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While Japan shares many characteristics with the West – a democratic political system and capitalist
economic system among them – one area that distinguishes Japan as an outlier is the attitude the Japanese
people have toward their homes. For many of us, in addition to the stability it provides, home ownership has
traditionally been front and center in our plans for building wealth and planning retirement. In Japan,
homes have a rapid depreciation cycle and are virtually worthless after 25-to-30 years; in most cases, a
vacant plot would be more desirable than a plot with an existing structure. Land holds value. Dwellings do
not.
How has this unique situation come about?
Japan sits on or near the boundary of multiple tectonic plates, making it susceptible to earthquakes and
other natural disasters. Because building techniques are constantly improving resilience to natural disasters,
many older homes fall outside the continually updated safety regulations and, as a result, are not trusted by
the Japanese public. Japan, therefore, has a minimal secondhand housing market.
Exacerbating this view of structures as temporary is the rebuilding effort that took place after World War II.
Construction quality in many cases was poor, with little earthquake resilience and lacking common features
such as insulation. The practice of rebuilding every 30 years or so has lingered ever since.
What does this mean?
In the West, households typically build wealth through their home. With only a limited second-hand market
to speak of in Japan, there is little prospect to build wealth through home ownership. Values depreciate over
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a 25-to-30-year period (a typical building life), and given the ever-stringent seismic regulations, housing is
seen more as a commodity to meet a need, rather than an avenue to wealth creation.
This situation has resulted in a greater focus on product itself. More than half of the dwellings in Japan’s
major centers are rented, and this higher proportion of renters gives landlords a larger pool of occupants to
ensure their investment provides a potential return. However, there is more direct competition between
new-build sales and rented accommodation, with the determining factor being the property’s ability to meet
the occupants’ needs.
The shortened property life cycle also has an unintended economic benefit for the construction sector, in
that a 25-to-30-year lifecycle implies on average an underlying replacement of residential stock of between
3.3%-4.0% per annum, ensuring a base level of construction demand through the cycle. While this may
create a sustained contribution to economic activity, it also undermines efforts on environmental and
sustainability fronts. The construction sector consequently produces a significant amount of waste, even
when materials are recycled, and consumes large amounts of energy, increasing overall emissions.
For investors in this market, particularly for multi-family, return expectations must account for discounting
values back to site value in 25-to-30 years. For housing developers, it is important to offer a product that
owner-occupiers will be willing to commit to for the entire economic life of the property (given the lack of
secondhand market), or flexible enough to accommodate regulatory changes. This situation is clearly not
optimal from an Environmental, Social and Governance standpoint; while efforts are underway to address
the issue, it will be difficult to change long-term market behavior.
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IMPORTANT INFORMATION
Any forecasts in this document are based upon Barings opinion of the market at the date of preparation and are subject to change without
notice, dependent upon many factors. Any prediction, projection or forecast is not necessarily indicative of the future or likely
performance. Investment involves risk. The value of any investments and any income generated may go down as well as up and is not
guaranteed. Past performance is no indication of current or future performance. PAST PERFORMANCE IS NOT NECESSARILY
INDICATIVE OF FUTURE RESULTS. Any investment results, portfolio compositions and or examples set forth in this document are
provided for illustrative purposes only and are not indicative of any future investment results, future portfolio composition or investments.
The composition, size of, and risks associated with an investment may differ substantially from any examples set forth in this document.
No representation is made that an investment will be profitable or will not incur losses. Where appropriate, changes in the currency
exchange rates may affect the value of investments. Prospective investors should read the offering documents, if applicable, for the details
and specific risk factors of any Fund/Strategy discussed in this document.For Professional Investors/Institutional Investors only. This
document should not be distributed to or relied on by Retail/Individual Investors. Barings LLC, Barings Securities LLC, Barings (U.K.)
Limited, Barings Global Advisers Limited, Barings Australia Pty Ltd, Barings Japan Limited, Baring Asset Management Limited, Baring
International Investment Limited, Baring Fund Managers Limited, Baring International Fund Managers (Ireland) Limited, Baring Asset
Management (Asia) Limited, Baring SICE (Taiwan) Limited, Baring Asset Management Switzerland Sàrl, and Baring Asset Management
Korea Limited each are affiliated financial service companies owned by Barings LLC (each, individually, an "Affiliate"), together known as
"Barings." Some Affiliates may act as an introducer or distributor of the products and services of some others and may be paid a fee for
doing so.
NO OFFER:
The document is for informational purposes only and is not an offer or solicitation for the purchase or sale of any financial instrument or
service in any jurisdiction. The material herein was prepared without any consideration of the investment objectives, financial situation or
particular needs of anyone who may receive it. This document is not, and must not be treated as, investment advice, an investment
recommendation, investment research, or a recommendation about the suitability or appropriateness of any security, commodity,
investment, or particular investment strategy, and must not be construed as a projection or prediction.
In making an investment decision, prospective investors must rely on their own examination of the merits and risks involved and before
making any investment decision, it is recommended that prospective investors seek independent investment, legal, tax, accounting or other
professional advice as appropriate. Unless otherwise mentioned, the views contained in this document are those of Barings. These views
are made in good faith in relation to the facts known at the time of preparation and are subject to change without notice. Individual
portfolio management teams may hold different views than the views expressed herein and may make different investment decisions for
different clients. Parts of this document may be based on information received from sources we believe to be reliable. Although every effort
is taken to ensure that the information contained in this document is accurate, Barings makes no representation or warranty, express or
implied, regarding the accuracy, completeness or adequacy of the information.
OTHER RESTRICTIONS:
The distribution of this document is restricted by law. No action has been or will be taken by Barings to permit the possession or
distribution of the document in any jurisdiction, where action for that purpose may be required. Accordingly, the document may not be
used in any jurisdiction except under circumstances that will result in compliance with all applicable laws and regulations.
Any service, security, investment or product outlined in this document may not be suitable for a prospective investor or available in their
jurisdiction.
Copyright and Trademark:
Copyright © 2020 Barings. Information in this document may be used for your own personal use, but may not be altered, reproduced or
distributed without Barings’ consent.
The BARINGS name and logo design are trademarks of Barings and are registered in U.S. Patent and Trademark Office and in other
countries around the world. All rights are reserved.
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