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EXECUTIVE SUMMARY

The world economy is in the late phase of a long global expansion and
Japan’s economy is gradually slowing, too. In such an environment,
markets become sensitive to potential disruptions but find stability

in sustainable trends. The trade tensions between the US and China
are increasingly affecting Emerging Asia, which further dampens the
outlook for global growth. Asia’s more mature growth centres, on the
other hand, are driven by stable domestic service growth, making them
less vulnerable to swings in global demand and investments.

Japan remains in an enviable position of relative strength. Macro
policies are expected to remain supportive longer than in the US or
even Europe. In the midst of the trade confrontation between the US
and China, Japan is actively developing new regional partnerships

in Asia and with Europe. At the same time, slow productivity growth
has been improving, which will support incomes well beyond the
current business cycle. Digitalisation, which today goes well beyond
digitisation of offices and production lines for efficiency gains, creates
new opportunities for services and new business models. Along with
these changes, workstyle reforms are supporting new flexible digital
workstyles, which add to corporate efficiency and support employees
with increasing mobility and potentially better work-life balances.

Adding to the dynamics in Japan is the final spurt towards the 2020
Olympics, which is currently rejuvenating the country’s growth centre in
Tokyo. Advanced 5G digital networks, self-driving vehicles and artificial
intelligence (Al) services drive innovation and revive entrepreneurial
spirits not only among the young. Even conservative financial services
firms are looking to build on fintech opportunities by supporting J-Coin
projects and the development of business services in Asia’s future
markets. As a result, Japan’s economy has indeed become stronger and
offers opportunities beyond its traditional role as a safe haven during
difficult times.
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THE MACRO BACKDROP
MONETARY NORMALISATION AND
TRADE CONFRONTATION

Most mature economies are in the late phase of

a long expansion after the 2008 financial crisis.

The IMF has already reduced its growth forecast
for the world economy twice by -0.2% to +3.5%.

In an environment of slowing growth and gradual
tightening of monetary policies, Japan’s growth rate
may be expected to fall back to its potential rate of
+0.8% as well. Relative to other mature economies,
however, Japan stands out in a positive way because
downside risks are more limited. As our chart points
out for the GDP gap (the difference between
actual growth of the economy and its long-term
potential), growth in the US and Germany has been
overshooting its potential since 2017, which makes
a slowdown much more likely. In contrast to the US
and Germany, Japan has just begun to narrow its
negative gap and should continue to grow solidly
well beyond the 2020 Olympics.

Our chart also points out that Japan’s real GDP
per capita growth has been largely in line with the
performance of the US economy. Germany and

the UK, on the other hand, have been significantly
affected by external factors. Germany has gained
strongly from regional restructuring within the EU
and from the automobile boom in China. The UK,
on the other hand, was affected by the restructuring
of the financial industry, which hurt its growth centre
in London. Uncertainties from cutting its ties with
the EU during the Brexit transformation may further
limit its potentials for the foreseeable future.

For Japan, external developments weigh heavily
on its growth outlook in 2019. The retreat of
globalisation and disruptive international trade
confrontations are of particular concern to corporate
and political leaders. Public sentiment around

the world seems to have turned dramatically
against globalisation, which over the last two
decades has been a major driving force of growth.
Encouragingly in Japan, where supporters and
sceptics of international trade have always kept a
careful balance, the pendulum has swung towards
strengthening new partnerships and developing a

CHART 1: SOLID GDP GROWTH IN AN OVER-STIMULATED ENVIRONMENT
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CHART 2: JAPAN - CONTRIBUTION TO REAL GDP GROWTH
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more proactive role as a free-trader in the Asian
growth markets. These initiatives are turning
Japan into one of the most successful negotiators
of free trade agreements (FTAs) and economic
partnerships agreements (EPAs) with other Asian
countries and Europe.

As the data in Chart 2 shows, the growth spurt of
2017, which was driven by strong exports, corporate
investment and a jump in private consumption, did
not last in the current, more adverse conditions.
While corporate investment remains strong, the
export environment will almost certainly become
more challenging and households are expected to
become more careful again. On the positive side,
companies have been increasing their investment
in Japan relative to their overseas engagements
because they trust that domestic conditions will
remain more supportive.

Even in an increasingly adverse economic environment,
GDP growth should remain supported by solid

domestic demand at approximately the potential
growth rate of 0.8%. For 2019, the consumption tax
hike has often been cited as an obstacle to domestic
growth. But the actual negative impact may be
more limited than in previous instances because
many food items will be exempted, thus limiting the
impact on consumers. In addition, the government
will provide incentives for purchasing major items
such as cars and support for housing investment.
At the same time, we expect positive growth
effects and lower prices from the Japan-EU EPA and
the CPTPP (Transpacific Partnership Agreement)
this year.

Beyond these macro challenges, the outlook

for wealth creation remains positive. Monetary
incentives and reliance on external demand

are giving way to significant improvements in
sustainable productivity growth, which will further
open the doors for innovation in infrastructure,
services and finance.
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PRODUCTIVITY GROWTH FOR
WEALTH CREATION

In a rapidly ageing economy, growth slows naturally
and policies to maintain its potential become more
challenging. With fewer young people around,
animal spirits that stir curiosity about the latest
trends and technologies and push for healthy
competition, and risk investment into revolutionary
ideas tends to decline. At the same time, efficiency
gains, broad-based cooperation and excellent
services increasingly support the economy. Doing
more with less and incremental improvements of
ever more complex products and services become
the engines of growth.

These changes have been visible in Japan’s
economy for two decades already. Japan has
excelled in cost-cutting, so consumers can enjoy
ever better products and services at lower costs
(good deflation). To the amazement of the growing
numbers of foreign tourists, Japan’s safe, sustainable
environment with incredibly high levels of services
seems unrivaled abroad. Internationally, companies
have become very cost-competitive, which has
boosted their cash flows, exports and overseas
investment. A frustrating side effect of continuous
cost-cutting is, however, that increasing efficiency

at all levels can give rise to deflationary trends in

the economy. In such an environment, not only do
prices keep falling, but wages are stagnating as well,
depressing demand. Ultimately, dynamism fades
when ageing consumers remain reluctant to increase
consumption, and employees become exhausted
from having to constantly reduce costs during long
hours on stagnating wages.

“Abenomics” has therefore been trying to revive
dynamism by kick-starting the economy to create
new demand, new ideas, more employment and

a virtuous cycle of growth. Ultimately, however,
kick-starting the economy through macro policies
and hoping for a revival of the animal spirits of a
younger economy does not seem to be sufficient.
Economists have therefore always been calling

for more structural reforms that would increase
productivity growth by adding ‘new value’ through
innovative products and services. Implementing
such deregulatory policies has however also proven
to be difficult. It is therefore worthwhile to have a
closer look at why this might have been the case -
before proceeding to the potentials of productivity
growth in Japan over the coming years.

Doing more with less and incremental

improvements of ever more complex

products and services become the

engines of growth.
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THE TWO PATHWAYS TO
WEALTH CREATION

An economy can increase productivity by either
becoming more efficient, or by being innovative,
which requires the creation of new products and
services beyond existing resources. The graph
demonstrates these two sides of productivity
growth. On the right side, a younger growth
economy is mostly concerned with growing outputs
and developing new products. To develop new
products, the growth economy gets support of
growing markets, expanding networks and increasing
R&D. Such an economy is not only potentially
innovative - it also reacts positively to structural
changes that increase opportunities (such as
deregulation).

On the left side, a mature efficiency economy
grows in real terms by cutting inputs and increasing
operational efficiency. While becoming more
efficient, it also becomes more complex through
automation, outsourcing and ever closer cooperation
of its parts. New value mostly comes from better
operations, the adoption of best practices and
complex co-creation between long-term partners.
In such an economy, structural changes have
become more difficult because complex relations,
business and life cycle plans need to adjust.
Structural reforms become unlikely to succeed
because they become seen as too disruptive.

CHART 3: TWO PATHWAYS TO PRODUCTIVITY GROWTH AND INNOVATION
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NEW PATHWAYS TO
PRODUCTIVITY GROWTH

In mature economies it should be ideal to align
efficiency strategies with growth strategies that
create innovation for new operations (services)
and new products at the same time. In Japan,
global companies have been gaining from the two
sides of productivity growth for years. Excellent
operations, lean management and automation
helped their efficiency at home, while overseas
growth markets supported their growing platforms,
R&D and innovation management. Many domestic
companies, however, remained confined to the
limited opportunities of an efficiency economy.

Fortunately for Japan, this dual economy seems
to have become more closely aligned over the last
years. Manufacturers have started investing into
their productive capacities overseas as well as at

home. Instead of focusing on lean management and
investing in automation, they have been boosting

their skills and development capacities by growing
their intangible assets, such as R&D and digital
capabilities. The government, at the same time,
seems to have shifted from difficult-to-implement
structural reforms to focusing on effective micro
reforms, such as workstyle reforms and digital

pilot projects - from 5G to self-driving cars and
cryptocurrencies - to foster a growing number

of opportunities. Most importantly, however, a
global wave of digitalisation offers opportunities
to companies at all levels to reconnect and
reinvent processes, products and partnerships.
Since more and more traditional companies are
adopting these digital operations, this digital
transformation becomes a major driving force in
an efficiency economy that is looking for growth
and opportunities. Increasingly, the positive effects
become visible in productivity data, as we will show
in the following chapters.
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INCREASING INVESTMENTS
IN SMART ASSETS

The following chart shows that not just Japan’s global
leaders but also mid-size companies (with capital
between 100 million to 1 billion yen) have shifted
away from cost-cutting to investing in smart assets.
Fixed asset investment excluding tangible assets
(such as buildings and machines), which mostly
consists of M&A and foreign investment, has started
growing from 2013 and jumped after 2017. Notably,
intangible assets, such as R&D and intellectual
property rights, which saw little growth even during

CHART 4: CORPORATE INTANGIBLE ASSETS INVESTMENT
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The renewed focus on investment in productivity
and smart assets is already yielding significant
positive results. Companies in the Nikkei 225

not only doubled their profit margins; they also
increased their operating margins, which is a better
indicator of productivity since financial conditions
play a less important role. This contrasts sharply
with the companies in the S&P 500 as shown in the
chart below. While US companies could increase
their profit margins in the favorable financial

environment with low capital costs by about 20
percentage points, their operational productivity
remained almost unchanged. It should be pointed
out, however, that much of the positive performance
of Japanese companies so far is simply a catch up
with US companies, which have tended to be more
profitable for a long time. Even after the recent
productivity spurt in Japan, overall profit margins
have reached just 6%, which still have room to
improve towards the US level of 10%.

CHART 5: US AND JAPANESE PROFIT AND OPERATIONAL MARGINS
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JAPAN’S SMART SERVICES
OUTPERFORM

Which sectors are doing particularly well and
growing their assets most rapidly? The following
table gives a more detailed overview of the top-
performing sectors. To see who is doing the best,
we took the top 100 TOPIX companies, selected by
increasing investment into fixed assets. The table
shows the profit margins, returns on equity and
returns on assets for the top-investing sectors with
at least five companies in the Top 100. The results
are quite surprising: in contrast to their slow-moving,
low-margin reputation, service companies do not
only dominate the ranking with 70 companies in the
Top 100, they also have higher profit margins and
returns on equity than their traditionally dominating
peers in the manufacturing sector.

Another surprise is the absence of the automotive
sector and technology hardware sectors in

the ranking, which are usually among the top
performers in Japan. However, over the last five
years of investment history, only a single technology
equipment company made it into the ranking. While
being highly profitable, they remained cautious in
terms of investment, which should be a concern
amid an impending e-mobility revolution. Similarly,
software and services, which usually takes the crown
in terms of profitability because of their high-margin
business and lower capital requirements, reported
comparatively low performance. In this ranking,
software performance indicators are rather weak,
while the retail sector is the surprising top performer

18

with return-on-equity (ROE) of 22. Digitalisation,

it seems, is finally driving the performance in the
Information and Communications Technology (ICT)
using sectors such as retail much more than in the
ICT producing service sectors. The positive result
for the economy is that digital opportunities are
spreading to a broad range of sectors, which now
increasingly drive the positive performance of the
economy.

CHART 6: MARGINS OF TOP 100 INVESTING COMPANIES
BY TOPIX SECTOR

Firms PM ROE ROA

MFG (average of total) 30 7 14 4
Capital goods 12 3 15 6
Consumer durables and apparel 6 12 16 5
Materials 5 8 12 7
Services (average of total) 70 10 14 7
Consumer services 7 5 17 7
Healthcare 5 12 20 n
Media and entertainment 13 n 12 10
Real estate 9 5 19 6
Retailing 6 3 22 n
Software and services 9 9 14 9

Note: Top 100 TOPIX companies, filtered by asset growth over five
years. Only sectors with at least five firms in the ranking. Aggregate
Mfg and service sector data are averages for all companies in the
ranking. Sector data are averages for only the companies in the
table.

Source: Bloomberg (2019)
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PRODUCTIVITY IMPACT AND OUTLOOK
FOR THE MACRO ECONOMY

Improving productivity among performing TOPIX
companies is certainly good news, but in order

for the overall economy to grow, productivity

gains need to spread widely. The following chart
therefore looks at the sources of growth from a
macroeconomic perspective. Compared to the US
and Germany, Japanese economic growth remains
constrained by the tight labour market, with labour
input contributing less than 0.4% to GDP growth.
Fortunately, Japan’s excellent quality of labour force
makes up for this deficit. In Japan, Abenomics
policies have pulled Japan’s highly educated women
back into the labour market, which results in an
exceptional 0.6% contribution of labour quality

to growth.

As will be pointed out below, however, this can
only be a first step, as qualified personnel can only
be productive in the long-term when employed
appropriately. Capital investment in Japan, on the
other hand, is on par with the US and Germany,
which unfortunately is not true for the contribution
of ICT investment to growth. Given the importance
of the ICT sector for long-term growth and the
current significant boom in digital technology
development, a contribution on par with the US of
around 0.5% would certainly be beneficial.

The biggest matter of concern is, however, the lack
of the Total Factor Productivity (TFP) contribution
to growth. TFP growth comes from the effective
combination of all other factors (capital, labour,
technology) to increase the overall economic result.
It is therefore often described as a measure of
effective innovation or application of technology.
While it is notoriously difficult to find the true
sources of TFP growth, Japan seems to be lagging
on a number of accounts here. ICT investment

still seems to be not as efficiently integrated into
business processes as in the US: Part-time labour,
while being highly qualified in Japan, does not yet

20

seem to be effectively trained and integrated for
optimum results and capital investment still does
not seem to reach the same positive leverage in
combination with other resources as in globally
integrated Germany. For sustainable productivity
gains, the Japanese economy still needs to improve
on all of these accounts.

CHART 7: CONTRIBUTIONS TO GDP GROWTH
BY INPUT FACTORS

2.5

JP us DE

B Labour quantity M Labour quality
B Capital B ICT TFP

Source: Conference Board (2018), Total Economy Database

While companies were able to increase their
productivity and profitability over the past years,
more gains seem possible if corporate initiatives

and government reforms go hand in hand. So far,
however, corporate initiatives still seem to be mostly
related to efficiency and cost-cutting strategies and
not aimed at creating new value through (digital)
strategies for new services and markets, for example.
As will be shown in the following section, effective
digitalisation strategies and more productive
workstyles will therefore become a promising focal
point of strategies for the government and corporate
side over the coming years.
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DIGITALISATION FOR PRODUCTIVITY
AND GROWTH

Broad-based digitalisation is the driving force of
productivity gains of our age. So far, however,
gains from digitalisation seem to be tilted towards
consumers who enjoy new services such as online
shopping and new media offerings, often for free,
and highly successful digital companies, such as
Apple or Amazon. The challenge for traditional
companies is to learn about new technologies

highly efficient analog production processes and
social infrastructures towards the demands and
opportunities of an unfolding digital world still sees
room for improvement. According to the Dentsu
Aegis Digital Society Index, Japan ranks only ninth
among ten major countries in terms of digitalisation.
The IMD World Digital Competitiveness Index ranks
Japan as only 22 among developed countries.

According to the Dentsu Aegis Digital Society Index, Japan ranks only

ninth among ten major countries in terms of digitalisation.

and adapt their business model accordingly, while
having to simultaneously deal with ICT-related
restructuring and competing with digital native
companies which are moving into future markets
faster. So far, the advantage has clearly been on
the side of the digital native companies because
they could fill new markets with new ideas and
technologies without having to carry the ballast of
complex operations in the old analog world.

In the mind of many politicians and corporate
leaders, digitalisation has therefore rather been
associated with unwelcome disruption than with
promising opportunity. Not least based on such
skepticism, a broad-based transformation of Japan’s

22

Instead of looking at potential disruptions as in

the past, however, Japan’s successes in effective
digitalisation among constant innovators such as
convenience stores, logistics and home security
companies seems to increasingly provide the
strategic compass for other industries, too. It shows
that effective digitalisation leads to better services
and strong corporate performance in the long run.
In the graph below, the stocks of two convenience
store companies with different individual strategies
perform (even in USD terms) far better than the
US S&P500. Secom, a company which offers

home security services but manages to shift an
increasingly greater part of its business to digital
services, performs on par with the US market and far
ahead of the Nikkei225.
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CHART 8: STOCK PERFORMANCE OF JAPANESE URBAN SERVICES IN USD RELATIVE TO THE S&P500
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The opportunities for traditional companies go well In the digital and analog world today, earning
beyond catching up with digitalisation, however. long-term profits is becoming a matter of running
After an initial digital boom, the digital disrupters, excellent digital services with broad analog
including Amazon, Tesla and Netflix, increasingly interfaces. In the near future, the advantage might
need to move into “analog” operations if they want therefore shift back to traditional companies, who
to grow their business. The success of Amazon, for are now able to develop their digital skills together
example, today relies on the excellence of its logistic ~ with their (digital) partners move quickly, while
operation, which in Japan is operated by Yamato. digital native companies increasingly struggle to
Tesla depends on its skills of operating complex develop their analog operations.

automobile plants to become profitable. For its
batteries, it relies on the engineering excellence
of Panasonic. Netflix increasingly depends on the
success of its analog film-making skills to create
hit series for income growth.
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DIGITAL INITIATIVES CAN BE EASY

To better understand what helps traditional
companies become digital leaders in their field, the
Fujitsu Research Institute in Tokyo compiled a major
survey of 1200 employees across industries in Japan
and Germany. Quite surprisingly, new ICT systems
seemed not as important as thought for a positive

impact of digitalisation on a company’s performance.

Companies which managed to implement easy-to-
use ICT systems, on the other hand, increased the
odds of being among the ICT leaders by about
eight times.

leaders, and match German companies on almost all
accounts of effective digitalisation.

To be sure, implementing easy-to-use ICT systems
is by no means simple. It does not only require
investment in the right systems, but it also needs
sophisticated implementation strategies. Only if
digital strategies increase workplace efficiency,
flexibility and communication together with
learning support, personal motivation and initiative

CHART 9: DIGITALISATION IMPACT ON COMPANIES AND WORK IN JAPAN AND GERMANY

Digitalization supports
collaboration with
external partners.

ICT improves my
work/life balance

Digitalization has a positive
impact on my company

My company is among
the digital leaders in
its field

My company supports
further (life-long)
learning at all levels

I have high ICT

skills at work

—— Germany -®- Japanese Company with “Easy to Use” ICT Systems -e— Japan (all replies)

Source: Data from FRI survey of 1200 Japanese and German employees.

Some of the results of the survey are outlined in

the graph. Compared to Germany, the gap of
digital abilities and advantages between Japan

and Germany is frustratingly wide on almost

every account. This picture changes, however, for
companies in Japan that were able to implement
ICT systems that are easy to use in the view of their
employees. These companies are among the digital
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will companies be able to open up to the new
possibilities that new digital ecosystems provide.
Many traditional companies will not be able to

do this alone. Support for workstyle reforms and
government initiatives for digitalisation such as
Industry 4.0 in Germany and society 5.0 in Japan
will therefore become increasingly important for
productivity growth.
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WORKSTYLE REFORMS SPREAD
PRODUCTIVITY GAINS

Japan’s workstyle reforms have dominated the news
and public reform debate, mostly for their stricter
limits on overtime work. More importantly, however,
the reforms are gradually pushing companies to
increase productivity and provide better career
opportunities in an increasingly diverse workforce.
Younger employees with no lifetime contracts and
older employees, who need to extend their work
life, are already profiting from higher demand. In
addition, companies are now reacting by investing
into digital platforms to better manage supply
shortages and increase the skills of their employees.

To create new value, digitalisation and workstyle
reforms go hand in hand to encourage employees
to use ICT systems for the development of new
services and business opportunities. Mitsui Inc,
for example, is implementing sweeping workstyle
reforms to increase workforce diversity in preparation
for its quickly diversifying international markets
and to secure the best talent in Japan. They need
their employees at the cutting edge of market
developments, so sharing information and best
practices on their digital platform is as important
as reqular training. Often simple measures such
as taking holiday time flexibly on an hourly basis,
starting the workday late, leaving early when
necessary, or taking notebook computers home for
work when external meetings could be integrated
into daily commutes made a big difference in
efficiency and employee satisfaction. After an
encouraging start, Mitsui’s long-term diversity
policy now targets the use of digitalisation to
redesign workspaces, workflows and hierarchies
to better support (especially) women who must
combine a demanding work life with family
responsibilities.

However, effective workstyle reforms are not

only happening within major companies. In an
increasingly digital world, flexible labour markets
and a growing number of professionals outside of
lifetime employment can support more and more
companies when these learn to better integrate
outsiders. CrowdWorks, one of Japan’s leading
crowdsourcing companies, for example, already
supports 230 000 corporate clients with an online
platform for work and projects that gives them
access to 1.9 million independent crowd workers.
On such demand, the crowdsourcing market grew
from 9.1 million freelancers in 2015 to 11.2 million
in early 2018, an increase of 2 million flexible workers
in this digital market alone. In value terms, the
crowdsourcing market has grown by about 40%
since 2015 to JPY 20bn. The value added by
such services is enormous not just because
employees can increase their incomes flexibly,

but also because (smaller) companies may take
on several simultaneous projects or fill important
gaps in their skill sets in the currently tight
labour market.

CHART 10: CROWDSOURCING LABOUR MARKET
IN JAPAN (100 BILLION YEN)

Market size (Billion yen)
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OLYMPIC BOOM AND BUST?

Much more visible than the workstyle reforms has
been the upgrade to infrastructure and real estate
in preparation for the 2020 Olympics. During the
Abenomics years, the centre of Japan’s economy
in Tokyo has been recording strong growth. Real
estate prices received a welcome lift and surplus
liquidity resulted in a building boom in central
Tokyo. Incomes and rents could hardly catch up
with the development, which led to rising concerns
about a new real estate boom-and-bust cycle. The
additional construction for the 2020 Olympics
has added to these worries, due to the strong cost
increase of construction projects (by almost 20% for
many) and given that more apartments will come
into a crowded market after 2020, when demand
is expected to subside. Such concerns are often
reflected in headlines such as “The 2020 Problem’
or ‘The Cirisis after the 2020 Olympics.’

How likely is such a pessimistic assessment? A
number of challenges indeed seem to coincide.
Expansionary Abenomics have run their course
and could eventually run into budget constraints.
The expected construction slowdown will almost
certainly create a challenge for the economy and
an ageing population will continue to depress the
construction market in the long run. These concerns
hardly add up to a doomsday scenario, however.
The recent construction boom has been largely
concentrated in central Tokyo and the bay area,
where prices are unlikely to drop steeply because
the local economy is forecast to remain dynamic
well into the next decade. Expectations have not
been driven into bubble territory and price gains
are already beyond their peak.
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The longer-term dynamics in the real estate market
seem to be indeed much more favourable. Young
families have been drawn to apartments in new
high-rise buildings because they are centrally
located and close to work. Older couples have

been attracted to smart living in the city centre
after their children have left home. What has been
missing in these emerging city spaces were better
transportation connections, new sports facilities and
interesting shopping areas. Olympic construction

is now transforming the Tokyo bay area for the
better, which will result in a significant boost to the
livability in Tokyo’s newer quarters. An example

is the Olympic Village, directly at the centre of

the overlapping Olympic heritage and bay zones.

It showcases Tokyo’s new city planning and is
attracting more investment into services, increasing
the value of the entire area.

On many accounts, upgrades to Tokyo’s recreational
facilities and infrastructure seem to be overdue.
Government investment per capita in Tokyo

has been just half of the national average for
decades because funds had to be channeled into
other regions. Despite strong growth in Tokyo’s
economy, the city has not seen major infrastructure
upgrades on par with other global metropolises.
Life in Tokyo, despite work class productivity,
remains marked by crowded public transport and
few up-to-date public facilities. The ‘Olympic
upgrade’ of many facilities will certainly be
welcomed by most citizens.
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THE FUTURE OF DIGITAL SERVICES
5G

For Japan as a whole, the direct economic impact

of the Olympics will be quite limited. Even in Tokyo,
Olympic construction work is only providing the
visible markers of new infrastructure that transforms
the city for advanced digital services. In particular,
new 5G infrastructures will become the backbone of
communication between a growing number of smart
devices, which will allow for a wide range of new
digital services.

During the 2020 Tokyo Olympics, there will be a full
rollout of 5G services in stadiums and central areas.
Visitors will be able to follow the sports not just
from their seats but also from other angles on their
smartphones. Indoor navigation will be available at

stadiums and shopping centers and will include free
automatic translation services. After Phase | during
the Olympics, 5G is expected to connect trains, cars,
bicycles and infrastructures for e-mobility, which
allows seamless services in a sharing economy that
provides transport options to citizens depending on
their location, timing and preferences. Smart devices
will really become ‘smart’ because augmented
reality will not only be available in video games and
high-end cars anymore. Medical services will allow
having the doctor ‘in your pocket” as patients can

be virtually connected to their medical services for
screening, warnings and advice no matter where
they choose to be.

5G infrastructures will become the

backbone of communication between a

growing number of smart devices,

which will allow for a wide range of

new digital services.
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CHART 11: 5G ROADMAP
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Within the 5G space, few innovations have captured
public imagination as much as self-driving cars. Self-
driving transport services could indeed transform
seemingly endless hours of commute and traffic
jams into productive use, avoid most crippling
accidents, and better support the mobility of an
older generation. In the near future, however, the
main role of digital mobility services will likely be

a different one.

While road tests for self-driving cars, trains and
buses have already started and some services will
certainly be available during the Olympics, these
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will be of only limited importance to users. The
deeper integration of their smartphones into their
public lives while commuting, on the other hand, will
have a huge impact on services that consumers will
be using in the future. By using their smartphones
for navigation, day planning, and payment across

a wide range of services and city spaces, new

opportunities for value-added services are emerging.

In the following, we will have a closer look at one
of the most important digital services that adds
tremendous value to people’s lives already today:
digital payments and fintech innovation.
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OPPORTUNITIES FOR FINTECH AND
FINANCIAL INNOVATION

One of the most promising sectors for digital
innovation is certainly finance. Cryptocurrencies,
such as bitcoins, and blockchain technologies,
which allow for new forms of digital contracts, have
recently caught the public’s imagination. The hype
around these innovations already gives way to

more realistic assessments of their usefulness in our
highly developed financial systems, however. It is
not the daily use of a new digital money which will
add most of the value to consumers, but the better
financial planning that becomes possible when
individual bank accounts, investments and insurance
policies can be integrated on safe digital platforms.
Advanced money management services, which so
far could only be used by high-net-worth individuals
who can effort tailor-made solutions, would become
available as digital services to the broad majority

of savers.

With digital monies, the particularly high costs of
handling Japan’s outsized cash transactions (the
cash to GDP ratio is almost 20%) could be reduced,
the efficiency of increasingly global banks and
insurers could be improved and the success of crypto
exchanges could raise Japan’s status as a global
financial centre. Japan’s government has therefore
been a forerunner in legalising virtual currencies for
payments, and started to regulate crypto exchanges.
Major banks, including Japan Post Bank, are even
planning to introduce their own virtual currencies,
such as J-Coins, which are expected to improve on
the so far highly volatile cryptocurrencies by reliably
pegging them to the yen and introducing them into
their payment networks.

So far, however, consumers see little reason to swap
their cash for cryptocurrencies; the speculative hype
around bitcoins has therefore subsided as fast as

it came. Japan’s e-money innovations will rather
remain rooted in its long history of building efficient
digital transactions, such as the virtually ubiquitous
Suica and similar cards used in the public transport
systems. So far, however, these systems did not
really spread far into retail and banking because the
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real attraction of e-monies comes from integration
in e-commerce transactions. In e-commerce, the
dynamics are now building very fast. Physical
payments at shops will become an extension of
digital retail and finance on smartphones, regardless
of their use of QR-codes, Suica-chips, or J-Coins.

In this world of digital transactions, innovative
fintech solutions are now opening the doors to new
opportunities.

Nowhere has this transformation been more visible
than in China, where the growth of e-commerce
companies, such as Alibaba and Tencent coincides
with the seamless development of digital payment
systems. On Singles’ day, 11 November, Alibaba
alone processes 1.5 billion e-commerce transactions,
325,000 per second, with a value of $30.8 billion
without a glitch. On the physical side, more than
775 million parcels have been shipped within 24
hours. On the basis of their e-commerce accounts,
even lower-income consumers have gained access
to money management services that would have
required significant assets before. As a result, an
entire generation is growing up without banking
accounts or separate payment functions beyond
Alibaba or WeChat. The integration of retail,
payment, insurance, wealth management, and
marketing under one roof provides tremendous
convenience for customers, but also enormous risks
when crises strike and things go wrong.

On the other hand, in Japan and the West,
customers require multiple levels of privacy and
public guarantees for the safety of their assets.
While 69% of Chinese customers have adopted
fintech services, only 33% of US customers are using
them, and Japanese customers remain among the
most conservative with only a 14% adoption rate.
The example of the UK and Germany however,
shows how fast things can change. Within just two
years, 42% of customers in the UK have adopted
fintech services, and 47% in Germany are at least
planning to do so.
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CHART 12: FINTECH ADOPTION
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In Europe, the trigger for the take-off of fintech
innovations has been the recently introduced open
banking legislation. Banks are now required to open
interfaces to their accounts and share data with
other financial companies as long as customers
agree to it. Instead of having to build competing
networks as in the past, non-bank financial service
companies are now able to provide and improve
customer services on the basis of existing accounts
of customers together with their home-banks. In
Japan, banks will open their account interfaces

by 2020, so major banks are already hard at work
to develop their own new fintech services or to
find appropriate cooperation partners. Fintech
companies and their banking partners may thus be
offering a wide range of services, such as instant
(and cost-free) transfers, financial planning with

Germany
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Japan

seamless integration of accounts, automated wealth
management (robo-advisors) as well as tailor-made
insurance products.

On the back of significant improvements in
efficiency, companies have moved on to increasing
productivity through innovation. In such an
environment, new financial services become an
important part of new services, which all gain from
improvements in digital infrastructures. Together
with more flexible workstyles across many industries,
Japan’s domestic economy is finally catching up on
dynamism that has been illusive for much too long.
The catchup of financial services will become an
important yardstick for innovation during the next
growth cycle.
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OUTLOOK FORWEALTH CREATION

In 2019, the world seems at a crossroads of slowing
monetary incentives giving way to more sustainable
sources of growth. In and outside of Japan, the focus
of wealth creation is shifting from quantities to the
quality of assets, income, and investment. In Japan,
Abenomics is shifting from monetary policies to

a renewed focus on productivity at all levels. New
trade agreements with Europe and Asia are being
joined by domestic micro reforms, such as workstyle
reforms, and service innovation that are increasing
incentives to invest in Japan and abroad.

Headwinds remain, however. Mature economies
are ageing at a fast rate and globalisation will not
support exports and growth in emerging economies

as much as it did in the past. Companies in Japan
are aware of these challenges and are increasingly
investing in smart assets and digitalisation. Value-
added services from consumer services to retail and
healthcare are already thriving and have become
profitability leaders. On this basis, increasingly
innovative companies are venturing into digital
initiatives for the 2020 Olympics, which stretch
from 5G networks to new concepts for mobility and
fintech innovation. Sustainable wealth creation, it
seems, is increasingly gravitating towards Asia’s
mature growth centres, with Tokyo catching more
and more of the attention — before the 2020
Olympics and beyond.
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IMPORTANT LEGAL INFORMATION

This publication constitutes
marketing material and is not the
result of independent financial/
investment research. Therefore it has
not been prepared in accordance with
the legal requirements regarding the
independence of financial/investment
research and is not subject to any
prohibition on dealing ahead of the
dissemination of financial/investment
research. The information and
opinions expressed in this
publication were produced by Bank
Julius Baer & Co. Ltd., Zurich,
which is supervised by the Swiss
Financial Market Supervisory
Authority FINMA, as of the date of
writing and are subject to change
without notice. This publication is
intended for information purposes
only and does not constitute an offer,
a recommendation or an invitation
by, or on behalf of, Bank Julius Baer &
Co. Ltd., Zurich, or of its subsidiaries
or affiliated companies (Julius Baer)
to make any investments. Opinions
and comments of the authors reflect
their current views, but not
necessarily those of other Julius Baer
entities or any other third party.

Services and/or products mentioned
in this publication may not be
suitable for all recipients and may not
be available in all countries. Clients
of Julius Baer are kindly requested
to get in touch with the local Julius
Baer entity in order to be informed
about the services and/or products
available in such country.

This publication has been prepared
without taking account of the
objectives, financial situation or
needs of any particular investor.
Before entering into any transaction,
investors should consider the
suitability of the transaction to
individual circumstances and
objectives. Any investment or trading
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or other decision should only be
made by the client after a thorough
reading of the relevant product term
sheet, subscription agreement,
information memorandum,
prospectus or other offering
document relating to the issue of the
securities or other financial
instruments. Nothing in this
publication constitutes investment,
legal, accounting or tax advice, or a
representation that any investment
or strategy is suitable or
appropriate for individual
circumstances, or otherwise
constitutes a personal
recommendation for any specific
investor. Julius Baer recommends
that investors independently assess,
with a professional advisor, the
specific financial risks as well as legal,
regulatory, credit, tax and accounting
consequences. The value of
investments may fall as well as rise,
and returns may be affected by
exchange rates. The investor may
not get back the amount invested.
Past performance is not a reliable
indicator of future results.
Performance forecasts are not a
reliable indicator of future
performance.

Entities within the Julius Baer Group,
except Julius Baer Wealth Advisors
(India), provide advice which is not
considered ‘independent’ in the sense
given to that term by the EU
Directive 2014/65/EU on markets in
financial instruments (known as

MiFID I1).

Although the information and data
herein are obtained from sources
believed to be reliable, no
representation is made that the
information is accurate or complete.
Julius Baer does not accept liability
for any loss arising from the use of
this publication. This publication and
any market data contained therein
shall only be for the personal use of
the intended recipient and shall not
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be redistributed to any third party,
unless Julius Baer or the source of the
relevant market data gives their
approval. This publication is not
directed to any person in any
jurisdiction where (by reason of that
person’s nationality, residence or
otherwise) such publications are
prohibited.

External Asset Managers (EAM)/
External Financial Advisors (EFA):
In case this publication is provided to
EAMs/EFAs, Julius Baer expressly
prohibits that it be redistributed by
the EAMs/EFAs or be made available
to their clients and/or third parties. By
receiving any publication, the EAMs/
EFAs confirm that they will make
their own independent analysis and
investment decisions, if applicable.

Hong Kong: This publication is
distributed in Hong Kong by and on
behalf of, and is attributable to, Bank
Julius Baer & Co. Ltd., Hong Kong
branch, which holds a full banking
licence issued by the Hong Kong
Monetary Authority under the
Banking Ordinance (Chapter 155 of
the Laws of Hong Kong SAR). The
Bank is also a registered institution
under the Securities and Futures
Ordinance (SFO) (Chapter 571 of
the Laws of Hong Kong SAR)
licensed to carry on Type 1 (dealing in
securities), Type 4 (advising on
securities) and Type 9 (asset
management) regulated activities
with Central Entity number AUR302.
This publication must not be issued,
circulated or distributed in Hong
Kong other than to ‘professional
investors’ as defined in the SFO. The
contents of this publication have not
been reviewed by any regulatory
authority. If you have any queries
concerning this publication, please
contact your Hong Kong relationship
manager. Bank Julius Baer & Co. Ltd.
is incorporated in Switzerland with
limited liability.

Japan: This publication contains
historical data on economy and
markets, forecast, estimation and
outlook for the future but does not
guarantee or indicate the trend in the
future. This publication is written
based on the information which
Julius Baer believes to be reliable.
However, Julius Baer does not
guarantee the accuracy and the
completeness of it.

Julius Baer Nomura Wealth
Management Ltd. provides
investment management services in
Japan, under which it invests clients’
assets into domestic and overseas
securities. The principal of the clients’
assets are not guaranteed and the
investments may cause losses to the
assets invested. The profits and the
losses as a result of investment
management services are all
attributed to the clients. Domestic
and overseas stocks, bonds,
investment trust funds including
REITs, derivative products relating to
stocks, bonds and interest rate
futures etc. are included in the
investment universe under the
investment management services.
Therefore, the clients’ assets are
exposed to credit risks, liquidity risks,
price fluctuation risks etc. of such
securities etc. The clients’ assets are
also exposed to currency risks in case
the relevant securities etc. are
denominated in other currencies than
the base currency. The ‘Cooling-off
Period’ referred to in Article 37-6 of
the Financial Instruments and
Exchange Act is not applied to the
investment management agreement.
Investment management fees and
other fees/costs associated with
investment management services
vary along with various conditions.
Accordingly, Fee rates, maximum
amounts or calculation methods of
the fees cannot be indicated. Please
read carefully a ‘pre-contract
document’ for more in details.
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This publication is not a statutory
disclosure document based on
the Financial Instruments and
Exchange Act.

Registered Name: Julius Baer
Nomura Wealth Management Ltd.

Financial Instruments Business
Operator: Kanto Local Finance

Bureau (FIBO) No.875

Member of the Japan Investment
Advisers Association

Singapore: This publication is
available from Bank Julius Baer & Co.
Ltd., Singapore branch, for accredited
investors only. As Bank Julius Baer &
Co. Ltd,, Singapore branch, has a
‘Unit’ exemption under Section
100(2) of the Financial Advisers Act,
Cap. 110 of Singapore (FAA), it is
exempted from many of the
requirements of the FAA, amongst
others, the requirement to disclose
any interest in, or any interest in the
acquisition or disposal of, any
securities or financial instruments
that may be referred to in this
publication. Further details of these
exemptions are available on request.
This publication has not been
reviewed by and is not endorsed by
the Monetary Authority of Singapore.
Please contact a representative of
Bank Julius Baer & Co. Ltd.,
Singapore branch, with respect to any
inquiries concerning this publication.
Bank Julius Baer & Co. Ltd. is
incorporated in Switzerland with
limited liability.

Switzerland: This publication is
distributed by Bank Julius Baer & Co.
Ltd., Zurich, authorised and requlated
by the Swiss Financial Market
Supervisory Authority (FINMA).
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United States: NEITHER THIS
PUBLICATION NOR ANY COPY
THEREOF MAY BE SENT, TAKEN
INTO OR DISTRIBUTED IN THE
UNITED STATES OR TO ANY US
PERSON.

This publication may contain
information obtained from third
parties, including ratings from rating
agencies such as Standard & Poor’s,
Moody’s, Fitch and other similar
rating agencies. Reproduction and
distribution of third-party content in
any form is prohibited except with the
prior written permission of the related
third party. Third-party content
providers do not guarantee the
accuracy, completeness, timeliness or
availability of any information,
including ratings, and are not
responsible for any errors or
omissions (negligent or otherwise),
regardless of the cause, or for the
results obtained from the use of such
content. Third-party content
providers give no express or implied
warranties, including, but not limited
to, any warranties of merchantability
or fitness for a particular purpose or
use. Third-party content providers
shall not be liable for any direct,
indirect, incidental, exemplary,
compensatory, punitive, special or
consequential damages, costs,
expenses, legal fees, or losses
(including lost income or profits and
opportunity costs) in connection with
any use of their content, including
ratings. Credit ratings are statements
of opinions and are not statements of
fact or recommendations to
purchase, hold or sell securities. They
do not address the market value of
securities or the suitability of
securities for investment purposes,
and should not be relied on as
investment advice.
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