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Recommendations and Womenomics winners

Economic case and areas for improvement

With Japan’s population set to shrink by 30% and the elderly ratio expected
to reach 40% by 2060, Japan has much to gain by boosting female
employment. We estimate that by closing the gender employment gap, the
potential boost to Japan’s GDP could be nearly 13%. While some progress
has been made in recent years, there is still much room for improvement.
Japan’s female labor participation remains low vs. other countries, too few
females occupy leadership positions, gender pay gaps persist, tax
distortions discourage married women from participating fully in the
workplace, and gender-related corporate disclosures remain inadequate.

Three-pronged recommendations

(1) The government should deregulate daycare/nursing care sectors, reform
immigration laws, neutralize the tax and social security codes, mandate
gender-related corporate disclosures, equalize part-time and full-time work,
and boost female representation in the government. (2) The private sector
should stress the business case for diversity, create more flexible work
environments, adopt objective evaluation schemes, set diversity targets,
introduce a more flexible employment contract, and engage male champions
of diversity. (3) Society at large also needs to work to dispel various myths
about Womenomics and encourage greater gender equality at home.

Womenomics winners

Womenomics remains a secular investment theme, and we highlight firms
that may benefit from a further rise in female employment with our
revamped basket: GSJPWMN2.
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300

Indexed (Dec. 2005=100, equal-weighted)

250
= GSIJPWMN2

TOPIX

12/05 12/06 12/07 12/08 12/09 12/10 12/11 12/12 12/13

Source: Factset.

Kathy Matsui
+81(3)6437-9950 kathy.matsui@gs.com
Goldman Sachs Japan Co., Ltd.

Hiromi Suzuki
+81(3)6437-9955 hiromi.suzuki@gs.com
Goldman Sachs Japan Co., Ltd.

Kazunori Tatebe
+81(3)6437-9898 kazunori.tatebe@gs.com
Goldman Sachs Japan Co., Ltd.

Tsumugi Akiba
+81(3)6437-9966 tsumugi.akiba@gs.com
Goldman Sachs Japan Co., Ltd.

Goldman Sachs does and seeks to do business with companies covered in its research reports. As a result, investors
should be aware that the firm may have a conflict of interest that could affect the objectivity of this report. Investors
should consider this report as only a single factor in making their investment decision. For Reg AC certification and other
important disclosures, see the Disclosure Appendix, or go to www.gs.com/research/hedge.html. Analysts employed by
non-US affiliates are not registered/qualified as research analysts with FINRA in the U.S.

The Goldman Sachs Group, Inc.

Global Investment Research



May 6, 2014 Japan
Table of contents

Summary: How to “walk the talk”

The economic case for Womenomics 4
What’'s improved? 7
Areas for improvement 11
Three-pronged solution: Recommendations 17
Government policies 18
Private sector initiatives 20
Society: Dispelling myths and promoting gender equality at home 25
Investing in Womenomics 31
Disclosure Appendix 41

Prices in this report are based on the market close of May 6, 2014, unless otherwise indicated.

The authors would like to extend thanks to our colleague, Kevin Daly, for his assistance with this report.

Date

Recent Reports by Japan Strategy Team

April 4, 2014

2Q Outlook: Anticipating the return of fundamental factors (Japan Strategy Views)

March 28, 2014

Share buybacks: 1Q CY14 update (Japan Strategy Views)

March 27, 2014

Profit Margins in Focus

March 20, 2014

Awaiting Catalysts: Near-term headwinds, but medium-term upside intact

March 19, 2014

Reading the flow of funds: What do investors own and what will they buy next? (Quant)

March 19, 2014

Estimate of stock sales driven by return of EPF substitute portion (Commentary)

March 15, 2014

High-dividend screening update (Japan Strategy Views)

March 11, 2014

GS Sector Selector: Focusing on micro fundamentals amid macro headwinds

March 6, 2014

Examining the impact of a corporate tax cut on DTA drawdowns (Japan Strategy Views)

March 3, 2014

Growing focus on cash deployment likely to boost shareholder return

February 15, 2014

Quant Strategy: Roadmap to a value (P/B) comeback (Quant)

February 14, 2014

Global Macro Conference Asia Pacific 2014: Takeaways

February 13, 2014

Looking at the current market environment through a market-implied risk premium standpoint (Quant)

February 13, 2014

3Q3/14 Japan earnings summary (Commentary)

February 5, 2014

Still expecting a macro-focused market in 1H; stocks are still closely correlated (Quant)

January 30, 2014

Steering the Horse Around the Obstacle Course

January 24, 2014

3QFY3/14 Earnings Preview - Strong macro/weak yen to result in upward revisions to guidance

January 22, 2014

Positioning for M&A Acceleration in 2014

January 9, 2014

JPX-Nikkei index 400 — 3FAQs (Quant)

December 19, 2013

Climbing the Wall of Worry: 8 FAQs - Taking the escalator, not the elevator, in 2014

December 4, 2013

Quant Strategy 2014 Outlook (Quant)

November 21, 2013

Alpha strategies for new index: Profit margin, P/E most effective

November 21, 2013

Stay the Course in the Year of the Horse

Date Recent Japan Weekly Kickstarts (outlook and charts we are watching)
May 2, 2014 Alpha opportunities part 2 / FY3/14 Japan earnings summary

April 25, 2014 FY2013 full-year results

April 18, 2014 Revisiting alpha opportunities: Spreads hold the key

April 11, 2014 Share buyback update / Nikkei Div Swaps / Appointment of outside directors

Japan Portfolio Strategy Recent Research: https://360.gs.com/gs/portal/research/macro/strat/stratjapan/

Goldman Sachs Global Investment Research



May 6, 2014

Japan

Summary: How to “walk the talk”

With the government set to announce a revised Growth Strategy in June, we think there
will likely be a renewed focus on Womenomics—which Prime Minister Shinzo Abe has
positioned as a core pillar of Japan’s future growth. When we first broached this topic 15
years ago with our 1999 report, “Womenomics: Buy the Female Economy,” the term
“diversity” was not part of the Japanese vernacular. However, as a result of a shrinking
and greying workforce, acute labor shortages, and a recovering economy, a growing
number of policymakers and citizens are finally becoming convinced that gender diversity
in the workplace is no longer an option; rather, it is an imperative. Japan can no longer
afford not to leverage half its population. This report responds to five commonly asked
questions:

1. What's the economic rationale behind Womenomics?
2. What progress has been seen since 2010?

3. What areas still need improvement?
4

What specific recommendations should the government, private sector, and
society consider?

5. What are the investment implications of Womenomics?

Economic case: With Japan’s total population set to shrink by 30% and the elderly ratio
forecast to surge to 40% by 2060, Japan has more to gain than most countries from raising
female labor participation. By closing the gender employment gap (as of 2013), we
estimate the potential boost to Japan’s GDP could be nearly 13%.

Progress since 2010: Japan’s overall female labor participation rate has risen to nearly 63%
(from 60% in 2010), daycare capacity has expanded and some firms have started disclosing
gender-related information.

Areas for improvement: Japan’s female labor participation remains low relative to other
countries, there are still too few females in leadership positions, gender pay gaps and
unequal career opportunities persist, tax distortions discourage married women from
participating more fully in the workplace, and gender disclosures by companies remain
inadequate.

Three-pronged recommendations: We think the government should look to deregulate the
daycare/nursing care sectors, reform immigration laws, neutralize the tax and social
security codes, modify childcare benefits, mandate gender-related disclosures for
companies, equalize part-time and full-time work, boost female representation in the
government, promote female entrepreneurship, and support “on-ramping” of women (ie,
getting back to work after childbirth). The private sector should: stress the business case
for diversity, create more flexible work environments, adopt objective and performance-
based evaluation schemes, set diversity targets, introduce a more flexible employment
contract, and engage male champions of diversity. Finally, society should work to dispel
myths and encourage greater gender equality at home.

Investment implications: Womenomics remains a secular theme, and we highlight firms
that may benefit from further progress in Japanese female labor participation.

Although there is widespread skepticism about PM Abe’s goal of reaching “30% female
representation in various fields of Japanese society by 2020,” which although potentially
overambitious, is better than no target at all. Boosting female employment will be a multi-
year process, but there are many best practices that Japan can adopt from the rest of the
world in order to accelerate the process of change.

Goldman Sachs Global Investment Research 3
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According to Cabinet Office projections, Japan’s total population is forecast to shrink by
over 30% from 127mn in 2013 to just 87 mn by 2060 as the birthrate remains low (1.4 as of

2012) and the proportion of elderly surges from 25% to nearly 40% (see Exhibit 1).

Indeed, Japan is one of the few OECD countries where the number of registered pets

(dogs and cats only: 21.3 mn) continues to outnumber the total number of children under

the age of 15 (16.5 mn).’

Exhibit 1: Shrinking and aging Japan
millions, % of total population
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Source: Cabinet Office, MIC, MHLW, Japan National Institute of Population and Social Security Research.

As of October 2013, Japan’s workforce population (ages 15-64) sank below 80mn for the
first time in 32 years (1981) to 79 mn. Japan’s workforce has been shrinking steadily since
peaking at 87 mn in 1995, but the trend has accelerated since 2012 as baby boomers (born

between 1947-1949 have begun to reach retirement. As a ratio of the total population,

Japan’s workforce is forecast to shrink faster than most other economies (see Exhibit 2).

" Japan Pet Food Association, 2012.
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Exhibit 2: Japan’s workforce is shrinking faster than other countries
Working population (ages 15-64) as a % of total population
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Source: JILPT (Japan Institute for Labor Policy and Training and OECD.

The shrinking population is increasingly evident in the form of acute labor shortages
across a broad range of industries. While the overall ratio of effective job offers to
applicants stands at a seven-year high of 1.1X, the ratios for labor-intensive sectors such as
security services and construction/mining stand as high as 3-5X, meaning that for every
person seeking a job, there are 3-5 jobs available in those industries (see Exhibit 3).

Our real estate analyst, Sachiko Okada, anticipates that the combination of growing
demand from Tohoku reconstruction, the 2020 Tokyo Summer Olympics and public works
projects alongside the shrinking supply of construction workers (due to retiring baby-
boomers and limited inflow of young workers) mean that construction labor costs—which
have already risen 20% since the March 2011 Tohoku earthquake —wiill likely rise by
another 20% during FY2015-FY2016.2

Exhibit 3: Many sectors are already suffering acute labor shortages
Effective offers to applicant ratios (including part-time)

0.0 0.5 1.0 15 2.0 25 3.0 3.5 4.0 4.5 5.0

Security

Construction and mining

Service

Professional and technical
Transport and machinery operation
Selling

= Effective opening to application ratio
(including part-time)

Agri., Forestry and Fisheries
Production process
Management

Transportation, cleaning, packaging

Clerical staff iTotal=1.1

Note: As of February 2014.

Source: MHLW.

2 See Sachiko Okada's April 23 report, “Rising labor costs a structural issue; add Aeon Mall (Buy) to CL."”
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Growth dividends from Womenomics

Since the three key determinants for economic growth are: labor, capital and productivity,
Japan’s severe demographic headwinds mean that unless radical steps are taken quickly,
the nation faces the risk not only of longer-term economic stagnation, but of economic
contraction and lower standards of living as well.

As we have previously demonstrated, the potential dividends from closing the gender
employment gap for Japan are substantial. Based on 2013 female and male employment
rates, we updated our estimate of the potential impact to Japan’s GDP if Japan’'s female
labor participation ratio matched that of Japanese males. Since the gap has narrowed since
2012 (from 20pp in 2012 to 18pp in 2013), the potential GDP boost has become slightly
smaller, but nevertheless remains significant and one of the highest in the developed world.

If Japan’s female employment rate as of 2013 (62.5%) rose to that of males (80.6%), this
would add 7.1 mn employees to the workforce. We estimate the absolute level of Japan’s
GDP could be lifted by as much as 12.5% (see Exhibit 4).3

To be clear, we are by no means arguing that every Japanese woman should work outside
the home. The decision to work outside the home or not is obviously an individual and
personal choice. Rather, our argument is that Japanese women who desire to work outside
the home (especially on a full-time basis) should not only be given the opportunity but be
encouraged to do so.

Exhibit 4: Closing the 18pp employment gap could boost Japan’s GDP by nearly 13%
Potential increase in GDP levels assuming female employment rates match that of males, %
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Source: Goldman Sachs Global Investment Research.

% Note that our 2013 estimate of 12.5% is lower than our previous estimate of 14% (from Hugo Scott-Gall's April 25,
2013 Fortnightly Thoughts report, “Working WWomen Works") since the gender employment gap narrowed
significantly from 20pp in 2012 to 18pp in 2013.
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Abenomics and Womenomics

As part of his keynote speech at the World Economic Forum Annual Meeting in Davos on
January 22, 2014, Prime Minister Shinzo Abe stated:

...Japan's corporate culture, by contrast, is still one of pinstripes and button-
downs. After all, the female labour force in Japan is the most under-utilized
resource. Japan must become a place where women shine. By 2020 we will make
30% of leading positions to be occupied by women. In order to have a large
number of women become leading players in the market we will need a diverse
working environment.

Abe’s speech was dubbed the “Davos Promise,” and Womenomics has become one of the
main pillars of his government’s Growth Strategy. Specifically, PM Abe has articulated
several “Key Performance Indicators” (KPIs) for his “Womenomics” agenda:

1. Target 30% female representation in leadership positions across Japanese society
by 2020

2. Lift the female labor participation rate between the ages of 25-44 from 68% in 2012
to 73% by 2020

3. Raise the percentage of women returning to work after their first child from 38% in
2010 to 55% by 2020

4. Boost the supply of childcare facilities with the aim of eliminating children on
daycare waitlists (22,741 waitlisted children as of April 2013), by 2017

5. Increase the percentage of fathers who take paternity leave from 2.6% in 2011 to
13% by 2020

However, there are plenty of skeptics on whether or not the Japanese government,
corporate world and society will be able to effect a meaningful rise in the participation of
women in the workforce.

What's improved?

Since our third Womenomics report in 2010, “Womenomics 3.0: The Time is Now,”
improvement has been seen in three areas:

¢ Overall female labor participation
e Daycare capacity

e Gender-related disclosures by corporations

More women working than ever before

The most encouraging development since 2010 is that Japan’s overall female labor
participation rate has risen from 60% in 2010 to a record-high of 62.5% as of 2013 (see
Exhibit 5).* Of particular note is that since Japan’s economy began expanding in late 2012,
the female employment ratio has made significant strides, while male labor participation
has remained stagnant at around 80% (see Exhibit 6). This dichotomy can be explained by
the fact that more women are assuming part-time jobs as the economy has been

4 Note this ratio represents the percentage of working females between the ages of 15-64. For the population
between the ages of 25-64, the ratio stands at 73%.
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recovering, while male participation has stalled mainly due to the growing number of baby
boomers reaching retirement.

Exhibit 5: Record ratio of Japanese working women —participation rate rises to nearly 63%
% working-age (15-64) females employed in full-time or part-time work (2013)
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Exhibit 6: Japanese female employment rate has risen, while that of males has stagnated
Employment rate (15-64), %
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Consequently, Japan’s ubiquitous “M-curve” (female labor participation by age cohort) has
normalized somewhat in recent years, with the “valley” (between late-20s and 30s) shifting
gradually upward (see Exhibit 7).
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Exhibit 7: Japan’s “M-curve” has normalized somewhat
Female employee rate by age, %
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Source: MHLW.

Daycare capacity has expanded

With a heightened focus on the challenge of work-life balance, some progress has also
been made in expanding childcare services. For instance, since 2010, the overall capacity of
daycare facilities rose from 2.16 mn to 2.29 mn as of 2013 (see Exhibit 8). Part of this is
attributable to the initial push by former Prime Minister Junichiro Koizumi to boost daycare
capacity during 2003-2009.

However, with 22,741 children currently on waiting lists nationwide, the Abe government’s
goal is to reduce this to zero by 2017.

Exhibit 8: Daycare capacity has expanded
thousands, nationwide
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Disclosure: One small step

Starting in February 2013, the Cabinet Office has urged listed firms to proactively disclose
gender-related statistics in their Corporate Governance Reports. As of December 2013, 556
firms (17% of a total 3196 listed firms) disclosed such information.5 Of this, roughly 67% of
firms disclosed the gender breakdown of their boards, 42% revealed their policies to
promote work-life balance (WLB), and 20% disclosed the gender breakdown of their
manager ranks (see Exhibit 9). Unsurprisingly, firms with higher percentages of outside
directors and foreign ownership ratios tend to provide greater diversity disclosures.

Exhibit 10 contains a ranking of the ratio of firms in each sector that provided gender-
related disclosures, with financials, utilities, food, and pharmaceuticals ranked highest.

Exhibit 9: Gender disclosures—Measuring female participation
%

Male-female director ratio

Specific efforts to promote work-life balance
No-gender bias

Male-female manager ratio

Specific efforts to promote women's careers
Promotion of diversity and inclusion
Male-female employee ratio

Goal-setting for female managers

Note: Universe is 556 listed firms (of a total of 3196) that disclosed their gender-related information after April 19, 2013; data
as of end-December 2013.

Source: Cabinet Office.

Exhibit 10: Sector ranking of gender-related disclosures (% of total firms in each sector)
% of total firms in each sector
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Note: Universe is 556 listed firms (of a total of 3196) that disclosed their gender-related information after April 19, 2013; data
as of end-December 2013.

Source: Cabinet Office.

5 The information can be found on the Cabinet Office's website:
htttp://www.gender.go.jp/policy/mieruka/company/mierukasite.html
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Areas for improvement

While some progress has been made since 2010, there are still many areas which have
seen minimal change or even deteriorated, especially when compared to the rest of the
developed world, where gender diversity has generally seen more visible progress.

Indeed, in the World Economic Forum’s 2013 Global Gender Gap Report, Japan was ranked
105 out of 136 countries—4 ranks lower than in 2012, and Japan’s lowest ranking since the
report was initiated in 2006 (when Japan was ranked 80™). Although Japan ranks relatively
highly on metrics such as “health and survival” (#34) and “educational attainment” (#91), it
scores very low on “economic participation and opportunity” (#104) and “political
empowerment” (#118) (see Exhibit 11).

Exhibit 11: Japan’s gender gap ranking is low mainly due to poor marks for “economic
participation” and “political empowerment”
Score

Economic Participation &
Opportunity
1.08

Educational
Attainment

Health & Survival

Political
Empowerment

Source: World Economic Forum, 2013.

Specific areas for improvement include:
1. Overall female participation still low vs. other countries
2. Dearth of female leaders and role models
3. Persistent gender pay gaps and unequal career opportunities
4

Tax distortions discouraging married women from participating more fully in the
workforce

5. Insufficient gender-related disclosures by companies

Female participation still remains low vs. other countries

While the absolute level of Japanese female labor participation has risen, it still ranks
among the lowest in the developed world (see Exhibit 12).
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Exhibit 12: Japan’s female employment rate still ranks among the lowest in the developed
world
Employment/population ratios, 15-64 years old, %
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Note: Japan, US, European countries as of 2013 and the others as of 2012.

Source: MHLW, OECD, World Bank.

Though Japan’s “M-curve” has begun to normalize, there still exists a “valley” compared
to other developed countries caused by the fact that as many as 60% of Japanese women
still “off-ramp” from their careers after giving birth to their first child (see Exhibit 13).

Exhibit 13: Japan’s M-curve has eased somewhat, but a ‘valley’ still persists
Female participation rate by age, %
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Source: MHLW, JILPT (Japan Institute for Labor Policy and Training.

Dearth of female leaders

While the overall female labor participation rate has risen since 2010, there is still a dearth
of females in both public and private leadership positions.

For instance, following Japan’s last Lower House elections in December 2012, the ratio of
female Parliamentarians dropped to 8% from 11% (just 77 out of a total of 722 in the Lower
and Upper Houses). This percentage is lower than countries in the Middle East such as Iraq
(25%), Saudi Arabia (20%) and Libya (17%).
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Exhibit 14: Dearth of female politicians—Ranking of number of females in Parliament
% of women in lower or single house of Parliament or Congress
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by 1st December 2013. 188 countries are classified by descending order of the percentage of women in the lower or single
House.

Source: Inter-Parliamentary Union.

Circumstances are not much better in the private sector where the percentage of female
managers, defined as kacho (section chief or above), at large Japanese companies stood at
just 10.6% in 2011 —nearly the same as the 2005 ratio of 10.1% (see Exhibit 15). Similarly,
female representation on Japanese company boards remains a mere 1% (see Exhibit 16).

Exhibit 15: Japan’s female manager ratio remains low and has barely moved in 6 years
Ratio of female managers (2011), % total
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Exhibit 16: Japanese female board directors still a rare breed
% Female board directors
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Persistent gender pay gap and unequal career opportunities

While gender gaps in compensation are universal, the difference remains particularly large
in Japan, with women earning on average just 71% that of Japanese men (see Exhibit 17).
Despite the introduction of the Equal Employment Opportunity Law nearly three decades
ago in 1986 (which was supposed to prohibit discrimination against women in recruitment,
employment, and promotion practices), the reality is that Japanese women still get paid
considerably less than their male counterparts.

Exhibit 17: Gender pay gaps persist
Average ratio of female wages relative to male wages (2011), %
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Part of this may be attributable to a “female discount” since the majority of Japanese
women “off-ramp” or exit the workforce once they start a family and if they “on-ramp,” or
re-enter the workforce, it is typically on a part-time basis. However, there seem to be other
factors at play. For example, it appears that women’s career paths are often managed
differently from that of men.
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As one senior Japanese female executive explained, “While it's encouraging to see
companies become more diversity-conscious, they need to be careful about becoming
‘overly female-friendly’ (josei ni yasashi-sugiru).” She argues that in the interest of career
longevity, she has observed many high-potential women placed in career tracks that are
more clerical or administrative in nature (i.e. posts with an “R” in the acronym such as HR,
CSR, PR), rather than front-line production or sales positions. The unintended consequence
is that by the time these women are eligible for important managerial or leadership
promotions, many have not accumulated the necessary skills or experience required for
such positions. This is also reflected in a recent MHLW survey, where the top reason cited
for the lack of female managers was “Too few women with sufficient knowledge,
experience and judgement” (see Exhibit 18).

In other words, in the process of trying to promote diversity, some companies run the risk
of becoming “too soft on women,” when they should actually be “as tough on women as
they are on men” by offering them similar career experiences and training opportunities.
This is particularly critical for women during the early stages of their careers.

Exhibit 18: Why are there so few female managers in Japan? Need to be as tough on
women as on the men
%

Too few females with sufficient knowledge, experience
and judgement

Female candidates exist, but length of service is
insufficient

Females don’t wish to be promoted to management

Household responsibilities take priority

Source: MHLW

Tax distortions: Need neutral tax treatment of second earners

Another structural obstacle to greater Japanese female employment is a tax system that
has traditionally discouraged women from patrticipating fully in the workforce.

Under the current system, a head of household (usually the husband) is able to claim a
dependent exemption (of ¥380,000 or US$3800) for his wife as long as her annual income
does not exceed ¥1.03 mn (US$10,300). Moreover, as long as the wife’s annual income
remains below ¥1.3 mn, she may claim a national pension without paying any premiums.
Such income thresholds have forced many talented Japanese women to become poorly
paid part-timers or discouraged them from not working outside the home at all.

The current tax system was introduced in 1961 when the typical household structure was
comprised predominantly of single-income earners, but since the number of double-
income households has exceeded single-income households since the mid-1990s, the tax
and social security systems are long overdue for a change, in our view.
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Exhibit 19: Double-income households have exceeded single-income households since the
mid-1990s
Households with married couples, millions
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Corporate disclosures: Can’t move the needle if you don’t know
where the needle is

While the Cabinet Office’s launch of its new gender-related website, “Mieru-ka,” in
February 2014 was a step forward, since only 17% of all listed firms reported such
information (since disclosure is optional), the quantity and quality of gender-related
disclosure still has a long way to go.

In our view, it is important to mandate disclosure of gender-related statistics for three
reasons:

1. To showcase firms that are doing well or poorly on diversity metrics,

2. To provide information for potential recruits (women and men) for whom gender
diversity (especially in leadership positions) as well as work-life balance are
priorities, and

3. To supply data for investors focused on diversity-related metrics, especially as part
of ESG (environment, social and governance) investment frameworks.

While recent voluntary disclosures in Corporate Governance reports are better than
nothing, the problem is that since reporting is neither comprehensive nor standardized, it is
difficult for outsiders to compare firms within and across different sectors.

In other words, it's difficult to “move the needle” on gender diversity if you don’t know
where the needle is. Though some firms argue that gender-related disclosures pose an
additional cost burden, they need to be convinced that gender disclosure is actually an
investment for the future.

Goldman Sachs Global Investment Research 16



May 6, 2014

Japan

Three-pronged solution: Recommendations

There is clearly no silver bullet to improving Japan’s gender diversity; however, there are
many pieces of ‘low-hanging fruit’ which can be attained through the cooperation of
government, private sector and society. Importantly, gender diversity initiatives cannot
succeed if they are positioned as a “women’s problem;” rather, as witnessed in other
countries where gender diversity has made significant progress, success requires a three-
pronged, holistic approach that involves everyone.

The box below contains a summary of our recommendations. While not an exhaustive list,
we believe much can be learned by examining global best practices and since the Abe
government has positioned Womenomics as a core pillar of its Growth Strategy, we think it
is important to start with some small successes.

Recommendations for government, private sector and society

Government policy

Deregulate daycare/nursing care sectors

Immigration reforms for foreign caregivers/workers

Neutralize the tax and social security codes

Modify childcare benefits and make them conditional on workforce participation and paternity leave
Mandate gender-related disclosures and encourage gender diversity target-setting

Look to the “Dutch model” for part-time but equal work

Boost female representation in the government

Promote female entrepreneurship

Support on-ramping of women with re-training and recruitment centers

Private sector

®  Stress the business case for diversity
® Create more flexible work environments
® Adopt fair and objective evaluation, compensation and promotion schemes
® Set clear diversity targets and hold senior executives accountable for reaching them
® Introduce a more flexible employment contract
® Engage the majority —male diversity champions
Society
® Dispel myths
® Encourage greater gender equality at home
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While changing the mindset of society and the private sector will take time, governments
are in a position to “lead by example,” and are able to influence behavior and outcomes
through policies and incentives. Below is a list of nine initiatives the Japanese government
could consider.

1.

Goldman Sachs Global Investment Research

Deregulate daycare/nursing care sectors: Expand the capacity and affordability of
daycare and nursing care facilities and services via greater deregulation. Given
fiscal constraints, deregulation is vital to allow more private sector
daycare/nursing care service providers into the market (which is how Yokohama
Mayor Fumiko Hayashi found places for all waitlisted children in Yokohama within
three years).

Immigration reforms for foreign caregivers/workers: While the government is
mulling a proposal to expand the number of foreign workers in sectors such as
construction, we think this should also be expanded to caregivers (nursing
care/daycare) given labor shortages in these areas. Since PM Abe stated in his Feb.
2014 “Davos Promise” speech that “...Support from foreign workers will also be
needed for help with the housework, care for the elderly, and the like..”
expectations are now raised that concrete progress will be made in this arena.

Neutralize the tax and social security codes: Both systems need to be modified so
they no longer discourage married women from participating fully in the
workforce. The elimination of institutional exemptions on spousal income in the
tax and social security codes should help encourage more married women to seek
higher-paying, full-time jobs. Many other developed countries have already
replaced “family income” taxation with “individual income” taxation. Reducing
the tax burden for secondary (typically female) earners can help boost female
employment. The LDP has begun discussing a proposal that would help neutralize
the codes, which would represent a step in the right direction, in our view.

Modify childcare benefits and make them conditional to workforce participation
and paternity leave: Despite the ability for Japanese fathers to take up to 1 year of
paternity leave, less than 3% of eligible men take such leave. Germany faced a
similar problem until Chancellor Angela Merkel introduced a new system of
benefits for double-income families in 2005. Prior to this, only 2-3% of German
fathers took paternity leave, yet after this new system took effect, the average
paternity leave ratio rose to nearly 30%. Similarly, in Sweden, parents are entitled
to 480 days (about 16 months) of paid leave per child (390 days of which is paid at
80% of salary), and at least 2 of the 16 months must be taken by the other parent
(typically the father) — otherwise the benefits are forfeited. On average, Swedish
fathers typically take 3-4 months of paternity leave, which not only makes it easier
for the mother to transition back to work, but also builds empathy within the home
for childcare and household chores.

The Japanese government currently provides childcare subsidies (monthly
payments of ¥10,000-¥15,000 per child up to middle-school age), but these are not
linked to female labor participation. Similar to the impact of neutralizing the tax
and social security codes, we believe that making childcare benefits conditional on
workforce participation could also help encourage more women to work outside
the home.

Mandate gender-related disclosures and encourage diversity target-setting: While
the Cabinet Office’s recent “Mieru-ka" initiative was a step forward, we believe
gender-related disclosures should be both mandatory and standardized within
corporate financial statements. Prior to 1999, listed firms were actually obliged to
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disclose gender-related information, but this requirement was eliminated with the
arrival of “Accounting Big Bang.” In other words, obliging firms to provide such
data would merely bring back the original status quo. The government should also
urge companies to set specific gender diversity policies and measurable targets,
and report against them.

Look to the “Dutch model” for part-time but equal work: Another reason behind
the low rate of full-time female labor participation as well as gender pay gaps is
the unequal treatment of part-time vs. full-time employees. Part-timers now
account for roughly 40% of total employees, of which around 70% are women. The
difference in average annual income earned between these two categories is
substantial: regular workers earn an average of ¥4.7 mn, while non-regular
workers earn just ¥1.7 mn.% Since part-timers are not eligible for the same wages
and benefits as full-timers, work styles are extremely rigid and there is limited
mobility between part-time and full-time jobs.

The Netherlands faced a similar challenge during the 1970s-1980s, but after
negotiations among the government, employers and unions, barriers between full-
time and part-time workers fell. As a result, the median hourly wage of part-time
workers is now equivalent to that of full-time employees, and part-timers enjoy the
same social security coverage and employment protection as full-timers.
Consequently, Dutch female labor participation rose from 35% in 1980 to more
than 80% in 2008.”

Japan has begun taking some steps to increase protection of part-time workers by
extending the eligibility of part-timers for social security benefits from October
2016, but more can be done to narrow the gap.? Since women dominate the non-
regular or part-time worker population, equalizing part-time vs. full-time work
conditions would help boost female labor participation as well as overall labor
market mobility.

Boost female representation within the government: PM Abe has stated that
starting in FY2015, at least one-third of civil servant recruits will be female, but we
believe even more can be done to promote female representation in the public
sector. In Korea, for instance, the government established a quota system in 2000
that required 30% of candidates running for proportional representation seats to
be female, and this target was subsequently raised to 50% in 2004. As a result, the
ratio of female candidates more than doubled from 5.9% in 2000 to 14.7% by 2008.
In addition, for single-seat constituencies, the government urged political parties
to field at least 30% female candidates and to encourage this, the government
established a special subsidy for political parties that followed this practice. Japan
could consider similar incentives to encourage more females to enter politics.

Promote female entrepreneurship: Offer preferential treatment for women-owned
businesses for government procurement and low-interest loans to encourage
entrepreneurship and job creation. SMEs account for over 99% of all enterprises in
Japan and around 70% of all jobs, yet the level of female entrepreneurship is
extremely low, with just 2% of Japanese women engaged in entrepreneurial

6 Japan National Tax Agency, 2012.
7 IMF Working Paper, “Can Women Save Japan?” by Chad Steinberg and Masato Nakane, October 2012.

8 Under current rules, a part-time employee must work at least 75% of the number of hours per day or number of
days per month that a full-time employee works to be eligible for social security benefits, but from Oct. 2016, as
long as an employer has more than 500 employees, a part-time employee who works over 20 hours/week, earns
more than ¥1.06mn annually, and works continuously for at least 1 year will become eligible for social security.
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activity (vs. 10% in the US and 5% in Europe).® Since it will take time for
institutionalized corporate structures to change, promoting women-owned
businesses can offer a more flexible and, therefore, more desirable work option for
many females.

9. Support on-ramping of women with re-training and recruitment centers: Since
one of the biggest challenges to higher female labor participation is the on-
ramping of women once they’ve off-ramped, the government can do more to
support women wishing to re-enter the workforce with training and recruitment
programs. For example, the Korean government established a system of 120 “New
Occupation or ‘Restart’ Centers” nationwide for the sole purpose of supporting
women whose careers have been interrupted by childbirth, childcare, etc."” These
centers provide job counseling, vocational training, job placement and follow-up
care after employment. In 2013, 1.08 mn women found employment through these
Restart centers out of a total of 2.1 mn women.

Private sector initiatives

Amid an increasingly globalized and competitive world, we think Japan’s private sector can
offer greater leadership in promoting gender diversity in the following six areas.

1. Stress the business case for diversity: To make genuine progress, top
management needs to convince employees about the business case for gender
diversity. Numerous global studies have demonstrated the positive correlation
between gender diversity and corporate performance.

For instance, a 2011 Catalyst study found that Fortune 500 companies with
sustained high board representation of women (3 or more women board directors
in at least 4 of 5 years) significantly outperformed those with sustained low
representation by 46% on ROE and 60% on ROIC (see Exhibit 20)."" Reasons
behind the positive correlation include: improved financial performance,
leveraging talent, reflecting the marketplace and building reputation, and
increasing innovation and group performance.

Importantly, women board directors appear to have a significant effect on
increasing the percentage of line positions held by women, which is critical for
women to advance into CEO and top leadership positions.

9 Global Entrepreneurship Monitor, 2012. See also Anna Stupnytska, Kathryn Koch, et al, Giving credit where it is
due: How closing the credit gap for women-owned SMEs can drive global growth, Goldman Sachs Global Market
Institute, February 2014.

0 For more information, see: http://english.mogef.go.kr/sub02/sub02_22_01.jsp/

" Nancy M. Carter and Harvey M. Wagner, “The Bottom Line: Corporate Performance and WWomen's Representation
on Boards (2004-2008), Catalyst, 2011.
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Exhibit 20: Financial performance of Fortune 500 firms with sustained high representation
of women board directors (WBD) significantly outperform those with low representation
%

ROE ROIC

Zero WBD 3 or more than WBD Zero WBD 3 or more than WBD

Note: Companies with sustained high representation of WBD (3 or more WBD in at least 4 of 5 years vs. those with
sustained low representation (zero WBD in at least 4 of 5 years)

Source: Catalyst.

Similar results have been found in a Japan context. Based on Toyo Keizai data for 765
listed firms that disclosed their female manager (bucho) statistics during FY2010-FY2012,
those that ranked in the highest quartile in terms of female manager ratios boasted 3-year
average ROEs (FY2010-FY2012) in excess of 10%, while firms in the lowest quartile had
very low or negative average ROEs (see Exhibit 21).2 Notably, this relationship was
consistent regardless of revenue size of the companies.

Exhibit 21: Japanese firms with higher ratios of female managers tend to have higher
ROEs
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Note: Universe is 765 listed firms that disclosed their female manager statistics for which financial data was available for
FY2010-FY2012. ROE and sales data represent averages for FY2010-FY2012.

Source: Toyo Keizai.

2 Based on Toyo Keizai's “2014 CSR Kigyou Souran,” and 765 listed firms that disclosed their female managers
ratios for FY2010-FY2012.
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Create more flexible work environments: Reasons cited by Japanese women who
off-ramp after giving birth are not limited to childcare availability and wage
differentials. For many, the inflexibility of working hours and lack of support for
working mothers in the workplace are cited more often (see Exhibit 22). Therefore,
employers should promote more flexible work arrangements (including job-
sharing and tele-commuting), and crucially, employees in flexible work
arrangements should not be discriminated against in terms of career opportunities
and compensation.

One interesting model that may be worth exploring is the UK’s “Right to Request
Flexible Working” legislation which empowers working parents to ask for flexible
scheduling (meaning hours of work and place of work), and ensures that
employers consider these requests. The program has been highly successful since
its introduction in 2003. Initially the legislation was targeted at working parents,
but from June 2014, the legislation will be expanded to cover all employees after
26 weeks of service. Sweden and the Netherlands have similar laws that grant
employees the right to request more flexible work hours.

While a growing number of Japanese firms offer flexible work arrangements, few
employees take advantage of them for fear that doing so will negatively impact
their internal evaluations. Therefore it is crucial that employers (particularly senior
management) create an environment where flexible work styles are not only
acceptable, but actively encouraged.

Exhibit 22: Reasons cited by Japanese mothers who off-ramped after giving birth despite a
desire to continue working
% responses (2010)

Working hours making (or likely to make) child care infeasible

Frequent days off unavoidable to care for children when they

Little or no likelihood of the child's being admitted to a day-care

Sickness (morning sickness, sickness after childbirth, etc.) due

80

Workplace lacking the willingness to support mothers

Excessive physical exhaustion expected (or caused)

Little or no availability of child care leave

are sick

center

No child care leave provided by the employer

to pregnancy or childbirth

Other family member requests her to leave her job

Other

Source: MHLW.
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Adopt fair and objective evaluation, compensation and promotion schemes:
Evaluation systems that emphasize performance and output rather than seniority
and hours worked should help deter excessive overtime for both men and women.
Since evaluations at many traditional Japanese companies tend to emphasize
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seniority over performance, it is no surprise that Japan ranks near the top for
longest number of hours worked annually in the OECD (see Exhibit 23).

While such ingrained systems may take a long time to change, we believe the
forces of globalization and the battle for talent are already forcing many Japanese
firms to re-think their evaluation processes, which we think is a good sign.

Exhibit 23: Japan ranks near the top in the OECD for number of hours worked annually
Average annual hours worked per person in employment (2011)
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Set clear diversity targets and hold senior management accountable for reaching
them: Companies should not only be required to disclose their gender diversity
statistics in a standardized format, but managements should also establish and
disclose their diversity goals and targets for recruitment, retention and promotion.
To ensure progress, senior executives should be held accountable for monitoring
progress and reaching these goals.

Introduce a more flexible employment contract: One reason behind the limited
number of female managers in Japan is the dual-track employment model of
“career” (sogo-shoku) and “non-career” (ippan-shoku) roles. Career positions
typically offer higher salaries and include significant investment in training and
development over a lifetime of employment. Meanwhile, non-career positions
typically offer lower salaries and limited investment in training. Since the majority
of Japanese women opt for non-career track roles upon entering the workforce
(especially at large firms), this dual-track system leads to significant gaps in
promotion opportunities and wages longer-term.'?

One potential solution is to introduce more flexible employment contracts to
reduce hiring risks for employers. The American Chamber of Commerce in Japan
recently proposed the introduction of a new more flexible “regular employee”
contract that would allow companies and employees to conclude labor contracts
of indeterminate duration, as long as the employee is compensated in case of
dismissal with a pre-contracted amount of severance pay based on his/her total
years of service. ' Such contracts could increase incentives for hiring regular
workers, boost labor mobility, and allow a greater number of young and female
workers to enter mainstream career paths.

3 IMF Working Paper, “Can Women Save Japan?" by Chad Steinberg and Masato Nakane, October 2012.

4 See The American Chamber of Commerce in Japan Viewpoint, “Add Flexibility to the Labor Contract Law to
Address Burgeoning Social Inequality While Spurring Economic Growth.” (http://accj.or.jp/en/advocacy/viewpoints)
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6. Engage the majority—male diversity champions: There are several organizations
currently active in Japan working to improve gender diversity, including:

e J-Win: “Japan Women'’s Innovative Network” is an NPO launched in 2007
that promotes gender diversity management, training and networking
activities for women employed in the private sector (http:/www.j-win.jp/)

¢ Women Corporate Directors (WCD) Japan: The Japan chapter of WCD
aims to promote more women on Japanese corporate boards
(http://www.womencorporatedirectors.com/?page= AboutWCD)

In addition to women pushing the diversity agenda, however, it is also important
to engage the majority, i.e. male leaders, to promote a diversity agenda. Two
examples of global best practices are: the UK and Hong Kong’s “30% Clubs” and
Australia’s “Male Champions of Change.”

e 30% Clubs (UK/Hong Kong): The purpose of these clubs (established in the UK and
HK) is to (a) raise awareness among business leaders of the benefits of gender
diversity, (b) inspire debate and discussion, and (c) support initiatives to build the
pipeline of women in executive and non-executive roles. The 30% Club was
originally launched in the UK in 2010 by Helena Morrissey, CEO of Newton
Investment Management, and has attracted over 60 chairmen of leading
institutions (e.g. Lloyds Banking Group, HSBC, Aviva, Anglo American,
Burberry). Since 2010, the number of women on FTSE-100 boards increased
from 12.5% in 2010 to 17.3% in 2012. Moreover, 43% of FTSE 100 non-
executive director (NED) appointments in the year to March 1, 2013 went to
women, vs. just 13% of NED appointments in 2010."

Importantly, the 30% Club is not a call for a quota; rather, the 30% Club “supports
sustainable business-led voluntary change to improve the current gender
imbalance of corporate boards.” It encourages companies to set their own
aspirational targets for gender diversity on their boards and to consider diversity
as it applies to their particular context and circumstances. Members publicly
support having more women on boards, support initiatives to build the pipeline of
women for executive and non-executive roles, and actively assist in recruiting and
spreading the word to other chairmen and key influencers.

¢ Male Champions of Change (Australia): In 2011, Australia’s Sex Discrimination
Commissioner, Elizabeth Broderick, launched “Male Champions for Change”
(MCC), a leadership group in Australia that has brought the Women Empowering
Principles (WEPSs) to life through collaboration and innovative strategies.'®
Broderick contends that “Minimizing gender differences requires behavioral
changes among both women and men. Without the avid support of men—men
who currently dominate the leadership of large businesses and control most of the
financial and other resources—substantial progress is unlikely. Creating change
therefore requires men to take the message of gender equality to other men.”

Since Japan has a number of prominent male business and political leaders who
understand the importance of gender diversity, we believe it would be highly
effective to create the Japanese equivalents of “Male Champions of Change” or a
“30% Club” leveraging these leaders to help educate and spread best practices on
diversity across Japanese society.

5 For more on the 30% Clubs in the UK and Hong Kong, see http://www.30percentclub.org/ and
http://www.thewomensfoundationhk.org/our-work.php?id=308

6 For more information, see the Male Champions of Change website: https://www.humanrights.gov.au/male-
champions-change
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Society: Dispelling myths and promoting gender equality at home

Perhaps one of the greatest barriers to higher Japanese female employment is Japanese
society itself. In a 2012 Cabinet Office survey, 52% of the Japanese respondents stated that
women should stay at home and men should work, marking a 10% increase from the
previous survey conducted in 2009. In order to help change the mindset, much work needs
to be done to dispel myths and encourage greater gender equality at home.

Dispel the myths about Womenomics

Over the past 15 years, we have confronted a number of counter-arguments to our thesis
that greater female labor participation would be positive for Japan’s long-term economic
growth, including:

1. Japanese women tend to quit working after starting a family primarily due to
“pull” factors

2. Japanese women have limited desire to return to work after having children
3. More working women will mean fewer jobs for men

4. Raising female labor participation will drive Japan’s low birth rate even lower

Myth #1: Japanese women quit working only because of “pull” factors

In 2011, the Center for Work-Life Policy released a survey (based on 1582 respondents)
focused on the reasons Japanese women off-ramped more than women in other
countries."” Notably, childcare and eldercare (i.e. “pull” factors) were not the primary
reasons for the exodus of Japanese women from the workforce.

For instance, only 32% of Japanese women off-ramped for childcare reasons, vs. 74% in

the US (see Exhibit 24). In contrast, as many as 63% of Japanese working women quit
because of “push” factors, i.e. dissatisfaction with their jobs and 49% because they felt
stalled in their careers. This compares with comparable ratios of 26% and 16%, respectively,
for American women.

The implication is that while policies to address “pull” factors such as expanding childcare
and elder care services are necessary, they are not sufficient. Changes within organizations
are also necessary to address the “push” factors.

Exhibit 24: Reasons cited for leaving the workforce —Japanese women cite “push” factors
more than “pull” reasons
%

Pull Factors Push Factors

80

= Japanese
70 74
60 American

63
50 -
49
40
30 38
30
20 - 26
10 - 16
(0] T T
Child Care Eldercare Career not satisfying Felt stalled in career

Source: Center for Work Life Policy.

7 See Sylvia Ann Hewlett and Laura Sherbin’s “Off-Ramps and On-Ramps Japan: Keeping Talented Women on the
Road to Success,” Center for Work-Life Policy, 2011.
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Myth #2: Japanese women have limited desire to return to work after giving birth
Another pushback to our Womenomics thesis is that Japanese women are simply not that
ambitious and few desire to return to full-time jobs after having children. However, the
Center for Work-Life Policy survey also debunked this myth, showing that just as many
Japanese women wanted to re-enter the workforce (77%) as women in the US (89%) and
Germany (78%). The problem lies in the lack of opportunities, since only 43% of Japanese
women surveyed succeeded in getting a job vs. 73% in the US and 68% in Germany (see
Exhibit 25).

Exhibit 25: Japanese women'’s desire to return to work is similar to that of

American/German women
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Source: Center for Work-Life Policy.

Myth #3: More working women means fewer jobs for men

Many observers have argued that higher Japanese female labor participation will result in
fewer jobs for Japanese men. However, this assumes that the economy and job market
remain static in a world with higher female employment, which is short-term thinking.
After all, more working women means more household income, more income translates
into higher consumption, higher consumption leads to expanded corporate profits,
expanded profits means more investment and wage growth, and so on.

In other words, Womenomics can drive a virtuous cycle that produces an expanded
economic pie rather than a static one, leading to more jobs and economic benefits for
everyone, not just women.

Myth #4: Higher female participation is negatively correlated with fertility rates
The final myth is that if more women work, Japan’s already-low birth rate will decline even
further, exacerbating the demographic headwinds. However, as we have previously
demonstrated, the empirical evidence contradicts this.

For instance, if female labor participation rates are plotted against birth rates for various
countries, there is a distinctly positive—not negative —correlation between the two,
meaning that countries with higher labor participation rates such as Sweden, Denmark,
the Netherlands, and the UK, tend to have higher fertility rates and vice versa (Exhibit 26).

Moreover, a similar relationship holds true domestically for the 47 prefectures in Japan
(see Exhibit 27).
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Exhibit 26: Female labor participation and fertility rates are positively, not negatively,
correlated globally
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Exhibit 27: Same is true inside Japan—Female labor participation and fertility rates for
Japan'’s 47 Prefectures
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Gender equality in society begins with gender equality at home

In addition to dispelling myths, greater gender equality in society will also require greater
gender equality at home.

Japanese fathers with children under the age of 6 typically spend very little time assisting
with household chores and childcare. Japanese fathers typically spend less than one hour
(59 minutes) per day on such activities, or one-third the average 3+ hours for Swedish and
German fathers, and less than half the 2.5 hours for American fathers (see Exhibit 28). We
also note this time allotment is roughly the same even if the mother works outside the
home (57 mins/day).

Exhibit 28: Where's Papa?
Average number of hours per day fathers of children (under age 6) spend on household chores
and childcare
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Source: Gender Equality Bureau, Cabinet Office, Eurostat How Europeans Spend Their Time Everyday Life of Women and
Men (2004), Bureau of Labor Statistics of the U.S. America Time-Use Summary (2011), and MIC (2011).

Part of this is related to the fact that typical Japanese firms tend to evaluate their staff
based on seniority and hours spent, meaning that most men are incentivized to maximize
their work hours outside the home, limiting their ability to do much inside the home.
Another explanation may be an under-developed sense of empathy by the father for his
spouse. After all, it is not unusual for Japanese fathers to be absent at the birth of their
children, and since less than 3% of eligible fathers take paternity leave and spend less than
1 hour/day doing childcare and household chores, it is perhaps not surprising that the
sense of empathy may not be very developed.

Another disturbing fact is that while more Japanese women attend university than
Japanese men (59% of women and 52% of men aged 25-34 years have a university degree),
Japan has the lowest ratio of female researchers and scientists in the OECD (see

Exhibit 29).

Moreover, there are notable gender balances within Japanese academia, with female
students representing less than 25% of the student body of top-ranked universities such as
University of Tokyo (18%) and Kyoto University (22%), vs. Harvard University (560%) and
Oxford University (46%) (see Exhibit 30).

These statistics suggest that there may be deeply-rooted issues at home and society at
large, i.e. females may not be not as encouraged by their parents and teachers to pursue
STEM (science, technology, engineering, mathematics) fields nor to aim for top-ranked
universities as their male peers. To help rectify this imbalance, institutions such as the
University of Tokyo are pursuing initiatives to recruit more female students.
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While there is a multitude of reasons for these trends and long-standing traditional
attitudes will take time to change, we believe much of the responsibility for driving this
change lies inside the home—with both mothers and fathers in their own values and belief
systems—and how this is reflected in the upbringing of their children.

Exhibit 29: Japanese females are more highly-educated than Japanese men, yet Japan
ranks lowest in the OECD in terms of female researchers/scientists
Ratio of women among researchers/scientists, %
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Source: Cabinet Office, MHLW.
Exhibit 30: Japanese females a distinct minority within its top universities
Ratio of female students, %
0 10 20 30 40 50

Harvard Univ.
Princeton Univ.
Stanford Univ.
Univ. of Cambridge
Univ. of Oxford
MIT

Cal.Tech.
Waseda Univ.
Keio Univ.
Kyoto Univ.
Univ. of Tokyo

Source: University of Tokyo, university websites.

Glimmer of hope?

There is some good news, however. Recent surveys show that attitudes among younger
Japanese men toward women are changing. For instance, in the late 1980s, 38% of single
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men aged 18-34 years old believed that his future spouse should be a housewife, and only
11% should be a working mother.

By 2010, however, the same survey showed a reversal, with 33% preferring their spouse to
be a working mother, while only 11% wanting the woman to stay at home (see Exhibit 31).
This suggests that attitudes of the younger generations are already shifting in a positive
direction.

Exhibit 31: Survey of young Japanese men today vs. in the past
The life course young men would wish for their spouses (18-34 years-old, unmarried men), %

40 4 38 1987 1992 1997 =2002 =2005 m2010
35
30 A
25

20 -

10

Housewife Working women

Source: Japan National Institute of Population and Social Security Research.
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Investing in Womenomics

Since our first report in 1999, we continue to believe that Womenomics will remain a
powerful secular investment theme. In this report, we highlight (1) companies with
progressive gender diversity, and (2) we update our Womenomics basket of firms that are
well-positioned to benefit from increased female labor participation.

Firms with progressive gender diversity: “Nadeshiko” companies

Starting in FY2012, the Ministry of Economy, Trade and Industry (METI) and the Tokyo
Stock Exchange (TSE) jointly selected and publicized listed firms that were exceptional in
encouraging women'’s success in the workplace, and granted them the “Nadeshiko Brand”
designation. '® Selection criteria include: disclosure of data regarding women'’s career
advancement (i.e. female representation in management), support for work-life balance,
active encouragement of women’s empowerment, and financial criteria such as above-
sector average ROEs.

Now in its second year, METI and TSE selected 26 companies for its FY2013 list (Exhibit 32).

Does gender diversity impact share price performance? Based on the equal-weighted
performance of the Nadeshiko list of 26 firms, these stocks have generally outperformed
TOPIX since 2010 (see Exhibit 33).

8 For more details, see METI's Nadeshiko website: http://www.meti.go.jp/english/press/2014/0303_03.html
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Exhibit 32: NMadeshiko Brand companies selected in FY2013

Code

1605
2229
3402
4502
5108
5201
5411
5713
5938
7013
6501
7201
7731
7862
9532
9005
9101
9202
9433
8058
2651
8306
8604
8766
8591
2398

two years

Company Indutry in & row
Inpex Corporation Mining
Calbee Foods
Toray Industries Textiles & Apparels *
Takeda Chemical Industries Pharmaceutical
Bridgestone Corporation Rubber Products
Asahi Glass Company Glass & Ceramics Products *
Jfe Holdings,Inc. Iron & Steel
Sumitomo Metal Mining Nonferrous Metals *
Lixil Group Corporation Metal Products
IHI Machinery
Hitachi,Ltd. Electric Appliances
Nissan Motor Transportation Equipment *
Nikon Corporation Precision Instruments *
Toppan Forms Other Products
Osaka Gas Electric Power & Gas
Tokyu Corporation Land Transportation *
Nippon Yusen Kabushiki Kaisha Marine Transportation
Ana Holdings Air Transportation
Kddi Corporation Information & Communication *

Mitsubishi Corporation
Lawson

Mitsubishi Ufj Financial Group
Nomura Holdings

Tokio Marine Holdings

Orix Corporation

Tsukui Corporation

Wholesale Trade

Retail Trade

Banks

Securities & Commodity Futures
Insurance

Other Financing Business
Services

Source: METI, TSE.

Exhibit 33: Relative performance of Nadeshiko stocks vs. TOPIX
Index, Jan., 2010=100
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Note: Equal-weighted.

Source: Factset, Goldman Sachs Global Investment Research.
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Power of the purse: Female consumption trends

As is well known, women control the majority of purchasing decisions globally, and their
influence is growing. Globally, women account for roughly 65% of consumer purchases:
73% in the US and 63% in Japan (see Exhibit 34)."°

Exhibit 34: Women control 65% of global consumer spending

Index, %
7 80
mmmm \Women's spend (Ihs) Men's spend (lhs) Women's share of spend (rhs)
6 - 75
5 | - 70
- 65
4
- 60
3 4
- 55
21 - 50
N ]
0 , , [ ] I N = =m = =
USA Japan Germany UK France China Italy Spain Canada

Source: Harvard Business Review, September 2009.

Moreover, in Japan, single females’ propensity to consume is higher than that of single
males across all income categories (see Exhibit 35).

Exhibit 35: Japanese single females’ propensity to consume is higher than single males
across all income levels
%

120
Male mFemale

100

80 A

60 -

40 -

20 -

0 T r T )
<2.0 >=2.0&<3.0 >=3.0 & <4.0 >=4.0

Annual salary (¥mn)

Source: MIC “National Survey of Family Income and Expenditure (2009)”.

9 See Rosie Edwards, “What Women Really Want"” in Hugo Scott-Gall's April 25, 2013 Fortnightly Thoughts, Why
Working Women Works.
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What do Japanese women prefer to consume?

Exhibit 36 illustrates the specific products and services which single females (below the
age of 60) consume more of relative to their male counterparts.

Areas that rank higher for women than for men include: toiletries/cosmetics, dental
treatment, pet food, housing/repairs & maintenance, healthcare, household durables,
door-to-door trucking service, package tours, and clothing/footwear.

Japan

Exhibit 36: Female vs. male consumption trends
Female consumption relative to male consumption of 1X (2009)

Toilet articles, Cosmetics
Dental treatment

Pet food

Repairs and maintenance
Cut flowers

Personal care services
Health fortification

Lesson fees

Bedding

Glasses, Contact lens
Household durables
Vegetables and seaweeds
Cakes and candies
Door-to-door trucking service
Condiments

Package tours

Clothes and footwear
Garden plants and gardening goods
Domestic utensils

Housing

Telephone charges

Source: MIC “National Survey of Family Income and Expenditure (2009)”.
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Revamping our Womenomics winners basket

We believe Womenomics will remain an important investment theme, and we have
updated our Womenomics basket, focusing on those areas where we believe there is likely
to be secular growth (see Exhibit 38). These areas include:

E-commerce

Travel/leisure

Prepared food suppliers/restaurants
Beauty products/services
Apparel-related

Childcare service providers
Nursing/elder care providers

Temporary staffing agencies

The majority of the stocks in our revamped basket remain the same and are dominated by
domestic-oriented smaller-cap stocks. While our updated basket has already outperformed
TOPIX by more than 150% over the past six years (equal-weighted basis) (see Exhibit 37),
we still see further upside ahead.

The selection criteria for inclusion in our updated Womenomics winners basket
(GSJPWMN2) are:

Average daily traded value during past 3 months: > ¥100mn

Companies with significant or growing exposure to products and/or services
experiencing increased demand as a result of rising female employment

Companies providing products and/or services that females tend to consume more
than males

For sector distribution reasons, we have limited the number of stocks per industry

Based on this, we revised our previous Womenomics basket (GSJPWOMN) which
previously contained 30 stocks, to a total of 36 stocks (removed 5 stocks and added 11):

Goldman Sachs Global Investment Research

We remove 5 stocks from our previous basket: Rohto Pharmaceutical Co. (4527),
FamilyMart Co. (8028), Ogaki Kyoritsu Bank (8361), Mitsui Fudosan Co. (8801), and
Belluna Co. (9997).

We add 11 stocks: East Japan Railway (9020), Yahoo Japan Corp. (4689), ANA
Holdings (9202), Temp Holdings Co. (2181), Lawson Inc., (2651), Plenus (9945),
Warabeya Nichiyo (2918), Rock Field (2910), Oisix Inc., (3182), J Front Retailing
(3086), and Tsukui Corp (2398).
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Exhibit 37: Womenomics winners performance
Indexed, Dec. 30, 2005=100

300

= GSIPWMN2

250
TOPIX

— GSIPWMN2/TPX

12/05 12/06 12/07 12/08 12/09 12/10 12/11 12/12 12/13
Note: Equal-weighted.

Source: Factset.
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Exhibit 38: Womenomics winners (GSJPWIVIN2)

Company Name

EC / Mail order / Service
9020* East Japan Railway

Net Net
3MADTV ROE % income income P/E X DY % ROE %

Market

L8 &E‘r’]) (¥mn) EY2  Growth% Growth EY2 X By 1

FY1 FY2

Land Transpor. 2,928 9,681 9.0 -3.0 2.1 13.4 13 1.8 8.8

Poised to benefit from increased female demand for travel as well as higher consumption with its network of retail
shops and services in stations.

4689* Yahoo Japan Corp

Info & Comm 2,739 10,785 26.1 11.9 10.7 18.0 4.6 1.0 23.6

Major firm with significant growth potential in online advertising and e-commerce. Announced elimination of e-
commerce store fees last October. Should benefit from growth in online shopping.

4755* Rakuten Inc

Services 1,740 15,420 23.0 42.2 13.1 23.3 5.8 0.3 20.3

Top online retailer, providing financial/travel services as well. Online shopping business is robust and travel services
are expanding.

9064* Yamato Holdings Co

Land Transpor. 958 5,573 6.8 -3.7 14.9 23.3 1.7 12 6.0

Leading parcel delivery service, with 43% domestic market share. Well-positioned to benefit from firm growth in the
e-commerce market; strong growth in corporate distribution services and expanding into Asia.

9202* Ana Holdings Inc

Air Transpor. 777 4,498 3.9 -4.7 72.2 18.6 1.0 15 2.2

Leading airline for domestic routes and #2 on international routes; with LCCs such as Vanilla Air and Peach, carrier
is well-positioned to benefit from growth in travel spending by females.

2181* Temp Holdings Co

Services 193 1,444 12.3 52.9 15.6 16.4 2.3 0.8 10.7

No. 2 in the domestic temporary staffing industry. Holdings include Temp Staff and Intelligence. Also developing an
outsourcing business.

9603* H.I.S.

Services 180 747 11.7 11 5.6 21.2 2.2 0.6 111
Pioneer in discount travel. Strong in custom itineraries for individual travelers, second-largest in overseas business
travel transaction volumes. Domestic business focused on profitability; targeting new outlets aimed at young female
travelers.

4665 Duskin Co.Ltd

Services 121 329 3.0 -27.8 4.5 26.2 0.8 3.2 2.9

Provides housekeeping, cleaning appliance rental, and elderly support services. Should benefit from increased
outsourcing demand for these services.

Restaurants/Prepared foods
3382* Seven & | Holdings

Retail Trade 3,422 10,288 9.4 4.7 3.3 17.3 1.7 1.8 9.1

Largest domestic retailer with dominant convenience store (Seven-Eleven) and superstore (Ito Yokado) chains
which may enjoy increased demand from higher female employment.

2802* Ajinomoto Co Inc

Foods 925 4,567 7.3 -8.8 3.6 18.9 15 13 7.1

Major producer of prepared frozen food products and domestic leader in flavorings/seasonings. Strong in amino acid
technology and diversifying into pharmaceuticals, feed and electronic materials. Expanding overseas.

2651* Lawson Inc

Retail Trade 667 3,639 16.8 2.5 2.8 16.8 2.8 3.4 16.4

Major convenience store chain with considerable growth potential in demand for prepared side dishes, boxed
lunches, and services driven by higher female employment.

2810 House Foods Gp Inc

Foods 176 369 3.8 4.2 -10.5 23.6 0.9 2.1 4.2

Dominant producer of spices and condiments, aggressively developing shack products as well as drinks and health
food products.

2871 Nichirei Corp

Foods 143 581 6.6 -11.4 11 15.6 11 1.9 6.6

Leader in frozen food products and refrigerated warehousing. Moving aggressively into low-temperature distribution
overseas. Also involved in the fisheries and livestock businesses.

7947 Fp Corp

Chemicals 138 451 9.4 -32.2 25.0 19.1 17 2.0 7.5

Largest domestic producer of food trays and bento lunchbox containers. Market share is expanding with its new
products and efficient supply chain management.

Note: Prices as of May 2, 2014. Asterisk in the ticker column denotes GS coverage.

Source: Toyo Keizai Financial Data, Factset, IBES.
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Exhibit 38 cont'd: Womenomics winners (GSJPWMN2)

Net Net
3M ADTV ROE % income income P/E X DY % ROE %

Ticker Company Name Industry . Fy2 Growth% Growth% Fy2 P/B X FY1 FY1

FY1 FY2

Restaurants/Prepared foods (Cont'd)
9945 Plenus Retail Trade 104 338 9.8 9.6 5.5 15.0 1.8 2.2 9.3

Operates take-out boxed lunch chain, Hotto Motto, and Japanese restaurant chain Yayoi nationwide. May benefit
from increased demand for ready-made meals from working women.

2918 Warabeya Nichiyo Foods 32 134 6.8 7.8 8.2 11.2 0.8 1.8 6.3

Dominant producer of ready-made meals whose main customer is Seven-Eleven. Strong in cooked rice product and
developing daily food products for Ito-Yokado.

2910 Rock Field Foods 26 105 5.0 -2.4 33.7 26.7 11 2.2 3.7

Specializes in high-end prepared dishes ("RF1" line), and other outlets include "Kobe Croquettes. Opening stores
mainly in department store basement food halls.

3182 OQisix Inc Retail Trade 12 225 NA - - 24.4 3.7 0.0 NA

Leading online seller of organic produce and processed foods. Has begun selling "set menus" providing ingredients
for an entire meal that one can prepare at home.

Beauty & Apparel
9983* Fast Retailing Co Retail Trade 3,601 27,934 17.0 -2.6 18.2 32.0 5.9 0.9 14.4

Dominant casual clothing retailer operating through the "Uniglo" brand. Production outsourced in countries such as
China and Bangladesh. Growing stronger in women's fashion.

4452* Kao Corp Chemicals 1,871 6,815 12.4 15.8 4.0 22.0 3.0 17 11.9

Domestic leader in toiletries, second in cosmetics. Integrated system from inputs to production; firm has a unique
distribution/sales company network.

4911* Shiseido Chemicals 715 4,088 8.9 45.3 -23.7 23.8 2.2 12 11.6

Leading domestic cosmetics maker, and fourth-largest globally. Pursuing a global brand strategy; strengthening its
toiletries business.

3099* Isetan Mitsukoshi Retail Trade 507 2,714 4.4 -17.0 9.5 21.7 1.0 0.8 4.0

Japan'’s largest department store chain with a high weighting in clothing.

3086* J Front Retailing Retail Trade 359 2,250 5.5 -39.8 5.3 15.8 1.0 1.7 5.2
Major domestic department store based in Kansai/Chukyo areas, created from the merger of Daimaru and
Matsuzakaya, and has its subsidiary, Parco. Expanding its Tokyo retail presence. Employment growth among
women seen contributing to increased sales of apparel and sundries.

3092* Start Today Retail Trade 254 2,520 49.9 -6.4 12.3 251 154 11 44.4

Firm’s mainline internet apparel sales channel is growing. Unit prices are above expectations; also expanding
internet sales management contracting.

4922 Kose Corporation Chemicals 193 493 8.5 -8.4 0.0 19.1 1.6 1.3 8.5

Third largest domestic cosmetics maker. Strong in high-end cosmetics, lipstick, and other makeup products. The
“Self” brand of products is growing, and the firm is expanding into China.

3591 Wacoal Holdings Textiles & Apparels 143 383 49 27.9 2.1 14.7 0.7 2.7 4.8
Leader in women's undergarments, expanding into the US and Asia (Hong Kong, China). Leader in functional
underwear.

8016* Onward Holdings Textiles & Apparels 115 696 3.6 15.9 16.7 18.6 0.7 35 3.1

Japan’s largest apparel company. Focused mainly on department stores, and has major profitable brands like 23-
ku. Targeting global expansion through brand acquisitions.

8011 Sanyo Shokai Textiles & Apparels 37 115 8.0 15.1 4.8 104 0.7 29 7.6

Major apparel manufacturer. Core brand is Burberry, with distribution mainly via department stores.

Note: Prices as of May 2, 2014. Asterisk in the ticker column denotes GS coverage.

Source: Toyo Keizai Financial Data, Factset, IBES.
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Exhibit 38 cont'd: Womenomics winners (GSJPWMN2)

Net Net
3M ADTV ROE % income income P/E X DY % ROE %

Ticker Company Name Industry . Fy2 Growth% Growth% Fy2 P/B X FY1 FY1

FY1 FY2

Childcare-/Nursing care-related
9735 Secom Co Services 1,368 4,679 9.9 6.8 3.7 18.0 1.9 2.0 9.6

Leading security services firm, specializing in leased sensor-equipped security systems for homes. Also expanding
into electronic recognition, home medical care, and non-life insurance services.

8113* Unicharm Corp Chemicals 1,186 6,206 7.6 -11.0 -16.2 23.8 3.1 0.7 9.0

Leading manufacturer of sanitary products and baby/adult disposable diapers. Should benefit from the “pet boom”
given its Unicharm Petcare business. Expanding into Asia, Middle East.

9783 Benesse Holdings Services 394 1,172 9.3 -4.7 2.6 16.7 1.9 2.5 9.0

Largest firm in media-based educational services and products, including its own "Shinken Semi". Diversifying into
nursing homes as well as publishing. Group companies include language school, Berlitz.

7956 Pigeon Corp Other Products 189 1,633 19.2 4.5 2.7 20.2 4.8 2.0 18.7

Leader in childcare products; has diversified into maternity and nursing care products and also operates childcare
centers. Stepping up its presence in the nursing care segment.

9792 Nichii Gakkan Co Services 69 228 55 -36.1 21.4 17.6 11 2.1 4.5

Leading firm in outsourced medical administration services that also offers home nursing services and home helper
training. Also provides housekeeping services.

2400 Message Co Services 64 177 13.8 33.1 13.3 16.7 2.6 1.4 12.2

Operates retirement homes with medical services that require no down payment. Expanding into urban markets
under the "Amille" brand.

7522 Watami Retail Trade 63 169 4.6 -66.1 25.0 41.3 1.9 1.0 3.7
Major operator of Japanese-style pubs that has become a major supplier of boxed lunches for the
elderly/convalescent facilities. Aims to expand the nursing care business to 50% of revenues over the medium term.
Developing directly-operated pub outlets in Japan/overseas markets under the Watami brand.

2398 Tsukui Corp Services 38 239 NA - - 14.5 2.4 0.9 NA

Home nursing operator based in Kanagawa prefecture that operates in 40 prefectures. Aiming for nationwide
expansion of day-nursing and multi-facility services.

Note: Prices as of May 2, 2014. Asterisk in the ticker column denotes GS coverage.

Source: Toyo Keizai Financial Data, Factset, IBES.
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Basket Disclosures

The ability to trade the basket(s) discussed in this research will depend upon market
conditions, including liquidity and borrow constraints at the time of trade.

The Securities Division of the firm may have been consulted as to the various components
of the baskets of securities discussed in this report prior to their launch; however, none of
this research, the conclusions expressed herein, nor the timing of this report was shared
with the Securities Division.

Financial Advisory Disclosure

Goldman Sachs is acting as a financial advisor in connection with an announced strategic
matter involving the following company or one of its affiliates: Rakuten, Inc.
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