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“Work style reform” and a historically tight
labour market

Japan has long been known for its distinctive work culture in
which strong devotion to one’s company, characterised by
long working hours and a diminished personal life, is rewarded
with a guarantee of lifetime employment (Exhibit 1). However,
as the government moves to promote “work style reforms”, or
measures aimed at changing Japan’s employment practices,
excessive overtime work is likely to soon become a thing of the
past.

Exhibit 1: Proportion of employees working long hours
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Source: The Japan Institute for Labour Policy and Training (2014)

These measures started to take shape in March 2017, when the
government released its action plan on “work style reform”.
The plan aims to enhance labour productivity as well as allow
workers more time to pursue personal interests or change
their career path. It is centred on restricting overtime work and
improving compensation for non-permanent employees.

The government steps are amid a backdrop of Japan'’s tightest
labour market in decades, a result of policy support in recent
years from the “Abenomics” economic measures. The current
unemployment rate in Japan is 3.1% (as at May 2017) and the
economy has seen 53 consecutive months of on-year increases
in the number of people employed. Meanwhile, the jobs-to-
applicants ratio, which indicates the number of open positions
available for each job seeker, currently stands at 1.49 (as at
May 2017), its highest level in 43 years (Exhibit 2).

This all means that companies are finding it increasingly
difficult to procure sufficient labour. To compensate, some
firms are increasingly making adjustments to another factor of
production, capital.

Exhibit 2: Japan unemployment rate & jobs-to-applicants ratio
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Companies looking to employ productivity
enhancing capital

In a survey conducted by the Nikkei in March 2017, 80% of
respondent companies indicated that they were either
planning or considering the implementation of productivity
enhancing investments. Furthermore, more than 70% of
respondent companies indicated that they would invest in
productivity enhancing technology to address excessively long
employee working hours.

Such investments would take the form of adopting time
management systems and promoting flextime and remote
work. Other manifestations would include the use of big data
and artificial intelligence to enhance productivity in functions
such as sales/marketing and back/middle office operations.
While merely one quarter of all IT engineers in the US work for
IT vendors, this number rises to three quarters in Japan. We
therefore think that many companies in the IT service sector
will benefit from increases in IT investments in Japan.
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Significant room for improvement in non-
manufacturing sector

In terms of productivity enhancing capital, Japan’s
manufacturing sector is a global leader in adopting factory
automation for industrial production, while the country is also
home to many of the leading providers of these systems. Many
users of factory automation, such as Japan’s top automakers,
have achieved high productivity that has attracted attention
from around the globe.

However, labour productivity in Japan’s non-manufacturing
sectors remains quite low. This is underlined by the OECD in its
latest “Going for Growth 2016: Japan” report, in which it states:
“The productivity level in services relative to manufacturing is
particularly low in Japan, dragging down economy-wide labour
productivity, which is significantly below the average of the
upper-half of OECD countries.”

Exhibit 3: Labour productivity in 2015 - G7countries, GDP per
hour worked, US dollars, current PPPs
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Source: OECD Compendium of Productivity Indicators (2015)

Part of the rationale for the employment reforms the
government is promoting is that Japanese companies and
their employees need to enhance their current productivity to
bring it in line with other advanced countries. Japan’s non-
manufacturing sector, which makes up about 70% of the
overall economy, has significant room to improve its labour
productivity. We therefore believe there are many investment
opportunities among firms whose products or services can
enhance the productivity of this sector.

Benefits of using technology

A good example of a service sector which is attempting to
enhance productivity can be found in Japan’s convenience
store industry. There are currently about 55,000 convenience
stores in Japan, and the industry is struggling to find
employees. Against this backdrop, one of the leaders in the
industry is expected to increase capital expenditure by over
40% in FY2017.

One such expenditure is for the purchase and installation of
dishwashers at all of its stores. The firm says that this measure
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will save one hour per store per day—or the equivalent of
about JPY 300,000 in personnel costs per year—by not having
workers wash dishes by hand. Furthermore, by adopting the
RFID system (Radio Frequency IDentifier) for production
management, the firm says that per-store per-day work time
can be reduced from 170 minutes to eight minutes, or the
equivalent of about JPY 800,000 in costs per year. Efficient
store operation can result not only in cost savings, but also in a
better working environment that can help attract new
employees.

The construction industry is also facing a manpower shortage
and is therefore also expected to take advantage of labour
saving capital. Currently, more than 40% of the 3.3 million
skilled construction workers in Japan are over the age of 50. It
is therefore estimated that at least one million workers will
leave their jobs over the next 10 years'. At the same time,
given the redevelopment of large-scale buildings, projects
related to the 2020 Tokyo Olympics and reinforcement
projects for aging infrastructure, a decline in the number of
new construction projects is unlikely. This is expected to make
the labour shortage in the construction industry even more
acute.

In order to deal with this situation, Japan’s Ministry of Land,
Infrastructure and Transport has started to promote the use of
“ICT” (Information Communication and Telecommunication) as
part of its new “i-Construction” standard which aims to raise
productivity in construction projects. The government is
expected to restrict participation in the public bidding process
to firms that use ICT either for measurement or actual
construction. This will likely boost construction-related
demand for materials and machines, as well as for technology
infrastructure.

Plenty of investment opportunities in Japan

As we have seen, Japanese companies are poised for a pickup
in capital expenditure, led by productivity enhancing
investments.

In anticipation of this, Nikko Asset Management has been
managing a robotics-themed Japanese equity fund since
January 2016. Helped by rising awareness of the need for
labour saving investments, it has been one of the best
performing funds so far this year.

As with the above-mentioned fund, Nikko AM’s Japanese
equity strategies invest in many of the stocks that benefit from
factory automation investments in the manufacturing sector
and labour saving investments in the non-manufacturing
sector. The common denominator is that Japan has a
substantial need for automation which can be met by
competitive and innovative companies. Addressing the
challenges of low productivity in Japan will result in a wealth
of product and process innovation that will eventually be
exported overseas.

1 Japan Federation of Construction Contractors
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We therefore believe that the sectors in Japan—such as factory
automation or IT services—that benefit from productivity
enhancing investments will provide attractive investment
opportunities for many years to come.

It is also worth keeping in mind that the firms that newly use
such technology stand to benefit from productivity increases
and therefore present investment opportunities of their own.
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Important Information

This document is prepared by Nikko Asset Management Co., Ltd.
and/or its affiliates (Nikko AM) and is for distribution only under such
circumstances as may be permitted by applicable laws. This
document does not constitute investment advice or a personal
recommendation and it does not consider in any way the suitability or
appropriateness of the subject matter for the individual
circumstances of any recipient.

This document is for information purposes only and is not intended to
be an offer, or a solicitation of an offer, to buy or sell any investments
or participate in any trading strategy. Moreover, the information in

this material will not affect Nikko AM'’s investment strategy in any way.

The information and opinions in this document have been derived
from or reached from sources believed in good faith to be reliable but
have not been independently verified. Nikko AM makes no guarantee,
representation or warranty, express or implied, and accepts no
responsibility or liability for the accuracy or completeness of this
document. No reliance should be placed on any assumptions,
forecasts, projections, estimates or prospects contained within this
document. This document should not be regarded by recipients as a
substitute for the exercise of their own judgment. Opinions stated in
this document may change without notice.

In any investment, past performance is neither an indication nor
guarantee of future performance and a loss of capital may occur.
Estimates of future performance are based on assumptions that may
not be realised. Investors should be able to withstand the loss of any
principal investment. The mention of individual stocks, sectors,
regions or countries within this document does not imply a
recommendation to buy or sell.

Nikko AM accepts no liability whatsoever for any loss or damage of
any kind arising out of the use of all or any part of this document,
provided that nothing herein excludes or restricts any liability of
Nikko AM under applicable regulatory rules or requirements.

All information contained in this document is solely for the attention
and use of the intended recipients. Any use beyond that intended by
Nikko AM is strictly prohibited.
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Japan: The information contained in this document pertaining
specifically to the investment products is not directed at persons in
Japan nor is it intended for distribution to persons in Japan.
Registration Number: Director of the Kanto Local Finance Bureau
(Financial Instruments firms) No. 368 Member Associations: The
Investment Trusts Association, Japan/Japan Investment Advisers
Association/Japan Securities Dealers Association.

United Kingdom and rest of Europe: This document constitutes a
financial promotion for the purposes of the Financial Services and
Markets Act 2000 (as amended) (FSMA) and the rules of the Financial
Conduct Authority (the FCA) in the United Kingdom (the FCA Rules).

This document is communicated by Nikko Asset Management Europe
Ltd, which is authorised and regulated in the United Kingdom by the
FCA (122084). It is directed only at (a) investment professionals falling
within article 19 of the Financial Services and Markets Act 2000
(Financial Promotions) Order 2005, (as amended) (the Order) (b)
certain high net worth entities within the meaning of article 49 of the
Order and (c) persons to whom this document may otherwise lawfully
be communicated (all such persons being referred to as relevant
persons) and is only available to such persons and any investment
activity to which it relates will only be engaged in with such persons.

United States: This document is for information purposes only and is
not intended to be an offer, or a solicitation of an offer, to buy or sell
any investments. This document should not be regarded as
investment advice. This document may not be duplicated, quoted,
discussed or otherwise shared without prior consent. Any offering or
distribution of a Fund in the United States may only be conducted via
a licensed and registered broker-dealer or a duly qualified entity.
Nikko Asset Management Americas, Inc. is a United States Registered
Investment Adviser.

Singapore: This document is for information only with no
consideration given to the specific investment objective, financial
situation and particular needs of any specific person. You should seek
advice from a financial adviser before making any investment. In the
event that you choose not to do so, you should consider whether the
investment selected is suitable for you. Nikko Asset Management Asia
Limited is a regulated entity in Singapore.

Hong Kong: This document is for information only with no
consideration given to the specific investment objective, financial
situation and particular needs of any specific person. You should seek
advice from a financial adviser before making any investment. In the
event that you choose not to do so, you should consider whether the
investment selected is suitable for you. The contents of this document
have not been reviewed by the Securities and Futures Commission or
any regulatory authority in Hong Kong. Nikko Asset Management
Hong Kong Limited is a licensed corporation in Hong Kong.

Australia: Nikko AM Limited ABN 99 003 376 252 (Nikko AM
Australia) is responsible for the distribution of this information in
Australia. Nikko AM Australia holds Australian Financial Services
Licence No. 237563 and is part of the Nikko AM Group. This material
and any offer to provide financial services are for information
purposes only. This material does not take into account the objectives,
financial situation or needs of any individual and is not intended to
constitute personal advice, nor can it be relied upon as such. This
material is intended for, and can only be provided and made available
to, persons who are regarded as Wholesale Clients for the purposes of
section 761G of the Corporations Act 2001 (Cth) and must not be
made available or passed on to persons who are regarded as Retail
Clients for the purposes of this Act. If you are in any doubt about any
of the contents, you should obtain independent professional advice.

New Zealand: Nikko Asset Management New Zealand Limited
(Company No. 606057, FSP22562) is the licensed Investment Manager
of Nikko AM NZ Investment Scheme and the Nikko AM NZ Wholesale
Investment Scheme.
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This material is for the use of researchers, financial advisers and
wholesale investors (in accordance with Schedule 1, Clause 3 of the
Financial Markets Conduct Act 2013 in New Zealand). This material
has been prepared without taking into account a potential investor’s
objectives, financial situation or needs and is not intended to
constitute personal financial advice, and must not be relied on as
such. Recipients of this material, who are not wholesale investors, or
the named client, or their duly appointed agent, should consult an
Authorised Financial Adviser and the relevant Product Disclosure
Statement or Fund Fact Sheet (available on our
websitewww.nikkoam.co.nz).

Kingdom of Bahrain: The document has not been approved by the
Central Bank of Bahrain which takes no responsibility for its contents.
No offer to the public to purchase the Strategy will be made in the
Kingdom of Bahrain and this document is intended to be read by the
addressee only and must not be passed to, issued to, or shown to the
public generally.

Kuwait: This document is not for general circulation to the public in
Kuwait. The Strategy has not been licensed for offering in Kuwait by
the Kuwaiti Capital Markets Authority or any other relevant Kuwaiti
government agency. The offering of the Strategy in Kuwait on the
basis a private placement or public offering is, therefore, restricted in
accordance with Decree Law No. 7 of 2010 and the bylaws thereto (as
amended). No private or public offering of the Strategy is being made
in Kuwait, and no agreement relating to the sale of the Strategy will
be concluded in Kuwait. No marketing or solicitation or inducement
activities are being used to offer or market the Strategy in Kuwait.

Kingdom of Saudi Arabia: This document is communicated by Nikko
Asset Management Europe Ltd (Nikko AME), which is authorised and
regulated by the Financial Services and Markets Act 2000 (as
amended) (FSMA) and the rules of the Financial Conduct Authority
(the FCA) in the United Kingdom (the FCA Rules). This document
should not be reproduced, redistributed, or sent directly or indirectly
to any other party or published in full or in part for any purpose
whatsoever without a prior written permission from Nikko AME.

This document does not constitute investment advice or a personal
recommendation and does not consider in any way the suitability or
appropriateness of the subject matter for the individual
circumstances of any recipient. In providing a person with this
document, Nikko AME is not treating that person as a client for the
purposes of the FCA Rules other than those relating to financial
promotion and that person will not therefore benefit from any
protections that would be available to such clients.

Nikko AME and its associates and/or its or their officers, directors or
employees may have or have had positions or material interests, may
at any time make purchases and/or sales as principal or agent, may
provide or have provided corporate finance services to issuers or may
provide or have provided significant advice or investment services in
any investments referred to in this document or in related
investments. Relevant confidential information, if any, known within
any company in the Nikko AM group or Sumitomo Mitsui Trust Bank
group and not available to Nikko AME because of regulations or
internal procedure is not reflected in this document. The investments
mentioned in this document may not be eligible for sale in some
states or countries, and they may not be suitable for all types of
investors.

Oman: The information contained in this document nether
constitutes a public offer of securities in the Sultanate of Oman as
contemplated by the Commercial companies law of Oman (Royal
decree 4/74) or the Capital Markets Law of Oman (Royal Decree80/98,
nor does it constitute an offer to sell, or the solicitation of any offer to
buy non-Omani securities in the Sultanate of Oman as contemplated
by Article 139 of the Executive Regulations to the Capital Market law
(issued by Decision No. 1/2009). This document is not intended to
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lead to the conclusion of any contract of whatsoever nature within
the territory of the Sultanate of Oman.

Qatar (excluding QFC): The Strategies are only being offered to a
limited number of investors who are willing and able to conduct an
independent investigation of the risks involved in an investmentin
such Strategies. The document does not constitute an offer to the
public and should not be reproduced, redistributed, or sent directly or
indirectly to any other party or published in full or in part for any
purpose whatsoever without a prior written permission from Nikko
Asset Management Europe Ltd (Nikko AME). No transaction will be
concluded in your jurisdiction and any inquiries regarding the
Strategies should be made to Nikko AME.

United Arab Emirates (excluding DIFC): This document and the
information contained herein, do not constitute, and is not intended
to constitute, a public offer of securities in the United Arab Emirates
and accordingly should not be construed as such. The Strategy is only
being offered to a limited number of investors in the UAE who are (a)
willing and able to conduct an independent investigation of the risks
involved in an investment in such Strategy, and (b) upon their specific
request.

The Strategy has not been approved by or licensed or registered with
the UAE Central Bank, the Securities and Commodities Authority or
any other relevant licensing authorities or governmental agencies in
the UAE. This document is for the use of the named addressee only
and should not be given or shown to any other person (other than
employees, agents or consultants in connection with the addressee's
consideration

thereof).

No transaction will be concluded in the UAE and any inquiries
regarding the Strategy should be made to Nikko Asset Management
Europe Ltd.
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