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Trickle-down of Abenomics?

• There is extensive concern among policymakers over the
slow pace of capital investment and wage growth in the
corporate sectors.

• Through our new survey, we aim to isolate the impact of
uncertainty on firm activities (investment and hiring)



Recent business cycles in Japan



Japanese firms are increasing their cash holdings



Stagnant wage growth…



Companies have things to say…

“The situation went much too far, we must think of ways
for that money to be spent on capital spending and
wages” Finance Minister Taro Aso (October 2017)

“As we face a once-in-a-century transformation and a do-
or die-competitive environment, labour and management
thoroughly discussed how to remain competitive as a
company” Tatsuro Ueda, senior managing at Toyota (2018)



Economists has been talking about uncertainty recently
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Rising policy uncertainty in the US and UK.
Could be a drag for foreign direct investment from Japan.

Economists has been talking about uncertainty recently



Rising policy uncertainty in the US and UK.
Could be a drag for foreign direct investment from Japan.

Economists has been talking about uncertainty recently



Economists has been talking about uncertainty recently



Uncertainty makes firm cautious about investment and a
pay rise
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Uncertainty makes firm cautious about investment and a
pay rise

Economists has been talking about uncertainty recently



“Business Plans and Expectations Survey”

• New nation-wide Japanese firm level survey

• Dispatched in October 2017 & collected by November 2017

• 15,000 firms sampling from Kikatsu provided by Ministry of
Economy, Trade and Industry (METI)

• Both manufacturing and non-manufacturing sectors



Features of the survey in Japan

Subjective uncertainty measures

--- 「5-bin questions」 following US MOPS* and UK MES+

--- ex-ante measure of uncertainty
--- micro and macro uncertainty

*US MOPS (Management, Organization Practice Survey)
+UK MES (Management and Expectation Survey)

--- JP MOPS collected extensive data on management, so hopefully we can merge with
it at some levels.



Uncertainty is hard to measure…



(Source) Bloom (2014)
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A new approach to measuring uncertainty

Subjective uncertainty measures, constructed from probability
distributions of forecasts



Subjective uncertainty measures, constructed from probability
distributions of forecasts

A new approach to measuring uncertainty



Uncertainty is hard to measure…

- Through the lens of forecasts made by business managers

1. How mean forecast is dispersed across managers
2. How forecasts by each individual managers are diffused

- Forecasts about:
- [5-bin forecast] GDP, FX, and Sales
- [point forecast] Capital expenditure and employees

Questions in the literature:
- Macro uncertainty -v- Micro uncertainty
- Disagreement -v- Uncertainty
- Impacts of uncertainty on firm activities and performance



Survey Questions

1. 5-bins forecast questions
1. FX, GDP
2. Sales

2. Whether firms perceive uncertainty over future outcomes
1) Very much uncertain
2) Uncertain
3) Not so uncertainty

3. Which scenario (out of 5-bins) is used as a base for
investment and hiring plans

4. Factors affecting uncertainty





Q1: How uncertain are your future business conditions?

Very much uncertain A little uncertain Not so uncertain



Very much uncertain A little uncertain Not so uncertain

Q1: How uncertain are your future business conditions?

15.3%                               68.6%                                16.1%





Q2: Which of the followings affect the degree of uncertainty about your business plans?
You can pick as many as you wish.

FX
GDP growth in Japan
Price levels in Japan

Nikkei 225 (Stock price index in Japan)
Electricity and energy prices
Government and BOJ policy



Q2: Which of the followings affect the degree of uncertainty about your business plans?
You can pick as many as you wish.

FX
GDP growth in Japan
Price levels in Japan

Nikkei 225 (Stock price index in Japan)
Electricity and energy prices
Government and BOJ policy

Total Manufacturing Non-manufacturing
1 42% 52% 33%
2 61% 57% 65%
3 50% 43% 57%
4 10% 8% 12%
5 40% 49% 32%
6 35% 32% 38%





Q3: Which of the followings affect the degree of uncertainty about your business plans?
You can pick as many as you wish.

Taxes (corporate and consumption taxes)
Regulations on labor-relations
Social care and security system

Environmental policy and regulation
Monetary policy
Trade policy



Q3: Which of the followings affect the degree of uncertainty about your business plans?
You can pick as many as you wish.

Taxes (corporate and consumption taxes)
Regulations on labor-relations
Social care and security system

Environmental policy and regulation
Monetary policy
Trade policy

Total Manufacturing Non-manufacturing
1 75% 71% 79%
2 49% 45% 53%
3 24% 18% 29%
4 39% 44% 34%
5 37% 38% 36%
6 21% 24% 19%





Q12: Exchange rate expectations (JPY/USD)

Q13: Real GDP growth expectations

Outcomes              probabilities
FY2018 expectations

Outcomes              probabilities
FY2018 expectations

Vignette

Vignette





Outcomes                                                           probabilities

Q14: Sales expectations (unconsolidated-base)

For FY2016 FY2018 expectations





For FY2016

For FY2016

FY2018 expectations

FY2018 expectations

Q16: Capital expenditure expectations

Q17: Employment  expectations





Q18: Which scenario is used as a base for investment and hiring plans?

Investment

Hiring



Q18: Which scenario is used as a base for investment and hiring plans?

Investment

Hiring

Lowest Low Medium High Highest

Manufacturing
Investment 1.0% 7.5% 81.4% 8.7% 1.4%

Hiring 1.4% 9.6% 78.3% 9.7% 1.0%

Non-manufacturing
Investment 0.6% 7.5% 83.4% 7.5% 0.8%

Hiring 1.2% 12.6% 76.2% 9.1% 0.9%



Recap: Survey Questions

1. 5-bins forecast questions
1. FX, GDP
2. Sales

2. Whether firms perceive uncertainty over future outcomes
1) Very much uncertain
2) Uncertain
3) Not so uncertainty

3. Which scenario is used as a base for investment and
hiring plans

4. Factors affecting uncertainty



5-bins question in detail



Most common probability distributions (FX)

Rank Lowest Low Medium High Highest Share Freq.
1 0 0 0 0 0 36.06 788
2 10 20 40 20 10 19.95 436
3 5 20 50 20 5 4.30 94
4 10 15 50 15 10 2.24 49
5 10 10 50 20 10 1.97 43
6 0 0 100 0 0 1.74 38
7 10 20 50 10 10 1.42 31
7 10 20 30 30 10 1.42 31
9 10 10 60 10 10 1.10 24

10 10 10 40 30 10 1.05 23
Other 10.57 19.33 40.01 22.20 10.55 28.74 628
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Most common probability distributions (GDP)

Rank Lowest Low Medium High Highest Share Freq.
1 0 0 0 0 0 36.89 806
2 10 10 50 20 10 14.87 325
3 10 20 40 20 10 9.02 197
4 10 20 50 10 10 3.11 68
5 5 20 50 20 5 3.02 66
6 10 10 60 10 10 2.43 53
7 10 15 50 15 10 1.65 36
8 10 10 40 30 10 1.42 31
9 0 0 100 0 0 1.37 30

10 5 15 60 15 5 0.82 18
Other 11.09 19.40 42.16 19.73 9.41 25.40 555
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Most common probability distributions (Sales)

Rank Lowest Low Medium High Highest Share Freq.
1 0 0 0 0 0 22.84 499
2 10 20 40 20 10 14.87 325
3 10 10 50 20 10 4.30 94
4 10 20 50 10 10 3.57 78
5 5 20 50 20 5 2.97 65
6 0 0 100 0 0 2.84 62
7 10 10 60 10 10 2.43 53
8 5 10 70 10 5 2.15 47
9 10 15 50 15 10 1.42 31

10 5 10 60 20 5 1.14 25
Other 11.75 20.33 42.38 19.47 10.15 41.46 906
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3 10 10 50 20 10 4.30 94
4 10 20 50 10 10 3.57 78
5 5 20 50 20 5 2.97 65
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Validation of responses



Response characteristics

Probabilities
sum to 100

Outcomes weakly
monotonic Symmetric Unimodal Interior mode Cantered mode No point mass

JP 0.95 0.93 0.69 0.93 0.99 0.93 0.97

US 0.90 0.85 0.42 0.82 0.77 0.62 0.97



Distributions of forecasts (weighted average)



Distributions of uncertainty



Distributions of skewness



Macro- and micro-uncertainty



FX uncertainty and sales forecast dispersion



GDP uncertainty and sales forecast dispersion







Hiring plan distributions



Investment plan distributions



Animal spirits for hiring plans?



Key findings (progress report)

63

+ Subjective uncertainty measures in Japan
- [5-bin forecast] GDP, FX, and Sales
- [point forecast] Capital expenditure and employees

- Whether firms perceive uncertainty over future outcomes
- Which scenario is used as a base for investment and hiring plans

+ Macro- and micro-uncertainty seem to covary

+ Uncertainty appears to reduce hiring plans

+ Pessimism also reduces hiring plans


