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@nificantly postponed.

(" “Consumption Tax Hike” to be postponed to October 2019 )

PM Abe indicated his intention to delay the raise of consumption tax to 10% scheduled for April 2017, to
October 2019 for two and a half years. Market is likely to welcome this decision as this is aiming at
prioritizing the recovery of weak Japanese economy. Market may appreciate further if the Japanese
government can show the roadmap to bolster economic growth together with other measures. On the other
hand, management of fiscal consolidation seems to become difficult as timing of the tax hike was

J

G7 nations acknowledged risk of global economy to fall into crisis

Reiterated importance of the three pronged approach to achieve strong economy

B In the G7 Ise-Shima Leaders’ Declaration (Global Economy), member nations reiterated commitments to
“use all policy tools ”, based on the common acknowledgement of downward revision risk of future
global economy. The important role of the three pronged approach (mutually-reinforcing fiscal, monetary
and structural policies) to achieve strong economic growth was also reaffirmed.

Consumption tax hike to be postponed to October 2019

PM Abe prioritizes economic growth

B PM Abe indicated his intention to postpone
raising consumption tax (from 8% to 10%)
scheduled for April 2017, to October 2019 for
two and a half years. PM Abe’s observation
seems to be such that there is high risk of
economic slowdown if consumption tax were
to be raised as scheduled, since current
economy is weak.

B On the other hand, there is also a view that
achievement of fiscal consolidation will
become difficult due to postponement this time.
The Japanese government had set a target to
turn primary balance* positive by FY 2020.
However, PM Abe has decided to prioritize
economic  growth  for his  economic
management, despite that primary balance
remains negative by JPY 6.5 trillion in FY
2020 even if the tax is raised to 10% in FY
2017, based on calculation by the Cabinet
Office.

* Government net borrowing or net lending, excluding interest
payments on consolidated government liabilities. Surplus in
the primary balance means that government can cover all of
its liabilities without any borrowings.

G7 Ise-Shima Leaders’ Declaration (Global Economy)

State of the Global Economy

Downside risks to the global outlook have increased.
Taking all appropriate policy responses to avoid falling
into another crisis.

Policy Response

» Commitments to using all policy tools — monetary,
fiscal and structural — individually and collectively,
to strengthen global demand and address supply
constraints, while continuing efforts to put debt on a
sustainable path.

« Implement fiscal strategies flexibly as well as to
advance structural reforms decisively.

» Excess volatility and disorderly movements in
exchange rates can have adverse implications for
economic and financial stability.

(Source) SMAM, based on G7 Ise-Shima Leaders’ Declaration.
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The so called “three arrows” of PM Abe’s economic measures
are likely to be put into action

Future Outlook

B The Basic Policies for Economic and Fiscal Management and Structural Reform 2015 (the so called
Large-boned Policy), Growth Strategy and “Promoting Dynamic Engagement of All Citizens” are
scheduled to be approved by cabinet around the beginning of June this year. Additional easing by
BOJ at Monetary Policy Meeting in June and submission of large-scaled supplementary budget of
JPY 5 trillion to JPY 10 trillion after Upper House election, are expected. The so called “three
arrows” ; i) monetary policy, ii) fiscal policy and iii) growth strategy are quite likely to be shot again.
Market is expected to react positively on the postponement of consumption tax hike as they think it
will be the first step of the “three arrows” implementation that helps bolster economic growth of
Japan.
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