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Human capital investment: at the heart of "new form of capitalism"

® Prime Minister Kishida has positioned human capital investment at the heart of a growth strategy for "new form of capitalism."
m  The upskilling of workers through an increase in human capital investment will be the basis for other industrial policies.
m The government has announced the establishment of a package of "investment in people" measures worth JPY 400 billion over

three years.
® The policy-based expansion of human capital investment is important for launching a virtuous cycle in the economy via improved labor

skills and increased corporate profits.
m This provides an opportunity to resolve the endless debate over whether to invest in people first or corporate profits first.
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Two challenges of the Japanese economy: "declining productivity" and "lower income”

® The potential growth rate of Japan declined sharply in the 1990s and 2000s and has remained at slightly less than +1% per year since
then, presenting a challenge on the "growth" side.
®m In addition to the slowdown in capital input and the turning negative of labor input, Japan has also experienced a decline in the total
factor productivity (TFP), which is a source of growth.
® The household distribution of labor income shows a rapid "shift to lower incomes" in the 2000s; presenting issues on the "distribution"
side.
m In the 2010s, the share of the low-income group (annual income JPY 0—4 million) remained almost the same. The share of the high-
income group (JPY 10 million and up) increased slightly but has not returned to the level of the 1990s.

Distribution of households by annual income group
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Lower income slows consumption, creating a spiral that weighs on growth

® Japanese companies saw significant improvement in ordinary income since the 2000s, while wage increase remains sluggish.
m Personnel expenses for employees at large companies declined from the late 1990s to the late 2000s and then remained stagnant
at the same level as in 1990.
e Lifetime wage estimates also declined from the 1990s to the 2000s.
m Although wages recovered slightly in the 2010s, they are still far below the levels of the 1990s. Uncertainty about the future of the
working-age population has not been dispelled, and the savings rate remains high, contributing to weak consumption.
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Japan’s few investment in human capital

® Human capital investment by the private sector in Japan (relative to GDP) is near the lowest among major developed countries.
B Japan's private investment in human capital is one-sixth that of the UK, the country with the highest investment, and is even lower
than in southern, central, and eastern Europe, which is/are generally considered to have a weak culture of lifelong education.
m In the UK and the US, where employment mobility is high, the level of human capital investment by companies appears to be an
important factor in attracting talented workers.
® Public as well as private investment in job training in Japan is not as large as in major developed countries.
B The scale of investment in job training (relative to GDP) in top-ranked countries such as Denmark, Finland, and Austria is 20 to 30
times that of Japan.

Private-sector human capital investment by country Public investment spending on job training by
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JPY 4 trillion investment in human capital is required to boost growth

® To achieve a growth rate on par with Europe and the US by expanding human capital investment, JPY 3.9 trillion annual investment is

needed from the public and private sectors (currently JPY 1.6 trillion).

m We estimated the target amount of human capital investment (OFF-JT) to raise Japan's potential growth rate (0.7%) to the same

level as Europe and the US (1.6%).

m Of the additional JPY 2.3 trillion compared to the current level, JPY 1.3 trillion is funded publicly, while JPY 1.0 trillion is funded by
the private sector. Public investment in education and training is currently about JPY 170 billion (including special accounts for
employment insurance) and needs to be expanded more than 7 times, mainly via tax credits and subsidies for SMEs.

m By industry, manufacturing, wholesale/retail, medical/welfare, construction, and information/communications are the largest additions.
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Note: Actuals are OFF-JT values for 2018; the potential growth rates are 2015-2019 averages; the US and Europe are averages for the US and the UK, Germany, and France, respectively. The targeted
amount of human capital investment (OFF-JT) flow required to raise Japan's overall potential growth rate by 4.5% over five years is estimated by industry and firm size, based on the elasticities of
corporate investment stock in education and training and labor productivity by Morikawa (2018). The rate of additional public contribution relative to the current level is assumed to be 30% for large
companies and 70% for SMEs in all industries. The attrition rate for human capital investment is assumed to be 40% based on the JIP 2021 database and Morikawa (2018). Because the target amount
can vary greatly depending on the level of the attrition rate selected, the results of the estimation should be viewed as a range.

Source: Made by MHRT based upon "JIP 2021 Database" by the Institute of Economic Research and Hitotsubashi University and upon "Economic Census for Business Activity of Japan 2016" by the Ministry
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Encouraging private companies to invest in human capital

OFF-JT investment by private companies has had a positive effect on productivity. Productivity gains are particularly large in the

service industry.

®m  When the accumulated amount of OFF-JT, including training and university sending expenses doubles, labor productivity rises by
2.7% in all industries and by 3.9% in the service industry.

Companies with Ph.D. holders show an effect of higher rates of achieving innovations.

m The rate of achieving product innovation increased by 4.5 percentage points, while the rate of achieving process innovation
increased by 3.8 percentage points. An emphasis on organizational management, such as reflecting the evaluation of R&D results
by Ph.D. holders and reward systems, also raised the rate of achieving innovations.

Impact of education and training investments on
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Investors focusing on human resources investment

® The government plans to request companies to disclose management information on human capital (employee skills development,
hiring of human resources with diverse backgrounds, etc.) as early as this summer.
m Currently, 65% of companies are measuring human capital information (in 11 key areas in 1ISO30414, including "skills and
competencies"), while only about 15% are disclosing the information to the public.
® More than 60% of investors focus on human resources investment as a mid- to long-term investment/financial strategy; expectations

are even higher for IT investment.

B Human resources investment is expected to increase mainly among large companies as information on human capital is more

widely disclosed in integrated reports, etc., from FY2023 onward.

ISO30414 measurement and disclosure of
information on human capital
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used only in the own department
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s s s s
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both internally and externally

Source: Made by MHRT based upon "Survey of human resource personnel on human capital
management and human resource management" (2021) by Recruit
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Raising labor productivity throughout the economy with reskilling support for SMEs

® Improving the labor productivity of SMEs, which account for 60% of all employees, is the key to raising the overall productivity of the

economy.
m  SMEs with less than JPY 100 million in capital have per-employee value added in the JPY 3-5 million range—far below that of large
companies.

® The government plans to implement a package of "investment in human resources" measures that includes conversion of non-regular
workers to regular employees and support for re-learning.

m  The subsidy system for capacity development and labor mobility will be expanded in FY2022 and beyond, based on suggestions
from company management and workers.

Employee share and labor productivity by firm capital
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Source: Made by MHRT based upon "Economic Census for Business 2016" by the Ministry of
Internal Affairs and Communications

Planned government measures to support capacity
development and labor mobility

Target Measures under consideration by the government

Subsidies for
training
expenses

Support for
non-regular
workers

Promotion of
labor mobility

Securing the
time for re-
learning

Under the program that subsidizes the cost of training provided by
companies to their employees, the subsidy rate for the development of
advanced digital human resources will be increased by 30% (from 45%
to 75%). The maximum subsidy per person for admission to graduate
schools, including those overseas, will be increased significantly from
JPY 500,000 per person.

Under the subsidy program for employers that convert non-regular
workers to regular employees, the subsidy amount will be increased to
JPY 665,000 for fields with high private-sector needs, such as the
digital and green fields (equivalent to the subsidy amount for workers of
single-mother/single-father households).

Under the subsidy program for employers that hire people that have
difficulty in finding employment such as elderly people and single
mothers, the current subsidy of JPY 600,000 will be increased by 1.5
times (for an elderly person who has been employed for one year) if the
person is hired in a growth field such as digital and green.

Under the subsidy program for companies that already have a leave
system in place, the companies are now eligible to receive subsidies for
the cost of maintaining wages/work rules for employees that take
special leave. Furthermore, companies that newly introduce a "short-
time work hours system" or "overtime exemption system" are also
eligible for subsidies to cover the cost of maintaining work rules and
regulations.

The current limit of a "maximum of two workers per company" for
subsidizing wages for workers on leave will be abolished.

Source: Made by MHRT based upon "Results of the call for proposals for ‘Investment in human
resources’ and the government's response to the proposals" by the Cabinet Secretariat
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Extending the employment safety net to promote labor mobility through education and training

® Although the percentage of the population covered by employment insurance rose to over 70%, only 20-25% of the unemployed are

receiving the benefit.

m  The number of unemployed people that do not meet the requirements for receiving benefits has increased due to the increase in
non-regular employment, resulting in insufficient functioning of the safety net.
® In addition to upgrading the skills of those that are currently employed, it is important to expand job training for those that were

excluded from the safety net (Employment Assistance Act projects).

m |t is needed not only to increase the scale of the safety net but also to increase its availability by extending the reach to potential

targets and simplifying the application process.
Coverage of employment insurance
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Note: Percentage of insureds = Number of insureds / Total number of employed persons;
Percentage of beneficiaries = Actual number of beneficiaries / Number of unemployed
persons (15-64 years old)

Source: Made by MHRT based upon "Employment Insurance Business Annual Report and
Monthly Report" by the Ministry of Health, Labour and Welfare (MHLW), "Labor Force
Survey" by the Ministry of Internal Affairs and Communications, and Tadashi Sakai (2020)

Public job training policies in Japan

Program Qualified recipient Description Scale

General At least one year of | 20% subsidy for the cost of acquiring
education and  employment certification, master's and doctoral
training benefit insurance coverage | degrees, etc. (up to JPY 100,000)

50-70% subsidy for the cost of
Specialized certification acquisition, professional
practical At least two years of | university, vocational school, etc. (up
education and  employment to JPY 560,000 per year); if certain

JPY 3.4 bn
89,011 people

JPY 20.1 bn
80,517 people

training insurance coverage | conditions are met, educational
benefits training support benefits can be
received as livelihood support.
Specified At least one year of | 40% subsidy for the cost of JPY 0.1 bn
education and  employment certification acquisition (up to JPY 1647 éo le
training benefit insurance coverage | 200,000) ’ peop
Public 'L\J/Inae':y Ifcrf;r;ts of Providing training to acquire job skills
X ploy and knowledge for free (Training for JPY 133.3 bn
vocational benefits of :
.. current employees and graduates is 190,757 people
training employment L
. fee-based, in principle.)
insurance

Emblovment Not insured of or Free training in IT, office work, welfare,

ploy qualified for the design, etc.; unemployed and low- JPY 10.5 bn
Assistance Act . o
projects employment income workers can receive job 16,926 people

insurance training benefits as livelihood support.

Note: The program scale and the number of qualified recipients are as of 2020. The amounts of
vocational training are the appropriate amounts.

Source: Made by MHRT based upon "Annual Report on Employment Insurance Operations,"
"Public Vocational Training Performance in FY2020," "Public Vocational Training and Job
Applicant Support Training in FY2020," and "FY2020 Accounts (Employment Accounts
under the Labor Insurance Special Account)" by the MHLW



Summary

® Prime Minister Kishida has positioned human capital investment at the heart of the
growth strategy for "new form of capitalism."

m The government has announced the establishment of a package of "investment in people" measures worth JPY
400 billion over three years.

® Two challenges of the Japanese economy in the background are "declining
productivity” and "lower income."

m At hand is a vicious cycle in which wages and incomes do not increase due to lack of growth potential, which
leads to sluggish domestic consumption and weighs on growth.

® Growth and distribution is to be achieved simultaneously by expanding public
human capital investment.

m |tis important to (1) encourage human capital investment in the private sector to increase productivity (growth)
and (2) to increase wages and incomes of a wide range of workers by enhancing public education and training
and expanding the employment safety net (distribution).

m In order to raise Japan's growth rate to the mid-1% range, which is on par with Europe and the US, the public
and private sectors will need to invest nearly JPY 4 trillion annually in human capital. Compared to the current
level, the additional JPY 2.3 trillion per year will be required, of which JPY 1.3 trillion should be paid by the
government.
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