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Changes in the macro-level trends
Rising Global Uncertainty, Changes in the International Economic Order

® Globalization that has progressed since the end of World War II is at a crossroad.
Widening disparities within and among nations, uneven distribution of wealth due to
digital innovation, and fragmentation due to unilateral measures exist as backgrounds.

® Russia’s invasion of Ukraine further puts the international economic order at a turning
point as the division between Western countries and authoritarian states deepens.
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(Source)https://www.policyuncertainty.com/ (April, 2024)
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Changes in the macro-level trends

[Issue]

Expansion of Geopolitical Risks and
Increased Industrial Policy Activity around the World

® In parallel with the continued expansion of geopolitical risks, industrial

policies and other measures continue to be active in various countries.

Increased Industrial Policies of Various Countries(red text : Actions after the Second Report)

Widening inequality and exhaustion of the

[Issue]

Leading the way in climate change

middle class mitigation
Confrontation with China + Dependence on China/US for manufacturing
Inflation and digital
+ Securing quality jobs
- Inflation .
(Policy Responses]
Labor-centered trade policy Industrial .
CHIPS Act (AUG 2022): $52.7 billion in funding as incentives [POHCY Re5p0n5e51 )

for semiconductor-related investments and restrictions on
establishing locations in foreign countries

Inflation Reduction Act (AUG 2022): $433 billion, including
local assembly requirements for EV tax credits and prevailing
wage requirements for hydrogen production equipment tax
credits

“Bidenomics” speech (JUN 2023)

"invest it here and make it here" (JUL 2023)
(Tracking whether R&D support led to domestic production.
Executive Order to promote domestic production through R&D
support.)

Outbound Investment restriction to China(Auc 2023)
(Restrictions on U.S. investors, including VCs, to invest in Al
and semiconductors in China)

Semiconductor Supply Chain Survey for Key
Industries (Announced in DEC 2023)

(The Department of Commerce conducts survey on the use
and procurement of legacy semiconductors from China in key
U.S. industries.)

Tariff hike on China (Announced in MAY 2024)
(Announced that tariffs on EVs imported from China will be
raised to 100%, tariffs on solar cells and semiconductors will
be raised to 50%)

EU Recovery Plan (about 1.8 trillion euros) for

green and digital transition, etc.) °
Strategic Autonomy and Supply Chain Return to
Europe (Legislation to strengthen supply chains in order
to reduce dependence on specific countries for critical
goods such as batteries and semiconductors)

Green Deal Industrial Plan (FEB 2023) (Creation of an
environment to support scale-up of the clean industry
sector (e.g., relaxation of state aid rules, 6.9 billion euros
for hydrogen infrastructure development, etc.) )

GER: Growth Opportunity Act (JUL 2023) °
(Revision of the tax system to support green investment *°
and R&D investment)

GER: Announcement of Industrial Policy (OCT 2023)
(Planned tax incentives of 50 billion euros over the next
four years) .
FRA: Changes to EV subsidies (OCT 2023)

(Preferential treatment for domestically produced EVs,
such as adding the total amount of CO2 emitted in the
process of production to transportation in addition to the
conditions for the payment of EV purchase subsidies) .
Investigation of Chinese companies supplying wind
turbines (Released in APR 2024) (European Commission
investigates conditions for development of wind power
generation projects in FRA and other countries)

[Issue)

e End of catch-up, export-led and
high-growth economy

e Competition with U.S., Europe, etc.

(Policy Responses])

China Manufacturing 2025 (Targeting 70% self-
sufficiency in core basic components and materials in
2025)

R&D investment growth rate of at least 7% per year on
average.

Improving the investment environment and
promoting the attraction of foreign companies (AUG
2023, MAR 2024) (To improve the investment environment for
foreign companies and promote investment attraction, the
implementation of 24 policies in 6 sectors was established. This
includes expanding the catalogue of encouraged industries for
foreign investment in China, removing all entry restrictions on
the manufacturing industry, and encouraging reinvestment
within China, etc.)

Expansion of export control items (JUL/OCT 2023, etc.)
Accelerating the development of new quality
productive forces (MAR 2024) (Promotion of scientific and
technological innovation: AI, quantum, integrated circuits, life
and health, space, low-altitude economy, etc.)

Issuance of ultra-long-term special government
bonds (MAR 2024) Issuance of 1 trillion yuan in 2024
(support for science, technology and innovation, food and
energy security, etc. *Statement by Zheng Zhajie, director of the national
development and reform commission, at the APR press conference)
Strengthening the competitiveness of the
manufacturing industry (MAR 2024) (Strengthen
standards and quality assurance, and establish a brand made
in China) 4




Changes in the macro-level trends

Strategic Investment (Batteries, EVs and Semiconductors) in the US

® Governments are providing large-scale, long-term and comprehensive support for
strategic sectors with mid- to long-term growth potential, such as climate change and
digitalization, to attract private companies to invest in domestic establishments.

Facebook post by President Biden

Major investments in storage batteries, EVs,
semiconductors and bio-manufacturing, etc.

after 2021

U.S. MANUFACTURING
IS ON THE RISE

Companies are responding to President Biden's
investments in the industries of the future
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(Sites to be determined) O Battery Factory ($53B)

® SK Group ($228) @ Auto/Electric Vehicle Plant ($26.28)
® Volkswagen ($7.18) ® Semiconductor Fab ($183.58 )
L4 Cvfif/a / Pall Corp ($1.58) @ Biomanufacturing Facility ($4.758B)
@ Cubicevi(>18) @ Steel and Aluminum ($9.78)

@ Other Clean Energy ($13.3B)

Twitter post by Energy Secretary Granholm

Battery supply chain investment projects since the start of
Biden administration

Updated: January 11, 2023

American-Made Batteries
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Changes in the macro-level trends

Structural Labor Shortage

® Labor participation rates of Japan by male, female, and elderly are all among the
highest in the world, and labor participation may be close to the upper limit.

® Although the per capita working hours are expected to increase due to the elimination
of the “annual income barrier,” the economy and industry must be managed based on
that many part-time workers are subject to time constraints and the population will
continue to decline.

Labor participation rates (men(15~64), women(15~64), and the elderly(65+))

(%)
90 83.085.688.3 85.283.984.1 83.4
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40
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. . 11.1
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(Source) OECD.stat 1990 2000 2010 2022



Changes in the macro-level trends

Continued Global Inflation (1)

® With rising energy and food prices and wages, inflation is occurring globally, albeit
milder than the sharp increases seen at one time.

® Coping with this inflation, central banks raised interest rates, and in March 2024,
Japan lifted its negative interest rate.

Changes in Consumer Price Index Changes in Policy Interest Rate

(%) (%) and Government Bond Yield
6
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(Policy interest rate )
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2019 2020 2021 2022 2023 02 (Note) Japan's policy interest rate until Mar 2024 is the interest rate that was applied to
-2 the "policy interest rate balance", which is the current account balance minus the "basic balance”
and the "macro-added balance" that are not subject to negative interest rates.
(Note) Percent changes in CPI until Mar 2024. By the Monetary Policy Meeting in March 2024, it was decided to revise the monetary policy framework.
(until Feb 2024 for the UK) The main policy tool will be the manipulation of short-term interest rates, and by setting the interest
(Source) Ministry of Internal Affairs and Communications Rate applied to current deposits at 0.1%, it aims to keep the unsecured call rate (overnight call rate) at
around 0-0.1%. Government bond of Japan rates are plotted as monthly averages. 7

(Source) Ministry of Foreign Affairs, Bloomberg



Changes in the macro-level trends |

Continued Global inflation (2)
(Structural Differences between Europe and Japan)

® In Europe and the U.S., Producer price and Consumer price have had similar
trends recently because companies have been passing on import prices, including
labor cost, to final consumers at the same time as import inflation due to soaring raw
material and resource prices.

® On the other hand, in Japan, although Producer prices have risen due to soaring prices
of imported goods, companies have not been able to fully pass on prices, mainly
to consumers, resulting in a divergence between Producer prices and Consumer prices.

Inflation Factors in Europe

Euro Area: Consumption Deflator Inflation Decomposition

Consumer Price Index and Producer Price

Index in Japan, U.S. and U.K. (Jan 2011=100)
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Sources: Eurostat, OECD, IMF staff calculations.

(Note) Each index is calculated with the value of Jan 2011 as 100.
(Source) Ministry of Internal Affairs and Communications, Bank of Japan, FRED and UK
Statistics Office.

(Source) IMF (2023)
"Euro Area Inflation after the Pandemic and Energy Shock: Import Prices,
Profits and Wages”



Changes in the macro-level trends

Continuation of Japan as a Country with Competitive Price Levels (1)
(Real Effective Exchange Rate at its Lowest Level in 50 years)
® According to the effective exchange rate of the yen, it has been depreciating in recent years.

® In addition, the gap between nominal and real values has widened in recent years. Currently,
the yen has appreciated compared to 1971, when the nominal yen was at a low level of 360 yen
to the dollar, but the real value which takes into account changes in consumer prices in various
countries, is the same as in 1971, that is, the lowest level in 50 years.

® This is due to a combination of two phenomena: (1) the long-term and structurally low
inflation rate in Japan due to cost-cutting competition, and (2) in recent years, as inflation rates
have surged and monetary policies have tightened in Western countries, Japan has maintained
relatively low inflation and continued accommodative monetary policies, resulting in a
widening interest rate differential.

A ciaton>00 Trends in nominal and real effective exchange rates ( Dec 1971 = 100 )
450
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350 nominal effective exchange rate
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(Source) BIS "Effective Exchange Rates" (Nominal, Real)
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|_ Changes in the macro-level trends

Continuation of Japan as a Country with Competitive Price Levels (2)
(Deviation between Purchasing Power Party (PPP) and Dollar/Yen market)

® For a long time, comparing the dollar/yen PPP and the prevailing exchange rates, the prevailing
exchange rates 'have been equal to the PPP, or the yen has appreciated. However, the yven has been

weaker than all kinds of PPPs recently.

The yen's depreciation against the prevailing exchange rate relative to PPP of PPI indicates that

companies can export their products at a discount. Although the environment has been

undervalued for companies since the 2010s, export volumes have not increased,
has not returned to its high level.

and the yen

The depreciation of the ven against the prevailing market rate relative to PPP of CPI indicates

that the consumer prices are undervalued relative to overseas prices. This situation has been
occurring since 2021, and the undervaluation of CPI, combined with the resumption from Covid-
19, may be contributing to increased inbound consumption and higher unit prices in yen terms.

(Yen) Purchasing Power Party and the prevailing exchange rate(Dollar/Yen)
Depreciation

of the yen350

300
250
200 The prevailing
exchange rate
150 PPP of CPI
(Consumer Prince Index)
100 PPP of PPI
(Producer Price Index)
50 PPP of IPI
(Import Prince Index)
0
Appreciation RRRRRRR AN R NI DD OB NamaaNaccano000s0o0ed dddadaNaaRaNAN
AT ANOOOOO0OOO0OO0OO0O0OO0O0O000000O00O0O0O0OO0OO
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(Source) Institute for International Monetary Affairs. Ministry of Internal Affairs and Communications, Bank of Japan, FRED 10



“Turning point” from the
trend of past 3 decades

will continue to increase in the current fiscal year

The growth rate for capital investment plans for FY2023 (all industries of all sizes) are expected to

increase at a second highest level to FY2022, which recorded the highest level of growth on record.

On the other hand, the continuation of investment is essential to achieve the Keidanren's target of 115 trillion yen
in capital investment (in FY2027). Last December, the government compiled a “domestic investment promotion
package”. At the "Public-Private Partnership Forum on Increasing Domestic Investment," the Prime Minister

Kishida expressed his commitment to achieving this goal through public-private partnership.

Growth rate of corporate

capital investment plans

Compared to previous year (%)

20

FY 2024
+4.5%

15

10

-10

March June

September

December

Changes in Private Capital

Investment and Keidanren targets

(trillion yen)

FY 2023
+10.2%

FY2022
+7.4%

Average
before
COVID-19
+3.8%

FY2021
+1.2%

<«

FY2020
A8.5%

Estimate Results
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115 trillion yen (Keidanren [\
target for FY2027) ¢

FY1991 : 102.7 Trillion Yen /

FY2023 : 100.5 Trillion Yen
(1st Preliminary Report)
FY2024 : 104.8 Trillion Yen

(Forecast)

investment. Right: For the period 1980-1993, simplified retrospective GDP series on the 2015 base expenditure side are used.

(Source) Left : Bank of Japan. Right : Cabinet Office. Public-Private Partnership Forum on Increasing Domestic Investment (April 6, 2023), submitted by

Keidanren

Turning point (1) -1 Domestic Investment: Capital investment

(year)



“Turning point” from the
trend of past 3 decades

Turning point (1) -2 Domestic Investment: Production

Sites under Consideration (Next 10 years)
® Precision machinery, chemicals, general machinery, and textiles are tending to

expand their production sites as of 2019, with a particularly high intention to
strengthen their domestic production sites.

Change in the percentage of companies

intending to strengthen their domestic and foreign production sites (2019 —> 2023)
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[Chemicals]
Investmentin
pharmaceuticals,
semiconductors, and
battery materials for EVs
will increase.

[Precision Machinery]

Driven by semiconductor
manufacturing equipment,
investment in medical
equipment and measuring
instruments will also increase.

(Source) Development Bank of Japan(FY2019, FY2023)

[General Machinery]
Investment will increase in a
wide range of areas,

including robots,
aerospace-related equipment,
semiconductor
manufacturing equipment,
boilers and prime movers.

[Textiles]

Growth in investment in
membranes for batteries and
materials for medical
applications through
conversion of existing fiber
technology

[Iron & Steel]

Sales of electromagnetic
steel sheets for EVs will
increase.




“Turning point” from the Turning point (2) : Wage Increase
trend of past 3 decades | (Continuation of the Largest Wage Increase in 30 years)

® The wage increase rate for the 2023 spring wage negotiations (final tally) is 3.58%,
the highest increase in 30 years since 1993.

® The sixth tally (published in June 2024) of wage increases for 2024 spring wage
negotiations is 5.08% (4.45% for SMESs).

(%) Results of Wage Negotiations (increase rate from previous year)
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X 1: The survey covers unions of Rengo member companies. SME means unions with less than 300 members.
% 2: Based on monthly wages.
%3: The figures for 1990 to 2023 are the final tally. The figure for 2024 is the sixth tally.

(Source) Rengo
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Recognition of “The
world around 2040”

The Absolute Size of Japan’s Population and
the Population of the Trading Zone of Japan

® The absolute population size will continue to be larger than that of major European

countries such as Germany and France throughout the 21st century, even under a
declining population.

® While the population of the trading zone of Japan has already begun to decline in
Europe and China, it is expected to increase by around 2050 in CPTPP member

countries and by around 2060 in India and ASEAN.

Future trends in population by country

(Billion people)
1.4

1.2

1

0.8

Future trends in population by trading zone
(Billion people)
18

Estimation Estimation

16

14

ASEAN
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2046
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2064
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2076
2082
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(Note)Estimates from 2022 onwards (all estimates are for the median number of births and deaths).

ASEAN includes Indonesia, Cambodia, Singapore, Thailand, Philippines, Brunei, Vietnam, Malaysia, Myanmar and Laos.

CPTPP includes Australia, Brunei, Canada, Chile, Japan, Malaysia, Mexico, New Zealand, Peru, Singapore and Vietnam.

(Source)United Nations (2022). World Population Prospects 2022 (April 2024) 14



Recognition of “The Relationship between Population Decline and the Economy
world around 2040” | Population Decline is an inflationary factor, not a deflationary one

The view that population decline is a deflationary factor, including the “Secular Stagnation”, is
gaining ground, and that Japan's economy will not grow unless its population increases because
the current inflation is only transitory and will return to deflation.

On the other hand, population decline is an inflationary trend when both declining birthrates
and aging populations are combined, and the view is emerging that the start of China's
population decline will end the disinflationary trend that has continued since the 2000s, and
that the world, including Japan, will become an inflationary structure.

Experts' Views on the Relationship between Population Decline and the Economy
® “Secular stagnation” (A. H. Hansen 1938. L. H. Summers 2013

- - -Population decline is a deflationary and disinflationary factor.

The Great Depression of the 1930s was basically caused by a_decline in investment demand due to lower
population growth rates.

The “secular stagnation” in developed countries after the 2008 financial crisis was caused, like the Great
Depression of 1938, by_lower population growth rates and other factors.
(* Pointing to population "slowdown in growth rate" as the cause of “secular stagnation”, not population decline.)

® “The Great Demographic Reversal” (C. A . E. Goodhart 2020)

- - -Population decline is an inflationary factor.

The birthrate will decrease consumption from the current level and the labor supply in the next 20 years. The aging of the
population will result in excess demand due to an increase in the humber of individuals who consume but do not

participate in the supply. The combination of a declining birthrate and an aging population will lead to inflationary
trends due to a shortage of supply.

China's working population will decline, and the world will enter an inflationary age over the next 30 years
(*China's working-age population will peak in 2013, and China's total population will peak in 2022).

Japan, which has also experienced an aging and declining population since the 2000s, had deflation because it took
advantage of cheap labor in China through foreign investment and suppressed wages by expanding non-regular
employment under Japanese-style employment practices against a backdrop of price competition with China and
South Korea, not because of a declining population.




Demographics | A Large Gap between GDP and Population Trends over
of Japan the very Long Term in our Country

® A very long-term review of real GDP and total population in Japan shows
a large gap between GDP growth and population change.

Real GDP and Total Population in Japan over the very long term (1885=100)

8,000
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real GDP
5,000

4,000
3,000
total population

2,000

1,000

\

2005
2008
2011
2014
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(year)

(Source) Maddison Project Database, version 2020. Bolt, Jutta and Jan Luiten van Zanden (2020), “Maddison style estimates of the evolution
of the world economy. A new 2020 update ".
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Demographics of Japan

Japan's Future Population:
It is Inevitable that Population Decline will continue for the Future

® Japan's total population is expected to decline even if higher birth rate.

® The foreign population is expected to increase from 2.75 million people
in 2020 to 5.86 million people in 2040. The population of foreigners in
the total population is expected to rise from 2 % in 2020 to 5% in 2040.

Future Trends in Japan's total population
(ten thousand people)

Percentage of foreign population in total population

(ten thousand people)

Estimation | Estimation
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(Note) (Left) Estimation results for median mortality, (right) Estimation results for median birth and median mortality.
(Source) Ministry of Internal Affairs and Communications, “Population Estimates,” National Institute of Population and Social Security Research, 17
“Japan’s Future Population Projections (Reiwa 5 Estimates),” Ministry of Justice, “Statistics on Foreign Residents.”



Demographics of Japan

In terms of healthy life expectancy, the proportion of
the working-age population will remain constant until 2040

® In terms of the working-age population, the proportion of the total population will
remain constant until 2030. Furthermore, in terms of the healthy working-age
population, its proportion of the total population will remain constant until 2040.

The proportion of the working-age The proportion of the healthy working-
population to the total population age population to the total population
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(Note) The healthy working-age population is defined as the population over 20 years old and below the healthy life expectancy. Healthy life
expectancy is the average number of years you can expect to live in good health, excluding periods of illness or injury.Japan: 74 years old , South
Korea: 73 years old, France: 72 years old, Germany: 71 years old, UK 70 years old, China: 69 years old, United States: 66 years old ( 2019 ).
(Source) WHO (2023). World health statistics 2023, United Nations (2022). World Population Prospects 2022 (both downloaded in April 2024 ) 18



https://www.who.int/publications/i/item/9789240074323
https://population.un.org/wpp/Download/Standard/MostUsed/

The Economic Environment | Macroeconomics and Corporate Management

f the Past 30 'S Vi '
e  I(Greenspan's View of a Deflationary Economy)

® Around 2000, when Alan Greenspan was the chairman of the FRB, it was said to be on
the precipice of deflation, but aggressive monetary easing ultimately prevented the
United States from falling into deflation. At that time, Greenspan talked about why
monetary easing is necessary.

® Deflation tends to be regarded as a mere price change, in which prices decline or do
not move. However, Greenspan understood that the essence of deflation is not
simply in falling prices, but in the economic disruption caused by stagnant prices,

which prevents corporate vitality.

Greenspan's View of a Deflationary Economy

Although the U.S. economy has largely escaped any deflation since World War 11, there are some well-
founded reasons to presume that deflation is more of a threat to economic growth than is inflation. For
one, the lower bound on nominal interest rates at zero threatens ever-rising real rates if deflation
intensifies. Another concern about deflation resides in labor markets. Some studies have suggested that
nominal wages do not easily adjust downward. In these circumstances, the effective clearing of labor
markets would be inhibited, with the consequence being higher rates of unemployment. Taken together,
these considerations suggest that deflation could well be more damaging than inflation to economic
growth.

In the end, capital investment will be most dependent on the outlook for profits and the resolution of the
uncertainties surrounding the business outlook and the geopolitical situation. These considerations at
present impose a rather formidable barrier to new investment. Profit margins have been running a little
higher this year than last, aided importantly by strong growth in labor productivity. But a lack of pricing
power remains evident for most corporations. A more vigorous and broad-based pickup in capital spending
will almost surely require further gains in corporate profits and cash flows.

(Source) Monthly Capital Market (2023.10 Path to a “virtuous cycle of wages and prices" (Professor Tsutomu Watanabe, University of Tokyo)
Remarks by Alan Greenspan before the Economic Club of New York, New York City December 19, 2002" Issues for Monetary Policy”
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The Economic Environment
of the Past 30 years

Japanese Companies’ Current Profits have risen
but Sales Remain Flat

® |arge companies’ sales have increased, and cost of sales decreased over 3 decades

(until last year, cost of sales decreased slightly). Capital expenditures declined, labor

costs* increased slightly and dividends expanded.
*Employees increased 9% from 6.7M to 7.2M

® As a result, current profits increased over the long term and is currently the

highest.

Sales, investment in equipment and intangible assets, employee salaries, dividends, etc.

(trillion yen) rillion yen)
60 i i . 700
’ - 57 trillion yen
Employees’ Salaries + Bonuses
50 Py . . 600 | (+205%)
\ Cost of sales (right axis) ﬁ
500 Employee _
40 V compensation :
44 trillion yen
400 (+21%)
30 Capital Expenditures
+ Intangible Assets
‘g 300 Sales:
20 600 trillion yen
0,
J 200 (+16%)
10 W NE Cost of sale :
100 473 trillion yen
(+5%)
0 0 .
SO - N M OTIN YN O D A NMT N O NE DO = MNMTI SN0 O - N Equipment +
oS 2 O 2 0 0 Q0 0 0 Q0 A = o =5 = = = = = = ™~& ™ ™ Intangib|eassets:
= I - - R - B~ N - R~ T - N = B~ T~ = B~ T~ B~ = T = T = A~ T = I = I~ T — T — Y — =~ S B = [ T = I = T = T = .
I B B B I I O e I I A o O o T o O T o o A I o N o o T o Y o T o o A VR I S I 23 trillion yen
(Note) Aggregate for all industries (excluding finance and insurance) and for companies with capital of 1 billion yen or more. (-21%)

Capital expenditures plus investment in intangible assets include tangible fixed assets excluding land, software, and intangible fixed assets

excluding software (goodwill, patents, etc.). Intangible investment in intangible assets excluding software and software is calculated as

the balance of fixed assets in the current year minus the balance of fixed assets in the previous year. 20
(Source) Ministry of Finance



The Economic Environment
of the Past 30 years

The Companies’ earning was based on cost-cutting
methods with utilizing existing businesses

® Japanese companies have expanded profits by increasing overseas investment (reimporting at low
production costs and horizontally expanding products and services already established in
Japan to other countries) while maintaining existing facilities in Japan.

® In order to expand profits while minimizing risks, it is possible that these cost-cutting earning
methods that effectively utilize existing businesses have been chosen as a rational (at least in the
short term) way of earning money.

Composition of each item in Corporate Assets =In what form is equity & debt

including retained earnings utilized?

(%)
35 1 — Cash “Other fixed assets”
— Tangible Assets (=Foreign direct investment and M&A)
30 1 == QOther Fixed Assets
— Intangible Assets V
25 -
20 “Tangible/Intangible fixed assets”
15 1 (5Domestic investment)
10 A \V4
° ] B B “Cash and deposits”(=Cash) }
0 rrr1rrrrrrrrr17r1rr1r17r17r 1717 1T 17T 1T 1T T T 1T T 1T T T TTTTTTTTTTTTTTT

75 8 8 9% 9 00 05 10 15 20 (year)

(Source) Ministry of Finance

21



The Economic Environment . .
of the Past 30 years Japanese Society Remains Stable

® Japan ranks among the world’s best in the IMD World Competitiveness Ranking in
such indicators as unemployment rate, students who are not low achievers -
PISA, and security (homicide) .

IMD World Competitiveness Ranking (Selected Livelihood Related Indicators)

us China Germany igt':g Taiwan
Unemployment rate 7 32 38 13 10 15
Youth unemployment 4 13 38 8 10 33
Youth exclusion 1 33 — 12 — 51
Homicide 4 56 9 27 13 31
Pollution problems 6 22 39 8 50 28
Access to water 5 38 16 11 13 51
Life expectancy at birth 2 39 36 28 5 25
Healthy life expectancy 2 49 33 30 4 12
Infant mortality 7 40 46 22 14 31
Educational assessment - PISA 5 24 1 18 6 8

Students who are not low achievers

- PISA 5 28 1 17 7 8

(Note) Created based on the IMD " JAPAN IN IMD WORLD COMPETITIVENESS RANKING 2023 " prepared by NRI
(Source) NRI February 2024 “Dream the Future Center Research Report Vol.12



https://www.nri.com/-/media/Corporate/jp/Files/PDF/knowledge/report/souhatsu/2024/miraisouhatsu-report_vol12_202402.pdf?la=ja-JP&hash=97666A138FC4A89DC657E28BE5A62D8BA1B3D49C

The Economic Environment
of the Past 30 years

International Comparison of Trends in Capital Stock
® Japan's capital has increased the least among developed countries.

International Comparison of Trends in Capital Stock
220 CAN=+3.06%/year

(1995~2021)

200

180
US=+1.91%/year
(1995~2021)

160 UK=+1.71%/yea

(1995~2021)
FRA=+1.60%/year
/ (1995~2021)

GER=+0.98%/year

140 | G7 excluding Italy : 1995=100

(1995~2021)
120
JPN=+0.68%/£F
(1995~2021)
100
Italy : 2000=100
80
N O N © O © 5 N M T WL OVON®BOAO A NMTTI ON®G®ON O
QA O 0 O & © © O O © © © © © © H H H H o Hd A A ddd o
@ & & & ® O O © © © © 0 0 S 0 0 Q0 0 0 0 0 0 O O O O O (year)
H A HHHANNNCNCNCQNQQQQQ0Q0QQ000Q0QA

(Note)The growth rate of capital stock is calculated based on (gross fixed capital formation - fixed capital depreciation) / fixed assets with reference to Document

3 of the Ministry of Health, Labour and Welfare, "Expert Committee on Economic Assumptions in Pension Finance, Pension Subcommittee of the 2nd Social

Security Council" (February 24, Reiwa 5). The capital stock is calculated by multiplying the capital stock of the previous year by the growth rate, with 1995 as 100.

In Italy, there is no data on fixed assets before 2000 on OECD.stat, so the base year is calculated as 2000. All nominal values.

(Source) OECD.stat, Ministry of Health, Labour and Welfare " Expert Committee on Economic Assumptions in Pension Finance, Pension Subcommittee of the 2nd 23
Social Security Council " (February 24, Reiwa 5).



The Economic Environment .
of the Past 30 years Trends in Net Investment (Flow)

® In terms of capital investment (net investment), Japan has been stagnant for a long
time, even when viewed in terms of flows.

® In terms of net investment as a percentage of GDP, Japan has a low level of net
investment compared to other countries.

Trends in net investment (1995=100)

Trends in net investment (% of GDP)

(1995=100)
800 12%
700 714
10% us
/ CAN
600 9% \
8% 7% 8%
500 6% ‘
6% ' FRA
5%
400 5o ‘ A\ ! 5%
4% / Y
300 L 2%
4% u ,—
3% '
200 %?g 2% » 2%
143 GER //—\_oo/
100 0% "7
49
0 a 2% / \/
JPN
-100 -4% o m 1 N O m I N O
n N o0 = M 1D N O = M 1N N o 9« Ln N b, - -
e e\ e o o o o o - - - - - o~ [} <)) )] o o o o o L - b b i o
2 2 2 R RRRRRRR R R ] R 2 2 2 R R R R R R R R R R R

(Note)Net investment is calculated as gross fixed capital formation minus fixed capital depletion, all in nominal local currency; GDP is also in nominal local currency. 24
(Source)OECD.stat



The Economic Environment Capital Vintages at

of the Past 30 years

Worst Level Among Major Advanced Countries

® Due to sluggish investment, capital vintages are the second oldest in the

G7 after Italy.

(vintage years) International Comparison of Capital Vintages

14

13 FRA

12

11

10

o

8

7

6
OrANMITINONOAO=ANMITNONOAO=ANMITNONOANO=ANMINONONO=ANMILNONOO
NNNNNNNNNN00000000000000000000O NN NO0000000000HHHH v
AN ANNNNNANNANNANNNNNNNNOO0O0O0O0O00O0000O0O0O00000
il e e e e e e e e e e e e e e e = = = AN NN ONOANONOANANANANANANANANANANNNANAN

(Note) The vintage of capital is calculated by referring to the Economic Planning Agency's "National Wealth Survey" (Showa 45), assuming that
the vintage at the end of 1970 is 8.1 years for each country.
(Source) Cabinet Office “Annual Economic and Fiscal Report FY2023”, Economic Planning Agency “National Wealth Survey”, IMF “Capital

Investment and Capital Stock Dataset”
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The Economic Environment . .
of the Past 30 years R&D in Japan has been flat until now

® R&D expenditures on a national basis have increased in other major developed

countries, but those have remained flat in Japan.

® R&D expenditures on a corporate basis have also increased in other major

developed countries, but those have remained flat in Japan.

Trends in Total R&D The Ratio of R&D Expenditure to
Expenditure(Nominal) Revenue for the World’s Top 1,000

(trillion yen) | Between 2007 and 2021, (%) Companies by R&D Investment

90 US:1.8 times »

T GER:1.8 times us

E 80 EU:1.7time 14 2004 m 2020

270 KOR:2.5 times 12

1 JPN:1.0 times 10

%’ 60 ’

2 50 EU-27

2 - 6

x 40 / 4

830 __ ,

(24 JPN

g 20 e GEROmZ'zxg““ZG”‘!ZZ

S 10 — > 5 85 &8 &¢E 237838

UK
0
2007 2012 2017

(Source)From the 1st Industrial Technology and Environment Subcommittee Innovation Subcommittee (FEB 9,2024)
Material 4 “Current status and challenges surrounding the innovation cycle”
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The Economic Environment ] ] _
of the Past 30 years Decline in “Quality"” of R&D

(Decline in Ability to Commercialize and Create Added Value)

® The R&D efficiency of Japanese companies (the value added by a company after
5 years in relation to its R&D investment) is significantly lower than that of
other countries. It is necessary to improve the quality of R&D investment and
fundamentally strengthen efforts for commercialization and value-added creation.

International Comparison of R&D Efficiency

Times
(80 ) UK 70.6
\‘\\

60 FRA 48.2
GER 39.8
UsS 39.5

40
JPN 304
KOR 28.3

20
@QQ PF PR RPREIISIOTPII RO DAL ALN QD ,LQ’LQ (year)
JPN us UK ——FRA GER KOR

(Note) Calculated using the ratio of backward 5-year moving averages for the firm's value added and its R&D investment (in purchasing power
parity terms) in the previous 5 years. (e.g., investment efficiency in 2020 = (value added in 2016-20)/(R&D investment in 2011-15))

(Source) OECD Main Science and Technology Indicators / Business Enterprise Expenditure on R&D (BERD) at current PPP $ and Value Added of 27
Industry (current PPP $) (as of October 2022), compiled by METI.



The Economic Environment
of the Past30years | Japan-Germany Comparison:

Capital Input is The Key Difference

® When analyzing the components of potential growth rates, Japan and Germany show
no significant difference in total factor productivity, which reflects technological
progress and other factors.

® The key difference is in capital input. Germany consistently invested in and
expanded its capital base, while Japan’s capital accumulation has stagnated.

Decomposition of Potential Growth Decomposition of Potential Growth
(Y/Y(%)) Rate (Japan) (Y/Y(%)) Rate (Germany)
2.59% 2.5%

. Capital Input Potential
Capital Input Growth Rate
2.0% 2.0%
/ . TFP
1.5% Potential Growth Rat7 1.5%
] 1.0%
1.00/0 . I I I I _ — ] (o]
0.5% | | I > 0.5%
R I Il | .
HHo0=EHEOEE
A0.5% I = B B — A0.5%
A1.0% A1.0%
O L PO IO @O W O O
T LI S O
A A AR AR DDA AP w&&(year) D

(Source) Cabinet Office



The Economic Environment Japan-Germany Comparison:

of the Past 30 years Japan’s Current Account Surplus Shifts from
Trade to Income

® Japan’s current account balance shows a shrinking trade surplus due to increased
overseas production, but a surplus is maintained through the income account. In
contrast, Germany consistently achieves current account surpluses, primarily
driven by trade surpluses.

(Trillion Yen) cCurrent Account and Component Balances (Japan) (Billion Euros)current Account and Component Balances(Germany)
40 4,000
Income
30 Current Account Income 3,500
3,000 Current Account
20 2,500
2,000
10
1,500
0 1,000
500
A10 0
A500
A20
A1,000
A30 A1,500
S & LSS S G ST L SV S 8P S (B
WA A A P D P P A A A MM (year) A A2 D A0 A0 AR AR AN D AR D AN

(Source) Ministry of Finance (Source) Deutsche Bundesbank 29



““New Direction” of Economic
and Industrial Policies

the 3rd stage of Japan’s Industrial Policy

® Reflecting global trends, Japan’s Industrial Policy has re-started since 2021,
which is not a traditional industrial policy led by the government, nor a neoliberal
policy where the government is committed to remove barriers for the private sector.

“Traditional” Neo-liberal “New Direction” of
Industrial Policy Industrial Policy Economic and Industrial Policy
(~1980s) (1990s~) (2021~)
Protecting and . i~
Objective fostering certain Organizing Mlss_|on orlentgd_approach to resolve
industries market environment socioeconomic issues
. Emphasis on : ;
. Correcting market . Reducing uncertainty
Eggios retical ¢ lure & protecting mag(l)(ﬁcte?:]etcolx;rljm, Market creation by government
infant industries government failure Risk taking by “Enterpreneurnial State”
Integration of Macro and Micro
Policy Government-led supply Privately-led supply side economic policy(Combination of supply
F K side policies, avoiding policies, enhancing side and demand side policy )
ramewor excessive competition competition Ambitious target setting
Full use of supportive and regulatory tools
Fiscal Mid-scale, Small-scale, one-shot,
Policy mid-term short-term Large-scale, long-term, well-planned
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““New Direction” of Economic
and Industrial Policies

Framework of New Direction of Economic and Industrial Policy

® Macro-economic policy: aiming the virtuous cycle of (1)domestic investment
Expansion, (2) innovation Acceleration, and (3)Income growth.

® Micro-economic policy: “Mission-Oriented” Industrial Policy(8 sectors),
and Structural Reform of Socio-economic “0OS”(Operating System)(4 sectors),

“Mission-Oriented” Industrial Policies (8 sectors)

>

Cultivate domestic demand, which is expected to grow over the
medium to long term even with a declining population, based on
global social issues. Accelerating world-class strategic investment by
continuing to implement measures from both supply and demand
perspectives, including overseas. Government support is "national
strategic investment" to expand national wealth.

<Mission>

O

O

GX(green transformation): Over ¥150T of public-private investment

over the next 10 years, with ¥20T of government support for this purpose.

DX(digital transformation): Creation of demand for new services

through digitalization and increased capital investment including software.
For example, by 2030, companies producing semiconductors in Japan aim
to achieve related sales of over ¥15T.

Globalization-Economic security: Increasing autonomy, ensuring
superiority and indispensability, and maintaining international order.

Healthy Society: ¥77T in services outside of public insurance in 2050.

Inclusive growth in the region that contributes to coping
with a declining birthrate : Restore desired fertility rate to 1.8
through higher disposable income/time, etc., and further improve hope in
the future.

Resilience: Adaptation market will grow to ¥70T in developing countries
by 2050.

Bio-manufacturing: Total market size of ¥92T in Japan and abroad by
2030.

Resource Autonomous Circular Economy: ¥80T in 2030 and
¥120T yen in 2050 for the circular economy market.

Updating Socioeconomic Operating-System (4 sectors)

>

The realization of missions also requires the development of a
cross-thematic economic and social structure infrastructure as

a complement to individual industrial policies. Even outside the
scope of individual missions, contribute to the three positive cycles
of domestic investment, innovation, and income growth.

<Socioeconomic System (0S) >

a Human resources: Sustained wage increases that exceed

price increases

O  Startup Innovation: 10x investment in startups in the next 5

years

O Value Creation Management: Increasing the percentage of

leading Japanese companies with PBR over 1 to 80% by 2030.

(m} EBPM and Data-Oriented Governance
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“New Direction” of Economic Macro-micro linkage is necessary, with an awareness
and Industrial Policies "W . . " .
of the "difference in perspective" between business and

What “capital (shareholders)” wants to maximize government
(= iReturns to investors from) Corporate earnings worldwide

| 1

Global Corporation -

Import(Food, Energy, etc.) |I

L Service Export (R&D, Software, etc.) >

Service Import
(R&D, Digital Computing Infrastructure, etc.)

pdatin

e ey T T . Socioeconoric
“Mission-Oriented” | =" o Investment
. Industrial Policies . Subsidiary dividend

(Strpngthenting 'nve.St.ment:(Strengthening market
and innovation activities

ffunctions such as labor
+ and| capital to enable
R Bt CEE R LT 'domestic resources to

in Japan in the area

Import (Food, Energy, etc.)

I
ervice Export (Inbound, etc.) >

Current Account Balance )
¥ These have a direct impact

Local Corporation on terms of trade and GDP.
Japanese Economy Abroad
Some areas need to be sorted out
* in relation to economic security

What the “government” wants to maximize
(= the affluence of the Japanese people's lives) 32



GX

Expansion of Carbon-neutral/net-zero Declarations Worldwide

® By the end of COP25 (December 2019), the number of countries and regions that declared to be
carbon-neutral/net-zero with a time limit accounted for less than 30% of global GDP. However, the
number has expanded to 146 countries (as of April 2024), which accounts for about 90% of

global GDP.

® Under such circumstances, large-scale investment towards GX, which aims for both emission
reduction and economic growth, is becoming more competitive.

=We are entering an era in which the availability of action towards GX will directly affect the

competitiveness of companies and countries.

M Until 2050
M Until 2060
M Until 2070

Countries and regions that have declared to achieve carbon
neutrality/net-zero with a time li

-

(Source) UNFCCC NDC Registry, Long term strategies, World Bank database etc.
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GX Japan's Growth Potential with GX

® Several analyses indicate that Japan has large growth potential in GX-related fields. By maximizing
and developing Japan's world-class potential, it is possible to strengthen competitiveness and
reduce emissions at the same time.

» For example, Japan is the second largest country after Germany in terms of GX-related
revenues*! as a percentage of total business revenues. Japan has large revenues from
automobiles, especially hybrid vehicles, followed by energy-efficient industrial products and other
products.

> Japan also has significant potential for GX-related technologies. For example, Japan has
the highest GX-related patent score*? held by companies, followed by South Korea and
Germany. Looking at the breakdown of Japan, "automobiles" and "energy supply" account for a
large share.

*1:Returns from 133 sectors that contribute to emission reductions, as established by ESG index developer FTSE
*2:Developed by the Swiss government and the ESG index developer MSCI, the humber of patents is weighted by the number of citations of
the patent application, its relevance to other patents, and the GDP of the count

GX-related revenues as a percentage of
total business revenues in each country

where the patent application was filed.
GX-related patent scores for companies in

each country

Patent scores

Automobile Storage battery M Construction Chemicals
(%) , )
14 mTier1 = Tier2 nTier 3

Electric automobile m Energy Supply m GHG Reduction m Hydrogen fuel
Technology

Information
technology

Others

m Solar panel Aircraft B Wind power

il

-—

- I —
. - I I——
JPN KOR GER NLD SAU us FRA DNK UK ITA

4

) I .

: L I
UK ITA

GER JPN FRA us CAN

Compiled based on the GPIF Portfolio Climate Change Risk and Opportunity Analysis (ESG
Activity Report Supplement). The left chart is for G7 MSCI ACWI constituent companies,
and the right chart is for countries where GPIF invests in government bonds.

(Source)Compiled based on the GPIF Portfolio Climate Change Risk and Opportunity Analysis (ESG Activity
Report Supplement). The left chart is for G7 MSCI ACWI constituent companies, and the right chart is for 34
countries where GPIF invests in government bonds.



GX Consumers find Green Products Valuable

® Consumers are choosing electric and hybrid vehicles because of their environmental
friendliness.

® Younger generations are willing to pay a premium to green products.

Reasons for buying/wanting to buy an Consumer Attitudes of 1,000 Japanese

electric, plug-in hybrid or hybrid vehicle (How much more would you pay for an
environmentally friendly products)

(Percentage of population)

it seems environmentally friendly

I 50

m all generations

it is inexpensive in terms of total cost, 40

48
38
35
including running costs 30
30
I want to experience the excitement
of using a product that has never 13 .
been used before 20 16
there are subsidies or tax breaks - I 1 2
available and it is economical. l
0

m 18-24 years old

16
8I

o

0 20 40 60 80 100
o 0% 1-10% increase 11-20% increase 21% increase or
u Very applicable Very true Can't say either (%) more
Not applicable at all = Not at all ® No answer (Percentage of price

increase you are
willing to pay)

(Note) Left : Survey of consumers aged 20-69 nationwide who hold an automobile license. The results are excerpted from the responses with
high percentages of "very applicable" and "applicable.
(Source) Left : based on Deloitte Tohmatsu Group's "2022 Consumer Attitudes toward Next-Generation Automobiles";
Right : taken from materials prepared by UBS Bank. 35



GX Current situation of the location
of decarbonized energy sources

® In the supply of decarbonized energy in Japan, regional unevenness exists in the
supply base of decarbonized energy, for example, offshore wind power is affected
by wind conditions, and the suitable locations for the supply of renewable energy
are unevenly distributed.

® Only Hokkaido, Kyushu, and Kansai areas have a ratio of more than 40% of
decarbonized energy sources such as renewable energy and nuclear power.

Suitable sites for offshore wind power generation and areas where
nuclear power plants are located, etc.

)
---Promotion zones based on the Renewable Energy Sea Area Utilization Act
(17,000 - 845,000 kW per zone)

---Promising areas based on the Renewable Energy Sea Area Utilization Act /\_\/ 7/
(250,000 - 1,140,000 kW per area) th 1 (7
---Preparation area based on the Renewable Energy Sea Area Utilization Act p< oare? /~L¢

4

. ---Restarted nuclear power plants
(total 830,000 - 3,400,000 kW)

---Installed and modified licensed nuclear power plants
(total 830,000-2,720,000 kW)

{ ': ---Nuclear power plants under review under new regulatory
(total 1,100,000-2,240,000 kW)
*Areas of circles are listed according to power generation capacity.
---Areas with a high ratio of decarbonized power sources
(the sum of solar, wind, hydro, geothermal, biomass, and nuclear power sources
accounts for 40% or more of the ratio of power generation by area by type in

FY2023) &
i

3

¢

O
N
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DX Overall Picture of the Digital Society

2oeds |edisAyd

doeds J1aqA)

The digital society that Japan should aim for is Society 5.0, where cyberspace and physical space are highly
integrated. On a digital infrastructure (technology/industrial infrastructure, digital infrastructure, and human
resource infrastructure) that incorporates rapidly evolving digital technology, we will create new added value that leads
to economic growth through the utilization of "real data" and solve social issues such as GX and economic security
(= Realization of Society 5.0 through DX for industry and society as a whole).

It is important to continue to focus on the development of digital infrastructure, including semiconductors and
AI, which are indispensable for the realization of DX, which has been the focus to date. In addition, it is also
important to make efforts to promote DX across individual companies and industries that will lead to Society

2.0 [__Realiztion of Society5.0
Economic growth . A
(Domestic in?/estment Solving social issues
/Acceleration of innovation/Income growth) (GX, economic security, etc.)
Upstream Midstream Downstream
v The key to creating innovative products and services that lead to new added value is the utilization of "real data"
supported by a digital infrastructure.
v

The key to obtaining more added value is to create an architecture that enables more companies and individuals_to build
a "platform" that can be utilized beyond the boundaries of individual companies and industries.

Apps / Data acquisition N
Data Cycle of Communication N
Processing/ “Real data” Storage
Analysis Utilization Cycle /Cooperation

Three Pillars of infrastructure

(]
=
Certification of IDI Management Entity I o
0 —~ § Top-level human
:D, < C = resources to lead the
; Q
~—=oft g omputing Infrastructure ' g = world in information DX
Interoperable Data Infrastructure ; (Supercomputers, Al, 3_ g (MITOU, etc.)
<. _Hard > ® Duantum Computers) £ Human resources to
Advanced Information and =F" Technology of = § promote DX that supports
Communication Infrastructure >, INfrastructure value-added creation by

A

utilizing digital technology
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DX Changes in the environment surrounding information processing infrastructure (1)

Digital infrastructures, especially hardware (computers) that incorporate fundamental technologies such as
cutting-edge semiconductors, and information processing infrastructures consisting of software related to the
control of computing resources and cloud technology, etc., are the core of supporting the realization of a digital
society. Revolutionary innovations such as generative Al and DX that creates enormous added value cannot be
established without an information processing infrastructure.

As the digitalization of all industries and society as a whole is inevitable, a dramatic increase in the amount of
computing power required is inevitable. In addition, as new computational demands (optimization problems, etc.)
arise that cannot be solved with current computing power, advanced computers such as AI computers and quantum
computers have begun to be developed, and it is essential to improve the quality of computing power.

Japan, which once boasted a high share of the global market for mainframes, which supported society, has an
extremely small share of the rapidly expanding cloud service market, and if this situation continues, Japan is in a
critical situation where it may lose its technical knowledge of information processing as a nation. From the
perspective of realizing a digital society, as well as from the perspective of economic security, it is hecessary to devote
maximum policy resources to the development of information processing infrastructure, from hardware to
software.

Increasing volume of computational demand The emergence of advanced computational resources

(Source) Preferred Networks
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DX

Cloud service usage status
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Company-wide use of cloud services

Cloud services are used in some offices or departments

Do not use cloud services but plan to do so in the future

I i i future

-~ . h e v i A e D e e
Not familiar with cloud SerVICeg (Source) Ministry of Internal Affairs and Communications

Decline in global share

(loss of technological base)

FY2001
Mainframe Market Share by Region
(Worldwide / based on units shipped) *1

FY2020

(Global/Net Sales) *2

Japan
2.6%
Others
China 9:7%"
5.5%
Western
Europe Western
27359& Europe

21.9%

(Source)
%1: [@IT] IT Market Trend Vol. 14: The Structure of the Information Systems Industry in
Question (Part 1) - Can Japan Remain a Mainframe Powerhouse? Can Japan remain a mainframe
powerhouse?
%2 : Cloud Services Global Market Report 2021: COVID-19 Impact And Recovery To 2030 (The
Business Research Company, August 2021)

Cloud (IaaS/PaaS) Market Share by Region

Changes in the environment surrounding information processing infrastructure(2)

Cloud operator positioning

Cloud Provider Competitive Positioning
(1aaS, Paas, Hosted Private Cloud - Q1 2021)
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(Source)Synergy Research Group 2021/4

Expanding trade deficit

in computer services area

International Balance of Payments for Computer
Services and Domestic Public Cloud Market Comparison

2015 2020 2025 2030

(trillion yen)

Y

-0.18 trillion yen

-2
[ Saince of Paymants for Computer Seices | =1.4 trillion yen
-4 o
5 Crude oil imports Approx.
6.919 trillion yen (2021) \ 8 trillion
yen/year
* - g
-8

*Basis of Estimation

The amount of deficit in the balance of payments for computer services, on an actual basis, is assumed to approximate the size of the domestic

public cloud market, and assuming that the domestic public cloud market will expand at the same rate as the growth rate based on private-sector
forecasts, the annual deficit is estimated to be approximately 8 trillion yen by 2030. 3 9
(Source) Ministry of Finance, Bank of Japan, IDC Japan



Digital Technology-Industrial Infrastructure
: The Overall Picture of Next-Generation Information Processing Infrastructure

DX

® We support development from hardware to software in an integrated manner for qualitative and quantitative expansion of information
processing infrastructure. In particular, to support generative Al, the project will focus on the expansion of computational resources for
Al and the development of AI foundation models. (A total of 185.6 billion yen is budgeted in the FY2023 supplemental budget.)

— [User/Customer]

: T materials .
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capabilities for molecular interceptor missile Ultra-precise ) analys tomati smart factory Drone Delivery
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capability for molecular calculations i ! resource investment.

dynamics simulations, etc. forecaStmg catalysts, etc.
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Providing advanced information
processing capabilities

[ Supplier / Informatlon Processing Infrastructure ]

Development of information processing
infrastructure (hardware/software)
based on user needs

A positive cycle based on user
feedback (Ecosystem).
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plan under the Economic Security Act)
*4: Development of environment for use of advanced computing
resources (test beds)

of Software [cloud program]

*5xp*7%*8 *5:Quantum-classical hybrid (development of fundamental software)
*6:Development of cloud-related technologies (automatic
* 9 expansion/contraction control, etc.)

*7:Hybrid cloud utilization infrastructure technology development
(cryptographic key management, etc.)

*8:Super-distributed computing technology development (cloud
architecture support)

*9:Development of basic models for generative Al

[Computing Resource Manager]
(Combines various computers and optimally controls the computing_; infrastructure as a whole)
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DX Digital technologies-Industrial Infrastructure :
Basic Strategy for Revival of Japan's Semiconductor Industry

® Urgent reinforcement of semiconductor production infrastructure for IoT (Step1)
® Next-generation semiconductor technology platform through Japan-U.S. collaboration (Step2)

® Future technology platform through global collaboration (Step 3)

) ) (Source) OMDIA
Step 1 : Semiconductor Production Platform for IoT

=Urgent strengthening of the production portfolio FY2030
Industrial
FY2025 Equipment

FYZOZO Industrial A -ffh‘_{di

Equipment

Smart Home ~
Applicant .

Smart Home

Applicant  — HomeApplic e Zf": j
. ants Data |
Data center, center, Data center,
SSD SSD
Total market size Total market size HomeApplicaﬂT('
: Approx. 50 trillion yen : Approx. 75 trillion yen / Total market size : Approx. 100 trillion yen
N I
Step 2 : Strengthening Japan-U.S. Step 3 : Global Collaboration
Cooperation =
= Acquisition of next-generation Accelerating the realization and
semiconductor technology through Japan-U.S. | | implementation of future technologies such as
collaborative projects and establishment of photonics-electronics convergence technology
this technology in Japan by strengthening global collaboration
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DX

IEA's Forecast of Global Power Demand for Data Centers, Al, etc.

® According to the IEA, global electricity demand from data centers, Al, etc. is expected to
increase from 460 TWh in 2022 to 800 TWh in the 2026 base case (as of January 2024).

Global electricity demand (data centers, Al, etc.)

(from 2019 to 2026)

< 1200
E 1050Twh
1000 -
P F
800 - _ ® 800Twh
o - : - =
600 - === 620Twh
400 S
o 460Twh
200
O I 1 1 1 1 1 1 1
2019 2020 2021 2022 2023 2024 2025 2026
Low case - = Base case - == High case

(Source) IEA “Electricity 2024” (January 24, 2024) 42



DX Increasing Electricity Demand due to DX

® While energy-saving performance of semiconductors improves, power consumption in computing
resources may increase with the expansion of utilization of generative AI such as Chat GPT.

® While promoting the development of semiconductor technologies that contribute significantly to
reducing power consumption, such as semiconductor miniaturization and photoelectric fusion, etc., it is
necessary to assume a case in which power consumption will increase sharply in the future as the
volume of computation increases due to the advancement of AI. (The outlook for the amount of increase
varies widely, depending on the extent to which the effects of improved energy-saving performance of
semiconductors, etc. can be expected.)

Japan's Electricity Demand Outlook

hundred million

Image of Domestic Electricity Generation

v
8800 " Approx. 1.35-1.5
,,,,,,,,,,,,,,, . R illi %2
: p assumption . trillion kWh
M *,
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: etc. Approx. 1 trillion R
8400 H kWh1 o
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o . . . e %1 : Based on Comprehensive Energy Statistics and the Sixth Basic Energy Plan.
(Source) th_e O_rganlzatlon for PromOt_'on of Wide-Area Electricity Utilization. %2 : Reference values based on power generation power estimates by RITE presented at
"Demand Projections for the Entire Nation and Supply Areas (FY2024)" (January 24, the 43rd Basic Policy Subcommittee Meeting.

2024) 43



DX

Achieving continuous learning through managing

digital skills information

In the age of Generative Al, we need to be open to change and continue to learn. Those
individuals who continue to improve their skills to achieve their own goals are expected to

play an even more active role in the transforming society.

To this end, METI and IPA will consider a mechanism to realize continuous learning of digital
technology by managing digital skill information of individuals, and to utilize information in

the labor market.

[Individuals] Continuous learning and purpose-oriented career
development through managing their own skills information

Kills Inf ion Regi ion . .
Skills Informafiien Registratio Education-Testing programs

é )
(IPA) Platform for Digital Skill Development and DX Promotion
v' Launching personal accounts that enable individuals to manage skills information
v' Promoting the use of the Digital Skills Standards (DSS)
v" Managing and certifying skills information obtained through the IT Engineer Examination and
reskilling services
\‘/ Expanding reskilling opportunities through analysis and sharing of skills information p
Course“Applications Skill Trends DX Certification Application DX Support Services

-Activity Reports -Activity Reports

[Training providers] Expansion of
reskilling market through reskilling
services conforming to DSS to DSS

[Companies] Developing and
recruiting skilled workers conforming
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eomarme Securit Changes in External Economic Situation

Economic Security

® The future of the international economic order will continue to be highly uncertain against the backdrop of heightened
tensions between different political and economic systems, such as liberalism and authoritarianism.

® The growth of the world population, DX, and GX will be the starting point for the emergence of innovation,
and the global economy is expected to grow at a stable annual rate of about 2%. Governments and
companies in developed and emerging economies will continue to seek ways to capture growth in regions
where income growth is expected to increase in the future (countries of the Global South).

® The WTO brings a certain discipline to international trade and investment, addressing issues such as industrial
policy, environmental problem, economic security, and digitalization. The G7 and G20 have a certain significance,
but there is a possibility that each country will become more inclined to prioritize its own national interests.

< The projected state around 2040 based on current assumptions>

<Top 10 GDP Countries>
o

<Europe-Russia relations>
Security tensions remain, -

<North America>
Prospered by innovative

terms of market size.

China and India compete ¥ <Central and South America>
for influence © 7 Distance yourself from geopolitical

(Source) Goldman Sachs, "Global
Economics Paper: The Road to 2075"
(December 2022)

growth and resource
development boom

v tensions and stabilize
* The green frame is the so-called Global South -z
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okl VJE .v: - . _ . . I
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Globalization and | Reconstructing Integrated Domestic and International Economic

Economic Security and Trade Strategies in Response to Structural Changes

® In a world facing structural change, Japan is required to form new international frameworks and
rules, as well as reconstruct supply chains, in order to capture global demand.

T e e e Reconstruction of Supply Chains

® Decarbonized energy such as renewable energy ® Geopolitical tensions have made it essential for business activities to be
and hydrogen is supplied at a stable and prepared for unforeseen circumstances.
reasonable price. -

® In response to the recognition of the risks of over-reliance on
unreasonably cheap products of certain countries, there is a growing
demand for the establishment of "transparent, resilient and
sustainable supply chains" in which the market takes into account
factors other than price in cooperation with like-minded countries.

Changes in Supply Structure

® The digitalization of trade procedures has been
promoted, and cross-border trade in services has
been revitalized.

o GX will bring wealth concentration to suppliers

of decarbonized energy and net-zero ® In addition to conventional economic partnership agreements and
technologies, while DX will bring wealth investment agreements, there will be a growing movement to
concentration to companies that create formulate sector-specific agreements among like-minded
innovations such as generative Al \_ countries. )
Changes in Japan's Business Structure
( )

[Changes in Japan's Macroeconomic Situation]

® In order to maintain the vitality of the economy and industry as the Japan becomes a medium-sized country, it is essential to
capture the growing external demand not only of developed countries in Europe and the United States, but also of the countries of
the Global South, and the economic structure will be shifted to sustainable growth while capturing global demand.

® Improving the competitiveness of export goods and over-reliance on fossil fuels has improved the terms of trade and
contributed to a rise in real wages.

[Changes in the Competitive Strategies of Companies Based in Japan and Japan Industries as a Whole]

® Japan companies will leverage their strengths, such as a comprehensive industrial structure and the appeal of culture and
content, to compete globally. Positioning Japan as a "global creative base" such as a global headquarters and a global factory,
and continually expand domestic investment including software and R&D, wage increases, and innovation, to ensure that
profits earned globally are channeled back and utilized within Japan.

[Reconstruction of International Markets and Supply Chains])

® Reconstructing global supply chains in cooperation with companies from allied countries will be incorporated as an option in
corporate strategies. 4@

\_




Globalization and Trade Policy and Terms of Trade

Economic Security

(Terms of
1.80
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1.00
0.90

0.80

Japan’s terms of trade (Note: An index of the price index of export goods and services divided by the price index of import
goods and services. The smaller the value, the less favorable it is to trade) fluctuates depending on factors such as (1)
exchange rates, (2) prices of imported energy, raw materials, and commaodities, and (3) the international

competitiveness of export goods.
*Exogenous shocks such as war, terrorism, pandemics, and financial crises are often triggers.

Although liberalization of trade and investment is thought to affect the overseas expansion of firms and the
competitiveness of export goods, during the period from the entry into force of NAFTA (1994), the establishment of
the WTO (1995), and China’s participation to the WTO (2001) to the global financial crisis (2008), the terms of

trade in the US remained stable, while Japan's terms of trade deteriorated markedly.
Trade) Japan-U.S. Terms of Trade Comparison
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Eeoronia ooy | Identifying Critical Products and Technologies and Policy Approaches

® Sectors such as computing, cleantech, biotech, and defense are essential as the supply chains and technological
basis for the future economic security of Japan. In each of these sectors, we will pay particular attention to key
supply chains and concentrate policy resources on their maintenance and development.

® After identifying critical products and technologies in important supply chains for economic security, we will
analyze and understand trends in technological innovation, Japan's relative advantage, and the degree of
dependence on foreign countries, and apply appropriate policy measures to strengthen these supply chains.

® In addition, we will redefine the critical products in terms of economic security, organize appropriate policy
measures in response to risks and threats, and reflect them in the “Policies on Initiatives for Ensuring
Stable Supply" of the Economic Security Promotion Act.

Products and Technologies that should be Emphasized for Economic Security

Acquisition of Future (1) Area where Maintaining 2)Area where Japan 3)A ic

, o ; 2 rea of Technological

Indispensability & Disrupgiye Technological LS eEREElII8Y { Izas Technologicgl ¢ (?ommoditization and.
Autonomy Innovation is Advancing Advantages External Dependence

__________________________________________________________________
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1
1
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I 1
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1 q q 0
Cleantech \(Ex: Perovskite, All Solid-State Battery)! || | Manufacturing Equipment, i !
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; i Bio Manufacturing i g 3 TR
1 1
B@sze | (Ex: Synthetic Biology, Biofoundries) 1|| {Inspection & Analysis Equipment etc.} Antibiotics Products, etc.
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(Ex: Carbon Fiber, Engine Materials)
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Health Expansion of the market size of the health promotion and nursing care industry (1)

® By promoting measures such as PHR and KENKO Investment for Health, the company aims to build a cumulative 77
trillion yen market by 2050 in the areas of health promotion and nursing care outside of public insurance. We also aim
to expand the medical device field by securing the global market.

Market Overview Market Size and Estimates
Health (FY 2020) Promotion of PHR (Estimated 2050)
gluliseni s« Market expansion and new service KENKO Investment for
(Hsealt_h Ca)re offerings in related industries are expected Health, etc.
ervices i -
T mubiic due to the progress of medical DX and 18.5trillion yen — 59_9tri"ion Jen
uninsured KENKO Investment for Health in particular. +about41.4Aillionyen
services .
Promotion of PHR,
- Demand is growing as the population ages. KENKO Investment for
Nursing - : Health, etc.
« Lifestyle support-related services are 6 4tri||ionyen — 1 6 9 »
Care expanding markedly in particular. +about10.5trillion yen » Jtrillion yen
% In public
uninsured
services Promotion of PHR, KENKO
Investment for Health ,
HIH etc.
Total2Dtrillion yen —_— Total 77tri|lionyen
+aboutd2trillion yen
. . . (FY 2020) . (Estimated 2050)
Medical + Al medical devices and Software as a Medical (arkets scquires 1@FKe share expansion
(medical Device (5aMD) are expected to become & Japanes§ o) 6% —10% 21
- global growth industries as new medical .
devices) needs expand i
# Including some A 8rillionyen +about18trillion yen 2 1/ trition yen
(global market)
» The market is expected to grow more with the (Estimated 2050)
. . , h (FY 2022) .
Medical aging of the world's population, the development (Markets acquired Market share expansion

(pharmaceu of new drugs for intractable diseases such as by Japanese companies) 25 30
tical) cancer and Alzheimer's disease, the expansion of 16 8%%10% ~

% Including some the market for expensive drugs such as / 200 >

tril

insured services regenerative and cellular gene therapy, and the
generalization of early treatment with drugs.

lion yen+about9~14tri|lion yen
(global market) 250~300xriltion yen 49



Health

Estimated market size in 2020 and 2050

Expansion of market size of health promotion and nursing care industry (2)

item Examples of included products and services | Market size in Market size in 2050
* Partly quoted from
total Total: 25 trillion yen Total: 77 trillion yen

@ Health promotion

Subtotal: 18.5 trillion yen

Subtotal: 59.9 trillion yen

knowledge Healthcare-related books/magazines, apps/services, etc. 0.03 trillion yen 0.09 trillion yen

measurement Testing/medical examination services, measuring 1.0 trillion yen 3.7 trillion yen
equipment, etc.

KENKO Investment for Health Medical examination services, mental health measures, 0.6 trillion yen 3.7 trillion yen
etc.

food Supplements/health foods, OTC /designated quasi-drugs, 3.4 trillion yen 8.7 trillion yen
etc.

motion Fitness clubs, fitness machines, etc. 0.6 trillion yen 2.7 trillion yen

sleep Functional bedding etc. 0.2 trillion yen 0.2 trillion yen

prevention Sanitary products, vaccinations, etc. 0.4 trillion yen 7.8 trillion yen

Play/Study Health tourism (health-oriented travel) 2.9 trillion yen 12.9 trillion yen

Healing Esthetics/relaxation services, etc. 1.1 trillion yen 2.6 trillion yen

residence Health-oriented home appliances and equipment, etc. 0.1 trillion yen 0.4 trillion yen

Functional complementation Glasses, contact lenses, etc. 0.3 trillion yen 1.4 trillion yen

private insurance Third insurance etc. 7.9 trillion yen 15.7 trillion yen

®Nursing care

Subtotal: 6.4 trillion yen

Subtotal: 16.9 trillion yen

Daily life/social participation support Housekeeping, nursing care taxi, meal delivery, nursing 1 trillion yen 3.3 trillion yen
care travel, etc.

Life function maintenance and medical | Nursing facility/housing related, nursing care food, self- 4.5 trillion yen 7.8 trillion yen

treatment support financed rehabilitation, etc.

Nursing care equipment, etc. Welfare equipment, robot care equipment, etc. 0.8 trillion yen 5.6 trillion yen

Products and services for patients Food for sick people, etc. 0.05 trillion yen 0.2 trillion yen

(Source) the Ministry of Economy, Trade and Industry's "FY2020 Healthcare Service Social Implementation Project (Survey on promoting the spread of health

management in Japan and overseas)"

50



Health

Increasing Burden on Family Caregivers Due to the Aging of the Population

® With the aging of the population, the number of people who are engaged in caring for family members while
working (called working carers) is increasing throughout Japan. Approximately 100,000 people leave their jobs
to provide care every year, and by 2030, about 40% (approximately 3.18 million) of family caregivers are

expected to become working caregivers.

® As problems related to work and nursing care are expected to become more apparent, economic losses are
expected to be about 9.1 trillion yen by 2030. Looking at the breakdown, labor productivity losses due to
difficulties in balancing work and nursing care account for an extremely large proportion of the total.

Trends in Indicators Related to working Caregivers

900 833 2.oo§
Total Family Caregivers 795 796 >
10\ 800 NG 1.80*@
S 678 A
o >
g 700 628 1602
S 557 005 132 48
S 600 1.21 o ' g
o) 1.04 1.07 1o, 108 @ 1.20g)
o 500 ° ® o ® 5
g 1.00g,
D 400 £
o Total working Caregivers 307 318 296 0.805
o 253 262 270 o
L 300 232 g
e 211 0.60
(0]
= Total number of =
S 200 employees who have left 0.409
their jobs for nursing care .
7 9 9 7 11 11 10 10 °%
0 0——@ — oo o ® ®  oo0g
2012 2015 2017 2020 2025 2030 2035 2040 2

(Source) National Institute of Population and Social Security Research, "Medium Estimate of Japan's
Future Population (April 29 Estimate)", Ministry of Internal Affairs and Communications Statistics
Bureau "Basic Survey on Employment Structure (Heisei 24, Heisei 29)", Ministry of Health, Labor and
Welfare "Employment Trend Survey (Heisei 25 ~ Reiwa 3)", Ministry of Economy, Trade and Industry
"Study Group on Elderly Care System for Future Long-term Care Supply and Demand" (March 30)

Estimation of economic loss in 2030

1,289 1,162
Total 9,179.2

10,17 billion yen
[ |
[ |

(Source) Ministry of Economy, Trade and Industry, "Summary of Survey

Results of the 2022 Ministry of Economy, Trade and Industry's Basic Survey on
Business Activities (FY2021 Results)", National Institute of Industrial and Labor
Research, "Training Expenditure per Capita in 2017~2021 (5-year average) in

the Fact-finding Survey on Education and Training Expenses", Recruit Career
Employment Mirai Research Institute, Inc. "Employment White Paper 2020", 5 1
prepared by Japan Research Institute

Loss of labor productivity due to difficulties
in balancing work and nursing care

Amount of labor loss due to leaving the
workforce for nursing care

Loss of training costs due to separation from
nursing care

Costs related to hiring replacement
personnel due to leaving nursing care



Inclusive
Growth

The key to resolving labor shortages is to raise wages
and create a comfortable work environment

SMEs that are short of labor perceive the lack of applications from qualified personnel and the unpopularity

of their industry as the cause of the labor shortage.

On the other hand, SMEs that do not have a labor shortage are working to raise wages and create a better

working environment.

Factors contributing to labor shortages (SMEs) Factors contributsiagE;o retain workers

Lack of applications from
qualified candidates

The industry is not popular
The company is not well known

Unsatisfactory wages and bonuses
Working environment is perceived as harsh

Increase in the number of retirees
due to the aging of the workforce

Requires qualifications or
advanced technology/skills

Not satisfied with job content

Reverse reaction to work style reforms
Insufficient support for diverse work styles

Increased activity in the job market
Unsatisfied with employee welfare
and other environmental conditions

Not satisfied with the location of the company

Others

Personnel reduction/retirement
due to Covid-19

Management policy not approved

Decreased acceptance of foreign
workers

(%)
45.4
43.6
36.5
35.8
24
23.6
19.9
13.5
12,5
12.3
11.8
9.5
4.2
3.5
1.9
1.4

(%)
52

Raising wages and bonuses
Creating a comfortable work environment

35.1
31.7
25.7

Extension of retirement age and rehiring of seniors

Enhancement of employee welfare

Fair and equitable personnel evaluation 23.2
Improvement of attractiveness of work content 19.1
Diversification of work styles and promotion of 19.1
work-life balance -
Improving efficiency by reviewing business processes, etc. 19.1
Active recruitment and appointment of diverse human 16.3
resources
Implementation of mechanization and automation 14.4
Others 12.5
Enhancement of skill and career development 11.9
programs
Enhancement of corporate visibility 11.3
Reassignment of employees 10.7
Use of temporary staffing or outsourcing 9.1
Relaxation of hiring conditions 6.9
Elimination of unwanted transfers and personnel changes 5_3
Year-round hiring of new graduates or expansion of the definition 4 7
of new graduates .
Implement a comeback program 4.7

Establishment or relocation to an attractive location

1.3

(Note) Teikoku Databank, Ltd. conducted a questionnaire survey on the factors contributing to the recruitment of human resources and labor shortages in companies. The survey period was May
12-16, 2023. Of the 1,033 companies that responded validly, those companies with labor shortages responded to the question "Factors causing labor shortages" and those without labor shortages
responded to the question "Factors causing no labor shortages". The number of companies that responded "There is a labor shortage" and "There is no labor shortage" was 689 (including 592
SMEs) and 346 (including 319 SMEs), respectively. Small and medium-sized enterprises: Small and medium-sized enterprises under the Small and Medium Enterprise Basic Act.

(Source) Partially processed based on the Teikoku Databank report, “Wage hikes top the list at 51.7% as the key to resolving labor shortages” (Source: Teikoku Databank ,Ltd.).
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Inclusive - Pl - .
Growth Lack of dealing with increasing location needs

® According to a questionnaire survey of prefectures in Japan, 62% of prefectures have seen an
increase in inquiries from companies considering locating there during the past year.

® On the other hand, less than 10% of prefectures have secured industrial parks that can meet
the needs of companies.

Percentage of Prefectures and designated cities where

Percentage of Prefectures and designated cities where :
have been secured Industrial parks that can meet

the needs of companies, etc.

inquiries are increasing From companies considering
location (new/expansion)

decreased greatly —
creased

% (2)

Rather secured

completely 9%
not secured (6)

not changed Not secured 30%
35% _ 1% (20)
(23) increased increased
(o)
%;;/;! 62 % Rather not been secured
61%
(40)

1

—

(Note) A survey conducted by the Ministry of Economy, Trade and Industry targeting prefectures and designated cities from August to September 2023.
Left image: “During the past year, have you received an increase in inquiries from companies considering location (new/expanded) in your
prefecture?", right image: “In your prefecture, is recognized as being able to secure industrial parks (not limited to those developed by your
prefecture, etc., but also those developed by municipalities and the private sector) that can respond to inquiries (needs) from companies considering
location.” Compiled responses from 46 prefectures and 20 designated cities. The number in parentheses is the number of responses.

(Source) Created based on questionnaires for each prefecture and designated city. 53



Changes in
overall industries Japan’s Strengths

® Japan is a society with strengths in the diversity and ubiquity of its manufacturing (i.e., network of
manufacturing) and the attractiveness of its lifestyle, culture, and contents.

® For example, Japan is ranked first in the world in (1) attractiveness ranking, which is based on the country’s
culture and the reliability of the country’s products, etc., (2) ranking that indicates the ability to produce
and export complex products requiring advanced knowledge and skills, and (3) ranking based on travel
and tourism resources, etc., and is internationally recognized as having these strengths.

(1) Nation Brand Index (2) Economic Complexity Index (3) Travel & Tourism

(trade) Development Index
_69.85 - P
Germany [N 69.43 Switzerland [N 1.88 us I 5.2
Canada [N 68.91 Germany N 1.77 Spain [N 5.2
UK [N 68.80 South Korea I 1.75 France N 5.1
italy [N 68.69 Singapore M 1.59 Germany N 5.1
us N 68.43 Sweden N 1.54 Switzerland I 5
Switzerland [N 68.24 Czechia M 1.54 Australia [N 5
France [ 67.95 Austria [ 1.49 UK I 5
Australia Il 67.80 us I 1.45 Singapore I 5
sweden (No.10) [l 67.75 Slovenia (No.10) [ 1.44 Italy (No.10) M 4.9
67.50 68.00 68.50 69.00 69.50 70.00 1.00 1.50 2.00 2.50 48 5 52 54

(Source) Left : IPSOS, Center : Harvard Growth Lab, Right: World Economic Forum
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Changes in
overall industries Division of roles based on

the characteristics of large companies and startups
® Taking advantage of the differences in the characteristics of large

companies and startups, we identify the parts that should be entrusted to
startups and provide intensive support.

Percentage of large companies (500 or Characteristics of |arge
more employees) in domestic R&D companies and startu ps

Large companies:
« Large companies are particularly important in Japan,
accounting for 90% of R&D investment.
JPN « They tend to focus on improving the competitiveness of

90% W existing businesses and have difficulty in becoming a
/\» leader in highly novel R&D investment.
W us * On the other hand, large companies have useful resources
80% for R&D and commercialization in new fields, such as

dormant technologies, research and production facilities.
Startups:

70% UK « Startups are important as leaders in R&D investment and
commercialization in highly novel fields.

« On the other hand, the possibility of investment and the
scale of investment are constrained by external funding.

« After achieving a certain level of success in a new market,
investors tend to demand a rapid expansion of business
scale and investment in order to expand the market.

100%

60%

50%
2000 2005 2010 2015 2020

(Source) OECD.Stat, Business enterprise R-D expenditure by size and by source of funds 55



Changes in. It is necessary to achieve a continued innovation success model
overall industries

® In order to continuously create high value-added businesses, it is important to
(1) create new “technologies and ideas,” (2) “create new value”
through their commercialization, and (3) “implement them in society,
create markets, and obtain compensation”, It is crucial that the successful
innovation model realized in this way will lead to the next innovation.

® There is the challenge that R&D investment is sluggish in terms of both
quantity and quality, and the monetization of the technologies created is

inadequate.
,’ --------------------------------------------------------------------------- N
' _ (2) Accelerating
(1) Expansion of commercialization of _ (_3_) Strategic rulgmaking and other
quantity and "technologies and ideas" into initiatives with a view to "market
quality of R&D "new value creation and capture of value"

Social implementation

Technologies Creation of new (Dissemination *penetration into
‘1d value (Products, society-customers)
€as services etc.) —Market creation-compensation

acquisition

B EEEEREEE————.

P



Changes in. Comparison of PBR of major Japanese, U.S.,
overall industries and European companies

® The percentage of companies with PBR below 1x is at a very high level
compared to Europe and the U.S..

PBR distribution of major Japanese, U.S.
and European companies(FY2022)
PBR of
PBR below 1x PBR of 1x to 2x more than 2x No data
Japan (TOPIX500) ! y Y t
197 130 156
. (39%) (26%) (31%) )

Companies with a
negative net worth
US (S&P500) 13 (3%) ¢

100 327 25
(20%) (65%) (5%
Europe (BE500)

— 81 108 261 7
A (16%) (22%) (52%) (19

* 4 *

0 50 100 150 200 250 300 350 400 450 500 (Number of
companies)

(Note) Japan: TOPIX500, U.S.: S&P500, Europe: BE500

PBR = share price / net assets per share (The figure is calculated based on each company's market capitalization and net assets as of the

end of fiscal year 2022 (end of March 2023 for companies with a fiscal year end in March).

(Source) Bloomberg 57



Changes in o _
overall industries | Criteria for non-reappointment of top management

® Approximately 70% of the companies do not have a non-reappointment criterion for top
management on their board of directors or nominating committee, and only 2% have a
quantitative criterion for corporate value or performance.

Status of Setting Criteria for Non-Reappointment of Top Management

Criteria for non-reappointment of top management

28. Do you have any criteria for non-reappointment of top management on the board of directors
or nominating committee (multiple choice)?

No clear criteria have been established. e (%)

Set criterion for legal violations, health reasons, etc. [N 16

age NN 14

Establish criteria such as when a person lacks the qualities set forth in the
appointment criteria.

I 13

Set qualitative criteria for corporate value and performance [l 5

tenure I s

Set quantitative criteria for corporate value and performance [l 2

Other | 1

No answer fI 1

(Source) Sumitomo Mitsui Trust Bank Limited. "Corporate Governance Reforms to Enhance Corporate Value through Strategy Linkage and
Capital Efficiency: "Governance Survey® 2023" Implementation Report (October 2023) 58



ove‘ﬁ';f,‘ ?ﬁ:ﬁsi?ries Relationship between CEO term limits and PBR

® The PBR of non-term limited companies tends to be higher than that of term
limited companies.

Relationship between CEO turnover due to term limits and PBR for TOPIX 300 companies*

Performance Indicators Distribution of PBR

Fixed-term term limited non-term limited
companies companies companies

Numbers of 28 (9%) 57 (19%) 215 (72%)
companies

PBR 1.03x 1.26x 2.00x
Performance | ROE
(2022) %1 10.4% 6.9% 9.8%

PER 12.6x 17.3x 19.9x

Definitions of term limits for CEOs

+ Fixed-term companies: The last two CEOs, excluding the incumbent, had the same
tenure of 3, 4, 5, or 6 years, but only if the incumbent was less than or equal to that.

+ term-limited companies: Excluding “Fixed-term companies”, the average tenure of
the last two CEOs*, excluding the incumbent, must be (1) at least three years but PBR PBR
less than six years, and (2) the difference between the longest and shortest tenure .PBR

[ |
must be two years or less. less than 1x of 1x to 2x more than 1x

*If the incumbent’s tenure is more than two years longer than the longest tenure of the two CEOs, the tenure of
the incumbent and his/her predecessor will be used as the basis to determine the CEO

+ non-term limited companies: Other than the above.

*1: TOPIX 300 refers to the top 300 TSE prime-listed companies by market capitalization, excluding financial institutions, as of the end of the fiscal year 2022.
Figures in the following formulas are as of the end of each company's fiscal year 2022.
PBR = Market capitalization / Total shareholders' equity
PER = Market capitalization / Net income attributable to owners of the parent company
ROE = Net income attributable to owners of parent / Total average shareholders' equity at the beginning and end of the period

All of the above are based on simple averages. (Source) Compiled by METI based on survey data from Deloitte Tohmatsu LLC based on SPEEDA, company website information, etc. 59



Changes in Relationship between CEO tenure and risk-
overall industries | taking indicators (acquisitions, divestitures,
and R&D investments)

® Non-term limited companies are actively reforming their business portfolios through
divestitures, acquisitions, and R&D investments.

Business Portfolio Reform

Divestiture*: Acquisition*1 R&D investment
Divestitures’ amount/total Acquisitions’ amount /total assets R&D expenses for each
assets in the last 10 years
. €29T 1D ear/Net sales for each year
in the last 10 years (average of last 10 years) year/ Y
(average of last 10 years) Fixed-t Term Non-term limited
o IXECTLETM e I|m|teq companies
4% companies companies
10.6%
8.5% 7 \_—_\/\
6.6% 6.1%
2%
e — /\
0,
Z.M) .
Fixed-term Term limite Non-term Fixed-term  rerm limited Non-term Mt 1m0 N ®© N O o N
companies  companies lImited companies  companies limited S 3322289892
companies companies

(Note)Target companies are the top 300 companies by market capitalization excluding financial institutions as of the end of FY2022.

*1: Acquisitions and divestitures: Includes business and division divestitures, fund buyouts, MBOs, minority interest acquisitions, and joint ventures in
addition to acquisitions and divestitures. The last 10 years refer to "2013" through "2022".

All figures above are based on simple averages

(Source) Compiled by METI based on survey data from Deloitte Tohmatsu LLC based on SPEEDA, company website information, etc.



Challenges

Increased Domestic Investment Leads to Higher Wages

® Increased domestic investment leads to higher wages through higher labor

productivity.

® In Japan, both capital investment and wages are rising at low rates.

Correlation between wages and private capital investment

(1991-2021 average annual percentage change)

2.5%
Korea
[ J
0,
2.0% Sweden
[ ] Iceland
]
5 °©
L O SPPTEL
o 1.5% P
< ® L e °
Denmark ..t us
S BRI e Australia
o | e
[

g Lo Germany France ... L 4

.0% ® e °®
s | e Canada
o | e
e e Y

0.5% | Belgium Netherlands

[ J
Japan
0.0% r
0.0% 0.5% 1.0% 1.5% 2.0% 2.5% 3.0% 3.5% 4.0% 4.5% 5.0%

(Source) OECD.stat.

Real private capital investment change rate
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Challenges Current Status of Inward FDI in Japan

® Japan's inward FDI stock stood at 50.5 trillion yen as of the end of CY2023, which is a
small percentage of GDP compared to other countries.

® In order to achieve the government's target of 100 trillion yen in 2030, the
government is making concerted efforts, including the steady implementation of the

"Prioritized Policies Program for Attracting Foreign Direct Investment”*
*Adopted by the Council for Promotion of Foreign Direct Investment in Japan in May 2024

Trends in Japan’s Inward FDI Stock Ratio of Inward FDI Stock to GDP

(trillion yen) (Ratio to GDP)
100 Government Target 120%

100 trillion yen UK

90
) (By 2030) oo \

70

80%

60
50.5

50 /r 60% FRA
Inward FDI Stock VARRES ®
40 I instruments

L 40%

8.8 .
Reinvestmen )
| of earnings / y\
JPN
20% -~

Zédﬁity other 8.2%
than <+ GER —
reinvestment
of earnings 0%

30

20

10

\

1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016
2017
2018
2019
2020
2021
2022

K S . R
PP PPFS
D

(Source) Ministry of Finance, Bank of Japan (Source) Gian Maria Milesi-Ferretti “The External Wealth of Nations Database

Brookings Institution



Challenges

Factor Decomposition of Real Wage Growth (Man-Hour Basis)

® Although labor productivity rose as a positive factor, real wages in Japan grew
almost zero due to deteriorating terms of trade and increased social security
burdens on employers as neqgative factors.

® For sustained wage growth in the future, efforts to (1) increase labor
productivity and (2) improve the terms of trade are necessary.

International Comparison of Factor Decomposition of Real Wage Growth

(26-year average from 1995 to 2021)

mmm Labor productivity growth rate GDP deflator - CPI growth rate

Change in labor’s share Employer's Social Burden
2.5% Taxes and Subsidies Self-employed, mixed income etc.
burden

Real wage growth rate
on employers

-~ (man-hour basis)
15%  JPN us UK FRA GER CAN ITA DNK  FIN NLD NOR  SWE

3.0%

2.0%

Including 0%

worsening
terms of trade

1.0%

QA.5%

0.0%

-0.5%
Increased

social security

-1..0%

(Source) Figure excerpted from the "Third Meeting of the Expert Committee on Economic Assumptions for Pension Financing of the Pension Subcommittee of the Social
Security Council (April 5, 2023), Document 4," Ministry of Health, Labor and Welfare.The speech balloons were prepared by METI. 3



Challenges

Trading gains & losses

® Trade gain/loss (= real gross domestic income - real gross domestic product )

5.0%

4.0%

3.0%

2.0%

1.0%

0.0%

-1.0%

-2.0%

-3.0%

-4.0%

shows how much the inflow and outflow of income between Japan and overseas has
changed compared to the base year due to changes in import and export prices
(changes in terms of trade), the outflow of income accelerated in the first half of the
2000s and worsened significantly in the 2020s.

Changes in trading gains & losses / real GDP

1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016
2017
2018
2019
2020
2021
2022

(year)

(Source) Cabinet Office 64



Challenges

Factor Decomposition of the Terms of Trade Index

Factor Decomposition of Terms of Trade

A factor breakdown of the terms of trade index by category shows that the majority of the decline in export prices was due
to electrical and electronic equipment, but electrical and electronic equipment also experienced a decline in import prices,

indicating that this is a_highly price-competitive industry. The main source of the increase in import prices is mineral
fuels, the impact of which has been increasing in trend over the past decade.

*Note that the GDP deflator included imports and exports of services, but the price index does not include services.

(compared to January 1990 levels, % pt)

60

40

20

A 20

A 40

A 60

A 80

A 100

A 120

Factor Decomposition of Export Prices by category

(‘{:8mpared to January 1990 levels, % pt)

mmmmmm Textile products

export price index
import price index

-=—=Terms of trade index

Terms of Trade Index = Export Price Index /
Import Price Index

—Rate of Change in Terms of Trade Index =
Rate of change in export price index - Rate of
change in import price index

20

0

A 20

A 40

]

A 60

mmmmmm Metals and related products
| == Electrical and electronics equipment
s Other products

Chemical products
mmmmmm General, production, and business equipment
mmmmmm Transportation equipment
Total Average

1990

2020
2022
2023

Factor Decomposition of Import Prices by category

(compared to January 1990 levels, % pt)

150
100

1990

1994
1996
1998
2000
2002 r
2004
2006
2008
2010
2012
2014
2016
2020

(Source) Bank of Japan

1996

mmmmmm Other products

2022
2023

Chemical Products

1998
2000
2004

= Electrical and electronics equipment

= Lumber, wood products, forest products

mmmmm Textiles
Total Average

2006
2008
2010
012
14

o
N N
mmmmmm Transportation equipment
mmmmmm General, production and business equipment
mmmmmm Petroleum, coal and natural gas
mmmmmm Metals and related products
mmmmmm Food, Beverage, and Food Agricultural and Marine Products
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Challenges Decomposition of fluctuation factors of GDP deflator

( Comparison with the level

by demand item

If we break down the contribution of changes in the GDP deflator, which is an indicator of price fluctuations , by
demand item, we can see that in addition to the trending decline in the export deflator, there has been an
increase in trade due to the rise in the import deflator since the 2000s (contributing negatively to the
overall total). The deterioration of conditions has pushed down the GDP deflator significantly.

T reh 1950 - %%pt ) Decomposition of fluctuation factors of GDP deflator by demand item

10
8
6
4
2

0
A2
A4
A6
A8
A 10
A 12

A 14

(Source) Created based on the Cabinet Office's "National Accounts."
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Challenges

Changes in the competitiveness of Japanese Industries

® The trade specialization coefficient indicates that the closer it is to -1, the less competitive an

® Transportation machinery, general-purpose/production/industrial machinery, and steel
have remained export-oriented industries, and the added value produced domestically is also
large. Electrical machinery and information and communication equipment used to be
export-oriented industries, but now they have changed to import-oriented industries, while
electronic parts and devices continue to be export-oriented industries.
Changes in Trade Specialization Coefficient by Industry (1994—2018)
1 —
08 | Changing from an import-oriented industry Maintaining an T
§ to an export-oriented industry export-oriented industry OthersteelAutomoblles (etuding auto:‘fbne bodies)
S o e o - éu }g/ BN
‘g 04 L The size of the circle indicates the size Plastic Products \_-=""" other clectr c Bl ocno Ve parts ﬁ“" accessq
(:) of the added value as of 2018. Pig iron and Crl/lqe steel - / \ <e Machinery /
% 02 L . / N BaS;'OrgamcCher?fstrvProducts - u 4}' strial Electromechanic '/Equipment
0o AgrlculturalServnces — ChemlchEnJP/r/gJ}acts  Semiconductor | vnces/ teg rated @/wlfS\ ~
LC) o L Other ceramlcs andjtone products i} Rubbér prodl]&L | Glass éwers Trar:;;;:::;t M:rs nery 1 //‘ Office & Service Equipment
9 N ’,f" 5-.' hermg % ) \Ce\‘a Nic “— Other Electrical Appliances
E Pulp, paper, paperboard, processed paper ;7“\’ yégﬁéts T*'\ ,,,,/ % Other Commercial Machinery
_ﬂ 02 | W A Chemlcal fert]?asm IPorgﬂnlt Chemlcal Produg g \Mr ducts— /,/ Other Metal Products
E TN / \\ ,\ 0 Vld/o &\Audlo Equipment
8 Smelting and refin‘fing of "i°"'fe"°us metals Pet/r leum prod \ t }:Mtlr@du;try Non-ferrous metal fabrication prgl(;a::::mc compl{ers Spd their anullary/ /
a -04 | ~— S 1 uc s . N . e%‘ypmﬁnt —
3 - : \\ \ Q ?annfa@rmg lndus/tnalgroducts Arms manufatctyrmg industny " Consumer Electrot\]tsu&/ f}gctrlcal Equipment
T 06 _/m \ - \Eemgmt g Cement Products Watch mEn\ufa(ciuring industry —
E ( i \‘"g:mce":;gl o mill I - ‘ Medlcme Constructjon & Building|Metal Products Telecomm f;?catio;\i equipment
Lumber‘\ Woo ucts " " aneml e cts (excly chemical fibers ~— u\\”/; ’
-0.8 Kéh Qgajptte ’Tu:frpi:::kzl(iqu:p:?:t " ;'fcib ||)1t inina an Changing from an export-oriented industry
Fo \VZ P tas Feed&Organl fe%tlllzers a a g a - . .
Agr.ci,uu@'ﬁ"j' leathergoods, fur import-oriented industry to an import-oriented industry
Mining 1L|vestock Groceries -0.8 -0.6 -04 -0.2 0 0.2 04 06 08 1
Trade Specialization Coefficient(1994)
(Note) Trade specialization coefficient = (export value - import value) / (export value + import value)

industry is, and the closer it is to 1, the more

it is specialized in exports and competitive.

(Source) Research Institute of Economy, Trade and Industry “ JIP Database 2021 ”

ries
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Challenges | Effectiveness of M&A by Leading Medium Enterprises

® It is important for Leading Medium Enterprises with strong management capabilities to conduct M&A
of SMEs, so that firms with excellent management know-how can consolidate their management
resources and improve their own growth as well as the profitability and wages of the merged &
acquired firms.

® Particularly for Local companies, sales growth is remarkable in proportion to the number of
M&As and is an effective means of growth.

Labor productivity of M&A-implementing and M @7 [y i) Lae)] [Lesnllie, = Eallin

Enterprises and Average sales growth rate
over the past 10 years

non-implementing enterprises

120 |
! 82.1% of 9.8% of 8.1% of
115 | 1003 Leading Medium ) (Leading Medium ) (Leading Medium
110 '
105 i
! - -
103.5
1
%0 ——7" 13.1%
95 \\‘,’ i
| 0
%0 i 9.0%
85 !
80 T T T T I T T T T T
06 07 08 09 10 11 12 13 14 15
—¢=— Companies implemented in FY2010 0 MaA 1 and more 2 and more
- &= Companies that did not implement any of the M&As M&As

above durmg the FY2009-FY2015 *1 Leading Medium Enterprises: companies with 2,000 or fewer employees (excluding small and
(Note) Indexed as FY2010=100 medium-sized enterprises under the Small and Medium Enterprise Basic Act)*2 Number of M&As is the
number of acquisitions (made into subsidiaries) made from FY2011 to FY2020*3 Sales growth rate is the
rate of change in sales in FY2021 compared to FY 2011.
(Source: Ministry of Economy, Trade and Industry, “Basic Survey of Business Activities” (survey conducted
from FY2012 to FY2022), rearranged and processed. Survey targets: Industries with 50 or more employees
and capital of 30 million yen or more, mainly under the jurisdiction of METI.

(Source) Ministry of Economy, Trade and Industry, "Basic Survey on Business Activities" (FY2007-
FY2016 survey), rearranged and processed.
Survey targets: Industries with 50 or more employees and capital of 30 million yen or more, mainly
under the jurisdiction of METIL.



Challenges | Changes in the number of bankruptcies and the unemployment rate

® From 2017 to 2019 and in 2023, the unemployment rate declined and remained at a low level
without a decrease in the humber of bankruptcies.

® The number of bankruptcies is currently increasing, the unemployment rate remains at a low
level as labor shortages make more use of the workforce.

Trends in bankruptcies and unemployment rate

(Number of bankruptcies (all scales) ) (Unemployment rate (seasonally adjusted series))
1,400 6.0

Bankruptcy in April
1,200 ‘ 783 companies

M V'
1,000 { A Bankruptcy in March
) \“ 906 companies
‘ A 4.0
M

600 ' ‘ 3.0
\".I\
400

5.0

-\

. 2.0
200 === Number of bankruptcies (all scales) unemployment rate | unemployment rate
] . in February in March
- Unemployment rate (seasonally adjusted series) 2.6 % ) 6%
0 T T T T T T T T T T T T T T 1.0

10/1 11/1 12/1 13/1 14/1 15/1 16/1 17/1 18/1 19/1 20/1 21/1 22/1 23/1 24/1

(Source) Ministry of Internal Affairs and Communications “Labor Force Survey”, Tokyo Shoko Research “Bankruptcy Monthly Report”



Challenges

Replacement of industries: Startup funding is increasing

® The amount of funding for domestic startups increased steadily until 2022. Due to
the increasingly severe global funding situation, the amount raised in 2023 decreased
to 753.6 billion yen from the previous fiscal year.

Trends in the amount of funding
by domestic startups

(100 million yen)
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Trends in investment in

Startups by US VCs
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(Note) The values for each year are those observed up to the time of aggregation.
(Source) Left: INITIAL, "2023 Japan Startup Funding Trends in Japan" (as of January 23, 2024) 70
Right: PitchBook-NVCA Venture Monitor (as of March 31, 2024)



Challenges

Aging infrastructure

Infrastructure such as road bridges, tunnels, industrial water supply, and power transmission and

distribution facilities that were built after the period of rapid economic growth will account for an increasing

proportion of facilities that are more than 40-50 years old from the time of construction. As they continue to

become older, the need for reconstruction and large-scale repair will increase.

Percentage of old infrastructure

Road bridges, tunnels,
river management
facilities, sewerage
pipelines, port facilities,
industrial water pipelines

80% 75%

70%

60% 559 53%

50%

40%

300

30%

20%

10%

0%
Road  Tunnels
bridges (about
(about  11,000)
730,000
bridges)

March2020 mMarch2030 mMarch2040
March2023 mMarch2033
0 71%
66% 629
499
439 o
35% 38%
10
169
Sewer pipe Port River Industrial
culverts facilities mManageme water
(about (about nt facilities pipelines
480,000 km) 61,000 (about (about
facilities) 46,000 5.5 thousand
facilities) km)

Breakdown of transmission towers in Japan

by year of construction

Transmission towers that will be
more than 50 years old as of 2040

|--.

(Note) Left: Road bridges, tunnels, river management facilities, sewage pipes and culverts, and port and harbor facilities are calculated for 50 years after construction.
The percentage of facilities that are more than 50 years old is calculated excluding those of unknown construction year. Road bridges are those with a bridge length of
2 m or longer. Port facilities include water area facilities, outer facilities, mooring facilities, and waterfront transportation facilities. Industrial water is calculated for

facilities with a statutory service life of more than 40 years. The total length of pipelines as of March 31, 2023, and the length of pipelines that have passed their legal

service life by 30 years were calculated for the 163 projects that responded to the survey. Right: Breakdown of transmission towers as of the end of FY2022.
(Source) Left: Created based on the Ministry of Land, Infrastructure, Transport and Tourism’s “White Paper on Land, Infrastructure, Transport and Tourism 2022” and
a questionnaire survey of industrial water supply companies (December 2023). Right: data compiled by the Electric Power Transmission and Distribution Network

Council.
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e A e " | International Labor Productivity Comparisons

® As in other countries, Japan's labor productivity has grown at an annual
rate of more than 1%.

Labor productivity

per hour Trends in Labor productivity Us

(dollar/hour)

80 =+1.7%/year

(1991~2022)
74.1

75 Germany
=+1.3%/year

70 (1991~2022)

65

60

55

50

e Japan
o =+1.2%/year

45 e 40.1 (1991~2022)

40

35
30
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(note) GDP realized in 2015 U.S. dollars (purchasing power parity basis) divided by total hours worked (number of workers x average hours worked per year).

(Source) OECD.stat 72



The Affluence of the

People

® Real wages have been flat for the past 30 years.

® Nominal wages have also remained flat for the past 30 years. On the other hand, the Cabinet Office's

International Comparison of Real and Nominal Wages

"Economic and Fiscal Projections for Medium to Long Term Analysis" projects nominal wage growth of 2.4% to
2.5% in 2023 and 2024 under both the Economic Growth Achieved case and the Baseline case, which is on par

with growth rates in major developed countries over the past 30 years.

Real wages per capita ($)

80,000
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70,000
65,000
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Trends in real wages (absolute values)
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=+1.3%/year
(1991~2022)

Germany
=+0.9%/year
(1991~2022)

Japan
=+0.1%/year
(1991~2022)

(year)

(note) Left: Realized value in U.S. dollars (purchasing power parity) in 2022.
Right: Nominal wages (in local currency) for each country, indexed with 1991 as 100.
(Source) OECD.stat. Cabinet Office
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The Affluence of the
People

Trends and Future Estimates of

Social Security Benefits

® The ratio of medical and long-term care benefit costs to GDP increased from 5.6% in 2000 to 10.1% in 2020.

® According to the Cabinet Office, this is expected to continue to increase over the next 20 years, but at a slower

pace than over the past two decades.

Changes in Social security benefits

(medical and long-term care only) as %

Future projection of social security benefits

(medical and long-term care only) as a

(% of GDP percentage of GDP
1 (%) @Current projection The following are taken into
10.1 18 " 16.1 account in the estimation
1 ®Other Factors" only take
0 15 13 3 into account medical care.
» Changes in population
8 composition
12 « Unit price growth (wage
8.2 - 11. ? and price inflation)
6 9 4 « Other factors (advancement
5.7 of medical care, etc.)
6 48 -1% per year (considering
4 : past results)
-2% per annum
3 4.0 45 5.2 6.1 (accelerated advancement of
2 35 . : medical care)
0
0 2019 2033 ‘ 2040 ’ 2050 2060
2000 2020 (yea r) ; Benefit costs (other factors: 1% p.a.) Premium cost (other factors: corresponds to 1% p.a.)
; Benefit costs (other factors: 2% p.a.) Public Expenses (Other Factors: Corresponding to 1% p.a.)

(Note) that the scope of benefits covered by the left chart (Social Security Cost Statlst|cs) and the right chart (estimates by the Cabinet Office) differ. In addition, the
economic assumptions in the right chart are based on the current projected scenario (TFP rising at 0.5%, labor participation increasing to a certain degree unt|l
FY2045, and fertility rate rising to about 1.36). Estimated results are based on the Ministry of Health, Labour and Welfare's "Basic Data on Medical Insurance,"
"Survey of Nursing Care Benefit Expenses," and the National Institute of Social Security and Human Population Research's "Social Security Cost Statistics," etc.
FY 2019 is actual. After that, growth in medical expenses per capita per age group: 0.5 x consumer price inflation rate + 0.5 x wage inflation rate + other
factors; growth in nursing care expenses per capita: 0.35 x consumer price inflation rate + 0.65 x wage inflation rate. For the rate of increase in wages after the
extension of the medium-term estimates, the growth rate of nominal GDP per worker is used. Benefits include insurance benefits and do not include public
benefits such as medical and nursing care assistance and local government benefits. The public expense burden is calculated using the burden rate of each
system in effect, and the insurance premium burden is calculated as the residual. (*For details of the calculations and methods, please refer to the Cabinet

Office.)

(Source) “Statistics on Social Security Expenses,” National Institute of Population and Social Security Research, left; “Document 5, Third Meeting of the Council on
Economic and Fiscal Policy, 2024," Cabinet Office, right. 74



The Affluence of the

Peopte Working in old age

® Over the past 15 years, both average life expectancy and healthy life expectancy have increased, and the
gap between average life expectancy and healthy life expectancy has remained flat or slightly decreased.

® According to a public opinion poll, 42.6 % of people aged 66 and over said they wanted to work (had a job),
an increase of 5 points from 37.6 % in the previous survey (FY2018) .

Trends in average life expectancy and healthy life expectancy (men) Percentage of people who want to work after age 66 ( opinion poll)

Difference between average life expectancy and healthy life expectancy (right axis)

. . (%)
85.0 Average lifespan (left axis) 9.5
78.6 —
80.0 — 81.4 43 42.6
Healthy life expectancy (left axis)
75.0 9.0
69.5 X — 72.7 42
65.0 8.5
2004 2019 40

Trends in average life expectancy and healthy life expectancy (women) 39

Difference between average life expectancy and healthy life expectancy (right axis)

95.0 e 13.0 38 37.6
Average lifespan (left axis)

85.6 j\i

85.0 87.5 12,5 37
Healthy life expectancy (left axis)

75.0 y 75.4 12.0 36

72.7
65.0 11.5 35

2004 2019 November 2018 Survey November 2023 Survey

(Note) Right: The November 2018 survey was conducted by individual interviews by surveyors, while the November 2023 survey was conducted by

mail.

(Source) Left: "Simple Life Chart," Ministry of Health, Labour and Welfare; "Data from the 16th Expert Committee on the Promotion of Healthy Japan

21 (Second Stage)," Ministry of Health, Labour and Welfare; Right: "Public Opinion Survey on Lifestyle Planning and Pensions," Cabinet Office 75



Japan’s economic

situation Real GDP and real wages in each economy

($10,000)
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(Note) Vertical axis: Average wage in real terms in 2022 US dollars (purchasing power parity basis
Horizontal axis: GDP in real terms in 2015 US dollars (purchasing power parity basis )

real GDP(trillion dollars)

* As real wages are not listed in OECD.stat for China and India , per capita labor productivity was used as a reference value. Per capita labor productivity is expressed in 2015 US dollars

(purchasing power parity basis).
Real GDP is divided by the labor force population (World Bank).

* METI estimated Japan's real GDP and real wages in 2040 are calculated using the real GDP growth rate, wage increase rate ( consumer prices ) , and price increase rate for 2033 from the

Cabinet Office's "Economic and Fiscal Projections for Medium to Long Term Analysis".
(Source) OECD.stat , World Bank, Cabinet Office
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Japan’s economic

Situation Breakdown of Japan’s Current Account Balance

® Japan has transitioned from a domestic production and export economy to an overseas
expansion through FDI economy. As a result, trade balance surplus has been
shrunk and the current account surplus is currently supported by investment
income.
(trillion yen) Trends in Balance of trade and services, investment income, and

current account (1996-2023)

40
Current account balance 35.1 35.0

Investment income
Trade balance \
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Others (secondary income and expenditure, etc.) -15.5
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(Note) “Investment income” is included in the primary income and corresponds to the sum of direct investment income + portfolio investment
income + other investment income.
(Source) Ministry of Finance 33

] K (year)
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Japan’s economic

situation Trends in Trade Balance

® The trade balance has been trending towards a deficit in recent years. Exports are
driven by transportation equipment such as automobiles and general machinery such
as semiconductor manufacturing equipment, but mineral fuels such as oil, coal,
and natural gas, which are susceptible to fluctuations in resource prices, foodstuffs,
and electrical equipment, are in the red.

(trillion yen) Trends in Trade balance
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Trade Balance _ _ General Machinery
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(Note) Trade balance by major products. Other is the total of "Raw materials," "Chemical products," "Products by raw material," and "Others."
(Source) Ministry of Finance “Trade Statistics”
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Japan’s economic

situation Primary income balance

® Japan's primary income balance has been on an increasing trend mainly
due to direct investment income. On the other hand, about half of the
direct investment income is reinvested overseas and not returned to

Japan.

Changes in primary Percentage of reinvested income
income balance in direct investment income

(trillion yen) (trillion yen) ] ]
40 Others 30 (Plﬁr(;\etnz:iigs()a of reinvested income 60%
\ 9 56.4%
35 52.8% 0
Direct Investment Income 25 50%
30 46.8%
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- - 20 distributed 40%
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20 Securities Investment Income 15 (IEft\a:('s) 30%
15 \ N 10 mei 20%
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10 [ | of earnings
left axis
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||| alllulll
I II 0 inm I I 0%
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(Note) Left: Using the "net" frame. The other figures are the sum of "employee compensation," "other investment income," and "other primary income."
Right: Reinvestment income, dividends and dividended branch income, and interest income are all used in the amount of "received".
(Source) Bank of Japan "Balance of Payments Statistics" 79



Japan’s economic

situation Changes in Japan’s Net External Assets and Liabilities

The external net asset balance, which is calculated by subtracting liabilities from
foreign assets owned by Japanese companies, individuals, and the government, has
increased by 720.4 billion yen from the previous year to 418 trillion yen, increasing
for five consecutive years, making Japan the world's largest external net asset
for the 32nd consecutive year.

(trillion yen) Trends in Japan's external assets and liabilities balance (trillion yen)
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(Note) Asset balance refers to assets held by residents of Japan to non-residents that can be valued in monetary value and can be requested for
performance by payment of money. Outstanding debt refers to the debt that a resident of Japan has to a non-resident that can be valued in monetary
value and can be fulfilled by payment of money.

(Source) Ministry of Finance “Japan’s External Assets and Liabilities” 80



Japan’s economic Trends in Japan's service balance
and international comparison

® Regarding the services balance, although the travel balance is currently increasing due
to inbound tourism, the overall deficit is high compared to other countries due to
the large deficit in digital-related fields.

- ' - International comparison of
Trends in Japan's service balance service balance(2021)

(trillion yen) (100 million dollars)
6 Others Trip 3,000
4 ’ N 2,500
5 . 2,000
0 = I I ! | 1,500
I 1,000
-2
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-4 l
0 __
. /‘ [
Digital-related balance -500
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8 < N O N [00] [«)] o - N m (E)
= 5 § 8 & 5 § & g g ™
~ ~N ~ ~N ~ ~N ~ ~N ~ ~N EU us UK FRA GER JPN

(Note) Digital-related balances are calculated as the sum of telecommunications, computer and information services, professional and management
consulting services, and royalties such as copyrights, based on the classification of the Bank of Japan Review.

(Source) Left: Compiled based on the Bank of Japan's "Balance of Payments Statistics" and the Bank of Japan's Review "Globalization of Services
Transactions from the Perspective of Balance of Payments Statistics." Right: OECD.stat 81



Japan’s economic
situation

International Comparison of Digital-Related Balance

® Japan stands out for its deficit in the digital-related balance consisting of
computer-related services, consulting fees, and royalties such as copyrights.

International Comparison of Digital-Related Balance(2021)

(100 million dollars)
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(Note) Digital-related balances are calculated as the sum of telecommunications, computer and information services, professional and management
consulting services, and royalties such as copyrights, based on the classification of the Bank of Japan Review. Copyright royalties in Germany and France
are calculated for both copyright royalties and industrial property royalties, since the EU does not disclose the breakdown of intellectual property royalties.
(Source) BUSSINES INSIDER (Daisuke Karakama, Chief Market Economist, Mizuho Bank, April 2024), Japan Bank's "Balance of Payments Statistics", Bank
of Japan Review "Globalization of Services Transactions from the Perspective of Balance of Payments Statistics", OECD.stat 82



Japan’s economic
situation

Saving-investment balance: Dynamics of
Households, Corporations, Government

® The household sector has consistently maintained a financial surplus. Since the late 1990s, non-

financial corporations have also been in surplus, while the government has consistently run a
financial deficit since the 1990s.

® Before the 1990s, the corporate sector faced a financial deficit due to strong domestic investment.
However, in the late 1990s, corporations turned to a financial surplus due to debt repayment. They
have continued to maintain a surplus by increasing their investment abroad since the 2000s.

(%) 15

Financial Surplus/Deficit by Sector(% of GDP)
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(Note) 68SNA (from 1955 to 1979), 93SNA (from 1980 to 1993), 08SNA (since 1994).

(Source) Cabinet Office
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Past and ongoin " . ] "
Mensures — [“Domestic Investment Promotion Package

® “Public-Private Partnership Forum on Increasing Domestic Investment”* was held last December,
where the government (11 ministries and agencies) released “Domestic Investment Promotion Package” that will
enable Japan to compete with the world by means of budgets, taxes, and regulations.

* “Public-Private Partnership Forum on Increasing Domestic Investment”
:Government officials (the Prime Minister, relevant cabinet ministers, and the Bank of Japan Governor) and the heads of Keidanren, JCCI, Doyukai,
Shinkeiren, Zenginkyo, and regional economic federations participated in the forum.

® Through the business community also expressed its determination to continue expanding domestic investment, the

momentum for the government and business community to work together to move the economy to a new stage was created.

Transitioning the current economy to “"Growth Economy”
through realization of the target of over 115 trillion yen in FY2027
by continuing to expand from the record high level of current private investment (about 100 trillion yen)

- . S — z o\
Cost-cutting Domestic Investment “Growth Economy”
Economy” Promotion Package
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Past and ongoing
Measures

METI's FY2020 and FY2021 Supplementary Budget Measures

to Support Domestic Investment

<DX>

» Securing domestic production bases for advanced semiconductors (FY
2021: 617 billion yen)

<GX>

» Decarbonization and renewal of production facilities for semiconductors
(FY2021:47 billion yen)

« Promote introduction and development of advanced production
technology to secure domestic production base for storage batteries
(FY2021: 100 billion yen)

<Health>

+ Development of biopharmaceutical production bases to strengthen the
vaccine production system (FY2021: 22 billion yen)

« Introduction of production facilities for masks, alcohol disinfectant
solutions, etc. (FY2020: 2.91 billion yen)

- Improve facilities for the production of Avigan and ventilators (FY2020:
8.77 billion yen)

« Production facilities for goods related to infectious disease control
(FY2020: 2.21 billion yen)

<Others>

» Subsidy for domestic investment promotion projects for supply g
chain countermeasures (FY2020 etc.: ¥516.8 billion)

« Subsidy for business restructuring promotion projects
for SMEs (FY2020,21: 1,760.8 billion ¢
yen) ¢

*Proposals adopted by the budgeted projects listed that are
J above a certain amount.
A3
(o]

Major Domestic Investments Underway with Government Support

(FY2020&FY2021)
]
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Past and ongoing
Measures

Major Domestic Investments Undery

METI's FY2022 Supplementary Budget Measures

to Support Domestic Investment

<D X>

* Securing domestic production bases for advanced semiconductors (FY 2022:
450 billion yen)

e Post-5G Information and Communication Systems Infrastructure
Enhancement R&D Project (FY2022 : 485 billion yen)

<Economic Security>

* Project to Support the Strengthening of Supply Chains for Critical Goods in
Response to Changes in the Economic Environment (FY2022 : 958.2 billion
yen)

<Health>

+ Biotechnology Manufacturing Revolution Promotion Project (FY2022: 300
billion yen)

+ Development of biopharmaceutical production bases to strengthen the vaccine
production system (FY2022: 100 billion yen)

<Others>

+ Subsidy for domestic investment promotion projects for supply chain
countermeasures (FY2022 etc.:527.3 billion yen)

» Subsidy for business restructuring promotion projects for SMEs (FY2022: 580
billion yen)

y with Government Support

Batteries [
Semiconductors [
Bio/pharmaceuticals Il

Clouds

Components,

Equipment .
Logistics I

¥ A

(Note) Proposals adopted by the budgeted projects listed that are above a certain amount. Mapping is by prefecture and does not reflect locations below the municipality. 86
(Source) Document 2, "Public-Private Partnership Forum on Increasing Domestic Investment," October 4, 2023.



iti E from Investment Strat
Past and Measures to Promote Investment through GX Economy Transition Bonds Excerptsfrom Invetment Strategy
ongoing Amount . . Estimated amount * .
Measures of Major Investment Promotion Actioned of support remarks currency: yen
investment Measures *2024FY budget
5.2 Steel 3 trillion | -Capital Investment Support for -Total support for capital investment in the
25 ] Chemicals |3 trillion Manufacturing Process Transformation 5 vears: 480 bill four fields (iron, chemicals, paper, and
233 Paper and Pulp 1 trillion (Innovative electric arc furnace, etc.) years: & cement) is on the order of 1.3 trillion yen
< o Cement |1 trillion 32.7 bill over 10 years
. .| ~Support for the introduction of electrified 273.6 bill -Tax deductions based on production volumes
Automobiles| 34 trillion| vehicles of EVs. etc.
- | |-Support for the introduction of production | 5974_1b||| """ 230.0bi |
3 Batteries | / trillion | €quipment | TR | (230.0bill) | R&D support for all-solid batteries, etc
g -Support for the introduction of stationary 3 years: 40 bill
) I IR storage batteries | ____ 8.5 bill) .
o Aircraft | 4 trillion -T_echnfczloglcal development of next-generation -Consideration based on the "Next-
- alrcra : H n
A T L trillion | 7Support foF SAF manufacturing and supply | " 5 yéars: 340 Bill ferr‘frftt'gg Q'r‘égaefteitdraotf?ge 'fizct;‘f car
_SAR 2 rend chain development | | ( 27.6bil) | " ormuated by e end of he Tlscal year .
Ships . -Support for the introduction of production 5 years: 60 bill . i i
P 3 trillion facilities for zero-emission vessels, etc. (9.4 bill Measures to support R&D for ammonia carriers, etc.
Life-related +Renovation to insulated windows in the home 235 billion -Support measures on the scale of 2 trillion
Industry 14 trillion| -Introduction of high-efficiency water heaters 58 billion yen during 3 years
S ______|________|:Renovation support for educational facilities, etc | 33.9 billion _| ______ | T .
Resource - -Support for building a recycling- 3 years: 30 bill . .
circutation |2 1O | oriented businessmodel | | "7 8.5bil) | Including R&D on pyrolysis technology, etc.
-Support for the introduction of power 432.9 billion _ _
Semiconductors| 2 trillion | semiconductor production facilities 103.1 billion -Including R&D support for power semiconductors, etc.
- Al semiconductors, optoelectronic fusion, etc ) _
-Support focusing on the price difference 5 years: 460 bill | -Price differential support is on the scale of 3 trillion
Hydrogen and | 7 trillion. | . between raw materialsand fuels | | ¢ 8.obil) | yen over 15 years
its derivatives -R&D support for supply chains ,etc
-Establishment of hydrogen supply bases
Next-Generation| 31 | -Support for the construction of supply chains” 5 vears: 420 bill | .Facility i - .
Renewable trillion such as floating offshore wind farms and v bill .II:aCIIIIEjY mVRegltDment’ eIEtC'f’ L trllllorll(.g/en in 10 years
_Energy | UYL | support for_the_intraduction_of perovskites _ - _ _ _ | __ __________|___ (54.8 bill) | -1 ncluding R&b. support for perovskites
Nuclear i -Development and construction of next- 89.1 billi 3 years: 160 bill
__Power | _1_ o '_I l_'?r_]_ | generation innovative reactors_ ______________|____ el W 56.3bil) | ...
CCS 4 trillion |-CCS Value Chain Construction Support -Examination based on the results of business surveys
.| Energy-saving subsidies, etc. | __ 340 bilion | | -700 billion_yen over 3years ______________
| -Support for fostering deep tech startups | | 40bill | -Assistance on the scale of 200 billion yen over 5 years
Cross-Sectoral _|'R&DthroughGIFund, etc. | 806 billion | | -2trllionyen measuresin 2021
Measures -Financial support by the GX Organization 120 bill -Assuming financing support through debt guarantees
*Regional Decarbonization Grants 3 billion 6 bill
Tax Measures -Establishment of new tax credits based on production volumes of green steel, green chemicals, SAF, EVs, etc.

fAmount of support since R6FY:Approx. 2.4 trillion yen (2024FY budget: 604 bill) [including blue figure: Approx. 13 trillion])]s




Past and ongoing FY2023 supplementary budget: 1,986.7 billion yen

Measures
— Support for the Establishment of
Domestic Semiconductor Production Facilities

® Support for the establishment of domestic production facilities and R&D of advanced and next-
generation semiconductor.

® Through the accumulation and development of local related businesses and human resources, it will
also lead to the revitalization of the local economy.

® Support for the establishment of Effect on Kumamoto Prefecture due to
large-scale domestic production the accumulation of electronic device-
facilities and relat related industries, including

TSMC(2022-2031)

5 N4 Economic + Approximately 6.9 trillion yen
TSMC Rapidus Ripple Effect (10-years cumulative)
Kumamoto No. 1 Plant Hokkaido
®¢ Environmental preparation for GDP Impact + 3.4 trillion yen(10-years cumulative)
locating domestic production Effect (FY 2020 Prefecture GDP: 6.1 trillion yen)
facilities
Support_for the development of Employment + 10,700 people (compared to 2022)
related infrastructure such as Including Related | (FY2021 number of employees in the
industrial water supply Industries prefecture:710,000)
® Support for rela tec_l businesses (Source) Estimated by Kyushu Financial Group
and the accumulation and (Note) Includes investment by JASM's No. 1 plant and Sony and Mitsubishi
development of human resources Electric. JASM Plant No. 2 is not included.
-Securing domestic production bases for cutting-edge semiconductors (Budget / Ministry of Economy, Trade and Industry)
Related Laws -Post 5 G information system infrastructure reinforcement research and development project (Budget / Ministry of

and Budget Economy, Trade and Industry)
-Regional industrial structure transformation infrastructure development promotion subsidy (Budget / Cabinet Office), etc. 88



Past and ongoing
Measures

Leading Medium Enterprises Growth Promotion Package

® Based on the four priority pillars of the policy compiled at the 6th meeting of Working Group for Leading Medium

Enterprises, a total of 190 measures from 12 ministries and agencies were summarized. 18 measures that
particularly effective in promoting the growth of leading medium enterprises.

1. Expansion of domestic investment and promotion of innovation
1. Support for corporate location and investment
« LMEs and SMEs Subsidies for Large Scale Growth Investment with
the target of raising wages.
2. Capital Investment and Productivity Improvement

« Expansion of the Regional Future Investment Promotion Tax System

to Promote Large-Scale Investment
3. Solving Regional Issues
» Local 10,000 Projects
4. Investment in GX, DX, etc.

« Automation and labor-saving of logistics operations, transportation
efficiency, and digitalization

2. Realization of high-quality employment

1.Wage increases for Leading Medium Enterprises and
SMEs
« Career Advancement Subsidy
» Establishment of a Quota for Leading Medium Enterprises in the
Wage Increase Promotion Tax System
2.Supporting Skill Improvement through Re-skilling
« Human Resource Development Support Subsidy
3.Promoting the development and acquisition of human
resources and internships in the local community
« Professional Human Resources Business, Leading Human Resource
Matching Business
+ Regional Corporate Management Human Resource Matching
Promotion Project
- Promotion of action plans to attract human resources
and funds from overseas
« Promoting the use of the Specified Skilled Worker System through
matching events, etc.

3. Support for the acquisition of external demand

1.Support for overseas sales channel development

«  Establishment of efficient export logistics and development of
HACCP-compliant facilities for exports

«  Agriculture, Forestry and Fisheries Products and Food Export
Project (GFP)

«  Support for the overseas expansion of Leading Medium and small
and medium-sized construction enterprise

2.Support for Overseas Expansion

«  Support for Problem-Solving Business Development in Developing
Countries

«  Support for HACCP, etc.

3.Developing an inbound strategy

«  Projects to expand quantity and improve the quality of inbound
consumption by providing special experiences, etc.

4. Strengthening and Improving the Management Base

1.Improvement of management capabilities
+ Intensive support for new business development
2.Management Improvement and Business
Revitalization
« Tax system for leading medium enterprises and SMEs

b e
Click here for other measures [Eai:*z:
PR Measures: Prime Minister's Office HP
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Past and ongoing
Measures

Summary of the Act on Partially Amending the Act on Strengthening Industrial Competitiveness and
Other Acts* to Create New Business and Encourage Investment in Industries

*The Act on Strengthening Industrial Competitiveness, the Limited Partnership Act for Investment, the Act on the National Center for Industrial Property Information and Training,
Independent Administrative Agency, and the Act on the New Energy and Industrial Technology Development Organization

Background

v A “turning point” is emerging the Japanese economy, where the highest levels of wage increase and domestic investment in 30 years, driven by changes in the macroeconomic environment, including

the increase in geopolitical risks and the implementation of the “New Direction of Economic and Industrial Policies”, that provides large-scale, long-term, and consistent support to addressing issues that all

humankind and society confront, including climate change and digitalization.

v Japan’s recent inflation has been centered on rising import prices, but it is important to strengthen the supply capacity through domestic investment and put the Japanese economy on a growth trajectory

so that such dynamism can be sustained, resulting in inflation accompanied by a wage increase and economic revitalization. To this end, Japan needs to achieve a structural reform of its economy

through strengthened initiatives for the New Directions, including “expanding strategic domestic investment” and “promoting innovation and the reorganization of industries in order to expand

domestic investment”.

Outline of the Act

1. The bill is to stipulate provisions for large-scale and long-term tax deductions for investment and production in strategic areas and tax deductions for strengthening Japan’s competitiveness in

locations used as research and development bases, both of which are initiatives for expanding strategic domestic investment.
2. The bill is to stipulate provisions for measures for intensively supporting Leading Medium Enterprises and startups, which are the driving force of the Japanese economy, as initiatives for promoting

innovation and replacement of industries that contribute to expanding domestic investment.

1. Expanding strategic domestic investment

[i] Defining products with particular significance to gain domestic and international markets amidst
international competition (i.e., clean vehicles, green steel, green chemicals, sustainable aviation fuels (SAF)
and semiconductors); and taking the following measures provided that the competent minister approves the
plans submitted by the companies for production and sales of the aforementioned products:

» Tax deductions that are proportionate to domestic production and sales in the strategic areas
» Financial support for large-scale and long-term financing offered by the Japan Finance Corporation (two-
step loan)

tries that contribute to ex

2. Promoting innovation and replacement of indus

[i] Taking the following measures provided that the government confirms that companies are utilizing IP to a
certain level pursuant to the provisions to be newly established by the government for its investigation of
such companies’ current utilization of IP and other related activities:

» Tax deductions for innovation bases (innovation box tax regime)

- Eligible IP: Patent right granted to a product or copyright granted to Al-related software for which a company
has conducted R&D and created the product in Japan

- Eligible income: Income from the licensing of target IP and income from the transfer thereof
- Income deductions by 30%
(reducing 29.74% on the basis of the effective tax rates for companies to the equivalent of around 20%)

ding domestic investment

(1) Measures related to Leading Medium Enterprises

(2) Measures related to startups

[ii] Defining companies that have 2,000 or fewer full-time employees, excluding SMEs, as “Leading Medium
Enterprises” and, in particular, defining Leading Medium Enterprises that pay higher wages and are
proactively engaging in domestic investment as “Specified Leading Medium Enterprises”

Taking the following measures regarding the Specified Leading Medium Enterprises provided that the
competent minister approves the plans for business reconstruction with the potential for growth

submitted by the enterprises:

» Tax benefit for Specified Leading Medium Enterprises and SMEs that have formed group
companies through conducting multiple M&As

- Allowing these enterprises to declare up to 100% of the share acquisition value for 10 years as a
reserves for losses.

» Financial support for large-scale and long-term financing offered by the Japan Finance Corporation (two-
step loan)

» Subsidies and advice concerning IP management from the National Center for Industrial Property
Information and Training(INPIT), etc.

Note: Apart from these measures, if Specified Leading Medium Enterprises receive approval on their plans
under _the Regional Future Investment Promotion Act, an additional tax reduction for business
investment are applied to these enterprises (tax reduction up to 6% from the current tax brake up to
5%).

[iv] Extension of the period for which Japan Investment Corporation (JIC) can hold securities, etc. to the end of
March 2050 (the current limitis the end of March 2034)

[v] Enhancing the function of the New Energy and Industrial Technology Development Organization (NEDO) to
provide subsidies_ to support activities by deep-tech startups for business development

[vi] Adding crypto assets as one form of asset that an investment limited partnership (LPS) is allowed to acquire
and hold, etc.

[vii] Establishing special measures (so-called stock option pools) that allows startups to issue stock options in
a flexible and agile manner (expanding the scope of matters and the period of delegations those are allowed to
be delegated from the general shareholders’ meeting to the board of directors)

(3) Inter-company measure

[viii] Allowing companies to receive consultations from INPIT and NEDO provided that the
competent minister approves the plans submitted by the companies for creating new markets
by taking advantage of standardization and IP focusing on joint research and development
between the companies and universities, etc.

Notes: 1. In addition, the bill is to stipulate provisions for other measures, including the abolition of the measures for business adaptation for development and
growth under the business adaptation plan and the abolition of measures for the plans for specified investment program for developing new business.

2. The bill is to revise the wording of the Act on Strengthening Industrial Competitiveness to more appropriate wording concerning Article 23(5)(iv) of the
Act, which was stipulated at the time of the establishment of the Act in 2013, and Article 107(1), which was revised at the time of the revisionin 2018.
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Past and ongoing Tax deductions that are proportionate

Measures . . . .
to domestic production and sales in the strategic areas

® In the midst of the global policy competition to promote domestic investment in strategic sectors,
the government should take into account Japan's industrial structure and other factors and
implement investment promotion taxation based on production and sales volumes for
sectors with large total project costs, especially those with high costs at the production

stage.
Background /Issues Revision details
* International industrial policy competition (1) Products that are particularly required to capture
to direct investments related to strategic domestic and overseas markets, etc. are legally
sectors within their own countries, such as positioned as products for strengthening the
. the IRA and CHIPS laws in the U.S. and the foundation of industrial competitiveness*. Electric
Indu§trla| Green Deal Industrial Plan in Europe is . vehicles, etc. (EV, FCV, PHEV), green steel, green
conﬁggtci\t/ion *In this context, Japan needs to take chemicals, SAF, semiconductors (microcomputers,
in the world measures to promote investment in analog)
strategic sectors that will drive mid- to
long-term economic growth and enable it (2) A system to approve production and sales plans
to compete on a par with the rest of the (business adaptation plans) for products that enhance
world. the industrial competitiveness of companies will be

stipulated, and if approved, the following measures
will be taken.

» Tax measures based on the production and sales
volume of products that strengthen the foundation
of industrial competitiveness (Tax deductions that
are proportionate to domestic production and sales
in the strategic areas)

» Financial support for large-scale and long-term
financing offered by the Japan Finance Corporation
(two-step loan)

*Some of the investments in strategic sectors
Investments have large total project costs, especially in
with high the production stage, making it difficult to
production make domestic investment decisions
stage costs based on initial investment promotion
measures alone.
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Past and ongoing

Measures to make it a bold domestic investment promotion measure

Measures Outline of Production-Proportionate Tax Deduction
for Strategic Investment

strategically addressed.

Industrial Competitiveness

+ maximum carry-over period of 4 years*.

Deduction per unit for each eligible commodity

EV-FCV 400,000 yen/car

Electric

Vehicles, etc. Ilsﬁg\t/-EV 200,000 yen/car
Green Steel 20,000 yen/t
Green Chemicals 50,000 yen/t
SAF 30 yen/L

(Note): In the latter years when competitiveness is expected to increase, the
deduction will be reduced in stages. (Reduced to 75% in the 8th year, 50% in the
9th year, and 25% in the 10th year from the start of production) For
semiconductors, deduction amount per unit is based on 200mm wafer equivalent.

Semiconductors

Micro
computer

Analog
Semicondu
ctors
(including
power
semicondu
ctors)

® 10-year period from the approval of the business plan based on the Act on Strengthening

About 28-45nm
About 45-65nm
About 65-90nm
More than 90nm
Power (Si)
Power (SiC, GaN)

Image Sensors

Others

® Tax deduction measures based on the production and sales volume of each target commodity
» Targeted goods are legally designated in the Industrial Competitiveness Enhancement Law as areas to be

» GX sector is one of the areas covered by this taxation program and it is financed by the GX Economic Transition
Bonds. (electric vehicles, etc., green steel, green chemicals, SAF)

® Appropriate caps, such as allowing a maximum of 40%#* of corporate taxes to be deducted.

 Goos oo | Gooss | Deductin

16,000 yen /wafer
13,000 yen/wafer
11,000 yen/wafer
7,000 yen/wafer
6,000 yen/wafer
29,000 yen/wafer
18,000 yen/wafer
4,000 yen/wafer
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Past and ongoing
Measures

Tax deductions for innovation bases
(innovation box tax regime)

Tax deductions for innovation bases is a system that applies tax breaks to income derived from patents and

other intellectual property, focusing on output derived from intangible assets created as a result of research and

development.

It was newly established in Japan from the viewpoints of enhancing continuous innovation through

commercialization of research and development, improving the R&D environment comparable to that of overseas
countries, and encouraging the creation of software and other intellectual property and investment in R&D.

Background and Issues

Continuous
innovation

enhanceme
nt

Establishm
ent of R&D
environme
nt
comparabl
eto
overseas

Software

Developme
nt Support

Competition to create innovations is
intensifying internationally.

Growth in R&D expenditures by
Japanese companies is sluggish
compared to that of other countries.
It is necessary to promote the
commercialization of R&D and to
expand the source of funds for R&D.

As corporate activities expand
overseas, it is important to improve
the business environment, including
the taxation system, in selecting R&D
bases.

While other countries have
introduced an innovation box tax
regime in addition to the R&D tax
incentive, it is necessary to develop a
system that is comparable to those in
other countries.

Boosting software research and
development as software becomes
increasingly important.

Details of Revision

(1) Establish a new provision that allows the
government to investigate the status of utilization of IP
by companies, etc.

(2) Based on this investigation rule, METI confirms
whether the company itself has created the IP, such as
licenses, in Japan and so on. The Innovation Hub Tax Credit
will be applied to those that have been verified.

Image of the Tax deductions for innovation bases

Total taxable income x only those developed primarily "in

. ] ] Japan" and "by themselves" by
: Income subject to this tax regime the company.

| Patents and Al-related
software (%)

Regarding eligible income,
the tax rate is reduced
from 29.74% to the
equivalent of about

20% (Effective corporate
ax rate base)

Income
- Deduction
capital 30%

gain reduction

Licensed
Income
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Past and ongoing Overview of the Tax deductions for innovation
Measures bases(innovation box tax regime)

O Measure period : 7 years (The date of introduction: April 1st, 2025)
O Income Deduction Rate: 30%
O Tax Calculation Formula

Qualifying expenditures

Income Qualifying Income incurred to develop IP Income
Deduction — Overall income asset :
— - X Deduction Rate
Amount from IP asset Overall expenditures
- (30%)
incurred to develop IP
asset
(1) Qualifying IP: (2)Qualifying IP Income:
® Patents rights ® License fee income ® Ratio of R&D mainly
® Copyrighted software || @ Income from sales of IP conducted in-country
related to Artificial assets by taxpayers itself
Intelliqence *Royalties exclude those to related parties
*Only patents reaistered by patent office *Capital gains and other income from the sale of an
afteryA[;))riI 2022 %Ind :)nly zo?tware ! IP asset exclude those to overseas parties and those
copyrighted after April 2024 to related parties

l According to “Outline 2024 Tax Reform Proposals,” the scope of this tax system will be reviewed based on !
: various factors such as the administrative burden on the public and private sectors and the enforceability of |
I the tax authorities !



Past and ongoing [Expansion and extension of the reserve for loss on investment in
Measures restructuring of SMEs(tax benefit for grouping LMEs and SMEs)

® While Leading Medium Enterprises and small and medium-sized companies with growth aspirations are expected to achieve
dramatic growth as a unified group by making multiple SMEs into subsidiaries, horizontally deploying the parent company's
strengths and improving management efficiency, when multiple M&As are conducted to form a group, impairment risks
such as off-balance sheet debt risk and management integration risk are issues.

® In light of these risks, the current Reserve for Investment Losses on Business Restructuring of Small and Medium Enterprises will
be expanded and extended to cover specific Leading Medium Enterprises, and incentives will be strengthened to
encourage multiple M&As in a concentrated manner.

Revision Summary X Revisions are in red. [ Applicable period : End of March 2027 ]
<Multiple mergers and acquisitions for grouping> _ o _ Equal reversal for 5 years
[ inclusion in profit]
Companies with growth orientation [ including in Q
. O
and excellent management expenses ] S Reversed after the
B stock || C stock || D stock i deferral period
[current system*1.2] (1) Reserves upto  (2) Deferment
L. 70% of the cost period
Acquisition of share acquisitions (5years)
of stock by SMEs
2nd 3rd-- ‘ ‘
m [expansion Encouraging multiple mergers and acquisitions of
frame) specified LMEs and SMEs % 3,4
(1) Increase in the maximum (2) Significantly
AChIeVIng Group Wlde GrOWth reserve ratio (90% for the lengthened deferment
Leading second round and 100% for period of 10 years
the third and subsequent
%1 Revised the plan approval process to shorten the period between approval and M&A implementation. rounds)

%2 Reserve is reversed in the event of impairment due to the discovery of off-balance-sheet liabilities, etc., or in the event of the sale of acquired shares, etc.

%3 Requirement to obtain an approval to be newly established under the Industrial Competitiveness Enhancement Law (expanded frame requires a track

record of M&A within the past five years). 95
%4 Leading Medium Enterprises can use the reserve from their second or subsequent M&A.



Past and ongoing
Measures

Extension of the Operational Period
for the Japan Investment Corporation (JIC)

Japan Investment Corporation (JIC) was established in September 2018 under the Act on Strengthening

Industrial Competitiveness. JIC aims to generate a virtuous cycle of risk capital to support next-generation
industries in Japan. To achieve this vision, JIC promotes open innovation as a means of supporting growth and

enhancing international competitiveness of businesses. JIC approaches these challenges by stimulating private sector

investments in open innovation together with JIC's own investment while fostering investment professionals.

On the other hand, the amount of investment in domestic startups is still far below that of Europe and the

U.S.. In particular, there is a lack of risk money supply for the deep tech sector and growth stage

companies.

The JIC's investment period will be expired at the end of March 2034, but in taking general fund investment period

(10 years) into consideration,, with Ithe JIC's investment period will be extended to the end of March 2050 to

allow new investment in the fund after April 2024 less than 10 years remaining, and to provide sufficient

support for startups, including those in deep-tech fields that require longer time until commercialization

and those with a carbon neutral goal in mind.

Background and Issues

The amount of investment in domestic start-
ups is significantly inferior to that of foreign
SuPpIy countries (1/50th of the U.S. and about

shortage 1/10th of Europe).

VC Investment in the U.S., Europe, and Japan

money

Billion U.S. dollars

4,000 3,220

2,064
2000 1,320 1,573 1,324

080 84
43133 333 61 IB 45 18433
0 .- - [ [ | -

2019 2020 2021 2022 2023

] us ] Europe Japan

(Source) CB INSIGHTSI State of Venture 2023

Details of Revision

In order to allow new investment decisions to be

made in the fund after April 2024, when less than 10

years remain until the investment deadline, JIC's
investment period will be extended as follows.

Period for JIC to dispose of securities and
receivables held by JIC through its investment
activities.
<present>

End of March 2034

< =

<after revision>
End of March 2050
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Past and ongoing Amendment to the LPS Law
Measures (Limited Partnership Act for Investment)

® Amend the LPS Law to revise the scope of foreign corporations limited to less than
50% of the total capital contribution with respect to LPS, and to add the acquisition

of crypto assets and limited liability company interests, etc. to the investment target
business.

Current Regulations Amendment details

LPS Law (1) Excluded from the scope of foreign corporations for
(Businesses eligible for LPS funding and LPS projects) which the total amount of shares, etc. acquired or held
by the LPS is limited to less than 50% of its total
capital contribution, foreign corporations in which a
domestic business operator substantially controls
its management or exerts a significant influence
on its management.
(2) Addition of the acquisition and holding of crypto
assets and limited liability company interests for
projects that LPSs can conduct.

Article 2 (Definitions)

The term “enterprise” as used in this Act means a corporation (excluding

foreign corporation) an individual carrying on business.
Article 3 (Limited Enumeration of Scope of Business)

(1) Acquisition and holding of shares or subscription rights in a stock

company or equity interest in a enterprise cooperatives

(2) Acquisition and holding of securities (bonds, etc.) specified by

etc.
Cabinet Order among securities specified in the FIEA Q
(3) Acquisition and holding of monetary claims against an enterprise

or monetary claims possessed by an enterprise > Facilitates fu nding for overseas
(4) Acquisition and holding of shares, subscription rights or designated expansion of domestic businesses
securities, etc. issued by a foreign corporation (less than 50% of the > Enable fu nding for Web 3.0 startu ps by
amount already contributed) investing in crypto assets
» Enable funding for startups starting up
- J as a limited liability company

= Restrictions on acquiring and holding crypto
asset, shares of foreign corporations, etc.



Past and ongoing

Measures Strengthening the tax system for raising wages

(1) For large companies, a requirement for higher wage increases (5% and 7%) was established to strengthen incentives for higher wage
increases.

(2) For small and medium-sized enterprises, an unprecedentedly long five-year carry-over tax credit was established to encourage companies
with losses to raise wages.

(3) A new quota for medium-sized enterprises, which were expected to play a leading role in raising wages and creating a virtuous economic cycle
in the region, was established.

(4) To promote wage increases in a way that also raises the "quality" of employment,
« requirements for additional measures for companies that increase training expenses were eased.

- the additional measures for companies that are proactive in supporting a better balance between work and child rearing, and support for the
active participation of women in the workforce were established.

(5) The period of the measures were extended from 2 years to 3 years.

after revision [Measure period : 3years] @ before revision [Measure period : 2years]

raising wages for : Tax training : Tax Support for balancing 1 Tax . raising wages for : Tax training : Tax .
employees who work credits eXPenses I aditg childcare I credits Maximum employees who work fory credits eXpenses I . adits Maximum
for 2 years 1 lusi (compared to 1 lusi 1 lusi removal 2 years 1 lusi (compared to 1 lusi removal
(compared to the 1 EXCIUSION | e pravipus 1EXCIUSION L iexclusiont = o (compared to the ~ 18XCIUSION| “he pravipys 1€XCIUSION)
previous fiscal year) !  rate fiscal year) ! rate women's activities ! rate previous fiscal year) ! rate fiscal year) ! rate
+3% ' 10% o o Y +3%  '15% !
___________________ . . L _ 2 a2 Y
4% L15% 1 2% | Platinum Kurumin 1 > % +4% 1 25% | 27
------- Zr-=--2-=--1 + 1 0% ;additio or 1additio| 3 5% F-----------q--=-=1 + 2 0% :additio| 3 0%
-1-_5_ _/°____'_ _Z_Q_/‘l. ' nal Platinum Eruboshi ' pg| - = 1 |
0’ 1 1 [ L I I e il q==-—=- G
+7% 1 25% 1 1 — 1 - 1
+ 3% i 10% i 5% Platinun‘; Kurumin i 5%
___________________ o L _or e 0
: +10% :add'tlo Eruboshi (3rd level or :add'tlo 35% (
+ 49 ! 2 594 ! nal higher) ! nal
raising wages for aII: Tax training Tax Support for balancing | Tax . raising wages for all ' Tax training Tax )
5 employees ' credits EXPENSES 1 (credits childcare I credits [Maximum employees ' credits expenses 1 creqits [Maximum
= 1 : (compared to 1 . 1 . removal h (compared to 1 . removal
= (compared to the ; exclusion | & " 0 O exclusion o iexclusionf =l (compared to the jexclusion| ‘e previous 1€Xclusion| "= o
% previous fiscal year): rate fiscal year) | rate women's activities ! rate h previous fiscal year) ! rate fiscal year) ! rate
1 1 H 1
a +1. 5% 115% 110% Ku":'rm'“ 1 5% +1. 5% 115% 1 0_0_/0
= et +5% 1additio| eruboshi (2nd level 1additio| 4 5% .5 to. 13005 T 1 0% 1aaditiof 4 0%
= +2. 5% : 30% : nal or higher) : nal : o ° 1 nal
@) Small and medium-sized enterprises (SMEs) can carry over
for five years any amount not fully deducted in the year in % For more details, please refer to the pamphlet

which the wage increase is implemented. on the tax system for raising wages (in Japanese)



https://www.meti.go.jp/policy/economy/jinzai/syotokukakudaisokushin/r6_chinagesokushinzeisei_pamphlet.pdf
https://www.meti.go.jp/policy/economy/jinzai/syotokukakudaisokushin/r6_chinagesokushinzeisei_pamphlet.pdf
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