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White Paper on International Economy and Trade 2024

1. Status

® A non-statutory white paper (METI'S four other white papers [White Paper on Small
and Medium Enterprises in Japan, White Paper on Small Enterprises in Japan, White
Paper on Manufacturing Industries (Monodzukuri), Annual Report on Energy] are
those stipulated by law. Other non-statutory white papers include the Annual Report
on the Japanese Economy and Public Finance [Economic and Fiscal White Paper]).

® Distributed at the Cabinet meeting every year (76" publication this year).

2. Purpose

® To contribute to forming trade strategies through analyzing international economic
trends and foreign policies that affect trade, and to inform the public of the ideas
that form the basis for trade policy and its directions.
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Executive Summary

Urgent necessity of reconstructing a rules-based and free international trade order

amid concerns about global fragmentation.

® \While there are regional differences in the recovery of the global economy, Global South countries such as India have
maintained high growth, and Japanese enterprises are eager to expand their businesses there. To ensure future

high growth, it is important to support govemance, trade openness and innovation.

® A rules-based, free international trade order is the foundation of economic development for all
countries. Reforming the WTO remains an urgent issue.

E>Support governance and trade openness to ensure the autonomous development of Global
South countries. Accelerate efforts to restore the functioning of the WTO and reconstruct a
rules-based international trade order, which is the foundation of economic development for all
countries, including the Global South.

® As the fragmentation of the world economy deepens due to the recent COVID-19 pandemic and

increasing geopolitical risks, the risk of excessive dependence on certain countries has become
apparent. At the same time, concerns about the rise of protectionism are growing.

[:>In order to ensure a level playing field (LPF) where principles such as sustainability and
reliability as well as requirements based on them are properly taken into account, we will work
on both the supply and demand sides. With this in mind, we will also coordinate with like-
minded countries to build transparent, resilient and sustainable supply chains.



Executive Summary

Strengthening Japanese enterprises’ further growth in the global market

Despite the weak Japanese yen being a good opportunity for exports, export volume has been sluggish.

With the increasing momentum for production bases returning to Japan, strengthening Japanese
enterprises’ export competitiveness is the key.

80% of Japan's manufacturing enterprises benefit from indirect exports. In addition to the
development of start-ups that realize global innovation, direct exports by these indirect export
enterprises have great potential for export expansion. The lack of resources, information and
know-how is an issue.

upporting indirect export enterprises to start overseas deployment is an effective way to
achieve further export expansion.

Competitive manufacturing enterprises are deploving globally, contributing to employment and

investment in Japan, and will achieve further growth by utilizing intangible asset investment, etc.

We will strongly support the competitiveness of domestic enterprises, including medium-sized

|:>enterprises, and help development of enterprises that can succeed in global competition.



Global Economic Recovery is Weak with Persistent Impacts from Inflation
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® Although inflation remains high, current inflation rates indicate steadiness. Against this backdrop,
countries are showing signs of exiting financial tightening.
® The impact of inflation remains persistent, and the world economy needs time to get back on
the growth track.
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Global Economic Recovery Varies by Region while India Rapidly Grows

® The pace of economic recovery varies by region while India’s high growth stands out. Japanese global
enterprises are motivated to expand their business especially in India.

Direction of business development for the next

Real GDP growth projections
1-2 years by Japanese-affiliated companies
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China Plays a Significant Role in World Economic Growth and Global Value Chains

® According to the IMF's outlook, China’s contribution to world economic growth in the second
half of the 2020s will surpass the total of G7 countries. China also plays a central role in
the global value chains with the largest share of the world production activities in both input

and output sides.

Contribution to world economic
growth during
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Asia’s Economic and Trade Presence in the World is Projected to Increase in the Medium- to Long-Term

® The share of emerging and developing countries is projected to increase in the world economy and trade in the
medium- to long-term. In particular, Asia’s GDP per capita and population are projected to rise significantly,
and its presence will increase both in terms of economic scale and trade.

Medium- to long-term economic growth by region

The chart below shows the estimated GDP scale (GDP per capita
projections x UN population prospects) 50 years ahead from 2022 (setting
2022 as the present). GDP per capita growth trajectory is projected from
each country's 1995-2022 GDP per capita.
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Increase in region-to-region trade values
derived from medium- to long-term economic growth

Based on the gravity model of trade (bilateral trade values are greater
between countries with large GDP and smaller when geographical distance
between the two is large), the chart below shows the estimated changes in
region-to-region trade values derived from changes in GDP 50 years ahead
estimated in the chart on the left.
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(Sources) Left chart: IMF, World Economic Outlook; UN, World Population Prospects. Right chart: CEPII, Gravity Database; IMF, World Economic Outlook.



Governance, Trade Openness and Innovation Are Essential to Enable Economic Growth
in Emerging and Developing Countries

E The charts show relations between each factor (governance, trade openness, TFP growth rate) and the difference between 2000-2019 GDP per capita
| estimates based on the estimated growth trajectory using 1980-1999 data and the actual GDP per capita. The charts plot the 2000-2019 average.

Governance, trade openness and total factor productivity (innovation) influence the growth trajectory of GDP per
capita. Providing support to emerging and developing countries to enhance their governance, trade
openness and innovation will boost their development. It can also bolster bilateral partnership and enable

co-creation.

(Difference between estimates and the actual GDP per capita. %pt)

10

sojewi}so anoqy

so9jeuwli}se mojag

Canada Germany
i United States o9
United Kingddm -4 p
Japan 3:’ ’ -3
i France —a & @’ 2
> > 3
Italy :‘ o’ \_ o
V w
Ds =
¢ .’ 3
‘\r,‘..l- @ 3
0% o (']
- X -8 w
: \o/ o
X
0 0 ¥ L
- {
B o Ok li _;..:_9_ ®
v
o]
Pt o
p —
()
L C ,,' ® ¢ s
’ @ (o]
Vi 1",
’ —
B ’ll 3
’ >
’ (o]
1 1 1 wn
o,
0.5 1.0 1.5 2.0 2.5

(World Governance Indicators (WGI), logarithm)

10

(Difference between estimates and the actual GDP per capita. %pt)

Canada —Germany
- a United St
L United Kingdom ~- a.t:s, A
France . ;‘ ”~
> ’
Japan 2y & T s -
L V. & ® oo
d 2
: o, | 8
] > | SE
Y ¥
L v o0-%0 :
i < af Ita
i "I" 3 y
@ @) ©
! \'Q 7 P)
20e®2 @
= .. ’ “ " Iv!—.,v =3
'3 ’ _J
‘/@,
e
- & -& /~—. - -
’
’
’
’
L. = o
I
1 1 1 1 1
-8 - - -2 0 2

(Trade openness, logarithm)

Higher trade openness

sajewnsa anoqy

sajewnsa mojag

(Difference between estimates and the actual GDP per capita. %pt)

10

Germany
- United States

Canada

Frgnce United Kingdom
Japan

Italy

1 1 1 1 1 1 1
-8% -6% -4% -2% 0% 2% 4% 6% 8%

(TFP growth rate)

(Sources) IMF, World Economic Outlook; UN, World Population Prospects; World Bank, World Governance Indicators; IMF, Direction of Trade Statistics;
University of Groningen, Penn World Table 10.01.



(Reference) Asia Digital Transformation (ADX) Promotion Project

® By supporting project demonstrations in ASEAN, which is achieving leapfrog development, Japan and ASEAN
aim to work together to promote the social implementation of digital innovation and reverse innovation in
Japan. (Reverse innovation means reimport of new products and services to Japan, e.g., conducting a
demonstration in ASEAN for a project that cannot be realized in Japan due to regulations and so forth and then
aiming for regulatory reform in Japan.)

® To this end, this project promotes collaboration among Japanese and ASEAN companies that utilize innovative
technologies such as digital technology. It provides comprehensive support to companies solving local social
issues in line with each corporate stage: (1) finding projects with high business feasibility, (2)
demonstration assistance, and (3) business expansion and horizontal expansion.

<FY2023 Results>

(1) Finding co-creation businesses

<For businesses looking for
collaboration partners>

<Overview> On the 50th anniversary of
ASEAN-Japan Friendship and
Cooperation, the ASEAN-Japan Co-
Creation Fast Track Initiative was
launched to promote open innovation
and co-creation through collaboration
between  Japanese @ and  ASEAN
companies. It promotes collaboration
between startups aiming for overseas
expansion and major local companies.

v" Achievements: Held in Singapore,
Thailand, Indonesia and Vietnam. A
total of about 500 proposals were
received from startups in response to
the challenges presented by major
companies, and about 1,400 audience
members participated.

(2) Regular Course

<For businesses planning to conduct
Joint Pilot Projects (PoC)>

<Overview> Leveraging the strengths of
Japanese companies such as technology
and know-how, support the formulation of
collaborative projects with ASEAN
companies that contribute to solving social
issues in ASEAN countries.

v Number of adopted projects: 96 (total
of 1st-4th)

<Case Studies>

Improving rural Improving Improving
incomes access to productivity
healthcare with loT

(3) Boost-Up Course

<For startups aiming to further develop
their business>

<Overview> Subsidize demonstrations
necessary to promote further business
development, such as business expansion
of startups that have  already
commercialized their businesses in the
ASEAN region, and horizontal expansion to
regions within ASEAN.

v" Number of adopted projects: 4
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(Reference)
Outline of Direction for Strengthening Cooperation Anew with Global South Countries (Draft)

Importance of cooperation with Global South countries

® The economic power of the Global South countries has increased significantly in recent years and their economic presence is expected to
continue to increase in the long term, increasing their influence in the international arena.

® The historical and cultural backgrounds of the Global South countries are diverse. Each country faces different circumstances, with
some facing social challenges such as urbanization and aging populations, some with problems in infrastructure, public health and
education, some with fragile infrastructure, suffering from food and medical shortages, and some struggling with problems such as the
emergence of refugees and the effects of climate change.

® Japan is heavily dependent on imports from overseas for food, mineral resources, energy, etc., and collaboration with Global South
countries and incorporating their vitality while supporting them in overcoming their vulnerabilities are essential for economic
development and economic resilience.

® Making the Global South countries our co-creation partners is extremely important for realizing our national interests, including economic
growth and economic security. Global governance also needs to be realized together with countries around the world, while recognizing
diversity not only in the economy, but also in history, culture, religion, political systems, and more. Therefore, making the Global South
countries, which are in different situations, our co-creation partners is also extremely important in guiding the division and conflict in
the international community toward cooperation.

Basic principles for cooperation with Global South countries

® Promoting cooperation with the Global-South countries will lead to the promotion of Japan's national interests. In order to build
strategic relationships with the Global South, it is essential to incorporate their vitality and pursue mutual economic growth, while also
strengthening economic resilience by building supply chains for critical minerals and goods and promoting the realization of a circular
economy.

® We should consider the Global South countries as partners in co-creation to build the future economy and society together and
build relationships that will make Japan the partner of choice for the Global South countries. In doing so, we will respond in a
detailed manner based on the perspective of each country according to the circumstances of each region and country. In response to the
diverse needs of the Global South countries, which are in different situations, we will realize the co-creation of social value through
dialogue and collaboration with partner countries involving various actors.

® By strengthening cooperation with the Global South countries, we aim to achieve international common interests together. In doing
so, we will adhere to the principles of the UN Charter, contribute to strengthening global governance through strengthening the UN
system, and emphasize commonalities with the Global South countries to help lead current trends of division and conflict in the
international community toward harmonization.

(Source) Conference on Promoting Strengthening Cooperation with Global South Countries, "Outline of Direction for Strengthening Cooperation Anew with Global South Countries"
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(Reference) Outline of Direction for Strengthening Cooperation Anew with Global South Countries (Draft)

Specific Measures

(1) Building multi-layered relationships

® Taking advantage of opportunities such as the Pacific Islands Leaders Meeting in July 2024, the G20 and APEC leaders’ meetings in Latin America in November, the Central Asia plus
Japan Dialogue and summit, the reciprocal leaders’ visits between Japan and India, and TICAD 9 in August 2025, we will build multi-layered relationships through top-level
diplomacy accompanied by economic missions, deepening policy dialogues, and public-private forums.

(2) Cooperation among various actors

® The Cabinet Secretariat's Global Business and Investment Support Office (GBIS Office) will play a central role when relevant ministries and government-related organizations
closely cooperate by responding in a multi-layered and cross-sectional manner.

® At overseas bases also, we will take co-creation initiatives one step further in a practical manner, centering on the co-creation platform for economic diplomacy promoted by
overseas embassies.

(3) Tailor-made approach

® We will gain a thorough understanding of the diversity of the Global South countries, and look at them not only at the national level but also at the regional level and from a broader,
cross-regional perspective (such as the Indian Ocean and the Indo-Pacific), while also taking into account the need to look at the various industries that Japan places importance on,
which will lead the future, on a global and cross-sectional level, and will consider tailor-made approaches according to the circumstances of each country and region. In doing so,
we will also need to respond strategically, considering the situation of the other country and the apportioned roles with like-minded countries.

@ Implementation of facilities and (2 New mechanisms for international 3) Various support for Japanese companies to expand overseas

equipment to respond to risks cooperation -Development of a fair and sustainable business environment, support for the overseas
+Formulate flagship projects that will -Expanding ODA in various forms and further €xpansion of Japanese companies, including startups, through public financing, support for
symbolize Japan's industrial cooperation and promoting offer-based cooperation strengthening supply chains, and public awareness of financial support measures tailored to
build mechanisms that benefit both -Forming the next-next economic frontier local conditions

countries - Contributing to solving social issues in the -Strengthening support using overseas embassies, etc.

-In areas where Japan has strengths, in Global-South and returning the results to Japan ~ *Matching Japanese companies with local companies and producers and promoting the
order to respond to risks that private -Building new mechanisms for international ~ formation of collaborative projects with each country's government through strengthening
companies cannot bear’ Steadily advance cooperation' SUCh as promoting the environment Cooperation With international Organizations, including multilateral development banks
support for demonstrations aimed at for economic activities of companies through (MDBs)

research and development and ODA and other official flows (OOF), and -Formulation of a new national strategy targeting international standards
commercialization, and strengthen support, leveraging these as a catalyst to further promote - Cooperating in business dispute resolution

including the implementation of facilities private capital mobilization -Promotion of overseas expansion of local companies in cooperation with local

and equipment governments '

@ Public-private cooperation in new areas that go . . o Expansion of tax convention networks, etc. @ Utilization of OSA

beyond the traditional concept of infrastructure MMM‘TW—PM@ @m;lmslgl%ie\;‘_elomnt_ami - Further utilization of the

- Review the Infrastructure System Overseas Promotion third countries and international frameworks, etc. €Xchange, cu tural exchange Official Security Assistance
Strategy and formulate the New Strategy with a focus on °Industrial cooperation and base development to * e . (OSA), a framework for grant aid
2030 promote exports via third countries for countries development and e?(chgnge (gspeaally to provide equipment and

- Actively participate in the upstream of project formation, Where itis difﬁc”“ for Japan to enter al?”e L= younger generation, |nc|u.d|ng. infrastructure development in
including public-private partnerships (PPPs) 'Strengtl:'em“g SUPply c.halns, mCIUdfng studying .abroad based on u_nnversn:y response to the security needs of
- Promote smart cities and public transit-oriented cooperation with like-minded countries B e like-minded countries
development (TOD), etc. -Constbruction of l:iigdital plublic ilfifrastructure thatf Jaspane§e df\?ci\rllt) aknﬁ (:Jlftura.l ex;‘:hange

. : - s contributes to the digital transformation (DX) of °>ecuring highly skilled Toreign human : s

mPQrZ;E:)et: climate change adaptation and mitigation trade practices, etc, led by Japan in cooperation e e e e e B .rzle:,!sz‘:;:: to unforeseen
- Active involvement in infrastructure that is important with like-minded countries, in collaboration with the = Asia. etc, whp W”! contribute e mo unforeseen
for economic security Uranus Ecosystem .promot.lng direct investment in Japan and circumstances, such as

- Continuous involvement in projects through the *Realization of sustainable and inclusive . innovation strengthening the risk
participation in Operations and Maintenance (O&M) economic growth and GX in the Indo-Pacific region Sy L for .the response capacity of trade

- Proactive risk-taking by public agencies in greenfield through international frameworks such as IPEF MTIprovemert Of. the envonment iz insurance

projects and AZEC overseas educational facilities

(Source) Conference on Promoting Strengthening Cooperation with Global South Countries, "Outline of Direction for Strengthening Cooperation Anew with Global South Countries" 12



Concerns over Deepening Fragmentation amid Heightened Uncertainty in the Global Economy

® Amid heightened uncertainty in the global economy, deepening fragmentation of the global
economy became a concern due to the U.S.-China confrontation and Russia's invasion of Ukraine
etc.

World Trade Uncertainty Index
Before the 2000s  Average of 1996:Q1-2009:04

World Trade Uncertainty Index

i An index based on H. Ahir, N. Bloom, and D. Furceri (2022) that E
i counts the number of times uncertainty (and its variants) is i
i mentioned in proximity to a word related to trade in the :
i Economic Intelligence Unit's (EIU)* country reports covering 143 !
i countries and calculates its percentage relative to the total text of i
i the report. The higher (lower) the number, the higher (lower) the i
| uncertainty. i

2.000 * The Economic Intelligence Unit (EIU) is the research division of the
' ! British periodical The Economist.

- e - - - - - - - - - - - - - - - -

0.000

The index is applied to OECD countries and major non-OECD countries; other countries are showr¥in grays
© Australian Bureau of Statistics, GeoNames, Geospatial Data Edit, Microsoft, Navinfo, Open Places, OpenStreetMap, TomTom, Zenrin

Trade growth rates within blocs and between blocs: One bloc
including Australia, Canada, the EU, New Zealand, and the US,

i and the other bloc comprising China, Russia and countries siding !
After the 2010s  Aierage of 2010:01-2023:04 ! with Russia during the March 2, 2022, UN general assembly vote 1

S ; on the war in Ukraine. It shows the difference of trade growth
\ & rate during two periods: before (Q4 2017 to Q1 2022) and after

’}t;' L (Q2.2022 to Q3 2023) Russias invasion of Ukraine. !
R 73 * Within blocs Between blocs

. O%p T
-2%p .
B Total goods trade

B Strategic sectors
(Machinery, chemicals, etc.)

2.000

-9
0.000 6%p
The index is applied to OECD countries and major non-OECD countries; other countries are showtif grays (Source) Left figures: https://worlduncertaintyindex.com/

© Australian Bureau of Statistics, GeoNames, Geospatial Data Edit, Microsoft, Navinfo, Open Places, OpenStreetMap, TomTom, Zenrin . . . N
Right figure: IMF World Economic Outlook (April 2024)
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Over-Dependence on Imports from Specific Countries is a Supply Chain Risk; Diversification is a Key

® Looking at the situation of dependance on imports from specific countries, Japan has a higher concentration of
imports from specific countries compared to the US and Germany. While high concentration indicates the
strength of economic ties with a specific country, excessive dependence is a risk in the supply chains.

Diversification of import sources is a key.

Distribution of the Herfindahl-Hirschman Index in imports

L ———

The Hirschman-Herfindahl index (HHI) in imports is an index that takes
the sum of squares of the share of imports from each country divided
by 100. If a certain item is imported from one country, the HHI will take
100, and the more the import sources are diversified, the closer it is to 0.

______________________________________________________________________

(HHI of each item based on 6-digit HS codes)
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0

When the HHI exceeds 50, there
is always a country with a
majority share of imports.

Germany

When the HHI falls below 25, no
country with a majority share of
imports exists. At least 4 import
sources exis}.

I ———— — e s —— — i - - -
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(Cumulative share of the number of items based on 6-digit HS codes, %)

Il L

(Source) Global Trade Atlas
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Countries with a majority share of imports (top 5 countries with the
largest number of such items)
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Characteristics of items that are over-dependent on specific countries

for imports*

*Iltems with HHI higher than 50

(Number of items based on 6-digit HS codes)
0 100 200

Organic chemicals

Wood, wood products, etc.

Watches, etc.

Inorganic chemicals, rare metals, rare earths, etc.
Machinery, etc.

Electrical equipment, etc.

G7

Machinery, etc.
Organic chemicals
Inorganic chemicals, rare metals, rare earths, etc.

Japan

Electrical equipment, etc.

Organic chemicals
Wood, wood products, etc.

Inorganic chemicals, rare metals, rare earths, etc.
Electrical equipment, etc.

uUs

| 148
141

91
57
53
48

Organic chemicals

Machinery, etc.

Inorganic chemicals, rare metals, rare earths, etc.
Wood, wood products, etc.

Germany|

86
53

Note: Actual vale in 2022. The lower right figure shows the aggregation for 2-digit HS code classification.

14



Efforts for Supply Chain Resilience for Specified Critical Products

12 products designated as specified critical products

® |n addition to designating 11 products as specified
critical products in December 2022, the government
additionally designated advanced electric components
(capacitors, high-frequency filters) and uranium
(included in the critical minerals) as such in February
2024.

® Based on the policies on initiatives for ensuring stable
supply, the competent ministers approve plans for
ensuring supply by business entities, and support
initiatives by approved business entities through
stable supply support corporations, etc. (subsides, etc.:
1,035.8bn yen (FY2022 second supplemental budget),

917.2bn yen (FY2023 supplemental budget), 230bn

Permanent
magnets

Antibacterial
preparations

Machine
tools/indust
rial robots

Semiconduc
tors

Aircraft
parts

Computer
Programs used
for providing
cloud services

Combustib
le natural
ES

Batteries

Advanced
electronic
components

Critical
minerals

Vessel parts

(Source) Ministry of Economy, Trade and Industry

Systems for ensuring stable supply chains under the Economic Security

Promotion Act

® The Prime Minister prepares guiding principles that set out the basic direction of
the designation of specified critical products and the Cabinet approves them(Q@).

® Designate specified critical products by Cabinet Order for critical products or
materials necessary for their production, including all products that are
vital for livelihoods and economic activities of citizens ().

. ® The competent ministers provide policies on initiatives including concrete E
! support measures (). Business entities prepare plans based on the :
i initiatives and apply those plans (9(®), and the competent ministers approve '
' the plans (prior consultation with the Prime Minister and the heads of other i

relevant administrative agencies ®-®). NEDO, JOGMEC, NIBIOHN (specified
in the law) and other designated corporations provide support through funding,

etc. (9).

® Includes a wide range of measures, including not only capital investment
support, but also storage and possession of production facilities.

* For designated products, it is possible to conduct surveys of business entities
about the status of supply chains and for collecting information to be used
for trade remedies such as anti-dumping.

®Preparation of guiding principals,
Cabinet approval
(@Designation of specified critical

® Providing policies on initiatives for products by Cabinet Order

@ Preparation of plans each product

and application ®Application ® Prior consultation for
’ approval . Prime
Business Competent . .
.y . . Minister
entities NHRE O ¢
Approval

@ (If necessary) opinions

® Support through funding
(subsidies for infrastructure
development, technology

development, etc.) >

Heads of
relevant

administrative
agencies

® (If necessary) prior consultation

NEDO/JOGMEC/NIBIOHN

/other designated
corporations

15




Efforts towards Designing a Fair and Sustainable Global Market

® |f countries with different industrial structures and policy tools introduce various measures in self-
centered ways while working towards new policy missions, such as GX, DX, and economic security,
which cannot be accomplished by pursuing economic rationality alone, the world will become
increasingly fragmented and the international economic order may be disrupted.

® Given such situations, based on principles that countries can agree on, such as sustainability and
reliability, we will work on designing a global market in which factors other than price such as
decarbonization, supply stability and cybersecurity are fairly taken into account so that a level
playing field is ensured. We will work on a product-by-product basis for each critical and strategic
material, including through the demand-side policies (such as consumer subsidies).

Steps toward designing a fair and sustainable global market

Leading efforts with like-minded countries

Creating frameworks for discussing [ CISLEL R LT S IR QR G TR LTI

industrial policy/GX policy/ Formulation of

economic security policy, etc., with international disciplines

the U.S., Europe, and the G7, and Working together with Global South

initiating specific discussions on countries to formulate specific
important and critical materials. projects and establishing rules in o

(Eg.) order to realize GX and economic Aiming to formulate a rules-based
-U.S.: GX-IRA Ministerial Dialogue, || resilience across the region. international economic order

the Economic "2+2" etc. updated and modernized through

Europe: Japan-EU Hydrogen (E.g.) industrial policy coordination with
Business Forum -Asia Zero Emission Community other countries and the
-G7: G7 Summit 2024 in Apulia -Indo-Pacific Economic Framework establishment of criteria for such

coordination.
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Concepts of Trade Policy: Strategic Issues and Policy Direction

Risks of economic dependence

The world witnessed the risk of natural gas dependency on
Russia being weaponized.

Maintaining a rules-oriented stance and contributing to maintaining

the rules-based international economic order

- : ® We will work to form rules that benefit Japan. For example, we recognize the effectiveness Challenges for
trade restrictions in of EPAs as a means of strengthening supply chains through trade diversification and WTO and
the name of security, countering trade protectionism and will advance negotiations on EPAs and investment T
shift of trade flows agreements with Global South countries with which we have not yet concluded EPA network
driven by geopolitics agreements.
® |n addition to working on WTO reform, we will utilize the WTO and EPAs to correct and
prevent unfair trade measures. In addition, we will deal appropriately with non-trade
concerns (e.g., economic security, the environment and human rights) that have been
gaining attention in recent years while also engaging in utilizing and formulating rules to
ensure fair trade is not distorted by excessive measures.

Policy Direction

Frequent use of

Buildi hg resilient su ) J’r)J y chains Building win-win relationships with various countries
including the Global South (industrial co-creation) and
in the light of economic security. Strengthen developing new markets for Japanese industries
dialogue and cooperation with like-minded countries to
avoid protectionism and ensure an LPF in the market. ® |dentifying priority countries, policy dialogue with each country and future

direction (clarification of priority areas of cooperation), upgrading policy tools
(subsidies for flagship projects, blended public-private partnership finance,
human resource development, FDI)

The growing preence of the Global
South

Industrial policy from the viewpoint of

economic security (e.g., strengthening supply

chains) and concerns about protectionism (growing market, natural resource

supply, international politics)

(Source) Ministry of Economy, Trade and Industry St ru Ctu ra I C h an ges 17




Japan's Earning Power as Seen in Current Account Trends

® Despite the largest trade deficit in its history in 2022, Japan’s current account surplus recovered in 2023 due to an
improvement in the trade balance resulting from a lull in mineral fuel prices and a record-high primary
income balance. The deficit in the services balance narrowed due to the recovery of inbound tourism.
However, as the deficit in the digital sector is on a widening trend, strengthening the earning power of the
digital sector, including through human resource development, is a challenge. It is also important to
strengthen exports of content, which is one of Japan's strengths.

(Trilionyen)  Trends in the Current Account Trends in the Trade Balance (on yen)
30

= (Trillion yen)

40— Balanc >0
alance Primary balance of income \ - -
y ‘ J Trade balance (right axis) Export value
30 100 | / 4 20
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DO OO OO0 0000000000000 000O00O0O00O0O DO OO OO OO0 O0 0000000000000 O0O0O00O0
HrEH A A ANANANANANANANANANANANANANANANANANANANANANANNN HrE A A AANANANANANANANANANANANANANANANANANANANNANANN
(Year) . . (Year)
(rrion yenTrends in the Primary Income Balance o (Trillion yen) Trends in Service Balance
Other investment income Intellectual property rights royalties
cee . S Travelin
30 o - Securities investment-income s | Telecommunications, computer \ >
Primary income balance and information services
20 | Service balance >
0
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-5 L)
0 K , K Others Other operational services
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(Sources) Upper left, upper right and lower right: Balance of Payments Statistics, Ministry of Finance and Bank of Japan; lower left: Trade Statistics, Ministry of Finance 18



Sluggish Export Volume Growth Despite Yen Depreciation; Strengthening Export Power is an Issue

® The impact of yen depreciation on the trade balance remains limited. Export volume growth is sluggish
despite the yen's depreciation. It may take some time for the weaker yen to boost export volumes. It may be
because some companies are seeking the benefits of exports from foreign exchange gains rather than from
export volumes. Nonetheless, strengthening export competitiveness is a policy issue. Terms of trade
improvement is also an issue, even though calming fossil fuel prices weakened the pressure on the trade

deficit.

Breakdown of factors affecting the trade balance* (change from 2021 levels, estimates)

Breakdown of factors affecting

the trade balance
0%p

Real quantity
factors

-5%p
Exchange
rate factors

-10%p
Contract currency
price factors —

~1o%p Broken
down by
imports/
-20%p - - - exports
2022
-25%p

(Source) Bank of Japan, Corporate Goods Price Index, Real
Exports and Imports

Real quantity Exchange rate Contract currency
factors factors price factors

20%pt
Change in export prices due to yen depreciation Change in export
15%pt [ e e e pricesin contract =
currency

10%pt [-Changein . _________ - .

real exports /
5%pt |----- l ————————————————————— e AP

0%pt

-5%pt - AONM -

_100/0pt - e I Ve

Change in 2023

- . import prices

-20%pt f-- - (él&aént%e;;lrgs::;gfsz________ 563 2022 O,
currency

-25%pt

*Rate of change in trade balance = (rate of change in real exports - rate of change in real imports) + {(rate of change
in yen-denominated export prices — rate of change in contract currency export prices) — (rate of change in yen-
denominated import prices — rate of change in contract currency import prices)} + (rate of change in contract currency
export prices - rate of change in contract currency import prices)

The trade balance here is defined as (real exports X yen-denominated export prices)/(real imports x yen-denominated
import prices). The logarithmic difference is used for the rate of change.
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Supporting Overseas Deployment of Indirect Export Enterprises Accounting for 80% of the
Manufacturing Enterprises Is a Key for Expanding Japan’s Exports

Strengthening export competitiveness will benefit enterprises engaging in indirect exports, which encompass 80% of Japan's

manufacturing sector. They have the potential to start new direct exports. To encourage them to launch direct exports, it is
essential to support their resources, information, know-how, and risk management associated with starting direct exports.

Japan's manufacturing industry and its

»>Indirect exporters’ future business plans

relationship with overseas markets

Overseas markets

*

@ Direct exporters
Engaging in direct exports

Around 80%

ing

10 20 30 40 50

%)
60

Maintaining the current situation

Expanding sales channels |
through indirect exports

51.2

————————————————— r———————-——————————————/

Establishing local subsidiaries| | 2.4

Shrinking indirect exports|| 1 g

Switching from indirect |5
exports to direct exports

14

'

(3Second-tier indirect exporters
Engaging in sales activities to first-tier indirect

exporters (excldding @ and @)

@Third-tier indirect exporters

Engaging in sales activities to second-tier indirect
exporters (excluding @, @ and®)

B Fourth-tier indirect exporters
Engaging in sales activities to third-tier indirect exporters

(excluding®, @, @ and®)

s — === =========-

Others
Other than @ to ®

20.9%

OO ————
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:
=] |
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c
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Q
>
=
D
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e
=
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> Reason for not engaging in direct |
exportso 30

improving in-house structure

Shortage of information and|.
knowhow

Costs and risks outweigh the[

36.6

benefits 36.0 )

———————————————— R L T g

Lack of negotiation power 303

Inability to secure production
capacity

Shortage of financial resources
for investment

18.9

179

Products are for domestic use 6.8

Source : Left figures: Tokyo Shoko Research, Ltd., TSR Corporate Correlation File database.
Upper right and lower right figures: Tokyo Shoko Research, Ltd., FY2023 Survey on the Current Situation and Challenges of
Overseas Expansion by Japanese Companies,
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(Reference) Providing Support with the 10,000 New Exporters Support Program

® Acquiring foreign demand through exports is a good chance for small and medium-sized enterprises (SMEs)
to increase their incomes, as their growth is constrained by domestic demand limits.

® The 10,000 new exporters support program was launched in December of 2022 to support SMEs and local enterprises
which have no export experience in undertaking necessary preparations, business negotiations and exports (16,960
enterprises have registered, and 2,240 have succeeded in launching exports as of April 2024).

Portal site and

. . Registration Itati desk
Enterprises’ first attempts consu ao ;0“ es

at launching exports
Contact from the 10,000 New Exporters
JETRO Concierge Support Program

Individual Counseling

Proposal of support menu
based on company-specific issues

1 1 Expansion stage for exports
Launch stage for exports Support for autonomous
Creating busi — development
Preparation stage for exports reating business opportunities * Support for human resource

. . toward exports
Advice for launching exports o - development
. . ‘ » Support for indirect exports by matching with - Financial support for overseas
« Support for developing company-wide business domestic trading companies development
strategies ,
. - — : . * Support for overseas marketing through » Support by experts for strengthening

« Advice for deciding destination countries and regions e-commerce business foundations
« Support for improving goods and services - Support by experts related to business - Support by private partners, etc.
- Support for feasibility surveys through local site visits, arrangements

etc : . 21
' - Support for attending overseas exhibitions, etc.



Global Enterprises Contribute to Employment and Investment in Japan while Expanding Growth

® Competitive manufacturing enterprises are deploying globally, contributing to employment and investment in Japan, and are
also using intangible asset investment to achieve further growth and expansion. It is important to strongly support the

competitiveness of domestic enterprises, induding leading medium enterprises, and support the development of enterprises

that can survive global competition.

Distribution of wage growth
in manufacturing enterprises

(Rate (FY2012-FY2021)
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Distribution of employment growth
in manufacturing enterprises

( Percentage change in the number of employees in Japan )

R&D investment and global sales

ses

-6 -4 -2 0 2 4
R&D investment (millions of yen, logarithm)

Distribution of growth in tangible fixed assets

in manufacturing enterprises

(Rate) (FY2012-FY2021)

16%
14%
12%
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= [Domestic enterprises
===:Domestic leading
medium enterprises
= Global enterprises
‘\‘ === Global teading
medium enterprises
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Global sales (millions of yen, logarithm)

( Percentage change in domestic tangible fixed assets )

Direct investment and global sales

-6 -4 -2 0 2 4 §
Direct investment (millions of yen, logarithm)

(Source) Upper and lower left figures: estimated based on the Basic Survey of Business Activities by METI; lower center and lower right figures: estimated using the Basic Survey of Corporate Activities and the Survey of Overseas

Business Activities by METI.

(Note 1) As of 2021, leading medium enterprises are defined as those with 301 to 2,000 employees (excluding small and medium-sized enterprises).
(Note 2) Enterprises that invest overseas are defined as global enterprises, while other enterprises are defined as domestic enterprises.
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(Reference) Promoting Economic Growth through Startups

® Startup investment promotes economic growth through innovation. However, startup investment
in Japan as a percentage of GDP is low compared to other major countries. By implementing
the Startup Development Five-year Plan, we aim to achieve startup investment of 10 trillion
yen by FY2027.

Venture capital investments and total factor productivity Venture capital investments by VCs as % of GDP
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