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Improvement in business conditions has slowed on the whole. Despite steady improvement
in domestic demand-oriented sectors, business conditions deteriorated for large
manufacturing enterprises mainly due to effects of the slowdown in overseas economies.
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Business Conditions DI ("favorable" - "unfavorable"), % points

. . Small and medium-sized
All enterprises Large enterprises .
enterprises
June 2011 | Sept. 2011 Dec. 2011 June 2011 | Sept. 2011 Dec. 2011 June 2011 | Sept. 2011 Dec. 2011
survey survey survey survey survey survey survey survey survey
Actual Actual Actual Actual Actual Actual Actual Actual Actual
Forecast Forecast Forecast
result result result result result result result result result
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industries - h . - h - B b - -
Manufac-
. -15 -5 -5 -12 -9 2 -4 -5 221 -11 -8 -17
turing
Nonmanufac-
. -20 -12 -7 -14 -5 1 4 0 -26 -19 -14 21
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Note: Figures are based on the "Tankan." For figures for the December 2011 survey, green highlights represent improvement while red highlights represent
deterioration from the September survey.
Source: Bank of Japan.
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Globalization has been progressing significantly in terms of goods, capital,
and people.

A. Global Trade Volume' B. Foreign Exchange Markets C. First-Generation Immigrants
Turnover? and International Tourists?
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Notes: 1. Global trade volume covers total goods and services in real terms after excluding the effects of price fluctuations. Figures for 2010 onward are IMF
projections.
2. Represents the amount of daily foreign exchange transactions worldwide (figures calculated every three years).
3. Shows the world total of first-generation immigrants and tourists traveling abroad every year.
Sources: IMF; BIS; United Nations; UNWTO. 3
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Emerging economies continue to grow rapidly.

Real GDP, CY 1995=100
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Note: Figures for 2011 are projections by the IMF.
Source: IMF. 4
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Japan is facing a rapid decline in its working-age population.

10 mil. persons

14
Forecast
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4 A Working-age population
—Total population
2 A
==Number of workers
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Note: Figures for 2011 onward are from "Population Projection for Japan" (December 2006) in terms of medium-variant fertility with medium-variant

mortality.
Sources: National Institute of Population and Social Security Research; Ministry of Internal Affairs and Communications. 5




Chart 5 B4 £8 57

BANK OF Japan

Economic developments in the United States following the financial crisis share
some similarities with those in Japan after the collapse of the bubble economy.

A. Real GDP B. Consumer Price Index!
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C. Land Price Index? D. Bank Lending
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Notes: 1. Figures for Japan show all items less fresh food, and for the U.S., all items less food and energy.
2. Figures for Japan show the Urban Land Price Index (six major cities, average of all categories), and those for the U.S., the Case-Shiller Home Price
Index (10-city composite).

Sources: Cabinet Office; Ministry of Internal Affairs and Communications; Japan Real Estate Institute; Bank of Japan; BEA; BLS; FRB; Bloomberg. 6
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In the past 15 years, Japan's economic growth rate has declined and its surplus in the trade
balance has decreased. How will the situation develop in the next 15 years?

A. Real GDP Growth Rate B. Current Account
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Currenttransfers B Income balance
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Note: For Current Account, figures for 2011 are calculated by using the year-on-year rate of the sum for January through October.
Sources: Cabinet Office; Ministry of Finance; Bank of Japan. 7
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Stagnant labor productivity growth and a decline in the number of workers have
affected the long-term downtrend in Japan's growth.

A. Decomposition of Real GDP Growth in Japan!-? B. Labor Productivity Growth
of G-7 Countries (2000s)3

avg., y/y % chg.
g, y/y 7ochg %

Productivity growth (the rate of growth in real GDP per worker)

5 Japan 1.5
B Rate of change in the number of workers

4 A —Real GDP growth rate United States 1.7

3 1 Germany 0.9

27 +1.0% Forecast France 0.9

- +09% —

. . United Kingdom 1.5
| |
+0.5% -

o1 -0.6% -0.7%
-1.3% Canada 0.7
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Notes: 1. Data are on a fiscal-year basis.
2. The rates of change in the number of workers from the 2010s onward are calculated using the projected future population (medium variant) and the
projected labor force participation rates (assuming that the labor force participation rates in each age/sex group remain the same as those in 2009).
3. To eliminate the effects of the financial crisis after the failure of Lehman Brothers, figures are the average growth rates from 2000-2008.
Sources: Cabinet Office; Ministry of Internal Affairs and Communications; National Institute of Population and Social Security Research; OECD. 8
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The impact of population decline has become serious, especially in regional areas.

Demographic Trends by Prefecture (1995-2010)
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Source: Ministry of Internal Affairs and Communications. 9
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The impact of population decline is projected to be larger in regional areas than in
metropolitan areas.

Demographic Trends by Prefecture (2010-2020)
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Source: National Institute of Population and Social Security Research. 10
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The sovereign debt crisis in Europe shows that market perceptions regarding fiscal

credibility can change in a discontinuous manner.
10-year government bond yields, monthly avg., %

35
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Note: Figures for Ireland are 9-year government bond yields for November 2011 onward.
Sources: IMF; Bloomberg. 11
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The ratio of overseas production has been trending upward for a prolonged period
in response to the expansion of overseas GDP exceeding Japan's.

A. Ratio of Overseas Production!

B. Ratio of overseas production by
size of capital stock (FY 2010)

’5 %, times %

—Ratio of overseas production (left scale, %)

—Overseas GDP/Japan's GDP (left scale, times)’ oL
20 A g

- =Ratio of exports to overseas affiliates (right scale)® 1 -

1

15 A
10 1
5 m
o+——F"""—"—"T—T—"T—TT—T—TT—71—7—
FY86 88 90 92 94 96 98 00 02 04 06 08 10 12 1415

%
50 Ratio of
Capital stock atioo ovt?rseas
production
70
under 1
o 6.0
billion yen
60
1to5
12.
50 billions yen 6
40 .5.t0 10 18.0
billions yen
30 o
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Notes: 1. For the ratio of overseas production ("Annual Survey of Corporate Behavior"), the figure for fiscal 2010 is the forecast and those for fiscal 2011 onward are

linearly interpolated by using the projected figures for fiscal 2015.

2. The ratio of overseas GDP to Japan's GDP is taken from the "World Economic Outlook (calendar year basis)."

3. Data for 2010 onward are IMF estimates.
Sources: Cabinet Office; Ministry of Economy, Trade and Industry; IMF.
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Chart 11

Since the beginning of 1990, employment in service-

while that in manufacturing has decreased.

number of workers, 10 mil. persons
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related sectors has increased

==Manufacturing ==Services

==(ther services

==Medical, health care and welfare

Construction

industrial
classification
revision
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0.5 A
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Note: Other services consists of scientific research, professional and technical services, living-related and personal services and amusement services, education,

learning support, and services, N.E.C.
Source: Ministry of Internal Affairs and Communications.
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There has recently been increasing outbound M&A activity by Japanese firms
making use of the yen's appreciation.

number of M&A cases; semiannual
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Note: Figures indicate the number of outbound M&A cases by Japanese firms.
Source: RECOF Corporation.
14

Chart 13 Egld‘iaﬁ
Although Japan'’s rate of return from overseas investment has increased somewhat
from the past, it is still small compared to the United States and major European
countries.

A. Japan's Outward Direct Investment B. Rate of Return on Outward
Direct Investments in Major

tril. % .
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Note: The rate of return on outward direct investments is calculated by dividing the direct investment income receipts by the average of outward direct
investment positions for the previous and current year-ends.
Sources: Ministry of Finance; Bank of Japan; IMF. 15
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In Japan, a positive correlation is observed between the potential growth rate and
long-term inflation expectations.

A. Japan B. United States C. Euro area D. United Kingdom
1y, % % 1y, % 9 1y, 9 9
5 X 035 Y fogs 5 M 40 5 2% % 40
4 Correlation 0.85 ] 3 Correlation -0.04 4.0 Correlation 0.18 35 Correlation -0.03 | 35
: - : 4 r ’ 4 :
2.5 3.5 3.0 3.0
3 3 3
2.0 3.0 2.5 2.5
2 2 2
1.5 2.5 2.0 2.0
! 1.0 {120 ! 15 ! 1.5
0 0.5 —_ 15 0 10 0 —/—""+—"—"—— 10
CY 91 94 97 00 03 06 09 CY91 94 97 00 03 06 09 CY91 94 97 00 03 06 09 CY91 94 97 00 03 06 09
Potential growth rate Long-term inflation expectation (right scale)
Notes: 1. Long-term inflation expectations for each year are 5-10 years ahead outlook averaged on April and October survey results of private research
institutions by Consensus Economics Inc. Potential output growth data is measured by BOJ for Japan, CBO for US, and the Hodrick-Prescott
filter of real GDP for the euro area and the UK, respectively.
2. German data is used for inflation expectations up to 2002 in the euro area.
3. Correlation coefficients excluding the euro area are calculated for the 1991-2009 sample period. That for the euro area is calculated for the
1996-2009 sample period.
Sources: Each country's statistics; Consensus Economics Inc.
16

Chart 15

Bl & 2R 57

BANK OF Japan

Japan's money supply as a proportion of GDP is already larger than in the United
States and euro area, and continues to increase. Japanese interest rates are low,
even in real terms.

A. Monetary Base B. Money Stock C. Real Interest Rates on

, , Corporate Bonds
ratio to nominal GDP; % ratio to nominal GDP; %
30 180 7
= Japan Japan (M2) = Japan
——United States 160 { =United States (M2) 6 1 = United States
25 A
Euro area Euro area (M3) Europe
5 .
140 |
20 A |
4 B
120
15 A 3
o 100 H
2 4
10 A \
80 \0
1 B
- W
0 — T T T T T T T T 40 — T T T T T T — T -1 T T L — T

CYO00 01 02 03 04 05 06 07 08 09 10 11 CY00 01 02 03 04 05 06 07 08 09 10 11 CY 00 01 02 03 04 05 06 07 08 09 10 11

Note: Monetary base is the sum of banknotes in circulation, coins in circulation, and current account deposits at a central bank. Real interest rates on corporate bonds
are the corporate bond yields minus inflation expectation. Corporate bond yields are 5-year for Japan and 3-5 year for the United States and Europe. Inflation
expectation is that for the next five years.

Sources: Cabinet Office; Bank of Japan; FRB; BEA; ECB; Eurostat; Bloomberg; Consensus Economics Inc. 17
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The Bank has continued to consistently make contributions as the central bank by pursuing powerful

monetary easing through the comprehensive monetary easing framework, ensuring financial market
stability, and providing support to strengthen the foundations for economic growth.

» Increase in the Asset Purchase Program
Pu rSuing Powerful Monetary Easi ng via e The Program has had three increases, expanding to about 55
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Note: In addition to purchases under the Program, the Bank regularly 18
purchases JGBs at the pace of 21.6 trillion yen per year.




