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HOUSEKEEPING

- Today’s webinar is scheduled for 60 minutes

- All participants are muted, we welcome questions via the Q&A function on your   
screen

- Audience can use CHAT to share comments and to see what others are saying

- This webinar will be recorded and be available to view after the presentation
concludes

- At the end of the webinar, please take a moment to complete the short survey. Your 
feedback is valuable to us.
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Exhibit 3. Contrast between Balance Sheet Recession and Pandemic

Recession (I): the Cause

Balance sheet recession

2008        2019

Pandemic recession

2020       ?

bursting of debt-financed bubble emergence of new disease

collapse in asset prices collapse of economic activity

emergence of debt overhang disappearing revenue and income

increased savings and debt repayment

(= disappearing borrowers)

increased dis-savings and distress

borrowings (= disappearing lenders)

weak economy and

very loose financial condition

weak economy and

very tight financial condition
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Exhibit 4. Commercial Paper Rate in US Stabilized        after Fed Easing
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Source: FRB
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Exhibit 5. Credit Spreads on US Corporate Debt

Stabilized after Fed Easing
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Spreads (OASs) are the calculated spreads between a computed OAS index of all bonds in a given rating category and a 
spot Treasury curve.

Source: Ice Data Indices, LLC, retrieved from FRED, Federal Reserve Bank of St. Louis
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Exhibit 6. ECB’s Actions Brought 

Corporate Bond Yields Down Halfway
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Exhibit 7. Japanese Corporate Bond Yields

Are Rising Gradually
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Exhibit 8. Central Banks Acting quickly to Pandemic, but 

Inflation Is unlikely in the Future (I): US
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Exhibit 9. Central Banks Acting quickly to Pandemic, but 

Inflation Is unlikely in the Future (II): Eurozone
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Exhibit 10. Central Banks Acting quickly to Pandemic, but 

Inflation Is unlikely in the Future (III): UK
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Exhibit 11. Central Banks Acting quickly to Pandemic, but 

Inflation Is unlikely in the Future (IV): Japan
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Exhibit 12. Necessary Policies 

before, during and after Pandemic

during balance sheet

recession

2008       2019

during pandemic

(similar to natural

disaster)

after pandemic

(similar to balance

sheet recession)

Monetary

policy

Not effective in

restoring economic

growth

Must be extra-

accommodative to

keep interest rates low

(=lender of last resort)

Gradual return to

normalcy while the

private sector is

replenishing savings

Fiscal

policy

Must act as "borrower

of last resort" to

forstall deflationary spiral

Direct payments to

households and

businesses

until medical solutions

are found

Less direct payments,

more public works

if the private sector is

a net saver

(=borrower of last resort)
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1) Bursting of a debt-financed bubble left the private 

sector with debt-overhang

(=balance sheet recession)

2) Return on capital higher in emerging countries 

(=pursuing economies) than at home

(=pursued economies)

3) Savings depleted or considered inadequate    

(=post-pandemic recession)

Exhibit 13. Three Reasons for Not Borrowing Money
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Exhibit 14. Economic Textbooks Covered only Two out of Four Macro 

Economic Possibilities
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Exhibit 15. Private Sector1 Borrowers Disappeared2, 4

after 2008

(% of GDP) (% of GDP)

5 years to

Q3 2008

from Q4

2008 to

present
4

latest 4

quarters

5 years to

Q3 2008

from Q4

2008 to

present
4

latest 4

quarters

UK -0.15 1.33 -2.84 Germany 8.42 6.30 2.16

US 3.55 5.94 7.50 France 2.83 3.52 2.68

Canada -0.02 -1.77 -1.21 Italy 1.21 3.08 4.20

Japan 7.62 7.84 5.79 Spain -7.93 7.21 5.17

Korea -1.80 3.19 1.35 Greece 0.33 0.45 -5.33

Australia -7.35 0.68 3.34 Ireland -4.94 2.04 -18.05

Eurozone 1.25 4.52 2.98 Portugal -3.79 4.17 0.69

1. private sector = household + corporate + financial sectors

2. Entered balance sheet recession in 1990

3. Entered balance sheet recession in 2000

4. Until Q4 2019. Only for UK, US, Canada, Japan and Australia, until Q1 2020. 

5. Except Canada

Source: Nomura Research Institute, based on these countries' flow of funds and national accounts data

Average Annual Private Sector Financial Surplus(+) or Deficit(-)

2

3

5
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Exhibit 16. Pursued Economies with Super-Low Bond Yields Should Be Able to

Find Self-Financing Public Works Projects
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What we were taught:

“Free trade creates both winners and losers in a country. But the gains

the winners obtain is so much larger than the losses the losers sustain,

so the economy as a whole gains much from free trade.”

What was in fact true:

“Free trade creates both winners and losers in a country. But the gains

the winners obtain is so much larger than the losses the losers sustain if

the trade is balanced. If the country continues to run deficits, the

number of losers may grow until they are numerous enough to elect

protectionist leaders.”

Exhibit 17. Trade Theories Inadequately Taught (1)
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Exhibit 18. Trade Theories Inadequately Taught (2)

Trade Deficit
Observed 
outcome

Two 
possible
causes

Needed
remedy

Needed
supporting 
evidence

Domestic demand too 
strong for domestic 

manufacturers to meet

Competitively priced imports
reducing income and savings 
of import competing sectors

Increase savings and 
reduce consumption

Devalue exchange rates 
to regain competitiveness

Import competing manufacturers 
must be at full capacity and 

doing well

Import competing manufacturers 
must be at reduced capacity and 

doing badly

"Consuming more than producing"

Conventional explanation Overlooked explanation



Exhibit 22. China May Grow Old before It Grows Rich: 

Working Age Population* Has Started to Contract in China
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Note: The Chinese National Statistical Office defines the working age population as the people from 15 to 59. 
Source: United Nations, Department of Economic and Social Affairs, Population Division (2019). World Population Prospects 2019, 
Online Edition. 
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Exhibit 23. China only Has 11 Years 

to Reach First-World Living Standard
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China’s Per-Capita Income
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yearly per-capita GDP growth: 6.5% 
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Note: Per-capita GDP in 2020 is estimated by NRI along these assumptions: real GDP growth = 1.18%, inflation = 1.0% and 1$ = 7.0 RMB.
Source: Nomura Research Institute, based on the data from IMF, World Economic Outlook October 2019 and April 2020.

Middle Income Trap

1$ = 5.01 RMB? 

yearly per-capita GDP growth: 5.0% 

yearly RMB appreciation: 2.0% 

1$ = 5.61 RMB? 

11 years until 
population peaks
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Exhibit 24. Japanization Myth (1): Vast Majority of Japanese Have Never 

Expected Deflation
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Double-dip recession 
following '97 austerity

Note: Data are discontinuous because survey methodology and wording were changed in June 2006. 
Question asks respondents to ignore changes in prices due to consumption tax hike.

Source: Nomura Research Institute, based on BOJ’s Opinion Survey on the General Public’s Views and Behavior.

Answer to question: How will prices change over the next year?

8.7%
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Exhibit 25. Japanization Myth (2): Vast Majority of Japanese Have Never 

Expected Deflation
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Exhibit 26. Japanization Myth (3): Japan’s GDP Never Fell below the Bubble 

Peak despite De-leveraging
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Exhibit 27. Japan’s Challenge: Overcoming Problems of Debt Trauma

and inferior Return on Capital relative to Emerging Markets
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Exhibit 28. Japanese Non-financial Companies Are finally 

Beginning to Borrow, but Are still Net Savers
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Exhibit 29. Labor Market in Three Stages of Economic Development

Source: Nomura Research Institute
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Exhibit 30. Effectiveness of Monetary & Fiscal Policies in Three Stages

of Economic Development

• Flat wages and prices

• Return on capital higher abroad 
but households still saving

• Government must borrow and 
spend excess private savings on 

self-financing projects

• Rising wages and prices

• Strong demand for funds from 
businesses for capacity and 

productivity enhancing 
investments

• Central bank must remain 
highly vigilant toward inflation

• Flat wages and prices

• Strong demand for funds 
from public sector for 

needed infrastructure

Effectiveness

Pursued EraGolden Era Urbanizing Era

Fiscal Policy
(B/S recession)   (ordinary times)

Time

Monetary Policy
(ordinary times)    (B/S recession) 
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expectation, projection or indication of future performance and business prospects, such forecasts may not be a reliable indicator of future or likely performance. Moreover, simulations are based on models
and simplifying assumptions which may oversimplify and not reflect the future distribution of returns. Any figure, strategy or index created and published for illustrative purposes within this document is not
intended for “use” as a “benchmark” as defined by the European Benchmark Regulation.

Certain securities are subject to fluctuations in exchange rates that could have an adverse effect on the value or price of, or income derived from, the investment.

With respect to Fixed Income Research: Recommendations fall into two categories: tactical, which typically last up to three months; or strategic, which typically last from 6-12 months. However, trade
recommendations may be reviewed at any time as circumstances change. ‘Stop loss’ levels for trades are also provided; which, if hit, closes the trade recommendation automatically. Prices and yields shown
in recommendations are taken at the time of submission for publication and are based on either indicative Bloomberg, Reuters or Nomura prices and yields at that time. The prices and yields shown are not
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The securities described herein may not have been registered under the US Securities Act of 1933 (the ‘1933 Act’), and, in such case, may not be offered or sold in the US or to US persons unless they
have been registered under the 1933 Act, or except in compliance with an exemption from the registration requirements of the 1933 Act. Unless governing law permits otherwise, any transaction should be
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This document has been approved for distribution in the UK as investment research by NIplc. NIplc is authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and
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Unless prohibited by the provisions of Regulation S of the 1933 Act, this material is distributed in the US, by NSI, a US-registered broker-dealer, which accepts responsibility for its contents in accordance
with the provisions of Rule 15a-6, under the US Securities Exchange Act of 1934. The entity that prepared this document permits its separately operated affiliates within the Nomura Group to make copies of
such documents available to their clients.

This document has not been approved for distribution to persons other than ‘Authorised Persons’, ‘Exempt Persons’ or ‘Institutions’ (as defined by the Capital Markets Authority) in the Kingdom of Saudi
Arabia (‘Saudi Arabia’) or a ’Market Counterparty’ or a 'Professional Client' (as defined by the Dubai Financial Services Authority) in the United Arab Emirates (‘UAE’) or a ‘Market Counterparty’ or a
‘Business Customer’ (as defined by the Qatar Financial Centre Regulatory Authority) in the State of Qatar (‘Qatar’) by Nomura Saudi Arabia, NIplc or any other member of the Nomura Group, as the case
may be. Neither this document nor any copy thereof may be taken or transmitted or distributed, directly or indirectly, by any person other than those authorised to do so into Saudi Arabia or in the UAE or in
Qatar or to any person other than ‘Authorised Persons’, ‘Exempt Persons’ or ‘Institutions’ located in Saudi Arabia or a ’Market Counterparty’ or a 'Professional Client' in the UAE or a ‘Market Counterparty’ or
a ‘Business Customer’ in Qatar. Any failure to comply with these restrictions may constitute a violation of the laws of the UAE or Saudi Arabia or Qatar.

For Canadian Investors: This research report was approved for distribution to Canadian investors by Instinet Canada Limited ("ICL"), member of the Investment Industry Regulatory Organization of Canada
("IIROC") and member of the Canadian Investor Protection Fund. An affiliate of ICL prepared the research report (an "Affiliate Research Report") in accordance with the regulatory requirements applicable to
research in the affiliate's local jurisdiction, which include conflict of interest disclosure. ICL reviewed this Affiliate Research Report for the purpose of ensuring Canadian disclosures required by IIROC are
included. ICL does not receive compensation in respect of the distribution of Affiliate Research Reports. Pursuant to ICL's policies and procedures regarding the dissemination of research, ICL makes
available Affiliate Research Reports to ICL clients and prospective clients only, in electronic and/or in printed form. ICL endeavours to make available and/or distribute Affiliate Research Reports to all
intended recipients at the same time. This Affiliate Research Report is not a recommendation and does not take into account the investment objectives, financial situation or particular needs of any particular
account.

For report with reference of TAIWAN public companies or authored by Taiwan based research analyst:

THIS DOCUMENT IS SOLELY FOR REFERENCE ONLY. You should independently evaluate the investment risks and are solely responsible for your investment decisions. NO PORTION OF THE REPORT
MAY BE REPRODUCED OR QUOTED BY THE PRESS OR ANY OTHER PERSON WITHOUT WRITTEN AUTHORIZATION FROM NOMURA GROUP. Pursuant to Operational Regulations Governing
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persons who are citizens of Indonesia (wherever they are domiciled or located) or entities of or residents in Indonesia in a manner which constitutes a public offering under the laws of the Republic of
Indonesia.

This document is prepared by Nomura group or its subsidiary or affiliate (collectively, “Offshore Issuers”) incorporated outside the People’s Republic of China (“PRC”, excluding Hong Kong, Macau and
Taiwan, for the purpose of this document) and it is not approved or intended to be circulated in the PRC. The Offshore Issuers are not licensed, supervised or regulated in the PRC to carry out financial
services including securities investment consultancy services. The recipient should not use this document or otherwise rely on any of the information contained in this report in making investment decisions
and Offshore Issuers take no responsibility in this regard.

NO PART OF THIS MATERIAL MAY BE (I) COPIED, PHOTOCOPIED, REPRODUCED OR DUPLICATED IN ANY FORM, BY ANY MEANS; OR (II) REDISSEMINATED, REPUBLISHED OR
REDISTRIBUTED WITHOUT THE PRIOR WRITTEN CONSENT OF A MEMBER OF THE NOMURA GROUP. If this document has been distributed by electronic transmission, such as e-mail, then such
transmission cannot be guaranteed to be secure or error-free as information could be intercepted, corrupted, lost, destroyed, arrive late or incomplete, or contain viruses. The sender therefore does not
accept liability (in negligence or otherwise, and in whole or in part) for any errors or omissions in the contents of this document, which may arise as a result of electronic transmission. If verification is required,
please request a hard-copy version.

The Nomura Group manages conflicts with respect to the production of research through its compliance policies and procedures (including, but not limited to, Conflicts of Interest, Chinese Wall and
Confidentiality policies) as well as through the maintenance of Chinese Walls and employee training.

Additional information regarding the methodologies or models used in the production of any investment recommendations contained within this document is available upon request by
contacting the Research Analysts of Nomura listed on the front page. Disclosures information is available upon request and disclosure information is available at the Nomura Disclosure web
page: http://go.nomuranow.com/research/globalresearchportal/pages/disclosures/disclosures.aspx
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Disclaimers required in Japan

Explanation on Ratings by Unregistered Rating Agencies

From the perspective of obtaining fairness and transparency in the market, registration system for credit rating agencies has been introduced based on amended Financial Instruments and Exchange Act.

In accordance with this, those financial instruments business operators utilizing ratings assigned by unregistered rating agencies (“Unregistered Ratings”) upon soliciting clients are obligated to notify their
clients that these ratings are Unregistered Ratings and to provide them with such other information necessary as the significance of registration.

○Significance of Registration

Those credit rating agencies which have been registered under the system will be supervised by the Financial Services Agency (FSA) and will be subject to certain restrictions. Such restrictions include the
following; duty of candor and good faith; obligation to maintain compliance system to prevent conflict of interest and to maintain fairness in the credit rating process; prohibited from assigning ratings on those
securities which they are holders of; and obligation to prepare and disclose rating policies and other necessary documents and to make publicly available the explanation materials and other necessary
documents.

They will also be obligated to report to FSA upon its request, to accept on-site investigations, to receive business improvement order and will be under other forms of supervision by FSA.

Unregistered rating agencies will not be subject to these restrictions and supervision by FSA.

○Rating Agencies

Standard & Poor’s

-Name of the rating agency group and registration number

Name of the rating agency group: S&P Global Ratings (S&P)

Name of the registered credit rating agency within the group and its registration number:

S&P Global Ratings Japan Inc. (Financial Services Agency Commissioner 5)

-The way of obtaining summary information on the policies and methods used for assigning credit ratings

Please refer to the Japanese website of S&P Global Ratings Japan Inc. at (http://www.standardandpoors.co.jp). Access「無登録格付け情報」 (http://www.standardandpoors.co.jp/unregistered) under 「ライブラ
リ・規制関連」of the page.

-Assumptions, Significance and Limitation of Credit Ratings

Credit ratings assigned by S&P are statements of opinion on the future credit quality of issuers or particular debts as of the date they are expressed, but such ratings are not indexes which show the
probability of the default by issuers or on particular debts and do not constitute a guarantee creditworthiness. Credit ratings are not a recommendation to purchase, sell or hold any securities, or a statement
of market liquidity or prices in the secondary market of any issues.

Credit ratings may change depending on various factors, including issuers' performance, changes in external environment, performance of underlying assets, creditworthiness of counterparties and others.
S&P conducts rating analysis based on information from the reliable sources and it provides credit ratings only if such information is sufficient in quality and quantity to enable it to reach decisions credit
ratings could be provided. However, S&P does not perform an audit, due diligence or independent verification of any information provided by the issuer or any third party and it does not guarantee its
accuracy, completeness or timeliness of the available information for credit ratings and the results gained from such information. Moreover it needs to be noted that there may be a potential risk resulting
from the limitation of the historical data available for use depending on the rating.

This information is based on information Nomura has received from sources it believes to be reliable as of June 1, 2018, but it does not guarantee accuracy or completeness of the information. For details,
please refer to its website above.
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Moody’s

-Name of the rating agency group and registration number

Name of the rating agency group: Moody’s Investors Service (Moody’s)

Name of the registered credit rating agency within the group and registration number:

Moody’s Japan K.K. (Financial Services Agency Commissioner 2)

-The way of obtaining summary information on the policies and method used for assigning credit ratings

Please refer to the Japanese website of Moody’s Japan K.K. at (https://www.moodys.com/pages/default_ja.aspx). Click 「信用格付事業」and access to 「無登録格付説明関連」in「無登録業者の格付の利用」.

-Assumptions, Significance and Limitation of Credit Ratings

Credit ratings are Moody’s Investors Service, Inc.'s ("MIS") current opinions of the relative future credit risk of entities, credit commitments, or debt or debt-like securities. MIS defines credit risk as the risk
that an entity may not meet its contractual, financial obligations as they come due and any estimated financial loss in the event of default. Credit ratings do not address any other risk, including but not limited
to: liquidity risk, market value risk, or price volatility. Credit ratings do not constitute investment or financial advice, and credit ratings are not recommendations to purchase, sell, or hold particular securities.
No warranty, express or implied, as to the accuracy, timeliness, completeness, merchantability or fitness for any particular purpose of any such rating or other opinion or information is given or made by MIS
in any form or manner whatsoever.

Based on the information received from issuers or from public sources, the credit risks of the issuers or obligations are assessed. MIS adopts all necessary measures so that the information it uses in
assigning a credit rating is of sufficient quality and from sources MIS considers to be reliable. However, MIS is not an auditor and cannot in every instance independently verify or validate information
received in the rating process.

This information is based on information Nomura has received from sources it believes to be reliable as of June 1, 2018, but it does not guarantee accuracy or completeness of the information. For details,
please refer to its website above.

Fitch

-Name of the rating agency group and registration number

Name of the rating agency group: Fitch Ratings (Fitch)

Name of the registered credit rating agency within the group and registration number:

Fitch Ratings Japan Limited. (Financial Services Agency Commissioner 7)

-The way of obtaining summary information on the policies and method used for assigning credit ratings

Please refer to the Japanese website of Fitch Ratings Japan Limited at (https://www.fitchratings.com/site/japan). Click 「規制関連」 in the section 「フィッチの格付業務について」 and access 「格付方針等の概要」.

-Assumptions, Significance and Limitation of Credit Ratings

Ratings assigned by Fitch are opinions based on established criteria and methodologies. Ratings are not facts, and therefore cannot be described as being "accurate" or "inaccurate". Credit ratings do not
directly address any risk other than credit risk. Credit ratings do not comment on the adequacy of market price or market liquidity for rated instruments. Ratings are relative measures of risk; as a result, the
assignment of ratings in the same category to entities and obligations may not fully reflect small differences in the degrees of risk. Credit ratings, as opinions on relative ranking of vulnerability to default, do
not imply or convey a specific statistical probability of default.

In issuing and maintaining its ratings, Fitch relies on factual information it receives from issuers and underwriters and from other sources Fitch believes to be credible. Fitch conducts a reasonable
investigation of the factual information relied upon by it in accordance with its ratings methodology, and obtains reasonable verification of that information from independent sources, to the extent such
sources are available for a given security or in a given jurisdiction. The assignment of a rating to any issuer or any security should not be viewed as a guarantee of the accuracy, completeness, or timeliness
of the information relied on in connection with the rating or the results obtained from the use of such information. If any such information should turn out to contain misrepresentations or to be otherwise
misleading, the rating associated with that information may not be appropriate. Despite any verification of current facts, ratings can be affected by future events or conditions that were not anticipated at the
time a rating was issued or affirmed.

Please refer to “Definitions of Ratings and Other Forms of Opinion” on Fitch’s Japanese website for the explanation covering the details of the assumptions, significance and limitation of credit ratings.

This information is based on information Nomura has received from sources it believes to be reliable as of June 1, 2018, but it does not guarantee accuracy or completeness of the information. For details,
please refer to its website above.
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Disclaimers required in Japan
Credit ratings in the text that are marked with an asterisk (*) are issued by a rating agency not registered under Japan’s Financial Instruments and Exchange Act (“Unregistered Ratings”). For details on
Unregistered Ratings, please contact the Research Production Operation Dept. of Nomura Securities Co., Ltd.

Investors in the financial products offered by Nomura Securities may incur fees and commissions specific to those products (for example, transactions involving Japanese equities are subject to a sales
commission (all figures on a tax-inclusive basis) of up to 1.43% of the transaction amount or a commission of ¥2,860 for transactions of ¥200,000 or less, while transactions involving investment trusts are
subject to various fees, such as commissions at the time of purchase and asset management fees, such as commissions at the time of purchase and asset management fees (trust fees), specific to each
investment trust).

In addition, all products carry the risk of losses owing to price fluctuations or other factors. Fees and risks vary by product. Please thoroughly read the written materials provided, such as documents
delivered before making a contract, listed securities documents, or prospectuses.

Nomura Securities Co., Ltd.

Financial instruments firm registered with the Kanto Local Finance Bureau (registration No. 142)

Member associations: Japan Securities Dealers Association; Japan Investment Advisers Association; The Financial Futures Association of Japan; and Type II Financial Instruments Firms Association.

The Nomura Group manages conflicts with respect to the production of research through its compliance policies and procedures (including, but not limited to, Conflicts of Interest, Chinese Wall and
Confidentiality policies) as well as through the maintenance of Chinese Walls and employee training.

Additional information regarding the methodologies or models used in the production of any investment recommendations contained within this document is available upon request by
contacting the Research Analysts of Nomura listed on the front page. Disclosures information is available upon request and disclosure information is available at the Nomura Disclosure web
page: http://go.nomuranow.com/research/globalresearchportal/pages/disclosures/disclosures.aspx

Copyright © 2020 Nomura Securities Co., Ltd. All rights reserved.


