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Japan’s Road to a
New Form of Capitalism

Japan is prioritizing social finance to solve social issues.

= Japan formed an Action Plan to realize a new economic policy to create a virtuous cycle of growth and distribution

= The Action Plan promote social finance by means of strengthening support for social entrepreneurs and promoting
impact investing

= A challenge for Japan will be how to form a social finance ecosystem

Since the beginning of Prime Minister Fumio Kishida’s administration, the Japanese government has espoused the concept of

new economic policy or a “New Form of Capitalism” to create a virtuous cycle of growth and distribution based on an economic
governance model that emphasizes “sustainability” and “people” and leads to new investment and growth. In June, the government
announced the “Grand Design and Action Plan for a New Form of Capitalism” to crystalize the concept in policy measures.

The Action Plan states that the idea of neoliberalism arose from the 1980s to the 2000s, and the global economy grew significantly as
economic vitality was restored with the spread of globalization. At the same time, it states that countless hurdles have also emerged
during that time, such as widening economic disparity, the worsening of climate change, increasing risk to economic security due to
excessive overseas dependence, growing urban problems due to population concentration, and market failure.

It also mentions that the Covid-19 pandemic in particular has increased the risk management challenges facing each country, such
as clarifying that it is not possible to ensure the health of citizens and economic security of the state via supply chains that depend
on specific nations and regions, while the current Russian invasion of Ukraine has also revealed geopolitical risks to the international
economy and rising challenges from authoritarian states.

In the past, economic policy in Japan has often been discussed in terms of two opposing axes: the market (private sector) and the
government (public sector), but the Action Plan presents a new perspective: “Both the market and the government” will aim to solve
social problems with large externalities that cannot be solved by the market alone.

THE GLOBAL DEBATE OF RETHINKING CAPITALISM

In recent years, we have witnessed a global debate about capitalism proposing that neoliberalism is overhauled in favor of creating
sustainable value. In particular, there are calls to change the trajectory from shareholder capitalism, which seeks to maximize
shareholder profits, to stakeholder capitalism, which holds that companies should create long-term value for all stakeholders,
including shareholders but also customers, business partners, employees and local communities.

A notable example is contained in the 2018 annual letter to CEOs from BlackRock CEO Larry Fink. He argued that in order to prosper
over time, every company must not only deliver financial performance, but also show how it makes a positive contribution to society
for the benefit all of stakeholders. Another example comes from the World Economic Forum’s ‘Great Reset Initiative’ at the 2021 Davos
meeting, which included the promotion of stakeholder capitalism.

In the same vein, Japan’s Action Plan aims to shift from a perspective emphasizing short-term financial gain (short-termism) to one
pursuing long-term social value, with the goal of building economic systems that solves social issues. In doing so, it seeks to promote
a multi-stakeholder corporate society that considers social and environmental impact, demonstrating that a focus on human capital,
climate change and diversity is essential for sustainable business operations.
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SOCIAL FINANCE

The Action Plan focuses on promoting social finance in Japanese capital markets. Social finance is a model to fund social purpose
organizations that focus on solving social issues.

Traditionally, social purpose organizations have been financed through grants, donations and subsidies. In social finance, however, in
addition to grants, various financial instruments are used, including loans, bonds, equity, and quasi-equity (subordinated debt). Social
bonds are a common tool used to finance projects that seek to solve social problems. A sustainability-linked bond is a bond that varies
financially and structurally according to the degree to which the issuer has achieved its ESG goals. In addition, venture capital and
cloud funding are also used in social finance.

In social finance, innovative structures have also been developed that do not exist in conventional financial models. Social impact
bonds - contracts with the public sector and government agencies - are a structure in which social service providers (social
enterprises and NPO) and investors pay for projects to achieve better social outcomes, while rewards are returned according to
business outcomes. Also attracting attention is an investment structure called ‘blended finance’, which combines financing from both
public and philanthropic investors and private sector investors.

Figure 1: Outstanding Amount of Social Investments in the UK

£9,000m
I impact Venture Social and affordable housing
£8,000m
Social lending: Bank lending Il Social lending: Charity Bonds -
£7,000m
I social lending: Non-bank Il Social outcomes contracts (SOCs)
£6,000m -

£5,000m -
£4,000m -

£3,000m -

£2000m 1 .
£1,000m
£0m ——_—- -
2016 2017 2018 2019 2020 2021

Source: Big Society Capital.

Social finance is growing steadily. The outstanding amount of social investments in the UK reached nearly £8 billion at the end of
2021 (Figure 1). An important turning point for the development of social finance was the 2008 global financial crisis, which pushed
the financial sector to make a greater contribution towards building a healthy society. Recently, the focus on social finance has been
increasing via the global spotlight on ESG.

Japan’s Action Plan sets forth policy for promoting social finance in Japan, by means of a) strengthening support for social
entrepreneurs, including promoting a donation culture and venture philanthropy, and b) promoting impact investing. As for the
former, the government is considering using dormant deposits for social investment like the UK’s Big Society Capital programme,
and increasing training for social entrepreneurs. With regard to the latter, the government is encouraging investment in social
entrepreneurs alongside impact investment through public-private funds. It wishes to ensure that social bonds appropriately disclose
the social benefits of the projects being implemented.

CHALLENGES FOR JAPAN AND THE WORLD BEYOND

For Japan to develop a thriving social finance market, there are several challenges to overcome. A recent study from the Global Impact
Investing Network (GIIN) shows that investors’ biggest concern is ‘impacting washing’, alongside the inability to show impact results.
More broadly, a fundamental challenge is the lack of a commonly shared definition of social finance, making identifying economic
activities with social impact more complex. This could lead to ‘social washing’, higher transaction costs, and adverse selection issues,
which could hamper market development. But harmonizing the definition of social finance is more difficult and time-consuming than

the equivalent exercise for green finance.
NOAURA
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Figure 2: Social Finance Market Ecosystem
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Source: Social Impact Investment Taskforce, “Impact Investment; The Invisible Heart of Markets,” 15 September 2014.

The role of intermediaries mediating capital in the social finance market is another important aspect of the market’s development.
Venture philanthropy, also known as social venture capital, acts as an incubator or accelerator to support startups and early-stage
social enterprises and to promote the growth of their businesses. However, even in the relatively developed European social finance
market, the lack of intermediate support organisations is recognised as a challenge. Japan also needs to form a social finance
ecosystem (Figure2) to attract consumers and businesses as a source of funds for social finance initiatives.

To summarise, Japan’s Action Plan considers the resolution of social issues a simultaneous socio-economic growth opportunity rather
than an obstacle to growth. The development of social finance in Japan will play a key role in creating a new form of capitalism that
builds economic and social systems to solve social issues.

NOMAURA
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DISCLAIMER

This article first appeared in fuller form and in Japanese language in the Nomura Sustainability Quarterly Summer 2022 edition, published by the Nomura Institute of Capital Markets
Research (NICMR), authored by KEI KODACHI of NICMR. Sponsored for translation and publication by Nomura International plc by Andrew Bowley. The information contained herein (the
“Information”) is provided to you by the Sales, Structuring and or Trading Departments of Nomura International plc (“NIP”). NIP is part of the Nomura group of companies (“Nomura”) and
the Information may contain contributions from employees of the Nomura group of companies. NIP authorised by the Prudential Regulation Authority (“PRA”), regulated by the UK Financial
Conduct Authority and the PRA and is a member of the London Stock Exchange. The Information is confidential and has been furnished solely for your information and must not be referred
to, disclosed, transmitted, reproduced or redistributed, in whole or in part, to another person. The Information is subject to the following terms: It is provided to you to promote investment
services generally and Nomura and/or connected persons do not accept any liability whatsoever for any direct, indirect or consequential loss arising from any direct or indirect use of the
Information or its content. It is intended for (a) professional clients and eligible counterparties as they are defined under the regulatory rules in the European Economic Area (“EEA”) and (b)
institutional investors as defined in the U.S. and is not subject to the independence and disclosure standards applicable to debt research reports prepared for retail investors. Nomura is not
a designated investment adviser and the Information is therefore provided on the basis that you have such knowledge and experience to evaluate its merits and risks and are capable of
undertaking your own objective analysis of the Information with respect to your specific requirements. It is based on sources Nomura believes to be reliable, but we do not represent that

it is accurate or complete. Any prices, yields, figures, projections and examples or opinions expressed are subject to change without notice and may: be derived from public or Nomura
sources (which may not be representative of any theoretical or actual internal valuations employed by us for our own purposes) and based on various factors including, but not limited to,
current prices quoted, valuation of underlying assets, market liquidity, Nomura and its affiliates’ proprietary models and assumptions, economic, market, regulatory and other conditions

as they exist and can be evaluated at the relevant time; not include adjustments for transaction and hedging costs, accounting offsets and provisions, liquidity or credit considerations

or other significant factors which may materially change actual values; and refer to past or simulated past market performance neither of which is a reliable indicator of future market
performance. Consequently Nomura does not represent the Information is accurate or complete and makes no representations, warranties or undertakings (express or implied) as to the
accuracy, completeness, timeliness or validity of the Information and the Information should not be regarded as implying a value for any instruments referenced in the Information for which
there may not be a liquid market; nor used to determine interest payable or other sums due under loan agreements or under other financial instruments or the price or performance of

any financial instrument. It may have been prepared in accordance with regulatory requirements which differ from those demanded under applicable jurisdictions where you are located.
Nomura is not soliciting any action based on the Information and it should not be considered as an offer to buy or sell any financial instruments or other products which may be mentioned
in it. It does not constitute a personal recommendation under applicable regulatory rules in the EEA or take into account the particular investment objectives, financial situations or needs of
individual investors nor does it constitute tailor made investment advice as this term may be defined under applicable regulations in any jurisdiction. It has not been prepared in accordance
with legal requirements designed to promote the independence of investment research, it is not subject to any prohibition on dealing ahead of the dissemination of investment research

and any views expressed in the Information may differ from the views offered in Nomura’s independent research reports prepared for investors including retail investors or from views that
may be expressed by other financial institutions or market participants on the same subject matter as the Information. It may not be independent of the proprietary interests of Nomura.
Nomura trades, or may trade, any financial instruments mentioned in the Information for its own account and such trading interests may be contrary to any recommendation(s) offered in the
Information. Nomura also may have acted as an underwriter of financial instruments or other products mentioned and may currently be providing investment banking services to the issuers
of such financial instruments or products. For the avoidance of doubt, Nomura and/or its officers, directors and employees, including persons, without limitation, involved in the preparation
or issuance of the Information, may from time to time, have long or short positions in, and buy or sell, financial instruments, or derivatives (including options) thereof, of any companies
mentioned in the Information or related financial instruments or derivatives. Nomura manages conflicts identified through our Confidentiality and Information Barriers policies, by maintaining
a restricted list, a personal account dealing policy and policies and procedures for managing conflicts of interest arising from the allocation and pricing of financial instruments and impartial
investment research and disclosure to clients via client documentation. Disclosure information is available at http://www.nomuranow.com/disclosures.
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