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<Real GDP growth rate: FY 2020 - 5.2%, FY 2021 +3.4%, FY 2022 +1.7%>

Real GDP in the July—September quarter of 2020 grew at an annualized rate of 21.4%, reflecting a sharp increase in
private consumption following the lifting of the declaration of a state of emergency, but recovered just under 60% of the
decline in the April-June quarter, which saw record negative growth. The normalization of economic activities has been
delayed.

Although overall consumption is picking up, spending on face-to-face services such as dining out, accommodations and
entertainment fell to extremely low levels under the declaration of the state of emergency. The return is also weak.
Growth that exceeds potential growth rate is expected to continue beyond the October—December quarter. If the
declaration of a state of emergency is reissued in response to the spread of the novel coronavirus, economic growth will
be negative again and a slowdown in the economy will be unavoidable.

The real GDP growth rate is forecast to be minus 5.2% in FY 2020, 3.4% in FY 2021 and 1.7% in FY 2022. It will take

time for the level of economic activity to return to pre-Corona levels, as securing social distance will continue to curb

the consumption of face-to-face services. Real GDP levels will recover to pre-Corona levels (October—December

quarter of 2019) in the July—September quarter of 2022. The economy will return to its most recent peak (July—

September 2019) before the consumption tax hike in FY 2023.
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(Source) Economic and Social Research Institute , Cabinet Office “Quarterly Estimates of GDP”
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1. In the July—September quarter of 2020, the economy grew at an annualized rate of 21.4%.
In the July—September quarter of 2020, real GDP grew 5.0% (21.4% per annum) from the previous quarter, the first positive

growth in 4 quarters. The growth rate was the largest since 1980 in the GDP statistics.

In addition to a 4.7% quarter-on-quarter increase in private consumption due to the lifting of the declaration of a state of
emergency and the effects of special flat-rate benefits, exports rose 7.0% from the previous quarter as global economic activities
resumed, while imports fell 9.8% from the previous quarter. As a result, external demand contributed 2.9% (12.2% per annum) to the
GDP growth rate.

On the other hand, against the backdrop of rapid deterioration in corporate earnings and heightened uncertainty about the future,
capital investment declined 3.4% from the previous quarter, down for the 2nd consecutive quarter. Housing investment declined 7.9%
from the previous quarter, down for the 4th consecutive quarter, reflecting a drop in the number of housing starts under the state of
emergency.

In the July—September quarter of 2020, economic activity resumed at home and abroad, leading to strong positive growth, but this
was just less than 60% of the decline in the April-June quarter, which saw record negative growth. The Japanese economy was hit by
the consumption tax hike before the impact of the novel coronavirus infection became apparent. Compared to the most recent peak in
July—September 2019, real GDP in July—September 2020 was down 5.9% and private consumption was down 7.2%. The pace of

economic normalization is slow.

(Hard-hit face-to-face service industry)

The economy bottomed out in May 2020 after the declaration of a state of emergency was lifted. The CI coincident index of the
business conditions index rose for 4 consecutive months from June to September 2020, and the basic assessment of the business
conditions index "worsening" (CI concordance index), which had continued since August 2019, was revised upward to "halting to
fall" in August 2020.

Personal consumption, which hit a record low under the state of emergency, has rebounded since May, but remains well below
pre-coronavirus levels. Looking at the trends in real consumer spending by type of "Family Income and Expenditure Survey
(Statistics Bureau, Ministry of Internal Affairs and Communications)," spending on goods has already exceeded the average pre-
coronavirus level in 2019 due to the expansion of stay-at home consumption and the effects of special fixed benefits. On the other
hand, the decline in service consumption at the time of the declaration of the state of emergency was very large and the subsequent
recovery was weak. In particular, consumption of face-to-face services (general dining out, transportation, accommodation fees,
package tour fees, admission, viewing, and game fees) dropped to about 20% of pre-coronavirus levels in April and May 2020, and

remained at about 50% in the latest (September 2020).
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(2015 = 100) Trends in Business Conditions Index and CI Coincident Index
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(Source) Economic and Social Research Institute, Cabinet Office “Indexes of Business Conditions”

Seasonally adjusted values by the NLI Research Institute.
(Year/Month)

(Source) Statistics Bureau , Ministry of Internal Affairs and Communications “Family Income and Expenditure Survey”

The decline in consumption of face-to-face services has directly brought a decline in the level of activities and profits of face-to-
face services industry. The "Index of Tertiary Industry Activity" of the Ministry of Economy, Trade and Industry declined sharply
from March to May 2020, but recovered after June. However, the activity level of face-to-face service industries such as passenger
transport, lodging, and entertainment remained significantly below that of the pre-coronavirus level (average for 2019 years). [*]1

According to the "Financial Statements Statistics of Corporations by Industry" by the Ministry of Finance, in the April-June
quarter of 2020, ordinary profit (excluding financial and insurance businesses) decreased by 46.6% from the previous year. Of this,
the face-to-face service industry contributed 18.5%. In 2019, face-to-face services accounted for only about 8% of all industries'
ordinary profit. However, because transport, lodging, food and beverage services, living-related services, and entertainment were all

in the red, their contribution to the decline in profits in all industries in the April-June quarter of 2020 was about 40%.

(2019 = 100) Activity level of face-to-face service industry
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(Source) Ministry of Finance “Financial Statements Statistics of Corporations by Industry

The amount of discount support for the "Go To Travel," which started in July, was about 208.7 billion yen, and the number of
people staying overnight was about 39.76 million people by the end of October. (The total number of guests in 2019 was 595.92
million.) In addition, the "Go To Eat," which started in October, has consumed almost all of the budget in just over 1 month, and the
use of the points will stimulate restaurant demand hereafter. The “Go To” campaign is scheduled to expire at the end of January 2021

and in the middle of February. It is highly likely that the 3rd supplementary budget for FY 2020, which will be formulated in the

1 The scope of face—to—face services varies according to industry and product categories.

3 | | Weekly Economist Letter 2020 —11 —25 | Copyright © 2020 NLI Research Institute All rights reserved



future, will include an extension of the “Go To” campaign, and it is expected that these measures will continue to contribute to
boosting the consumption of face-to-face services.

At the same time, however, as the number of people . . .
Trends in consumption of face—to—face services by age group
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of face-to-face services among young people aged 34 or younger declined from the average between 2015 and 2019 by about 70% in
April 2020 to about 20% in September 2020, while that of people aged 65 or older remained about 50% lower. This may be because
elderly people are more likely to avoid going out and personal contact because they are at higher risk of developing severe cases of
novel coronavirus infection. As elderly households account for nearly 40% of total consumption, if concerns about infectious
diseases intensify, face-to-face service consumption, particularly among elderly people, will fall again, increasing the possibility of a

delay in the overall recovery of consumption.

(Tough employment situation)

(1000 cases) Number of Employment Adjustment Subsidies Granted (1000 cases)
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from work, which is a breakdown of the employed persons, due to the expansion of employment adjustment subsidies. [*]2

In April 2020, when the declaration of a state of emergency was issued, the number of employed persons not at work reached a
record high of 5.97 million (up 4.2 million from the previous year), but then gradually decreased from May, reaching 1.97 million (up
350,000 from the previous year) in September. Among those on leave, 53.5% remained on leave, 36.1% shifted to employed, 2.4% to
unemployed, and 8.0% to the non-working population (Average from May to September 2020). [*]3 At present, it can be evaluated

that the expansion of employment adjustment subsidies has played a role in stopping the increase in the number of unemployed.

2 Among those who have a job but do not work at all during the Survey Week, those who are paid or are to receive salaries and wages as an
employer, and those who are self-employed and have had their own business and have not been absent from work for 30 days.

3 A person who has completed at least one hour of work with income during the survey week

4 | | Weekly Economist Letter 2020 —11 —25 | Copyright © 2020 NLI Research Institute All rights reserved



HOWGVCI‘, it is feared that malntalnlng employment The transition from temporary workers to unemployed workers is limited
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stood at minus 170,000). The pace of decrease has

<> Number of people (Average of May to September 2020)

(Source) Statistics Bureau , Ministry of Internal Affairs and Communications “Labor Force Survey”

accelerated in the wholesale and retail industries as well as
the lodging and eating and drinking industries.

Although the economy has already bottomed out, the unemployment rate is already a lagging indicator of the economy, and there
is a possibility that the improvement in the employment situation will be delayed by the retention of employment in companies
backed by the expansion of employment adjustment subsidies, which will hinder future job creation. The number of unemployed
increased from the most recent bottom of 2019 (October—December) of 1.56 million to 2.02 million in 2020 (July—September), but
will rise to 2.41 million in 2021 (April-June). From the end of FY 2020 to the beginning of FY 2021, the unemployment rate will rise
to 3.5%, and then gradually decline after the beginning of FY 2021. However, the pace of decline remains moderate, and the
unemployment rate is expected to remain high at 3.3% at the end of FY 2022.

The current forecast assumes that the special measures for employment adjustment subsidies, which are scheduled to end at the

end of December 2020, will continue after 2021, while the amount and rate of subsidies will be gradually reduced.
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2. The real growth rate is expected to be -5.2% in FY 2020, 3.4% in FY 2021 and 1.7% in FY 2022.

(Real GDP will exceed its most recent peak in FY 2023)

Growth in the July—September quarter of 2020 was significantly positive following the lifting of the state of emergency, but the
pace is likely to slow significantly in the October—December quarter of 2020.

Real GDP growth rates in the United States and the euro area in the July—September quarter of 2020 were 33.1% and 60.5% on an

annualized basis from the previous quarter, respectively. Recently, however, the number of people infected with the novel
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coronavirus has increased, and the trend toward lockdown has spread again in Europe. In response, real GDP growth in the euro area
is expected to turn negative again in the October—December quarter of 2020. Exports of goods and services in the GDP statistics rose
7.0% in the July—September quarter, but in the October—December quarter of 2020, growth will decline, particularly to the U.S. and
the euro area. On the other hand, imports, which fell by 9.8% in the July—September quarter from the previous quarter, are likely to
increase in the October—December quarter after that. Contributions of external demand to the real GDP growth in the October—
December quarter of 2020 is expected to be slightly negative.

Private consumption, which was the main cause of the substantial positive growth in the July—September quarter, is expected to
slow down in the October—December quarter as the growth in service consumption—supported by measures to stimulate demand,
such as the Go To campaign—is increasing, while the growth in consumption of goods is slowing due to the end of pent-up demand.

Although capital investment, which has been declining since the economic downturn, will increase in the October—December
quarter of 2020 for the first time in 3 quarters, it is highly likely that the pace of recovery will remain moderate for the time being due
to deterioration in corporate earnings and high uncertainty over the future.

Real GDP in the July—September quarter of 2020 grew at an annualized rate of 21.4%. It will decrease to 4.0% in the October—
December quarter of 2020, and it will slow down in 2021. However, since the economy is in the process of normalization, it is
expected that the growth rate will clearly exceed the potential growth rate for the time being. However, if a new spread of the novel
coronavirus occurs and the declaration of a state of emergency is reissued, economic growth would be negative again and a

slowdown in the economy would be inevitable.

(Compared to the previous fiscal yea) Changes in real GDP growth rate (Quarter) (Gompared to the previous year) Changes in real GDP growth rate (Fiscal Year)
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(Source) Economic and Social Research Institute , Cabinet Office “Quarterly Estimates of GDP” (year and quarter) (Source) Economic and Social Research Institute , Cabinet Office “Quarterly Estimates of GDP”

The pace of economic recovery is expected to remain moderate after a sharp drop, even if no strict action restrictions are imposed.

This is because new lifestyles (securing social distance) will continue to restrain consumption of face-to-face services, and
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series of bankruptcies and downsizing of business, and this is likely to exert downward pressure on demand in the medium to long
term.

The real GDP growth rate is forecast to be minus 5.2% in FY 2020, 3.4% in FY 2021, and 1.7% in FY 2022. Real GDP levels will
exceed pre-coronavirus levels (October—December quarter of 2019) in the July—September quarter of 2022, but will not return to the

most recent peak before the consumption tax increase (July—September quarter of 2019) until 2023.
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Outlook for the Japanese Economy

Previous forecast

(Units %) (2020.9)
FY 2019 | FY 2020 | FY 2021 | FY 2022 | | 20/4-6 | 20/7-9 [20/10-12] 21/1-3 || 21/4-6 | 21/7-9 [21/10-12] 22/1-3 |[ 22/4-6 | 22/7-9 [22/10-12[ 23/1-3 | | FY 2020 | FY 2021
Actual [Forecast|Forecast|Forecast Actual Actual |Forecast |Forecast|| Forecast | Forecast | Forecast | Forecast|| Forecast | Forecast | Forecast | Forecast| |Forecast |Forecast
Real GDP 00| A52 34 1.7 A82 5.0 1.0 0.7 05 0.4 03 0.4 05 0.5 0.4 0.4 A58 36
A288| 214 40 29 22 15 14 15 19 18 16 17
A102| A58 A31] A19 75 27 1.9 1.7 1.6 1.7 1.7 1.8
Contribution to domestic
demand 0.2)| (A4.0) (2.6) (1.6)[| (A4.9) 2.1) (1.1) (0.6)) (0.5) (0.4). 0.3) (0.3)) 0.4) (0.4) 0.4) 0.4)| | (A3.9) (3.0)
Private demand (A0.4)| (A45) 2.2) (1.3)[ | (A48) (1.5) (1.0) (0.5)] 0.4) 0.3). 0.3) 0.3)) 0.4) (0.3) 0.4) 0.4) | (A4.1) @.7)
Public demand (0.6). (0.5) 0.4) 0.2)[| (A0.0) 0.5) (0.1) 0.1)] (0.1) (0.1). 0.0) (0.0)) 0.1) (0.1). 0.0) (0.1)) (0.2) 0.3)
Contribution of external
|_|demand (A0.2) (A12) 0.8) ©.D[[_(A33) (2.9)| (A0.1) 0.1)] (0.0) (0.0). 0.0) 0.1)] 0.0) (0.1)| (A0.0)| (A0.0)| (A19) 0.7)
[Private final consumption
expenditure A05| A55 3.9 1.6 A8.1 4.7 1.7 0.9 05 0.4 04 0.3 0.4 04 0.4 05 A52 4.3
Private residential investment 06| A96| Al1 05 A05|  A79 1.1 0.2 04| _A00| A0S 0.2 0.5 03| _A04 03 A4 0.1
Private Nonresidential
A03| A75 12 29 A45|  A34 09 0.3 05 0.4 05 0.7 0.8 0.6 1.0 038 A6.1 2.3
Government final consumption
expenditure 2.3 1.9 12 0.7 A04 22 02 0.1 02 0.2 02 0.2 0.2 0.1 0.2 03 02 0.7
Public investment 3.3 29 24 12 12 04 1.3 12 0.7 02| AO01 0.2 0.6 07| _A02 0.1 3.0 20
Exports of goods & services A26| A137 9.0 35|| _A174 7.0 49 2.1 15 0.7 1.0 0.9 0.8 0.9 0.9 08| | Al121 10.0
Import of goods & services A5  A64 3.6 25 22| A98 5.5 1.9 1.1 0.6 0.7 0.5 0.6 0.5 0.9 0.8 A09 5.0
Nominal GDP 08| A44 34 1.9 A78 5.2 09 0.5 02 1.0 02 0.3 0.3 1.1 0.3 0.4 A47 39
(Note)The upper column of real GDP is compared with the previous period, the middle column is annual growth over the previous period, and the lower column is compared with the previous year. All other demand items are compared with the previous period.
<Key economic indicators > (Units %)
FY 2019 | FY 2020 | FY 2021 | FY 2022 | | 20/4-6 | 20/7-9 [20/10-12] 21/1-3 || 21/4-6 | 21/7-9 [21/10-12| 22/1-3 || 22/4-6 | 22/7-9 [22/10-12| 23/1-3 | | FY 2020 | FY 2021
Industrial production (QoQ) A38| A113 6.6 21| A169 8.7 30 1.8 09 0.6 05 0.5 0.6 0.6 0.3 04| AT113 6.9
Domestic Corporate Goods
Prices (YoY) 0.1 A19 0.7 0.5 A23 A0S A24 A19 038 0.6 038 0.7 0.4 0.4 0.4 0.8 A18 0.8
Consumer Prices (YoY) 05| A03 0.4 0.5 0.1 02| AO07 A09|| 402 0.3 07 0.7 0.6 0.5 0.5 0.5 A04 0.6
Consumer Prices (excluding
fresh food) 0.6 A0S 0.4 0.5 AO01 A02 AO038 A10 AO03 0.5 0.7 0.7 0.6 0.5 0.5 04 A0S 0.6
(excludi tion tax)| 0.1)] (A1.0) 0.4) 05| (A1.1)| (A1.2)] (A0.9) (A1.0)|| (A0.3) (0.5). 0.7) 0.7)) (0.6) (0.5) 0.5) 0.4)| | _(A1.0) (0.6)
Current account balance (¥
trillion) 20.1 15.2 16.9 17.2 7.9 16.0 19.1 1738 16.7 16.6 175 16.6 16.4 17.1 183 17.3 15.5 185
(Ratio to nominal GDP) (3.6) (2.9) @3.1) (3.1)) (1.6) (3.0 (3.6) (3.3)] 3.1) (3.1). (3.2) (3.0)] (3.0) (3.1) (3.3) (3.1)) (2.9) (3.4)
Unempl rate (%) 2.3 3.1 34 3.3 28 3.0 3.2 35 35 34 34 3.4 3.3 3.3 3.3 3.3 35 3.7
Housing starts (10 thousand) 88.4 81.8 82.8 83.1 80.0 82.1 82.6 82.7 83.0 83.0 82.5 82.6 83.0 83.2 82.9 83.1 80.0 81.6
10 year JGB yield (over-the-
counter gquotation) AO.1 0.0 0.1 0.1 0.0 0.0 0.0 0.0 0.0 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.0 0.1
USD/JPY 109 106 108 109 108 106 105 106 107 107 108 108 109 109 109 110 107 109
Crude oil price (CIF,
Dollar/Barrel) 68 41 52 55 32 41 44 47 50 52 53 54 54 55 55 56 42 53
Ordinary profit (YoY) A13.1| A346 227 8.0 A466) A400| A286) A180 30.1 22.7 21.8 16.8 10.7 83 6.2 6.7 A344 278
(Note)Yields on 10 year government bonds, Foreign exchange rates and Crude oil prices are average data of the period. Oridinary income of 20/7-9 is forecast.
(Source) Economic and Social Research Institute, Cabinet Office “Quarterly Estimates of GDP”; Ministry of Economy, Trade and Industry “Indices of Industrial Production”;
Ministry of Internal Affairs and Communications “Consumer Price Index” Ministry of Finance “Financial Statements Statistics of Corporations by Industry, Quarterly”; and others
Outlook for the U.S. economy
2019 | 2020 | 2021 | 2022 2020 2021 2022
1-3 4-6 7-9 {10-12 1-3 4-6 7-9 1 10-12 1-3 4-6 7-9 {10-12
(Actual)| (Forecast) | (Forecast) | (Forecast) | | (Actual)i (Actual) i (Actual)i (Forecast) | | (Forecast) | (Forecast) | (Forecast) | (Forecast) | | (Forecast)  (Forecast) { (Forecast) | (Forecast)
Real GDP Annual rate % YoY 22| A 35 34 24|| A 50 A 314 331 40 25 22 22 22 23 2.6 2.7 3.1
FF rate target End, Upper.% 175 0.25| 0.25| 025 0.25 025 025, 025 0.25{ 025 025 025 0.25; 025 025 025
T07vear govt-bond | 4 o ogedh 21 09| 10| 12| 14 07 06 o8| 09 10 1o tal| 11l 1] 12] 12
interest rate
Outlook for the European (Euro area) Economy
2019 2020 2021 | 2022 2020 2021 2022
1-3 4-6 7-9 1 10-12 1-3 4-6 7-9 {10-12 1-3 4-6 7-9 10-12
(Actual) | (Forecast) | (Forecast) | (Forecast)| | (Actual)i (Actual)i(Actual)i (Forecast)| | (Forecast)| (Forecast) | (Forecast) | (Forecast)| | (Forecast): (Forecast) (Forecast) { (Forecast)
Real GDP Annual rate,%s YoY 13| A 72 4.0 22| |A 141:A 395 60.5 A 10.2 9.2 3.0 28 21 20 2.0 2.0 1.9
Ea?:eB Refinancing End% 000 000 000 000 000; 000/ 000/ 000[| 000/ 000 000 000 000, 000, 000, 000
10-year German Average % A02| A05 AO05 AO4| | A04 A04] AO5 A06|| A06| AO5 AO5 AO05 | A05 A04 AO04 AO4
govt. bond yield
EUR/USD Average, dollar 112 1.14 1.16 1.16 1.10 1.10 1.17 1.18 1.17 1.16 1.16 1.16 1.16 1.16 1.16 1.16

Please: The data contained in this report has been obtained and processed from various sources, and cannot be used to guarantee the accuracy or safety of the report. The purpose of this publication is to provide

information, and the opinions and forecasts contained herein do not solicit the conclusion or termination of any contract.
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