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Economic outlook for FY 2020/2021

Japan's real GDP growth rate for April-June 2020 fell 28.1% QoQ annualized, the largest drop ever recorded.
The impact of the measures against COVID-19 taken in Japan and overseas to forcibly suspend economic
activity has directly hit both domestic and external demand.

With the gradual resumption of economic activity, the worst is already over. In the July-September period, we will
recover about half of the decline in real GDP from the pre-COVID-19 days (end of 2019). The recovery rate of
the economy is expected to slow down from the October-December quarter as people refrain from going out due
to the re-emergence of COVID-19. As a result, we project the growth rate for FY 2020 to fall to -5.6% YaoY, as
the decline in the April-June period will not be regained. The real GDP level before the spread of the virus will be
restored in the second half of FY 2022.

1. Japanese economy showing record economic downturn

The real GDP growth rate for the April-June 2020 period was negative 28.1% QoQ annualized, down for the
third consecutive quarter, reflecting the impact of measures against COVID-19. After the 2008 financial crisis,
the rate of decrease was 17.8% QoQ annualized in the January-March period of 2009, the largest decrease
since 1955, the earliest that statistics can be traced back. Looking at the breakdown for April-June 2020,
personal consumption fell by 28.2% QoQ annualized, against the backdrop of the stay-at-home self-restraint
under the state of emergency (April 7t -May 25"). Domestic demand items were down across the board, with
capital investment down 17.5% and housing investment down 2.0%. Exports of goods and services, including
inbound consumption, fell by 56.0% QoQ annualized, as a result of measures taken to prevent the spread of
infection, which has limited economic activity abroad.

In the United States and Europe, GDP in the April-June quarter fell by the largest margin ever and the damage
caused by COVID-19 was greater than in Japan. As a measure against COVID-19, lockdown measures were
implemented and economic activity was restrained. Thus, the amount of decrease in real GDP was also larger
than in Japan (Figure 1).

Figure 1 - Real GDP growth ratein the April-June period of 2020
(QoQ annualized)
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2. Future outlook: The pace of recovery is expected to slow down, although the worst is over

The real GDP growth rate of this economy is projected to be -5.6% in FY 2020 and +2.9% in FY 2021. Itis
assumed that real GDP forecast will recover gradually from October-December, after recovering about half
the decline from pre-COVID-19 (end of 2019) in July-September. Recovery of real GDP to pre-COVID-19
levels will not be until the latter half of FY 2022.

It should be noted that the second emergency declaration and the lockdown seen in other countries are not
included. We are out of the emergency period, when the world was inexperienced in tackling COVID-19.
Going forward, employment and wages, and capex by corporations will become important in predicting the
pace of recovery.
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In the labor market, employment and wages, which are key to the recovery of consumption, are deteriorating.
The ratio of job offers to applicants, which indicates labor supply and demand, plummeted in 2020 (Figure 2).
The reason for this decrease is that companies have reduced the number of job vacancies by about 25%
since the end of last year as they did not anticipate the recovery of demand. By industry, the number of job
vacancies in the manufacturing industry, lifestyle-related services, entertainment, accommodation,
restaurants, wholesale, retail, transportation and postal services is remarkable. As of July, the number of
employees had decreased by 1.17 million since the end of last year, and it is believed that there were some
who became unemployed to avoid infection risks in addition to those who were laid-off (+440,000). As it is
difficult to expect a V-shaped recovery, the unemployment rate is projected to rise from 2.9% as of July
(+0.6% pts YoY) to around 3.5% by the end of the year.

Nominal wages are under downward pressure against the backdrop of declining corporate earnings and labor
demand (Figure 3). In April-June, the fall in overtime allowances mainly pushed down wages against the
backdrop of stay-at-home policy, but it is expected that bonuses from winter 2020 onwards will deteriorate
significantly reflecting poor corporate earnings. Also, in the spring labor offensive of 2020, the rate of wage
increase (including the fixed portion) fell below the previous year's level. Furthermore, the minimum wage
remains unchanged in 7 prefectures, with a slight increase of JPY 1 to 3 in 40 prefectures. As a result, the per
capita nominal wage in 2020 is forecast to fall by 1.1% compared to the previous year.

FHgure 2 - Unemployment rate and job offers
to applicants ratio Fgure 3 - Nominal wage per capita
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Looking at demand by item, first, personal consumption is forecasted to be -4.8% in FY 2020 and +3.3% in
FY 2021. Looking at consumption as a whole under the Real Consumption Activity Index, it fell by about 20%
in April-May YoY. It then bottomed out as economic activity gradually resumed. In June, the decline was less
severe as it fell by 9% YoY but dipped by 12% in July YoY (Figure 4). In the July-September period, because
consumption was strong until the end of June, the recovery should be larger compared to the previous
quarter, but the recovery of people going out will be slower after July, due to the 2nd wave of COVID-19. As
a result, the pace of recovery in consumption is expected to slow down.

Fgure 4 - Real consumption activity index
(Seasonallyadjusted series, CY2019=100)
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The special cash payment of JPY 100,000 per citizen had a distribution rate of 98.9% as of August 28, which
temporarily boosted household income and had an effect on sales of home appliances. However, the
recovery in consumer sentiment has been slower since the 2nd wave began spreading in July, and
employment and wages have deteriorated. Most of the special cash payments have gone into savings, and
the effect of boosting consumption in FY 2020 is estimated to be around +1.1%.

Capital investment is forecast to be -5.5% in FY 2020 and +2.1% in FY 2021. With uncertainty in the
domestic and foreign demand outlook, and as the end of COVID-19 is nowhere in sight, companies cannot
take steps to aggressively expand their facilities. In the April-June quarter, although software investment was
firm against the backdrop of telework and digitization, shipments of capital goods (excluding transportation
machinery) and construction goods, continued to decline. Thus, there are no signs of a rebound in machinery
and construction investment (Figure 5). Future capital investment will continue to decline in the July-
September quarter, and is expected to pick up from the October-December quarter. The Bank of Japan's
Tankan's FY 2020 capital investment plan for Japanese companies is extremely low compared to a typical
June survey, and based on the average revision pattern in the past, capital investment for full year FY 2020
is expected to be negative year-on-year (Figure 6).
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Exports are forecasted to be -16.6% YoY in FY 2020 and +8.5% YoY in FY 2021. Exports of goods fell 3
consecutive months until May amid restrictions on economic activity overseas, but increased in June and July
as economic activity resumed (Figure 7). By country, exports to China, which managed to contain COVID-19
by March, exceeded the previous year's level, while exports to the US and EU remain below year-on-year
levels due to weak exports of transportation equipment and general machinery. From the July-September
period onward, it is expected that exports of goods will pick up as countries gradually resume economic
activity. However, strict immigration restrictions and reductions in international air flights continue, including
Japan, and the number of foreign visitors to Japan has almost evaporated (Figure 8). Therefore, service
exports, including inbound consumption, cannot be expected to recover for the time being compared to goods
exports.

Figure 7 - Real exports by destination Figure 8 - Number of foreign visitors to Japan
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3. Plenty of downside risks

With respect to the future outlook, the downside risk continues to be high (Figure 9). The 2nd wave of
COVID-19 became apparent, and the recovery of people going out has slowed down. Until vaccines and
therapeutic agents become widespread, infections may continue to spread and converge intermittently,
hindering the resumption of economic activity. In addition, as the US presidential election approaches,
President Trump's hardline stance towards China has toughened, and the US-China conflict is steadily
intensifying. The target for sanctions includes Chinese-owned individual IT companies.

In addition, the conflict in Hong Kong will continue to be a risk factor. With the enforcement of the "Hong
Kong National Security Law" on June 30, the international community has condemned China. It goes without
saying that the United States will use it as a source of criticism against China, and countries such as Britain,
Australia, Canada and New Zealand have also raised their criticism against China by suspending extradition
treaties with Hong Kong. If international trade stagnates due to the conflict between Western countries and
China, it will further delay the recovery of the economy deteriorated by COVID-19. If these risks become
apparent, the recovery of people's outings and exports will be further delayed, and economic activity may
stagnate for a long time.

Figure 9 - Risk factors

WS NAEE - Development and dissemination of vaccines and therapeutic agents

*Further expansion of COVID-19 infection
*Intensification of US-China friction

-Delayed recovery of foreign visitors to Japan

Downside risk

-Negative impact on the financial system

-Decline in potential growth rate (damage of capital and labor)

*Hong Kong autonomyissue

4. Impact of the new Prime Minister on the economic outlook

Yoshihide Suga was nominated the new prime minister in both houses of the Diet on September 16. Prime
Minister Suga has a track record of supporting the longest administration in the history of constitutional
administration as Chief Cabinet Secretary of the Abe Cabinet, and it is only natural to think that his basic
policy stance will continue along the line of Abenomics. Monetary policy, which is the main pillar of
Abenomics, will not change significantly given that BOJ Governor Kuroda's term in office is until March 2023.
The consensus is that it is necessary to continue with the accommodative monetary policy and expansive
fiscal policy for the time being in order to support the economy damaged by COVID-19, and Prime Minister
Suga will adopt policies in line with that consensus.

The term of office for the House of Representatives is until October 2021, and a general election must be
held by that time, but it is thought that Prime Minister Suga will take measures that is widely accepted by the
masses in order to gain widespread support. The new prime minister has urged telecommunications
companies to reduce mobile phone charges since he was the Minister of Internal Affairs and
Communications, but there is the possibility that he will strongly push for this in order to gain widespread
public support. The reduction of mobile phone charges, which is said to be high internationally, may have a
positive impact on the development and popularization of new services that utilize communications, and is
desirable from the perspective of fostering new industries.
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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.
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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
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Financial Conduct Authority
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