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Outline

The hoped-for recovery during 2021/22 did not materialise. Instead,
the world remained challenged by subsequent waves of Covid-19
variants and disruptions of supply chains. A computer chip shortage
crippled the restart of key industries, global shipping got stuck in the
ports, and energy prices exploded. Finally, Russian aggression towards
Ukraine brought war back to Europe, which will reshape the geopolitical
landscape for years to come.

In this difficult environment, Japan has been one of the most resilient
countries. Its Covid casualties were among the lowest internationally,
while government support kept corporate bankruptcies and
unemployment to a minimum. In our 2021 JAPAN REPORT, we
discussed the importance of resilience to overcome the pandemic.
We pointed to the potentials of digital transformation (DX) in smarter
healthcare, mobility, the use of artificial intelligence (Al) applications,
and the positive impact of a wave of digital globalisation across
e-commerce and cloud platforms. In the 2023 JAPAN REPORT,

we remain confident that these megatrends will be important growth
drivers and contribute to wealth creation in the ‘next normal’. In
addition, the world must face a new, much less secure environment
that suffers from a global loss of trust.

On the back of the war in Europe and the continued technology
confrontation between the US and China, the ‘next normal’ will require
significant upgrades to defence, energy, and digital security policies.
These higher levels of security do not come without costs, but they
create opportunities for companies that are able to adjust earlier than
others. We will discuss how ‘zero trust’ strategies for cybersecurity,
new partnerships, and ecosystems open the door to innovation and the
next level of digital innovation. We believe that successful companies
will be able to securely navigate the much more complex geopolitical
environment, and that Japan will be an excellent and secure basis to do so.

Opportunities seem to be particularly strong in finance, which had
suffered from intense requlation and competition with e-commerce
platforms since the Global Financial Crisis. In the new and more
regulated geopolitical environment, banks and insurance firms can
build on their strength in providing trust and security. Japan is at the
forefront of safe digital payment systems that will be fully integrated
into the increasingly digital supply chains of corporations. After
experimenting with cryptocurrencies, blockchain technologies, and
gaming ‘metaverses’ for years, Japanese companies are pushing ahead
as leaders in the development of digital currencies, smart supply chains,
and secure ecosystems. We will show how these attempts can
contribute to the next levels of wealth creation.
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The macro backdrop -
Endless challenges?

Major economies were expected to recover and advance to the ‘next
normal” during 2022. Instead, they continued to face unprecedented
stress. The uneven recovery in the US, Europe, and Asia resulted in

severe demand mismatches and blocked supply chains.

In the US economy, a strong rebound from the
pandemic during 2021 coincided with fiscal stimulus
and continuously expansionary monetary policy.
The resulting spike in demand overwhelmed supply
chains and logistics links to Asia, where employees
returned to work in @ much more careful way. Price
hikes had already started to spill over into services
and labour markets when Russia invaded Ukraine,
which sent the prices of energy, essential resources,
and food skyrocketing.

Instead of recovering, the world economy now faces
‘stagflation’, a simultaneous increase in prices and a
slowdown of growth. In each region, the challenges

are severe, and solutions will take time to implement.

In Europe, where lockdowns and border closures
had upended corporate planning and resulted in
underinvestment in vital parts of the economy,
production struggled to recover when Russia’s
aggression hit the economy at its energy supply
base. Energy security and trust in global production
networks, which had been taken for granted since
the oil shocks of the 1970s, were fundamentally
shaken. With consumer prices surging, the European
Central Bank now faces pressures to raise interest
rates in an environment of weakening economies
and deteriorating financial conditions. Stagflation
became a serious concern within a matter of weeks.

In Asia, the fallout came from yet another direction.
China’s economy was reeling from its strict Zero-
Covid policy, which became increasingly costly

and frustrating during Omicron’s spread. Other
economies, including Japan, were reopening

only slowly. In this environment, the ongoing
restructuring of China’s overgrown construction
sector and the government’s crackdown on an
increasingly oligopolistic digital economy resulted
in deflating stock markets and a drop in investor
confidence. After Russia’s breach of international
trust when it invaded Ukraine, investors, who had
already been holding back with investment in
China during the US-China trade and technology
confrontation, started to pull funds out of the world’s
foremost growth market.
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The result is an extremely challenging geopolitical
situation that requires a re-evaluation of risks and
opportunities at all levels. Where financial conditions
were seen as stable and accommodative for the
foreseeable future, interest rate hikes are now
threatening valuations of long-term investments
into technology, the environment, and the digital
economy. Investment into security, defence, and
energy resources, on the other hand, needs to
increase. This poses a major strategic challenge
for companies and governments at a time of

tight budgets and slowing growth. The biggest
challenge, however, is posed by the fundamental
breach of trust in international security and
cooperation. Governments will have to think about
which partners they can rely on for trusted, global
cooperation. Companies have to future-proof their
value chains for operations in a much less trusted
international environment. And investors must
identify opportunities that provide a new mix of
resilience and innovation beyond current hopes for
technology gains.

In this new environment, some long-term trends

are being re-evaluated. From a Japan perspective,
perhaps the most important one is the long-term

Chart 1: Real exchange rates (2010=100)

‘real” exchange rate, which measures the valuation
of all trade goods and services. For about ten years
already, real exchange rates between Japan, the
US, and Europe have been diverging (see Chart 1).
Despite the euro’s poor reputation following the
debt crisis in 2010, continuous restructuring in

its large economy has kept it more or less stable.
Concerns about the outlook during the war in
Ukraine and Europe’s energy future have brought
the euro’s value down to its lowest level since the
start of the single currency, but efforts to lower costs
and rebalance its resource economy are providing
support in ‘real’ terms.

The US dollar, on the other hand, has been soaring
on the back of ‘America First’ policies and booming
asset markets. The current run to safety is adding
to the dollar’s attraction, which increases the stress
for dollar-dependent emerging countries and US
manufacturers alike. The yen, in strong contrast,
has been dropping since the start of the year and
is now at a 50-year low in real terms. The valuation
of Japan’s economy has reached a level on par
with that of the early 1970s, when it was still seen
as emerging, and not as one the most important
advanced economies. How could this happen?
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Decades of low growth with deflationary pressures
have left companies with few choices beyond
relentless restructuring and cost-cutting to secure
profitability in a challenging environment. Lower
prices resulted in Japan’s ‘real’ devaluation, which
accelerated when successive governments prioritised
monetary support for struggling corporations and
lower yen valuations to support exporters’ incomes
over difficult structural reforms. Ultimately, a decade
of ‘Abenomics’ monetary expansion has undermined
the long-term value of the yen to a point where

it is no longer seen as a safe-haven currency that
strengthens during international crises.

households. In such a situation, the Bank of Japan
(BOJ) will have little choice but to keep interest
rates lower than other central banks, which makes
a significant recovery of the yen and long-term
opportunities for investors difficult.

Where are the opportunities in such a challenging
macroeconomic outlook? We should only expect
those companies to do well that are able to navigate
the difficult geopolitical environment. Among
Japan’s advantages are the safe and trustworthy
domestic economy, which provides an excellent
basis for global operations in an insecure world.

Among Japan’s advantages are the safe

and trustworthy domestic economy,

which provides an excellent basis for

global operations in an insecure world.

From the perspective of wealth creation, Japan’s
economy appears to be facing difficulties. Export
companies will certainly gain when the global
economy recovers while the yen remains structurally
weak, but they have already pointed out that such
a rebound would only be temporary. Companies
are increasingly producing overseas, close to the
locations of their growth markets. A weak yen
therefore does not improve their competitiveness
as much as it did in the past. Imports, on the other
hand, will remain expensive, which undermines
Japan’s purchasing power, drives up costs for
domestic companies and hurts consumers and

Japan’s companies have the additional advantage
of operating from an unprecedentedly low cost-
base, which becomes increasingly important in

a world that is struggling with inflation. Yet, few
Japanese companies have been able to leverage
these strengths on global platforms that define trade
and service delivery in an increasingly digital world.
In this JAPAN REPORT 2023, we will therefore
focus on opportunities and innovation that help
companies to stay ‘safe, connected, and growing’ in
a global economy where trust, security, and financial
opportunities are in much shorter supply.
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Insight: The outlook in China - Lessons from Japan’s ‘bubble economy’

Investor sentiment towards China has deteriorated
significantly, but growth opportunities in Asia
remain tied to the outlook in China. China’s support
of Russia, the necessary restructuring of its outsize
real estate and industrial sectors, and the requlatory
threats to its digital economy companies, such as
Alibaba and Tencent, raise major concerns. Will
China succeed in stabilising its growth economy or
tilt back into a more government-controlled market
framework as a result of such far-reaching structural
reforms? While history cannot provide an answer, it
seems useful to reflect on Japan’s experience in the

Chart 2: China/Japan Sector Growth as Percent of Gross Domestic Product (GDP)

1980s, when it had to deal with its own real estate
bubble and navigate a transformation from industry
to service-technology-led growth.

The graph plots China’s main sectors as shares
of the economy between 1960-2020 on the left
and matches Japan’s development after 1985 on
the right. As can be seen, China’s current state of
transformation roughly matches Japan’s in the
mid-80s, and Japan’s experience during the
following years might provide some insight into

China’s road ahead.
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Both countries were in a difficult period when
industry (infrastructure and construction) had to

be scaled back and their export-led growth was
challenged by their trading partners. Japan in the
1980s was facing a backlash from the US about its
trade surpluses, its domineering car industry, and
emerging technology leadership in the electronics
industry. Under then President Ronald Reagan,

a full-scale, one-sided trade war started that saw
Japanese cars smashed and trade sanctions raised.
As a result, companies had to change their strategies
from export growth towards direct investment in the
US. Today, China faces similar trade and technology
confrontations, but the solutions are different. While
Japan’s investment and technology was welcome

in the US at the time, this is not the case for China
today. The Chinese government therefore focuses
more strongly on domestic technology and service
development. If the government remains supportive
of growth, it will have to accommodate (foreign)
investors’ regulatory concerns.

The most important changes affect the role of
the service sector, which became the dominant
economic sector in both countries. To allow
employment to shift into growing services, Japan
deregulated its service sector, especially financial
services, and allowed its currency to appreciate

strongly. The result was the famous financial bubble,
which took a decade to sort out during the 1990s.
China, knowing Japan’s history well, seems set not
to repeat some of these mistakes. It put the brakes
on real estate development, is reregulating finance
and its large digital service platforms, keeps a lid on
currency appreciation, and diversifies exports and
overseas investment into the larger Asian market.

Will China’s approach to structural reforms be more
successful than Japan’s? While regulatory overreach
may seem likely, history provides some comfort at
least for the current phase of restructuring. Japan
reacted to restructuring challenges and a slowdown
of growth by boosting its economy beyond its
potential in the 1980s. The Chinese government will
have similar incentives to support growth by further
stimulating credit supply. Externally, China cannot
rely on an open and growing US market, as Japan
did in the past. China will need to support open and
growing markets in Asia, as it does by promoting its
‘belt and road’ initiative. In technology, Japan relied
on close cooperation with the US, especially digital
technology development in Silicon Valley. China will
have to develop more digital technology at home. To
keep foreign investors engaged and attract external
talent, markets need to remain open, and repressive
policies will turn out to be counterproductive.
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‘Next normal’ fundamentals -
Resilience, innovation, and value

chain security

After a major crisis, recovery and the way to the ‘next normal’ are covered
by three distinct phases. To withstand the immediate impact of a crisis,
resilience, especially social resilience, is of utmost importance.

Social resilience limits the impact of a shock and
helps to avoid immediate social and economic
losses. Since such resilience is deeply rooted in
culture and social infrastructures, investors need

to be aware of social fundamentals. After a shock,
economic resilience adds the ability to respond to a
crisis with a fast recovery. Economic resilience gains
greatly from flexible markets and from the ability
of governments to support the economy during
the recovery phase. For the next phase of wealth

Chart 3: Recovery and growth forecast in the OECD

creation, however, innovation is the most important
because it lays the foundation for catching up on what
has been lost and defines the opportunities in the ‘next
normal’, after the change in environment during the
crisis. Ultimately, the economy needs to be able to

sustain growth at or beyond its long-term fundamentals.

Chart 3 shows the three different phases with GDP
forecasts for the Organisation for Economic Co-
operation and Development (OECD).
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Unfortunately, the succession of economic shocks
has so far suppressed the innovation phase. OECD
economies did not grow beyond the original 2019
trend to establish a more promising ‘next normal’.

In direct comparison between the major markets in
Japan, Germany, and the US, all three economies
have struggled in their own ways (see Chart 4).
Japan has been extraordinarily strong on social
resilience, with very few strict restrictions necessary
during the pandemic. Its economic resilience was
less pronounced because the economy depended
strongly on support from the government, while
reopening carefully. Nonetheless, even the Ukraine
crisis, which added to the recovery challenges in
2022, seems unlikely to derail the economy because
energy security has been built on diversified sources,
and the Asian growth potential remains largely
intact. The innovation phase, however, which helps
the economy to unlock new potentials, remains to be
tackled. Innovation should have come from catching
up on the digitalisation of business services and

Chart 4: GDP Growth and Trends (2017=100)

remote work, which could boost productivity and
profitability in the ‘next normal’, but digitalisation
only seems to have a significant impact on
companies who can seize on global opportunities
(see our Insight box).

The US and Germany initially turned out to be far
less resilient than Japan, and in their innovation
phases struggled to recover their (admittedly
stronger) long-term growth paths. In the US, the
steep drop during the pandemic, and the equally fast
return of demand, overwhelmed supply channels
and labour markets. In Germany, the dependence on
external growth and a single source of energy supply
crippled the recovery. As a result, major economies
will struggle to establish a new, sustainable growth
trend as long as the inflation trends from the

supply and demand side cannot be tamed, and the
‘normalisation’ of extremely expansionary monetary
policy cannot be achieved.
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In such an environment, the risks of de-globalisation
are becoming a threat for the ‘next normal in all
major economies. Japan’s companies continue

to rely on growth and opportunities beyond its
stagnant economy. US growth depends on the
fortunes of its technology companies, which need to
generate income in Asia’s growth market. Germany,
and other export-dependent economies such as
Korea, depend even more on stable global supply
and value chains on almost every level.

Fortunately, prospects for global trade remain rather
positive if current supply chain challenges can be
overcome. As shown in Chart 5, global trade did

not return to its pre-crisis trend after the financial
crisis in 2008. Globalisation trends, with very high
levels of investment and trade, had been particularly
strong before the crisis but remained subdued
during an ensuing decade of financial restructuring,

Chart 5: Global Trade Trends (Trillion USD)
26

trade restrictions, and technology confrontations.
After the pandemic, when sources for materials and
energy will need to be further diversified and supply
chains have to become more resilient, global trade is
expected to grow more strongly again.

The challenge for companies able to thrive in this
‘next normal’ is to secure those value chains that
can provide access to more diverse markets in a
more treacherous environment. After so much
international trust has been broken by Russia’s
war on Ukraine, and Western allies have chosen to
retaliate by ‘weaponising’ the international financial
system through severe sanctions, financial security
and cybersecurity will become some of the most
important business functions in the future. Trust’,
which had already become increasingly important
for digital operations before the pandemic, will
become a key concept in the ‘next normal’.
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Insight: Digital opportunities in Japan remain highly selective

Japanese companies have been catching up on
digitalisation during the pandemic. Some companies
with a clear ‘digital transformation’ (DX) agenda,
such as Japan’s industrial leader Hitachi or major IT
services provider Fujitsu, have indeed been doing
very well and doubled their valuation during the
pandemic. Fujitsu’s ‘Work-Life Shift” innovation
campaign, for example, has been rethinking work

in the digital age. It focuses on the seamless
integration of remote working and ‘borderless
offices’, which allow for much closer cooperation
with customers while giving employees a larger
degree of freedom to innovate during ‘hybrid work’.

The digitalisation boom did not result, however, in an
overall outperformance of Japan’s digital economy.

Even after the digital boost during the pandemic,

digitalisation in Japan is proceeding more slowly

than for its peers in East Asia, the US, or Europe,
as the renowned IMD World Competitiveness
Yearbook documents. Other countries are still

digitalising faster and more effectively than Japan’s

ageing society. | T service spending, which remains
far below the levels seen in other countries, has even
fallen below its pre-crisis trend. An exception is IT

spending in business services. These digital services

help companies with their digital transformation,
provide cybersecurity, and support with outsourcing.

For investors, being selective in their technology
investment will become even more important than

in the past.

Chart 6:

IT Stocks Digital Competitiveness IT Spending
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Challenges of the ‘next normal” -
The tallout of the Russian war

After the pandemic, the ‘next normal’ started in a most violent and

unexpected way. By invading Ukraine, Russia is waging a ‘19t century

) . .
war’ on a neighbouring European country.

In retaliation, Western allies have been engaged

in a financial ‘cyberwar’ that cut Russia out of the
global financial networks. As a result, trust in our
postwar institutions and networks has been shaken,
and security risks — from cyber to energy to supply
chain risks - have arrived at the top of global
investors’ minds.

The consequences resonate far beyond Europe,
and the costs will be high. On the European side,

a remilitarisation is under way. Germany faces the
strongest reversal. It will support an immediate
military build-up of 100 billion euro and is planning
to double its military spending over the next years.
NATO troops will be stationed in Eastern Europe,
and formerly neutral countries such as Finland and
Sweden are cooperating with NATO. Russia, which
saw its main adversary in the US, has become more
isolated than during the Cold War.

Another consequence is that ‘cyber risks’ for companies

and entire countries have been increasing. In 2017, a
Russian malware, ‘NotPetya’, which infiltrated Ukrainian

22

corporations by spreading from a tax accounting
software, got out of control and spread across

the world. It crippled the world’s largest shipping
company, Maersk, the US pharma group Merck, and
the Irish health system, among many others. The
business costs were estimated to be well beyond 10
billion US dollars until systems could be restored.

In the current war, traditional ‘hacking” and the
disruption of infrastructure has become an integral
strategic component for both sides. While Western
allies were waging a financial ‘cyberwar’, Ukraine’s
Minister for Digital Transformation called for
international volunteers to build a ‘cyber front’
against the Russian government and infrastructures
that are being used in the war. The government
claims that 400,000 volunteers have joined its

IT army’. Attacks on the Russian stock exchange
and infrastructure seem to have already happened
(as the ‘Anonymous’ group claims). Such widespread
hacker activity against government targets has not
been reported since the 1990s, when hacker groups
became a major threat.
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Chart 7: Ransomware encounter rate (machine count; million)
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While governments and companies are right to be
on high alert as a direct result of the war in Ukraine,
companies will also need to look beyond the war
and consider the longer-term consequences. As
already pointed out, a flight to safety — by returning
more operations into the home market or focusing
on ‘friend shoring’ - does not really provide an
alternative to continued long-term growth when
important markets such as China or India are
considered unsafe for investment.

Since the world will remain digitally connected and

effective resilience management often requires more
and not fewer partnerships in the future, companies
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will have to think hard about securing their global
networks. In the ‘next normal’, companies will

have to show that they can deal with increasing
complexity and can effectively operate in an
environment of reduced trust. They need to future-
proof their systems and governance for this altered
environment, where a military superpower like Russia
faces long-term decline and many other autocracies
will try to find new ways to secure the survival of
their systems. Cyberwar, cybercrime, and much
higher security requirements will almost certainly
become a much larger threat than before the fallout
of the war in Europe.
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Insight: Ransom as a Service (Raa$S)

Even among cybercrime groups, only the biggest
seem to have been able to develop significant new
technologies in the past few years. Almost 60% of
major ransomware attacks have been conducted
based on the technologies of just three groups
(Conti, REvil, Darkside). The bulk of attacks, at

the same time, is still being conducted with rather
dated methods. About 67% build on simple phishing
emails, and 26% are still using code from the dated
WannaCry virus that was developed in North Korea.

On the back of this concentration in the cybercrime
market, the business models of cybercrime groups
have significantly changed, too. Most ransomware
groups do not develop their own code anymore, they
rely on technologies from the largest groups instead.
Ransom as a Service (RaaS) has become a business
model for the largest groups, and the Russian
‘Darkside’ is the latest example. Their software was
used in the high-profile attack on the ‘Colonial
pipeline, which led to a state of emergency on the
US east coast. These ransomware developers require
a safe environment of negligent or supportive

Chart 8: Average prices of cybercrime services for sale

governments to develop their tools. Russia has
become a main location for these cybercrime
groups, and not only because they do not have to
fear prosecution as long as their actions do not
interfere with Russia interests. In a market with a lot
of technological talent but few other opportunities
to grow, these groups can also feed on increasingly
available technology skills.

On the other side of the cybercrime market,

local ransomware groups build their business on
intelligence operations related to their victims. They
research their targets not only for vulnerabilities but
also for the potential of ransom payments. These
groups are not necessarily linked to Russia and

can operate anywhere, and thrive where corporate
defences are low. For their technology, however, they
depend on the cybercrime development in a haven
like Russia. On the back of the evolving cyberwar
with Russia, this splitting of the cybercrime market,
between technology development and local victim
intelligence, now runs a very high risk of delivering
far more sophisticated attacks in the future.

Attacker for hire (per job)

$250 per job (and up)

Other Services )

Continuous attack supply
chain innovation

Denial of Service
$311.88 per month

Source: Microsoft Digital Defense Report (2021).
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e Ransomware Kits

$66 upfront
(for 30% of the profit / affiliate model)

* Compromised PCs/Devices

PC: $0.13 to $0.89
Mobile: $0.82 to $2.78

® Spearphishing for hire
$100 to $1,000

(per successful account takeover)

Stolen username
and password pairs

$0.97 per 1,000 (average)
(Bulk $150 for 400M)
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Cybersecurity - Building a digital
society on ‘zero trust’

In the ‘next normal’, the peaceful development of trusted societies can

no longer be taken for granted even in highly developed countries.

Russia’s breach of trust and international law has

hit an increasingly interconnected digital world that
depends on effective cooperation with a growing
range of partners. It also hit a digital world that was
built on relatively weak defences. A fundamental
rethinking about digital security and the foundations
of our digital societies is thus in the making. It will
have major consequences not just for cybersecurity
but for the future course of globalisation and the
development of trusted value chains around the world.

In the past, the most sensitive networks, including
financial networks, have relied on closed
communication between trusted and licensed
partners, mostly banks. That Russia could be hit

so hard by financial sanctions is a result of the still
existing dominance of such closed systems. But the
financial world is changing fast, and closed banking
systems are being replaced by more flexible, open
e-commerce payment systems, which can be deeply
integrated into corporate payment functions at very
low cost, but with increasing systemic risks.

In manufacturing, trust has been essential for
vertically integrated supply chains, which have been
the basis of operational success in Japan and other
‘high trust’ economies. Such ‘trusted’ partnerships
relied on closely integrated production systems that
could be protected by relatively simple firewalls
towards the ‘open’ internet. More flexible ‘Industry
4.0’ production systems have become far more
horizontally and digitally integrated, however. They
require connectivity with a growing network of
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mobile partners and independently operating loT
(Internet of Things) devices.

The difficulties of the traditional approach to
cybersecurity were highlighted by the two-day stop
of Toyota’s car production lines in early 2022. After
one of its core suppliers reported a ransomware
attack on 28 February, Toyota prudently reacted

by shutting down a large part of its integrated
production system before the virus could spread.
While the supplier was able to isolate the virus and
Toyota could protect its production system from
larger consequences, such incidents carry incredibly
high costs and need to be handled in a more
localised way in future. Since it seems quite likely
that Toyota’s strong reaction to the malware attack
was more related to being on high alert during the
Ukraine war than to the specific details of the attack,
it also seems important that companies are prepared
to deal with such situations in a more ‘routine’ way
in future.
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The current change in the world order towards

a less trusted state of affairs therefore requires

a transformation in how corporate supply chains
are being secured and cybersecurity is being
provided. Instead of focusing on securing trusted
systems in a relatively certain world, a ‘zero trust’
model of security, which prepares for potential
system breaches at any level and any place, is
becoming more prevalent. Instead of relying

on a continuous process of eliminating more

and more vulnerabilities and blind spots across
external interfaces, cybersecurity needs to build
on continuous identification and validation within
increasingly complex systems.

Chart 9: Microsoft - Zero Trust Implementation

35%

Fully implemented

42%

In progress

76%
/ Zero Trust

implementation

US DE JP AUS/NZ

Zero Trust

. . 79% 75% 76% 71%
implementation

« Fully implemented 44% 19% 32%  28%

* In progress 35% 56% 44% 43%

Source: https://query.prod.cms.rt.microsoft.com/cms/api/am/
binary/RWGWha
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For cybersecurity companies as ‘trusted society’
supporters, the opportunities do not stop at better
orchestration of security services and improvements
to governance models. Customers will need a
broader range of security services that start with
analysing and protecting the most vulnerable

parts of their operations, while simultaneously
demonstrating the potential gains of governance
changes to agility and productivity. In a more
challenging international environment, companies
will also need more continuous intelligence

about secure system development and new
government cyber-requlations that require effective
implementation. Integrated into a ‘threat intelligence
platform’, such cybersecurity information can
provide the basis for end-to-end security consulting
across cloud services while zero-trust technologies
are being developed step by step.

Such cybersecurity developments in finance and in
increasingly complex manufacturing value chains are
becoming the building blocks for ‘trusted society’
systems that connect everything in real time and
depend on new technologies as well as increasing
government cooperation. To keep the development
of the data economy sound and safe, while providing
open data access to individuals and businesses,
governments are pushing projects that will have an
important impact far beyond the aforementioned
data economy. Among them are new digital
currencies, the adoption of blockchain technologies,
and secure public clouds as part of national

security strategies. As we will show, securing digital
platforms with ‘zero trust’ services is only a first step.
Developing and employing ‘trustless’ technologies
will be the next step that drives opportunities for
digital ecosystems in the next normal.
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Insight: “Zero trust’ cybersecurity opportunities

Since ‘cyber resilience’ builds on changes to
governance, strong intelligence, and orchestration
with different partners, it evolves from security
packages that are being provided by single
companies to comprehensive security services

that are provided by a growing range of partners.
Cybersecurity companies now focus on consulting
and on developing networks with different partners.
Microsoft with its ‘Office’ clouds, for example, has
become an active partner of many companies.

Chart 10: Stock market valuations of Japan cybersecurity leaders

Since ‘zero trust’ requires securing any single unit in
a corporate system, the complexity of cybersecurity
increases with the complexity of the system.
Security therefore needs to become a contributor

of corporate agility and productivity along with

the necessary governance and system changes.
Security development becomes an integral part of
an advancing corporate business model. Thus, for
investors and wealth creation, having an eye on
those companies that are able to innovate to handle
security services as part of the digital transformation
of their customers is turning out to be a winning trend.
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Digital ecosystems - Building on
‘trustless’ technologies

In the ‘next normal’, trust will be in much shorter supply. Securing it will
not only require much better security strategies but also a rethinking of
entire value chains and of the technologies they are built on.

In industry and services, value chains and entire
digital ecosystems are increasingly cutting

across traditional business and industry domains.
Customers expect the integration of their physical
worlds with an increasing range of digital services
and support. They have also learned to cut costs by
sharing resources and assets on digital platforms,
which they would have had to ‘own’ in the prior,
analogue world. The result is a tremendous increase
in digital transactions and integration that require
far more ‘trusted’ operations in a world where trust
has been broken.

Today, in the digital world, music and movies are
being streamed instead of being owned on DVDs. In
the physical world, entire fleets of cars have become
available across most cities with simple smartphone-
based access to their ‘service’. Companies are
benefitting the most. They get access to machines
on a pay-per-use basis as they need them. Expensive
3D printers, for example, are rarely being bought
anymore. After the pandemic, many companies will
have a much larger ‘remote’ workforce, while renting
access to shared spaces with fully integrated digital
interfaces whenever colleagues and partners need
to meet. In future, every kilowatt-hour of charging

a car, every kilometre driven, all the CO2 emitted,
and all the infrastructure used in increasingly ‘smart’
cities needs to be clocked, accounted, and insured.
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How can all these new connections be managed

in a secure and trusted way? The answer is similar
to the need for ‘zero trust’ security: transactions
need to be secured by ‘trustless’ technologies that
continuously guarantee information integrity but
do not require trusted partners and intermediaries
to monitor and clear transactions. Such technology
has been developed in one of the most contested,
hacked, and speculative markets: digital currencies.
Bitcoins and other digital assets have been built on
‘blockchain” and ‘distributed ledger” technologies
that do not require the monitoring of transaction
between trusted partners or the clearing services of
a traditional banking system.
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Blockchains work by encrypting data from end to
end and storing them simultaneously on a large
number of computers across the network of partners
and participants. A breach of trust in any of the
storage locations could always be discovered and
automatically corrected by the remaining parts of
the blockchain. In practice, blockchains have already
proven that they can securely connect an almost
unlimited number of ‘unknown’ partners and operate

in one of the world’s most treacherous environments.

Most supporters of the technology point out that
its potential to secure transactions in a transparent
and cost-effective way is very high — and ever
more innovative companies seem to agree. In a
blockchain-based ecosystem, a copy machine, for

Innovative companies are therefore developing
their own blockchain-based technologies to provide
services for them and their partners across a whole
range of value chain services (see our Insight

box below). They experiment with new types of
transactions that allow for much closer integration
of diverse partners by providing continuous,
automatic, and fail-safe record-keeping of
transactions with very little need for additional
bookkeeping or financial clearing.

So far, however, such projects remain at an
experimental stage because established payment
providers have not yet been able to develop
common standards and to connect diverse
ecosystems across industries. Banks, which

From a banking perspective, blockchains

compete with traditional payment

functions and might trigger another cycle

of financial ‘disintermediation’.

example, might automatically order new paper and
‘pay’ with a digital ‘coin’ or token when the paper has
been loaded. Most related traditional transactions,
from ordering the paper to writing invoices and
keeping track of payment transfers, will not be
necessary anymore. If the partner turns out to be
unreliable, detailed documentation exists in real
time, difficult disputes become unnecessary, and
relations could even be cut at very low cost because
transactions and payments remain safe and settled.
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could provide such services, have been active

in experimenting with blockchain technologies,
but they have been very careful not to disrupt
their existing payment services. From a banking
perspective, blockchains compete with traditional
payment functions and might trigger another
cycle of financial ‘disintermediation’. With the
development of new value-added services in
partnerships and ecosystems, however, attitudes
are changing. As we will show, banks are set to gain
from the new opportunities in digital ecosystems.
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Insight: Companies are building new ecosystems based on blockchains

In Japan, Hitachi is the main industry supporter of
blockchain technologies, claiming that blockchains
support the streamlining of business processes
because the secure sharing of information between
all participants in a value chain allows to cut out
third-party brokers for most business transactions.
Since all transactions are encrypted but transparent
to members of the blockchain, fraud and contested
deliveries can be decreased dramatically. ‘Smart
contracts’, at the same time, allow for the automatic
execution of transactions and seamless machine-to-
machine communication across partner companies

Chart 11:

Example 2:
Pay-per-use life
insurance model

Life

insurance

Healthcare @ Financial
services

Hospital
records

Music
streaming
Digital assets @ \

Settlements

Public services

when supplies need to be ordered and fulfilment
assured.

The graph shows that financial services are at the
heart of transactions and services in blockchain-
based ecosystems. Machines can be used, financed,
and insured on a pay-per-use basis. The same is
true for digital assets, such as music, video, and
copyrights. Retail will gain from transparent supply
chain management with far less transactions and
accounting.

Example 4 (2):

Automated contract execution
(The car will be locked if the owner
falls behind with loan payments)

Financing
\ |OT
Asset
Management Automobile
@ Example 1:
Automated tax payment
Tax Supply chain
PRpTIE L management

@ Distribution
and retail

Example 3: Besll esmim Example 4 (1):
Pay-per-use model and registration Selection of a better

enhanved copy rights
management for music

Legend: —> Linkage of service @ Services and @ Users

car loan contract

and function functions (individuals)

Source: Hitachi Blockchain Technology;
https://www.hitachi.co.jp/products/it/finance/en/blockchain/index.html
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Trusted ecosystems —
New opportunities for finance

Not just in the ‘next normal” but already today businesses are

increasingly built on digital platforms. The data ‘clouds’ of Amazon,

Microsoft, or Google have become the backbone and infrastructure

of most growing companies.

Companies use these platforms not just to store
data but also to ‘book” and add digital services
across all corporate service functions. On the
corporate side, cloud services now cover everything
from Al analytics to accounting and payments at
very low cost. On the consumer side, they support
the ‘always-on’ functions of smartphones to deliver
services and analyse consumer behaviour. For
businesses and consumers, the benefits of better
access, more information, wider choice, and lower
prices on these platforms have been enormous.

This process of digitalisation is now reaching the
next level. Since everyone is connected on platforms
and data are stored in the cloud, new transactions,
supply chains, and partnerships are emerging.
Increasingly, entirely new products and services

are being developed in ‘digital ecosystems’ with

a growing range of specialised partners. On the

production side, manufacturers have become able
to embed a growing range of value-added services
and over-the-air maintenance into their customers’
operations. On the distribution side, retailers are
experimenting with the transformation of shopping
from storefronts and home delivery into ‘omni-
channel” experiences.

Marui department stores, for example, are
partnering with online businesses, such as the
Mercari flea market platform, to meet customers in
their ‘event spaces’ (department stores) for tailored
experiences — from personal advice on energy
saving, to learning English, to entertainment with
‘animation days’. In this new business model, events
attract consumers, but the product category that
keeps them buying in the stores and results in their
return is fresh food, while most other products are
delivered online.
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This process of ‘digital transformation’ has two
important consequences. The first is that platform-
and e-commerce-based transactions have become
ubiquitous. Platform companies are increasingly
‘owning’ the interface to customers, running the
infrastructure (and increasingly the back office)

of companies, and have taken charge of most
transactions, including a growing range of financial
services. The second consequence is that digital
platform companies have become a monopolistic

Over the coming years, a new level of stability

and trust will be built into a digital transformation
that has reached a point where ‘digital’ is being
considered first’. Explosive growth in transactions,
the shared use of equipment and infrastructure, as
well as a growing range of ‘business as a service’

has led to interdependencies and complexity that
requires an increasingly high level of trust in the
system, while it becomes harder to trust the growing
number of partners and connections individually.

Platform companies are increasingly

‘owning’ the interface to customers,

running the infrastructure (and increasingly

the back office) of companies, and have

taken charge of most transactions,

including a growing range of financial

services.

concern and the target of government regulation.
Platform companies have become ‘systematically
important’, which requires complex precautions and
regulation to avoid disaster when they fail. While
platform companies have been growing strongly as
long as they could experiment with their treasure
trove of data, access customer information, and
integrate service and financial functions relatively
freely, they now face requlatory scrutiny.
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Trust in partners that deliver ever more specialised
and fractured services has become vital, and the
means to establish such trust needs to be provided
by new technologies and platforms, as we have
pointed out for ‘trustless’ technologies above. It

is therefore no coincidence that regulators in the
US, in Europe, and in China are re-regulating their
largest platform and e-commerce companies almost
at the same time.
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The consequences are far-reaching and potentially
a boon to the financial sector, which has been
suffering from the largely unregulated competition
for financial services in the e-commerce sector.
This is no coincidence, either: Banks and financial
services became the target of heavy requlation

the last time ‘trust’ in the (financial) system

was lost, i.e. in the wake of the Global Financial
Crisis. After restructuring their core business

and scaling back the riskier parts of investment
finance, banks have adjusted. They are building a
network of new financial services, together with
start-ups that analyse company data to improve
payment functions, offer individualised investment
and insurance portfolio advice, and improve the
customer interface. Banks have learned from
platform companies about the importance of
providing new consumer services along with
financial services, and now move beyond simple
digitalisation of their existing business channels.
Instead of providing just ‘e-banking’, they have
started to build ‘open banking’ platforms that
allow innovative services from partners, while
banks guarantee the platform and the interface to
customer accounts (see Chart 12).

Chart 12: Financial service ecosystems

Digital

Open Banking Insight

(Mizuho)

(1) -

A\

Source: Fujitsu (2021).
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While ‘open banking’ is becoming increasingly
established, and financial platforms of e-commerce
companies have run into regulatory trouble,
financial ecosystems are only at the start of their
development. In Japan, for example, Bank of
Fukuoka, a regional bank in one of the country’s
manufacturing hubs, partnered with a whole group
of digital service companies - not just to provide
services but to set up an entire bank. They launched
Minna Bank, a digital bank based entirely on public
cloud services, in a mere 15 months. They are
working with Amazon, Microsoft, Google, Oracle,
and Salesforce to ‘plug and play’ their services from
digital accounting to infrastructures to customer
services. Minna Bank has won the highest-level
Red Dot design award for its application and
communication design.

Our Insight box below points out that banks will
indeed need to catch up on new digital services and
partnerships because even central banks are only
one step from launching their own ‘central bank
digital currencies’ (CBDC). Since this would spread
digital payment functions far beyond currently
dispersed platforms, banks will need to show that
they are the right partners to handle the emerging
opportunities.
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Insight: Governments intervene in e-commerce development

Governments have become increasingly concerned
with the rising market power of e-commerce
companies. Central banks have been especially
worried that e-commerce platform companies are
progressively adding financial functions that are not
properly secured and might cause systemic risks.
E-commerce platforms have started to provide
digital payment functions with smartphone-based
wallets and offer ‘smart’ portfolios with money
market funds and ETFs. Long before they moved
into financial services, platform companies had
become the main source of information for many
consumers. They are also the infrastructure provider
for a growing number of companies.

Systemic stability is therefore becoming a

significant requlatory challenge. Requlators are

not only working on comprehensive sets of new
‘digital’ regulation but are also considering more
fundamental steps by weighing to provide their

own central bank digital currencies (CBDC). Such
steps, as already taken by China’s central bank, could
fundamentally change our financial systems, as will
be discussed below.

The impact on the business model of e-commerce
companies is already strong. After the listing of
China’s Ant Group had been cancelled by requlators,
the valuation of Alibaba Holding, China’s largest
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Chart 13:
Open Banking Finance Platform
(Mizuho) (Alibaba / Ant Group)
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Digital Currency
(Central Banks)

internet platform and e-commerce company, fell
to one-third of its peak. Facebook (now Meta
Platforms) lost half of its value after plans for its
digital currency were cancelled, and users were
allowed to opt out of the commercial use of their
information.

In future, requlators need to balance the benefits
of digital service innovation against the risks to
consumer protection, competition, and systemic
stability. For banks, on the other hand, the creation
of a level playing field can help them if they are
able to catch up on available technologies and
partnerships.
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Digital currencies — Japan becomes
a leader in new ecosystems

The complex changes of digital transformation on the way to the ‘next

normal’ are not only requiring significant adjustments in business

operations and technologies.

Central banks have become so concerned about
financial risks and instabilities in the digital economy
that they are weighing a rather radical step: issuing
digital currencies by themselves. Central bank digital
currencies (CBDC) could provide a safer, cheaper,
and in most cases a more convenient way for
payments in the digital and much of the analogue
world. However, the debate about these new digital
monies has been fraught by misconceptions that
might inhibit innovation in many countries.

cash therefore remains king, and companies face
transaction costs that amount to almost 0.7% of
GDP, or 7% of banking operating costs, in many
economies. E-commerce platforms have therefore
been striving to replace these transactions with their
own financial service offerings and the payment
functions of mobile phones.

The results are systems that are still quite costly
(in Japan, fees for most mobile payments are

Central bank digital currencies (CBDC)

could provide a safer, cheaper, and in

most cases a more convenient way for

payments in the digital and much of the

analogue world.

Although money has been mostly ‘digital’ for a long
time, CBDCs would be a new direction for the way
money is being provided. Our current ‘digital money’
works on the basis of commercial bank accounts
under which debit and credit cards are issued. This
allows for seamless transfers between bank accounts
in the same network but rather slow and costly
transfers between different partners and networks.
In many daily person-to-person transactions,
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around 3% of transactions), far from universal, and
allowing for controversial insight by e-commerce
companies into the digital transactions of consumers
and business partners alike. On the other hand,

the advantage of this ‘old’ system is that it allows

for strong privacy where cash is being used in
transactions, and low-cost convenience when
transactions become settled on the platforms of
e-commerce companies.
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If these financial transactions were replaced by
payments with CBDCs, all transactions would

flow through central banks” accounts and servers,
or through banking networks if the government
chooses to outsource transaction accounting. The
advantage would be that transactions are safe,
low-cost, and widely available because everybody
would have a central bank (controlled) account.

It seems almost certain that digital money would
‘crowd out’ paper money. In a next step, central
banks would probably become ‘creative’ in their use
of the digital currency. They could, for example,
use them for policy operations when stimuli need
to be provided during a crisis by directly depositing
cash to households, or for automatic tax payments.
The disadvantage of such a system is, of course,
that governments would have much greater control
over private transactions. As a result, most plans for
CBDCs remain relatively unpopular for the

time being.

In Japan, a consortium of 74 leading companies
and financial institutions now offers an innovative
alternative — with the BOJ being an observer.

They are planning to start a new digital currency
that combines the opportunities of private
cryptocurrencies with the proven stability, trust, and
relative privacy of banking-based currencies.

In Japan’s ‘DCJPY’ system, members of the banking
consortium create ‘digital coins” against deposits in
their bank accounts on a one-yen-to-one-coin basis.
As can be seen in the following graph, the ‘digital
coins’ in the centralised banking blockchain would
not be particularly useful if they were not being used
in evolving industry networks that want to develop
new low-cost accounting and payment functions.
The innovation in the system therefore comes

from the development of ‘private’ independent
blockchains that form the basis of local corporate
ecosystems.

These financial services can cover all three ‘original’
functions of money: They can become a medium

of exchange, work as a unit of accounting, and can
become a store of value. For payment functions,
companies can use the coins across networks so
that digital person-to-person payments finally

work seamlessly. In industry transactions and
accounting, the coins can be used for machine-to-
machine orders and payments with automatic ‘smart
contracts’ (see the Insight box below). In future,
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these functions can grow tremendously because
more and more transactions, from supply chain
delivery to energy to CO2 accounting, will have to
be traded in an increasingly ‘circular’ economy, which
builds on reusing and sharing resources in innovative
ways. Finally, financial services can move far beyond
storing value and providing uniform rates of interest
in bank accounts towards smart portfolios with
integrated asset, loan, and risk management services.

Chart 14: DCJPY - Japan’s basis for integrated
blockchain ecosystems
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Smart Contracts
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Source: Fujitsu (2022).

Japan’s DCJPY system solves several issues that have
hampered financial innovation in the past. Digital
coins will be as stable as the underlying yen accounts.
DCJPY provides a high level of privacy when ‘coins’
are being used in private blockchains. It makes coins
exchangeable across the economy. And it provides
the ‘smart contract’ accounting and automation
technology to industry groups that could hardly
have developed it on their own. If the BOJ ultimately
decides to back the system, the next revolution of
banking money could well be in the making.
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Insight: Smart contracts in value chains

One of the main advantages of blockchain
technologies is that they allow for payment
automation in existing supply chains and future
operations in more sustainable ‘circular economy’
ecosystems. CO2 accounting and trading, for
example, is already being implemented by advanced
companies and will be part of government plans
for CO2 neutrality by 2050. Balancing fluctuating
renewable energy supply with demand in local
‘virtual power plants’ will be another important
function that requires automated accounting,
responses, and settlements.

Chart 15: ‘Smart contract’ service and operation

Financial Flow

Already today, transaction automation in supply
chains results in significant efficiency gains. In a
digital economy, an increasing number of assets
and machines are being shared, while new energy,
mobility, and health services are being introduced.
Expensive 3D printers, for example, can be booked
on a pay-per-use basis by partner companies.
Renewable energy can be traded and priced
automatically across neighbourhoods or cities.
Health insurance plans can give rewards for healthy
actions on the basis of smart device information.
The resulting explosive growth in transactions
adds significant flexibility and value but can only
be handled when records and payments can be
automated.

Payment P
service 4 Financial
institution
@ — g
Contractual Smart Contract Contractual
partner A Pl service AN partner B
A

|G inspection

(=3 Blockchain

<--» |nformation flow

<

)

Source: Fraunhofer (2018) - BLOCKCHAIN AND SMART CONTRACTS.

52

|G inspection

Material Flow

OG Outgoing goods
IG  Incoming goods

CPS Cyber-physical system

Julius Baer Japan Report 2023

AR N )a—Fz—IEFRAY—rO TR

TJOvIFr—>EMOERX)YyEDIDIE. BEFED
YTIAFT—2ICHEITZREOBEN . KDFFHA
BEATMEREZEIOIISRATLICEITAHERD AR
L—>3>%ZagEIcld 38 TY, e xlF.CO20%
STEESIF. T TICHREN BB EICSIOTERINT
HD. 2050F £ TICCO2=a—hSIILEERT RS
DOBMFTEO—EEHRZDFETY, £, #igo MR8
HBAICBVWT. BT 3BEABEIR/ILF— DR
CEBDODNTVRELZZEHRET XIS SREDEH
tENBrT3EELIEEETT,

X15: AXN—hOVES IO —EREER

BE0RNh

2X—haAVRSY
MF—EZ

<

)

G0 JovoFz—>n

<> BFBROFN

HB: Fraunhofer Q018%E) —7OwoFr—>EAXY—hIAV T,

SBEYTIC U TSAF—ICHBITZEE|0BEEbIC
EDL RBBMRMENERLTVWET, TOZILEET
3 ETEITZKDOEECPHEMDEET SN —ATIEF
LOWIRILF—EEUTH  BET—EXDNEATNT
WET, e xlE N—rF—0EiF. S@ER3DTS)>
2—%EEREH T FHNITZ N TEXT, BE
AREI RILE —F. BB CE T 2ATEBRICE
5l EEERESNET, BRREIF. AX—FFT /N
TZ2DERZEIC. BENBITENICH L TR E S 2D
CENTEET, BRELTHEIDBEEMNISIBINT ST
CT ZHECMENARIBICE LELETH. NS IEEE
HFREZHWEEEMESN THIOH TR TIZ2HDTY,

MEDRN

OG HfEmEmIG
IG  ZABEM®
CPS HAN=T1PAILSRT L

53



Julius Baer Japan Report 2023

Summing up — Winners of the
‘next normal’

Technology has been at the forefront of growth and wealth creation
during the pandemic. The clear favourites among investors have

been sectors with strong digitalisation opportunities, long investment
horizons, and big investment needs, which drove the valuations of digital
platforms and media beyond sustainable levels.

This went into reverse when liquidity evaporated, has shown that twenty years of monetary expansion
inflation picked up, and central banks started to in Japan might have undermined the yen lastingly.
increase interest rates. During this correction, even The traditional winners among export companies are
value stocks and real estate are suffering, and not gaining from the increase in competitiveness as
opportunities need to be accessed with a view to much as in the past anymore. It is the large service

the potentials for growth in a more challenging ‘next  sector - in particular Japan’s excellent business and
engineering services — that may now be structurally
undervalued. Only those companies that can offer

normal” environment of wealth creation.

We have argued that the ‘next normal” will still be their products and services globally on digital

driven by opportunities in technology development.  platforms will be able to benefit from the advantage
On many levels, the digital transformation (DX) and exploit new opportunities. Major IT service

of our world seems to have accelerated, and not companies, such as Fujitsu or NTT Data, are already
slowed down, during the pandemic. Rather than in proving the point, but others will certainly follow.
the ‘metaverse’, however, opportunities can be found

where changes in analogue and existing digital The biggest and most lasting changes of the ‘next
operations are most pressing. Our macro backdrop normal’ will be driven by new challenges in the

geopolitical outlook, however. Since Russia broke
the international order with its war in Ukraine, trust
in the stability of our current networks and value
chains has been disrupted. Re-establishing trust

in value chains in Asia, where investor concern
about the outlook in China has been increasing, will
also be among the most important opportunities.
Companies that are able to secure their global value
chains from end to end, and increase their resilience
by flexibly adding new partners and simultaneously
innovate by preparing for more environmental
sustainability, will be among the winners as well.
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We have pointed to companies that are at the
forefront of providing new ‘zero trust’ security
services and ‘trustless’ technologies that can future-
proof global value chains. One group of Japanese
companies stands out by integrating and building
on all these services. Already in our last JAPAN
REPORT, the successful trading houses (Sogo
Shosha) were used as prime examples of winners in
digital integration. They now see new opportunities
in an environment where markets seem to
disintegrate physically while logistic, material, and
security costs are increasing. They have become
the forerunners of value chain services when
globalisation and connectivity have to be secured
in a world with less security and fewer trusted
partners. Their success lies in opening the door for
a broad range of Japanese companies that are able
to develop new value chains and digital platforms
across Asia.

Finally, a fundamental opportunity opens for a
sector that has been suffering since the Global
Financial Crisis: finance and banking. For more
than a decade, the original providers of trust and

Chart 16: Stock market valuations of Japan’s Sogo Shosha

secure intermediation have been engulfed in a major
wave of re-regulation as well as competition from
e-commerce platforms for digital financial services.
In the ‘next normal’, new opportunities for financial
services are opening from two directions. Regulators
have become concerned about the growing

market power and systemic risks of e-commerce
platforms. They have not only started to requlate
their digital financial services in line with existing
regulation but have also started with projects for
new central bank digital currencies (CBDCs) that
open new opportunities for traditional banking.

The development of new business ecosystems on
the basis of deepening digital partnerships, secure
value chains, and financial services can become a
boon for innovative banking providers. In Japan, the
long-dormant financial sector seems to have woken
up to these opportunities by developing one of

the most innovative financial service projects: New
Japanese yen ‘digital coins’, based on traditional
bank accounts, are starting to provide the basis for
companies to develop more secure, resilient, and
innovative global value chains for the ‘next normal’.
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Imprint

This document constitutes marketing material and is not
the result of independent financial/investment research.
It has therefore not been prepared in accordance with the
legal requirements regarding the independence of
financial/ investment research and is not subject to any
prohibition on dealing ahead of the dissemination of
financial/investment research. It has been produced by
Bank Julius Baer & Co. Ltd., Zurich, which is authorised
and regulated by the Swiss Financial Market Supervisory
Authority (FINMA).

Methodologies and glossary

Julius Baer: www.juliusbaer.com/en/legal/
methodologies-and-glossary/

Important legal information

The information and opinions expressed in this
document were produced as at the date of writing and
are subject to change without notice. This document is
intended for information purposes only and does not
constitute advice, an offer or an invitation by, or on
behalf of, Julius Baer to buy or sell any securities,
securities-based derivatives or other products or to
participate in any particular trading strategy in any
jurisdiction. Opinions and comments of the authors reflect
their current views, but not necessarily of other Julius Baer
entities or any other third party. Other Julius Baer entities
may have issued, and may in the future issue, other
documents that are inconsistent with, and reach different
conclusions from, the information presented in this
document. Julius Baer assumes no obligation to ensure
that such other documents be brought to the attention of
any recipient of this document. Although the information
herein is trusted to be accurate and complete and data
herein has been obtained from sources believed to be
reliable, no specific representation is made in this respect
herein. In particular, the information provided in this
document may not cover all material information on the
financial instruments or issuers of such instruments. Julius
Baer does not accept liability for any loss arising from the
use of this document. Entities within the Julius Baer Group
provide advice which is not considered ‘independent’
within the meaning given to that term by EU Directive
2014 / 65 / EU on markets in financial instruments
(known as MiFID II).

Suitability & sustainability

Suitability: Investments in the services and/or products
mentioned in this document may not be suitable for all
recipients and may not be available in all countries.
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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 their country. 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 document constitutes
investment, legal, accounting or tax advice, or a
representation that any investment or strategy is
suitable or appropriate to individual circumstances, or
otherwise constitutes a personal recommendation to
any specific investor. Julius Baer recommends that
investors independently assess, with a professional advisor,
the specific financial risks as well as legal, requlatory,
credit, tax, and accounting consequences.

Where a document makes reference to a specific research
report, the document should not be read in isolation
without consulting the full research report, which may be
provided upon request.

Sustainability: Depending on the recipient’s domicile or
place of incorporation, this document may not adhere to
any applicable existing or proposed principles, laws, rules,
or regulations related to the environmental, social, and
governance (ESG) criteria. For further details on ESG
data, ESG methodology, and the existing legal/regulatory
framework, as well as potential implications on financial
return and eligible investments, please refer to the ‘ESG
Disclaimer’: https://www.juliusbaer.com/esg-disclaimer-en

General risks

The price and value of, and income from investments in,
any asset class mentioned in this document may fall as
well as rise and investors may not get back the amount
invested. Risks involved in any asset class mentioned in
this document may include, but are not necessarily limited
to, market risks, credit risks, political risks and economic
risks. The investor may be exposed to currency risk when
the product or underlyings of the product are denominated
in currencies other than that of the country in which the
investor is resident. The investment as well as its performance
would therefore be exposed to currency fluctuations and
may increase or decrease in value. Investments in
emerging markets are speculative and may be considerably
more volatile than investments in established markets.
This document may include figures relating to simulated
past performance. Past performance, simulations and
performance forecasts are not reliable indicators of

future results. The return may increase or decrease as a
result of currency fluctuations. Shares, bank debt securities
(e.g. interest-bearing bank bonds and certificates) as well
as other claims against financial institutions are subject to
special requlations, such as the Bank Recovery and
Resolution Directive, the Single Resolution Mechanism
Regulation and related national laws implementing such
special regulations. These regulations can have a negative
effect for the investor / contractual partner of the financial
institution in case of a default and the necessity of a
resolution of the financial institution. For further details,
please refer to: www.juliusbaer.com/legal-information-en

Third party information

This document 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, and research from research providers such
as MSCI ESG Research LLC or its affiliates as well as from
index providers such as Bloomberg (as defined below).
Issuers mentioned or included in any MSCI ESG Research
LLC materials may be a client of, or affiliated with a client
of MSCl Inc. (MSCI) or another MSCl subsidiary.

®” and Bloomberg

“Bloomberg” refers to “Bloomberg
indices which are service marks of Bloomberg Finance L.P.
and its affiliates, including Bloomberg Index Services
Limited (BISL), as well as the administrator of the index.
Bloomberg is not affiliated with Julius Baer. 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 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. Third-
party content providers do not approve, endorse, review,
or recommend any services and/or products mentioned in
this document. In particular, 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.

Julius Baer Japan Report 2023

Important distribution information

This document and any market data contained therein
shall not be redistributed to any third party, unless Julius
Baer or the source of the relevant market data gives their
approval. This document is not directed to any person in
any jurisdiction where (on the grounds of that person’s
nationality, residence or otherwise) such documents are
prohibited. External Asset Managers (EAM)/External
Financial Advisors (EFA): In case this document is
provided to EAM/ EFA, Julius Baer expressly prohibits its
redistribution or any other way of making it available to
clients and/or third parties. The document is of a purely
abstract and general nature and is not intended for, nor
directed at, client portfolios in general or clients domiciled
in the European Economic Area in particular. By receiving
any document, the EAM/EFA confirms that they will make
their own independent analysis and investment decisions,
where applicable.

Hong Kong Special Administrative Region of the
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