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Chart 1: Output Gap (%, our estimate) Chart2: Growth accounting framework analysis 
             (annualized, % contribution)  

 The Japanese economy faces manpower shortages, not deficient aggregate demand. 

 Continuing aggressive macro-stabilization polices under full employment could delay the reviving of trend growth. 

Is monetary easing and fiscal stimulus appropriate under full employment?  

Source: Cabinet office, METI, MIC, BNP Paribas
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Has the introduction of YCC made monetary policy more sustainable? 

Chart1: BoJ’s holding of JGBs  
    (JPY trillion, difference from year earlier） 

Chart2：Balance of long –term debt and the PB of central  
             and local governments (% of GDP, FY) 

 BoJ’s shifting to stealth tapering is a partial success. 

 Policy has become more sustainable thanks to YCC, but the risk of succumbing to fiscal dominance has also increased. 

Source: BoJ, BNP Paribas
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Chart 1: Phillips curve 

 The Phillips curve has not shifted upward. 

 Output gap must improve more than 5% to deliver 2% inflation. 

Has Abenomics raised inflation expectations? 

Source: Cabinet office, MIC, BNP Paribas
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Chart 1: Frequency distribution of price change by item    
             (Core CPI, weight basis) 

Chart 2: Frequency distribution of price change by item    
              (Core CPI, weight basis) 

 Even when inflation was rising, prices for roughly half of the CPI, centered on services, hardly moved. 

 For twenty years, half of the CPI hardly moved, either up or down.  

Source: MIC, BNP Paribas
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Chart1: Share of non-regular (sa, %) Chart2: Unit labour cost (CY2015=100) 

Will wage growth lead to higher inflation? 

 Corporations created a buffer to absorb costs during the period of wage deflation. 

 Even if wages pick up, it won’t quickly result in price pass-through. 

Source: Cabinet office, MIC, MHLW, BNP Paribas
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Chart1: Components of real wage growth  
              (hourly basis, annualized, %)  

Chart2: Wage-version Phillips curve  (CY) 

What caused the wage Phillips curve to shift downward? 

Source: Cabinet office, MIC, BNP Paribas
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 Primary reason for floundering real wages is declining productivity growth. 

 Downward shift in the wage Phillips curve reflects not only falling inflation, but also the weakness of real wage growth. 

Source: MHLW. MIC, BNP Paribas
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Will the decline in labor's share keep wages and inflation from rising? 

Chart1: Scale of software investment (CY2005=100) Chart2:  Labor’s share of corporate income (CY1980=100) 

Source: BoJ, BNP Paribas
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 If elasticity of substitution exceeds 1, replacing costly labor with cheaper capital will lower labor’s share.  

 The lack of increase in real wages reflects the decline in labor’s share resulting from skill-biased innovation  
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Disclaimer (cont) 
 
 IMPORTANT DISCLOSURES by producers and disseminators of investment recommendations for the 

purposes of the Market Abuse Regulation: 
Although the disclosures provided herein have been prepared on the basis of information we believe to be 
accurate, we do not guarantee the accuracy, completeness or reasonableness of any such disclosures. The 
disclosures provided herein have been prepared in good faith and are based on internal calculations, which 
may include, without limitation, rounding and approximations. 
BNP Paribas and/or its affiliates may be a market maker or liquidity provider in financial instruments of the 
issuer mentioned in the recommendation. 
BNP Paribas and/or its affiliates may provide such services as described in Sections A and B of Annex I of 
MiFID II (Directive 2014/65/EU), to the Issuer to which this investment recommendation relates. However, 
BNP Paribas is unable to disclose specific relationships/agreements due to client confidentiality obligations.  
Section A and B services include A. Investment services and activities:  (1) Reception and transmission of 
orders in relation to one or more financial instruments; (2) Execution of orders on behalf of clients; (3) 
Dealing on own account; (4) Portfolio management; (5) Investment advice; (6) Underwriting of financial 
instruments and/or placing of financial instruments on a firm commitment basis; (7) Placing of financial 
instruments without a firm commitment basis; (8) Operation of an MTF; and (9) Operation of an OTF. B. 
Ancillary services: (1) Safekeeping and administration of financial instruments for the account of clients, 
including custodianship and related services such as cash/collateral management and excluding maintaining 
securities accounts at the top tier level; (2) Granting credits or loans to an investor to allow him to carry out a 
transaction in one or more financial instruments, where the firm granting the credit or loan is involved in the 
transaction; (3) Advice to undertakings on capital structure, industrial strategy and related matters and advice 
and services relating to mergers and the purchase of undertakings; (4) Foreign exchange services where 
these are connected to the provision of investment services; (5) Investment research and financial analysis 
or other forms of general recommendation relating to transactions in financial instruments; (6) Services 
related to underwriting; and (7) Investment services and activities as well as ancillary services of the type 
included under Section A or B of Annex 1 related to the underlying of the derivatives included under points 
(5), (6), (7) and (10) of Section C (detailing the MiFID II Financial Instruments)  where these are connected to 
the provision of investment or ancillary services. 
BNP Paribas and/or its affiliates do not, as a matter of policy, permit pre-arrangements with issuers to 
produce recommendations. BNP Paribas and/or its affiliates as a matter of policy do not permit issuers to 
review or see unpublished recommendations. 
BNP Paribas and/or its affiliates acknowledge the importance of conflicts of interest prevention and have 
established robust policies and procedures and maintain effective organisational structure to prevent and 
avoid conflicts of interest that could impair the objectivity of this recommendation including, but not limited to, 
information barriers, personal account dealing restrictions and management of inside information.  
BNP Paribas and/or its affiliates understand the importance of protecting confidential information and 
maintain a “need to know” approach when dealing with any confidential information. Information barriers are 
a key arrangement we have in place in this regard. Such arrangements, along with embedded policies and 
procedures, provide that information held in the course of carrying on one part of its business to be withheld 
from and not to be used in the course of carrying on another part of its business. It is a way of managing 
conflicts of interest whereby the business of the bank is separated by physical and non-physical information 
barriers. The Control Room manages this information flow between different areas of the bank where 
confidential information including inside information and proprietary information is safeguarded. There is also 
a conflict clearance process before getting involved in a deal or transaction.  
In addition, there is a mitigation measure to manage conflicts of interest for each transaction with controls put 
in place to restrict the information flow, involvement of personnel and handling of client relations between 
each transaction in such a way that the different interests are appropriately protected. Gifts and 
Entertainment policy is to monitor physical gifts, benefits and invitation to events that is in line with the firm 

policy and Anti-Bribery regulations. BNP Paribas maintains several policies with respect to conflicts of 
interest including our Personal Account Dealing and Outside Business Interests policies which sit alongside 
our general Conflicts of Interest Policy, along with several policies that the firm has in place to prevent and 
avoid conflicts of interest. 
 The remuneration of the individual producer of the investment recommendation may be linked to trading or 
any other fees in relation to their global business line received by BNP Paribas and/or affiliates.  
  
IMPORTANT DISCLOSURES by disseminators of investment recommendations for the purposes of 
the Market Abuse Regulation:  
The BNP Paribas disseminator of the investment recommendation is identified above including information 
regarding the relevant competent authorities which regulate the disseminator. The name of the individual 
producer within BNP Paribas or an affiliate and the legal entity the individual producer is associated with are 
identified above in this document.  
The date and time of the first dissemination of this investment recommendation by BNP Paribas or an affiliate 
is addressed above.  
Where this investment recommendation is communicated by Bloomberg chat or by email by an individual 
within BNP Paribas or an affiliate, the date and time of the dissemination by the relevant individual is 
contained in the communication by that individual disseminator. 
The disseminator and producer of the investment recommendations are part of the same group, i.e. the BNP 
Paribas group. The relevant Market Abuse Regulation disclosures required to be made by producers and 
disseminators of investment recommendations are provided by the producer for and on behalf of the BNP 
Paribas Group legal entities disseminating those recommendations and the same disclosures also apply to 
the disseminator.  
If an investment recommendation is disseminated by an individual within BNP Paribas or an affiliate via 
Bloomberg chat or email, the disseminator’s job title is available in their Bloomberg profile or bio. If an 
investment recommendation is disseminated by an individual within BNP Paribas or an affiliate via email, the 
individual disseminator’s job title is available in their email signature. 
For further details on the basis of recommendation specific disclosures available at this link (e.g. valuations 
or methodologies, and the underlying assumptions, used to evaluate financial instruments or issuers, 
interests or conflicts that could impair objectivity recommendations or to 12 month history of 
recommendations history) are available at 
https://globalmarkets.bnpparibas.com/gmportal/private/globalTradeIdea. If you are unable to access the 
website please contact your BNP Paribas representative for a copy of this document.  
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