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Japan Economic Outlook: An accelerating
economy, though not quite at breakneck speed
The Japanese economy appears to
accelerate more robustly, with low
unemployment, strong export growth,
and a positive monetary policy
possibly contributing. Of course, a
declining population is still a concern.

capita basis, it is doing well. There are a number of indicators
that point to progress:
• Industrial production was up 6.8 percent in May versus a
year earlier, the fastest rate of growth since 2014.
Moreover, the overall level of output is now the highest
since 2008. The strength of industrial output has been
driven by strong demand for Japanese exports. This is one

Rebound

of the several indicators that the economy is finally
stabilizing at a decent rate of growth. Still, headwinds

While it would be an exaggeration to say that Japan’s economy

remain,

is on fire, it is safe to say that it is doing unusually well. The

including

poor

demographics,

inadequate

Japanese fiscal and regulatory policies, and potential US

Japanese economy appears to be turning a corner,

protectionist policies. 1

accelerating to a more robust rate of expansion. Of course,
given its declining population, it cannot be expected that

• Japanese exports grew strongly in May, although more

Japan will ever again return to breakneck growth. Still, on a per

slowly than some analysts had expected. Exports were up
14.9 percent versus a year earlier. In particular, exports

1

All statistics in this article are sourced from Statistics Japan, http://www.stat.go.jp/english/, unless otherwise stated.
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were up 23.9 percent to China, 22.9 percent to South

700,000 people each year. Normally, one would expect that

Korea, and 12.7 percent to North America. The strength of

such a situation would generate considerable wage pressure,

exports reflects the impact of a weak Japanese yen as well

thereby boosting inflation. This is not happening, and it is not

as accelerating global demand. Meanwhile, imports grew

entirely clear why not.

faster at 17.8 percent, reflecting an improvement in
domestic

demand

manufacturers

that

as

well

needed

as

strong

components

growth
for

Several explanations have been offered. First, an extended

by

period of low inflation has trained businesses to offer modest

their

pay increases. Old habits die hard. Second, many workers

exportable products.

prefer to stay with one employer for a lifetime. As such, they

• Retail sales in Japan grew 2.0 percent in May from a year

are relatively immune to offers of higher pay from other

earlier. This follows exceptionally strong growth in April, the

employers. Third, some employers may prefer to invest in

fastest rate of growth in two years. Moreover, strong

labor-saving technology rather than boost wages, especially if

growth two years ago was artificially inflated by the rise in

the available pool of labor lacks the skills needed. Fourth,

the national sales tax. Excluding that episode, retail sales

there is an increasing number of women entering the

are now rising at the fastest pace since 2012. The strength

workforce, thus removing some of the pressure on wages.

of retail sales is due to strong growth of spending at

Finally, the job market appears to be tightest in Tokyo, where

department stores and supermarkets. On the other hand,

the ratio of jobs to applicants for full-time work is now

overall household spending grew modestly in May, up 0.7

especially high. It is rather low in other parts of the country.

percent from a year earlier. This was likely due to weakness

This suggests a bifurcated job market in Japan.

in the growth of household income. In real (inflation-

“The Japanese economy appears to be
turning a corner, accelerating to a
more robust rate of expansion.”

adjusted) terms, household spending was actually down
from a year earlier. Thus the consumer sector of the
Japanese economy remains uncertain.

Monetary policy

• Japan’s labor market appears to be strong. The
unemployment rate rose to 3.1 percent in May after
hovering around 2.8 percent in the previous two months.

Japan’s central bank has lately left monetary policy unchanged,

Still, this is a relatively low rate. Unemployment has been

reflecting its confidence that the economy is on a favorable

falling rapidly and steadily since it peaked at 5.5 percent

path of faster growth and higher inflation—even though core

during the global recession of 2009. Moreover, the

inflation remains at zero. The policy remains highly

tightness of the market is indicated by the fact that the

accommodative. Meanwhile, the International Monetary

ratio of job openings to job applicants is now 1.49, almost

Fund (IMF) feels that the policy has been a success. It says

the highest level since 1974. This suggests a significant

that Japan has done enough to boost growth and inflation,

shortage of labor.
The tightness in the labor market is not only due to strong
demand for workers, but also reflects a declining supply of
workers. The working-age population is declining by about
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and that the current policy of “Abenomics” is a “success” and

not sufficient to offset the death rate. Meanwhile, the

should be continued. 2

population continues to age, with a sharp decline in the
working-age population partly offset by a rise in the elderly

Recall that Abenomics refers to the policies undertaken by

population.

Prime Minister Shinzo Abe since he came to power. These
include aggressive monetary policy, fiscal stimulus, and
deregulatory reform. Only the monetary policy part of
Abenomics has been implemented in a significant way.
However, the government is likely to engage in more fiscal
stimulus in the coming year. As for deregulation, the
government hoped to use the Trans-Pacific Partnership (TPP),
a free-trade agreement between Japan, the United States,
and 10 other Pacific Rim nations, as a political cover for
engaging in politically difficult reforms. Unfortunately for Abe,
US President Donald Trump cancelled the TPP on his first day
in office, despite Abe’s efforts to convince Trump otherwise.
Although the IMF expressed confidence in the current policy
mix, it warned that the government ought not to allow a 2.0percentage-point increase in the national sales tax, now
scheduled to take place in 2019. The last time there was such

This situation is creating a number of challenges for Japan. A

an increase, it caused a temporary setback to economic

declining working-age population means slower economic

activity. The IMF suggested that future increases take place

growth, which reduces Japan’s footprint in the global economy.

more gradually. 3

The government is keen to enact a tax

It also means persistent excess capacity, which contributes to

increase in order to offset the rising cost of pensions

very low inflation. A combination of low growth and zero

associated with an aging population.

inflation has contributed to a very high debt/GDP ratio for the
government. The decline in the ratio of workers to retirees

Demographics

means a higher cost of caring for the elderly. This is why the
government is keen to ultimately boost the national sales tax,

Japan’s population is declining. In 2016, the indigenous

in order to fund pensions and health care for the elderly.

population fell by 308,000, a record drop. This was partly

Finally, the population continues to shift toward big cities.

offset by a 149,000 increase in the foreign resident

Tokyo’s population is rising, while that of many small towns is

population—an increase of 7.0 percent. The native-born

being quickly depleted.

population is falling because of a very low birth rate, which is

2

IMF, “Japan: Staff concluding statement of the 2017 Article IV Mission,” June 19, 2017,

3

Ibid.
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What is the solution? First, more immigration would help—
this is evidently taking place, but far more slowly than in most
other developed economies. This is a difficult political issue in
Japan, one about which politicians barely speak. Second, an
increase in the rate of female labor force participation would
help, and indeed the government has taken actions to
encourage more women to work. Japan’s female participation
rate is similar to that of the United States but far lower than
that in Western Europe. Finally, faster productivity growth
would help. However, this will require more business

“Japan’s government is eager to be
involved in trade liberalization, partly
to gain more favorable access to
foreign markets.“

investment in new technologies, which might be encouraged
if the government relaxes anti-competitive regulations in
various industries. Freer trade would help as well.

Trade

Such agreements will require the dismantling of non-tariff
barriers such as onerous regulations. Abe hopes that the

Japan’s government is eager to be involved in trade

requirement to end such barriers will provide his government

liberalization, partly to gain more favorable access to foreign

the political cover needed to implement difficult reforms,

markets. Japan and the European Union have just reached an

including liberalization of domestic markets. He had hoped

agreement on a free-trade deal, which was publicized at the

that the TPP might provide such an opportunity. The new deal

recent G20 Summit. The deal will eliminate tariffs on 99.0

between the European Union and Japan is a way for both

percent of goods traded between the two economic giants.

sides to sidestep the United States, which increasingly is

Companies in each region will have access to public sector

turning inward in terms of economic relations with the rest of

procurement in the other region. The deal will mean that

the world.

European farmers gain access to the Japanese market, while
Japanese automakers gain greater access to the EU market.
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Accounting News

IFRS 15 Revenue from Contracts with Customers and IFRS 9

IFRSs

Financial Instruments have also been applied.

IFRS 17

An entity shall apply the standard retrospectively unless

In May 2017, the IASB has published a new standard, IFRS 17

impracticable, in which case entities have the option of using

Insurance Contracts, that supersedes IFRS 4 Insurance

either the modified retrospective approach or the fair value

Contracts and related interpretations. The new standard

approach.

requires insurance liabilities to be measured at a current

For additional information, see our related IAS Plus project

fulfilment value and provides a more uniform measurement

page (https://www.iasplus.com/en/news/2017/05/ifrs-17) as

and presentation approach for all insurance contracts.

well as the IASB press release (http://www.ifrs.org/news-and-

The objective of the Standard is to ensure that an entity

events/2017/05/iasb-finalises-fundamental-overhaul-of-insu

provides relevant information that faithfully represents rights

rance-accounting/) and our IFRS in Focus newsletter (https://

and obligations from insurance contracts it issues. The IASB

www.iasplus.com/en/publications/global/ifrs-in-focus/2017/

developed the Standard to eliminate inconsistencies and

ifrs-17) on the amendments.

weaknesses in existing accounting practices by providing a
single principle-based framework to account for all types of

IFRIC 23

insurance contracts, including reinsurance contracts that an

In June 2017, the IASB issued IFRIC 23 Uncertainty over

insurer holds. The standard also specifies presentation and

Income Tax treatments developed by the IFRS Interpretations

disclosure requirements to enhance comparability between

Committee (‘the Interpretation Committee’) to clarify the

insurers.

accounting for uncertainties in income taxes.

IFRS 17 is effective for annual reporting periods beginning on

IFRIC 23 addresses the determination of taxable profit (tax

or after 1 January 2021. Earlier application is permitted if both

loss), tax bases, unused tax losses, unused tax credits and tax
7

The CFO Program | Japan

rates, when there is uncertainty over income tax treatments

amendment proposes to amend IAS 16 to prohibit deducting

under IAS 12. The main consensus reached is as follows:

from the cost of an item of property, plant and equipment any
proceeds from selling items produced while bringing that

• An entity is required to use judgement to determine

asset to the location and condition necessary for it to be

whether each tax treatment should be considered

capable of operating in the manner intended by management.

independently or whether some tax treatments should be

Instead, an entity would recognise the proceeds from selling

considered together.

such items, and the cost of producing those items, in profit or

• An entity is to assume that a taxation authority with the

loss.

right to examine any amounts reported to it will examine
those amounts and will have full knowledge of all relevant

U.S. GAAP

information when doing so.

The FASB has issued several Accounting Standards Updates,

• An entity has to consider whether it is probable that the

including:

relevant authority will accept each tax treatment, or group

Accounting Standards Update No.
(“ASU”) 2017-10 – Service Concession
Arrangements (Topic 853):
Determining the Customer of the
Operation Services (a consensus of the
FASB Emerging Issues Task Force)

of tax treatments, that it used or plans to use in its income
tax filing.
• An entity has to reassess its judgements and estimates if
facts and circumstances change.
IFRIC 23 is effective for annual reporting periods beginning on
or after January 1, 2019. Earlier application is permitted.

GAAP currently does not address how an entity should

Refer to the IASB press release (http://www.ifrs.org/news-

determine the customer for transactions within the scope of

and-events/2017/06/international-accounting-standardsboard-issues-interpretation-on-ias-12-income-taxes/),
IFRS

in

Focus

newsletter

Topic 853, which has led to a diversity in practice. The key

our

amendment in ASU 2017-10 eliminates that diversity in

(https://www.iasplus.com/

en/publications/global/ifrs-in-focus/2017/ifric-23)

on

practice by clarifying that the grantor in a service concession

the

arrangement is the customer and not any third-party users of

interpretation and our IAS Plus project page (https://

the grantor’s infrastructure (for example, airports, roads,

www.iasplus.com/en/projects/narrow-scope/ifric-income-

bridges, tunnels, prisons, and hospitals, etc.).

taxes) for additional information.

For an entity that has not yet adopted Topic 606 Revenue

No other new standards, amendments or interpretations

from Contracts with Customers, the effective date of the

were issued by the IASB during this Quarter. However, the

amendment in ASU 2017-10 are generally the same as the

IASB also published an exposure document to solicit public

effective date for Topic 606.

comments on following subject:

For an entity that has already adopted Topic 606, the

Amendments to IAS 16

amendment in this ASU are effective for public entities for

The IASB published an Exposure Draft (ED) of proposed

annual periods beginning after December 15, 2017 and other

amendment to IAS 16 Property, Plant and Equipment. The

entities for annual periods beginning after December 15,

8
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ASU

entities. For more information, see our related Heads Up

(http://www.fasb.org/jsp/FASB/Document_C/DocumentPage?

newsletter (https://techlib.deloitte.com/default.aspx?context

cid=1176169044055&acceptedDisclaimer=true) as included

Id7fff9ec7-2fd8-42d1-88b1-c3103eda626f#s=AgAAADJf

on the FASB’s website.

NDE1MTM1LERvY1NlYXJjaA%3D%3D)

2018.

For

more

information,

see

this

on the FASB’s website.

Japanese GAAP and other
local developments
ASBJ issues the Exposure Drafts of
Accounting Standards for Revenue
Recognition for Public Comment

down-round features. The key amendments to this ASU are:
• The existence of down-round features in an equity-linked

In July 2017, the ASBJ issued for the public comment the

financial instrument no longer precludes the financial
equity

classification.

ASU

cid=1176169197451&acceptedDisclaimer=true) as included

This ASU applies to issuers of financial instruments with

from

this

(http://www.fasb.org/jsp/FASB/Document_C/DocumentPage?

ASU 2017-11 – Earnings Per Share
(Topic 260): Distinguishing Liabilities
from Equity (Topic 480); Derivatives
and Hedging (Topic 815): Accounting
for Certain Financial Instruments with
Down Round Features

instrument

and

following two Exposure Drafts:

Additionally,

 Exposure Draft of Accounting Standard for Revenue

embedded conversion features in a debt host contract are

Recognition (Exposure Draft of Statement No. 61)

no longer required to be bifurcated due to the existence
of down round features if the contract qualifies for the

 Exposure Draft of Guidance on Accounting Standard for

scope exception in ASC 815-10-15-74..

Revenue Recognition (Exposure Draft of Guidance No. 61)

• The guidance on recognition and measurement of the

The ASBJ aims to make the Accounting Standards for Revenue

value transferred upon trigger of a down-round feature for

Recognition in Japan align with those in IFRS and USGAAP as

equity-classified instruments has been amended in ASC

much as possible; however, the ASBJ also states that they took

260. As a result of the amendment, after determining the

into consideration business practices and circumstances,

value (in accordance with the fair value measurement

which are unique to Japan, in developing the Exposure Drafts.

guidance in ASC 820 by using a “with and without method”)

The comments are due on October 20, 2017. The Exposure

that was transferred to the holder, the entity would

Drafts are available in Japanese only.

recognize the value transferred as a reduction of retained
earnings and an increase of additional paid-in capital (i.e.,
as a deemed dividend). This amendment does not apply to
convertible instruments.
The amendments in this Update are effective for public
entities for annual periods beginning after December 15,
2018 and for all other entities for annual periods beginning
after December 15, 2019. Early adoption is permitted for all

9
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ASBJ issues JMIS Exposure Draft No. 4,
Proposed amendments to “Japan’s
Modified International Standards
(JMIS): Accounting Standards
Comprising IFRSs and the ASBJ
Modifications”

The first paper reports the results of interviews conducted
with Japanese analysts with the aim to understand their views
on accounting of goodwill and impairment, which they have
in their work as analysts. The latter paper was issued by the
ASBJ to discuss the possible alternatives in accounting of
goodwill and impairment.

In particular, the ASBJ proposed

an optional approach, by which an entity can choose between

In June 2017, the ASBJ issued the JMIS Exposure Draft in order

the

to undertake the endorsement process mainly on IFRS15

impairment-only

model

under

IAS36

and

the

amortization plus impairment model, which the ASBJ has

Revenue from Contracts with Customers.

been consistently supporting, based on what the entity thinks

JMIS are standards and interpretations issued by the IASB

is useful to discharge its accountability responsibilities.

with certain ‘deletions or modifications’ where considered

English papers are available on the ASBJ’s website for

necessary by the ASBJ. The ASBJ issued JMIS in June 2015 and

Research Paper No.3 (https://www.asb.or.jp/en/discussions/

has examined the accounting standards issued by the IASB

papers/2017-0612.html) and Agenda Paper (https://www.

since then. To date, JMIS has been issued as a result of the

asb.or.jp/en/discussions/papers/2017-0612-2.html).

endorsement process covering Standards issued by the IASB

December 2017. So far, no deletion or modification to the

The FSA publishes the 1st Survey
Report on Audit Firm Rotation

standards issued by the IASB.

In July 2017, the FSA published the 1st Survey Report on Audit

The comment period for this round has already been closed

Firm Rotation in response to the recommendation made in

on August 21, 2017. The Exposure Draft in English is available

March 2016 by the “Advisory Council on the Systems of

on the ASBJ’s website for JMIS Exposure Draft (https://

Accounting and Auditing”, which stated that the FSA should

www.asb.or.jp/en/ifrs/exposure_drafts/2017-0620.html).

conduct a survey and analysis regarding the adoption of

as at 30 September 2016 which become effective by 31

mandatory audit firm rotation in Japan. The 1st Survey Report

ASBJ submits Papers on Goodwill and
Impairment for Discussions at the July
2017 ASAF Meeting

introduced an observation and analysis on, in particular, (1)
effectiveness of the mandatory “partner” rotation within the
same audit firm, (2) immobilized relationships between audit

In June 2017, the ASBJ submitted the following two papers on

firms and their clients in Japan, and (3) impacts of the

Goodwill and Impairment for discussions at the Accounting

mandatory audit firm rotation implemented in EU since June

Standards Advisory Forum (ASAF) meeting held in July 2017:

2016. The Survey Report states that it would be appropriate

 Research Paper No. 3, “Analyst Views on Financial

for the FSA to continue its effort for further research and
deliberation regarding possible course of actions. No decision

Information Regarding Goodwill”

was yet to be made.

 Agenda Paper “Possible Approach for Addressing the ‘Too

For more information, please visit: IASPlus.com (IFRS) or USGAAPPlus.com
(U.S. GAAP) or speak to our Deloitte experts Takafumi OSEKO, Partner
(takafumi.oseko@tohmatsu.co.jp) or ALEJANDRO Saenz, Senior Manager
(alejandro.saenzmartinezgeijo@tohmatsu.co.jp).

Little, Too Late’ Issue”
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Tax News

The 2017 tax reforms, at least those affecting individual

The overall burden of individual
taxation is going up

taxation, have been met with a mixed reception by the

Moreover, most recent changes (with the notable exception

expatriate community. Some of the reforms such as the

of the consumption tax increase) are targeted at higher

introduction of the new category of temporary resident tax

earners and the wealthy.

Trends in Individual taxation

payer for inheritance and gift taxes were welcome changes.

The most obvious examples of this are the new top rates of

Others such as the expansion to the lookback rules, (whereby

tax that were introduced. 2015 saw the introduction of the

an individual who has left Japan can have a trailing liability for

45% national income tax band for individuals who earn more

inheritance / gift tax), and the reclassification of certain capital

than 40m JPY as well as a new 55% tax band for inheritance

gains on shares and securities as taxable Japan sources of

and gift taxes.

income, less so as they have created new exposures to Japan
taxes for foreign nationals which did not exist before.

Those top rates, combined with the related surtaxes and

This article illustrates how the 2017 reforms follow on from

taxes like local inhabitants tax on income, mean Japan’s top

earlier changes that have been made to the tax system in

marginal rates are among the highest in the world and in

order to highlight some of the more general trends we are

particular within the APAC region. However, it is not changes

seeing. The focus is on the taxes that directly impact

to the tax banding itself, which other than the introduction of

individuals – individual income tax, inheritance and gift tax,

the newer higher rates has been left largely unchanged for

and some of the associated regulatory reporting.

years, that sets the trend of an increasing tax burden. Rather
it is the fact that increasingly more income is being pushed
into the higher tax brackets primarily by way of the following:
11
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MyNumber) as well as overseas (via expansions to the tax

Tax deductions are being
restricted and / or reduced

treaty network and information exchange agreements).
2012 saw the introduction of the employer equity report

For most employees the largest tax deduction to set against

whereby certain Japanese entities had to provide details of

their employment income is the employment income

their employees’ taxable equity income (from restricted stock

deduction. Prior to 2014 this deduction was uncapped (so in

units, stock options etc.) to the authorities as a resource that

theory it would continue to increase as individuals earn more

could be cross referenced to tax returns. This was initially

salary) but since 1 January 2015 it has been limited. Initially to

limited to tax resident employees but was expanded in 2016

2.45m JPY in 2013 for individuals earning more than 15m JPY,

to include both non-resident and former employees and

then reduced to a maximum of 2.3m JPY in 2016 for

directors.

individuals earning more than 12m JPY.

2013 saw the introduction of the foreign asset report,

2017 saw a continuation of the trend with the deduction

wherein permanent residents with foreign assets over 50m

being reduced once again to 2.2m JPY for individuals earning

JPY were required to disclose details of their overseas assets

over 10m JPY.

to the tax authorities by 15 March following the end of the tax

Deductions for dependents have also been similarly eroded.

year. 2015 saw an expansion to the related assets and

Deductions for dependents under 16 years of age were

liabilities statement into a more detailed report.

stopped in 2011. Additional reporting requirements were

Under the new assets and liabilities report, individuals

introduced for individuals wishing to claim for overseas

earning more than 20m JPY with certain levels of assets are

dependents in 2016 making it harder to do so and, from next

required to provide details of their worldwide assets and

year, the spouse and special spouse deductions will be

liabilities – including such information as account and

means tested with individuals earning over 12.2m JPY no

reference numbers. Both the foreign assets report and the

longer able to claim a deduction at all.

assets and liabilities report serve as a means for the tax office

For inheritance tax, the basic deduction which can be set

to identify unreported income streams (e.g. rent from a rental

against a taxable estate was lowered from 50m JPY (plus 10m

property) and to identify disposals / acquisitions of assets for

JPY for each statutory heir) to 30m JPY (plus 6m JPY for each

capital gains, gift and inheritance tax purposes. A new penalty

statutory heir) from 2015 thus broadening the tax base and

regime has been built around whether an income generating

bringing more estates into the scope of taxation for the first

asset was correctly reported within the asset disclosures.

time.

At the end of 2015, the first MyNumbers were issued marking

Reporting and connectivity is
increasing

a move to align a variety of government records (social
security, immigration and tax) as well as to better track the
flow of money into and out of the country.

At the same time as taxes are going up, the authorities are
also increasing the amount of data they have available to

We are seeing the tax authorities utilize all of these new

them to identify non-compliance as well as strengthening the

sources of data in their tax audits.

connectivity of the data they have both within Japan (via

12
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resident, spouse of a Japanese national visa) in Japan that

Visa type is beginning to have an
impact

should be considered, especially by high net worth individuals,
prior to doing so. For companies who assist with their

Finally, prior to 2015, the type of Japanese visa held (other

employees’ Japan tax liabilities (for example under a tax

than some specialist visas like the diplomatic visa) had limited

equalization agreement), it also may be worthwhile to

impact on an individual’s tax exposure in Japan. Since 2015,

examine company policy so if additional tax is triggered due

however, there have been a couple of changes to the rules

to a visa change it is clear who is responsible for paying it.

whereby individuals on a table 2 type visa (e.g. dependent of

Conclusion

Japanese national, spouse of a Japanese national, permanent
resident etc.) have had their tax treatment aligned more

When viewing the tax reforms for a single year in isolation, it

closely to that of Japanese nationals.

is often easy to miss how they can connect to prior years and

The first reform to connect visa type to individual taxation was

fit into the larger picture. Hopefully the above, which is a very

the introduction of the exit tax in July 2015. Under the exit tax

brief overview of the more significant changes we have had

regime, individuals resident in Japan for more than five years

over the last few years affecting individuals, helps to illustrate

with qualifying financial assets worth more than 100m JPY

the general trends we are seeing.

would be subject to tax on unrealized gains upon exiting

The Japanese government has stated that one of its goals is

Japan. For the purposes of counting the five years, however,

to encourage the movement of foreign talent and business

years on a table 1 (work visa) do not need to be included. This

capital to Japan. However, that goal would seem to be in direct

removes most foreign nationals from the regime entirely but

contradiction to many of the changes outlined above. Within

leaves those on a table 2 visa within scope. Foreign nationals

the expatriate community we are aware that several longer

were, however, permitted a grace period with the five year

term residents affected by these changes have already

count starting from July 2015 so the first foreign nationals to

chosen to relocate their affairs to elsewhere within the region.

be affected by the exit tax regime will start to be seen from

Notably to Hong Kong and Singapore, where the overall

July 2020.

burden of taxation is lower. Furthermore, their successors are

The second instance of visa type impacting taxation arose in

often not building the same long term relationships with

the 2017 reforms, where the new category of temporary

Japan, often limiting their presence here to less than five years

resident for inheritance and gift tax was limited to individuals

– the point from which worldwide taxation for income tax

on a table 1 work visa. Thus individuals in Japan on a table 2

purposes would apply. If the government is serious about

visa (e.g. permanent residents, spouse of a Japanese national

their desire to bring foreign talent to Japan and keep it here

etc.) would remain taxed similar to Japanese nationals i.e. on

for the longer term, future tax reforms will need to start

global transfers of wealth.

moving in a different direction.

These two changes mean that there are now real tax

For more information, please speak to our Deloitte experts Kazumasa YUKI,
Tax Partner (kazumasa.yuki@tohmatsu. co.jp), or David BICKLE, Tax Partner
(david.bickle@tohmatsu. co.jp).

consequences for acquiring a table 2 (e.g. permanent
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Influencing Stakeholders: Persuade, Trade or
Compel

priority. For example, you may use green if they are

Executives are usually hired to drive business improvement

supportive, yellow if they are neutral, and red if they are likely

and not just maintain the status quo. But change can be

to block.

uncomfortable for existing stakeholders, and incoming
executives will likely have to build the capacity to influence
other

stakeholders

to

drive

change

and

Figure 1: Mapping influence Needs

improve

performance. Incoming executives can build the capacity to
influence and effectively exercise influence to deliver on their
initiatives, by focusing on a few key objectives.
The starting point to developing an influence strategy is

There are many ways to interpret the table. The more

mapping out where you will need to spend time and effort

stakeholders there are relevant to a priority the more time

convincing others to support your initiatives. A useful way to

you will likely spend informing and communicating to them

do this is to determine who among your critical stakeholders

about the initiative. The more yellow and red spots in a row,

is likely to be a supporter, a neutral party, or blockers of your

the more effort it will take to persuade and influence

priority initiatives. One way of mapping this is to create a table

stakeholders to support the initiative and successfully deliver

like the one below where you list your top five priority

it. The more red and yellow spots in a column, the greater the

initiatives by row and each critical stakeholder (beginning with

effort and focus needed to convince the particular

the most influential individual) by column.

stakeholder to support and not stand in the way of your

Next, fill out the resulting grid with a color indicating

collective initiatives. Understanding the influence map can

stakeholder support for a priority if they are relevant to the
14
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help you prioritize attention to the stakeholders and

stakeholders

derive

considerable

satisfaction

from

initiatives that drive the design of your influence strategy.

demonstrating expertise or from helping others. Thus, a
useful starting point for resolving a blockage and influencing

Frame your influence strategy

a stakeholder may simply be direct, thoughtful, and simple

As in the case of talent issues, incoming executives should

communication clarifying a need and soliciting help.

invest in stakeholder relationships early. They can perhaps

Trade—Influence without authority: Communication and

begin with a listening tour about what is working and what is

likeable appeals for help may not be sufficient to garner

not working with respect to their area of responsibility. Such

stakeholder support. And unlike a CEO, an incoming CxO may

ongoing investments in relationship building can generate

not have the operational authority and power to drive

the return of influence at a later time, when it is needed.

support. The next step to consider may be a trade using

There are many models of influence, such as Cialdini’s six

different currencies of influence. A trading strategy builds on

principles of influence: consistency, reciprocity, social proof,

the premise of reciprocity. In their book Influence Without

authority, liking and scarcity.

In Deloitte`s Executive

Authority, 5 Cohen and Bradford provide a useful typology of

Transition Labs, though, generally three different types of

different currencies for influence that an executive can seek

influence responses to different types of resistance that

to accumulate and use to influence. These include, among

executives confront are observed:

others:

4

—

Gentle persuasion for mild or unintentional resistance

—

Trade to align interests and commitments

—

Power play to overcome significant resistance

—

resources, information, and responsiveness
—

—

intention to block your initiative. They may simply be busy

idea of the urgency of your project and its impact on the

—

overall business, though their delay in attending to your

probably

best

to

consider

Relationship related currencies such as personal support
and acceptance

needs may appear like blocks. Where there are no conflicts in
is

Inspiration related currencies like vision, excellence, and
ethical correctness

attending to their own priorities or they may not have a clear

it

Position related currencies such as recognition and
influence with other connections

Gentle persuasion: Often, stakeholders may not act with the

intention,

Task related currencies such as budgets, people

—

direct

Personal

related

currencies

such

as

gratitude,

autonomy, and discretion

communication with the stakeholder, using likeability and
charm or asking for their help as a way of enlisting their

Some currencies at CFOs disposal that stand out are the

support. People are often more willing to support those

ability to support budgets for key stakeholders, provision of

whom they like; so the more likeable or charming you are, the

people for analytic support, and improved access to

more likely the stakeholder is to support you. At other times,

information to support decision making. Beyond such task-

asking for help may also drive supportive action. Some

related currencies, they can also provide recognition for

4
5

Robert B. Cialdini, Influence: The Psychology of Persuasion, (Harper Collins, 1984 Revised 2007).
Allan Cohen and David Bradford, Influence Without Authority, Second Edition, (Wiley, March 2005).
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financial and operational achievements or connectivity to

by debt raised at the corporate level. The incoming corporate

select board members as currencies of influence. Many of the

CFO is tasked with preparing the company for an IPO and

non-task related currencies, such as recognition and a

rationalizing

reputation for excellence, can take time to develop, so it’s

structure. One of the divisional CEOs is resistant to change

important for incoming executives to foster relationships and

and is uncooperative, although the division expenditures and

develop and bank these currencies for future use.

needs for cash have a significant financial and work impact on

investments

and

the

go-forward

capital

the incoming CFO and corporate finance. The divisional CEO

A trading strategy can begin with a simple question to the

and CFO do not provide timely budgets, forecasts, or

stakeholder: “How can I help you?” Then consider which

requests for capital, and often go directly to the corporate

currencies are available to you to help align stakeholder

CEO to authorize investments and commit resources without

commitments, actions, and interests.

a thorough analysis from the center. The corporate CEO has
worked with the divisional CEO for a considerable period and
is favorable to approving the requests.
In order to change this uncooperative dynamic, the CFO can
first try gentle persuasion of the divisional CEO. Next, they
could do the same with the corporate CEO to provide the
group CFO authority over all resource allocation. If that is not
feasible they can try a trade with the divisional CFO. Assuming
none of these strategies works, the next step to consider is to
devise a power play that shifts behaviors to compliance. In
the power play, the CFO can seek the authority of others and
social pressure to compel more timely behaviors from the
Power play: Occasionally a change initiative will involve a

division CEOs and CFOs. Perhaps in visits with the audit chair

power play. Power is the ability to make decisions, allocate

to discuss IPO preparations, the corporate CFO works to

resources, and compel actions to carry out the decisions. In a

leverage the positional authority of the audit chair by

power play, the choice is made to compel a stakeholder to

requesting more detailed scrutiny across specific divisions by

take a course of action that they would not otherwise choose.

the head of internal audit on behalf of the audit committee. If

Sometimes the power play diminishes the power of the other

the audit findings are problematic, this may provide the basis

stakeholder or redraws organization reporting lines.

for the CFO to gain the audit chair’s support to redraw

Consider the following situation: An incoming CFO at a high-

reporting lines from the divisional CFOs to the corporate CFO

growth private company finds out that power primarily

to improve controls. It may also be the basis to replace a

resides with the founder corporate CEO in the center, and

divisional CFO who has not established a good control

secondarily with divisional CEOs. Furthermore, divisional

environment or who has not been cooperative with the new

CFOs are recruited by and report to the divisional CEOs, who

corporate CFO.

also control their compensation. This structure leads to rapid

In

and sometimes undisciplined growth in the divisions, funded

complementary strategy is to leverage social proof or peer
16
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pressure. Here the CFO, along with a few of the division CEOs
and CFOs, can implement a forecast and performance
dashboard that clearly shows critical performance trends,
future forecasts in the divisions, and how he or she can
support adjustments to performance expectations and assist
with corrective actions toward key targets. As some divisions
provide social proof on how sharing of information leads to
better outcomes, the divisions that do not participate in or
provide timely and accurate information to the dashboard

The Takeaway

are likely to come under increasing peer pressure to do so.
Thus, by leveraging the positional power and authority of a

Incoming

key leader, and by establishing new norms via social proof

executives

are

usually

hired

to

improve

performance and drive change. Delivering this change may

among peers on the efficacy of timely information disclosure,

require the consent and support of other key executives.

the CFO can change the existing power dynamic to

Exercising influence to build support for change may range

accomplish their mission to create a stronger control

from conversations that leverage likeability to trading

environment and more disciplined investment and execution

influence currencies to align stakeholder commitments and

of investment initiatives.

actions to your initiatives. In some difficult cases, incoming

Power play, however, can be a costly strategy in terms of

executives may have to exercise power building on their own

effort to communicate and build coalitions to exert pressure.

positional authority or the authority of other more powerful

Sometimes power plays backfire in an organizational setting

stakeholders, social pressure, and scarce resources to

and the individual engaging in the power play may become

compel another party to more cooperative actions. Thus,

an outcast from the leadership group. So a power play is

understanding influence needs early and investing in

generally a last resort, once other approaches to influence

relationships to build social capital can be essential for

have been tried and have failed.

incoming executives to accumulate enough currencies to
trade or establish coalitions among peers to support their
initiatives.
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Digitizing Finance Communications with
Natural Language Generation

Finance isn’t always about the numbers; sometimes it’s about

Dave Hitsky: NLG goes back a couple of decades and was first

the words. Reports, regulatory filings, executive summaries

used

and many other forms of written communication often

meteorological data. But it is just starting to take hold in

require that financial data from disparate sources be

finance because its capabilities have dramatically improved

gathered, analyzed and translated into text tailored for a wide

and because it meshes very well with a growing priority for

variety of audiences. That can be both tedious and resource-

CFOs: to not only produce numbers but to produce meaning

intensive, but natural language generation (NLG), an

from the numbers. Related to that is the need to automate

emerging artificial intelligence technology, can automate this

certain processes in order to free up more bandwidth for

process, producing crisply written narratives that read as if

higher value activities.

they were produced by people. Dave Hitsky, principal,

to

automatically

create

weather

reports

from

Stuart Frankel: On the technical front, basic NLG, which simply

Deloitte Consulting LLP, and Stuart Frankel, CEO and co-

translates numbers into text, has evolved to advanced NLG,

founder of Narrative Science, a provider of advanced NLG via

which is driven by user intent and provides insightful,

its Quill platform, discuss how NLG works and the roles it can

audience-relevant information written in conversational

play as finance departments pursue digital transformation.

language. Previously, there was a lot of heavy lifting on the

Q: What is natural language generation in general, and what

part of NLG users: They had to write rules, create branches,

are the important things CFOs need to know about it?

actually do the writing and have it stored as written templates.
That can now all be automated, so that anyone who is
18
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comfortable using a spreadsheet or common business

to projections. That’s a common FP&A responsibility that

intelligence tools can also use NLG. Another big driver of NLG

lends itself nicely to NLG: The data is available, the audience

is the growing awareness of how much data simply goes

is clearly defined, and its needs are well known, so user intent

unanalyzed, which means insights are buried. Advanced NLG

is easy to express in the NLG software. For example, NLG can

is a way to make data more accessible and more

generate a report that talks about how the company is

understandable.

performing against a projection or a budget, whether that’s at
the end of the month, the end of a quarter or at any other

Q: How does natural language generation help make data

point during a reporting period.

more understandable, and why is there emphasis on that

Stuart Frankel: Another reason finance could be a good fit for

particular capability?

natural language generation is because it has a relatively high

Stuart Frankel: Because the data often needs to be

level of data sophistication and also because there is a lot of

understood not only by people who are comfortable with

opportunity to automate some of the repetitive reporting that

financial analysis, but by a much wider audience. Rather than

David refers to. And because NLG software often includes the

teach everybody to be a data scientist or a business analyst

ability to track back any errors that might result from

in order to derive information and insight from data, NLG

erroneous data being fed into it, finance can identify any

provides a way for the computer to interact with us on our

quality issues.

terms, by communicating to us in human-sounding language.
One useful feature of NLG is that once it has access to data,

Q: What are some examples of how natural language

it can be configured to write the same kind of narrative but

generation is being used?

for different audiences. For example, it can write very

Dave Hitsky: We’re seeing organizations use it to automate

substantive information for people who need a certain level

part of their monthly reporting packages, to write notes as

of detail, and also write executive summaries from that same

part of their 10Ks, and, in the case of financial services firms,

data for an executive audience.

to create the narrative sections of Suspicious Activity Reports

Q: How can natural language generation be applied to

as mandated by federal compliance requirements. For

finance?

example, one organization spanning multiple countries
needed to produce monthly financial reporting packages for

Dave Hitsky: Finance can be a natural fit for NLG, particularly

its emerging markets regions. To do that it needed to engage

as it evolves from keeping the books to functioning as a

more than 40 analysts around the world, which created a lot

strategic advisor to the business. To do that the finance

of complexity given the number of handoffs required to

function needs to find ways to free itself from repetitive

produce monthly commentary. Using NLG it was able to

reporting tasks that, while important, can sap resources that

create a first draft of a report in 10 minutes, versus the

could be devoted to the more value-added generation of

several weeks that had been required.

insights. It also can be used to report on how the company or
certain divisions or product lines may be performing relative
19
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At Deloitte we use natural language generation internally for

Stuart Frankel: In terms of the internal resources required,

our weekly flash reports, resulting in significant efficiencies.

the companies that are often most effective in using natural

Deloitte has deployed NLG across our organization for

language generation typically engage people who have some

business-unit reporting, and in the process what used to

data and analytics skills—not necessarily deep, but certainly

require eight full-time analysts now requires only one. That

some exposure, as the technology requires access to

has allowed us to redeploy seven analysts to higher-value

structured data and is often best utilized when integrated

activities.

into an existing workflow. They should also have an
understanding of the domain that NLG is being applied to,

Stuart Frankel: We’ve seen similar gains in the production of
those

aforementioned

Suspicious

Activity

which would certainly be the case if a finance person is

Reports—a

producing the many common reports that rely on financial

process that could take hours if done manually generally can

data. Based on our experience, the amount of training such

be handled by NLG in less than a second. I don’t think there’s

people need in order to configure NLG to generate a given

any question that machines are better at analyzing large

narrative is fairly minimal. And once advanced NLG is trained

amounts of data. And now, in many cases, they’re better at

it automatically understands and communicates what might

clearly articulating the needed information from that data.

be the most statistically important or interesting information

Think of NLG as an augmentation technology: It can bring a

for a given audience. Essentially, it is applying a level of

lot of efficiency to the objective aspects of report generation,

intelligence along the way.

which gives the person who is responsible more time to
actually think about the more qualitative aspects that might

Dave Hitsky: That is one of the aspects of NLG that makes it

require the analysis of, for example, unstructured data, which

so useful to finance. Along with a greater emphasis on

is outside the scope of NLG.

business partnering, finance is, at many organizations,
moving “above market,” that is, out of local plants and facilities

Q: How can an organization assess its readiness for natural

and into more regional and global shared service structures,

language generation?

both for cost-efficiency and control purposes. NLG can allow
Dave Hitsky: Start with the business need. CFOs won’t want to

organizations to reduce head count in some local operations

implement a technology like NLG just for the sake of using

but still provide the analytic support local offices need, and

some type of artificial intelligence or automation technology,

redeploy resources to other activities. As NLG technology

but rather to solve a real business problem. If finance is

becomes more integrated with visualization, cognitive and

spending significant time regularly producing any of the kinds

the other emerging tools that are driving digital finance, CFOs

of reports we’ve been discussing, and has structured data

and their teams may be positioned to offer more insights

that the NLG software can access and a workflow the

more efficiently

software can fit into, CFOs might want to consider NLG. It can

organization.

be helpful to start with a very specific, well-identified need,
expanding from there.

20

to

more

people across

the

entire

The CFO Program | Japan

The CFO Program | Japan

Strategic Resiliency: Striking a Balance Between
Protecting and Creating Value

For many organizations, risk management tends to have a

That includes, for example, having a risk governance and

more operational than strategic focus. And risks tend to be

reporting

addressed only after they occur. By focusing solely on

enterprise wide risk management processes with regard to

mitigating risks and preventing the recurrence of a risk,

operational, strategic, financial and compliance risks, as well

organizations face a slow-down in the decision-making

as developing risk responses and mitigation plans.

process. In contrast, organizations that align strategy and risk

Identifying Strategic Risks

are likely to be able to exercise “strategic resiliency,” which is

different

chances of success — in spite of uncertainty.

lens

to

deploying

approach

than

traditional

risk

discovery

Organizations should also take the time to focus on “what’s

strike the right balance between value creation and value
risk

and

methodology and processes.

Strategic resiliency is rooted in a framework designed to

a

standardizing

with little or no historic precedent generally requires a

introducing or executing new strategies to increase the

Applying

and

Uncovering potentially disruptive or innovative strategic risks

the ability to anticipate, know and act on risks when

protection.

cadence,

strategy

next” with scenario planning, which can provide strategic

helps

options and flexibility should the industry, market or

organizations understand which risks provide opportunities

organization face unexpected change. The value in the face

for long-term value creation and which to protect against.

of potential disruption or other changes and how the

Optimizing value on a risk-weighted basis, organizations

organization will sustain its competitive advantage and

should first make sure they have a strong enterprise risk

continued resilience may be considered as well.

management program as the foundation upon which to build.
21
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Creating strategic resiliency also requires risk valuation

How to Get Started

modeling

Following

for

each

scenario,

where

the

underlying

are

several

questions

an

organization’s

circumstances can be assessed for various levels of

management and board may want to consider to start on a

uncertainty and risk, to yield a range of outcomes and the

path toward strategic resiliency.

likelihood of each outcome. Organizations can compare

—

outcomes for each risk-adjusted alternative and select the

Have strategic risks been identified by management and
has the board provided input?

alternative that provides the optimal risk/reward profile.

—

What mechanisms does management have in place for

True strategic resiliency requires a clear understanding of risk

risk sensing and monitoring risks that could result in a

tolerance.

shift of strategy?

The

organization

outlines

which

strategic

objectives are supported in taking risks and when putting
strategic objectives into action, keeping within agreed-upon

—

Is the strategy flexible enough to allow for a shift?

—

Does

risk limits.

the

strategy

identify

the

organization

vulnerabilities?

For any organization, there are still chances that unexpected

—

events will occur. Organizations should consider formalizing

Is the board confident that management has the right
information to make high-stakes decisions?

a crisis response program and framework and be prepared

—

to respond effectively. Having a rigorous, coordinated

Does the board have the right composition to effectively
advise on the strategy?

response to incidents can limit lost time, money and

—

Who is ready to lead if strategic risks aren’t managed?

—

Is the organization prepared for a crisis?

—

Has the board engaged with management in a deep-dive,

customers, as well as minimize damage to brand and
reputation and the costs of recovery. Crisis response
programs should also include steps to normalize operations,

brainstorming session on strategy?

which may mean a change in strategy.
—

Organizations should tap into the insights of boards. As a

Does the board have ongoing conversations with
management about the strategy?

diverse group of highly experienced individuals, these
—

seasoned leaders can provide an “outside-in” view, offer

Are strategy discussions frequently built into board
agenda topics throughout the year?

broader perspectives and be essential partners in achieving
strategic resiliency with management.

With

the

business

environment

rapidly

changing,

organizations that continually innovate, stay ahead of the risk
of disruption and take advantage of strategic risks — as well
as the opportunities they can signal — have the potential to
lead the way.
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