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Executive Summary

1. Japanese Economy: We expect mild inflation with improvements in corporate performance and steady
wage increases, and solid recovery in inbound tourism.
Monetary policy: The Bank of Japan (BOJ) will end its yield curve control policy in the first half of 2024.
Equity market: We anticipate the Nikkei 225 will reach a new historical high backed by steady corporate
earnings growth despite the Japanese yen's appreciation against the US dollar. The new Nippon Individual
Savings Account (NISA), a tax exemption program beginning in 2024, and the request from the Tokyo Stock

Exchange (TSE) to improve capital efficiency will be tailwinds.

. Japanese Economic Forecast

In 2024, the focus of the Japanese economy will be anchoring inflation. It is expected that the recovery of
consumption supported by wage increases, an increase in capital investment, and the recovery of inbound
tourism will support inflation. In 2023, personal consumption was restrained due to rising prices, but in 2024, it
is anticipated that real wage growth will turn positive. An increase in capital investments such as automation
and digital investment, is expected to continue, leading to further improvements in productivity and efficiency.
In terms of inbound tourism, not only has it already surpassed the pre-pandemic levels of 2019 in 2023, but per
capita consumption has also increased, making it a driving factor in the future growth of the economy.

Regarding capital investment, corporate earnings remain strong thanks to increased prices, the
depreciation of the Japanese Yen, and the recovery of inbound consumption. Indeed, the results of the BOJ's
short term economic survey announced that capital investment plans in 2023 increased by 13.1% compared
with last year. We see that Japanese companies are keen to increase capital investment toward the firm's
structural challenges, including labour savings and digitalisation. In addition, export expansion has a positive
impact on the capital expenditure in manufacturing firms.

We expect growth in consumer spending in 2024 as real wages increase. In 2023, the outcome of the
“Shunto”, the annual negotiation between labour unions and management in various industries, did not exceed
the rate of inflation. For 2024, the Japan Federation of Labour Unions urges a 5% wage increase, and a
corporate tax cut for the companies that increase wages will encourage companies to do so. In fact, some listed
firms have already announced a significant wage increase. We expect that the real wage growth rate will turn

positive in 2024 and it will lead to growth in consumer spending.
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Figure 1. The transition of the CPl and nominal wage in Japan (YoY)

(1992.1-2023.10 monthly)

6

5

4

3

2 N

1 ww .\ - ,J/‘-\ ,/“

0 ——V\a i \A A A __\ _ _Q\___._ - v \\'r "/
A\ / \ W,

1 A\ !

-2

-3

4 Nominal Wage

1992 1999 2006 2013 2020

Source: SuMi TRUST AM (based on data from Bloomberg)

[I. QOutlook on Monetary Policy

Market participants will pay more attention to the positive cycle of wages and prices, which the BOJ is
focusing on. Currently, there is increasing speculation about the early termination of the BOJ's negative interest
rate policy. Governor Ueda's statement in mid-December, mentioning that the period from the year-end to the
following year will become more challenging, has further accelerated the speculations. In the December policy
meeting, although the monetary policy was left unchanged, there was a strong consensus that the negative
interest rate policy will be lifted, and the yield curve control (YCC) policy will be withdrawn in either January or
April 2024. Additionally, attention is being focused on the timing of easing interest rates in the United States.
In the Federal Open Market Committee (FOMC) meeting held in December, rate hikes were postponed for the
third consecutive time. Participants' projections for policy interest rates until the end of 2024 were indicated
three times. Given the consideration to avoid excessive yen appreciation and a weak dollar, it is possible to
speculate that the BOJ may want to lift the negative interest rates before the US begins cutting rates. After the
elimination of negative interest rates there may not be any policy changes for a while to assess the impact on

the economy and other factors.

[lI. Outlook on FX Rate

It is expected that the movement of interest rates will continue to have a significant impact on the foreign

exchange market in 2024. Japan's adjustment of policy interest rates and the timing of rate hikes, as well as the
United States' timing of policy interest rate cuts, are likely to attract significant attention.

The announcement of the FOMC participants' projection of three interest rate cuts throughout 2024 in
December resulted in a significant appreciation of the yen and a weakening of the US dollar. Given the
divergence in monetary policy between the BOJ and the Federal Reserve, it is expected that the narrowing
interest rate gap may increase upward pressure on the yen. The range we expect in 2024 is 125 to 145. The

volatility will remain high in the first half of the year, affected by the monetary policy both in the US and in Japan,
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and the yen will gradually appreciate to 125 against the US dollar toward the end of the year.

V. Outlook on the Japanese Stock Market

The Japanese stock market in 2024 is expected to be robust, supported by factors such as economic
growth due to mild inflation, measures to improve capital efficiency implemented by the government and the
stock exchange, and the launch of the new NISA system. There is a rising risk of economic downturn in China,
which increases the flow of funds to Japan as an alternative destination in Asia.

Though not the main scenario, there is risk of excessive appreciation of the Japanese yen and a global
economic slowdown affected by the increased interest rates.

In March 2023, the Tokyo Stock Exchange (TSE) requested listed companies with a low price-to-book ratio
(PBR) to disclose and implement improvement measures. The capital efficiency, profitability, and undervalued
stock prices of Japanese companies have been pointed out for many years, and in response to this, the TSE
has begun to take concrete action. The aim is to enhance the corporate value of listed companies and increase
the appeal of the Japanese market. Among the group of companies with a market capitalisation of over 100
billion yen, 45% of companies with a PBR of less than 1 have already demonstrated their intention to respond,
and cases of share price increases have also been observed as a result. It is expected that more specific
measures will be implemented after the new year, and it is anticipated that these actions will serve as catalysts

for stock price support.

Figure 2. Measures towards achieving management that considers capital costs and stock prices

* Accurately understanding capital costs and capital profitability.

Current situation analysis + Analyzing and evaluating market valuation in the board of directors.

Considering and formulating specific measures for improvement.

Planning and disclosure Disclosing to investors along with the current situation evaluation.

* Promoting management that is aware of capital costs and stock prices based on the plan.

Implementation of initiatives * Conducting proactive dialogue with investors based on disclosure.

Source: SuMi TRUST AM (based on data from the TSE)

Starting from January 2024, the new NISA system will be launched. It is a new type of tax exemption
investment account introduced by the Japanese government to encourage individual investors to save and
invest in various financial products. Under the new NISA system, the annual investment limit will be expanded
based on whether the type of investment is accumulation (called “Tsumitate”) or growth. The "Accumulation
Quota" will increase to 1.2 million yen, three times the current limit, while the "Growth Quota" will be expanded
to 2.4 million yen, which is double the current limit of a regular NISA account. In addition to the increased
annual investment limits, the total investment limit for the “Growth Quota” account will also be expanded to 12
million yen. When combined with the “Accumulation Quota”, the overall total investment limit will significantly
increase to 18 million yen. Moreover, the tax-exemption period will be unlimited under the new NISA system.
Regarding the impact of the new NISA system on the stock market, there are various estimates. In the UK, when

the system was made permanent in 2008, the number of operational accounts increased about threefold. The
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Japanese government, in its "Asset Income Doubling Plan" announced in November 2022, aims to double the
total number of NISA accounts to 34 million over a period of five years. Estimates for the investment amount
range from hundreds of billions to trillions of yen. Considering that Japan's personal financial assets in current
deposits amount to 1,100 trillion yen, which is an unprecedented scale globally, it is expected to create a

significant buying demand.

Figure 3. Comparison of current NISA and the new NISA

The new NISA
Y12 min JPY 0.4 min

JPY 2.4 min JPY 1.2 min
Availability of Not available (Either Tsumitate or regular .
combines use NISA must be selected) Available
Tax-exemption

Total
investment JPY 6.0 min JPY 8.0 min JPY 1_8 mln
limit (Growth Quota limit: JPY 12 min)
[TE———— Listed stocks, FSA selected Listed stocks, ETFs, FSA selected
ootions ETFs, REITs, investment trusts, REITs, investment investment trusts,
P investment trusts ETFs trusts ETFs

Source: SuMi TRUST AM (based on data from the Financial Services Agency)

Based on these factors, we anticipate that Nikkei 225 will increase to 39,000, updating its historical high,

towards the end of the year.

V. Risk Factors

Risks factors include the possibility of worsening conditions in the Chinese economy beyond expectations,
prolonged geopolitical risks, and excessive strengthening of the yen. The real estate market in China has not
yet fully recovered and remains in a stalemate. While the Chinese government has confirmed its intention to
strengthen proactive fiscal policy through measures such as issuing an additional 1 trillion yuan of government
bonds and reaffirming this stance at the central economic work conference in December, the specific details
are lacking, and this continues to pose risks.

Both the situation in Ukraine and the Middle East show no signs of resolution. If these issues continue, it is
expected to result in soaring energy prices, concerns about inflation, and potentially negative impacts on the
corporate earnings of Japanese companies due to higher costs. There is a possibility that the exchange rate
could temporarily fluctuate significantly in favor of a stronger yen depending on the timing of the BOJ's interest
rate hikes and the Federal Reserve's interest rate cuts. If the yen appreciates excessively, it would have a

negative impact, particularly on export-oriented companies in Japan.
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Disclaimer — UK

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 to in it.

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:

Hirofumi Hayashi

Head of Investment Management Department

Sumitomo Mitsui Trust International Limited

155 Bishopsgate, London EC2M 3XU, United Kingdom

Direct: +44 (0)20 7562 8405

Email: imd@smtil.com

Sumitomo Mitsui Trust International Limited is authorised and regulated by the
Financial Conduct Authority
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