prices (billion USD)
	4 125
	
	 Primary sector
	1.2
	(2.5)

	 In current prices (billion YEN)
	5 305
	
	 Industry including construction
	26.8
	(26.9)

	 Latest 5-year average real growth (%)
	1.0
	(1.9)
	 Services
	72.0
	(70.6)

	Per capita (000 USD PPP)
	38.4
	(40.8)
	
	
	

	GENERAL GOVERNMENT
Per cent of GDP

	Expenditure
	38.9
	(40.5)
	Gross financial debt
	215.9
	(114.0)

	Revenue
	35.4
	(37.9)
	Net financial debt
	118.4
	(72.7)

	EXTERNAL ACCOUNTS

	Exchange rate (YEN per USD)
	121
	
	Main exports (% of total merchandise exports)
	
	

	PPP exchange rate (USA = 1)
	103
	
	 Machinery and transport equipment
	58.7
	

	In per cent of GDP
	
	
	 Manufactured goods
	12.4
	

	 Exports of goods and services
	17.6
	(54.8)
	 Chemicals and related products, not elsewhere specified 
	10.1
	

	 Imports of goods and services
	18.0
	(50.2)
	Main imports (% of total merchandise imports)
	
	

	 Current account balance
	3.1
	(0.2)
	 Machinery and transport equipment
	28.2
	

	 Net international investment position (2014)
	66.2
	
	 Mineral fuels, lubricants and related materials
	20.5
	

	
	
	
	 Miscellaneous manufactured articles
	14.4
	

	LABOUR MARKET, SKILLS AND INNOVATION

	Employment rate for 15-64 year-olds (%)
	73.4
	(66.2)
	Unemployment rate, Labour Force Survey (age 15 and over) (%)
	3.4
	(6.8)

	 Men
	81.9
	(74.1)
	 Youth (age 15-24, %)
	5.6
	(13.9)

	 Women
	64.7
	(58.5)
	 Long-term unemployed (1 year and over, %)
	1.2
	(2.2)

	Participation rate for 15-64 year-olds (%)
	75.9
	(71.3)
	Tertiary educational attainment 25-64 year-olds (%)
	49.5
	(35.0)

	Average hours worked per year
	1 719
	(1 766)
	Gross domestic expenditure on R&D (% of GDP)
	3.3
	(2.4)

	ENVIRONMENT

	Total primary energy supply per capita (toe)
	3.4
	(4.1)
	CO2 emissions from fuel combustion per capita (tonnes, 2014)
	9.4
	(9.4)

	 Renewables (%)
	5.3
	(9.6)
	Water abstractions per capita (1 000 m3, 2011)
	0.6
	

	Exposure to air pollution (more than 10 μg/m3 of PM2.5, % of population, 2013)
	91.5
	(72.3)
	Municipal waste per capita (tonnes, 2013)
	0.4
	(0.5)

	SOCIETY

	Income inequality (Gini coefficient, 2012)
	0.330
	(0.309)
	Education outcomes (PISA score, 2015)
	
	

	Relative poverty rate (%, 2012)
	16.1
	(11.1)
	 Reading 
	516
	(493)

	Median disposable household income (000 USD PPP, 2012)
	 22.0
	(21.0)
	 Mathematics
	532
	(490)

	Public and private spending (% of GDP)
	
	
	 Science
	538
	(493)

	 Health care
	10.5
	(9.0)
	Share of women in parliament (%)
	9.5
	(28.6)

	 Pensions (2013)
	12.3
	(9.1)
	Net official development assistance (% of GNI)
	0.21
	(0.37)

	 Education (primary, secondary, post sec. non tertiary, 2013)
	2.9
	(3.7)
	
	
	

	Better life index: www.oecdbetterlifeindex.org

	* Where the OECD aggregate is not provided in the source database, a simple OECD average of latest available data is calculated where data exist for at least 29 member countries.

	Source: Calculations based on data extracted from the databases of the following organisations: OECD, International Energy Agency, World Bank, International Monetary Fund and Inter-Parliamentary Union.




Executive summary
	Growth has picked up 

	The dispersion in labour productivity between firms limits inclusive growth

	Government debt continues to rise as a share of GDP



Growth has picked up
[image: graphic]
Over the past four years, output per capita grew almost as much in Japan as in the OECD area. Faster growth has been supported by job creation and a pick-up in wages in the context of increasing labour shortages and record high corporate profits. Fiscal packages are also supporting growth in 2016-17. However, domestic business investment has been held back by weak growth prospects as the population declines. Underlying inflation is still close to zero. While growth has picked up, more needs to be done for Japan to overcome two key challenges – a record high government debt ratio and an accelerating decline in its working-age population. To sustain per capita output growth and put the debt ratio on a downward trend, it is essential to successfully implement all three arrows of Abenomics.
The dispersion in labour productivity between firms limits inclusive growth
[image: graphic]
Although key structural reforms have been launched as part of the third arrow of Abenomics, labour productivity remains around a quarter below the top half of OECD countries. Obstacles to entry and exit of firms limit the number of innovative new firms and trap labour and capital in low-productivity activities. The productivity gap between the service sector and manufacturing and between leading and lagging firms has widened, contributing to wage and income inequality. Labour market dualism is becoming even more entrenched, with non-regular workers now accounting for 38% of employment, driving up the relative poverty rate. Dualism, which especially affects women, drives up inequality and holds back productivity growth, as non-regular workers are paid low wages and receive little training.
Government debt continues to rise as a share of GDP
[image: graphic]
The 2014 consumption tax hike and spending restraint lowered the primary deficit in 2014-15. Nevertheless, the government debt ratio is on an upward track and government projections show that a primary deficit may persist through FY 2024. A rise in government bond yields, which are currently near zero, poses a risk to fiscal sustainability. Rapid population ageing is putting upward pressure on spending, increasing the already large transfers to the elderly population that raise concerns about inter-generational fairness. Healthcare spending is now the eighth highest in the OECD area, due in part to the burden of long-term care. Tax revenue is below the OECD average, reflecting a very low value-added tax rate and relatively little revenue from Japan’s personal income tax.
	MAIN FINDINGS
	KEY RECOMMENDATIONS

	Supporting output growth

	Wage growth remains muted despite the tightest labour market conditions in 25 years. The minimum wage relative to the median wage is one of the lowest in the OECD. 
	Raise the minimum wage toward half of the median wage and reduce the amount of unpaid overtime by firms. 

	Headline consumer price inflation fell close to zero in 2016 and lowered inflation expectations, with a negative impact on wage prospects. 
	Monetary easing should be maintained as planned until inflation is durably above the 2% target, while taking account of costs and risks.

	Boosting employment and productivity to promote inclusive growth

	Despite the rising female labour participation rate, the employment rate of women is 17 percentage points below that of men, reflecting shortages of childcare, long working hours and a large gender wage gap.
	Remove obstacles to female employment by increasing the capacity of childcare and improving work-life balance through a binding ceiling on overtime work.

	The dispersion in productivity and labour income between firms is relatively large in Japan and has been widening. Firm entry and exit rates in Japan are well below other advanced economies and the number of entrepreneurs is low. 
	Increase the productivity of SMEs by strengthening R&D links between firms and universities. 
Facilitate the exit of non-viable firms by reducing the use of personal guarantees. 
Promote second chances for failed entrepreneurs by making the personal bankruptcy system less stringent.

	Start-up firms in Japan tend to remain small rather than expanding and achieving economies of scale. 
	Implement the planned reform of the Credit Guarantee System to strengthen market forces and keep public guarantees of SME loans on a downward trend.

	The large wage gap between regular and non-regular workers is a primary cause of wage dispersion, relative poverty, and the large gender wage gap. Limited training of non-regular workers slows productivity growth. 
	Break down dualism by relaxing employment protection for regular workers and expanding social insurance coverage and training for non-regular workers. 

	Achieving fiscal sustainability

	Japan’s gross government debt continues to rise into uncharted territory, reaching 219% of GDP in 2016, the highest in the OECD, raising the risk of a loss of confidence.
	Commit to a more detailed medium-term fiscal consolidation path with specific spending cuts and tax increases to strengthen confidence in Japan’s fiscal sustainability.

	The tax burden is below the OECD average and has not kept pace with spending. The tax and transfer system has a relatively low impact on income inequality and relative poverty in the working-age population.
	Gradually raise the consumption tax rate.
Enhance equity by introducing an earned income tax credit. 

	Pension benefits have increased due to the failure to apply macroeconomic indexation. The share of the population contributing to the basic pension system has fallen, particularly among young adults. 
	Fully apply macroeconomic indexation as soon as possible.
Raise the pension eligibility age above 65.

	Hospital stays in Japan are almost four times longer than the OECD average and Japan’s per capita outlays on pharmaceuticals are relatively high. 
	Take long-term care out of hospitals, reduce long-term care insurance coverage for those with less severe needs and increase the use of generic drugs.

	Promoting green growth

	Japan aims to cut greenhouse gas emissions by 26% from its 2013 level.
	Rely on environmentally-related taxes and promote energy efficiency and the use of low-carbon energy sources to further cut greenhouse gas emissions. 





Assessment and recommendations1



	Recent macroeconomic developments and short-term prospects


	Removing barriers to labour participation in the context of population ageing


	Increasing productivity to promote inclusive growth


	Putting the government debt ratio on a downward trend





In 2013, Japan launched Abenomics with three arrows – a bold monetary policy, flexible fiscal policy and a growth strategy – to overcome two decades of sluggish growth. Abenomics had an immediate positive effect (Table 1). Real output growth nearly doubled to an annual pace of 1.1% during the past four years, despite growing demographic headwinds, thanks in part to structural reforms (Table 2). On a per capita basis, real output growth nearly matched the OECD average. After declining over 1997-2012, nominal output has risen at a 2.1% annual pace during the past four years, boosted by positive inflation. Core CPI inflation has been above zero since 2014, the longest spell of positive inflation since 1995-98. This contributed to a decline in the government’s primary deficit from 7.5% of GDP in 2012 to 3.1% in 2015.


	
Table 1. Abenomics has resulted in faster output growth and higher inflation


	Annual average percentage change



	Nominal output growth

	Inflation (GDP deflator)

	Real output growth

	Real output growth per capita

	Real output growth per working-age population1

	US real output growth per capita

	OECD real output growth per capita





	 1997-2012

	-0.5

	-1.1

	0.6

	0.5

	1.2

	1.3

	1.3




	 2012-16

	2.1

	0.9

	1.1

	1.2

	2.3

	1.3

	1.3




	 Objective2

	3.0

	1.0

	2.0

	..

	..

	..

	..




	1. The 15-64 age group.


	2. Based on a January 2013 agreement between the government and the Bank of Japan.


	Source: OECD (2017c), OECD Economic Outlook: Statistics and Projections (database). 






	
Table 2. Ten key reforms in the Japan Revitalization Strategy



	Reform

	Objective

	Actions taken





	1. Enhance corporate governance: aiming for sustainable growth in corporate value.

	Sustained growth in corporate value through enhanced corporate governance as well as improved management and strengthened fundamentals to support listed companies and financial institutions. 

	The JPX-Nikkei Index 400 and a Stewardship Code were launched in early 2014. The Code has been accepted by more than 200 institutional investors. A Corporate Governance Code, requiring listed firms to have at least two independent directors on a “comply or explain" basis, is applied to more than 2 000 listed firms. 




	2. Reforms for management of public and quasi-public funds.

	Steadily implementation of reforms for management of public and quasi-public funds, based on the recommendations presented by the expert panel.

	The Government Pension Investment Fund (GPIF) decided in 2014 to increase the share of equities in its portfolio. Reform of its governance structure was legislated in 2016.




	3. Promotion of venture business: creating an entrepreneur-friendly environment.

	A ’"venture ecosystem" (a virtuous cycle of venture funding and firm creation), leading to globally competitive firms.

	The tax system for business angels was made more user-friendly and measures to promote crowd-funding were launched in 2014. 




	4. Corporate tax reform: improving the business environment for all companies.

	Strengthen Japan’s competitiveness as a global business location by cutting the corporate tax rate to a globally competitive level.

	The FY 2016 tax reform reduced the combined corporate income tax rate from 32.11% in FY 2015 to 29.97% in FY 2016, with a further cut to 29.74% in FY 2018. 




	5. Stimulate innovation through science and technology and a “Robot Revolution”: Japan as a technology frontier.

	Promote scientific and technological innovation and develop infrastructure that links innovative technology with new business.

	The budget for science and technology, which had been managed by a number of ministries, was centralised in the Council for Science, Technology and Innovation to promote effective R&D.




	6. Enhancing women’s participation and advancement. 

	Provide a working environment conducive to women with/caring for children and improve the business environment to enhance women’s career advancement at workplaces.

	Childcare places for 0.5 million children are being added over FY 2013-17 to eliminate waiting lists, together with after-school care places for 0.3 million school-age children. These measures have contributed to a 4.0 percentage point rise in the female employment rate since late 2012.




	7. Enable flexible working practices: improving the talent pool.

	Develop more creative working practices where performance is evaluated more highly than hours worked. Promote model cases of “diversified regular employment” focusing on job duties. Develop a transparent and globally-recognised labour dispute resolution system.

	Subsidies aimed at maintaining jobs are being shifted to promoting labour mobility. Measures against overwork were reinforced. 




	8. Attract talent from overseas: a society where foreign workers play an active role.

	Create an environment where skilled professionals from overseas can play an active role. Conduct a thorough review of the Technical Intern Training Program (TITP) for foreign workers in Japan.

	The government will introduce the “Japanese Green Card for Highly Skilled Foreign Professionals” that substantially reduces the period of stay required before they can apply for permanent residence from the current five years. Foreign trainees will be eligible to extend their training period from three to five years.




	9. Aggressive agricultural policy. 

	Aim to double the income of farmers and farming communities by making agriculture a growth industry. Draw on corporate experience while accelerating private-sector participation in agriculture.

	Production quotas for table rice are being phased out over a five-year period by FY 2018 to enable farmers to produce rice in response to demand without relying on government quotas. Requirements for the ownership of farmland by Agricultural Production Corporations were relaxed and agricultural co-operatives reformed.




	10. Healthcare industry and high quality services: a stronger healthcare industry and improved services.

	Secure a sustainable social security system and revitalise the healthcare industry by establishing a structure to provide efficient and high-quality services as well as streamlining insurance benefits coverage.

	A new scheme was introduced to accelerate the inclusion of new treatments in public health insurance. A new institution to manage R&D in healthcare was created. 




	Source: Government of Japan.





Despite the acceleration in growth, Japan’s challenges remain large. Its per capita income, which matched the top half of OECD countries in the early 1990s, is 19% below, reflecting falling labour inputs and low labour productivity (Figure 1). Rising government spending, driven by population ageing and frequent fiscal stimulus packages, boosted gross general government debt from 68% of GDP in 1992 to 219% in 2016 (Panel B), the highest ever recorded in the OECD. Net government debt is also far above the OECD average (Panel C). Even if the government’s target of a primary surplus in FY 2020 were achieved, the gross government debt ratio would surpass 600% of GDP by 2060 in the absence of further fiscal consolidation (Fiscal System Council, 2015). Finally, core CPI inflation has fallen close to zero (Panel D).

The key message of this Survey is that successful implementation of all three arrows of Abenomics is necessary to promote inclusive growth and put the debt ratio on a downward trend:


	Bold structural reforms to boost productivity and make growth more inclusive.


	Measures to limit government spending combined with a steady increase in revenue.


	Expansionary monetary policy until the 2% inflation target is sustainably achieved.




The government launched a plan in 2016 to promote the dynamic engagement of all citizens, based on a “virtuous cycle of growth and distribution”. This requires broadening Japan’s productive base to generate strong and sustainable productivity gains, leading to inclusive growth that distributes the dividends of increased prosperity fairly across society. Indeed, there is synergy between policies to boost productivity and promote inclusive growth.



Figure 1. Japan has faced low growth, rising government debt and deflation

[image: graphic]1. Per capita GDP is calculated using 2010 prices and PPP exchange rates. Labour productivity equals GDP per hour of labour input. Labour inputs equal total number of hours worked per capita.

2. OECD estimate for 2016.

3. OECD measure of core, which excludes food and energy. Excludes the impact of the consumption tax hikes in 1997 and 2014.

Source: OECD (2017c), OECD Economic Outlook: Statistics and Projections (database).

StatLink  http://dx.doi.org/10.1787/888933468631



Such policies would improve well-being in Japan, which is strong in many respects (Figure 2). The probability of becoming unemployed is the lowest in the OECD and net household financial wealth is among the highest. The literacy and numeracy skills of Japanese adults are the highest in the OECD, as is personal safety. However, only 35% of Japanese adults perceive their health as good compared to the OECD average of 69%, even though life expectancy in Japan is among the longest in the world. Japan also scores poorly on housing conditions and work-life balance: 22% of those employed work more than 49 hours per week. Japan ranks well below the OECD average in subjective well-being. Well‐being would also be enhanced by improving environmental quality, which is currently close to the OECD average (Box 3).



Figure 2. How’s life in Japan? A mixed picture1


[image: graphic]1. Each well-being dimension is measured by one to four indicators from the OECD Better Life Index set. Normalised indicators are averaged with equal weights. Indicators are normalised to range between 10 (best) and 0 (worst) according to the following formula: (indicator value - minimum value) / (maximum value - minimum value) × 10.

Source: OECD (2016), OECD Better Life Index, www.oecdbetterlifeindex.org.

StatLink  http://dx.doi.org/10.1787/888933468844



Recent macroeconomic developments and short-term prospects

Growth remained above potential in 2016, at 1.0%, with consumer spending supported by real wage growth (Figure 3). However, wage growth remains surprisingly muted despite the tightest labour market conditions in 25 years. With low labour mobility in the context of lifetime employment, wages tend to react slowly to the tightening of the labour market. In addition, wage bargaining has long reflected past inflation rather than inflation expectations. While wage growth was sluggish, consumer purchasing power was boosted by the fall of headline inflation into negative territory, due in part to declining oil prices (Figure 4). Even excluding energy and food, inflation is now close to zero. Household income was also boosted in 2016 by a 1.0% rise in total employment, the largest since 1997, primarily due to a marked rise in the number of non-regular employees since spring 2016 (Figure 3, Panel B), in the context of growing labour shortages (Panel C). Emerging capacity shortages are also supporting business investment, along with record high profit levels (Panel D), large cash hoardings, the cut in the corporate income tax rate and the rebound in exports in the second half of 2016 (Panel E). Stronger export growth was led by shipments to Asian countries, including China, and to the United States (Panel F).



Figure 3. Key macroeconomic indicators

[image: graphic]1. Seasonally-adjusted data based on establishments with 30 or more workers.

2. Deflated by the consumer price index, excluding imputed rent.

3. The diffusion indices show the number of firms responding they had an excess number of workers minus those reporting a shortage and the number responding that they had excess capacity minus those with a capacity shortage. A negative number thus indicates an overall shortage of labour and capacity. Numbers for the first quarter in 2017 are companies’ projections made in December 2016.

4. Profits of non-financial firms, seasonally-adjusted.

5. National accounts basis.

6. Trade-weighted vis-à-vis 53 trading partners, calculated using consumer prices. A fall indicates yen appreciation.

7. Includes China, Thailand, Indonesia, Malaysia, the Philippines and the NIEs.

Source: Ministry of Health, Labor and Welfare; Bank of Japan; Ministry of Finance; OECD (2017c), OECD Economic Outlook: Statistics and Projections (database).

StatLink  http://dx.doi.org/10.1787/888933469095



In the first half of 2016, the economy was supported by the FY 2015 supplementary budget and the first supplementary budget for FY 2016, which totalled 0.8% of GDP. In October, the Diet approved a 7.5 trillion yen package (1.5% of GDP) for FY 2016-17. With three supplementary budgets in 2016, a third supplementary budget for FY 2016 in early 2017 and the decision to delay the consumption tax hike that had been planned for 2017, the stance of fiscal policy in 2016-17 is projected to be slightly expansionary even though slack is shrinking and the primary deficit remains large.

Projection and risks

Economic growth is projected to pick up to 1.2% in 2017 before slowing to 0.8% in 2018, with headline inflation rising to 1.1% in 2018 (Table 3). A fall in the saving rate to its pre-2013 level is projected to sustain private consumption, despite an easing in real wage gains in 2017-18 as the rise in inflation outstrips wage growth. The rebound in export growth is expected to continue with some pick-up in international trade and the decline in the yen since last October (Figure 5). In turn, this will support investment in the business sector, supported by the high levels of profitability and cash holdings. As fiscal stimulus fades, the downward trend in public investment will resume, although it will be partly offset by construction related to the 2020 Olympics.



Figure 4. Consumer price inflation has fallen since 2014

Excluding tax hike1


[image: graphic]1. In April 2014, the consumption tax was raised from 5% to 8%. The tax hike added 2 percentage points to inflation in FY 2014 according to estimates by the Bank of Japan and the Cabinet Office.

2. OECD measure, which excludes food and energy.

Source: OECD (2017c), OECD Economic Outlook: Statistics and Projections (database); Bank of Japan.

StatLink  http://dx.doi.org/10.1787/888933469102




	
Table 3. Macroeconomic indicators and projections1




	2013

	2014

	2015

	2016

	2017

	2018





	Demand and output (volumes)




	GDP

	2.0

	0.3

	1.2

	1.0

	1.2

	0.8




	Consumption




	 Private

	2.4

	-0.9

	-0.4

	0.4

	0.7

	0.7




	 Government

	1.5

	0.5

	1.6

	1.5

	0.3

	-0.2




	Gross fixed investment

	4.9

	2.9

	0.1

	1.0

	2.6

	0.5




	 Public2

	6.7

	0.7

	-2.2

	-3.0

	0.2

	-6.1




	 Residential

	8.0

	-4.3

	-1.6

	5.6

	2.4

	1.2




	 Business 

	3.7

	5.2

	1.2

	1.4

	3.4

	2.4




	Final domestic demand

	2.8

	0.3

	0.1

	0.8

	1.0

	0.5




	Stockbuilding3

	-0.4

	0.1

	0.6

	-0.3

	-0.2

	0.0




	Total domestic demand

	2.4

	0.4

	0.7

	0.5

	0.8

	0.5




	Exports of goods and services

	0.8

	9.3

	3.0

	1.2

	4.2

	2.9




	Imports of goods and services

	3.3

	8.3

	0.1

	-1.7

	2.0

	1.4




	Net exports3

	-0.4

	0.0

	0.5

	0.5

	0.4

	0.3




	Inflation and capacity utilisation




	World trade growth

	3.4

	3.9

	2.6

	1.9

	2.9

	3.2




	Oil prices (spot Brent price in $)

	105.8

	97.6

	53.8

	44.1

	55.0

	55.0




	GDP deflator

	-0.3

	1.7

	2.0

	0.3

	0.3

	0.9




	Nominal GDP

	1.7

	2.1

	3.3

	1.3

	1.5

	1.7




	CPI

	0.4

	2.7

	0.8

	-0.1

	0.9

	1.1




	CPI4

	0.4

	1.2

	0.3

	-0.1

	0.9

	1.1




	Core CPI4

	-0.1

	0.6

	0.6

	0.4

	0.6

	1.1




	Unemployment rate

	4.0

	3.6

	3.4

	3.1

	3.0

	2.9




	Memorandum items 




	General government financial balance5 

	-7.6

	-5.4

	-3.5

	-4.8

	-5.3

	-4.6




	General government primary balance5

	-7.0

	-4.9

	-3.1

	-4.5

	-5.0

	-4.3




	Gross government debt 5

	211.6

	215.9

	215.8

	219.1

	222.6

	225.0




	Net government debt 5, 6

	117.4

	119.0

	118.4

	121.6

	125.1

	127.5




	Household saving ratio (%)

	0.3

	-0.4

	0.7

	2.7

	2.5

	1.7




	Current account5

	0.9

	0.8

	3.1

	3.6

	3.6

	3.9




	1. This projection, which takes into account the second estimate for the fourth quarter of 2016, assumes an oil price of USD 55 per barrel for Brent and an exchange rate of 113.6 yen per US dollar.


	2. Including public corporations.


	3. Contribution to GDP growth (percentage points).


	4. Excluding the impact of the consumption tax hike in April 2014. See footnote 1 to Figure 3. The core CPI is the OECD definition, which excludes both food and energy.


	5. As a percentage of GDP.


	6. Net debt is gross debt less assets held by the government.


	Source: OECD (2017c), OECD Economic Outlook: Statistics and Projections (database).





The risks to the projections appear to be balanced. The major short-term uncertainty is the pace of wage growth. If firms raise wages more rapidly than projected, private consumption would be stronger. Real wages have lagged behind labour productivity growth over the past 25 years (Figure 6), reflecting in part the increasing proportion of low-paid non-regular workers. The gap between productivity and wage growth since 1990 in Japan is more than double the OECD average. The government has introduced tax incentives to encourage firms to boost wages, which were used by 90 600 firms in FY 2015. To raise wages, the government should further increase the minimum wage. While it has gone up by close to 10% in nominal terms over the past four years, it is still one of the lowest in the OECD at 40% of the median wage (Figure 7). The government is aiming to raise it by around 3% per year. In addition, firms should be required to compensate workers for all overtime work. In September 2016, 38% of employees who worked overtime were not paid for their extra hours (Research Institute for the Advancement of Living Standards, 2016).



Figure 5. The upward trend of the yen during 2016 has been reversed

[image: graphic]1. Trade-weighted vis-à-vis 53 trading partners and deflated based on consumer price indices.

2. The average of January and February 2017.

Source: OECD (2017c), OECD Economic Outlook: Statistics and Projections (database). 

StatLink  http://dx.doi.org/10.1787/888933469111





Figure 6. The gap between the growth of productivity and real wages is large in Japan

Annual average over 1990-2015

[image: graphic]Source: OECD (2017c), OECD Economic Outlook: Statistics and Projections (database).

StatLink  http://dx.doi.org/10.1787/888933469121



A domestic downside risk is that the improvement in consumer confidence will not be sustained, depressing private consumption growth. On the external side, the expected pick-up in world trade may falter. However, the recent yen depreciation (Figure 5), which has fallen 9% relative to the dollar since October 2016, may moderate that risk, while boosting corporate profits and inflation. Furthermore, the impact of interest rate increases in the United States on worldwide capital flows is uncertain.

Macro-financial indicators suggest that vulnerability in terms of growth sustainability, price stability, external position and financial stability remains contained (Figure 8). Japan does face vulnerabilities that are difficult to assess in the context of the projection (Table 4). The most important is related to Japan’s unprecedentedly high level of government debt. A loss of confidence in fiscal sustainability could destabilise the financial sector and the real economy, with large spillovers to the world economy. A second vulnerability is increased trade protectionism, particularly given the export-driven growth since mid-2016 (Box 1). Finally, given Japan’s location in one of the most seismically-active areas of the earth, it is always at risk of natural disasters.


	
Table 4. Key vulnerabilities



	Shocks

	Possible outcome





	A loss of confidence in Japan’s fiscal sustainability

	A rise in real interest rates, which could destabilise the financial sector and the real economy, with large spillovers to the world economy. 




	An increase in trade protectionism in major trading partners. 

	A contraction in exports and business investment and a disruption of global value chains. 




	Natural disasters, such as earthquakes, tsunamis and typhoons. 

	Significant loss of life, disruption of economic activity and high costs for reconstruction. 









Figure 7. The minimum wage in Japan is relatively low

In 2015 or latest year

[image: graphic]Source: OECD (2017e), OECD Employment and Labour Market Statistics (database).

StatLink  http://dx.doi.org/10.1787/888933469130





Figure 8. Evolution of macro-financial vulnerabilities since 2007

Deviations of indicators from their long-term averages (0), with the highest deviations representing the greatest potential vulnerability (+1), and the lowest deviations representing the smallest potential vulnerability (-1)1


[image: graphic]1. Each aggregate macro-financial vulnerability indicator is calculated by aggregating (simple average) normalised individual indicators. Growth sustainability includes: capacity utilisation of the manufacturing sector, total hours worked as a proportion of the working-age population (hours worked), difference between GDP growth and productivity growth (productivity gap), and an indicator combining the length and strength of expansion from the previous trough (growth duration). Price stability includes headline and core inflation (consumer prices), and it is calculated by the following formula: absolute value of (core inflation minus inflation target) + (headline inflation minus core inflation). External position includes: the average of unit labour costs based on the real effective exchange rate (REER), and consumer price based REER (cost competitiveness), relative prices of exported goods and services (price competitiveness), current account balance as a percentage of GDP and net international investment position as a percentage of GDP. Net saving includes: government, household and corporate net saving, all expressed as a percentage of GDP. Financial stability includes: the average of the share of non-performing loans of financial institutions (non-performing loans), and private bank credit as a percentage of GDP (private bank credit).

Source: Adapted from OECD (2017c), OECD Economic Outlook: Statistics and Projections (database) and Thomson Reuters Datastream.

StatLink  http://dx.doi.org/10.1787/888933469146





Box 1. The structure of Japan’s international trade

Japan ranks fourth in world exports and imports, which each accounted for about 16% of its GDP in 2016. The share of trade in Japan’s GDP is about half of the OECD average, reflecting the large size of the Japanese economy. Moreover, only about 12% of employment in Japan is directly linked to international trade, compared to nearly 30% in some OECD countries. Nevertheless, international trade has played a key role in Japan’s economic development. In recent years, Japan has become increasingly integrated in global value chains (GVCs), especially in Asia.

Asian countries (China, ASEAN and the NIEs) account for about half of both Japanese exports and imports (Table 5). Japan’s participation in GVCs is driven by its exports of intermediate parts, particularly to overseas affiliates in China (OECD, 2016e). The final goods are shipped primarily to the United States and Europe (METI, 2016).


	
Table 5. Japan’s major trade partners in 2015


	Per cent of total in value terms



	Imports

	Exports





	China

	24.8

	NIEs2

	21.7




	ASEAN1

	13.9

	United States

	20.1




	Middle East

	12.2

	China

	17.5




	EU

	11.0

	ASEAN1

	12.0




	United States

	10.3

	EU

	10.6




	NIEs2

	 9.2

	Middle East

	 4.2




	Other

	18.6

	Others

	13.9




	Total

	100

	Total

	100




	1. ASEAN includes Indonesia, Cambodia, Thailand, the Philippines, Brunei, Vietnam, Malaysia, Myanmar and Laos. Singapore is included with the NIEs.


	2. NIEs include Korea; Chinese Taipei; Hong Kong, China; and Singapore.


	Source: Ministry of Finance.





Japan is a major exporter of high value-added goods, reflecting its strong R&D base that makes it one of the leading countries in the development of disruptive technologies (OECD, 2016e). Machinery – general, electronic and transport – accounted for more than 60% of its exports in 2015 (Table 6). Raw materials, mineral fuels and food accounted for more than a third of imports, reflecting Japan’s lack of natural resources.


	
Table 6. Commodity composition of Japan’s international trade in 2015


	Per cent of total in value terms



	Imports

	Exports





	Food

	  8.9

	  0.8




	Raw material and mineral fuels

	 29.4

	  3.2




	Chemical, iron, nonferrous metals and textile products

	 18.9

	 22.5




	General machinery

	  9.0

	 19.1




	Electronic machinery

	 15.3

	 17.6




	Transportation machinery

	  4.0

	 24.0




	Other

	 14.5

	 13.0




	Total

	100.0

	100.0




	Source: Ministry of Finance.





Japan’s exports of IT-related goods and motor vehicle and capital goods and parts have rebounded strongly since mid-2016 (Figure 9). In contrast, exports of intermediate goods have been sluggish. Such a trend is consistent with evidence of a slowdown in the growth of GVCs (World Bank, 2017b). GVCs are particularly vulnerable to protectionist measures, which impose unnecessary costs not only on foreign suppliers, but on domestic producers as well. The number of trade restrictions in G20 countries imposed since the 2008 global crisis reached 1 200 by the first half of 2016 (WTO-OECD-UNCTAD, 2016). The impact of protectionism on GVCs highlights the need for open, predictable and transparent trade and investment regimes.



Figure 9. Real exports by type of goods

Three-month moving average

[image: graphic]Source: Bank of Japan.

StatLink  http://dx.doi.org/10.1787/888933469158





Ending deflation: Quantitative and Qualitative Easing with Yield Curve Control and negative interest rates

The Bank of Japan (BoJ) set a 2% target for consumer price inflation in 2013 (Table 7) and launched “quantitative and qualitative monetary easing” (QQE), which has more than tripled the monetary base (Figure 10). The central bank balance sheet has risen to 88% of GDP, much larger than in the United States and the euro area (Panel B). The new policy was a clear break from the past in terms of scale, decisiveness and ambition. QQE has affected prices and output through interest rates (Figure 11), inflation expectations and portfolio rebalancing.


	
Table 7. A chronology of major monetary policy measures in Japan since 2013




	2013

	January

	The BoJ sets a 2% price stability target that it aims to reach "at the earliest possible time". 




	March

	Haruhiko Kuroda becomes the governor of the BoJ.




	April

	The BoJ launches “quantitative and qualitative monetary easing”, which aims to double the size of the monetary base by end-2014 by purchasing government bonds at a rate of 50 trillion yen (10% of GDP) per year.




	April

	In the Outlook for Economic Activity and Prices, CPI inflation (excluding fresh food) is projected to be 1.9% in FY 2015.




	2014

	July

	In the Outlook for Economic Activity and Prices, the projection for CPI inflation (excluding fresh food)...
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