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The MSCI Japan index advanced as investors reacted positively to Nvidia’s conference, and
somewhat dovish policies of major central banks, and a weaker yen. Specifically, Nvidia shares
rose as investors were excited about the GTC 2024, a major conference hosted by Nvidia,
including a detailed explanation of its new chip by its CEO, pushing global stock markets higher.
Additionally, the index was also boosted by several factors related to dovish policies of major
central banks: 1) the ECB lowered its inflation and GDP forecasts in its macroeconomic
projections; 2) the median projection of US FOMC members for the federal funds rate, as
shown in the latest dot plot, continued to imply three rate cuts in 2024; 3) the Bank of Japan
(BoJ) stated in its forward guidance that 'accommodative financial conditions will be maintained
for the time being' and decided to continue its long-term JGB (Japanese Government Bond)
purchases with broadly the same amount as before. Although the BoJ decided to end its
negative interest rate policy and purchases of ETFs due to accelerated wage growth during the
spring labour offensive compared to the previous year, this did not have a negative impact on
Japanese stocks. Instead, it pushed up the Japanese stock market due to the weaker yen
against the US dollar after the BoJ's monetary policy meeting (MPM). Other factors contributing
to the positive sentiment in Japanese equities include: 1) various media reports on accelerating
wage growth in Japan this year; 2) the announcement of new targets for ROE and major
shareholder returns by Obayashi Corp. and Koito Manufacturing, and; 3) reports that the Nikkei
225 index topped 40,000 yen for the first time in history.

Monetary Policy: BoJ ended its negative rate policy; neutral for Japanese stocks

On 19 March 2024, the BoJ announced changes to its monetary policy framework. The BoJ
decided to end its unorthodox monetary easing as it judged that the price stability target would
be achieved in a sustainable and stable manner. The specific policy changes, which are shown
below, are generally in line with the reports published in advance. There were no surprises in
the changes and the policy outlook, and we believe that the effects of the changes will be
neutral for Japanese equities.

Major changes in BoJ’s monetary policy framework

N°  Item Previous Policy Newest Changes

1 Uncollateralized - Encourage it to remain at around 0 to
overnight call 0.1%
rate

2 Current account  -0.1% for the policy-rate balance 0.1%, excluding required reserve
deposits at BoJ balances

3 Long-term +10 year bond yields around 0%

interest rate
+Upper bound of 1% as a reference
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Major changes in BoJ’s monetary policy framework (continued)

N°  Item Previous Policy Newest Changes

4 JGB purchases The BoJ will continue with large-scale Continue to buy long-term JGBs with
JGB purchases and make nimble broadly the same amount as before.
responses for each maturity by (Around JPYE trillion plus or minus
increasing the amount of JGB roughly JPY1.5 trillion)
purchases.

Conducting fixed-rate purchase

Conducting fixed-rate purchase operations and the Funds-Supplying
operations and the Funds-Supplying Operations against Pooled Collateral.

Operations against Pooled Collateral.

5 ETFs purchases  -Annual pace: No target End new purchases
+Upper limit: JPY12 trillion

6 J-REITs +Annual pace: No target End new purchases
purchases
+Upper limit: JPY180 billion

7 Forward The BoJ will not hesitate to take It will conduct monetary policy as
guidance additional easing measures if necessary.  appropriate in response to developments

o . in economic activity and prices as well
As long as it is necessary for maintaining 4 financial conditions.

the 2% inflation target in a stable

manner, the BoJ will continue with The BoJ anticipates that accommodative
quantitative and qualitative monetary financial conditions will be maintained for
easing and yield curve control. the time being.

Source: Bank of Japan, complied by SMDAM on 1 April 2024

The above changes in monetary policy are broadly in-line with market expectations and the
speculative reports published in advance. We had thought that the end of new purchases of
ETFs could temporarily push down the Japanese stock market, but it did not happen.
Incidentally, the BoJ intends to continue holding the ETFs that it currently holds, as it has
denied the possibility of selling them.

On 28 March 2024, the BoJ released a summary of opinions from the March MPM. We pay
close attention to this document as it tells us what opinions were expressed, and we believe
that it often heralds a change in monetary policy from the BoJ. We think the opinions were
neutral. Under the hood, we think that the members’ economic outlook was somewhat weak.
On prices, we think that they had a strong view on wages and a weak view on the other
aspects. In terms of JGB purchases, we think the amount will probably be around JPY6
trillion £JPY1.5 trillion for a while, but it will gradually decrease. As for short-term interest
rates, we could not find a clue except that it depends on economic, price, and financial
conditions.

Supply and Demand: New NISA scheme was off to a good start

The new NISA scheme started in January 2024. NISA is the Japanese version of the UK ISA,
and the new NISA allows larger investment limits and extended tax benefits. We initially
viewed the new NISA as a medium- to long-term positive factor for Japanese equities, but
given the actual data, we can now confirm that the new NISA has had a good start.

According to the Japan Securities Dealers association’s NISA account opening and usage
status (a survey of 10 securities firms, as of the end of February 2024), the number of new
NISA accounts opened in February 2024 was 530,000, and compared to the increase in
NISA accounts from January to March 2023 of 180,000 (monthly average), this is an increase
of approximately 2.9 times. In addition, the purchase amount from January to February 2024
(monthly average) was JPY1.5 frillion for the growth investment framework and JPY270
billion for the accumulation investment framework.
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Thus, the increase is approximately 3.3 times for the growth investment framework and
3.0 times for the accumulation investment framework.

NISA Utilisation (January to February 2024)

Monthly Average Monthly Average Rate of Increase
(Jan.- Mar. 2023) (Jan.-Feb. 2024)

No. of NISA accounts opened 180,000 530,000 2.9 times
Purchase Amount (Growth) JPYO.5trillion JPY1.5trillion 3.3 times
Purchase Amount (Accumulation)  JPY90billion JPY270billion 3.0 times

Source: Japan Securities Dealers Association (JSDA), as of 5 April 2024. Figures for “No. of NISA accounts opened” are for
February 2024 only.

Looking at the breakdown of the yen amount invested through the new NISA scheme for the
period from January to February 2024, 46% went to domestic stocks, 50% investment trusts.
Although the details of the purchased investment trusts are not disclosed, we can
conservatively assume that the proportion of domestic stocks in them is 10%, since a
substantial portion of the money seems to have been invested in index-tracking products
such as the MSCI All Country World Index (MSCI ACWI) or S&P500. Even under this
assumption, approximately 50% of the total amount invested through the new NISA went to
domestic stocks.

The amount of stocks purchased by individual investors on the Tokyo Stock Exchange (TSE)
and the amount of publicly traded stock investment trusts (excluding ETF) offered have been
on an increasing trend since the beginning of 2024 compared to the past. Under the
circumstances, the purchase amount through the new NISA has also increased compared to
the past. Of the amount that 10 securities firms purchased under the NISA program,
individual stocks accounted for over 3% of the purchase amount on the TSE, and publicly
traded investment trusts accounted for over 20% of the amount offered, which are higher than
in the past.

Because of the tax benefits of income gains and capital gains, we may expect that the money
invested through NISA shall be an investment that is held on a continuous basis. Considering
that NISA is a continuous monthly investment, and that ‘Tsumitate NISA’ (accumulation
framework) is a continuous monthly investment, and amount under the growth framework
increases every year for at least five years, it is presumed that the inflow of funds into the
new NISA will continue for at least a few more years. We believe the conditions where the
Japanese government is promoting investments, such as the NISA scheme, are positive for
Japanese stocks in the medium to long term.

Investment Strategy

We expect that the Japanese equity market will advance in the short term due to a change in
the management policy of Japanese companies with a P/B ratio below 1x driven by TSE
policy and earnings growth. Over the long term, policies that are more open to foreign capital,
including an improvement in corporate governance, as well as policies to boost the
immigration intake, are likely to support the market. We identify external factors, such as the
outbreak of financial crisis and global recession, as major risks. Taking these into
consideration, we will overweight low-P/B companies with large net-cash positions or a lot of
unrealised gains on land.
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Risk Warning: 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.

Notes: 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. Charts and
graphs are provided for illustrative purposes only.
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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.

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. This product is not
available in the EEA or to EEA domiciled persons.

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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