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SUMMARY

® Against a backdrop of monetary policy normalization, accelerating inflation, and concerns over
expansionary fiscal policy, Japan is clearly shifting away from the “era of zero interest rates.” Moving
forward, business plans will need to be revised based on the assumption that positive interest rates will
become the norm.

® Rising interest rates do more than increase the burden of debt repayment; they also raise the cost of capital
and alter the criteria used to evaluate business value. As a result, capital-intensive, low-growth businesses
will be at a disadvantage, and standards for assessing the rationality of asset holdings and asset efficiency
will become even stricter.

® Ina high interest-rate environment, the key question is who can generate value at the lowest cost of capital.
Carve-outs of non-core businesses promote capital reallocation and portfolio renewal. Moreover, the ability
to leverage a diverse range of asset vehicles, such as private equity funds, leasing companies, and trading
companies, will be a key determinant of corporate value.

1. JAPAN RETURNS TO “A WORLD WITH INTEREST RATES”
1-1. Background behind rising interest rates

Long-term interest rates in Japan have been rising noticeably recently, and some say the interest rate cycle has
entered a new phase. The yield on 10-year government bonds has exceeded 2%, reaching levels not seen
since 1999, while the yield on 30-year government bonds has surpassed its all-time high and is approaching
4%. In addition to the Bank of Japan’s normalization of monetary policy and prolonged inflation, concerns about
the soundness and sustainability of public finances in light of the Takaichi administration’s expansionary fiscal
stance are likely a contributing factor.

Even following the Bank of Japan'’s lifting of its zero interest-rate policy in 2006, after steadfastly sticking with the policy
since1999, interest rates remained low. With the introduction of negative interest rates in 2016, Japan experienced a
prolonged “era of zero interest rates.” Interest rates, which fell further in the second half of 2019, remained low due to
global monetary and fiscal easing in response to the COVID-19 pandemic. However, following rapid monetary tightening
led by the US in 2022 and high domestic inflation, interest rates began to rise, and the pace of increase has accelerated
since the negative interest rate policy was discontinued in 2024. The “decline in confidence in Japan” has been reflected
in the foreign exchange market as well. Even after the Bank of Japan raised interest rates in December 2025, the yen’s



depreciation continued unabated,! and the exchange rate fluctuated wildly amid speculation that Japanese and US
authorities were conducting “rate checks.” The Liberal Democratic Party’s landslide victory in the February 2026 House
of Representatives election, in which it campaigned on a platform of “responsible expansionary fiscal policy,” eased
concerns about excessive fiscal measures and brought the trends of soaring interest rates and a weakening yen to a
halt. However, interest rates remain at high levels due to long-term concerns.

While the declining birthrate and aging population were once seen as factors contributing to deflation, they are
now linked to rising social welfare costs, and there is a persistent view that interest rates will continue to rise
due to structural fiscal instability. The sharp rise in longer-term interest rates likely reflects market concerns
about the future of Japan’s fiscal situation (Figure 1).

Figure 1: Trend of long-term interest rates in Japan
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Notes: The “10Y20Y forward” is an interest rate calculated from market prices that reflects future interest
rates starting 10 years from now and continuing for the following 20 years.

It is considered to better reflect the market's assessment of future fiscal sustainability than 30-year bond
yields, as it is derived by comparatively downplaying the impact of supply-demand dynamics and liquidity
premiums specific to 30-year bonds, in addition to recent fiscal and monetary policy factors. The data is as
of March 10, 2026.

Source: Compiled by MGSSI based on data from Bloomberg

1-2. The negative impact of high interest rates across a wide range of industries

In Japan, interest rates have effectively remained at zero for nearly a quarter of a century, and companies have
formulated their financial and business strategies on this assumption. However, as the country returns to a world
with positive interest rates—and given the possibility that this environment could become the new normal or
even intensify—companies are being compelled to adopt new strategies. According to a survey conducted by
Teikoku Databank in December 2025 (covering 24,274 companies nationwide), the overall percentage of
respondents who stated that rising interest rates would have a “greater negative impact than positive impact”
increased by 6.6 percentage points compared to April 2024 (Figure 2). The fact that the percentage of “negative”

I Typically, monetary tightening tends to exert upward pressure on a country’s currency in the foreign exchange market, as it
encourages capital inflows into domestic assets by widening the interest rate differential between domestic and foreign markets.
However, following the Bank of Japan’s rate hike in December 2025, the yen remained weak, partly due to fiscal concerns.

2 A rate check refers to the act by which a central bank responsible for foreign exchange intervention inquires with financial
institutions about the current exchange rate. This is often carried out as a preparatory step for currency intervention and serves as a
strong measure to curb excessive fluctuations in the exchange market. The Nihon Keizai Shimbun reported that, regarding the situation
in December 2025, multiple US government officials revealed that the rate checks were initiated by US Treasury Secretary Scott
Bessent, and was not at Japan’s request.
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responses rose across all industries, led by the real estate sector, is clear evidence that rising interest rates are
creating challenges for a wide range of industries, and indicates that addressing this issue is an urgent priority.

Figure 2: Percentage of survey respondents who replied that rising interest
rates would have a greater negative impact (than positive impact)

April December Difference

2024 2025 Apr. 24 vs. Dec. 25

(%) (%) (ppt)
Overall 37.7 44.3 6.6
Agriculture, Forestry, and Fisheries 41.7 45.9 4.2
Financial 20.9 28.7 7.8
Construction 37.2 40.8 3.6
Real estate 47.7 59.6 11.9
Manufacturing 42.6 50.9 8.3
Wholesale 37.8 45.5 7.7
Retail 40.2 44.0 3.8
Transport & Warehousing 38.5 50.5 12.0
Services 29.6 36.0 6.4

Source: Compiled by MGSSI based on data from TEIKOKU DATABANK

2. THREE KEY POINTS TO CONSIDER WHEN INTEREST RATES RISE

The key points to consider regarding the impact of rising interest rates on companies can be summarized as
follows:

2-1. Changes in business valuation criteria

Rising interest rates not only increase the burden of debt repayment but also drive up the cost of capital (WACC),
thereby raising the profitability thresholds for all businesses. As a result, even low-growth, capital-intensive
businesses, which were previously tolerated, will struggle to gain favor unless they generate returns
commensurate with the capital invested.

2-2. Redefining asset ownership

In a high interest-rate environment, long-term, fixed assets with low turnover are particularly vulnerable to
declines in value, and holding such assets can itself become a source of risk. As improving ROE through
financial leverage becomes more difficult, requirements for higher asset turnover and greater capital efficiency
will become increasingly stringent. By contrast, assets with strong pricing power and limited substitutability tend
to maintain high profitability even in a high interest-rate environment. The key issue is not simply whether assets
should be held or not, but which assets should be held by which entities.

2-3. Business carve-outs as an option

If positive interest rates become the norm, awareness of the costs associated with holding assets will increase,
and the criteria for deciding which businesses to retain or divest will become more stringent. Under such
conditions, it will be difficult to pursue a strategy of “protecting everything,” and companies will become more
inclined to divest non-core businesses. However, for businesses whose value is expected to increase upon
becoming independent, a carve-out represents a reasonable option.



3. SUCCESS FACTORS FOR A CARVE-OUT AND TYPES OF “ASSET VEHICLES”

This section presents specific examples of carve-outs, which could be a rational option as noted in the previous
section, and examines the common requirements and strategic significance of successful cases as well as the
“vehicles” that make them possible.

3-1. Examples of past carve-out cases

In an environment with interest rates, companies are forced to be cognizant of their cost of capital and are more
likely to be faced with the need to redesign their business portfolios. In the West, symbolic carve-outs have
taken place throughout the decades. The 1980s was a period when inflation and high interest rates led to a
more critical assessment of conglomerates’ business strategies. General Electric began restructuring its
business portfolio under CEO Jack Welch, who took office in 1981. Through the 2000s, the company improved
its profitability by scaling back and divesting itself of low capital-efficiency businesses, including those for home
appliances and certain materials, and focusing on high-margin product areas like aircraft engines, power
generation equipment, and medical devices. Another notable example is the case of AT&T, which, in 1984 in
response to an antitrust lawsuit filed by the US Department of Justice, spun off seven regional telephone
companies (the “Baby Bells”) from its core business, which was responsible for the long-distance
communication and R&D operations. The parent company lost its competitive edge following the breakup,
having lost its profitable regional operations while retaining its high-cost structure, whereas the Baby Bells
continued to generate stable cash flow at low cost under regulatory oversight.

Furthermore, the 1990s marked an era in which “capital market discipline” took hold, particularly in Europe.
Companies were forced to shift from bank-dependent financing to a management style focused on return on
equity (ROE) that catered to global investors. Responding to this trend, Germany’s Siemens undertook a
fundamental review of its diversified business portfolio. Starting with the spin-off of its unprofitable
semiconductor division,?> the company proceeded to phase out non-core businesses, and under a strategy
implemented in the 2000s, solidified the concentration of resources in high capital-efficiency core sectors such
as energy, industry, and healthcare. In the late 1990s, France's Alcatel also spun off its non-telecommunications
businesses, successfully improving its financial health and market standing over the short term, while the spun-
off businesses also strengthened their competitiveness by concentrating on their specialty operations.*

The 2000s were a time when, following the collapse of the IT bubble, the management of capital efficiency
became the top priority for businesses. In 2006, Philips (Netherlands) spun off its highly volatile semiconductor
business as NXP, allowing the parent company to focus its management resources on the less volatile medical
and healthcare sectors. After becoming independent, NXP also strengthened its business foundation;
subsequently, through the involvement of private equity funds, it improved its cost structure and built a strong
competitive edge. In addition, IBM (US) sold its PC business to China’s Lenovo in 2004, accelerating its shift
from low-margin hardware to a business structure centered on high value-added services and software. (Figure
3). These examples demonstrate the need for companies to decisively divest themselves of even their flagship
businesses in order to maintain high capital efficiency amid fluctuating interest rates and market conditions.
However, as evidenced by the post-spin-off struggles of such companies as AT&T and Alcatel, the lesson
learned is that the success of restructuring depends on striking the right balance between the business
environment and capital structure.

3 Established independently as Infineon

4 In the late 1990s, France’s Alcatel adopted a strategy of focusing on telecommunications equipment. In 1998, it spun off and listed
GEC Alsthom, which was involved in railway and power generation equipment, and also divested its non-core engineering business
(Cegelec). Through these measures, the company sought to restructure itself into a telecommunications-only firm and initially
succeeded in improving its financial health. However, it faced another crisis in the 2000s following the collapse of the IT bubble.
Furthermore, the spun off Alstom (formerly Alsthom) also fell into financial difficulties in the 2000s, showing that the results of the
restructuring were not entirely successful.



Figure 3: Examples of notable carve-out cases
|_Ea | Company | ___ Overview

The company downsized or divested low-capital-efficiency businesses,
General such as home appliances and certain materials operations, and focused
Electric (US) on high-value-added, high-ROIC product areas such as aircraft engines,

power generation equipment, and medical devices.
1980s

The company spun off its regional telecommunications operations,
allowing the parent company to focus on long-distance
telecommunications and R&D. The spun-off regional companies were
able to generate stable cash flow under regulatory oversight.

AT&T (US)

Based on a review of its diversified business portfolio, the company
Siemens streamlined and spun off non-core businesses, thereby enabling
(Germany) concentrated capital investment in its core sectors, such as energy,
industry, and healthcare.

1990s By spinning off and selling its non-telecommunications businesses, the

selling company improved its financial health and clarified its
management structure, while the spun-off businesses were able to
boost their competitiveness by concentrating on their specialty
operations.

Alcatel
(France)

The semiconductor business was spun off as NXP, while the parent
Philips company focused its management resources on medical and
(Netherlands) healthcare. After becoming independent, NXP was able to strengthen
2000s its business foundation.

The company sold its PC business to Lenovo to accelerate the shift
IBM (US) from low-margin hardware to a service- and software-centric business
model.

Source: Compiled by MGSSI based on varous reports

3-2. Common characteristics of success stories and their strategic significance

What these success stories have in common is that, in a world where interest rates are in positive territory, the
focus is on “who can extract the most value at the lowest cost of capital” rather than on the “rationality of holding
on,” and that carve-outs functioned as strategic choices rather than defensive measures. The criteria for success
are that the business, while non-core to the parent group, has measurable independent value in the market and,
even if it does not align with the parent’'s WACC, can be expected to generate a sufficient internal rate of return
(IRR) if operated as a standalone entity. Furthermore, carve-outs serve as an effective means of becoming
asset-light by enabling “portfolio optimization” — that is, the process of spinning off non-core businesses and
reallocating funds to growth areas.

3-3. The growing diversification of “asset vehicles”

For a company to spin off a business unit, it needs a buyer to take it on. In addition to operating companies, the
pool of potential buyers has diversified in recent years to include private equity funds and infrastructure funds.
Furthermore, even after the business is spun off, the functions necessary for the parent company’s operations
will be provided by third-party alternatives. Leasing companies are a prime example of such providers. Trading
companies can also be cited as entities that both acquire businesses and provide alternative functions (Figure
4).
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Figure 4: Main types of "asset vehicles™ and their characteristics

Roles & Entity Payback Acceptable | Cost of capital | Suitable assets
functions period IRR characteristics | and businesses

Operaling |\ jiymterm  High HighWACC  Growth business
company
Busi . . . .
usiness Private equity 510 years High ngh IRR Subject gf
acquisition fund requirement restructuring
Infrastructure 20 years or Low Low volatility Long-term cash
fund more flow
Provision of . .
. Leasing Period of the Interest rate- P
alternative Low : Facilities
. company contract linked
functions
Acqyl§|t|on/ Trading Medium to . Resources &
provision of Medium Balanced type .
functions company long term physical goods

Source: Compiled by MGSSI based on various reports

The operating company that serves as the recipient vehicle for a carve-out will integrate the business into its
overall strategy and seek to maximize value by leveraging synergies with existing operations and strengthening
its market position. Because investment decisions are made based on a company’s WACC, holding an
investment can be justified even when short-term capital efficiency is low, provided it offers strategic value such
as technology, a customer base, or human resources; however, capital discipline at operating companies tends
to be relatively lax, and their ability to quickly rebalance portfolios in response to changes in the business
environment is often constrained, while private equity funds aim to maximize investment returns by
strengthening governance and restructuring capital based on a clearly defined holding period and exit strategy,
with their strength lying in the ability to unlock the earning potential of businesses that were previously
overshadowed within a corporate group through independent operation, and infrastructure funds prioritize stable
cash flows supported by long-term contracts and regulatory frameworks, placing greater emphasis on the
predictability of returns than on capital efficiency.

A leasing company serves as a vehicle that prioritizes the certainty of asset recovery and enables companies
to streamline their balance sheets by separating ownership from usage. Leasing companies are well-suited for
assets that can be recovered within a relatively short- to medium-term timeframe. Trading companies,
leveraging their operational capabilities to take on a certain degree of risk and cultivate value over the medium
to long term, occupy a middle ground between business investment and financial investment.

4. THE NEED FOR FLEXIBILITY IN RESPONDING TO INTEREST RATE FLUCTUATIONS

The external environment surrounding Japan is changing dramatically, making the future path of interest rates
increasingly difficult to predict. However, what matters in business management is not the accurate forecasting
of interest rates. As the interest rate cycle is widely seen as having entered a new phase, companies will need
to treat interest rate fluctuations as a given, redesign their business and capital structures, and proactively
manage the reshuffling of business portfolios with a flexible mindset. In this context, the ability to leverage an
increasingly diverse range of asset vehicles, as available options continue to expand, will be a critical factor in
determining future corporate value.
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