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EXECUTIVE SUMMARY

The Covid-19 pandemic has been an unprecedented
shock for all major economies. Fortunately, Japan
has mastered the immediate impact of the crisis
exceptionally well. High levels of hygienic standards
and health care, long-standing precautions against
influenza epidemics, cooperation during emergencies
and a corporate willingness to act in the best interest
of employees and customers without the need for
forced lockdowns have been enormous assets.

While resilience has once more proven to be one

of the great strengths of Japanese society, the
recovery depends on the flexible adjustment to a
post-crisis situation that many expect to become

a ‘new normal’. Even after the immediate shock of
the corona crisis, significant challenges will remain.
Social distancing, continued government restrictions,
elevated workplace safequards and changing global
supply chains will continue to weigh on consumer
demand and business models. At the same time, an
equally unprecedented shift towards digitalisation

in social contacts, shopping, entertainment, logistics
and operational management provides an enormous
opportunity to add new value to traditional
operations and business models. Resilient societies
with flexible corporations that can successfully
navigate the challenging environment by focusing
on new technologies will become the big winners in
this ‘new normal’.

In our last report, we analysed the importance of
increasing productivity in an environment of low
growth and low interest rates. We pointed out

that markets had “become sensitive to potential

disruptions, but find stability in sustainable trends”.
The report added that “digitalisation, which today
goes well beyond digitisation of offices and
production lines for productivity gains, creates new

opportunities for services and new business models”.

It also found that companies that had invested in
intangible assets to increase digital skills, flexibility
and services had been “thriving and have become
profitability leaders”. After the Covid-19 shock,
these companies will now indeed be flourishing in
the ‘new normal” and will pull ahead further from
their more traditional peers. The same is true for
investment opportunities of the household sector.
Traditional sources of wealth creation, such as bank
savings, government bonds and life insurances will
continue to disappoint, while investing in long-term
technology trends opens new opportunities.

Our current Japan Report therefore focuses on
adding value in line with productive long-term
market and sector technology trends that gain from
a digital shift in this ‘new normal’. The growing
importance of smart health services, digitalisation
of mobility and media production, virtual show
rooms in retail, artificial intelligence (Al) enhanced
operations management and digital trade across
Asia are all prime examples of such opportunities.
As our macro backdrop will show, Japan can greatly
gain from these ‘new normal’ opportunities, because
its efficiency and productivity have already been
upgraded before the crisis. The successful response
to the Covid-19 pandemic now puts it into an
excellent starting position to gain on emerging
technology trends.
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THE MACRO BACKDROP -
RESILIENCE AND GOVERNMENT
INTERVENTION

The impact of the Covid-19 crisis has certainly been
unprecedented in speed, breadth and depth. In
February 2020, the new corona virus still seemed
alocal event in China. In April, most advanced
countries had descended into national lockdowns.
Compared to just a month earlier, they experienced
an implosion of mobility of up to 80 per cent, a drop
in demand of about 30 per cent and a drop in GDP
of more than 8 per cent. All countries had to master
huge challenges to their social systems and also had
to navigate a difficult political fallout. Even after

CHART 1: MAJOR ECONOMIES” GDP GROWTH (%YOY)

growth has picked up in the second half of 2020
again, the GDP of advanced economies in 2021
is still forecast to remain 4 per cent below 2019

levels (IMF (2020.06): WEO).

The following chart of IMF growth projections

for 2021 shows major differences in national
performances between Asia, Europe and the USA.
While Asia is recovering fast, Europe and the USA
are struggling to recoup their losses.
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We expect the first phase of the recovery to be
rather swift and V-shaped. A full recovery, however,
will take time, even in the flexible US economy. The
US Congressional Budget Office estimates that US
real GDP in the second quarter of 2020 dropped by
13.3 per cent compared to projections in January.

It also expects that closing the gap to the original
growth trend will take until 2029! In the resolution
of the Covid-19 crisis, many functions, including
economic structures (dependency on tourism

and personal services as well as oil), institutional
structures (healthcare systems and short-term work
benefits) and the size of fiscal policy stimuli will
prove to be important. In Japan and Germany for
example, not only the relative success in fighting
the virus, but also the enormous size of their

fiscal stimulus packages (see Chart 2) will play an
important role in supporting the recovery. China, as
well as many emerging countries, on the other hand,
are relying on their higher growth dynamics to catch
up after the lockdowns.

When assessing the overall impact of the crisis,

it becomes clear that in Japan, the preparation

for natural disasters and the strength of social
systems is paying high dividends. There have been
fewer casualties than in almost any other country,
hospitals and local authorities kept emergencies in
check, no forced lockdown of economic and social
activity has been necessary and the government
buffered the impact on incomes with major financial
support packages. With unemployment low and
corporate bankruptcies limited, the drop in growth
expectations to -6 per cent for 2020 is enormous,
but less severe than in other countries, including the

USA and Europe.

Such resilience provides the basis for an expected
rebound after the crisis. Despite Japan’s relative
advantage, however, the recovery initially remains
dependent on government support. Other engines
of growth are facing a slower start. Corporate
investment will be constrained by a large drop in
cash flow and profits, consumers will remain cautious

CHART 2: COVID-19 GOVERNMENT SPENDING, LIQUIDITY & GUARANTEE PROVISIONS (%GDP)
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and local economies continue to be disrupted

by second-wave outbreaks that require calls for
restraint. Moreover, the economy, especially private
consumption, was already burdened by a value-
added tax hike in late 2019 and, together with the
severe hit from the corona crisis, brought back the
economy to levels of end-2012 when Abenomics was
launched. Another challenge is the slow recovery
of global trade, which depends on the opening of
borders and the successful management of the
Covid-19 crisis in other countries, especially in

Europe and the USA.

The USA, with its historically more flexible economy,
is not expected to recover as fast as usual. The initial
impact of the pandemic has not been managed well
and the much higher jump in unemployment and
bankruptcies compared to Asia and Europe will take
time to recover. On the positive side, the comparison
with the long-term impact of the global financial
crisis in 2008 shows that a major crisis in the USA
tends to lay the foundations for future opportunities
of successful companies (see our ‘Insight’ below).
The USA has been a trendsetter in business and
market digitalisation in the past and will be a leader
in ‘new normal’ opportunities this time again.
Already during the pandemic, US digital platform
companies, such as Amazon, Apple and Microsoft,
have been the biggest winners. Their services, and
many start-ups that thrive on their platforms, will
remain in high demand when the world recovers and
continues to digitalise faster than before.

Europe, with its strong public healthcare and social
security systems, managed the health aspects of
the crisis better than the USA. But its economy,

as well as its EU-wide supranational governance
model, have been severely hit. When borders were
reinstated, supply chains became disrupted and
cooperation among national governments suffered.
The result was a much deeper drop of economic
activity than in most other economies. Concerns
about the impact of difficult Brexit negotiations

on the important UK economy have been further
weighing on the outlook. A wide-ranging agreement
on a multi-year EU recovery fund and the backing of
new sources for the EU Commission’s budget have
therefore been important signals that support the
recovery.

In Asia, China has had to endure the toughest
lockdown in the Hubei region and a very deep
crisis across the nation. Nonetheless, it managed to
contain the epidemic much faster than others did.
The disruption of supply chains has therefore been
limited and the recovery has been encouragingly
swift. Major ASEAN countries have been successful
in containing the Covid-19 crisis as well. While

the impact on their export, tourism and resource
production has been severe, they are now gaining
from the earlier recovery of growth in China,

South Korea and Japan. Overall, it seems almost
certain that Asia will be recovering faster from

this crisis than the USA and Europe, which opens
new opportunities in its supply chains and market
integration.

Special attention has been drawn to China, not
only because of the trade confrontation with the
US government. China’s geopolitical ambitions
have been followed by its Asian neighbours

with great concern for a long time. In Japan, as
much as in the rest of Asia, however, political and
economic considerations continue to be handled
separately if possible. Politically, an increasing level
of unity among the Asian neighbors towards the
emerging giant is being sought, while economically,
cooperation with China must continue.

After the Covid-19 crisis, China’s market and
corporations will almost certainly become even more
important than before. This is not only because the
market is adding a faster recovery to its long-term
growth potential. Ironically, while political tensions
with the USA are increasing, economic relations
between China, Japan and Asia might even gain
from further cooperation in the ‘new normal’.

Since trade tensions and export restrictions have
been increasing almost everywhere, international
companies and investors are increasingly reliant

on direct investment in the Chinese market. This
requires a higher level of cooperation than the
export and trade relations of the past. Chinese
companies, on the other hand, increasingly depend
on cooperation with their Asian neighbours for
exports and investment that have become more
difficult to conduct with the USA. As a result, a
rather stable inner-Asian economic relationship,
that presents much greater opportunities than risks,
seems to be emerging in the Asian ‘new normal’.
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INSIGHT: COVID-19 COMPARED TO THE
IMPACT OF THE 2008 FINANCIAL CRISIS

The strongest shock before Covid-19 has been

the financial crisis of 2008. Many commentators
have pointed out that the current crisis poses

even greater challenges because it affects many
more sectors and countries simultaneously. Some
important lessons can be drawn, however. As is the
case today, demand temporarily imploded, supply
chains became disrupted and governments ventured
into unprecedented bail-out policies.

In this environment, the US economy did not

fully recover from the initial setbacks of the 2008
crisis. It returned to its former growth trend, but
only after transforming the economy. Almost the
entire automobile industry went bankrupt and later
was further disrupted by Tesla’s electric vehicle
innovation. Retail moved from shopping centres

to digital platforms (Amazon). Workers migrated
into major cities. The EU, on the other hand,
suffered a lasting banking and currency crisis, which
also affected the UK’s main engine of growth: its
global banking industry. Growth in the UK slowed
permanently as a result. Japan gradually caught

up to its former growth trend, but only after the
Abenomics policies permanently added public
spending and central bank liquidity to private
demand.

As a result, the ‘new normal’ after 2008 was
marked by deflation, low interest rates, retreating
globalisation and deficit spending almost
everywhere. At the same time, major opportunities
emerged during this period as well. Based on the
strong growth of innovative digital platforms, US
technology companies have led an unprecedented
stock market boom since then.

The Covid-19 shock will likely result in similar, but

in many ways stronger, challenges to the world
economy. In the USA, the shock enforces the need
for costly reforms in the healthcare sector and
regional economies. Digitalisation still has room

for growth, but international competition for its
dominant digital companies will grow. In the UK,
additional challenges to globalisation are becoming
highly visible. Especially the consequences of Brexit
could severely impact the UK’s export industries. In
Japan, Abenomics fiscal policies are reaching their
limits after the crisis. The new government therefore
needs to draw new plans for a full recovery and long-
term growth. Fortunately, the unprecedented step
towards digitalisation during the Covid-19 crisis now
seems to open the doors for new opportunities.

CHART 3: REAL GDP GROWTH TRENDS (BILLION LOCAL CURRENCY)

US — Transformation UK — Lost Engine

JP — Deficit Spending

2,200

20,000 -

/ 570,000

2,000

1,800 /
15,800 500 ,/9/7

1,400
S

520,000 %/
470,000 p/d

10,000 T T T T T T T 1,200 T T T T T T T T T 420,000 T T T T T T T T T
XX B 55 2 2 K8 AR oI L2 ARSI 2R 22y
© S O S 9 © o S 9 © O
SN o N S S S X S 1) S
2 2 2 Q2 8 X & & 2> @ K = LR A& X e @ g = QRN
—o— United States —o— United Kingdom —o— Japan

Source: IMF (2020): WEO

12

THE JAPAN REPORT 2021

AP FHBEOOF VAL ARSAEC 2008
FERIGBHEEDA VI MDD

FEIOFVAILZARBREE (Covid-19) UETTRAD &
B3, 2008F0&RBEHE TUI, REDRBEICDWVWTIE.
LDV —LEICRKICRHEZSA 5. MEIES5
ICRELBB ELDRBRENMERBL TV, L. BEE
BHEINHWONEEHIIENTEXT, IREDBHEER
RIS, BEEF—BNICHENLT Y TS Fz—VEEE L.
B IESEBI DR WHUARICEEHEID K UTc,

COESBBBEOR, KERFIF2008FEDBHEUBORES
BENSTELICTTORICEFIFLERATU . MEIDRER
ERFFBORLIZHDD, ZDdICiFBRBFOREEF LR
FnEBmbEFATURL, BEBIEEZEDIZFSENEIEICE
WAEN, ZOHEISICTATOEREEFEN LS UILE
FIcKBBIBICREDNFEUlc, IEERIFYaVvEVTE
—ILINSTIIINT Ty KT A —L (AmazonRE) IEBITL
Fllc, FEEFEBEHICBELE UL, —A T EURE
BIKERIT - BEBEICELH ZOEEFHEDRROEE
BREEBNTHZI O—/LIBITERICEROF U, fERMN
Ic. EEORRIFEAMICHILLE LIz, BAIFMUEIORE
HFAZHRRICWODRUELED. ZNH PR/ VR BER
&> TANEZH EFRBITOREMUENREICEAMNICE
MENB3LSCHBO>TESIPLERE LI ETUT,

3% 3: REGDPHRERDHER (B HE. RHEEET)

fERAC. 2008FLUED HUWAE) OFHELT 77
L BEF. B B—/Nlt. MBEZEANFIE IR TDHH
THRMIFSNF U, RAFIC. CORRICERASBESD
EFNFTUlco BEFNABTIIINTZYRT A —LDRER
ICEDE REDOT 7/ O —EIF L. thX 15 ORI
DRWNERZFELTNWET,

FRIOFOHELHERRFICHUTAKOKEREEZ5T
ERDNFITN Z<DEATZEDREMNEITAENKTT,
KETIE. COBBICL>TERERPHARFICEVWTE
BohSTHENBIKHESNTWET, TIYIL{ELBEIKIC
FEBRRORMIEHDEITN. KERNTERBHRTIYILE
EICE>THERBRENBILLTWEE T, HETIE. 70—
JINILBICAEF e DRRESH FEBICEI>TET TVWET, FFC
TLI Yy hDOERIIEEOBRMEBERICKREREEZSZ
2hbLnERA. BRTIEBHER. PR/ ITXDMBIE
ROBRFICELELSELTWET, LA > T FiBUEILTES
EEERABKROILDICHILBEBEZRET D2HLENH
DEIT. W, IOFHOHBFDT I 7ILILICrE T 75l
DBEVWHEKICE>T HULWKSOENSHITENTWDS
£5TY,

KE - BEL

EE - RIVYVDMER

BA - MBI HOIER

2,200

20,000 -

/ 570,000

2,000

/ 520,000

1,800
15,800 500 /9/.

470,000

1,400 /
/ T

3
R\

10,000 T T T T T T T 1,200 T T T T T T T T 420,000 T T T T T T T T T
X QS8 5 5 L2 28 2RI 2R 2>y XRRoI R ey
© © © > © o o 5 O o o
SN o SN o o o JoN S ) o
2 2 2 2 & )& & K 22RQYIKLKRRAN &K 22RLKLKXRE XK
- KE - R[EH -o- HA

HAER: IMF(20204): WEO

13



THE JAPAN REPORT 2021

A ‘NEW NORMAL - FROM ANALOGUE
EFFICIENCY TO DIGITAL VALUE ADDED

From an economic perspective, the biggest impact
of the Covid-19 crisis has been the sudden stop

of people’s mobility, personal contact and office
activities. Around the world, communication with
friends and family had to shift to Zoom, shopping
shifted to Amazon, entertainment was provided by
Netflix, payments took place without cash, business
meetings were held via Webex and companies
reorganised around Microsoft’s Office 365 platform.
The CEO of Microsoft, Satya Nadella, commented:
“We saw two years of digital transformation in two
months”.

While such fast-paced digitalisation required

quite some readjustment and came as a shock to
many, it also showed how far digitalisation had
already progressed and how beneficial it proved to
be. Without so many digital tools, platforms and
services, life and work during the lockdowns would
have been far more difficult and the consequences
much more devastating. As William Gibson,

the science fiction writer who coined the term
‘cyberspace’, pointed out long ago: “The future is
already here — it’s just not very evenly distributed”.
This is true for Japanese companies as well. The
necessary tools for an effective digital transition
existed already, they had just not been used to their
full potential.

After the crisis, the differences between companies
that can effectively add value by connecting their
employees, partners and customers through new
channels and operate on social media platforms
will be striking. In our last report, we have shown
that Japanese companies have successfully used
digitalisation to increase their cost-performance.
Now, they need to use these tools to add new value
and upgrade their business models. The same is true
for entire cities and urban services in Japan. These
have already reached excellent efficiency levels and
outperformed their peers in Asia and the West in
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cost-performance terms by a wide margin. After the
crisis, such efficiency, cost-cutting and productivity
measures will remain important to keep increasing
costs in check. It will not be enough, however, to
reignite self-sustaining growth. Our report will
focus on the sectors and business models that

have started to upgrade and innovate during the
Covid-19 crisis and which will likely thrive in the
‘new normal’.

A whole range of new technologies and digital
services will be necessary to reinvent city centres
with new formats for shopping, showrooms and
workspaces. With more social distancing in retail,
physical experiences in showrooms will have to
mix with digital presentations and online delivery
for a new shopping experience. Office life is being
transformed by limiting face-to-face interactions
to the most critical ones, while back-office work
will increasingly move to digital platforms and the
most (cost) effective spaces, including the homes
of employees. Such smarter workstyles do not only
allow the use of office spaces more efficiently, they
also allow for a much more flexible integration of
family life with working requirements. The ongoing
expansion of the workforce with skilled part-timers
can finally address one of Japan’s biggest challenges,
the shrinking workforce, much more effectively.

The ‘new normal’ after the Covid-19 crisis will

be a combination of the ‘new’ comprehensive

use of digital technologies and the ‘normal’ of
lasting megatrends, such as the requirements of
ageing societies, urbanisation and environmental
protection. In this report, we will follow the most
important transformations in major sectors, such as
smart healthcare and the digitalisation of trade in
Asian supply chains, to illustrate how challenges to
traditional business models can turn into long-term
opportunities for wealth creation.
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INSIGHT: JAPAN'S SOCIETY 5.0
IN THE ‘NEW NORMAL

Digitalisation has been the main driver of innovation
in business, consumer and government services

long before the Covid-19 crisis made it a necessity
for all levels of society. In Japan, Society 5.0 has
been the government’s vision already since 2016.

In this long-term vision, the entire society would

be digitally connected to create new value for each
member. Consumers would not only gain from more
individualised services, they would also enjoy more
human-centric government and healthcare service
sectors. Energy and environmental problems would
be solved by replacing fossil fuels and boosting the
sharing economy. Production would not remain

in large remote plants, it would move closer to
consumers in highly automated units while products
become updated over-the-air with interactive
functions during their use. While all these visions are
not unrealistic in the very long run, comparatively
little has happened so far.

After the forced digitalisation during the Covid-19
crisis, this might change. Companies are rewiring
their operations in digital data clouds. They connect
to their customers through social media channels,
distribute their products through e-commerce
platforms and plan for an increasing range of digital

il
¢

services. Workstyle reforms, which tried to improve
increasingly outdated office work, better integrate
part-timers and cut commuting times without much
success, are suddenly being implemented. Digital
payments have jumped and merge operations

of traditional retailers with e-commerce. Digital
platforms are now being used by small companies to
connect, deliver and provide maintenance to many
more customers directly.

During the crisis, sharing platforms such as Airbnb
have been severely impacted by Covid-19 concerns
and social distancing requirements. In the ‘new
normal’, however, they will become important again,
because existing and often underused resources
need to become utilised effectively once more.
Restaurants can lower their costs by sharing their
kitchens during unused times, stores with lower
customer traffic can open up to events of external
contributors and freed office spaces can create
opportunities for start-ups and professionals who
venture into more than a single lifetime career.

As a result, smart cities are finally turning from
being a collection of (future) technologies and
infrastructures into more livable spaces that add
value to both work and private life.
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A ‘NEW NORMAL WITH MUCH
SMARTER HEALTHCARE

Public healthcare has been expanded during the
crisis and will retain a much more important role.

In Japan, with its fast-ageing society, this is not news
and will only reinforce an existing trend. In many
other countries, the poor state of the healthcare
system has come as a shock, which will require
significant policy changes. While pharmaceutical
research and development, as well as ever more
advanced treatments, have been some of the

most promising growth sectors for decades, public
healthcare has been mostly a target for cost-cutting
and efficiency gains.

Without doubt, healthcare costs will continue to
increase after the crisis and governments will be
challenged to finance them. The focus will shift,
however, from simple efficiency gains by cutting
down on hospital beds and personnel to smarter
solutions that help to screen patients and leverage
the skills of medical personnel for more advanced
procedures, such as operating in makeshift intensive
care units. Even more fundamentally, increasing
costs and advances in telemedicine will shift the
long-term focus from ever more expensive and
complex treatments to the prevention of diseases,
risks and lifestyle ailments, such as diabetes, high
blood pressure and orthopaedics.

Unlike many other industries, healthcare is adjusting
to the ‘new normal’ based on a positive, not negative,
demand shock. Telemedicine has existed for a long
time, but its use has mostly been limited to remote
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rural areas. In Japan, online consultations have
become an approved part of treatments in 2015

and the market has doubled since then. From one
moment to the next, demand is now exploding.
Telemedicine has become a necessity in the city
centres and across major hospitals. It seems almost
certain that it will further spread after the pandemic,
because the advantages for doctors and patients,
especially for long-term ailments and follow-up
checkups, are overwhelming.

For patients in stable conditions, check-ups can

be done without the risk of infection, commuting,
or waiting times. Doctors can stay in touch to
ensure that medication is being taken even after
symptoms have subsided and long-term monitoring
with patient devices (blood pressure etc.) can be
encouraged. Even for required in-person visits,
long waiting times will increasingly belong to the
past. Patients can be called just-in-time, with Al
algorithms telling the doctor how long the next
consultations will likely last and the patients how
long it will take from their location to the doctor’s
office. Smartphones and watches will not only help
patients to take their medication in time, they will
analyse movements, sleep patterns, heart rhythm
and blood sugar levels for improved therapies.
Following improving services and therapies, smart
healthcare is emerging as a solution for preventing
diseases and lifestyle ailments that are high on

the list in terms of government costs and risks to
health insurers.
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INSIGHT: TELEMEDICINE AND
THE FUTURE OF SMART HEALTHCARE

During the Covid-19 pandemic, the need for
telemedicine has become a focus of attention.

In Japan, patients experienced telephone screenings
before being allowed to a doctor or hospital. Many
doctors closed their waiting rooms and switched

to online waiting lists. Consultations were often
done online, too. Entire hospitals were partitioned
into different sections, with digital communication
between them and patients who had to quarantine
at home.

The enforced switch to digitalisation and telemedicine
helps to solve one of the biggest obstacles of Japan’s
healthcare sector: while demand is booming,

the sector’s growth is limited by the constrained
finances of ageing households and the government.
Many opportunities for value-added services and
growth, often standard in other countries, therefore
remain unexploited. By bringing costs down for
standard procedures through digitalisation, private
companies can now add new services for the large
public healthcare sector. An excellent example for

the market’s potential is the growth of healthcare
information service providers, such as the market
leader M3.

Healthcare information services mostly provide
information about treatments, medication and
research to doctors and practitioners. Since 2009,
medical management outsourcing has been growing
strongly, while a strong globalisation of services and
increasing opportunities in services for individual
treatments have tripled M3’s stock price since 2019.

Offering services to individuals, such as ‘AskDoctors’

and ‘iTicket” to directly communicate with doctors
and book appointments online, will certainly be

an opportunity in the ‘new normal’. Overall, the
market has been growing at a rapid rate of 17 per
cent between 2005-18. The market leader M3 has
been growing by 30 per cent in 2019. Astonishingly,
the company of 500 employees in Japan and about
6,000 worldwide now serves almost half of the
world’s doctors.

CHART 4: REVENUE OF JAPAN'S MAIN HEALTHCARE INFORMATION PROVIDERS (BILLION YEN)
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FROM CARS TO MOBILITY SERVICES

Automobiles and mobility were impacted by

the Covid-19 crisis in the middle of an ongoing
transformation. A ‘CASE’ revolution of Connected
cars, Autonomous driving, Shared use and
Electrification is changing the automotive industry.
The result is a major challenge for traditional
automotive manufacturers and even bigger
opportunities for companies that can lead the
transition. In the USA, Tesla’s electric and connected
cars have become a major success, while Google’s
map data, Al algorithms and self-driving car
experiments are becoming the core of automobile
control and entertainment systems. In Germany,
automotive suppliers are using their dominant
position in the luxury car segment by developing
the most advanced sensors, radars and steering
controls for the next generation of cars around the
world. China, the world’s largest electric vehicle (EV)
market with a global market share of 40 per cent,
has evolved as well. Its e-commerce platforms such
as Alibaba continuously develop ride-sharing apps

and online taxi services that are being used
across Asia.

In Japan, companies are planning even further
ahead. While combining their strengths in next
generation battery and mobility solutions under
Toyota’s leadership, they are envisioning mobility
that does not only provide transport in smart cities
but becomes part of a smart city itself. Toyota’s
‘Woven City’ creates a fully connected ecosystem
and living laboratory with full-time residents and
researchers at the base of Mt Fuji. It will test and
develop technologies such as autonomy, robotics,
personal mobility and smart homes in a real-world
environment, powered by hydrogen fuel cells. The
goal is not limited to developing and refining these
technologies. Toyota wants to help create mobile
communities that continue to use cars and higher
levels of mobility without crowded roads, shopping
centres or wasted space for parking.
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INSIGHT: NEW MOBILITY - TWO ROADS TO
MOBILITY IN JAPAN AND GERMANY
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The automobile industry has been slow to embrace
opportunities in new mobility and digitalisation.
Companies are now under pressure from
environmental regulation, technology disruptors
and competition from the electronics industry.
Somewhat surprisingly, the two global automotive
producers Japan and Germany have been reacting

quite differently to the challenges of future mobility.

While Germany is focusing on innovation in digital
production (Industry 4.0), Japan is focusing on
efficiency and social mobility innovation (Society
5.0). Both strategies can be successful in the long
term, but companies that manage to integrate both
trends will see the highest benefits.

In our chart, Toyota focuses on the integration of
automotive platforms that gradually shift from
hybrid cars to EVs. Along the way, the entire
supply chain, from battery production to dealership
management, will be integrated. Toyota therefore
builds partnerships and invests in suppliers along
its new value chain. Continental, the major German
automotive supplier, on the other hand, is heavily

investing in its digital and software capabilities. It
wants to become the main integrator of the billions
of sensors that drive future cars and of the digital
production systems that build these cars. The initial
production impact of Continental’s software and
sensor integration has led to tremendous growth
which could not be matched by traditional car
producers.

The Covid-19 crisis is now shifting fortunes and
strategies, again. Global production integration has
been affected by closed borders, while inner-city
mobility is shifting from cars to smarter commuting
mixes, including an increasing number of trips

on foot and bicycles. Toyota’s mobility platform
integration is therefore expanding towards smart-
city opportunities. It is building new automotive
eco-systems, while Continental’s stock performance
has suffered due to restructuring challenges.

As with many opportunities in the ‘new normal,
mobility strategies will become successful when they
build new eco-systems by combining new digital
opportunities with existing market capabilities.

CHART 5: AUTOMOTIVE FUTURE VISIONS AND MARKET GROWTH

Toyota 2020
Automotive

Platform & ng?(\ )/__ﬂ@

Future Vision

E-MOBILITY: PLATFORM/PRODUCT GROWTH

2018-2028  Parts 2028
CAGR  (1000p.)

Plugin Hybrid Platform 25% 9,881
EV Platform 21% 8,630
Stock Performance 2019 (2009=100) Autonomous Braking 19% 51,003
1000 Lane Change Assist 18% 61,250
Automotive
580 Adaptive Cruise Control 15% 34,307
Systems & 600
; Sensor (Parking) 9% 413,870
Integration 6
Sensor (Accident) 7% 1,401,172
200
o J Sensor (ADAS / Assistant System) 7% 4,606,820
T T
Toyota  Daimler Continental Sensor (Active Safety) 7% 8,055,776

Source: Bloomberg (2019), https://global.toyota/jp/newsroom/corporate/23541540.html
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THE FUTURE OF TECHNOLOGY TRENDS:
ARTIFICIAL INTELLIGENCE

Technology trends, no matter how promising

or popular, have only a limited direct impact on
corporate performance and innovation. What
matters most is how companies are leveraging

new technologies and integrating them into their
operations, workstyles and business models.
Artificial intelligence is an excellent example. So
much has been written about the risks and potentials
of artificial intelligence during this decade, but
suddenly the world has been brought to its heels

by a virus. Quickly developed tracking and tracing
technologies, based on Al analytics of smartphone
movements, were thought to help in identifying
infection hotspots and warn subscribers about
possible risks. Ultimately, however, it continues to be
human judgement and labour-intensive effort that
aid in containing the pandemic.

Nonetheless, this reality check on technology’s
potential to solve human challenges should not
cloud the view of its long-term impact in the

‘new normal’. Al enables companies to better
manage the growing flood of data, information
and knowledge. The potential for companies who
manage to learn with Al is huge. R&D can be lifted
to a new level, analytics gain from unprecedented
number crunching and man-machine interfaces
finally become smart. The ability of companies to
use Al tools to improve their products, services and
organisations will increasingly define their future
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capabilities. Still, this process retains elements of
trial and error. Therefore, success will not be reserved
for companies who go all-in on Al strategies, but for
those who are able to experiment on many levels.

In the data economy, companies such as Amazon and
Google have made a fortune by analysing consumer
behavior based on a growing range of digital
assistants integrated into smartphones, homes and
cars. Now, traditional companies and start-ups are
discovering their strengths when upgrading their
technology platforms, too. They know their markets
and customers well and gain from connecting their
existing operations. By using readily available Al
services for text interpretation, machine control

and consumer behaviour analytics, they decrease
unnecessary paperwork, simplify complex supply
chains and recognise growing customer demands.
The gains are already becoming highly visible across
a range of industries. In healthcare, X-rays can be
scanned and interpreted beyond human capabilities,
medications and treatments can be simulated and
tested before difficult field trials are necessary and
hospitals can provide information to nurses that often
matches the data quality of doctors. In the chemical
industry, new materials developed today are being
discovered and synthesised digitally first. In industry,
digital management has become the basis for
production planning and control. In the automotive
industry, cars are increasingly supporting their drivers.
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CHART 6: FUJITSU - TRANSFORMING DATA INTO VALUE

MANUFACTURING
Use scan images and engineering

expertise to learn how to quality
assure key parts

FINANCE
Learn from securities transaction

data to spot anomalies like errors in
data entry and fraud

MEDIA
Use written content and language

syntax to learn to write programme
summaries for the TV guide

Source: © Fujitsu 2018

g

HEALTHCARE
Bring together patient data and

medical open data to learn to
diagnose risk factors in mental illness

LIFE SCIENCE
Combine genome data and medical

open data to explain the links
between genome and disease

SECURITY
Convert network log data into

images and learn how to interpret
these to spot security anomalies
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T

SHIPPING

Combine weather data
and operational data to learn
to plot optimal, weather-
compensated routes

o

INFRASTRUCTURE

Use subsurface scan images to learn
how to spot cavities and sinkholes
underneath roads

SAFETY

Combine temperature and humidity
data, worker activity and vital signs
to learn to spot heat stress
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INSIGHT: THE ‘NEW OIL - DATA AND Al

Data have been described as the new oil, and
Al-based data mining as a one of the main growth
opportunities of our time. Even more importantly,
such forecasts do not describe a distant future, they
are driving our economies already today. The big
data platforms and service providers Google, Apple,
Amazon, Facebook and Microsoft in the USA,

and Alibaba and Tencent in China, have not only
become the most valuable companies on the planet.
They also dominate a growing array of businesses,
not only in the digital world. As oil has revolutionised
industry by powering the combustion engine, data
are empowering internet companies to provide

new products and services, increase forecasting
capabilities and further globalise the (digital)
economy. Compared to the utilisation of limited
supplies of oil, the management of an increasing
amount of data will certainly become much more
important.

Structured as information, data are the basis for all
our knowledge. While refining oil has only leveraged
our mechanical power, managing data increases our
knowledge. By further developing Al algorithms and
training them on a growing array of applications, we
can vastly expand our learning. Today, we are not
only learning on top of a growing sea of information,
we are training machines and algorithms to learn

about us and help us to expand our knowledge.
Machines are improving their user interfaces by
learning from our mistakes, information is being
provided in ways that make fast decisions possible
and cumbersome maintenance processes start to
‘heal’ themselves.

As during the oil boom, however, the increasing use
of data has some strong side effects that need to
be addressed before their ‘environmental impact
becomes disruptive. While ‘big oil’ only had the
advantage of size and economies of scale, network
effects in the data economy make big platforms
ever more attractive and useful the more users they
have. While the carbon economy contributed to
global warming within a century, the data economy
is increasing security risks to the point of national
emergencies within years. The result is that smaller,
traditional companies have felt rather disrupted than
supported by the data economy, and governments
are moving to limit the use of data before too much
harm can be done. Before long, data monopolies
may be controlled and internet platforms could be
regulated like utilities. Ultimately, not the ‘big data’
companies might be the long-term winners, but
those companies that can most effectively procure
and apply this new ‘raw material’ to upgrade their
business models.

CHART 7: TRANSFORMING DATA INTO VALUE WITH Al TOOLS
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DIGITAL BUSINESS MODELS IN THE
‘NEW NORMAL

Traditional companies have envied their fast-
growing digital peers for the value they have
created for customers at very low costs. Copying
their business models, however, has been difficult
because digitalisation required entirely new skills
and huge up front investments into computer
infrastructure. But over the last decade, these entry
barriers have been lowered tremendously by several
digital trends. Cloud computing helps companies
to book computing capacity without high up front
investments in T infrastructure. While only major
companies could afford competitive I T before,

any company can just book such useful services
today. The necessary infrastructure remains part of
the large server farms of cloud providers (such as
Amazon) that can be shared across thousands of
users at very low costs. At the same time, today’s
development of advanced digital technologies
focuses on the consumer market, which makes
them increasingly easy to use. For example, Zoom
and Webex, which are highly sophisticated video
conferencing platforms, have been used during the
Covid-19 crisis by almost everyone. Commercial
communication platforms, such as Microsoft Teams
or Slack, are taking advantage of such success,
revolutionising how businesses work across teams
and borders.

Thus, for many traditional companies the biggest
barrier to new business models and value creation
is not technology anymore, it is the necessary shift
in mindsets. By shutting down analogue operations,
the Covid-19 crisis has resulted in exactly such

a shift. Customer relations are being rethought:
instead of visiting clients and providing face-to-
face services, companies are now staying in touch
through a variety of social media channels while
helping to solve problems with chatbots. Employees
are continuously trained with online manuals,
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robo-advisers and learning programmes. Products
are integrating the new digital services seamlessly:
digital assistants like Google Home provide new
interfaces for corporate services relating to almost
any product.

Not all companies are willing or able to invest in such
capabilities, but those who do have become very
successful. The best (and not necessarily the most
well-known) pharmaceutical, healthcare, technology,
automotive, logistic and retail companies have
become incredibly productive and flexible. They are
now focusing on adding new value by expanding
their business models. The media industry, in many
ways a forerunner of digitalisation processes, is
probably the most interesting case.

Digital media companies such as Spotify, Youtube
and Netflix have redefined how music and visual
content are being consumed and created. They
bring creators and consumers together on music,
film and internet platforms. By integrating the
production process with design and consumer
interaction, traditional business models have

been transformed towards new processes of co-
creation that create value by providing much more
individualised user experiences.

Other sectors are learning from this experience.
New business models use digital platforms to
integrate design, production and consumption
processes for a new user experience and additional
services that create value. Such co-creation

is becoming a boon for companies that are willing
to transform their traditional practices. As a result,
real wealth creation is driven by companies which
can bring their complex traditional skills into the
digital world, perhaps even more so than start-ups
and disruptors.
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INSIGHT: MEDIA INNOVATION -
HOW MUSIC PRODUCTION HAS CHANGED

Digital innovation and its impact on an industry production and distribution have almost ceased
might be best observed by following the changes in to exist, resulting in major cost cutting. The real
the music industry, an early adopter of digitalisation.  value, however, comes from the close integration
Producing and distributing music has been a process  and growing interaction of artists, producers and
that linked trend scouts, artists and studios at the consumers on digital platforms, such as iTunes, or
one end, with CD production and distribution at development and customer feedback to create an

the centres and physical CD and DVD sales in unprecedented and highly valuable variety of new
music stores at the other end. This business model titles and individualised customer experiences.
has been almost completely upended. Today, CD

CHART 8: DIGITAL REVOLUTION OF MUSIC PRODUCTION
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GLOBALISATION RETREATS AND
RECONNECTS DIGITALLY

The Covid-19 crisis has been a tremendous shock to
globalisation. Suddenly, growing concerns about the
side effects and sustainability of globalisation were
met by ancient fears of pandemics spreading around
the globe. Borders have been closed, transport

and even postal services disrupted, supply chains
cut and tourism shut down. In the EU, decades

of dismantling borders and harmonising national
policies came undone within weeks.

As in the case of new mobility solutions, this
disruption of globalisation comes on top of long-
term challenges that have turned the public
mindset against the advantages of globalisation.
In the ‘new normal’, export-oriented business
models will remain challenged while supply chains
must be rerouted. Companies are already working
on making their supply chains more resilient by
shortening them, adding alternative suppliers and
shifting more production closer to the countries of
final consumption. All this can only be achieved in
conjunction with digitalising operations end-to-end.

Much of this is not new, however. On the supply
side, companies are continuously reviewing their
supply chains and trying to get ever closer to their
customers. They do this by increasingly operating
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on digital global platforms, such as Microsoft Azure,
which allows them to automate at an increasing
pace, while reducing the impact of differences in
labour costs. As a result, exports from centralised
locations will decline while domestic production
close to the customer will mix with digital service
delivery. While physical exports have retreated, the
world has grown much closer digitally. With their
new digital platforms, companies can produce,
manage and provide services closer to their
customers with much greater flexibility and much
lower costs in almost any location around the globe.
Supply of global products has not stopped; it has
been digitally upgraded.

These trends have already become highly visible

in Japan’s exports of goods and services balance.
While exports have been flat for more than a
decade, tourism has been growing, along with digital
travel sites, visa applications and payments. ICT
(Information and Communication Technology)
services, especially towards Asia, have quadrupled
as well, but come from a much lower base. All these
global services still have tremendous room for
growth. In the USA, for example, the share of service
exports is more than twice as high as in Japan.
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CHART 9: JAPAN'S GOODS AND SERVICE EXPORTS (2008=100; USD BASIS)
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Source: SPEEDA Database (2020)

With big opportunities, risks are certainly increasing
emerging Asia. Chinese companies such as Alibaba  as well. The USA has become engaged in a

are building digital infrastructures and e-commerce confrontation with China about (digital) technology
platforms across Asia. While there are concerns
about their dominance, ASEAN countries are
working hard to benefit from Chinese investment
and keep their platforms open to new partners. In
the long term, digital payment systems and cross-
border e-commerce create opportunities by bringing  start-ups do.
the huge Asian consumer markets online and

making them accessible to a much broader range of

retailers.

Digital globalisation has its strongest impact in

and entire countries around the world. Navigating
the new environment therefore requires the advanced
expertise and resources of major companies - or the
willingness to accept challenges and risks as many
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leadership. This confrontation is affecting businesses
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INSIGHT: DIGITAL TRADE - ASIA GROWS
TOGETHER, GLOBAL TRADERS GAIN

In global trade, two opposing forces become aligned.
Physical exports and trade are retreating, while
e-commerce is booming and production is moving
closer to its final consumers. In this world of global
digital platforms, traditional retail is challenged,
while global traders become increasingly able to
deliver on successful trends, applying production
methods from one part of the world to another.

A prime example of these diverging trends are
Japan’s successful trading houses (sogo sosha).
The big five, Mitsubishi, Mitsui, Itochu, Marubeni
and Sumitomo have been dependent on physical
trade and raw materials. This created major
challenges in the 1990s, when the Japanese
economy first contracted, and then again during
the slowdown of global trade after 2008. Today

however, they possess strong earnings potential,
although the combined impact of the USA/China
trade war and Covid-19 certainly resulted in a very
challenging 2020 for them.

The sogo sosha have ventured into a broad range of
digitally enhanced supply chain businesses that build
global logistics networks, monitor production around
the globe and connect with consumers directly by
bringing food into convenience stores, providing
healthcare services across Asia and supporting

the development of Asian media companies. To
participate in these opportunities, and as a stamp

of approval, Warren Buffet, the famous American
investor, has taken big stakes in all of the major
trading houses. Globalisation, as they demonstrate,
has not come to a halt. It has only changed.

CHART 10: REVENUE AND PROFITS OF SOGO SHOSHA SINCE 2007 (2007=100; JPY BASIS)
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OUTLOOK FOR WEALTH CREATION

During the Covid-19 pandemic, Japan could

rely on one of its greatest strengths: resilience.

As during previous crises, households adjusted

to the requirements of precaution and social
distancing without full lockdowns being necessary.
Companies accepted a severe shock while keeping
their employees safe and employment high. The
government supported the economy with one of the
biggest fiscal packages anywhere.

As many observers have pointed out, there has even
been a silver lining in this crisis. Traditional relations
that built on extensive face-to-face meetings and
long working hours, as well as extensive commutes
and centralised offices, have been disrupted for
long enough to be reviewed and questioned. The
changes are profound. Households now accept
digital services more readily. Companies learnt to
use existing digital platforms more effectively and
connect their workforces remotely. Work from home
can now be better integrated into ‘new normal’
corporate workstyles. All these measures have been
high on the list of structural reforms before - but
yielded only limited success until companies had

to stop, think and reimagine their operations and
business models.

Still, it is not the first time that a ‘new normal’ has
been declared and sustainable growth will not return
on its own and for all companies. After the global
financial crisis of 2008, the ‘new normal’ resulted in
an economy with low growth and even lower interest
rates. Companies adjusted by boosting productivity
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and households gained by investing into their
improving stock performance. Traditional sources of
wealth creation, such as bank savings, government
bonds and life insurances disappointed at the

same time.

The current ‘new normal’ requires another significant
upgrade of corporate and household investment
strategy. Productivity gains from boosting efficiency
and cost performance will not be enough anymore.
Companies need to add value by smartly utilising
digital technologies and opportunities, often
requiring a broad transformation of operations,
supply chains and business models. The opportunity
for sustainable wealth creation at the household
level is to help these successful companies to grow
- not only by buying their products, but by investing
into new opportunities.

In a world of low headline growth, ultra-low

interest rates and fast advancing digitalisation
gains, long-term wealth creation depends on the
innovative combination of traditional crafts, skills
and industries with digital opportunities. So far, such
digital transformation has been the domain of large,
advanced and often digitally ‘native’ companies
who saw their stock valuations skyrocketing. Many
traditional companies have now been transported
into this ‘new normal’ of digital opportunities by the
Covid-19 crisis. Adding value by investing into these
companies will become the basis of sustainable
wealth creation in the ‘new normal’.
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availability of any information,
including ratings or research, 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 or research. Credit
and/or research ratings are statements
of opinions and are not statements of
fact or recommendations to purchase,
hold or sell securities. They do not
address the market value of securities
or the suitability of securities for
investment purposes and should not
be relied on as investment advice.
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