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We review the “new form of capitalism”, a government plan to boost economic growth initiated
by Japanese Prime Minister Fumio Kishida, who is enjoying a high public approval rating ahead of
a closely watched upper house election.
By Junichi Takayama, Investment Director

“New form of capitalism” emphasises growth over redistribution
Confirming what is not included in the economic plan
On 7 June 2022, the Japanese government announced an economic plan under the banner “new form of capitalism”.
The plan, initiated by Japanese Prime Minister Fumio Kishida, is intended to steer the economy towards a new growth
path by supporting areas such as human resources investment, scientific research, digitalisation (DX) and
decarbonisation.
Firstly, before we attempt to identify the key action items that are expected to drive the Japanese economy and
businesses in the future, it is important to confirm what is not included in the plan. What is encouraging from
investors’ point of view is that the government appears to have effectively given up on some socialist measures after
the market had earlier reacted negatively to Kishida’s remarks.
Last year, Kishida had made several concerning statements that forced investors to think twice about investing in the
Japanese market. He had called for redistribution of wealth ahead of the presidential election of the ruling Liberal
Democratic Party in September 2021 and imposing a higher income tax on gains made through financial transactions
was one of the measures he insisted that lawmakers should pursue. Kishida had also indicated that the government
would look into abolishing quarterly reporting requirements by public firms in order to change the behaviours of
companies that tend to prioritise short term gains to meet the demand of short term investors.
However, the discussion on quarterly reports effectively ended after a government panel concluded earlier this year
that the statutory reports should be abolished but be integrated into the quarterly reports required by the stock
exchanges. Furthermore, the much-talked-about proposal about imposing higher taxes on individuals with high
financial income was nowhere to be found in this plan unveiled this month.
In other words, the plan places greater emphasis on growth policies rather than redistribution of wealth, putting “new
form of capitalism” effectively on the same policy path as the one laid down by former prime minister Shinzo Abe.
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Table 1: Key points from the “new form of capitalism”
Investment in human resources
To spend JPY 400 bln over the next three years through FY2024 to support a million workers, including
those in part-time contracts, with career changes and development of skills etc.
To require firms to disclose gender wage gaps, to announce a disclosure outline regarding human capital
in the summer of 2022
To form "Doubling of household income from financial asset investments plan" by the end of 2022, to
expand Nippon Individual Savings Account (NISA) and individual defined contribution pensions (iDeCo)
schemes

Scientific technology
To boost investment in quantum computing, AI and biotechnology
To set up a scientific technology advisory role within the prime minister's office

Start-ups
To form a five-year plan to support start-ups
To allow partial exemption of personal surety requirements for start-ups
To consider forming new corporate structures with greater emphasis on public welfare

Decarbonisation, energy
To spend JPY 150 tln over the next 10 years on green transformation (GX) investments into areas such as
hydrogen and renewable energy through the issuance of GX bonds
To fully utilise renewable energy and nuclear power, to oversee nuclear power by strict and efficient
regulations
To reduce dependence on fossil fuels and other commodities from Russia

Defence
To strengthen Japan's defence capabilities within the next five years, to enhance the development of AI
and unmanned drone technology
To spend JPY 500 bln to support technological development in areas such as semiconductors

Public finance
To achieve fiscal consolidation and perform checks as necessary during the process
To continue pursuing fiscal and economic reform integration but not allow the process to limit
government focus on key policies
Source: Cabinet Office material compiled by Nikko AM

Kishida to retain Abe’s approach to the central bank
Kishida’s approach to the Bank of Japan (BOJ) is also similar to that of Abe under Abenomics. At a committee hearing
in Japan’s Diet on 30 May, Kishida confirmed that the policy accord (joint statement) between the government and
the BOJ—the basis for the central bank’s accommodative monetary policy in place since 2013—is intact and will be
maintained going forward.
The Basic Policy on Economic and Fiscal Management and Reform, an annual fiscal and economic policy guideline
approved by Japan’s cabinet on 7 June, shows that the government expects the BOJ to continue maintaining its 2%
inflation target.
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How the upper house election could impact Kishida’s “new form of capitalism”
Kishida’s approval rating has risen steadily
According to recent Nikkei poll, Kishida had a 66% approval rating, the highest since he took office in October 2021.
This is quite unusual in Japanese politics as approval ratings usually begin falling soon after a prime minister takes
office, with the public often quick to conclude that the newly elected leader is too slow to deliver on campaign
promises.
Chart 1: Kishida’s approval rating
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However, Kishida has managed to boost his rating by focusing on controlling the COVID situation at home. In contrast,
Kishida’s immediate predecessor Yoshihide Suga was criticised harshly by pundits and the general public for his
handling of the pandemic and had to step down after a year in office.
Therefore, unless there are material changes over the next month, we are likely to see the ruling party win a landslide
victory in the upper house election in July, which will effectively allow Kishida to stay in power at least for the next
three years as he will be free from national elections.
Strong upper house election win will add clout to Kishida’s policies
A convincing upper house election win for Kishida and his ruling party will have two important consequences. Firstly,
Japan will be able to enjoy political stability for potentially an extended period, which may not be the case in other
developed economies.
For example, in the wake of the “Partygate” scandal, UK Prime Minister Boris Johnson faced a no-confidence vote early
in June. Johnson managed to win the no-confidence vote but was left weakened after 41% of the members of
parliament from his own party voted against him.
In the US, President Joe Biden is facing a potentially tough midterm election in November. Suffering from sagging
public approval ratings, Biden and the Democrats are expected to cede control of the House of Representatives to
the Republicans and possibly lose the Senate as well. A Republican House would be enough to block most of the
Democrats’ legislations.
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Secondly and more importantly, Kishida can take advantage of his political capital after a strong win and take higherrisk strategies, introducing measures which may not necessarily be popular among the public (voters) but could prove
to be market friendly, thereby benefiting investors in Japan.
For example, the government could initiate the restart of nuclear plants that have long been left idle after the 2011
Fukushima disaster. One of the bottlenecks towards the restart of plants has been the Nuclear Regulation Authority’s
(NRA) approval process, which electric power companies have to clear in order to restart nuclear reactors in
accordance with the new safety standards. The government is expected to expedite this process in an effort to ensure
energy supply stability, which will also contribute to its goal of achieving carbon neutrality.
Other measures, such as accelerating the opening of Japan’s borders to foreigners (which some voters may still
oppose), can also be expected after the election. This should bring positive sentiment to the market as Japan, which
closed its borders to tourism for two years, can benefit again from consumption by inbound tourists, who in 2019
spent JPY4.8 trillion, or 0.9% of the GDP.
Whether or not the “new form of capitalism” will be successful or impactful remains to be seen. But if there is one
thing we can be sure of, it will be the fact that the economic plan will be implemented by a stable ruling party with
much political capital and few distractions.
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Important information: This document is prepared by Nikko Asset Management Co., Ltd. and/or its affiliates (Nikko AM) and is for distribution
only under such circumstances as may be permitted by applicable laws. This document does not constitute personal investment advice or a
personal recommendation and it does not consider in any way the objectives, financial situation or needs of any recipients. All recipients are
recommended to consult with their independent tax, financial and legal advisers prior to any investment. This document is for information
purposes only and is not intended to be an offer, or a solicitation of an offer, to buy or sell any investments or participate in any trading strategy.
Moreover, the information in this document will not affect Nikko AM’s investment strategy in any way. The information and opinions in this
document have been derived from or reached from sources believed in good faith to be reliable but have not been independently verified. Nikko
AM makes no guarantee, representation or warranty, express or implied, and accepts no responsibility or liability for the accuracy or completeness
of this document. No reliance should be placed on any assumptions, forecasts, projections, estimates or prospects contained within this document.
This document should not be regarded by recipients as a substitute for the exercise of their own judgment. Opinions stated in this document may
change without notice. In any investment, past performance is neither an indication nor guarantee of future performance and a loss of capital may
occur. Estimates of future performance are based on assumptions that may not be realised. Investors should be able to withstand the loss of any
principal investment. The mention of individual securities, sectors, regions or countries within this document does not imply a recommendation
to buy or sell. Nikko AM accepts no liability whatsoever for any loss or damage of any kind arising out of the use of all or any part of this document,
provided that nothing herein excludes or restricts any liability of Nikko AM under applicable regulatory rules or requirements. All information
contained in this document is solely for the attention and use of the intended recipients. Any use beyond that intended by Nikko AM is strictly
prohibited.
Japan: The information contained in this document pertaining specifically to the investment products is not directed at persons in Japan nor is it
intended for distribution to persons in Japan. Registration Number: Director of the Kanto Local Finance Bureau (Financial Instruments firms) No.
368 Member Associations: The Investment Trusts Association, Japan/Japan Investment Advisers Association.
United Kingdom and rest of Europe: This document is communicated by Nikko Asset Management Europe Ltd, which is authorised and regulated
in the United Kingdom by the Financial Conduct Authority (the FCA) (FRN 122084). This document constitutes a financial promotion for the
purposes of the Financial Services and Markets Act 2000 (as amended) (FSMA) and the rules of the FCA in the United Kingdom, and is directed at
professional clients as defined in the FCA Handbook of Rules and Guidance.
United States: This document may not be duplicated, quoted, discussed or otherwise shared without prior consent. Any offering or distribution
of a Fund in the United States may only be conducted via a licensed and registered broker-dealer or a duly qualified entity. Nikko Asset
Management Americas, Inc. is a United States Registered Investment Adviser.
Singapore: This document is for information to institutional investors as defined in the Securities and Futures Act (Chapter 289), and intermediaries
only. Nikko Asset Management Asia Limited (Co. Reg. No. 198202562H) is regulated by the Monetary Authority of Singapore.
Hong Kong: This document is for information to professional investors as defined in the Securities and Futures Ordinance, and intermediaries only.
The contents of this document have not been reviewed by the Securities and Futures Commission or any regulatory authority in Hong Kong. Nikko
Asset Management Hong Kong Limited is a licensed corporation in Hong Kong.
New Zealand: This document is issued in New Zealand by Nikko Asset Management New Zealand Limited (Company No. 606057, FSP22562). It is
for the use of wholesale clients, researchers, licensed financial advisers and their authorised representatives only.
Kingdom of Bahrain: The document has not been approved by the Central Bank of Bahrain which takes no responsibility for its contents. No offer
to the public to purchase the Strategy will be made in the Kingdom of Bahrain and this document is intended to be read by the addressee only
and must not be passed to, issued to, or shown to the public generally.
Kuwait: This document is not for general circulation to the public in Kuwait. The Strategy has not been licensed for offering in Kuwait by the Kuwaiti
Capital Markets Authority or any other relevant Kuwaiti government agency. The offering of the Strategy in Kuwait on the basis a private placement
or public offering is, therefore, restricted in accordance with Decree Law No. 7 of 2010 and the bylaws thereto (as amended). No private or public
offering of the Strategy is being made in Kuwait, and no agreement relating to the sale of the Strategy will be concluded in Kuwait. No marketing
or solicitation or inducement activities are being used to offer or market the Strategy in Kuwait.
Kingdom of Saudi Arabia: This document is communicated by Nikko Asset Management Europe Ltd (Nikko AME), which is authorised and
regulated by the Financial Services and Markets Act 2000 (as amended) (FSMA) and the rules of the Financial Conduct Authority (the FCA) in the
United Kingdom (the FCA Rules). This document should not be reproduced, redistributed, or sent directly or indirectly to any other party or
published in full or in part for any purpose whatsoever without a prior written permission from Nikko AME.This document does not constitute
investment advice or a personal recommendation and does not consider in any way the suitability or appropriateness of the subject matter for the
individual circumstances of any recipient. In providing a person with this document, Nikko AME is not treating that person as a client for the
purposes of the FCA Rules other than those relating to financial promotion and that person will not therefore benefit from any protections that
would be available to such clients. Nikko AME and its associates and/or its or their officers, directors or employees may have or have had positions
or material interests, may at any time make purchases and/or sales as principal or agent, may provide or have provided corporate finance services
to issuers or may provide or have provided significant advice or investment services in any investments referred to in this document or in related
investments. Relevant confidential information, if any, known within any company in the Nikko AM group or Sumitomo Mitsui Trust Holdings
group and not available to Nikko AME because of regulations or internal procedure is not reflected in this document. The investments mentioned
in this document may not be eligible for sale in some states or countries, and they may not be suitable for all types of investors.
Oman: The information contained in this document nether constitutes a public offer of securities in the Sultanate of Oman as contemplated by
the Commercial companies law of Oman (Royal decree 4/74) or the Capital Markets Law of Oman (Royal Decree80/98, nor does it constitute an
offer to sell, or the solicitation of any offer to buy non-Omani securities in the Sultanate of Oman as contemplated by Article 139 of the Executive
Regulations to the Capital Market law (issued by Decision No. 1/2009). This document is not intended to lead to the conclusion of any contract of
whatsoever nature within the territory of the Sultanate of Oman.
Qatar (excluding QFC): The Strategies are only being offered to a limited number of investors who are willing and able to conduct an independent
investigation of the risks involved in an investment in such Strategies. The document does not constitute an offer to the public and should not be
reproduced, redistributed, or sent directly or indirectly to any other party or published in full or in part for any purpose whatsoever without a prior
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written permission from Nikko Asset Management Europe Ltd (Nikko AME). No transaction will be concluded in your jurisdiction and any inquiries
regarding the Strategies should be made to Nikko AME.
United Arab Emirates (excluding DIFC): This document and the information contained herein, do not constitute, and is not intended to
constitute, a public offer of securities in the United Arab Emirates and accordingly should not be construed as such. The Strategy is only being
offered to a limited number of investors in the UAE who are (a) willing and able to conduct an independent investigation of the risks involved in
an investment in such Strategy, and (b) upon their specific request. The Strategy has not been approved by or licensed or registered with the UAE
Central Bank, the Securities and Commodities Authority or any other relevant licensing authorities or governmental agencies in the UAE. This
document is for the use of the named addressee only and should not be given or shown to any other person (other than employees, agents or
consultants in connection with the addressee's consideration thereof). No transaction will be concluded in the UAE and any inquiries regarding
the Strategy should be made to Nikko Asset Management Europe Ltd.
Republic of Korea: This document is being provided for general information purposes only, and shall not, and under no circumstances is, to be
construed as, an offering of financial investment products or services. Nikko AM is not making any representation with respect to the eligibility of
any person to acquire any financial investment product or service. The offering and sale of any financial investment product is subject to the
applicable regulations of the Republic of Korea. Any interests in a fund or collective investment scheme shall be sold after such fund is registered
under the private placement registration regime in accordance with the applicable regulations of the Republic of Korea, and the offering of such
registered fund shall be conducted only through a locally licensed distributor.
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