A difficult Q3, but a more positive outlook Japan: economic indicators monthly changes®

The revision of Japanese growth figures was unfavourable, resulting in a greater decline in GDP in Q3 than

initially estimated (-0.7% q/q versus -0.5% q/q). The downward adjustment is largely due to greater 8  « % g 8 g 2 & & g ®’
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destocking: the negative contribution was increased from -0.3 percentage points (pp) to -0.5 pp. Other g 8 2 2 2 2 3 3 2 & 8 2

significant revisions came from residential investment (from -0.1% qg/q to -0.5% g/q), private consumption PMI: Manufacturing -0,3 -0,3 -0,6 -0,2 -0,1 0,1 0,0 -0,1 -0,1 -0,4 -0,3 -0,4

(0.0% g/q to -0.2% g/q) and public investment (-0.5% g/q to -0.8% g/q). Low household consumption can be PMI: Services 0,2 05 08 10 11 12 08 08 09 08 03 02
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in October). Overall, private demand reduced quarterly growth by 0.6 pp in Q3. PMI Manufacturing -Employment 0,3 0,3 0,3 02 05 01 04 04 00 01 -03 -0,1

However, despite major recruitment difficulties, the outlook for companies remains positive. A rebound in Eenstmeniconiidonce F1616514 0.9 07 -07 05 -07 -0,9 08 -0.7
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activity is expected from Q4 onwards (we forecast growth of +0.4% qg/q). The Tankan business condition Private machinery order

index rose by 3 points in Q4 to +13, a level last seen in 2018. This result is better than expected: last exclliding volatilelorasrs, > I °° 92 08 00 03 02 01 02 03

guarter’s forecasts had predicted a two-point drop to 8. Another positive development is that sales and Retail sales 1,0 14 22 20 14 16 16 20 20 1,7 1,0

profit forecasts for the 2023 financial year (April 2023-March 2024) have been significantly increased. The Exports 0.4 -04 00 -01 -0.2 -0,5 -0,3 -0,3 -0,5 -0,1 -0,2

picture is particularly positive for companies in the non-manufacturing sector, with a business condition Core gi:.W

index of 18, a figure not seen since 1991, while the manufacturing sector is showing a more mixed picture Unemployment rate 1,3 1,4 1,2 10 12 12 13 11 11 12 1,3

with an index of 5, but with a stronger increase (+5 points compared to Q3). This difference in momentum Employment -0,2 0,4 -0,2 -0,1 -0,2 -0,1 0,1 -0,1 0,0 0,0 -0,1

between the two sectors is also visible in the December PMI surveys: the manufacturing index fell by Wage 1,6 1,0 09 07 09 16 14 13 12 09 13

0.6 points to 47.7, while the services index rose by 1.2 points to 52.0. The composite index gained 0.8 points s ] E&
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region slowed from 3.2% y/y in October to 2.6% in November, because of stronger disinflation on food o e e e ol the eieer i xXpanslon 201 & the contraction 2o of the actv) Posive

pl"OdUCtS (from 87% y/y in October to 6.9% in Novembe[‘)_ The annual variation in producer prices ]:eu to Reading note: the red colour indicates dynamic activity, high inflation and low unemployment, the blue colour indicates slower activity, low inflation and high
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0.3% y/y in November compared to 1% in October. These figures suggest a drop in the national

measurement of inflation (3.3% y/y in October). JP gre

In our view, the statements made by the members of the Bank of Japan open up the possibility that Actual Carry-over Forecast Annual forecasts (y/y)
monetary policy will begin to be normalised at the meeting on 22 and 23 January 2024, which could put an  [Q4 2022 Q1 2023 Q2 2023:Q3 2023 | Q4 2022 |Q4 2023:Q1 2024|2022 (observed) : 2023: 2024 2025
end to the negative interest rate policy. However, the uncertain global economic environment and the still 03 12 09 07 04 04 02 09 21 08 (09

sluggish wage growth in Japan could force the BoJ to be more patient.
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