b Sumitomo Mitsui DS Asset Management

Small-cap value resilient amidst
escalating tensions in the Middle East

Japan Market Insights - July 2025

Japan Equity Research Team
SMD-AM

We are one of the largest
investment management
companies in Japan, offering
discretionary investment
management, investment
trusts and advisory services to
a range of institutional
investors, pension funds,
government agencies

and retail investors worldwide.

For professional investors only

4 N
Highlights:

* Crude oil prices spiked before falling back on the ceasefire
announcement.

* Meanwhile, markets in Europe and the US declined, long-term
interest rates rose, and the yen weakened against the dollar.

* The Nikkei index rose led by some semiconductor-related stocks
that were heavily bought.

* Small- and mid-cap value and domestically focused stocks were
also in favor.

*  Our view is that this pattern could serve as a reference point in the
event of any future deteriorations in the Middle East situation.
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Markets stabilise after US and Israeli strikes

On June 13, just hours after the International Atomic Energy Agency
(IAEA) reported that Iran was no longer honoring its commitment to
cooperate with the international nuclear inspectors, Israel’s air force
carried out targeted strikes on Iran’s nuclear facilities. In retaliation,

Iran launched multiple salvos of ballistic missiles at Israel leading to

both sides reporting fatalities and major infrastructural damage. After
several days of speculation over whether the Trump administration would
intervene, the rapid escalation of military engagements eventually led to a
U.S. military response.

On June 23, the U.S. military launched airstrikes on Iran’s nuclear
facilities deploying advanced ‘bunker-busting’ weaponry not available

to the Israelis. This resulted in Iran retaliating on June 24 by attacking a
U.S. military base in Qatar, although this time with very limited impact due
to the Iranian regime telegraphing in advance the details of the attack and
the relatively minimal armaments at Iran’s disposal. The world was poised
for further military developments, but relief was felt when later on the
same day, U.S. President Trump posted on social media that Israel and
Iran had ‘agreed to a complete and comprehensive ceasefire.’
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Both Israel and Iran indicated their willingness to accept

the ceasefire, leading to the cessation of attacks and the
international community began to digest the tumultuous events
of the past few days. Summarizing movements in the markets
during the period of hostilities from June 12 to 20, we can note
that as seen in the table below:

* crude oil prices surged
* major stock indices in Europe and the U.S. declined

+ the 10-year government bond yields rose as money flowed
into so-called safe-haven asset classes.

In the foreign exchange market, the U.S. dollar appreciated
significantly against major currencies showing that many
investors still view the dollar as a safe bet in times of market
stress. The Japanese yen depreciated, resulting in a stronger
dollar and a weaker yen. This may have been welcome news to
some Japanese-focused investors, as traditionally the weaker
yen has been seen as beneficial for the export-oriented parts of
corporate Japan.

Key asset classes and how they responded to the crisis

. Rate of Government Bond Yields  Rate/Range
Stock Price Index g
Change and Others of Change
. UK 10-year Government
0, 0,
Nikkei Stock Average 0.60% Bond Vield 0.06%
German 10-year Govern-
- 9 0,
TOPIX 0.42% ment Bond Yield 0.04%
NASDAQ o U.S. 10-year Government o
Composite Index -1.09% Bond Yield 0.02%
UK FTSE 100 Index -1.24% Japanese 10-year Govern- -0.05%
ment Bond Yield
S&P 500 Index -1.28% Brent Crude Futures 11.03%
DAX Index -1.77% WTI Crude Futures 10.13%
Dow Jones N 2.61yen/
Industrial Average A77% USDIPY dollar

Note: The data is from June 12 to 20, 2025. The changes in government bond yields
and the USD/JPY exchange rate are measured in terms of range, while the changes
in Brent crude oil futures and WTI crude oil futures are measured in terms of rate of

change.

Source: Prepared by Sumitomo Mitsui DS Asset Management based on Bloomberg
data.

Semiconductor-related stocks lead the rally

Symbolising the relatively muted nature of the market response,
in Japan the TOPIX declined but the Nikkei rose. The Nikkei
increased by 230.14 in yen terms, with major contributors
including Advantest and SoftBank Group. Advantest’s positive
contribution amounted to an impressive 406.60 yen as can be
seen in the table below.
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On the other hand, stocks with significant negative contributions
included Tokyo Electron and Fast Retailing, with Tokyo Electron’s
negative contribution registering as 101.28 yen.

Movements in the Japanese Market

Individual Stocks Contribution

Advantest Corporation 406.60 yen
SoftBank Group Corp. 183.41 yen
Konami Group Corp. 58.54 yen
Tokyo Electron -101.28 yen
Fast Retailing Co., Ltd. -91.80 yen
Recruit Holdings Co.,Ltd. -45.30 yen

TSE 33 Sectors Rate of Change

Other Products 4.83%
Electric Power & Gas 4.31%
Mining Industry 2.67%
Pharmaceutical -4.13%
Iron & Steel -3.74%
Air Transportation -2.44%
TOPIX MID 400 Index 0.61%
TOPIX SMALL Index 0.1%
TOPIX 100 Index -0.88%
TOPIX Value Index -0.17%
TOPIX Growth Index -0.68%
TOPIX SMALL Value Index 0.19%
TOPIX SMALL Growth Index 0.03%
TOPIX 500 Value Index -0.20%
TOPIX 500 Growth Index -0.74%
Nikkei Average Domestic Demand Stock 50 Index 1.03%
Nikkei Average External Demand Stock 50 Index -0.24%

Note: The data is from June 12 to 20, 2025. For individual stocks, the top three stocks
with the largest positive and negative contributions. For the 33 industries of the

Tokyo Stock Exchange, the top three industries with the highest rates of increase and
decrease.

Source: Prepared by Sumitomo Mitsui DS Asset Management based on Bloomberg
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Although not all semiconductor-related stocks rose, the Nikkei
tends to be strongly influenced by movements in its cohort

of high-priced stocks. Recently, the high-priced movers were
semiconductor names.

Digging a little bit deeper and looking at the 33 sector indices
of the Tokyo Stock Exchange, other top performers alongside
semi-conductor-related stocks included ‘Other Products.” This
amorphous category includes companies like Nintendo and

Bandai Namco Holdings, and sectors such as ‘Electric Power J PX
and Gas’ and ‘Mining’ also recording strong performance due
to the prevalence of value names in these sectors. The sectors TOKYO STOCK EXCHANGE

with the highest rates of decline were ‘Pharmaceuticals,’ ‘Steel,’
and ‘Air Transportation.’
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to previous levels in the industry and style indices. If the o [ rEex
Middle East situation deteriorates again, our view is that the
developments described above could provide a clear reference
point about what to expect next time.

Additionally, in an era of generally heightened global tensions,
we cannot expect a long period of calm before the next crisis
emerges. However, the specific causes and nature of any future
crises would naturally also need to be factored in.
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However, we see the resilience of small- and mid-cap value
names as a key takeaway from this recent bout of turbulence,
and we expect small-cap value to continue to show its virtues
when headlines cause large-cap growth stocks to wobble.
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General disclosure: .
The material is intended for professional and institutional investors only.

This material is intended for information purposes only without regard to any particular user’s invest-
ment objectives or financial situation and should not be construed as an offer, solicitation, recommen-
dation, or advice to buy or sell securities or pursue any investment strategy in any jurisdiction. Any
examples used, charts, and graphs are generic, hypothetical, and for illustration purposes only. Any
forecasts, figures, opinions, or investment techniques and strategies contained are for information
purposes only, and are based on certain assumptions and current market conditions that are subject to
change without prior notice. This material does not contain sufficient information to support an invest-
ment decision and it should not be relied upon by you in evaluating the merits of investing in any securi-
ties or products. Nothing in this material constitutes accounting, legal, regulatory, tax or other advice.

No representation or warranty is made as to the accuracy, completeness, fairness or timeliness of the
statements or any information contained herein. This material is not legally binding and no party shall
have any right of action against Sumitomo Mitsui DS Asset Management (UK) Limited, including our af-
filiates, 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. The views expressed are those of the author

at the time of the writing. The material is correct to the best of our knowledge at the date of issue and
subject to change without notice.

The intellectual property and all rights of the benchmarks/indices belong to the publisher and the au-
thorised entities and individuals. All right, title, and interest in this material and any information con-
tained herein are the exclusive property of Sumitomo Mitsui DS Asset Management (UK) Limited,
except as otherwise stated.

This material is issued by Sumitomo Mitsui DS Asset Management (UK) Limited. Registered in England
and Wales. Registered office: 100 Liverpool Street, London, EC2M 2AT, United Kingdom; registered
number 01660184. Authorised and regulated by the Financial Conduct Authority.

This material and the information contained may not be copied, redistributed, or reproduced in whole or
in part without the prior written approval of Sumitomo Mitsui DS Asset Management (UK) Limited.

Risk warning: Investment involves risk, including possible loss of the principal amount
invested, and the value of your investment may rise or fall. 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.



