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Outlook on the Japanese equity market

m We are bullish on the Japanese stock market due to the solid increase in nominal GDP, strong
corporate earnings, and accelerating business cycle of manufacturers.

m We have raised our 2024 target for the Nikkei 225 from 41,800 to 44,000 due to the recent
strength in large cap growth names, including semiconductors and exporters.

m Further fiscal expansion, caused by rising tax revenue and the declining popularity of the ruling
Liberal Democratic Party (LDP) and its cabinet due to allegations over slush funds, could
provide another boost to the equity market.

m A pivot by the Bank of Japan (BOJ), which is expected in April, could be a tricky factor for the
market in the near future after decades of an ultra-low interest rate environment in Japan.
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Source: Bloomberg, forecast by SMDAM. Data after February 2024 is our forecast.

There is growing optimism about the virtuous cycle between mild inflation and wage increases in
Japan, as well as the Bank of Japan’s steady continuation of its accommodative monetary policy.
Conversely, we will be closely watching for an excessive and rapid appreciation of the yen and any
negative impact on corporate earnings, hasty and impatient monetary tightening by the BOJ, and
political turmoil triggered by divisions in the LDP as a result of the “slush fund scandal’.
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Economy standing still and inflation slowing

Real GDP fell in the fourth quarter of 2023, marking the second
consecutive quarter of negative growth. Domestic demand

is sluggish, with declines in consumer spending and capital
investment. As for the start of 2024, although there are negative
factors, such as the suspension of automobile production due
to inspection irregularities by some manufacturers and the Noto
Peninsula earthquake, business sentiment remains firm and the
economy will avoid a serious slowdown.

Japan’s Core CPI rose by 2.3% in December 2023 from a year
earlier, and the pace of inflation slowed by 2.5% from November
2023. The Tokyo Metropolitan area CPI rose by 1.6% in January,
down from 2.1% a month earlier. Inflation has been slowing, mainly
in goods prices, and import prices, which cause cost-push pressure,
are declining, pushing inflation down.

The macroeconomic outlook

We have lowered our FY 2023 real GDP growth forecast from
+1.3% to +1.6%, that for FY 2024 to +0.6% from +1.1%, and that
for FY 2025 to +0.7% from +0.8%. The downward revision to the
growth forecast was mainly due to the aforementioned suspension
of automobile production due to inspection irregularities, as well
as a slowdown of economic growth in the second half of FY 2023.
The downward revision in FY 2024 was due to the impact of the
economic slowdown toward the end of the previous fiscal year and
the impact of the rate hike in FY 2025. The economy is expected
to return to a moderate recovery led by domestic demand thanks
to slowing inflation, rising wages and the government’s economic
stimulus. On the other hand, we believe that exports will remain firm
despite slowing growth in the wake of a future slowdown in the US

economy.
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While we have maintained our core CPI forecast for FY 2023 at
+2.8%, we have raised that for FY 2024 to +2.2% from +2.0%,

and that for FY 2025 to +1.9% from +1.7%, respectively. The
upward revisions to FY 2024 and FY 2025 were mainly due to an
increase in the salary base and an increase in the assumption of
US dollar-yen rate. It is highly likely that the national core CPI will
increase once the downward effect of subsidies on electricity and
gas bills are eliminated in February 2024, but after that, the national
core CPl is likely to follow a deceleration trend and fall below 2% at
the beginning of 2025 due to the reduction of cost-push pressure
starting from import prices. However, the national core CPI is
expected to remain stable, not significantly down from 2%, as the
rise in service prices due to the improvement in wages.

We expect the government to continue their accommodative
fiscal policy. In November 2023, Prime Minister Kishida’s Cabinet
approved “comprehensive economic measures to completely
overcome deflation.” The measure, which amounts to 20.9 trillion
yen on a national and local basis, includes measures to counter
high prices, support for growth sectors, and national infrastructure
resilience. Flat rate tax cuts are expected to take effect in June
2024. Regarding the “Noto Peninsula earthquake”, the cabinet
decided to double the reserve fund for FY 2024 to 1 trillion yen.

In fiscal policy we should pay close attention to the risk of fiscal
expansion, aimed at improving the approval ratings of the Cabinet
and the Liberal Democratic Party, which have declined significantly
as a result of the party ticket and “slush fund scandal’.

We expect the end of ultra-easy monetary policy in April 2024,
including exiting negative rates and elimination of the YCC (yield
curve control). The Bank of Japan is expected to revise its economic
outlook report in April, in the wake of the results of the unions’

spring wage talks, which will be released mid-March, and judge

the probability of achieving the price stability target. The BOJ is
expected to raise its policy rate to somewhere in the range of 0

to 0.1% from -0.1% in April 2024. After that, we expect the BOJ

will raise its policy rate by 0.25% in April 2025 and October 2025,
respectively.
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Risk Warning: Some statements contained in this material concerning goals, strategies, outlook
or other non-historical matters may be forward-looking statements and are based on current
indicators and expectations. These forward-looking statements speak only as of the date on which
they are made, and the Company undertakes no obligation to update or revise any forward-looking
statements. These forward-looking statements are subject to risks and uncertainties that may
cause actual results to differ materially from those contained in the statements. The Company and/
or its affiliates may or may not have a position in any financial instrument mentioned and may or
may not be actively trading in any such securities.

The organisations and/or financial instruments mentioned are for reference purposes only.
The content of this material should not be construed as a recommendation for their purchase or
sale. Any charts and graphs provided are for illustrative purposes only.

If you would like to access the full report please contact your business development
representative.

CONTACT DETAILS

Business Development and Client Relations
Richard HAXE: +44 (0)20 7507 6431

Chloé CHOQUIN: +44 (0)20 7507 6424

Email: uksales@smd-am.co.jp

Sumitomo Mitsui DS Asset Management (UK) Limited
100 Liverpool Street, London, EC2M 2AT

United Kingdom
www.smd-am.co.uk
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Disclaimers

Issued by Sumitomo Mitsui DS Asset Management (UK) Limited. Registered in
England and Wales

Registered office 100 Liverpool Street, London, EC2M 2AT; registered number
1660184. Authorised and regulated by the Financial Conduct Authority.
This is a marketing communication.

Past performance is not a reliable indicator of future performance and
may not be repeated. An investment’s value and the income deriving
from it may fall, as well as rise, due to market fluctuations. Investors may
not get back the amount originally invested.

The data contained in this document is for information purposes only. It is
correct to the best of our knowledge at the date of issue and may be subject to
change. The client legal agreement will take precedence over this document.
This document is not legally binding and no party shall have any right of action
against Sumitomo Mitsui DS Asset Management (UK) Limited, in relation to the
accuracy or completeness of the information contained in it or any other written
or oral information made available in connection with it. Nothing in this
document or any related presentation shall be deemed to constitute investment
advice, nor shall we be deemed to be an investment advisor unless formally
appointed as such, or as discretionary investment manager, by way of written
agreement.

The information contained in this presentation is to be used by the professional
client that this document is issued to only.

Risk warning: On 1 January 2021 the UK left the EU transitional
arrangements and no longer benefits from passporting rights into EEA
countries.

This document may not be copied, redistributed or reproduced in whole or in
part without prior written approval from Sumitomo Mitsui DS Asset
Management (UK) Limited.
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