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JULIUS BAER WEALTH REPORT: JAPAN

EDITORIAL

Dear Reader,

In the inaugural Julius Baer Wealth Report: Japan, we closely examine recent
developments under the ‘Abenomics’ policy umbrella and posit what lies ahead for the
Japanese economy. In this light, a unique combination of factors, both domestic and
external, is combining to foster wealth accumulation. By the same token, the Julius
Baer Wealth Report: Japan demonstrates our commitment to Japan, a leading
economic and financial centre.

In this vein, Japan is poised to leave behind the recent deflationary past, setting into
motion a range of new growth drivers for the economy. These coincide with stronger
growth in Southeast Asia which is in turn becoming increasingly integrated with

the global economic and financial system. Julius Baer believes that Japan’s investors
and firms will benefit from further internationalising their activities, as well as the
revitalisation of the domestic economy that has just begun.

Echoing work done in the flagship Julius Baer Wealth Report: Asia series of reports,
we highlight some key findings with regard to the cost of living in luxury in Tokyo.

In US dollar terms, luxury goods and services in Japan have become more affordable
because of the depreciation of the yen. In yen terms, however, luxurious living has
become more expensive over the past year, reinforcing what is being witnessed in
standard measures of inflation.

On a per capita basis, Japan continues to set new standards in the level of investment
being made in educating and preparing the next generation. As part of our longer
term perspective on the transfer of wealth from one generation to the next, we take a
close look at how the views on education differ in Japan, relative to affluent parents in
Singapore and Hong Kong.

With these topics and more, we invite you to share the insights of the Julius Baer
Wealth Report: Japan and thank you for your interest.
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INTRODUCTION TO JULIUS BAER

Julius Baer: the international reference in pure play private banking, driven
by clients’ needs, founded on a solid Swiss heritage.

Julius Baer is the leading Swiss private banking group. We focus on providing
high-end services and in-depth advice to private clients based around the world.
Our client relationships are built on partnership, continuity and mutual trust. The
renowned brand Julius Baer is synonymous with best-in-class investment solutions
and comprehensive advice based on a truly open product and service platform. We
manage our company for the long term - going on 125 years now.

Committed to excellence in everything we do, we strive to position our Group at
the forefront of the global wealth management industry. Independent in all aspects
of our business activities, we pursue a corporate strategy based primarily on six
cornerstones:

* abusiness model dedicated to pure play private banking
+ adistinct value proposition and service excellence focus
* atruly open and managed product platform

* aclient-centric management culture

* astrong brand name

* arich Swiss heritage and independence since 1890

These cornerstones are complemented by prudent financial and risk management,
resulting in a very strong capital base and comparatively low risk profile. We aim

to achieve sustainable and industry-leading profitable growth, thus remaining o f'f
competitive and highly attractive to our clients, to the relationship managers (RMs) ' ;
taking care of them, to all other employees and to our Swiss and international f I‘J /
shareholder base. /

/
In Asia, our second home market, Julius Baer employs more than 1,000 across . l (
Hong Kong, Jakarta, Singapore, Shanghai and Tokyo. A strong testimony to our \ TRk
dedication to serving clients in the region, Julius Baer has been awarded ‘Best 3\
Boutique Private Bank in Asia’ by The Asset, a leading finance industry publication,

for five consecutive years since 2010.

Julius Baer is currently in the final stages of integrating Merrill Lynch’s International
Wealth Management business outside the US. This will increase the Group’s
presence to more than 25 countries and 50 locations.
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MACRO LANDSCAPE

Why globalisation matters
The history of wealth creation and prosperity appears
inexorably linked to how well nations manage the

challenges and opportunities of a globalised economy.

Being internationally competitive enables growth that
can well supersede the limits imposed by the size of
the domestic economy. While often thought of as a
new phenomenon, it can be argued that globalisation,
both in a physical trade between nations and financial

flows between investors, is a centuries old process.
Indeed, the growth of global trade volumes has
averaged 6% over the past six decades and financial
globalisation has surged since 1950". Across Asia
today, economic cycles are becoming increasingly
synchronised?, as economic barriers between nations
continue to fall and supply chains become further
integrated and complex.

Chart 1: Stylised view of capital market mobility in modern history
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Source: Introspection, ‘Globalisation and Capital Markets” Obstfeld & Taylor, 2003, Julius Baer

Chart 2: Real growth in trade in goods and services
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1 ‘Globalisation and Capital Markets’, Obstfeld and Taylor, NBER Working Paper, January 2003.
2 Asia Pacific Regional Economic Outlook, International Monetary Fund, April 2014.
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‘Abenomics’ and ASEAN

The latest chapter in Asia’s deeper integration is the
advent of the ASEAN 2015 initiative. This promises,
over the medium term, to create a more level playing
field between nations by granting unprecedented
market access. Julius Baer believes that Southeast
Asia is at the cusp of achieving structurally higher
income levels as increased competition and economic

freedoms within the region unleash their full potential.

For Japan, this coincides with immense structural
change that is taking place domestically, under the
‘Abenomics’ policy framework. The combination of
liberalised trade and market access in Southeast Asia
over the medium term and a post-deflationary Japan
represents a pivotal moment, in our view, which in
turn could have profound implications for wealth
creation across the whole region.

Deep transformations are nothing new

To better understand the present, we can turn to

the past and look to other periods of major economic
transformation. For Japan, its rapid economic
globalisation began in the 1860’s and few industries
can tell the tale of this remarkable journey as well as
textiles. Cotton textiles manufacturing provides the
economic historian with a useful template for under-

standing how capital, labour and technology combine
with international competition to forge economic
development and growth. This industry is also special in
a developmental context, in that academics argue that
it helps spawn a range of complementary industries.
Indeed, Austrian economist Joseph Schumpeter has
remarked that as far as Britain is concerned, its
industrial development in the 19th century ‘can be
resolved into the history of this single industry’3

Cotton manufacturing in Japan is a narrative that
details how global production moved quickly to
economies that innovated via technology, had
efficient production and managerial prowess. Cotton
manufacturing, started in the the United Kingdom in
the 1770’s, was established in the United States by
1812, peaked in Japan in the late 1920’s and has long
since moved on to other nations, namely China.4

The baton was passed to the next economy, as costs
and other factors rendered the incumbent nation
uncompetitive. For Japan, the development of cotton
manufacturing over the past century is not limited to
an industrialisation process that most wealthy nations
have gone through. There is a parallel history that
captures the determination of companies to overcome
adversity and thrive in a globalised economy.

3 The Travels of a T—shirt in the Global Economy, Pietra Rivoli, John Wiley and Sons, 2005.

4 |bid.




JULIUS BAER WEALTH REPORT: JAPAN

IPR/Z9 R EASEAN

HE7YVTHEEES (ASEAN) 20117 F 7 IE. 7V 7
D EEEDZDRFTOBETI, ASEAN2015F. ZhETIC
BWHBF/EROBRRICLD  ERETLONELREZRE
ZEERBFITIHHENBEEAH TI V21U TFPR-RT7IF EEFY
FHBATOHRFERFDOBEE DRI L > TEEHDE
ERNBENICHPTBKEZDER T HHIFIENEEZTL
FIHATIHINEMITUT. PR/ T ZADOBERDHEHD
T BN TRREGEENE LI EATWES . REFIY 7D
FHANGESERES LOTHEORKE BEDT 7 LEHIA
BRBEVSEELBEIG. RICHESEDOEDABEICER
BREKEZDLSTERTVET,

KRBELBEERSIC|ESTCIETRBL
REBIN TV ZIERET Bcoh BEICREN KERL
R ERAZIRDEDRL &S ARICEFBREDTO—
JIUEIFTIB60FERICIHRED ELIcH . ZOEREULWERED
B 2GR SNBEEIFHEEDIENCIERYILD I A,
R FEARMNEDLS ICEBEFRFEBUDE EEFD

HEERRMESNZONEERY 5 LT IRBYELTRE
BEOREENRMO S FEREICHERBMERUTVWET, R 1B
B E R FRARRIREEOHEIC DRI DEEENERT
2L HBOBEEENZ L THRBLBEREF>TLET,
F—RANUFORFZEI—ET -2 1oR—F—E 191D
KEDOEERRICOWT TITLTHEE. CDVEDDESE
DERICITERE I ER/RRTVET,

HAOHBBYER S R TTONTWEEN EiffzE0
TEFEZXS EEERENERICT SNIBREICLHINC IR
TRBITU D ENEICYE > TWET 1T770ERICEETHA
FoRBYEEXSI2FEXTCICKE TSN BHATIE
1R0FEREBEICE—I DR Lig PEREMOEICEE >
TWEHUc4 IRMN ZOMOERICK > TRITOE DO
HAMMETITBE ZDINRVIFRDENEESNTWEE U,
AADZEBEIOOEBICHI-2MBYEEZDORE . B
HROFEEEIREER UK SBEECDBELITOFETIFR
L FHEERRUEFOZO—/NIMEDOFRTEREZITLS
ETREDRBEODELTHLHNET,

3 The Travels of a T-shirt in the Global Economy, Pietra Rivoli, John Wiley and Sons, 20054.
4 EE.




JULIUS BAER WEALTH REPORT: JAPAN

Moving up the value chain

Work done by researchers from the University of
Tokyo and Carnegie Mellon shows that, at its nascent
stage in the late 1880’s, the industry totalled just 21
firms operating small factories with basic technology.®
After a huge growth in output and technological
advances, Japan’s cotton industry was suddenly hit by
overcapacity, spawning a wave of consolidation in
1898. By the 1920’s over 70 mergers and acquisitions
had taken place, covering 95 factories. Extensive
academic research into these companies during

this period underscores how profitable firms
purchased less profitable ones, but by retooling their
processes and managing sales better, enhanced both

Chart 3: Britain’s lead in cotton ...

productivity and earnings. Echoing the transition that
all successful economies undergo, Japan moved on
from domestic cotton production to higher value
added goods and services. By the 19507, textile
exports had dwindled quickly. At the same time,
however, new industries had emerged, enabling per
capita income to surge, eventually making it one of
the wealthiest nations. Julius Baer estimates that
Japan today is home to over two million High Net
Worth Individuals (HNWI), having the minimum
equivalent of USD 1 million in investable wealth.
Across Asia, based on our estimates, this means that
approximately half of the region’s High Net Worth
Individuals reside in Japan.

Chart 4: ... passed onto Japan
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Source: Park and Anderson 1991, from ‘The travels of the t-shirt in the global
economy’, Pietra Rivoli, Wiley Press, 2005, Angus Maddison, Julius Baer

Addressing the legacy of deflation

This seminal chapter, more than a century ago in
corporate Japan’s past, undermines the view that
stagnation is the status quo, a perception that the
onset of deflation over the past fifteen years has
arguably reinforced. Instead it underscores that in the
face of competition and the need for change, Japan
thrived by proactively addressing specific challenges.

% USD thousand
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Source: Park and Anderson 1991, from ‘The travels of the t-shirt in the global
economy’, Pietra Rivoli, Wiley Press, 2005, Angus Maddison, Julius Baer

In the present day, perhaps the key question which
preoccupies policy makers, academics, businesses
and ultimately households is whether the Japanese
economy can or will set aside the legacy of deflation.
We address this issue first before moving onto the
opportunities and challenges posed by the increased
economic integration taking place in Asia today.

5 ‘Acquisitions, Productivity and Profitability: evidence from the Japanese cotton spinning industy’, Braguinsky, Ohyama,

Okazaki and Syverson, NBER Working Paper, February 2014.
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Deflation can happen anywhere Chart 5: Declining population implies a drag on prices
More often than not, we would argue that observers
point to Japan’s aging population as the primary Million individuals Index 2012 = 100
reason for the combination of structurally low 120 r 140
growth, since the end of the Bubble Economy, and 100 - L 120
static prices. Indeed, the relationship between a
declining and aging population, set against the longer ~ gg | 120
term trend in core price measures would seem L 110
intuitive: that the presence of fewer consumers in 60 7
their prime wage earning years would equally lessen 404 100
demand-driven price increases over time. That said, - 90
while Japan’s demographic profile is unique, deflation 20 | | o
is not unique to Japan at all. In fact, since 1960,

0 70

there have been well over sixty deflationary episodes
recorded in major economies, including the United
States, Germany and Switzerland. The demography
of some, such as Saudi Arabia, which hosts a very
young population, stands in stark contrast to Japan’s.  Source: Datastream, Julius Baer
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Chart 6: Deflationary episodes since 1960
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The Bank of Japan asserts itself

Assertive policy easing by the Bank of Japan, launched
in April 2013, was a direct shock in an effort to lift
inflation expectations. In the summer of 2014, the rise
in core inflation (prices excluding traditionally volatile
food and energy prices) had clearly picked up across
the nation. Furthermore, a simple scatter plot chart of

Chart 7: ‘Abenomics’ is seeing a rise in core inflation

core inflation and unemployment in Japan tells us
that the conventionally understood ‘Phillips curve’
relationship applies as well - in other words, as Japan’s
economy gains traction and unemployment falls,
there is additional room to argue that the Bank of

Japan will meet its target of 2% inflation by the 2016
fiscal year.
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Chart 8: The Phillips curve in Japan
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Where is wage growth?

Beyond policy efforts at the Bank of Japan, however,
arguably the critical component to ending deflation

in Japan is a broader increase in real wages — which as
per the summer of 2014, has yet to materialise in

an unambiguous manner. Indeed, some market

growth cannot be far away, as employers compete for

qualified staff.

Chart 9: Falling unemployment need not coincide with
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6 Michael E. Feroli, ‘Pent—up wage deflation: lessons from the Great Depression’, JP Morgan, September 2014.
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An earnings bonanza

Japanese companies have undoubtedly seen a surge
in profits, in part due to the 2012 depreciation of the
yen. This is a far cry from the Lehman Shock period,
where the combined index constituents of MSCI
Japan had their earnings wiped out. Today, in yen
terms, corporate Japan has not seen such levels of
profits since 2007, which is a remarkable outcome. In
the case of 2007’s earnings peak, the economy had
completed a multiyear process to reign in debt to

Chart 11: Japanese corporate earnings are booming

equity ratios, private investment was on the rise,
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addressed and overall economic growth was a strong
2%/. Put differently, in the corporate sphere, Abenomics
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Corporate Japan is buying abroad

We posit that Japan is at a crossroads, departing the
legacy of deflation, this having both domestic and
external catalysts as a result. The external catalyst

is that, having fully recovered to the 2007 earnings
peak, corporate Japan now has a unique opportunity
to further internationalise the source of future
earnings, from a position of balance sheet strength.
In particular, in our view, the economies of Southeast
Asia are at an important turning point in terms of
economic growth, holding great promise. Indeed,
since 2006, there has been a sea change in corporate
outbound mergers and acquisitions (M&A) strategy.

In 2006 alone, almost USD 75 billion of external
M&A occurred, in one year equalling the entire M&A
volumes of the 1990s. 20712 was a record year for
outbound M&A, with the bulk of targets being in
North America and Western Europe. That said, 2013
marked a record year for M&A in Asia ex—China,
totalling over USD 11 billion. This trend is equally
reflected in the Foreign Direct Investment (FDI)
flows, whereby investments are being made overseas;
as separate from M&A. 2013 was a record year for
Japanese outbound FDI, echoing what is being seen
in M&A already: that Asia ex—China is gaining rapid
prominence from a low base of comparison.

7 ‘Lost Decade’ in Translation: what Japan’s crisis could portend about recovery from the Great Recession’,

Szyed, Kang and Tokuoka, IMF Working Paper, December 2009.
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Chart 12: Japan looks abroad for corporate growth
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Internationalisation is proving to be profitable

It is important to recognise that this
internationalisation strategy is already bearing fruit.
Subsidiaries of Japanese companies abroad have
contributed substantially to their parent’ earnings, with
this trend taking off in 2002. While the Lehman Shock
period saw a transitory break in those profits, they
since have largely resumed their upward trend. The

Chart 14: Overseas-driven profits on the rise

Chart 13: Foreign Direct Investment flows are echoing
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dip in 2012 was due predominantly to a large decline
in profits from Latin America, whereas ASEAN-driven
profits grew about 30%. Likewise the trend mirrors
the proportion of overseas manufacturing production
of Japanese firms. According to the Japan Ministry

of Economy, Trade and Industry (METI), the overseas
production ratio was negligible in the early 19807,
whereas as of 2012, it stood at a lofty 20.3%.

Japan corporate profits, sourced abroad, USD billions
140 ~

120 ~

100

80 1

60

40 ~

20 A

1995 1996 1997 1998
B North America M Asia ex China

Source: Macquarie, Julius Baer

1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 20M
China M Europe M Rest of World

20

2012



JULIUS BAER WEALTH REPORT: JAPAN

EF 12: BACHRROFERZROZEF

B 13: M&ADENZICRRY 3FDI

BABEDT IR RM&A (B K RIL)

120 ~

100

80

60

40

20

o-
2853838858325 ¢8¢
PP RRRERERRRERASRNR

Wik WMER WHE EFEMSOTIT Ezofh

W ¥ 31— — Y2 UTFR-RF

ERME 3 RE LT

EEINREZEERAIE. COEBEEEEN T TICHRZE LITT
WBZETTBNMCHZAREEDFRHITHRHLDINESIC
MROBEBULTWET D COMERICHENDD S T2DI
2002FEDZETU . U=y av 7 EId—RRIESISESA
HEUID, ZORIGHIUIBERERICR > TWET2012FD

B 14: BADSOFIZEHHEM

BNERERE (BAL K RIL)
160 A

140 -
120 -
100 |
80
60 |

101 B I I I I

20 4

. MUJJl
2005 2006 2007 2008 2009 2010 2011 2012 2013

B HEEES BHEESUNOT Jek EEUN M fthoithis

WA UBSAYARZRAY N N9 I TR RT

EEAHSFEROFBNKIBICRA U ENERTT
AL ASEANBIEDFZE FZ0%RIERIEMLE L. RkkIC. Z
DRLY REERPEDBAEER EZRMUTOWETBH
EXAICLDE AR EOBNEEDORISIF1980FERATH
TR IBHDTUID, 201281320.3%Ic EDE LT,

B TREUCBARDZEDHZEE (AL HEKRIL)
140

120 ~

100

80

60 A

40

20 A

O,
1995 1996 1997

Witk MHENNOTIF

1998
FE EEN W ot

WEf: Y= — Y2 UFR-RT

1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 20M

21

2012



JULIUS BAER WEALTH REPORT: JAPAN

What echoes throughout the aforementioned are the
high growth rates of ASEAN nations and the relevance
for corporate Japan and the Japanese economy in a
broader sense. While absolute numbers as related to
M&A and FDI remain lower than established overseas
investment destinations such as Europe and North
America, structural arguments speak in favour of
ASEAN taking greater prominence in the future. In
particular, Malaysia, Thailand, Indonesia and the
Philippines (ASEAN-4) stand out in this regard.

First, the economic performance of the ASEAN-4 in
recent years speaks for itself: based on International
Monetary Fund (IMF) data, over the past decade,

gross domestic product of the ASEAN-4 has almost
tripled to close to USD 1.9 trillion. In per capita terms,
these four nations have seen their average income rise
from USD 1,615 in 2004 to over USD 4,000 this year.
Such increases, if sustained, mean that the ASEAN-4
in particular are nearing the ‘take off’ stage in terms
of private consumption. The below example relates
specifically to tourism spending, but similar trends can
be freely extrapolated to a broad range of discretionary
and essential items. If per capita incomes continue

to rise at such rates, the opportunities for Japanese
businesses to continue to expand their presence and
gain new customers in the ASEAN-4 are compelling.

Chart 15: Wealthier ASEAN should see increased discretionary spending
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ASEAN-4 wealth creation on track

Previously published work by Julius Baer, researching
wealth trends in Asia, forecast that by 2015, the
ASEAN-4 would be home to over 300,000 HNWI,
representing a compounded average annual growth
rate of 21%.8 Indonesia’s growth rate of wealthy
individuals surpasses even that of China, at 24%,
over the period 2070 to 2015. We believe the
ASEAN-4 are on track to meet these forecasts, if not
to exceed them well into the medium term. While as
a percentage of the total population, the numbers of
HNWI remain small, the rapid increase in wealth is

a testament to the overall economic dynamism and
opportunity that the ASEAN-4 represent.

What is the crucial element to keep the ASEAN-4
on track, both in terms of wealth creation and

rising per capita incomes? Academic work into this
area of study points strongly to one factor: boosting
the quality and quantity of infrastructure in the
ASEAN-4. For Asia overall, the challenge to deliver
infrastructure is substantial. According to the Asian
Development Bank, the region requires USD 8
trillion in spending through to 2020.2 It argues

that infrastructure deepening is needed to offset
demographic drags on growth. While Japan is
perhaps the most prominent nation in terms of an
aging population, it is by no means alone in Asia -
itis simply ahead of others.10

In a seminal 2013 study, the IMF Staff concluded that
based on data from 76 different nations, there

is a statistical link between improvements in
infrastructure and rising incomes!. With access to
better communications and transportation, new
businesses can emerge faster and existing businesses

8 Julius Baer Wealth Report: Asia, September 2012, Stefan Hofer, CAIA.
9 ‘Infrastructure for a seamless Asia’, Asian Development Bank, 2009.

can become more productive. This supports the
broader population in becoming more ‘connected’ as
producers and consumers. Where we take comfort

is that within the ASEAN-4, respective government
plans are for USD 427 billion in infrastructure spending
over the coming years, mostly in the areas of
transportation and power.

Tying the above elements together, what we expect
to see is the positive confluence of corporate Japan
already having started an investment push into

the ASEAN-4, just as these economies embark

on structurally higher growth rates. Provided that
infrastructure spending in the ASEAN-4 is sustained,
Japanese firms and investors should stand to benefit
as wealthier consumers and more efficient suppliers
join together.

Chart 16: Infrastructure spending, USD billions
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10 ‘Future of Asia’s Finance: How it can meet challenges of demographic change and infrastructure needs?’ Ding, Lam, and Peiris,

IMF Working Paper, July 2014.

11 ‘|nfrastructure and Income Distribution in the ASEAN-5: What are the links?’ Seneviratne and Sun, IMF Working Paper, February 2013.
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10 ‘Future of Asia’s Finance: How it can meet challenges of demographic change and infrastructure needs?’ Ding, Lam, and Peiris,

IMF O—%>o~—/{—, 2014&7R.

11 ‘|nfrastructure and Income Distribution in the ASEAN=-5: What are the links?’ Seneviratne and Sun, IMF Working Paper, 201342A.
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What does a post-deflation Japan look like?

To end this chapter, we return to the outlook for

a post—deflationary Japan, whose population will
continue to age and what this could mean for growth
and wealth creation. The central argument is that
aging is associated with the de—accumulation of
savings. This is intuitive as generally speaking, as
individuals pass the age of retirement, they turn to
their nest eggs to finance consumption. In Japan’s
case, even prior to the onset of deflation in the mid
1990’s and early 2000’s, savings rates by individuals
over the age of 60 were in decline. This peaked in 1995
at 22.6%, according to the Japanese government,
and by the mid-2000’s, had dropped below 10%.12

The Japan Cabinet Office maintains that the marginal
propensity to consume for older Japanese will rise
further, because of the advent of inflation. Considering
the profile wealth distribution in Japan, this could
indeed have powerful implications. If Japanese over
the age of 55 ramp up their expenditure (rather than
have inflation diminish their purchasing power), then
we could be at the cusp of a very significant change in
growth drivers for the economy at large.

A major shift in spending patterns

The distribution of Japan’s approximate JPY 1.645
trillion in household financial assets are, according
to UBS Investment Bank and the Bank of Japan,
84% held by citizens over the age of 50.13 This is
significantly more than the United States, where the
closest similar estimate is 70%. Moreover, with the
aging population, those over 60 in Japan are the age
bracket that is expanding the fastest. According to
the Cabinet Office, average consumption spending
by Japanese over the age of 50 is JPY 250,000 per
month, with over 70’s spending JPY 200,000 per
month. In our view, it is a straightforward argument
that Japan will see a renaissance in the consumer
spending, due to the onset of inflation which leaves
savers with a binary choice: spend or invest, but do
not remain passive or else lose out in terms of
purchasing power.

Chart 17: Estimated population change, 2013-2017
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Chart 18: Monthly consumption by age bracket
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There is evidence already that these binary choices
are being made. Based on government data, the
spending on services, both discretionary (travel) and
essential (healthcare) far outweighs changes in
spending on durables, after the age of 60.

12 The (dis)saving behavior of the aged in Japan, Horioka, National Bureau of Economic Research, December 2009.

13 Q-series Structural change in Japanese consumption, Daiju Aoki et al, UBS Investment Bank, July 2014.
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Chart 19: Change within consumption basket weight after age 60, in %
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More work ahead

There does not exist, however, a strong consensus
that higher spending will be uniformly good for Japan
under any circumstance: the IMF Staff raises the point
that dis-saving may see a repatriation of assets held
abroad, which in turn could exert upward pressure on
the yen, once again raising the spectre of deflation
returning to Japan. In this context, the policy advice
from the IMF Staff is that only further economic
liberalisation and continued assertive policy easing by

the Bank of Japan, plus fiscal consolidation to reign
the high level of sovereign debt will help Japan steer
clear of these risks'. In other words, for deflation to
be defeated and Japan to continue to enjoy the
ongoing revitalisation of growth, a continuation of
the current policy framework appears to be the best
way forward. Following through with domestic
structural reforms and deeper financial and economic
integration with the ASEAN-4 in particular should
bolster broader growth prospects in Japan.

14 ‘|s Japan’s Population Aging Deflationary?’, Anderson, Botman and Hunt, IMF Working Paper, August 2014.
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Enabling Japanese companies to grow by expanding into South East Asia

PROFILE OF DKSH

DKSH and Japan: nearly 150 years of common history

As the industry leader in Asia, DKSH has for many decades been the first choice
for clients and brands seeking a trustworthy partner to facilitate their growth in
new or existing markets. By blending Swiss reliability, professionalism and best
practice corporate governance with nearly 150 years of uninterrupted business
presence in Asia, as well as 710 business locations across the region, DKSH is
literally woven into the fabric of the countries it serves.

Established and operating in Japan since 1865, DKSH has acquired the trust of a
wide network of suppliers and customers within and between Asia Pacific, Europe
and the Americas. The unique business model is based on an unrivalled market
expertise and time—-proven ability to build bridges between East and West.

Since its inception, DKSH'’s development has been closely connected with the
history of Japan. Hermann Siber and Caspar Brennwald founded their trading
company in Yokohama in 1865. Their company soon established itself at the heart
of Japan’s silk trading. The company later went on to help set up the gas light
system for Yokohama and Ginza, and to import watches and machinery from
leading Swiss manufacturers.

The company was renamed Siber Hegner & Co. in 1910 and its reputation as a
trading company grew rapidly despite setbacks and historical events: for example
a warehouse fire and the Great Kanto Earthquake of 1923. The company continued
to grow, opening branches throughout the world. In 1965, it celebrated its 100th
anniversary and after joining the DKSH Group in 2002, the company changed

its name to DKSH Japan K.K.in 2009. In the present day, DKSH Japan KK.
offers highly specialised services in the fields of Luxury & Lifestyle, Performance
Materials and Technology in Japan.
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Understanding Market Expansion Services in the
context of ‘Abenomics’

Previously, many Japanese companies preferred to
focus on domestic growth. Driven by the policy
platform of Prime Minister Abe (‘Abenomics’), today
corporate Japan is considerably more interested in
developing growth opportunities outside their home
market by establishing a presence in countries like
Thailand, Cambodia, Myanmar or Vietnam. The rising
middle classes in these markets, with their growing
consumer sophistication, are increasingly demanding
and appreciating the excellent quality of Japanese
products — with ‘Made in Japan’ being deeply trusted
and sought after.

Many Japanese firms therefore rely on specialist
service providers, so—called ‘Market Expansion
Services’ providers, to establish and expand markets,
while focusing on their core competencies. Combined

with its capillary distribution network and vast
experience in working with smaller and medium-sized
enterprises in the ASEAN region, DKSH is therefore
ideally positioned to support Japanese firms to expand
into South East Asian markets. DKSH thereby offers
a comprehensive portfolio along the entire value
chain, ranging from market entry studies, marketing,
merchandising and sales, to capillary distribution
across Asia, cash collection and after—sales services.

Given this increasing demand for market expansion
services from Japanese companies seeking to expand
their business into the emerging markets of Asia,
DKSH Japan launched its Japan Outbound Business’
service in 2013. As a unique feature, DKSH established
a specialised team of local, Japanese-speaking
experts who support such companies step by step

in their expansion plans, both in Japan’s domestic
market and in South East Asia.
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The following two case studies highlight the success
of this program and DKSH'’s long-term partnerships
in Asia.

KAMEDA SEIKA - helping Japan’s largest
manufacturer of rice crackers and snacks to
expand into Thailand

KAMEDA SEIKA is an excellent example of a
Japanese company on the way to further developing
its international business. Japan’s largest manufacturer
of rice crackers recognised the potential growth of
Thailand’s snacks market. To enter the Thai market,
the company chose DKSH to help with its market
expansion. In 2013, KAMEDA SEIKA and DKSH
entered into a long—term strategic cooperation to
establish the company’s wide range of rice crackers
in all trade channels in Thailand. KAMEDA SEIKA
outsourced a range of services to DKSH such as
marketing and sales, distribution and logistics, as well
as merchandising and back office support, resulting
in a successful market entry into Thailand and new
product developments outside of Japan.

Takasago - bringing high-quality flavors and
fragrances to the Philippines

Another fine example of a Japanese company
expanding into Asia’s growing markets is Takasago,
a leading specialty chemicals distributor in Japan.
Takasago develops flavours and fragrances for some
of the world’s most successful food, beverages, fine
fragrance, household and personal care products.
DKSH has been supporting Takasago in their new
phase of international expansion in Asia since 2014,
with DKSH thereby providing marketing and
distribution services to enable Takasago to enter the
Philippines. Thanks to the partnership established,
more high—quality Japanese flavors and fragrances
were brought to the customers in the Philippines.

34

DKSH’s outlook for Japan and South East Asia
remains promising

DKSH still sees substantial growth potential in Asia.
The drivers behind this growth are the growing
middle class in the emerging economies, stronger
trade flows within Asia and the rising need of
companies for outsourcing solutions. Over the years,
DKSH has recognised these emerging growth drivers
and effectively positioned ourselves to help both
Western and Asian companies, such as Japanese
firms, to enter and expand in Asia.

Fact box DKSH

DKSH is the leading Market Expansion Services
provider with a focus on Asia. As the term “Market
Expansion Services” suggests, DKSH helps other
companies and brands to grow their business in new
or existing markets.

Publicly listed on the SIX Swiss Exchange since March
2012, DKSH is a global company headquartered in
Zurich. With 735 business locations in 35 countries -
710 of them in Asia — and 27,200 specialized staff,
DKSH generated net sales of CHF 9.6 billion in 2013.

The company offers a tailor-made, integrated
portfolio of sourcing, marketing, sales, distribution,
and after-sales services. It provides business partners
with expertise as well as on-the—ground logistics
based on a comprehensive network of unique size

and depth. Business activities are organized into four
specialized Business Units that mirror DKSH fields of
expertise: Consumer Goods, Healthcare, Performance
Materials, and Technology.

With strong Swiss heritage, the company has nearly
a 150-year-long tradition of doing business in and
with Asia, and is deeply rooted in communities and
businesses across Asia Pacific.
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Luxurious living

Since the first Julius Baer Wealth Report on Asia in
2011, we have tracked the cost of luxurious living in
Asia, via the Julius Baer Lifestyle Index. This index
originally comprised twenty luxury goods and
services, whose prices are recorded on an annual

JULIUS BAER WEALTH REPORT: JAPAN

JULIUS BAER LIFESTYLE INDEX

basis, in Hong Kong, Singapore, Shanghai and
Mumbai. The index constituents are listed below,
some of which have international supply and demand
forces which determine their price, whereas other
notable non-tradable local services are a pure
reflection of local price determination.

Julius Baer Lifestyle Index - goods and services

Items

Specifications

University

Average annual full tuition of Oxford and Harvard business schools

Boarding school

Annual full tuition of Eton College

Cigar Box of 25 Cohiba 6 ring guage: 52
Hotel suite Four Seasons, Ritz Carlton and Shangri La or equivalent brand
Piano Steinway & Sons Grand Piano

Ladies’ shoes

Christian Louboutin simple 85 mm pump

Residential property

Signature luxury property in preferred area

Wedding banquet

500 person wedding banqueting cost at high end hotel*

Hospital

Overnight stay in private high end facility, for simple fever

Facial aesthetics (Botox)

High end private clinic, single treatment

Car

Mercedes Benz SL 550, black

Tooth implant

High end private dental practise

Watch Yellow gold Day Date Il Oyster Rolex

Ladies’ handbag Miss Dior bag, black lambskin

Wine Lafite Rothschild 2000

Jewellery Tiffany Platinum diamond engagement ring or approximate 2.0 carat diamond ring

Golf club membership

One year membership fee

Business—class flights

Business class flights, average prices over set time period, from respective cities to New York and London

Men’s suit

Giorgio Armani, 2 button black suit

Lawyer

Simple will, one hour initial consultation

* Tokyo price is limited to 250 persons

Source: Julius Baer

In 2013, the index was expanded to eleven cities
across Asia, including Taipei, Jakarta, Manila, Kuala
Lumpur, Seoul, Bangkok and Tokyo. This enables the
Julius Baer Lifestyle Index to form a more complete
picture of the cost of living changes as relevant to
High Net Worth Individuals based in Asia. In this
chapter of the Julius Baer Wealth Report: Japan, we
outline some of the key findings of our work in this
area and how it relates to Japan.
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Japan, Singapore and Hong Kong, as a sub set
The three highest per capita countries or regions in
the Index (Japan, Singapore and Hong Kong) have
an average 2013 US dollar per capita income that is
more than double the next highest income country in
the Index, Korea. Within the top three, Japan dwarfs
Hong Kong and Singapore, in terms of overall
economic size.
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Japanese annual consumer spending in a league
of its own

Based on the International Monetary Fund (IMF)
data, Japan’s economy in 2013 totaled JPY 525
trillion, or approximately USD 5 trillion. Private
consumption represents about 60% of national
income, which in effect means that in 2013, Japan’s
consumers equaled the entire economic output of
France, at just below USD 3 trillion. This simple
statistic demonstrates the importance of how a
country, while representing only 2% of the world’s
population simultaneously generates close to 9% of
total global private consumption. In terms of luxury
goods, global sales equaled JPY 26 trillion in 2013,
with Japan capturing 20% of the market, according to
Deutsche Bank. Given the differential in growth rates
in luxury spending, Japan’s share has slipped from
24% in 2010 and may decline further. However this
underscores the double digit increases in luxury sales
that are being registered in emerging markets, which
are coming from a low base of comparison.

As previously discussed in the opening section of

the Julius Baer Wealth Report: Japan, however, we
maintain that there are widespread misconceptions
with regards to the resilience and direction of Japan’s
economy, as growth rates tend to steal the spotlight,
especially in the shorter term. This applies equally to
the luxury goods market in Japan, where growth rates
are to remain in the low single digits, but the absolute
size is on par with the United States and significantly
larger than European luxury spending.

Chart 1: Global luxury sales by nationality, 2014 estimates
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Mainstream consumption warrants a mention too
Echoing the same themes introduced earlier, Julius
Baer believes that Japan will yet surprise the world

in terms of its dynamism and unique characteristics
with regards to consumption; both in terms of basic
and luxury items. For example, it may come as a
surprise that smartphone penetration in Japan, while
showing rapid growth, is relatively low at somewhere
around 50% of the mobile phone users, according to
company reports. At the same time, Japan is home
to the highest per capita spending on music, equating
to USD 32 dollars per year. Putting these two facts
together highlights the enormous potential of
smartphone-based spending in the years ahead, as
consumers take their strong propensity to buy music
onto smartphone platforms.

Chart 2: Per capita expenditure on music, 2010 USD

usb
351

30

254

20

Japan
Norway
Austria

UK
Switzerland
Germany
Australia
Ireland
Denmark
France
Finland

New Zealand
USA

Netherlands

Source: Macquarie, Julius Baer



JULIUS BAER WEALTH REPORT: JAPAN

HERVWTWSAXDEREERH

EREEES (IMF)OF—4Ic&BE2013F0EFARED
RAEIE525 I8 K RIVIBEE THSIEK RILTUI BAHE
HNGDPDEORREZLEHTNBZENS, 2013 FEICHEAD
HBENEAHUCRBFEER I SKRNLFEHMEINE
Yo INUIF T TV ADERNEERRRICHEIUET, COEHML
BEDS RO AOD2%BISBEGRWEARN, R FRO
BENEHESEDIN%EL ZEAE UL TWBZEDEEENZE
EDICRDET, R VIRITICELZE 2013FDHROS R
S5 EEIF26IKBITELE LichS. ZDOR20% % BADEHT
WELTc. B@mOEERREICEELH D BROEI&IE
2010F D24% D SET U SR EIET IS5 REEDHD
I, — AT COERFHEETS COERMTLD2T S
BOBUERIIZETED WTNBEVWBRR—IMSDH
VOEBR>TVWET,

VaYF R RFDAXI I AL R— DFETHRRZEL
Sic B OFBIFFICRIN B RRICEXZMEEANH S
e BAREEFDOLREHEARMEICDWTIEERBENEHN DB
STWBEWSEAZRRIFEATWERA.CDZEFHARD
EREATBICOVWTEYTIEED, B OBV T YA
FICEBF>TVWBRHDD B BHRIETIIKE LB ZILN,
BNDOZ HEERE EE->TWETD,

B 1: it ROEREADEFITE LS. 2014F #E

19%

.

14%

19%

27%

EHEA Bk OY7RR<EMN MHE W Zof

WA R YERIT. Y2 YT R-RT

EEINEHEOLR

ERUIET—VICHIGET BE3IC. Va1V TR-R7 L. 5%
HEREEREOMWA T HROBEEY(FIXLEDI=—7
SIE HREENTEEZTVETFZIE. BEDELR—~
IE&BE BERDAY—RTAVEREKFERICERLTWSE
[FWZ BV EICEFTBETIHZDOS0NRE E LLERIC
BEKEICRF->TEDEI,— AT . HRRER—AHROOD
FE(ICHT DI HIEBI2KRIMEL T HREEE A>T
FIID2DODEEEREGDOEDE BAULCERERAT—
NIAVTZYRTA—LARDADHEEEOERD RE ST
BOSBIERAY— R TAVR—ZAD KT HIC K ERATREMH
HEFTEED,

B 2: ER—AHD DFRICH T B3 H. 20104F, B KRV

KRV
351

30 A

254

20

15 1

10

[ZE:N
oz —
F—ZNUT
E2
PSP
Ry
d—ZANZUT
FAILZVR
TIY—Y
IS5
TR
T4V IVUR
—I—FUR
KE

—a

WA ¥ O—U— Y2 UFR-RT



JULIUS BAER WEALTH REPORT: JAPAN

Another example is tourism. Under the ‘Abenomics’
umbrella, tourism is turning into a new growth driver,
with a target of achieving 20 million tourists visiting
Japan by 2020. While outbound Japanese tourism
equates to around 17 million border crossings per
year, a number that has been broadly stable since

the mid-1990s, inbound foreign tourism exceeded 10
million visitors in 2013, a 300% increase over the
same period. To achieve the 2020 target, tourist
arrivals would need to grow on average by 10% per

year from 2013 through 2020; a significant increase
from the 6% average achieved from 1992 to 2013.
We believe this is possible, based in part on strong
global trends in travel, which in 2013 reached 1.09
billion cross border visits made, according to the
World Tourism Organisation. This means that private
consumption as a percentage of GDP in Japan is set
to rise even further, driven in part by non-resident
spending.

Chart 3: Annual tourist visits to Japan, with government targets to 2020
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How does Tokyo compare?

In our following analysis, we focus on how Tokyo
compares to Singapore and Hong Kong in particular,
over the course of 2012 to 2014. This period marks
the start of ‘Abenomics’, which in turn has had a
pronounced effect on the yen. Therefore we pay
particular attention to luxury goods and service prices
changes in yen and harmonised US dollar terms -
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after all, for the measurement periods under
consideration, the yen fell from 86.23 to 102.20
against the US dollar, a 19% fall. Furthermore, since
the start of 2012, Japan’s nationwide core inflation
(inflation that excludes volatile food and energy
components) has migrated from negative territory to
positive price increases — as of the middle of 2013.



JULIUS BAER WEALTH REPORT: JAPAN

31DV —UXLTY PRIZIR ;DT Y —UX LD
B ROERR LTSN BRIZBADSOIRITE
¥z FH2000B AICEYTEFEZ2020FXTICERT S
BT ARDSBANDKITERISER 17008 A RE
EN0FERFEISFFEDLS>TOREAN BIDSDIK
TRIFEEBAEIC3FICIBMUL. 2013FICiF 10005 ADKE
ZRIBLE U 2020 FDEFREER T B/ HITiE 201345
ME2020F X THEARITEEZBF10%IBEPTRHENSGD

B 3: BFICH T2 FEMBEABTARAKE2020FOBAFEER

FIH 19924 52013E & COMUENTIIEKH ST
LEERBE D RDBRIOBFTY, WRELEBIC LS

£\ 2013 EDMAMRITERIF10/I000T AT L 1R

HATHFRRZ L0, RS ERERN T T3 L%

ATV D& SIEFFBEEICLBXIICHRIFLANT,
AAOGDPIC &6 3EABROBISIF—BE LRT2REL
<9,

BAKRL
254

20

15

104

1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010

WA T— S AN =L T2 UTZR-RT

HROBIR

RO TIH ERRICERZH T 201280 52014FDHARH
EIVHR—IVEFBELRUET, ORI/ IV R,
DOFRBRHRICHZD BICHbREREEZRIFLE L. 22T
EREmEY—ERMRICDOWT, FETEXRRNILICHREL

41

2011
2012
2013
2014
2015E
2016E
2017E
2018E
2019E
2020E

I ZEICOWTRITEB LE I BRI RBEPICHIBES
[ETRIL=86M23# Hh5102M20FEAE19%bHARICIRNLE
Ulco F e BAREOI7A V7L (ZEHOREVWERET
FILF— IS Z RV >V T L) [F2012F DI+ 2B
ZRH U 2013FEHRBICIE T ZRBRICEITUR U



JULIUS BAER WEALTH REPORT: JAPAN

Chart 4: Luxury goods and services 2014 prices based on USD (with 2014 vs 2013 price change %)
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Chart 4: Luxury goods and services 2014 prices based on USD (with 2014 vs 2013 price change %)
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Chart 4: Luxury goods and services 2014 prices based on USD (with 2014 vs 2013 price change %)
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4: 2014FILBITBRRILETOERARET —ERDMMI& (2013 F L LB UTIEB %)

KR KRV
4,000 - o, (eb .
, #3998 @ VL 1,400 £51575 @ L °
3,500 - 1,200 1
1,000 4
3,000 2,846 (-11%) g ¥>HR—IL 876 (0%) @ &%
2,833 (-12%) @ &% 8004
2500 4 49 2,600
600
T4 528
2,000 1 d
1,902 (-45%) @ ¥ 400+ 342 (-3%) @ Yo HH—IL
500 317 (C13%) @ =X
' 8151309 @ v=5 (P 2007 8172 0 =5 (P
1,000 0
BHERZ—Y IS
—F KNI —FHEL
2807 &% 277 @ /51y 2007
704 = - 8% 474 (10%) @ 77—, (O
450 4
260+
250 1 400+
240 237 (-3%) @ V>HR—IL 350 A
2301 45230
2204 221 (-5%) @ EX 300 |
219 (7%) @ &% 49278
210 1 250 4 266 (0%) : &5
200 A
190 2007
h 215187 @ VU (@)
180 - 150 BIE 153 (-16%) @ =5 (@)
& G
er/ SEIES
KR KR
1,500 1,000 +
5751483 @ b5 e N )
8% 953 @ L e
1,400 900
1,300 e
1,285 (8%) @ ¥ HAR—I 800 -
1,200 FH4 1,201 712 (-3%) L vHR—I
’ . . 709 (-6%) @ =R
1149 (5%) @ &% 700 708 <2%§ E
1,100 ~ 15 647
600
1,000
979 (-1%) @ =X
900 500
BiE 453 @ At
BI5837 @ Lot (O b e
800 400
5 AR

W Y2 U7 R-RT

47



JULIUS BAER WEALTH REPORT: JAPAN

Japan’s Lifestyle Index rising in line with

mainstream inflation

In yen terms, the average price increase for the Tokyo
subset of the Lifestyle Index from 2013 to 2014 is
1.6%. Singapore recorded a 3.1 % decline in prices,
whereas Hong Kong, whose currency is tied to the
US dollar, saw a 1% drop. For Hong Kong, the major
theme is that while twelve of the twenty items rose
or were stable, luxury property prices had declined
about 15% since 2013. At HKD 300 million (or
approximately JPY 4 billion), luxury housing in

the Special Administrative Region is five times as
expensive for the closest equivalent property in Tokyo.
In contrast, high end housing in Japan is showing an
increase in values, rising 11% from the 2013 price,

to JPY 720 million, for a 500 square metre home in
Minato-ku.

Education, no matter the cost

For the sake of consistency and ease of comparison,
we have opted to keep the cost of international
education in the index discussion for Japan,
notwithstanding the fact that Japan is home to some
of the best universities in the world. That said, since
the Index’s inception in 2011, education costs have
consistently risen at double digits. For this reason,
we dedicate the next section of the report to findings
based on surveys done with high net worth individuals
in Japan, to gain broader insights into this topic.

Chart 5: Lifestyle index — 2014 vs 2013 price change % (based on JPY)
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INVESTING IN THE EDUCATION OF
THE NEXT GENERATION IN JAPAN

Education in Japan

Education is an extremely important topic in Japan,
and this is backed up by an array of impressive
statistics. Japan's demography is such that the overall
population size appears to be past its zenith. In
contrast, attainment levels, research and development
(R&D) and overall spending on education, on a per
capita basis, continue to increase. This investment
focus on education is yielding results.

Chart 1: Japan’s educational spending per capita on
the rise

Expenditure per student as a % of per capita GDP in Japan
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Source: Datastream, Julius Baer

One clear outcome of this focus is attainment levels.
According to the Ministry of Education, Culture,
Sports, Science and Technology of Japan (MEXT),
2012 saw a record number of universities (783)
conferring over 16,000 doctoral and over 78,000
masters degrees. Employment levels of Japan’s

50

advanced degree holders are rebounding sharply,
making up for the ground lost since 1992. As per
2012, close to 1.7 million people in Japan are
employed in a host of institutions that perform R&D;
a record number and a rise of 12% from 2002. This
bodes very well, sustaining Japan’s reputation as
leader in technological advancements, to say the least.

Parental aspirations in Japan

Education is, by definition, a longer term investment.
For the purpose of this report, we interviewed affluent
parents in Tokyo regarding their aspirations for their
children in terms of education. We then compared
these results to similar questions conducted as part of
the 2014 Julius Baer - Bank of China Wealth Report:
Asia to not only explore Japanese beliefs and

values, but also compare and contrast them to other
mature markets in Asia (specifically Hong Kong and
Singapore). Our other reasoning is that since the
launch of the Julius Baer Wealth Report: Asia series
in 2011, education costs have repeatedly shown

the strongest increases, year after year. Taking a
|onger term perspective, we expect education costs
to continue to rise. Hence this topic warrants close
attention.

By way of background in terms of our survey, the
average income of the families interviewed was
approximately USD 120,000 per year, or roughly
JPY 13,000,000. To be selected, they had to have a
child currently enrolled in primary or secondary level
education. In our sample the majority (over 70%) of
parents attained a bachelor degree level of education,
or higher. This population is comparable to those in
Hong Kong and Singapore. We found the following
interesting trends when exploring Japanese parental
expectations.
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Taking a broad view

Japanese parents appear to take a broad view

of education, with less emphasis on the purely
quantitative, academic outcomes. Relative to the other
countries in our survey, Japanese parents expressed
stronger interest in ensuring that their children

have a well-rounded foundation, to equip them in a
competitive, globalised economy. In our view, this is
an interesting parallel to the macroeconomic themes
we have explored earlier in the Julius Baer Wealth
Report on Japan, which embodies the idea that Japan
is accelerating the pace of change under Abenomics.
In this regard, that Japanese parents are taking an
open approach to education is consistent with other
changes taking place on the ground.

Japanese parents obviously believe in their children’s
ability to achieve even without financial assistance
(60% say this is possible). But because they desire well
rounded individuals, for example, Japanese parents
believe it is important to invest in their children’s

ability to pursue a broad range of interests (36%
Tokyo vs 16% Hong Kong and 12% Singapore), that
extends beyond the classroom setting. This finding is
unique to Japan among the markets we surveyed.

Quietly confident

Whilst Japanese parents clearly value their children’s
achievements, they appear reserved in terms of

how these topics are discussed. Similar to parents

in Hong Kong and Singapore, they do talk with

family and friends about their children’s educational
achievements, but this is less frequent. Only 32%

said that they spoke often or very often to family

and friends about their children’s educational
achievements, like those in HK (35%) and Singapore
(32%). When we compare to other Asian nations
these parents are relatively self-effacing. For example
63% Chinese parents spoke quite or very often to
family and friends about their child’s achievements,
and 72% of parents in India said they talked this much.

Chart 2: Frequency that parents talk about their children’s achievements (data rounded to the nearest digit)

@ Japan

B Very often M Quite often M Sometimes M Occasional M Rare or do not talk about it

Source: Julius Baer



JULIUS BAER WEALTH REPORT: JAPAN

IBEWRATIRZS

HADRIFBICHF TRINDIBEIFIIZEERE I IBEW
EEHSHBERITVWDEEZSNE T, YA AE Ut
OEELRTZE HERORIFHEINBL T IRFO/ O
JUEICEZ T FHEDINS VY ZADBRN I EBHEEZ T2
ISRV ERUE Ufco SIS LR— M ThRICRE LY
JORENT—N. b5 PR/ IV ZADO T THRIFZED
AE=RZEHTNBEWS BAD BENICRNICEERRN
BERTY, COEKT. HAROHEDOFHOLB LT 2LEN
A—TUNCHO>TETVWRZEF MMDRTOELEFHLTL
A,

HARDOHFHIE FHOBHICHFEZZE VLT RENEH
CEHFHOBBEEZITERTEDEEZTVWDIENHSH
KDL (FIRREBZEEEIFO0%) o T  INTVAD
BN AIC2 3 E%BE->THE D BADR IS AR\

B 2: FHOBEICOWTELIEITHEE (HERA)

MW CEICREITBIEDEERLELTVET (RRD36%
IZXF Uy EEIF16%., Y HR—IUIE12%) . S DFERIF. 2t
DRELICHIZOFTHAEDODERD R U,

RICHIBWEE

HAROEN FHORKEFEEZERL WD EEBESNTT
PBRIEICOWTET CEITIFRELH DL ST HH LYY
AR—ILOFERRIC. BRDHFHOREVCR A EFHOBIEIC
DWCEELUEIN ZOBEIFRSNTWET, FHEOBIEIC
DVWTRIEPRAE KL FFIEBICLEETELEE LD
I3 EB(35%) v HR—IL(32%) ERBRICI2%ICEED
FUleMOT7 I TEEELR T ZEEZHTI RIS HFE
DEDOE3WRIEFHDBEICDOVWTRIEPRAELL Tl
EBICLFEETDEL. IS LIERDEIGIE1 VY RTIE72%IC
DIFDFHE U,

or

BWHEBICES WML BEL BENIC B ORI FeBEeESBL

WA Y2 UTRRT

®-

@ IVHR=IL

53

43% 2

4%
4%

o



JULIUS BAER WEALTH REPORT: JAPAN

Educational investment during the school years: This pattern is similar to what we see in Singapore
Private vs Public where there is also support for the public education
Regarding schooling, respondents in Japan system (except at kindergarten level). By comparison,
demonstrated confidence in the public school system,  parents in Hong Kong appear evenly split between
across the school lifespan from kindergarten through private and public education systems as their children
the primary levels and also in the high school levels. get older.

Chart 3: Use of public vs private educational sources

% Kindergarten @ Elementary/Primary School @ Junior High/High School

90%

9% 61%

©
Japan

61%

44%

: 56% 10% 13%
@ Singapore
B Public M Private
Source: Julius Baer
Afterschool activities academic programmes (73%). The most popular
More than half of the families we spoke with had their interests are sports (39%) and musical training (27%),
children actively enrolled in afterschool programmes.  whilst the most popular academic subjects are English
The parents who use these extra lessons focus on (51%), Maths (50%) and Japanese (35%).
opportunities to explore interest activities (63%) and
Chart 4: Consumption of extra—curricular activities
63% 39% 27% 1%
Interest Sports Music Culture

73%
Academic

51% 50% 35% Az
English Mathematics Japanese

Source: Julius Baer
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Beyond the school years: University selectionand  Respondents to our Japan survey overwhelmingly

beyond (74%) prefer local universities to overseas schools.
We asked parents across Asia regarding their If they do prefer overseas universities, they are
preference in universities, starting with the basic attracted to schools in the United States (57%),
question of their preference of local versus overseas United Kingdom (14%) and Canada (14%). These
higher education. results echo our findings in Singapore.

Chart 5: Asia wide comparisons of types of universities parents expect their children to study

Local university Overseas university

(Result less than 3% is not shown)

4% ‘®) 7% A UR
\&/
J 14% Canada
apan

63% USA
17% Q 66% 16% UK
. 7% Canada
China 6% Australia
5% New Zealand
41% UK
21% USA
0, 0,
33% @ 48% 20% Australia
Hong Kong 13% Canada
42% UK
64% e Y 21% 33% USA
__/ 12% Australia
Singapore 5% New Zealand
52% USA
19% > 74%
-
India

Source: Julius Baer
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The respondents to our Japan survey expressed open
expectations towards their children. Most of whom
have bachelor degrees (70%) and expect their
children to obtain such a degree level themselves
(81%), but they don’t have firm expectations for their
children to continue to collect degrees beyond this
point. Only 13% had an express wish that their
children attain an advanced degree.

Parents hold a collaborative view on their children’s
professional lives as well. More than half of the
Japanese parents said that they had no firm
preference of their children’s career, in terms of field
or sector. The second most popular statement was a
professional career (25%) but this was much lower
than those who stated a less instructive attitude.

Sources of information: Straight to the source
When looking for sources of information about future
schools and universities, Japanese parents tend to go
straight to the source, often contacting the school
directly (49%). They also consult directly with
teachers from their child’s current school (43%), and
then consider friends as a source (35%).

Compared to Hong Kong parents they very rarely
consider using educational consultants (10% for
Tokyo compared to 62% for Hong Kong). Within the
region, Japanese parents show the least interest in
these services.

Preparing the next generation - transferring
skills, money, knowledge or values

Among Ultra High Net Worth families in general
the continual transfer of wealth is often unsuccessful.
US research by Williams and Preisser! highlighted
that 70% of families in their study failed to transfer
their wealth successfully to the next generation.

With this in mind, we asked Japanese parents about
their ambitions for transfer. Looking at the elements
which they could transfer when preparing the next
generation for future success, what is most important
- transferring, skills, money, values or knowledge.
Japanese parents rated personal values as the most
desirable element and also rated this as more difficult
than other elements to transfer.

Chart 6: Elements most desired and most difficult to transfer

Most desired to transfer

Most difficult to transfer

Source: Julius Baer

8% Money
| Skills

Knowledge
Personal
value
Personal

42% value

16% Knowledge

30% Skills

11% Money

1 Williams R and Preisser V, 2003, Preparing Heirs, Robert Reed Publishers, Oregon USA.
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Conclusion
In summary - a well-rounded investment in the
future.

When we compare the attitudes towards education
of Japanese parents to other nations explored in the
Julius Baer - Bank of China Wealth Report: Asia,

we see that Japanese parents are interested in their
children’s education but are focused on developing
well-rounded educated children, with an emphasis on
their extra circular education, including Japanese,

in addition to their school studies.

60

The parents are relatively humble and do not brag
about their kids achievements. Their preferences for
both public schools and local universities seem to

support a strong belief in the Japanese education
system. Additionally they tend to contact schools
directly for information, rather than seeking third party
opinion, reinforcing their belief and understanding in
their local system.

Japanese parents seek to transfer both personal
values and their knowledge onto their children and
acknowledge that personal values are particularly
difficult to transfer, despite their strong investment in
the next generation.
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CONCLUSION:
STRUCTURAL VERSUS CYCLICAL

In our view, the consensus stance held by mainstream
economists is that Japan’s economy is beset by a

host of structural factors that encourage low growth
and close to little inflation, if not deflation itself.
Underpinning such positions is a host of long term
data, for which Japan is joined in parallel by structural
developments in other high income nations like the
United States and Europe. For example, in the United
States, the percentage of the labour force working in
agriculture has been in persistent decline since 1850,
with the share of services employment growth looking
unstoppable. Likewise, in concert with rising wealth,
Japan is today undoubtedly a services—driven
economy, in terms of employment’. As such statistics
are taken for granted, economists often then determine
that deflation is embedded, because it is believed
that wealthy economies change very slowly, simply
pointing to Japan’s demographic profile as another
unstoppable determinant for deflation.

We challenge this view and believe that the changes
witnessed in the Japanese economy over the past two

years will accelerate. Deflation can be overcome and
new growth drivers are emerging for the Japanese
economy. Key among these is tapping the enormous
potential that the ASEAN-4 nations offer as part of a
globalised network of consumers and producers alike.
Separately, the deployment of vast savings into the
economy, no longer shielded by deflation to preserve
their purchasing power, will likely give a further boost
to growth over the coming years. Given the enormity
of both these factors, it seems imprudent to risk
underestimating Japan’s new potential today.

Asia is Julius Baer’s second home market, in our view
the most economically dynamic region in the world.
The prospects for change and wealth creation over
the medium and longer term are compelling indeed.
As a firm, we are committed to creating an awareness
of the region and what it means for the rest of the
world with our clients. Japan’s evolution is at the
forefront of these discussions and we look forward to
having more in the years to come.

1 Deindustrialization Redeploys workers to growing services sector, Sposi and Grossman, Dallas Federal Reserve, September 2014.
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