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“Japan's growth strategy is driven by the semiconductor industry.”

This was the powerful message delivered by Prime Minister Kishida at the opening ceremony of SEMICON
Japan, a specialised semiconductor industry trade fair. The Prime Minister’s words reflect the reality that the
current trends in the semiconductor industry present Japan with excellent opportunities that the government
is actively pursuing. In this article we will shed some light on semiconductors in Japan, focusing on industry

trends and the efforts of the Japanese government.
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The global semiconductor industry is expected to grow by 2.3 times over the next decade, driven by new
technologies in Al, next-generation automobiles, and robotics. We have identified two key trends in the

semiconductor industry: “advancement of semiconductors" and “restructuring of the supply chain”.

The focus of semiconductor advancement has traditionally been on pursuing "miniaturisation”. However, as the
physical limits of miniaturisation have become an issue, the importance of materials and processing
technologies, such as innovative materials and three-dimensional structures, has been increasing. In terms of
supply chain restructuring, the semiconductor shortage caused by COVID-19 and potential procurement
challenges due to geopolitical risks have prompted nations to position semiconductors as a strategic

commodity and to develop supply networks domestically and in friendly countries.
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The Japanese semiconductor industry is characterised by its dominant share in the supply chain and
attractiveness as a production base. Sub-materials and manufacturing equipment, in which Japan has a high
market share, are expected to grow alongside technological evolution. A good example of this is the integration
of Japanese equipment and materials companies by major semiconductor manufacturers, such as Samsung's
establishment of a new research centre for next-generation semiconductor packaging technology in Yokohama.
This suggests that Japan's technological capabilities are highly valued. In terms of geopolitics, Japan has a
strong advantage as a production base because of its alliance with the U.S. Moreover, Japan has political and
economic stability, in addition to many suppliers helping to manufacture chips. In particular, when Taiwanese
manufacturers consider regional diversification, Japan has a high affinity due to its proximity and cultural
similarities. Several Taiwanese foundries are moving forward with the establishment of new bases in Japan. This
indicates that there is an excellent opportunity for Japanese companies as they align with the trends of the

semiconductor industry.

In addition to these unique characteristics, an essential element of the Japanese semiconductor industry is
government commitment. At SEMICON Japan, Mr. Amari, Chairman of the Promotion of Semiconductor
Strategy of the ruling Liberal Democratic Party of Japan, stressed the need for government involvement in the
industry. He stated, "In the coming era, the existence of a strong semiconductor industry for a nation can mean
the difference between life and death”. Furthermore, moves by the Ministry of Economy, Trade and Industry
(METI) over the past few years have been astonishingly bold, and the Japanese government is providing a wide
range of national policy support to semiconductor production. On the production side, the construction of
TSMC's Kumamoto plant, subsidised by MET], is progressing at an unprecedented pace and is scheduled to
open in February. It is in contrast to a U.S. plant project, which will push back the launch of operations to 2025.
This recertifies how Japan can improve its reliability as a production base, and TSMC has already decided to
build another plant. We believe Rapidus, a company established under a Japanese government directive, is
the key to establishing a purely domestic manufacturer of cutting-edge semiconductors. Although many were
initially sceptical about the roadmap to manufacture "2-nanometer" semiconductors, it is now becoming more
feasible thanks to the collaboration with IBM and imec, the presence of equipment and materials companies,
and a new business alliance with a Canadian Al company. In terms of the materials industry, Japan has taken
the lead in the reorganisation of the resist industry and the government has offered subsidies to companies
such as SUMCO, a major producer of silicon wafers, and IBIDEN, a chip packaging provider. This can be taken

as a strong message of commitment by the government to protect and enhance technology.

Although Japan's semiconductor-related national policies are often cited as examples of past failures, the latest
initiative combines "industry trends," "Japan's strengths," and "government policy" at a previously unseen level
that is leading to high expectations. At the same time, from an investment perspective, we believe that this

presents a set of attractive investment opportunities.
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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.

Any enquiries regarding the products should be made to:

Kei Ohashi

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
Financial Conduct Authority
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