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JULIUS BAER WEALTH REPORT: JAPAN

EDITORIAL

Dear Reader,

Few would have predicted the scale of changes sweeping across the global
economy in 2015. A tumultuous period in Europe is echoed by the challenging
economic transition in China, which in turn impacts its trading partners around the
world, notably in Asia. At the same time, the United States presses ahead with

the formal normalisation of its monetary stance whereas both Europe and Japan
continue with accommodative policies to reinforce their own economic recoveries.
In short, we are witnessing the combination of powerful, yet divergent central
banking policies in an increasingly globalised economy.

Among the largest economies, Japan has perhaps seen the most change in recent
years. The legacy of deflation is slipping away, with new avenues of growth opening
up. The transition to low but stable inflation is in no small part due to the efforts
undertaken by the Bank of Japan (BOJ), in concert with the structural reform
agenda of Abenomics. What we find is a Japan that is increasing its external
competitiveness in terms of its exports, while at the same time engineering
domestic efficiencies that are uniquely suited to address Japan’s demographic
profile. These cover all aspects of society and are perhaps the boldest set of
initiatives undertaken by a high income economy in recent memory.

In our second instalment of the Julius Baer Wealth Report: Japan, we revisit
what has changed over the past year and examine the challenges that lie ahead.
Moreover, we present the findings of our Julius Baer Lifestyle Index which
estimates the cost of living in luxury in Tokyo, in comparison with other leading
capitals in Asia. From the perspective of High Net Worth Individuals, the
emergence of an inflationary Japan undeniably marks an important break with
the past. In short, the required purchasing power to sustain a luxurious lifestyle is
changing, calling for a major rethink with strategies designed to reflect these
unigue new circumstances.

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 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 and wealth planning solutions based on a truly open,
managed product platform. We actively embrace change to remain

at the leading edge of a genuine growth industry — as we have done for 125
years now.

As the international reference in private banking, we manage our company
for the long term and pursue a corporate strategy based primarily on four
cornerstones:

We passionately live pure private banking - for our clients locally and
worldwide

We are independent - remaining true to our Swiss family heritage

We give objective advice - leveraging our expertise via our unique open
product platform

We are entrepreneurial and innovative - setting the pace in the industry

These cornerstones are complemented by prudent financial and risk
management, resulting in a very strong capital base and comparatively low
risk profile. We aim at achieving sustainable and industry-leading profitable
growth, thus remaining competitive and highly attractive for our clients,

for the relationship managers (RMs) taking care of them, for all other
employees and for our Swiss and international shareholder base. In Asia,

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

industry publication, for six consecutive years since 2010. Our client-centric
approach, our objective advice based on a unique open product platform, our
very strong financial base and our entrepreneurial management culture make
us the international reference in private banking.
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JAPAN: EMBRACING CHANGE

A haven of stability

After our last Wealth Report: Japan emphasised
Japan’s renewed potential, a difficult part of financial
restructuring had to be navigated first. The first

sales tax hike in almost a generation (from 5% to 8%)
had to be digested in the nascent stages of the
Abenomics—driven recovery. Fortunately, the
Abenomics strategy of boosting growth and demand
with powerful monetary easing and a much weaker
yen coincided last year with a drop of global oil prices
and an accelerating recovery in the US, which
buffered the impact. The experience did not only
demonstrate the relative strength of the Japanese
economy to withstand significant fiscal restructuring,
but it also demonstrated how much the economy has
already changed over the last years.

It appears that instead of recovering by boosting
exports, which has been the traditional engine

of growth in Japan, the industry has been focusing
on increasing profits while carefully crafting
service—oriented investment plans for its future
markets, in particular in Asia. Japan today seems to
resemble much more a modern service economy
that puts value—adding and profitability first, instead
of the ‘old” and highly cyclical manufacturing
powerhouse of the 1990s that rather strived for
growth and market share.

This ‘new normal’will be the main topic of this wealth
report. After the global financial crisis, a ‘new normal’
of much lower, but hopefully more sustainable growth,
has become a hotly debated topic around the world.
For example, a ‘new normal’ of China’s economy has
been proposed by China’s leadership. In the US, Larry
Summers and a number of renowned economists

are fearing an ‘era of secular stagnation’ while the
International Monetary Fund (IMF) sees lower

long-term growth™. In all cases, a slowdown of

the raw forces of growth (labour force growth,
urbanisation and capital concentration) that drive
young economies has been observed, while the
productivity—driven growth process in the now fast
ageing economies remains dependent on difficult
structural reforms and the implementation of
complex systems.

Institutional advancements under Abenomics,
sustainable energy management and environmental
improvements are all part of wealth creation under
the ‘new normal’. This is exactly the situation that we
see in Japan, which is already highly visible for the
success of its clean, efficient and growing cities as well
as in its track record of slow but reliable real income
generation and equality.

Structural changes driving the ‘new normal’:
The role of demography

Japan has become the forerunner of a ‘new normal’
paradigm: one of slower economic growth that is
taking root in the world’s major economies. Between
1998 and today, Japan lost 10% of its working age
population, and from 2004, the population has even
started to decline in total. Until 2025, last year’s
decline of almost 271,000 people will increase to a
yearly loss of the equivalent of a major city (of about
700,000), according to United Nations 2015 World
Population Prospects. The drag on demand and
production potential is considerable, of course. Rough
estimates of the ‘demographic deficit’ (loss of
workforce and consumers) result in a yearly drag of
about 1% lower Gross Domestic Product (GDP)
growth already today (Hoshi/lto 20142). The overall
impact is likely to be much larger, however, because
the changes in demography are affecting the entire
social fabric of the economy.

1 ‘Why stagnation might prove to be the new normal’, larrysummers.com, Lawrence Summers, 15 December, 2013

2 Hoshi, Takeo and Ito, Takatoshi 2014: ‘Defying Gravity: Can Japanese Sovereign Debt Continue to Increase Without a Crisis?’, Economic Policy,

Vol. 29, Issue 77, pp. 5-44, 2014
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Vol. 29, Issue 77, pp. 5-44, 2014
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Chart 1: Demographics play an important role in long-term growth
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Down the rabbit hole

When young populations age, investment into careers
and capital changes towards the accumulation of
wealth for retirement, which slows economic growth
and can result in asset bubbles when mature
households (and companies) simultaneously start

to chase real estate investments. At the same time,
ageing household demand shifts from manufactured
goods (such as TVs and cars) to slower moving and
highly regulated services (such as finance, logistics
and social security). This further reduces growth.

During such structural change, governments are
inclined to ‘lean against the wind” and to support
declining markets as well as insufficiently financed
social security systems with deficit spending. Social

transfers as a whole, which have been flowing from
the older to the younger generation throughout
history (Lee/Mason 20113), are reversing and older
generations have started to rely more on the output
of the active work force. Consumption and wealth
creation patterns change dramatically during such a
period. Housing markets slow until they find a new
equilibrium with new demand patterns, such as a new
push towards urbanisation. Demand for cars turns
into demand for new forms of mobility, mixed with
public transport and distributional logistics services.
Medical services face higher demand but come under
pressure from lower incomes and government budget
constraints, which requires a whole new mix of health
services with much higher productivity.

3 |ee, Ronald and Mason, Andrew 2011: ‘The Price of Maturity’, Finance & Development, June 2011, Vol. 48, No. 2
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Chart 2: Household demand slowed and shifted to services (1996=100)
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Beyond the consumer

These changes go beyond the individual, with
companies heavily affected as well. Strategies turned
from developing production and consumer goods
(machines, infrastructure, TVs) for growing markets
to cost-saving and convenience—-orientated business
and consumer services. Arguably cost-cutting
became necessary to shrink manufacturing and to
grow in the highly regulated service markets.

Japan, as an ageing Asian economy was affected
by an additional, even more profound challenge:
Production capacities and investment rates in

Household Demand (rhs)

—— Transport, Communication

input—driven, high-growth Asian economies are
extremely high, above 30% of GDP in Japan’s case
well into the 1980s, and higher than 40% in China
today. These rates have to come down to sustainable
levels of just above 20% in a mature economy. In
Japan, this adjustment process had already started
in the 1980s, and would have probably resulted in
a painful decade of down-sizing, if it had not been
interrupted by the 1990’s financial bubble and the
following heavy government deficit-spending

that was meant to mend the slumping economy.
Ultimately, it took two decades until today’s
sustainable recovery of investment and demand.
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Chart 3: Investment slow-down led to cost-cutting and deflation
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Chart 4: Investment contribution to GDP growth is finally picking up again
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Upon reflection However, services from retail to business services, IT
After such a long workout, manufacturing, the and communications, have become the new engines
historical heart of the Japanese economy, had shrunk  of growth that dominate investment and profitability

by 30% (when excluding the global car industry, the rankings by wide margins.
decline would be even stronger). Corporate strategies

shifted from boosting growth and volumes to

maintaining efficiency and prices.

Chart 5: Topix - Profits of top investing sectors center on services (28 August, 2015)

Return on equity (%) Return on assets (%) Return on investment (%) No. firms
Automobiles & components 16 6 10 12
Capital goods 13 5 7 13
Consumer durables 28 7 3 5
Tech. hardware & equipment 18 9 9 7
Manufacturing sectors 19 7 9 37
Commercial & prof. services 23 3 n 6
Consumer services 26 9 9 7
Healthcare 17 11 14 5
Real estate 29 9 12 7
Retailing 14 6 9 5
Software & services 28 21 27 8
Service sectors 34 15 21 38

Topix Index on 28 August, 2015. Top 100 stocks, ranked by net asset growth. Only sectors with at least 5 performing companies are shown. Sector median

values. Manufacturing and service sector summary values are based on averages for the table.
Source: © FRI 2015, Bloomberg, Finance L.P., Julius Baer
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The ‘new normal’ contagion

Emerging Asia, especially China, will possibly face
similar headwinds from a peaking workforce and very
high investment rates. Fortunately, it still has at least
a decade of catchup growth to go and policymakers
are looking at Japan’s case closely. Avoiding

middle income traps* by upgrading governance,
technology and global integration will be their most
urgent challenge.

Chart 6: Potential growth in the ‘new normal’

Japan’s mature peers in the US and Europe, on the
other hand, do not face Asia’s extreme demographic
adjustment, but they share similar challenges of low
potential growth as long as technological innovation
does not push productivity much higher. In the US,
forecasts of potential growth remain a full percentage
point higher than in Europe and Japan because of
more active immigration policies. On a per-employee
basis, growth rates have converged.
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Government debt

After restructuring, Japan’s new dynamics at first
remained weighed down by its past of deficit spending
and debt accumulation. Abenomics attempted to kick
start the economy by utilising extremely expansionary
monetary policy, which usually helps the traditional
exporters by driving down the yen exchange rate.

One important side effect of quantitative easing
(QE) is, however, that it strongly affects Japan’s
accumulated public debt of almost 240% of GDP>.
So far, this debt has been largely unproblematic
because financing costs could be kept close to zero
(interest) due to the low-growth environment.
Furthermore, since public bonds were issued against
private savings accumulated by older households
(who own most of the national assets), the scheme
effectively channeled assets from relatively rich old

households into (the social security) incomes of
relatively poor old households.

Japan’s deficit spending may be harder to sustain
should interest rates start to rise. The acquisition of
government debt by the Bank of Japan is in keeping
with asset purchase programmes seen in other
countries and is an important device that will likely
cement increased inflation expectations. Since the
BOJ fully intends to keep buying until inflation picks
up significantly, interest yielding net public debt in
private hands will likely continue to fall as low as 100%

of GDP by 2018.

However, this is hardly a free lunch. Together with
public debt, nominal household assets will also decline
and a strong rebalancing of portfolios towards
higher-yielding private assets, corporate capital and
real estate, should accelerate further.

Chart 7: Government debt in private hands is decreasing fast
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5 Japan’s national statistics inflate gross debt by accounting for intra—government borrowing. Net public debt currently stands at 132% of GDP.
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Corporate attraction windfall of a much lower yen. Companies will only be
The revaluation process of Japan’s real assets has willing to boost their export production from the still
been in full swing over the last three years, resulting low 17% of Japan’s GDP, compared to Germany’s and
in a very strong performance of the stock market in Korea’s more than 40%, if exchange rates continue to
particular. Much of the additional corporate income, remain competitive. Longer term valuations of the

however, has still been earned in the recovering export  exchange rate will therefore be a decisive factor.
industries, which actually gained from the accounting

Chart 8: Exports still have potential for growth. Japan manufacturing sectors’ overseas subsidiaries’ sales by region
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The depreciation of the yen, consistent with the US promise stronger growth for their products,
dollar's appreciation against a range of currencies over  technology and services. As our 2014 wealth report
the past few years, has arguably garnered the lion’s has pointed out already, Japan is becoming a major
share of attention under Abenomics. Over the longer  investor, especially in Asia. We believe the best
term, we would expect the yen to stabilise in line with opportunities are therefore seen for companies that
fundamental factors such as purchasing power parity have been able to grow while investing into effective
and current account developments. IT systems, mobile distribution and supplier channels.
The traditionally strong exporters (cars and parts)
Japanese overseas investments certainly are doing this very well but surprisingly,
With a stable yen trend in the future, effective export ~ some of the still quite domestic services, such as
strategies become more promising, but most logistics, franchised retailers (convenience stores),
companies will likely continue to focus on boosting restaurants, and I T-based healthcare provider

incomes through overseas investment in markets that ~ companies, seem to have the strongest potential.
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Chart 9: Global income from overseas investment drives growth. Japan trade and income balances (bn USD)
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To support such overseas strategies, a big push throughout the region. ASEAN, at the same time,
towards a comprehensive Trans—Pacific Partnership needs both upgrades (hard and soft) to overcome its
(TPP) free trade area has become a centerpiece of middle income traps of stagnating productivity and
Abenomics’ structural reforms. Since this comes at a insufficient infrastructure. The US, finally, wants to
time when China’s growth rates are declining as well, better balance its relations with Japan and China, a
both countries are now looking for export and goal which would be supported by increasing regional
investment markets in neighbouring Asia. integration in Asia.
Beyond the TPP, we see the longer term strategies Taken together, these trends should provide strong
of corporate Japan and China to be complementary. incentives for greater regional integration, supported
Japan is interested in exporting technologies, by initiatives such as the Asian Infrastructure
especially soft infrastructure systems (such as traffic Investment Bank (AlIB) on the Chinese side, upgrades
control, logistics and mobile systems), which will be to the Asian Development Bank on the Japanese
increasingly built on hard Chinese infrastructure side, and an ASEAN+6 Free Trade Area (Regional
projects (such as roads, harbours and trains) Comprehensive Economic Partnership, RCEP).
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Domestic bliss

While Japan clearly has enormous potential for
growth in Asia, some of the best opportunities in the
‘new normal’ can be found domestically. Since the
country has become a forerunner in aging trends,

it has developed important comparative advantages
compared to countries that are running into their
adjustment phases only now (especially Korea and
China). Infrastructure has been built up to world

beating levels and now gains from further investment

into efficiency, especially of social infrastructure.
Urbanisation (people living in cities), which is already
at a level of 94%, is picking up again. The mega city

Chart 10: ‘Second wave’ urbanisation drives growth trends in Japan

of Tokyo (34 million inhabitants) is growing almost

at the pace of the 1960s. Jobs and higher wages plus
the trend towards two income earners per household
for the younger generation, as well as improving social

infrastructure and increasing demand for convenient

apartments (instead of single houses) among the

older generation, are all driving this new second wave

urbanisation. Today, it is the old and the young, in
contrast to the squeezed middle—aged ‘sandwich

generation’, who are driving demand trends in Japan
(as evidenced by the high demand for luxury goods

and music sales).
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Chart 11: Japan land price indices (2000=100)

Chart 12: Tokyo condo prices & sales
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Chart 13: Global luxury sales 2014 (%)

Source: © FRI 2015, Japan Real Estate Institute, Tokyo Stock Exchange,
REERI, Bloomberg Finance L.P., CEIC, Julius Baer

Chart 14: Music spending (per capita, 2010 USD)
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The trend towards extreme urbanisation has been a
major concern for the government for decades
because the depopulation of the countryside has
been difficult to manage. With a shrinking population,
however, it now allows for cost—efficient upgrades of
medical and civil services as well as efficiency of
public transport in the cities, while the drag of the
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lagging countryside gradually subsides. Private
services clearly have become the biggest winners of
this new urbanisation trend, even where the
government is heavily involved, because severe
constraints on government finances now require
broad deregulation.
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Investment into smart city technologies, energy ‘brick and mortar’ stores into the new distribution
sustainability, mobility, logistics and distribution are channels. Logistics companies deliver almost anything
already increasing strongly and entire sectors are anywhere at incredible speed. Security companies
moving. Efficient convenience store retailers penetrate  have been expanding from basic security and

ever deeper levels of consumer and social services. protection services into integrated smart homes and
Virtual mall services bring increasing numbers old caring solutions, including the related logistics.

Chart 15: Convenience retailers outperform (USD; 2007=100)
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Even the traditional manufacturers, from machinery business model were more pronounced. Companies
to consumer electronics, have been refocusing their had to significantly downsize their mainstay
strategies. For companies with a strong traditional audio-visual business (TVs) and engage in mobility
(hardware) infrastructure business, focusing on solutions by expanding infotainment systems and
social infrastructure systems was only a relatively automotive solutions for increasingly electric and
small step; it required mostly better integration and smarter cars. Home appliances had to be transformed
upgrades of their IT and software services, as well as from mass produced consumer goods to smart home
a refocusing on mobility and ecofriendly solutions. solutions with integrated digital services.

In the electronics industry, however, changes to the
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The flipside of the focus on urban infrastructure and
overseas investment is, however, that Japan’s regions
and the countryside might be declining even faster
than in the past. Sustainable regional policies are
therefore high on the agenda of the government. One
of the most important opportunities is to promote
and increase tourism. The strong focus of the
government on more openness towards Asia, which
has resulted in relaxed visa requirements for Asian
tourists, and a much weaker yen have already resulted
in a major tourism boom. Monthly arrivals of tourist
have doubled to two million, with 80% coming from
Asia. This year, 2014’s record of 13.4 million tourists

has already been reached during the summer, and
the government’s target of 20 million tourists per year
until the Olympics in 2020 now looks modest. The
boom still has to trickle down from the major city
centers, where hotel rooms are in short supply and
shopping centers gain from the spending especially
of Chinese tourists (USD 1,878 per capita), but the
regions are already preparing. For example, Northern
Japan is discovering that its abundant snowfall
presents an outstanding attraction to international
skiers. With over 500 ski resorts the potential is
certainly enormous (and getting discovered fast).

Chart 16: An emerging tourism boom (monthly arrival, 1000 visitors)
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Lastly, a very important change is happening in the
energy sector. After the Fukushima disaster in 2011
idled all nuclear electricity generation (about 30%
of the total), Japan’s remaining energy infrastructure
could handle the entire energy demand without

a glitch. Since renewables are now being actively
supported and the power sector will become

deregulated by 2020, companies are heavily investing
in renewable energy$, energy efficiency’, and efficient
eco systems. As with Japan’s batteries and hybrid
systems already today, all these technologies will be in
hot demand particularly in emerging countries, who
have to fill their energy needs in a much cleaner and
more efficient way in the future.

6 in just two years more solar capacity projects have been approved than Germany’s entire installation base.

7 Japan’s ‘Top Runner’ programme (The Ministry of Economy Trade and Industry of Japan), which started already in 1998, continuously boosts product

energy efficiency to the level of the best—performing front-runner.
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Chart 17: ‘Top Runner’ programme boost to energy efficiency

Programme Period

Energy Efficiency Improvement

Energy Efficiency Improvement

Expectation Result
Cars 1995-2011 23% 50%
Trucks 1995-2011 13% 13%
Air Conditioner (<4kW) 2005-201 22% 16%
Refrigerators 2005-20M 21% 43%
Rice Cooker 2003-2009 1% 17%
Fluorescent Lamps 2006-2013 8% 15%
Electric Toilet Seats 2006-2013 10% 19%
Source: The Ministry of Economy Trade and Industry of Japan, Julius Baer
Chart 18: Supported by subsidies, the solar photovoltaics (PV) market took off
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Source: The Ministry of Economy Trade and Industry of Japan, European Photovoltaic Industry Association, International Energy Agency Photovoltaic Power

System Programme, Julius Baer

A final word

As in our 2014 edition, this wealth report holds a
positive evaluation of Japan’s economy and outlook -
despite the fact that the overall growth of the market
should not be expected to increase much beyond
1.5% per year anymore. Overall growth will be slowed
down by demographic decline and underperformance
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of entire regions outside the city centers. Within its
urban growth centers, however, new services are
thriving, already strong social infrastructure is

being upgraded and restructured corporations have
returned to profitability. This will also be the basis for
Japan claiming a greater economic role in Asia again.
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THE JULIUS BAER LIFESTYLE INDEX

The cost of living in luxury

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
basis, in Hong Kong, Singapore, Shanghai and
Mumbai. The index constituents are listed on the next
page, 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.

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 they relate to Japan.

Transition in the Julius Baer Lifestyle Index 2010
to 2015

The Julius Baer Lifestyle Index provides an alternative

measure of inflation to the traditional Consumer Price
Index (CPI) measure. By analysing the year-on-year
change in prices in our basket of luxurious living, we
measure the rate of inflation experienced by High Net
Worth Individuals. We can then compare this to the
rate of inflation in a particular market during our data
collection period.

Chart 1 below demonstrates the development of the
Index over the past five years. The first three years

of data were for our original four cities: Hong Kong,
Singapore, Mumbai and Shanghai. Tokyo was added
in 2013 and has been monitored as part of the
expanded index tracking eleven cities. In the chart we
have also singled out the index data for Japan.

During the 2013 to 2014 period, where the average
for the initial four cities and the expanded set of
eleven cities demonstrated a deflationary trend,
Japan was also experiencing a significant decrease in
prices. During the 2014 to 2015 period, where the
average change for cities is now in positive inflation
territory, Japan is still recovering and has a continual
deflationary trend.

Chart 1: Julius Baer Lifestyle Index, changes in prices of goods and services year-on-year, 2010 to 2015, USD terms

%
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8.00%

1.77%
0.42%
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-12.31%

2010 -20M 201 -2012

2012 -2013

2013-2014 2014 - 2015

B Julius Baer Lifestyle Index original, USD terms, in Hong Kong, Singapore, Shanghai and Mumbai

B Julius Baer Lifestyle Index expanded, USD terms, in Hong Kong, Singapore, Shanghai, Mumbai, Jakarta, Kuala Lumpur, Taipei,

Bangkok, Manila, Seoul and Tokyo
B Julius Baer Lifestyle Index, USD terms, in Tokyo

Source: Ipsos, Julius Baer
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The Julius Baer Lifestyle Index - specification of
goods and services

representative item becomes discontinued or
significantly looses popularity and is no longer a

The items in the basket remain the same year-to-year,

suitable barometer for the item category.

with only minor modifications to the category if the

The Julius Baer Lifestyle Index - specification of 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

Tokyo: On the road to recovery

experienced a 1% price decline, over the same period.

In Japan, property looks to be an attractive
investment. This is based on strong investment
interest, together with moderately increasing and
sometimes even retreating prices. The property prices
in our Julius Baer Lifestyle Index have decreased 6%
during the observation period.

The Japanese economy has experienced variable
consumer price inflation during the observation
period, between 1.5% and 3.7% for various months.
According to the luxury sector captured in the Julius
Baer Lifestyle Index, however this particular market
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Tokyo maintains a fairly middle ground when we look
at overall goods and services as they are ranked
against the 10 other cities in the complete Julius Baer
Lifestyle Index.

That said there are certain items in the index where
Tokyo seems to be the place to obtain a bargain at
this time: this includes business class fares, legal
advice, buying a luxury watch or car, or enjoying a
cigar. Even so, the price for items such as ladies shoes,
wedding banquets and high end jewellery has
increased by more than 10% this year.
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year, but they have a long way to go before Tokyo is
cheaper than its Asia neighbours.

Tokyo is the most expensive location in Asia to hold

a 250-person banquet in a 5 star hotel, with the price
in the index being USD 152,155. Tokyo is also the
most expensive city for hotel suites and tooth
implants, and within the top three for golf club
memberships and ladies shoes. Prices in some of
these categories may be coming down in the next

Our outlook for Japan remains positive and we will be
watching movements in the Yen closely. We believe
in the fundamentals of the Japanese market and that
there are signs of growth, as explored in the previous
section of this report.

Chart 2: Price increases of Julius Baer Lifestyle Index items in Asia, 2010-2015 y/y, USD terms
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Chart 3: Prices increases of Julius Baer Lifestyle Index items in Tokyo, 2014-2015, y/y, USD terms
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Chart 4: Luxury goods and services 2015 prices based on USD (with 2015 vs 2014 price change %)
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Chart 4: Luxury goods and services 2015 prices based on USD (with 2015 vs 2014 price change %)
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Chart 4: Luxury goods and services 2015 prices based on USD (with 2015 vs 2014 price change %)
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CONCLUSION

Leaving behind the legacy of deflation, Japan has embarked on a series of
important policy changes that are laying the foundations for future growth and
wealth creation. Japan’s unique demographic profile, which some might argue is
inherently deflationary, places considerable weight on policy makers to fine tune
their solutions to complex economic and fiscal challenges. That said, the record of
the past two years creates significant room to be optimistic, with growth having
moved upwards and inflation expectations on the rise.

At the same time, regional developments, notably the economic slowdown in
China, are unlikely to leave the Japanese economy entirely unscathed. While
stronger growth in the US and Europe are important sources of demand for Japan,
uncertainty over China’s trajectory into the medium term means new sources of
growth, notably domestic, remain important objectives. As demonstrated with this
year’s Julius Baer Lifestyle Index for Tokyo, the wide variability in price changes
implies a flexible and dynamic environment. With that flexibility, we expect to see
further exciting changes to take place in Japan over the coming years, reinforcing
both overall growth and wealth creation well into the future.
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IMPORTANT LEGAL INFORMATION

This publication constitutes marketing material and is not the result of independent financial research. Therefore the
legal requirements regarding the independence of financial research do not apply.

The information and opinions expressed in this publication were produced by Bank Julius Baer & Co. Ltd., Hong Kong
branch, 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, Julius Baer to
make any investments. Opinions and comments of the authors reflect their current views, but not necessarily 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 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. Past performance is not a reliable indicator of future
results. Performance forecasts are not a reliable indicator of future performance. The investor may not get back
the amount invested.

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. Bank Julius Baer & Co. Ltd., Zurich, its subsidiaries and affiliated companies
do not accept liability for any loss arising from the use of this publication. This publication may only be distributed in
countries where its distribution is legally permitted. 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/External Financial Advisors: In case this marketing publication is provided to an external
asset manager or an external financial adviser, Julius Baer expressly prohibits that it is redistributed by the external asset
manager or the external financial adviser and is made available to their clients and/or third parties. By receiving any
marketing publication, the external asset managers or the external financial advisers confirm that they will make their
own independent analysis and investment decisions.

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) to carry on Type 1 (dealing
in securities), Type 4 (advising on securities) and Type 9 (asset management) requlated 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 requlatory 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 has been produced by Julius Baer Group Ltd., Zurich and has been distributed by TFM Asset
Management AG Tokyo branch on behalf of Julius Baer Group Ltd. This publication may have been distributed by or

on behalf of, a member company of Julius Baer Group for the purpose of only advertisement of Julius Baer Group. This
publication is intended for information purpose only and does not constitute any offer or an invitation by, or on behalf of,
any member company of Julius Baer Group to make any investments in Japan.

48



JULIUS BAER WEALTH REPORT: JAPAN

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 (the 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 (MAS). Any document
or material relating to the offer or sale, or invitation for subscription or purchase, of securities or investment funds

(i.e. collective investment schemes) may not be circulated or distributed, nor may such securities or investment funds

be offered or sold, or be made the subject of an invitation for subscription or purchase, whether directly or indirectly, to
persons in Singapore other than (i) to an institutional investor under Section 274 or 304 respectively of the Securities
and Futures Act, Cap. 289 of Singapore (the SFA), (i) to a relevant person (which includes an accredited investor),

or any person pursuant to Section 275(1A) or 305(2) respectively, and in accordance with the conditions, specified

in Section 275 or 305 respectively of the SFA, or (jii) otherwise pursuant to, and in accordance with the conditions of,
any other applicable provision of the SFA. In particular, for investment funds that are not authorised or recognised by
the MAS, units in such funds are not allowed to be offered to the retail public; any written material issued to persons as
aforementioned in connection with an offer is not a prospectus as defined in the SFA and, accordingly, statutory liability
under the SFA in relation to the content of prospectuses does not apply, and investors should consider carefully whether
the investment is suitable for them. 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.

The word ‘independent’ as used in this report does not mean that Bank Julius Baer & Co. Ltd. (the ‘Bank’), or any asset
manager or family office in Singapore which the Bank may associate with or have a connection to, is independent within
the meaning of the Financial Advisers Act, Chapter 110 of The Statutes of the Republic of Singapore (including its
subsidiary legislation and any directions, notices, codes and other guidelines issued from time to time by the relevant
authority in Singapore). In particular, nothing in this report is to be construed or implied to mean that Bank Julius Baer &
Co. Ltd., Singapore branch or any person(s) or organisation(s) referred to or described in this report (a) is able to clearly
demonstrate that it does not have financial or commercial links with product providers that are capable of influencing

its recommendations; (b) operates with objectivity and impartiality, and does not have any potential conflict of interest
when recommending an investment product as a result of commercial or financial links with a product provider; (c) does
not receive any commission or other benefit from any third party that is likely to create a bias in favour of a particular
investment product, class of investment product or product provider; and (d) does not pay any commission or confer
other benefit upon its representatives which may create product bias.

Switzerland: In Switzerland this publication is distributed by Bank Julius Baer & Co. Ltd., Zurich, authorised and
regulated by the Swiss Financial Market Supervisory Authority FINMA.

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.

In case of any discrepancies between the English and Japanese versions, the English version shall prevail.

© Julius Baer Group, 2015
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