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The three arrows of Abenomics
Recovery, Fiscal 

sustainability

Fiscal policy Initiates recovery, growth  becomes 
self sustained Over time deficitp y

(stimulus, consumption tax)
Inflation

self-sustained. Over time deficit 
and debt ratio decline

Monetary policy
(2 t i fl ti QQME)

Inflation expectations rise, portfolio 
rebalancing picks up, core inflation   

starts rising(2 percent inflation, QQME)

Higher growth

starts rising

Investment recovery, 

Growth reforms
(TPP, Diet session)

employment and wages rise, 
labor supply and productivity 

increase



The “second arrow”: flexible fiscal policyThe second arrow : flexible fiscal policy

Current fiscal plans account for half of the needed 
adjustment (5.5 percent out of 11 percent of GDP). 
Decision on consumption tax increase is an important 

hi tachievement 

To bring public debt firmly on a downward path anTo bring public debt firmly on a downward path, an 
ambitious and concrete consolidation plan beyond 2015 
is urgently neededg y

Both growth and adjustment are needed. The ot g o t a d adjust e t a e eeded e
consolidation plan should be as growth-friendly as 
possible



International comparison of Japan’s VATInternational comparison of Japan s VAT



International comparison of Japan’s VATInternational comparison of Japan s VAT

Short-term fiscal stimulusShort term fiscal stimulus

The additional fiscal stimulus under discussion will lower 
near term risks to growth, but it can also raise fiscal 
risks

In any case, fiscal stimulus should be: 

risks.  

y ,
Temporary- no permanent commitment
Timely- fast acting
T t d ff ti i i i d dTargeted- effective in raising demand

and combined with a concrete medium termand combined with a concrete medium term 
consolidation plan



Both growth and adjustment are neededg j

Proceed with comprehensive growth 
reforms to raise potential growth

• Increase labor force participation and p p
reduce labor market duality (IMF 
WP13/202) to boost long-tem growth.

• Deregulate agriculture and servicesg g
• Enhance role of the financial sector in 

generating growth (IMF WP 12/291)

What can be done in the short term?
• Immediate action (signature initiative) to boost growth 

expectations: open up a specific sector region marketexpectations: open up a specific sector, region, market
• Consider (unconventional) short-term measures to boost 

wages and investment: e.g., temporary wage and  
investment incentivesinvestment incentives 

ConclusionsConclusions

There is an urgent need for a concrete medium term fiscal e e s a u ge t eed o a co c ete ed u te sca
consolidation plan

Both growth and adjustment are needed. The medium 
term consolidation plan should be as growth friendly asterm consolidation plan should be as growth friendly as 
possible

Complementary structural reforms are important to bring 
down the debt to GDP ratiodown the debt-to-GDP ratio 
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