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Expansion of NISA in Japan: Seniors Actively Utilising Financial Assets

® With the expansion of NISA (Nippon Individual Savings Account), the number of accounts opened and
the amount of purchases have significantly increased from January to June this year. Particularly, the
number of accounts opened has risen among those in their 50s and 60s, with substantial new
purchases in the Growth NISA investment quota. The expansion of NISA has prompted seniors to
consider utilising their financial assets. Japanese domestic stocks accounted for 41% of the total
purchase amount.

® The proliferation of smartphones and the enhanced services provided by securities companies are
also seen as factors encouraging individual investment in securities. Although Japanese individuals
are said to be risk-averse, they took risks in real estate to build assets until the 1980s. As Japan's
economy heads towards inflation, it is expected that more individuals will allocate funds to securities
to maintain their real purchasing power.

Despite being considered risk-averse, Japanese individuals have been increasing their investment in securities
in recent years. The annual inflow into equity investment trusts was JPY 10.98 trillion in 2021, JPY 8.21 trillion in
2022, and JPY 7.53 trillion in 2023 (excluding the Bank of Japan's ETF purchases), reaching JPY 12.89 trillion by
August 2024 (Exhibit 1). The number of individual shareholders has been increasing since 2014, reaching 74.45
million in fiscal 2023 (Exhibit 2). While individual investors would previously sell off significantly when stock
prices rose, the sell-off amount has been relatively small since 2021. This report will first review the trends in
NISA, which was expanded in January this year, and then discuss the likelihood of continued individual investment

in securities.
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Note: Net inflows are inflow less cancellation and redemption amounts Note: Figures are cumulative total number of shareholders; data as of
(excluding BOJ ETF purchase); 6 month average; data as of Aug. 2024. FY2023.
Source: Investment Trusts Association, Japan, MUFG: Trust Bank Source: TSE, MUFG: Trust Bank

Status of Account Openings and New Purchases After NISA Expansion

NISA, a tax-free small investment system where capital gains and dividends are tax-exempt, was launched in
2014 and expanded and made permanent from January 2024 (Exhibit 3). The account opening period for NISA
has been made permanent, and the tax-free holding period has been made indefinite. Additionally, the annual
investment limit has been increased, with the general NISA quota rising from JPY 1.2 million to JPY 2.4 million
(Growth NISA quota), and the Tsumitate NISA quota increasing from JPY 400,000 to JPY 1.2 million, with a
total tax-free holding limit of JPY 18 million. Unlike before, benefits can be enjoyed even if investments are made
again after selling within the tax-free holding limit. NISA has become a highly convenient system supporting long-
term individual investment.

Exhibit 3: NISA Scheme to Contribute to Long-term Investment

New Schemes Old Schemes
Tsumitate NISA @Zj@ Growth NISA Tsumitate NISA @ General NISA
(Founded in 2018) (Founded in 2014)
Annual limits JPY 1,200,000 JPY 2,400,000 Annual limits JPY 400,000 JPY 1,200,000
Period of tax exemption indefinite indefinite Period of tax exemption 20 years 5 years
Lifetime investment limits JPY 18,000,000 Lifetime investment limits JPY 8,000,000 JPY 6,000,000
(Total) % Managed using book value balance (recycable)
JPY 12,000,000
Account opening period Permanent Permanent Account opening period Until 2023 Until 2023
Investment options Investment trusts suitable | Listed stocks, investment Investment options Investment trusts suitable | Listed stocks, investment
for long-term accumulation trusts, etc. for long-term accumulation trusts, etc.
Target age 18 and over 18 and over Target age 18 and over 18 and over
Relationship with the |Investments through end-2023 will be subject to the current
current system taxation scheme (i.e. new taxation rules will not apply).

Source: FSA, MUFG: Trust Bank

Following the expansion of NISA, individual funds are flowing into securities investment. The number of NISA
accounts increased by 3.03 million from the beginning of the year to 24.28 million (as of June, across all financial
institutions, Exhibit 4), and the amount of NISA purchases has significantly increased, reaching approximately
JPY 7.9 trillion in the Growth investment quota and JPY 2.2 trillion in the Tsumitate investment quota. Although
the rise in stock prices also had an impact, the net selling amount of individual cash transactions and the
redemption amount of equity investment trusts increased by 54.2% and 41.4% year-on-year, respectively, in the
cumulative total from January to June. While there are many cases of switching from existing taxable accounts, it
is believed that there are also a considerable number of individuals who invested in securities for the first time.

Looking at the usage status of the top 10 securities companies from January to August this year, the amount of
NISA purchases was approximately JPY 7.1 trillion in the Growth investment quota (about 4.5 times year-on-year)
and JPY 2.4 trillion in the Tsumitate investment quota (about 3.1 times year-on-year). In the Growth investment
quota, stocks accounted for 59% and investment trusts for 41%, with domestic stocks (including ETFs and REITs)
making up 92% and foreign stocks 8%. Domestic stocks accounted for 41% of the total NISA purchase amount
(Exhibit 5). Among the top 10 stocks in the Growth investment quota, 9 were domestic stocks and 1 was a foreign
stock. This is somewhat surprising, as many market participants had expected individual funds to flow into foreign
stocks via NISA until last year.
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Exhibit 4: Number of NISA Accounts has Increased
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Exhibit 5: Breakdown of NISA Purchase Amounts
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Source: Japan Security Dealers Association, MUFG: Trust Bank

Differences Between Young and Senior Individual Investors

Notably, the number of NISA accounts opened by those in their 50s and 60s has increased. By generation, since
the start of Tsumitate NISA in 2018, the rate of increase in the number of accounts has been higher among
younger generations, but from January to June 2024, the increase rates for those in their 50s and 60s were 16.9%
and 12.1%, respectively, comparable to those in their 30s and 40s (14.6% and 15.7%, respectively, across all
financial institutions, Exhibit 6). The new purchase amounts by generation in the Growth investment quota reached
JPY 1.64 trillion and JPY 1.63 trillion (20.7% and 20.6% of the total) for those in their 50s and 60s, respectively,
while in the Tsumitate investment quota, those in their 30s and 40s surpassed them with JPY 555 billion and JPY
558 billion (25.0% and 25.2% of the total, respectively, Exhibit 7), respectively. While there are large differences
among individuals, it is believed that seniors who already have financial assets utilised the NISA Growth
investment quota to allocate part of their assets to stocks and investment trusts to enjoy tax benefits.

Exhibit 6: Number of NISA Accounts by Age Group
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Exhibit 7: Purchase Amounts by Age Group in NISA
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Individual investors are diverse. When considering securities investment, it is necessary to recognize the
differences between younger generations who are in the asset formation stage and seniors who are in the asset
utilization stage. Looking at the household asset composition by age, many households in their 30s and 40s have
mortgage loans, with significant liabilities for acquiring housing and land. As age increases, land assets rise while
liabilities significantly decrease. Financial assets, mainly deposits and savings, increase with age, peaking in the
60s (Exhibit 8).

For younger generations, the primary purpose of securities investment is asset formation, and in recent years,
there has been a significant investment in foreign stock funds using Tsumitate NISA. On the other hand, seniors
have already accumulated financial assets, and their utilization is important in securities investment. It is believed
that they invest not only in stock funds but also in individual stocks.

Additionally, the criteria for selecting financial products differ by generation. Younger generations prioritize
profitability, such as "yield" and "expected future appreciation," while seniors prioritize safety, such as "principal
guarantee" (Exhibit 9). Younger generations emphasize "expected future appreciation" within profitability, while
seniors relatively emphasize "yield." Among the top 10 stocks purchased in NISA accounts, 6 have dividend yields
of 3% or higher. It can be said that individuals invested in Japanese stocks with high dividend yields. This is likely
due to the purchases made by those in their 50s and 60s in the Growth investment quota. The expansion of NISA
has prompted seniors to become more active in investing in stocks and investment trusts.

Exhibit 8: Decrease in Liabilities and Increase in Exhibit 9: Younger Generations Emphasize Capital
Financial Assets for Seniors Gain, Seniors Emphasize Yield
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Source: MIC, MUFG: Trust Bank options in the survey, such as “Easy to cash in”; data as of 2023.
Source: Central Council for Financial Services Information, MUFG: Trust
Bank

Individuals place importance on income gains. In recent years, the most common reason for individual investors
to purchase stocks has been "to receive dividend yields" (according to the "National Survey on Securities
Investment", Exhibit 10). This trend is particularly strong among seniors. In Japan, where low interest rates have
continued, dividends have surpassed interest as a source of household financial income since 2012 (Exhibit 11).
Many US target-date funds are also designed to increase the allocation of high-dividend-yield stocks around
retirement age to aim for income gains.

SEUFJESRG (®) MUFG



Exhibit 10: Dividends as the Primary Reason for Stock

Exhibit 11: Dividends Exceeding Interest Income in
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Enhancement of Infrastructure Supporting Securities Investment

The background to the inflow of individual funds into securities includes not only the expansion of NISA but also
the enhancement of infrastructure supporting investment.

The proportion of stocks and investment trusts in Japanese household financial assets is lower compared to the
US and Europe (Exhibit 12). Looking at the ownership status of financial products, while the proportion of
individuals holding deposits and savings is 92.2%, the proportions of those holding stocks and investment trusts
are gradually increasing but remain at 13.6% and 10.8%, respectively (2021, "National Survey on Securities
Investments"). Regarding the reasons for not purchasing stocks, the highest proportion of responses was "not
interested in stocks" at 55.1%, but significant proportions also cited "not having enough knowledge yet" and "the
purchase process seems complicated" at 27.2% and 13.1%, respectively (Exhibit 13).

Among individuals who answered "not having enough knowledge yet," 24.5% said they have no intention of
purchasing stocks at the moment, while 66.2% said they would like to purchase them at some point, although the
timing is undecided. The lack of investment education and the complexity of purchase procedures are also cited
as factors contributing to the low level of securities investment.

However, with the widespread use of smartphones, the development of apps, mainly by online securities
companies, has progressed, enhancing the convenience of transactions using smartphones. The proportion of
responses indicating "mainly using smartphones for transactions" has gradually increased, reaching 23.1% in
2023 (Exhibit 14). This proportion is particularly high among those in their 20s and 30s, accounting for 47.7%.
The expansion of internet transactions is driven by the importance of costs such as fees. Major online securities
companies, SBI Securities and Rakuten Securities, have led the way in reducing transaction fees, making
domestic stock trading fees free.

Additionally, with the spread of smartphones and the enhancement of services, it has become easier to gather
information on securities investment through the internet. Securities companies provide free access to information
vendors and quarterly reports if an account is opened, and they have enhanced charting and screening functions.
Individuals can easily obtain investment-related information through the internet and books.
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Exhibit 12: High Proportion of Cash and Deposits in

Japanese Household Financial Assets
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Note: Data as of Mar. 2024.
Source: BOJ, MUFG: Trust Bank

Exhibit 13: Reasons for Not Purchasing Stocks
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Source: Japan Security Dealers Association, MUFG: Trust Bank

There have also been changes in the sales approach of securities companies. Looking at the breakdown of
commission income, "brokerage commissions" from stocks and other securities amounted to JPY 675 billion in
FY2023, down from over 60% in the early 1990s to 24.5% (Exhibit 15). In the past, securities companies' revenue
depended on commission fees from individual investors' short-term stock trading, but in recent years, with the
liberalisation of fees and the rise of online securities companies, commission fees have decreased. On the other
hand, "other commission income," which includes trustee fees from beneficiary securities and investment trusts,
and wrap-related income, increased to JPY 1.66 trillion in FY2023, accounting for 60.2% of commission income.
The revenue structure has shifted from a "flow-based" model to a "stock-based" model targeting a broader range
of individuals. While challenges remain, securities companies are aiming to establish a sales system suitable for
individuals engaging in long-term securities investment.

Exhibit 14: Increase in Stock Orders via Smartphones
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Exhibit 15: Decrease in Brokerage Commission at
Securities Companies
(Yen, bn)
5000 @ Other Commissions
B8 Offering and Secondary Distribution Handling Fees

4000 g & Underwriting and Secondary Distribution Fees
i OBrokerage Commissions

3000 [f
/
/i | ‘

2000 [5 g -
i m ol il g
A0 H iENie BlE H
A0E - EmEHE AR MEE AEE BN EER

1000 :::!;;5-;;;== afflvEciEie Bl
MU ARG HAN M S chal = =
A4 R

0 (1A LA CE P LA PP ATA E P A L L P A A T e LA CA T A LA D

89 92 95 98 01 04 07 10 13 16 19 22 (FY)

Note: Other commissions include trustee compensation for investment
trusts, revenue related to fund wraps, revenue related to M&A and etc.;
data as of FY2023.

Source: Japan Security Dealers Association, MUFG: Trust Bank

(¢) MUFG



Are Individual Investors Risk-Averse?

It should not be overlooked that Japanese individuals are not necessarily risk-averse.

In Japan, individuals took risks and built assets through residential real estate until the 1980s. According to the
National Accounts, in 1990, land owned by households amounted to JPY 1,485 trillion, accounting for 54.3% of
total assets, including financial assets (Exhibit 16). Cash and deposits and stocks amounted to JPY 476 trillion
and JPY 152 trillion, respectively, accounting for 17.4% and 5.6% of total assets. Considering the need to secure
liquidity, the proportion of cash and deposits was not excessively high (the peak of stocks was JPY 236.8 trillion
at the end of 1989).

Tax and housing policies also play a significant role. In the valuation method for inheritance tax, real estate is
clearly more advantageous than securities. Financial assets, including stocks, are generally valued at market
price, while real estate is valued at 80% of market price, and the special provision for small reduces the taxable
amount by 80%.

Additionally, holding assets in deposits and savings was a rational decision. Fixed deposit interest rates generally
exceeded the consumer price inflation rate from the 1980s to the 2010s (Exhibit 17). While there is a strong
impression that deposit interest rates were kept low to supply funds to companies through indirect finance, in
reality, inflation was suppressed, resulting in positive real interest rates for an extended period. Holding deposits
and savings was not a mistake if the goal was to maintain purchasing power. Furthermore, under the "Maruyu"
system, established in 1963 to encourage and protect savings, deposits and savings were advantageous assets
(the system was abolished in principle in 2006).
Exhibit 16: Asset Formation by Individuals in Real Exhibit 17: Deposit Interest Rates have been Higher
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Trust Bank

In the 1990s, as Japan fell into a deflationary economy, holding financial assets in cash and deposits allowed
individuals to maintain their purchasing power. Amid concerns about the management stability of financial
institutions due to the expansion of non-performing loans, "principal guaranteed" became an important criterion
for selecting financial assets. In this environment, the emphasis on cash and deposits became mainstream.
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However, inflation is now becoming a concern. The proportion of households expecting prices to rise significantly
in five years reached 44.6%, the highest since the survey began in 2006 (Exhibit 18). The wage increase rate in
this year's Spring Labour Offensive was 5.1% year-on-year, the highest since 1991 (Exhibit 19). As the possibility
of inflation accompanied by wage increases becoming established in Japan increases, it will be difficult to maintain
purchasing power with deposit interest rates at around 0.06%. If inflation persists in the Japanese economy,

individuals are likely to allocate more financial assets to securities than before.

Exhibit 18: Households Expect Inflation
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Source: BOJ, MUFG: Trust Bank

Exhibit 19: Wage Growth of Full-time Workers
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Individual Funds Flowing into Securities Investment

As evidence of the establishment of long-term investment, the lengthening of the holding period for equity
investment trusts is noteworthy. The average holding period, calculated by dividing the redemption and maturity
amounts by the initial asset balance, was less than two years in 2013, but exceeded five years in 2022 and was
4.6 years in June 2024 (Exhibit 20). In the past, when stock prices rose, there was an increase in the sale of
appreciated funds and the purchase of new funds, leading to simultaneous increases in setting up and redeeming
funds, shortening the holding period for equity investment trusts. However, since 2020, even when stock prices
have risen, the redemption of existing funds has not increased significantly, and the holding period has
lengthened.

Of course, successful experience is important in establishing securities investment. Looking back at the 1990s in
the US, the introduction of retirement pensions such as 401(k) plans and the long-term rise in stock prices
contributed to the expansion of securities investments (Exhibit 21). The key to continued inflows of individual
funds into Japanese stocks is the sustained growth of corporate earnings and rising stock prices. Considering the
end of deflation in the Japanese economy and improvements in corporate governance, it is judged that Japanese
stocks are likely to enter a long-term upward trend, despite cyclical adjustments.
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Securities investment is often discussed based on the life cycle hypothesis. According to this hypothesis,
individuals save and invest to build assets during their youth and middle age when labour income increases, and
consume these assets after retirement to maintain a constant level of consumption throughout their lives.
Therefore, it was said that individual funds are less likely to flow into risk assets in an ageing society. However, in
reality, few individuals completely deplete their assets. While there are significant individual differences, both in
Japan and the US, older individuals tend to retain financial assets.

As Japan transitions from a deflationary to an inflationary economy, the utilisation of financial assets by seniors,
along with asset building by younger generations, is an extremely important issue. The expansion of NISA is
expected to prompt seniors to seriously consider utilising their financial assets and to support the expansion of

individual securities investment.

Exhibit 20: Holding Periods of Investment Trusts are
Getting Longer
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Exhibit 21: Proportion of Households Owning Mutual
Funds Increased Significantly in the 1990s in the U.S.
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DISCLAIMER

This document is issued by Mitsubishi UFJ Asset Management (UK) Ltd. ("MUFG AM (UK)") which is authorized and
regulated in the UK by the Financial Conduct Authority (“FCA”) No. 121816. Information and Data within this document
was originally provided by Mitsubishi UFJ Trust Banking Corporation. Information within this document may contain
material that may be interpreted by the relevant authorities in your country as a financial promotion or an offer to purchase
securities. Accordingly this information is only intended for persons who fall outside the scope of any law that seeks to
regulate financial promotions in the country of your residence. The information provided in this document is not intended
for any United States person or any person in the United States, any state thereof, or any of its territories or possessions.
This report is prepared for professional investors and is not intended for retail clients as defined in the FCA rules.

The information contained in this report has been taken from sources which we deem reliable but we do not represent
that such information is accurate or complete in part or in whole. Any opinions expressed here reflect our judgment at
this date and are subject to change. Although we have taken all reasonable care that the information contained within
this document is accurate at the time of publication, we make no representation or warranty (including liability towards
third parties) express or implied, as to its accuracy, reliability or completeness. If you rely on this document, you do so at
your own risk. We expressly disclaim any duty of care which we might otherwise owe to any person relying on this material.
Any opinions expressed here reflect our judgment at this date and are subject to change.

Any reference to past performance should not be taken as a guide to future performance. The value of investments may
go down as well as up.

Companies in the Mitsubishi UFJ Financial Group and connected persons may have positions in, or may perform or seek
to perform advisory or banking services to companies whose securities are mentioned herein. Mitsubishi UFJ Asset
Management (UK) Ltd. or related companies may have used researched material before publication and may have
positions in or may be materially interested in any of the securities mentioned.

This brochure does not constitute an offer or a solicitation of an offer to buy a security. Neither MUFG AM (UK) nor any of
its related companies accept any liability whatsoever for any direct or indirect or consequential loss arising from any use
of information or material contained herein.

MUFG Asset Management is a brand of Mitsubishi UFJ Trust and Banking Corporation, along with its subsidiaries,
Mitsubishi UFJ Asset Management Co., Ltd., Mitsubishi UFJ Real Estate Asset Management Co., Ltd., Mitsubishi UFJ
Asset Management (UK) Ltd. and Mitsubishi UFJ Alterative Investments Co., Ltd.

The intellectual property rights of the indices in this document belong to the index providers. Please refer to the website
below for details. https://www.tr.mufg.jp/houjin/jutaku/disclaimer.html

Copyright 2024 MUFG: AM (UK)
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