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1. The Three Challenges for Japan
1) Demographic Change
- Labor Shortage and Expanding Social Security Expenditure
(2) Price Hike of Energy and Raw Materials
(3) Slipping Global Competitiveness and Diminishing Attractiveness
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Projection of the Labour Force in Japan I

Faced with decline in total population, the decline in the labour force would be alleviated by creating an employment environment that
encourages motivation of all wokers such as the young, women, the elderly, the physically challenged. Compared with the population
projection as it stands, it is estimated that the labour force could increase by 3.4 million in 2017 and by 6 million in 2030.

Total pop.  (127.76 million) (124.46million) (115.22million)
HTH I ina by 3.4 HIH illi Increasing by 3.4 -
Pop. of 86.57mil (62.17million) nereasing by ¢ o (65.56million) (55.84m||!|<?n i o sy (61.80million)
labour force (66-57million) Ad4million  policy measures A10milion A10.7millionyoiicy measures A 4.8 million
over 60
years old Support for eldery people
— +0.9million employees
Support for eldery people
— +2.4 million employees
Support for Work and
Life Balance (especially Sgpport for Work ar.1d
30 to 59 for women) Life Balance (especially
years old = +1.6 million forwome.n)_
employees — + 2.7 million
(including 1.2 million employees
(including 2.2 million
15029 -S_sz;r;r_t—fc_);;/;;;g;-p—e-o_p—lt; """""""""""""""""
years old e Support for young people
— +0.9million employeﬁJ 928 — + 0.9 million employees
Pessimisitc case Optimistic case Pessimistic case Optimistic case
2006 2017 2030 (Year)

Source: Total poputation in 2006 from "Population Estimates " by the Statistics Bureau, Ministry of Internal Affairs and Communications (MIC), and in 2017 and 2030 from "Population Projections for Japan" (estimated in uecemoer
2006). Population of labour force in 2006 from "Labour Force Survey'by the Statistics Bureau, MIC, and in 2017 and 2030 from the figures which Employment Policy Study Group went throug h based on estimates by Study Group on
Estimation of Demand and Supplyin JILPT.

Note 1: "Pessimistic case"is the case where the labour rate by sexand age is estimated to stand at the same level as 2006.

Note 2: "Optimistic case" is the case where the young, women, and the elderly are estimated to be involved in the labour market by each policy.
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Japan’s Global Competitiveness I

1. International Institute for Management Development (IMD)

2006 2007 (year)
United States 1 - 1
Japan 16 — 24
China 18 — 15
Germany 25 _ 16 (ranking)

2. World Economic Forum (WEF) 2007.72008

Global Competitiveness Business Competitiveness

United States 1 1

Germany 3 2

Japan 8 10

Korea 11 19

China 34 57 (ranking)
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2. Tackling the Demographic Change
- Fixing Labor Shortage and Controlling Medical Benefit Expenditure



Healthy Life Expectancy in WHO Member States I

[based on HALE (3%)]
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Source : WHO IThe World Health Report 2004]

1
X Figures are computed by WHO based on healthy life expectancy (HALE) to ensure comparability. !
Estimates by WHO based on HALE are not revised after estimation in 2002. 1
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Labor Utilization Rate of the Elderly (%)
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3. Japan’s attractiveness and Underutilized Money: Two Examples
- Utilizing Household Financial Assets and Overseas Retained Profits



Assessment of the Tokyo Market as a Global Financial Center

O Comparison with New York and London O Comparison with Hong Kong and Singapore

Point

Pomt
ltem %) Iltem

Safety and security in communities 44 of hot //%//////////////
5/5/{%// usehol ////////////// ////%/Z Safety and security in a community 28

Stability in economic environment 17 Political stability 25

Political stability 13 Stability as a capital importing or exporting country 18

Highly developed infrastructure of
communication and information

10 Stability in economic environment 16

Costs of operation including office rent, wage, cost of

equipment ATS
Costs of operation including office rent, wage, Living environment for foreign workers( including
: A11 . . : A15
cost of equipment those on private life and income tax)
Regulation over financial institutions A14 Regulation over financial institutions A16
Corporate tax rate A18 Availability of talented people in global finance A16
Lofty fire wall A21 Lofty fire wall A18
Availability of talented people in global finance A27 Lower corporate tax rate A29

Note: A point is the difference between the number of corporations which think the Tokyo market is of more advantage than other markets and those which don't think so.

Source: This is a result of the inquiry survey conducted by Japan Center for International Finance (JCIF). JCIF sent out questionnaires in June to July 2007 to 120 of foreign banks and
securities corporations, and recieved responces from 49 corporations by end of July including 36 of foreign banks, 12 of coreign securities corporations, and 1 of other financial
institution (responce rate: 41%) .
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Households Financial Asset Holdings Age Group I

O under 30 @ 30~39 years old @ 40~49 years old O 50~239 years old B more than 60

(year end)
2007 [Ezy A 22.0 60. 2
| S
2000 7.3 14.1 24. 6 53. 1
0.8
8. 2 19.0 24. 2 47.5
1997 e
1990

1980
&

1970

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%
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Composition of Household Financial Assets (Japan,German,U.S.)

Cash and Deposits Account for Half of Household Financial Assets in Japan higher than other countries.

Japan (end-March, 2008)

[Preliminarv)

Investment
trust
4.2%

Listed shares
5.1%

Currency and
deposits
52.0%

other capital
(including

unlisted
stock)
4.3%

Bonds
3.0%

Pension and
insurance
27.0%

Others
4.4%

(Total: 1,489.6 trillion yen)

U.S. (end-March, 2008)

IDraliminan:Y

&2

Currency and Shares
deposits 11.1%
13.9%
Others Investment
41% trust
14.1%
other capital
Pension and 18.0%
Germany (end-December, 2007) nsurancs
. 0
Bonds
8.5%

Shares
8.6% 20.6%

Investment trust
11.9%

Currency and

deposits
0,
35.5% other capital
4.5%

Bonds
7.3%

Others

0.9%

Pension and

insurance
31.3%

(Total: 4.6 trillion euro)

(Total: 44.1 trillion dollar)

Note: Japan's figures include only "household". Those of U.S. and Germany include both "household" and "nonprofit organizations".
Source: Japan: Bank of Japan, "Flow of Funds Acounts", United States: Federal Reserve Board "Flow of Funds Accounts", Germany: Deutsche

Bundesbank"Monthly Report May 2008"
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Reform Schedule of Taxation on Financial Products I

(after FY2008 Tax Reform)

2008 2009 2010 2011
| | |
[ ]Reduced tax rate (10 %) Standard tax rate (20 %)
Capital gains on listed stocks >? >
|

| Privileged tax rate (10 %) until end-2010 *capital gains not over ¥5 million

R e

Reduced tax rate (10%) Standard tax rate (20 %)
Dividends on listed stocks I >

|
| Privileged tax rate (10 %) until end-2010  *dividends not over ¥1 million

*-—---—--—-——----9

: - By filing a tax return
Aggregation of capital loss . —
and dividend income

By using specific accounts

>
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International Taxation for encouraging repatriation of profits to Japan I

[Fact]

OShare of overseas production by Japanese corporations has risen up to over 30%.

OOrdinary profits earned overseas substantially increased, so did ratio of operating profits
from overseas.

Trend in shares of overseas production Trend in ordinary profits of Trend in foreign shares of operating profit.

in manufacturin idi i
(%) g (¥100 million) overseas subsidiary (%) (Q1 consolidated result)
32 100,000 32 3.0
Ordinary profits ,
30.6 200001 4.2 times
29.7 299 50000 | , 30 291
30
290 29.1 /
70,000 276
61 24 28 214
60,000 | 263
28 50000 | 46),‘62/ PR ¢
40000 36£9 \ /
/ 24
26 30000 0 270 V
20000 | | A
22
24.2 10000 | V 20.8
24 0 20
2000 2001 2002 2003 2004 2005 2007 (Year) 2001 2002 2003 2004 2005 2006 (Year) 2000 2001 2002 2003 2004 2005 2006 2007 (Year)

(Estimate)
Note: Based on figures of corporations operating overseas
Source: Ministry of Economy, Trade and Industry (METI),
“Basic Survey of Overseas Business Activities”

Source: Nihon Keizai Shinbun
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International Taxation for encouraging repatriation of profits to Japan I

[Fact)

O Japanese corporations tend to retain most profits abroad without repatriating them,
thereby increasing the amount of retained earnings held overseas.
O On the other hand, dividends from overseas subsidiaries register a modest increase.

Trends in retained earnings and dividends by overseas subsidiaries

(¥100 million)
35,000 — o
/ Retained earnings of 32,402
overseas subsidiaries ~» || Totalamount of
30,000 \23_5 times retained earnings
_— —~— B Over ¥17 trillion
2 -
5,000 Dividends frqm_ 21.811 22 787
overseas subsidiaries ;
20,000 \ 1.6 times _ h
13;q _~ _
15,000 ' — ( ecent yearly retained
earnings
10,000 ] 8,622 Over ¥ 2~3 trillion
-
5,270 /
5,000
1,378 1,092
O L
2001 2002 2003 2004 2005 2006  (Year)

Source: METI, “Basic Survey of Overseas Business Activities”
*A similar reform in U.S. succeeded in increasing dividends from overseas subsidiaries from 5.8 trillion yen (2004) to 28

trillion yen (2005). Slide 12



International Taxation for encouraging repatriation of profits to Japan I

O There are mainly two ways to avoid double taxation on income earned
overseas by corporations.

1. Foreign Source Income Exemption System [France, Germany, Canada etc. 21 out

of 30 OECD member countries]
— Limit taxable corporate profits to domestic source income:

q not tax dividends and other income from overseas subsidiaries

2. Worldwide Income Tax System [Japan, U.S, UK etc. 9 out of 30 OECD member

countries]
— Tax all income (both domestic and overseas) earned by Japanese corporations

at the domestic corporate tax rate. However,
@ Income earned by foreign subsidiaries is taxed only after being repatriated to

parent companies (tax deferring).
(@ Tax paid abroad is deducted from domestic corporate tax (Foreign tax credit

system).
=) Repatriated dividends are subject to domestic corporate tax in Japan to the

extent that there is tax rate differential over the source state’s tax rate
(corporate tax and withholding tax on dividends).

Note: Switch from worldwide income tax system to territorial tax system is under consideration in U.S. and UK.
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4. Positive or Negative? Impact of Soaring Energy and Raw Material
Prices
- Realizing Japan’s Potential in Efficiency-Related Technology

5. New Perspective for Enhancing Global Competitiveness



En ergy Efficien CY —Taking Advantage of Efficiency-Related Technologies is Japan’s strength l

Energy input per GDP of Japan is outstanding: 1/2 of that of U.S. and EU, 1/9 of
China, 1/17 of Russia.

[Supply of primary energy per GDP (2005)]

18.0

16.0 |
14.0 [T it b b sl SR AT Rl Y st SR R Sl L5 AR e
12.0 [t eSS o g B LT L © 0NN NS sy D s TR LS S A T O R e LA T
10.0 Pl s ey ey o s ey G e U e B T L
8.0 |
6.0 |

4.0 |

zzﬂﬂﬂﬂﬂﬂl] il

(Japan is the basis index)  Japan EU27 US. Australia Canada Korea India China  Russia  Global
ave.

>¢Calculated from IEA “Key World Statistics 2007”. Indices on calculation based on total primary
energy supply (TPES) divided by GDP for each country and Japan is the basis index. Slide 14



En ergy Efficien CY —Taking Advantage of Efficiency-Related Technologies is Japan’s strength l

»Resource efficiency of Japan is 2 - 3 times as high as U.S. and EU countries, and
highest in the world.
»Furthermore, Japan improved its efficiency at an remarkable rate during 1997-2000.

[ Comparison of resource efficiency* for 1997 and 2000]

0.0 0.5 1.0 1.5 20 25

Austria

o 1997
m 2000

Belgium-Luxembourg

Denmark

Finland

France

Germany

Greece
Ireland

ltaly

Netherlands

Portgal

iy

Spain

Sweden

United Kingdom
United States
Japan

(1,000USD / t)
{based on PPP of Year 2000}

ﬂ“

* Resource efficiency: GDP divided by Natural Resources Input
Source: (EU) EUROSTAT "Material use in the EU 1980-2000: indicators and analysis",2002.
(US) WRI "Material Flow Accounts: A Tool For Making Environmental Policy",2005
(Japan) Estimates by Ministry of Environment .
(GDP) OECD “OECD in Figures 2001 Edition.” **U.S. Figure in 1997 is substituted by that in 1994. Sllde 1 5



Top 20 Countries in GDP per capita ( 1980 ~ 2006 )

Top 20 Countries in GDP per capita ( 1980 ~ 2006 )

19804F 1985 1990 1995 2000 2006 Population (2006)
1|Qatar 1|UAE 1|Switzerland 1|[Luxembueg 1{Luxemburg 1[Luxemburg 46
2|UAE 2|Qatar 2|Luxemburg 2|Switzerland 2|Norwa 2|Norway 464
3|Kuwait 3|United States 3|Sweden * 3|Qatar 84
4|Luxemburg 4|Norway 4|Finland 4|Denmark 4| Switzerland 4 |Switzerland 729
5|Saudi Arabia 5|Switzerland 5|Norway 5|Norway 5|United States 5|lceland 31
6|Switzerland 6|Canada 6|Denmark 6|Germany 6|lceland 6|Ireland 424
7|Sweden 7|Sweden 7|lceland 7|Austria 7[Denmark 7|Denmark 543
8|Norway 8|Kuwait 8|Sweden 8|Qatar 8|United States 29,972
9|lceland 9|Luxemburg 9|United States 9|United States 9|Sweden 9|Sweden 911

10/Denmark 10{lceland 10|France 10({Belgium 10|Ireland 10|{Netherlands 1,635
11|France 11|{Denmark 11|Austria 11[Netherlands 11|Hong Kong 11|Finland 525
12|Netherlands 12|Finland 12|Canada 12|France 12|{United Kingdom 12|United Kingdom 6,053
13|Belgium 13|ltaly 13|lceland 13|Austria 13|Austria 826
14|United States 14|Australia 14|Belgium 14|Finland 14|Netherlands 14|Canada 3,258
15|Libya 15(France 15|Netherlands 15[Singapore 15|Canada 15|UAE 423
16|Finland 16/Bahamas 16/Germany 16{Hong Kong 16|Finland 16|Belgium

17|Canada 17 |Netherlands 17|UAE 17 |Australia 17|UAE 17 |France 6,135
18| Australia 18|Austria 18| Australia 18|Canada 18/Germany 18|Australia 2,065
19|Germany 19(Bahrain 19|United Kingdom 19(ltaly 19|Singapore 19|German 8,229
20[Austria 20[Saudi Arabia 20[Qatar 20[United Kingdom 20[Belgium * 12,775

: (unit: 10 thousand)
- High Oil Prices ($29)

pushed oil states high up
on the list.

- Switzerland and
Luxemburg, strong in
banking business, moved
high on the list.

- High Oil Prices ($29)
pushed oil states high up
on the list.

-Yen appreciating yen
($1=\94) pushed Japan
up to the the list.

-U.S. jumped up due to
rapid progress of IT
revolution.

-EU countries universally

moved up due to Euro

appreciation against Yen

and U.S. dollar.
-Recovered oil prices ($ U.S. and Japan moved

-UK emerged in 20th after 30) pulled back Midle down.

Thatcher's reform in Eastern countries on the

1980s. ranking.

-Japan moved up due to
the bubble economy.

-Rising oil prices ($ 66)
pushed up Middle Eastern
and other oil countries.

-Low oil prices ($25)
pushed oil states down in
the ranking.

-Weak oil prices ($ 18) - German unification in
drove Middle Eastern 1990s pushed Germany
countries out of the list. down.

< Major industry of top 20 countries in 2006 >

Luxemburg (Finance), Norway (Oil) , Qatar(Qil, Natural gas), Switzerland (Finance), Iceland (Fishery), Ireland (IT), Denmark (Agriculture and Livestock), United States (Finance, IT), Sweden (IT), Netherland (Oil, Natural
Gas), Finland (IT), United Kingdom(Finance), Austria(Finance), Canada(Finance), UAE (Qil), Belgium (Finance), France (Matufacturing) , Australia(Coal, Steel), Germany (Manufacturing) , Japan (Manufacturing)
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