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Executive Summary

1.

Japanese economy: Avoiding a return to deflation will be the key focus. We expect a moderate economic
recovery as personal consumption recovers on the back of higher real wages.

Monetary policy: The Bank of Japan (BOJ) may decide on an additional rate hike by the summer. We will
also monitor the number of rate cuts by the Fed in 2024.

Equity market: We anticipate the Japanese equity market to rise moderately. Although there are concerns
over the appreciation of the yen due to the differences in monetary policy by other central banks, the market

should be supported by factors such as solid earnings and higher shareholder returns.

Japanese Economic Forecast

Avoiding a return to deflation will be the key focus in the second half of 2024. It is crucial for the
Japanese economy to transform itself from a cost-cutting economy for the past 30 years, to a growth-
oriented economy, driven by sustained wage increases and active investments. Real wages are likely to
turn positive in the summer as corporate earnings remain solid and wage increases have been achieved in
the spring labour offensive.

The outlook for private consumption is expected to pick up gradually in the latter half of 2024 as real
wages are expected to turn positive in the summer. The wage increase announced in the 2024 spring
labour offensive by the Japanese Trade Union Confederation was 5.17%, which is considered very high.
We expect private consumption to rise as wages increased in May and the employment rate continues to
improve. Personal consumption will remain firm, underpinned by increasing disposable income on the
back of tax cuts* which will be implemented in June.

Corporate earnings have reached new highs from the effects of price increases, depreciation of the
yen, and the recovery in inbound tourism. In the BOJ's Short-Term Economic Survey, capital expenditures
for FY 2023 were +13.1% year-on-year. Taking these into account, we see a continued trend of capex into
2024 that should solve the problem of labour shortages. Moreover, higher exports and production may

boost capex in the manufacturing sector.

*A 30,000-yen income tax cut and a 10,000-yen residential tax cut will be applied per individual.



Letter from SuMi TRUST - Japan Outlook in H2 2024 June 2024

Figure 1. Transition of Wage Increases
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Source: SuMi TRUST AM (as of the end of March 2024)

[I.  OQutlook on Monetary Policy

Attention is likely to be drawn on whether the BOJ will hike rates further. Currently, there is growing
speculation that the BOJ may announce an additional rate hike by the summer. A change in the BOJ's attitude
towards monetary policy was observed as Governor Ueda stated, “"We will pay close attention to the yen
depreciation” after a meeting with Prime Minister Kishida on 7t May. Additionally on 13t May, the BOJ reduced
its purchase of government bonds (JGBs) with maturities between 5 and 10 years compared to its previous
purchase. We expect the 10-year JGB yield to remain in the 0.60% to 1.20% range until the end of 2024.
Furthermore, there is a growing anticipation for a number of rate cuts in the US within the year. With the recent
CPl and other indicators suggesting a slowdown in inflation, there is increasing speculation that the Fed might
cut rates at least twice within the year. However, the number of rate cuts could change depending on economic
indicators and the results of rate cuts. The 10-year US Treasury note should trade in the range of 3.75% to 4.75%
until the end of 2024.

[ll. Qutlook on the Japanese Stock Market

The Japanese stock market is expected to remain firm on the back of an expected soft landing of the US
economy, solid corporate earnings, and higher shareholder returns. In addition, calls for a higher Price-to-Book
Ratio (PBR) and capital efficiency by the Tokyo Stock Exchange (TSE) as well as the expansion of the Nippon
Individual Savings Account (NISA) - an investment tax exemption scheme - will likely support the market. In
March 2023, the TSE requested companies with a low PBR to disclose and implement improvement measures.
For many years, poor capital efficiency and low profitability of Japanese companies, in addition to the

undervaluation of their shares have been pointed out. In response to this, the TSE has started to take concrete
2-
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action. The TSE aims to enhance the value of listed companies and increase the attractiveness of the market.
Among companies with a market capitalisation of over 100 billion yen, 45% of companies with a PBR of less
than one indicated their willingness to take action, and there have been cases where their share prices have
risen. Since the beginning of the year, more concrete measures have been announced and they will continue
to be a supportive factor.

The new NISA tax exemption scheme was launched in January 2024. According to the Japan Securities
Dealers Association (JSDA), Japanese equities were mostly purchased in the growth quota*, and this is thought
to be a factor supporting the market. The JSDA published materials on 215t March concerning the opening of
new accounts and status of NISA accounts at 10 broker-dealers (five major firms and five internet-based firms)
as of February 2024. The number of NISA accounts has increased by approximately 2.9 times compared to the
January to March 2023 quarter (average per month) and the amount of purchases increased at the same rate.
The purchase amount for the growth quota increased to about 1.5 trillion yen, which is approximately 3.3 times
higher than the previous year. A notable point was that in February 2024, nine of the top 10 stock purchases
under the growth quota were Japanese stocks. Industry wise, information and communications, banks and
pharmaceuticals accounted for more than half of the top 10 stocks. In addition, the number of high-dividend
stocks purchased suggests a preference for high shareholder returns and stable management. This inflow is
underpinning the market. According to the “2023 Survey on Investment Trusts” conducted by the Japan
Investment Trusts Association, the number of investors is expected to rise further as there is growing demand
for new NISA accounts (i.e. the growth quota). With the cash and deposit portion of Japan’s personal assets
having reached an unparalleled 1,100 trillion yen, demand for shares may be quite significant. Given these

circumstances, the Nikkei 225 could reach 43,000 by the end of the year.
*There are two types of savings schemes under the new NISA: the growth quota and accumulative (or

installment) quota. Larger fund selection is available in the growth quota, as well as the ability to hand-pick

stocks, while the accumulative quota is restricted to broader index funds.

Figure 2. The New NISA - Intention to Use

2023 16.8% 12.7% 8.9% 32.1%
2022 13.9% 11.7% 9.1% 37.3%
2021 15.2% 11.5% 8.6% 36.8%

0% 10% 20% 30% 40% 50% 60% 70% 80% 20% 100%

EWanttouse HLikelyto use Undecided mUnlikelytouse ®Don'twantto use

Source: Japan Investment Trusts Association, SuMi TRUST AM (as of the end of March 2024)
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Figure 3. Breakdown of the Top 10 Stock Purchases under the Growth Quota

Number of
Number Dividend Number of Stocks for Each Dividend
Investment Type Industry Stocks per
of Stocks Yield Yield Range
Industry
Information & 5.00%~5.99% 1
Communication
Domestic Stock 9 /2 stocks
Banks 4.00%~4.99% 2

Pharmaceutical

Foods 3.00%~3.99% 2
Foreign Stock 1

Wholesale Trade 2.00%~2.99% 3

Transportation /1 stock

Equipment ~2.00% 2

Electric Appliances

Source: Japan Securities Dealers Association (JSDA), SuMi TRUST AM (as of the end of May 2024)

V. Outlook on the Foreign Exchange Market

We continue to believe that the direction of monetary policy will continue to affect the foreign exchange
market. The focus will be on additional interest rate hikes in Japan, and the number of rate cuts in the US. After
the BOJ's monetary policy meeting in April, Governor Ueda stated that, “The current yen depreciation is not
having a significant impact on underlying inflation” which led the currency to fall to the 160-yen mark at one
point. Going forward, due to the opposing direction of monetary policies between the BOJ and the Fed, the

dollar-yen rate is expected to remain between 135 to 155 yen until the end of 2024.

V. Risk Factors

The main risk factor is weak personal consumption and the persistence of deflation. Real wages have
continued to decline for a record 24 consecutive months. A positive shift in real wages may be hindered by the
depreciation of the yen and/or arise in crude oil prices. The Ministry of Health, Labour and Welfare has reported
that total cash earnings have not increased as much as wage increases as announced by the Japanese Trade
Union Confederation. Thus until there is an end to the continued restraint on spending, and unless the
consumer mindset changes, personal consumption may not recover, which could take us back to an era of

deflation.
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Figure 4. Comparison of Total Cash Earnings and CPI
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Source: Bloomberg, SuMi TRUST AM (as of the end of April 2024)

VI. About the Writers

Hiroyuki Ueno, Chief Strategist

Hiroyuki joined SuMi TRUST in 2002 and has been Chief Strategist since
October 2017.

Through over 20 years of experience working in the investment industry, he

is well-versed in the investment management business and has a strong
network in the industry as well as among financial authorities.

Hiroyuki's primary focus is macroeconomy and financial market analysis. His
insights based on his own analysis combined with information gathered from
his broad network are widely acclaimed.

Hiroyuki is a Certified Member Analyst of the Securities Analysts Association
of Japan (CMA).

Katsutoshi Inadome, Senior Strategist

Katsutoshi joined SuMi TRUST in February 2023, his primary focuses are
market analysis and research, with a particular focus on interest rates,
currencies, and fixed income markets.

Katsutoshi has about 18 years’ experience in the financial industry. Before
joining SuMi TRUST, he was a bond strategist at Mitsubishi URJ Morgan
Stanley Securities, where he was responsible for developing fixed income

portfolio management strategies.




t.3 SuMi TRUST

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
toinit.

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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Kei Ohashi

Head of Investment Management Department

Sumitomo Mitsui Trust International Limited

155 Bishopsgate, London EC2M 3XU, United Kingdom

Direct: +44 (0)20 7562 8412

Email: imd@smtil.com

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