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Presentation 
 

Moderator: Thank you for your patience. It is now time to commence the quarterly financial results briefing 
session for 2Q of the fiscal year ending March 2024 of Harmonic Drive Systems Inc. 

First of all, let me introduce today's attendees. Mr. Akira Nagai, President, and CEO. Mr. Akira Maruyama, 
Representative Director and Senior Managing Executive Officer, General Manager of Corporate Planning 
Division. Mr. Kazutoshi Kamijoh, Director and Executive Officer, General Manager of Finance Accounting and 
Tax Division. 

In today's presentation, Mr. Kamijoh, Director, will provide an overview of the financial results and forecast 
for the current fiscal year, and Mr. Nagai, President, will provide an outlook for the future. Today's 
presentation materials are also available on our website. Today's briefing is also available as an audio webcast. 

If you have any questions during the Q&A session, please raise your hand and a person with a microphone 
will come to you. If you are joining us via the web, please press the Raise Your Hand button in the lower left 
corner of the screen. The questioner will be nominated by me, the moderator. We also welcome your 
questions via chat. Please understand that we may not be able to answer all questions due to time constraints.  

Now, Director Kamijoh, please begin. 

Kamijoh: My name is Kamijoh and I was just introduced to you. Thank you for taking time out of your busy 
schedule today to attend our financial results briefing session for 2Q. 

I will now give an overview of the financial results for 2Q and the full-year earnings forecast, in line with the 
materials uploaded on our website today.  
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First, here is a summary of the financial results for 2Q. Now, please see page two on the bottom right. 

The consolidated results for H1 of the fiscal year compared to the forecast announced on August 8, 2023, are 
as shown below. Both sales and profits were generally in line with forecasts. 
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Next, please see page three. Here are the consolidated results compared to the same period last year. 

Unfortunately, the results for H1 of the current fiscal year showed a significant decrease in both sales and 
profits. In H1 of last year, supported by a high level of order backlogs, we maintained high-capacity utilization 
at our facilities in Japan, the U.S., and Germany. In a complete turnaround, this fiscal year, although the U.S. 
and Germany maintained strong performance, profitability deteriorated significantly due to lower capacity 
utilization in Japan, the core of our group's profitability. 

Capital investment was high last year due to the addition of a production line at the Ariake Plant in Nagano 
Prefecture for the purpose of raising production capacity but was low this year due mainly to maintenance 
and replacement investment. 
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Next, please see page four. Here are the results of the main group companies. 

First is the U.S. subsidiary. Sales increased on a US dollar basis due to higher sales for semiconductor 
manufacturing equipment and medical equipment, combined with the effect of currency translation due to 
the weaker yen, resulting in a significant increase in sales. In terms of profit, increased production led to higher 
personnel costs, depreciation, and other expenses, but these were more than offset by increased sales. 

Next, Harmonic AD, which manufactures planetary reduction gears, posted declines in both sales and profits 
as capacity utilization declined due to lower demand for gearheads for motor manufacturers and 
semiconductor manufacturing equipment. 

Next is Harmonic Precision, another domestic subsidiary. This company manufactures special bearings called 
cross roller bearings, which are essential for our products. This year, the Company was forced to record an 
operating loss for a turnaround due to the impact of a sharp decline in the requirement for these bearings. 

Next is the sales subsidiary in China. Sales decreased due to soft demand from European and Chinese local 
robot manufacturers, but income increased mainly due to the sales mix. 

Finally, there is the German subsidiary. Sales remained at the same level as the previous year, mainly for 
robots and semiconductor manufacturing equipment. Profits were also down due to higher labor and 
electricity costs. 
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Next, please see page five. Here are the factors for the increase/decrease in consolidated operating income. 

First, the foreign exchange impact from the weaker yen was JPY165 million in a positive direction. On the 
other hand, the impact of the revenue decline was a negative JPY3.8 billion, while the impact of marginal 
profit margin and other factors remained almost unchanged. 

Manufacturing fixed costs were JPY118 million on the minus side due to an increase in depreciation expenses 
resulting from capital investments made in the previous fiscal year and an increase in personnel expenses at 
overseas subsidiaries. SG&A expenses decreased mainly in packaging and shipping costs and labor costs in 
Japan and came in at JPY80 million on the plus side. 
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The next page six. As you can see, non-consolidated results also showed a decrease in both sales and profit. 

Since both consolidated and non-consolidated operating income were affected in the JPY3.7 billion range, the 
decrease in non-consolidated income had a significant impact on consolidated income. 
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Next, please see page seven. Here are the non-consolidated sales by application. As you can see, H1 of this 
year resulted in the first revenue decline in six semi-annual periods. The main reason for this is that the 
backlog of orders has decreased significantly since the beginning of this fiscal year due to the continuous 
decline in orders since last year, especially sales for industrial robots and semiconductor manufacturing 
equipment. 

As you are all aware, both industrial robots and semiconductor production equipment are in an adjustment 
phase of demand in the industry as a whole, and inventory adjustments of product inventories related to our 
products are also taking place, which are the factors that led to the large decrease in sales. 

On the other hand, sales to the automotive market grew steadily due to the positive impact of the sequential 
resolution of our customers' semiconductor procurement issues. 

In our plants in Japan, the current capacity utilization rate of production lines for reduction gears for industrial 
equipment is extremely low, but thanks to this, the capacity utilization rate of lines for automotive equipment 
has increased compared to the previous fiscal year, contributing to revenues. 
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Next, please see page eight. This is our non-consolidated quarterly order volume by application. 

As you can see, the order trend, which had been in a downward phase throughout the period, bottomed out 
in 4Q of the previous fiscal year, and orders increased, albeit slowly, in 1Q and 2Q of the current fiscal year. 

However, this recovery in orders, with the exception of orders for automotive applications, is not due to a 
recovery in the overall end-market for robots and semiconductor manufacturing equipment but is mainly due 
to progress in inventory adjustments of our products at our customers and distributors, and spot orders. 

The inventory adjustment situation of customers and distributors varies from customer to customer and from 
robot model to robot model, using robot manufacturers as an example, and it is difficult to classify them by 
the differences in business distribution channels, such as direct sales or distributors, or by region, or by vertical 
or SCARA criteria. 

Although a minority of customers have already completed their inventory adjustment, some customers may 
take up to a year to complete their inventory adjustment based on the current production level. 

Although it will depend on future market conditions, we expect that the majority of our customers will 
complete their inventory adjustments in the spring of 2024 or later, so we anticipate that the trend of our 
orders will progress gradually for a while as inventory adjustments are completed. 

As for cancellations, we do not anticipate a significant risk of occurrence in the future since the backlog of 
orders with long delivery terms has been decreasing. 

Next, page nine is the consolidated balance sheet. Please check later with the earnings report for more details. 

The same applies to page 10. 

Page 11 is cash flow. The same applies here. 
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I will now continue to explain our full-year forecasts. 

Now, please see page 13. Here is a comparison of the previous year's results with the newly announced 
forecast. 

We have been undecided about the full year forecast for the current fiscal year and consolidated earnings 
forecast mainly because of the difficulty in forecasting the future of orders, but we have recently announced 
the forecast figures you see. 

Regrettably, we expect to record a loss in the operating income segment. As was the case in H1, we expect 
our overseas subsidiaries to remain profitable for the full year. On the other hand, the Japan region, which is 
the main earnings driver, is facing a difficult business environment and is expected to post a loss for the year. 
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Next, please see page 14. Here are the full-year forecasts for the major groups. 

The U.S. subsidiary will continue to show a robust performance and is expected to achieve YoY increases in 
both sales and income for the full year. By application, sales growth is expected to be driven by medical 
equipment and semiconductor manufacturing equipment. 

Next is Harmonic AD, Inc. Following H1 of the fiscal year, we expect demand for planetary gear reducers to 
remain flat in H2 of the fiscal year, so we anticipate lower sales and profits compared to the previous fiscal 
year. 

Next is Harmonic Precision Inc. in Japan. Since the production volume of cross roller bearings is expected to 
decrease significantly from the previous fiscal year, it is inevitable that sales will remain below the break-even 
point in H2 of the fiscal year, and an operating loss of JPY1 billion is projected for the full year. On the other 
hand, the bearings manufactured by this company will be an essential part of our products, so we will maintain 
the basic production capacity and prepare for the coming phase of increased production. 

Next is the Chinese subsidiary. Although we expect the FA market in China to continue to face difficult 
conditions in general, we expect to achieve the same level of performance in H2 as in H1 by accumulating 
orders from European and Japanese robot manufacturers, Chinese robot manufacturers, and other spot 
orders. 

Finally, there is the German subsidiary. Although demand is in a gradual adjustment phase in general for 
industrial robots, human-collaborative robot manufacturers, and machine tools, we expect to maintain the 
same level of performance as the previous year by focusing on accumulating small-lot orders and other efforts. 
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Next, please see page 15. This is a non-consolidated comparison with the previous fiscal year. 

Given the significant 45% decrease in sales expected from the previous fiscal year, we reluctantly forecast a 
loss of JPY500 million at the operating income level. 

Regarding order trends, which are the premise for the full-year forecast, we expect orders to continue to 
increase, albeit at a slower pace, in 3Q and 4Qthe following H1. Unfortunately, the speed of inventory 
adjustment has been slow due to the low level of production plans of many customers, and it is still difficult 
to predict the timing of a full-fledged recovery in orders, but we feel that we are making steady progress 
toward the exit from the tunnel. 

We will take this opportunity to improve production efficiency and quality, as well as raise our front-line 
capabilities through human resource training, so that we can show a solid increase in profits and improved 
margins in the next phase of revenue growth. 
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Finally, page 16 shows the factors that contributed to the increase or decrease in consolidated operating 
income. 

The current fiscal year is expected to be significantly impacted by a decrease in profits associated with an 
increase in revenues. The marginal profit margin and the impact of inventory changes are expected to 
decrease by JPY279 million, mainly due to a decrease in the unfavorable impact of the sales mix and 
semiconductor procurement price increases. Manufacturing fixed costs are expected to decrease by JPY194 
million due to a decrease in personnel and other expenses, although depreciation and amortization expenses 
will increase. SG&A expenses are expected to decrease by JPY540 million. 

This is the end of my explanation, although it has been rushed. Thank you for your attention. 
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Moderator: Next, President Nagai, please begin. 

Nagai: I am Mr. Nagai, the president. I would like to continue by explaining the outlook for the future. See 
page 18. 
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First, on page 19, the demand environment for our products. As Kamijoh mentioned earlier, there is a sense 
that orders have finally bottomed out, but the recovery is expected to be very gradual due to the fact that 
China, our largest market, is still sluggish. 

 

Continued on page 20, trends in our major applications. 
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The data from the International Federation of Robotics, which we have been showing you for some time, 
basically indicates that demand for robots and the factory automation environment are strong. Although 
there will be peaks and valleys from time to time, we are confident of steady growth of 6% to 7% per year due 
to automation and labor saving. Moreover, we believe that the growth rate of small robots will be higher than 
that of large robots, so our small reduction gears will have many opportunities to play an active role. 
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Please continue on page 22. Collaborative Robot. This is one market that has been created before with the 
birth of the Danish Universal Robots on the market. As a result, major robot manufacturers from both 
companies have entered this market, and as I mentioned earlier, they have grown at a much stronger rate 
than general industrial robots. 
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Continuing on page 23, semiconductor manufacturing equipment and automotive. 

As you know, semiconductors always go through a silicon cycle, and I have the impression that the down cycle 
is finally coming to an end. I also heard that investment in storage by Quantum-related companies is very 
active when I went to an exhibition in Taiwan in the summer, because technologies using various 
semiconductors, especially AI, require a great deal of server capacity. As new technologies emerge, 
applications are increasing in this way, and as I mentioned earlier, I think we are nearing the end of the 
downtrend. 

As for the on-board engine, it is clearly a VCR engine for Nissan. The supply shortage of semiconductors for 
automobiles, which was reported in the newspapers last year, has eased, and Nissan's production volume is 
increasing. In line with this, our shipments have been improving steadily and steadily. 
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Continued on page 24, Medical/Healthcare. Since around 2010, our reduction gears have been used by 
pioneering robot manufacturers in the U.S., and since the basic patent expired, major medical equipment 
manufacturers have also entered the market, and our reduction gears are used by most users, or rather, all 
surgical robots. 

In other health care, one unexpected area is the analysis of reagents. Our equipment is also used to separate 
specimens in test tubes. 

Electric wheelchairs are also becoming more multifunctional, and some are even designed to run 
autonomously. This would require precise control in the steering section, and we are in discussions with a 
company that is currently developing electric wheelchairs. 
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Continuing on page 26 and beyond, a new application is the eVTOL (electric vertical takeoff and landing) 
aircraft, which was introduced in the previous issue. You can think of it as a smaller electric version of the 
Osprey. 

In particular, in our case, the decelerator will be used in the eVTOL, which is said to be test operated at the 
Osaka Expo in 2025, and I would love to ride on it. 

I also think that this is not something that can be operated simply if a flying cab can be built, and that full-
scale commercial flight is not yet possible without the development of V-ports, vertical ports, and 
infrastructure, as they are commonly referred to. We hope that you will look forward to it, as it will 
undoubtedly be used in the future for short-distance commuter equipment. 
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Continued on page 27, Amusement. As we have introduced for the past several years, amusement companies, 
especially those that operate theme parks, are trying to make their events more attractive than conventional 
ones. In order to differentiate ourselves from our competitors, we are working on the development of 
immersive entertainment, closer to reality. In such cases, our reduction gears are used in a large number of 
applications. 

In the past, the term "animatronics" itself did not exist. I understand that major theme parks in the U.S. have 
started this, and on a large scale, and of course the competition is doing it, and this has created a new business 
segment of animatronics. We are proud to say that our products have contributed greatly to this. 
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Continued on page 28, Space. As has been mentioned here before, and this is a newspaper advertisement, 
we, Harmonic Drive, were first used in space in 1971. And although it says, "Never Ends.", there are still many 
technical problems that need to be solved in the universe. 
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Continuing on page 29, one of the issues is lubrication. Friction is an inherent part of speed reducers, and we 
have to deal with it for the rest of our lives. This is the challenge. 

How this can be used to demonstrate the performance of speed reducers in space. As you can see in the 
background, space is a very cold place, and moreover, it is a vacuum. In that environment, all conventional 
lubricants are volatilized and cannot be used. We then asked ourselves whether fluid lubricant or solid 
lubricant would be better, and we decided to focus on solid lubrication. 

Furthermore, we focused on powder lubrication because it can be finely applied to surfaces. In collaboration 
with JAXA, we have developed a lubrication mechanism that is expected to have a long life even at cryogenic 
temperatures and in a vacuum. The results were presented at a conference called ESMATS in Warsaw this 
September, which is a very maniacal conference. 

So, although we are facing very challenging issues in space, we are working very hard to make progress in 
terms of mechanisms and lubrication as in the past. 
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Please continue to page 30. We have spoken in the past in a rather literal way about the growing demand for 
humanoid robots, but after much thought and discussion with robot manufacturers, we have concluded that 
the ultimate  goal of automation is unmanned factories. 

The idea is that a humanoid robot working 24 hours a day, even in a pitch-dark factory, is probably the ultimate 
form of work. In fact, Tesla announced in newspapers and other media that it would create a humanoid robot, 
and I have been aware of such a trend. 

Conventional industrial robots are permanently fixed to the factory floor and are used for heavy work that 
cannot be done by a human alone. That's where the human-collaborative robot comes in, which is basically 
portable. A human-collaborative robot can be placed wherever and whenever it is needed, or conversely, a 
human-collaborative robot can be made to perform tasks that can be done by a single human being. I think it 
is more like a human replacement robot. 

However, this is not used in a wire mesh and is very slow moving to ensure safety. This is very unproductive. 
So humanoid robots as human-replacement robots, where they are as fast and dexterous as humans. This 
would be a humanoid robot, in other words. However, this was not quite a reality because the body part, or 
in human terms, a human being is made up of a brain and a body, and I think the body part is already well 
done, but the brain has not been able to keep up. 

However, as Elon Musk has said on YouTube, he is convinced that robots can be driven using AI through self-
driving. It seems that the brain and body are nowadays also ready for robots. 
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Continuing on page 31, this is our own version of what I said earlier in a few words. 

The 1 and 2 places in blue are classifications based on the International Federation of Robotics' definition. In 
the industrial robots section of 1, only the co-bots are in light gray, which means that we have taken the liberty 
of dividing the industrial robots into two categories. 

The yellow section at the bottom is our interpretation of how we classify humanoid robots, what they are 
used for, what category they belong to, and what they are supposed to do. If you have any comments, please 
let us know. 
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Next, page 32. The graph on the right side is a forecast of 0 to 100 compiled by Goldman Sachs about two 
years ago, but it is a prediction that demand will expand in the future. I have a feeling that this is going from 
0 or 100 to at least 50 or 100. 

And the most important difference from cooperative robots is the wrist. We used to call this a finger module, 
but we call it a humanoid hand, the same as a human hand. There are many ways to do this. It can be 
reproduced with pneumatic, electromagnetic or wire, but to generate a certain amount of force, a hand with 
a built-in actuator using electric or motor power would be necessary. We have received inquiries from an 
engineering company and have shipped a considerable number of products. 

The good thing about this is that a robot has at most 6 axes, which means 6 reducers, but this one use 3 
reducers for each finger if it has 5 fingers, so 15 reducers for one hand alone. However, it is a small one, so 
we will have to consider the structure for its creation. This will be a positive project, and we will be proactive 
in this area. 



 
 

 
Support 
Japan 050.5212.7790    North America  1.800.674.8375  
Tollfree  0120.966.744 Email Support     support@scriptsasia.com 

27 
 

 

Continued on page 33, Overseas Business Strategy. 
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Page 34. As I mentioned earlier, the Chinese robotics market, which is still the largest robotics market in the 
world, had the greatest impact on our business performance. I would like to explain how we see this and how 
we will respond to it in the future. 

The current Chinese market is the democratization of industrial robots. The threshold has been lowered and 
is spreading rapidly. This includes both high-end and inexpensive products. There is a polarization between 
high-end and low-cost Chinese robot makers. 

We have always been able to respond to high-end manufacturers of industrial robots, but we have not been 
able to respond to robot manufacturers who have emerged like bamboo shoots after rain, partly because of 
the volume of robots they produce. However, the Chinese side has been eliminated to a greater or lesser 
extent here, and is becoming much more active, including in the area of service robots. 

Unfortunately, due to the U.S.-China problem, China's exposure to industrial robots, co-bots, and some 
humanoid robots that contribute to domestic production in China is still low. In any case, the robot makers 
that could be our customers have become largely polarized into two groups. 

Our response is, first of all, our product strategy. This includes product development with an awareness of 
competing products, Chinese wave gear manufacturers. To put it bluntly, cost comes first. To this end, we will 
thoroughly pursue quality and cost through automation and DX on our side of the production floor. This is 
now steadily progressing at the Hotaka and Ariake plants in Japan. 

We will continue to focus on reducers as we have in the past, but we need to consider how our customers use 
them. We are focusing on the vertical integration of our products in order to meet the needs of our customers 
in China, as well as in the rest of the world, unless we can provide a full range of mechatronics products, 
including motors, encoders, and reduction gears, which are all vertical integrated.  

Then, in terms of customer strategy, we would like to secure volume by taking into account the situation, as 
in the past, while firmly protecting our high-end customers as in the past and responding to emerging 
manufacturers in terms of cost if possible. 
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Continued on page 35, Strengthening and Promoting International Competitiveness. This is a map of our 
existing overseas bases, but in terms of sales, there has been movement in Taiwanese EMS, which used to be 
concentrated in Shenzhen. 

First, there is the issue of U.S. taxation on made-in-China items and import tariffs, so EMS companies are 
moving to India, Vietnam, and Mexico. How do we cover this on the sales side? 

We are thinking of building a sales force that can provide local services and support, rather than 
manufacturing locally. 

Then R&D. As I mentioned earlier in the section on vertical integration and space, our reduction gears are 
products that must deal with friction for the rest of their lives. We have a drive called "Abacus," which is a 
pure rolling friction drive. This is zero friction. However, due to its structure, it is inevitably heavier, but we 
are continuing our research on this issue, as we believe that there may be applications where heavier weight 
is desirable. 

For your information, SRI International will have its own booth at the International Robot Exhibition from 
November 29 to December 2. “Abacus” will be exhibited there as a joint research project with us, and SRI's 
own research will also be presented. If you visit the Robot Exhibition, I urge you to visit not only our booth, 
but also the SRI booth. 

With that in mind, we headhunted one researcher to our Silicon Valley office. As our American consultant, he 
will be at this exhibition as well. Please talk to him if you would like. 

In addition, since the demand in each country is different, we have always left the semiconductors, except for 
industrial robots, to the various players, especially in the upstream and downstream areas, based on the needs 
of each country. Rather than having Japan develop everything and disseminate it, we would rather have local 
people develop it on their own. 
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That's why the amusement system that was mentioned earlier, that is a completely integrated actuator, and 
it is also ultra-compact. Our company in the U.S. has developed actuators of this size and has been delivering 
them to amusement companies for years. We will continue to allow this approach for locally optimized 
products, and we are working on a system to respond to more local transmission. 

 

 

 

 

Continuing on page 36, this is an unavoidable problem. 
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As part of our efforts toward a sustainable future, at the end of August this year, SMC, THK, and we held a 
joint private show with three companies on the theme of sustainable society and labor saving. 

As some of you may have seen, we exhibited a dual-armed robot that integrates the technologies of the three 
companies, and each company made a presentation on how eco-friendly their technologies are. 
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Continued on page 38, sustainability activities. 

One is to travel to high schools to teach classes. This fits with number four and number nine of the SDGs goals. 
This is also very useful for us in terms of recruitment, so we visit local technical high schools and other 
technical high schools in various regions to give classes. This is the same thing we are doing at our German 
subsidiary. 
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The next page 39, shows our sustainability history, mapping our activities since the 1970s that would be 
applicable to any of the SDGs. 

The ones we did this year in particular are written in bold letters on the right side of the page. It may be a 
little difficult to see, but we have introduced Paper Lab to recycle copier paper, carbon-free electricity, and as 
you may have seen at the exhibition, we have partnered with DOYA to support their independent project to 
educate people in Africa and help them to become self-reliant. 

We have also established a Sustainability Policy and formed a Sustainability Committee, and the committee 
is currently working on this. 
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Finally, on page 40, you will find the topics for H1 of this fiscal year. We hope you will read it. 

This concludes my explanation. Thank you for your attention. 
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Question & Answer 

 

Moderator [M]: I will now move on to the question-and-answer session. If you are present in the audience 
and have questions, please raise your hand. I, the moderator, will nominate the questioner, so please state 
your affiliation and name. 

Now, please ask your question at the front row on the wall side. 

Isayama [Q]: Thank you for your explanation. Thank you for all your help. My name is Isayama, Goldman Sachs. 
I would like to ask you two questions. The first point is a short-term story and the second is a medium-term 
story. 

On the first point, as Mr. Kamijoh explained, I am wondering if you could talk again about the current situation, 
considering the trends in orders on page eight. Looking at end users, there are signs of a slight upturn in 
notebook PCs and smartphones, and listening to President Nagai's explanation, I am wondering if the outlook 
will gradually improve. 

Once again, as I have often asked Representative Director Maruyama, I am hoping that you will tell us how 
your customers' inventory situation has been developing and that you have seen the end of the tunnel. The 
actual change in distribution inventory trends, especially from your company's perspective, is the future of 
smart phones, notebooks, and SCARA robots. I am very concerned about whether there is a turnaround here, 
and I wonder if you could talk to me about this. 

Also, semiconductors seem to be returning quite well, so I would like to have a word about this as well, if you 
have one. This is the first. Thank you for your cooperation. 

Maruyama [A]: Thank you for your question. I am Maruyama. Regarding what Mr. Isayama just said about 
short-term trends in orders, as explained by Mr. Kamijoh at the beginning of the presentation, it is true that 
some smartphone manufacturers are actually making moves. 

We are naturally heavily involved in this area, but right now, including SCARA manufacturers, we have stock 
of speed reducers and some robots on hand. A good portion of the cost can be covered by such things. 
However, there are some models that cannot be covered by this system, so we are taking orders on a spot 
basis to make sure that we are capturing orders. 

We believe that such a feeling will probably continue for the time being, but we do not think that there will 
be another downturn in orders in the short term. The way in which the sales will increase is that orders will 
gradually increase as a result of inventory adjustments and orders to supplement what is lacking, and some 
customers have begun to place normal orders, but the current demand environment itself is still not very 
exciting. Therefore, we have made our forecast for the current fiscal year, taking these factors into 
consideration. 

For semiconductors, the 2Q figures on page eight show that orders received by application seem to be 
recovering a little, but this is due largely to spot orders and delivery deadlines that are quite far in the future. 
I would like to keep a close eye on the prospects for a while longer. That is all.   

Isayama [Q]: Thank you very much. I am sorry to be persistent, but is it correct to say that the distribution 
inventory trend has run its course, although there are some lamenesses? 

Maruyama [A]: Unfortunately, I don't think we can call it a round yet. Depends on the customer. 
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Isayama [Q]: Thank you very much. Second, President Nagai made a comment that caught my attention, so I 
would like to ask you about it. 

I am very much looking forward to hearing about the humanoid project, but you mentioned that you have 
already had business negotiations or made progress. Even if it is difficult to disclose the amount of money, is 
the environment already such that we can see these stories as a track record of orders? Since we recognize 
that your company is the leader in this area, could you tell us again a little about the progress you have made 
in terms of actual orders, sales, etc.? 

Nagai [A]: In reality, we have already shipped our small size for humanoid robot fingers. It is already in this 
order. 

In addition, I went to Silicon Valley in September and October, and it was amazing to see humanoid robots in 
America. There are definitely three companies, including Tesla, that are quite realistic. Two of these 
companies are making prototypes with our products. That is all. 

Isayama [M]: Thank you very much. 

Maruyama [A]: Tesla has been mentioned, but that does not mean that there is a direct link to it. We have 
received several such enquiries, but they are still at the prototype level. Based on this, we and our customers 
are now looking at what kind of developments we can expect in the future. 

Isayama [Q]: I'm sorry, you mentioned that much. The name of the manufacturer is totally fine, but as for the 
region, I guess it would be the U.S? There is a lot of talk about China, Europe, the Middle East, etc. What kind 
of expansion do you see for your company? 

Nagai [A]: To elaborate, the last I mentioned, American companies will make their products in the US. We are 
engineering and we will create. However, we do not know where the final destination will be. 

Also, I have heard that some of the places that have already been released are designed in Europe and the 
U.S., but assembled in other places, and that there are multiple final destinations. 

Isayama [M]: Thank you very much. 

Moderator [M]: Are there any other questions? Thank you very much. Now, the middle person in the front 
row, please. 

Morota [Q]: Morota, Okasan Securities Co. Thank you very much for all your help. Two points related to China, 
please. 

First, I think the negative period after the peak-out was longer in this cycle than in the previous one. It's fine 
to give us a rough idea, but I would like to get some idea of the extent to which the rise of Chinese robot 
manufacturers is having an impact here. 

Specifically, I have heard that Estun is increasing its market share in China, and I have several people who 
were stationed in China until last year who happen to be working in robotics-related companies. I don't think 
they see Estun as a competitor, as if it is just a robot with a few joints or an app maker. So, how does your 
company think about that? Please tell me this on the first point. 

Nagai [A]: Among Chinese robot manufacturers, companies such as Estun, Step, Inovance, and Shenyang 
Xinsong, which have long had engineering and manufacturing capabilities to produce robots, are steadily 
growing as in the past. 
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The number of manufacturers is increasing here. It is a high-end and low-cost kind of manufacturer. The 
reason for the increase in the number of low-cost manufacturers is the abundant subsidies provided by 
government policy, which also goes to reduction gear manufacturers. Then they go to robot makers. However, 
what happened just recently is that Japanese, Western, and American robots swept the market before such 
a second group could be nurtured. 

However, because capital investment has declined slightly due to the U.S.-China problem, inquiries from 
Japanese firms are naturally sluggish at the moment. As Maruyama mentioned earlier, some Japanese robot 
manufacturers still have robots in stock. This is where low-cost manufacturers are growing again, and because 
of China's domestic industry, even industries that do not contribute to exports are adopting robots because 
of manpower issues. 

In this sense, we are not talking about Japanese companies losing ground. The Chinese economy itself is 
stagnating a bit, and the presence of high-end products, i.e., Japanese, and Western products, is waning a bit. 
However, we have been aggressively marketing to robot manufacturers who have established their own 
brands and seem to be able to survive, even in China, and I think we are getting a lot of business from them. 

Morota [Q]: In conclusion, I think you are referring to the negative period after this peak-out and the next 
recovery period, but would it be correct to say that the rise of Chinese manufacturers has not had much 
impact here? 

Nagai [A]: My understanding is that the biggest impact is still the decline in overseas exports from China. 
China's domestic GDP is also down, so that is the biggest factor. 

Morota [Q]: Okay, thank you. Regarding the second point about China, I don't think there are many Japanese 
robot makers, such as Fanuc and Yaskawa Electric, that would switch from your reduction gears to other 
companies, but I have been talking with Estun about your reduction gears. But I don't think they are using 
them very much. 

If these places rise to prominence, I think you will end up losing market share as a result. I have talked with 
Mr. Maruyama and Mr. Kamijoh about this issue on page 34, but in short, what has happened in the Chinese 
construction equipment market. Komatsu and Hitachi Construction Machinery used to dominate the market 
with caterpillars, of course, but Japanese manufacturers have fallen out of the market, but there is a view that 
the reason caterpillars are still around is because they have launched a second line. 

When the president explained the product strategy and competitive products, is he referring to the second 
line? I wonder if the strategy of a second line, not for construction equipment, not for the main unit, but for 
reducers and parts, including those parts, is effective. Can you tell us a little more about your strategy toward 
China? 

Nagai [A]: We do not know whether FANUC or Yaskawa will launch a second-brand low-cost product, but we 
can imagine that they will prepare a product line that matches the price of the Chinese market, just like cars. 
I don't expect Japanese robot makers, and then famous Western makers, to use a robot that breaks down in 
two years by using a cheap reducer without worrying about brand damage at that time. 

Our biggest fear in China is that the government will adopt a policy of 100% local content, so we are examining 
the extent to which we can use local materials and are providing them to a certain manufacturer on a trial 
basis. 

Therefore, I believe that the leading robot manufacturers are also considering the possibility of offering 
product lines in the mid-priced range, and rather than suddenly using Chinese-made speed reducers for these 
products, they will probably ask us to lower the price. 
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As I wrote here, this is not about responding to Chinese-made products, but rather about how we can improve 
costs while maintaining quality by automating and DXing our workplaces. 

Morota [Q]: When should we expect this to appear in concrete terms? 

Nagai [A]: In a sense, we have already sent it out to a certain robot manufacturer on a trial basis. However, 
the Chinese market itself is sluggish, so the volume is not that high. 

What I think will also be helpful is that we have been able to automate the production of a limited size of 
products for automotive use at our Ariake Plant, and we intend to apply this to industrial use as well. We have 
already begun to develop a method of diversion, which does not mean diversion of production lines, but 
rather horizontal development of methods so that we can respond to the needs of industrial robot parts in 
terms of price. 

Morota [M]: I understand the direction. Thank you very much. 

Moderator [M]: Now the person in the back who just asked a question. Go ahead. 

Mizuno [Q]: Thanks for your help. I am Mizuno of UBS Securities, please. Two please. 

I would like to ask you one question in terms of measures to deal with the current situation in China. Mr. 
Nagai said that cost is the key, and I have just received some hints. 

How much of the price difference between the Ariake Plant and local players and rivals actually exists, and 
how much of the price difference can be reduced if the Ariake Plant's automation or production efficiency is 
improved and the production efficiency of reduction gears for industrial applications is increased, and if, as a 
result, the price difference between the Ariake Plant and rivals is reduced? How much do you think the 
measures on slide 34 will work? What are the calculations in your mind about that? 

Nagai [A]: First of all, regarding the price difference, as you all know, when Japanese competing 
manufacturers make their sales pitches, they usually say that their products are 30% cheaper than ours, so 
naturally local reducer manufacturers in China are also at that level. 

In fact, I think the price difference between Chinese reducer manufacturers is a little less for us. We have 
heard that Chinese reducer manufacturers are also having a hard time competing with us in Japan. Therefore, 
although it would be nice if the target could be lowered by 30%, this is not so easy to achieve. 

Since we have to maintain quality, it is of course impossible for us to allocate 30% at once, but we can offer 
10% or 15% at a time, depending on the customer's design, to some extent based on the trust we have built 
up over the years. 

This may not be an answer to your question, but when the automation developed at the Ariake Plant for 
automotive equipment is horizontally expanded for industrial use, it is easy to automate the line at hand, but 
it takes much time to automate the entire line, and this is done for each model number. 

Mizuno [Q]: Thank you very much. Also, if Mr. Maruyama could give us some tips. Do you have any hints on 
how much cost reduction is achieved by automation compared to the conventional production process for 
automobiles? I think it was mentioned before, but I would appreciate a reminder. 

Maruyama [A]: One is how much the supply chain and procurement price can be lowered by volume, and the 
other is internal productivity. This is greatly enhanced by building a line like that. Taking this as a model, last 
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year we built a separate automated line for so-called factory automation in the same building as the Ariake 
Plant. 

I can't give you a monetary replacement right now, but if we were to make the same product at Hotaka, the 
productivity would increase from 2.5 times to almost 3 times that of when we made the product in-house. In 
short, as long as the quantity can be secured, the productivity of introspection, including in other countries, 
will improve by that much. I cannot say how much that would be, but I think it would have that kind of impact. 

Please understand that this is somewhat of an image. 

Mizuno [Q]: Thank you for the hint. Second, I also wanted to think about the implications, or should I say 
implications, for the performance of the human-robot part of the project. So let me ask you a question. 

I was wondering if you could give us some hints as to when the system will be put to practical use and how 
well it will be used in the field if we are not talking about end customers but about those with whom you are 
in direct contact. 

Slide 31 shows the new detailed classifications, but there are some that are often referred to as "upper body 
only," and I would like to think about the number of units to be used in the future. 

So, timing and how it is used. Please give me a hint. 

Nagai [A]: In reality, this is a bipedal robot that will be used in places like so-called delivery centers. I think it 
was in some newspaper. Therefore, the situation is now such that Goldman Sachs's forecast table was 0 or 
100 until now, and I mentioned earlier that it was 50 or 100, but at least it is not 0 anymore. 

So, our greatest strength is in our hands. I think we are still a long way off from humanoid robots in the form 
of humanoid hands. It is being tested, but I think they are still going to do various tests. 

That said, compared to the 6-axis industrial robots for general use, the humanoid robot market includes a 
considerable number of joints alone, so it is safe to say that we have high expectations for this market, even 
for products other than small reduction gears. It is already moving in reality, including at the user level. 

Mizuno [Q]: The week after next, there will be an exhibition, and you will be exhibiting samples this time, 
right, Hand? So, if possible, please give me any final appeal points. 

Nagai [A]: The appeal points of the exhibition will be lighter versions of conventional products, and then very 
small ones, ones that can only be seen with a magnifying glass. This one is also from Germany, but in Japan 
we will also display one about the size of the tip of a ballpoint pen. 

We have already developed a finger module for the humanoid robot I mentioned earlier, so we will 
demonstrate how to attach it to a tabletop, 2-axis arm and grab an object. Oh, and there will be humanoid 
robots. Please look forward to it. 

Mizuno [M]: Okay, I look forward to it. 

Moderator [M]: Then it is time for us to conclude the question-and-answer session. Thank you very much for 
your kind attention to the end. 

This concludes the financial results briefing session for 2Q of the fiscal year ending March 31, 2024. Thank you 
very much for your participation. 

[END] 
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3. Speaker speech is classified based on whether it [Q] asks a question to the Company, [A] provides an 

answer from the Company, or [M] neither asks nor answers a question. 
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Disclaimer 
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document and any related materials, and in such case SCRIPTS Asia shall have no obligation to provide 
notification of such edits or modifications to any party. This event transcript is based on sources SCRIPTS Asia 
believes to be reliable, but the accuracy of this transcript is not guaranteed by us and this transcript does not 
purport to be a complete or error-free statement or summary of the available data. Accordingly, SCRIPTS Asia 
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