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Crime in Japan 1 Part 2

The break-up of the nuclear family & the end of jobs for life 23" February 2016
Mike Newman

The economic toll behind the break -up of the nuclear family in Japan

Did you know that 25% of all marriages in Japan are couples that marry due to unplanned
pregnancies? In Okinawa that rate is 42.4% Did you also know that 25% of all households with
Things you children in Japan are single-parent? The dutiful wife getting up at 4am to make breakfast for her
probably did samurai salaryman husband is virtually non-existent and half of divorces happen in age groups 55
NOLKNOW  years old and above. 25% of divorces occur in the 65yo+ cohort. The government changed the law
in 2007 entitling wives to up to half of theirex-h u s b a n d 6 s Stip thentrend was rising sharply

even before its introduction. Mrs. Watanabe has had enough of her salaryman and wants out.

Domestic violence (DV) is seeing a very sharp upturn in Japan. Between 2010 and 2014, DV has
soared 60.6% against women and 650.1% against men. Most cases (over 60%) of DV were marital
category of - . .
Domestic '€lated. Recognizing the growing problem, the police have even developed a new category of DV,
Violence Which defines a divorced couple who are living under the same roof. Economic conditions for some
families has become so tight that the stress of living with someone they do not want to be with now
gets its own category, scoring over 6,000 cases alone in 2014.

New

Fig.1: Spousal related Domestic Violence Reports to Police
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Stalking Between 2010 and 2014, total reported stalking cases surged 36.6% to 24,837. 50% of stalking
incidents recorded were related to partners (including former partners).

The Ministry for Health, Labor & Welfare (MHLW) has 208 child consultation centres, which fielded

Child abuse over 88,000 cases in 2014, a 20.5%Y0Y increase or 22x the level of 20 years ago. Despite a 2.4x
jump in social workers inside thesechidconsul t ati on centres over
keep up with the demand. The Japan National Police Agency (JNPA) statistics show a sharp jump
in arrests for child abuse, 80% being due to physical violence causing injury. In 2013, 36 abused
children died with 16 of them under 1 year old. Police note that child abuse is being driven by the
breakdown in traditional family, unemployment and poverty, stats which we showed earlier to be
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rising steadily.
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Fig. 2 : Child Abuse Cases handled
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Crime in Japan is a problem that will not simply disappear with the evolving mix of aging
demographics, poverty, unemployment, underemployment and economic stagnation. We note that
What caused  the previous jump in Japanese crime started in 1997 and ran to a peak in 2003. Unemployment was
Crimeﬂg)%clnﬁg a factor. In the crime boom of 2010-2016, we note that the unemployment rate has fallen but it
masks disturbing trends in lower paid part-time work which is putting families under financial stress.

There is the smell of fear in the workplace. In the period 2002 to 2013, labour disputes almost

Smell of  trepled. Bullying and harassment (which are obviously less palatable for companies to have floating

emplo]?/eze; in the public domain) as a percent of total disputes has ballooned from 5.8% to almost 20% over
the same period.

Re-  Another dilemma in the data is the employment referrals by government unemployment agencies
em%loy(;nﬁ_nt for middle or advanced aged staff (45yo+) shows that around 25% of them end up with work in a
araship fived term capacity of more than 4 months.

Inmates get  Ironically active retraining of inmates to help them find new careers after release occurs in prison.

Training Why i snét more being spent on finding ways t

will do is a recipe for failure and cannot be relied upon as a sustainable program. Most vocational

training by Hello Work, the government unemployment insurance agency, is broad and non-specific.

Culturaltime ANy specific job training wil.l be o6paid for
bomb financial status and confidence a job will be attainable at the end of it.
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Shotgun Marriages (marriage due to unplanned pregnancy) in Japan

There is no polite way to call it. In Japan now, shotgun marriages (i.e. marriages due to unplanned
pregnancies) are an interesting trend to focus on.

The Ministry of Health, Labor & Welfare (MHLW) revealed that marriages as a result of unplanned
pregnancies in 2009 average 25.3% across the nation. That is right, one-quarter of all marriages in
Japan are the result of unplanned pregnancies. Outliers were Okinawa at 42.4% and Kanagawa at
19.5%. The lowest rate of marriage due to unplanned pregnancies is one-fifth. For context,
Americads births outside of marriage totalle

Companies like Minnano Wedding (3685) are trying to capitalise on this trend by offering pregnant
couples the chance to celebrate their marriage in a normal way and not feel embarrassed at the
social stigma attached. Ateam (3662) also offers a &Gugukond (an abbreviation for immediate
wedding) service, allowing weddings inside 6 months.

Fig. 3: Shotgun Marriages as % of all marriages by prefecture (2009)
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Source: Ministry of Health, Labour & Welfare (MHLW)

We do not profess to make any judgement calls here other than to say that the likelihood of a
marriage built around a pregnancy may not have the staying power of one made over a commitment
without such social pressure.

According to the Statistics Bureau, Okinawa Prefecture has the highest divorce rate per capita in
Japan. The yellow bars in Fig.3 denote where divorce rates are above the national average of 1.84x.

We note that divorces, Fig. 4, have continued to climb over time reaching 3.283mn in 2010 although
the pace of divorce has slowed since the peak of 290,000 in 2002. By age group, 75% of divorces
occur after age 45 which would tend to suggest that parents may wait till their kids are out of school.
We also see that 15% of divorce happens between the ages of 65-74 which may suggest that the
family dynamics of a husband at home after 40 years of sacrifice at his company is uncomfortable
(for both parties), Fig 5.
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Fig. 4 : Divorces ('000s) Fig. 5 : Divorce by Age Group (‘000s)
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Changes in Fig. 6 shows the dramatic increase in the number of females divorcing as a percentage of married

pension law females. In 2007, the government ruled that women were entitled to up to half their ex-h u s b a

in divorce  pension which has fuelled more divorce. Although Fig.6 shows this is clearly not the only motivating
cases factor. Divorce rates have been surging since 2000.

Fig. 6 : Divorce Rates of females by age group (% of married population)
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m2010 0.0% 0.8% 2.5% 4.5% 6.8% 8.6% 9.5% 9.2% 8.8% 8.4% 6.8% 5.2% 3.5%

1990 =1995 m2000 =2005 ®=2010

Source: Statistics Bureau

Japanese births rates among females in their 20s continues to fall as women choose career and
Japanese feel a lack of suitable partners. The Japan Times conducted a 2015 survey which revealed that
birth rates 20,39 of men aged 20-25 were not interested in sex (2.5x the 2008 figure). Japanese columnist
still falling Maki Fukasawa coined the term 6 h er b i v ososhokurkeirdénshi) in 2006. The study also

suggested that around 50% of couples were struggling to have intercourse once per month.
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In 1990 5.57% of men and 4.33% of women were not married at 50 but this has now reached 20.1%
Unmarried  and 10.6% respectively. Fig. 7 highlights those women who married by age group. Age groups
between 15 and 59 have seen declines in marriage over the last 20 years.

Fig. 7 : Females Married by age group (% of age population)
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1990 = 1995 ®m2000 =2005 =2010
Source: Statistics Bureau
Averagefirst The 2012 MHLW white paper orateshdwed woneh on@verage were

child occurs  having their first child after the age of 30.3 (the first time ever 30 was breached as an average was
after 30yo  2011), Fig. 8.

Fig. 8 : Japanese Birthrates/'000 females(1925-2013) by age group
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Domestic Violence (DV)

Domestic violence is seeing a very sharp upturn in Japan. Between 2010 and 2014, DV has soared
60.6% against women and 650.1% against men. Over 99% of cases involve violent attacks on the
opposite sex, Fig.8. The statistics do not show how cases of physical domestic violence start
although the word 6 mo r a lfnworaleharassment) is becoming more commonplace in Japan to
denote psychological DV of mostly women against men.

Pub chain Bar Yaocho has recently introduced temperature sensitive drink coasters which turn
pictures of normal women into victims of domestic violence when cold drinks are placed on them.
The inscriptionsays,6 ma ki ng sure DV doesmobomumolk@&ur i f yo

Fig. 9 : Yaocho Bar drink coasters urging customers to drink in moderation
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Fig. 10 : Victims & Perpetrators of Fig. 11 : Reasons for DV

DV 45,000
60,000 40,000
35,000
50,000 New category for
' 30,000 .
harsh economic
25,000 -
40,000 conditions
20,000
30,000 15,000 ! !
10,000
20,000
1l |
10,000 Still living  Post living
After under under
Marital Post Concubin . same roof same roof
I I h Concubin ; .
0 - - [ ] | related divorce e e ended despite despite
2010 2011 2012 2013 2014 separatio =~ separatio
uMale Victims 796 1,146 2,372 3,281 5971 n n
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Male Perpetrators 33,0583 33,177 41517 46,251 53,090 =2012 32,081 4,357 6,704 808 0 0
m2013 35,730 4,875 7,969 959 0 0
m2014 40,252 5,299 5,471 648 6,259 1,143

Source: INPA
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Economic  Most cases (over 60%) of DV were marital related. Fig. 11 shows the reasons for marriage related
difficulties pv with the new category to record incidences caused by divorced couples still living under the
same roof (most likely due to economic difficulties).

Still-married was the category that saw the most rapid growth (64%) between 2010 and 2014.

Marred DV Almost 80% of DV was concentrated between people in their 20s to 40s. Although the fastest growth

mMOoSt  for victims occurred between those in their teens (+164%) or over 70 years old (+152.6%). For all
common age groups, reported DV cases have jumped 74.5%.

Fig. 12 : Victims of DV by age group Fig. 13 : Perpetrators of DV by age group
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Source: JNPA
DV too far ©On Feb 9, 2016 A Hokkaido man was being hunted in connection with the beating of his 23yo wife

and murder of her mother and abduction of their son. The wife had complained to police about her
h u s b a vioteidt behaviour in January. He has since been caught after attempting suicide.

Fig.14 : Spousal related Violence Reports
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Fig.14 denotes the trend in DV cases reported to the police. There has been a 3.5 fold jump over
the last decade. Fig. 15 shows the types of arrests that have resulted with regards to violence and
oneds spouse. I n the past 5 vy e ke digit,percerd in@easescira
arrests.

Fig. 15 : Arrests caused by violence to spouse

Basis of Criminal Law

2014 vs 2010

Violence 848 975 1,609 1,771 3,202 277.6%
Injury (requiring hospitalisation) 1,170 1,142 1,942 1,999 2,890 147.0%
Restraining order violation 45 40 81 7 164 264.4%
Other 61 64 106 113 149 144.3%
Intimidation 35 27 121 97 144 311.4%
Murder (incl Attempted) 49 46 55 61 102 108.2%
Property Damage 54 56 89 90 100 85.2%
Breaking & Entering 38 32 49 44 58 52.6%
Sword & Gun violation 33 27 32 31 29 -12.1%
Arrest Confinement 7 13 9 7 27 285.7%
Rape 0 0 1 2 4 N/A
Indecent Assault 2 1 2 1 4 100.0%
Injury Resulting in Death 2 0 3 1 1 -50.0%
Defamation 2 1 3 5 1 -50.0%
Stalker violation 0 0 1 1 0 N/A

Child Abuse & Juvenile Crime

Source: JNPA

Figs. 16-19 pretty much speak for themselves. The MHLW has 208 child consultation centres which
fielded over 88,000 cases in 2014, a 20.5%YoY increase or 22x the level of 20 years ago. Despite
a 2.4x jump in social workers inside these child consultations overthelast 20 year s t
up with the demand.

Fig. 17 : Children contacting Child
Abuse Hotlines

Fig. 16 : Child Abuse related Arrests
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Fig. 18 : Child Pornography Offences Fig. 19 : Child Abuse Cases handled
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Child pornography cases continue to rise. While a law was passed in July 2014 banning possession
of child pornography, punishments only carry a maximum 1 year jail sentence or ¥1mn fine. Sexually
explicit manga, anime and computer graphics which display child pornography are exempt because
lawmakers view these as outside the scope of real children.
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The JNPA statistics show a sharp jump in arrests for child abuse, 80% being due to physical violence
and injuries sustained. In 2013, 36 abused children died with 16 of them under 1 year old. Police
note that child abuse is being driven by the breakdown in traditional family, unemployment and
poverty, stats which we showed earlier to be rising steadily.

In 2000 the Child Abuse Prevention Law was introduced making it a duty for neighbours to report
even suspected child abuse. This does explain the sharp rise in child abuse cases handled since
the law was introduced.

Laws in Japan do not allow for joint custody when parents separate. Such that divorce can make
for stressful environments for children, particularly when one parent has no control.

Several cases of international marriages that ended in divorce saw the Japanese mother strip
children from the father with little recourse. In 2013 Japan joined the International Child Custody
Treaty which respects the rights of both parents. In 2009 American Christopher Savoie was arrested
in Japan after his ex-wife Noriko accused him of abducting their kids after school. He had been
granted full custody in the US but his ex-wife violated the courts and took the kids back to Japan.
He was released on the proviso he left his children.

The growth in single parent households can be seen in Fig. 20. There are now 3.9mn single mother
and 664,000 single father households in Japan which combined now contribute for almost a quarter
of all households with children. This is up from 15% in 1990. Middle income America single parenting
runs at 29% up from 5% forty years ago. Japan is not far behind.
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Fig. 20 : Single Parent Households in
Japan ('000s)
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Fig. 21 : % Single Parent Households
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There have also been pushes for the government to financially aid children who wish to be forcibly

removed fr om t h eyiOhildpoasulation cerires@and shildoed are being granted the

authority/ability to revoke custodial arrangements from parents for a two-year period should child

abuse be deemed serious enough to warrant. Such cases generally refer to children in their late

teens who by age of 18 may decide to enter c
in a practical sense. One case involved an 18 year old girl whose single mother demanded access

to her daughtero6s bank account, which shelowea

the girl to 6divorced her ptherecanetcalls for mmore govenmmestL
support mechanisms to help children in this type of situation.

Juveniles referred to the Public Prosecutors Office for minor offences has also increased sixfold
since 2000. The preceding decade was effectively flat. To put it into context juveniles as a
percentage of overall minor offences were only 7.5% of the total in 2000 but the most recent figures
put that number at 25%, Fig. 22.

Fig. 22 : Juveniles as % of referrals to Public Prosecutors Office for Minor

Offences
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Source: Statistics Bureau
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With a country facing such demographic problems like aging, exponential growth in traumatised

Traumatised  children will only lead to further headaches if not dealt with correctly. The previous statistics are

children officially reported and may mask a much deeper unreported problem. With more avenues to protect
children being opened much of the above is coming to light.

Stalking

Stalking Stalking is a growing problem in Japan and the most targeted age groups are between 20s and 40s.
Perpetrators are also in similar age brackets. This is shown in Figs. 24-25. Between 2010 and 2014,
total reported stalking cases surged 36.6% to 24,837. The 10s age group was 9.4% of the total but
saw a 66% surge. Those in their 20s (c. 36% of total) saw a 40% surge. Perpetrators jumped 41.1%
over the same period with the around 75% of them aged in the 20s to 50s.

Fig. 23 : Arrests in Japan related to Stalking
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Rangeof Fig.23hi ghl i ghts the sharp growth in arrests a
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Fig. 24 : Victims of Stalking in Japan

Fig. 25 : Perpetrators of Stalking by Age
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Source: INPA

Victims unsurprisingly are female (9:1 ratio to males) but female and male attackers have grown.

Victims . .
Female predators were 63% higher in 2014 vs 2010.
Fig. 26 : Stalking victims by Gender Fig. 27 : Predators by Gender
25,000 25,000
20,000 20,000
15,000 15,000
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5,000 5,000
0 . . . 0 l I I L1 |
Male Female Male Female Unknown
2010 1,645 14,531 2010 13,860 1,506 810
2011 1,506 13,112 2011 12,504 1,484 630
=2012 2,518 17,402 2012 17,103 2,059 758
m2013 2,036 19,053 m2013 18,316 2,145 628
m2014 2,432 20,391 m2014 19,593 2,460 770
2010 =2011 =2012 =2013 m=2014 2010 =2011 =2012 =2013 m=2014
Source: INPA
Smartphones The advent of smartphones and messaging services (LINE, Viber, KakaoTalk etc.) have led to a

sharp increase in stalker activity, growing 60% over the past 5 years.
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Fig. 28 : Types of Crime related to Stalking Fig. 29 : 2010 vs 2014 Growth by type
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As can be seen in Figs. 28-29, growth was seen in every category.

Stalking In Figs. 30-31 we see that 50% of stalking incidents recorded were related to partners (including
incidents  former partners). However some of the fastest growth rates were incidences of work colleagues not

~ mostly getting the 6hinté growing at 67%. Stalking
involves

partners period.
As wi t h any statistics, many of t herepaolrdv en
categorisation. Once again social media gives many more access points to harass.
Fig. 30 : Type of Stalker Fig. 31 : Growth in Type of Stalker
14,000 80.0% 71.0% .
12,000 70.0% 66.7%
10,000 60.0% 51.3%
8,000 50.0% 44.4%
38.6% 37.0%
40.0%
6,000 0 30.1%
4,000 30.0%
2,000 I 20.0% 13.2%
&@«\ &&6 P <& 0\{,@ é& O\é \6\\00 0@& 0.0%
Q}Q@ 9\0\ & ES @ é\e & \ & \{ﬂ@\ Q@«\ 0 &
& & & & o © \of’q & .o@° £ & & &
& & v § N N N < N Q
é\e’ Qe»‘\ R & 00\} 0@ \6@ 06?) Qo$
< < & &_,\?~ 0\\6 ‘5\\0 > \)&
& R «E
2010 #2011 ®W2012 ®W2013 ®W2014 < Q®
Source: INPA
Mobile Phone Searches
. With the higher incidence of mobile telephony and the ability for users to hide their identity (caller
Mobile phone , . . . . . .
searches D), police have been dealing with a sharp uptick (148% increase in the past 5 years) in forced

number searches to stop such activity. These offences generally fall under the stalker category
mentioned in an earlier section.
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As we noted in Fig. 29, persistent calling, emailing or
crimed backs up2.the data in Fig.

Fig. 32 : Mobile phone number searches (due to persistent calling)

18000

16000
14000 %

16,244

12000 10,829
10000 8,891
7,922
8000 6,531
4000
2010 2011 2012 2013 2014

Source: Statistics Bureau

What trends were going on with markets as crime was picking up?

We note that the previous jump in Japanese crime started in 1997 and ran to a peak in 2003. What
X factors were present? How was unemployment? What were consumer confidence figures looking
crimeand . . . . . .
un- like? On a comparative basis, there is a lot of difference between the type of crime committed and
employment €conomic backdrop between 1997-2003 and 2010-2016.

The trends of

_ We have had some | arge scale Oeconomicd eve
Many crises — cqjjapse in 2000, GFC in 2008 and the Great East Japan Disaster of 2011). Weak oil prices and a

o accm;g: sluggish China is spooking markets which are off 21% year to date in Japan.

Is the unemployment rate a factor?

1997-2003 Looking back to the last crime boom of 1997 to 2003 we can see that unemployment rates in all age
groups rose consistently. When crime peaked in 2003, the unemployment rate also declined, Fig.
33.

Fig. 33 : Unemployment Rate by Age Group (1995-2005)
12.0

10.0

8.

o

6.0
4

2
15 24 25 34 35 44 45 54 55 64

o

o

1995 1996 =1997 m1998 m1999 m2000 m=m2001 ®2002 m=2003 m=2004 m2005

Source: Statistics Bureau
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However looking at unemployment statistics in the period from 2007-2015, we observe the opposite

2007-2015  trend in unemployment rates by age group. After Lehman Shock, unemployment rates have drifted
downwards, Fig. 34. Or do we need to delve a bit deeper in to the employment database to see the
composition of employment?

Fig. 34 : Unemployment Rate by Age Group (2007-2015)
10.0
9.0
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7.0
6.0
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4.0
3.0
2.0
IIIII
0.0

15 24 25 34 35 44 45 54 55 64
2007 =2008 =2009 ®m2010 ®=2011 ®=2012 m=m2013 m2014 m2015

Source: Statistics Bureau

One dilemma in the data is the employment referrals by government unemployment agencies for
Difficulty in pI middle or advanced aged staff (45yo+) which shows that around 25% of them end up with work in
acing 45yo+ g fixed term capacity of more than 4 months, Fig. 35. That is to say around 30,000 get placed per

annum, hardly a positive statistic. Perhaps the following statement explains part of the problem.

Former Jobu University Professor and economist Nobuo Ikeda commented on the problems and

Arendt usshortcomings of Japands hbhledai mmeempWwoy mente
in oth_er of school in a batch . . . will start by learning (elementary skills) on the job. These include company
companies  ghecific skills learned by watching more experienced workers, like personal skills, meaning they
arené6t useful i n other compaftiag®@€as ocompani e

Fig. 35 : Ratio of those aged 45+ finding employment (Tougher to get jobs)

350,000 30.0
300,000 25.0
250,000

20.0

=

200,000
5.0
0.0

150,000 '
100,000 '

ST -
0 0.0

0
1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013

=

(621
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Source: Statistics Bureau

In an interview with the government employment agency, Hello Work, in January 2016 the agency
noted the dil emma of dealing with Sharpés vol
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that registered with the Nara Prefecture agency, only 261 had found alternative employ. The biggest
Dilemmaof j ssue is that 80% of those are over 50 year:¢
Sharp v a | .0y expect the next job will pay similar salaries, benefits and title given they have housing
loans and education expenses outstanding.

My colleague Head of Research Rob Rowland made the point on companies opting for part-time
workers,

ifiThe days have passed when most department s-
their confetti bag laden ticket clippers waiting at the exits. But Japan, if anything, is moving further
Elevator girls towards a service economy. Unfortunately, the labour productivity gains over the last 20yrs have
come almost exclusively from the manufacturing sector, with retail, transport, restaurants, hotels
Productivity ar_ld business se‘rvices falling well below their global peers for productivity. At least the service is
gains from still great. . . 0
manufacturing
néSignificant revisions to the d4adb®9r mpeée sion
Labour employ irregular and subcontract workers, and hence began a dumbing-down of the workforce since
personnel less time was spent on education and training in general (putting Japanese workers in more direct
dispatch law competition with their Asian neighbours). Average monthly wages (including overtime, bonus and
changes social welfare deductions) have generally been flat over the last 5 years, though increased 0.3% in
2015 due to overtime and bonuses, but management is reticent to add to fixed costs with wage
increases as it would rather maintain flexibility through higher bonuses. Legally mandated social
Nominal Welfare costs, mainly paid by employers, have risen at a compound rate of 1.39% pa over the last
wages flat for 20 years while nominal wages have only increased 0.27% pa, such that social welfare costs have
20years risen from 10.4% to 14.8% of wages during th

Fig. 36 : Wages by type of employment by age (¥/hour)
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Source: MHLW
Fig. 37 bears this out even better. The long running trend of full-time work in a regular capacity has

Part-time given way to a lot more part-time (lower paying) jobs which has put pressure on the household
budget.
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Fig. 37 : Full-time vs. Part-Time Trend as a % of total employees in Japan (%)
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Women  Fig. 38 shows that since 2003 more women are employed part time than full time. With PM Abe
mostly part-  |ooking to encourage more women back into the workforce to offset the declining (working)

time population by expanding day-care centre places, job prospects will increasingly be part time.
Fig. 38 : Full time vs Part-time Female Employees (‘000 people)
1000 |
N

800
600
400
200
0
R DD O W o> W

$o) o) Q
e B S M ) ) O’ P L° L
FFEFF PP P FEEFSEE P E T T LT E S S S oS S

1600
1400

1200

mWomen Regular Employees Women Non-regular employees

Source: Statistics Bureau

What we can deduce from Figs. 34 & 36 is simple - the quality of employment is deteriorating. While
Quality of the employment rate in the recent decade has fallen contrary to 1997-2003, lower paid part-time
employment work has grown since then from 30% to 37.4% of the total. For women this is now 56%. If PM Abe
wishes to grow the economy, higher numbers of part-time workers will make the journey that much

harder.

New policy in  PM Abe has acknowledged that issue. This coming May he wishes to introduce a policy which
May requires equal wages for full-time and contract hires. However recruitment by firms will only be
marginalised should the law be introduced.
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Part-time The Japanese Institute for Labour Policy & Training JILPTYma kes t he case for
reasons o hire non-regular employees clear in Fig. 39. i To economi sandfih o wage s
non-l a b o u r aretheswo highest categories.

Fig. 39: Employerd Reasons for Hiring non-regular employees (%)

Contract employees  Dispatched workers  Part-time workers

bt e el Do 2003 2007 2010 2003 2007 2010 2003 2007 2010

Regular employees cannot be obtained 143 182 171 (169 260 206|124 176 160
To enable regular employees to specialize in key operations | 154 106 151 | 172 204 161 | 128 153 175
To deal with specialized operations 449 436 417|259 202 270|101 127 133

To obtain capable personnel who will contribute immediately | 379 383 373 (396 352 306|123 118 119
To adjust em ployment volume in response to business cycles | 217 156 150 | 264 257 247 | 234 180 232
To deal with extended business (operation) hours B9 64 73| 283 34 63204 217 238
To deal with busy and slack periods on a daily or weeklybasis| 35 45 91| 80 131 95350 372 412
To respond to shifts in special or seasonal work volume | 90 50 75 (144 203 174 | 154 145 188

To economize on wages 303 283 302 | 262 188 187 | 550 410 472
To economize on non-wage labor costs 119 81 130|266 166 162|239 213 308
For elderly person reemployment measures 73 110 146 17 26 34| 64 789 97
As rzplacements for regular employees taking childcarz or nursing-careleave | 21 24 51 88 65 151 | 21 16 52
Other 18 132 46| 17 70 21 24 106 68

Source: Japan Institute for Labour Policy & Training

For While convenient work hours are a high factor for part-time workers note that il ac k of
employees € mp |l oy ment o [sphe mdstconsistently Bigh factor for male employees selecting non-
regular jobs, Fig. 40.

Fig. 40: Male Employeed s R e a s salesting mon-regular employment (%)

Men

Contract Regularly employed istered
employees dispatched workers dispatched workers

2003 2007 2010 2003 2007 2010 2003 2007 2010 2003 2007 2010
To make use of specialized qualifications or skills | 549 470 513 | 360 287 326 (346 184 189 | 1192 137 171

Part-time workers

To engage in a higher-income occupation 1779 210 198 | 205 231 188 | 203 267 224 6.8 9.8 52
To work hours that are convenient for me 87 122 104 52 87 97 | 134 146 220 | 454 566 487
To work shorter hours or fewer days 65 112 79| 49 47 51| 49 122 152 | 233 187 179
Work is easy and responsibilities are light 33 72 6.1 54 133 137 71 176 127 | 112 1535 159

Wanted to carry out "employment adjustment® | 17 30 26 19 12 12 12 1.7 19| 43 72 32
To supplement household income, earn tuition, etc. 55 93 98 449 9.0 54 7.4 75 155 | 234 339 178

To earn money | could spend freely 72 109 8.1 93 133 97 (127 2401 225 | 307 220 334
Shorter commute 98 125 122 128 128 M3 [ N2 133 846 | 185 164 199
Did not want to be constrained by an organization | 134 94 86 (165 106 75 | 163 111 94 [ 115 180 65
Lack of regular employment opportunities 329 326 331 | 363 375 478 | 497 436 528 | 268 160 254

For domestic reasans, or soas to engagein non-woek activities swell | 41 53 56 ( 82 62 40 | 130 78 132 (179 142 97
Lacked physical Endurancetownruasaregularempbyee 24 29 19 34 19 0.3 0.5 1.7 1.1 25 27 58

Other 70 245 137 6 293 56 55 172 6.9 0.5 26 52

Source: Japan Institute for Labour Policy & Training

Female non-regular employees showed similar trends to that of men with regards to being unable

Suppl_ement to secure regular employment. Do me st i ¢ (389 was ahigl factor, however 47% said that

INCOME F s uppl ement i ng hwasseeohddd conveniencednwerk hours (50.7%). In short the
labour market is preventing stable employment which adds to individual concerns
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Fig. 41 : Jobs growth by industry in a Zero Growth outlook
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Fig. 42 : Jobs growth by industry in Economic Revival outlook
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Fig. 41 outlines the government projections of employment growth by industry according to the
JILPT. Under a zero growth scenario they expect to see most job categories decline 20-30% by
2030 (based on 2012). Medical services unsurprisingly show a rise given the aging population.
Given the population and the relative inelasticity of medical treatment required to look after the
eldery, we wonder why the o6optimistic scenariod h
key assumptions is that JILPT expects that under zero growth there is unchanged labour force
participation while economic revival calls for progressive labour participation.
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Fig. 43 : Dreaming of productivity miracles in 2020-2030
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Of more concern about Fig. 43 is the wishful thinking on annual average labour market productivity
\tfx?stfu' hitting 2.4% in an economic revival and even 0.9% in a zero growth world over 2020-2030.
inking
Still what JILPT data are telling is that employment growth (naturally a function of the declining
JILPT telling  Workforce due to aging) will stagnate, hours worked will decline and productivity will prevail. It is
data wishful thinking but if the aged cannot find ways to supplement income, then crime rates should
continue to rise which is our key findings.

JLIPT makes it clear in their 2014/5 review that degrees of education levels made for difficulties in
Education career and future prospects as well as job turnover, Figs. 44-45.

Fig. 44 : Career Problems Experienced Fig. 45 : Career Problems Experienced by
based on High School results Educational background
30.0% 25.0% 22.5%
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Source: Japan Institute for Labour Policy & Training

Figs. 46-47 show that fewer male Japanese students are attending university and junior college.
University Japanese women on the other hand are keener on university, doubling since 1990 while they have
avoided junior college since 1995.
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Fig. 46 : University Students by Gender Fig. 47 : Junior College by Gender
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Parents that understand the world is tougher out there seem to be encouraging their kids to do
university degrees (as opposed to junior college) to stay in the game. Cram schools are a part of

Lablosur;?igl everyday life for many children. With more girls graduating from university they clearly have more
tc?ughe% ambition than being glorified tea ladies to be married off to the working-bee men within the company

(internal company dating agencies are not uncommon in Japan). All this adds pressure to a self-
entitled 50 year old thinking he can outmanoeuvre an educated female who costs 20% of what he
does for the same job. This is keeping labour tribunals busier as they deal with more disputes.

I't is the smell of fear. Pressure to prevent

Labour disputes. Between 2002 and 2013, labour disputes almost trebled, Fig.49. Bullying and harassment

Tribunals  (which are obviously less palatable for companies to have floating in the public domain) as a percent
getting busier  of total disputes has ballooned from 5.8% to almost 20% over the same period, Fig.48.

Fig. 48 : Bullying & Harrassment Claims as % Fig. 49 : Total Labour Dispute Cases
of all Labour Disputes
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Source: Japan Institute for Labour Policy & Training
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Recruitment Agencies

Boon for SO this should be a boon for the recruitment agencies, right? Share prices over the last 5 years
agencies? would certainly point to that, Fig. 50.

Fig. 50 : Recruiter Index vs Topix
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Source: Custom Products Research

Fig. 51 highlights the relative position of recruitment agencies on a PER (FY1) and ROE matrix
comparing now and 2008. While ROE has seen a sharp uptick, valuation has remained flat in many
cases.

PER vs ROE

Fig. 51 : ROE vs FY1 PER for Recruitment Agencies (2016 vs 2008)
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Page |22 www.custprd.com




Custom Products Research

DIP Corp

Like most
commodity
services
commission
rates
plummet

Shortcoming
of online
recruiters

Exploiting the
elderly for
60% of the
wage of a
convenience
store clerk

Reality of
¥560/hour
wages for an
advisor

Agencies
have no
incentive to
promote 3yr
workers over
6fr
retirees

Abe is
pushing
productivity

Hong Kong
Tokyo
Salt Lake City

Online recruiters have seen a s u@3Fr20i6mredemtaidn f
points to 35.4%YoY growth in average contract/month and a 38.5%YoY jump in ads.

Sorry to be an old stick-in-the-mud old-timer but the trend for online recruiting will become like any
other in the web-based world. One, maybe two firms will gravitate to be the dominant players
meaning the others become somewhat surplus to requirements. Corporates will see little need to
advertise on multiple sites which will end up causing recruitment firms to cut prices to stay alive,

diluting value inthechai n f or al | pl ayers. Think of the
with a smattering of small scale boutiques w
The big mistake with many of these 6onlined
Filling in onebés resume online and having a

is hardly a recipe to understanding motivation and wish for career change. Without understanding
motivations and underlying skillsets a corporate could be missing out on more suitable candidates.
Better to hire one who is motivated, keen to learn and provide a different and fresh perspectives
than a burnt out has been who doesndét want t
something better comes along.

The recruitment agencies are aggressively pushing the 6 k o mo n  nfadviskra diréctory) to
register those 60yo and above. Around 80% of those registered are over that age with the balance
predominantly over 45 years ol d. The agenci €
intermediary. A corporate may have need for help with setting up an overseas factory. To avoid
having to employ someone full-time they can use these komon services to access an advisor for 6-
8hours a week. To the registered 6éempl oyeed
contract with a recruitment agency, they will get paid around ¥70,000-¥100,000/mth for the first year
which over 3 years would be a maximum of ¥175,000/mth only if they accept two roles (more
importantly if they are selected by the corporate). While 6-8 hours several days a week is the
standard contract that corporates sign up to, the komon employee will effectively be getting only
¥1,250/hour pre-tax, not much more than a student would get working in a convenient store.
Furthermore it is |likely to work out to | ec$
charge for O6overti me. | f a company deci ded
employee gets no adjustment. So in their first year a 60yo maybe in reality working for only
¥560/hour. Such is the glut of applicants one may feel under pressure to work for as long as required
to avoid someone else replacing them. It is easy for the recruiter to put forward fresh candidates to
keep their wage cost down. So even if one was to reach their 3@ year as a komon, what is the
incentive forthe agencyt o pr omot e t heme b v Btesadiléntna the elderlg vworkers
must face. This is also a potentially loaded gun for recruitment agencies should the government
realise what is going on.

Scam is the only way to think about these types of employment contracts because the recruitment
agencies are surely bound to make a very decent spread having desperate retirees effectively
prostitute themselves for these tiny wages. While their pride may be able to claim dignity of sorts by
working for an established corporate, is it worth working for 60% of what a convenience store
register clerk earns? Can the government honestly think productivity in the workforce will be
enhanced by an aging workforce being paid peanuts? No wonder elderly crime is booming.

This takes us to the point of all the productivity that the Abe Cabinet is banking on for the future
growth of Japan. The biggest mistake many make with regards to the unemployed is that any job is
regarded as a success. While perhaps a touchy-feely statement of sorts, most of us will have worked
in companies where there was a clear divide between staff that were doers (motivated) and
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spongers (demotivated). Demotivated workforces in reality dent overall productivity. Whether it is
guality control i ssues that arise at a manuf
a request. It has a concertina effect. If a firm is then pushed toward tough economic times (which

Demotivated J @pPanodéds sl owing economic growth does not hel

workforces  and biscuits before people start fearing targets on their back exacerbating productivity rot. Sales
suffer from a softer backdrop but fear of failing to hit targets pervades recycling the fear of losing
onebdbs job. It is a vicious <circle. The oppo
driven by external factors primes internal motivation. These are psychological factors.

For a retired senior logistics manager in Shimane prefecture, is a job behind a convenience store

J_Ob_VS counter three days a week to get by something he will hold his head up high? Sure he may have a

humiliation 551, it desperation as a motivation is something that could fester to wanting to give up out of the
humiliation of it all.

Online recruiters will undoubtedly improve services. However with a declining workforce (Figs. 40-

Intensified  41), intensified competition (aka price competition) and lower priced employees claiming

COMMISSION  ¢ommissions may prove to be difficult. On top of that if PM Abe equalises contract and regular
employee salaries then new hiring may slow.

Comparing Recruiters

We decided to compare historical revenue growth and margins of the Japanese recruitment

agencies against Australian firm Seek (SEK AU). Seek by way of reference has underperformed

Comparing  the ASX index by 17.4% in the past 12 months. In Figs. 51-53 Seek has the most consistent revenue
recruiters growth rates and highest operating and gross margins. Recruit Holdings (6098) has just recently
listed so it has been excluded in the below studies suffice to say its gross and operating margins

were 50.5% (Seek: 96.6%) and 9.9% (Seek: 43.1%) respectively. The charts speak for themselves.

Fig. 52 : Revenue Growth of Recruitment Agencies
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Seek Temp Holdings DIP Corp Meitec Pasona En-Japan

2007 33.9% 13.5% -0.2%

2008 -0.9% 27.1% -2.7% -7.7%

2009 34.7% -8.3% -30.4% -32.7% -16.1%
=2010 22.2% 0.3% 19.5% 14.9% -2.6% -2.1%
m2011 28.9% 3.5% 20.0% 8.4% 1.5% 23.7%
m2012 17.8% 6.0% -20.0% 5.0% 14.4% 9.8%
m2013 36.9% 46.6% 42.7% 6.5% 0.5% 23.5%
m2014 20.3% 10.6% 49.7% 9.7% 8.4% 17.1%

2007 =2008 =2009 ®m2010 =2011 m2012 =2013 m2014

Source: Custom Products Research
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Fig. 53 : Recruitment Agency Gross Margins (%)
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Seek Temp Holdings DIP Corp Meitec Pasona En-Japan

2006 97.7 91.9 29.8

2007 98.1 93.3 29.6 20.8

2008 96.1 14.1 93.6 28.4 19.9
= 2009 91.8 16.8 89.2 13.0 20.0 82.3
= 2010 91.2 15.8 86.0 21.0 18.8 83.6
m2011 92.0 15.8 82.7 25.5 18.6 84.8
m2012 97.8 16.0 84.6 26.6 19.3 85.8
m2013 95.9 235 87.8 26.1 19.3 88.5
m2014 96.6 24.1 90.5 26.4 20.3 90.2

2006 ©2007 =2008 ®=m2009 m=m2010 m=2011 ®=2012 m=2013 m2014
Source: Custom Products Research
Fig. 54 : Recruitment Agency Operating Margins (%)
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Seek Temp Holdings DIP Corp Meitec Pasona En-Japan

2006 49.4 7.8 14.1

2007 49.9 8.4 13.8 2.7

2008 42.5 3.6 11.6 11.6 1.3
=2009 40.4 2.8 4.0 -9.2 2.0 12.3
=2010 36.0 2.6 2.2 4.2 1.4 17.8
m2011 40.0 35 7.0 8.1 1.1 20.9
m2012 68.1 4.0 2.7 9.0 1.5 20.5
m2013 35.9 5.1 13.1 9.3 1.5 20.5
m2014 43.1 5.9 24.6 11.6 1.5 20.1

2006 2007 =2008 ®m2009 ®=2010 ®=m2011 m=2012 m=2013 m=2014

Source: Custom Products Research
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Compared to Seek, the best Japanese performers on gross and operating margins - DIP Corp
(2379) and En-Japan (4849) - have outperformed by 131% and 110% respectively in the past 12
months. Over the past two years, DIP is up 580% and En-Japan is up 57% respectively. Fig. 55
outlines the comparative valuation differentials.

Fig. 55: Comparative Valuations of Recruitment Agencies

Temp
Holdings

20.88x

Meitec
14.94x

Pasona
26.19x

Recruit
26.75x

DIP Corp
27.55x

En-Japan

Cons FY2 PER 15.17x 19.73x

Cons EV/Sales 6.55x 1.11x 4.83x 2.44x 0.74x 0.16x 1.10x

Cons EV/EBITDA 13.57x 8.37x 16.03x 8.96x 9.77x 5.11x 8.94x

Price/ FCF 14.92x 15.64x 16.51x 16.58x 10.85x 4.21x 14.74x

Dividend Yield 2.81% 1.25% 1.39% 1.94% 0.77% 1.43% 2.76%

43.10% 9.90% 24.60% 20.10% 5.90% 1.50% 11.60%

Source: Custom Products Research (Date: Feb 17, 2016, Cons = Bloomberg Consensus)

Operating Margin

With GDP growth negative again can Japanese recruiters continue to sustain these growth levels
much less place candidates with corporate Japan?

Employment levels in Japan will fall. It is a mathematical fact given the rise in retirees but the
problem about unempl oyment essentially boils
There maybe 1,000 positions open in furniture removals but if the majority of candidates are 65 year
olds with lower back pain it is unlikely they will be good choices. We accept it is an extreme example
but we did have such issues with pilot shortages a decade ago. Pilots not only have to be qualified
to fly they need to be qualified to fly a specific type of aircraft. If all the demand is for Boeing 737
pilots but all the supply is Airbus A320 pilots then the airline has to consider whether to bid up 737
pilots from other carriers or switch their order to A320s. Given the long lead times, even if the A320s
are ordered can they be delivered in time to meet the demand? Employing new staff is rarely
smooth. Integrating an employee with 25 years of bad habits at an old firm may still think he wields
the same authority as his former business card.

Training of Workforce T one can get free training inside prison but not outside

Crime in Japan is a problem that will not simply disappear with the evolving mix of aging
demographics, poverty, unemployment, underemployment and economic stagnation. If active
retraining of inmates to help them find new careers after release occurs inpri son why
being spent on finding ways to redeploy those out of prison? The idea that any job will do is a recipe
for failure and cannot be relied upon as a sustainable program. Most vocational training by Hello
Work, the government unemployment insurance agency, is broad and non-specific. Any specific job
training will be o6paid fordé which ultimately
confidence a job will be attainable at the end of it.

The question is how recruiters cope with the above? Shouting out having the most candidates
registered is a meaningless statistic. It may be good for marketing purposes but if 90% of 1,000,000
registered jobseekers are unlikely to be deployed, then the effective applicant list might be smaller
than the competition which claims it has 200,000. Investors should be looking at revenue/registered
candidates to get a proper feel for recruiter placement efficiency.
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Fig. 56 : Vocational Training in Japanese Prison (2013)
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Source: Statistics Bureau

The opportunity for the recruitment industry is to work with the government to find a way to increase
the value quotient of unemployed candidates such that they are more attractive to companies. The
government wants people employed to reduce burdens on the state but no favours will be done by

just focusing on staring at a declining unemployment rate and wondering why crime continues to

march higher. A key to getting Japan revived is by having more skilled workers such they can get
close to the productivity targets the government has pinned its hopes to.

Summary

What Japan is sitting on is a cultural time bomb. Decades if not centuries of order, rank and tradition
are giving way to self-interest because of the harsh realities of the underlying economy at the coal
face. The adjustment phase is painful. The heart says to obey these social institutions but the head
knows there are bills to pay and a family to feed.

The nuclear family is dying rapidly. Fewer marriages, higher incidences of divorce and biting
economics are putting pressure on households. Single parents comprise 25% of the total. Middle
income America single parenting runs at 29% up from 5% forty years ago. Japan is already there.

J a p a mafiosal shotgun marriage rate is already at 25%. Amer i cabds births

totalled 20% in 1982. Today that rate is 41%. Okinawa is already at 42%. The trend is growing. The
economic stress of single-parent households in the American experience has meant kids are getting
fewer opportunities in terms of extra-curricular activities and further education. Japan is sure to
follow this pattern. Rising child abuse as the police note is driven by tougher economic conditions.

Headline unempl oyment rates may have declin
employment is falling with the surge in part-time workers. The shift to komon meikan style contracts
run by recruiters looks to be a way to place the abundance of Japanese retirees into the promise of
6val ue adseand® beWite nkore than exploitation in disguise. There must come a point

where the dissatisfaction of over promise and under deliver by recruiters will come to a head with

these senior employees. Such headlines would be a large negative for recruitment agencies and
heaven forbid 6 s a r styteicompensation faced by the consumer lenders.
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Recruitment agencies are possibly staring at commoditisation and compressed prices if the online
trend continues. It would seem logical that there are opportunities to focus business on re-training.
It is the only way to get value added improvements that lead to productivity gains than fiddling with
labour laws and wage policy that will dissuade companies from hiring. Surely the government has
a higher priority to re-skill its workforce before having free tuition in prison.

Would a plan to force companies to make their staff take a minimum two weeks holiday to reduce
stress and encourage more family time help reduce a breakdown in the nuclear family? There is no
real restriction but most Japanese employees self-impose short holidays so that they do not appear
to be putting themselves before the company. This thinking while noble is not helping solve for the
family breakdown.

Fig. 57 : Outtakes i More societal change afoot

Source: Kentaro Kogi
The City Hall of Mitaka in Tokyo has draped signs on footbridges trying to drum Japanese workers
to consider putting +4immplkaddiad aocebet Iapadwsel
company ahead of family. Seems to tie in to the admission that citizens need to strive for family time
without feeling vilified by their company for fear of losing their job.

The sad reality is that most Japanese realise the changes that need to be made. However to improve
the quality of life, government policy will have to be the enforcer to take away social stigma which
pervades the country. Accountability is not a hallmark of this society. We only need to look back to
2005 at how quickly business adopted the gov
PM Junichiro Koizumi. It is unlikely Japanese workers would have dispensed with neckties if the
gover nment moteld.rfd took phis mmuch effort to impact white collar dress codes what
hope has work-life balance and trying to assimilate tormented workers dealing with their final years
got i f the government doesné6t tackle it head

Nothing is impossible but the clock is ticking with a national balance sheet sinking under the weight
of an economy struggling to get out of reverse gear. Do not for one second believe the headlines
which make Japanébés employment situat i ohiftoflmore!|

heading toward poverty, employment for many it is looking much more like the Haunted Mansion.
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