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FROM THE RESEARCH

Asia Pacific Institute of Research
Research Director MIYAHARA, Hideo

In 2022, the Japanese economy continued to be affected by COVID-19, as it was in
2021, in terms of the movement of people and goods. On the other hand, the world has
already lifted behavioral restrictions, and economic activities have resumed. In 2023,
supply shortages caused by globally disrupted supply chains have been overcome,
and economic activities have recovered. However, the situation concerning Russia and
Ukraine is still very complicated so that energy and food supplies continue to be af-
fected, and countries around the world are suffering from steep inflation. This inflation
has caused Western countries to shift from easing monetary policy to tightening it, and
there are concerns about the possibility of recession affecting the world economy if the
tight monetary policy continues for a long period.

In China, the GDP growth rate for the full year of 2022 was 3.0% (National Bu-
reau of Statistics), much lower than the 5.5% target of the Chinese government, due
to the lockdown in each city caused by its comprehensive zero corona policy. In 2023,
however, China revised that policy and moved into a new phase, lifting the previous
restrictions. This is expected to lead to full-fledged economic activities in the country.

In Japan, although behavioral restrictions were gradually lifted in 2022, infection
spread during the seventh wave in August and the eighth wave in December, and tour-
ism and service industries were severely affected, as in the previous year. In addition,
soaring natural resource prices and price hikes for food and other commodities have
continued to impact household budgets. On May 8, 2023, however, the classification
of COVID-19 under the Infectious Disease Control Law was lowered from category 2
to category 5, making it equivalent to seasonal influenza, and various restrictions were
lifted, leading to a recovery in the tourism and service industries that were so greatly
affected by the corona disaster. On the other hand, regarding economic security is-
sues, the U.S.-China conflict is intensifying. Depending on Japan’s economic security
policy, there is a possibility that trade with China may be affected, negatively impacting
the Japanese and Kansai economies.

The new trend in 2023 is that the rate of wage increase was 3.89% (Nikkei’s Survey
on Wage Trends), the highest figure in 31 years. According to the Ministry of Health,
Labour and Welfare (2022: Analysis of Labor Economy), Japan’s nominal and real wag-
es in 2020 were 111.4 and 103.1, respectively, compared with the indicator of 100 in
1991. Since the respective averages for the G7 countries excluding Japan were 227.0



and 131.4, Japan is clearly behind the other six countries. In order for Japan to shift to
a virtuous cycle that leads to continuous productivity growth and further consumption
in the future, continuous wage increases, not just transitory ones, are essential.

The theme of the Osaka-Kansai Expo, which will be held in April 2025, is “Design
Future Society for Our Lives,” and its concepts are (1) co-creation of our future society,
(2) online platform for sharing challenges and solutions from around the world, and (3)
place to create and share new ideas. People, things, and wisdom will gather from around
the world to find solutions to various issues. Preparations are currently underway to
host the event, but the recent sharp rise in building material costs and labor shortages
are making it difficult to arrange the event as planned. I hope that the public and private
sectors will work together to overcome these difficulties and convene this event.

The Osaka IR (Integrated Resort) zone development plan was finally approved
by the national government on April 14, 2023, and, together with the 2025 Expo, it
will be a catalyst for the Osaka and Kansai economies in the future. By codeveloping
entertainment facilities, casinos, hotels, MICE (Meeting, Incentive travel, Convention,
Exhibition/Event) facilities, restaurants, and many other visitor attractions, Osaka is
expected to allure a great deal of domestic and foreign investment, and attract many
more visitors, making them of growing industries in this area in the future. The project
will further lead to the promotion of tourism in the wider Kansai region, hopefully
leading to a ripple effect on the economy of the entire region.

In light of these circumstances, this year’s “Asia Pacific and Kansai: The Kansai
Economic White Paper 2023” has two themes: “The Dawn of the Post-Corona Era:
Changes and Challenges” for the Asia-Pacific region in Part I; and “A Crossroads for
its Economic Turnaround” for the Kansai economy in Part II.

The first part focuses on the challenges and prospects of the Asia-Pacific region
from an international political and economic perspective, as a main issue surrounding
the region in 2023.

The second part of the report, dealing with a crossroads for Kansai’s economic
turnaround, discusses the current state and future prospects for the Kansai economy,
as well as issues such as its labor market, DX (Digital Transformation), and human re-
source support and cultivation in the Kansai region, while also considering the tourism
industry in this region. It also discusses the industrial structure that is expected to turn
the Kansai economy around into the future.

In this way, this book includes hints for considering the future from a variety of
perspectives. In addition, as in the previous year, Part III summarizes the status of the
Osaka-Kansai Expo as Expo 2025 Chronology and, from this year, tourism in Kansai is
described as Tourism Chronology.

The Asia Pacific Institute of Research (APIR) will continue to develop the results
of its research into practical applications, aiming to be a frontrunner in contributing
to the development of the Asia Pacific and Kansai economies, including that of Japan.

Finally, I would like to express my sincere gratitude to all those who have contrib-

uted to the publication of this book.

February 2024
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PREFACE:

WILL JAPAN BE BACK?
HONDA, Yuzo

The stubbornly high inflation seems to have started cooling off in the US, stand-
ing at 3.1% in November 2023. Industrial production has virtually levelled off
throughout 2022 and 2023. Both prices and production suggest that the US
economy is decelerating, although the third-quarter GDP growth remains at the
respectable 3.0%, and the unemployment rate at a low 3.7% in November.

To cope with the outbreak of the Covid-19 pandemic in 2020, the US govern-
ment and the Federal Reserve Board (FRB) took bold expansionary fiscal and
monetary policies, respectively. This, together with the global surge in energy
and food prices, has induced the current high inflation in the US. The switch
to contractionary monetary policy by the FRB since the beginning of 2022 has
pushed up the short-term interest rate (the 3-month Treasury Yield) roughly
from 0.1% to 5.4%, and the long-term interest rate (the 10-year Treasury Yield)
from 1.6% to 3.9%. The rise in interest rates and the reduction in the monetary
base have led to the current slowdown in real spending in the US.

Now, the question is whether or not the slowdown of the US economy will
turn into a recession in the beginning of 2024. I believe even if that should hap-
pen to be the case, the recession would be mild, with the appropriate manage-
ment by the FRB. Overall, the US economy seems to be on a right track.

The rise in interest rates in the US has not only curbed spending, but it
has also had a huge economic impact all over the world, including Japan. More
specifically, the widening interest rate differential between Japan and the US
has led to the depreciation of the yen against the US dollar from 115 yen per
dollar at the beginning of 2022 to 143 yen on December 21, 2023, a depreciation
of approximately 24%. The yen depreciation, together with the global surge in
energy and food prices, has reduced the purchasing power of people in Japan
through the rising prices of imported goods. As a result, domestic consumption
has decreased, which has had a negative impact on the Japanese economy.

With some time lag (called “J curve effect in macroeconomics”), however,
the yen depreciation has produced a favorable environment for Japanese busi-
ness firms, exporting manufacturers in particular, generating handsome profits
in 2023. The improved performance of those businesses has enabled them to
make new investments and raise wages. According to the Nihon Keizai Shinbun
Survey from December 16, 2023, the 874 leading Japanese companies are going
to make total fixed investments worth 32 trillion yen for the 2023 fiscal year,
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which is an impressive 17.3% increase from the previous year. Indeed, there is a
possibility that the expansionary monetary policy, which has been implemented
by the Bank of Japan (BOJ) for more than a decade, might have helped to lay
the basic foundations needed to rebuild the Japanese economy, which has been
stagnating since the bubble burst in 1990.

Whether or not Japan will be back is yet to be seen, but at least there seem
to be some structural changes happening in recent exports and foreign direct
investment. Japanese firms have been putting more weight on the US both as
a trading partner and as a destination for direct investment. For example, Japa-
nese direct investments in North America amounted to 9.0 trillion in 2021 and
8.1 trillion yen in 2022, significantly exceeding the 5.6 trillion yen in the pre-pan-
demic 2019. Also, Japan’s exports to the US exceeded those to China in 2023, in
contrast to the previous year.

In order for the Japanese economy to get back on a steady growth path, two
factors seem to be indispensable. The first one is investment by private busi-
nesses: with the necessary funds at hand, firms need to make new investment,
which embodies the technological innovation, so that their products and ser-
vices may become more competitive on the global market.

Second, it is essential for the BO]J to take an appropriate monetary policy to
support the real sector. There has been constant and strong upward pressure
on the Japanese long term interest rate through arbitrage since the FRB began
to take a contractionary monetary policy at the beginning of 2022. This upward
pressure on the long term interest rate from the US has collided with the BOJ’s
monetary policy to keep the rate around the zero percent, leading the Nikkei
225 Index to exceed its highest peak of 38,915 yen recorded at the end of 1989
for the first time in 34 years, and also the yen-dollar exchange rate to hover
around 150 yen per dollar in February 2024. In general, it takes some time for
exogenous shocks on financial (asset price) variables (like stock prices and ex-
change rates) to have full impacts on income (flow) variables (like consumption
and investment), and we have to wait and see how this will happen in the near fu-
ture. In the meantime, however, the recent violent behavior of financial variables
is now posing a difficult problem on whether the BOJ should keep or modify the
current yield curve control (YCC) policy in the future.

Part I of this year’s Economic Outlook discusses the economic status quo in
the major countries along the Pacific Rim surrounding Japan. Part II outlines the
performance of the Japanese economy in general, and that of the Kansai area in
particular. Given that the Osaka-Kansai Expo will be held in 2025, and that in-
ternational tourism in Japan is resurging, we have added two chronologies - an
EXPO 2025 Chronology and a Tourism Chronology - in Part III for your conve-
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nience. Part IV contains a Statistical Annex. Although this Economic Outlook is
an abridged English-language version of the original Economic Outlook 2023
published by APIR in Japanese, some of the authors have updated their manu-
scripts in order to provide readers with the latest information.



Par
art THE DAWN OF THE

PosT-CoroNA ErA:
CHANGES AND CHALLENGES

MIYAMOTO, Ei; NITTA, Yosuke

Part I summarizes the current situation and challenges in the world’s major econ-
omies and the Asia-Pacific region in the dawn of the post-corona era. It discusses
various challenges and prospects facing the world economy, including inflation,
energy issues, and human rights issues.

Section 1 outlines the current state of the world economy and some major
factors that could disrupt the structure of the Japanese economy, and provides an
outlook for the future.

Section 2 analyzes the challenges facing the U.S. economy, namely high in-
flation and recession risk, and explains the impact of U.S. economic trends on the
Japanese economy.

In Section 3, the first half describes the background and problems of the real
estate market risks facing the Chinese economy. The second half of the paper dis-
cusses the fiscal problems faced by local governments.

Section 4 discusses the economic strategies of Japan and Japanese firms in the
face of the deepening confrontation between the U.S. and China. The first half of
the paper analyzes the decoupling policies of the U.S. and Japan. The second half
describes Southeast and South Asia’s continuing economic growth and the strate-
gies that Japan and Japanese firms should adopt with ASEAN.

Column A discusses the issue of “business and human rights” in the develop-
ment of global value chains (GVCs), and explains the need for companies oversee-
ing GVCs to take responsibility for respecting human rights not only for their “di-
rect business partners” with whom they have contractual relationships, but also for
their “indirect business partners” they have no business contracts with, from the
perspective of universal human rights. Finally, the column describes the challeng-
es for Japanese companies to implement mechanisms to ensure their responsibility
to respect human rights in GVCs, expanding mainly in Asia.

Section 5 examines the household debt problem in Asian countries. The im-
pact of household debt on the economy is analyzed from various angles, including
the rate of increase in outstanding household debt, its determinants, and its com-
position. The section then focuses on housing loans, which account for the majority
of household debt, and discusses measures that Asian countries should take in the
future, considering trends in housing prices and other factors.



Column B examines global demographic trends based on the World Popula-
tion Prospects 2022 issued by the United Nations. The first half of the column
presents the demographic trends of the world’s major regions, and the second half
presents the demographic characteristics of the world’s major countries. Finally,
the important points derived from this data and new issues that have been identi-
fied are discussed.




Chapter 1

MAJOR ISSUES IN THE ASIA-PACIFIC
ReGioN IN 2023-2024

Section 1
TRANSFORMATION OF THE INTERNATIONAL /

ORDER AND THE WORLD EcONOMY /)

INOKI, Takenori, IMAI, Ko

Looking back on the world situation in 2022, although the coronavirus disease
(hereafter, COVID-19) is showing signs of being under control, events continued
to remind us that we have entered a new phase of global political and economic
divide and conflict, as evidenced by the Russian invasion of Ukraine in February.
Frequent extreme weather events and natural disasters around the world also
indicate that climate change has become an issue of global significance that can
no longer be taken lightly.

It is needless to point out once again that China has become a global player
in international politics and the world economy since the beginning of this cen-
tury. Like Japan, however, China’s declining and aging population has been a
major stumbling block to economic growth. China’s total fertility rate (TFR)
has dropped below 1.2, lower than that of Japan. Until the Cultural Revolution,
China’s TFR was around 6.0, and the “One-Child Policy” was introduced in
1979 as a solution to the food shortage problem. However, this radical policy
was abandoned due to the labor shortage and wages improved with economic
growth, and from 2021, “three children” were allowed, and various pronatalistic
measures introduced.

Meanwhile, in Russia, the TFR temporarily dropped to around 1.2 at the end
of the 20th century, and the government launched a policy of providing gener-
ous benefits to parents with two or more children. Although the birth rate has
recovered somewhat since then, the Putin administration’s concerns about a
declining population appear to be quite strong. The Russian government seems
to be facing a significant crisis due to the decline in the number of troops and the
tendency of professional personnel to leave the country.
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The future appears uncertain for the authoritarian states like China and
Russia when considering indicators such as the working-age population and
economic vitality. Expansion and growth are typically the results of virtuous
cycles, but once the economy moves into a contractionary phase, numerous
challenges arise. It is undeniable that the territorial expansionism of the Xi
Jinping regime and the imperialism of contemporary Russia are in part uncon-
trolled actions driven by fears of future governance challenges stemming from a
shrinking population and economic stagnation. However, government interven-
tion in childbearing in a liberal democratic state is unlikely to have much effect
unless each individual is able to envision a positive outlook towards marriage
and family.

The spread of COVID-19 and Russia’s invasion of Ukraine had the effect of
changing energy prices and the flow of food imports and exports by severing
supply chains and blocking trade ports. Furthermore, in response to the pan-
demic, all countries were forced to launch aggressive fiscal measures as part
of their economic policies. Now that the virus is in the process of being con-
tained, it is necessary to take a long-term perspective on fiscal discipline, as the
pandemic has temporarily caused a marked increase in public debt worldwide.
Although there has been a slight decline in public debt as concerns about the
virus have eased in Europe and the United States, it remains considerably high.
This high level of public debt and its increase will exert inflationary pressure.

It remains to be seen whether the global inflation, fluctuating with highs and
lows, will be transitory or become chronic and persistent. What stance will be
taken on the issue of fiscal discipline in the future, when a large amount of funds
will be needed for defense spending and economic restructuring? The first step
is to determine the nature of inflation, which will be a difficult task. Japan’s mon-
etary authorities, under the leadership of new Bank of Japan Governor Ueda,
have made it clear that, unlike other major advanced economies, they will con-
tinue their large-scale easing measures, but will also begin a review of their
monetary policy over the past quarter century and its side effects.

Section 1 provides an overview of the current global economic challenges
and identifies major factors that could destabilize the Japanese economy, along
with discussing potential future scenarios.

1. Current State of Inflation and Situation in Each Country

The supply- and demand-side factors of inflation are linked by a complex causal
relationship that includes the inflation expectations of each economic agent,
and are largely determined by domestic monetary and fiscal policies, as well as
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exchange rates (currency fluctuations). In 2022, the impact of Russia’s invasion
of Ukraine led to a dramatic increase in energy and food prices, which further
intensified inflationary pressure on the global economy, especially in the euro
zone. In the case of Japan, which had been in a chronic “deflationary state,” infla-
tion has so far remained low by world market standards. Nevertheless, rising
food and energy prices has been a contributing factor preventing companies
from increasing wages in 2022. The sharp rise in energy and raw material prices
is believed to have been a “cost-push” force. Table 1-1-1 shows the movements
of the consumer price index (CPI) in major countries.

In 2021, the U.S. experienced a significant increase in the annual average
inflation rate. This was sometimes attributed to “temporary inflation” resulting
from the release of “pent-up demand” that had initially been suppressed by the
COVID-19 pandemic. However, the average annual inflation rate continued to
rise to 8% in the subsequent year of 2022. In response, despite the looming risk
of a recession beginning in March 2022, the Federal Reserve Board (FRB) took
decisive action, aggressively raising interest rates to curb inflation. This level of
inflation, reaching 8% YoY, marked the highest since the second oil crisis.

In the eurozone, inflationary trends have become more pronounced,
similar to those in the United States. Consumer prices have surged in major
countries such as France, Germany, and the United Kingdom. Fears of infla-
tion due to fiscal expansion triggered by Russia’s invasion of Ukraine prompted
the European Central Bank (ECB) to sharply raise interest rates by 0.75% in
September 2022, followed by another 0.75% increase at the October meeting of
its Executive Board. When inflation expectations themselves increase, a mecha-
nism may be set in motion that further exacerbates actual inflation. The policy of
raising interest rates is considered to be a precautionary measure against such

Table 1-1-1 Consumer Price Indexes and Estimates: 2015-25

Country | 2015 | 2016 | 2017 | 2018 | 2019 | 2020 | 2021 | 2022 | 2023 | 2024 | 2025

France 0.1 0.3 1.2 2.1 1.3 0.5 2.1 5.9 5.0 2.5 2.1
Germany 0.7 0.4 1.7 1.9 1.4 0.4 3.2 8.7 6.2 3.1 23
Japan 08| -0.1 0.5 1.0 0.5 0.0 -0.2 2.5 27 2.2 1.6
UK 0.0 0.7 2.7 2.5 1.8 0.9 2.6 9.1 6.8 3.0 1.8
USA 0.1 1.3 2.1 24 1.8 1.3 4.7 8.0 4.5 23 2.1
China 1.5 2.1 1.5 1.9 2.9 2.5 0.9 1.9 2.0 2.2 2.2
Russia 15.5 7.0 3.7 2.9 4.5 3.4 6.7| 13.8 7.0 4.6 4.0

Note 1: Annual average inflation rate of consumer prices for the specific year

Note 2: Estimates for France and Russia in 2022 and all countries in 2023, 2024, and 2025

Source: Prepared by the author using data from International Monetary Fund, World Economic Outlook Data-
base, April 2023
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“forecast effects.”

For Russia and China, both facing economic and political challenges, pin-
pointing a single reason for the changes in inflation rates is difficult. In Russia,
the depreciation of the ruble prompted the Russian central bank to take the
emergency step of raising its policy rate to 20% to avoid the risk of inflation
caused by the depreciation of its currency. The IMF’s Economic Outlook esti-
mates Russia’s average annual inflation rate at 14% in 2022.

In China, inflation has remained slightly below 2% for the past year. Even
before the outbreak of the pandemic, prices in China had been relatively stable.
Consumer demand has been suppressed (pent-up) by the “ZeroCOVID Policy”
due to the spread of the coronavirus infection. A heightened sense of caution
due to the real estate crisis might also have had a substantial impact.

The impact of the unilateral interest rate hike policy of the U.S. has been
significant for the world as a whole. This policy not only led to the dollar’s appre-
ciation but also caused currencies of countries with substantial trade volumes
with the U.S. to depreciate, leading to a sharp increase in import prices. These
soaring import prices essentially exported inflation from the U.S. to the rest of
the world, altering global trade flows.

2. Change and Recovery in Trade Volume

In 2021, as the impact of the new coronavirus somewhat weakened, there was a
general recovery in global trade. However, the degree of recovery varied across
different industry sectors and products. Industries such as telecommunications
equipment, precision instruments, and transportation vehicles, which suffered
from a shortage of semiconductors due to supply chain disruptions, showed a
remarkable recovery, while trade in the energy sector, where price hikes were
conspicuous through 2022, showed a high rate of increase in terms of value.
All countries and regions observed a noticeable decrease in trade. It's worth
noting that the “trade in services” sector was hit harder by the coronavirus
spread than the trade in goods, with severe restrictions on people’s movements,
especially across borders, severely impacting the travel and transportation
industry. According to United Nations Conference on Trade and Development
(UNCTAD) Trade Statistics, YoY, the value of exports of travel services fell by
81.8% in the second quarter of 2020. However, in the first quarter of 2022, the
value of exports of travel services showed a sharp and rapid recovery, with an
increase of 88.5%, demonstrating a quick rebound from the sudden downturn.
Since global trade was in a recovery phase, increases in both imports and
exports were observed in almost all countries, including China, the United
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States, Germany, Japan, and the Netherlands. However, it should be noted that
changes in the value of trade varied by country, with some countries recording
a widening trade deficit and others posting large surpluses. The largest trade
deficits are observed in the U.S., Germany, Japan, and the Netherlands.

The main causes of the growing deficits appear to differ from country to
country. In the Eurozone, energy prices have been rising since the beginning
of the war of aggression against Ukraine in 2022, which has had a major impact
on the area. In Japan, not only energy prices but also the rapid depreciation of
the JPY contributed to the increase in imports. In the U.S,, the trade deficit with
China (China accounts for one-third of the total U.S. trade deficit) had been
shrinking due to “Additional Tariff Measures” implemented during the tariff
war against China under the previous Trump administration. However, over the
past year, imports from China have begun to expand, resulting in a goods trade
deficit in excess of $1 trillion.

It is undeniable that the “tariff surcharge” has increased inflationary pres-
sure on U.S. retailers and consumers by adding tariffs on many daily necessities,
including clothing made in China. There are reports of considerations to review
this measure under the Biden administration, but there are also opposition
opinions within the Democratic Party. However, some predict that eliminating
tariffs on China, the U.S.’s largest trading partner, could suppress the domestic
consumer price index by 1% or more. Under these circumstances, the Biden
administration is faced with a difficult choice: protect manufacturing workers
or contain inflation. Figure 1-1-1 illustrates the changes in China’s imports and
exports from January 2020 to April 2023.
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China is the world’s largest exporter and second-largest importer, while
the United States occupies the contrasting positions of being the world’s largest
importer and second-largest exporter. The United States lags far behind China
in exports, and its second place and huge trade deficit clearly show the prob-
lems of U.S. trade with China.

3. Current Public Debt Outstandings

How did the ratio of national debt (total general government debt including
national, regional, and social security funds) to GDP change as a result of
Russia’s invasion of Ukraine during the COVID-19 pandemic? As mentioned
earlier, the U.S. Fed has been raising interest rates since March 2022, and it is
necessary to consider the risk factors implied by these rate hikes. It is crucial
to contemplate the implicit risk factors due to these hikes, such as the potential
expansion of domestic private-sector debt, leading to financial crises in coun-
tries aligning with U.S. policies. The U.S. Fed’s “inflation control” measures are
not unrelated to its policy of raising interest rates, as bank failures that have
been occurring in the U.S. since the spring of 2023 demonstrate.

The Bank for International Settlements (BIS) statistics, Credit to the
non-financial sector, allows us to calculate the debt of the non-financial sector
as a percentage of GDP in three categories: “general government debt,”

Nonfinancial Sector Sectoral Debt of Major Countries as % of GDP

Country
Canada 90.1 113.8 103.2
France 109.6 164.1 66.5
Germany 64.0 734 55.7
Italy 142.2 69.6 42.6
Japan 231.3 116.8 67.9
Korea 44.2 119.2 105.3
UK 94.9 69.5 84.5
USA 103.5 78.8 75.2
China NA 158.2 61.4
Hong Kong NA 279.2 94.8
India NA 52.2 35.5
Russia NA 72.8 21.0

Note: Data for NA not yet published
Source: Prepared by the author using data from Bank for International Settlements (BIS)
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“non-financial corporate debt,” and “household debt.”

As for the debt-to-GDP ratio of the non-financial sector, except for Hong
Kong, where the debt situation of government finances and corporations is in
a special position, Japan, as is well known, is the top country in terms of the
severity of the debt situation of the non-financial sector (416.0%). Japan’s debt
situation is characterized by the fact that the debt-to-GDP ratio of the “general
government debt sector” is by far the highest by sector. However, the debt-
to-GDP ratio of the non-financial corporate debt sector is lower than those of
France and Korea, and the debt-to-GDP ratio of the household debt sector is
lower than those of Korea, Canada, the United Kingdom, and the United States.

At the end of 2021, the U.S. Congress passed a bill to raise the legal limit
on federal government debt to $31.4 trillion to avoid a so-called “Government
Shutdown,” but by the end of January of the following year, it exceeded $30
trillion for the first time, marking a severe situation. Such government shut-
downs are not uncommon in U.S. history, and in May 2023, the U.S. again faced
the problem of a government shutdown and default if the debt ceiling was not
raised. The crisis was averted in exchange for the Republicans cutting education
and social programs in pursuance of a further increase in the debt ceiling from
its current level of $31.4 trillion.

In addition to Greece and Italy, Portugal, Ireland, Spain, and other euro-
zone countries with heavy government debt, as well as China and South Korea,
which are facing significant risks due to an overheated real estate market, are
confronted with significant challenges in navigating the issue of rising interest
rates.

4. Changes in Military Expenditures of Major Countries

The impact of Russia’s invasion of Ukraine on world trade has been discussed
earlier. The nature of this impact varies depending on the nature of trade with
Russia, and the impact of import restrictions from Russia on the economy of the
country varies qualitatively. For example, the EU saw a significant change in the
value of its imports and exports to Russia in March 2022, the month following
the start of the war of aggression against Ukraine. Export restrictions on Russia
reduced the supply of high-tech products such as semiconductors, and the value
of exports dropped by almost half from 7.37 billion euros in February to 3.84
billion euros in March. On the other hand, primary commodities such as wheat
and natural gas were highly dependent on imports from Russia, so imports
could not be completely shut down immediately, and the value of imports has
increased due to soaring energy prices.
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At the same time, we will examine changes in the size and composition of
each country’s fiscal expenditures, particularly with respect to military spend-
ing. Russia’s aggression against Ukraine, which has had a major impact on
international relations, has also aggravated Russia’s own finances through a
significant increase in military expenditures. Comparing the “ratio of military
expenditures to GDP” of major countries between 2019 and 2022 using data
from the Stockholm International Peace Research Institute (SIPRI), no signifi-
cant changes can be seen.

However, significant increases in absolute military expenditures can be
observed in most major countries, including the United States (+9%), the United
Kingdom (+20%), Germany (+14%), and France (+13%) among the major NATO
countries. It is noteworthy that while the U.S. is the world’s largest military
spender, China, in second place with the reunification of Taiwan in mind, has
recorded a 22% increase. Although Russia’s military spending in 2022 increased
around the time of the invasion of Ukraine, the total increase in military spending
for the entire year of 2022 is negligible, partly due to previous financial strains.
For a more accurate assessment, reviewing the 2023 data will be necessary.

Table 1-1-3 Military Expenditures of Major Countries as % of GDP (SIPRI)

@ Percentage of GDP Percentage of government spending
2019 2022 2019 2022

USA 3.43% 3.45% NA NA
Australia 1.88% 1.90% 4.82% 5.02%
India 2.55% 2.43% 9.14% 8.26%
China 1.68% 1.60% 4.91% 4.79%
Japan 0.99% 1.08% 2.66% 2.53%
Korea 2.67% 2.72% 11.85% 10.57%
Myanmar 2.19% 3.05% 10.81% 14.24%
USSR NA NA NA NA
Finland 1.35% 1.72% 2.54% 3.22%
France 1.84% 1.94% 3.32% 3.43%
Germany 1.26% 1.39% 2.81% 2.75%
UK 1.98% 2.23% 5.14% 5.29%
Iran 2.01% 2.59% 13.92% 17.32%
Saudi Arabia 8.13% 7.42% 23.15% 27.79%

Note: Data for NA not yet published
Source: Organized by the author using data form Stockholm International Peace Research Institute (SIPRI)
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5. Trade Policy Change and Anti-Globalization

Finally, I would like to add a comment on the outlook for the global economy from
the perspective of changes in trade policy and the possibility of bloc formation.

The EU acted swiftly to impose sanctions against Russia, suspending
imports of Russian coal in August 2022 and initiating a phased embargo on oil
and natural gas. These measures must have been a difficult choice for the EU.
In fact, the EU as a whole is not completely aligned. The pro-Russian Orban
government in Hungary has allowed some oil imports from Russia, for example.

Another contributing factor to the food crisis was the destabilization of the
world grain market due to the massive disruption in the supply of Ukrainian
wheat. Despite mediation efforts by Turkey and the UN, resulting in the lifting
of the blockade on the port of Odessa, turmoil persists in the grain market.
Notable importers such as Indonesia, Turkey, and China continue to face chal-
lenges, keeping the market in a state of flux. Additionally, the market has been
adversely affected by extreme weather conditions, adding another layer of
instability.

This movement toward trade fragmentation and a bloc economy had already
occurred with the severing of the supply chain by the coronavirus. The conflict
in Ukraine also caused major cracks in the trade structure due to energy and
food transportation problems, revealing a serious dilemma of “the separation
of politics and economy.” A prime example of this is that, from the perspective
of national security, the U.S. further strengthened its efforts to hinder China’s
technological progress by limiting trade with non-friendly countries and restrict-
ing exports to China of products whose “technology and equipment are for both
civilian and military use” (so-called dual use).

In 2022, the WTO’s Dispute Settlement Subcommittee concluded that these
U.S. tariff measures “do not constitute a war or a state of emergency in inter-
national relations” and that the U.S. “tariff increases” were not allowed. Since
then, the U.S. has been steering its policy toward building a strong supply chain
and preventing the military diversion of high-tech technology in China, includ-
ing subsidy measures to attract semiconductor manufacturing companies to the
country through the “CHIPS and Science Act” of August 2022 and focusing on
concluding a framework trade agreement to exclude China. The global coopera-
tive framework of U.S. politics and trade policy in recent years has been geared
toward so-called “friend-sharing,” a strategy that emphasizes trade and supply
chains with U.S. allies and friends, while keeping China in mind.

Economics can lucidly explain the benefits from free trade and global-
ization. But how do we deal with situations in which citizens of countries that
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prosper from free trade face difficulties that offend public sentiment, such as
widening income inequality within a country? Unless sufficient consideration
is given to this point, the future of free and multilateral trade is not bright. The
shift in national security policies by Germany and other EU countries, reducing
dependence on the Chinese and Russian economies, is a political maneuver to
navigate away from significant economic and political dilemmas. It is not uncom-
mon to find situations where economic interests and the maintenance of peace
are incompatible. Striking the right balance is a task left to domestic politics and
diplomacy.
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Section 2
THe U.S. ECONOMY AIMING FOR A SOFT LANDING!)
N y |
HONDA, Yuzo

1. Introduction

Since March 2020, there has been a rapid spread of the corona virus across the
United States. As the disease spread, spending and production dropped sharply,
and the U.S. unemployment rate hit a record 14.7% in April 2020. This was the
highest unemployment rate in the U.S. after the Great Depression. To cope with
the situation, the government and the Federal Reserve Board (FRB) immedi-
ately implemented bold expansionary fiscal and monetary policies.

Some economists, including professor Lawrence Summers, warned from
the outset that the expansionary policies by the government and the FRB were
too excessive in scale. In retrospect, they were right. As they correctly wor-
ried, the U.S. economy was experiencing high inflation. Unfortunately for the
government and the FRB, Russia invaded Ukraine in February 2022. The Russo-
Ukrainian war caused a sharp rise in global natural resource and food prices,
which exacerbated inflation in the U.S. In September 2022, the U.S. CPI inflation
rate reached 9.1% year on year.

Faced with high inflation, the FRB took a sharp turn toward tightening
monetary policy in 2022. This time, the FRB tightened monetary policy sharply,
feeling anxious that high inflation might come to stay. As a result, as shown
in Figure 1-2-1, the inflation rate peaked in September 2022 and has since
been steadily declining. Nevertheless, as of March 2023, the inflation rate was
5.0%, which is still much higher than the 2% target. Further monetary tighten-
ing is necessary. On the other hand, the growth rate of production has already
declined due to the effects of monetary tightening, and the real economy has
now virtually leveled off. If monetary tightening continues, the economy might
fall into recession in the latter half of 2023 or 2024. In addition, in March and
May 2023, three U.S. regional banks went bankrupt due in part to the rapid and
drastic monetary tightening.

In this Section 2, we report the above recent trend of the U.S. economy
aiming for a soft landing from such high inflation, from a macroeconomic

1) Iwould like to thank Koichi Hamada and Karavasilev Yani for their helpful comments in the
preparation of this paper. However, any possible remaining errors are solely my own.
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Figure 1-2-1 U.S. CPI Inflation rate

Source: Federal Reserve Bank of New York

perspective and consider its implications for the Japanese economy.

Section 2 is organized as follows. Subsection 2.2 describes the FRB’s policy
shift toward tighter monetary policy after 2022, and Subsection 2.3 examines the
current situation of the U.S. real economy in the wake of the FRB’s monetary
tightening. Subsection 2.4 explains the relationship between high inflation and
the risk of recession, one of the current challenges, and Subsection 2.5 consid-
ers another current challenge, the relationship between high inflation and the
failure of three regional banks. Subsection 2.6 discusses the impact of the above
U.S. economic movement on the Japanese economy.

2. FRB’s Switch to Contractionary Monetary Policy

As shown in Figure 1-2-1, the U.S. economy was hit by rapid inflation from
2021. In order to cope with high inflation, the FRB changed its previous stance of
monetary easing, and swiftly tightened monetary policy in 2022. This subsection
presents data on this tightening and explains its contents.

(1) Federal Funds Rate
Table 1-2-1 shows the timing at which the policy interest rate has been changed.
The FRB has raised its policy interest rate, the federal funds rate, seven times in
2022 and three times already in 2023. As a result, the federal funds rate rose to
5.00-5.25% on May 5, 2023.

The characteristics of these policy interest rate changes are twofold: The
first is the rapid increase in interest rates in a short period of time, and the
second is the large size in the range of respective changes. In this short period,
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Table 1-2-1 Federal funds rate change: timing and range

Month of Change ‘ Increase ‘ Level
March 2022 0.25% 0.25% to 0.50%
May 0.50% 0.75% to 1.00%
June 0.75% 1.50% to 1.75%
July 0.75% 2.25% to 2.50%
September 0.75% 3.00% to 3.25%
November 0.75% 3.75% to 4.00%
December 0.50% 4.25% to 4.50%
February 2023 0.25% 4.50% to 4.75%
March 0.25% 4.75% to 5.00%
May 0.25% 5.00% to 5.25%

Source: Federal Reserve System

the policy interest rate rose by approximately 5% from 0% at the beginning of
2022. The policy interest rate was raised by 0.75%, three times the normal level,
in each of the four changes from June through November 2022, and by 0.50%,
twice the normal level, in May and December 2022, as shown in Table 1-2-1. All
of these indicate the FRB'’s rapid shift toward monetary tightening.

(2) Interest rate on reserves

The FRB controls its policy interest rate, the federal funds rate, to its target
through changes in interest rate on reserves (private banks’ deposit accounts
at the FRB). As shown in Figure 1-2-2, the FRB raised this interest rate on
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reserves from 0.15% to 0.4% in March 2022 and then rapidly increased it to 5.15%
in May 2023. This also demonstrates how the FRB has quickly tightened its
monetary policy.

(3) Monetary base

Another measure of monetary policy stance is monetary base (the sum of cash
and private bank deposits at a central bank). As shown in Figure 1-2-3, the
monetary base peaked in December 2021 and then began to rapidly decline.
Recognizing clearly the risk of high inflation, the FRB raised its short-term
policy interest rate and stopped quantitative easing (QE) in March 2022, and
began quantitative tightening (QT) in June 2022. We can also observe this quick
shift to monetary tightening through the shrinkage in the size of the FRB’s bal-
ance sheet.

Using Figure 1-2-3, we call your attention to the following four points. First,
the FRB dramatically increased the monetary base after the Lehman Shock in
2008. Second, the FRB spent for more than six years from 2008 through 2014
expanding the monetary base to recover from the recession after the Lehman
Shock, whereas it rapidly expanded the monetary base in a very short period of
time from 2020 to 2021 under the current corona virus recession. The same is
true for the case of monetary base contraction. The FRB took the longer period
of time from 2014 through 2019 to gradually reduce the monetary base for the
case of the global recession due to the Lehman Shock, whereas it shrank the
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monetary base rapidly in the shorter period from 2021 to 2022 for the case of
the corona pandemic. Third, the magnitude of the monetary base change due
to monetary expansion and contraction (vertical change in Figure 1-2-3) at this
time is as large as that during the deep recession from the 2008 global financial
crisis. Finally, the FRB’s rapid expansion of the monetary base within a short
period of time, followed by its rapid contraction immediately afterward, is one of
the main causes of recent financial institution failures.

3. Current Status of the U.S. Economy

Subsection 2.3 describes the current state of the U.S. economy following the
monetary tightening by the FRB explained in Subsection 2.2.

(1) Production and Expenditures

Expansionary fiscal and monetary policies to cope with the corona pandemic led
to a relatively smooth recovery of production and expenditures in the U.S. econ-
omy until the end of 2021. Durable consumption goods such as automobiles,
computers, and electronics increased relatively steadily even in 2022, when
monetary tightening began. On the other hand, housing investment fell sharply
in both price and quantity due to rising interest rates. As a whole, as shown in
Figure 1-2-4, the upward trend in production has weakened since 2022 and
roughly remained flat. However, the level of production has already exceeded
the pre-corona pandemic level in 2022.
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Figure 1-2-4 Production of the U.S. Economy

Source: Federal Reserve Bank of New York
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(2) Prices

Prices rose sharply from 2021 due to several factors, including bold expansion-
ary fiscal and monetary policies. In addition to these factors, the global surge in
natural resource prices, following Russia’s invasion of Ukraine, further pushed
up domestic prices, and the consumer price inflation rate in June 2022 recorded
9.1% year on year.

Thanks to the contractionary monetary policy by the FRB as well as the
slowdown in global natural resource price surge, inflation has begun to improve
and recovered to 5.0% as of March 2023. It is still, however, well above the 2%
target.

When considering future inflation rates, people’s inflation expectation rate
is important. The one-year inflation rate forecast by the University of Michigan’s
consumer survey peaked at 5.4% in March and April 2022 but has been declining
ever since, falling to 3.6% as of March 2023, as the actual inflation rate has been
decelerating. The University of Michigan’s inflation forecast rate is an inflation
rate expected by consumers, while the breakeven inflation rate (BEI) is an infla-
tion rate expected by investors. The BEI inflation rate forecast for the next five
years is slowly declining from over 3.5% to under 2.5%, as the actual inflation rate
has somewhat subsided.

Another factor affecting an inflation rate is the world natural resource
and food prices. The price level of WTI crude oil, one of the leading indica-
tors of energy prices, peaked in March 2022 at USS123.6 per barrel, and it has
decreased since then. Prices have recently remained in the high range of S70-
$80 per barrel. However, the rate of price increase has been slowing down.

(3) Unemployment Rate

The unemployment rate was 14.7% in April 2020, when the new corona virus
widely spread. Thanks to bold expansionary fiscal and monetary policies, how-
ever, the unemployment rate has recovered quite rapidly, and has been relatively
low since 2022. The unemployment rate in April 2023 was 3.4%, and the adverse
effect of monetary policy tightening has not yet appeared.

This is the current situation of the U.S. economy. In summary, although
production is virtually leveling off, the economy as a whole has not as yet dete-
riorated and the labor market remains tight. Inflation has fallen significantly, but
is still high at 5%.
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4. The Primary Challenge Facing the U.S. Economy: High
Inflation and Risk of Recession

The U.S. economy is currently facing at least two challenges: The risk of
recession and the risk of bank failures. This Subsection 2.4 describes the first
challenge: high inflation and the risk of recession.

The overall CPI inflation rate has fallen to 5.0% as of March 2023. However,
the 5.0% level is still too high for people to live with in general and well above
the target of 2.0%. Furthermore, the core CPI inflation rate excluding food and
energy, shown in Figure 1-2-5, remained high at 5.6% as of March 2023. This
indicates that the transient decline in food and energy prices contributed signifi-
cantly to the fall in the overall CPI inflation rate from 9.1% to 5.0%. All of these
factors suggest that there still remains a considerable risk that high inflation
might remain into the future.

Both consumption and investment in the real economy were quite strong in
2022, with the exception of housing investment, and the unemployment rate was
low at 3.4% in April 2023. The labor market was also tight, with the 2.6% increase
of an employment rate year on year (Figure 1-2-6).

The high level of overall CPI inflation rate, the persistently higher level of
core CPI inflation rate, active spending, and the tight labor market suggest the
need for further monetary tightening.

One reason why tightening policy has not been fully effective is that the
monetary base, which expanded rapidly and urgently during the outbreak of the
new corona virus, has not been fully shrunk. In the market there still remains
more than 1.5 times the base money in the pre-pandemic period. The glut of
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Figure 1-2-5 Core CPI inflation rate excluding food and energy (year on year)

Source: Federal Reserve Bank of New York
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%

Figure 1-2-6 Employment Growth (year on year)

Source: Federal Reserve Bank of New York

base money in the market is one of the reasons why the core inflation rate has
remained high, and thus, QT should continue.

However, as we move into 2023, the effects of monetary tightening to date
are actually eroding the strength of expenditures in the economy. If monetary
policy continues to be tightened further, production and expenditures might
turn downward, and the economy might face the risk of entering recession. We
are now in the difficult situation in which we must decide whether to continue
tightening monetary policy or to return to a neutral monetary policy stance.

As for an outlook, although the inflation rate has fallen to 5%, that level is still
too high, and the FRB is likely to continue tightening for the present. As a result,
there is certainly some risk that the U.S. economy might fall into a recession
in late 2023 or in 2024, but even if a recession should occur, it is unlikely to be
major if other conditions remain the same.

5. Second Challenge: High Inflation and Financial System
Stabilization

In Subsection 2.4, we discussed the relationship between high inflation and the
risk of recession. In March 2023, a rapid shift to monetary tightening by the FRB
resulted in another serious problem: The failure of some U.S. regional banks.

(1) Liquidity and Bank Run

There are at least two possible reasons for a bank failure: First, as in a man-
ufacturing business firm, the bank might go bankrupt if it is inefficient in its
operation. Second, the bank also might fail if it runs short of liquidity. (Liquidity
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is a measure of each asset, i.e., how easily the asset can be converted into cash
without loss. By definition, cash is the most liquid asset and real estate such as
land is the least liquid asset.) Whatever the reason, even if it is merely a rumor
or a lie, if it causes people to rush to a bank to withdraw their deposits, that alone
can cause the bank to fail. In fact, this has happened many times in the past. In
the United States, during the Great Depression in the early 1930s, people lined
up in front of banks to withdraw their deposits. During the chaos, the U.S. finan-
cial authorities were forced to simultaneously close and terminate all banking
businesses in the U.S. In Japan, the financial panics in 1927, when bank runs
occurred frequently, are well known.

(2) Failure of Three Regional Banks

In just over a year from the beginning of 2022 to the present, the FRB raised
the policy interest rate by 5%, converted QE to QT, and rapidly reduced the
monetary base. This shift to tighter monetary policy caused bond prices to fall
sharply and brought about unexpectedly large capital losses for regional banks,
comprising one of the reasons for the failures of the three regional banks at the
time. As shown in Table 1-2-2, Silicon Valley Bank and Signature Bank failed in
March 2023, and First Republic Bank failed in May.

One of the differences between the recent U.S. regional bank failures and
the traditional bank runs described above is the speed of people to withdraw
their deposits. In past bank runs, it took many days for depositors to wait in line
and gradually withdraw their deposits, but in the case of the Silicon Valley Bank
failure, for example, newspapers reported that about a quarter of the deposits
were withdrawn in one day.

Information on whether a bank holds a large amount of bonds that incur
capital losses is available on the Internet. This kind of information is spread via
social networking sites (SNS) and the Internet, and instantly affects the stock
price of the bank in question. A decline in a stock price increases the risk of
failure, not only because of a lack of liquidity, but also because of unsound and
inefficient management. As a result, the depositors of the bank in question will
rush to withdraw their deposits through Internet banking and other means. The

Table 1-2-2 U.S. Regional Bank Failures

bankruptcy date ‘ Bank Name
March 10, 2023 Silicon Valley Bank failed.
March 12, 2023 Signature Bank failed.
May 1, 2023 First Republic Bank failed.
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massive outflow of deposits further erodes the bank’s credibility, and financial
instability will increase dramatically. For these reasons, banks now are likely to
fail in a much shorter period of time than in the past. One of the characteristics
of this series of bank failures is that they occurred within a very short period of
time once the banks’ issues had surfaced.

(3) Bank Term Funding Program (BTFP) and Federal Deposit Insur-
ance Corporation (FDIC)

When the three regional banks failed, the two immediate actions taken by the

U.S. financial authorities were (1) to create the Bank Term Funding Program

(BTFP) and (2) to fully protect the deposits of the banks. These two measures

induced depositors not to panic and minimized turbulence in the financial

system. So how do these two measures work?

When deposit outflows occur, they may spread not only to the bank in
question but also to other similar banks. If these deposit outflows are left uncon-
trolled, confidence in the financial system as a whole could be lost. Hence, the
FRB must play the role of “lender of last resort” as a central bank and provide
ample liquidity to the financial market. It is essential to prevent banks from
failing by lending them the funds they need so that they do not run short of
reserves (cash held by private banks and/or their deposits at the central bank)
when deposit outflows occur. BTFP is the FRB’s measure to secure the funds at
the congress, which allows the FRB to make emergency loans as needed.

The second countermeasure was an immediate decision by the financial
authorities to protect all deposits in the failed banks so that depositors would
not suffer losses. In so doing, they prevented bank runs or a ‘domino-toppling’
expansion of bank failures.

The FDIC was established in the United States in 1933 as a countermea-
sure to the frequent bank failures that occurred from the 1920s through the
Great Depression. Thanks to the FDIC, it was expected that deposits would be
protected in the event of a bank failure. The existence of this system aimed to
prevent people from running to banks to withdraw their funds.

However, there is a cap of $250,000 (approximately equals to JPY 33 million)
on the amount of settlement deposits that can be protected under this system,
and deposits exceeding this limit are not protected. The financial authorities,
fearing a further spread of financial instability, have immediately decided to
protect all of the bank’s deposits, including those not covered by FDIC deposit
insurance, to pacify the situation. As a result, the number of failed banks is cur-
rently limited to three as shown in Table 1-2-2.
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(4) FDIC System and Moral Hazard of Banks

Since the financial authorities have decided to protect deposits exceeding the
amount protected by FDIC insurance, why do they not protect the entire amount
of deposits without setting a ceiling on deposits from the outset?

If there were no ceiling on the amount of deposits to be protected, depositors
would lose their incentive to choose a bank with which to deposit their money,
since the full amount of their deposits would be protected anyway, regardless
of which bank they chose. In other words, for depositors, all banks would be
equal. If this were to happen, there would now be an incentive for banks to take
risks (this behavior is called “moral hazard”). Since there is generally a trade-off
between risk and return, banks will tend to take higher risks in search of higher
returns. This is because depositors are generally indifferent to their choice of
banks and will not leave their own banks, even if said banks take riskier behav-
ior. It is not desirable for banks to take riskier behavior, since banks have the
public mission of playing a key role in the settlement system. For these reasons,
institutional protection of the full amount of deposits is considered difficult. Yet
despite these difficulties, the FDIC system is expected to be improved in some
way based on the experience currently being acquired.

(5) Are High Inflation Control and Financial Stability Policies Com-
patible?

If bank failures were left uncontrolled, deposits would flow out of the banking

sector, and the amount of bank loans would decline. The reduction in credit

would lead to a reduction in spending in the private sector. To avoid this, the

FRB should inject ample funds through the BTFP into the private sector to make

up for the shortfall of needed funds.

The latest slight upturn in the monetary base balance in Figure 1-2-3 can
be attributed to the FRB’s emergency additional supply of liquidity to cope with
the failure of two regional banks in March.

When people withdraw their bank deposits all at once, as was the case with
the three regional bank failures, the monetary base flows out from the financial
sector to the nonfinancial sector. If left uncontrolled, the money multiplier will
decrease (i.e., the economy’s overall loans and deposits will decline), resulting
in a large reduction in the money supply (a part of which are deposits). If the
monetary base flows out from the financial sector, and if the central bank does
not modify the amount of the monetary base, it is equivalent to reducing the
money supply to the economy as a whole, thus tightening monetary policy. The
monetary policy stance becomes neutral only when the central bank supplies
additional monetary base equal to the amount of funds flowing from financial



24 Chapter 1 / Major Issues in the Asia-Pacific Region in 2023-2024

sector to nonfinancial sector. It is important to understand that deposit outflows,
if left uncontrolled, are equivalent to tightening monetary policy. Therefore, the
latest increase in the monetary base in Figure 1-2-3 cannot be immediately
interpreted as an easing of monetary policy. It is more likely that the necessary
monetary base is injected simply to compensate for the shortfall of funds.

Here is one obvious question. The increase in the monetary base to sta-
bilize the financial system, as shown in Figure 1-2-3, will work as monetary
easing, which might conflict with the contractionary monetary policy currently
employed to control high inflation. Will the FRB give priority to the financial
system stabilization policy and ease the monetary tightening policy?

In fact, the FRB could manage to pursue both high inflation control and
financial system stabilization policies simultaneously by adopting the following
approach. Since the effects of monetary policy are broadly economy-wide, gen-
eral monetary policy measures should be allocated to controlling high inflation.
On the other hand, pinpoint policy measures, such as the BTFP, should be allo-
cated to specific purposes to fully protect the deposits of failed banks and to
stabilize the financial system. In this way, the two measures could be consistent
with each other, and the FRB could deal with the two challenges simultaneously.
If bank failures should continue to occur frequently in the future, this approach
would not work, in which case another approach would be needed. But at least
the above approach has successfully dealt with the current issues to date.

The U.S. economy is currently aiming for a soft landing from high inflation,
and although it faces the two risks described here and in the previous subsec-
tion, overall the real economy is generally on a steady recovery path. However,
the monetary base stock is still quite high, so it may take some time for infla-
tion rate to reach the 2% target. The risk of future bank failures also needs due
attention.

6. Impact on the Japanese Economy

Subsection 2.6 briefly describes the impact of the movement in the U.S. econ-
omy on the Japanese economy.

(1) JPY depreciation due to the interest rate differentials

The BO]J has set its short-term policy rate at minus 0.1% since January 2016 and
has supported its 10-year long-term interest rate at near 0% since September
2016. On the other hand, the FRB has raised the policy market interest rate by
roughly 5% with its tightening monetary policy since early 2022. Long-term inter-
est rates have risen accordingly. The interest rate differential between Japan and
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the U.S. has widened significantly, and the yen-dollar exchange rate has swung
sharply toward a depreciation of the yen against the U.S. dollar. In 2022, the yen
depreciated against the dollar to a 150-yen-per-dollar level at one point, but was
subsequently bought back. The yen-dollar exchange rate at the end of 2021 was
115 yen per dollar, while it was 132 yen per dollar at the end of 2022, implying
that the yen weakened against the dollar by about 15% during the year of 2022.

The global surge in natural resource and food prices, coupled with the
depreciation of the JPY, caused the prices of imports into Japan to soar, and
high inflation became a problem in Japan as well. High inflation is particularly
problematic for people whose incomes are fixed at nominal values, as it directly
affects their livelihoods and reduces their spending.

However, the depreciation of the JPY also alters the conditions of compe-
tition for domestic firms with foreign firms, with domestic products becoming
cheaper than foreign products. When the JPY depreciates, Japan’s trade balance
and production are negatively affected at first by the depreciation. Within six
months to two years, however, the effects will be reversed, and positive effects
for the Japanese economy will expand and dominate. (In macroeconomics, this
reversal effect is called the “J-curve effect.” For details, see Honda (2022).)

The Japanese economy had been experiencing a gradual depreciation of the
yen since 2021, but the sharp monetary tightening in the U.S. from the begin-
ning of 2022 led to its rapid depreciation. As a result, the first adverse part of
the J-curve effect appeared in 2022, and the trade deficit of the Japanese econ-
omy in 2022 was extremely large. However, the subsequent positive aspects of
the J-curve effect are expected to appear and favorably impact Japan’s current
account balance and production in the future.

(2) The Impact of the FRB’s Monetary Tightening on Japan’s Region-

al Bank Management
The tightening of U.S. monetary policy from 2022 has already begun adversely
affecting the management of Japanese banks. Rising interest rates in the U.S.
have caused a significant deterioration in the “net gains/losses on other secu-
rities” account through valuation losses on foreign and domestic bonds and
equities held by Japanese banks. In particular, “gains on other securities” of
regional banks, facing a severe business environment, have been rapidly declin-
ing since the end of March 2021, and many individual regional banks have
already recorded net losses.

If the Japanese and/or U.S. monetary authorities raise interest rates in
the future, the valuation losses will increase further and have a greater nega-
tive impact on bank management. We need to continue closely monitoring the
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figures in the “gains/losses on other securities” account.

(3) U.S. economy
The impact of the U.S. economy on the Japanese economy would be quite differ-
ent, depending on whether or not the U.S. economy succeeds in a soft landing.
In terms of total trade values in exports and imports, China is Japan’s No.1 trad-
ing partner with the U.S. No.2. In terms of export value alone, however, the U.S.
was the No.1 export partner and China was No.2 in April 2023. Therefore, boom
or recession in the U.S. economy has a significant impact on Japan’s exports.
As discussed in Subsection 2.3, while the U.S. economy has generally per-
formed well as a whole, the contractionary monetary policy after 2022 might
cause the U.S. economy to fall into recession in the second half of 2023 or in
2024. Although the possibility is slight, if the U.S. economy were to fall into a
serious recession, Japan’s trade and current accounts would incur commensu-
rate damage, leading to a major blow for the Japanese economy.

(4) Risk of U.S. financial system instability
Another concern for the Japanese economy is the collapse of the three U.S.
regional banks. If no other banks go bankrupt, there will no problems. However,
the FRB is still in the process of tightening monetary policy. Raising interest
rates by the FRB could worsen the banks’ balance sheets through capital losses
from bond possession. If more and more banks should fail, the U.S. financial
industry could fall into turmoil and also seriously impact the Japanese economy.
In that case, the impact would be on both real and financial sectors in the
Japanese economy. If the financial turmoil were transmitted to the real sector in
the U.S. economy, Japanese firms’ exports to the U.S. as well as local production
in the U.S. would decline. This would have a direct effect on the real sector in
the Japanese economy. If the U.S. real economy should fall into recession, the
FRB would ease its monetary policy significantly, inducing JPY appreciation.
Looking back, the global recession of 2008 began with the bursting of
the real estate bubble in the United States in mid-2006. The resulting turmoil
remained within the financial industry for about two years. When the Lehman
Brothers went bankrupt in September 2008, the turmoil quickly spread to the
real economy. As soon as the U.S. economy fell into recession, the FRB dealt
with it by boldly easing monetary policy, while the Bank of Japan was late and
its intervention was minimal. This difference in monetary policy between the
FRB and the Bank of Japan led to the extreme appreciation of the JPY, which
in turn brought about a disastrous impact on the Japanese economy. Recalling
this bitter experience, we cannot take our eyes off the developments in the U.S.
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financial industry.
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1. The Real Estate Market Slump and Its Macroeconomic
Background

In the aftermath of China’s ‘zero-Covid’ policy, uncertainty about the future of
the Chinese economy has never been higher. China’s GDP (gross domestic
product) showed a modest recovery in the first quarter of 2023, increasing by
4.5% year on year. On the other hand, the consumption of large durable con-
sumer goods such as automobiles remains sluggish, and the real estate market
remains a major source of economic uncertainty due to an imbalance between
supply and demand for housing, especially in small and medium-sized cities.
Although it seems to have recovered from its temporary slump, the real estate
market remains a major source of concern for the economy.

In consideration of the above, the purpose of this paper is to analyze trends
in the real estate market, which is the greatest risk factor for the Chinese econ-
omy over the medium to long term, and then to reassess the problem from
the perspective of a “rational bubble” and its demise. The risks faced by local
government finances, which are closely related to the slump in the real estate
market, are discussed as well.

First, let us examine the aspects of the current real estate market slump. In
February 2020, when lockdowns were implemented in Wuhan and other cities,
the Chinese government swiftly embarked on a policy of monetary easing. This
policy and the implementation of thorough zero-Covid measures to suppress the
infection were initially successful, and the real estate market quickly recovered
to pre-pandemic levels, even showing signs of overheating. In August 2020, the
government, fearing growing public criticism of the soaring housing market,
established “three red lines”: (1) an asset-liability ratio of 70% or less, excluding
advances; (2) a net debt-to-equity ratio of 100% or less; and (3) cash holdings that
exceed shortterm liabilities. A decision was made not to provide loans to real
estate companies that did not meet these conditions. However, as a result of this
policy, many real estate companies, which had been borrowing at low interest
rates to service their growing debts, began to struggle for funds, and in July
2021, stock prices and corporate bonds of real estate companies plummeted, trig-
gered by fears of default by real estate giant Evergrande Group. In September
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of the same year, the average price of new condominiums in 70 major cities in
China dropped for the first time in six years and five months, and the real estate
market rapidly cooled. The economic impact of the prolonged lockdowns, best
exemplified by the lockdown that was implemented in Shanghai for about two
months from the end of March 2022, further exacerbated the situation.

In the summer of 2022, the issue of homebuyers refusing to pay their loans
due to the suspension of construction of properties they had already purchased
became a social problem. As a result, the catchphrase for real estate policy
became bao jiao lou, bao min sheng (ensuring delivery of housing and protect-
ing people’s wellbeing). In November of the same year, the “Notice on Financial
Support for the Stable and Healthy Development of the Real Estate Market”
(“Article 16: Finance”) was announced, and the policy bank provided special
loans to bao jiao lou, supported developers who had fallen into business risks,
and guaranteed financial interests to homebuyers, among other measures to
support housing construction and prevent further price declines. In January
2023, the government reasserted its stance on stabilizing the real estate market
by relaxing the “three red lines” for only 30 major companies (China Research
Office, Research & Advisory Department, 2022). As a result of these govern-
ment measures, new condominium prices in 70 major cities rose an average of
0.3% MoM in February 2023, marking the first increase in 18 months, however
the housing market recovery still lacks strength.

Apart from the microeconomic aspect of the management of individual real
estate companies, the destabilization of the real estate market can be attributed
to three macroeconomic trends: (1) fiscal and monetary policies following the
Covid-19 pandemic; (2) the long-term development strategy for China’s urban-
ization; and (3) the end of the intergenerational resource transfer scheme
through a continuing rational bubble.

This paper focuses mainly on the third trend, which is closely related to the
problems afflicting China’s real estate market. In the following paragraphs, this
topic is analyzed in detail from a macroeconomic perspective.

2. Dynamic inefficiencies and “rational bubbles”

Before analyzing China’s real estate market from the perspective of “rational
bubbles,” we first briefly explain the concept of “rational bubbles” in recent
macroeconomics.

Sakuragawa (2021) pointed out that as long as the economic (GDP) growth
rate exceeds the lending interest rate, an asset bubble can persist for a long
time even in a steady-state economy. Such a persistent bubble is referred to as
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Figure 1-3-1 GDP Growth Rate and Average Lending Rate

Note: The real average lending rate is the weighted average of financial institution lending rates substantiated
by the commodity retail price index.
Source: CEIC Data, National Bureau of Statistics.

a “rational bubble.” Sakuragawa also argues that in a low-interest-rate economy,
in which the GDP growth rate exceeds the interest rate, bubbles keep moving
from one sector to another. For example, after the real estate and stock bubbles
of the 1980s ended, a bubble emerged in Japanese government bonds, which is
the cause of Japan’s huge budget deficit.

In China, the GDP growth rate has consistently exceeded the average
lending rate since the Great Recession (Figure 1-3-1). In macroeconomics, a
situation in which economic growth exceeds the interest rate under steady-state
conditions is called a dynamically inefficient state. When investment is saturated
in a decentralized economy, the Pareto-optimal allocation of resources among
different points in time cannot be achieved through market transactions, and
there is room for the government and other economic actors to improve the
total welfare by forcibly redistributing resources. In explaining the resource
allocation problem in a state of dynamic inefficiency, the so-called overlapping
generations model is often used, as in Tirol (1985) and others.

The model assumes that all people live for two periods: ‘youth’ and ‘old age.’
In their youth, people work and earn income, and they consume a portion of that
income. In their old age, people live off the savings they accumulated in their
youth. Now consider an economy where investment is saturated, and the rate of
return on real investment is low, i.e. the real interest rate is lower than the rate of
economic growth. To simplify the discussion, we assume that the ratio of people
in each generation is constant. In such a case, young people are forced to save
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under low interest rates for their own consumption in old age (Figure 1-3-2).

Even without the government’s semi-mandatory reallocation of resources,
as described above, this sort of dynamic inefficiency can be eliminated through
the successive purchase of assets whose value increases in tandem with eco-
nomic growth, such as real estate assets. In this way, the welfare of all economic
agents can be improved. Tirol proved that in order to achieve efficient intergen-
erational capital transfers, it is necessary for assets that have no fundamental
value to be traded as having a certain value, and that value tends to expand over
time. This is the situation in which the so-called “rational bubbles” occur.

Younger age| Old age 1st Generation

Revenue : JPY 1,000,000 Consumption: JPY 500,000
Savings: JPY 500,000 +JPY 50,000

Younger age | Old age 2nd Generation

Revenue: JPY 1,200,000 Consumption: JPY 600,000
Savings: JPY 600,000 +JPY 60,000

Younger age| Old age 3rd Generation

1st period  2nd period 3rd period  4th period

Figure 1-3-2 Asset Formation with Market Interest Rates

Source: Prepared by the author
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3. The “Rational Bubble” and China’s Real Estate Market

(1) High growth due to excess accumulation of capital

One of the important issues in viewing China’s real estate market as a “rational
bubble” is that “capital overaccumulation” has become the norm as a result of
the high growth of the Chinese economy led by vigorous domestic investment.

Under the Hu Jintao administration this state of excessive capital accu-
mulation became exacerbated. This is attributable to three major factors: (1) a
decline in the labor participation rate due to state-owned enterprise reforms and
intensified competition among enterprises; (2) an increase in retained earnings
(corporate savings) by non-state-owned enterprises that had difficulty borrow-
ing from financial institutions; and (3) a high savings rate by the household
sector due to the delayed development of social security systems (Kajitani, 2012).
In particular, the stimulus packages implemented after the Great Recession
increased the degree of government intervention in the market, leading to what
some economists have criticized as “national progress and national regression.”
Such stimulus packages combined with excessive fixed capital investment led
by local governments did not bring about a fundamental solution to the problem
of excessive capital accumulation, but instead postponed the problem through
state intervention in the market.

When the economy is in such a state of “excessive capital accumulation,”
the productivity of fixed capital investment declines, consumption is suppressed,
and excessive fixed asset investment is sustained, even though economic wel-
fare would clearly increase if current investment were reduced and consumption
were increased. The reason why fixed capital investment keeps growing despite
its low productivity is generally attributed to the fact that earnings = capital
gains (losses) from the rise (fall) in asset prices fill the gap between the time
preference rate and the productivity of investment. On the other hand, in an
economy like China, where the government has strong authority over fixed
asset investment, it is necessary to consider the possibility of excessive capital
accumulation due to aggressive investment activities without regard to govern-
ment profitability.

As already mentioned, the overlapping generations model theoretically
suggests that such a state of excess capital accumulation occurs even though
each economic agent tries to maximize consumption in a decentralized market
economy. When such excessive accumulation of capital occurs, the economy is
said to be in a dynamically inefficient state. Based on an empirical analysis of the
dynamic efficiency of the Chinese economy, Kajitani (2012) points out that the
real estate market is likely to have been in a state of “rational bubble” since the
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Great Recession.

(2) Inadequacies of the levy-based social security system

As mentioned above, another major determinant of the excessive capital accu-
mulation in China is the inadequacy of the levy-based pension system. China’s
public pension system consists of the compulsory ‘Basic Pension for Civil
Servants and Urban Employees,” and the voluntary ‘Basic Pension for Urban
and Rural Residents.’ The latter was established in 2014 by integrating the ‘New
Rural Social Pension’ and the ‘Basic Pension for Urban Residents’ for urban
non-regular workers, and it is voluntary. The pension benefit amount is only
one-twentieth that of the Basic Pension for Civil Servants and Urban Employees,
and its insufficient level is problematic (Katayama, 2017).

On the other hand, the ‘Basic Pension for Civil Servants and Urban
Employees’ is a two-tiered pension insurance plan that combines a levy-type
common fund as the source of the pension with an accumulation-type individual
account. The individual account is a pension account in the employee’s name,
and the employee and employer accumulate premiums in proportion to wages.

As shown in Subsection 3.2, it is widely known that when the economy is
dynamically inefficient, intergenerational resource transfers, such as levy-based
pensions, can eliminate the excessive accumulation of capital and thereby raise
economic welfare (Futagami, 2012).

In other words, in a dynamically inefficient state, if the government estab-
lishes a social insurance system, such as an old-age pension system, and
enhances services such as social security, excessive capital accumulation can
be suppressed and the economic welfare of all generations can be improved.
In contrast, if the social security system is not sufficiently developed, excessive
capital accumulation will continue and the economy will be stuck in a dynami-
cally inefficient state.

As already mentioned, China’s current public pension system does not pro-
vide sufficient pensions to the peasantry and urban informal workers, who make
up the majority of the population. Even for urban formal workers, pensions that
do not include intergenerational resource transfers are heavily weighted toward
the accumulation system, which does not include intergenerational resource
transfers. If dynamic inefficiency is the cause of the recent asset bubbles in
China, it is clearly due in part to the government’s failure to provide adequate
intergenerational resource transfers, as exemplified by the public pension
system.

In his recent book, Olivier Blanchard argues that in an economy where inter-
est rates, the “safe rate of interest” (the yield on government bonds), remain at
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very low levels, sometimes below the effective lower boundary of the growth
rate and even the real rate of interest (Blanchard, 2023). Blanchard argues that
the government could improve economic welfare by increasing the issuance of
public debt and conducting aggressive fiscal policy. Applying this argument to
the current state of the Chinese economy, the policy implication would be that
the government should aggressively spend money, especially to improve the
inadequacies of the levy-based pension system and to improve intergenerational
resource transfers.

(3) Real estate ownership as a means of retirement security

Under these circumstances, where intergenerational resource transfers
through levy-based pensions have been insufficient, people have purchased
condominiums in order to secure rent-free accommodation for their retirement.
In addition, relatively affluent urban families often purchase a second condo-
minium for their sons to live in after they get married. This is because parents as
well as grandparents are willing to provide financial support for the purchase of
a condominium, since in present-day China finding a marriage partner is almost
impossible unless the person who is seeking marriage (usually a man) owns a
condominium whose price continues to rise (Saito, 2023). At the same time, par-
ents expect their sons and daughters to support them in their old age. Against
the backdrop of such social values, there is empirical evidence that the price
increase of condominiums is greater in areas with a larger proportion of the
male population (Wei et al., 2017).

The strong demand for condominiums in urban areas and the inadequacy
of the levy-based pension system have driven the continuous rise in real estate
prices in China since the beginning of this century, and has also been the cause
of excessive capital accumulation via vigorous real estate construction.

4. The future of rational bubbles and the problems facing
local finances

It is unclear whether a hard landing in the real estate market and widespread
economic turmoil can be avoided as the overaccumulation of capital in the
Chinese economy begins to dissipate.

From a macroeconomic viewpoint of economic theory, rational bubbles in
the real estate market should theoretically become unsustainable once the over-
accumulation of capital is eliminated and the GDP growth rate stops exceeding
the lending interest rate. Even if this happens, it is possible to achieve a certain
level of economic growth while temporarily suppressing people’s dissatisfaction
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under low interest rates. This could happen either by encouraging intergenera-
tional transfers by widely holding government bonds with low interest rates, or
by expanding the levy-based public pension system, which currently only covers
urban full-time employees, to all citizens, as was the case in Japan after the col-
lapse of the bubble economy.

Another concern is the situation of local government finances. The finances
of local governments have been largely supported by the sale of farmland and
other land holdings. The tightening of the real estate market, as described in
this paper, has caused a significant drop in this income, and the financial sit-
uation of many local governments has deteriorated significantly. Some local
governments, such as Hegang City in Heilongjiang Province, are reported to
have cancelled their staff recruitment plans and announced that they were
implementing a financial restructuring plan, effectively “going bankrupt.”

In response to this situation, an editorial in the April 24, 2023 issue of the
influential economic journal “Caixin Weekly” warned once again that the severe
economic impact of the Covid-19 pandemic, falling prices in the real estate
industry, and various tax exemptions were worsening the debt problems of local
governments. The May 22nd issue of the same journal’s special feature article,
“The Debt Issuance Boom of Local Government Financing Vehicles,” points out
that Local Government Financing Vehicles, which have been a breeding ground
for local government “hidden debt,” are increasing their debt through the issu-
ance of bonds known as “municipal bonds,” thereby increasing the risk to local
government finances. According to a think tank’s estimate, at the end of 2022,
local government hidden debt amounted to RMB 52-58 trillion, which is 1.5-1.7
times the amount of official debt outstanding.

Financing through the issuance of “municipal bonds” by Local Government
Financing Vehicles has been used by many local governments since the estab-
lishment of Local Government Financing Vehicles to implement economic
stimulus measures after the Global Recession.

However, according to an article in Caixin Weekly, the issuance of more
complex bonds, so-called “structured bonds,” has been a major characteristic of
recent municipal bond issues.

A typical example is the asset-backed securities (ABS) scheme, in which
Local Government Financing Vehicles uses its own funds to purchase munic-
ipal bonds it has issued, posts them as assets, and uses them as collateral to
raise new funds. This is strictly regulated as a way to reduce the participation
of outside capital and issue bonds at interest rates lower than the market level,
which distorts the market. For example, in 2023, the government issued a notice
restricting new financing by firms whose own bonds account for more than 50%
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of the net assets of Local Government Financing Vehicles, and tightened penal-
ties for firms that do not comply with the new restrictions.

At the same time, however, some local governments, such as those in
Guizhou Province, have been experiencing financial difficulties, and it is said
that they are no longer able to resolve their debts on their own. In many cases,
these local financing platforms have asked the local or central government to
reschedule (review the repayment terms of) the municipal bonds they have
issued.

In awell-known case, in December 2022, Zunyi Daogiao Construction Group,
headquartered in Zunyi City, Guizhou Province, defaulted and announced a debt
restructuring that postponed the repayment date by 20 years and only required
interest payments for the first 10 years. It is clear that the state of local gov-
ernment debt is posing risks to the Chinese economy as a whole, and this is a
problem that cannot be left unaddressed.

Some economists in China have pointed out that the reason for this tight-
ness in local government finances is that the central government does not spend
enough money, thereby imposing an excessive burden on local governments,
which is a very plausible explanation.

If the soft landing from the “rational bubble” situation in the real estate
market is to be achieved, it is necessary to maintain the current rate of economic
growth, to suppress the sharp decline in exchange rates while continuing the
low-interest-rate policy. In the meantime, it is necessary to expand and improve
the social security system while minimizing the level of social unrest that will
accompany the decline in real estate prices. Additionally, since the declining
birthrate and aging population are bound to become more serious and the
government’s fiscal burden is expected to increase, it will also be necessary to
review the current fiscal system that places much of the burden, from the provi-
sion of social security to economic stimulus measures, onto local governments.

In this context, the decision by the Standing Committee of the National
People’s Congress in October 2023 to issue RMB one trillion in special govern-
ment bonds and allow a budget deficit of 3.8% of GDP is a notable move. Will this
catalyze the Chinese government to adopt a more proactive fiscal policy? In any
case, we will continue to keep a close eye on China’s real estate market and local
government finances for some time to come.
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Section 4

EconomIC STRATEGIES OF JAPAN AND JAPANESE

CompANIES TOWARD EAsT Asia )
KIMURA, Fukunari

1. U.S.-China Conflict and Production Networks

(1) Countermeasure to changing circumstances

The U.S.-China confrontation, which began in 2018 under the Trump adminis-
tration as a tariff war, has gradually expanded its scope to include competition
over technological hegemony among the superpowers and issues of human
rights and political regimes, and the degree of confrontation has deepened fur-
ther under the Biden administration. Japan, an ally of the United States, has
been forced to undertake a major review of its security policy. However, there
are signs that the tide is turning in the area of economic security, particularly
with regard to export controls in the high-tech sector.

Certainly, the deterioration of sentiment toward China in Washington, D.C.,
is extremely strong, and it is unlikely that the U.S. and China will move toward
reconciliation anytime soon, as the US enters presidential election mode over
the next year. Meanwhile, a speech given by Jake Sullivan, Assistant to the
President for National Security Affairs, at the Brookings Institution on April 27,
2023, suggested that the White House is trying to settle the current issue. He
said that export controls over China are “with a small yard and a high fence,”
and that the goal is de-risking and diversifying, not decoupling, as European
Union President Von der Leyen has suggested. In the context of export control,
the US is introducing strict controls to decouple some high-tech sectors, but
creating an environment in which other economic activities can develop freely,
i.e., decoupling is only partial. This statement is considered to be an indication
of the intention to reflect the voices of the economic community that values
business with China, which is not readily apparent, although there are probably
many competing opinions in Washington, DC.

European countries are visiting China one after another, starting with
German Chancellor Scholz in November 2022, accompanied by businessmen,
separating politics and economics, in an attempt to expand their business pres-
ence in China. In fact, the U.S. also continues its close economic relationship
with China, and in 2022, despite the slowdown of the Chinese economy in the
second half of the year, both imports and exports reached all-time highs for
the entire year. While the impact of export controls in the high-tech sector,
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especially as it determines the direction of cutting-edge innovation, cannot be
ignored, there is little concern of the world as a whole being split in half. A prag-
matic approach is becoming clear: continuing the confrontation with China, but
taking immediate economic gains while taking risks into account.

Japan and Japanese companies have seemed to be so caught up in the
security debate to prepare for the worst-case scenario that they have stopped
thinking. In export control, too much reliance is placed on the anticipation of
the other party’s moves between the government and the private sector, and
excessive careful attention is limiting free economic activities. Certainly, in rela-
tions with China, it may be difficult for Japanese companies to start moving
aggressively because of the detention of Japanese VIP in March 2023. However,
it should be well understood that that is exactly China’s strategy to divide the
West. And just because the strategy toward China is difficult, can it be said
that Japanese companies are embarking on expanding their activities to the
Association of Southeast Asian Nations (ASEAN) and other parts of the world?
‘We must not forget the economy. The government needs to create the economic
environment and companies need to develop their corporate strategies, while
assessing where their competitors are drawing the line and trying to increase
their economic activity.

(2) Japan’s decoupling policy

The set of policies called economic security-related policies are a mixture of vari-
ous objectives and measures, but here we will review Japan’s decoupling-related
policies, especially from the perspective of supply chain decoupling.

First, for a middle power like Japan, which is sandwiched between two
superpowers, a distinction should be made between defensive and offensive
decoupling policies in light of their immediate objectives. Defensive decoupling
policy here refers to the policy of increasing domestic supplies or supplies from
a third country in order to reduce dependence on a specific country when there
is a risk of sudden supply disruptions of critical commodities in the case of geo-
political tensions. On the other hand, offensive decoupling policy is a policy of
restricting the supply of critical commodities to another country with the inten-
tion of damaging it.

In the case of Japan, most of the policies adopted so far are defensive decou-
pling policies. A certain degree of risk management has first been promoted by
the private-sector. In particular, the “China+1 strategy” (i.e., separating Chinese
operations from the rest of the world) was adopted early toward that country,
and was carefully reexamined especially after the Senkaku Islands issue and
China’s rare earth export restrictions in 2010.
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After 2020, against the backdrop of geopolitical tensions that rose with
the new Corona pandemic, two types of METI subsidies were established for
Japanese companies: the “Subsidy for Domestic Investment Promotion Projects
for Supply Chain Measures” and the “Support Program to Strengthen Overseas
Supply Chains for Demonstration Projects and Project Feasibility Studies”.
Although not officially specified, the former was intended to encourage produc-
tion bases located in China to return to Japan, while the latter was intended
to diversify production bases from China to ASEAN and other regions. While
these policies have produced some results, they have not caused a major leave
of Japanese companies located in China.

Furthermore, the Law for the Promotion of Economic Security, enacted and
promulgated in May 2022, states that the first of its four pillars is to ensure a
stable supply of critical commodities. In December of the same year, the law
designated 11 critical commodities (antimicrobial agents, fertilizers, permanent
magnets, machine tools and industrial robots, aircraft parts, semiconductors,
storage batteries, cloud computing programs, natural gas, critical minerals, and
ship parts) and announced a policy of providing financial assistance. Some of the
critical commodities are intended as a kind of industrial policy, but most of them
are defensive decoupling policies.

Most of the offensive decoupling policies related to Japan have taken as
countermeasures to the extraterritorial application of U.S. export controls.
Japan itself expanded export control items in 2018 and 2021, but this has not
had a significant impact.” The introduction of export controls on 23 items of
semiconductor manufacturing equipment (scheduled to take effect in July)
announced at the end of March 2023, in line with the US, is a new step forward.

A defensive decoupling policy considers how much risk to take in relation
to costs, and therefore is considered to be a restraint that limits the scope of
decoupling rather than an orientation of total decoupling. On the other hand,
an offensive decoupling policy is one in which a middle power such as Japan is
likely to keep pace with its ally, the U.S,, rather than deciding how far to go based
on its own strategy. As long as any decoupling policy is implemented against the
market mechanism, it will incur certain costs and leads to the problem of who
will bear those costs. In the case of offensive decoupling policies, in particular, it
is highly likely that the costs will be borne by industries and companies in which
Japan is internationally competitive.

1) Hayakawa, Ito, Fukao, and Deseatnicov (2023) used econometrics to analyze whether ex-
ports declined for items that Japan placed under new export controls in 2018 and 2021, but
found no statistically significant decline.
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(3) Impact of U.S. Export Controls on Japan

The U.S. export control policy in the high-tech sector, which is an offensive
decoupling policy for the U.S., could affect not only China, but also Japan and
other countries that cooperate with the U.S. How large are the effects?

First, at the industry and sector level (general machinery, electrical machin-
ery, transportation equipment, and precision machinery), no clear offensive
decoupling effects are detected based on international trade data, at least until
the end of 2022 (Ando, Hayakawa, and Kimura 2023, forthcoming). East Asian
machinery exports recovered quickly from COVID-19 and are back on a growth
path. This differs significantly from North America and Europe. There was
a slight slowdown from the second half of 2022. The reasons for this include
the lull in special demand due to the nest egg demand associated with the new
corona, the slowdown in the smartphone market, the end of the semiconductor
boom, China’s zero corona policy, and rising transportation costs due to the war
between Russia and Ukraine. In addition to these factors, geopolitical tensions
may also be a factor, but it is not clear at the industry or sector level. In particu-
lar, China remains an important trading partner for Japan. There are signs of a
certain degree of reorganization of production networks to deal with the tariff
war between the U.S. and China. For example, in Vietnam and Mexico, which
are used as detour points, we observe an increase in exports to the U.S. and for-
eign direct investment, including Chinese firms. However, the impact of export
controls is not clearly seen.

The effects of export control are detected in more detailed product level
or for specific companies. Ando, Hayakawa, and Kimura (2023) focus in par-
ticular on the tightening of U.S. export controls on Huawei in August 2020 and
attempt to quantify the effects using detailed product data on Japanese exports
to China. They found that the reduction in Huawei’s production of telecommu-
nications equipment reduced Japan’s exports by reducing demand for various
components used in telecommunications equipment, rather than by the extrater-
ritorial application of U.S. technology exports. The magnitude of the reduction
in Japan’s exports was about 3% of Japan’s annual exports to China. Ando,
Hayakawa, and Kimura (forthcoming) analyzed the effect of export controls on
U.S. semiconductor manufacturing equipment from November 2022 using data
on U.S. exports to China and found that U.S. exports of it to China decreased by
about 16-36%. If the export controls on Japanese semiconductor manufacturing
equipment scheduled to be introduced in July 2023 were to result in a similar
reduction in Japanese exports to China, it would result in a 5-11% reduction in
exports of it.

Thus, statistically significant effects were observed at detailed product level
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and for companies. However, the magnitude is not so large at the macro level.
Offensive decoupling and other restrictions on economic activities in the name
of security may increase in the future. However, it is highly likely that complete
decoupling of supply chains will not be achieved. If we believe that the final
result will be only partial decoupling, governments and companies will have to
take appropriate measures to deal with the situation.

2. Asian Economies Remain Vibrant

(1) Growing Southeast and South Asia

In 2023, developed countries are experiencing a marked economic slowdown, if
not a recession, and according to the IMF (2023), economic growth in developed
countries is projected to slow down from 2.7% in 2022 to 1.3% in 2023 and 1.4%
in 2024. Japan’s growth rate remains as low as ever, and many media reports
take the tone that the entire world is in a recession. However, Asian economies
continue to grow robustly.

China has been in a slump since the second half of 2022 and is having a
difficult time recovering from the new corona pandemic while also dealing with
its own structural economic problems. Although many believe that China will
not be able to return to its previous growth trajectory, the ADB (2023) still its
forecasts economic growth of 5.0% in 2023 and 4.5% in 2024 (Table 1-4-1). Since
a large economy can grow at such a high rate, it still has the potential to create
many business opportunities.

Southeast and South Asia have already returned to their previous growth
trajectory and are growing further. In 2022, Southeast Asia as a whole recorded
growth of 5.6%, with Malaysia, Vietnam, and the Philippines performing partic-
ularly well at 8.7%, 8.0%, and 7.6%, respectively, and Indonesia and Cambodia
at 5.3% and 5.2%. In 2023, it is expected to see a slight slowdown due to the
economic downturn in developed countries, but the region is becoming increas-
ingly attractive as a production base and a market. South Asia as a whole is
growing at 6.4% in 2022, enjoying a large potential for growth, and is expected to
continue to grow after 2023.

It is inevitable that Japan and Japanese companies will seek a deeper rela-
tionship with the Asian economy.
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e Economic growth rates of Asian developing economies
L (fact and forecast) (%)

| 2021 | 2022 | 2023() | 2024(h)
East Asia total 7.9 2.8 4.6 4.2
China 8.4 3.0 5.0 4.5
South Korea 4.1 2.6 1.5 2.2
Taiwan 6.5 25 2.0 2.6
Southeast Asia total 3.5 5.6 4.7 5.0
Brunei -1.6 -0.5 25 2.8
Cambodia 3.0 5.2 5.5 6.0
Indonesia 3.7 53 4.8 5.0
Laos 23 25 4.0 4.0
Malaysia 3.1 8.7 4.7 4.9
Myanmar -5.9 2.0 2.8 3.2
Philippines 5.7 7.6 6.0 6.2
Singapore 8.9 3.6 2.0 3.0
Thailand 1.5 2.6 33 3.7
Vietnam 2.6 8.0 6.5 6.8
South Asia total 8.4 6.4 5.5 6.1
Bangladesh 6.9 7.1 5.3 6.5
India 9.1 6.8 6.4 6.7

Note: This table includes data of countries other than those listed ones.
Source: ADB (2023)

(2) Japan’s relative position
At the same time, it is necessary to be well aware of the position of Japan and
Japanese companies in the eyes of Asian countries.

Figure 1-4-1 shows the value of imports and exports by country and region
for the 10 ASEAN countries. Even in 2020, when the impact of the corona pan-
demic was most severe, the decline in ASEAN’s trade, especially exports, was
very small. This is largely because ASEAN countries succeeded in mitigating
the spread of the virus to a considerable extent, and ASEAN countries were able
to enjoy the positive demand shocks created by the work-at-home and stay-at-
home effects of the corona pandemic. In 2021, both imports and exports grew
strongly.

What is even more remarkable is China’s share of imports and exports
in this region. While ASEAN countries’ internal trade is just over 20%, China
accounts for 16% of ASEAN’s exports and 24% of its imports (in 2020 and 2021).
In particular, imports from China have come to exceed the sum of imports
from Japan, the U.S., and Europe. Although the depth of economic engagement
cannot be measured by trade volume alone, and direct investment in ASEAN
and technology flows must also be taken into account, there is no doubt that
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Figure 1-4-1 Exports and Imports of ASEAN Countries by Country or Region

Source: ASEAN Secretariat Website

ASEAN countries are becoming increasingly involved with China. On the other
hand, Japan accounts for only about 8% of both imports and exports, while the
U.S. accounts for only 15% of exports and 7-8% of imports. It is clear that Japan
is not in a situation where it can force ASEAN to select the U.S. or China as a
sole partner.

Kumagai et al. (2023) use the IDE-GSM model of the Institute of Developing
Economies to simulate the impact on countries around the world if the Western
and Eastern camps start decoupling their supply chains by imposing a 25%
tariff mutually. The results show that both camps would naturally be negatively
affected, but third countries that do not belong to either camp, such as ASEAN
countries, would be positively affected because they could continue to trade with
both camps. There is certainly an economic incentive for third countries, espe-
cially those deeply involved in the East Asian production network, to remain
neutral.

(3) Strategies of Japan and Japanese Companies toward ASEAN

If offensive decoupling ultimately remains part of the supply chain, Japan’s eco-
nomic diplomacy with ASEAN will be extremely important. ASEAN, along with
China, is the region where the core international production network for the
machinery industry in East Asia is deployed, and it has less policy risk in the
sense that China bears. Japan is not the only friendly country to ASEAN, but
Japanese companies have built up a solid track record, and Japan has earned a
great deal of trust. Taking into consideration that geopolitical tensions are diffi-
cult to resolve in the short term, ASEAN is a valuable counterpart in maintaining
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the economic vitality of “other economies” outside of export controls.

Japan and Japanese companies should adopt the following three strategies
to deal with ASEAN. First, it is important to explain well to ASEAN countries
the supply chain decoupling policies adopted by developed countries, and to
have them understand that there is room for ASEAN to be involved in decentral-
ization of supply sources, especially in industries and products that are subject
to defensive decoupling policies. Also, Japan and Japanese companies should
firmly explain that there are few cases in which ASEAN needs to immediately
deal with the extraterritorial application of U.S. export controls in the high-tech
sector, but rather that they open up the possibility for ASEAN to accept high-
tech-related investment in the future.

Second, although the era of Japan as a prominent player in ASEAN was over,
Japan must continue its efforts to further deepen economic ties with ASEAN
countries. Japan has contributed greatly to the development of economic infra-
structure and the creation of international production networks, particularly
in the manufacturing sector, in ASEAN. While the importance of these con-
tributions will not diminish in the future, the emphasis of ASEAN’s economic
development strategy is shifting toward services and urban amenities. The
ASEAN is particularly interested in digital and sustainability.

Third, Japan, together with ASEAN, must preserve the rules-based trad-
ing regime as much as possible and emphasize its importance to the world.
Since the 1990s, East Asia has led the world in the development of an interna-
tional division of labor based on tasks, especially in the machinery industry, and
the preconditions for this were a rules-based trading regime and a long-lasting
peace. In the future, technological progress will make possible a more sophisti-
cated international division of labor, but these two preconditions must continue
to be met in order to make effective use of the division of labor.

One of the major problems with the current policy measures to geopolitical
tensions is that developed countries are openly violating existing trade rules for
reasons of security. A prominent example of this is the domestic priority for sub-
sidies in high-tech sectors such as advanced semiconductors. It may be difficult
to push back the logic of security or the structure of confrontation between the
superpowers head-on, but this does not mean that the trading regime based on
rules should be seriously damaged. It is essential to keep other economic activ-
ities under trade rules as broadly as possible, while ensuring the consistency
with trade rules of security policies as much as possible. China may not agree
with the content of trade rules, but it feels a strong desire to be respected as a
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respectable country that abides by the rules in the international arena?. There
are still many meanings of international rules.

ASEAN can be a valuable partner in advocating the importance of a
rules-based trading regime. ASEAN has utilized globalization in economic devel-
opment most effectively in the past 40 years under international rules. ASEAN
should not free-ride on global policy governance, as it has done in the past, but
should take responsibility for its own development.

There are many ways in which Japan and ASEAN can cooperate to preserve
the rules-based trading regime. First, in relation to the World Trade Organization
(WTO), the second tier of dispute settlement, the Appellate Body, has ceased
to function with zero members due to the U.S. blockade. As a result, cases of
so-called “appeals into void” have been piled up, in which appeals are filed to the
Appellate Body, which does not function after the panel of first instance reached
a conclusion.® In March 2023, Japan announced its participation in the Multi-
Party Interim Appeal Arbitration Arrangement (MPIA), which is intended to
temporarily replace the functions of the Appellate Body. However, Singapore is
the only ASEAN country that has already joined the MPIA, and it is important
to encourage other ASEAN countries to do so. In addition, Japan is co-chair-
ing a joint statement initiative for e-commerce, and Japan could cooperate with
ASEAN, which is also taking steps to establish its own rules.

We would also like to promote the use of the mega-FTAs (Free Trade
Agreements) that Japan has concluded with ASEAN countries. In particular, the
Regional Comprehensive Economic Partnership (RCEP) agreement covers the
whole East Asia, including China, and is expected to reduce policy risks within
the region by actively using such opportunities as regular meetings®. In the
Indo-Pacific Economic Framework (IPEF) currently under negotiation, a sub-
stantial agreement was reached in May 2023 on supply chains, the second of four
areas: trade, supply chains, clean economy, and fair economy>. The agreement
is to cooperate in preparation for sudden supply disruptions of critical commod-
ities such as semiconductors and critical minerals. It is not clear to what extent
this will be effective, but it is not a matter of course to force the stakeholders to

2) See Watanabe, Kamo, Kawashima, and Kawase (2021).

3) For example, the EU sued Indonesia for a nickel ore export ban and domestic processing
requirements (DS592), and Japan sued India for higher tariffs on ICT products (DS584),
both of which have been appealed out of court after the panel decision. See Trade Policy
Bureau, Ministry of Economy, Trade and Industry (2023) and WTO website.

4) See Kimura (2022) for a discussion of the role that RCEP could play.

5) Japan External Trade Organization (JETRO), “Business Brief: U.S. Department of Com-
merce Announces Substantial Conclusion of IPEF Supply Chain Agreement, Offers Meas-
ures to Realize Business Benefits,” Accessed on May 29, 2023.
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declare which side they will be on.

Geopolitical tensions are a major headwind for free economic activity, but
they have not run the entire world. We must pursue a balanced economic diplo-
macy and corporate strategy to ensure sound rules and vigorous economic
activities as broadly as possible.
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Considering Business and Human nghts

Column A~ \Wjhat are Universal Human Rights?

GOTO, Kenta
1. Introduction.

In September 2022, the Japanese government released “Guidelines on
Respecting Human Rights in Responsible Supply Chains” to promote cor-
porate efforts to respect human rights. One month earlier, “Guidelines
for Responsible Business Conduct for the Textile and Clothing Industry
of Japan” was formulated by the Japan Textile Federation under the aus-
pices of the Ministry of Economy, Trade and Industry. While the latter
is specific to the textile sector, the industry still encompasses many sub-
sectors from upstream to downstream, and the size of the actors varies
from small to large companies. The position of each company in the tex-
tile industry value chain is different, and the management issues they
face involve a variety of stakeholders. The fact that the guidelines were
developed through constructive dialogue between workers and employ-
ers was groundbreaking.”

These guidelines are all based on key international standards
related to business and human rights (BHR), such as the Organization
for Economic Co-operation and Development’s (OECD) “Guidelines
for Multinational Enterprises on Responsible Business Conduct (MNE
Guidelines),” the International Labour Organization’s (ILO) “Tripartite
Declaration of Principles concerning Multinational Enterprises and
Social Policy (MNE Declaration),” and the United Nations’ “Guiding
Principles on Business and Human Rights (Guiding Principles)”?. The
development of those guidelines in Japan has been based on the growing
attention within the government on issues related to BHR since the inau-
guration of the Kishida administration.

Shortly before these movements in Japan, the Biden administration,
which also emphasized human rights, took office in the United States.

1) Workers were represented by the Japanese Federation of Textile, Chemical,
Commerce, Food and General Services Workers’ Unions (UA Zensen). The Inter-
national Labour Organization (ILO) office in Japan provided technical assistance in
the development of the guidelines. The author had the opportunity to participate in
the development process as one of the ILO’s advisors.

2) Guiding Principles on Business and Human Rights: Implementing the United
Nations’ “Protect, Respect and Remedy” Framework.
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All businesses should recognize the intrinsic value and importance of
human rights and respect it in their daily operations, not because it is
“required.” However, it may still be important to understand the broader
international political and economic context in which human rights issues
have evolved to become central to business activities. One example in
which this has manifested itself is the Indo-Pacific Economic Framework
(IPEF). The IPEF is one of the main policies of the Biden administra-
tion related to the Asian region, which, unlike previous regional trade
agreements, is now being discussed with an emphasis on “values,” such
as human rights. We will discuss IPEF in the final part of this column.
These broader international political-economic dynamisms will most
likely affect the institutional context in which businesses must operate
in the near future.®

‘While the need for a technical response on BHR has been recognized,
the discussion and understanding of the significance and universality of
the issue of human rights, however, do not seem to have matured, at
least not in the Japanese business world. As such, this column will take
a step back and think of what “human rights” would mean for contem-
porary businesses, particularly in a globalizing context where it should
be considered an issue that must be extended beyond the boundaries
of individual companies and countries connected in global value chains
(GVCs). Why should companies located in Japan be concerned not only
with human rights issues within the boundaries of their country or com-
panies, but also with those of workers of foreign business partners and
even the local communities in which these partners operate? Given the
context of GVCs, what is the underlying philosophy that mandates com-
panies to bear responsibility for the human rights of workers of suppliers
with which they have no direct contacts or contractual relationships? In
order to address these questions, the next part briefly reviews how BHR
became a prominent issue in GVCs, and then reviews its core principles,
by focusing on the concept of universal human rights. This column will
also discuss the challenges that this poses to businesses in the era of

3) In “Kansai and the Asia Pacific Economic Outlook 2002,” the author reviewed the
current situation of “Business and Human Rights” in Japan from both institutional
and business perspectives, and discussed management issues related to the issue.
Please refer to Goto (2023) for details.
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globalization, and attempts to draw implications on the potential opportu-
nities for Japan and Asia.

2. GVC Development and Human Rights

BHR is an old but contemporary issue. Its origins date back more than
half a century to the 1960s, when the influence of corporations began to
extend beyond national boundaries. The progression towards the free
trade regime at a global scale in the postwar era led to the internation-
alization of business activities by multinational enterprises (MNESs) in
developed countries, which has been recognized as a major contributor
to the environmental and social problems in developing countries. It was
an era in which, for example, human rights violations under policies such
as the apartheid in South Africa were increasingly recognized as being
problematic, and companies doing business with such countries were
criticized. The MNE Guidelines and MNE Declaration were the inter-
national community’s response requiring businesses to respect human
rights (Yoshimura, 2021).

Economic globalization peaked during the rise of neoliberalism in
the 1980s and the post-Cold War period that followed in the 1990s.The
key characteristic of GVCs, which have evolved since, is that it intricately
connects firms from various countries with different factor endowments
through complex intra- and inter-firm relationships. Firms in develop-
ing countries with a comparative advantage in labor-intensive processes
participate in GVCs by undertaking such processes. Lead firms in devel-
oped countries that organize and manage GVCs have a strong influence
on the firms in other countries connected to them and on the local econo-
mies in which they operate. Therefore, when a human rights issue arises
in a company in a developing country connected to a GVC, the lead firm
in the developed country that coordinates the GVC is held primarily
responsible. Such GVCs have developed most extensively in Asia, which
has also been the main driver of the region’s economic growth (Goto,
2019).

BHR became a critical issue for businesses particularly when the
United Nations Human Rights Council unanimously endorsed the UN
Guiding Principles (UNGP) in 2011. This was largely driven by the
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widespread view that corporations in developed countries, including
Japan, have encouraged or been complicit in human rights abuses in
the process of improving their competitiveness through the formulation
of GVCs. The UNGP include three requirements: (1) the obligation of
states to respect, protect and fulfill human rights and fundamental free-
doms; (2) the responsibility of businesses to comply with all applicable
laws and to respect human rights; and (3) to have in place appropriate
and effective remedy mechanisms and to guarantee access to them in
the event of human rights violations or non-compliance. It is important
to note that, while the protection or extension of human rights has tradi-
tionally been considered the role of the state, now the responsibility of
corporations has also been clearly stated (Goto, 2023).

The UNGP requires businesses to respect the human rights par-
ticularly of the workers not only in their own companies in their home
countries, but also in their overseas operations. These include workers
of their suppliers with whom they have no capital (ownership) relation-
ships. The UNGP further stipulates the responsibility to respect the
human rights not only of those workers of “direct suppliers,” but also
of “indirect suppliers” with which they may have no direct contractual
relationships. In many cases, Japanese companies are in a position to
configure and manage GVCs in Asia, and given their stronger position in
those chains, it is understandable that they are expected to lead respon-
sible business practices by example. The UNGP, however, is asking for
more. Why should Japanese businesses be concerned and take action
when there are potential human rights violations of those workers of
business partners in foreign countries, even when there are no direct
contracts? To address this question, it would be useful to revisit the con-
cept of universal human rights.

3. The Concept of Universal Human Rights

The Universal Declaration of Human Rights of 1948 states that “All
human beings are born free and equal in dignity and rights.” (Article 1)
and that “Everyone is entitled to all the rights and freedoms set forth in
this Declaration, without distinction of any kind, such as race, color, sex,
language, religion, political or other opinion, national or social origin,
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property, birth or other status” (Article 2). As can be understood from
the Declaration, human rights are inherently “international” (Yokota,
2021) and universal in nature. It would be useful to take a look at this
concept, according to the views presented by Tsutsui (2022).

Humanitarianism is a concept similar to human rights, and includes
dimensions such as relief of the weak, equality, justice, freedom, and dig-
nity. Institutions based on this concept have existed since ancient times.
For example, the Mesopotamian civilization’s Code of Hammurabi,
which was written in the B.C. era, reflects these values. Tsutsui, however,
sees the current human rights ideals as transcending these humanitarian
concepts by virtue of their universality. The first key concept to under-
standing the nature of this difference is the distinction between in-groups
and out-groups.

The idea of natural rights, that people are born with inherent rights,
has existed since ancient Greece, and later took root in Western Europe
with the spread of Enlightenment thought. However, these natural rights
were applied to “members of society” as defined by social, political, and
cultural factors, and were often understood in a limited manner. In other
words, although people were considered to be born with rights, the
scope of “people” was limited to in-groups such as “residents of a coun-
try” and “adult males within that country,” excluding people with specific
attributes such as women and foreigners. The arbitrary treatment of
people who did not belong to such groups is evident in the history of the
world, including that of Japan. In fact, the distinction between in-groups
and out-groups is a characteristic that is widely seen in human society. It
has been considered the role of the state to give priority to the in-group
and to protect the lives and rights of its members. However, the concept
of universal human rights is revolutionary in the sense that it holds that
certain human rights must be guaranteed to everyone, regardless of the
distinction between in-groups and out-groups.

It was not until after World War II that the concept of human rights as
universal rights was established, which states that people must be guar-
anteed basic human rights simply because they are human beings. The
Universal Declaration of Human Rights, whose definition is cited earlier,
was the first to specifically define human rights as universal rights in
an international context. Tsutsui evaluates the universal human rights
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that emerged at this time as revolutionary and a landmark in the history
of mankind. Tsutsui also points out the 1970s, when interest in univer-
sal human rights grew rapidly in the international community, and the
1990s, when institutions related to human rights began to take effect
after the Cold War, as important milestones in the promotion of universal
human rights. Understanding human rights as a universal concept in this
way makes it clear that distinctions between in-groups and out-groups,
defined by boundaries such as corporations and nations, cannot be rea-
sons to neglect the respect for human rights.

Tsutsui further states that the second key concept that distinguishes
modern universal human rights from the humanitarianism of the past
is the exception to the principle of non-intervention in internal affairs
of states. This means that if there is a violation of human rights in
another country against some of its citizens, it should not be ignored as
an internal affair of another country. The principle of non-intervention
granting exclusive sovereignty over its territory started since the Peace
of Westphalia in 1648, and domestic affairs has since often been regarded
as sacred for states. Therefore, given the reality of international politics,
the affirmation of intervention in internal affairs may only be a theoreti-
cal possibility. Nevertheless, under the universal human rights concept,
domestic human rights violations in the name of state sovereignty are
not allowed, at least in theory, and this concept itself has been ground-
breaking. If this exclusion of non-intervention underlies the concept of
universal human rights in BHR, then companies overseeing GVCs will
need to take action toward human rights issues of those connected in
their value chains in distant countries, even when their connections
remain indirect. In other words, from the perspective of universal human
rights, it is essential that Japanese companies, as the lead-firms of GVCs
in Asia, take some action to improve the situation when there are human
rights violations in, for example, the labor conditions of suppliers with
which they do not have direct contracts.

4. Challenges for Japanese Companies

On May 27, 2023, a ministerial-level meeting of the IPEF was held in
Detroit, MI, in the U.S. Unlike the Comprehensive and Progressive
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Agreement for Trans-Pacific Partnership (CPTPP) or the Regional
Comprehensive Economic Partnership (RCEP), this U.S.-led initiative,
which includes 14 countries including Japan, does not address issues
related to market access such as tariff reductions. Instead, discussions
are underway in the four areas of “fair and resilient trade (Pillar I),”
“supply chains (Pillar II),” “clean economy (Pillar III),” and “fair econ-
omy (Pillar IV). Discussions in relation to IPEF are different because of
a strong emphasis on “values.”

At the Detroit meeting, it was announced that there had been an
agreement on Pillar II related to resilience of supply chains. However,
there has been one issue in this agreement that has not received much
attention from the Japanese media, that being the establishment of an
“IPEF Labor Rights Advisory Board” as a mechanism to ensure respect
and promotion of labor rights, based on a tripartite structure of gov-
ernment, workers, and employers. Labor rights are at the heart of the
BHR agenda, and the ILO’s core labor standards (10 conventions and
1 protocol in 5 areas, including “Recognition of the right to freedom
of association and collective bargaining,” “Prohibition of forced labor,”
“Prohibition of child labor,” “Elimination of discrimination,” and “Safe
and healthy working environment”) are generally referred to as mini-
mum rights to be respected. In Asia, however, BHR is not yet frontloaded
in policy discussions. As there may be diverse reactions to human rights
issues, various challenges may rise when it comes to mainstreaming
BHR into practice.

In Japan, respect for human rights by businesses has so far remained
a voluntary requirement. However, in Europe and other areas, it is
becoming mandatory (Goto, 2023). Even if the IPEF negotiations pro-
ceed and a framework is agreed upon, it will not be enforceable unless
member countries ratify the framework and enact it into domestic law.
Nevertheless, it is possible that such legal measures for businesses to
respect human rights might be taken in Japan in the future.

If a legal framework would be established to respect human rights
and to conduct due diligence along their entire value chains, businesses
would most likely respond with strong incentives. However, we must
remember that it should be a natural obligation for those companies to
operate in a manner that fully respects human rights, considering the
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magnitude of their influence. In addition, in light of the universality of
human rights, demands for respect for human rights and criticism of
human rights violations cannot be used arbitrarily in relation to specific
countries or companies, as discussed earlier. One of the main chal-
lenges to mainstream human rights in business practice is to design and
implement a mechanism for dialogue that is inclusive of a diverse set of
stakeholders in accordance with the principles of universal human rights
throughout the entire value chain.

Given these challenges, what can Japanese businesses offer, espe-
cially to their partners in Asia? In addition to formal regulations and
rules, business practices aligned with respect for human rights can also
emerge in the pursuit of competitiveness without regulatory enforce-
ment. In economic terms, they can be considered as institutions in forms
of informal equilibria. For example, Japanese management practices
often emphasize long-term, stable inter-firm and employment relation-
ships, which may entail practices consistent with the ideas behind BHR
(Goto and Arai, 2018; Goto, 2022). Whether these “good practices” can
be applied in other contexts, or the external validity of such specific
cases, is of course a question that should be addressed. However, such
good “de facto” practices are often embedded as tacit knowledge in the
daily operations of Japanese companies, and sharing them with Asian
partners and adapting them to local contexts may provide new insights to
mainstream human rights concerns into business strategies. Identifying
such good practices and reevaluating them from the BHR perspective
may have important implications.
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V. v
Section 5 )
HouseHoLb DeBT AND THE HOUSING MARKErMs

KARAVASILEYV, Yani
1. Introduction

(1) Recent trends in household debt
According to the Institute of International Finance, total debt obligations glob-
ally reached an all-time high in 2022, breaking the $300 trillion threshold (three
times the global GDP). Most of this increase in debt is due to a surge in public
debt, which increased substantially as governments worldwide implemented
sweeping policy interventions in response to the adverse impact of the COVID-
19 pandemic. Public debt represents about 39% of total debt, the remainder
being comprised of corporate debt (38%) and household debt (23%). Although
the latter two did not expand at the same rate as public debt, they increased
substantially, as well. In particular, the Asia-Pacific region saw a larger increase
in the household debt-to-GDP ratio than any other world region. As a result,
in some countries household debt is now at such a high level that it has raised
concerns pertaining to debt sustainability and the stability of financial systems,
especially in light of rising interest rates.

Table 1-5-1 shows that eight of the top 10 countries with the highest

Table 1-5-1 Changes in household debt levels during the Covid-19 pandemic

: . Change
Country |G of GDP | 3031, of Gop | [ 20192021, | P E RS
Hong Kong 81.7 93.1 +11.4 1
Korea 95.0 105.8 +10.8 2
Thailand 79.9 90.0 +10.2 3
Nepal 29.9 37.8 79 4
Vietnam 58.5 66.2 +7.7 5
New Zealand 91.7 98.8 +7.1 6
Japan 62.5 68.8 +6.3 7
China 55.8 62.1 +6.3 8
Switzerland 126.3 131.9 +5.6 9
Malaysia 68.1 73.1 +4.9 10

Sources: Bank of International Settlements (2023). Data on Vietnam sourced from CEIC (2023) and Thuong &
Minh (2022).
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household debt growth are in Asia.” In light of this, this article aims to identify
the risks to economic growth and financial stability posed by rising house-
hold debt in Asian countries, and to discuss policies on how these risks can be
mitigated.

(2) The impact of household debt on the economy

Since the ratio of household debt to GDP is positively correlated with GDP per
capita, high-income countries naturally have higher household debt levels. This
is due to three main factors, the first of which is that high-income countries
have well-developed financial systems and an abundant supply of funds to meet
demand for loans. Second, high-income countries have efficient institutions and
frameworks for the protection of creditor rights and for insolvency resolutions,
which allows financial institutions to lend without taking on significant risk.
Third, loans are easier to obtain because customers have more assets that can
serve as collateral. Even within high-income countries, most debt is held by
wealthy households.

Only six countries in the world (Switzerland, Denmark, the Netherlands,
Australia, Canada, and South Korea) have household debt exceeding 100% of
GDP in 2021, and five of these are high-income Western countries with a long
tradition of high levels of household debt. The ratio of household debt to GDP in
these countries exceeds that in the U.S. just before the Global Recession (99.2%
in 2007).

High household debt levels are not necessarily a cause for concern.
Household debt is essential for economic growth because households take
out loans to invest in housing, education, etc., which increases total domestic
investment and boosts the economy (Punzi, 2022). However, many studies have
shown that when the household debt level is too high, economic growth deceler-
ates in the long run, and the negative impact of recessions is augmented.

For example, Cecchetti et al. (2011) found that a ratio of household debt to
GDP exceeding 85% has a negative impact on economic growth. Additionally,
based on data from 25 countries over the past 30 years, an IMF paper found

1) Only countries for which data is available, i.e. 70 countries, representing 84% of the world’s
population. Data on low-income countries is mostly unavailable. Cambodia, Laos, Myanmar,
Nepal, and Bhutan, which are part of Asia, are classified as low-income countries by the
IMF. These countries have very little household debt (less than 10% of GDP) due to the
low level of development of their financial systems and the low penetration of bank lending.
In addition to the scarcity of data, the proportion of the population living in urban areas in
low-income countries is very low (less than one-third), making comparisons with middle-
and high-income countries less valid. Therefore, low-income countries are not included in
this analysis.
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that when recessions occur when household debt levels are high, recessions
are longer and more severe, and unemployment rates are higher (Leigh et al.,
2012). The reason for this is that when household debt levels are high, much of
the disposable income (income excluding taxes and social insurance premiums,
i.e. the take-home pay that can be freely spent by the household) is directed
toward debt repayment, leaving many households with insufficient funds to
cope in an emergency. Thus, the economy as a whole becomes more vulnerable
to shocks, the recession worsens, and the recovery may weaken (Zabai, 2017).
Despite the surge during the COVID-19 pandemic, household debt levels
in Asian countries, with the exception of Korea, Hong Kong, and Thailand, are
still below 85% of GDP, making it appear as if there should be no concerns about
potential deceleration of economic growth. However, looking solely at the out-
standing amount of household debt in order to determine the degree of risk
debt poses to the economy and the financial system is far from sufficient. When
such an analysis is conducted, four groups of factors should be considered:
(1) The income-adjusted level of household debt and its growth rate;
(2) The determinants of household debt (demand versus supply-side factors);
(3) The composition of household debt, collateral prices and interest rates;
(4) The likelihood of default as determined by changes in household assets and
disposable income.
The following subsections examine these factors one by one.

2. The income-adjusted level of household debt and its
growth rate

(1) The income-adjusted level of household debt
When analyzing the impact of household debt on the economy, it is important
to distinguish between the absolute ratio of household debt to GDP and its level
relative to a country’s income level. As mentioned above, the ratio of household
debt to GDP is positively and strongly correlated with per capita GDP. Thus,
it is natural for lower income countries to also have lower ratios of household
debt to GDP. Most high-income countries have a household debt-to-GDP ratio of
60-120%, while most low-income countries have a ratio of less than 10%.
However, some middle-income Asian countries (China, Thailand, Vietnam,
and Malaysia) already exceed the ratios of household debt to GDP of many
high-income countries (e.g. Germany, Japan, and Italy). In other words, their
income-adjusted debt ratios are higher than one would expect to see in coun-
tries with similar per-capita income levels. This is also true for Korea, which
is a high-income economy. According to the IMF, the average nominal GDP
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per capita in 2023 in those Western countries where household debt exceeds
national GDP is about $70,000. Meanwhile, in Korea, where the ratio of house-
hold debt to GDP is the same as in these countries, the per capita GDP is about
$30,000, demonstrating that Korea’s income-adjusted household debt level is
extremely high.

Figure 1-5-1 shows the ratio of household debt to GDP (horizontal axis)
plotted against nominal GDP per capita (vertical axis) in countries for which
data is available. The line of best fit shows the expected value of the ratio of
household debt to GDP, i.e. the income-adjusted level of household debt.
Countries above the line have a lower level of household debt relative to what
would be expected at their income level, while countries below the line have
relatively higher household debt ratios. Notably, those located furthest below
the line of best fit are all East Asian countries, which illustrates the fact that their
income-adjusted household debt levels in the region are the highest.

(2) The growth rate of household debt
Regardless of whether household debt is high or low, the rate at which it
increases does not seem to be any less relevant. In a recent panel VAR analysis
using household debt data for nine Asian countries (Hong Kong, China, India,
Indonesia, Japan, Korea, Malaysia, Singapore, and Thailand) from 2010 to 2017,
Punzi (2022) found that a one-percentage-point increase in household debt to
GDP ratio increases real GDP by +0.5% in the short run (two to three years),
but this positive effect is reversed seven to eight years later, causing a real GDP
decline of -1.5%.

In addition, a rapid increase in household debt is regarded as a leading
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indicator of economic recession and may pose various economic risks. For
example, in the decade leading up to the Global Recession, the U.S. ratio of
household debt to GDP rose from 69% to 99%, a 30-percentage-point increase.
Consequently, close attention should be paid to the rate of increase in household
debt.

Table 1-5-2 shows the growth of household debt as a percentage of GDP
and the growth rate of outstanding household debt per adult from 2010 to 2021.
As a reference, the U.S. and Western countries where household debt exceeds
the GDP in 2021 are also shown.

It can be observed that the ratio of household debt to GDP has increased
by more than 30 percentage points in five countries over the past decade: Korea,
China, Hong Kong, Thailand, and Vietnam. This rate of increase is similar to that
of the U.S. just before the Great Recession. Of these five countries, Korea, Hong
Kong, and Thailand also exceed the 85% level, which, as mentioned above, is
considered to have a negative impact on economic growth. It is also noteworthy

Table 1-5-2 Household debt as a percentage of GDP and household debt per
adult in 2010 and 2021

y I-Louseho(ljd | Household Change,
countty | “Goftusp) | Shemee: percent of GDP | ononbey | Per
points

China 679 8,991 1225% | +8,312 28% 62% 125% +34.6
Vietnam 255 1,402 450% | +1,147 25% 66% 165% +41.2
Philippines 262 1,206 360% +943 5% 10% 106% +5.2
Thailand 1,362 5,593 311% | +4,230 59% 90% 52% +30.8
Indonesia 329 1,120 241% +791 14% 17% 27% +3.6
Malaysia 4,649 | 12,034 159% | +7.385 59% 73% 24% +14.3
Korea 29,708 | 44,309 49% | +14,600 73% | 106% 45% +32.6
Switzerland 121,834 | 151,230 24% | 429,395 | 108% | 132% 22% +24.2
Taiwan 30,939 | 37,304 21% | +6,365 91% 92% 1% +0.3
Hong Kong 46,591 53,928 16% | +7,337 59% 93% 57% +33.9
Singapore 47,743 | 54,532 14% | +6,788 52% 58% 12% +6.1
Sweden 69,070 | 73,759 7% | +4,688 76% 92% 22% +16.5
New Zealand 52,922 | 52,957 0% +34 90% 99% 9% +8.6
Canada 71,376 | 69,323 -3% -2,053 95% | 107% 13% +12.6
Australia 105,800 | 102,558 -3% 3,241 111% | 119% 7% +8.3
United States 74,654 | 69,533 -7% -5,120 92% 78% -15% -14.1
Netherlands 94,030 | 76,551 -19% | -17,478 | 120% | 106% -12% -14.0
Japan 45,490 | 29,233 -36% | -16,257 61% 69% 12% +7.6
Denmark 142,283 | 89,476 -37% | -52,807 | 134% | 104% -22% -29.5

Sources: Credit Suisse (2022) , IMF (2023), Bank of International Settlements (2023).
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that in absolute terms, China’s increase of over $8,000 is larger than that of
almost any other country, including high-income ones (except for Switzerland
and Korea).

To summarize the discussion in this subsection two characteristics stand
out when looking at household debt in Asian countries (especially Korea, China,
Thailand, and Vietnam). First, the income-adjusted level of household debt in
Asia is the highest in the world. Second, household debt in Asia has consistently
and significantly increased during the decade leading to the COVID-19 pan-
demic. These two characteristics represent a major difference from debt-ridden
Western countries, and point to the existence of major risks to future economic
growth in East Asia.

3. The determinants of household debt

In analyzing the rapid increase in household debt, it is important to determine
why debt increases in the first place, i.e. whether it is due to the demand for
loans or the supply of loans. If the main determinant of household debt is the
demand for loans, that would indicate an increase in aggregate demand due to
an increase in household consumption, which would boost economic growth.
However, if the main determinant is an increase in the supply of loans, and that
increase is not matched by a similar increase in demand, that can eventually
cause deflationary pressures and slow economic growth.

(1) Demand-side factors

The rapid increase in the ratio of household debt to GDP seen in many Asian
countries is frequently attributed to an increasing demand for loans, which is
traditionally driven by mortgages. While home ownership is essential in most
societies, this is especially true in Asian countries. Although data is not available
for all countries, a recent survey of home-ownership preferences shows that
a much larger percentage of the population in Asian countries would like to
own their own homes than in other regions. For example, 95% of respondents in
Indonesia, 89% in Korea, 84% in Singapore, and 82% in China indicated that they
would like to own their own homes. In contrast, only 68% of respondents in the
U.S, 66% in Denmark, 62% in France, and 48% in Germany did so.

In Korea and China, as well as in other aging societies, the percentage of
respondents who would like to own their own homes is even more pronounced
among younger generations, due in part to concerns about old-age financial
security. For example, according to a joint survey by JobKorea and Albamon
(Korean employment websites), 95% of Koreans in their 20s want to own their
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own home, which is a higher percentage than the 89% figure for Koreans of all
ages. Additionally, 78% of Koreans in their 20s answered that they plan to buy a
home even if that requires a loan (Korea JoongAng Daily, 2020).

Despite the high demand for mortgages in Asian countries, household
debt would not have increased without a sufficient supply of loans to meet this
demand in the first place. In fact, some researchers argue that what drove the
rapid increase in household debt is precisely the supply of loans and the abun-
dance of bank assets, as discussed next.

(2) Supply-side factors
In a recent study, Punzi (2022) has challenged the widespread assumption that
household debt in Asia is driven by demand-side factors. Using data on nine
Asian countries (Hong Kong, China, India, Indonesia, Japan, Korea, Malaysia,
Singapore, and Thailand), the study argues that the large increase in household
debt in recent years is mainly due to the increasing supply of loans.

The easing of lending constraints and deregulation of the banking sector in
Asia in recent years has made it easier to obtain loans at low interest rates. This

Table 1-5-3 Average annual growth rates of real GDP and household debt
per person between 2010 and 2021

@iy Average annual growth, 2010-2021 Difference

Real GDP (A) Household debt (B) (A-B)
Vietnam 6.6% 15.7% -9.0%
China 6.5% 13.9% -7.5%
Philippines 4.1% 10.6% -6.5%
Thailand 3.2% 6.9% -3.7%
Korea 3.9% 7.1% -3.2%
Hong Kong 3.8% 6.5% -2.7%
Indonesia 3.5% 5.6% -2.1%
Malaysia 3.2% 5.1% -1.9%
Switzerland 2.8% 4.5% -1.8%
Canada 2.5% 3.5% -1.1%
Japan 2.0% 3.0% -1.0%
Australia 2.6% 3.2% -0.6%
Singapore 3.9% 4.3% -0.4%
Taiwan 4.2% 4.2% 0.0%
India 4.9% 4.7% 0.1%
Netherlands 2.8% 1.7% 1.1%
United States 3.1% 1.7% 1.4%
Denmark 3.4% 1.3% 2.1%

Source: IMF (2023).



Section 5 / Household Debt and the Housing Market in Asia 65

poses two major economic risks, one of which is that loans issued at low interest
rates flow to households that are less likely to repay their debts, creating a risk
of default. The second is that if the determinant of household debt is supply
rather than demand, the risk of default and economic recession increases if the
growth rate of debt is greater than that of income.

Table 1-5-3 shows the average annual growth rates of real GDP and house-
hold debt per person between 2010 and 2021. The growth in household debt
has been outpacing GDP growth in virtually all East Asian countries, with the
difference being around or over three percentage points in Vietnam, China, the
Philippines, Thailand and Korea. As seen above, except for the Philippines, these
are the countries with both the highest levels of, and the steepest increases in,
household debt.

The reason for the abundance of loan supply in Asian countries is that
banks in these countries have large assets. According to data from the Bank
for International Settlements (BIS), Asian banks’ lending to the private sector
(i.e. households plus firms) as a percentage of GDP is the highest in the world,
with Hong Kong, China and Korea topping the global ranking. Table 1-5-4
shows that bank lending exceeds GDP in almost all countries. Additionally, the

Table 1-5-4 Bank assets and bank credit to the private non-financial sector

Bank credit to the private non-financial

Bank assets to GDP in 2021

Country sector in Q3 2022
% of GDP Globanl rank % of GDP Globanl rank
Hong Kong 275% 1 269% 1
China 185% 2 214% 3
Korea 163% 3 182% 5
Switzerland 155% 4 NA NA
New Zealand 142% 5 154% 9
Sweden 137% 6 146% 13
Singapore 135% 7 NA NA
Denmark 135% 8 170% 6
Australia 134% 9 148% 12
Malaysia 126% 10 153% 10
Thailand 125% 11 152% 11
Japan 122% 12 170% 7
Indonesia 33% 40 43% 95
United States 51% 35 NA NA
Vietnam NA NA 136% 14
Philippines NA NA 71% 59

Note: Latest available data. Values within the global top 15 are highlighted.
Source: Bank of International Settlements (2023).
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steepest increases in this ratio during the Covid-19 pandemic can be observed in
Korea, China, and Thailand (no data is available for Vietnam).

The reason for this is that, until the latter half of the 20th century, mortgage
loans were not available in Asia, and thus a large amount of savings was required
to purchase a home. However, as economies developed, savings increased and
financial institutions accumulated assets. Accordingly, lending increased, as
well.

4. The composition of household debt and collateral prices

Having established the importance of home ownership in Asia, it is essential to
discuss the role that mortgages play in household debt. Detailed data on the
composition of household debt is needed for this purpose, and unfortunately,
little information on the composition of household debt is available for Asian
countries. It is well known, however, that most of the world’s household debt
is in the form of mortgages. In general, the higher the per capita income of a
country, the larger the share of mortgage loans in household income. In OECD
countries, this share is between 60% and 90% of total household debt, and in
emerging economies it is between 30% and 50%. In other words, mortgages are
the largest component of household debt, even if they account for only half or
less of the total. Therefore, when analyzing collateral prices, it is best to focus
on trends in housing prices.

(1) Trends in housing prices

In the case of the U.S. and Europe, housing prices seemed unstoppable during
the long boom after the Great Recession. Sales rose sharply due to intensify-
ing competition for properties caused by ultra-low interest rates and a shortage
of housing supply. However, this changed dramatically after the Covid-19 pan-
demic. In high-income countries, central banks have embarked on the most
intensive monetary tightening in 40 years, making mortgages less accessible.
This resulted in a sharp decline in sales and a sharp drop in home prices. For
example, according to the OECD, prices have fallen 14% from their peak in
Sweden and New Zealand, and about 9% in Australia.

In contrast, trends in housing prices in Asian countries have been quite
different. As Figure 1-5-2 shows, real housing prices in Asian countries have
grown only slightly over the past decade, with the exception of Malaysia and the
Philippines. The temporary increase seen during the Covid-19 pandemic is also
considerably smaller in Asia than in Europe and the U.S.

This seemingly favorable trend, however, conceals a structural problem.
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The reason why housing prices in Asian countries (especially China) have not
risen as much as in other regions is that housing prices in Asia are extremely
high to begin with, and accordingly, there is not much room for further appre-
ciation. Rather, there is a strong possibility that there will be a downward
correction in housing prices, as is the case in high-income countries. As of the
end of 2023, such a downward correction is becoming increasingly visible in
China and Korea.

(2) The high level of housing prices in Asia

As mentioned above, demand for housing has traditionally been high in Asian
countries. Housing supply has not been able to keep up with this demand, and
banks have been providing an abundance of loans, which is why housing prices
in Asian countries, especially in urban areas, are extremely high even by global
standards.

The most common indicator used to measure housing affordability (e.g. by
the World Bank and the United Nations) is the ‘median multiple.” This multiple
(or ratio) is calculated by dividing the median housing price by the median gross
annual household income. A ratio of three and below signals that the housing
market of an area is affordable. A ratio of four or more signals an “unaffordable”
market.

If average rather than median values are used, and/or if disposable income
is used instead of gross income, these benchmarks might be up to twice higher. If
the ratio is above 10, however, the housing market can be considered extremely
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unaffordable in any case. Table 1-5-5, based on Numbeo data, shows how this
multiple has changed in the past decade using average urban housing prices
and average individual disposable incomes. For reference, the U.S. and Western
countries whose household debt exceeds their GDP are also shown.

The data in Table 1-5-5 suggests that urban housing in Asian countries is
extremely unaffordable. An average apartment of 90 m? would require about 45
years’ worth of an average disposable income in Hong Kong, and 30 years in
China and the Philippines, to be completely saved (i.e. none of it consumed).
This is followed by Korea, with 26 years, the highest of all high-income countries
(the average for high-income countries is about 5 to 10 years). Thailand, Taiwan,
Vietnam, and Indonesia are in a similar situation to Korea, with ratios ranging
from 21 to 23 years. Malaysia and Japan are the only Asian countries with rela-
tively affordable housing prices, with ratios in the 7 to 11-year range.

Since it is not possible to save all of one’s disposable income, a single person
with an average income in Hong Kong, China, the Philippines, or Korea would
be unable to purchase an average urban home during their lifetime. Assuming
an average income and zero interest rate, the minimum condition for purchasing

Table 1-5-5 Ratios of average housing prices to average disposable incomes

Price-to-Income Ratio

Country
2011-13 average 2021-23 average 10-year change
Hong Kong 25.5 45.7 +20.2
China 28.1 30.9 +2.7
Philippines 16.4 29.9 1835
Korea 14.6 26.3 +11.7
Thailand 18.4 22.6 +4.2
Taiwan 17.8 21.8 +4.1
Vietnam 15.9 21.5 515
Indonesia 24.7 20.8 -39
Singapore 19.7 17.5 2.2
Japan 12.1 11.4 -0.7
Malaysia 5.7 9.3 +3.6
Switzerland 6.3 8.8 +2.5
New Zealand 6.7 8.4 +1.7
Canada 5.3 8.1 +2.9
Australia 7.3 7.4 +0.1
Netherlands 6.0 7.3 +1.2
Denmark 7.1 6.7 -0.4
United States 2.6 4.2 +1.5

Note: The average price of a 90 m? apartment divided by the average individual disposable income in urban
areas. Source: Based on data by Numbeo (2023)
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an average urban residence is a double-income household whose saving rate is
45% in China and 30% or more in Korea, Thailand, and Vietnam over a 40-year
working life.

(3) Mortgage interest rates

The above simulation assumes that interest rates are zero. However, mortgages
do have interest rates, making it even more difficult to own real estate, and
rising interest rates pose a significant risk to debt sustainability.

In the decade before the Covid-19 pandemic, interest rates in Asian coun-
tries were quite low, contributing to the increase in household debt. However,
Asian governments, like their Western counterparts, have started raising inter-
est rates to control inflation. At present, most Asian countries have not raised
interest rates as much as Western countries, but there is concern that this might
change in the future.

Figure 1-5-3 juxtaposes the increase in household debt during the Covid-19
pandemic (2019 = 100) with mortgage interest rates in early 2023. The U.S. and
Western countries whose household debt exceeds their GDP are also shown
for reference. A risky combination of a rapid increase in household debt and
relatively high interest rates can be observed in China, Vietnam, Korea, and
Thailand, the four countries with the highest levels of income-adjusted levels of,
and steepest increases in, household debt, which keep recurring in every sub-
section of this analysis. Although the Philippines also appears to be in a similar
situation, the ratio of household debt to GDP there is very low (10% in 2021),
suggesting that the overall risk is considerably lower.
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A related risk factor in Asian countries is the limited use of fixed interest rate
loans. Whereas fixed interest rate loans are the norm in Europe and the U.S,,
the majority of housing loans in Asian countries (about 60% in the case of Korea)
have variable interest rates, which means that rising policy interest rates pose
serious risks to indebted households. As interest rates rise, household finances
are squeezed, the worst-case scenario being that those who cannot service their
mortgage debts might be forced to sell their mortgaged homes, causing a steep
decline in housing prices to occur. A decline in housing prices would in turn
increase the number of households whose household debt exceeds household
assets, causing domestic consumption to decline and further increasing the risk
of default. The possibility of such a negative scenario necessitates a deeper look
into the composition and status of household assets.

5. The composition of household assets and disposable
income

(1) The composition of household assets

The inextricably linked phenomena of high housing prices and high household
debt in Asia are reflected in the composition of household assets. Table 1-5-6
shows that household assets in Asian countries are mainly non-financial, i.e.
real estate. For reference, the U.S. and Western countries whose household
debt exceeds their GDP are also shown. It can be observed that in high-income
Western countries, except Australia, non-financial assets account for 30-50% of
total household assets, whereas in Asia, they account for an extremely high
60-80%.

Not only are households’ assets in Asia highly illiquid, their financial assets
(cash, savings, stocks, mutual funds, etc.) are also far below the average levels
in high-income countries. Even in Korea, a high-income country, households’
average net financial assets are only one-third to one-fourth of those in other
high-income countries. This is problematic because the lack of net financial
assets is linked to an increased economic vulnerability. As noted above, high
household debt levels mean that much of the disposable income is directed
toward debt repayment, so that many households might not have enough money
to deal with an unexpected emergency, which can exacerbate an otherwise mild
recession.

Asian countries have been the center of global economic growth in recent
decades, and presumably their high economic growth and savings rates
should have helped households accumulate financial assets. However, Asian
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Table 1-5-6 Financial vs non-financial household assets

no?:fairrl:n:ial Financial | Change I\_lon-finan- Change | Household Home .
Country wealth in wealth per | 2010- | cial wealth | 2010- debt per - | ownership
total wealth adult 2021 per adult 2021 adult rate

Vietnam 79% 3.232| 161% 12416 | 162% 1,402 | 450% 90%
Malaysia 68% 12,479 -39% 26,633 40% 12,034 | 159% 77%
Thailand 67% 10,027 89% 20,205 334% 5,593 311% 80%
Korea 66% 97,177 49% 184,775 | 234% 44,309 49% 56%
Indonesia 65% 6,883 175% 12,770 11% 1,120 241% 84%
Philippines 62% 6,024 | 183% 9,684 79% 1,206 | 360% 64%
Australia 61% | 254,419 48% | 398,248 14% 102,558 -3% 66%
China 55% 38,248 227% 47,382 321% 8,991 | 1225% 90%
Canada 49% | 241,785 19% | 236,835 47% 69,323 -3% 69%
New Zealand 48% 272,410 345% 252,700 47% 52,957 0% 65%
Netherlands 46% 257,224 22% 220,155 117% 76,551 -19% 71%
Switzerland 44% | 475,140 27% | 372,694 39% 151,230 24% 36%
Singapore 42% 238,070 29% 174,666 5% 54,532 14% 88%
Japan 38% 169,080 -10% 105,391 -15% 29,233 -36% 61%
Sweden 36% 292,931 83% 162,796 -23% 73,759 7% 65%
Hong Kong 35% | 393,130| 251%| 213,729 | 125% 53,928 16% 51%
Denmark 32% | 350,452 51% 165,517 -8% 89,476 -37% 59%
Taiwan 31% 232,920 63% 102,249 26% 37,304 21% 84%
United States 28% | 468,295 83% 180,290 44% 69,533 -7% 66%

Source: Based on data by Credit Suisse (2022).

households’ net financial assets remain low. Apart from the high homeowner-
ship rates and the related elevated levels of household debt, the low level of
net financial wealth can be attributed to three other factors. First, as discussed
throughout this article, income-adjusted household debt levels in Asian coun-
tries are unusually high, which automatically affects net assets. Second, with
the exception of Japan, the high economic growth rates of Asian countries are
a recent phenomenon. As a result, although GDP per person has registered
impressive growth in places like China, Korea and Vietnam in the past two to
three decades, financial assets will inevitably take much longer to accumulate.
Third, GDP per person and disposable income per person in Asian countries
tend to diverge more than in Western countries, and usually in the opposite
direction. This point is examined in more detail below.

(2) The discrepancy between GDP and disposable income

While most analyses of household debt tend to focus on household debt as a
percentage of a country’s GDP, others (especially analyses by the OECD) look
at household debt as a percentage of household disposable income (i.e. the
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after-tax income per person, which is invariably lower than GDP per person).

Some researchers argue that using disposable income is more appropriate
than GDP because income tax rates vary widely across countries. Additionally,
the share of wages (labor income) in national income differs substantially from
country to country. In countries where the share of labor income in the Gross
Domestic Income (GDE, i.e. GDP as seen from the income distribution perspec-
tive) is relatively low, disposable income per person tends to be significantly
lower than GDP per person. This is the case in many Asian countries.

Unfortunately, data on the ratio of household debt to disposable income is
only available for high-income economies (in the case of Asia, only Korea and
Japan). Since most countries in East Asia are not high-income, the current anal-
ysis measures household debt as a percentage of GDP. The implication is that
the results presented here may be only a lower-bound estimate. In other words,
the household debt problem in Asian countries might in reality be up to twice
as severe. To illustrate, according to the OECD, Korea’s household debt in 2021
was more than 206% of disposable income, while the ratio of household debt to
GDP was only one-half of that (105%).

It is worth noting that neither the share of wages in national income nor
the tax rate in a country are stationary variables. As they change over time, so
does the ratio of disposable income to GDP. As a result, disposable income may
increase or remain unchanged even when GDP decreases. Conversely, dispos-
able income may not change much even if GDP increases. Consequently, GDP
growth and growth in disposable income are not necessarily correlated.

Among OECD members, the largest discrepancy between per capita GDP
growth and disposable income growth is observed in Korea: between 1995 and
2013, Korea’s average per capita GDP growth rate was 3.8%, while its per capita
disposable income growth rate was only about 2.0%. Under these conditions,
debt growth in Korea is likely to have exceeded income growth at a much
higher pace (over 5 percentage points) than the one seen in Table 1-5-3 (3.2
percentage points).

Considering the structural characteristics of other countries in East Asia
(high share of invested earnings, lower share of labor income, etc.), the growth
rate of household disposable income is likely to be significantly lower than the
growth rate of the GDP in the other high-risk countries identified in this analysis
(China, Thailand and Vietnam).

As a reference, in the U.S. and Western countries whose household debt
exceeds their GDP, the growth rate of per capita disposable income was higher
than the growth rate of per capita GDP over the same period. Thus, the signif-
icant discrepancy between per capita GDP and household disposable income
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in East Asia is a major difference from the West, and it suggests that East
Asian economies might be more vulnerable to economic shock than previously
thought.

6. Outlook and policies

(1) The looming Japanification of East Asian economies?

This analysis has shown that the characteristics of household debt in Asian
countries (e.g. its determinants, trends, and composition) are quite different
from the characteristics of household debt in high-income Western countries,
which raises serious concerns about debt sustainability and economic growth.
As seen throughout this analysis, the countries facing the highest risks related
to household debt seem to be Korea, China, Thailand and Vietnam. In these four
countries, the risks posed by household debt could be significantly exacerbated
by changes in interest rates and housing prices.

In the case of Korea, housing prices have been declining for seven con-
secutive quarters (likely eight, at the time of writing), registering a decline of
over 11% between 2021 Q4 and 2023 Q2, the worst since the data has been avail-
able, and in the same period, the policy interest rate has spiked by 3 percentage
points (from 0.5% to 3.5%), with the actual lending rate being at least one percent-
age point higher. In particular, condominium prices in Seoul have fallen by an
impressive one-fourth from their peak in October 2009. A similar trend can be
seen in urban China since 2020, triggered by the default of Evergrande, China’s
largest real estate developer, which resorted to temporarily selling all properties
at a 30% discount as a result. As for Thailand and Vietnam, since these countries
are at an earlier stage of urbanization and economic development, the decline in
urban housing prices there is not as noticeable.

Given region-wide demographic factors, such as declining populations and
low levels of immigration, the decline of housing prices in Asian countries is
likely to continue. According to United Nations data, the populations of Korea
and China are already declining, while Thailand’s population is expected to
begin declining by 2029 and Vietnam’s by 2050. Unlike Western countries, immi-
gration will not compensate for that decline, as most Asian countries receive
little or no immigration, with most countries sending out more migrants than
they receive. For instance, China and Vietnam have the lowest percentage
of foreign-born people in the world (0.07%), which is a major difference from
debt-ridden Western countries, where immigration is abundant: in Australia,
Switzerland, and New Zealand, the foreign-born account for about 30% of the
total population. The percentage in Canada is 25%, and in Denmark and the
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Netherlands about 15%. These figures are much higher than the world aver-
age of 3.5%, indicating that immigrants are a major factor behind rising (urban)
housing prices in Western countries.

Additionally, given the abnormally high housing prices in urban areas
of Asian countries, and the fact that some countries (China and Korea) have
approached the limit of urbanization, pressures for downward correction are
likely to remain strong. The decline in housing prices will increase the number
of households whose debts exceed their assets, and as household assets in Asia
are highly illiquid, many households might become highly vulnerable to eco-
nomic shocks such as unemployment and declining disposable income. As a
result, social inequalities might worsen and economic growth might decelerate.
Eventually, China, Korea, Thailand and Vietnam could end up in a situation sim-
ilar to Japan’s “lost decades.” In 1989-90, stock and real estate (housing) prices
in Japan began to slump, ending a decades-long economic boom. Uncertainty
about the future permeated the economy, and economic growth stalled as con-
sumers and businesses became increasingly thrifty.

Apart from the property market, another similarity between the experiences
of Asian countries (especially China, Korea, Taiwan, Thailand, and Vietnam)
and Japan’s experience over the past three decades is the rapid aging of the pop-
ulation. Korea, a high-income country, is expected to be the most aged society
in the world in 2044, with the share of the population over 65 years old reaching
45% around 2060. Similarly, China, Thailand, and Vietnam, middle-income coun-
tries, are aging more rapidly than other countries at similar stages of economic
development. The percentage of Chinese above retirement age is projected to
reach 40% of the total population in less than 50 years, and some Chinese banks
have already extended the upper age limit for mortgage loans to 80-95 years.
The extension of the upper age limit will make it possible to take out a mort-
gage loan for 30 to 40 years even past the age of 50, which may lead to higher
debt burdens in the post-retirement age group, increasing the risk of default and
undermining the sustainability of household debt in the future.

(2) Demand- vs. Supply-side Policies
Considering the possibility of such a grim outlook, measures need to be taken
in order to bring the increase in household debt as well as the exorbitant prices
of urban housing under control. Similar to the determinants of household
debt, which can be either demand-driven or supply-driven, measures required
to address this issue can be divided into demand-side policies and supply-side
policies.

Naturally, what kind of measures can best solve the issue of household debt
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and unaffordable housing is of great concern to governments in Asia. In recent
years, a number of demand-side-oriented policies have been implemented in
Asian countries, including a reduction of the loan-to-value (LTV) ratio of mort-
gages, and extending mortgage repayment terms. Policies implemented by
the Moon administration in Korea have been particularly prominent. However,
these have largely been regarded as a policy failure. In consideration of that, this
section argues in favor of supply-side policies, such as the ones in those Western
countries where household debt has been declining.

As mentioned above, home-ownership is relatively low in many Western
countries, and renting is increasingly seen as the norm, especially in urban
areas. Some of the reasons behind the low propensity for home-ownership in
places like Germany, Switzerland, and the Scandinavian countries are high real
estate taxes, the absence of mortgage interest deductions for owner-occupied
homes, and most importantly, the abundant availability and use of public hous-
ing and public rental housing (a supply-side policy).

As shown in Table 1-5-7, in Asian countries, notably Korea, China, the

Table 1-5-7 Trends in housing price-to-rent ratios in urban areas

Price-to-Rent Ratio in Urban Areas

2011-13 average 2021-23 average 10-year change

Korea 52.4 102.3 +49.8
China 28.0 62.5 +34.5
Hong Kong 31.8 61.3 +29.5
Philippines 15.4 30.4 +15.0
Thailand 17.8 30.4 +12.6
Taiwan 50.6 63.1 +12.6
Vietnam 123 24.4 +12.2
Japan 31.9 40.4 +8.5
Switzerland 24.7 329 +8.2
Singapore 25.6 32.7 +7.1

Canada 17.4 21.4 +4.1

Malaysia 21.1 24.6 35
Indonesia 19.3 227 +3.4
United States 8.8 1.1 +2.3
New Zealand 20.2 22.2 +2.0
Netherlands 17.7 19.2 +1.6
Australia 21.0 22.5 +1.5
Denmark 23.1 23.1 -0.0

Note: The price-to-rent ratio is the average housing price divided by the average annual housing rent for a 90
m? apartment in urban areas. Countries with significant increases are highlighed.
Source: Numbeo (2023).
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Philippines, Thailand, and Vietnam, the average growth in rents over the past
decade has been considerably lower than the average growth in housing prices.
This trend indicates that affordability of home-ownership and renting have
diverged, with rents having become relatively more affordable. On the other
hand, in the high-income Western countries, where housing prices and rents
have been increasing at about the same pace, a similar trend is not observed.

This suggests that Asian countries could benefit from promoting affordable
renting as an alternative to home-ownership. Since renting in Asian countries
is relatively affordable, an expansion in renting could reduce household debt
and improve prospects for economic growth in the long run. Renting could also
generate positive externalities in the rest of the economy. For example, it could
increase labor market flexibility by making it easier for people to relocate.

A reference to countries in northern Europe suggests that the key to pro-
moting renting as an alternative to home-ownership in Asia might be to increase
the supply of affordable public housing. In fact, public housing projects in some
Asian countries (notably Singapore and Japan) have a long history of public
housing provision dating back to the postwar period. However, such projects
remain extremely limited in scope in the high-risk countries identified in this
analysis (Korea, China, Thailand and Vietnam).

Fortunately, this is gradually changing. In the case of China, in May 2021
the Ministry of Housing and Urban-Rural Construction called for an acceler-
ated development of public rental housing, and less than two months later,
the State Council declared a policy aimed at “accelerating the development of
public rental housing.” As a result, the development of public rental housing
has become a priority during China’s 14th Five-Year Plan. Similar trends can be
seen in Korea, Thailand, Vietnam, and the Philippines, indicating that policies in
Asian countries are moving in the right direction.

Nevertheless, according to the IMF, supply-side policies, such as public
housing construction, take much longer to take effect than demand-side policies
(Deb et al., 2022). In addition, the question of how to finance the construction
of public housing without running fiscal deficits remains a major challenge.
Since the construction of public housing is often insufficiently profitable from
the perspective of private construction companies, governments are expected
to play an important role in the provision of such housing. Bert Hofman (2022),
a professor at the National University of Singapore, has suggested that utilizing
state-run pension funds to accelerate the development of public housing might
provide a sustainable solution. Whereas this may be feasible in China, many mid-
dle-income Asian countries, including Vietnam and Thailand, have few pension
funds, making it difficult to raise funds for public housing projects. Therefore, a
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solution to this problem will necessitate an open discussion involving all relevant
stakeholders.

Finally, the fact that many people in countries with aging populations pur-
chase homes in order to secure rent-free housing for their retirement suggests
that encouraging investment in housing for the elderly, such as nursing homes
and assisted living facilities, could reduce demand for housing in general. To
this end, however, the stigma related to the use of old-age homes that permeates
many societies in Asia, needs to be eliminated.

On the positive side, there are signs that such social changes are already
underway. According to Reuters, China’s senior housing market is expected to
boom around 2025-2028, and investment is accelerating to the extent that the
sector is attracting foreign companies. For example, the Japanese Panasonic
Corporation recently opened a 1,170-unit complex for the elderly in Jiangsu
Province, China. Investment in affordable rental housing both for senior citizens
and for the younger segments of the population is a win-win situation for both
tenants and investors, which can create a virtuous cycle of lower household debt
and higher economic growth.
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In July 2022, the United Nations released the World Population Prospects
2022 (“WPP2022”)"V. Comparing WPP2022 with the previous esti-
mates (“WPP2019”), the world population will reach 8 billion earlier in
the former than in the latter. The next milestone of 9 billion people is
expected to be reached in 2037, 15 years to increase from 8 to 9 billion in
WPP 2022 (medium estimate). Taking into consideration that it took 12
years for the world population to increase from 7 to 8 billion, this is due to
a decline in the world’s fertility rate. By region, there are signs of change
in Asia, where previously the population increased significantly, the pop-
ulation of China has entered a phase of decline, while India’s population
is steadily increasing.

Column B presents the world demographic characteristics based on
WPP 2022. Column B.1 identifies the demographic characteristics of the
world’s major regions, and Column B.2 identifies the demographic char-
acteristics of the major countries. Column B.1 identifies demographic
trends by major world region. Column B.2 identifies the demographic
characteristics of major countries, and Column B.3 presents the implica-
tions of the analysis.

1. Demographics by Major Region

(1) World Population

According to WPP2022, the world population will reach 8 billion in
November 2022, and India is projected to overtake China as the most pop-
ulous country in the world in 20232, It is of great interest to see in which
areas population growth has occurred so far and in which areas popu-
lation decline will happen in the future. Before we conduct analysis by
region, let us review the extent to which the world population projection

1) WPP2022 is a global population estimate based on 1,758 censuses and dynamics
registration systems and 2,890 global sample surveys conducted between 1950 and
2022.

2) India conducts a national census every 10 years, but the survey scheduled for 2021
was postponed due to the COVID-19 pandemic, and the next census is scheduled for
2023. Therefore, it is still estimated that India’s population will exceed that of China.
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has changed from the previous report (Figure 1-CB-1). WPP 2019 proj-
ects a slight increase of the world population until 2100. However, this
report estimates that the world population would peak at 10.43 billion
in 2086 and begin declining subsequently. Population estimates for 2100
are 10.88 billion in WPP2019 and 10.35 billion in WPP2022, making a dif-
ference of 530 million people. This is due to the change in the estimated
outlook for the world’s fertility and mortality rates.

Figure 1-CB-2 shows the transition of crude birth rate and death
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Figure 1-CB-1 Comparison of World Population Projections

Note: WPP2019 is actual data until 2020 and medium estimate afterwards
WPP2022 is actual data until 2021 and medium estimate afterwards
Source: WPP2019 and WPP2022
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rate per thousand world population®. In the WPP2019 projection, the
crude birth rate did not fall below the crude death rate until 2100.
However, in the WPP2022 projection, the crude death rate was modi-
fied and projected to exceed the crude birth rate in 2086. The downward
modification of the crude birth rate and upward modification of the crude
death rate are probably due to the global expansion of COVID-19 in 2020.

(2) Comparison of Population by Major Region

Next, let us look at the world population by region (Figure 1-CB-3). In
1950, 55.2% of the world population was from Asia, 22.0% from Europe,
9.1% from Africa, 6.7% from Latin America, 6.5% from North America, and
0.5% from Oceania, in descending order. In particular, Asia has consis-
tently accounted for a large share, reaching a peak of 60.8% in 2003. Since
then, however, its share has shown a declining trend, falling to 59.4% in
2021, and is projected to decrease to 54.5% in 2050, and 45.2% in 2100.
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Figure 1-CB-3 Population Estimates by Region (Share)

Note: Actual data until 2021, medium estimates after 2022
Source: Prepared by the author using WPP2022

3) Crude birth rate and crude death rate are calculated by dividing the number of
births and deaths in a given year by the population in that year. In WPP, they are
calculated as the number of births and deaths per 1,000 population in that year. For
WPP2019, values are given every five years, and for WPP2022, values are given for
each year.
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The share of the Asian region will decline while that of the African
region will increase. The share of the African region in 2021 was 17.6%,
but it is expected to increase significantly to 25.6% by 2050 and to 37.9%
by 2100.

Thus, the center of population growth is shifting from Asia to Africa.
In the following subsections, we will review population dynamics in major
regions (Asia, Europe, North America, and Africa).

[Asia]

Figure 1-CB-4 shows the population by age group and crude birth and
death rates in the Asian region. The total population is 4,694.58 million
in 2021, and will reach a peak of 5,305.28 million in 2055. However, the
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Figure 1-CB-4 Population in Asia (upper graph) and crude birth and
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Note: Actual data until 2021, medium estimates after 2022
Source: Prepared by the author using WPP2022
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population is expected to show a downward trend thereafter, reaching
4,674.25 million by 2100.

The working-age population (15-64 years old) is expected to increase
steadily from the 1980s to the 2030s, but is projected to decline gradually
after the 2040s. The population aged 0-14 (hereinafter referred to as the
“juvenile population”) has been gradually increasing since 1950, but after
a slight increase in the 1990s, it began to decline in the 2000s, and is
expected to increase slightly or remain almost flat in the 2010s before
declining again after 2020. On the other hand, the population aged 65 and
over (hereinafter referred to as “the elderly population”) has been grad-
ually increasing since the 2010s, and is expected to increase significantly
from the 2030s onward. This is due to the declining birthrate and aging
population in China, which will be discussed later.

The crude birth rate was 40 per 1,000 population between the 1950s
and 1960s, but has shown a gradual downward trend since 1970. The
crude death rate, excluding the effects of the Chinese famine and the
spread of COVID-19 infection, has been declining from 1950 to 2020, but
is expected to increase gradually after 2030, exceeding the crude birth
rate by 2057.

[Europe]

Figure 1-CB-5 shows the population by age group and crude birth and
death rates in the European region. The total population is expected to
peak at 746.23 million in 2020, followed by a gradual decline. The total
population in 2021 was 745.17 million, and it is expected to decrease to
586.52 million by 2100.

The working-age population has been steadily increasing since
1950, but is expected to decline after peaking at 501.96 million in 2010.
The juvenile population peaked at 167.76 million in 1965 and has been
declining since then. On the other hand, the elderly population has been
increasing since 1950, and is expected to start declining after 2057.

The crude birth rate, which had been at about 20 per 1,000 popula-
tion in the 1950s, showed a gradual downward trend after 1960, falling
below the crude death rate in 1993 and temporarily exceeding the crude
death rate in the early 2010s before declining again thereafter. The
crude death rate, on the other hand, has shown an upward trend since

83
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Source: Prepared by the author using WPP2022

the 1970s and has increased significantly from 2020 to 2022 due to the
COVID-19 pandemic, and is expected to remain above the crude birth
rate from 2023 onward.

[North Americal
Figure 1-CB-6 shows trends in population by age group and crude birth
and death rates in the North American region.

The total population has been on an upward trend since 1950, reach-
ing 375.28 million in 2021, and is expected to increase gradually after
2022, reaching 448.03 million by 2100.

The working-age population has been increasing since 1950, as has
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the total population, and is expected to peak at 256.07 million in 2053
before declining at a slower pace than in other regions. The juvenile pop-
ulation is expected to peak at 68.79 million in 2018 and then decline at a
slower pace. On the other hand, the elderly population has been increas-
ing since 1950 and is expected to exceed the juvenile population by 2023.
The elderly population is expected to exceed 100 million by 2050, and the
aging of the population is expected to continue.

The crude birth rate remained at around 20-24 per 1,000 population
from the 1950s to the early 1960s, and showed a downward trend from
the late 1960s to the 1970s, followed by a slight upward trend in the 1980s
and 1990s. Since 1991, however, it has been on a gradual downward trend,
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and is expected to remain at an average of about 9 per 1,000 population
after 2048. On the other hand, the crude death rate declined somewhat
from 1950 to the 2000s, but has been gradually increasing since 2010.
Although the crude death rate is expected to exceed the crude birth rate
in 2042, the degree of increase will be lower than in other regions.

[Africa]

Figure 1-CB-7 shows population trends and crude birth and death rates
in the African region. As shown in the figure, the total population of the
African region has been rising steadily since 1950, reaching 1,393.68 mil-
lion in 2021, and will be 3,924.42 million in 2100, which is characterized
by the fact that the population is not expected to decline as in the North
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America region.

By age group, the working-age population is steadily increasing and
is expected to account for a large portion of the total population until
the year 2100. The elderly population is expected to increase at a slower
pace than the working-age population after 2040. On the other hand, the
juvenile population is expected to gradually decline after 2080, although
it has been on an increasing trend.

The crude birth rate remained at a high level of approximately 40
per 1,000 population from 1950 to the 1990s, and is expected to decline
gradually after 2000. On the other hand, the crude death rate remained at
about 20 per 1,000 population from the 1950s to the 1970s, but has shown
a downward trend since 1980, and is expected to remain flat or increase
slightly after the 2020s. Thus, the African region is characterized by the
fact that the crude birth rate has consistently been higher than the crude
death rate.

2. Population Trends in Major Countries

(1) Population Trends in Major Asian Countries

As described in Column B.1, the world’s population is expected to decline
in the future, especially in the Asian region. In this subsection, we will
focus on major countries in the Asian region and review the demographic
trends of each country. We will also examine the demographics of Russia,
which has close ties to the Asian region, including China and India, as
well as to Europe.

[Japan]
Figure 1-CB-8 shows trends in population by age group, crude birth
rate, and crude death rate in Japan.

The total population peaked at 128.12 million in 2009 and has been
declining, reaching 124.61 million in 2021.

The working-age population peaked at 87.12 million in 1994 (69.6% of
the total population) and has continued to decline, reaching 72.82 million
(58.4%) in 2021. The working-age population is expected to halve from
2021 to 53.31 million (51.4%) in 2050 and 36.87 million (50.1%) in 2100. On
the other hand, the ratio of the elderly population to the total population
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was 4.9% in 1950, but has increased significantly to 29.8% in 2021. The
aging rate is projected to be 37.5% in 1950 and 38.7% in 2100, indicating
that the aging of the population is expected to further progress.

The crude birth rate averaged 24 per 1,000 population in the first half
of the 1950s after the so-called “First Baby Boom*” and showed a down-
ward trend until 1961. It again showed an upward trend from 1962 to
1974, which included the period of the “second baby boom®,” but turned
to a downward trend after 1975. On the other hand, the crude death rate
has been on an upward trend since 1980 and exceeded the crude birth
rate in 2005.

[China]
Figure 1-CB-9 shows the trends of population by age group, crude birth
rate, and crude death rate in China.

Although the total population has been on an increasing trend, it is

4) The term “first baby boom” refers to the phenomenon in which more than 2.6
million babies were born each year between 1947 and 1949.

5) The “second baby boom” is the term used to refer to the phenomenon in which
the generation of children born during the “first baby boom,” were born by more
than 2 million each year from 1971 to 1974. The birth rate temporarily declined in
1966, which is believed to be due to the superstition that women born in the year of
Hinoe-uma have a violent temperament, and many couples avoided having children
in that year.
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expected to peak at 1,425.89 million in 2021, and is expected to decline
thereafter.

The working-age population peaked at 998.23 million (71.6%) in
2015 and began to decline, reaching 986.46 million (69.2%) in 2021. The
population is expected to continue to decline thereafter, reaching 767.37
million (58.5%) in 2050 and 378.06 million (49.3%) in 2100. On the other
hand, the aging rate is projected to be 5.0% in 1950, 13.1% in 2021, 30.1%
in 2050, and 40.9% in 2100. The aging population is expected to be higher
than that of Japan in 2100, and it will need to urgently cope with an aging
society in the future.

The crude birth rate averaged about 40 per 1,000 population in the
1950s and 1960s, excluding the effects of the great famine in China®.
After 1970, the crude birth rate showed a gradual downward trend, but
increased somewhat in the 1980s. Since 1990, however, it has again been
on a downward trend, and is expected to fall below the crude death rate
by 2023.

[Korea]
Figure 1-CB-10 shows trends in population by age group, crude birth
rate, and crude death rate in Korea.

6) In addition to the occurrence of natural disasters, China experienced a large-scale
famine in 1959-1961 due to the “Great Leap Forward” policy of that time.
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Note: Actual data until 2021, medium estimates after 2022
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As the figure shows, the total population is projected to peak at 51.85
million in 2020 and decline to 24.1 million by 2100.

The working-age population peaked at 37.64 million (73.1%) in 2017
and has been on a downward trend since, reaching 37.04 million (71.5%)
in 2021. The working-age population is expected to further decrease
to 23.98 million (52.4%) in 2050 and 11.16 million (46.3%) in 2100. On
the other hand, the aging rate, which was 2.7% in 1950, is expected
to increase significantly to 16.7% in 2021. The aging rate will further
increase to 39.4% in 2050, peaking at 47.5% in 2081, and continuing at a
high level thereafter. As approximately half of the population of Korea
will be elderly within the next 60 years, it will be necessary to take more
urgent measures to cope with an aging society than in Japan and China.

The crude birth rate, which had remained at about 40 per 1,000
population in the 1950s, declined rapidly from 1960 onward. The crude
death rate, on the other hand, was very high during the Korean War
(1950-1953), but declined rapidly thereafter, and began to rise again in
the 2000s, exceeding the crude birth rate in 2019.

[India]
Figure 1-CB-11 shows trends in population by age group, crude birth
rate, and crude death rate in India.

The total population has been steadily increasing since 1950, and
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Figure 1-CB-11 Population in India (by age group) and crude birth and
death rates

Note: Actual data until 2021, medium estimates after 2022
Source: Prepared by the author using WPP2022

is expected to reach 1,407.56 million in 2021, surpassing China as the
world’s most populous country by 2023.

The working-age population is expected to peak at 1,119.4 million
(67.4%) in 2048, followed by a downward trend. The aging rate in 1950
was 3.1%, and it will be 6.8% in 2021, still in the single-digit range. This
rate would increase by 29.8% in 2100, which is still lower than in Japan,
China, and Korea.

The crude birth rate remained at about 40 per 1,000 population from
1950 to 1970, and has shown a gradual downward trend since then. On
the other hand, the crude death rate, which had been gradually declining
since 1950, is expected to rise again after 2018 and to exceed the crude
birth rate in 2066.

[Russia]
We have looked at the demographics of major Asian countries, so let us
now examine the demographics of Russia, a country with close ties to
Asia. Figure 1-CB-12 shows the population by age group, crude birth
rate, and crude death rate in Russia.

The total population peaked at 148.9 million in 1993 and has been on
a declining trend, increasing somewhat since 2010, but then declining
again in 2020, reaching 145.1 million in 2021. The population of Russia is
expected to decrease to 133.13 million in 2050 and to 112.07 million in 2100.
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The crude birth rate has been higher than the crude death rate
since the establishment of the Russian Federation in 19917. Although
the crude birth rate increased somewhat after 20109, it is expected to
decline again after 2020, remaining at about 10 per 1,000 population. The
crude death rate was high in 2022, partly due to the invasion in Ukraine,
but it had already risen sharply in the previous year.

(2) Comparative analysis of total fertility rates
We have looked at population by age group and crude birth and death
rates in major countries and regions. Here, we focus our analysis on the

7) According to Kumo (2022), the “sharp decline in the birth rate since the 1990s is
due to the abolition and fee-charging of social childcare support facilities such as
nursery schools and kindergartens, which were extremely inexpensive in the So-
viet era, and the sharp decline in income following the systemic change, which has
darkened future prospects.” The increase in the mortality rate was attributed to
“increased social stress, increased alcohol consumption, worsening social unrest,
and the spread of accidents and crimes.”

8) Kumo (2022) points out that the “Maternity Capital,” launched in 2007, has had an
impact on the temporary increase in the birth rate. The fund was established to
provide 250,000 rubles (about JPY 1.2 million at the time) to parents with two or
more children to subsidize either the cost of purchasing a house, the cost of their
children’s education, or the accumulation of funds in a pension fund. Consider-
ing that the average monthly income in Russia was 12,000 rubles as of September
2007, its benefit is considered to be very large.
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total fertility rate®, an important variable for population projections.

According to the WPP2022 medium projection, the global total
fertility rate is 2.31 in 2022 (Figure 1-CB-13), falling below the replace-
ment-level fertility rate (2.07) in 2059, and is projected to decrease to 1.84
by 2100. The population of Europe fell below the replacement-level as
early as 1975, while the population of Asia will fall below the replacement
level in 2019, and the population of Africa fell below the replacement-level
in 2091. There are major differences by region, so let’s take a look at the
total fertility rates in major Asian countries (Figure 1-CB-14).

First, the total fertility rate in Japan has been on a downward trend
since 1950, and although it fell far below the replacement-level fertility
rate in 1966 due to the aforementioned “Hinoe-uma” superstition, it rose
again and remained near 2.00. In 1974, it fell below the replacement-level
fertility rate at 2.06, and has remained below 2.00 since then. The replace-
ment-level fertility rate is projected to be 1.31 in 2022, 1.47 in 2050, and
1.55 in 2100.

Next, China’s total fertility rate remained at an average level of
6.00 from 1950 to 1970, excluding the effects of the famine mentioned
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9) Total fertility rate is the average number of children a woman bears during her life-
time. The total fertility rate at which the population reaches an equilibrium state of
neither increasing nor decreasing is called the “replacement-level fertility,” which
is set at 2.07 in 2022. If the birth rate falls below this level, children become fewer,
leading to a decrease in the population.




94

Chapter 1 / Major Issues in the Asia-Pacific Region in 2023-2024

8.0
[ T T T T 1

w—Japan

7.0 l e China
ot ,\A India
6.0 = Korea

—— Population replacement level [ ]

\
L N
Ak
z:z - \;i\,\\‘\ 1
pERE S ————
. T T

Sedcnge s i Total Fertility Rate in Asian Countries

Note: Actual data until 2021, medium estimates after 2022
Source: Prepared by the author using WPP2022

above. However, since 1970, partly due to the introduction of the “one-
child policy,” the rate has been on a downward trend, and by 2020 it was
projected to be 1.28, below the level of Japan.'® Although the rate is pro-
jected to rise somewhat to 1.39 by 2050 and to 1.48 by 2100, it is still
below the replacement-level fertility rate.

Korea’s total fertility rate averaged 6.06 in the 1950s. However, since
the 1960s, it has been on a downward trend and recorded 1.93, which is
below the replacement-level fertility rate. In 2001, it was 1.30, which was
lower than that of Japan (1.33) during the same period, and in 2021, it was
as low as 0.88. It is expected to increase somewhat to 1.17 in 2050 and to
1.43 in 2100, but it is still below the replacement-level fertility rate.

India’s total fertility rate averaged 5.66 between the 1950s and
1970s, and remained above the population replacement level until 2019,
although it showed a gradual downward trend after 1980. In 2021, the
birthrate fell below the replacement-level fertility rate at 2.03, and has
shown a declining trend since then, but remains above the levels of
Japan, China, and South Korea.

10) Trends in China’s total fertility rate are also discussed in Chapter 1 Section 1.
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3. Summary

To demonstrate the future prospects of the world economy, it is import-
ant to analyze the growth of the whole-element productivity, population,
and capital in growth accounting. Column B presents the future world
population and dynamics, by region and major country, based on new
population estimates. The following are some of the important points
obtained from WPP2022.

The center of future world population growth is shifting from Asia
to Africa.

This is due to the fact that in Asia, China, which has had the world’s
largest population to date, is expected to decline, while India’s population
is projected to grow steadily. Population growth in Asia as a whole will
slow down.

In Japan and Korea, the working-age population is expected to
decline due to the further development of the aging society with a declin-
ing birth rate.

One of the new issues emerging from global population dynamics
is the need to address labor shortages. This is a major challenge for the
Japanese economy in particular. In addition to increasing productivity,
it is important to increase the labor participation rate of women and the
elderly. Establishment of well-balanced work styles is important for this
purpose.
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Part Torics IN KANSAI:

A CROSSROADS FOR ITS
EcoNnomicC TURNAROUND

INADA, Yoshihisa;, NOMURA, Ryosuke

In Part II, we shift our focus from the world and the Asia-Pacific to the Kansai
region. Our analysis was conducted from various angles based on the theme of
‘Kansai’s role and future challenges as revealed by the COVID-19 pandemic.

The following is a summary of the chapters in Part II.

Chapter 2
Chapter 2 presents a macroeconomic analysis of the economies of Japan and Kan-
sai, including both retrospective analyses and forecasts.

For the Japanese economy to grow sustainably in the future, a virtuous cycle of
rising prices and wages is indispensable. This process was especially noteworthy
in 2022. Section 1 presents a theoretical framework of the virtuous cycle mecha-
nism for later analysis.

Section 2 focuses on the Japanese economy, which in FY 2022 showed a grad-
ual recovery mainly in service consumption expenditures due to the normalization
of socioeconomic activities. However, the economic recovery has been slow due to
downward pressure on external demand caused by the stagnation of world trade
and the deteriorating income environment caused by soaring domestic prices. Our
latest forecasts for the Japanese economy in FY 2023-25 presented here (+1.7% for
FY 2023, +1.4% for FY 2024, and +1.1% for FY 2025) incorporate the second advance
estimate of GDP for Q3 2023 as well as our new assumptions about exogenous
variables. With the normalization of socioeconomic activities, the forced savings
accumulated due to the COVID-19 pandemic are spent in service consumption
expenditures. However, since the acceleration and persistence of high consumer
price inflation suppresses the growth of real disposable income, spending on goods
consumption becomes selective. For this reason, growth in real disposable income
is essential for a continuous recovery in household consumption.

In Section 3, we analyze the Kansai economy. In FY 2022, the economy in the
Kansai region generally recovered as socioeconomic activities normalized. The
current situation can be summarized by sector as follows. (1) The household sec-
tor showed a moderate recovery. However, real wages continued to deteriorate as
households faced rising consumer prices due to price hikes in many items. (2) In
the corporate sector, the manufacturing sector was weak, while the non-manufac-



turing sector generally recovered, especially in face-to-face services, as economic
activity resumed. (3) In the external sector, both exports and imports of goods
increased for the second consecutive year, while exports of services showed a re-
markable recovery due to the easing of border control measures. (4) The public
sector (public works) remained steady compared to the nation as a whole. Incorpo-
rating each economic indicator, real GRP growth in the Kansai is forecasted to be
+1.3% in FY 2023, +1.6% in FY 2024, and +1.4% in FY 2025. Advance estimates of FY
2020-23 GRP for the six prefectures in Kansai are also presented, and a comparison
of the recovery process from the COVID-19 pandemic is made for each prefecture.
In Section 4, we analyzed the impact of accelerated inflation in 2022, focusing
on households in the Kansai region. The results showed that the high prices were
mainly caused by basic expenses such as food and energy, and that low-income
households, which have a high rate of these expenses, bore a large burden. We
also estimated the effects of sudden fluctuations in electricity and gas prices.
Column C discusses the regional economic ripple effects of the 2023 Hanshin-
ORIX championship. Specifically, the economic impact of the league championship,
the Climax Series, the Japan Series, and the subsequent victory-related sales and
the victory parade were analyzed using the APIR interregional input-output table.

Chapter 3

In Chapter 3, the industrial structure of the Kansai economy is summarized based
on basic data, growth industries (profitable industries) are identified, and the fu-
ture industrial structure is examined.

Section 1 identifies growth industries using basic data in order to identify prof-
itable industries. Specifically, we used the Economic Census of Japan to compare
the industrial structure and productivity of the Kansai region with those of other
regions in order to clarify the characteristics of the Kansai economy.

In Section 2, based on the analysis in Section 1, we examined strategies for
attracting investment and human resources, and considered industries that will
become new strengths of the Kansai region. In doing so, we identified “profitable
businesses” that do not match existing industry classifications by combining prob-
lem-solving businesses and industries in the Kansai region with the DX business
concept.

Section 3 discusses the current state of the labor market in the Kansai region
and the challenges it faces. The labor market in the Kansai region, which was hit
hard by the COVID-19 pandemic, is slowly recovering, but the degree of recovery
differs by gender and age group. A recent issue is a growing labor shortage in the
non-manufacturing sector, and there are concerns that supply constraints may be



occured in the future due to labor shortages. The introduction of new technologies
is important to overcome these issues, and improvements in the working environ-
ment can increase the employment rate and retention rate in the industry.

Chapter 4

In Chapter 4, we review the past tourism strategies, shed light on the rapid recov-
ery of inbound tourism demand since the COVID-19 pandemic and the recovery
of the tourism industry as a whole, including domestic tourism, and analyze the
issues that have become apparent.

In section 1, we review tourism strategies in 10 years from the viewpoints of
the national government and the private sector, and clarifies the challenges of tour-
ism strategies for the future. Specifically, we clarified the characteristics of the
past strategies based on the past budget trends of the Japan Tourism Agency and
organized the trends of large-scale hotel construction in the Kansai region on a
micro basis.

In section 2, we analyze the rapidly recovering inbound tourism demand and
domestic travel demand using the latest major statistics. The section points out that
the following issues must be addressed in future tourism strategies: (1) increasing
and sustaining per capita consumption, (2) attracting more visitors to local regions
and promoting sightseeing tours, and (3) improving the profitability of the tourism
industry and improving labor supply constraints.

Chapter 5
In Chapter 5, we analyzed the economic impact of the Greater EXPO and the devel-
opment of DX at the Osaka-Kansai Expo.

Section 1 updates the economic impact of the Greater EXPO estimated last
year and introduces specific initiatives being undertaken by local governments in
line with the concept of the Greater EXPO, and estimates the economic impact of
highly value-added trips around regions.

Section 2 discusses the use of DX in Kansai and Osaka from two aspects:
“quantitative improvement effects” and “qualitative business transformation.” It ex-
amines the economic effects of DX, taking up the case of “MaaS” such as Yumeshi-
ma Construction and Virtual Space (Metaverse).
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INTRODUCTION
INADA, Yoshihisa

The year 2022 was a historic year in which attention was focused on the virtuous
cycle between prices and wages.

During the global financial crisis known as the Lehman Shock, both nom-
inal and real wages fell due to the substantial expansion of the supply-demand
gap, and the two did not diverge. During the recovery process after the COVID-
19 pandemic, nominal wages rose only moderately, and the decline in real wages
expanded due to the price hikes that exceeded them.

To clarify the situation during this period, Figure 2-0O-1 shows the move-
ments of the Core CPI and the import price index (in both contract currency and
JPY terms) during the Lehman shock period and after the COVID-19 pandemic.

In both periods, the surge in crude oil prices led to a sharp increase in
import prices. During the Lehman shock period, the import price index in
contract currency terms peaked in July 2008 (+34.7% YoY), while the import
price index in JPY terms peaked in August 2008 (+27.2% YoY). However, due
to the rapid appreciation of the JPY in the exchange rate, the Core CPI turned
downward in January 2009. During the recovery process after the COVID-19
pandemic, on the other hand, the import price index in contract currency terms
peaked in November 2021 (+34.0%), while the import price index in JPY terms
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peaked in July 2022 (+49.2%). During this period, the yen depreciated rapidly
against the U.S. dollar from 114.13 yen to 136.63 yen, so the peak of the yen-
based import price index was delayed by eight months relative to the contract
currency-based index. With a time lag, import price inflation propagated to
domestic corporate prices (peak in December 2022) and was passed on to con-
sumer prices (peak in January 2023). As a result, real wages in Q1 2023 declined
YoY for the fourth consecutive quarter. This rapid deterioration in the income
environment drew national attention to the need for wage increases and to the
virtuous cycle between prices and wages. Chapter 2, Section 1 presents the the-
oretical and empirical frames of the price-wage virtuous cycle. First, in order for
wages to rise sustainably, it is fundamental to first increase the level of activity in
the economy as a whole before raising prices. For this to happen, strong growth
in private demand, mainly household consumption and private capital invest-
ment, is indispensable. Second, an increase in labor productivity is essential for
wages to rise, the key to which is the expansion of production facilities through
capital investment.

Japan’s capital equipment growth has lacked momentum. However, sup-
ported by the accommodative financial environment that has prevailed over the
past decade, the performance of large companies in particular has improved,
and capital investment has remained strong. The key will be for this to spread
to small and medium-sized enterprises (SMESs), leading to a further increase in
capital equipment and productivity in the macroeconomy as a whole. The source
of robust capital investment will be sustained growth in household consumption.
Wage increases are indispensable for this purpose.

A virtuous cycle between prices and wages is a mechanism by which the
demand and supply sides of the macroeconomy mutually exert a positive influ-
ence on each other. In Japan, capital investment is currently growing against
the backdrop of a labor shortage and the digital transformation (DX) accompa-
nying improvements in artificial intelligence (AI). This situation, coupled with
a recovery in consumption following the COVID-19 pandemic, should continue
to generate sustained increases in productivity and wages, creating a virtuous
cycle between prices and wages. In addition, the creation of high-value-added
products and the premiumization of value-added products are important when
considering the improvement of productivity.



Chapter 2

THE ECONOMIES OF JAPAN AND KANSAIL:
A RETROSPECTIVE AND QUTLOOK

FY 2022 was a year in which the virtuous cycle between prices and wages
attracted attention, as the effects of the yen’s depreciation and soaring import
prices, which had been conspicuous since the summer of 2021, were greatly
reflected in domestic corporate prices and consumer prices with a time lag from
the beginning of FY 2022. The speed of change was significant for firms and
households that had been accustomed to low or zero inflation. In an environ-
ment where nominal wages did not grow, the rapid increase in consumer prices
caused real wages to fall, suppressing household consumption. Firms faced
the problem of soaring import prices, which squeezed their earnings and were
passed on to domestic prices”. In this fiscal year, we focus on the mechanisms
behind these large changes.

Section 2 presents a retrospective and current status of the Japanese and
Kansai economies in FY 2022 in the first half, and their respective economic
outlooks (forecasts) for FY 2023-2024 in the second half. Section 3 describes the
impact of high prices on Kansai households.

, v
Section 1 )

VirTUoUs CycLe MECHANISM OF PRICES AND VWAGES

MATSUBAYASHI, Yoichi; INADA, Yoshihisa
1. Introduction

Section 1 outlines the mechanism of the virtuous cycle and examines in detail
the points at which this virtuous cycle is established. Subsection 1.2 outlines
the basic framework of the virtuous cycle, Subsection 1.3 discusses the mech-
anism of price increases, and Subsection 1.4 examines the mechanism of wage

1) For this point, refer to the description in Chapter 3, Section 2.
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increases. Subsection 1.5 introduces the factors that cause consumption to
increase, Subsection 1.6 examines in detail the increase in labor productivity,
and Subsection 1.7 describes the increase in capital equipment, which is closely
related to labor productivity. Subsection 1.8 builds on the discussion in Section 1
and summarizes the key points regarding the mechanism by which the virtuous
cycle between prices and wages is realized.

2. Basis of virtuous cycle mechanism

It is essential that aggregate supply and demand have balanced growth for the
macroeconomy to expand steadily and sustainably. It is also important that
household consumption, the largest demand item, grows steadily. The basic
factors that determine consumption are current and future income, and wages,
which represent the base of the income level.

What factors cause wages to fluctuate? The key is that prices must rise in
line with sustained economic growth, and that firms’ sales and compensation of
employees must continue to increase. These mechanisms can be summarized
as follows.

Step (U: Prices rise due to an increase in aggregate demand based on

consumption.

Step (2): Wages rise as sales and profits increase with rising prices.

Step (3: Income increases through higher wages.

Step (O: Consumption increases as income increases.

Step ®: The economy continues to boom due to increased consumption.

A virtuous cycle is created in the macroeconomy by repeating the mech-
anism from Step (D to Step @. The mechanism of this virtuous cycle can be
expressed as shown in Figure 2-1-1. The key elements in this mechanism
are the increase in prices in Step (D and the increase in wages in Step ). The
phrase “virtuous cycle of prices and wages” was created in response to this
circumstance?.

Figure 2-1-1 is the basic form of the virtuous cycle mechanism. However,
in the real economy, this mechanism needs to be modified. By carefully examin-
ing these modifications, the problems facing the Japanese economy now should
be able to be emphasized. In the following, we will discuss these issues using

2) If we focus on Step &) and Step (3 in Figure 2-1-1, it is called a “virtuous cycle of growth and
distribution.” If we focus on Step ® and the wage increase in Step (2), it is called a “virtuous
cycle of wage hikes and growth” (Nihon Keizai Shimbun (2023a)). In both cases, the mech-
anism shown in Figure 2-1-1 is used as the basis for the terminology.
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Figure 2-1-1 Virtuous Cycle Mechanism of Prices and Wages (Basic Form)

Source: Prepared by the author

various data®.

3. Mechanism of price increase

First, we examine the mechanism of price increases in Step (1.

Figure 2-1-2 shows the rate of change in the CPI (Consumer Index, exclud-
ing fresh food and energy (Core-core CPI)) from January 2000 to April 20234,

From 2000 to 2012, consumer prices generally trended downward, with the
exception of some years, and a deflationary trend continued. Since 2013, the
price inflation rate has generally remained positive, indicating an inflationary
trend. As of April 2023, the composite index has increased by 3.5% and the core-
core index by 4.1%.

The main mechanisms by which prices rise are summarized here.

The first is price inflation caused by an increase in demand throughout the
economy, which is called “demand-pull inflation.”

The second type of inflation is the rise in prices accompanying the increase
in the cost of production by firms, such as the price of raw materials, and is

3) The following summary is based on previous studies of theory and empirical analysis of the
various channels that comprise the mechanism, as well as various reports and articles on
the state of affairs.

4) The composite index of consumer prices is an index using all items covered by the survey.
The composite index excluding fresh food and energy excludes fresh food and energy-
related items, which are considered to be subject to extreme fluctuations due to weather
and market conditions and is also referred to as the core-core index.

5) The rapid increase in the composite index from the end of 2007 to 2008 (+2.3% (July 2008))
was largely due to the sharp rise in fuel prices during the same period, with the core-core
index rising by +1.0% over the same period.
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Figure 2-1-2 Change in Consumer Prices: YoY

Source: National Consumer Price Index, Statistics Bureau, Ministry of Internal Affairs and Communications

called “cost-push inflation.” Since the main cause is the rise in the cost of raw
materials, Section 1 will refer to this as “raw material inflation.”

The third type of inflation is a rise in prices accompanying a rise in wages,
or labor costs (costs), and is called “cost-push inflation” in the same way as the
second mechanism. However, since the rise in wages is the main cause, it will be
referred to as “wage inflation” in Section 1.

The fourth is a mechanism whereby higher expectations of future price
increases held by households and firms (usually referred to as “inflation expec-
tations”) cause actual prices to rise®.

For the virtuous cycle between prices and wages to be sustained, the key
point is whether or not price hikes due to demand-pull inflation, the process
in Step @ of Figure 2-1-1, will occur. Figure 2-1-3 depicts the relationship
between the overall macroeconomic activity (indicated by the GDP gap) and the
rate of price inflation”.

There appears to be a moderately positive correlation between the GDP
gap and the rate of price increases. Although the price inflation rate has been
rising rapidly since 2021, the GDP gap has been negative, and it is difficult to
say that the current price increases are primarily the result of the overall level
of economic activity. As shown in Figure 2-1-4, this is largely due to soaring
energy prices, especially for mineral fuels, and there are strong signs of raw

6) When households and firms have higher inflation expectations and anticipate that the pric-
es of goods they intend to purchase in the future will rise, they will bring forward con-
sumption and investment, resulting in a rise in current prices. This mechanism stimulates
demand through a fall in the real interest rate (= nominal interest rate - expected inflation
rate).

7) The GDP gap is the degree of divergence between overall macroeconomic demand (aggre-
gate demand) and potentially achievable supply (called potential supply or potential GDP)
and is published periodically by the Cabinet Office.
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Figure 2-1-3 GDP Gap and Consumer Price Inflation: YoY Transfers

Source: National Consumer Price Index, Statistics Bureau, Ministry of Internal Affairs and Communications;
Monthly Economic Report, Cabinet Office
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Figure 2-1-4 Changes in Consumer Prices and Energy Price Increases: YoY

Source: National Consumer Price Index, Statistics Bureau, Ministry of Internal Affairs and Communications

material inflation®.

4. Mechanism of wage increase

As we pointed out, the current rise in prices is primarily due to the surge in
energy prices, rather than being driven by a booming economy as a whole.

8) Cabinet Office (2023) uses regression analysis to break down the price inflation factors
shown in the main text into factors to determine the extent to which they affect the actual
price inflation rate.
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Next, let’s look at Figure 2-1-1, Step 2: Mechanism of wage increase. The
factors that cause wages to rise can be summarized as follows.

Factor (1): This is a case in which labor supply (households providing labor
to earn income) and labor demand (firms hiring labor) do not match, resulting
in a tight labor market and higher wages.

Factor (2): This is the case where prices rise as the economy booms (occur-
rence of demand-pull inflation) and wages, which are payments to workers, rise
as firms’ sales and profits increase.

Factor (3): This is a case in which wages, the compensation of workers,
increase as a result of an increase in the labor productivity of the company,
which is expressed as value added per worker (gross profit).

Factor (4): Real income may decrease due to a sharp rise in prices caused
by raw material inflation (see Subsection 2.1 for the process of shifting from raw
material inflation to consumer prices). In these conditions, worker demand for
wage hikes may intensify and nominal salaries may rise as a result of labor-man-
agement negotiations (annual wage negotiations in Japan) between workers
(households) and management (firms).

Figure 2-1-5 shows the nominal wage growth rate in Japan®.

Nominal wages have not grown since 2000 and will not turn positive until
2014. However, the growth rate is extremely slow, barely +1.1% in 202219,

According to the Japanese Trade Union Confederation survey conducted
on May 10, the rate of increase in annual wage negotiations in 2023 was +3.67%,
the highest since 1993 (+3.90%). Therefore, a relatively high increase in the pre-
determined salary is expected in FY 2023. The fact that wages, which have not
been rising for a long time, are showing signs of rising is largely due to factor (4)
among those discussed above. In other words, households’ real incomes have
been forced to decline due to raw material inflation caused by high resource

9) The nominal wage growth rate series is YoY for “fixed wages per worker” (total of 5 or more
workers).

10) The growth in 2022 is attributable in part to the sample replacement in the Monthly La-
bor Survey and the benchmark update. Saito (2023) provides a detailed explanation of
these statistical characteristics and the current state of wage increases. Various factors
have been pointed out to explain the long period of sluggish nominal wage growth in Ja-
pan. For example, Okubo et al. (2023) point out: 1) the dual structure of the labor market,
2) wage-setting behavior of firms, and 3) industry-specific factors (especially in the non-
manufacturing industry) and employment mobility among industries and firms. In relation to
the wage-setting behavior of firms, in Japan, firms may prioritize an increase in the number
of employees over a wage increase when earnings increase (Hamada and Adachi (2015)).
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Figure 2-1-5 Nominal Wage Growth: YoY

Source: Ministry of Health, Labour and Welfare, Monthly Labor Survey.

prices and a weak JPY, forcing wages to rise'".

In any case, as shown in Figure 2-1-1, the mechanism (factor (2) of pay
hikes) from price hikes to wage raises is unlikely to have developed. The cur-
rent price hikes are strongly reminiscent of raw material inflation, which means
that the precondition for Step @ in Figure 2-1-1 is not yet in place. The key to
increasing wages in Japan from a medium- to long-term perspective is to realize
the mechanism of factor (3).

Here, the basic form of firm labor productivity is shown in equation (1).

Labor productivity = amount of value added by the company
/ number of employees
= gross profit / number of employees
= (Net sales - Cost of sales) / Number of employees
= (Personnel expenses + Net operating income + Other)
/ Number of employees 1)

Equation (1) indicates that if the ratio of labor costs to gross profit (labor’s

11) Factor (1) is also considered to exist as a medium- to long-term factor. Factor (2) and Factor
(1) can occur simultaneously because a tight labor market is brought about by a booming
economy. However, in Japan, due to the aging of the population and a mismatch of human
resources, the labor supply does not meet the labor demand, and the labor shortage is be-
coming a structural factor, and factor (1) is becoming apparent as a medium- to long-term
factor. Genda (2017) comprehensively examines the relationship between labor shortages
and wages.



Section 1 / Virtuous Cycle Mechanism of Prices and Wages 109

share) does not change significantly, wages, which are labor costs per employee,
will increase as labor productivity increases. Therefore, an efficient way to raise
salaries in the medium to long term is to increase labor productivity. A more
detailed study of the mechanism that raises labor productivity is needed and will
be discussed later'?.

5. Mechanism of consumption increase

Next, we will look at the mechanism of rising consumption, which is essential
to understanding how rising wages are correlated with rising prices. (Figure
2-1-1 Steps @ and @).
Figure 2-1-6 shows the evolution of real household consumption expendi-
tures (2007=100) from 2007 to 2022 for Japan, the United States, and Germany.
The United States and Germany have shown a steady increase for about 15
years, with the exception of a temporary drop due to the COVID-19 pandemic.
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Figure 2-1-6 Real Household Consumption Expenditures

Source: Compiled from OECD

12) In equation (1), there are two ways to increase productivity: 1) increase value added (gross
profit) in the numerator, and 2) reduce the number of employees in the denominator. If a
drastic reduction in the number of employees is not realistic, the key to increasing produc-
tivity may be an increase in value added, or more simply put, the ability of a company to gen-
erate more profit. Thus, the expression “higher productivity raises wages” might be more
suitably understood as “a marked increase in value-added results in higher productivity
and higher wages.” This point was also discussed at the Asia Pacific Institute of Research
(2022).
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In other words, in 2022, the U.S. and Germany are 120.1 and 110.5, respectively,
while Japan’s figure is 103.5, which is low.

Disposable income is the main factor influencing household consumption.
Figure 2-1-7 depicts changes in real household disposable income (2007=100)
for the three countries.

While consumption in the U.S. and Germany has been growing at a steady
pace, the rate of growth in Japan has been extremely slow, standing at 108.8 in
2021, an increase of less than 10% over the past 15 years. Thus, it is clear that the
fundamental factor behind sluggish consumption in Japan is the slow growth of
disposable income or wages.

Consumption behavior depends not only on income in the current period
but also on lifetime income that can be earned in the future. For example, when
purchasing a car or durable consumer goods, or when spending on education,
consumption decisions should be made based on the income profile during the
employment period and the expected future income.

Although lifetime income is a variable that cannot be observed, it is possible
to create an observable series with econometric technique'?.

Figure 2-1-8 shows lifetime earnings in Japan and the U.S. from 2010 to
2021. 2010 lifetime earnings in Japan were approximately 130 million yen, while
lifetime earnings in the U.S. were approximately 220 million yen in terms of JPY,
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Figure 2-1-7 Real Household Disposable Income

Source: Compiled from OECD

13) The measurement is made possible by specifying a stochastic process of real per capita
labor income in each period and assuming rational expectation formation with respect to
the expected income profile of households. The details of the measurement are explained
in Ogawa (1992) and Matsubayashi (2007).
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Figure 2-1-8 Japan-U.S. Comparison of Lifetime Income

Source: Prepared by the author

a difference of approximately 1.7 times. While lifetime earnings in the U.S. have
been increasing since then, they have remained stagnant in Japan. As a result, in
2021, the lifetime income in the U.S. will be approximately JPY 300 million, while
the lifetime income in Japan will be JPY 120 million, resulting in a gap of more
than two times. This is the result of households’ expectations for their lifetime
income being low because salaries in Japan have not improved significantly.

As outlined above, the main reason for the sluggish household consumption
in Japan is the slow growth of income in each period and future income'®.

6. Mechanism of productivity increase

In these conditions, when wage growth is uncertain, a significant boost in con-
sumption cannot be expected. Therefore, we will again carefully examine the
possibility of an increase in labor productivity (factor (3), which we have already
discussed) as a mechanism for a sustained increase in wages.

(The labor productivity shown in equation (1) can be rewritten as in equa-
tion (2).)

labor capital equipment Net sales gross profit @
X

. = X
productivity Number of Employees  capital equipment  Net sales

14) Household consumption, which had fallen sharply due to the COVID-19 shock, showed
signs of recovery from early spring to summer of 2022. Based on the discussion in Section
1, if households perceive the price hikes to be prolonged and wage increases to be tempo-
rary, they will have pessimistic expectations about their lifetime income, which may lead to
a medium- to long-term slump in consumption. A detailed analysis based on the diachronic
household behavior theory (life-cycle hypothesis), including these points, has been con-
ducted, for example, by Unayama (2023).
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The first term on the right-hand side of equation (2) expresses how much
production equipment is equipped per employee and is called the “capital
equipment ratio.” The higher the capital equipment ratio, the better the capi-
tal equipment and the higher the labor productivity. The second term on the
right-hand side is the sales per unit of production equipment and is called the
“capitalization coefficient.” The higher the capital coefficient, the more effi-
ciently production is carried out, and labor productivity increases'®. The third
term on the right-hand side is the profit to sales ratio, which is called the “return
on sales.” The higher the return on sales, the higher the labor productivity.

We will now look at the changes in labor productivity in Japan since 2000,
breaking it down into three items'®.

Labor productivity (Figure 2-1-9) is consistently lower for small and medi-
um-sized firms than for large firms. Although labor productivity of large firms
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Figure 2-1-9 Labor Productivity

Source: Compiled from “Corporate Statistics,” Ministry of Finance

15) When capital investment is made, the machinery and equipment installed is often accom-
panied by new technology (referred to as “embodied technology”). Therefore, the capital
equipment ratio and capital coefficient increase not only with the size of the capital equip-
ment but also with the quality of the equipment.

16) Based on the “Annual Report of Corporate Statistics of Japan,” each variable is measured
as follows: labor productivity = value added / total number of employees; total number of
employees = number of employees + number of directors; capital equipment ratio = tangible
fixed assets / total number of employees; capital coefficient = net sales / tangible fixed as-
sets; and profit to net sales ratio = value added / net sales. Large firms are classified by cap-
italization of JPY 100 million or more, while small and medium-sized firms are classified by
capitalization of less than JPY 100 million. The Japan Productivity Center (2020) provides a
more detailed measurement based on the same method as in this paper. Chapter 6, Section
1 of the white paper provides a detailed analysis of the characteristics of labor productivity
in Kansai firms, using a simplified version of equation (2).
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has been on a gradual upward trend since the Lehman shock, it has not reached
a level exceeding that of the 2000s. On the other hand, the labor productivity of
small and medium-sized firms has been on a downward trend since the 1960s.

Next, the capital equipment ratio (Figure 2-1-10), capital coefficient
(Figure 2-1-11), and return on sales (Figure 2-1-12) demonstrate that all of
these ratios have either remained almost flat or declined gradually. The decline
in the capital equipment ratio is particularly clear for large firms, suggesting
that the lack of sufficient accumulation of production equipment has contributed
to the sluggishness of labor productivity.
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Figure 2-1-10 Capital Equipment Ratio
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Figure 2-1-11 Capital Coefficients

Source: Compiled from “Corporate Statistics,” Ministry of Finance



114 Chapter 2 / The Economies of Japan and Kansai: A Retrospective and Outlook

0.30
/__/’\~ N ——
T SN——
0.20 =
P
- —
——
0.10
0.00
O — NN N T O OMNODODDO —NMNMTWMMOMNDODO O —
O O 0O O 0O 0O 0O O O O = = = = = = — — — — N N
ool eololeolololoBoloNe) ol eolololololololoNe)
N AN AN AN AN AN AN AN AN AN AN AN AN NNNNAN
‘—Lrgeenterprise = SMES

Figure 2-1-12 Profit Margin on Sales

Source: Compiled from “Corporate Statistics,” Ministry of Finance

7. Mechanism of capital equipment increase

Increases in labor productivity are the driving force behind medium- and long-
term wage increases, and the key to these increases is an increase in capital
equipment.

There are many factors that influence capital investment, but the key factor
is a company’s expected future earnings. If future earnings are expected to
increase in the medium to long term, firms will increase capital investment with
the intention of enhancing their existing capital facilities. The basis for forecast-
ing future earnings is a long-term forecast of economic growth. Specifically,
the forecast of how much the Japanese economy will grow in the next three or
five years is important information for capital investment decisions that require
large amounts of capital, unlike short-term sales forecasts'”.

The Cabinet Office has published a questionnaire in the form of a
“Questionnaire Survey on Corporate Behavior” on the medium- to long-term
prospects for the economic growth rate of firms'®.

Figure 2-1-13 shows the relationship between the real economic growth

17) Keynes (1936) classified expectations, which are the basis of corporate management, into
two categories: short-term expectations and long-term expectations. Short-term expecta-
tions are those related to sales when production takes place. On the other hand, long-run
expectations are expectations of future earnings when a firm purchases and installs new
production equipment. The outlook for the growth of the Japanese economy over the next
three to five years is a key factor in the formation of firms’ long-term expectations. This
point is also identified in Ogawa (2021).

18) The survey asked respondents about their outlook for economic growth, as well as the
growth rate of capital investment, the number of employees, the ratio of overseas local
production, and the profitable JPY rate.
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rate forecast from 1983 to 2021 (three years later) and the capital investment
growth rate forecast (three years later).

As the figure shows, the higher the medium- to long-term economic growth
expectations, the higher the projected growth rate of capital investment'®.
Looking at the past five years (2017-2021), while economic growth expectations
are not high, capital investment expectations have risen somewhat.

Here, we discuss some of the key factors in the outlook for economic
growth. Household consumption is the largest demand item in terms of total
spending. GDP, and the impact of real consumption growth on medium- and
long-term economic growth prospects are expected to be extremely large.

To confirm this point, Figure 2-1-14 shows the actual growth rate of house-
hold consumption and the projected economic growth rate three years from
now. As the figure clearly shows, the economic growth forecast held by firms is
strongly related to the actual growth of household consumption. In other words,
a medium- to long-term slump in consumption will lower the economic growth
forecast held by firms and lead to a slowdown in capital investment growth?®.

19) This point is also explained in detail in Cabinet Office (2023).

20) The economic growth forecasts held by firms should be affected not only by household
consumption but also by various other factors. However, over the medium to long term,
trends in household consumption, which accounts for the largest share of total domestic
expenditures (i.e. trends in domestic demand), are expected to have a large impact on the
economic growth forecasts of firms. This point is also identified in Ogawa (2021).
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Source: Cabinet Office, “Questionnaire Survey on Corporate Behavior.”

In order to examine Japan’s capital investment situation in more detail, a
comparison with Germany and Korea follows. Germany and Korea, like Japan,
are manufacturing-driven economies, making them suitable for comparison
examining trends in capital investment.

Figure 2-1-15 depicts the capital investment rate (ratio of capital invest-
ment to capital stock) from 2005 to 2020 based on financial data for individual
firms?". The measured values for each year represent the median.

Compared to Germany and Korea, Japan has consistently lower investment
rates for both large and small firms over the sample period. While the invest-
ment rates in Germany and Korea have been gradually increasing since the late
2000s, the upward trend in Japan has not been as strong??.

Figure 2-1-16 shows the expected rate of return (Tobin’s marginal q is a
proxy variable for the expected rate of return, which is the main factor in capital
investment decisions?¥).

As Figure 2-1-16 shows, the level of marginal q in Japan is lower than in
Germany and Korea, and this characteristic may be reflected in the sluggish

21) The details of the measurement method from Figures 2-1-15 to 2-1-17 are organized in Hagi-
wara (2023) and Hagiwara and Matsubayashi (2019). The database used for the measure-
ments is based on “Orbis” (global financial data) provided by Bureau van Dijk. Hagiwara
and Matsubayashi (2019) also examined the embodied technology process described in
footnote 15.

22) The medium- to long-term trends of capital investment in Japan are also discussed in detail
in Cabinet Office (2022).

23)Tobin’s q is a variable that contains all the information on the expected rate of return, and
is statistically called sufficient statistics. Therefore, the information on the expected growth
rate of firms based on the Cabinet Office’s questionnaire survey shown above is also con-
sidered to be included in Tobin’s q.
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Source: Compiled from Hagiwara (2023).
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Figure 2-1-16 Comparison of Expected Rates of Return between Japan, the U.S.
and Germany

Source: Compiled from Hagiwara (2023).

investment rate in Figure 2-1-15.

Figure 2-1-17 shows the average age of capital equipment, the Vintage
Index. The smaller the value of the index, the younger the age of the capital
equipment, meaning that the capital equipment is being actively renewed. In
general, new technology is embodied in new capital equipment, and a smaller
vintage index is desirable from the viewpoint of productivity improvement.

As Figure 2-1-17 shows, Japan’s vintage index is nearly twice as high as
those of Germany and Korea, confirming that capital renewal is stagnant. This
can be attributed to the stagnation of the investment rate, which is accompa-
nied by a decline in the expected rate of return, as seen in Figures 2-1-15 and
2-1-16.

24) “Large,” “medium,” and “small” in Figs. 2-1-15 through 2-1-17 indicate respective firm size.
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Figure 2-1-17 Comparison of Vintage Indexes between Japan, the U.S., and
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Source: Compiled from Hagiwara (2023).

8. To realize a virtuous cycle mechanism between prices
and wages

In this subsection, we have examined the mechanisms that allow the virtuous
cycle between prices and wages to persist.

The model (basic form) of the mechanism shown in Figure 2-1-1 can be
modified as shown in Figure 2-1-18 through previous considerations. The
three main points are as follows:

First, it is essential to raise prices and boost macroeconomic activity to
ensure sustainable growth in salaries. Strong growth in private demand—opri-
marily in the form of household consumption and private capital investment—is
necessary for this to occur. Second, an increase in labor productivity is necessary
for wages to rise, the key mechanism of which is to increase labor productivity
through capital investment.

Third, capital investment not only increases demand in the macroeconomy,
but also increases productivity and supply capacity through an increase in pro-
duction facilities?®. In other words, it plays an important role in stimulating the
economy from both the demand and supply sides.

As shown earlier, in comparison with other countries, Japan’s capital equip-
ment growth has lacked momentum. However, supported by the large easing

25)The accumulation of not only tangible fixed assets but also intangible fixed assets (soft-
ware, goodwill, etc.) is important for increasing productivity.
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of the financial environment over the past decade, earnings and capital invest-
ment have remained strong, especially among large firms?®. As shown in Figure
2-1-9, labor productivity is rising among large firms. The key to the future is
for these improving trends to spread to small and medium-sized enterprises
(SMES), leading to a further increase in capital equipment and productivity
in the macroeconomy. Consistently rising household consumption will be the
source of strong, robust capital investment.

The above summary confirms that a virtuous cycle between prices and
wages is nothing more than a mechanism in which the demand side and supply
side of the macroeconomy are interlinked and exert a positive influence on each
other. With a workforce scarcity and the digital transformation (DX) that comes
with advancements in artificial intelligence (Al), capital investment is currently
rising in Japan?”. This situation, coupled with a recovery in consumption fol-
lowing the COVID-19 pandemic, is expected to continue to generate sustained
increases in productivity and wages, and to create a virtuous cycle between
prices and wages.

Based on the mechanisms outlined in Section 1, more detailed analyses of
the Japanese and Kansai economies are presented in the following sections and
thereafter.

26) This point can be seen in Figures 2-1-5 and 2-1-12, and in Figures 2-1-15 through 2-1-17.

27) For example, the most recent situation is presented in Nihon Keizai Shimbun (2023b). The
current surge in capital investment is mainly based on the abundant cash flow of companies.
In the future, however, a sustained increase is expected based on the medium- and long-term
factors (expected economic growth and expected earnings) described in Section 1.
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Section 2 |
THE JAPANESE ECcONOMY: RECENT DEVELOPM
SHORT-TERM FORECASTS |

INADA, Yoshihisa; SHIMODA Mitsuru

1. Recent Developments in the Japanese economy: FY
2022 through mid-FY 2023

(1) Global trade will take some time to recover
World trade is increasingly showing signs of stagnation: according to the CPB
World Trade Monitor, world trade (in volume terms, 2010=100) increased MoM
+0.7% in September 2023, marking the second consecutive month of growth.
Although on a monthly basis there are signs of recovery, on a quarterly basis
that is not the case. World trade in Q3 2023 declined by -0.4% QoQ, marking the
fourth consecutive quarterly decline. It will take some time for global trade to
bottom out. Compared to the previous quarter, trade in advanced economies
declined -0.4% in Q3, the fourth consecutive quarterly decline, while trade
in emerging economies fell -0.4%, marking the first decline in three quarters
(Figure 2-2-1). The reason behind the stagnation of trade in advanced econo-
mies is the decline in industrial production.

According to the CPB, the global industrial production index rose +0.8% QoQ
in Q3, marking the first increase in two quarters. Therein, industrial production
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Figure 2-2-1 QoQ changes in world trade volume (2010=100, %).

Source: CPB World Trade Monitor, 24 November 2023
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in advanced economies declined -0.1% QoQ for the fourth consecutive quarter,
while it rose +1.5% QoQ in emerging economies, marking the first increase in
two quarters. Industrial production in advanced economies kept declining from
Q4 2022 to Q3 2023, and the situation remains difficult for the Japanese econ-
omy, which depends heavily on exports to other advanced economies.

According to the IMF (World Economic Outlook -Navigating Global
Divergences-, October 2023), the global economy in 2023-24 will be “resilient,
with a moderate recovery but widening growth gaps.” The forecast for the global
economy has been revised downward by -0.1 %pt for 2023 and -0.1 %pt for 2023-
24, respectively. The U.S. economy is projected to grow +2.1% in 2022 and 2023,
and to accelerate to +1.5% in 2024, while the EU economy is expected to slump
from +3.6% in 2022 to +0.7% in 2023 and then recover slightly to +1.5% in 2024.
Meanwhile, the Chinese economy is projected to recover from +3.0% in 2022
to +5.0% in 2023, but then to slow to +4.2% in 2024. While the U.S. forecast has
been revised upward from the previous forecast, China and the EU have been
revised downward. Interest rate hikes by central banks as a counter-inflationary
measure continue to be a drag on economic activity. As a result, a slowdown in
world trade volume (goods and services) in 2023 (+0.9%) is inevitable. However,
areversal is likely in 2024 (+3.5%).

According to the Global Semiconductor Market Statistics, global semicon-
ductor sales in September (3-month moving average) fell -4.5% YoY, marking the
14th consecutive monthly decline, although the decline margin has been decel-
erating for five consecutive months after bottoming out in June (-21.3% YoY). By
region, sales in Asia were down 7.7% YoY, marking the 14th consecutive monthly
decline. Those in the U.S. were down 2.0% YoY, marking the first decline in two
months. Although the decline in semiconductor demand has bottomed out, it
will take some time before it recovers to the previous peak level (Figure 2-2-2).

(2) The current state of the Japanese economy
Second Preliminary Estimate of Q3 2023 GDP
According to the second official advance GDP estimate for Q3 2023, released on
December 8, Japan’s real GDP growth was -0.7% QoQ, or an annualized -2.9%.
This represents a downward revision from the first advance estimate (-0.5% QoQ,
or an annualized -2.1%). However, since Q1 2023 growth was revised upward to
positive growth, Q3 2023 effectively marked the first negative quarterly growth
in four quarters.

Past values were revised retroactively due to seasonal adjustments and
revisions in basic statistics. Comparing previous second versus first advance
estimates, the growth rate for Q1 2021 was revised upward by +2.2 %pt, the one
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Figure 2-2-2 Global Semiconductor Sales: 3-month moving average (YoY, %)

Source: World Semiconductor Trade Statistics, September 2023

for Q4 2022 by +1.2 %pt, and the one for Q1 2023 by +1.3 %pt. All of these are
substantial upward revisions. On an annual basis, real GDP growth for FY 2022
was revised upward from +1.3% to +1.5%, and from +2.6% to +2.8% for FY 2021.

Looking at contributions to real GDP growth (-0.7% QoQ) in Q3 2023, domes-
tic demand made a negative contribution for the second consecutive quarter at
-0.6%pt. Therein, private demand made a negative contribution for the second
consecutive quarter (-0.6%pt). Household final consumption expenditure, pri-
vate residential investment, private non-residential investment, and changes in
private inventories all declined. Public demand made a negligible positive con-
tribution for the sixth consecutive quarter (+0.0 %pt). Net exports made a slight
negative contribution for the first time in two quarters, (-0.1%pt).

Real gross domestic income (GDI) growth, which includes GDP plus trad-
ing gains resulting from changes in the terms of trade, was -0.4% QoQ, exceeding
real GDP growth for the fourth consecutive quarter. This was due to the terms
of trade improving for the fourth consecutive quarter. Income outflows from
households and firms to foreign countries have decelerated (Table 2-2-1).

Trends in GDP components in Q3 2023
Household final consumption expenditure fell for the second consecutive quar-
ter in 2023 (-0.2% QoQ), and while spending on face-to-face services continued
to recover with the end of the pandemic, spending on goods remained sluggish
due to a decline in real income caused by inflation.

Looking at the components of household final consumption expenditure
(-0.3% QoQ), spending on durable goods, such as passenger cars and household



Section 2 / The Japanese Economy: Recent Developments and Short-Term Forecasts 125

Table 2-2-1 Qo_Q changes i_n real GDP and its demand-side components
(units: %, % points)

Private | Private | Private
0 final con-| resi- | non-res-
anated sumption| dential | idential

Private Government| : o
inven- | Public | final con- 51 ';'Iggtc P‘:’eb’},'(‘;r';
chtaorges demand) sumption |\ changes

expendi- | invest- | invest-
ture ment ment

19Q4(-10.6|-2.7| -29| -3.0 53 210 T 0.2 0.1 03] -0.1 0.0 BNl -1.6|-2.3|-2.6
20Q1| 21| 0.5 0.6 0.6 0.9 -4.7 45| -04 0.0 0.0/ 0. 00| -0.1| -44/-38| 0.6
20Q2|-27.6(-7.8| -49| -52 -8.1 0.1 -6.9 0.4 0.3 0.2| 45 0.0/ -2.8/-17.3|-0.5|-6.8
20Q3| 24.0| 5.5 27 2.1 5.3 -4.8 0.0, -06 0.5 23| 04 0.0 29| 99|-7.4| 54
20Q4| 76| 1.9 1.3 1.2 1.7 0.0 1.8 -0.1 0.2 08| 1.3 0.0 0.5| 9.1| 55| 1.9
21Q1| 1.1/ 0.3 0.2 0.2 =1%3 1.7 1.1 0.6 0.0 -0.1| -0.1 0.0 0.1| 3.0/ 23|-05
21Q2| 1.5/ 0.4 0.6 0.3 0.3 1.7 12| -0.1 0.3 U7 SlE] 0.0/ -03| 3.3|5.1|-0.1
21Q3| -1.7|-0.4| -0.7| -0.7 -1.2 -1.1 =17 0.2 0.1 13 =58 0.0 0.2| -0.5|-1.9|-1.1
21Q4| 46 11 1.1 1.5 28) -0.8 0.3 00, -04 -1.2| 33 0.0 0.0/ 0.0(-0.3| 0.5
22Q1| -24|-06| -0.1 0.0 -1.1 -1.2 0.0 06, -0.1 0.7| -45 00| -05 1.5|43|-1.0
22Q2| 4411 1.0 0.9 20 -2.6 2.1 -0.4 0.1 07| -2.0 0.0 0.1| 22| 15| 0.2
22Q3| -0.4|-0.1 0.4 0.4 0.1 0.4 1.8 0.0 0.0 02| 1.1 -0.1 -05| 22| 49|-0.7
22Q4| 1.0/ 0.2| -0.2| -04 0.0 0.7 08| -0.2 0.2 0.5| -0.1 0.1 04| 15/-0.7| 0.7
23Q1| 5.0| 1.2 1.6 [IE5) 0.9 0.3 1.8 0.7 0.1 02| 19 00| -04| -36(-1.5| 1.8
23Q2| 36| 09| 07| -08 -0.6 7 -1.3| -03 0.0 -0.1| 15 0.0 1.6| 3.8|-3.3| 1.6
23Q3| -29|-0.7| -0.6| -0.6 -0.2 -0.5 -0.4| -05 0.0 03] -0.8 0.0, -0.1| 0.4 08|-04

Note: Domestic demand, private demand, private inventory change, public demand and net exports are contri-
butions. Others are QoQ changes.
Source: National Accounts, Economic and Social Research Institute, Cabinet Office; “Preliminary Quarterly GDP
Estimate for Q3 2023 (2nd Preliminary Figures)

durables, declined for the second consecutive quarter (-2.9% QoQ). Spending
on semi-durable goods, such as clothing, fell for the first time in two quarters
(-3.2% QoQ). Spending on non-durable goods, such as food, also declined for
the second consecutive quarter (-0.3% QoQ), partly due to inflation. Meanwhile,
spending on services increased for the sixth consecutive quarter (+0.4% QoQ),
but growth remained sluggish (less than 1%) for the third consecutive quarter.

Within fixed capital formation, real private residential investment fell for the
first time in five quarters(-0.5% QoQ). Real private non-residential investment
fell for the second consecutive quarter(-0.4% QoQ). The BOJ’s short-term eco-
nomic survey of Japan (Tankan) shows that companies have a strong appetite
for capital investment, but the recovery has been moderate over the past three
quarters (January-September).

The contribution of real private inventory changes to real GDP growth was
-0.5%pt QoQ, marking the second consecutive quarter of negative growth.

Within public demand, real government final consumption expenditure
increased for the first time in two quarters (+0.3% QoQ). Real public fixed capital
formation declined for the first time in three quarters (-0.8% QoQ). This is due
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to the impact of the round of the national land consolidation and supplementary
budgets.

The real exports of goods and services increased +0.4% QoQ, marking
the second consecutive quarter of positive growth. Therein, the exports of
goods increased +0.5% QoQ, marking the second consecutive quarter of pos-
itive growth, but the underlying tone was weak. On the other hand, services
exports (including direct domestic purchases by non-resident households) fell
for the first time in six quarters (-0.3% QoQ). Demand by inbound tourism, i.e.
direct domestic purchases by non-resident households, fell -5.0% QoQ, marking
the first decline in five quarters. On the other hand, the real imports of goods
and services increased for the first time in three quarters, +0.8% QoQ. Therein,
goods imports fell for the third consecutive quarter(-0.4% QoQ). On the other
hand, the imports of services (including direct purchases abroad by resident
households) increased +5.1% QoQ, marking the third consecutive quarterly
increase.

Looking at deflators, the domestic demand deflator increased for the 11th
consecutive quarter (+0.3% QoQ). Therein, the household final consumption
expenditure deflator rose for the 11th consecutive quarter at +0.5%, accelerat-
ing somewhat from the previous quarter. The effect of high consumer prices
continues to be felt. The private non-residential investment deflator also rose for
the 11th consecutive quarter (+0.9%). On the other hand, the private residential
investment deflator fell for the fourth consecutive quarter (-0.2%). In terms of
external demand deflators, the deflator for exports of goods and services rose
for the second consecutive quarter (+2.8%), while the deflator for imports of
goods and services rose for the first time in four quarters (+1.9%). The terms
of trade improved for the fourth consecutive quarter, but the extent of improve-
ment decelerated. Overall, the GDP deflator rose for the fourth consecutive
quarter (+0.5%).

As a result, although real GDP fell -0.7% QoQ (or annualized -2.9% QoQ),
while nominal GDP fell by a negligible -0.0% QoQ (or annualized -0.2% QoQ),
marking the first decline in four quarters.

Three consecutive quarters above the pre-pandemic peak

The second official advance estimate of Japan’s GDP is characterized by a sig-
nificant upward revision of the growth rate for the second half of FY2022. As a
result, real GDP (JPY 557 4 trillion) in Q1 2023 recovered its pre-pandemic peak
(JPY 557.3 trillion in Q3 2019) for the first time, and it has exceeded that peak for
three consecutive quarters. Nominal GDP also exceeded its pre-pandemic peak
(JPY 561.5 trillion) for the fourth consecutive quarter (Table 2-2-2).
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Household final consumption expenditure (-2.3%) and private investment
(-4.5%) are still lagging behind, but service exports (+6.7%) have exceeded
their pre-pandemic peak for the third consecutive quarter, partly due to a sharp
recovery in demand by inbound tourism. Meanwhile, goods imports (-0.9%) fell
below their peak for the second consecutive quarter, reflecting weak domestic
demand (Table 2-2-2). Although a recovery in household final consumption
expenditure is expected, driven by service consumption and the normalization
of socioeconomic activities, the real compensation of employees (non-seasonally
adjusted) has declined for eight consecutive quarters (YoY), partly due to per-
sistently high inflation. A recovery in consumption will require a turnaround in
real wages.

o Adjustment process from the COVID-19 pandemic: Real GDP and
Table 2-2-2 - .
its components (pre-pandemic peak=100)

Private final Govern-

GDp | Goods |Services | consump- rr::lveastte ment | Goods |Services |Nominal
imports | imports | tion expen- e sp_end- exports | exports | GDP
diture ing

19Q3 100.0| 100.0| 100.0, 100.0| 100.0| 100.0| 100.0 100.0| 100.0
19Q4 97.3 98.2 96.1 96.5 949 100.2 97.9| 100.3 98.0
20Q1 97.7 93.7 94.7 97.4 95.4| 100.3 95.6 88.7 98.7
20Q2 90.2 94.8 89.4 89.5 91.8| 101.3 78.1 76.7 91.5
20Q3 95.1 87.2 84.7 94.2 88.5| 103.1 88.9 733 96.3
20Q4 96.9 93.7 84.3 95.9 89.4| 1039 98.3 75.1 97.8
21Q1 97.2 96.1 85.4 94.6 93.7 103.8 100.8 79.1 98.1
21Q2 97.5 99.4 94.6 95.0 94.4 105.0 104.7 79.7 98.6
21Q3 97.1 98.3 90.7 93.9 93.8| 105.4| 1039 80.6 98.1
21Q4 98.2 98.1 90.0 96.6 93.7| 103.8| 103.9 80.3 98.9
22Q1 97.6| 1027 92.3 95.6 96.3| 103.5| 106.4 78.3 98.8
22Q2 98.7 | 105.0 91.6 97.5 95.6| 103.8| 1078 83.3 99.7
22Q3 98.6| 106.6| 107.6 97.6 97.2| 103.9| 109.4 88.1 99.3
22Q4 988 | 107.2| 1023 97.6 95.6| 104.6| 109.3 95.5| 101.0
23Q1 100.0| 103.8| 107.7 98.4 99.9| 105.1 1029| 101.1 103.3
23Q2 100.9 99.5| 107.8 97.8 98.0| 105.2| 106.3| 107.0| 106.0
23Q3 100.2 99.1 113.3 97.7 95.5| 105.4| 106.8| 106.7| 106.0

Source: Authors’ calculations based on the National Accounts, Economic and Social Research Institute, Cabi-
net Office, Government of Japan, and the “Preliminary Estimate of Quarterly GDP (Second Preliminary
Estimate) for Q3 2023.

2. Forecasts for Japan’s Economy: FY 2023-2025

(1) Assumption about exogenous variables
Regarding our assumptions about domestic policy (exogenous variables),
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we estimate that real public fixed capital formation in Q3 2023 declined -0.8%
QoQ, the first decline in three quarters. Based on data by the Ministry of
Land, Infrastructure, Transport and Tourism’s General Construction Statistics
(volume basis), we estimate that public works in September (seasonally
adjusted) increased for the first time in two months(+0.4% MoM). As a result,
Q3 is estimated to have seen a small but consecutive three-quarter increase of
+0.3% QoQ. In virew of these trends, we assume real public fixed capital forma-
tion growth of +3.0% in FY 2023, +1.7% in FY 2024, and +0.9% in FY 2025.

On November 10, 2023, the Cabinet approved the FY 2023 supplementary
budget. Reflecting these and other current developments, we assume that real
government consumption expenditures will grow by +0.9% in FY 2023, +0.3% in
FY 2024, and +0.2% in FY 2025.

Of the overseas environment (exogenous variables), the most important are
the assumptions concerning crude oil prices, world trade, and exchange rates.
The crude oil price (average price of WTI, Dubai, and North Sea Brent) peaked
in the Q2 2022 ($109.41) and then declined to $76.54 in the Q2 2023. We expecte
the price to reach $80.58 in Q1 2024, $73.08 in Q1 2025, and $78.30 in Q1 2026.
The annual average is assumed to be $82.15 in FY 2023, $81.48 in FY 2024, and
$75.77 in FY 2025.

The outlook for real world trade is based on S&P Global’s Global Economic
Outlook, November 2023. In real terms, global exports of goods and services
will slow sharply from +6.7% in 2022 to +0.9% in 2023 and will recover to +3.7% in
2024 and +4.5% in 2025.

The U.S. central bank (the Fed) shifted to a tighter monetary stance after
March 2022, and maintained its tightening bias at the November 2023 FOMC
meeting, although the policy rate range was not raised from the previous meet-
ing to 5.25-5.50%. Investors reacted by assuming that the tightening cycle was
over, resulting in lower interest rates and a rebound in equity prices. Meanwhile,
at the July Monetary Policy Meeting, the BOJ maintained its current accommo-
dative monetary policy (YCC) but made the long-term interest rate range more
flexible, raising the cap to 1.0%. Furthermore, it decided to make another revi-
sion in October, but this has not had any impact on the JPY exchange rate. The
difference in the monetary policy stance between Japan and the U.S. is likely to
keep the JPY weak in the short term. However, the JPY is likely to appreciate
gradually. Therefore, we assume exchange rates of 144.0 JPY/USD for FY 2023,
139.8 JPY/USD for FY 2024, and 132.3 JPY/USD for FY 2025 (Table 2-2-3).
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Table 2-2-3 Summary of APIR’s Forecast Results

Real GDP (%) 1.5 1.7 1.4 1.1
Private demand (contribution) 2.0 -0.0 0.9 0.9
Private final consumption expenditure (%) 2.7 0.0 0.9 0.8
Private residential investment (%) -3.4 25 1.6 0.3
Private non-residential investment (%) 34 -0.1 2.1 2.9
Private inventory changes (contribution) 0.1 -0.3 0.1 0.0
Public demand (contirbution) 0.0 0.4 0.1 0.1
Government final consumption expenditure (%) 1.4 0.9 0.3 0.2
Public investment expenditure (%) -6.1 3.0 1.7 0.9
Public inventory changes (contribution) 0.0 -0.0 0.0 0.0
External demand (contribution) -0.5 1.4 0.4 0.1
Exports of goods and services (%) 4.7 4.1 3.8 2.4
Imports of goods and services (%) 7l -2.7 1.9 1.9
Nominal GDP (%) 23 5.1 1.8 23
GDP deflator (%) 0.8 33 0.4 1.2
Domestic corporate price index (%) 9.5 2.1 -0.5 -0.0

Core consumer price index (%) 3.1 2.8 2.0 1.4
Industrial production index (%) -0.3 -0.5 1.1 1.6
New housing starts (%) -0.6 -5.7 0.1 -0.1
Unemployment rate (%) 2.6 2.6 25 2.4
Current account balance (JPY trillion) 8.3 23.6 24.3 25.2

% of nominal GDP 1.5 4.0 4.0 4.1
Crude oil price (USD/barrel) 92.5 82.2 81.5 75.8
USD/JPY exchange rate 135.4 144.0 139.8 132.3
USA real GDP (%, calendar year) 1.9 2.5 1.5 1.5

Note: % change from the previous year, others are notes.

(2) Projected real GDP growth rate: +1.7% in FY 2023, +1.4% in FY
2024, +1.1% in FY 2025
‘We have revised our outlook for the Japanese economy, incorporating the second
official advance GDP estimate for 2023 Q3 as well as our new assumptions con-
cerning exogenous variables (fiscal and monetary policy and variables related
to overseas economies). We now forecast real GDP growth of +1.7% in FY 2023,
+1.4% in FY 2024, and +1.1% in FY 2025 (Table 2-2-3). On a calendar-year basis,
this translates to +2.1% in 2023, +1.3% in 2024, and +1.2% in 2025.
Looking at the contributions to real growth by GDP components, the con-
tribution of private demand will slow down significantly to -0.0%pt in FY 2023
from +2.0%pt in FY 2022. The contribution of public demand, on the other hand,
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will accelerate to +0.4%pt from -0.0%pt in the previous year. In FY 2024, private
demand, public demand, and net exports will prop up the economy by +0.9%pts,
+0.1%pts, and +0.4%pts, respectively. In FY 2025, private demand, public demand,
and net exports will contribute +0.9%pt, +0.1%pt, and +0.1%pt, respectively
(Figure 2-2-3).
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Figure 2-2-3 Real GDP Growth Rate and Contribution by ltem: %.

Looking at private demand, in FY 2023, real private final consumption
expenditure and real private residential investment are expected to make small
positive contributions of +0.0%pt and +0.1%pt, respectively. In contrast, real pri-
vate non-residential investment and real private inventory changes are expected
to make negative contributions of -0.0%pt and -0.3%pt. In FY 2024, real household
final consumption expenditure, real private residential investment, real private
non-residential investment, and real private inventory changes will all make pos-
itive contributions of +0.5%pt, +0.1%pt, +0.3%pt, and 0.1%pt, respectively. In FY
2025, real private final consumption expenditure will contribute +0.4 %pt, real
private residential investment +0.0%pt, real private non-residential investment
+0.5 %pt, and real private inventory changes +0.0%pt (Figure 2-2-4).

In the second official advnace estimate, the second half of FY 2022 was
revised upward, and the carry-over effect in the growth rate for FY 2023 was
raised. Therefore, looking at real GDP (actual and forecast) on a quarterly basis,
the level will be raised, but the growth rate pattern will not change significantly
compared to the previous forecast (Figure 2-2-5).
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Note: Actual figures through Q3 2023, projected figures thereafter.

(3) Household Sector: Zero growth in FY 2023 household consump-
tion due to delayed growth in real wages.
With the normalization of socioeconomic activities, the forced savings accumu-
lated during the COVID-19 pandemic were gradually directed toward service
consumption expenditures. However, the acceleration and elevation of CPI
inflation suppresses the growth of real disposable income, making spending
on goods consumption selective. In fact, real household final consumption
expenditure declined for the second consecutive quarter in Q3 2023. Growth
in real disposable income is essential for a sustained recovery in household
consumption.
According to the Monthly Labor Survey by the Ministry of Health, Labor
and Welfare’s (final, all industries, establishments of 5 or more employees),
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nominal wages in October increased YoY for the 22nd consecutive month
(+1.5%). However, real wages declined for the 19th consecutive month, falling
-2.3% YoY (Figure 2-2-6). As a result, nominal wages in Q3 increased +0.9% YoY
for the 10th consecutive quarter, while real wages declined -2.8% YoY for the 6th
consecutive quarter.

In the wage hikes resulting from the 2023 annual wage negotiations was
+3.60% (+2.20% in 2022), the highest since 1993 (+3.90%) (Ministry of Health,
Labor and Welfare’s “Status of Spring Wage Increase Demands and Compromises
by Major Private Corporations”). Although wage hikes exceeding this level are
expected next year, on an all-industry and all-size basis, scheduled salaries have
grown in the 1% YoY range since May 2023.

Since consumer price inflation will slow only moderately from the second
half of FY 2023 onward, a positive reversal in real wage growth is not expected
until FY 2025 or later. As a result of these trends, we forecast that real household
final consumption expenditure will grow +0.0% in FY 2023, +0.9% in FY2024, and
+0.9% in FY 2025.

According to the Ministry of Land, Infrastructure, Transport and Tourism,
new housing starts in September decreased by -6.8% YoY, marking the fourth
consecutive monthly decline. The seasonally adjusted figure was -1.5% MoM, the
first decline in two months. As a result, Q3 starts fell -2.2% QoQ for the second
consecutive quarter. On the other hand, planned construction expenditure (1 x
residential construction + 0.7 x combined residential-industrial construction),
which well explains GDP-based private residential investment, increased YoY
by 3.1% in September, marking the fifth consecutive month of growth. The sea-
sonally adjusted figure (APIR estimate) was -3.1% MoM, the first decline in two
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Figure 2-2-6 Total Wages: % change from the same month last year

Source: “Monthly Labor Survey,” Ministry of Health, Labor and Welfare
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months. As a result, the Q3 fuigure is likely to have decreased -1.2% QoQ, the
first decline in three quarters.

Reflecting the current peak-out of housing construction cost inflation, real
private residential investment in FY2023 will turn positive at +2.5% but will not
recover from the previous year’s decline (-3.4%.) We forecast a moderate recov-
ery at +1.6% in FY2024 and +0.3% in FY2025.

(4) Corporate Sector: Despite strong potential for investment growth,
actual growth likely to be moderate due to supply constraints
According to the Ministry of Economy, Trade and Industry’s (METI), the
Indicex of Industrial Production (seasonally adjusted; 2020=100) rose +1.3%
MoM in October, reaching 104.9, and marking the second consecutive month
of increase (Figure 2-2-7). As a result, the October value rose +1.4% over the
Q3 average. METI maintained the underlying tone of production at “steady” for
the third consecutive month. According to the Survey of Production Forecasts
for Manufacturers (preliminary basis), manufacturing output in November
is expected to decline -0.3% MoM, but it is expected to rise +3.2% MoM in

December. If the forecast is accurate, Q4 production will rise +1.9% QoQ.

Factoring in these current conditions, we forecast the Index of Industrial
Production for FY 2023 to decline -0.5% YoY, and then to increase +1.1% in FY
2024, and +1.6% in FY 2025.

The Tertiary Industry Activity Index (seasonally adjusted, 2015 aver-
age=100) fell for the second consecutive month in October to -0.8% MoM. As
a result, in October the index was -1.3% lower than the Q3 average (Q3: +0.8%
QoQ). METI revised its assessment of the economy downward from the
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previous month, stating that the economy “appears to have stalled” (Figure 2-2-
8). Therein, the index for the face-to-face service industry (2015 average=100)
fell -0.5% MoM in October, marking the third consecutive monthly decline. As
a result, in October the index was -2.6% lower than the Q3 average (Q3: +3.7%
QoQ).

According to the Q2 2023 Survey of Corporate Business Enterprises
released by the Ministry of Finance, ordinary profits (seasonally adjusted,
excluding the financial and insurance sectors) for all industries increased by
9.5% QoQ for the second consecutive quarter (Q1: +7.4% QoQ). This was the
record-high profits. In the manufacturing sector, the increase was +12.5% QoQ,
the second consecutive quarterly increase. In the non-manufacturing, it was
+8.0%, the third consecutive quarterly increase.

Corporate earnings remain at high levels, and there is strong potential for
expansion, especially in response to labor shortages and investment in digi-
tal technologies (DX). Downside risks are the growing uncertainty about the
economic outlook due to the slowdown in overseas economies and supply con-
straints for capital goods.

Looking at investment-related indicators, the capital goods shipments index
rose for the second consecutive month in October, by +3.7% MoM (Figure 2-2-9).
As a result, October saw an increase of +3.0% over the Q3 average.

According to the Cabinet Office, Core Machinery Orders (private demand
excluding ships and power: seasonally adjusted), a leading indicator of private
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food services, other lifestyle-related services, and entertainment industry indexes; the tourism-related
index is a weighted average of the tourism-related index of the face-to-face services index. 2015 average
=100.

Source: Tertiary Industry Activity Index, Ministry of Economy, Trade and Industry
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Figure 2-2-9 Capital Goods Shipment Index (seasonally adjusted, 2020=100)

Source: “Indices of Industrial Production,” Ministry of Economy, Trade and Industry

capital investment, increased for the second consecutive month in October
(+0.7% MoM). As a result, October saw an increase of +1.5% over the Q3 average
(Q3:-1.8% QoQ).

According to the outlook survey conducted at the end of Q3, private-sector
demand for Q4 is expected to decrease for the first time in two quarters (-4.7%
QoQ). Public-sector demand (+7.6% QoQ) and demand by public-sector agen-
cies (+1.5% QoQ) are expected to increase, while external demand is expected
to decline for the first time in three quarters (-3.8% QoQ). Potential investment
demand is strong, but the actual state of current capital investment is highly
uncertain.

Real private non-residential investment in FY 2023 is projected to decline
-0.1% YoY, but to then recover by +2.1% in FY 2024 and +2.9% in FY 2025.

(5) External Sector: FY 2023 net exports revised upward due to im-

proved terms of trade and recovery of inbound tourism demand
According to preliminary Trade Statistics released by the Ministry of Finance,
the November trade balance was -776.9 billion yen, a deficit for the second con-
secutive month despite a contraction of -62.2% YoY over last year’s deficit. The
seasonally adjusted figure was -408.9 billion yen, the 30th consecutive monthly
deficit, although the deficit margin narrowed by -18.4% MoM (the first negative
figure in two months). As a result, the October-November average trade deficit
contracted by -12.6% from the Q3 average.

Exports (seasonally adjusted) in November fell by -1.8% MoM for the second
consecutive month, while imports (seasonally adjusted) shrank by -2.7% MoM,
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also for the second consecutive month. Comparing the October-November aver-
age with the Q3 average, however, both exports and imports increased by +1.2%
and +0.4%, respectively.

On a volume basis (seasonally adjusted, APIR estimates), the export
volume index fell for the second consecutive month in November (-4.2% MoM),
while the import volume index declined for the first time in three months (-3.4%
MoM). Compared to the Q3 average, the October-November average of the
export volume index fell by -4.4% and the import volume index fell by -0.1%. The
October-November average contribution of real net goods exports of to GDP
growth was negative.

By region, November exports (seasonally adjusted by APIR) to Asia shrank
by -2.8% MoM, to China by -0.4% MoM, to the U.S. by -5.1% MoM, and to the EU
by -9.6% MoM. Comparing the October-November average to the Q3average,
the decline rate was -5.1% to Asia, -1.6% to China, -3.3% to the US, and -7.9% to the
EU. Exports to the U.S. have been strong so far due to the pickup in the U.S.
economy, but exports to key regions are in a general decline at present (Figure
2-2-11). On the other hand, in November, imports from Asia declined by -4.6%,
from China by -5.7%, from the U.S. by -3.7%, and from the EU by -0.7% MoM.
Compared to the Q3 average, the October-November average was -1.7% lower
for imports from Asia, but +3.1% higher for imports from China, +2.8% higher
for imports from the U.S., and +5.3% higher for imports from the EU (Figure
2-2-10).

Considering these factors, real exports of goods and services in FY2023 are
projected to grow by +4.1% YoY in FY 2023, by +3.8% YoY in FY 2024, and by +2.4
YoY in FY2025. Real imports of goods and services are projected to decline by
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Figure 2-2-10 Export Volume Index by Region (2020=100)

Source: Trade Statistics, Ministry of Finance; seasonally adjusted values are APIR estimates.
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-2.7% YoY in FY 2023, but then to increase by +1.9% YoY in FY 2024, and by +1.9%
YoY in FY 2025.

In value terms, the trade deficit margin is likely to narrow as the terms of
trade improve. A sharp recovery in inbound tourism demand will contribute to a
narrowing of the deficit margin in the services balance. As the primary income
balance is expected to remain positive and large, the current account balance is
projected to be +JPY 23.6 trillion in FY 2023, +JPY 24.3 trillion in FY 2024, and
+JPY 25.2 trillion in FY 2025,

(6) Price trends: Goods prices down, services prices up

According to the Bank of Japan, the domestic corporate goods price index (2020
average=100) rose YoY for the 33rd consecutive month in November (+0.3%) but
has slowed for 11 consecutive months. The figure remained below 1% for the
second consecutive month (Figure 2-2-11).

The dollar-yen exchange rate (monthly average) for November was 149.83
yen, up 5.2% YoY, marking the 33rd consecutive month of yen depreciation. As
a result, the JPY-based export price index (2020 average=100) rose +4.7% YoY,
marking for the fourth consecutive month of increase. The JPY-based import
price index (2020 average=100) fell -6.1%, marking the eighth consecutive month
of decline. As a result, the terms of trade index (export price index/import price
index*100) stood at 81.7 (2020 average=100) in November, up 8.4 points from
the same month last year, marking the eighth consecutive month of improve-
ment (Figure 2-2-12).

According to the Ministry of Internal Affairs and Communications, the
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Figure 2-2-11 Domestic Corporate Goods Price Index (2020=100)

Source: Bank of Japan, Domestic corporate goods price index
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National Consumer Price Index (2020 average=100) rose YoY for the 27th con-
secutive month in November (+2.8%). The core index excluding volatile fresh
food rose for the 27th consecutive month (+2.5%), and inflation remained in the
2% range for the third consecutive month. The core-core index excluding fresh
food and energy rose for the 20th consecutive month (+3.8%). Inflation also
slowed for the third consecutive month (Figure 2-2-13).

Looking at the components of the National Consumer Price Index in
November YoY, energy prices declined YoY for the 10th consecutive month, fall-
ing -10.1%. Their contribution to the index was -0.87%. This is due to government
measures to curb electricity and gas prices, as a result of which electricity bills
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Figure 2-2-12 Terms of Trade (2020=100)

Source: Authors’ calculations based on Bank of Japan, Domestic corporate goods price index.
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fell for the 10th consecutive month (-18.1% YoY), and gas bills in urban areas
fell for the sixth consecutive month (-16.8% YoY). According to the Ministry
of Internal Affairs and Communications, the impact (contribution) of the
“sudden fluctuations in electricity and gas prices” was -0.49%. Non-energy prices
increased for the 20th consecutive month at +4.1%. The contribution to overall
CPI inflation was +3.67%. Therein, food prices (excluding fresh food) rose for
the 29th consecutive month (+6.7%). Food inflation, however, decelerated for
the third consecutive month. Its contribution to overall CPI inflation was +1.56%.

By category, goods prices increased YoY for the 31st consecutive
month(+3.3%). The contribution of goods prices to total inflation was 1.76%.
Goods prices peaked in January 2023 (+7.2% YoY) and have been on a decel-
erating trend. Services prices rose for the 16" consecutive month (+2.3%). The
contribution to total inflation was +1.08%. Among service expenditures, the
increase in hotel rates was impressive (+62.9% YoY). Hotel rates kept rising for
the eighth consecutive months due to strong inbound travel. The contribution
to total inflation was +0.45%.

Considering the current situation, the domestic corporate goods price index
is projected to increase by +2.1% in FY 2023, but then decline by -0.5% in FY 2024,
and -0.0% in FY 2025.

Although goods prices turned to a downtrend due to the fall in import
prices, due to the rise in service prices, consumer price inflation is expected to
remain high, in the 3% range, in the first half of FY 2023 but it is likely to decel-
erate in the second half of the year. As a result, we forecast core CPI inflation to
be +2.8% in FY 2023, +2.0% in FY 2024, and +1.4% in FY 2025.

The GDP deflator is projected to be +3.3% in FY 2023, +0.4% in FY 2024,
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and +1.2% in FY 2025, with a slowdown in FY 2024-25 as the terms of trade are
expected to improve (Figure 2-2-15).
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IRIE, Hiroaki; INADA, Yoshihisa

1. Retrospective of the Kansai economy in FY 2022 and
the first half of FY 2023

In FY 2022, the Kansai economy generally picked up as socioeconomic activities
normalized, and although the number of new COVID-19 infections reached the
sixth and seventh waves during FY 2022, no emergency declarations or other
strict behavioral restrictions were imposed. In May 2023, the handling of COVID-
19 was shifted to category 5, and economic and social activities have returned to
normal and become more active. FY 2023 also saw a continued pickup, but the
pace of recovery was slow, and some signs of deterioration were evident.

Below is a sector-by-sector retrospective of the Kansai economy in FY 2022
and beyond, focusing on monthly economic indicators.

(1) Household sector

The household sector in the Kansai region picked up moderately in FY 2022.
Sentiment, large retail sales, the employment environment, and the hous-
ing market all held up well, partly due to more relaxed action restrictions on
the COVID-19 infection expansion compared to the previous year. However,
households were faced with higher consumer prices for a wide range of items,
particularly food and energy. As a result, real wages continued to deteriorate. In
FY 2023, the gradual recovery continued, but growth remained sluggish due to
weak trends in income and employment conditions and sentiment.

Consumer Sentiment

The FY 2022 Consumer Confidence Index was 31.6, down 4.4 points from the
previous year, marking the first deterioration in two years (Figure 2-3-1).
Although the level was higher than in FY 2020 (29.7), when the COVID-19 pan-
demic began, sentiment deteriorated as the number of new positives increased
in the 6" and 7" waves. However, it subsequently began to recover, mainly due
to the government’s emphasis on maintaining economic and social activities and
not imposing behavioral restrictions; it reached 38.3 in May 2023, the highest
level since the COVID-19 pandemic, but has remained weak and sluggish ever
since.
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Figure 2-3-1 Consumer Confidence Index

Source: Cabinet Office, “Survey of Consumption Trends”

Income environment

The income environment continued to show steady growth in nominal terms but
continued to decline in real terms due to high prices (Figure 2-3-2), with gross
nominal wages in Kansai in FY 2022 (APIR estimate) averaging JPY 318,361 per
month. This was an increase of 2.2% YoY, marking the second consecutive year
of year-on-year growth. Real wages (i.e. excluding the effect of price fluctuations
based on the consumer price index) were down 1.4% from the previous year.
The Kansai region is also facing rising consumer prices, and wage growth is not
keeping pace with the growth in prices.
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Figure 2-3-2 Gross Nominal W.ages and Real Wages (% change from the same
month of the previous year)

Source: Ministry of Health, Labour and Welfare, “Monthly Labor Survey,” etc.
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Employment environment

The employment environment picked up as socioeconomic activities normalized
(Figure 2-3-3), and the ratio of job offers to applicants in the Kansai region
in FY 2022 was 1.19, up 0.11 points from the previous year, marking the first
improvement in two years. The national ratio for FY 2022 was 1.31. On a monthly
basis, the Kansai region had been improving for 14 consecutive months since
November 2021, but since the beginning of 2023, the number of job openings
has remained almost unchanged. While job openings in the accommodation/
restaurant and retail sectors are increasing, those in the manufacturing and con-
struction sectors, which are facing cost increases, are being held down, with the
trend differing somewhat by industry sector.

Large retailers’ sales

Large- retailers’ sales recovered due in part to a recovery in customer traffic and
higher prices (Figure 2-3-4). The overall sales of large retailers in the Kansai
region in FY 2022 totaling JPY 3,744.8 billion, up 7.2%, the second consecutive
year of YoY growth and above the FY 2019 level. The growth is higher than that
of the nation as a whole (+4.5% YoY).

Therein, department store sales (on an all-store basis) totaled JPY 1,429.8
billion, up 20.5% from the previous year, marking the second consecutive year
of year-on-year growth, and have been recovering steadily since 2023 on the
back of a recovery in customer traffic. In addition, supermarket sales totaled
JPY 2,307.4 billion. YoY, sales increased for the first time in seven years, up 0.3%.
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Figure 2-3-4 Department store and supermarket sales (YoY: %)

Note: Based on all stores
Source: Kansai Bureau of Economy, Trade and Industry, “Department Store and Supermarket Sales”

(2) Corporate Sector

In FY 2022, the corporate sector in the Kansai region showed different trends
among industries. In the manufacturing sector, both production and business
confidence were weak due to soaring raw material prices and a slowdown in
overseas economies. On the other hand, the non-manufacturing sector generally
recovered with the resumption of economic activity, especially in face-to-face
services such as lodging, food services, and retail.

Business confidence

According to the Bank of Japan’s Osaka Branch Tankan survey, the Diffusion
Index (DI) for business conditions in Kansai (firms of all sizes in all industries)
was positive for the eighth consecutive quarter as of the December 2023 survey
(Figure 2-3-5). Compared to the nation as a whole, there is no significant differ-
ence. By industry, the manufacturing sector has been in and out of the vicinity
of zero since 2022. The non-manufacturing sector recovered steadily, especially
in face-to-face services.

Industrial production

The production index has been sluggish due to the global shortage of semicon-
ductors and soaring raw material prices (Figure 2-3-6). The production index
for FY 2022 was 93.5 (2015=100, seasonally adjusted). This was -2.2% from the
previous year, the first decline in production in two years. The trend is similar
to the national level. The electronic components/devices industry, ceramic/soil
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Figure 2-3-6 Indices of Industrial Production (seasonally adjusted)

Source: Kansai Bureau of Economy, Trade and Industry, “Kansai Region Industrial Production Trends”

and stone products industry, and plastic products industry contributed to the
overall decline in production, which has continued to fluctuate since 2023.

Capital investment

According to the Bank of Japan’s December 2023 Tankan survey, capital invest-
ment by companies in the Kansai region in FY 2022 (all sizes and all industries)
was up 8.7% from the previous year (Table 2-3-1). Growth was high, especially
in the manufacturing sector. The planned investment in FY 2023 is +6.0% over
the previous year, which is a modest increase compared to the previous year’s
growth, but still shows an aggressive stance.
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Table 2-3-1 BOJ Tankan: Planned Capital Investment

Kansai
All indus- Manufac- Non-manu- All indus- Manufac- Non-manu-
tries turing facturing tries turing facturing
FY 2022 8.7 14.4 5.1 9.2 9.0 9.3
FY 2023 6.0 7.0 5.4 12.8 14.6 11.7

Source: Bank of Japan, Osaka Branch, “Tankan: Short-term Economic Survey of Enterprises (Kansai Region)

(3) External Sector

For the external sector, we focus on trade in goods and exports of services
(inbound tourism demand). Both exports and imports of goods increased for
the second consecutive year. As for exports of services, a remarkable recovery
was seen as a result of the increase in the number of foreign visitors to Japan
following the substantial easing of waterfront measures such as the removal of
the cap on the number of people entering Japan.

Trade in goods

Both imports and exports in FY 2022 set new FY records for the second year
in a row (Figure 2-3-7). The price changes for both imports and exports were
significant due to rising resource prices and the depreciation of the yen. Exports
totaled JPY 21,729.1 billion, up 13.0% from the previous year, marking the second
consecutive year of growth. Mineral fuels and steel contributed to the increase.
However, this growth was modest compared to that in exports for the nation as
a whole (+15.5% YoY). Exports to China were higher in the Kansai region than
in the nation as a whole, and the impact of the zero-COVID policy is thought to
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Figure 2-3-7 Exports, imports, and trade balance

Source: Osaka Customs, “The Summary Report on Trade of Kansai”
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have had a large impact. Exports to the U.S., the EU, and China respectively
increased YoY by 29.4%, 16.1%, and 4.0% (Figure 2-3-8). While exports to
Europe and the U.S. were relatively firm, those to China gradually declined due
to the impact of the zero-COVID policy lockdown. Since FY 2023, the trend has
been weak due to the contraction of world trade.

Imports totaled JPY 20,958.7 billion, up 26.2% YoY, marking the second con-
secutive year of year-on-year increase, as did exports. Crude oil, natural gas, and
manufactured gas increased, and imports have been declining since the second
half of FY 2022, as the sharp rise in crude oil prices has subsided.

The trade balance was +JPY 771 billion, the eighth consecutive year of sur-
plus, but the surplus was smaller than that of the previous year (+JPY 2.6 trillion).

Inbound tourism demand

A remarkable recovery was seen in the number of international visitors to Japan
due to the significant relaxation of border control measures, including the
removal of the cap on the number of visitors to Japan.

According to the Ministry of Justice, the number of international visitors
to Japan in FY 2022 was 9,029,000 nationwide, of which 2,042,000 entered Japan
from Kansai International Airport (Figure 2-3-9). Since October 2022, the
number of international visitors to Japan have increased rapidly due to the sig-
nificant relaxation of the COVID-19 border control measures by the Japanese
government. The number of visitors reached 656,000 in October 2023, surpass-
ing for the first time the level of the same month in 2019 (652,000), the month
before the COVID-19 pandemic.
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Figure 2-3-8 Exports by region (YoY)

Source: Osaka Customs, “The Summary Report on Trade of Kansai”
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Figure 2-3-9 xil:g]obr?r of foreign visitors to Japan via Kansai International

Source: Ministry of Justice, “Immigration Statistics”

Department store duty-free sales also continue to pick up (Figure 2-3-10).
According to the Osaka branch of the Bank of Japan, duty-free sales at depart-
ment stores in the Kansai region almost tripled in FY 2022, up 201.8% from the
previous year. The depreciation of the yen boosted sales of cosmetics and high-
end products, etc. Duty-free sales exceeded the same month in 2019, which
was before the COVID-19 pandemic, in June 2023, and reached a record single
month in October of the same year.

(4) Public sector
The public sector (public works) in the Kansai region remained steady com-
pared to the nation as a whole.
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Figure 2-3-10 Department store duty-free sales (April 2013=100)

Source: Bank of Japan, Osaka Branch, “Department Store Duty Free Sales (Kansai Region)”
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In FY 2022, the value of the completed public works in the Kansai region
totaled JPY 3,016.5 billion, a YoY increase of 9.4% (Figure 2-3-11). This is the
fourth consecutive year of YoY increase since FY 2019, when retroactive data
became available. On a monthly basis, the Kansai region posted year-on-year
growth for 21 consecutive months from July 2021 to March 2023. Large-scale
public investment projects, such as the development of land on Yumeshima, the
site of the Osaka-Kansai Expo, the Shinmeishin Expressway, and the Yodogawa
Left Bank Route, have been progressing, and in FY 2023, the region continued
to show steady growth, exceeding the previous year’s level. The value of com-
pleted public works in nationwide was JPY 21,783.7, an increase of 1.1% YoY.
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Figure 2-3-11 Public works output (YoY)

Source: Ministry of Land, Infrastructure, Transport and Tourism, “General Construction Statistics”

2. Kansai Economic Forecast: FY 2023-25

The forecast of the Kansai economy for FY 2023-25, reflecting the latest economic
indicators in and out of the Kansai region, including the second preliminary
GDP report for Q3 2023, and the forecast results of the Japanese economy.

(1) Kansai GRP growth forecast: FY 2023 +1.3%, FY 2024 +1.6%,
FY 2025 +1.4%.

We forecast that Kansai’s real GRP growth will be +1.3% in FY 2023, +1.6% in FY

2024, and +1.4% in FY 2025 (Table 2-3-2, Figure 2-3-12). Actual forecasts for

past years are +2.5% for FY 2021 and +1.4% for FY 2022, with moderate growth

in the 1% range from FY 2022 onward, recovering to pre-COVID-19 pandemic

levels in FY 2023.
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Table 2-3-2 Results Table of Kansai Economic Forecast

FY 022 | 2023 | 2024 | 2025

Private final consumption expenditure 1.6 2.6 0.4 1.1 0.8
Private residential investment A 15 3.6 1.2 0.1 1.3
Private non-residential capital investment 1.2 1.6 2.1 2.3 2.8
Government final consumption expenditure 3.0 1.1 0.7 0.3 0.4
Public fixed capital formation A 15 0.8 4.0 2.9 2.4
Exports 8.4 2.7 0.7 2.1 3.4
Imports 4.1 6.0 0.1 1.3 3.2
Real GRP 2.5 1.4 1.3 1.6 1.4
Private demand (contribution) 1.0 2.1 0.6 1.1 1.0
Public demand (contribution) 0.4 0.2 0.4 0.3 0.2
Net exports (contribution) 1.0 A 09 0.3 0.2 0.2
Nominal GRP 2.3 2.0 43 1.9 2.9
GRP deflator A 0.1 0.5 3.0 0.3 1.4
Consumer Price Index 0.0 2.8 2.8 2.1 1.6
Industrial Production Index 52| A22| A00 1.1 1.6
Unemployment rate 3.0 29 3.0 29 2.8

Note: Unit %, except for Unemployment rate, is the growth rate from the previous year; FY 2021-22 is the actual
forecast; FY 2023-25 is the forecast.
Source: Prepared by the author
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Figure 2-3-12 GRP Forecast Results and Contribution to Growth

Source: Prepared by the author

Let us look at the contribution of each demand item to growth. Private
demand will be the driver of growth with +0.6 %pts in FY 2023, +1.1 %pts in FY
2024, and +1.0 %pts in FY 2025. Public demand will also support growth by +0.4
%pts in FY 2023, +0.3 %pts in FY 2024, and +0.2 %pts in FY 2025. External demand
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will be weak, at +0.3 %pts in FY 2023, +0.2 %pts in FY 2024, and +0.2 %pts in FY
2025.

Comparing the Kansai and Japan economic forecasts, the growth rate for
FY 2023 will be lower in Kansai than in the nation as a whole but will be higher
in Kansai in FY 2024-25 (Figure 2-3-13). Private demand and public demand,
especially capital investment, will be stronger than in the nation as a whole.

(2) Forecasts by sector

(1) Private sector

The breakdown of the contribution of private demand to GRP growth will be +0.2
%pts in FY 2023, +0.6 %pts in FY 2024, and +0.5 %pts in FY 2025 for the household
sector. The corporate sector will be +0.4 %pts in FY 2023, +0.5 %pts in FY 2024,
and +0.5 %pts in FY 2025.

In the household sector, real private final consumption expenditures is pro-
jected to grow by 0.4% in FY 2023, +1.1% in FY 2024, and +0.8% in FY 2025. Real
private residential investment is projected to increase by 1.2% in FY 2023, +0.1%
in FY 2024, and +1.3% in FY 2025. Both household consumption and housing
investment are expected to recover at a slower pace, due to the thriftiness asso-
ciated with high prices and sluggish growth in real wages.

Real private capital investment, which accounts for the bulk of the corporate
sector, is forecast to grow by 2.1% in FY 2023, 2.3% in FY 2024, and 2.8% in FY
2025. Private capital investment plans continue to be on the rise, and this will
continue to support growth in the future.

(2) Public sector
The contribution of public demand to real GRP growth is forecast to be +0.4 %pts
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Figure 2-3-13 Economic Growth Rates in Kansai and Nationwide

Source: Prepared by the author
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in FY 2023, +0.3 %pts in FY 2024, and +0.2 %pts in FY 2025.

Real Government final consumption expenditure growth is expected to be
+0.7% in FY 2023, +0.3% in FY 2024, and +0.4% in FY 2025. And, real public fixed
capital formation is expected to grow by +4.0% in FY 2023, +2.9% in FY 2024, and
+2.4%in FY 2025. From FY 2024 onward, public investment growth in the Kansai
region is expected to exceed that of the nation as a whole in preparation for the
hosting of the World Exposition.

(3) External sector
The contribution of extraterrestrial demand to real GRP growth is expected to
be small, at +0.3 %pts in FY 2023, +0.2 %pts in FY 2024, and +0.2 %pts in FY 2025.

Real export growth is projected to be +0.7% in FY 2023, +2.1% in FY 2024,
and +3.4% in FY 2025. The Japanese Economic forecasts export growth of +4.1%
in FY 2023 and +3.8% in FY 2024, which is lower than the Kansai Economic
forecast. Kansai’s exports to China were below the previous year’s level in the
first half of FY 2023, reflecting the large weight of exports to China in the Kansai
region, which has a large impact, both positive and negative. Real import growth
is projected to be +0.1% in FY 2023, +1.3% in FY 2024, and +3.2% in FY 2025,
reflecting current performance and weak domestic demand. As a result, the
contribution of net exports to real GRP growth will be +0.2 %pts in FY 2023, +0.3
%pts in FY 2024, and +0.1 %pts in FY 2025.

The contribution of real domestic net exports is projected to be +0.1 %pts in
FY 2023, -0.1 %pts in FY 2024, and +0.1 %pts in FY 2025.

(4) Employment and income environment
The Unemployment rate is projected to gradually improve to 3.0% in FY 2023,
2.9% in FY 2024, and 2.8% in FY 2025.

Growth in per capita employment income is expected to be moderate, at
+1.3% in FY 2023, +1.4% in FY 2024, and +1.9% in FY 2025. Growth in the CPI is
expected to slow gradually, to +2.7% in FY 2023, +2.1% in FY 2024, and +1.5% in
FY 2025. As a result, real wage growth will be -1.5% in FY 2023, -0.7% in FY 2024,
and +0.3% in FY 2025. It will take until FY 2025 for real wages to turn positive.

3. Recovery process from COVID-19 pandemic in Kansai
prefectures: GRP advance estimation

In Japan, official prefectural GRP figures are released about two years later
than the release of the national GDP figure. For that reason, APIR has been
making its own advance estimates of the actual GRPs for the six prefectures in
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Figure 2-3-14 Recovery process of Kansai prefectures from the COVID-19
pandemic

Source: APIR “Kansai Economic Insight Quarterly,” No. 66

the Kansai region for previous years that have not yet been published.

Figure 2-3-14 shows the change from FY 2020-23 when the FY 2019 GRP
for each prefecture is set at 100.

In FY 2020, when the COVID-19 pandemic began, the largest decrease in
GRP was seen in Wakayama Prefecture (-6.6 points), followed by Kyoto (-6.1
points), Osaka (-4.6 points), Nara (-4.5 points), Hyogo (-3.5 points), and Shiga
(-2.6 points). The Kansai region (six prefectures) saw a decline of -4.4 points.

Looking at the next two years, FY 2021-22, when the COVID-19 pandemic
continued, Hyogo, Kyoto, Osaka, and Wakayama prefectures reversed their pos-
itive trend. Shiga Prefecture recovered to its pre-COVID-19 level in FY 2021. On
the other hand, unlike other prefectures, Nara Prefecture is not on a recovery
track and has been slow to recover from the COVID-19 pandemic.

FY 2023 is also entering a new phase for each prefecture. Osaka and Kyoto
prefectures will maintain their recovery pace, and Shiga will also maintain its
pre-COVID-19 level. Hyogo and Wakayama prefectures will deteriorate from the
previous year, and recovery from the COVID-19 pandemic will be delayed. Nara
Prefecture has been stagnant since the COVID-19 pandemic and shows little
signs of recovery.

Finally, the contribution of each prefecture to the growth rate of the Kansai
economy in FY 2020-23 is shown in Figure 2-3-15. In FY 2020, under the eco-
nomic impact of COVID-19, the negative contribution of each Kansai prefecture




154 Chapter 2 / The Economies of Japan and Kansai: A Retrospective and Outlook

(%pY)

1.0 E E S { . == Wakayama
0.0 / — — = Nara

-1.0 == Shiga

-2.0 / == Kyoto

30 4.4 == Hyogo
4.0 == Osaka
-5.0

FY 2020 | FY 2021 FY 2022 | FY 2023 —O— Total(Kansai)
confirmed | estimate | estimate | forecast

Figure 2-3-15 Kansai’s contribution to real growth by prefecture

Source: APIR “Kansai Economic Insight Quarterly,” No. 66

increased significantly, and the real GRP growth rate of the entire Kansai region
was -4.1%, close to the negative growth rate of the nation as a whole. in FY 2021,
the growth rate of the entire Kansai region was +1.2%. In FY 2022, Osaka and
Kyoto prefectures boosted the growth of the Kansai region, resulting in a real
GDP growth rate of +1.3%, similar to that of the nation as a whole. In FY 2023,
growth in the Kansai region is expected to remain flat, mainly due to a slump in
the manufacturing sector. While Osaka Prefecture will continue to show strong
growth as it did in FY 2021 and FY 2022, all other prefectures will see either
modest or negative growth.
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Column C

Economic Impact of Hanshin-Orix Championships

jon in

TAKABAYASHI, Kikuo,; IRIE, Hiroaki; SHIMOYAMA, Akira;
SHIMODA, Mitsuru, INADA, Yoshihisa, NOMURA, Ryosuke

Introduction

In 2023, the Central League championship was won by the Hanshin
Tigers (Hanshin) and that of the Pacific League by the Orix Buffaloes
(Orix), with both of these professional baseball teams based in the
Kansai region. In the Climax Series, the league champions of both the
Central and Pacific League won the series, making it the first time in 59
years that two teams from the Kansai region faced off in the so-called
“Kansai Derby.” Finally, Hanshin won the Japan Series for the second
time in 38 years.

In Column C, in addition to the analysis of the Hanshin and Orix
championships, the economic ripple effects of the Climax Series, Japan
Series, subsequent victory-related sales, and victory parades are mea-
sured using the APIR-Kansai interregional input-output tables.” The
procedure for measuring economic ripple effects is shown in Figure
2-CC-1.

First, we estimate the new demand generated by winning the cham-
pionship. New demand is estimated by dividing it into three categories:

[Official Games] [Postseason]

\

Victory
Parades

Climax Series

Won the League in
Final Stage

Official Games

Japan Series

+ Consumption at + Consumption at + Consumption at + Related-
Stadiums Stadiums Stadiums expenditures
Hanshin and Orix Hanshin and Orix Hanshin and Orix Consumption and
+ Consumption outside + Consumption + Consumption operating fees
Stadiums outside Stadiums outside Stadiums
Hanshin and Orix Hanshin and Orix Hanshin and Orix
+ Victory-related Sales + Championship and
Gratitude Sales
2023/3/31 10/4 10/18 10/21 10/28 11/511/23

..................................................................................................

Figure 2-CC-1 Procedure for estimating economic ripple effects

Source: Prepared by the author

1) For a detailed analysis, see APIR-Kansai Interregional Input-Output Tables Project
Team (2023).
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1) consumption by spectators at the stadium; 2) consumption outside
the stadium during official games and the postseason; and 3) the league
championship, the Japan championship, and the “Gratitude Sale” (here-
inafter referred to as “victory-related sale”), and victory parades. New
demand is assumed by region and industry, and is refined to reflect
the actual situation as much as possible. The 2015 Interregional Input-
Output Table for the Kansai Region were used to calculate the economic
ripple effects of the estimated new demand on the entire nation and the
Greater Kansai region.

1. Consumption at stadiums

Consumption by stadium-visitors is calculated by multiplying the number
of stadium visitors by per capita consumption price. By assuming the
case where a team does not win the championship (hereafter referred to
as “a normal situation”) and the case where a team did so this year, the
difference between the two is considered as the new demand generated
by the championship.
(1) Number of spectators at stadiums
Hanshin’s average number of spectators per game in normal conditions
is 2,901,110, calculated by multiplying the average attendance of 40,861
per game during the 15 years from 2006, the subsequent year of its last
championship to 2019 before the COVID-19 pandemic, by 71, the number
of games hosted in 2023. The total attendance in 2023 was 2,915,528.

Orix’s average number of spectators per game in normal conditions
is calculated in the same way, using the average number of spectators
from 2006 to 2019 before the COVID-19 pandemic as in the case of
Hanshin, i.e., 20,939. Multiplying this by 72, the number of games con-
ducted in 2023, Orix’s average attendance is estimated to be 1,507,583.
The total number of spectators in 2023 was 1,947,453.

Therefore, the increased attendance due to the 2023 championship
would be 14,418 for Hanshin and 439,870 for Orix.

Next, let’s look at postseason attendance. Since post-season games
are a net increase compared to normal conditions, the number of spec-
tators thus motivated is directly attributable to the incremental increase
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due to the holding of post-season games. In the Climax Series, Hanshin
held three games and Orix four games at their home stadiums, with
respectively attendance totaling 127,913 and 141,311. In the Japan Series,
three games were held at Hanshin Koshien Stadium and four games at
Kyocera Dome Osaka. The attendance for the three games at Koshien
Stadium totaled 123,075, while that for the four games at Kyocera Dome
Osaka totaled 134,323. In addition, public viewing of the 6% and 7" games
in the Japan Series was held at Hanshin Koshien Stadium, totaling 25,887
people over the two days.
(2) Assumed unit consumption price at stadiums
We then identified the following four items of consumption for stadiums
games: tickets, transportation, food and beverages, and merchandise
purchases, and assumed unit consumption of these items in normal con-
ditions and in 2023 for each team.
(3) Result: Consumption Expenditures by Spectators at sta-
diums
Multiplying the number of stadium spectators in 1.(1) by the assumed
unit consumption price in 1.(2), the respective amounts of consumption
expenditures by stadium spectators in normal conditions and during this
year, can be calculated. The calculation results are summarized in Table
2-CC-1.

2. Consumption outside stadiums

Next, we consider consumption outside stadiums. The estimation here is
the multiplication of the number of fans and additional unit consumption
prices outside stadiums, which is the amount of additional consumption
that occurs in the league championship and postseason.

(1) Assumption of fan population

Population estimates are made for the number of people who will addi-
tionally spend money outside stadiums as a result of the Hanshin-Orix
victories, i.e., the fan populations of the two teams. Using the results
of the annual “Popular Sports Survey” conducted by Central Research
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Table 2-CC-1

Spectator Attendance, Consumption Prices, and Spending
by Spectators at Ballparks

........................ 0 sssecessssccssssecssssccssssccssssccssssceesssscssssscsssssesssssccssses o

Number of People

Hanshin Orix
Normal Di Normal Di
ear A ence Year A ence

Average Num-

ber of Visitors

to a Official 40,861 41,064 203| 20,939 27,048 6,109
Game

Total Number

of Visitors to 2,901,110 2,915,528 14,418 1,507,583 | 1,947,453 | 439,870
Official Games

Climax Series 0| 127913| 127,913 0| 141311] 141,311
Japan Series 0 123,075| 123,075 0| 134323| 134,323
Public Viewing 0| 25887| 25,887 0 0 0

Average Unit
Price per

Game in Yen

Hanshin

Annual Expenditure
in a Milli

Average Unit
Price per
Game in Yen

Annual Expenditure

in a Million Yen

Ticket \ X , I J , 3 ,
Transportation 2,825 2927 8,196 8,533 337 2,825 2927 4,259 5,700 1,441
Food and

beverage 2,064 2171 5,988 6,331 343 2,064 2171 3112 4,229 1,17
Goods 1,429 2,245 4,147 6,545 2398 1,918 3012 2,892 5,866 2975
Total 9,971 10996 28,927 32,058 3,131 10,248 11,551 15,450| 22,49 7.046

Hanshin
Average
Unit Price

per Game |in a Million

in Yen
4,373

259

2927

810

2171 601 2171 598
""" 748 207 753 208
10220 2178 9517 2131

Source: Prepared by the author

Services, Inc and the Mitsubishi UFJ Research and Consulting (2022),
we estimated the Hanshin fan total to be 4.04 million and the Orix fan
total to be 673,333 in Japan.

(2) Assumed unit consumption price: Official games and post-

season
Next, for consumption outside stadiums, we assumed the unit price for
food and beverages and other consumption such as team merchandise.
We assumed that an additional JPY 10,000 per person a year would be
spent on food and beverages when a favorite team wins the league cham-
pionship. In addition, we assume that each fan spends JPY 1,000 a year
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for the purchase of merchandise and other items. There is no difference
between teams in this assumption.

As for Hanshin, additional expenditures will be incurred due to their
achievement of the first Japanese championship in 38 years. The unit
price of the additional expenditures is assumed to be JPY 2,000 for food
and beverages and JPY 200 for the purchase of team merchandise. The
predicted expenditures for the purchase of merchandise, etc. is assumed
to be the same as for the league championship. For Orix, additional
expenditures are not calculated.

(3) Result: Consumption Expenditures outside stadiums
Multiplying fan population by region and the assumed unit consumption
price, we calculated the amount of consumption expenditures by fans in
each region outside stadiums associated with the league championship
and the Japan championship. The calculation results are summarized in
Table 2-CC-2.

3. Victory-related Sales and Victory Parades

This subsection illustrates the new demand generated by victory-re-
lated sales at department stores to commemorate the Hanshin and Orix
championships and by the victory parades held in Kobe and Osaka on
November 23 to celebrate the two teams’ victories.

(1) Victory-related Sales

Regarding victory-related sales, we limited our estimates to the Hanshin
Department Store Umeda main store and the Kintetsu Department Store
Abeno Harukas Kintetsu main store, and compared sales from May to
August 2023, as well as sales in September and November 2023 for both
stores.

Regarding the league championship sales, the figures for the
Hanshin Umeda main store and the Kintetsu Abeno Harukas store were
estimated at JPY 1.799 billion and JPY 506 million, respectively, for a total
of JPY 2.305 billion.

The combined sales figures in the Hanshin Umeda main store and
the Kintetsu Abeno Harukas store were estimated at JPY 1.496 billion,
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comprising JPY 1.43 billion and JPY 66 million for the Kintetsu Abeno
Harukas store for the Japan Championship sale and the gratitude sales,
respectively.

Fan population and consumption expenditures outside
stadiums

Ina Ina Ina Ina Ina Ina Ina
Million Million | Million | Million | Million | Million | Million
Yen Yen Yen Yen
! 88 0 0
14,243 142 14 1 6 6 1 28 3 0 1 1 0
186,242 1,862 186 19 74 74 19 n 37 4 15 15 4
338,743 3387 339 34 135 135 34 677 68 7 27 27 7
11,897 1,190 119 476 476 119 2379 238 24 9 9% 24
7,343 734 73 294 294 73 1,469 147 15 59 59 15
1,795 180 18 72 72 18 359 36 4 14 14 4
1,261 126 13 50 50 13 25 2 3 10 10 3
140 14 1 6 6 1 28 3 0 1 1 0
295 29 3 12 12 3 59 6 1 2 2 1
Are:; 1218815 12188 1219 122 488 488 122| 2438 244 2% %8 %8 2%
Total 4,040,000 40400 4,040 404 1,616 1,616 404 8,080 808 81 323 323 81

Orix in League Championship
Food | Other

Ina
Million

Yen Yen
: 0 0
5352 54 5 1 2 2 1
Shiga 24,031 240 24 2 10 10 2
43,709 437 4 4 17 17 4
153,508 1,535 154 15 61 61 15
94,746 947 9% 9 38 38 9
Nara 23,161 232 2 2 9 9 2
16,276 163 16 2 7 2
1,641 16 2 0 1 1 0
2199 22 2 0 1 1 0

Other

Ren 306431) 3064 306 31 123 123 3
Total 673,333 6,733 673 67 269 269 67

Source: Prepared by the author

(2) Victory Parade

On November 23, victory parades were held simultaneously in
Sannomiya, Kobe, and Midosuji, Osaka, to celebrate the league cham-
pionships of Hanshin and Orix, with the teams switching places in the
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morning and afternoon. Blessed with fine weather, the parades attracted
a total of 1 million spectators, comprising 300,000 in Kobe and 200,000 in
Osaka in the morning, and 150,000 in Kobe and 350,000 in Osaka in the
afternoon, according to an organizer’s estimate. Consumption expendi-
tures by parade spectators, such as food, drink, and transportation costs,
as well as operating expenses spent on the parades, also had economic
ripple effects.

Total consumption expenditures associated with the victory parade
are estimated at JPY 1.06 billion for Osaka and Hyogo prefectures, com-
prising JPY 150 million for transportation and JPY 410 million for food
and beverages in Osaka Prefecture, and JPY 150 million for transpor-
tation and JPY 340 million for food and beverages in Hyogo Prefecture.
In addition to the consumption expenditures, the parade also generated
new demand of JPY 500 million in operating expenses such as security at
associated parade sites and parade operation expenses.

4. Economic Ripple Effects of Hanshin-Orix Victory

Based on the assumptions in subsections 1, 2 and 3, the economic ripple
effects of the Hanshin-Orix league championship, postseason, and vic-
tory parades were calculated using the 2015 Interregional Input-Output
Table for the Kansai Region.

(1) New demand

‘We estimated the new demand generated by the Hanshin and Orix cham-
pionships by dividing it into consumption by spectators in and outside of
stadiums during the league championships and postseason, as well as by
victory-related sales and victory parades. New demand generated by the
league championships was JPY 62.02 billion, 13.20 billion for postseason,
JPY 3.80 billion for the victory-related sales, and JPY 1.56 billion for vic-
tory parades, for a total of JPY 80.58 billion. Table 2-CC-3 shows these
figures broken down by expenditure item and region.

By item, the final demand of the league championship was JPY 47.57
billion for Hanshin and JPY 14.45 billion for Orix, for a total of JPY 62.02
billion. Final postseason demand was JPY 11.07 billion for Hanshin and
JPY 2.13 billion for Orix, for a total of JPY 13.20 billion. Final total demand
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from victory-related sales was JPY 3.80 billion, comprising JPY 2.31 bil-
lion from the league championship and JPY 1.50 billion from the Japan
championships and gratitude sales. The final demand for the victory
parades totaled JPY 1.56 billion.

By region, both Hanshin and Orix were highest in Osaka Prefecture,
with JPY 17.04 billion and JPY 8.29 billion, respectively. Although Hanshin
had the larger amount, the ratio of Osaka Prefecture in total final demand
(excluding victory parades) was 29% for the Hanshin region and 51% for
the ORIX region. The rates for other regions were 28% for Hanshin and
26% for Orix, indicating that the final total demand generated by champi-
onships by Kansai teams is not limited to the Kansai region.

Japan
In a Million Yen Champion-
ship and
Gratitde
Sales

Consumption at Stadiums

Tickets 53| 1514] 1566 559 518] 1.077] - - Y
Transportation 337)1.441] 1.778] "810| T807] 1617] - - 73395
Food and Beverage 343 1.117] 1.460]601| T598] 1.200] - 659
Goods 2398] 2.975] 5373 207| 208] 45| - s 788
pdditional Consumption outside |44 440/ 7,407|51,847| 8888 0| 8888l - - - 160735
[Food and Beverage 40,400 6.733]47.133] 8,080 0] 8080] - - B3
|Goods and Other Consumption | 4,040 673| 4,713 808 0 808 - - - 5,521

League Championship, Japan

Championship, and Victory Sales B - - B - - 2305 149/ - 3.801
Victory Parades - - - - - - - - 1,564| 1,564
Total 47,571]14,452162,023/11,066| 2,131[13,197| 2,305 1.496| 1,564|80,584
By Region

Fukui 152 71 40 0 264 0.3 0.4 1.1 0.0 0.3
Mie 192 71 19 0 283 0.3 0.4 0.5 0.0 0.4
Shiga 2,496 325 23 0|..2844 4.3 2.0 0.6 0.0 3.5
Kyoto 4,534 584 158 0| 5277 7.7 35 4.2 0.0 6.5
Osaka 17,043| 8,286| 2,827 844| 29,000 29.1 50.0 744 54.0 36.0
Hyogo 13,000/ 2,397 139 719| 16,255 22.2 145 3.7 46.0 20.2
Nara 2,415 324 39 0| 2778 4.1 2.0 1.0 0.0 3.4
Wakayama 1,694 224 29 0 1,948 2 1.4 0.8 0.0 2.4
Tottori 201 39 23 0 263 0.3 0.2 0.6 0.0 0.3
Tokushima 402 39 16 0 458 0.7 0.2 0.4 0.0 0.6
Other Areas 16,506| 4,223 487 0| 21,215 28.1 25.5 12.8 0.0 26.3
Total 58,637 16,583| 3,801 1,564| 80,584 100.0 100.0 100.0 100.0 100.0

Source: Prepared by the author
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(2) Economic ripple effects of the Hanshin-Orix Japan Series:

Impact on the Kansai economy
The economic ripple effects were measured based on the new demand
shown in Table 2-CC-3. Here, we looked at the effect of the new demand
generated (direct effects) and the additional indirect effect generated to
meet this demand (indirect effects). Indirect effects include first-order
spillovers from induced production of intermediate goods as well as sec-
ond-order spillovers from increased incomes. The sum of the direct and
indirect effects is the total economic ripple effect.

The total economic impact of the league championship, postseason,
victory-related sales, and the victory parades is JPY 160,733 million, com-
prising JPY 71,999 million for direct impacts and JPY 88,733 million for
indirect impacts.

While the aforementioned economic ripple effects are on a national
basis, they are important to the impacts on regional economies. Since
our analysis used the 2015 Interregional Input-Output Table for the
Kansai Region, it is possible to determine in which regions economic
ripple effects occur.

As Figure 2-CC-2 shows, by region, the economic ripple effect in
the Greater Kansai region was JPY 93,557 million (58.2%), and JPY 67,176
million (41.8%) in other regions excluding Greater Kansai. Looking at
the economic ripple effects for the Kansai prefectures (Figure 2-CC-3),

Hanshin in League 5‘5.803
Championship 790

\
15,241
1.364

1!6,659
10,281

Orix in League

Championship 1

Postseason

33

,17‘8
i W Kansai 10 Prefectures [
(‘N B Other Areas

Victory-related sales h

: 2,
Victory Parades rsé

93,557

Total 67.1 76‘ ‘

|

(JPY million) 0 10000 20,000 30,000 40,000 50,000 60000 70,000 80000 90,000 100,000

Figure 2-CC-2 Economic rlpp_le effects by region: 10 prefectures in
Greater Kansai and other regions

Source: Prepared by the author
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(JPY million)
80,000 ; T
Hanshin
70,000 H W Orix 67176
Postseason
|| ® Victory-related sales 1
coe W Parades
50,000 M Total 1
42,722
40,000 —1
Sojee 25087 |
20,000 — —
9552 | | |
10 T 4579 2136 3047
709 1844 ] F | 51" se2 11ig)

Fukui Mie Shiga Kyoto OsakaHyogo Nara Wakayama Tottori Tokushima Other Areas

Figure 2-CC-3 Economic ripple effects by region

Source: Prepared by the author

Osaka and Hyogo prefectures accounted for JPY 42.722 billion (26.6%)
and JPY 25.087 billion (15.6%), respectively.

Regarding the economic ripple effects of victory-related sales, Osaka
Prefecture accounted for the overwhelming majority with 62.8%, while
Osaka Prefecture (42.1%) and Hyogo Prefecture (35.4%) comprised 77.5%
of the ripple effects of the victory parades.

Although we have examined economic ripple effects based on
induced production prices, the economic ripple effects of the league
championships, postseason, victory-related sales, and victory parades in
the six prefectures in terms of added value were estimated to be JPY
44.076 billion. According to APIR’s latest prediction, in 2023, the nominal
GRP of the six prefectures of the Kansai region was JPY 9,337,600 bil-
lion, with these effects expected to boost the nominal GRP of the Kansai
region by about 0.05%. On a national scale, the economic ripple effects on
a value-added inducement basis would be JPY 79.3 billion, which would
boost the national nominal GDP (JPY 588.5 trillion) by about 0.01%.
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v
Section 4 )
INFLATION, 1ITs BURDEN oN HOUSEHOLDS, AND THE

EFFects oF GOVERNMENT MEASURES

LU, Zhaoying; INADA, Yoshihisa

Section 4 examines the impact of accelerated inflation in 2022 on households
in the Kansai region. Subsection 4.1 analyzes the movement in the consumer
price index by category of expenditure to identify the characteristics of inflation
in 2022. Considering that inflation was significant in food, fuel and light, the
estimate of the household burden is limited to these two expense items. Since
the proportion of expenses for these items differs by income quantile class, the
extent of the burden should also vary. Therefore, the burden amount and the
burden ratio were estimated for each income group. In addition, Subsection 4.3
examines the regional characteristics of the increase in the household burden
due to inflation. And Subsection 4.4 assesses government measures to mitigate
sharp fluctuations in electricity and gas prices from February 2023.

1. Inflation Trends in 2022

All index items of national consumer prices in 2022 reached 102.3 (2020=100),
up 2.5% from the previous year. This is the highest growth since the 2014 con-
sumption tax hike (+2.7% YoY). A characteristic of the recent price increases is
that while the service price increase rate remains low, the rate of price increase
for goods, particularly food and energy, is high. As explained in Subsection 2.2.1,
there are several factors contributing to the acceleration of consumer price infla-
tion in 2022. First, the surge in crude oil prices spilled over into resource prices
and food prices, leading to a sharp increase in import prices (contract currency
basis). Behind this lies Russia’s invasion of Ukraine. Russia’s geopolitical insta-
bility led to a sharp rise in energy prices. Moreover, Russia and Ukraine are
major exporters of wheat, and the conflict has resulted in a rise in global food
prices. The increase in import prices pushed up the production costs for com-
panies and spread to domestic corporate prices. As a result, transferring these
costs to consumers led to an increase in consumer prices.

In addition, the rapid depreciation of the JPY has been an additional factor
pushing up consumer prices. In previous economic cycles, the coexistence of
rising import prices and a weakening JPY had never occurred, however, this
time the coexistence had a significant impact on consumers.

The National Consumer Price Index is a representative cost-of-living index
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that measures price changes in goods and services purchased by households
nationwide. The rate of change in the overall index reflects the movement of
consumer prices as a whole, and to understand the specific details, it is neces-
sary to examine the trends in prices by expense item.

Table 2-4-1 displays the 2022 average trend in the National Consumer
Price Index. It shows the growth rate (YoY) and contribution levels of the over-
all index and the 10 major expense items."” Food rose +4.5% YoY, while fuel,
light and water charges rose +14.8% YoY. On the other hand, transportation and
communication fell -1.5% YoY, and medical care fell -0.3% YoY. However, when
considering the contribution levels weighted by each expense item’s signifi-
cance, they are 1.17%, 1.04%, -0.22%, and -0.01%, respectively.

Figure 2-4-1 shows the monthly contribution level of the 10 major expense
items to the growth rate of the National Consumer Price Index. Although fuel,
light and water charges account for less than 7% of total consumption expen-
ditures, the surge in the price of fuel, light and water had been a major factor
in driving up the overall consumer price index since the fall of 2021. On the
other hand, the price of food (excluding fresh food) gradually increased, and
it became the main driving factor, overtaking fuel, light and water charges
from October 2022. Looking at the contribution to the overall consumer price
index in 2022, food, fuel, light and water charges accounted for nearly 90%

Table 2-4-1 Price Index Change YoY and Contribution of the 10 Major
Expense Category Indices (2022 Average)

National National Kansai Kansai
YoY Change | Contribution | YoY Change | Contribution | Weight
(%) (% points) (%) (% points)

All items 255 = 2.3 —| 10,000
Food 4.5 1.17 4.6 1.22 2,626
Housing 0.6 0.14 0.5 0.10| 2,149
Fuel, Light and Water 14.8 1.04 117 0.83 693
Furniture and Household 38 0.15 45 018 387
Clothing and Footwear 1.6 0.06 1.4 0.05 353
Medical Care -0.3 -0.01 -0.3 -0.01 477

Transportation and

Cermuncaien -1.5 -0.22 -2.1 -0.31 1,493
Education 0.9 0.03 0.5 0.01 304
Culture and Recreation 1.1 0.10 1.0 0.10 911
Miscellaneous 1.1 0.07 1.1 0.07 607

1) For details, see “How the Consumer Price Index Works and How to Read it - Consumer
Price Index for the Base Year 2020 -,” by the Statistics Bureau of the Ministry of Internal
Affairs and Communications.
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Figure 2-4-1 Contribution Breakdown of the National Consumer Price
Composite Index (January 2020 to April 2023)
Note: Weights are based on the year 2020 when calculating contributions.

Source: Authors’ estimates based on the "Consumer Price Index” from the Statistics Bureau, Ministry of Internal
Affairs and Communications.

((1.17+1.04) /2.5%100=88.4) of the increase. In other words, the rise in consumer
prices in 2022 can be primarily attributed to the price increases in food, fuel,
light and water. The following subsections will consider the burden on house-
hold budgets due to the price increases in food, fuel, light and water.?

2. Inflation and the Burden on Households

(1) Increased Burden on Households Due to Inflation by Income

Quantile Group
Before examining the impact of rising prices on household budgets, it is nec-
essary to explain the “Family Income and Expenditure Survey.” The survey
is conducted by the Statistics Bureau of the Ministry of Internal Affairs and
Communications, which samples approximately 9,000 households nationwide
every month to investigate household income and expenditure by category. In
this paper, data from the survey on two-or-more-person households (of which
workers’ households), which have disposable income available, is used.

Even if the rate of price increase is the same, it does not affect all households
equally. By using data from the Consumer Price Index and the Family Income
and Expenditure Survey, this study examines the burden caused by price fluc-
tuations in food, fuel and light on households, categorized by annual income
quantile. All households are sorted from lowest to highest annual income and

2) Since the growth rate of water prices is almost zero, the following subsections are limited
to fuel and light only.
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Table 2-4-2 Income and Consumption Expenditures in 2021 (in JPY)

ncome | e | Food | Dt | FaodlTele | it

(Annual) ditures (Monthly) penditures @ Expem;h-

(Monthly) (Monthly) tures (%)

R‘fg‘r‘;';ael 7,263,789 309,469 78,576 15,844 25.4 5.1
Quantile I | 4,089,008 221,435 61,718 15,039 27.9 6.8
Quantile I | 5,420,871 258,599 70,361 15,226 27.2 5.9
Quantile I | 6,567,262 288,274 77.706 15,698 27.0 5.4
Quantile V | 8,208,987 338,708 82,990 16,203 245 4.8
Quantile V | 12,032,814 440,328 100,102 17,052 22.7 3.9

Source: Created based on “Family Income and Expenditure Survey” by the Statistics Bureau of the Ministry of
Internal Affairs and Communications.

divided into five quantile groups: Quantile I, Quantile II, Quantile III, Quantile
IV, and Quantile V. Table 2-4-2 shows the average actual income, food, fuel
and light expenditure amounts for all households and by annual income quan-
tile in 2021, before inflation accelerated. As can be seen from the table, while
households with higher incomes spend more on food, fuel and light, the pro-
portion of these expenditures in their total spending is lower for higher-income
households.

Since there is no data on the quantity of consumption by income group,
it is not possible to grasp the changes in household consumption patterns.
Therefore, based on the assumption that the consumption patterns of 2022 are
the same as those of 2021, the burden on households due to the rise in prices
has been estimated. The following formula is used to calculate how much the
cost-of-living expenses for households has increased each month due to the rise
in prices.

Increase in burden for expense item i in the current period
= Expenditure on expense item i in the previous period
x YoY change in price index of expense item i in the current period

For example, the increase in the food burden for January 2022 is calculated
based on the amount spent on food in January 2021 and multiplied by the rate of
increase in food prices.

Figure 2-4-2 sums up the monthly increase in burden due to the rise in
prices in 2022 for 12 months and calculates it for each income quantile. To main-
tain the same standard of living as in 2021, the average household burden for
food increased by JPY 42,491, and the burden for fuel and light increased by
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Figure 2-4-2 Increase in Food, Ifuel and Light Costs Due to Price Rises in 2022
(by Income Quantile Group)

Source: Authors’ estimates based on “Consumer Price Index” and “Family Income and Expenditure Survey” by
the Statistics Bureau of the Ministry of Internal Affairs and Communications.

JPY 37,220. As Table 2-4-2 and Figure 2-4-2 show, higher-income households
spend more on food, fuel and light, resulting in a larger increase in the burden
due to rising prices. From Quantile I to Quantile V, the increase per household
in food expenses was JPY 33,489, JPY 38,066, 41,896, JPY 44,834, and JPY 54,170,
respectively. The increase in the burden of fuel and light was JPY 35,424, JPY
35,850, JPY 36,364, JPY 38,023, and JPY 39,936 from Quantile I to Quantile V,
respectively.

(2) Percentage of Households Burdened Due to Inflation by Income
Quantile Group

In Subsection 4.2.(1), we estimated the increased burden due to rising prices.
However, when examining the impact of price increases on household bud-
gets, the additional burden alone is insufficient. Even with the same increase
in burden, higher-income households feel less of an impact than lower-income
households. To more accurately capture the effects on households, various
household attributes such as income level and number of household members
must also be considered. Here, the proportion of the increase in household
burden due to price rises to disposable income is calculated separately for each
income group as follows:
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Burden ratio for expense item i in the current year (%)

Increase in burden for expense item i in the current year

Total disposable income in the previous year

For example, the burden ratio for food in 2022 is the increase in the food
burden for 2022, as calculated in Subsection 4.2.(1) divided by the disposable
income in 2021.

Figure 2-4-3 shows the ratio of the increased burden for two-or-more-per-
son households (of which workers’ households) to disposable income due to
price increases in 2022, calculated for each income group. On national average,
the increased burden for food due to higher prices accounted for 0.72% of the
total disposable income. The increase in the burden for fuel and light was 0.63%
of the total disposable income. As Table 2-4-2 shows, the lower the income
class, the larger the proportion of food, fuel and light expenses in total con-
sumption expenditures. As a result, the ratio of the burden due to the increase
in food, fuel and light prices is larger for lower-income households than for
higher-income households. In Figure 2-4-3, the respective food burden ratio
for Quantiles I to V was 0.95%, 0.83%, 0.77%, 0.67%, and 0.58%. The burden ratio
for fuel and light expenses also decreased from 1.00% in Quantile I to 0.43%
in Quantile V as the income class increased. Since the price increase in 2022
was primarily due to rises in food, fuel and light prices, it is confirmed that the
ratio of the burden is higher for households (lower-income quantile groups) that
spend a larger proportion of their budget on food, fuel and light.

(%)

1.20
‘ = Food == Fuel and L‘\ght‘

1.00 0052

0.80 072

0.63

0.60

0.40

0.20

0.00
National Average |

Ei Proportion of Increased Burden on Food, Fuel and Light Costs to
igure 2-4-3 ] :
Disposable Income (by Income Quantile Group)
Source: Authors’ estimates based on “Consumer Price Index” and “Family Income and Expenditure Survey” by
the Statistics Bureau of the Ministry of Internal Affairs and Communications.
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3. Inflation and Household Burden by Region

(1) Inflation and Household Burden (by Region)

In Subsection 4.2, we calculated the increased burden of national average con-
sumer price inflation. However, the combination of goods and services people
consume has regional characteristics. Because the mix of consumption varies
by region and the price increase rate for each category is not the same, the
actual burden felt due to price increases also varies.

This subsection attempts to estimate the increase in household burden due
to inflation by region. Table 2-4-3 shows the income, consumer spending, and
the rate of increase in food, fuel and light prices for each of the 10 national
regions. From Table 2-4-3, while there is not much regional variation in the
rate of increase in food prices, the rate of increase in fuel and light prices varies
significantly. For instance, in Kyushu, fuel and light prices rose by 9.2% YoY in
2022, whereas in Tokai, they increased by 18.6% YoY. As in the previous subsec-
tion, we first calculated the increased burden due to price hikes as follows:

Table 2-4-3 I([_];(;nl/e) Consumption Expenditures and Price Increases by Region
s /0

........................ “eeeesssecesssscssssseesssecesssscsssssessssecessssectssssecsssecessssccssssecsssnnen s

Consumer | o | Fueland | Food/ Fuel.and
o | it | Pendtures| (EL L o
nonthiy | Menthly) SRRCEEY | tures () | Exeends
4 Y tures (%)
Meoroga |7:263789/300.469 78576 15844 254/ 51 45 148 10000

Hokkaido | 6,530,397| 277,611, 68,917, 21,301 24.8 7.7 5.3 13.6 419
Tohoku |6,404,911| 276,346 72,910/ 18,816 26.4 6.8 4.5 13.0 636
Hokuriku | 7,526,233| 320,353, 77,698 18,998 24.3 5.9 4.4 11.4 432
Kanto 7,907,560| 331,623| 85,172 14,927 25.7 4.5 4.6 179/ 3,719
Tokai 7,298,845 320,332 79,105| 15,799 24.7 4.9 4.2 18.6| 1,220
Kansai 7,095,559| 300,294| 77,823 15,072 25.9 5.0 4.6 11.7| 1,585
Chugoku | 6,434,141 284,646| 71,462 16,171 25.1 5.7 4.5 14.1 606
Shikoku | 6,986,485/ 285,062 67,175| 16,046 23.6 5.6 3.9 9.4 296
Kyushu |6,530,397| 277,611, 71,049 14,726 24.8 5.2 4.5 9.2 970
Okinawa | 5,224,277 253,374| 70,486 15,734 27.8 6.2 5.2 12.4 118

Source: Authors’ estimates based on “Consumer Price Index” and “Family Income and Expenditure Survey” by
the Statistics Bureau of the Ministry of Internal Affairs and Communications.
Note: Income and consumer expenditures are based on 2021 data, while the year-over-year inflation rate for
food, fuel and light prices is based on 2022 data.
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Increase in burden for expense item i in region A for the current period
= Expenditure on expense item i in region A for the previous period
x YoY change in price index for expense item i in region A for the
current period

For example, the increase in the food burden for Hokkaido in 2022 is based
on the amount spent on food in Hokkaido one year earlier (on a monthly basis),
multiplied by the monthly rate of increase in food prices in Hokkaido for each
month of 2022, and then totaled.

Figure 2-4-4 sums up the respective monthly increase in burden due to
price rises in 2022 for 12 months by region. Kanto saw the highest total increase
in food expenditures due to price inflation in 2022, amounting to an additional
JPY 44,923, despite the average rate of increase in food prices in Kanto being
the same as the national average (+4.5%), and lower than the rate of increase
in Hokkaido (+5.3%). However, since Kanto originally had the highest food
expenditure in 2021, it has resulted in the highest increase in the food burden
nationwide. In contrast, Shikoku had the lowest increase in food burden due to
its lower food expenditure and the lowest average rate of increase in food prices,
resulting in an increase of JPY 31,474. Kansai saw an increase in food burden of
JPY 43,487, which is roughly the national average, due to similar levels of food
expenditure and average rate of increase in food prices.

Next, let’s look at the increase in the burden of fuel and light charges. As

(JPY)
60,000

‘ mm Food = Fuel and Light ‘

50,000 4466

42,796 44,923 45961
: 43,487
42,491 739953 43188 4721.1%8&807

]
40,000 —-550
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. A Increase in Food and Electricity and Light Costs Due to Price
Figure 2-4-4 Increases in 2022 (by Region)

Source: Authors’ estimates based on “Consumer Price Index” and “Family Income and Expenditure Survey” by
the Statistics Bureau of the Ministry of Internal Affairs and Communications.
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shown in Table 2-4-3, northern regions originally had higher expenditures for
fuel and light. However, the average rate of increase in prices of fuel and light in
2022 was the highest in Tokai at 18.6%. As a result, the burden in Tokai increased
by JPY 45,961, the largest in the country. In contrast, the lowest increase of
fuel and light burden was in Kyushu at 22,795, about half that of Tokai. This is
due to Kyushu'’s lower costs and the lowest average rate of increase in prices.
In Kansai, the burden increased by 29,177. Since the fuel and light expendi-
ture in Kansai in 2021 was at the same level as the national average, and the
rate of increase in prices of fuel and light in Kansai in 2022 was lower at 11.7%,
the burden was about JPY 8,000 less than the national average. Kansai Electric
Power and Kyushu Electric Power, having operational nuclear power plants,
managed to keep electricity costs relatively low, and as a result, the increase in
the burden in Kansai and Kyushu was lower than the national average.

(2) Inflation and the Share of Household Burden (by Region)

In this subsection, we will examine the ratio of the increased household burden
due to inflation by region. Since income levels vary by region, the same increase
in burden can feel more substantial in areas with lower incomes. For this
analysis, disposable income is used as the basis for regional income, and the
proportion of the increased burden on households due to inflation is estimated
for each region as follows:

Burden ratio of expense i in region A for the current year (%)

Burden increase of expense i in region A for the current year

Total disposable income in region A for the previous year

Figure 2-4-5 calculates the ratio of the increased burden for 2022 to the
disposable income of 2021 for each region. In Okinawa, the increased burden
for food due to higher prices was the highest, accounting for 0.98% of the total
disposable income. Although Okinawa was the fourth-highest in terms of the
increase in burden, the burden ratio was the highest because of its lower dis-
posable income. On the other hand, the highest ratio of the increase in burden
of fuel and light was in Hokkaido, where the increase accounted for 0.79% of the
total disposable income. Due to the lower disposable income in Hokkaido, the
ratio of fuel and light burden was also the highest. In Kansai, the ratio of the food
burden increase was 0.75%, and for fuel and light, it was 0.50%. Compared to the
national average, the food burden ratio in Kansai was slightly higher (national
average: 0.72%, Kansai: 0.75%), while the burden of fuel and light was signifi-
cantly lower (national: 0.63%, Kansai: 0.50%).
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Source: Authors’ estimates based on “Consumer Price Index” and “Family Income and Expenditure Survey” by
the Statistics Bureau of the Ministry of Internal Affairs and Communications.

4. Estimation of the Government Measures to Mitigate
Sharp Fluctuations in Electricity and Gas Prices

Up to this point, we have examined the impact of the price surge on house-
holds in 2022. It has been clarified that the sharp rise in the cost of food, fuel
and light imposed a significant burden on households. Although fuel and light
account for only about 5% of household consumption, the surge in their prices
led the inflationary trend. Entering 2023, the effects of high international crude
oil prices and the weakening JPY were expected to further burden households
with increased costs for fuel and light. Against this backdrop, the government
introduced the measures to mitigate sharp fluctuations in electricity and gas
prices in February 2023, which provides a discount on electricity and gas bills
according to usage (hereinafter referred to as “measures”). This initiative was
implemented to alleviate the impact of significant increases in electricity and gas
costs on household budgets.?

Evaluating the extent to which the government measures have had a mit-
igating effect on households is an important issue. Given that lower-income
households bear a heavier burden for electricity and gas, as observed, it is nec-
essary to examine the impact of the measures in more detail. However, it is not

3) The discount is applied only to manufactured and piped gas, not for liquefied propane gas.
In this paper, the manufactured and piped gas is called as “gas” for convenience.
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possible to directly determine the electricity and gas price indices in the absence
of the measures. Nevertheless, using the contribution level to the price index
published every month by the Ministry of Internal Affairs and Communications
from February 2023, it is possible to estimate the electricity and gas price indi-
ces if the measures were not in place.

For example, looking at the impact on the overall price index for electricity
costs in September 2023, the contribution degree is -1.01, and the contribution
degree due to the measures as published by the Ministry is -0.82. This means
that the contribution degree due to electricity price fluctuations alone is -0.19.
The formula for calculating the contribution degree is as follows:

Contribution degree due to electricity prices fluctuations alone at time t

Electricity price index without measures at time t - Electricity price index at time t-12

Composite consumer price index at time t-12

x weight of electricity costs

The electricity price index and the overall consumer price index one year
ago, as well as the weight of electricity costs in overall consumption items, are
known. Therefore, using the above formula, it is possible to derive the monthly
electricity price index in the absence of the measures. The same approach
applies to gas price.

Figure 2-4-6 shows the actual trend of the electricity and gas price indices
with measures and the trend of these indices in the absence of measures. If
the measures had not been implemented starting February 2023, the electricity
price index would have fluctuated between 118.9 to 131.2, and gas between 120.8
to 149.2. In a scenario without measures, there would likely have been a gradual
decline from the peak in February 2023, yet the prices would have remained at
a high level.

Next, we will estimate the household expenditure on electricity and gas
without the measures using the monthly expenditure data of households with
two or more persons (of which workers’ households) from the Family Income
and Expenditure Survey. The ratio of the expenditure amount with the mea-
sures to the amount without them is equal to the ratio of the electricity price
index with the measures to the index without them. We can therefore derive the
expenditure amount without the measures using the following relationship, and
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similar calculations can be performed for gas:?

Expenditures with measures at time t

Expenditures without measures at time t

Electricity price index with measures at time t

- Electricity price index without measures at time t

Lastly, we will estimate the amount of burden alleviation for electricity and
gas provided by the measures. This is defined as the difference between the
expenditure amount without the measures and the amount with them. Table
2-4-4 aggregates the monthly alleviation amount per household from February
to October 2023, categorized by income quantile group. Due to the measures,
the average expenditure amount decreased by JPY 25,288 for electricity and
JPY 4,056 for gas. By income group, electricity bills per household were respec-
tively reduced by JPY 23,570, JPY 25,785, JPY 26,333, JPY 27,873, and 29,141 per
household from Quantile I to V. The higher the income of the households, the
greater the amount of electricity used, and thus the greater the burden reduc-
tion due to the measures. The amount of the burden reduction for gas bills from
Quantile I to V was JPY 4,226, JPY 3,943, JPY 4,044, JPY 4,208, and JPY 4,521,

4) Assuming that gas accounts for 62.25% of the total gas category, an estimated expenditure
amount was calculated for a scenario without measures.
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respectively.

On the right side of Table 2-4-4, the proportion of the alleviation amount
from February to October 2023 to disposable income during the same period
is shown for each income class. On national average, the alleviation amount for
electricity costs due to the measures accounted for 0.60% of the total disposable
income, and for gas cost, it was 0.10%. The respective proportion of alleviation
for electricity costs ranging from Quantile I to V was 0.91%, 0.76%, 0.67%, 0.59%,
and 0.50%, indicating that the percentage reductions are smaller for households
with higher incomes. A similar trend was observed for the respective burden
reduction ratio for gas bills, with 0.16%, 0.12%, 0.10%, 0.09%, and 0.08% from
Quantile I to V.

As indicated by the previous analysis, the price inflation of 2022 was pri-
marily due to essential expenses such as food, fuel and light, and the burden
was higher for low-income groups with a higher proportion of these expenses.
It was also observed that the degree of burden due to price increases varies
significantly by region. Although the burden of food costs due to price inflation
remains significant through 2023, the measures have provided a certain level of
relief for households. Specifically, while high-income households experienced
a larger amount of burden alleviation due to the measures, the proportion of
alleviation was relatively larger for low-income households when viewed as a
percentage of their income. According to the Monthly Labour Survey, real wages
have declined for 19 consecutive months, underscoring the persistent economic
pressures on households. Nonetheless, the government’s measures to mitigate
the burden of rising electricity and gas prices are anticipated to lessen house-
hold financial strains and boost consumption, which is likely to foster a positive
impact on the overall economy.

Table 2-4-4 Amount and Percentage of Burden Reduction

Amount of Burden Reduction with Proportion of Burden Reduction in

Measures (in JPY) Disposable Income (%)
Electricity Electricity
National Average 25,288 4,056 29,344 0.60 0.10 0.70
Quantile I 23,570 4,226 27,796 0.91 0.16 1.07
Quantile I 25,785 3,943 29,728 0.76 0.12 0.88
Quantile I 26,333 4,044 30,377 0.67 0.10 0.77
Quantile IV 27,873 4,208 32,081 0.59 0.09 0.68
Quantile V 29,141 4,521 33,661 0.50 0.08 0.58

Source: Authors” estimates based on “Consumer Price Index” and “Family Income and Expenditure Survey” by
the Statistics Bureau of the Ministry of Internal Affairs and Communications.
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ExpPLORING KANSAI’s PROFITABLE
INDUSTRIAL STRUCTURE

In “Kansai and the Asia Pacific Economic Outlook 2022-23,” Chapter 4, Section
1, the lack of investment was identified as the cause of the subsidence of the
Kansai economy?. The report also pointed out that, now that the environment
for infrastructure facilities is being prepared for the economic turnaround of the
Kansai economy, the challenge is how to attract and foster profitable industries.
In this chapter, we first reviewed the industrial structure of the Kansai economy
using basic data, identify growth industries, and examine the future industrial
structure. The Osaka-Kansai Expo will be an extremely important milestone
in the development of industries that will become new strengths of the Kansai
region. The development of Chapter 3 is as follows.

In Section 2, based on the analysis in Section 1, strategies for attracting
investment and human resources are discussed, and industries that will become
new strengths of the Kansai region are considered. In doing so, it selects fields
that will solve global issues from a long-term perspective and combines them
with the DX business perspective to examine which industries will become the
new strengths of the Kansai region.

In Section 3, the current state of the labor market in Kansai is reviewed,
issues are identified, and future responses to labor supply constraints are
discussed.

1) This point is analyzed in detail in Asia Pacific Institute of Research (2022) and Inada (2022).
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CHARACTERISTICS OF KANSAI’S INDUSTRIAL STRUCTURE:
THE RELATIONSHIP BETWEEN VVALUE-ADDED SHARE AND
ProDuCTIVITY

NOMURA, Ryosuke; INADA, Yoshihisa

The basic data used in this analysis is from the “2016 Economic Census for
Business Activity” conducted by the Statistics Bureau of the Ministry of Internal
Affairs and Communications. Specifically, the value added and the number of
business employees are sorted by industry, and the value added per worker is
calculated as an indicator of a “profitable industry.” Using this index, we com-
pare indices in Southern Kanto, Tokai, Kansai, and Kyushu in 20152 and clarify
the characteristics of the industrial structure®.

The “Economic Census for Business Activity” is a survey conducted every
five years covering all establishments and companies located in Japan in order
to grasp economic activities in all industrial fields at the same point in time. The
survey covers 19 major, 97 medium, 598 minor, and 742 suvsectors of industries.
It has a wider scope than Prefectural Accounts, which analyze regional value
added, and has the advantage of providing detailed information on the number
of employees, sales, and value added by industry?. The definitions of the three
indicators in the Economic Census of Activity are shown in . Using
this basic data, let’s check the economic position of each region and examine its
characteristics.

2) The regional divisions here are as follows.

Southern Kanto: Saitama, Chiba, Tokyo, Kanagawa; Tokai: Gifu, Shizuoka, Aichi, Mie;
Kansai: Osaka, Kyoto, Hyogo, Shiga, Nara, Wakayama, Fukui; Kyushu: Fukuoka, Saga, Na-
gasaki, Kumamoto, Oita, Miyazaki, Kagoshima. The data for Kansai are based on the data
for the seven prefectures.

3) The most recent Economic Census of Japan (2021 Census) was released on June 27, 2023,
but at the time of writing this report, cross-sectional data was not available for this survey.
Therefore, the analysis in Section 1 is based on the 2016 Census of Activity. However, for
the manufacturing industry subcategories described below, a portion of the results of the
2021 Survey had already been published (in December 2022) and is used in this analysis.

4) In the “Economic Census - Activity Survey, 2016,” accounting items such as the value of
manufactured goods shipped, value added, and total investment are actual results for the
period from January to December 2015. The number of establishments and employees are
as of June 1, 2016.
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Table 3-1-1 Economic Census for Business Activity

Definition of Business Establishments

A unit for each location where economic activity takes place, which in principle has the

following requirements

1. An establishment is a unit of place which occupies a certain space(1 plot) and in which
business activities are performed under a single management agency.

2. having employees and facilities to produce, sell and provide services on a continuous basis

Definition of Employee

“Persons engaged” refers to all those who belong to the establishments and work. Therefore,
persons engaged include employees loaned or dispatched to the separately operated estab-
lishments such as other companies.

Conversely, loaned or dispatched employees from the separately operated establishments
such as other companies, who do not receive their wage/salary (including wages in kind) from
the establishments concerned, are not included in persons engaged, even if they work at the
establishments.

However, family workers working at establishments of individual proprietorships are regarded
as persons engaged, even if they do not receive any wage/salary.

Definition of value added

Value added = sales value - total cost + total wages and salaries + taxes and public imposition
Total cost = cost of goods sold + selling cost and administrative expenses

This survey does not include some of the gross domestic product items included in national
accounts of Japan, mainly: Consumption of fixed capital, employer’s share of social insur-
ance premiums, imputed rent for owner-occupied homes, research and development costs,
added value for farmers, foresters and fishermen, public enterprises, and government service
producers

Source: Ministry of Internal Affairs and Communications, Economic Census for Business Activity.

2. Industrial structure of Kansai: analysis based on eco-
nomic census

(1) Comparison of industrial structure of each region

Reference Table 3-1-1 below shows the value added, the number of employee,
and the value added per employee for the entire country, Southern Kanto, Tokai,
Kansai, and Kyushu. The following analysis focuses on value added and the
number of workers.

Figure 3-1-1 compares the national share of value added for all industries
in the above regions. As the figure shows, the Southern Kanto region has the
highest share at 35.0%, followed by Kansai at 16.4%, Tokai at 13.2%, and Kyushu
at 7.9%. In order to clarify the industrial structure of each region, the top five
industries in terms of value added by major industry category are listed below:>

5) As shown in Reference Table 3-1-1, “Mining, quarrying, and gravel extraction” and “Elec-
tricity, gas, heat supply, and water supply” have by far the highest value added per capita.
Since these are equipment industries with a high capital equipment ratio, the value added
per worker is high. For this reason, Tables 3-1-2 and 3-1-3 below compare value added per
worker excluding these two industries.
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2016

[Comparison of industrial structure of each region]

Figure 3-1-2 compares the shares of the top five industries in terms of value
added in each region®. The top five industries in Japan in terms of value added
are “Wholesale and Retail trade” at 21.2%, followed by “Manufacturing” at 20.3%,
“Medical, health care and welfare” at 7.7%, “Construction” at 7.2%, and “Finance
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Figure 3-1-2 Sha_re of value added by industry (top 5 industries) in each
region: 2015

Source: Prepared by the author using the “2016 Economic Census - Activity Survey,” Statistics Bureau, Ministry
of Internal Affairs and Communications

6) See Reference Table below for detailed shares for all industries.
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and Insurance” at 6.5%.

<Southern Kanto>

In the Southern Kanto region, the industry with the highest share of value added
was “Wholesale and Retail trade” (22.6%), followed by “Manufacturing” (11.6%),
“Information and communications” (11.0%), “Scientific research, professional
and technical services” (10.4%) and “Finance and Insurance” (9.1%).

The above shows that the share of value added in the “Information and
communications,” “Scientific research, professional and technical services,” and
“Finance and Insurance” industries is higher in the Southern Kanto region than
in other regions, with the “Information and communication” and “Finance and
Insurance” industries in particular having overwhelmingly high shares.

<Tokai>
In Tokai, the industry with the highest share of value added was “Manufacturing”
(35.0%), followed by “Wholesale and Retail trade” (18.2%), “Medical, health care
and welfare” (7.7%), “Construction” (6.3%), and “Transportation and postal ser-
vices” (6.0%).

As shown above, the share of value added in the “Manufacturing” sector is
overwhelmingly higher in the Tokai region than in other regions.

<Kansai>
In Kansai, the industry with the highest share of value added was “Wholesale
and Retail trade” (22.2%), followed by “Manufacturing” (21.9%), “Medical, health
care and welfare” (10.4%), “Construction” (6.3%) and “Transportation and postal
services” (6.1%).

The above shows that the share of value added in the “Wholesale and Retail
trade” and “Manufacturing” sectors is high in Kansai, similar to that of the
nation as a whole.

<Kyushu>
In Kyushu, the industry with the highest share of value added was “Wholesale
and Retail trade” (21.8%), followed by “Manufacturing” (17.3%), “Medical, health
care and welfare” (15.0%), “Construction” (8.2%), and “Transportation and postal
services” (5.3%), Construction” (8.2%) and “Transportation and postal services”
(5.3%) followed.

The industrial structure of Kyushu is similar to that of Kansai, but the share
of “Medical, health care and welfare” is higher than that of other regions.
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(2) Comparison of Industrial Structure in Kansai Prefectures
Following Section 1.2 (1), we compare and analyze the industrial structure of
the prefectures in Kansai”. In this section, the definition of Kansai is based
on seven prefectures for comparisons among regions. When comparisons are
made among prefectures in the Kansai region, they are made on the basis of ten
prefectures (Fukui, Mie, Shiga, Kyoto, Osaka, Hyogo, Nara, Wakayama, Tottori,
and Tokushima prefectures), which are wider economic zones.

Before examining the characteristics of the industrial structure of the pre-
fectures in the Kansai region, we must first look at the national market share.
As Figure 3-1-3 shows, Osaka Prefecture has the highest share at 8.3%, fol-
lowed by Hyogo Prefecture at 3.6%, Kyoto Prefecture at 1.7%, Mie Prefecture
at 1.3%, Shiga Prefecture at 1.0%, Nara Prefecture at 0.6%, Fukui Prefecture at
0.6%, Wakayama Prefecture at 0.5%, Tokushima Prefecture at 0.5% and Tottori
Prefecture at 0.3%.

[Comparison of Industrial Structure in Kansai Prefectures]
Figure 3-1-4 compares the shares of the top five value-added industries in each
of the prefectures in the Kansai region.

As shown in the figure, the characteristics of the industrial structure of
each prefecture indicate that the top three industries are “Wholesale and Retail
trade,” “Manufacturing,” and “Medical, health care and welfare”. Of these, Shiga
(43.1%) and Mie (36.5%) prefectures have higher shares of the “Manufacturing”
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Source: Prepared by the author using the “2016 Economic Census - Activity Survey,” Statistics Bureau, Ministry
of Internal Affairs and Communications

7) See Reference Table 3-1-2 below for detailed figures.
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industry than the average share in the Kansai region (21.9%), which is a charac-
teristic of both prefectures. In the “Wholesale and Retail trade” category, Osaka
Prefecture’s share (24.9%) is higher than that of the other prefectures and above
the Kansai average (22.2%). In the third category, “Medical, health care and
welfare”, the share is higher than the Kansai average (10.4%) in all prefectures
except Osaka, Shiga, and Mie.

Looking at other industries, “Construction” occupies the fourth-largest
share (6.3%) in Kansai. It exceeds the Kansai average in all prefectures except
Hyogo (5.8%), Shiga (5.8%), and Kyoto (5.3%). Only Hyogo Prefecture (6.7%)
has a higher percentage than the Kansai average (6.1%) in the “Transportation,
postal service” category.

The share of “Finance and Insurance” was higher than the Kansai average
(6.0%) in Osaka (6.9%) and Nara (6.9%) prefectures. In “Electricity, gas, heat
supply, and water supply,” Fukui Prefecture’s share of 6.3% is overwhelmingly
higher than that of the other prefectures (Kansai average: 1.5%). This is a char-
acteristic of the energy supply structure in Kansai.

Section 1.3 calculates the value added per business employee (hereinafter
referred to as “value added per capita”) and analyzes the characteristics of each
region and prefecture.
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3. Analysis of profitable industries: comparison of value
added per capita

(1) Comparison of regional value added per capita

This section compares the ranking of the share of value added (Figure 3-1-2)
and that of value added per capita (Table 3-1-2) to see whether the industrial
structure of each region has a “profitable structure.”

As shown in Table 3-1-2, the top five industries nationwide in terms of
value added per capita are “Finance and Insurance” at JPY12.27 million, followed
by “Information and communications” at JPY9.76 million, “Scientific research,
professional and technical services” at JPY9.63 million, “Real estate and goods
rental and leasing” at JPY6.79 million and “Manufacturing” at JPY6.60 million.

In the Southern Kanto region, the industries with the highest value added
per capita are “Finance and Insurance” (JPY15.68 million), “Scientific research,
professional and technical services” (JPY14.16 million), “Information and com-
munications” (JPY10.92 million), “Real estate and goods rental and leasing”
(JPY8.85 million) and “Construction” (JPY7.04 million). The top three industries
exceeded JPY10 million.

The top five industries in terms of value added share include “Finance
and Insurance,” “Scientific research, professional and technical services,” and

Comparison of the top five industries in terms of value added per

capita:2015: Unit: JPY ten thousands

Nationwide Southern Kanto Tokai Kansai Kyushu
Finance and Finance and Finance and Finance and Finance and
1st Insurance Insurance Insurance Insurance Insurance
1,227 1,568 1,028 1.181 907
Information and s;'ri?gﬁgﬁgfzrncg‘ Information and | Information and | Information and
2nd | communications .o b~ FcCices | COMMUnications  communications - communications
976 1,416 789 836 789
Scientific research, q Scientific research,
professional and gggﬁ:ﬁ:ggt%?g Manufacturing = professional and =~ Manufacturing
3rd | technical services technical services
963 1,092 730 743 565
Real estate and | Real estate and | Scientific research, Scientific research,
goods rental goods rental professional and | Manufacturing | professional and
4th and leasing and leasing technical services technical services
679 885 709 668 549
Manufacturing Construction Wi el e Construction Clelinzenid
5th postal activities services
660 704 609 637 539

Source: Ministry of Internal Affairs and Communications, Economic Census and Survey of Economic Activity,

2008
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“Information and communications.” These industries have by far the highest
value added per capita compared to other regions. Therefore, it can be said that
the Southern Kanto region has a profitable industrial structure.

In Tokai, the industries with the highest value added per capita are “Finance
and Insurance” (JPY10.28 million), “Information and communications” (JPY7.89
million), “Manufacturing” (JPY7.3 million), “Scientific research, professional
and technical services” (JPY7.09 million) and “Transportation and postal ser-
vices” (JPY6.09 million).

Two of the top five industries in terms of value added share are included
here: “Manufacturing” and “Transportation and postal services.” In particular,
the manufacturing industry is characterized by a higher share of value added
and value added per capita than the other regions.

In Kansai, the industries with the highest value added per capita are “Finance
and Insurance” (JPY11.81 million), “Information and communications” (JPY8.36
million), “Scientific research, professional and technical services” (JPY7.43 mil-
lion), “Manufacturing” (JPY6.68 million) and “Construction” (JPY6.37 million).

Of the top five industries in terms of value added share, only two indus-
tries, “Manufacturing” and “Construction,” have high value added per capita.
“Wholesale and Retail trade” which has the largest share of value added, is not
included in the top five industries in terms of value added per capita. This sug-
gests that the Kansai region does not have a more profitable industrial structure
than the Southern Kanto region.

Finally, in Kyushu, the industries with the highest per capita added value are
“Finance and Insurance” (JPY9.07 million), “Information and communications”
(JPY7.89 million), “Manufacturing” (JPY5.65 million), “Scientific research, pro-
fessional and technical services” (JPY5.49 million) and “Compound services”
(JPY5.39 million).

Ofthe top five industries in terms of value added share, only “Manufacturing”
has a high value added per capita. As described below, Kyushu has by far the
highest value added in the semiconductor industry on the basis of subsections
of industries (see box).

m Comparison of Semiconductor Related Industries in
Kansai and Kyushu Based on Economic Census

As shown in Table 3-1-2, on major indutries basis, the value added
per capita in Kyushu is lower than that in Kansai in almost all industries.
However, the situation is different in the manufacturing industry related to
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the semiconductor industry (on a subsectors basis). Figure 3-1-5 compares
the electronic parts, devices and circuits manufacturing industry in Kansai
and Kyushu®. As the figure shows, in Kyushu, the value added per capita
of “integrated circuit manufacturing” and “semiconductor device manufac-
turing” is high, with many industries exceeding JPY10 million. On the other
hand, in Kansai, “resistors, capacitors, transformers and composite parts” and
“electronic circuit board manufacturing” are high. Thus, it can be said that
Kyushu is mainly engaged in the manufacture of integrated circuits, while
Kansai is strong in the manufacture of circuit boards on which the integrated
circuits are mounted. By reviewing the semiconductor-related industries into
subsectors, the characteristics of each region can be observed.

(JPY10,000/person)
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Resistors, capacitors, transformers and
Miscellaneous electronic parts, devices

Comparison of value added per capita in the electronic parts, devices and
circuits manufacturing industry subsector subcategory: Kansai vs. Kyushu

Source: Prepared by the author using the “2016 Economic Census - Activity Survey,” Statistics Bureau, Minis-
try of Internal Affairs and Communications

(2) Comparison of value added per capita in Kansai prefectures
Next, let us examine the characteristics of the top five industries in each of
the prefectures in the Kansai region in terms of value added per capita. See
Figure 3-1-4 for the top five industries in terms of share of value added in each
prefecture.

8) The regional classification of Kansai is based on Shiga, Kyoto, Osaka, Hyogo, Nara, and
‘Wakayama prefectures.
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As shows, the per capita value added in the “Finance and
Insurance” is the highest in each of the prefectures in the Kansai region. In par-
ticular, Osaka, Hyogo, and Nara Prefectures have more than JPY10 million, but
only Osaka Prefecture has more than the national average (JPY12.27 million).

Comparison of top 5 industries in value added per capita: 2015:

in JPY million
Kansai Osaka Kyoto Hyogo Shiga Nara
Finance and = Finance and = Finance and | Finance and = Finance and = Finance and
1st Insurance Insurance Insurance Insurance Insurance Insurance
1,145 1,319 945 1,134 886 1.177

Information Information Information Information

and commu- and commu- = and commu- = and commu- Mtaur:'?rfac— C;’Q\E’igggd
2nd | nications nications nications nications g
830 894 678 695 744 781
Scientific research, | Scientific research, Information
professional and | professional and Mfur:?;ac' Mfur:ﬂac— ng;\?igggd and commu-
3rd | technical services | technical services g g nications
724 843 655 665 650 688
Ve Scientific research, | Scientific research, | Scientific research,
T Construction | professionaland = professionaland | professionaland = Construction
4th g technical services | technical services | technical services
663 740 653 664 648 551
Real estate and | Real estate and Information  Scientific research,
Construction | goods rental goods rental | Construction and commu- | professional and
St and leasing and leasing nications | technical services
619 717 589 578 590 534
Wakayama Fukui Mie Tokushima Tottori
Finance and = Finance and = Finance and = Finance and = Finance and
1st Insurance Insurance Insurance Insurance Insurance
944 868 858 981 809
VR Information | Information  Information | Information
T and commu- and commu- = and commu- = and commu-
2nd g nications nications nications nications
644 707 667 844 696
;2?22?::23_ Manufac- Manufac- Manufac- Manufac-
3rd R one turing turing turing turing
564 668 640 717 479
Scientific research, = Scientific research, Transport
Construction | professionaland | professional and ng:agggd and postal
Ath technical services | technical services activities
513 549 594 544 477
Transport Scientific research, | Scientific research,
and postal Cgénragg:d Construction = professionaland | professional and
5th activities technical services | technical services
462 544 560 469 469

Source: Ministry of Internal Affairs and Communications, Economic Census and Survey of Economic Activity,
2016
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Next, the per capita value added of the “Information and communications”
is ranked second in Osaka, Kyoto, Hyogo, Fukui, Mie, Tokushima and Tottori
prefectures, and third in Nara and Wakayama prefectures. However, the value
added per capita is in the range of 5-8 million JPY, while that in the southern
Kanto region is more than JPY10 million.

The value added per capita in the “Scientific research, professional and
technical services “industry is ranked third in Osaka and Shiga Prefectures,
and fourth in Kyoto, Hyogo, Fukui, and Mie Prefectures, in the range of JPY4-8
million, below the national average (JPY9.63 million).

Shiga and Wakayama prefectures rank second, respectively, in value added
per capita in the “Manufacturing”, while Kyoto, Hyogo, Fukui, Mie, Tokushima,
and Tottori prefectures all rank third. Osaka and Nara prefectures are not
included in the top five industries. Value added in Fukui, Shiga, Hyogo and
Tokushima prefectures is higher than the national average (JPY6.6 million).

Finally, the per capita value added of the “construction industry” ranks
fourth in Osaka, Nara, and Wakayama prefectures, and fifth in Hyogo, Shiga,
and Mie prefectures.

In order to discover the industries that are Kansai’s strengths, more detailed
data will be needed, not only on the major categories.
compares the share of value added in each region in the
manufacturing medium classification. The share of the manufacturing indus-
try in the Kansai region is 18.5% of the national total. The following industries
were also classified into the manufacturing industry by above 20% share: Other
Manufacturing (34.2%), Machinery and equipment for general trade (32.7%),
Tanning and Leather Products and Furs (29.9%), Textile Industry (28.6%), Iron
and steel products (27.1%), Metal products (22.0%), Machinery and equipment
for production (21.5%), Chemical industry (20.9%), Beverage, Tobacco and Feed
(20.6%), Printing and related industries (20.1%), and Electric machinery (19.9%).
Below, we focus on “Electrical machinery,” “Machinery and equipment
for general trade,” “Machinery and equipment for production,” and “Metal
products,” and examine the value added per capita for each of these industry
subsectors.
First, let’s look at the “Electrical machinery, equipment and supplies”
( ). The “Miscellaneous electrical machinery equipment and sup-
plies” accounted for the largest share (47.3%), followed by the “Kitchen ware”
(46.3%), “Power and distribution transformers, except electronic appliances
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Foodstuffs

Beverage, Tobacco and Feed

Textile Industry

Wood and wood products (excluding furniture)
Furniture and equipment

Pulp. paper and paper products

Printing and allied industries

Chemical and allied products

Petroleum and coal products

Plastic Products (except as otherwise noted)
Rubber Products

Tanning and Leather Products and Furs
Ceramic, Soil and Stone Products

Iron and steel products

Nonferrous metals

Fabricated metal products

General-purpose machinery

Production machinery

Business oriented machinery

Electronic parts, devices and circuits
Electrical machinery, equipment and supplies
Information and Communication Machinery and Equipment
Machinery and equipment for transportation

Miscellaneous manufacturing industries || )§
e e e s s — ————

Manufacturing [ 16.0] [2353] {85 79
0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

‘ Hokkaido [l Tohoku [ Southern kanto [lllNorthern Kanto [l Hokuriku [l Tokai [l Kansai [l Chugoku [l Shikoku [l Kyusyu EOkinawa‘

: A Comparison of value-added share of manufacturing medium
Figure 3-1-6 classification: 2020

Source: Ministry of Internal Affairs and Communications Statistics Bureau, 2021 Economic Census for Business
Activity

Table 3-1-4 Value added per capita by manufacturing industry subsector:
Electrical machinery, equipment and supplies: Kansai: 2020

National Value added

Industry medium

A Industry subsectors : per capita:
classification share: %. 10,000 yen
Miscellaneous electrical machinery equipment
and supplies WL e
Kitchen ware 46.3 2,320
Power and distribution transformers, except
electronic appliances transformers —— L
Electrical Industrial process controlling instruments 31.5 1,923
a chlm;etrgh d Miscellaneous industrial electrical apparatus, 29.0 976
q sﬁppli - including those for vehicles and vessels :
Generators, motors and other rotating electrical
machinery 26.5 2,065
Miscellaneous household electric appliances 25.8 1,296
Home comfort 21.2 2,391
Clothes treatment and cleaner 17.7 2,380

Source: Ministry of Internal Affairs and Communications Statistics Bureau, 2021 Economic Census for Business
Activity



194 Chapter 3 / Exploring Kansai’s Profitable Industrial Structure

transformers” (38.0%), and “Industrial process controlling instruments” (31.5%).
Half of the industries listed in the subsectors have a per-capita value-added
of more than 20 million yen, far exceeding the average for the manufacturing
industry in the Kansai region (6.63 million yen).

Next, let’s look at the “General-purpose machinery”®. As shown in

, the industries with particularly high shares are “Steam engines, turbines
and water wheels, except marine engines” (65.5%), “Fire extinguishing equip-
ment and its apparatus” (64.6%), and “Miscellaneous engines and turbines”
(64.0%). The top three industries with the highest value added per capita were
“Boiler manufacturing” (JPY51.28 million), “Refrigerating machines and air con-
ditioning apparatus” (JPY30.75 million), and “Elevator and escalators” (JPY30.27
million).

Next, let’s look at the “Production machinery.” As shown in ,
the industries with particularly high shares are “Molds and dies, parts and acces-
sories for nonmetal products” (55.4%), “Machinery for fabrication of plastic and
its equipment” (47.9%), and “Dyeing and finishing machinery” (42.9%). The top
three industries with the highest value added per capita were “Molds and dies,
parts and accessories for nonmetal products”(JPY33.58 million), “Machinery
for fabrication of plastic and its equipment” (JPY27.17 million), and “Packing
machines” (JPY16.05 million).

Finally, we look at the “Fabricated metal products.” As shown in

, the industries with particularly high shares are “hand saw and saw blades

Value added per capita by manufacturing industry subsector:
General-purpose machinery: Kansai: 2020

Steam engines, turbines and water wheels,

except marine engines 58 22l
Fire extinguishing equipment and its apparatus 64.6 2,303
Miscellaneous engines and turbines 64.0 2,523
Ge?ﬁ;ﬁﬁ:’e@ose ngpriagrirtitsing machines and air conditioning 50.3 3.075
Elevators and escalators 44.3 3,027
Boilers 33.4 5,128
Pumps and pumping equipments 33.0 1,440

Source: Ministry of Internal Affairs and Communications Statistics Bureau, 2021 Economic Census for Business
Activity

9) The “General-purpose machinery” is engaged in the manufacture of general machinery
and apparatus that are widely used when assembled or installed in various types of machin-
ery.
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Table 3-1-6 Value added per capita by manufacturing industry subsectors:
Production machinery: Kansai: 2020

: n Value added
Industry medium National 3
Ay Industry subsectors : per capita:
classification share: %. 10,000 yen
Molds and dies, parts and accessories for
nonmetal products B e
Machinery for fabrication of plastic and its
equipment 47.9 2,717
Dyeing and finishing machinery 42.9 445
Production Machinery and equipment for construction and 34.9 1.394
machinery mining ) ’
Textile machinery parts, attachments and
accessories SB e
Chemical machinery and its equipment 29.0 1,280
Packing machines 28.9 1,605
Sewing machinery and equipment 26.8 761
Source: Ministry of Internal Affairs and Communications Statistics Bureau, 2021 Economic Census for Business
Activity
Table 3-1-7 Value added per capita by manufacturing industry subsectors:
Fabricated metal products: Kansai: 2020
: . Value added
Industry medium National 3
e Industry subsectors . per capita:
classification share: %. 10,000 yen
Hand saws and saw blades 62.9 1,198
Work tools 52.5 1,137
Nails 42.6 831
Gas and oil appliances 35.0 1,888
Tin cans and other plated sheet products 31.9 976
Plumbers’ supplies, except valves and cocks 31.4 1,350
Constructional metal products, except iron
framework 22 At
Bolts, nuts, rivets, machine screws and wood
’ ’ ’ 28.6 1,035
Fabricated metal | SCTeEWs
products Fabricated metal products, n.e.c. 28.4 969
Miscellaneous hardware 27.2 976
Edge tools, artisans’ tools and hand tools, except 26.9 1.078
files, saws and knives for kitchen use : ’
Coating metal products 26.2 769
Heat treated metal 25.3 936
Miscellaneous fabricated wire products 25.2 1,002
Galvanized and other hot-dip coated metal 23.4 830
products, except coated steel .
Edge tools for machinery 22.3 757

Source: Ministry of Internal Affairs and Communications Statistics Bureau, 2021 Economic Census for Business
Activity
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manufacturing” (62.9%), “working tool manufacturing” (52.5%), and “nail manu-
facturing” (42.6%).

The top three industries with the highest per capita value added were
“Constructional metal products, except iron framework” (JPY23.63 million),
“Gas and oil appliances” (JPY18.88 million), and “Plumbers’ supplies, except
valves and cocks” (JPY13.5 million).

As we have seen, in Sections 1.2 and 1.3, we have compiled basic data for the
creation of profitable industries in the Kansai region. The results of this analysis
are summarized as follows.

(1) Share of value added by region: In the Southern Kanto region, the shares
of “Information and communications,” “Scientific research, professional and
technical services,” and “Finance and Insurance” are higher than those of other
regions. In Tokai, the share of “Manufacturing” is overwhelmingly high. The
industrial structure of Kansai and Kyushu is similar to that of the entire nation,
with “Wholesale and Retail trade,” “Manufacturing,” and “Medical, health care
and welfare” at the center.

(2) Looking at value added per capita by region, three of the top five indus-
tries in the southern Kanto region match the top five industries in terms of
market share. Therefore, it can be said that the Southern Kanto region has a
profitable industrial structure. In Tokai, two of the top five industries in terms of
value added are “Manufacturing” and “Transportation and postal services.” In
particular, the value added per capita in the “Manufacturing” industry is higher
than in other regions. In the Kansai region, only two of the top five industries
in terms of value added per capita are the “Manufacturing” and “Construction”
industries. “Wholesale and Retail trade,” which has the largest share of value
added, is not among the top five industries in terms of value added per capita.
This indicates that Kansai does not have a profitable industrial structure.

(3) In terms of manufacturing subsectors, the per capita value added in the
Kansai region is high for “Boiler manufacturing” and “Molds and dies, parts and
accessories for nonmetal products.” Similarly, in Kyushu, the value added per
capita is high in the “Integrated circuit” and “Semiconductor device” industries.
This is due to Kyushu’s efforts to become the so-called “Silicon Island Kyushu,”
where high-value-added semiconductor-related industries have been steadily
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concentrated'?,

In terms of major industry categories, the industrial structure of the Kansai
region cannot be said to be profitable. However, when looking at the manufac-
turing industry on subsectors basis, there are some industries that have a high
market share and high value added per capita. Based on the results of this anal-
ysis, Section 2 discusses industries that will become the new strengths of the
Kansai region.
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Hisegles el <l b Comparison of value added, number of business employees,

Nationwide Southern Kanto
Industry vlalue Number of busi-  Value added vlalue Number of busi-  Value added
added ness employees  per capita added ness employees  per capita

JPY ten JPY ten

JPY million person thousands thousands

JPY million person

Wholesale and Retail trade 61,407,746 11,362,022 540.5| 22,912,727 3,491,739 656.2
Manufacturing 58,881,864 8,923,721 659.8| 11,788,316 1,698,847 693.9
Medical, health care and welfare 22,366,210 7,025,613 318.4| 1,886,899 1,807,111 104.4
Construction 20,763,296 3,564,232 5825/ 6,457,792 917,775 703.6
Finance and Insurance 18,830,881 1,535,224 1,226.6| 9,182,347 585,645 1,567.9
Scientific research, professional and

e 17,228,871 1,789,444 962.8| 10,531,999 743,617 1,416.3
Transport and postal activities 16,959,527 3,093,342 5483 6,180,019 994,691 621.3
Information and communications 16,023,415 1,642,108 975.8| 11,118,275 1,017,878 1,092.3
Services, N.E.C 15,232,647 4,038,313 377.2 6,291,205 1,408,928 446.5
Aecomodations, eating and drinking 10137119 4705392 2154 3406164  1.445600 2356
'f::slirfgtate aidiecedlentalang 0205138 1355286 6792 4695639 530546 885.1
Living-related and personal services and

T GRS 7,851,378 2,183,576 359.6| 2,769,757 644,826 429.5
Education, learning support 6,513,183 1,729,974 376.5 2,441,235 596,591 409.2
Electricity, Gas, Heat supply and Water 3,782,707 179,274 2,110.0 664,267 38,363 1,731.5
Compound services 2,543,621 481,331 528.5 474,793 90,337 525.6
Agriculture, forestry and fishing 1,175,186 346,292 3394 93,111 25,230 369.0
g’:';\;zlg EE | GUETHIG Cif STED et 632,731 19138 33062 487,825 3440 141810

Nationwide Southern Kanto
Industry vialue  Number of busi- vlalue  Number of busi-
added ness employees added ness employees
% % % %

Wholesale and Retail trade 21.2 21.1 226 21.8
Manufacturing 20.3 16.5 11.6 10.6
Medical, health care and welfare 7.7 13.0 1.9 11.3
Construction 7.2 6.6 6.4 5%
Finance and Insurance 6.5 2.8 9.1 3.7
Scientific research, professional and
technical services &0 &) o a6
Transport and postal activities 5.9 57 6.1 6.2
Information and communications 535 3.0 11.0 6.3
Services, N.E.C 5.5 75 6.2 8.8
Accomodations, eating and drinking
P 35 8.7 3.4 9.0
Real estate and goods rental and
leasing 3.2 25 4.6 33
Living-related and personal services and
amusement services 22 a0 24 4o
Education, learning support A2 87 2.4 37
Electricity, Gas, Heat supply and Water 8 0.3 0.7 0.2
Compound services 0.9 0.9 0.5 0.6
Agriculture, forestry and fishing 0.4 0.6 0.1 0.2
Mining and quarrying of stone and
gravel 0.2 0.0 0.5 0.0

Source: Compiled by Ministry of Internal Affairs and Communications, Statistics Bureau, from “Economic Census
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and value added per capita: Southern Kanto, Tokai, Kansai, and Kyushu, 2015

199

Kansai
vlalue Number of busi-  Value added vlalue Number of busi-  Value added vlalue Number of busi-  Value added
added ness employees  per capita added ness employees  per capita added ness employees  per capita
I JPY ten I JPY ten T JPY ten
JPY million person (e JPY million person e JPY million person L
6,955,599 1,317,976 527.7| 10,538,174 1,959,273 537.9/ 5,001,492 1,110,761 450.3
13,376,745 1,831,761 730.3) 10,390,054 1,555,843 667.8 3,969,178 702,865 564.7
2,944,875 723,547 407.0| 4,918,594 1251258 392.9| 3,438,520 911,462 377.3
2,426,381 415,314 584.2| 3,003,398 471,183 637.4| 1,875,882 384,023 488.5
1,631,794 158,672 1,028.4| 2,842,764 240,774 1,180.7| 1,228,668 135,438 907.2
1,376,805 194,109 709.3| 2,006,929 270,265 742.6 718,531 130,839 549.2
2,305,041 378,803 608.5| 2,909,563 507,139 573.7| 1,229,568 279,687 439.6
877,315 111,248 788.6/ 1,605,828 191,991 836.4 668,022 84,694 788.7
1,716,309 477,766 359.2| 2,243,198 654,675 3426/ 1,156,946 354,232 326.6
1,213,330 580,893 2089 1,658,896 813,061 204.0 919,597 450,583 204.1
732,162 132,534 552.4| 1,527,890 244,857 624.0 577,902 108,673 531.8
880,029 265,436 331.5| 1,354,265 347,604 389.6 683,054 218,061 313.2
680,800 183,186 3716 1,230,201 327,522 375.6 557,558 156,814 355.6
689,017 25,125 2,742.4 730,375 25,046 2,916.1 393,054 20,013 1,964.0
308,087 55,277 557.4 368,557 67,917 542.7 322,579 59,824 539.2
111,319 30,281 367.6 66,154 26,324 251.3 223,699 60,833 367.7
10,654 1,629 654.0 6,780 905 749.2 22,993 2,634 872.9

Kansai
vlalue Number of busi- vlalue Number of busi- vlalue Number of busi-
added ness employees added ness employees added ness employees
% % % % %

18.2 19.1 22.2 21.9. 21.8 215
35.0 26.6 21.9 17.4 17.3 13.6
7.7 10.5 10.4 14.0 15.0 17.6
6.3 6.0 6.3 53 8.2 7.4
4.3 23 6.0 2.7 58 2.6
3.6 28 4.2 3.0 3.1 25
6.0 515 6.1 5v 5.3 5.4
2.3 1.6 3.4 2.1 28 1.6
4.5 6.9 4.7 73 5.0 6.8
32 8.4 35 9.1 4.0 8.7
19 1.9 3.2 2.7 25 21
23 39 219) 39 3.0 4.2
1.8 2.7 2.6 3.7 2.4 3.0
1.8 0.4 15 0.3 7 0.4
0.8 0.8 0.8 0.8 1.4 1.2
0.3 0.4 0.1 0.3 1.0 1.2
0.0 0.0 0.0 0.0 0.1 0.1

for Business Activity, 2016
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Hisegles el el Comparison of value added, number of business employees,

Kansai
Industry vialue Number of busi-  Value added vialue Number of busi-  Value added
added ness employees  per capita added ness employees  per capita
JPY ten i Y ten
JPY million person

Unit | JPY million person thousands thousands
9 662. 672.

of stone and gravel

Industry vialue Number of busi- ~ Value added vialue Number of busi- ~ Value added
ness employees  per capita added ness employees  per capita
JPY ten JPY ten

Unit | JPY million person T JPY million L] Tt
43! 668.3

Number of busi- vlalue Number of busi-
ness employees added ness employees

Number of busi- Number of busi-
ness employees ness employees

3

2
0.0

Agriculture, forestry and fishing, 0..
Mining and quarrying of stone and gravel 0.1] .0/ 0.

Source: Compiled by Ministry of Internal Affairs and Communications, Statistics Bureau, from “Economic Census
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and value added per capita: 2015, based on 2 prefectures in the Kansai region
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for Business Activity, 2016

. 0
. 8 0.
0.0 .0 0 0 0,
Mie.
vlalue  Number of business vlalue  Number of business vlalue  Number of business
added employees added employees added employees
% % % % %
9
1 4. .
.7, I . 2
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0.4 6 X 0..
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ExpecTATIONS FOR KANSAI’S INDUSTRIAL STRUCTURE:
ATTRACTING INVESTMENT AND HUMAN RESOURCES

TERADA, Kenji; INADA, Yoshihisa

In Section 2, based on the analysis in Section 1, strategies for attracting invest-
ment and human resources are discussed, and industries that will become new
strengths in the Kansai region are considered.

What is important in this process is the perspective of “sustainable devel-
opment” of the Kansai economy, and based on this viewpoint, it is necessary to
work on the development of industries that can solve global challenges.

For example, the Osaka-Kansai Expo will focus on long-term, global issues
such as carbon neutrality and the SDGs. This section therefore attempts to
identify “industries that will become new strengths” of the Kansai region by
referring to these issues.

[1] Problem-solving business

In order to achieve sustainable development, it is important to focus on areas
that are considered long-term and global challenges and to solve those chal-
lenges as a business-based practice.

As for long-term global issues, in addition to “carbon neutrality” with a
target year of 2050, “SDGs” has a target year of 2030.

If we look at the SDGs, common issues include “climate change,” “energy,”
“health and welfare,” “food,” “disaster,” “population,” “poverty,” “peace,” and
“education” (left side in ).

On the other hand, the “Future Society Showcase Project”” to be held at
the Osaka-Kansai Expo is attracting worldwide attention. If these projects are

” «

” « » o«

conducted on a business-base and lead to solutions to problems, they will con-
tribute to the sustainable development of the Kansai economy (right side in
).

Comparing long-term and global issues with the themes to be demonstrated

1) The Expo site will be regarded as a showcase in the society of the future, and the project
aims to realize a part of the future society by introducing advanced technologies and sys-
tems.
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Long-term and global issues compared with demonstration
projects at the Osaka-Kansai Expo

Carbon Neutral Green (Carbon Neutral)

Climate Change

Energy Green (Energy)

Health & Wellness Future Life (Healthcare)

Food (Zero Hunger) Future Life (Food and Agriculture)
Disaster Future Life (Urban & Residential)
Population Smart Mobility

Poverty Digital

Peace Virtual

Education, etc. Art, etc.

Source: Right side of the Table is based on the “Future Society Showcase Project” prepared by the Japan Asso-
ciation for the 2025 World Exposition.

at the Osaka-Kansai Expo, “carbon neutrality,” “energy,” “healthcare,” and “food”
are corresponding promising problem-solving business fields.

[2] Osaka-Kansai Expo Themes and Problem-Solving Businesses

In the previous subsection, we listed promising problem-solving business fields
for the Kansai region, and in this subsection, we will look at them again referring
to more concrete businesses.

On December 24, 2021, the Japanese government released the “Osaka-
Kansai Expo 2025 Action Plan Ver. 1” to help realize the concept of the
Osaka-Kansai Expo as a “People’s living lab,” in which the Action Plan includes
demonstration projects in a variety of fields. In preparation for the Action Plan
(Ver. 4) to be released in June 2023, the local Kansai governments, the business
society, and the Expo Association jointly requested the Japanese government to
prioritize promotion and financial support for the host city. lists the
requested topics by area.

includes promising problem-solving businesses such as carbon
neutrality, which was discussed in the previous subsection. The table lists “the
development and practical implementation of storage batteries, hydrogen, CO-
capture, and next-generation solar cells.” In life science and healthcare, actual
projects include “industrialization of regenerative medicine using iPS cells and
human somatic stem cells” and “promotion creating next-generation healthcare
services toward the realization of a society with longevity and good health.”
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Realization of carbon
neutrality and the
“Osaka Blue Ocean
Vision”

Promoting life science
and next-generation
healthcare

Realization of “smart
cities” using advanced
technology and cre-
ation of startups

Promoting Smart
Mobility

Creation and dissem-
ination of diverse
attractions and
promotion of further
communication

Creating a welcom-
ing environment for
visitors

Chapter 3 / Exploring Kansai’s Profitable Industrial Structure

Osaka-Kansai Expo-related projects requested of the Japanese government by
local governments, business society, and the Expo Association in the Kansai region

Development and practical implementation of storage batteries, hydro-
gen, CO, capture, next-generation solar cells, etc.

Acceleration of behavioral change among businesses and local residents
Realization of the “Osaka Blue Ocean Vision”

Industrialization of regenerative medicine using iPS cells and human
somatic stem cells

Promotion of creating next-generation healthcare services toward the
realization of a healthy and long-lived society.

Realization of smart cities using cutting-edge technology (promotion of
“Yumeshima Construction” etc.)

Utilization of digital ID and digital Local Currency

Social implementation of “Common Ground,” a next-generation urban
spatial information platform

Creation and development of startups

Realization of commercial operation of flying cars at the Expo
Realization of automatic driving in the Expo site and on roads to the
Expo site

Provision of stress-free mobility services (MaaS) in the wide Kansai region.
Utilization of zero-emission mobility (EV/FC buses, EV/FC boats) to
access the Expo site.

Creation and dissemination of Osaka/Kansai’s urban attractions
Construction of water transportation network

Utilization of urban space to communicate and experience the attrac-
tions of Osaka and the Kansai region.

Establishment and operation of Kansai Pavilion

International cultural exchange and promotion of culture and arts

Promotion of the use of universal design taxis
Improvement of Kansai International Airport’s Acceptance Capacity
Creation of an environment respecting the diversity of food

Note: Areas in red are those of long-term and global challenges listed in the previous subsection.

Source: Osaka Prefecture, Osaka City, Union of Kansai Governments, Kansai Chamber of Commerce and In-
dustry, Osaka Chamber of Commerce and Industry, Kansai Association of Corporate Executives, Japan
Association for the 2025 World Exposition (2023), “Requests for Projects Related to the 2025 Japan
International Exposition (Osaka-Kansai Expo) Toward the Revision of the Japanese Government’s ‘2025
Osaka-Kansai Expo Action Plans, Ver 3.0

[3] Startups and venture companies in Kansai

is based on the list of 1,387 venture businesses in the Kansai region
and the “Survey of Kansai Venture Businesses 2021” published by the Kansai

Bureau of Economy, Trade and Industry (METI-Kansai). As the table shows,

start-ups and venture companies in the Kansai region are concentrated in the

areas related to the themes in the Osaka-Kansai Expo.

The table shows that “medical care” is the most common industry, and
IT-related services such as “web,” “application,” “platform,” and “system devel-
opment” are also mainstream (refer to Fukuoka City as a good example of this
industry concentration; see Box). In addition, “advertisement, “ “marketing,”
“food,” and “bio-technology” are also common.
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Industries and Number of Companies in Kansai Venture Businesses

Medical care 106 | Robot 24 | Arts 9

Web 88  Health 23 | Sightseeing 9

Application 61 10T 22 Hardware 9

Software 51 | Semiconductor 21  Data Analysis 7
) Artificial

Platform 49 | Environment 20 Intelligence (Al) 7

Human Resource ) ]

Saniiass 43  Drug Discovery 20 Education 7

System .

Development 41  Energy 16  Social 7

! Product

Advertisement 39 Development 16  Inbound 6

Marketing 37 Game 14 Digital Content 5

Food 37 AR/VR 13 | Recycle 5

Bio-technology- 34  Agriculture 13 Apparel 5

Community
ES Ao St U revitalization 4

Source: Compiled by the author based on the “List of Kansai Venture Businesses,” Kansai Bureau of Economy,
Trade and Industry (2022)

m Trends in Industrial Agglomeration in Fukuoka City

We held an interview with Fukuoka City, which has been successful in attracting
many [T-related service companies, about its success factors (June 23, 2023).

Looking at the topography of the city, it is the only ordinance-designated
city that has no first-class rivers and is poor in industrial water supply, making
it difficult to build factories. Therefore, since the 1960s, the city has devel-
oped its industrial structure mainly in the tertiary industry, and currently the
tertiary industry accounts for 91% of the city’s gross regional product (in real
terms) (based on the 2021 Basic Economic Census).

The city has a lower probability of earthquakes with seismic intensity of
6 or higher than other large cities. In addition, the proximity of the airport to
the city center is uniquely favorable. This makes the city an ideal geographic
location for companies that value backup functions.

In 2014, the city was selected as a “Special Zone for Global Startups and
Job Creation,” a national strategic zone, and has focused on startups early on,
promoting various initiatives. Since then, 801 companies have been created
obtaining funds totaling JPY36.5 billion. In order to attract companies to the
city, the city has supported the location of 571 companies between 2013 and
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2022, 58% of which were in the IT and creative industries. Currently, the city
ranks fourth among ordinance-designated cities in terms of the number of
business locations in the information and telecommunications industry. The
concentration of many IT and creative companies in the city has led to the
establishment of many science and technology universities and technical col-
leges, and this virtuous cycle of matching human resources and companies
has encouraged companies to expand into the local area.

Japan’s first industry-academia-government-affiliated organization spe-
cializing in games, the Fukuoka Game Industry Promotion Organization, and
an e-sports organization were established ahead of other cities, and the public
and private sectors are working together to develop human resources and
promote the entire industry.

In addition, after the aforementioned approval as a national strategic spe-
cial zone, the Tenjin district was deregulated in terms of height restriction
under the Civil Aeronautics Act, and tall buildings up to 115 meters high are
now being constructed at a rapid pace. As a result, the city is now able to
attract companies more aggressively than ever before, as office space can be
increased or occupy an entire floor due to large-scale developments.

The “Tenjin Big Bang” redevelopment project in the Tenjin area involves
the reconstruction of 70 buildings with an economic impact of JPY850 bil-
lion, while the “Hakata Connected” redevelopment project around the Hakata
Station entails the reconstruction of 20 buildings with an economic impact of
JPY500 billion.

In Subsection 2.1 (1), we identified possible areas and businesses as promising
industries in the Kansai region. Subsection 2.1 (2) presents a new perspective
on DX business, which effectively utilizes goods and services and brings diverse
values to the society, in order to link the insight in the previous subsection to
profitable businesses in the future.

According to Onozuka Seishi (2022), DX businesses can be broadly clas-
sified into the following four categories, which exercise various effects on the
transaction of goods and services.

(i) Businesses that “expand supply and demand”

Match people who want to offer unused time and space with people
who want to use it.

(ii) Businesses that “create places”

Provide and share goods and services that were never traded.
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(iii) Businesses that “eliminate inefficiencies”
Eliminate “tasks that are essentially unnecessary” in transactions of
goods and services.

(iv) Businesses that “expand profit-earning opportunities”
Utilize data obtained from various media to create new value and
expand profit-earning opportunities.

(3) Profitable Businesses: Finding businesses that will become new
strengths of the Kansai region

It is difficult for the Kansai economy to escape from long-term stagnation if new
businesses are examined as an extension of existing industry classifications. It
is necessary to develop new businesses based on differing ideas and transform
them into “profitable industries.” We tried to find “profitable businesses” without
relying on existing industrial classifications by combining the problem-solving
businesses and industries in Kansai identified in Subsection 2.1 (1) with the DX
business concept described in Subsection 2.1 (2) (Figure 3-2-1).

This “multiplication” can be done in a variety of combinations. In this report,
we have identified potential new businesses by combining the businesses and
industries discussed in Tables 3-2-2 and 3-2-3 above with DX businesses.
Based on this, “healthy life extension support service,” “support service to
increase the number of tourists,” and “athlete meal catering service” were
identified as examples of businesses that combine desirable industries and busi-
nesses in the Kansai region with DX businesses (Figure 3-2-2).

The business environment is constantly changing, and the pace of change
is expected to accelerate even more. It is therefore necessary to continue dis-
covering new businesses through “multiplication.” As an example of how new
businesses can be found through “multiplication,” the METI-Kansai Greater
EXPO “Let’s Expand Osaka-Kansai EXPO: Recommendations for Expo Activities
Outside the Expo Site, Utilizing the Power (Geographical Advantage) of Hosting
the Expo” is a good reference.

The theme of the report is “Future New Industry Chain,” and it introduces
a conceptual method to the development of new businesses. The concept is not
an extension of industry classification, but rather the combination of existing

Promising Businesses as
industries and X DX Business = Kansai's New
businesses in Kansai Strengths

The method of finding businesses that will become new strengths
of the Kansai region

Source: Prepared by the author
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Promising Industries and Businesses in Kansai [Re§ = Business Examples

Kansai Expo Venture Business
Demonstration Project  Classification DX Data

| Healthcare | y | Medical/Health | | Wearable | _| Healthy Life Extension |
| High-technology |~ | Food H X1 Device Data | = | Support Services I
oottt Yo TTTTTTTTTT 1o T TN e T ]
| [V I\ « 1 Human Flow ; _ ! Support Service to increase

H Maas 1 x ! Platform H X Data T |~ the number of tourists |
o b ot x| viesbe (o e red ]
1 11X X1 =1 1
! Food Diversity . Food ! | Device Data | | catering service H

]
L

____________________

Examples of New Business Discovery
Source: Prepared by the author

industries with IT and other fundamental technologies to create a broad range
of new businesses that have never existed before and that will expand widely.

2. Examination of new developments in existing industries

In Subsection 2.1, we discussed new industries (profitable industries) that can
solve long-term and global issues by taking advantage of Kansai’s strengths.

In order for the industry as a whole to become more profitable, existing
industries must also be transformed into profitable entities. In particular, small
and medium-sized enterprises (SMEs), which account for the majority of all
Japanese companies, need to improve their profitability.

Many SMEs in the Kansai region are manufacturers, and “improving pro-
ductivity and added value” is critically important for increasing their profits.

Subsection 2.2 introduces some examples of such efforts.

(1) From the Economic Debate

At the “APIR Forum Economic Debate (Kansai Economy)” held in March 2023,
discussions focused on the efforts of SMEs under the theme of “Toward a Shin-
Economic Virtuous Circle in the Kansai Region.” Three representatives from
top-level companies in the Kansai region with proven track records of increasing
productivity and added value were invited to discuss the relationship between
“increase of productivity and added value” and a “virtuous circle of growth.”
(See Figure 3-2-3 for an overview of the forum.) The following is a brief sum-
mary of the results obtained from this discussion.

In the discussion session, we first asked whether productivity improvements
have been able to increase wages in SMEs, which account for the overwhelming
share of the manufacturing industry in the Kansai region, and found that they
not only allocate the increased profits generated by productivity improvements



Section 2 / Expectations for Kansai's Industrial Structure: Attracting Investment and Human Resources 209

[Reference] APIR Forum, Economic Debate 2022 <Kansai Economy> Theme: Toward a Shin-
Economic Virtuous Circle in the Kansai region

March 13, 2023 (Monday) 15:00-16:30
Face-to-face: Grand Front Osaka, North Bldg. Tower C, 8F
Knowledge Capital Conference Room C01 +C02 /Online: Live Webcast via Zoom
Part 1: Keynote Speech “Short-term Outlook for the Kansai Economy”
Hiroaki Irie, Professor, Department of Business and Economics, Kindai University Junior College
2: Discussions (in no particular order)
Ms. Hiroko Kusaba, Representative Director, Seiko SCM Co.
Mr. Takenosuke Yasufuku, President and Representative Director, Kobe Shushinkan Breweries
Co. Mr. Yuki Yamamoto, President and Representative Director, HILLTOP Co.
Moderator: Yoshihisa Inada, Professor Emeritus, Konan University, APIR Research Director/
Directorate and Center for Quantitative Economic Analysis

Outline of the Economic Debate <Kansai Economy>

Source: Excerpted from Asia Pacific Institute of Research (2023)

to wage increases, but also tend to focus on investment in human resources
(reskilling) for the future.

Next, three companies introduced their efforts to “increase productivity
and added value” as follows.

The speakers pointed out that the key points are “improvement of productiv-
ity and added value” through DX and premium products, “market globalization,”
and “employee reskilling.” Each company seems to be actively working on a
virtuous cycle for their own growth.

<Increasing productivity and added value>

In terms of “increasing productivity and added value,” companies focused on
moving away from being a subcontractor, increasing its independence as a com-
pany, and creating a risk tolerance that would not be affected by the fluctuation
of the economy. Specifically, they aimed to become a global niche company,
which will be discussed in a later subsection.

<Globalization>

In the area of “globalization,” companies sought to increase their corporate value
and further expand their business in overseas markets, which were expected to
grow even more in the future since domestic demand decreases due to a shrink-
ing population.

<Reskilling >
Regarding reskilling, companies worked to expand their business by shifting
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highly skilled craftsmen who became redundant as a result of increased produc-
tivity through DX to upstream businesses (design and development) and new
businesses with high productivity.

<Proposals>
Finally, as a result of the discussion toward an economic virtuous circle in the
Kansai region, the following were proposed.

It is important to create an enabling environment in which SMEs can be
independent business entities and become equal partners with large enterprises
in value-added manufacturing.

In addition, it was proposed that mass production and consumption are out-
dated and that it is important for companies and governments to work together
to actively promote consumption behavior that respects people, society, commu-
nity, and the environment. In this economic discussion, it was suggested that
large corporations and SMEs should work together to create new value-added
products by taking advantage of their respective strengths and by creating
new value-added products with keywords such as “SDGs” and “environment,”
thereby creating a “virtuous cycle of growth” for corporations and ultimately
leading to the realization of an economic virtuous circle in the Kansai region.

The “premium products” mentioned in the discussion of “increase of produc-
tivity and added value” described in Subsection 2.2 (1), are those that increase
the value of the products and differentiate them from other products, and can
increase profitability through high profit margins even without increasing sales
volume.

On the other hand, by occupying an overwhelming share, even if it is only
a part of the supply chain, a company can minimize the impact of price competi-
tion and increase profitability. From this perspective, a new development could
be the pursuit of “global niche” products that leverage company strengths.

The Ministry of Economy, Trade and Industry (METI) selected 113 compa-
nies for the “2020 Global Niche Top 100 Companies),” which selects companies
that are succeeding in niche fields in the global market and excellent companies
with enterprises such as functional-materials that are becoming increasingly
important in the supply chain amid the changing international situation.

(Hereafter, global niche top 100 companies are referred to GNTs.) Of these,
27 were located in the Kansai region (see below).

The net profit margins (FY 2019 and beyond) of SMEs in the Kansai GNT
show that many companies have remained stable and profitable during the FY
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2020-22 COVID-19 pandemic (Table 3-2-4).

According to the results of the interview survey conducted on GNT com-
panies selected by METI, many of the interviewees responded that the strategy
they should take is to “utilize their core technologies to expand into other fields”
and “expand transactions with new customers and build a business structure
that is not influenced by the management of the buyers to whom they deliver
their products” (Figure 3-2-4).

In this way, SMEs can ensure business stability by creating global niche
products that take advantage of their strengths, and can also look to develop

Table 3-2-4 Perforr_nance of SMEs as global niche in the Kansai region (Ratio
of net income to net sales)

Company Name | FY2019 | FY2020 | FY2021 | FY2022
Nisshin Kogyo Co. 4.7% 0.6% 5.2% 4.6%
Okamura Engineering Co. 10.3% 6.5% 8.6% 10.1%
Futa-Q Co. 0.2% 2.0% 2.6% 2.3%
Nabel Co. 1.6% 18.0% 18.7% 14.9%
Kataoka Co. 1.2% 1.0% 0.8% 1.3%
Riko Float Technology Co. 13.5% 13.7% -2.1% 35.0%
Fukui Seisakusho Co. 12.3% 11.0% 12.8% 7.1%
Itoh Denki Co. 11.2% 9.1% 14.9% 17.4%
Shiraishi Kogyo Kaisha Co. 2.2% 2.4% 3.5% 3.3%
Kohoku Kogyo Co. 18.4% 24.0% 38.8% 35.8%
Optex, Co. 11.2% 7.5% 16.0% 13.0%
Figaro Engineering Co. 9.2% 4.6% 7.6% 15.4%
Patlite Co. 7.4% 3.6% 4.4% 5.1%

Note: Calculated based on public information of each company and data from Teikoku Databank and Tokyo
Shoko Research. Shaded years are the three fiscal years during the COVID-19 pandemic.
Source: Ministry of Economy, Trade, and Industry (2020), “The 100 Top Global Niche Companies in 2020.”

1. Concentrate on the core business as GNT and
avoid careless entry into other areas.

2. Leverage core technologies to
expand into other areas.

3. Increase core technologies and
expand into other areas.

4. Focus on long-term relationships with major corporate
customers and do not increase customers easily.

5. Expand business with new customers and build a business structure
that is not influenced by the management of buyers.

6. Others

69.0%

Figure 3-2-4 Strategies to be taken by GNT

Source: Ministry of Economy, Trade and Industry (2020) “2020 Global Top 100 Niche Companies.”
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new businesses that utilize their technologies. This could also lead to the cre-
ation of a virtuous growth cycle as a company.

The key points of the “Expected Industrial Structure of Kansai” discussed in
Section 2 can be summarized as follows.

(1) To find industries that will become new strengths, we looked at busi-
nesses and industries such as “carbon neutral” and “healthcare” as promising
industries in the Kansai region, based on the theme of the Osaka-Kansai Expo
and from the perspective of problem-solving businesses. In addition, we clas-
sified startups and venture companies in Kansai and identified “profitable
businesses” by combining them with DX businesses.

(2) To scrutinize potential new development of existing industries, many
SMEs in the Kansai region are in the manufacturing industry, and “increasing
productivity and added value” is critically important to improving their profitabil-
ity. In the discussion in this economic debate, the key points were “increasing
productivity and added value” through DX and premium products, “market
globalization,” and “reskilling of employees.” In addition, creating global niche
products that leverage the company’s strengths also leads to a virtuous cycle of
corporate growth.
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: . List of Kansai Companies Selected as One of the Top 100
Reference Figure 3-2-1 Global Niche Companies in 2020

oca-‘ Business ‘

Sector ‘ Company Name ‘L

Global niche top products and services

tion Scale
NIDEC MACHINE Shiga | Large Gear machine tools (hobbing machines, gear shaping machines,
TOOL, Co. Pref. enterprise | shaving machines, gear grinding machines)
HORIZON Inc. Shiga | Second-tier | 4 1, automatic radio binding machine BQ-480
Pref. company
_—_— Shiga Stainless steel caps and cases for lithium-ion coin batteries,
NESiITD ez €, Pref. S cases for automotive ABS solenoid valves
Okamura Shiga 8 .
Engineering, Co. Pref. SME Butterfly valve for marine exhaust gas treatment equipment
Ishida Co Kyoto | Large Automatic weighing and packaging valuing machine (WM-Al
. Pref. enterprise | Super, Dtop-UNI, Wmini-UNI)
Kanken Techno Kyoto | Second-tier = Semiconductor manufacturing exhaust gas abatement equip-
Co. Pref. company ment
FUTA-Q Co. Kyoto SME 6 mm or less inner small-diameter pipes made of beta-titanium
Pref. alloy
fachines Nabel Corporation Kot SME Automatic chicken egg washing, sorting and packaging machine
Processing Pref. g
Kyoto Charge-discharge inspection equipment for lithium-ion secondary
leEee @ Pref. SE batteries
Torishima Pump Osaka | Large N
Mig. Co. Pref. enterprise Large pumps for desalination plants
Riko Float Osaka . .
Technology Co. Pref. SME Floats for industrial
Fukui Seisakusho Osaka "
Co. Pref. SME Safety valves for LNG carriers
Kanzaki Kokyukoki | Hyogo | Large World standardized integrated hydraulic continuously variable
Mfg. Co. Pref. enterprise | speed axle drive (IHT)
Kawasaki Heavy Hyogo | Large -
Industries, Ltd. Pref. enterprise Seaibodpiediclioferiation
Ito Denki Co. I’;Iry;go SME Motor rollers for conveyor drive
5 Osaka | Second-tier | X-ray mirrors for synchrotron radiation used in large synchrotron
EC CEpaiEian Pref. company radiation facilities and X-ray free electron laser facilities
Daiichi KIGENSO .
Osaka | Second-tier X ) —
KAGAKU KOGYO. Materials for automotive exhaust gas purification catalysts
Materials & | o Pref. | company e ¥
Chemicals Shiraishi Kogyo Osaka
iraishi Y q Ry A
Kaisha. Co. Pref. SME Calcium carbonate for sealant and adhesive industry
Osaka Titanium Hyogo | Large fl
Technologies Co. Pref. enterprise S{RenER EE
Kohoku Kogyo Co. ’S,pé%a SME Highly reliable optical device for submarine cable
Optex Co g?ga SME Automatic door sensor
SCREEN Graphic Kyoto | Large B T L NP o
Solutions Inc. Pref. enterprise Roll-type high-speed full-color inkjet printing press
csta | lare Environmental testing equipment that artificially reproduces en-
L ESPEC Corporation Pref entger - vironmental factors such as temperature, humidity, and pressure
Electricity & : P! to ensure the reliability of industrial products.
Electronics Bt | e
Tayca Corporation Pref. enterprise Ceramic transducer for medical ultrasound imaging
Figaro Osaka q
Engineering Co. Pref. SME Carbon monoxide (CO) gas sensor
. q Osaka . . A A q
Patlite Corporation Pref. SME Audible & Visual Signaling Devices
5 Hyogo | Large n
Furuno Electric Co. Pref. enterprise Radar for Merchant Marine

Source: Ministry of Economy, Trade and Industry (2020), quoted from the 2020 Global Top 100 Niche Com-
panies.”
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LABOR SHORTAGES CONFRONTED BY KANSAI

KUO, Chiu-Wei;, NOMURA, Ryosuke

Since the latter part of 2022, economic and social activities have systematically
returned to a state of normalcy following the repercussions of the COVID-
19 pandemic. Nonetheless, the economic ramifications stemming from the
pandemic have been profound, with the labor market recovery experiencing
considerable delays, notably within the non-manufacturing sector. Furthermore,
over the medium to long term, Japan faces a demographic decline, contributing
to a persistent labor scarcity due to diminishing working-age demographics.
Specifically, the anticipated future contraction of the population in the Kansai
region surpassing the national average accentuates the urgency in addressing
the imminent labor shortage.

In Section 3, we ascertain the prevailing condition of the labor market in
Kansai, pinpoint associated challenges, and contemplate strategic responses
to potential disruptions in the labor supply. Subsection 3.1 employs statistical
data to scrutinize the existing state and obstacles of the labor market in Kansai.
Subsection 3.2 provides illustrations of private enterprises that are proactively
addressing impending labor shortages, and Subsection 3.3 consolidates the out-
comes derived from the analysis presented in Section 3.

Assessing the trajectory of key labor statistical indicators in the Kansai region
from 2019 onward, it is evident that the labor market has substantially rebounded
from the adverse effects induced by the COVID-19 pandemic. Examining aggre-
gate figures ( ), the employment landscape experienced a downturn
in 2020, marked by a decline in the employment rate and an increase in the
unemployment rate compared to 2019 — the year preceding the pandemic.
However, a recovery ensued in 2021 and 2022. On average, the employment rate
in 2022 surpassed the 2019 level, and while the unemployment rate remained
elevated compared to 2019, it decreased from the prior year. Notably, in the first
quarter of 2023, the employment rate exhibited a decline from the previous year,
and the unemployment rate persisted at a level above that of 2019, hinting at a
potential interruption in the ongoing recovery. Despite the setbacks induced
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Trends in Major Labor Market Indicators in Kansai

labor force
participation rate

average monthly

employment rate | unemployment rate working hours

2019 59.8 58.3 2.6 37.3
2020 60.0 58.2 3.0 36.1
2021 60.4 58.5 3.1 36.0
2022 60.9 59.1 29 36.0
2023Q1 60.5 58.8 29 35.7

labor force
participation rate

average monthly

employment rate | unemployment rate working hours

2019 69.2 67.3 2.8 42.4
2020 69.7 67.5 3.2 40.7
2021 70.0 67.8 3.2 40.6
2022 70.3 68.2 3.1 40.7
2023Q1 70.0 67.8 3.1 40.2

labor force
participation rte

average monthly

employment rate | unemployment rate working hours

2019 51.5 50.2 23 30.9
2020 51.2 49.8 2.8 30.1
2021 51.7 50.2 29 30.2
2022 52.4 51.0 2.6 30.4
2023Q1 52.0 50.6 2.6 30.1

Note: Figures for 2019-2022 are annual averages of quarterly data. Average monthly working hours is in hours;
all other units are in percent.
Source: Labour Force Survey, Statistics Bureau, Ministry of Internal Affairs and Communications
by the COVID-19 pandemic, the number of labor force participation rates has
consistently exhibited an upward trajectory from 2019 through the most recent
2023Q1.
When disaggregated by gender, during the peak impact of the COVID-
19 pandemic on economic activity in 2020, both the labor force participation
rate and employment rate experienced a decline among women, constituting
the majority of non-regular workers in the service industry—predominantly
engaged in face-to-face interactions with clients. This downturn was notably
pronounced within the 15-24 age cohort, where temporary part-time employ-
ment (arubaito) predominates. While not explicitly detailed in the table, it is
noteworthy that the labor force participation rate and employment rate for this
demographic decreased by 1.8 and 2.1 percentage points, respectively, from
their 2019 levels. Conversely, for men, both the labor force participation rate and
the employment rate exhibited an increase, underscoring that the detrimental
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impacts of the COVID-19 pandemic on the labor market were comparatively less
severe for men than for women.

Nevertheless, the unemployment rate witnessed an increment of 0.4 to 0.5
percentage points above the 2019 baseline for both men and women, signify-
ing a deteriorating employment landscape for both genders. Among men, the
most substantial surge in the unemployment rate occurred within the 35-44 age
cohort, manifesting an increase of 0.8 percentage points from the 2019 level.
Conversely, for women, the steepest rise in the unemployment rate occurred
within the 25-34 age cohort, constituting the majority of regular workers (29.2%),
with a noteworthy uptick of 1.4 percentage points. Subsequently, the 15-24 age
cohort and the 55-64 cohort group experienced respective increases of 0.7 per-
centage points ( ).

In both 2021 and 2022, the labor force participation rates and employment
rates demonstrated an upward trajectory for both men and women, rebounding
to levels surpassing those of 2019 (excluding women aged 15-24)." However,
despite a decline in the unemployment rate for both genders in 2022 compared
to the previous year, it persisted above the 2019 benchmarks. Among men,
the most significant deviation from the 2019 benchmark in the unemployment
rate is observed in the 45 to 54 age cohort, registering a +0.5 percentage point

Changes in Unemployment Rates Relative to 2019 levels Across
Gender and Age Categories (Kansai)

15~24 25~34 35~44 45~54 55~64 65 and over
2020 +0.5 -0.1 +0.8 +0.4 +0.7 +0.0
2021 +0.4 +0.2 +0.3 +0.7 +0.9 +0.2
2022 +0.3 +0.3 +0.4 +0.5 +0.2 +0.0
2023Q1 -1.2 +2.0 +0.5 +0.5 +0.1 -0.8
15~24 25~34 35~44 45~54 55~64 65 and over
2020 +0.7 +1.4 +0.0 +0.3 +0.7 -0.2
2021 +1.4 +1.0 -0.3 +0.4 +1.1 +0.3
2022 a2 +0.5 +0.2 +0.0 +0.6 -0.2
2023Q1 +0.3 +0.8 -0.1 +0.1 +0.5 -0.1

Note: The figures are derived from the annual average of quarterly data on the unemployment rate, with units
expressed in percentage points.
Source: Labour Force Survey, Statistics Bureau, Ministry of Internal Affairs and Communications

1) In 2022, both the labor force participation rate and employment rate for women aged 15-
24 continue to trail the 2019 levels, registering -0.1 percentage points and -0.6 percentage
points below, respectively.
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difference. Conversely, for women, the divergence from the 2019 benchmark in
the unemployment rate was particularly pronounced, recording +1.2 percent-
age points for those aged 15-24, and +0.5 percentage points and +0.6 percentage
points for those aged 25-34 and 55-64, respectively.

In the first quarter of 2023, both the labor force participation rate and the
employment rate exhibit a decline from the previous year for both men and
women, while the unemployment rate remains unchanged from the previous
year’s average, persisting at a level surpassing that of 2019. This pattern sug-
gests a halt in the ongoing recovery of the employment situation. Notably, for
men, this trend is particularly pronounced within the prime working age cohorts
(25-34, 35-44, and 45-54), whereas recovery continues in the older age cohorts
(55-64 and 65 and over). In contrast, for women, noticeable declines in both the
labor force participation rates and employment rates are apparent in the 15-24
age cohort and the 65 and over age group.

The average monthly working hours for both men and women expe-
rienced a notable decline in 2020 compared to 2019. Men’s average working
hours hovered around 40.7 hours since 2020, further decreasing to 40.2 hours
in the first quarter of 2023. Conversely, the average monthly hours worked for
women exhibited recovery in 2021 and 2022 but saw a decline again in the first
quarter of 2023. This reduction in working hours, despite improvements in the
employment situation, can be attributed to two primary factors. First, there was
a substantial increase in the number of workers forced to take temporary leave
in 2020, coinciding with the onset of the COVID-19 pandemic. Although this
number declined post-2020, it remained significantly higher than the 2019 level
(refer to ). Second, as part of the workstyle reform, the overtime
work limit was imposed on small and medium-sized enterprises (SMEs) start-
ing from April 2020. The upper limit for overtime work was set at 45 hours per

The number of workers forced to take temporary leave and its
proportion relative to the employed workforce (Kansai)

":v";'g(e;rgf proportion n;'vgl!:(e:r:f proportion n\lflvnc:ll-)k‘:rgf proportion
2019 27.8 2.6 10.5 1.8 17.3 3.6
2020 423 4.0 15.8 2.7 26.3 5.6
2021 33.8 3.2 13.0 2.3 20.5 4.3
2022 335 3.2 13.8 2.4 19.5 4.0
2023Q1 36.0 3.4 13.0 2.3 22.0 4.6

Note: Figures for 2019 to 2022 are annual averages of quarterly data. The number and rate of absences are
expressed in thousands and percentages, respectively.
Source: Labour Force Survey, Statistics Bureau, Ministry of Internal Affairs and Communications



Section 3 / Labor Shortages Confronted by Kansai 219

month and 360 hours per year, as a general rule.

‘While employment has rebounded from the impact of the COVID-19 pandemic,
novel challenges have surfaced. One such challenge is the escalating labor
shortage within the non-manufacturing sector. The second challenge is antic-
ipated constraints on labor supply stemming from the continual decline in the
working-age population.

1) Increased labor shortage within the non-manufacturing sector
illustrates the employment conditions D.I., an index quantifying
the disparity between “Excessive employment” and “insufficient employment,”
thereby reflecting the evaluative perspective on employment conditions in the
Kansai region across various industries. A positive D.I. signifies that a higher
percentage of firms perceive their workforce to be in surplus, whereas a neg-
ative D.I. suggests that a higher percentage of firms perceive their workforce
to be in shortage. As illustrated, both the manufacturing and non-manufactur-
ing industries are exhibiting a declining trend, with the exception of the year
2020, when the COVID-19 pandemic exerted its impact. Particularly notewor-
thy is the non-manufacturing sector, where the perception of a labor shortage
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Source: “Short-term Economic Survey of Enterprises in the Kinki Region,” Osaka Branch, Bank of Japan
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has heightened since 2012, and the disparity with the manufacturing sector has
expanded. In the March 2023 survey, the D.I. for the non-manufacturing sector
stood at -36, significantly lower than the -21 recorded for the manufacturing
sector.

To pinpoint industries in the non-manufacturing sector experiencing a sub-
stantial increase in labor demand, we analyzed trends in the number of new
job openings by industry. Recognizing the influence of the labor market’s size
within each industry on the number of new job openings, we calculated the ratio
of new job openings by industry to the number of workers in that industry. The
trends based on these ratios are visually depicted in Figure 3-3-2.

From 2016 to 2019, prior to the COVID-19 pandemic, the top six industries
based on the ratio of new job openings to the number of workers were medical
care and welfare, other services, accommodations, eating and drinking services,
information and communications, transportation and postal services, and liv-
ing-related services and entertainment. Notably, only the medical and welfare and
construction industries exhibited a sustained upward trend during this period.

In 2020, the impact of the COVID-19 pandemic prompted companies to cur-
tail or suspend their hiring activities, leading to a substantial decline in the ratio
of new job openings to the number of workers throughout nearly all industries
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Ratio of new job openings by industry to the number of workers
in that industry (Kansai)

Note: The number of new job openings by industry is the annual average of monthly data (January 2016-April
2023), and the number of workers by industry is the annual average of quarterly data.
Source: "Employment Security Service Statistics,” Ministry of Internal Affairs and Communications; “Labour Force
Survey,” Statistics Bureau, Ministry of Internal Affairs and Communications
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(year on year: -11% to -33%). The sole exception was observed in the construc-
tion industry, where the year-on-year decline was comparatively modest at -8%.

Following 2020, numerous industries witnessed a gradual recovery in the
number of job openings. Notably, the accommodations, eating and drinking ser-
vices industry experienced a substantial increase in the ratio of new job openings
to the number of workers in 2023 (+21.0% year on year). This resurgence can
be attributed, in part, to the swift rise in the number of foreign visitors to Japan
following the easing of border control measures in October 2022. Consequently,
the accommodations, eating and drinking services industry stands as the only
sector to have fully recuperated to the 2019 level by 2023.

As of the first quarter of 2023, the six leading industries, based on the ratio
of new job openings to the number of workers, comprise medical care and
welfare; other services; accommodations, eating and drinking services; con-
struction; transportation and postal services; and lifestyle-related services and
entertainment.

In summary, robust labor demand characterized medical care and welfare,
service industries involved in face-to-face interactions with clients, and transpor-
tation and postal services even before the advent of the COVID-19 pandemic.
Notably, the accommodations, eating and drinking services sector exhibited
notably robust growth in job openings in the most recent period. Additionally,
the construction industry has displayed a consistent and resilient increase in
labor demand, maintaining its upward trajectory and avoiding significant decline
even during the COVID-19 pandemic.

2) Current and anticipated future conditions regarding constraints
in labor supply

Although the population aged 15 and over in the Kansai region reached its
zenith in 2012 and has since been on a downward trajectory, the count of the
labor force has demonstrated a converse trend, experiencing growth since 2023
(refer to ). This shift can be primarily attributed to the heightened
participation of women and the elderly in the labor market.

illustrates the disparity in the number of labor force partici-
pants at each specific point in time (by sex and age cohort) relative to the count
five years prior.

The labor force participation rates within the age cohort of 25 to 64 have
consistently displayed an upward trajectory over the past two decades. Notably,
the engagement of women aged 25-34 in the labor market has exhibited a nota-
ble surge since the early 2000s, with their participation rate in 2005 being 7.3
percentage points higher than that of five years earlier. This surge is attributed
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Note: Figures spanning from 2019 to 2022 represent annual averages derived from quarterly data, whereas
figures for 2023 specifically pertain to the first quarter of that year.
Source: Labour Force Survey, Statistics Bureau, Ministry of Internal Affairs and Communications

Table 3-3-4 Comparison of Labor Force Participation Rates at each specific point in
time relative to the count five years prior (by sex and age cohort) (Kansai)

15~24 25~34 35~44 45~54 55~64 65 and over
2005 -10.1 -2.9 -0.7 -0.4 =241 -16.5
2010 -1:2 +1.2 -0.4 -0.4 +0.1 +0.2
2015 +1.8 =119 =151 07 +3.1 +8.5
2020 +17.1 ol -0.6 -0.6 +6.8 +13.1

15~24 25~34 35~44 45~54 55~64 65 and over
2005 =528 +7.3 +2.5 +1.5 +0.8 -8:3
2010 -4.3 +6.9 +5.2 +6.7 +5.9 +4.4
2015 +0.5 +4.6 +7.1 +6.7 +14.2 +21.3
2020 +16.8 +9.9 +8.8 +4.9 +19.5 +15.0

Note: Figures used in the calculations are annual averages of quarterly data. All figures are in percentages.
Source: Labour Force Survey, Statistics Bureau, Ministry of Internal Affairs and Communications

to the implementation and amendment of the Child Care and Family Care Leave
Law commencing in the 1990s, coupled with the establishment of daycare
centers (Higuchi et al., 2016; Yamaguchi, Asai, and Kambayashi, 2018). The
concerted efforts to encourage women to remain in the workforce post-child-
birth, aided by developments such as the revision of the Child Care and Family
Care Leave Law, the enforcement of the Women’s Advancement Promotion Law,
and a growing understanding of women’s roles by companies, have contributed
to a substantial increase in the labor force participation rates for women aged
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35-44 and 45-54 since the late 2000s. Consequently, the upward trend in labor
force participation rates persists for women aged 25-54, driven in part by further
amendments to the Child Care and Family Care Leave Law, the enforcement
of the Women’s Advancement Promotion Law, and improved corporate under-
standing of women’s roles and contributions.

Females aged 55-64 and 65 and above exhibited a discernible upward trajec-
tory in their engagement in the labor market during the latter part of the 2000s,
marking a notably steep ascent in the 2010s. This pattern was likewise discerned
among males aged 55-64 and 65 and over. The impetus behind this trend appears
rooted in the overhauls of the pension system in 1994 and 2000, coupled with the
amendment of the Act on Stabilization of Employment of Elderly Persons in 2012
(Yamada, 2017; Kondo and Shigeoka, 2017). Following the pension system revi-
sion, the initiation age for the fixed-rate segment of Old-age Employees’ Pension
special benefits underwent incremental elevation from 60 to 65 between 2001
and 2013, with a subsequent increase for the remuneration-proportional seg-
ment spanning from 2013 to 2025. The rise in the commencement age for benefit
receipt is anticipated to stimulate employment, given the diminishing pension
income until that age. Moreover, the 2012 amendment to the Act on Stabilization
of Employment of Elderly Persons mandated companies to retain employees up
to the age of 65, affording workers the option to continue working until that age.

However, as depicted in , the pace of the increment in the labor
force has decelerated since 2020. In the most recent first quarter of 2023, the
female labor force participation rate rebounded to surpass the 2019 level, but
only by a marginal +1.1%. The resurgence of women'’s labor force participation
following the impact of the COVID-19 pandemic has been sluggish. Similarly,
the growth in the rates of labor force participation for the 55-64 and the 65 and
over age cohorts has attenuated, signaling a plateau in the engagement of the
elderly in the labor market ( ).

Beyond the stagnation in the labor participation of women and the elderly,
the anticipated acceleration in the future decline of the working-age population
is attributed to both a low birthrate and an aging society. Consequently, it is
highly probable that labor shortages will exert an impact on supply regulations
in the future. To discern the industries susceptible to such effects, we analyzed
the age structure within each sector.

shows the demographic composition of the workforce in each
industry for the first quarter of 2023. The industries with the lowest share of
individuals aged 15-34 were other services, construction, and transportation
and postal services, all registering below 20%. Conversely, the top three indus-
tries in terms of the proportion of workers aged 65 and over are other services,
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Figure 3-3-4 Year-on-year change in the labor force (Kansai)

Note: Figures for 2011 through 2022 represent annual averages derived from quarterly data, while figures for
2023 pertain specifically to the first quarter of the year.
Source: Labour Force Survey, Statistics Bureau, Ministry of Internal Affairs and Communications

o Demographic composition of the workforce in each industry
L (@1 2023, Kansai)

15-34 35-64 65 years
yearsold yearsold old and over

Construction 15.9 66.7 17.4
Manufacturing 27.3 64.2 8.6
Information and Communication 35.7 60.7 3.6
Transportation & Postal Services 17.2 72.4 10.3
Wholesale and retail trade 26.2 62.2 11.6
Academic research, professional and technical services 22.9 62.9 14.3
Accommodations, eating and drinking services 43.1 44.8 12.1
Lifestyle-related services and entertainment 30.3 48.5 21.2
Education and Learning Support 31.0 58.6 10.3
Medical Care and Welfare 23.1 65.3 11.6
Other services 13.7 63.0 233

Note: Units are expressed in percentages.
Source: Labour Force Survey, Statistics Bureau, Ministry of Internal Affairs and Communications
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lifestyle-related services and entertainment, and construction.? The percentage
of elderly workers in the other services and lifestyle-related services industry, it
exceeds 20%, while in the construction industry, it is at 17.4%.

The social infrastructure established during the high-growth period is
rapidly aging, and the construction industry anticipates a swift surge in the
demand for labor to construct and uphold this infrastructure (Ministry of Land,
Infrastructure, Transport and Tourism 2021a). With an aging workforce in the
industry and a deficit of younger individuals to inherit and sustain these skills,
there exists a shortage of human resources poised to carry the industry for-
ward. This scenario implies imminent supply constraints for services and public
investments crucial to maintaining the essential functions of daily life.

Currently, the transportation and postal service industries exhibit a high
proportion of middle-aged workers. Consequently, the retirement of older work-
ers is anticipated to have a minimal impact. However, the scarcity of young
workers is projected to result in a substantial reduction in the workforce two
decades from now.

2. Addressing the anticipated labor shortage problem in
the future

As mentioned above, the sectors of medical care and welfare, accommodations,
eating and drinking services, construction, as well as transportation and postal
services presently confront labor shortages attributable to heightened demand,
with certain industries inevitably encountering labor supply constraints due to
a decline in the working-age population. To surmount these challenges, it is
imperative to augment the labor force by enhancing the working environment,
encompassing work styles. Equally crucial is the adoption of novel technologies
to enhance labor productivity.

2) To discern the industries witnessing a progression in population aging, data from the 2020
National Census on the number of workers by industry (industry group, 4-digit) is em-
ployed, specifically focusing on the other services and lifestyle-related services and enter-
tainment sectors. Within the other services industry, specifically in building maintenance
services and guard services, employing 35.5% of the workforce, the percentages of workers
aged 65 and over are notably high at 42.8% and 38.3%, respectively. Likewise, in the laundry,
beauty, and bath services, encompassing approximately 50% of the workforce, 20.7% of the
workers fall into the 65 and over age category.
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(1) Enhancing the accession rate and attachment through the im-

provement of the work environment.
Figure 3-3-5 illustrates the accession and separation rates by industry for the
first half of 2022 at the national level. Despite a considerable number of new
job openings, the construction and transportation and postal services exhibit
the lowest accession rates. Conversely, service industries involving face-to-face
interactions with clients, such as accommodations, eating and drinking services
(20.3%), lifestyle-related services and entertainment (14.2%), and other services
(11.3%), continue to recover from the COVID-19 pandemic, securing the top
three positions in employment rates. Nevertheless, these industries also demon-
strate high separation rates (15.0%, 10.0%, and 11.1%, respectively), indicating
a low level of worker attachment. Additionally, medical care and welfare rank
among the top five in terms of separation rate, suggesting similarly low attach-
ment levels.

The primary factor contributing to the diminished accession and separation
rates in these sectors is the challenging working environment. Firstly, subop-
timal working conditions are highlighted. As depicted in Figure 3-3-6, which
illustrates the average number of paid vacations taken per worker and the average
weekly working hours in each industry, construction, transportation and postal
services, medical care and welfare, and service-oriented industries involving

(%)
25.0

M accession rate 203
20.0 - M separation rate 1

15.0

10.0

Accession and separation rates by industry (first half of 2022,
Japan)
Note: Figures for 2023 through 2022 are annual averages of quarterly data; figures for 2023 are for the first

quarter of 2023.
Source: “Survey on Employment Trends in the First Half of 2022,” Ministry of Health, Labor and Welfare
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face-to-face interactions with clients such as accommodations, eating and drink-
ing services tend to exhibit extended working hours coupled with fewer days
of paid leave taken compared to other sectors. This phenomenon is attributed
to the prevalent practice of “nakanuke” in the medical, accommodations, eating
and drinking services, and transportation industries, where workers experience
prolonged work periods with extended breaks during periods of low activity
in the middle of the day. Although workers are granted lengthy breaks during
these low-demand periods, they are often tethered to work for an extended
duration on the same day, making it challenging for them to avail themselves
of leave. Furthermore, the construction industry has adopted a norm of work-
ing on holidays and maintaining prolonged working hours to meet construction
deadlines.?
Low wages constitute another contributing factor. Illustrated in

are the earnings of ordinary employees, predominantly regular workers, and
part-time employees, primarily non-regular workers. Throughout accommoda-
tion, eating and drinking services, lifestyle-related services and entertainment,
other services, as well as transportation and postal services, wages fall below

3) As per the Ministry of Land, Infrastructure, Transport, and Tourism (2021b), the aggregate
annual working hours for construction workers in FY 2020 exceeded those of all industries
by 364 hours, constituting an approximately 20% increase. Furthermore, around 40% of
engineers engaged in construction activities operate on a schedule that allows for only four
or fewer days off within a four-week period.
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Source: “Basic Survey on Wage Structure,” Ministry of Health, Labour and Welfare

the industry-wide average for both types of employment. Notably, wages in the
accommodations and eating and drinking services industry rank as the lowest
among both regular and parttime employment. Although wages in service
industries with face-to-face interactions experienced a significant increase in
2022 due to a heightened labor shortage following the post-COVID-19 economic
normalization (Nishioka, 2022), they remain relatively low compared to other
sectors.

In summary, improvements in the working environment, including work-
styles and wages, are essential to improve the job accession rate and attachment
in these industries.

(2) Improving productivity by introducing new technologies

The incorporation of new technologies holds the potential to enhance produc-
tivity and mitigate labor shortages by elevating work efficiency and diminishing
the need for manpower. Historically, the advent of microelectronics (ME) tech-
nology in the 1980s catalyzed the widespread adoption of industrial robots and
machine tools in manufacturing settings. Concurrently, the introduction of
office computers, word processors, and other office automation (OA) machines
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revolutionized office work. This technological advancement led to signifi-
cant labor savings, particularly in the manufacturing sector, where numerous
production processes witnessed a reduction in personnel, accompanied by
advancements in unmanned operations (Nakayama, 1987). Consequently, this
transition resulted in heightened production volume and efficiency, all achieved
without a corresponding increase in the workforce (New Energy and Industrial
Technology Development Organization 2014).

In recent years, the advancement of Information and Communication
Technology (ICT) has broadened the application of information devices, Local
Area Networks (LANSs), and the Internet. This evolution is exemplified by the
systemization of diverse tasks, the automation of office work through Robotic
Process Automation (RPA), and the emergence of smart factories leveraging
Artificial Intelligence (AI) and the Internet of Things (IoT). A noteworthy trend
involves the pursuit of new business models and enhanced customer value by
optimizing business processes through the effective management and analysis
of data stored in information devices.

The adoption of these innovative technologies not only enhances produc-
tivity by optimizing the efficient utilization of limited human resources, but
also facilitates skill transfer and enhances the working environment, including
workstyles.

This subsection outlines instances of addressing labor shortages in the medical
care and welfare, accommodations, eating and drinking services, transportation
and postal services, and construction industries through the enhancement of
the working environment and the adoption of new technologies ( ).

1) Medical care and welfare - Sompo Care Inc.

SOMPO Care initiated a demonstration experiment in July 2022 to assess the
impact of introducing nursing care robots and information devices on staff
workload and the quality of services at multiple nursing care facilities.”” The
results of the verification demonstrated that the implementation of nursing care
robots not only reduced the work hours of staff members but also concurrently
increased the time available for them to undertake actions aimed at enhancing

4) “DX in nursing care is a dream or an experiment,” [in Japanese] Nikkei, November 22,
2022. (https://www.nikkei.com/article/DGXZQOUA1102L0R11C22A1000000/ last viewed
June 23, 2023)
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Examples of Working Environment Improvement and New Tech-
nology Introduction

Demonstration experiments were conducted to alleviate staff workload through the
utilization of nursing care robots, including a “sleep sensor” for remote monitoring
of residents’ sleep status and an “automatic position changer” designed to prevent

Sompo | bedsores. Furthermore, an “independence support application” was developed to

Care predict patients’ conditions by analyzing data such as patient care records in com-

Inc. parison with information accumulated from over 30,000 patients over the preceding
years. This initiative represents an effort to transform the observation and prediction
of users’ conditions, traditionally reliant on the tacit knowledge of skilled staff, by
harnessing the insights derived from nursing care data.

A cloud-based system was implemented to centralize the management of informa-
tion, encompassing customer relations, time and attendance tracking, and business
analysis, with the aim of enhancing operational efficiency and fostering information
sharing among employees. Additionally, service quality was elevated through the

Jinya integration of sensors, devices, and loT technology. The company underwent a shift

Co., Ltd. | in work allocation from a strict division of labor to a multitasking approach, minimiz-
ing unnecessary waiting times and reducing the duration during which employees
were engaged in tasks. Moreover, the adoption of a three-day workweek not only
heightened employee satisfaction but also led to a substantial reduction in employ-
ee turnover.

The integration and restructuring of disparate systems and databases across depart-
ments enabled the efficient utilization of information, resulting in substantial cost
reductions and productivity enhancements. Furthermore, the widespread adoption

Sekisui | of iPads throughout the company allowed field employees to access the system

House, | and conduct work directly through these devices. This approach facilitated direct

Ltd. transitions between the field and home, leading to a significant reduction in over-
time hours. To further enhance the working environment at construction sites, the
company is actively engaged in the development and implementation of construction
robots.

Since 2020, the company has been executing a “data-based management” strategy,
enhancing on-site operational efficiency through data analysis and the integration
Yamato | of Al. A notable instance involves the application of machine learning technology
Trans- to forecast cargo volumes at distribution centers three to four months in advance,
port Co., ' allowing for the optimization of employee shifts and vehicle assignments based on
Ltd. these predictions. Additional initiatives comprise the deployment of logistics support
robots to streamline sorting and loading operations, resulting in reduced manpower
and heightened efficiency.

the quality of care.>
This initiative stems from a pronounced labor shortage in the nursing care
industry. In light of the outcomes of this demonstration project, the Ministry
of Health, Labour, and Welfare is contemplating the possibility of revising the
existing standard, currently set at one staff member per three patients.
SOMPO care has incorporated machines equipped with sensors, aiming to
comprehensively understand users’ conditions without imposing an additional

5) Report on the Project for Measuring the Effectiveness of Efforts to Improve Productivity
through the Use of Nursing-care Robots,” [in Japanese] Document from the 216th Subcom-
mittee on Nursing-care Benefits, Council on Social Security, April 27, 2023 (https://www.
mhlw.go.jp/content/12300000/001091715.pdf last viewed June 23, 2023)
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burden on staff. Additionally, the company has developed an application that fore-
casts a patient’s condition several months in advance by analyzing the patient’s
nursing care data in comparison with information from over 30,000 patients
accumulated in the past. This initiative seeks to actualize the observation and
prediction of a user’s condition, traditionally reliant on the tacit knowledge of
skilled staff, through the utilization of nursing care data. The anticipation is that
preventing the deterioration of a patient’s condition will alleviate the workload
on staff and ultimately contribute to the mitigation of staff turnover.®)

2) Accommodation service - Jinya Co., Ltd.

In 2009, Jinya Corporation, a small ryokan (inn) situated in Tsurumaki Onsen,
Kanagawa Prefecture, implemented a cloud-based system to efficiently cen-
tralize information, spanning from customer management to attendance and
business analysis. This initiative aimed to enhance operational efficiency and
facilitate the seamless sharing of essential information among employees.
Additionally, the integration of IoT technology and equipment, including sen-
sors and cameras, played a pivotal role in elevating service quality. Noteworthy
applications included the automatic reading of license plate numbers for arriving
cars and the monitoring of user numbers, water temperature, and the availability
of towels in the public baths.

Simultaneously, there was a shift in the distribution of work at Jinya,
transitioning from a strict division of labor, where each task had a dedicated
employee, to a multitasking system. This approach involves one employee per-
forming various tasks, ranging from front desk responsibilities to room cleaning.
The adjustment aimed to minimize unnecessary waiting times and reduce the
overall time spent by employees. Additionally, a three-day workweek was insti-
tuted, incorporating a variable schedule of 10 hours per day starting in 2020.
This change led to a notable increase in employee satisfaction and a significant
decrease in turnover.”> ®

6) “Supporting Unchanged Lifestyles with Digital x Expertise - Transformation into ‘Predic-
tive Care’,” [in Japanese] SOMPO Holdings News Release, April 18, 2022 (https://www.
sompo-hd.com/-/media/hd/files/news/2022/20220418_1.pdf?la=ja-JP last viewed June 23,
2023)

7) “Working with a ‘Three-day Weekend’ - How Will Working Standards Change? -,” [in
Japanese] Recruit Works Research Institute, April 3, 2023 (https://www.works-i.com/
research/works-report/item/4dayww_2023.pdf last viewed June 23, 2023)

8) Survey on the Management Status of Small and Medium Inns,” [in Japanese] Organization
for Small & Medium Enterprises and Regional Innovation, March 2017 (https://www.smrj.
go.jp/doc/ research_case/h28_ryokan_full.pdf last viewed June 23, 2023)
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3) Construction - Sekisui House, Ltd.

Commencing in 2010, Sekisui House initiated the “Mansion Information Project”
aimed at integrating and restructuring independent systems and databases
within each department to achieve company-wide optimization. By centralizing
the management of scattered information, the company successfully utilized
data and streamlined business processes, resulting in substantial cost reduc-
tions and improvements in productivity (Shishikura, 2019). Additionally, from
2013 onwards, the company actively promoted the use of iPads throughout
its operations. Field employees leveraged iPads to enter and engage with the
system, facilitating a direct transition from the field to home and significantly
reducing overtime hours.?

In 2018, the company unveiled a robot designed to assist in the installa-
tion of plasterboard on ceilings—a physically demanding task. Currently under
development for future practical use, the introduction of this robot is anticipated
to alleviate the workload of construction workers, potentially reducing it by up
to 70%.'%

4) Transportation - Yamato Transport Co., Ltd.

Since 2020, Yamato Transport has actively pursued a “shift to data-based manage-
ment” strategy, focusing on enhancing on-site operations through data analysis
and the integration of Al. A notable application involves the implementation of
machine learning technology to establish a system predicting package volume
at distribution centers three to four months in advance. This predictive system
enables the optimization of employee shifts and vehicle assignments based on
the anticipated workload."” Furthermore, to enhance safety and efficiency in
sorting and loading operations, a logistics support robot was introduced at sort-
ing sites to prevent accidents and reduce manpower. In November 2022, the
company conducted a demonstration test of a personal delivery service using
unmanned automatic delivery robots in Ishikari City, Hokkaido.

9) “17,000 iPads Utilized by All Employees, In-house Apps, 15 Hours Less Overtime per
Month,” [in Japanese] Nikkei Computer, January 10, 2019.

10) “Robot Technology to be Introduced to Housing Construction Sites to Reduce Workload by
up to 70% and Improve Construction Site Environment,” [in Japanese] Sekisui House, Ltd.
press release, May 16, 2018 (https://www.sekisuihouse.co.jp/library/company/topics/
datail/__icsFiles/afieldfile/2018/05/16/20180516_2.pdf last viewed June 23, 2023)

11) “Yamato Transport Achieves Optimal Allocation of Management Resources with MLOps,”
[in Japanese] ExaWizards Corporation, Case Study, August 3, 2022 (https://exawizards.
com/works/20297 last viewed June 23, 2023)
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While the labor market in the Kansai region is gradually rebounding from the
impact of the COVID-19 pandemic, the extent of recovery exhibits variations
based on gender and age group. Women, predominantly constituting informal
workers in service industries with face-to-face interactions, experienced more
pronounced setbacks during the pandemic; however, they have largely recu-
perated. Conversely, for men, the pandemic’s impact was comparatively milder
than for women, but the recovery of the employment situation has decelerated,
particularly within the prime working age cohort.

The current pressing concern revolves around the escalating labor short-
age in the non-manufacturing sector. Industries such as medical care and
welfare, services involving face-to-face interactions with clients, and transporta-
tion and postal services have witnessed substantial job openings, even predating
the COVID-19 pandemic. Simultaneously, the construction industry, which
remained relatively unaffected during the pandemic, has been experiencing a
consistent and growing demand for labor. Concerns are emerging regarding
potential labor supply constraints in certain services, including transporta-
tion and postal service, and construction in the future due to persistent labor
shortages.

To address these challenges, it is crucial to prioritize the enhancement of
the working environment, aiming to elevate the accession rate and attachment
within the mentioned industries. An integral component of this improvement
involves the introduction of new technologies. Technological innovation serves
not only to boost labor productivity, but also to enhance working conditions and
workstyles, as evidenced by several successful cases. Anticipated to gain further
momentum in the future, this trend holds the potential to foster positive changes
across various sectors.
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INBOUND DEMAND RECOVERY AND
TOURISM STRATEGY

ReviewiNG TEN YEARs oF KANsAI's Tourism STRATEGY: THE TOURISM
Acency’s BupGeT AND LARGE HoTeL ConsTRUCTION TRENDS

NOMURA, Ryosuke;, INADA, Yoshihisa; INOUE, Kenji

Section 1 reviews 10 years of tourism strategies from the viewpoints of the
national government and private sectors, and clarifies the challenges of tour-
ism strategies for the future. Specifically, Subsection 1.1 reviews the budget of
Japan Tourism Agency for the past 10 years and discusses the characteristics of
the national tourism strategy. In Subsection 1.2, we focus on micro-based hotel
construction trends in the Kansai region to extract the characteristics of the
response to inbound tourism demand, considering the challenges posed by the
COVID-19 pandemic and the upcoming Osaka-Kansai Expo. While this white
paper has focused mainly on the demand side, this section discusses the supply
side and sustainability of the tourism industry. Finally, we present a summary
of Section 1.

First, we will examine the Tourism Agency’s budget from FY 2014 to FY 2023"
( ).

The budget increased sharply from JPY 9.8 billion in FY 2014 to JPY 20
billion in FY 2016. Looking back at the inbound tourism demand during this
period, “Bakugai” (explosive buying) became a social phenomenon in 2014 and

1) The budget amounts are the total of the initial budget, and do not include reconstruction
quotas or economic measures.
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2015, during which the number of Chinese tourists visiting Japan skyrocketed.

This trend continued after FY 2017, reaching JPY 65.6 billion in FY 2019 and
a record high of JPY 680 billion in FY 2020. However, inbound tourism demand
disappeared due to the COVID-19 pandemic, and the budget fell sharply to JPY
40.9 billion in FY 2021 and JPY 22.3 billion in FY 2022. In FY 2023, the budget
increased to JPY 30.5 billion in expectation of a recovery in demand.

The trends in budgets thus indicate a response to the trend of foreign visi-
tors to Japan. Next, we will clarify the characteristics of the budget by purpose.

shows the budget allocated for each fiscal year, categorized by
purpose. In addition to public relations activities and improvement of the envi-
ronment for foreign visitors to Japan, the budget also includes items related to
SDGs, D&I and DX (Digital Transformation).

Next, shows the changes in the budget amount by purpose.
“Attracting foreign visitors”, promotions targeting foreign countries, accounted
for more than 80% of the total budget in FY 2014 and FY 2015.

From FY 2016 to FY 2018, the budget for “Improving the environment for
foreign visitors” increased, possibly because local regions were improving their
receptions of foreign visitors in response to a steady increase in international
tourists. From FY 2019 to FY 2020, there was a large increase in the budget for
“regional visitor attraction”. This suggests that the funds were allocated to the
discovery and improvement of tourism resources to increase the number of for-
eign visitors to each region. In FY 2019, there was an increase in the budget for
regional development for tourism and DMO”. The increase reflected the reform
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Table 4-1-1 Tourism Agency Budget Classified by Purpose

Classification by purpose Classification Definition
Attracting foreign visitors | Budget related to PR activities for foreign countries

Improving the environ- Budget for measures to improve the environment for foreign visitors
ment for foreign visitors | to Japan, such as immigration and tourist information

Attracting foreign visitors

to the region Budget for measures to explore and refine local tourism resources

Tourism development Budget for measures to create tourism regions before the institution-
and DMO alization of DMOs, and for measures to support and reform DMOs
Human Resource Budget for the development of tourism-related human resources,
Development including specialized personnel and interpreters

Budget for measures to improve the lodging environment, such as
improving the lodging facilities and optimizing the private accom-
modations

Budget for measures to increase the exchange population with
other regions in Japan

Accommodations and
private lodging

Exchange population

Budget for measures to increase productivity and value added in
the tourism sector and support digitalization

Budget for the creation of a model for promoting sustainable

Value added and DX

SDGs tourism

D&l Budget for universal tourism measures

EBPM Budget related to the collection and analysis of tourism-related data
Others Budget not applicable to the above

Budget for reconstruction and promotion of tourism after the Great
East Japan Earthquake (separate appropriation)

Budget for measures to support tourism in the COVID-19 pandemic
(separate appropriation)

Budget for reconstruction

Economic measures

Source: Compiled from Japan Tourism Agency website
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of DMO, which plays a role in tourism regional development, in accordance with
word-standard DMO formation?.

From the FY 2021 - to FY 2022, a new category “value added and DX” was
established in response to the changes caused by the COVID-19 pandemic.
Specifically, anticipating a full-fledged recovery in inbound tourism demand,
the budget allocated funds to projects that promote online tourism using DX
or create tourism content using digital technology. In FY 2023, a large share of
the budget was again allocated to “attracting foreign visitors” in response to the
recovery of inbound demand. Utilizing cultural resources to develop tourism
contents aiming towards inbound tourism led to a larger budget for “regional
tourism promotion” compared to previous fiscal year, indicating that tourism
resources were being improved in preparation for the recovery of inbound
demand.

The above trends suggest five phases of Japan Tourism Agency’s budget:
(1) overseas promotion, (2) improving of the reception environment for inbound
tourists, (3) creating local contents, (4) responding to COVID-19, and (5) recov-
ery in inbound tourism demand.

2. COVID-19 pandemic and hotel construction

Subsection 1.1 reviewed the changes in national tourism strategy over the past
decade using budget data of the Japan Tourism Agency. Subsection 1.2 draws
attention to the private sector. Specifically, we look at how private sectors
respond to COVID-19 by focusing on the supply side of hotel construction in
the Kansai region.

(1) Planned Construction Costs of Lodging Industry in Kansai
First, let’s review the construction trends of the lodging industry. Table 4-1-2
shows the planned construction cost of accommodation facilities in each of the
prefectures in the Kansai region, based on the “Survey of Construction Starts”
by the Ministry of Land, Infrastructure, Transport and Tourism. The estimated
cost in Osaka Prefecture increased six-fold from JPY 26.7 billion in 2015 to JPY
154.8 billion in 2017. Similarly, the cost in Kyoto Prefecture increase significantly
from JPY 4.9 billion in 2015 to JPY 92.8 billion in 2017. The surge in the con-
struction of accommodation facilities might be due to the aforementioned rapid
increase in the number of foreign visitors to Japan triggered by the “bakugai”.
In Osaka Prefecture, the planned amount peaked in 2017 and remained

2) For more information on the government’s DMO policy, refer to the Tourism Chronology.
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at the JPY 90 billion level from 2018 to 2019. On the other hand, the planned
amount in Kyoto Prefecture peaked in 2018, and reached the same amount as
Osaka Prefecture in 2019.

In 2020, the amount decreased in both Osaka and Kyoto prefectures from
the previous year due to the COVID-19 pandemic. In 2021, it increased slightly
to JPY 75.1 billion in Osaka Prefecture, but continued to decline further to JPY
13 billion in Kyoto Prefecture.

In 2022, the planned costs significantly decrease to JPY 13.3 billion in Osaka
Prefecture, but Kyoto Prefecture increased substantially to JPY 46.2 billion from
the previous year. As shown, the planned construction cost reveals the response
of the private sectors to inbound tourism demand. In the next subsection, we
will examine the response to inbound tourism demand after the COVID-19 pan-
demic, using microdata on the movements of large-scale hotel construction.

e Planned Construction Costs for Buildings in the Lodging Industry:
Table 4-1-2 2011-2022

Shiga pref. 3 13 4 9 13 8 30 4 4 49 40 80 257

Kyoto pref. 13 9 3 27 35 150 254 265/ 195 110 21 44 1,156
Osaka pref. 13 18 11 12 29 100 133 85 99 54 27 24, 605
Hyogo pref. 17 28 40 24 34 41 68 43 38 40 62 159/ 594

Nara pref. 10 0 7 5 7 6 22 7 15 7 0 10 96
Wakayama Pref. 22 16 33 31 19 22 22 19 13 10 9 30 246
Total 78 84 128 108 137 327 529 423 364 270 159 347| 2,954

Planned Construction Cost] ) -
Unit : JPY million

‘ Total
Shiga pref. 564 1,355 57 940 745 3610 14,033 157 2337 1402 789) 2512 28503
Kyoto pref. 9963 1731 18666 16680 4915 32204 92837 106212 91247 48974 12953 46,168 482,550

Osaka pref. 3385 10738 13552  1,948) 26701 77902 154810| 94200/ 89829 66711 75145 13338 628258

Hyogo pref. 1131 1559 4473 6955 11652 18895 9591| 27771 15564 3141 4845 10579 116,156
Nara pref. 29 0/ 1210 1,043] 3511 259 8212| 5080|6290 4515 0] 7508 38019
Wakayama Pref. 377 460 753 626 516 508 608 479 967 582 2804 2938 11617

Total 15710/ 15843) 387100 28293 48040 133378/ 280,091| 233898 206,235 125325 96537 83,042 1,305,102

Source: Compiled from Ministry of Land, Infrastructure, Transport and Tourism, “Survey of Construction Starts

(2) Inbound tourism demand and hotel construction response

As mentioned earlier, the rapid increase of inbound tourism demand since the
mid-2010s has stimulated construction investment in hotels and other accommo-
dation facilities. Here we focus on the trend of hotel construction in the Kansai
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region by utilizing APIR’s own survey?. Specifically, we summarize and analyze
the number of large-scale hotels that opened in the six prefectures of the Kansai
region from 2017 to 2023 and their construction costs. Similar analysis is also
conducted for properties scheduled to open by 2026.

Figure 4-1-3 shows the number of new hotel openings in each prefecture.
Of the 75 large-scale hotels that have opened or are scheduled to open, Osaka
Prefecture accounts for about 51% (38 openings) and Kyoto Prefecture accounts
for about 36% (27 openings). making up more than 80% of the Kansai region.
Figure 4-1-4 shows the construction cost (estimated) of large-scale hotels. The
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Number of large-scale hotels opened in Kansai: 2017-2026

Note: Actual opening until 2022; scheduled openings from 2023 onwards.
Source: Compiled by APIR from various press articles
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Trends in construction value of large-scale hotels in Kansai:
2017-2026

Note: Actual openings until 2022; scheduled openings from 2023 onwards.
Source: Compiled by APIR from various press articles

3) Hotels in this study are selected if their estimated construction cost is JPY 4 billion or more
and the total floor area is 3,000 tsubo or more. For more details, see Inoue, Nomura and
Inada (2023).
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total construction cost (JPY 794.6 billion) during this period indicates that Osaka
and Kyoto prefectures have by far the largest shares, at 58% and 30%, respec-
tively. In terms of both number and scale, the construction of large-scale hotels
is concentrated in Osaka and Kyoto. The geographical distribution in Osaka and
Kyoto Prefectures is shown in Reference Figure 4-1-1 below.

(3) Features of Hotel Construction
Next, let us focus on the brand and grades of lodging expense of large-scale
hotel construction.

Figure 4-1-5 shows the number of hotels that opened or are scheduled to
open between 2017 and 2026, divided into domestic and overseas hotels. the
number of large hotels openings (75 openings) peaked in 2020 with 14 openings.
Although the COVID-19 pandemic slowed the pace of new openings from 2021
to 2023, the number of new openings is expected to increase again in 2024, with
13 new openings planned in expectation of a recovery from the pandemic. The
number of openings of domestic hotels peaked at 10 in 2020, partly due to the
pandemic, and has averaged about 4 annually since 2021. On the other hand,
while the number of foreign hotels was 4 in 2000 and decreased from 2021 to
2022, it started to increased again in 2023. The number is expected to increase
steadily to 9 in 2024 and 5 in 2025.

Figure 4-1-6 shows the trends of hotel construction by grades of lodging
expense® (per room per night). Until 2020, the majority of the properties had
relatively reasonable rates (B and A). However, as more foreign-brand hotels

(Number of case)
12

10

2017 2018 2019 2020 2021 2022 2023 2024 2025 2026

mDomestic = Overseas

Hotel openings by brands: 2017-2026

Note: Actual openings until 2022; scheduled openings from 2023 onwards
Source: Compiled by APIR from various press articles

4) The grades of the unit price per night are as follows: B: from about JPY 10,000, A: from
about JPY 30,000, S: from about JPY 50,000, and H: from about JPY 100,000.
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Note: Actual openings until 2022; scheduled openings from 2011 onwards.
Source: Compiled by APIR from various press articles

started to open, the number of hotels with high room rates (S, H) has been
increasing since 2023.

Thus, as the number of foreign guests increases, the number of openings
also increased steadily at peak at 2020, when the COVID-19 started. Some of
the opened hotels were shut down and later transferred to other brands before
reopening, while others continued to be built and opened after the construction
was suspended.” However, expecting a recovery from the pandemic, overseas
top luxury brand and major hotels in Japan continue to steadily build their
hotels. Since it takes a minimum of four years from the acquisition of land to
the opening for large hotels, many of the hotels scheduled to open around 2024
are probably planning for the Osaka-Kansai Expo. As such, the construction of
major hotels in the Kansai region is focusing on quality rather than quantity, in
response to the growing number of wealthy foreign visitors.

3. How did the lodging business operators respond to the
COVID-19 pandemic?

In June 2019, Prime Minister Shinzo Abe met with Chinese President Xi Jinping
at the G20 Osaka Summit and invited him to visit Japan. On January 15, 2020,
Chief Cabinet Secretary Suga headed the 36th meeting of the Tourism Strategy
Promotion Council and discussed about “Promoting foreigner-friendly accom-
modation in rural areas”. The discussion agreed on: 1) the government and

5) For more information on hotel construction trends in the Kansai region, see Tourism Chro-
nology.
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financial institutions should cooperate to encourage aggressive capital invest-
ment to increase the value added and attractiveness of lodging facilities; 2) the
government should promote multilingualization and the separation of lodging
and food services.

Many lodging businesses had been optimistic about the bright future of the
industry and invested aggressively. However, Japan was hit by the COVID-19
pandemic as cherry blossoms were blooming, and “state of emergency” and
“Priority measures to prevent the spread” were repeatedly issued and lifted from
April 2020 to until March 2022. How did domestic lodging businesses respond to
this unprecedented crisis situation?

Because of the pandemic, hotels were forced out of business, or had their
properties sold and rebranded by other firms. Some suspended constructions
or delayed their opening. On the other hand, some business owners looked
towards the post-COVID and continued to invest steadily in construction and
make new developments. The followings are some notable examples.

Fujita Kanko

Originating from the Fujita zaibatsu established in 1869, Fujita Kanko is a prom-
inent lodging business that owns 62 hotels domestic and abroad (as of August
2023), including the Chinzanso, Kowakien, and Washington Hotel. In June 2019,
the historic banquet facility Taikoen, which had been used as guesthouse during
the G20 Osaka Summit, faced several closures and openings due to the COVID-
19 pandemic and a significant decline in demand for weddings and banquets. In
June 2021, the establishment ended its operation. By selling the assets, Fujita
Kanko managed to improve its deteriorating financial situation.

Meanwhile, a new brand “Hotel Tabinos” with a “MANGA” motif was devel-
oped in Hamamatsu-cho, Asakusa, and Kyoto from 2019 to 2021. The once out
of business Hotel Kirara Resort Kanku was also reopened as Kanku Izumiotsu
‘Washington Hotel in 2021. Similarly, the Hakone Hotel Kowakien, which was
closed down in 2018 due to deterioration, was rebuilt and reopened in July 2023.

White Bear Family.

White Bear Family went bankrupt in 2020 with the largest debt in the travel and
lodging industry (total debt of the three companies exceeded JPY 51 billion).
The company as a travel planner and travel agency since 1977, based in Hyogo
Prefecture. From 2004, starting in Okinawa and then expanding national wide,
it operated 27 hotels, including the Hotel WBE. In January 2020, the company
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opened its first large-scale project, the 400-room WBF Shin-Osaka Sky Tower,
but the hotel operator (WBF Hotel & Resort) went bankrupt in April. The hotel
was then sold to APA Group in June and reopened as APA Hotel Shin-Osaka
Station Tower (case 1).

In August 2020, Hoshino Resort initiated rehabilitation plan after concluding
a share transfer agreement to acquire the White Bear Family and hotel manage-
ment company (WBF Hotel & Resort), which were in the process of applying
for the Civil Rehabilitation Law. About 350 employees transferred to the new
Hoshino Resort subsidiary and continued to operate the hotel. Meanwhile, con-
struction of the WBF Grande Kansai Airport (case 2), which was suspended
due to the pandemic, was resumed by Hoshino Resort and opened in 2023 as
the OMO Kansai Airport (700 rooms). In October 2021, the company completed
the civil rehabilitation proceeding, sold its hotel division, and restarted its core
business of travel planning and sales agency ( ).

Examples of hotels that abandoned continued operations and

rebranded
The 32-story building is the high-
Hotel WBF est in the Shin-Osaka area. There
Shin-Osaka WBF Hotels is an observation restaurant and
® SKYTOWER & Resorts White Bear 202071 | @ rooftop bar on the rooftop with
=APA Hhotel =APA Hotel | Family Co., Ltd a spectacular view of central
Shin-Osaka Eki (20/6~) Osaka. Closed due to COVID-19
Tower pandemic; reopening as APA
Hotel in June 2020.
Largest hotel development in
(FtEEF) Hotel “Rinku Town” by WBF in 2018.
WBF Grande Construction was suspended due
o Kansai Interna- | Hoshino White Bear 2023/3 to the COVID-19 pandemic. After
tional Airport Resorts Family Co., Ltd Hoshino Resort acquired the
OMO Kansai property, construction resumed
Airport and the hotel opened under the
“OMO” brand.
WEF Hotels Within walking distan_ce of Toji
Temple, a World Heritage Site.
Hotel WBF & Resorts ) ) )
® —OMO3 Kyoto | =>Hoshino Wh|t_e Bear 2019/10 The hotel will be closed in June
- Family Co., Ltd 2020 due to the COVID-19 pan-
Toji Resorts e - ; X
21/6~) emic, and will reopen in April

2009 under the brand “OMO3”.
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APA Hotel.

APA Hotel operates 737 hotels domestic and abroad (as of August 2023), includ-
ing franchised hotels, and 43 of them were repurposed as “hotels for people
with minor symptoms of COVID-19” (as of August 2009, according to Airstair).
Opened in 2019, the APA Hotel & Resort (Yokohama Bay Tower), boasting
the largest number of rooms for one hotel building in Japan with 2311 rooms,
was repurposed as “hotels for people with minor symptoms of COVID-19” in
response to the requests from the Ministry of Health, Labour and Welfare and
Prefecture. Such repurposed properties and deteriorating properties were then
renewed and reopened one after another. As a result, the number of hotels had
increased by approximately 17% over the past two years, from 583 hotels (95,130
rooms) in January 2020 to 683 hotels (105,290 rooms) in January 2022 (accord-
ing to figures published in the company’s news release).

Case study of Hoshino Resort.

In Kansai, before the COVID-19, Hoshino Resort only had “Hoshinoya Kyoto”
(formerly known as “Arashiyama Onsen Rankyokan”), which was bought and
renovated by Hoshino Resort in 2009. In 2021, other than the “Hotel WBF Kyoto
Toji (case 3)” in Kyoto City from WBE, it acquired properties that were closed
or were completed but could not be opened due to the COVID-19 pandemic,
including two from “OMO5” before reopening as “OMO3” hotel. In Osaka
City, it opened a new large-scale property, “OMO7 Shin-Imamiya (case 4)” (436
rooms), in 2022. Currently in 2023, after rebranding part of the Hyatt Regency
Osaka (currently Grand Prince Hotel Osaka Bay) (64 rooms on 4 floors) to
“Resonare Osaka”, and acquiring “OMO Kansai Airport” from WBE, the com-
pany increased its number of hotels to the total of 7 in Kansai, 4 in Kyoto and 3
in Osaka.

During the unprecedented crisis situation from April 2020 to March 2022,
APA Hotels and Hoshino Resort responded flexibly and continued to increase
their number of guest rooms. Both brands also have planned to capture the
inbound visitors to Japan after the pandemic ( ).
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Table 4-1-4 New large properties built by Hoshino Resort and APA Hotel

Operator

Case | Opening Oper- at time of | Date of Start of Properties (<Reference>
o | e ator construc- | opening | _, €O Press Release/Home Page/
(Brand) tion struction Newspaper Report)
Shin-Imami- OMO Ranger will guide you to
. a Develop- the Shinsekai area, where you will
@ oMoz IHSSIS Znent Spec’?al 2022/4 2019/6 | have a unique encounter.Gyuests
Osaka Resorts - ] -
Purpose can interact with each other in
Company the common space.
APA Hotel has the largest number
of guest rooms in western Japan
gpéegg:te L (at the time of opep?ng)'.The hotel
® Midosuji APA APA 2019/12 | 2017/6 has the la‘test specifications of t_he

M- Hotel apartment company's new urban hotels, with

Eki Tower a large indoor and outdoor bath
and an outdoor terrace pool, pro-
viding a resort-like atmosphere.

A new landmark tower in the
Umeda area of Osaka, with
APA Hotel an observation restaurant and
&Resort | o\ swimming pool on the top
® Osaka Hotel APA Home 2023/2 | 2020/8 | floor, as well as a large public

Umeda Eki bath and open-air bath facil-

Tower ities, providing a resort-like
atmosphere while remaining
in the city.

APA Hotel, a high-rise tower
APA Hotel with the largest number of guest
&Resort APA Home rooms in western Japan. Aiming
APA to become a new landmark in the
@ Osaka APA 2024/10 | 2022/3 q &
. | Hotel Namba area as an “urban resort’

Namba Eki apartment X .

T ——— yvhere_ guests can enjoy their ;tay.
including a restaurant and swim-
ming pool on the top floor.

4. Summary

We have reviewed 10 years of tourism strategies in Japan and analyzed trends
in hotel construction to determine the characteristics of how lodging business
operators were responding to changes in inbound tourism demand due to the
COVID-19 pandemic and the forthcoming Osaka-Kansai Expo. The results can
be summarized as follows.

The Tourism Agency’s budget indicates that before the rapid increase in the
number of foreign visitors to Japan, most of the allocation was for overseas PR.
However, after 2014, in order to cope with the rapid increase in the number of
foreign visitors to Japan, the budget was reallocated to focus on improving the
reception environment of tourist destinations in response to jump in the number
of inbound tourists. From 2018, as the number of foreign visitors to Japan had
been increasing steadily, the budget was focusing on discovering local tourism
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resources to draw visitors to regions outside of urban areas. However, after
2020, the budget is allocted to Tourism DX, SDGs, and D&I in response to the
changes caused by COVID-19 pandemic.

Regarding the hotel construction trend in the Kansai, the number of lodging
facilities had been steadily increasing, especially in Osaka and Kyoto prefec-
tures, following the increase in the number of foreign visitors. However, after
2020, hotel construction projects came to a halt due to the COVID-19 pandemic.
Expecting the recovery in inbound tourism demand and the Osaka-Kansai Expo,
hotels with high rates per night are now being constructed not only in Osaka
and Kyoto prefectures, but also in other prefectures.®

After the pandemic started in 2020, many large hotels have opened. As a
result, several hotels went out of business or were acquired by other companies;
while others suspended their construction or delayed their opening. Among
them, APA Hotel continued to operate by converting a number of its properties
into “ hotels for people with minor symptoms of COVID-19”. On the other hand,
Hoshino Resort acquired properties that were closed or under construction, and
put the hotel operations and employees under its management. APA Hotel and
Hoshino Resort have increased the number of guest rooms while responding
flexibly to the pandemic, and have begun to steadily attract not only domestic
guests but also the resumed inbound foreign visitors to Japan.
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Osaka city : 37

Reference Figure 4-1-1 I(-IZic;;el Construction Map 2017-26: Osaka City and Kyoto

Note: The height of the bar indicates the construction project cost of the hotel in question in Reference Charts
1.1 and 1.2, and the color indicates the grade of lodging cost.
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CHARACTERISTICS OF RECOVERING INBOUND TOURISM
DeEmAND

NOMURA, Ryosuke;, INADA, Yoshihisa

Section 2 reviews the dynamics of tourism in the Kansai region in 2022/23.

Subsection 2.1 focuses mainly on inbound tourism demand, analyzing
trends in the number of foreign visitors to Japan and the expense by foreign vis-
itors. Subsection 2.2 focuses on domestic tourism demand in the Kansai region,
analyzing domestic travel consumption and the total number of Japanese over-
night stays. Finally, Subsection 2.3 addresses future issues of the rapid recovery
in tourism industry.

This subsection discusses the rapid recovery of inbound tourism demand.
Specifically, we will examine the recovery in the number of inbound foreign
visitors and the expense by these visitors since the COVID-19 pandemic.

In response to the global spread of COVID-19, the Japanese government imple-
mented strict border control measures after February 1, 2020". As a result, the
previously strong inbound tourism demand disappeared, striking a very serious
blow to the tourism industry.? The number of inbound foreign visitors to Japan
from the “Statistics on Foreign Visitors to Japan” of the Japan National Tourism
Organization (JNTO) ( ) shows that the number of inbound foreign
visitors reached only 1,663 in May 2020, a record low since the statistics began,
due to the strict border control measures. The number of cases recovered some-
what to 58,673 in December 2020, partly because the infection calmed down in
the second half of 2020, and people were allowed to enter Japan only for busi-
ness and study purposes. In January 2021, however, a new strain of COVID-19
led to another strict border control measure, causing the number to decrease to
7,355 in February 2021. In July, the number of visitors temporarily increased to

1) For a detailed description of the border control measures taken by the government, see
Asia Pacific Institute of Research (2021), pp. 242.

2) The impact of the loss of inbound tourism demand on the tourism industry is analyzed in
Chapter 5, Section 1 of Asia Pacific Institute of Research (2022).
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51,055 due to the Tokyo Olympics and Paralympics but, again, remained at low
level after the games.

Inbound tourism demand showed a recovery trend in 2022 as the govern-
ment gradually relaxed border control measures in preparation for the recovery
of international traffic. In March 2022, the number of visitors sharply increased
t0 66,121 (compared to 16,719 in February), possibly because the entry limit was
raised from 5,000 to 7,000 people per day. In April, the limit was further raised to
10,000, and the number exceeded 100,000 for the first time since the pandemic
began, reaching 139,548. As border control measures were lifted in October,
the number of visitors greatly increased to 498,646, and to over 1,370,114 in
December, exceeding 1 million.

Since the beginning of 2023, the number of foreign visitors to Japan has
remained above the one-million mark, and reached 2,516,500 in October,
exceeding the two-million mark and recovering to the pre-pandemic level. The
pace of recovery, however, varies by country and region and will be discussed
in the following subsections.

Figure 4-2-2 compares the number of inbound tourism visitors to Japan
by country and region in October 2023 with the pre pandemic level of October
2019. The number of visitors from South Korea and the United States exceeded
the pre-pandemic level, while the number of Chinese visitors, who had previ-
ously accounted for 30% of all visitors to Japan (average for 2019), was only at
35% of the pre-pandemic level. The slowdown of Chinese economy and the dete-
rioration of Japan-China relations might be the reasons for the slow recovery,
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despite all border control measures have been lifted. Thus, while the overall
number of foreign visitors to Japan was steadily recovering, the pace of recovery
differed by country and region. As will be discussed later, however, the recovery
of consumption exceeded that of foreign visitors to Japan.

(2) Trends in the expenditure by foreign visitors to Japan

Let us look at trends in the amount spent by foreigners visiting Japan (all pur-
poses) on a quarterly basis using the Japan Tourism Agency’s “Survey of Trends
in Consumption by Foreign Visitors to Japan” (Figure 4-2-3)3),

Before the COVID-19 pandemic, consumption by foreign visitors in 2019
was generally above JPY 1 trillion (on a quarterly basis) and was approximately
JPY 4.8 trillion for the entire year of 2019. However, due to the pandemic, it
decreased to JPY 707.1 billion in Q1 2020, and has continued to decreased?.

As mentioned above, border control measures were gradually relaxed since
2022 and, as a result, consumption by foreign visitors has steadily recovered
since the Q1 period. During the Q4 period, border control measures were fully
lifted and consumption amounted to JPY 594.9 billion, approximately 50% of the
level for the same period in 2019.

3) The figures for 2019, Q1 2020, and Q4 2022 are revised figures. Those for Q4 2021 through
Q3 2022 are estimated figures. Those for Q1 and Q2 of 2023 are second preliminary figures
and those for Q3 2023 are first preliminary figures.

4) As the survey was suspended from Q2 2020 to Q3 2021 due to the spread of COVID-19, data
on inbound travel spending during this period is missing.
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In the current Q3 of 2023, as inbound tourism demand rapidly recov-
ered, the consumption value increased JPY 1,390.4 billion, up 17.7% from the
same period in 2019, surpassing the pre- pandemic level. A steady rise in the
per-consumption price might be why number exceeds the pre-pandemic level.
Regarding the per-unit expenditure and the average number of nights spent in
Japan, according to the Japan Tourism Agency’s “Survey of Trends in Foreign
Visitor Expenditure in Japan,” travel expenditures per capita for all purposes
(Table 4-2-1) were JPY 218,110 in the Q3 of 2023, up 29.4% from the same
period of 2019, exceeding the pre-COVID-19 pandemic level. By country and
region, France was the highest at JPY 357,775 (+40.2%), followed by Spain at JPY
349,718 (+57.8%), Italy at JPY 341,870 (+63.6%), the UK at JPY 328,422 (+84.9%),
and Australia at JPY 320,286 (+46.6%). The depreciation of the Japanese yen,
increasing in the number of long-stay travelers, mainly from Europe, the U.S.,
and Australia, might have contributed to the rise in unit prices.

Next, looking at the average number of nights (Table 4-2-1), the over-
all average was 11.2 nights, an increase of 0.8 nights from the same period in
2019 (10.4 nights). By country and region, China increased to 14.6 nights com-
pared to the same period in 2019 (7.7 nights). This was followed by the United
Kingdom (14.6 nights) and Singapore (11.9 nights), both of which increased
from the same period in 2019 (UK: 12.7 nights, Singapore: 9.1 nights).

(3) Kansai economy and inbound tourism demand
Next, let us examine the rapid recovery process of inbound tourism demand in
the Kansai region using the number of foreign visitors to Kansai International
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Airport (KIX).

Figure 4-2-4 shows the number of international arrivals to KIX, which
reached a record low of 181 in May 2020.

In 2021, however, the number of arrivals in February was 1,879 and has
remained at a low level since then, due to the tightening of border control
measures.

From the beginning of 2022, border control measures were relaxed, and
the number of arrivals started to increase. In March 2022, the number reached
10,284, the highest since December 2020. It reached 116, 658 in October,
exceeding 100,000, and raised to 331,249 in December 2022, about 50% of the
pre-pandemic level.

In 2023, the number of international arrivals continued to recover, reach-
ing 655,571 (+0.6% over the same month in 2019) in October, approaching the

Table 4-2-1 Comparison of pre-unit expenditure and average number of nights spent
by inbound foreign visitors by country/region: Q3-2019 vs. Q3-2023

comny | 02383 | 21503 | compae W couny | 202503 | 200903 | o
person) | person) | 2019(%) of nights) | of nights) | 2019

Total 210,810 162,860 29.4 Total 11.2 10.4 0.8
Korea 110,686 87,032 27.2 Korea 4.9 7.6 -2.7
Taiwan 177,823 114,360 55.5 Taiwan 7.5 6.7 0.8
Hong Kong | 233,887 153,544 52.3 Hong Kong 7.6 6.7 0.9
China 284,934 203,576 40.0 China 14.6 7.7 6.9
Thailand 180,543 149,850 20.5 Thailand 16.0 20.0 -4.0
Singapore 256,496 153,238 67.4 Singapore 11.9 9.1 2.8
Malaysia 215,478 133,041 62.0 Malaysia 10.2 16.8 -6.6
Indonesia 201,116 135,682 48.2 Indonesia 18.5 19.7 -1.2
Philippines 166,434 95,811 73.7 Philippines 24.6 25.6 -1.0
Vietnam 188,835 181,017 4.3 Vietnam 30.4 36.3 -5.9
India 215,085 148,328 45.0 India 22.7 21.7 1.0
UK 328,422 177,608 84.9 UK 17.7 12.7 5.0
Germany 274,691 189,867 44.7 Germany 14.6 12.4 2.2
France 357,775 255,267 40.2 France 20.4 24.5 -4.1
Italy 341,870 208,944 63.6 Italy 11.8 12.7 -0.9
Spain 349,718 221,568 57.8 Spain 16.2 16.1 0.1
Russia - 188,173 = Russia = 24.6 =
us 291,537 198,736 46.7 us 12.8 14.1 -1.3
Canada 261,416 170,991 529 Canada 13.2 12.1 1.1
Australia 320,286 218,474 46.6 Australia 13.4 11.9 1.5
Others 314,812 224,345 40.3 Others 233 18.5 4.8

Source: Compiled by Japan Tourism Agency from “Survey of Foreign Visitor Expenditure Trends in Japan
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Source: Compiled from Ministry of Justice, “Immigration Statistics.

pre-COVID-19 pandemic level. Similar to the national trend above, the number
of international arrivals to the Kansai region is rapidly recovering, but the pace
of recovery differs by country and region.

Table 4-2-2 compares the number of foreign arrivals at KIX in 2019 and
2022 by major country and region. As the table shows, before the pandemic,
the number of arrivals from China was the highest, especially in Kansai, with
a share of 39.4%. However, looking at 2022, China’s share has declined signifi-
cantly to 3.6%, while Korea’s has greatly increased to 38.1%. In addition, the
shares of Hongkong and Vietnam are also higher than the pre-pandemic level at
10.1% and 8.9%, respectively.

Figure 4-2-5 show the number of visitors to KIX of the top 5 countries and
regions in Q3-2023 and compare them to Q3-2019 level. Korea was the highest
at 555,000 (+98.6% compares to Q3-2019), China was at 404,000 (-58.0%), Taiwan
was at 295,000 (+5.7%), Hongkong was at 160,000 (+15.9%), and US was at 49,000
(-2.8%).

While inbound tourism demand is rapidly recovering in Japan and Kansai,
inbound visitors from China, which accounted for a large portion of the total
number before the pandemic, is still lagging behind. Therefore, a full recov-
ery will require more time. In the next subsection, we will shift our analysis to
domestic travel demand, which was hit as hard by the pandemic, and examine
its recovery process.
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Comparison of the number of visitors to KIX by country/region:

LElst £=2o7 2019 vs. 2022

The number of international arrivals at KIX

Country/Region
2019 Share(%) 2022 Share(%)
Total 8,378,039 100.0 885,470 100.0
China 3,302,710 39.4 32,291 3.6
Korea 1,510,776 18.0 337,644 38.1
Taiwan 1,098,555 13.1 85,002 9.6
Hong Kong 604,787 7.2 89,693 10.1
us 220,341 2.6 21,201 2.4
Thailand 310,615 3.7 34,026 3.8
Australia 94,752 1.1 10,875 1.2
Philippines 198,265 24 30,411 3.4
Malaysia 150,760 1.8 16,595 1.9
Vietnam 148,247 1.8 79,204 8.9
Singapore 114,459 1.4 34,161 3.9
UK 59,632 0.7 6,765 0.8
Indonesia 85,643 1.0 21,164 2.4
Canada 55,437 0.7 5,497 0.6
France 61,340 0.7 9,219 1.0
Germany 35,255 0.4 3,648 0.4
India 21,599 0.3 4,020 0.5
Italy 24,571 0.3 2,723 0.3
Spain 28,072 0.3 2,130 0.2
Russia 9,496 0.1 1,027 0.1
Mexico 4,574 0.1 303 0.0
Source: Compiled from Ministry of Justice, “Immigration Statistics.
(thousands)
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Figure 4-2-5

Source: Compiled from Ministry of Justice, “Immigration Statistics.

Comparison of the number of visitors to KIX by country and
region: Q3 2019 vs. Q3 2023
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2. Recovery of domestic travel demand

In this subsection, we focus on domestic travel demand in the Kansai region®
and examine its recovery process from the COVID-19 pandemic.

(1) Trends in the Total Number of Japanese Overnight Stays

We use the “Overnight Travel Statistics Survey” conducted by the Japan Tourism
Agency to examine the recovery process of the total number of Japanese over-
night stays in Kansai. As shown in Figure 4-2-6, the number of overnight stays
declined sharply by 82.5% in May 2020 compared to the same month in 2019. As
the “Go to Travel” program started in July, the decline was reduced to -8.1% in
November compared to November 2019. However, the decline increased again
in January 2021 to -51.1% due to another wave of COVID-19 infection and the sus-
pension of the “Go to Travel” program. The pace of recovery was slow but steady,
declining at -20.5% and -7.2% in October and November, respectively, comparing
to the same month in 2019. In December, the number of Japanese overnight
stays steadily recovered and exceeded the pre-pandemic level by +5.2%.

Due to the government’s measures to prevent infection in 2022, however,
the number of Japanese overnight visitors decreased by -14.1% in January, and
-35.1% in February. Then, it started to recover from March to September, and
turned positive in October with +10.8%. The increasing trend continued and
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Source: Compiled from the Japan Tourism Agency, “Overnight Travel Statistics Survey”

5) Greater Kansai here is based on Fukui, Mie, Shiga, Kyoto, Osaka, Hyogo, Nara, Wakayama,
Tottori and Tokushima prefectures.
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reached 11.2% in November and 12.7% in December.

The number of Japanese overnight stays had been on a recovery trend from
January to March since the beginning of 2023, but has shown a downward trend
since April, and in August, it has been below the pre-COVID-19 pandemic level
for five months in a row, at 8.4%.

(2) Domestic Travel Consumption

Figure 4-2-7 shows the quarterly trend of domestic travel consumption in the
Kansai region. Domestic travel consumption declined sharply to JPY 202.8 bil-
lion in the Q2 of 2020 due to the declaration of a state of emergency®. In Q3 and
Q4, the consumption recovered as the government launched the “Go to Travel”
program.

In 2021, however, domestic travel consumption for Q1 totaled JPY 315.6 bil-
lion since the infection situation got worse and the “Go to Travel” program got
suspended, and the pace of recovery slowed thereafter. In Q4, the consumption
rose sharply to JPY 751.4 billion as the pandemic slowed down, and local govern-
ments stimulated travel demand with their own policies”.

In 2022, , domestic travel expenditure in Q1 was JPY 475.9 billion due to the
worsening infection situation and the government’s priority measures to prevent

(JPY 100 million)
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Trends in domestic travel expenditure: Kansai: Q1 2019-Q3 2023

Note: The data from 2019 to 2022 are revised figures. 23 years are preliminary figures.
Source: Compiled from Japan Tourism Agency, “Travel and Tourism Consumption Trends Survey”

6) The period of emergency declarations and priority measures to prevent the pandemic
spread are as follows. Emergency declaration (1st: April 7 to May 25, 2020; 2nd: January 7
to March 21, 2021; 3rd: April 25 to June 20, 2021; 4th: July 12 to September 30, 2021). Prior-
ity measures to prevent the pandemic spread (April 5 to September 30, 2021; and January 9
to March 21, 2022).

7) See Chapter 5 Section 1 of Asia Pacific Institute of Research (2022) and COVID-19 Chronol-
ogy for the Kansai prefectures’ own measures to stimulate travel demand.
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pandemic spread. In Q2, the consumption recovered, reaching JPY 1,263.6 bil-
lion and exceeding the pre-pandemic level, due in part to the “National Travel
Support Program” that was initiated on October 11, 2023.

In Q1 of 2023, although the consumption totaled to JPY 834.9 billion,
exceeding the pre-pandemic level for two consecutive quarters, it dropped in Q3
to somewhat lower than the pre-pandemic level at JPY 1,061.4 billion (-0.4% from
the same period in 2019).

As described above, since the latter half of 2022, domestic travel expendi-
ture and the number of Japanese overnight stays in the Kansai region have been
steadily recovering to pre-pandemic levels, partly because of the subsided pan-
demic and because of government measures to stimulate demand. In the future,
it is important to maintain a sustained growth of both inbound tourism demand
and domestic travel demand. In the following subsection, we will identity some
future issues in the tourism industry.

As we have seen, both inbound tourism demand and domestic travel demand
are recovering from the COVID-19 pandemic.

Looking at the recovery of inbound tourism demand, it is particularly inter-
esting to note that both the unit consumption price and the average number of
nights spent have increased. This point has also been addressed in the Japan
Tourism Agency’s Tourism Nation Promotion Plan. In anticipation of the recov-
ery in inbound tourism demand, the Japan Tourism Agency revised its new
Tourism Nation Promotion Plan in March 2023%. compares the
targets for inbound tourism in the previous plan with those in the revised plan.

Contents of the Newly Revised Tourism Nation Promotion Plan

3rd Revision 40 million people JPY 8 trillion = =
Target values Until 2020 Until 2020 = =
4th Revision | 2019 level exceeded JPY 5 trillion | JPY 200,000 2 nights
Target values Until 2025 | at an early date Until 2025 Until 2025

Source: Compiled from Japan Tourism Agency, “Tourism Nation Promotion Plan

8) The specific measures that the Japan Tourism Agency will take in 2023 are detailed in the
Japan Tourism Agency (2023).
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The fourth revision of the plan aims to increase the number of inbound visi-
tors to Japan to exceed the 2019 level by 2025, and to achieve JPY 5 trillion in
consumption as soon as possible. A new target of JPY 200,000 by 2025 has also
been set for the per-unit expenditure. As mentioned above, per-unit expenditure-
was approximately JPY 210,000 in Q3 2023 and, thus, the JPY 5 trillion target is
achievable, but it is important to maintain and improve the per-unit expenditure.

The recovery of Chinese visitors to Japan is also important for the Kansai
economy, which was severely damaged by the pandemic. Before the pandemic,
Chinese visitors to Japan accounted for 39.4% of all arrivals at KIX, but by 2022,
they accounted for 3.6%. In addition, there is still a high degree of uncertainty
about the future due to deteriorating Japan-China relations and the slowdown of
the Chinese economy.

After the pandemic, issues regarding future tourism strategies became
clear. These are: (1) improving and sustaining the per-unit spending of foreign
visitor, (2) promotion of regional tourism, and (3) improving the profitability and
labor supply constraints in the tourism industry.

Regarding (1), as mentioned above, the per-unit expenditureof foreign visi-
tors to Japan is steadily increasing, maintaining it will be important in the future.

Regarding (2), from the perspective of the “tourism regionalization” that
APIR has been emphasizing, it is necessary to eliminate the overtourism phe-
nomenon concentrated in Osaka and Kyoto prefectures in the Kansai region,
and to attract visitors to other prefectures. In this case, the tourism strategy of
each municipality and the role of DMOs will become even more important.

Regarding (3), the recovery and productivity improvement of female
non-regular employees, who have been supporting the tourism industry, is a
challenge. In Kansai particularly, the number of female non-regular employees
has been hit hard by the pandemic® and has yet to recover to its pre- pandemic
level.

Although the face-to-face service industry is recovering from the pandemic,
the pace of recovery of female workers in the Kansai region varies by industry.

shows that the index of female workers in the face-to-face service
industry in the Kansai region in Q3 of 2023 (2019 average = 100) declined by 2.2
points in the “wholesale and retail industry”, 8.6 points in the “accommodation
and food services industry”, and 3.0 points in the “lifestyle-related services and

9) The impact of the COVID-19 pandemic on female part-time workers in the Kansai region is
analyzed in detail in Chapter 3, Section 5 of Asia Pacific Institute of Research (2021). The
current state of labor supply constraints in the Kansai region is discussed in detail in Chap-
ter 3, Section 3 of this report.
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Source: Compiled from Ministry of Internal Affairs and Communications, 2Labour Force Survey”
entertainment”, all are below the pre-pandemic level, indicating a slow recovery.
Thus, the future issue for the Kansai region is how to resolve the labor supply
constraint.
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GREATER EXPO AND THE Economic IMPACT OF
PromoTING Tourism TO A WIDER EXTENT
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This section lists examples of initiatives already underway in the Kansai region
aimed at creating “profitable industries” and “profitable regions,” and presents
an overview of these initiatives, and their economic impact. The section also
focuses on the Osaka-Kansai Expo, which will be held in 2025. However, for the
future economic growth in Kansai, it is necessary to ensure that the economic
effects of the Osaka-Kansai Expo are not temporary and localized, but are sus-
tained and spread over a wide geographical area. In consideration of this, this
section discusses the key concepts of 1) a Greater Expo and 2) the promotion of
region-wide sightseeing tours.

The first part of this article (Subsection 1.1) discusses the Greater Expo,
which was also the subject of last year’s Economic Outlook. In particular, this
year we present an updated version of the economic effects of the Greater Expo,
we outline, Yao City’s “Open Factory” initiative the Hanazono Expo held in
Higashi-Osaka City in 2022 as examples of Expo expansions in various regions
in Kansai.

The second part of this article (Subsection 1.2) focuses on the promotion
of region-wide sightseeing tours for foreign visitors in Kansai. In view of the
upcoming Expo, various efforts have been made to promote tourism through-
out the Kansai region. We outline several such initiatives, and we discuss their
economic impact on travel demand and higher value added by inbound tourism
in Kansai. We pay special attention to the tour programs created as part of “The
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Exciting Kansai” initiative by the Kansai Tourism Bureau.

1. A “Greater Expo”: Economic Impact and Examples

Subsection 1.1 presents an updated version of the economic impact of the
Greater Expo, which was featured in last year’s white paper.

The “Greater Expo” refers to efforts to expand the concept of the Expo
theme, time axis, and spatial axis, and to develop a variety of economic activities
with the entire Kansai region as a virtual pavilion. The extension of the time axis
includes long-term activities before and after the Expo. Spatial expansion could
include the development of activities that are highly compatible with Expo, not
only in the Yumeshima site where the Expo will be held, but also in the greater
Kansai region (and even the entire country). Examples of Greater Expo activities
include special events, such as special visits to temples and shrines, music festi-
vals, lighting, illumination, food festivals, and other events that reflect the Expo’s
concept of a “People’s Living Lab” and the SDGs. The use of MaaS(Mobility as
a Service)is also being considered to facilitate transportation between regions.
In addition to encouraging Expo visitors to tour the Kansai region, it is hoped
that the Expo will not be a one-time event, but will become a permanent event.

Below, Subsection 3.1 (1) presents an updated version of the economic
effects of the Greater Expo. Next, Subsection 3.1 (2) introduces the Open
Factory in Yao City and the Hanazono Expo held in Higashi-Osaka City in
November 2022 as examples of Greater Expo in practice.

(1) The Economic Impact of a “Greater Expo”: An Update in our
Estimations
Here, we re-estimate the economic impact of the Osaka-Kansai Expo and Greater
Expo using the 2015 Interregional Input-Output Table for the Kansai Region
(final version), which was developed by the APIRY. In the Greater Expo sce-
nario, we assume an increase in repeat visitors due to the momentum created
by participation in the Expo and additional participation in events held at loca-
tions other than the Yumeshima site. In the re-estimation, assumptions, such as
trends of one-day trips were reexamined based on the recent developments. In
addition, the daily expenditures by domestic and overseas visitors were updated
based on the latest data. In addition to the case in which final demand is gener-
ated mainly by the pavilion at the Yumeshima site (hereinafter referred to as the

1) See Inada, Irie, Shimoyama, and Nomura (2023) for details of the analysis method and
results in Subsection 3.1 (1).
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“baseline scenario”), we estimate the economic impact for the case in which the
number of participants and related events increases in the entire Kansai region
(i.e. the “Greater Expo scenario”).

(1) Assumptions about final demand

Final demand generated by the Expo can be roughly divided into operating
expenses incurred by the organizers and exhibitors, and consumption expen-
ditures by visitors.

The project operation cost is JPY 727.5 billion, based on data released by the
Association for International Expositions and the City of Osaka, which reflects
the progress of Osaka-Kansai Expo related projects. The breakdown is JPY 337.4
billion for venue construction, JPY 238.6 billion for operations, JPY 30.6 billion
for related infrastructure development and JPY 15.6 billion municipal expenses
for hosting the Expo. These amounts are unchanged from the previous year’s
estimates and are the same for both the baseline scenario and the Greater Expo
scenario.

The consumption expenditure by visitors is calculated by multiplying the
per capita consumption unit price by the estimated number of visitors.

In the baseline scenario case, per capita spending per day for transportation,
lodging, food and beverages, shopping, and entertainment services is calculated
for one-day visitors, domestic overnight visitors, and international visitors based
on the Japan Tourism Agency’s “Survey of Travel and Tourism Consumption
Trends” and “Survey of Foreign Visitors to Japan”. The number of visitors in
the baseline scenario is assumed to be approximately 28.2 million, based on the
“Basic Plan” of the Japan Association for International Expositions. Of the total
18.2 million visitors,15.6 million are expected to come from the six prefectures
in Kansai, 9.1 million from domestic areas outside Kansai, and 3.5 million from
overseas. It is assumed that visitors from the two and four prefectures in Kansai
will visit the Expo on a one-day trip, while those from other parts of Japan will
stay overnight in the Kansai region. Visitors from overseas are assumed to stay
in Kansai for three nights (four days).

The Greater Expo scenario assumes an increase in repeat visitors due to
the momentum created by participation in the Expo and additional participa-
tion in events held at locations other than the Yumeshima site. In this case, two
patterns are considered: one in which the number of overnight stays increases
(hereinafter referred to as Greater Expo Case 1), and the other in which the
number of day-trippers increases by an additional 20% relative to Greater Expo
Case 1 (hereinafter referred to as Greater Expo Case 2).

In both Greater Expo Cases 1 and 2, the number of nights for domestic
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guests is assumed to increase from one to two, and the number of nights for
overseas guests is assumed to increase from three to five. Within the two-night
increase for overseas guests, one night is assumed to be spent in Osaka and the
other night is assumed to be spent either in Osaka or in another place in the
same proportion as domestic guests.

Greater Expo Case 2 assumes a 20% increase in transportation, food and
entertainment expenses by day-trippers on top of the increase in Greater Expo
Case 1. This is based on the assumption that the efforts of each municipality in
the Kansai region will lead to the pavilionization of the entire Kansai region, and
that domestic day-trippers will increase by another 20% and visit areas outside
of Osaka. The above assumptions about consumption expenditures by visitors
are shown in Table 5-1-1. The total consumption expenditure would be JPY

Table 5-1-1 Consumption Expenditures by Visitors

Conventional Expo Unit: JPY 100 million

Domestic day

visitors

Domestic over-
night visitors

Overseas

Transportation expenses 1,241 803 224
Lodging expenses 0 1,054 681
Food and drinks expenses 665 495 459
Shopping expenses 941 421 505
Entertainment services expenses 964 370 117
Total 3,784 3,784 1,986

Greater Expo Case'

Domestic day

visitors

Domestic over-
night visitors

Overseas

Transportation expenses 1,241 1,204 335
Lodging expenses 0 2,108 1,136
Food and drinks expenses 665 743 688
Shopping expenses 941 421 505
Entertainment services expenses 964 555 175
Total 3,784 5,031 2,839

Greater Expo Case2

Domestic day

visitors

Domestic over-

Overseas

night visitors

Transportation expenses 1,457 1,204 335
Lodging expenses 0 2,108 1,136
Food and drinks expenses 798 743 688
Shopping expenses 1,129 421 505
Entertainment services expenses 1,157 555 175
Total 4,541 5,031 2,839

Source: Prepared by the author
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891.3 billion in the Conventional Expo (baseline scenario), JPY 1,165.4 billion
in Greater Expo Case 1 (+29.0% over the baseline), and JPY 1,241.1 billion in
Greater Expo Case 2 (+35.4% over the baseline).

(2) Estimation Results and Discussion

Based on the final demand assumptions shown in (1), we calculate the induced
production for the baseline scenario and the Greater Expo scenario based on
the 2015 Interregional Input-Output Table for the Kansai Region (tentative ver-
sion). Table 5-1-2 shows the induced production in each region, the difference
between the cases, and the share of induced production by region.

Induced production in the Kansai region as a whole would be JPY 2,745.7
billion in the baseline scenario, and JPY 3,238.4 billion in Greater Expo Case 1,
an increase of JPY 492.7 billion. The Greater Expo Case 2 shows an increase of
JPY 621.0 billion to JPY 3,366.7 billion. The difference between Greater Expo
Case 2 and Greater Expo Case 1 is at least JPY 128.3 billion.

Looking at the differences between Greater Expo Case 2 and the baseline
scenario by region (Greater Expo 2 -Conventional in Table 5-1-2), the largest
increase was JPY 188.2 billion in Kyoto Prefecture, followed by JPY 104.4 billion
in other regions, JPY 99.7 billion in Hyogo prefecture, and JPY 50.6 billion in

ble 5 2 Induced production by region

Gotr | Gt | ot | gor | S| ol | o’ | o
e case2 anven- anven- Expo2 casel case2
tional tional share share
JPY JPY JPY JPY
100 100 100 100
million | million | million | million | million | million
Fukui 78 278 359 199 280 81 0.3 0.9 1.1
Mie 359 719 865 360 506 146 1.3 2.2 2.6
Shiga 201 452 585 251 334 83 0.7 1.4 1.6
Kyoto 242 1,963| 2,124 1,721 1,882 161 0.9 6.1 6.3
Osaka 20,621 | 20,874 21,069 254 448 194 75.1 64.5 62.6
Hyogo 722 1,515 1,719 793 997 204 2.6 4.7 5.
Nara 76 165 246 88 170 81 0.3 0.5 0.7
Wakayama 192 385 436 193 244 51 0.7 1.2 1.3
Tottori 32 156 193 125 161 37 0.1 0.5 0.6
Tokushima 89 210 232 121 142 22 0.3 0.6 0.7
Other regions | 4,846 5,668 5,889 822 1,044 221 17.6 17.5 17.5
Total 27,457 | 32,384 33,667 4927 6,210 1,283 100.0 100.0 100.0

Source: Prepared by the author
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Mie Prefecture.

The share of economic impact by region shows that the share of Osaka
Prefecture decreases from 74.5% in the baseline scenario to 62.4% in Greater
Expo Case 2. It can be said that the increase in the number of extra nights and
day-trippers further increases the economic impact on prefectures other than
Osaka in the Kansai region. A comparison of the baseline scenario and the
Greater Expo scenario shows that the increase in overnight stays and day-trip-
pers associated with the development of the Greater Expo will have a relatively
higher economic impact on areas outside of Osaka Prefecture. By developing a
Greater Expo with contents that are attractive to tourists, day-trip and stay-over
consumption can be expected to increase in areas outside of the Expo site. In
other words, the economic effects of the Expo can be expected to ripple out over
a wider area and into other prefectures in the Kansai region, thereby turning
the entire Kansai region into a pavilion. There have already been a number of
events that aim at the development of a Greater Expo and the pavilionization of
the Kansai region. The following subsection introduces some examples of such
efforts.

(2) Examples of a Greater Expo: Open Factories in Yao City and
Higashi-Osaka City

As described in Subsection 3.1 (1), the development of a Greater Expo envisions
additional participation in events held at locations other than the Yumeshima site
as well as the creation of pavilions throughout the Kansai region that will have
an economic effect on the Greater Kansai region. This subsection introduces
Yao City’s “Open Factory” initiative called “Miseruba-Yao” and its efforts toward
the Osaka-Kansai Expo, as well as the Hanazono Expo held in Higashiosaka City
in 2022 as examples of the Greater Expo in practice.

(1) What is an “Open Factory”?

According to the Kinki Bureau of Economy, Trade and Industry, Yao City’s
“Open Factory” is an initiative in which manufacturing companies open their
production sites to the outside world and allow visitors to experience the man-
ufacturing process. In addition, in recent years, many companies, mainly in
regions with a certain level of industrial concentration, have begun to organize
events together rather than independently. Such events attract many visitors
from within and outside the region by showing the attractiveness of the region
in an integrated manner. In the Kansai region, in particular, such open factory
events are expected to serve as a means of communicating the attractiveness of
Kansai in anticipation of the 2025 Osaka-Kansai Expo.
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According to the Kansai Bureau of Economy, Trade and Industry (METI-
Kansai), as of March 2023, 41 regionally integrated open factories have been
held nationwide. Of these, 14 have been held in two in Kansai (including Fukui
Prefecture), or about one-third of all open factory events. Figure 5-1-1 shows
the number of open factories in the Kansai region, mainly in Osaka and Kyoto
prefectures. In Osaka Prefecture, in particular, there are areas where the man-
ufacturing industry is flourishing, such as Higashi-Osaka City and Yao City, and
each municipality is taking advantage of its regional strengths.

(2) “Miseruba-Yao” and “Osaka Health Care Pavilion” in Yao City

“Miseruba-Yao”, inaugurated in Yao City in 2018, is a typical example of the open
factory described in (1) (see Figure 5-1-2). It is a consortium (joint venture)
of local small and medium-sized companies, major companies, universities,

Open Factories in Kansai

Source: Compiled by METI Kinki from “OPEN FACTORY REPORT 1.0

View of “Miserubayao”

Source: Courtesy of Yao City
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financial institutions, and the government, aiming at promoting co-creation
among companies to bring about new innovations. Specifically, the consortium
contributes to the local community through “manufacturing workshops,” com-
municates the attractiveness of manufacturing and the appeal of manufacturing
companies, and conducts collaborative projects, product development, and
events among the companies. In the five years since its establishment, more
than 50 new collaborative projects and products have been created. As of the
end of January 2023, there were 130 participating companies. The total number
of visitors as of the end of January 2023 was about 84,000, and the goal is to
attract 100,000 visitors during the period of Osaka-Kansai Expo.

Yao City will be the only municipality to have a booth at the Osaka-Kansai
Expo in the “Osaka Health Care Pavilion,” where Osaka Prefecture and Osaka
City will exhibit their products. In addition, the city is actively promoting Yao
City to attract visitors from the Expo site in cooperation with the “Miseruba-Yao”
mentioned above.

(3) Hanazono Expo in Higashi-Osaka City

A similar initiative to Yao City’s “Open Factory” was the Hanazono Expo held
by Higashi-Osaka City in 2022. The city held the “Hanazono Expo: Let’s expe-
rience ‘the future society full of shining lives'?” at Hanazono Central Park on
November 5 and 6, 2022 (see Figure 5-1-3). The purpose of this event was to
allow visitors to experience new lifestyles and values in a post-pandemic society,

HAN'Aszo
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Hanazono Expo poster and scenes from the day

Source: Provided by Higashi-Osaka City

2) An adapted translation of the official the logo of the Osaka-Kansai Expo,
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as well as digitalization through cutting-edge technology, and to publicize the
significance and the potential of the Expo. Hanazono Central Park was used
as the Expo site, and nearly 200 booths of companies and other organizations
were lined up to display actual “flying cars,” performances by Expo producers,
a corner where visitors could try using VR goggles, and a drone piloting experi-
ence. The official Expo character Myaku-myaku was also on display.

According to the city of Higashi-Osaka, the event attracted 70,000 visitors
compared to the originally planned 20,000, resulting in a production inducement
effect of JPY 420 million for Osaka Prefecture as a whole and JPY 160 million for
Higashi-Osaka City. It can be said that the event succeeded in fostering momen-
tum toward the Osaka-Kansai Expo, and in generating economic effects. Aiming
to promote local small and medium-sized businesses, the city is planning to hold
the same event in 2023 and 2024, before the Osaka-Kansai Expo.

2. Economic effects of promoting sightseeing tours

In Chapter 5, it was pointed out that a major challenge for tourism in Japan is to
eliminate the phenomenon of overtourism in urban areas and to attract visitors
to other regions. With the Osaka-Kansai Expo scheduled to be held in 2025, sev-
eral promotions and specific tour programs are under consideration to promote
wide-area tourism in the Kansai region.

Subsection 3.2 (1) introduces efforts to promote sightseeing tours in the
Kansai region. Subsection 3.2 (2) presents a model case of a high value-added
tour as exemplified by the Kansai Tourism Bureau, as well as the results of our
analysis of its impact on the regional economy using the Kansai Interregional
Input-Output Table.

(1) Efforts to promote sightseeing tours, wide-area expansion, and
high value-added tourism in Kansai

Below, we introduce two initiatives by various institutions working toward the

development and promotion of tourism in Kansai.

(1) Action Plan for the 2025 Osaka-Kansai Expo (an initiative by the
International Exposition Promotion Headquarters)

The “Action Plan for the 2025 Osaka-Kansai Expo” (Version 3, released in

December 2022), published by the Expo Promotion Headquarters, outlines

the policies and measures to be implemented by each ministry and agency in

the lead-up to the 2025 Osaka-Kansai Expo. The first version was released in

December 2021 and it has been revised every six months since then. The key
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themes for tourism are “Promotion of inbound travel to Japan using the oppor-
tunities provided by the Osaka-Kansai Expo” (Versions 1 and 2) and “Promotion
of the Osaka-Kansai Expo as an opportunity to attract visitors to the entire coun-
try” (Version 3). The basic idea of the project is that the Cabinet Secretariat
and the Japan Tourism Agency will take the lead and work with exposition
associations and DMOs (Destination Marketing/Management Organizations)
to refine tourism resources, enrich contents, and promote digital technologies,
which will lead to the rebranding of the region. The project also envisions the
construction of high-quality, attractive sightseeing routes, the creation of model
courses including wide-area tours, and the enrichment of sightseeing content.

(2) Kansai Tourism Action Plan for Osaka-Kansai Expo (a joint ini-
tiative by the Kinki Regional Development Bureau, Kinki District
Transport Bureau, Kansai Tourism Bureau)

Next, the “Kansai Tourism Action Plan for Osaka-Kansai Expo” (Ver. 2, revised

in August 2023) by the Kinki Regional Development Bureau, the Kinki District

Transport Bureau, and the Kansai Tourism Bureau, based on the “Action Plan

for the 2025 Osaka-Kansai Expo” above, provides more specific details of efforts

specifically for the tourism industry. For example, the plan lists the creation
of new tourism contents based on changes in travel demand (improvement of
attractiveness), the creation of sustainable tourism regions (regional initiatives),
and the strengthening of the tourism industry (introduction of digital technolo-
gies, etc.) as initiatives to promote the recovery of tourism in the Kansai region.

In order to make Kansai an internationally competitive tourist region, the Bureau

aims to create a tourist region that is “good to live in and good to visit” by linking

regions from the four perspectives of “theme and story,” “human resources,”

“information,” and “transportation” to coordinate regional tourist resources as

an “area. For inter-regional travel, the Bureau plans to use MaaS(Mobility as a

Service)to promote seamless inter-regional travel by public transportation.

In preparation for the Osaka-Kansai Expo, it is stated that “the entire Kansai
region will be transformed into a pavilion to encourage Expo visitors to tour the
Kansai region” ( ). The Bureau also states that efforts will be made
to create content that takes advantage of regional characteristics and to promote
high value-added tourism, which is the plan of action that we suggested in last
year’s white paper.

(3) “The Exciting Kansai” (an initiative by the Kansai Tourism Bureau)
The Kansai Tourism Bureau has created “The Exciting Kansai,” an initiative
aiming at promoting sightseeing route for foreign visitors in the Greater Kansai
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Figure 5-1-4 A representation of the pavilionization of the entire Kansai region

Source: "Kansai Tourism Action Plan for Osaka-Kansai Expo” by Kinki Regional Development Bureau, Kinki Dis-
trict Transport Bureau, and Kansai Tourism Bureau.

Table 5-1-3 Tourist Routes in “The Exciting Kansai”

Area Name ‘ target prefectures
KII PENINSULA WakayamaPref., Nara Pref., Mie Pref.
HARIMA Hyogo Pref.
WEST LAKE BIWA & FUKUI Shiga Pref., Fukui Pref.
FUKUI, EAST LAKE BIWA & MIE Fukui Pref., Shiga Pref., Mie Pref.
KOBE, AWAJI ISLAND & TOKUSHIMA Hyogo Pref., Tokushima Pref.
SAN’IN COAST Tottori Pref., Hyogo Pref., Kyoto Pref., Fukui Pref
ISE &NARA Nara Pref., Mie Pref.
TANABA Kyoto Pref., Hyogo Pref

Source: Compiled by KANSAI Tourism Bureau from “The Exciting Kansai” website and materials.

region. The initiative has developed eight sightseeing routes in the Kansai
region. The idea is that Kyoto, Osaka, Kobe, and Nara are core areas, from
where visitors can go on tours around in the Greater Kansai region (see Table
5-1-3 for the routes). The website of “The Exciting Kansai” provides examples
of model courses and experience programs for each of the eight routes based on
the key concepts of touring, wide-area tourism, and high value added.

In the next paragraph, we introduce a model self-guided tour course in the
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San’in Kaigan area, one of “The Exciting Kansai” tourist routes®. The results of
an analysis of the impact on the regional economy using the Kansai Interregional
Input-Output Table are also presented.

(2) Economic effects of the promotion of region-wide sightseeing
tours by Kansai Tourism Bureau

We selected the San’in Kaigan area as an example, because it straddles multiple

prefectures, and is therefeore a concrete example of a wide-area, round-trip tour

that includes overnight stays.

Table 5-1-4 shows an overview of the San’in Kaigan area tour. Using a rental
car, visitors will tour the area centering on Toyooka City in Hyogo Prefecture and
the Tango region along the sea in the northern part of Kyoto Prefecture. On the
first day, visitors will rent a car at Kansai International Airport, explore Izushi
Town in Hyogo Prefecture, visit the Toyooka Bag Factory in Toyooka City, and
stay at a luxurious hotel in Kinosaki (a famous hot spring resort). On the third
day, visitors will experience activities such as a sightseeing boat ride in the area
near Amanohashidate before returning to Kansai International Airport. The tour
is characterized by the fact that it incorporates a wide variety of tourist resources
(food, local specialties, and souvenirs from each region), and by the fact that it is
avalue-added plan that increases tourist satisfaction through accommodation in
luxurious facilities and a higher value added than conventional individual tours.

Using the Kansai Interregional Input-Output Table (tentative table), we
measure the economic impact on the regional economy of increased tourism
demand and higher value added by international visitors to Japan (referred to
as the “high value-added scenario”), based on the assumption of the excursion
tours shown in Table 5-1-4. As a comparison, we also measure the economic
effects of conventional tours to Hyogo and Kyoto prefectures (hereinafter
referred to as the “baseline scenario”).

Table 5-1-5 compares the per capita cost (unit cost) in the baseline sce-
nario and the high value-added case. In the baseline scenario, the per capita
costs in Hyogo and Kyoto prefectures are taken from the Japan Tourism
Agency’s “Survey on Trends in Foreign Visitor Consumption in Japan.” In the
high value-added scenario, each unit cost was assumed based on the program
shown in Table 5-1-4,

3) Self-guided tours are a form of travel that is spreading mainly among wealthy Europeans
and Americans, in which travelers arrange their itinerary, transportation, and accommoda-
tions in advance, and enjoy sightseeing and staying at their own pace with a dedicated map
and guidebook in hand.
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Outline of San’in Kaigan Area Tour (part of “The Exciting Kansai”)

Tour Name: Kinosaki ~ Tango Peninsula ~ Amanohashidate 3 days / 2 nights
Fee: JPY 128,000 per person

Route: Kansai International Airport — Kinosaki Hot Spring — Amanohashidate
— Kansai International Airport

Day1: Kansai airport to Kinosaki Onsen
Arrival at Kansai Airport and depart after renting a car. Depart for Izushi Town by self-drive.
[Recommended Model Course]

lzushi soba lunch and walking around Izushi castle town.

lzushi Castle Town Highlights: Shinkoro Clock Tower, Eirakukan, Takumi Crafts
[Recommended Options]
(Izushi Area)

Soba making experience and lunch (reservation required / time required about 1 hour)
(Toyooka Area)

Shopping at Toyooka KABAN Artisan Avenue

Genbudo Cave Park & Genbudo Cave Museum
Accommodation: Nishimuraya Hotel Shougetsutei or similar *dinner & breakfast is included

Day2: Breakfast at the ryokan and Check-out. Depart for self-drive tour. Kinosaki Onsen to
Amanohashidate
[Recommended Model Course]
Kinosaki Onsen Ropeway to Matsudaisan Onsenji temple and observation deck
Lunch at Wakuden MORI Arts and Crafts Restaurant
Chirimen (crepe) road / Former Bito Family House
[Recommended options]
(Kinosaki Area)
Kinosaki straw work experience (reservation required / time required about 1 hour)
(Kyotagngo Area)
Authentic crepe kimono dressing & walking experience (reservation required / time required
about 4 hours)
Crepe coaster making and hand-weaving experience (reservation required / time required
about 1 hour)
Accommodation: Amanohashidate Rikyu Hoshi no Oto or similar

Day3: Breakfast at the hotel and Check-out. Self driver tour Tango peninsula. Amanohashidate
to Kansai Airport
[Recommended Model Course]
Walking around the Ine Funaya (boat house) area (please enjoy recommended options)
Sea food lunch at “Funaya Restaurant” or “Wadatsumi”
Amanohashidate (Motoise Konos Shrine / Kasamatsu Park)
[Recommended options in Ine]
(Ine)
Ine experience with Funaya guide (reservation required / group tour about 1 hour)
Ine e-bike / electric assist bicycle rental (reservation required)
Sightseeing around Ine Funaya by sea taxi (reservation required / time required about 30
minutes)
Ine Bay Sightseeing Boat (time required: about 30 minutes)

Source: Compiled by KANSAI Tourism Bureau from “THE EXCITING KANSAI” website.

The first difference between the baseline scenario and the high value-added
case is the cost of lodging. The baseline scenario includes relatively inexpen-
sive hotels, but the high value-added case assumes that the tourists will stay at
luxurious facilities, resulting in a higher cost per person. Second, in the high
value-added case, the purchase of Toyooka bags in Hyogo Prefecture and tradi-
tional crafts in Kyoto Prefecture are assumed based on the tour itinerary, and
these purchases are reflected in the shopping costs. Therefore, the unit price of



274 Chapter 5 / Greater EXPO Development and DX

the shopping cost is larger than that of the baseline scenario. Third, in the high
value-added case, it is assumed that the travel expenses include car rentals and
expressway charges in Osaka Prefecture.

Based on the unit costs in Table 5-1-5, the economic impact was calculated
by multiplying 41,000 (person-nights), which is the total number of foreign over-
night stays in Toyooka City in 2019, and assigning it to each industry in each
region using the Kansai Interregional Input-Output Table (tentative version).
The induced production, value added, and employment income for both cases
are shown in Figure 5-1-5. The induced production amount is JPY 5.0 billion in
the baseline scenario case and JPY 13.4 billion in the high value-added scenario.
Meanwhile, the induced value added is JPY 2.7 billion in the baseline scenario
and JPY 7.0 billion in the high value-added scenario. Finally, the induced employ-
ment income is JPY 1.3 billion in the baseline scenario and JPY 3.4 billion in the

o Comparison of Per Capita Expenditures in the baseline versus the
Table 5-1-5 . .
high value-added scenario

Base Case high value added case
(Unit: JPY/person) Osaka

Lodging expenses 7.600 10,531 45,000 60,000

Food and drinks expenses 8,412 8,598 1,200 6,030 0
Transportation expenses 545 778 935 1,953 8,599
Entertainment services expenses 1,630 1.319 1,200 3,200 0
Shopping expenses 7.445 7,593 20,000 10,000 0
Other 4,261 4,840 1,000 3,500 0

Source: Compiled by the author based on the Japan Tourism Agency’s “Survey of Foreign Visitor Spending
Trends” and the Kansai Tourism Bureau’ “The Exciting Kansai” program, etc.

(Unit : JPY million)
Induced production

amount 13,407

Induced gross
value-added amount

Induced employee
income amount

W Base case

3,406 B High value-added case

m Comparison of the economic impact of the baseline versus the
high value-added scenario

Source: Prepared by the author
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high value-added scenario. In both cases, the economic effect in the high val-
ue-added scenario is about 2.5 times larger than that of the baseline scenario.
shows the economic impact by region in terms of induced
production. In both the baseline scenario and the high value-added scenario,
Kyoto Prefecture accounts for about 40% of the total induced production effect,
while Hyogo Prefecture accounts for about 35%. In both cases, Kyoto Prefecture
receives the largest share of the induced production effect because the cost of
lodging is higher in Kyoto Prefecture. In the high value-added scenario, Kyoto
Prefecture’s share increases while the share of the rest of the Kansai region
decreases by 1.1 %pt. These results suggest that the economic ripple effects
of tours that effectively utilize regional tourism resources remain within the
region.
shows the production inducement effect by region and indus-
try. In the baseline scenario, the service industry has the largest effect, followed
by the manufacturing and commerce industries. In the high value-added
case, the service sector also has the largest effect, but its share of the total
is slightly lower than in the baseline scenario case. Instead, the shares of the
manufacturing and transportation/communication sectors increase. In the high
value-added case, the induced production effect in the manufacturing sector in
Hyogo Prefecture is about five times larger than in the baseline scenario, while
the manufacturing sector in Kyoto Prefecture also increases by about 2.5 times.
Finally, we outline the impact of the promotion of region-wide sightseeing
tours on value added in the regional economy. In we compare
the gross value added in Kyoto and Hyogo prefectures, as well as the ratio of
the effect to the gross regional product (nominal GRP) of the Tango region in

Production Inducement Effects by Region

Kyoto Pref. 2,011 40.1% 5,523 41.2% 3,512
Hyogo Pref. 1,734 34.6% 4,595 34.3% 2,861
Osaka Pref. 273 5.5% 768 5.7% 495
Other Kansai 152 3.0% 414 3.1% 262
Other regions 841 16.8% 2,108 15.7% 1,267
Total 5,010 100.0% 13,407 100.0% 8,397

Note: Other Kansai includes Fukui, Mie, Shiga, Nara, Wakayama, Tottori and Tokushima prefectures. The “Other
Kansai” includes Fukui, Mie, Shiga, Nara, Wakayama, Tottori, and Tokushima prefectures.
Source: Prepared by the author
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Table 5-1-7 Production Inducement Effects by Region and Industry

Base case (Unit: JPY million)

sy o | oo | Guakn | e | St | ot | S
Agriculture, forestry and fisheries 11 13 1 9 61 94 1.9%
Manufacturing 187 137 66 86 252 729 14.6%
Commerce 203 194 63 16 127 603 12.0%
Transportation and communications 142 121 52 15 149 479 9.6%
Service and others 1,228 1,077 61 13 177 | 2,555 51.0%
Others 240 192 30 12 74 549 | 11.0%
Total 2,011 1,734 273 152 841 5,010 100.0%
High value-added case (Unit: JPY million)

R
Agriculture, forestry and fisheries 15 21 1 19 128 184 1.4%
Manufacturing 462 635 176 233 589 | 2,095 15.6%
Commerce 365 532 159 40 312| 1,407 10.5%
Transportation and communications | 431 368 173 48 421 1,442 10.8%
Service and others 3,507 | 2,499 169 37 460 6,671 49.8%
Others 744 540 90 36 197 1,607 12.0%
Total 5,523 | 4,595 768 414 2,108 | 13,407 100.0%
difference (Unit: JPY million)

oo | gt | Soske | e | oo, | o
Agriculture, forestry and fisheries 4 8 1 10 67 90
Manufacturing 275 498 110 147 337 | 1.366
Commerce 162 338 95 24 185 804
Transportation and communications | 289 248 121 33 272 963
Service and others 2,279 1,422 108 24 283 4,116
Others 503 348 60 24 123| 1,058
Total 3,512 | 2,861 495 262 1,267 | 8,397

Note: Regional classification is the same as in Table 5-1-6.
Source: Prepared by the author

Table 5-1-8 Impact on the local economy (in terms of gross value added)

(Unit:JPY million)

Tango Area Nominal GRP 300,612 Toyooka City Nominal GRP 302,512
Kyoto Prefectural Effect 1,471 Hyogo Prefectural Effect 1,783
Ratio (%) 0.49% Ratio (%) 0.59%

Note: Nominal GRPs are based on the latest available data for 2019. The Tango region includes Miyazu City,
Kyotango City, Ine Town, and Yosano Town.
Source: Prepared by the author based on “Statistical Report of Toyooka City for FY 2022” by Toyooka City and
“Kyoto Prefecture’s Municipal Accounts for FY 2022” by Kyoto Prefecture.



Section 1 / Greater EXPO and the Economic Impact of Promoting Tourism to a Wider Extent 277

Kyoto Prefecture and Toyooka City in Hyogo Prefecture. The ratio of the effect
in Kyoto Prefecture to the economy of the Tango region is 0.49%, and the ratio
of the effect in Hyogo Prefecture to the economy of Toyooka City is 0.59%. The
results show that changing the tour itinerary to a high value-added course gen-
erates an additional economic ripple effect in the region.

Conclusion: Kansai’'s Economy Should Aim for High Value-Added
Opportunities related to Expo 2025

In Section 1 we discussed the possibility for a Greater Expo and introduced
examples of how to brand and add value to regions and industries in the Kansai
region, or more simply put, how to create profitable industries and profitable
regions.

Subsection 1.1 presented an updated version of our estimates of the eco-
nomic impact of the Osaka-Kansai Expo and a potential Greater Expo, and
introduced the concept of “open factories” which can be integrated into a Greater
Expo, with specific examples from Yao City and Higashi-Osaka City. Subsection
1.2 outlined efforts to promote sightseeing tours in the Kansai region, introduc-
ing examples of high value-added tours in the San’in Kaigan area by the Kansai
Tourist Organization, and measuring the economic impact of such tours. Our
analysis indicates that the promotion of sightseeing tours and high value-added
tours has an economic impact not only in the region concerned, but also more
broadly throughout the Kansai region.

The Osaka-Kansai Expo is scheduled to be held in 2025, and it is neces-
sary to work toward expanding the economic effects of the Expo throughout
the entire Kansai region in a sustainable. Rather than limiting the economic
effects of the Expo to specific regions or specific times, it is necessary to proac-
tively prepare mechanisms to ensure that the effects are sustained and spread
over a wider area. Even after the Expo, it is important to design events and
tour programs that fully utilize the characteristics and attractions of each region
and succeed in attracting tourists. We hope to see more initiatives in the Kansai
region similar the ones described in Section 1 of this article, as we believe that
such initiatives will lead to the rebranding of the region and generate high added
value.
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LeveraGING DX IN KANsAI AND OsAKA

SHIMOJO, Shinji; ASHIKAGA, Tomoyoshi

With the adoption of the “Osaka Super City Concept” as a super city-type national
strategic special zone by the Cabinet Office in April 2022, the “Osaka Prefecture
Super City Concept” has begun to move toward the social implementation of
a data collaboration infrastructure (ORDEN) known as an urban operating
system (OS). A super city is an effort to promote sustainable urban development
at a higher level than before by utilizing DX, and an urban OS is a digital plat-
form for a super city that efficiently manages the entire city by utilizing sensors,
networks, big data, artificial intelligence (Al), etc. ( ). The Osaka
Prefecture Super City Concept has two green fields, Yumeshima (Yumeshima
Construction, Osaka-Kansai Expo) and Umekita Phase 2, where rapid demon-
stration and social implementation of cutting-edge services is being promoted
by taking advantage of the nature of green fields, where urban development is
conducted from the ground up.

This section analyzes the effects of applying DX in a super city based on the
definition in the Cabinet Office’s “Smart City Guidebook”: “Smart cities solve
various problems faced by cities and regions, and continue to create new value.”
The “solution of various problems” refers to the streamlining of existing busi-
nesses through data visualization and analysis and is an aspect of “quantitative

®Smart City @®Super City
Services exist for each field, no data linkage Data linkage infrastructure connects all services
and the city
Energy  DisasterPrevention  Traffic Tourism Energy  DisasterPrevention  Traffic Tourism
Services Services Services Services Services Services Services Services
Applications  Applications ~ Applications  Applications Applications  Applications  Applications  Applications
Data Data Data Data Data Data Data Data

| Data Linkag:i?lgﬂonm (Urban OS)

Difference between Smart Cities and Super Cities

Source: 10T News, “What is the ‘Super City’ Concept of Urban DX?” Source: loT News, “What is the ‘Super City’
Concept?”
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improvement effects.” “Creating value” refers to new value and new business
created from data and is an aspect of “qualitative business transformation.”

In the following, we will introduce two aspects of service cases using DX:
“quantitative improvement effects” and “qualitative business transformation.””

2. Quantitative improvement effects

Here, we introduce two cases in which data analysis and visualization were
incorporated into existing businesses to improve process efficiency. The first
is the case of Mitsubishi UFJ Trust and Banking Corporation, which used the
information banking service “Dprime” to integrate user communication into a
company’s product development process, and developed a final product based
on the results of collecting and analyzing personal data and questionnaire data.
The second is a case study of “Yumeshima Construction,” a project to use DX
to facilitate the construction of the Expo site and related infrastructure for the
2025 Osaka-Kansai Expo, including countermeasures against traffic congestion
of construction vehicles and smooth movement of workers.

(1) Product development based on analysis of users’ personal data
In July 2022, Mitsubishi UF] Trust and Banking Corporation launched the “Beer
Development Project with Your Data and Waste Ingredients” based on the con-
cept of “Let’s Make Beer Together to Raise Food Loss Issues.” Users experience
the process of creating products using their own data, and companies develop
products from the user’s perspective while sharing the social significance of the
product and gaining the empathy of the user. This is a service that can only be
provided by an information bank that connects individuals and companies with
data.

In this project, participants were recruited through the “Dprime” appli-
cation, and a pilot version was developed by the company through in-depth
analysis of personal data and questionnaire data for 1,400 participants. Since
feedback to participants must be simple to gain their sympathy and be seen by
them, the results of the analysis for participants were presented in an easy-to-un-
derstand graphical format with four cut-off points, according to the data on beer
tastes and preferences. For example, for those who do not like beer, we created
a slightly sweet and fruity one that does not show bitterness from the viewpoint
of user comprehensibility. For other analyses, we decided on a case-by-case

1) The case studies are taken from the Asia Pacific Institute of Research’s “Urban DX in
Kansai and Osaka” study group report (FY2022).
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basis how to communicate with the participants and published the results on
our website and in videos to make it easier for them to understand how to use
the data. The beer development process was conducted by actually making four
kinds of beer, having 600 people drink a set of the four kinds, and collecting
questionnaires afterward.

The “food loss countermeasure” in the development of this beer was the use
of grapefruits that were to be discarded by farmers and cacao husks (cacao peels
discarded during chocolate processing). The grapefruit was produced in coop-
eration with a company called “Midori-no-Sato Ryokun” in Miyazaki Prefecture,
and the cacao husk was produced in cooperation with “Dandelion Chocolate.”
By communicating the concerns and thoughts of these partner companies on
food loss issues through videos and websites, the project has gained the sym-
pathy of users not only for the brewing of beer, but also for efforts to address
social issues.

In the questionnaire results before the tasting, few people answered that
they would “actively choose products that solve social issues,” with 24% saying
that they would “actively want to choose,” but in the questionnaire results
after the tasting, those who changed their attitude to “actively want to choose”
increased by 26% to 50%, indicating the “achievement of empathy,” which was
the significance of the project.

The use of “Dprime” in this product development project not only enabled
the construction of customer contact points by disclosing the development pro-
cess, but also enabled the sequential reflection of massive data obtained from
users in product development, as well as the acquisition of empathy from users.

(2) Yumeshima Construction
A large number of construction vehicles are expected to come to Yumeshima
during the large-scale construction of the Osaka-Kansai Expo. In addition to
construction vehicles, container trucks and general vehicles are also expected
to travel on Yumeshima, potentially causing large-scale traffic congestion. There
are two major routes to Yumeshima, one from Maishima in the north and the
other from Sakishima in the south. Even if these two routes flow smoothly, there
is a gate to the construction site on the route, and delays near this gate will lead
to congestion. Even if the gate can be passed, there is a limit to the number of
parking spaces available due to the limited area of the Expo construction site,
and these factors must be considered (Figure 5-2-2).

However, while the number of construction vehicles must be planned so
as not to cause traffic congestion, the plan should not be adjusted on a monthly
basis. In addition, the Osaka-Kansai Expo project involves coordination among
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multiple construction companies, resulting in an enormous amount of coordina-
tion man-hours. In order to reduce the coordination man-hours, we use “DX at
construction sites” that utilizes mathematical optimization.

In the past, for example, data for each construction area was managed
individually by the company managing the construction area, but Yumeshima
Construction’s “Data Standardization and Visualization System” centralizes the
vehicle management data held by each construction company and displays it on
a dashboard for a one-stop view of the data.

Specifically, in order to estimate the adjusted number of construction vehi-
cles in the operation plan, the total number of vehicles in the operation plan for
each north-south route is calculated. The number of general vehicles is also
estimated based on historical traffic volume data, and the sum of the number
of vehicles on each route is calculated. This sum is then used to determine the
number of vehicles that exceed the upper traffic limit for each route using traf-
fic engineering. In addition, the conditions required for the planning include
the vehicle adjustment conditions from each general contractor and weather
information data necessary for making decisions when adjusting the vehicles.
For example, ready-mixed concrete trucks cannot work if they are brought in
on a rainy day, so if it is known that it will rain tomorrow, it is necessary to shift
these trucks to the day before or the day after, or to a time when it will not rain.

The Yumeshima Construction dashboard displays a revised operation plan
for construction vehicles based on mathematical optimization with the objective



Section 2 / Leveraging DX in Kansai and Osaka 283

function of minimizing the number of adjustment man-hours and the time spent
traveling before and after adjustment. Although this is a hypothetical simulation,
it is estimated that the system will reduce the number of man-hours required to
adjust construction vehicles by about 420 hours per month, assuming that there
are about 300 vehicles per day and that each vehicle takes 2 minutes to adjust
(Figure 5-2-3).

3. Qualitative business transformation

Here, we present the Pasona Metaverse from Pasona Inc., a company that is
working to create new industries, jobs and career opportunities in rural areas
using virtual spaces (metaverse).

In September 2020, Pasona relocated part of its head office functions to
Awaji Island. The relocation of a portion of Pasona’s head office functions is
not only from a BCP perspective, but also from the perspective of the decline of
rural areas and agriculture, the falling birthrate and aging population, children
on waiting lists, the separation of employees from nursing care, and the physical
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and mental environment, as well as the value of the option to end Tokyo’s con-
centration. Awaji Island is about the same size as the 23 wards of Tokyo or
Singapore, with a population of 120,000.

Pasona aims to create new industries, employment and career opportuni-
ties by multiplying Awaji Island activities with the Metaverse. In order to create
work opportunities and business operations in the metaverse, Pasona has cre-
ated a new community industry with “100 communities (towns)” and presented
the working environment, facilities and values on Awaji Island ( ).

The community allows users to participate in real content on Awaji Island,
and when there is a “shortage of people or poor response from facilities,” a
mechanism is in place to send customers to each other. When using a car, one
would conventionally go to Awaji Island and then car-share, or rent a car in Shin-
Kobe or Sannomiya, but in Pasona’s metaverse, one owns their own car in the
metaverse space before going to Awaji Island, and when one arrives, they can
get into their own car in the virtual space in real time.

Pasona has launched the Avatar Human Resource Creation Project and cre-
ated the Awaji Avatar Center on Awaji Island. The center provides opportunities
for staff who want to serve customers to work in sales and reception. For exam-
ple, there is a theme park called “Nijigen-no-mori” on Awaji Island, which has a
large digital signage display at the entrance that shows video clips. When you
say “Hello” in front of this display, a staff member at the Avatar Center answers
your question. The avatars do not have faces, and voice conversion is also pos-
sible, so that a person of a different age or gender can serve customers as if
she were a woman in her 20s without any discomfort. The avatar concierge can
be connected to the chatbot on the Web. For example, if the system is installed
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in a store that is closed at night, it can respond via the Web from Awaji Island
because the number of customers is not known even if the store is open at night.
The system can also be used for event reception, to find new customers, and to
utilize specialized human resources. In the field of digital marketing, placing
avatar consultants on the Internet has the effect of increasing conversion rates
and inquiries. Currently, the Avatar Center on Awaji Island handles this service,
but in the future, we are considering offering this service at home. This method
allows a wide range of skilled personnel to be utilized throughout the country,
such as by making it possible to respond from a different location if one location
becomes congested.

4. How a super city (urban DX) should be

In order for the development plan of the “Osaka Super City Concept” to ensure
the sustainable development of the city in the future, it is necessary to provide
services that solve the problems of consumers and visitors and improve their
quality of life (QoL), and to maintain their level of satisfaction.

The fact that a city continuously enhances and evolves the attractiveness
of its services to its residents and users has something in common with the
subscription-based business model: Tzuo (2018) describes subscription from
the perspective of the service provider as “focusing on the needs of specific cus-
tomer desires and creating services that bring continuous value to them. If this
subscription approach is applied to cities, “a state of high QoL” can be realized
by analyzing the inconveniences (who is troubled and why) latent in the city and
providing services to satisfy those inconveniences.

There are two ways to increase the value of a service to a customer in sub-
scription: up-selling and cross-selling. Up-selling is proposal of a new service
that brings new value to the current situation. Cross-selling is creating new
value by linking with other services.

In order to sustainably improve the quality of services, optimizing services
for individual users (personalization) using user response and evaluation data
will strengthen the residents’ intention to continue living in the community. In
addition, new services must be created through up-selling and cross-selling to
increase the value to customers. The three case studies presented in this report
have in common that they have both real and virtual user contact points and
continue to generate high QoL through data-driven service provision, which
provides suggestions on how to gain community engagement.

It will become increasingly important for Osaka Prefecture and Super Cities
to continue to increase and retain residents by enhancing their services, in an
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environment where cities around the world are competing for population.
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About the Editing of the EXPO 2025 Chronology

+ The EXPO 2025 Chronology was written by the Chronology Group of the Asia
Pacific Institute of Research (APIR).

« The last check date of the following data is November 30, 2023 (exceptions
noted).

« EXPO 2025 OSAKA, KANSAI, JAPAN is referred to as “Osaka-Kansai Expo”
and The Japan Association for the International Exposition, 2025 is referred
to as “Expo Association” due to space limitation.

« EXPO 2025 OSAKA, KANSAI, JAPAN is referred to as “Expo” only in “1.
Chronology” due to space limitation.

- Kansai is defined as Shiga, Kyoto, Osaka, Hyogo, Nara, and Wakayama pre-
fectures, unless otherwise noted.
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1. Chronology

QOlJuly 18, 2022: The Expo Association announced the nickname of the official
character 1,000 days before the Expo.

OOctober 25, 2022: The first international meeting was held between the Expo
Association and representatives of the participating countries and regions,
and the construction of pavilions for each country began in earnest.

ODecember 20, 2022: The Headquarters for the World Expo, Cabinet Secretar-
iat revised the Action Plan for the Expo, incorporating the requests of Osaka
Prefecture, Osaka City, and other related organizations.

OApril 13, 2023: A groundbreaking ceremony was held in Yumeshima, the
planned venue, two years before the opening of the Expo.

ONovember 30, 2023: Advance ticket sales began 500 days before the Expo.

Table 1 Movements related to Expo: April 2022 - November 2023

Year ‘ Month ‘ Expo-Related Movements

8 Participation Pledges Reach 100 Countries/Regions.

4 18 Expo Association announces basic plans for eight core pavilions.

27 Expo Association releases “Expo 2025 Green Vision”.

5 13 Tokushima Prefecture opens the Tokushima Virtual Pavilion.
3 The Osaka-Kansai Expo establishes the “Basic Policy for Visitor Transportation”.

6 10 Expo Association releases license plates commemorating the Expo.

17 Osaka Prefecture and City released the exterior image of Osaka Pavilion.

Osaka Prefecture and City hold “Conference on Status of International Medical
Treatment in Yumeshima”.

7 13 Osaka Prefectural and City governments name the Osaka Pavilion “Osaka Health
2022 Care Pavilion: Nest for Reborn”.

Expo Association announces the nickname of the official character 1000 days before
the Expo event.

Expo association selects 23 young architects to design rest areas and restrooms at
Expo site.

Osaka Prefecture announces that has selected eight decarbonization technology
projects to present their results during the Expo.

The Kansai region’s 7 prefectures and 41 chambers of commerce and industry have
formed a working group to help build momentum for the Expo.

9 The Kansai 3 Airports Advisory Committee increases the limit of the number of de-
18 partures and arrivals at Kansai International Airport, Osaka International Airport, and
Kobe Airport to 500,000 per year.
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25

Expo Association holds first international meeting with representatives of participat-
ing countries and regions.

26

Expo Association begins coordinating pavilion construction with 30 participating
countries.

10 27 Osaka Chamber of Commerce and Industry and Osaka Bureau of Industry approve
26 businesses to participate in the Osaka Pavilion.
27 44 organizations affiliated with Kansai Science City establish the Keihanna Expo Event
Preparation Committee.
28 Expo Association signs pavilion exhibition contract with Austria.
5 “HANAZONO EXPO” event held in Higashi-Osaka City of Osaka Prefecture, to build
2022 o momentum for Expo.
8 Seven major railroad companies in the Kansai region establish the “Kansai MaaS
Council” and will start providing “MaaS” applications in the summer of 2023.
1 Osaka Metro, NTT Communications, and six other companies begin demonstration
tests of “Level 4” self-driving bus in Maishima.
5 Expo Association selects companies to sign official character licensing agreements.
20 The government’s Expo Promotion Headquarters announces the “Osaka-Kansai Expo
12 Action Plan Ver. 3”.
23 Cabinet approves FY 2023 budget proposal, which allocates JPY 2.4 billion for the
construction of the Japanese Government Pavilion and other projects at the Expo.
27 Expo Association begins accepting applications for “Advanced Air Mobility (AAM)”
operators to connect the Expo site with the center of Osaka City and other areas.
18 Expo Association introduce “Theme Weeks” at the Expo, where each theme is held
q for approximately one week.
18 Expo Association announces the introduction of Artificial Intelligence (Al) multilin-
gual translation system at the Expo venues.
1 Switzerland announces the outline of its pavilion “LA SUISSE ENCHANTEE” at the
Expo.
2 14 Osaka City announces FY 2023 budget plan of 13.4 billion JPY to support the Expo
infrastructure and demonstration experiments.
21 Expo Association announces the selection of five companies, including ANA Holdings
and Japan Airlines, to operate “AAM”,
3 Osaka Prefecture and City announce the selection of three candidate sites for the
takeoff and landing sites of the “AMM”.
3 14 Expo Association announces its plan to hold about 8,000 events of various sizes
during the Expo.
24 The Japanese government announces that 153 countries and regions (excluding
Japan) and 8 international organizations have pledged their participation.
2023 6 Expo Association announces its policy to make all payment cashless at the Expo.
12 Expo Association launches merchandise featuring official Expo character “Myaku-
Myaku”.
4 The Imperial Household Agency announces the appointment of His Imperial Highness
0@ Prince Akishino as honorary president of the Expo.
Groundbreaking ceremony is held for the pavilion and other major facilities on
Yumeshima, the planned venue of the Expo.
25 Expo Association signs pavilion exhibition contract with the US.
17 Expo Association announces the appointment of Hiroshi Osaki, former chairman of
Yoshimoto Kogyo Holdings, as co-chairman of the Event Review Committee.
5 29 Osaka-Kansai Expo Kyoto Promotion Committee, co-chaired by the Governor of
Kyoto Prefecture, the Mayor of Kyoto, and others, holds its first meeting.
31 Osaka Metro announces the introduction of 65 EV buses for commuting by venue
construction workers.
5 The Netherlands announces the outlines of its pavilion “Common Ground”.
6 6 Expo Association holds International Planning Meeting (IPM) on the Expo in Osaka

City.
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7 Mayoral Alliance for EXPO 2025 announces “Expo Bento Lunchboxes” featuring
ingredients from 34 cities and towns throughout Japan.
12 Expo Association draws up an action plan to build momentum for the Expo both at
6 home and abroad.
12 Austria announces pavilion outline “Composing the Future”.
30 Expo Association decides to set the base price of admission tickets at JPY 7,500 for
adults (18 years and older).
13 The Expo Association approaches participating countries and regions with the idea
of having the Japanese side construct the pavilion on their behalf (Type X).
Osaka Prefecture announces that “Osaka Week” will be held as part of the Expo’s
7 18 . "
Theme Weeks”.
19 Expo Association holds briefing for businesses on the status of preparations for water
transportation during Expo.
2 Expo Association announces the outline of the pavilion where 11 businesses will
jointly exhibit “Cities of the Future”.
7 The Mint held a ceremony to commemorate the Expo by striking the first 1,000 JPY
8 silver coins.
25 NPO Zeri-Japan announces outline of pavilion “Reviving the Ocean”.
30 Osaka Prefecture announces that children between the ages of 4 and high school
age living in Osaka Prefecture will be invited to the Expo free of charge.
2023 6 The first official Expo store opens at Abeno Harukas Kintetsu Main Store.
1 Groundbreaking ceremony held for the “Japan Pavilion” on Yumeshima, the planned
9 site of the Expo.
20 Musician Sachiko Nakajima outlines the theme pavilion “Playground of Life: Jellyfish
Pavilion”.
6 Groundbreaking ceremony held for “Kansai Pavilion,” a pavilion led by the Union of
Kansai Governments, on Yumeshima, the planned venue of the Expo.
19 Expo Association announces new information content to help build momentum for
the Expo on its official YouTube channel.
10 23 Expo Association announces concrete plans for a complete cashless payment nick-
named “Myaku-pe!”.
The Federation of Electric Power Companies holds a groundbreaking ceremony
26 for the pavilion “Electric Power Pavilion - Eggs of Possibilities” in Yumeshima, the
planned venue of the Expo.
30 Canada announces the outline of the pavilion, with the theme “Regeneration”.
3 “HANAZONO EXPO”, an event to build momentum for the Expo, is held in Higashi
Osaka City, Osaka Prefecture.
10 NTT held a groundbreaking ceremony for the pavilion “NTT Pavilion natural(Tenta-
1 tive)” in Yumeshima, the planned venue of the Expo.
14 Nine new countries have announced their participation in the Expo, bringing the total
to 160 countries and regions.
30 500 days until the Expo opens. Expo Association begins selling advance tickets.

Source: Prepared by APIR based on various press materials.
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2. Countries, Regions and International Organizations

OFigure 1 shows the latest status of countries and regions that have announced
their participation in Osaka-Kansai Expo. As of November 14, 2023, the num-
ber of countries and regions that have officially announced their participation
has reached 160, surpassing the goal of 150 countries and regions. On the oth-
er hand, the number of participating international organizations is 9, which is
still short of the target (25) (Tables 2 and 3).

Target number of participating countries achieved: as of March 24 2023

Countries that have announced their participation for the first time: as of February 10 2021
Countries with most recent partlc&anon announcement: as of November 14 2023
Participating countries exceed 100 countries/regjons: as of April 8 2022

Participating countries exceed 120 countries/regions: as of June 14 2022

Participating countries exceed 140 countries/regions: as of October 25 2022

Participating countries exceed 50 countries/regions: as of August 20 2021

H Target number of participating countries achieved

m Map of countries/regions that have announced their participation

Source: Prepared by APIR based on Expo Association press release.

Table 2 Changes in International Organizations Declaring Participation

Total ‘ DEI ‘ Institution
1 2021/2/10 | International Fusion Energy Organization (ITER)
2/10 | International Solar Alliance (ISA)
4/7 | International Red Cross and Red Crescent Movement
5/28 | African Union Commission (AUC)
7/2 | European Union (EU)
2022/1/7 | Association of Southeast Asian Nations (ASEAN) Secretariat
4/8 | Pacific Islands Forum (PIF) Secretariat
7/5 | United Nations (UN)
9 2023/11/14 | International Science and Technology Center (ISTC)

WINIOIUIDIWIN

Source: Prepared by APIR based on Expo Association press release.
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Table 3 Countries/regions that have announced their participation

7 2021/2/10 Republic of Yemen, Republic of Greece, Republic of Djibouti, Turkmenistan,
People’s Republic of Bangladesh, Kingdom of Bhutan, Republic of Mali
Islamic Republic of Afghanistan, Republic of Uzbekistan, Republic of

14 3/12 | Senegal, Kingdom of Bahrain, Federative Republic of Brazil, Burkina Faso,
Kingdom of Lesotho

18 4/7 | Republic of Qatar, Republic of Guinea-Bissau, Republic of Zimbabwe, Nepal

19 4/13 | Kingdom of Thailand

25 4/21 Democratic People’s Republic of Algeria, Republic of India, Federal Repub-
lic of Germany, French Republic, Jordan, Russian Federation

29 5/14 Republic of Angola, Republic of Zambia, Swiss Confederation, Lao Peo-
ple’s Democratic Republic

34 5/28 Islamic Republic of Iran, Republic of Ghana, Republic of Guinea, People’s
Republic of China, Grand Duchy of Luxembourg
United Kingdom (United Kingdom of Great Britain and Northern Ireland),

43 6/15 Kingdom of Cambodia, Republic of Cuba, State of Kuwait, Union of
Comoros, Central African Republic, United Mexican States, Republic of
Mozambique, Romania

46 7/2 | United Arab Emirates, Republic of Kazakhstan, Kingdom of Spain

48 7/16 | United States of America, Republic of Korea

49 7/27 | Portuguese Republic

54 8/20 Republic of Indonesia, Arab Republic of Egypt. Kyrgyz Republic, Republic of
Suriname, Socialist Republic of Viet Nam

57 9/28 | Argentine Republic, Dominican Republic, Republic of Burundi

58 10/15 | Kingdom of Saudi Arabia

63 117 Italian Republic, Republic of Uganda, Republic of Tajikistan, Brunei Darus-
salam, Republic of South Sudan

64 11/24 | Republic of Paraguay

67 12/14 | Republic of Austria, Sultanate of Oman, Kingdom of Tonga
Republic of Azerbaijan, Republic of Estonia, Commonwealth of Australia,

72 AN Republic of Serbia, Republic of Turkey

78 1/28 Republic of Armenia, Canada, Saint Lucia, Independent State of Papua
New Guinea, Republic of Honduras, Republic of Rwanda
Republic of The Gambia, Democratic Socialist Republic of Sri Lanka,

86 3/4 Republic of Equatorial Guinea, Saint Vincent and the Grenadines, Islam-
ic Republic of Pakistan, Kingdom of Belgium, Republic of Madagascar,
Republic of Latvia

87 3/11 | Republic of Slovenia
Antigua and Barbuda, Republic of El Salvador, Republic of Guyana, Repub-
lic of Cote d’lvoire, Democratic Republic of Sao Tome and Principe, Saint

100 4/8 | Kitts and Nevis, Tuvalu, Republic of Togo, Republic of Vanuatu, Palestine,
Republic of Benin, Plurinational State of Bolivia, Republic of the Marshall
Islands

105 4/19 Ireland, Eastern Republic of Uruguay, Republic of Guatemala, Republic of
Kosovo, Malaysia

106 5/10 | Mongolia
Republic of North Macedonia, Republic of Kenya, Independent State of Sa-

115 5/31 | moa, Republic of Singapore, Solomon Islands, Republic of Niger, Republic
of Haiti, Republic of Bulgaria, Federated States of Micronesia
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119 6/7 Federal Democratic Republic of Ethiopia, Kingdom of the Netherlands,
Niue, Republic of Poland
120 6/14 | Republic of the Philippines

United Republic of Tanzania, Czech Republic, Republic of Trinidad and

12 7 Tobago, Republic of Palau, Belize, Montenegro

130 7/29 | Hungary, Republic of Fiji, Republic of Mauritius, Islamic Republic of Mauritania

Kingdom of Eswatini, Republic of Gabon, Federal Republic of Somalia,
137 9/9 | Federal Republic of Nigeria, Republic of Nauru, Democratic Republic of
East Timor, Republic of Botswana

142 10/25 Slovak Republic, Republic of Tunisia, Republic of Panama, Republic of
Malta, Republic of South Africa

State of Israel, Democratic Republic of Congo, Republic of Sudan, Republic
153 | 2023/3/24 of Seychelles, Vatican City State, Republic of Peru, Republic of Malawi,

Principality of Monaco, Republic of Moldova, Republic of Lithuania, Republic
of Liberia

Kingdom of Denmark, Republic of Finland, Kingdom of Norway, Iceland,
160 11/14 | Kingdom of Sweden, Republic of Croatia, Republic of Chile, Jamaica, Re-
public of Cameroon (Declined) United Mexican States, Republic of Estonia

Source: Prepared by APIR based on Expo Association press release.

3. Comparison of Admission Fees for Past International
Expositions

OTable 4 compares the admission fees of major international expositions held
in Japan and the EXPO 2025 Osaka, Kansai, Japan. Admission for adults was
JPY 800 for the first Expo held in Japan (Japan World Exposition Osaka 1970)
and JPY 4,600 for the 2005 World Exposition, Aichi, Japan, while the admis-
sion fee for the EXPO 2025 Osaka, Kansai, Japan is set at JPY 7,500.

OTable 5 lists the admission fees for the EXPO 2025 Osaka, Kansai, Japan.
The introduction of the “Summer Pass,” which was not available at the 2005
World Exposition, Aichi, Japan, is a unique feature of this exposition in order
to diversify the number of visitors.

Table 4 Comparison of Admission Fees for Past International Expositions

........................ “eeeessseccsssscsssssessssecesssscsssssesssseccssssccssssesssecessssccsssssesssenen s

Adult Junior Chilg | Season [Rset\;errt?:gciaﬁ:?ymf%lre ]

college graduates

1970|22Pan Word Exposition 8O0JPY| 15 16 22 yei’ioé&f 400JPY -l 39.900JPY
2005 Z?;fcjggawmld Exposition. | 4 600 py 1210 17;;2&0;@; 1,500JPY| 17.5000PY|  196,7000PY
2025 52(5212025 Osaka, Kansal. |5 5g0 jpy 1210 17;‘;?:;{’;; 1,800PY| 30,000JPY 235'18?22;

Note: Children under 3 years old are free of charge, basic price (one-day ticket) is compared.
Source: Prepared by APIR based on various press materials.
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Table 5 List of Admission Fees for Osaka-Kansai Expo

Adult

18 years
old over

Junior
12to 17
years old

295

Child
4to 11
years old

e ] One entry allowed from
Opening ticket 13/April to 26/April 4,000JPY | 2,200JPY | 1,000JPY
First-half period ticket ?Qf/_\;’r‘ﬁrz’oaﬁlg%ifyf“’m 5,0000PY | 3,0000PY | 1,2000PY
Tickets sold S(gfcfr;et?]:alysg:? One entry allowed at
befoie i of sl until oc. | any time during the 6,000JPY | 3,500JPY | 1,500JPY
exposition tober 6, 2024) exhibition period
One-day -
ticket Early bird
(From October | One entry allowed at
7.2024 until | any time during the 6,700JPY | 3,700JPY | 1,700JPY
the opening of | exhibition period
the Expo)
One entry allowed at
One-day ticket any time during the 7.500JPY | 4,200JPY | 1,800JPY
exhibition period
Tickets sold One entry allowed
during the . after 11:00 a.m. on
exposition Weekday ticket weekdays, excluding 6,000JPY | 3,500JPY | 1,500JPY
weekends and holidays
Night ticket e ey slﬁzwed 3.700JPY | 2,0000PY | 1.0000PY
. One entry allowed for
lefckets selle . the guest with a dis-
e ore/dunng Special ticket ability certificate or the 3,700JPY | 2,000JPY | 1,000JPY
e e fpesiilen accompanying guest
Multiple entries
allowed from 19/July
Summer pass to 31/August after 12,000JPY | 7,000JPY | 3,000JPY
Multiple 11:00 a.m.
entry pass Multiple entries
allowed from 13/April
Season pass to 3/October after 30,000JPY | 17,000JPY | 7,000JPY
11:00 a.m.
One simultaneous
Group ticket entry for a group of 15 6,300JPY | 3,500JPY | 1,500JPY
P Y group
or more
Kindergar-
teners, el-
High ementary
School | and junior
students high
Group school
students
) One simultaneous entry
SOOI A" | for a school group from | - 2,0000PY | 1,000JPY
13/April to 18/July
. One simultaneous entry
SCh(OSZlC%r: CL:'; :l?)kEt for a school group from - 2,400JPY | 1,000JPY
19/July to 13/October

Source: Excerpt from Expo Association press release, “Ticket Types and Prices for Admission to the 2025 Japan
International Expo” (June 30, 2023).
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4. Efforts by Local Governments to Host the Expo

OBased on the idea of “Greater EXPO”, the Osaka-Kansai Expo is being pro-
moted in the entire Kasai region to attract “visitors to Yumeshima” to the
region, using the whole Kansai region as a virtual pavilion. Table 6 is a list
of major initiatives being undertaken by the prefectures in the Kansai region.

Table 6 Initiatives in Kansai Prefectures

Municipality ‘ Name Details of Initiatives
Portal site | A portal site that disseminates information on the attractiveness
Osaka Pref “Eyan! Osaka | of Osaka’s shopping arcades and stores. The goal is to use the
: Shopping Expo as an opportunity to improve the attractiveness of the shop-
Street” ping district and increase the number of visitors.
Osaka Virtual Osaka Creating and disseminating the attractiveness of Osaka by pro-
Pref. /City posing urban experiences through an urban-linked metaverse.
Moo ek An initiative to invite many people to see, learn, and experience
Hyogo Pref. yPagvili o the “SDGs acitivities onsite” in the region, with the local people
taking the initiative in disseminating the information.
Osaka-Kansai The Osaka-Kansai Expo is an opportunity to promote the
Biom [ReiH strengths of Kyoto’s industries, as well as the culture and tourism
Kyoto Pref. Prgm o¥i on | resources of the prefecture, both domestically and internation-
Coee ally, and to promote exchanges that will lead to the steady
development of Kyoto.
Osaka-Kansai | This report summarizes Shiga Prefecture’s participation in the
Shiga Pref Expo Shiga | Osaka-Kansai Expo and its significance, plans for a booth in the
g : Prefecture | “Kansai Pavilion,” and efforts to promote visits to Shiga Prefecture
Basic Plan | using the Expo.
(é)s(aléaéléazrésil A symposium was held under the auspices of Nara Prefecture
Nara Pref. SD(pis iy — and the Nara Chamber of Commerce and Industry to deepen
siu?ln P understanding of the SDGs.
The Expo 2025 Wakayama Promotion Council (a joint industry-
LEFs Livam © government-academia organization) will take the lead in
Wakayama Ex002025 ir? promoting momentum within the prefecture, and in order to
Pref. V\Eaka ETE maximize the ripple effect of the Expo, will promote the
Y attraction of visitors and disseminate information to businesses
and other organizations.
Telasig The Expo site will be used as a gateway, and the entire Tokushi-
Marugoto | M2 Prefecture will be used as a “Marugoto” pavilion, with the
) Paviﬁon charms of the entire prefecture communicated to the world
TokFththa through video and images.
ref.
Tokushima | The entire charms of Tokushima, including culture, food, and cut-
Virtual ting-edge technology, will be presented to the world. Visitors can
Pavilion dance with avatars of the Awa Odori dance in the “Metaverse.

Source: Prepared by APIR based on information on each prefecture’s website.
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5. Infrastructure Map

OO0On May 26, 2023, the Expo Association released the second edition of its Ac-
tion Plan for Visitor Transportation (first edition in October 2022). The three
main routes are (1) Osaka Metro Chuo Line, (2) JR Sakurajima Line (shuttle
bus from Sakurajima Station), and (3) Yodogawa Left Bank Line (shuttle bus
from Shin-Osaka Station and Osaka Station). In addition, shuttle bus transpor-
tation from major railroad stations and parking lots outside the venue and ma-
rine transportation from Osaka City and Hyogo Prefecture are also planned.
Figure 2 is an excerpt of the main transportation routes.

OSince the event will be held on an artificial island with limited access routes,
a balanced transportation system is being developed to ensure the safe and
smooth transportation of visitors without concentrating on specific means of
transportation or routes.

JI. gy T T e T ’_V._.h__

S gt 1c
St g acpiband oo ?

'J i3 [T ms g

. \ [®Yodogawa Left Bank Route]

»New Hanshin Expressway Yodogawa Left Bank Route
»Shuttle buses from Shin-Osaka and Osaka Stations

Hiahinativs Dty i T
/)’ Amagagali Sity
B, &

[@JR Sakuraﬁma Line]
/| »Expand maximum number of trains from 9 to 12 per hour
»New direct trains from Shin-Osaka to Sakurajima

”_. |\ =
Todshen Nnrd \. .?\*» i i .—[

[@JR Sakurajima Line (shuttle bus)] -: Y @Osaka Metro Chuo Lme

»New Sakurajima Station Bus Terminal | & =l »Extension of Cosmosquare Station to
»Plan up to 70 shuttle buses per day (tentative) Yumeshima Station

»Expand maximum number of trains from 16 to 24 per hour |

- e T Hirano War
paaE Wi _\‘:—-‘_‘—Q-llm-'mo-otﬂ{‘m = i“_’j‘ 'n |:I
sl / oSy 1y

A e

[Private Vehicles] |
»Parking for park-and-ride will be provided at :
Amagasaki, Sakai, and Maishima for private cars, iy s (Solid line) @ Train =
> mm = 1 (Dotted line) : Bus
;..g

which will be transported to the venue by shuttle bus.
ALl TTLIN TB

3In principle, public transportation should be used.
Map of main transportation routes to Expo site (Yumeshima)

Source: Prepared by APIR based on the Osaka-Kansai Expo Specific Policies for Visitor Transport (Action Plan) Ver. 2

.
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6. Expo-related budget: Osaka-Kansai Expo

OTables 7-8 show the total projected costs of the Expo as of December 2023
for the national government and Osaka Prefecture and City, as well as the
budget appropriations. The total cost, including future costs, is expected to be
JPY 162 billion for the national government and JPY 137.77 billion for Osaka
Prefecture and City.

Table 7 Government Expenditures Related to Osaka-Kansai Expo

(Unit: JPY 100 billion)

Status of appropriations to the
national budget to date

FY2023

Total national cost

expectations, including
future Budget for | Revised

~Initial

FY 2023

Budget

(1) Exposition site con- Up to JPY 78.3 billion
struction costs by the (The national government,
Exposition Association. | Osaka Prefecture and City,
(government expense and the business community 121 510 631
share) will each contribute a third
(Ministry of Economy, Trade | of the maximum JPY 235
and Industry) | billion.)
(2) Expenses for the con-
struction of the Japan
Pavilion. Up to JPY 36.0 billion 92 171 263
(Ministry of Economy, Trade
and Industry)
(3) Supporting developing Approx. JPY 24.0 billion
countries to exhibit. (Total amount of Japanese
(Ministry of Economy, Trade | financial support for devel-
and Industry-Ministry of | oping countries pledged to 9 92 101
Foreign Affairs) | the Bureau International des
Expositions (BIE) as the host
country.)*!
(4) Expenses for ensuring
safety in the exhibition
site. Approx. JPY 19.9 billion 0 4 4
(Ministry of Economy, Trade
and Industry)”
(5) Expenses required for TR
Creating the Expo 2025 | phRrox. JPY 3.8 billion + 5 8 38
momentum, etc. P

Note 1: The total amount of Japanese support for developing countries promised to the BIE is approximately
JPY 24 billion, which includes approximately JPY 5 billion of the construction cost of the venue by
the Exposition Association (1/3 of the national expense). In addition to the expenses for supporting
developing countries, approximately JPY 1.1 billion is forecast for expenses for supporting the UN's
participation in the exhibition.

Note 2: Figures have been rounded to the nearest million yen, so some fractions may not add up to the totals.

Source: Secretariat of the Headquarters for the World Expo, Cabinet Secretariat website.
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Table 8 Osaka Prefecture and City Expenses for Osaka-Kansai Expo

(Unit: JPY 100 billion)

Status of appropriation to the budgets
of Osaka Prefecture and the City of
Osaka to date

al budget request
for FY2024*2

Osaka Pref. | Osaka City

Forecast of total cost for Osaka

Prefecture and City including
future years*1

(1) Construction cost of ven- | Up to approx. JPY 78.3 billion
ue by Osaka Prefecture (The national government, Osaka
and City Prefecture and City, and the
(Osaka World Expo | business community will each MY G B1S
Promotion Bureau) | contribute 1/3 of the up to JPY
235 billion)
(2) General account burden [
for reclamation work in ARDIOX: J.PY 2gbillion
. (Reclamation work that was
VTS e ETes hastily constructed to improve the e a7 2
(Osaka World Expo Ex o);it = P
Promotion Bureau) P
(3) Osaka Metro Chuo Line
transportation capacity Approx. JPY 4.70 billion
expansion, etc. (including general traffic outreach 17.6 17.6 35.2
(Osaka World Expo
Promotion Bureau)
(4) Construction of Osaka Approx. JPY 11.86 billion
Healthcare Pavilion, etc. (Including regenerative medicine
(Osaka World Expo | dissemination project. There is 54.1 54.1 108.2
Promotion Bureau) | a separate sponsorship from a
private company.)
(5) Promotion of participation | Approx. JPY 4.04 billion
(Osaka World Expo | (Preparation for receiving volun- 6.2 6.2 124
Promotion Bureau) | teers, preparation of activity bases, : : )
local government events, etc.)
(6) Creating the Expo 2025 Approx. JPY 3.92 billion
momentum, etc. (large scale events, city dressing in 105 1.9 224
(Osaka World Expo | major areas, information dissemi- . . l
Promotion Bureau) | nation, etc.)
@ EQ";‘:Q;E TEUiEe] Approx. JPY 420 million
(Separately paid for by the busi- 23 1.8 4.2
(Osaka World Expo 2SS @I
Promotion Bureau) %
(8) Expenses other than (1) Approx. JPY 5.89 billion + Approx.
through (7) JPY 26.50 billion + Future expenses
(Other departments) | (Previous amount) + (Initial budget 61.2 181.1 242.3
request for FY 2024 (including
debt obligations, etc.))
Up to approx. JPY 111.27 billion
+ approx. JPY 26.50 billion
(Previous amount) + (Initial budget
(1)-(8) Total request for FY 2024 (including 468.5 589.3 1,057.8
debt obligations, etc.))
=Up to approx. JPY 137.77
billion + Future expenses

Note 1: Figures (1) through (7) include future expenses currently projected.

Note 2: Figures are rounded to the nearest whole number, so some fractions do not add up to the total.
Source: Osaka Prefecture and Osaka City websites.
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OTable 9 shows the budgets for Expo projects in each of the prefectures in the
Kansai region. Hyogo has the largest budget of JPY 920 million, followed by

Wakayama with JPY 254.42 million and Mie with JPY 98.12 million.

Table 9 Budget Overview of Kansai Prefectures

........................ “eeeessseccsssscsssssessssecesssscsssssesssseccssssccssssesssecessssccsssssesssenen s

(Unit: JPY million)

2023

FY  prefecture Project Budget
Mie Strengthening Promotion of the Kansai Region on the Occasion 9.812
of the Osaka-Kansai Expo ’
Shiga Expo 2025 Osaka-Kansai Expo exhibition 1,500
Kyoto IIixp.o 2025 Osaka-Kansai Expo Kyoto Attractiveness Promotion 2,600
roject
Development of Hyogo Field Pavilion 25,000
Exhibitions in the Hyogo Building (tentative name) and Hyogo 6.000
Prefectural Museum of Art ’
A Promoting Hyogo’s attractiveness through Hyogo Theme Weeks 23,000
Implementation of projects to create momentum 37,000
Establishment of a promotion system 1,000
Wakayama | Promotion of Osaka-Kansai Expo 25,441.80
] Measures to attract visitors from Japan and abroad to the
TeliE Osaka-Kansai Expo A
) Osaka-Kansai Expo Tokushima Pavilion development project 2,500
Tokushima ) ) )
Osaka-Kansai Expo Promotion Project 5,498

Source: Prepared by APIR based on each prefecture’s website
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About the Editing of the Tourism Chronology

+ This Tourism Chronology was written by the Chronology Group of the Asia
Pacific Institute of Research (APIR).

* The last check date of the following data is November 30, 2023 (exceptions
noted).

- Kansai is defined as Shiga, Kyoto, Osaka, Hyogo, Nara, Wakayama, Fukui,
Mie, Tottori and Tokushima prefectures, unless otherwise noted.

+ DMO is an abbreviation for Destination Management/Marketing Organization.
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1. Chronology : 2014-2019

OIn June 2014, the Japanese government set a target of 20 million foreign visi-
tors to Japan at the Council on the Promotion of Japan as a Tourism-Oriented
Country. In December, the Cabinet approved the “Comprehensive Strategy for
Vitalization of Towns, people, and Jobs”, and in February 2016, the first batch
of Japanese DMO candidate corporations were registered. In 2017, the Pri-
vate Lodging Business Act was enacted to accommodate the rapidly increasing
number of foreign visitors to Japan, which exceeded 30 million in 2018.

OAfter Osaka City decided in February 2015 to attract IR, the local government
passed the IR Promotion Act in December of the following year. In July 2018,
the IR Development Act was enacted to set forth the specific licensing and
approval system related to IRs.

OJR West Japan, Kintetsu, Nankai, Keihan, Hankyu, and Eizan Railway compa-
nies operated new types of trains (luxury sightseeing, express, sleeper, and
cable cars) to promote travel diversification.

OLuxury brands of overseas hotel chains, such as Hilton and Marriott opened
new hotels, and domestic companies such as Hotel Okura and Mitsui Fudosan
also opened luxury hotels targeting wealthy customers.

OBefore the COVID-19 pandemic in 2019, amidst the discussions about over-
tourism, a joint declaration for sustainable growth was adopted at the G20
Tourism Ministers’ Meeting (Kutchan, Hokkaido) in October . In November,
Kyoto City announced its basic policy for “sustainable cities”.

Table 1 National and private events related to tourism: 2014-2019

Year ‘ National and Local Governments ‘ Private sector

6/17 | Council on the Promotion of Japan 3/8 | Kintetsu to fully open Abeno Harukas.
as a Tourism-Oriented Country Project cost: JPY130 billion
formulates action plan for 20 million
foreign visitors to Japan.

2014 10/1 | Expansion of duty-free coverage to 7/15 | USJ opens new Harry Potter area. 2
cosmetics, medicines, food, etc. million more visitors expected.

12/27 | Cabinet approves “Comprehensive 9/2 | KIX celebrates the 20th anniversary of
Strategy for Vitalization of Town, its opening. New Kansai International
People, and Work”. Airport aims to sell its management

rights.
2/9 | Osaka City decides to attract IR to 1/16 | Prefectural police increase the number
Yumeshima. of Minami sightseeing bus stops along
Sakaisuji from 2 to 5.

6/12 | Minister of Land, Infrastructure, 8/1 Passenger volume at KIX reaches a

Transport and Tourism approves plans record high of 2.29 million for a single
2015 for seven “wide-area tourism” routes. month in August.

10/27 | Osaka Prefectural Assembly passes 9/1 Passenger volume at KIX reaches a
nation’s first ordinance on private record high of 11.98 million in the
lodging. April-September period.

12/15 | Registration of Japanese DMO 11/19 | Mitsui Fudosan opens the largest
candidate corporations started 220,000m? Expo City.
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of the “Comprehensive Strategy for
Vitalization of Town, People, and
Workplace”.

2/26 | 24 organizations registered in the first 3/7 | USJ visitors topped 12.7 million in FY
batch of Japanese DMO candidate 2015, setting a new record.
corporations.

4/1 Osaka Prefecture enacts ordinance on 3/17 | Hoshino Resort “Hoshinoya Kyoto”
private lodging. opened after renovation, adding the

view of Arashiyama Katsuragawa River

6/29 | Establishment of “Umi-no-Kyoto” DMO. | 4/5 Himeji Castle, for the first ime, ranks

2016 1st with 2.86 million visitors in FY
2015.

10/1 | Osaka City enacts ordinance on 4/26 | Kumamoto earthquake affects visitors
private lodging. to Japan; cancellations increase at

hotels in Kansai.

12/15 | The House of Representatives agrees 10/15 | Resdential hotel for the wealthy
and passes an amendment to the “Four Seasons Kyoto” opened in
IR Promotion Act by the House of Higashiyama-ku, Kyoto.

Councillors.
3/30 | Visa relaxation for visitors to Japan 6/9 | Hilton opens luxury hotel “Conrad
from five priority countries, including Osaka” in Nakanoshima.
China and India.
2017 6/9 | Private Lodging Business Act (Minpaku | 6/17 | JR West Japan begins operation
Law) is enacted. of “Mizukaze” luxury sleeper train,
targeting the wealthy

11/28 | 41 organizations registered as the first | 12/19 | USJ records 2 million international
batch of Japanese version of DMO. visitors in 2017, doubling in 3 years.

1/17 | Osaka Tourism Bureau announces 4/1 Privatization of Kobe Airport. Kansai
the number of international visitors Airport begins integrated operation of
to Osaka Prefecture in 2017 exceeds 3 airports.

10 million.
7/20 | IR Development Act passed and 5/15 | Two new Sunflower Ferry vessels
2018 enacted by the House of Councillors. begin service between Kagoshima and
Osaka.

12/17 | The Japan Tourism Agency holds a 9/4 | Kansai International Airport closed
ceremony to commemorate the 30 until 9/20 due to damage from
millionth visitor to Japan in 2018. Typhoon No. 21 - a hard hit on export

and tourism.

10/25 | G20 Tourism Ministers meet and make 3/1 Nankai operates a new “Koyasan

~26 | a joint declaration for sustainable Cable Car” between Koyasan and
growth of the tourism industry. Gokurakubashi.

11/20 | Kyoto City announces basic guidelines | 3/26 | KIX’s international scheduled flights
for realizing a “sustainable tourism exceeded 3,000 per week for the first
city”. time, Asian routes increase.

2019 | 12/12 | “United Nations Conference on 9/20 | Daimaru Shinsaibashi main building
~13 | Tourism and Culture in Kyoto 2019” to to be rebuilt with 40,000m? and an
be held in Kyoto City. investment of JPY 37 billion.

12/20 | Cabinet approves the second phase 11/27 | Hankyu Hanshin opens “Hotel RESPIRE”

in Umeda with 1030 rooms.

Source: Prepared by APIR based on press releases from various sources
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Chronology @: 2020-2023

ODomestic tourism was reviewed during the pandemic, and measures to stim-
ulate demand, such as “Go To Travel” in July 2020 and “National Travel Assis-
tance” from October 2022 to January 2023, were set forth.

OAfter the government made a cabinet decision on the basic policy regarding
IR in December 2020, Osaka Prefecture/City announced the outline in Sep-
tember 2021.The government approved the development plan for “Osaka IR”
in April 2023.

OThe government received a new proposal for the Osaka Prefecture/City Su-
per City Initiative in October 21, and made a Cabinet decision to adopt the
plan in April 2022.

O1ln anticipation of a recovery in inbound tourism demand after the pandemic,
Osaka Prefecture/City set a new goal of ranking MICE among the top 10
in the world in January 2023. A partnership agreement between the Kansai
Tourism Bureau and Mastercard was announced in February of the same
year. The Japan Tourism Agency’s “Tourism Restart Project” was announced
in March of the same year.

OFerry Sunflower, a car ferry operator between Kyushu and Kansai, and four
other companies have launched 10 newly built vessels on five routes. The new
ships feature larger hulls and all private rooms, changing the traveling style
for those who enjoy traveling by boat.

OUrban tower hotels with relatively low prices and more rooms were construct-
ed to meet the needs of a diverse range of travelers. Many properties that
were closed or failed to open due to the pandemic were acquired by, for exam-
ple, APA Hotel and Hoshino Resort before rebranded.

Table 2 National and private events related to tourism: 2020-2023

National Local Governments ‘ Private sector

4/8 | Municipalities in the vicinity of Osaka 2/4 | Carnival cancels “Diamond Princess”
and Hyogo Prefectures request port call to Kobe Port.
voluntary restraint on travel between
prefectures.
7/22 | Launching of “GoTo Travel” 5/13 | Arrivals and departures at KIX over the
2020 long holiday : 2,150 people, a 99.8%
sharp drop YoY
12/18 | Cabinet approves IR basic policy. 7/22 | Marriott opens first class “JW Marriott
Hotel” in Nara City
12/28 | The government temporarily suspends 11/3 | Mitsui Fudosan opens first class “Hotel
GoTo Travel. Mitsui” Near Nijo Castle in Kyoto
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Bureau and Catalonia (Spain) enter
a reciprocal tourism prmotion
agreement.

4/1 “Regional Tourism Business Support” 3/16 | “Fauchon Hotel Kyoto” opens in Kyoto
for travel within prefecture begins. by Fauchon of France

9/16 | MGM-ORIX alliance selected as 3/18 | USJ opens a new Nintendo area with
candidate for Osaka IR project. “Mario” theme.

9/28 | Osaka Prefectural Government and 3/30 | APA Group opens Shin-Osaka Station
City of Osaka Announce IR Outline Tower, acquires buildings under

construction with 400 rooms.

10/15 | Osaka Prefecture and City submit new 4/9 | Kyoto International Conference

2021 proposal for “Super City” Initiative Center acquires international hygiene
certification, the first MICE facility in
Japan.

12/2 | Osaka Prefecture resumes lodging 4/26 | Hankyu Hanshin Fudosan opens hotel
discount campaign for Osaka “remm plus Kobe Sannomiya” directly
residents. above the station.

12/9 | Shiga Prefecture extends lodging 9/1 Hilton opens first class “LXR Hotels” in
discount campaign to residents of Rakuhoku, Kyoto
Fukui Prefecture

4/1 Prefectural discount expands to all 1/10 | Hotel Okura opens “Okazaki Bettei” in
prefectures within regional blocs Higashiyama, Kyoto

4/12 | Cabinet approves the designation 4/22 | Hoshino Resort opens “OMO7” hotel
of Osaka City as the “Super City” in front of Shin-Imamiya Station
concept.

2022 | 9729 | Comprehensive cooperation 6/25 | JR Tokai resumes “Let’s go to Kyoto”
agreement with Osaka Convention & commercials for the first time in two
Tourism Bureau and Airbnb agree on and a half years.
a comprehensive cooperation about
tourism promotion.
10/11 | “Nationwide Travel Assistance” 11/1 | Sekisui House and Marriott open
covering nation-wide begins. “Michi no Eki” hotel in Toyooka City.
1/10 | Nationwide Travel Assistance resumes 1/2 Hoshino Resort opens “OMO Kansai
Airport”, a transferred property

3/31 | Japanese government approves 1/20 | RIHGA Royal Osaka is sold and bought
“Tourism Nation Promotion Basic by a Canadian investment company.
Plan” for FY2023-FY2025 at Cabinet
meeting.

7/28 | Kyoto Prefecture revises prefectural 21 APA G opens the urban resort Osaka
comprehensive tourism strategy Umeda Station Towerwith 1,704

rooms.

9/22 | Japan Tourism Agency approves IR 8/29 | “Shisui Luxury Collection Hotel Nara”

2023 implementation agreement up by opens.

Osaka Prefectural and Osaka city

11/16 | Japan National Tourism Organization 10/4 | Koyasan Shukubo Association reopens
announces that the number of the Central Information Center.
international visitors in October
exceeded that before the COVID-19
pandemic.

11/22 | Osaka Convention & Tourism 10/26 | Tourism Expo Japan held at INTEX

Osaka for the first time in four years.

Source: Prepared by APIR based on press releases from various sources
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2. Tourism Goals of Government and Administration

OPrior to the COVID-19 pandemic, taken into account the rapid increase in in-
bound tourism demand, the target number of inbound tourism visitors at the
end of 2020 was 40 million (calculated in 2017, Table 3).

Oln 2023, the by the end of 2025 was revised downward to “exceed the pre-
COVID-19 pandemic level (31.88 million visitors)”.

OFacing the pandemic, domestic tourism was reevaluated and a target of 320
million overnight stays by domestic travelers in rural areas was set for 2023.

OThe outbound target (number of Japanese traveling overseas) has remained
virtually unchanged at 20 million since it was set in 2007.

Table 3 Government’s Goals for Realization of “Tourism Nation”

Contents and Targets

[Number of foreign visitors to Japan]
-+ 10 million by 2010

[Number of international conferences held]
- Increase by 50% or more by 2011 (252 or more conferences)

2007 [Number of overnight stays per capita by Japanese domestic tourist travelers]
- 4 nights per year by FY 2010

[Number of Japanese traveling abroad]
+ 20 million by 2010

[Domestic travel expenditure]
+ JPY 30 trillion by FY 2010

[Number of foreign visitors to Japan]
+ 18 million by 2016

[Number of international conferences held]
- Increase by 50% or more by 2016 (1,111 or more conferences)

[Number of overnight stays per capita by Japanese domestic tourism]
+ 2.5 nights per year by 2016.

[Number of Japanese traveling abroad]
- 20 million by 2016.

[Domestic tourism expenditure]
+ JPY 30 trillion by FY 2016

[Satisfaction level of international visitors to Japan]
- 45% to answer “"Very satisfied” and 60% to answer “Definitely want to revisit” in the
“International Visitor Survey” by 2016.

2012

[Traveler satisfaction in tourist areas]
- By 2016, 25% to answer “Very satistified” when asked about overall satisfaction,
and 25% to answer “Strongly agree” when asked whether to visit Japan again.
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2017

[Number of foreign visitors to Japan]
- 40 million by 2020

[Number of international conferences held]
+ 30% or more conferences held by major Asian countries* by 2020
*Japan, China, Korea, Australia, and Singapore

[Number of Japanese traveling abroad]
+ 20 million by 2020.

[Domestic tourism expenditure]
- JPY 21 trillion by 2020

[Tourism expenditure by international visitors]
+ JPY 8 trillion by FY 2020.

[Number of repeat international visitors]
+ 24 million by 2020

[Total number of overnight guests by international visitors in local areas*]
+ 70 million person-nights by 2020
*Areas outside the three major metropolitan areas (Saitama, Chiba, Tokyo,
Kanagawa, Aichi, Kyoto, Osaka, and Hyogo Prefectures)

2023

[Number of international visitors to Japan]
+ Exceed the 2019 level (31.88 million) by 2025.

[Number of international conferences held]
+ 30% or more conferences held by major Asian countries* by 2025.
*Top 5 countries in terms of the number of international conferences held in the
Asia-Pacific region (as of 2019: Japan, China, South Korea, Australia, and Taiwan)

[Number of Japanese traveling abroad]
+ Exceed the 2019 level (20.08 million) by 2025.

[Domestic travel expenditure]
+ JPY 20 trillion at an early date and JPY 22 trillion by 2025.

[Tourism expenditure by international visitors]
+ JPY 5 trillion at an early date.

[Tourism expenditure per trip by international visitors]
- 200,000 JPY by 2025.

[Number of overnight stays by international visitors in local areas*]
+ 2 nights by 2025
*Areas outside the three major metropolitan areas (Saitama, Chiba, Tokyo,
Kanagawa, Aichi, Kyoto, Osaka, and Hyogo Prefectures)

[Total number of overnight guests by Japanese in rural areas*]
- Will be 3.2 million person-nights by 2025
*Areas outside the three major metropolitan areas (Saitama, Chiba, Tokyo,
Kanagawa, Aichi, Kyoto, Osaka, and Hyogo Prefectures)

Source: Prepared by APIR based on each year’s Basic Plan for the Promotion of Tourism
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(OThe goals set by each of the six prefectures in the Kansai region indicates
that tourists are clustered in Kyoto, Osaka, and Hyogo prefectures, which
further raise the importance of the currently discussed issue of “Creating a
mechanism to attract tourists to the rural regions” at the broader Kansai level

(Table 4).

Table 4 Tourism Strategy Goals for Kansai Six Prefectures

Pﬁfrzc- Outcome Indicators ‘ Target Value ‘ Period
Total number of visitors 54.1 million people
Total number of overnight guests 41 million people
Number of visitors who experienced Biwaichi 110,000 people
Tourism expenditure per trip (day trip) JPY 4,600
Tourism expenditure per trip (overnight stay) JPY 21,000
Shiga | Tourism expenditure (Total) JPY 213.9 billion By FY 2024
Tourist satisfaction 87.4%
Repeat visitor rate 68.8%
Willingness of prefectural residents to recommend 100.0%
tourism in Shiga Prefecture
Business operators engaging in Shiga Rhythm 100.0%
Rate of tourists interacting with locals during their | Increase by 1 point
trip to Kyoto annually
Visitors satisfaction 90.0%
Repeat visitor (visiting 4 times or more) rate 50.0%
lgl:gfr;tziﬂrcéf international conferences held in the -,
Kyoto th?etﬁ' <anr er:salcrieer:]ttsilgégklng that tourism resources in | o3 5o, By 2026
Off-season to peak season ratio (tourists in off- 67.5%
season months/tourists in peak months)
Tourism expenditure per trip within the prefecture | JPY 5,500
Number of times information on training and
seminars for developing, securing, and retaining 100 cases
human resources provided
Total number of overnight stays by Japanese ﬁi%tzrt\;llion person- By 2023
Gl Two years
Number of international visitors to Osaka 225 il afltif?tzr:ge
ol of entry
restrictions
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Tourism expenditure

JPY 1,450 billion

Average number of nights

1.5 nights

Total number of overnight stays (domestic)

15 million people

Total number of overnight stays (international
visitors)

3 million people

Rate of lodging by international visitors 17.0%

FieED Tourism expenditure per trip (domestic, overnight) | JPY 64,000 R A
Tourism expenditure per trip (domestic, day trip) | JPY 19,000
Tourism expenditure per trip (international visitors) | JPY 60,000
Repeat visitor rate 70.0%
Visitor satisfaction 80.0%
Resident satisfaction 75.0%
Tourism expenditure JPY 210 billion
Tourism expenditure per trip (overnight) JPY 28,000
Tourism expenditure per trip (day trip) JPY 5,000

Nara | Total number of overnight stays 3.5 million people By FY 2025
Number of visitors 51 million people
Number of international visitors 4.5 million people
Number of hotel and inn guest rooms 12,000 rooms
Number of guests (day trip) 33 million people
Number of guests (overnight) 7.13 million people

Wakayama By FY 2026

Number of international guests

1.4 million people

Number of cruise ship calls

30 ships

Source: Prepared by APIR based on the “First Action Plan of Cigarism Tourism Promotion Vision” for Shiga Pre-
fecture, “Kyoto Prefecture Tourism Strategy (March 2020)” for Kyoto Prefecture, “Osaka Urban Attrac-
tiveness Creation Strategy 2025 (March 2024)” for Osaka Prefecture, “Nara Prefecture Tourism Strategy
(July 2021)” for Nara Prefecture, "Hyogo Prefecture New Tourism Strategy (March 2023)” for Hyogo
Prefecture, and “Wakayama Prefecture Tourism Promotion Vision Phase 1 Action Plan (March 2020)”
for Wakayama Prefecture. For Wakayama Prefecture, based on the “Wakayama Prefecture Comprehen-
sive Strategy for Urban, Human and Cultural Development (March 2020).
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3. DMO Measures

OlIn FY 2017, DMO Net were strengthened, and since FY 2018, contents such
as human resource matching and human resource development programs
have been enhanced. From FY 2021, seminar and symposiums have been
held with the help of DMO Net.

O*“Strategies development using big data” has been promoted since FY 2017.
In FY 2020, model project of a specific system design and development was
implemented. In FY 2021, collection of concrete data on the lodging, GPS
information, and SNS of tourists was promoted. In FY 2022, support for the
application of DMP (Data Management Platform) and CRM (Customer Rela-
tionship Management) in strategy development was presented.

OFrom FY 2020, DMO support will focus on “DMOs with high motivation and
potential”. In FY 2021, “DMO registration requirements are tightened”. In FY
2023, a policy of strategic support was established for “pioneering DMO’ that
are candidates for ‘globally-recognized DMO™.

Table 5 DMO measures indicated by the government

rgets

Enhance “DMO Net” functions

-DMO Net contents: Human resource matching

-Promote strategy development using big data

-Establise @ human resource development program for tourism destination management.

2017 | -Financial support for establishing organizations, autonomizing operations, entrepreneurship, and improving
productivity

-Support for establishing and managing Japanese version of DMO by DBJ

-Promote and utilize the “Tourism Forecasting Platform”

-Submit the “Investment in the Regional Future Promotion Bill (Cabinet Submission No. 30)” to the Diet.

-DMO Net Contents: Business process optimization support, human resource matching, and human resource
development programs (basic and applied)

-Promote strategy development using big data

-Facilitate human resource matching of those who have finished the human resource development program

-Financial support for organizational establishment, autonomous operations, entrepreneurship, and productivity
improvement

-Support for establishing and managing Japanese version of DMO by DBJ

-Support for the region-wide DMO managing the seven prefectures in the Setouchi area through investment of
Cool Japan Organization

-Support for the enhancement of tourism contents, improvement of reception environment, and promotion of
tourism in region-wide cooperation

+Consulting support and promotion know-how by JNTO

2018

-DMO Net Contents: Business process optimization support, promoting human resource exchange and
collaboration, cooperation among DMOs. Human resource development programs (basic and applied)

-Promote strategy development using big data

-Facilitate human resource matching of those who have finished the human resource development program

-Financial support from organizational establishment to initiatves aimed at autonomizing operations

2019 | -Support for the region-wide DMO managing the seven prefectures in the Setouchi area through investment of
Cool Japan Organization

-Support for promoting travelling and staying through region-wide cooperation

-Discuss a system of selection criteria and selection process for “globally-recognized DMO”

-Accelerate the formation of “globally-recognized DMO” by providing consulting support and promotional
know-how
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2020

-DMO Net contents: marketing (basic and applied), human resource development programs (basic and
applied), and other e-learning materials

-Promote strategy development using big data

-Implemente a model project to design and develop a system for collecting and analyzing tourist data for
strategy development

-Support for the region-wide DMO managing the seven prefectures in the Setouchi area through investment of
Cool Japan Organization

-Enchance stay-related content through region-wide collaboration, and provide support for infrastructure
development for region-wide excursion tourism

-Raise the level of DMOs based on guidelines

+Focused support for DMOs with high motivation and potential

-Support for matching with human resources possessing professional expertise and foreigner’s perspectives, as
well as for the cost of hiring

-Comprehensive support through collaboration among related ministries and agencies

2021

-DMO Net Contents: Information on various trainings, seminars, and symposiums

-Rebuild and implement model projects for data collection platform and CRM application

-Promote collection and analysis of DMO’s big data such as tourist accommodation, characteristics, GPS data,
SNS, etc.

-Support for the region-wide DMO managing the seven prefectures in the Setouchi area through investment of
Cool Japan Organization

-Supporting infrastructure investment in projects that leverage tourism resources to improve the local economy

-Raise the level of DMOs in accordance with stricter registration requirements

-Focused support for DMOs with high motivation and potential

-Matching with human resources posessing professional expertise and foreigner’s perspectives. Support for
hiring cost

+Conduct nationwide training programs and symposiums, and provide support for participation

+Conduct meetings to exchange opinions among DMOs in each area to promote the sharing of roles and
cooperation

-Support for initiatives to promote region-wide excursion tours

2022

-DMO Net Contents: Information on various training programs, seminars, symposiums, etc. Support for training
courses for human resource development

+Expand horizontally the mechanism for collecting and analyzing tourist data, strategy development based on
data, and implementing the according initiatives

-Support for analysis and strategy development using DMP and CRM

-Support for the hiring and training of digital tourism human resources

-Support the efforts to improve the distribution environment by disseminating information through websites and
SNS and listing travel products on OTAs

-Registration and renewal of DMO registration based on guidelines

+Provide various information to DMOs, strengthening their systems, and provide support to facilitate destination
development

-Focused support for pioneering DMOs with high motivation and potential

-Based on guidelines, promote the establishment of CFO for DMOs to manage finances and ensure stable
funding. Disseminate guidebooks, horizontal deployment of best practices, and provide information through
training and seminars regarding independent financial resources

-Matching with human resources possessing professional expertise and foreigner’s perspectives. Support for
hiring cost

-Support for the region-wide DMO managing the seven prefectures in the Setouchi area through investment of
Cool Japan Organization

-Supporting infrastructure investment in projects that leverage tourism resources to improve the local economy

2023

-Select “pioneering DMOs” that are candidates for “globally-recognized DMO” to provide strategic support

-Support DMOs in securing financial resources based on guidelines

-Horizontal expansion of best practices, and sharing initiatives that address challenges

-Promote the division of roles and cooperation based on the guidelines of the registration system. Support for
integrated regional initiatives

-Aim to create a virtuous cycle in which media outlets share tourism contents of developed regions. The regions
then use the received market responses to improve the next tourism resources.

-Cooperate with region-wide DMO to share information, and provide the latest mark trends obtained from
overseas network

-Provide consultation. Introduce and share the latest market trends and domestic inbound initiatives to regions
through online seminars and the “Regional Inbound Promotion Website”

- Utilize the “DMO Net” to provide information on various training programs, seminars, symposiums, etc.

-Support for participating in training sessions regarding recruitment and development of talents to secure
human resource

-Matching with human resources possessing professional expertise and foreigner’s perspectives. Support for
hiring cost

-Dispatch experts to regions that are promoting region-wide excursion tourism to help attract domestic and
foreign tourists

-Publish and horizontally deploy information on challenges regarding reception infrastructure development, as
well as related initiatives and results on the websites of regional Transport Bureaus

Source: Prepared by APIR based on each year's Tourism White Paper
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OTable 6 shows the registered and candidate DMOs operating in the Kan-
sai region. Each prefectures has DMOs that managed the whole region, ex-
cept for Tottori Prefecture and Tokushima Prefecture, while Kansai Tourism
Headquarter manages the entire Kansai region.

OAs of June 2023, there are 51 registered DMOs in Kansai, of which 1 is a
region-wide partnership DMO, 23 are regional partnership DMOs, and 27
are regional DMOs. In addition, there are 10 DMOs candidate, of which 3 are
regional partnership DMOs and 7 are regional DMOs.

4. Trends in Large Hotel Construction

OFrom 2017 to 2026, there are 30 properties (large hotels) valued more than
JPY 10 billion. As of 2023, 17 have been opened, of which 10 are domestic
brands. 11 out of 17, or about 60%, of the hotels have relatively reasonable unit
price per night (Table 6-1, Table 6-2).

Table 6-1 List of construction projects (estimated) costing more than 10
JPY billion, in order of year of opening (2017-2023)

........................ eeecssceccsssccsssssesssecccsssccsssssesssecessssccsssscesssecessssccssssetssssnen s

Grade (per night per person): “B” around 10,000 JPY~, “A” around 30,000 JPY~ , “S” around 50,000 JPY~,
“H” around 100,000 JPY~

Date of ‘ Brand- Property Introduction

Pref. | Operator

opening | Name (<Reference> Press Release/Home Page)
The second Conrad, Hilton’s most luxurious brand, hotel
CONRAD Hilton in Japan. Magnificent panoramic views from the upper
Jun-17 OSAKA US | H |Osaka Worldwide floors of Festival Tower West (33rd to 40th floors).
Located in Nakanoshima. Directly connected to Higobashi
Subway Station.
Conveniently located 15 minutes from the World Heritage
and National Treasure “Himeji Castle”. Hotel Monterey
Hotel MARUITO Himeji offers chic and elegant guest rooms that blend Art
Mar-18 |Monterey | JP | B |Hyogo Co. Ltd Deco designs with accented Japanese elements, making
Himeji ” = |for a pleasant and relaxing stay for both business and
leisure travelers. Directly connected to “Himeji Station” of
JR Shinkansen and conventional lines.
New flagship hotel built adjacent to Keihan H&R’s Century
THE Keihan |H Kyoto. The three rings in our corporate log firmly link
Jan-19 |THOUSAND| JP | A |Kyoto |Hotels & |people, society, and the future as we provide hotel stays
KYOTO Resorts |foreseeing the coming one thousand years.. 2 minutes
north of JR Kyoto Station.
Renovation of the ryotei “Sanso Kyoyamato” with
Park :yittl ele;nentt.s of af twhor'l_?—clars;g, luxur}l\l hgtel. PT(resdgr\éa.titon a:jng:
otels |restoration of the Higashiyama Niningsaka district and its
Qe Eygg) UB | 1 | and historical architecture and gardens. Fusion of tradition
Y Resorts |and new culture. 14 minutes from Gion-Shijo Station on
Keihan Line.
LIBER Developed by Musashino, a major delicatessen company,
HOTEL AT under the theme of “offering a stylish hotel stay like never
Nov-19 |UNIVERSAL| JP | A |Osaka |MUSASHINO|before,” the first to open in the Kansai region. The 8th
STUDIOS (and largest) official hotel of USJ. 1 minute from JR West
JAPAN Japan Sakurajima Station.
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The first branch of the new hotel brand “Respire” based
:g;il n :Zzgﬁ] on the concept of “Healing Rest” and “Vitality Inspire”.
Nov-19 RESPI)I,?E JP Osaka Hotels Located on the upper floor of Yodobashi Umeda Tower, it
OSAKA Co.. Ltd of_fers a space free from the hustle a_md bustle of the city. 5
! minutes west of Osaka Umeda Station on the Hankyu Line.
Bellco Wedding and Funeral Service “BELCO” inherited the
HOTEL HOTEL design of the former “New Kabuki-za”. The magnificent
Dec-19 ROYAL P Osaka |ROYAL |aPpearance has been restorz_ad in the_lower part of t_he
CLASSIC CLASSIC building. The hotel offers various services such as bridal,
OSAKA OSAKA sightseeing, and business. Directly above “Namba”
subway station.
Ace Hotel, the new trend of hotels in the world, opens
ACE A ]‘tsshf_irst irarlch 1:1 Ahs!ahin Tedrf:e\éel_cl)gmen; tc;)mfplex of
ce inpukan”, which inherited the building of the former
2t E\%—‘ELO s e Hotel Kyoto Central Telephone Station and has long been loved
as a local exchange center. 1 minute from Karasuma-Oike
Subway Station.
The official hotel of Takarazuka Grand Theatre,
Hankyu |established in 1926, has been relocated and
Jun-20 Takarazuka P Hyogo Hanshin |reconstructed under the concepts of “Dream Continues
Hotel Hotels [Here” and “CLASSIC ELEGANT”. A gallery is set up in the
Co., Ltd |hotel. 4 minutes from Takarazuka Grand Theater and
Hankyu/JR Takarazuka Station.
W Marriott Int’l's top-of-the-line “JW Marriott” brand. The
Marriott Marriott core facility of the “Omiya-dori Interaction Hub Project”,
Jul-20 Hotel us Nara e which includes convention facilities, NHK, etc. Located at
Nem the west end of Nara Park. 9 minutes from Shin-Omiya
Station on the Kintetsu Line.
HOTEL Mitsui Locatgd to the east of Nijo Castle, Mitsui Fudosar_\‘s
THE Fudosan  |flagship hotel will be revived along with the remains of
Nov-20 MITSUI JP Kyoto  [Hotel the Mitsui Soryo family’s residence, which has been in use
KYOTO Management | for over 250 years. We aim to be the best hotel brand in
Co, Ltd. Japan. 3 minutes from JR Nijojo-mae Station.
Marriott Int’l's luxury “W” brand. Facing Midosuji Avenue,
Marriott | the hotel transmits “Whatever/Whenever” and “Osaka
W2l |\ Ot U Oszia International | merchants’ playful spirit” as a new culture to the world. 4
minutes from Shinsaibashi Subway Station.
ROKU Hilton’s luxury brand “LXR” first entry in Asia Pacific.
Kyoto Located in Takagamine, northern part of Kyoto City. Under
Sep-21 |[LXR us Kyoto  [Hilton |the concept of “Dive into Kyoto,” the hotel offers “the
Hotels & charm of Kyoto known only to those in the know” as a
Resorts staycation resort. 30 minutes from JR Kyoto by car.
OMO7 Pass through the garden area in front of JR Shin-Imamiya
Osaka by Mol Station, which is easily accessible from Kansai Airport,
Apr-22 e JP Osaka to the hotel. The OMO Rangers will guide you to an
oshino Resort . : e
R extra)ordlnary gncounter in thle Shinsekai” area. Guests
can interact with each other in the common space.
APA
Hotel & A new landmark tower in the Umeda area of Osaka, with
Resort APA an observatory restaurant on the top floor, an observatory
Feb-23 |Osaka JP Osaka Hotel pool, a large public bath and open-air bath facilities, etc.,
Umeda providing a resort-like atmosphere while remaining in the
Eki city. 3 minutes from Higashi Umeda Subway Station.
Tower

Country Code: “JP” Japan, “US” USA, “GB” Great Britain, “SG” Singapore, “TH” Thailand, "HK” Hong Kong, “CA”
Canada
Source: Prepared by APIR based on press releases from various sources.
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OAfter 2024, foreign brands will account for 8 of the 13 properties, 4 of which
are non-U.S. luxury hotel groups. 10 out of 13, or about 80%, of the hotels have
relatively high unit price per night. (Table 6-2).

Table 6-2 List of construction projects (estimated) costing more than 10
JPY billion, in order of year of opening (2023-2026)
Grade (per night per person): “B” around 10,000 JPY~, “A” around 30,000 JPY~ , “S” around 50,000 JPY~,
“H” around 100,000 JPY~

Date of | Brand- Opera- “Property Introduction
opening | Name Fa Grade‘ Rt ‘ tor (<Reference> Press Release/Home Page)”
OMO
Kansai The largest hotel development in “Rinku Town” by WBF.
g Airport Hoshino |After Hoshino Resort acquired the property, it resumed
W2 by | B es=te Resort |construction and opened under the “OMO” brand. One
Hoshino minute from JR and Nankai “Rinku Town” station.
Resorts
CENTARA Centara Hotels’ first foray into Japan. With the concept
GRAND CENTARA | of “fusion of Thai and Japanese beauty and culture,” the
Jul-23 HOTEL TH | A | Osaka |HOTELS |hotel offers an authentic Thai spa, cuisine, and other
OSAKA RESORTS |services. Bunk beds and connecting rooms are available
for families. 6 minutes from Nankai “Namba” station.
The largest and most prestigious 4-star flagship of
Candeo Candeon H. Located on the upper floors of a high-rise
~ Hotels Candeo |tower complex. The top floor has an open-air bath with
s Osaka 4RI AT Osaka Hotels |a view of Midosuji Boulevard from the guest rooms. 4
Dozimahama minutes from Yodoyabashi Station on the subway and
Keihan lines.
BaliEies Hilton’s up-scale hotel, Doubletree. Upper floors of the
by Hilton former Nikkei Shimbun Osaka headquarters development
Apr-24 Oysaka US| S | Osaka [Hilton |complex. Seasonal views of Osaka Castle and
Castle Sakuranomiya Park. 5 minutes from Tenmabashi Station
on the water bus, Keihan and subway.
Four “Four Seasons Hotel” opens for the first time in Osaka
Seasons Hotel City. The concept is “Travel and Art”. Luxury hotel located
May-24 |Hotel CA | H | Osaka |Properties |on the upper floors of a high-rise residential complex
Osaka Limited  |tower. 4 minutes from Nishi-Umeda Subway Station and 5
Douzima minutes from JR Kitashinchi Station.
S Hilton’s new “Canopy” brand is like a Neighborhood
5 Hil%n where you can relax and recharge. Simple service,
Jun-24 Oysaka US| S | Osaka |Hilton |comfortable space. Located on the upper floor of the
Uriesk North District complex. 7 minutes north of JR “Osaka
Station”.
gTHET?gﬁKA gﬁf‘;/i\f\{PAN The concept is “The Osaka Time”. Built on the first Osaka
Jul24 |HOTEL | s | Osaka |HOTH Station land, the hotel is named “Osaka Station Hotel,”
Autogr'aph DEVELORVENT, | NeW brand by JR West Japan Hotels. Marriott Int’l's
Collection . ‘Autograph Collection” is the fourth hotel in Japan.
Located on the west side of Lake Biwa. The concept is
Sanctuary Remw: “Venetian Modern. A membership-only resort resembling
Oct-24 |Court JP | H | Shiga e '|a water palace where the vast water basin and the lake
Biwako ' are combined. All rooms are suites with a lake view. 10
minutes drive from JR Takashima Station.
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f—I\ZtAel & APA Hotel is the skyscraper tower with the largest number
Resort APA of guf—:stdroorrll(s_int\r/]veﬁemeapan. Aiming“ tobbecomeéa"
new landmark in the Namba area as an “urban resor
S CN);ilk()aa P2 B este Hotel where guests can enjoy their stay with restaurants and
Eki swimming ppol on the top floor. 3 minutes from JR
Ta— Namba Station.
The concept is “Kyo SYNAPSE,” meaning to connect guests
with the various attractions of Kyoto. The exterior of the
Hilton . building is based on the theme of “Kyoto’s deep and
DEEt Kyoto US| & | leio |Iitien profound style” and the interior is based on the theme
of "ORIMONO (textile)”. 6 minutes from Sanjo Station on
Keihan Line.
Hotel Ml Hankyu Hanshin Hotels’ “Respire” is an upscale hotel with
Hankyu Hansr):in “GRAN” meaning “wonderful,” adding a cozy atmosphere
Dec-24 |GRAN JP | A | Osaka el of nature and peacefulness in the city and a mature
RESPIRE Co.. Ltd quality to the hotel. East wing of the South Wing. 3
OSAKA v minutes north of JR Osaka Station.
Capella Capella Hotel Group’s hotel brand “Patina” opens its
Hotel Ho't)els second hotel worldwide. A new generation lifestyle hotel
Mar-25 |Patina SG | H | Osaka Znl that applies its unique sensibility and design to a location
Osaka RS steeped in the history of Osaka Castle and Naniwanomiya
Palace. 5 minutes from Tanimachi 4 Subway Station.
Hilton’s premier luxury hotel brand, Waldorf Astoria,
Waldorf promises personalized service and a pursuit and
Apr-25 |Astoria | US| H | Osaka [Hilton |commitment to food. Located on the upper floor of the
Osaka West Wing of the South City complex. 4 minutes from JR
Osaka Station.
“Capella” first appearance in Japan. Offering the world’s
Capella |[finest hospitality. Located on Yamato-oji Dori in the flower
Jul25 Capella SG| H | Kyoto Hotels |district of Miyagawa-cho. Creating “new coexistence
Kyoto and value” through the integrated development of a hotel, an
Resorts |opera house, and local facilities. 4 minutes from Keihan
Shijo Station.
Provide authentic experiences in cooperation with
Shokokuji Temple, which is located adjacent to the
R south side of the building. By incorporating traditional
Nov-26 ROSEWOOD HK| H | Kyoto |Hotel industrial products into the accommodation space, the
KYOTO Group hotel aims to be a high-quality accommodation facility
that contributes to the transmission of local history and
culture and to the revitalization of the area. 7 minutes
from Kuramaguchi Subway Station.

Country Code: “JP” Japan, “US” USA, “GB” Great Britain, “SG” Singapore, “TH” Thailand, "HK” Hong Kong, “CA”
Canada

Note: The properties in red in the table are those that will open in 2024 or later.

Source: Prepared by APIR based on press releases from various sources.
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The definitions of the geographical regions used in the
annex are as follows unless otherwise noted.

Type A: Shiga, Kyoto, Osaka, Hyogo, Nara,
‘Wakayama

Type B: Shiga, Kyoto, Osaka, Hyogo, Nara,
Kansai Wakayama, Fukui

Type C: Shiga, Kyoto, Osaka, Hyogo, Nara,
Wakayama, Fukui, Mie, Tottori,
Tokushima

Kant Ibaraki, Tochigi, Gunma, Saitama, Chiba,
0 Tokyo, Kanagawa, Yamanashi

Chubu Nagano, Gifu, Shizuoka, Aichi, Mie

All prefectures including the Kansai, Kanto and

e Chubu regions
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Total population by region
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Kansai region: Type B
Note: Level as of October 1 for each year.
Sources: Statistics Bureau, Ministry of Internal Affairs and Communications, “Population Census™ and “Population Estimates”

Kansai population by age group
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Note: Does not include persons with unspecified ages.

Sources: Statistics Bureau, Ministry of Internal Affairs and Communications, ion Census”, ") lati L " and “Internal Migration in
Japan Derived from the Basic Resident Registration (for 2010-22data)”
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Population aging rates
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Kansai region: Type B

Note: Population aging rate (%) = Population aged 65 and above/total population x 100. Level as of October 1 for 1990 and as of January 1 for 2022.

Sources: Health and Welfare Bureau for the Elderly, Ministry of Health, Labour and Welfare, “Table of Figures for Health and Welfare Services
Map for the Elderly (1990)" Statistics Bureau, Ministry of Internal Affairs and Communications, “Population Estimates” and “Internal
Migration in Japan Derived from the Basic Resident Registers (for 2022data)”

Gross regional product(GRP) trends

LR T YT PP PP PP

(trillion JPY)

600 =677 585.8-580.8
522.4 5257 5113
500 95> mm BB-au-W-W- ~129.8%
4553 :

0 e e e e e

3267 . I I l 14.3%
0 I B l rrrrrrr l —————————————— . ——————————————————————

246.3 .
200 b B BB BB BB 39.9%
00 151.6 .
100 R
15.9%

0

1975 80 85 90 95 2000 05 10 15 18 19 (FY)
\ [0 Kansai Kanto [ Chubu Others \

Kansai region: Type B
Note: The 1975-90 period is based on the 1968 SNA, the 1990-2005 period on the 1993 SNA, and the 2006-19 period on the 2008 SNA.
Source: Cabinet Office, “Annual Report of Regional Accounts Statistics”




320  Statistical Annex

Trends in the GRP shares of economic sectors
(year) ' ' i
2010 224 4.014208 5287 5.2 2084 3K

12038 61983.84.1 7.6 5.0

2012 21.6 85 4.8
: |

201403 87 45
|

2016 9.1 4.2
\

2018 89 4.2
: l

19Kansai 0.3 22.5 9.3 4.1
|

19 Kanto 15.6 998 41029 7.6 4.2
o\ \

19 Chubu 34,0 107 BEL,57 . 96 63 SEOREREE

ot —— " )|
19 Japan [0:9. 3.05.3 320 5.2 WA 814 118 8 4435 87 4.0
0.1

0 20 40 60 80 100
(%)
[ Agriculure, foestry and fisheries I Mining [ Manufacturing [ Electricty, gas and water supply
[ Consfruction I Wholesale and refal trade I Transportation I Hospitaly
[ Telecommunication I Financeand insurance I Real estate [ Professonal, scientfic and echnicel actities
[ Government senvices [ education Health and socil related senvices Other services

Kansai region: Type B

Note: The values used for the calculation of the shares do not include imputed interest. However, we used the GDP figures by industry to
calculate the total GDP.
Source: Cabinet Office, “Annual Report on Prefectural Accounts™

GRP per capita
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(thousand JPY)
4,500

4,000
3,500
3,000
2,500
2,000
1,500

(FY 2019 Japan total: JPY 3,355 thousand) 3986

3,060

19 (FY)
Kansai | Kanto | Chubu

Kansai region: Type B
Source: Cabinet Office, “Annual Report on Prefectural Accounts”
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Kansai’s GRP and sovereign states’ nominal GDP (2020)
(billion USD)
0 2000 4000 6000 8000 10000 12000 14000 16000 18000 20,000 22000

United States | ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ 211060
China 14,688
Japan | — 5.040
Germany | : 13,890
United Kingdom | 2705
India | . 2,672
France | 2639
Italy | 11.897
Canada | 1,645
Korea | 1.644
Russia | 1,489
Brazil | 1,449
Australia | 1,432
Spain| 1,277
Mexico | 1,091
Netherlands | 910
Kansai GRP [ 866

Kansai region: Type A

Note: Nominal GDP in 2020. The figure for Kansai is based on its nominal GRP for FY 2019 (April 2019-March 2020) The 2020
exchange rate was JPY 106.82 to the US dollar.

Sources: UN, "National Accounts Main Aggregates Database”, Cabinet Office, "Annual Report of Regional Accounts Statistics”

Value of manufactured goods shipments

B D P P T TR T YT PR

(trillion JPY)
80

(2020 Japan total: JPY 264.7 trillion) 717

1980 85 90 95 2000 05 10 15 20 20 20 (year)
Kansai Kanto Chubu
Kansai region: Type B
Note: Figures represent total values of manufactured goods shipments by firms with 4 or more employees.
Source: Ministry of Economy, Trade and Industry, “Statistics Table on Census of Manufactures” The Ministry of Internal Affairs and Communications
and Ministry of Economy, Trade and Industry, “Economic Census for Business Activity (for 2015 and 2020 data)”
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Capital investment in Kansai

10.0

00—\ /: ” —\ :
A10.0 /
A20.0
A30.0 (planned)
2014 15 16 17 18 19 20 21 22(FY)

—+— Manufacturing —=— Non-manufacturing —— All industries

Kansai region: Type B

Note: YoY. Figures for FY 2022 are the planned values as of December 2022.
Includes investments in land, but does not include investments in software.

Source: Bank of Japan, Tankan (Short-Term Economic Survey of Enterprises in Japan)

Capital investment in Japan

(%)
30.0
20.0
100 . .
S — . /\
0.0 \/ \:
N
A10.0
A00.0
A30.0 (planned)
2014 15 16 17 18 19 20 21 22 (FY)

—+— Manufacturing —=— Non-manufacturing —— All industries

Note: YoY. Figures for FY 2022 are the planned values as of December 2022.
Includes investments in land, but does not include investments in software.
Source: Bank of Japan, Tankan (Short-Term Economic Survey of Enterprises in Japan)
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Index of industrial production (lIP)

LR T YT PP PP PP

115

110t

1051 95.5(Japan)

oor 92 4(Chubu)
94.7(Kansai)

90 94.3(Kanto)

85+

80+

75+

70 I\]I\]]I\N‘I\]I\]]I\N‘ I \H\]]I\N‘I\]I\]]I\N‘I\]I\]]I\N‘I\H\]]I\IV

17 18 19 20 21 22 (year)

‘ ——Kansai ——Kanto - Chubu - Japan ‘

Kansai region: Type A

Note: 2015 = 100. Seasonally adjusted. The Kansai, Kanto, and Chubu regions are under the jurisdiction of the Kansai, Kanto, and Chubu Bureaus
of Economy, Trade and Industry, respectively.

Source: Ministry of Economy, Trade and Industry, “Production, Shipments and Inventories”

Employment by industry (2022)

[Kansai) [Japan]
Agriculture and forestry 1.4% Agriculture and forestry 2.9%

Construction 6.5% Construction 7.1%

Seivices
37.29%)

Kansai (population of 10,630,000) Japan (population of 67,230,000)

Kansai region: Type A

Note: “Services” represents the total employment in the following industries: Hotels and Restaurants, Entertainment, Health and
Social Work, Education, Mixed services, and Other services(services that cannot be categorized).

Source: Statistics Bureau, Ministry of Internal Affairs and Communications, “Annual Report on the Labor Force Survey”
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Exports by product category (2022)

sesecccssssce eeeeseccssecssseessssessssessseessssessseesssecssssecsssessseessssessssessscesssccssssesses

[Kansai] [Japan]
Iron & steel Iron & steel

products Optical products

i 0

mgfrﬂﬁzlr Ol Gl e machinery Others 4.8%

B ¥ 19.6%  147%; Nonferrous 5 goz 20.4% Nonferrous
o7 metals \ metals
Total 3.1% : 2.5%
| JPY 21.6 Metal "

trillion products products
Machinenyy 1.8% 1.4%
Transport Electiical 21 y 0 0
equipment
4.2% 282

Kansai region: Type A
Source: Ministry of Finance, “Trade Statistics for2022", Osaka Customs, “Trade Statistics of the Kinki Region for 2022"

Imports by product category (2022)

R P R T F R PR P PP PP

[Kansai] [Japan]

Total
JPY 20.8 |
trillion

Electricall

14:5%

Chemicals
16:8%)

Machinery Textiles, yarn, fabrics Textiles, yarn, fabrics
8.6% 5.7% 3.0%

Kansai region: Type A
Source: Ministry of Finance, “Trade Statistics for2022", Osaka Customs, “Trade Statistics of the Kinki Region for 2022"
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GEVICRERNY Destination of exports from Kansai

LR T YT PP PP PP

(Kansai) 22
(Japan) 22

0 20 40 60 80 100(%)
| B Asia excluding China 0 China B United States I EU B Others |
Kansai region: Type A

ol
Note: The figure for 2022 are definite.
Source: Ministry of Finance, “Trade Statistics for2022", Osaka Customs, “Trade Statistics of the Kinki Region for 2022"

Origin of imports into Kansai

LR T YT PP PP PP

(Kansai) 22
(Japan) 22

0 20 40 60 80 100 (%)
\ I Asia excluding China 7 China B United States 8 EU [l Others \

Kansai region: Type A
Note: The figure for 2022 are definite.
Source: Ministry of Finance, *Trade Statistics for2022", Osaka Customs, “Trade Statistics of the Kinki Region for 2022"
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Number of universities, junior colleges and enrolled students
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(number of schools) (thousand people)
400 1.600
Japan totals, 2022 359
(Universities and junior colleges:
1,116 Enrolled students: 3.025 million)

300+ 11,200

212
r 1800
641
143
r 3021400
0 15 20 22 0

1990 2000 1 22 22
Kansai Kanto  Chubu (year)

1318

20

o

Enrolled students (right bar)

10

o

Universities and junior colleges (left bar)

o

Kansai region: Type B
Source: Ministry of Education, Culture, Sports, Science and Technology, “School Basic Survey”

Number of national treasures and important cultural properties (2023)

seccces eescceccseccssecssseccsssessssesssecssssesssecssscessseessseesssecssssessssessscesssccssssessss

National Important cul-
: Important .
National treasures, tural properties,
cultural : :
treasures roperties domestic share | domestic share
s (%) %)

Fukui 6 114 0.5 0.9
Shiga 56 829 4.9 6.2
Kyoto 237 2,201 20.9 16.5
Osaka 62 682 5.5 5.1
Hyogo 21 473 1.9 35
Nara 206 1,331 18.2 9.9
Wakayama 36 396 3.2 3.0
Kansai 624 6,026 55.1 45.0
Kanto 340 3,755 30.0 28.1
Chubu 44 1,105 3.9 8.3
Japan 1,132 13.377 100.0 100.0

Kansai region: Type B
Note: Values are as of April 1, 2023
Source: Agency for Cultural Affairs, “List of National Treasures and Important Cultural Properties Designated by Prefecture.”
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HEVICRERNY International overnight visitors

(Total number of overnight visitors: 10 thousand people) (Ratio of international overnight visitors: %)
18,000 35
15,000 130
125
12,000
120
9,000 -
S 6.2 Kant ti
6.000 - { .2 Kanto (ratio)
3,000+ 5/ 5.0 Kansai (ratio)
—— 3.7 Japan (ratio)
0 03 —~—— 1.4 Chubu (ratio)
2019 2020 2021 2022 (year)
T Kansal (No. of vistors, left axis) IS Kanto (No. of vistors, left axis) I Chubu (No. of visitors eft axs)
—+—Kansai (ratio) —=—Kanto(ratio) —— Chubu(ratio)
~+=Japan (ratio)

Kansai region: Type B
Note: Ratio of international overnight visitors = Total number of international overnight visitors)/ (Total number of overnight visitors) x 100
Sources: Ministry of Land, Infrastructure, Transport and Tourism, “Overnight Travel Statistics Survey".

Visit rates of international visitors by prefecture
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(%)
40 p— N
e \’/\
/ *133.4 (Osaka)
30 /
e o N A
/‘\./‘/ \ = :\’\./‘/ /./ \‘_‘/\
—
N1 T, & » |21.5 (Kyoto)
20 e K
- \_~
N /.\"‘/
10 P — 7 N|7.6 (Nara)
=~ /v"\v_V::;:;\v/"‘/*\’~:>x§'_v/' ':;7"::;*—'\: 56 (HYO gO)
L e e 0.9 (Shiga)
=¥ty gty —s—1 e | 8; ﬁ\é\cakji);ama)
1996 98 2000 02 04 06 08 10 12 14 16 18 20(yéar)
—e—Fukui —==Shiga ——Kyoto ~+~Osaka
——Hyogo -=-Nara -s=Wakayama

Note: Visit rate = the number of respondents who visited the prefecture during their stay/the total number of respondents (N) x 100
The figures of 2020 are average for Jan-Mar as the survey was cancelled after the onset of the COVID-19 pandemic in April.
The survey was cancelled in 2021-2022 due to the impact of the COVID-19 pandemic.
Sources: Japan National Tourism Organization (JNTO), “Destination Survey of Overseas Visitors to Japan®. From 2011, Japan Tourism Agency "Consump-
tion Trend Survey for Foreigners Visiting Japan™
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Average expenditure per visitor by nationality (2022)
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\ B Departing from Kansai International Airport 1 All departures from Japan \

Note 1) Travel spending per person departing from Japan.

The figures of 2022 are average for Oct-Dec as the Jan-Mar, Apr-Jun, and Jul-Sep surveys were scaled back due to the COVID-19 pandemic.
Note 2) No data country shows no respondents.
Source: Japan Tourism Agency, "Accommodation Survey”
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