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The Japanese tourism industry and conditions for recovery

One of the achievements of Abenomics has been the revitalization of the tourism industry which resulted in a
large increase in foreign tourists to Japan. The number of foreign visitors to Japan increased from 8.36 million in
2012, when Abe came into office, to 31.88 million by 2019, just under a quadruple increase, producing an
economic impact. The government has also set a target of 40 million foreign visitors to Japan in 2020 through
active promotion. Unfortunately, due to COVID-19, it will take some time to achieve this year's target and to
recover to levels seen in 2019. Although Japan's tourism industry will take several years to fully recover, we
believe that the conditions for recovery are better than those of other countries.

According to data released by the United Nations World Tourism Organization (UNWTO), the number of
international tourists in 2019 increased by 54 million year-on-year to a record 1,461 million. In 2019, the
number of foreign visitors to Japan increased by 2.2% from the previous year to 31.88 million, and the amount
of travel consumption by foreign visitors to Japan increased by 6.5% from the previous year to about JPY 4.8
trillion, both reaching record highs. Travel consumption has more than quadrupled from about JPY 1.1 trillion in
2012 when PM Abe came into office. Compared internationally, Japan ranked 11th in the number of foreign
visitors in 2018 with 31.19 million (3rd in Asia), and ranked 9th (2nd in Asia) with USD 42.1 billion in
international tourism receipts ranking (Figures 1 and 2).
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Furthermore, it can be seen that the positive effects are spreading from urban areas to rural areas. The
number of foreign visitors to Japan visiting regional areas other than the three major metropolitan areas of
Tokyo, Osaka, and Nagoya, is increasing year by year, reaching 18.4 million in 2019 (3.83 million in 2012).
Especially since 2016, the regional areas have been driving the increase in the number of foreign visitors to
Japan. Also, at the Rugby World Cup 2019 Japan, the impact of foreign visitors to Japan on the regional
economy was very clear, and the number of foreign guests from participating countries during the tournament
increased significantly in the rural areas compared to the previous year. By the way, unit consumption of
foreign tourists participating in the Rugby World Cup Japan was 2.4 times that of non-participants (i.e. ordinary
tourists)

However, since the spread of COVID-19, the movement of people around the world has been restricted, and
the tourism industry in Japan has been hit hard. In Japan, the national emergency was lifted on May 25th, and
domestic long-distance travel using airplanes and trains has gradually picked up. However, as of July 13th,
Japan has prohibited tourists from 129 countries and regions entering the country as result of the pandemic.
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The impact of COVID-19 on tourism-related industries will be summarized here. According to the Japan
Tourism Agency, internal tourism consumption in Japan was JPY 28 trillion (approximately USD 260 billion) in
2019, of which JPY 22 trillion (78.5%) came from domestic travel by Japanese tourists and JPY 4.8 trillion
(17.2%) from foreign tourists (Figure 3). From this, it is clear that the greater economic impact is from the self-
restraint of domestic travel by Japanese tourists. Since the national emergency was lifted, the number of
COVID-19 cases has diminished, but it has not hit zero. It is difficult to expect a rapid recovery of domestic
travel under such circumstances. Considering the above, it is quite natural to think that it will take several
years for domestic tourism-related industries to return to pre-COVID-19 levels, including inbound tourism.
Especially for 2020, as the public and private sectors continue to take preventive measures against COVID-
19, we don’t expect the domestic tourism industry to recover significantly.

Figure 3 - Tourist consumption in Japan
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Although the tourism-related industry faces a difficult situation, when considering future recovery, two
features should support the industry: "Japan has a low inbound rate compared to advanced tourism
countries" and "we can anticipate large-scale government stimulus measures".

First of all, the number of inbound tourists has increased sharply since 2012, but as mentioned above, it is
still small compared to domestic travel by Japanese tourists. Also, the proportion of inbound tourist
consumption to total in Japan is small compared to other advanced nations (Figure 4). When COVID-19
subsides, we expect countries to restore domestic travel first. Although we expect every country to suffer from
low inbound tourism for the time being, Japan, which has had relatively low inbound dependence, can make
up for it on its own. It is domestic travel that will fill the void, and there is also the likelihood of it being an
alternative to overseas travel. According to the 2017 Travel and Tourism Satellite Account, Japanese spend
JPY 2.9 trillion on overseas travel. Furthermore, if you include domestic consumption (JPY 1.2 trillion) pre-
and post-international travel, the total will be JPY 4.1 trillion. The key is in diverting these funds to domestic
travel expenditure.

Figure 4 - Consumption by tourists -
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The second factor supporting the recovery of the tourism industry is government policy. The Japanese
government introduced the “Go To Campaign” of JPY 1.7 trillion in the first supplementary budget for fiscal
2020, which was passed in April, as a measure to stimulate demand in the tourism and restaurant industries
among others. As part of this campaign is the "Go To Travel Campaign” which subsidizes an amount
equivalent to up to half of the travel fare. A budget of JPY 1.4 trillion was allocated to the "Go To Travel
Campaign". This is a huge budget of over JPY 10,000 per person even if simply divided by the total
Japanese population. This type of large-scale government support for the tourism industry cannot be found
in other countries. The "Go To Travel Campaign" is due to launch on July 22nd. In addition, we believe that
part of the special fixed-amount benefit (i.e. government handout) of JPY 100,000 per citizen, which was
provided as part of the economic measures against COVID-19, could be spent on domestic travel. According
to the questionnaire, "What | want to do when COVID-19 ends", the top item was eating out followed by
domestic travel. Thus, it is highly possible that a portion of the benefits will go to domestic travel (Figure 5).

Figure 5 - What | want to do when COVID-19 ends
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Source: Brand Research Institute (as of April,2020)

It should take several years for the domestic tourism industry to return to pre-COVID-19 levels. However,
compared to other countries, Japan's tourism industry should recover more quickly. On the other hand, we
believe that it is necessary to further stimulate domestic travel demand, while inbound tourism demand cannot
be expected for the time being under COVID-19.

In June, the Japanese government urged companies to promote vacations and to spread out the timing of
holidays as a means to reinvigorate travel demand while preventing the spread of COVID-19. In Japan, travel is
concentrated in May, which has consecutive holidays, and in August, which coincides with summer holidays.
Thus, congestion and shortage of accommodation facilities at tourist spots is anticipated and will pose problems.
According to a 2019 survey by the Japan Tourism Agency, domestic travel consumption was notably high at
JPY 3.6 trillion in August and JPY 3 trillion in May (Figure 6). If demand is spread out, it will be possible to find
new demand for those who have avoided travel due to congestion. With worries over COVID-19 yet to subside,
such government-led efforts are required.

Figure 6 - Tourist consumption in Japan by month (2019)
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Disclaimer — UK

This marketing communication is issued by Sumitomo Mitsui Trust International
Limited (“SMTI"). SMTI is authorised and regulated by the United Kingdom'’s
Financial Conduct Authority (the "FCA"), whose address is 12 Endeavour Square,
London, E20 1JN, United Kingdom.

This marketing communication has been made available to you only because
SMTI has classified you as a professional client in accordance with the FCA's rules.
If you have received this marketing communication from a source other than
SMTI, you should contact SMTI before using it or relying on it. You must not send
this marketing communication to any other person without first having received
written approval from SMTI.

The information contained in this marketing communication (the “Material”) is
being made available for information purposes only and is designed to provide
information on the investment services which SMTI may offer to clients.

Nothing in the Material amounts to or should be construed as an actual offer by
SMTI to provide any investment services to any person. If SMTI agrees to provide
any investment services to any person, those services will be the subject of a
separate written agreement between SMTI and that person. Furthermore,

the Material has not been prepared with any consideration of the individual
circumstances of any person to whom it is communicated.

Accordingly, it is not intended to, and does not, constitute a personnel
recommendation in relation to the purchase or sale of, or exercise of any rights
in relation to, any financial instruments or advice in relation to any investment
policy or strategy to be followed. The Material also does not contain the results
of any investment research carried out by SMTI and is not intended to amount to
a financial promotion of any particular financial instrument which may be referred
toinit.

While SMTI uses all reasonable endeavours to ensure the Material is accurate, it
has not been prepared with a view to any person relying on it. Accordingly, SMTI
accepts no responsibility for any loss caused to any recipient of this document as
a result of any error, inaccuracy or incompleteness in the Material, nor for any
error in the transmission or receipt of this communication.
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Head of Investment Management Department

Sumitomo Mitsui Trust International Limited

155 Bishopsgate, London EC2M 3XU, United Kingdom

Direct: +44 (0)20 7562 8412

Email: imd@smtil.com

Sumitomo Mitsui Trust International Limited is authorised and regulated by the
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