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Corporate Activity and Flow of Money - Risk of Funds Shortage Limiting Corporate Activities
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In the past, corporations were in a perpetual state of a shortage of funds, but recently they have been in a state of a cash surplus.
This is due to the weakening of the demand for funds, particularly with respect to short-term funds, since the bursting of the bubble
economy, in addition to the abundance of internally generated funds supported by strong corporate profits. The demand for funds
relative to the size of the economy and the size of the companies has been rapidly weakening since the bursting of the bubble.
Thereafter, the economy continues to expand and balance sheet adjustments have run its course, but the condition of a funds
surplus continues. As a result, the internal retention has been increasing and the shareholder’ s equity ratio continues to rise, causing
sluggish improvements in return on equity (ROE).

That being said, there has been some recent shrinkage in the margin of corporate cash surpluses. Furthermore, a decline in the
savings rate of households, the primary supplier of funds, continues. As a result, there is concern that should corporations experience
funds shortages in the future, corporations would be unable to raise the necessary funds and become an impediment to economic
growth.

In terms of factors for the decline in the household savings rate, while the impact of an increase in elderly households, which have a
high propensity to consume, has made steady contributions, in reality it has not been that significant. Rather, the decline in the
receipt of property income due to the deterioration of the wage and employment environments, and the decline in interest rates since
the bursting of the bubble economy have had a significant impact on disposable household income. For households, such factors
causing a decline in savings actually have bloated corporate profits through the reduction of costs, and have become a cause in
expanding the internal generation of funds.

In the future, when the corporate funds surplus shrinks and corporations fall into a funds shortage, if this leads to higher interest
rates, increased dividend payments, and an increase in employee compensation, all of which will lead to expansion of savings for the
households, the risk of corporations experiencing difficulty in raising funds will be low, and the concern that it would become an
impediment to economic growth would be small.
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