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Outlook on the Japanese equity market

« Japan has been a volatile market of late, driven by uncertainty around
the US economy and Japan’s shift in monetary policy. However we
believe there will be a bullish rally once the trajectory of US monetary
policy becomes clearer and market volatility stabilizes.

*  We believe that the US economy will avoid a hard landing, thanks
Hisashi Shiraki largely to robust consumer spending. Additionally, we expect the Bank
Chief Global Strategist of Japan (BOJ) to adopt a more cautious approach, gradually raising
its policy rate which will please the markets.

+ By the end of March 2025, we project the Nikkei 225 will surpass the
40,000 mark and may well reach 45,000 by the end of the year.

» Although Shigeru Ishiba’s unexpected victory in the Liberal
Democratic Party (LDP) leadership election initially disappointed
markets, an early snap election during the “honeymoon period” for the
new prime minister could bolster the ruling LDP’s approval ratings and
positively impact the equity market in the near term.
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Source: Bloomberg, forecast by SMDAM.
The figures refer to the past and that past performance is not a reliable indicator of future results

Data after September 2024 is our forecast, such forecasts are not a reliable indicator of future performance.
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Upside risks
* Receding excessive concern over the US economy

* Further improvement of corporate governance, led by Tokyo
Stock Exchange

Downside risks
» Tighter fiscal policy to target the primary surplus
» Hasty monetary tightening by the Bank of Japan

* FExcessive and rapid JPY appreciation

Consumer spending on the rise amidst steady data

In the second quarter of 2024, real GDP grew for the first time
in two quarters, marking a significant turnaround. Notably,
consumer spending, which had been sluggish, increased for the
first time in five quarters.

Despite fluctuations in stock prices and a strengthening yen,
soft data—released earlier than hard data—has remained
robust. The PMI (August) and the Economy Watchers Survey
(August) showed recovery, while the Consumer Confidence
Index (August) remained strong.

Furthermore, the CAPEX plans outlined in the Business Survey
Index for Q3 indicate solid growth expectations.
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Inflation trends and economic outlook

Inflation has been on the rise, with the nationwide core
Consumer Price Index (CPI) increasing by 2.7% year-over-year
in July, up from 2.6% in June. In the Tokyo Metropolitan Area,
the core CPI rose 2.4% year-over-year in August, accelerating
from 2.2% the previous month.

The nationwide core CPI has been significantly impacted by
the removal of subsidies for electricity and gas bills, while the
depreciation of the yen has also contributed to the uptick in the
Tokyo area.

Economy expected to return to moderate growth

We have slightly adjusted our real GDP growth forecast for
fiscal year 2024, lowering it from 0.5% to 0.4%. However, our
forecast for fiscal year 2025 remains unchanged at 0.7%. The
revision for FY 2024 is primarily due to updated GDP figures for
the second quarter of 2024.

Looking ahead, we expect the Japanese economy to regain

a moderate growth trajectory. This will be supported by wage
increases and robust capital expenditure driven by labour-
saving initiatives, digitalization, greening projects, urban
development, and semiconductor factory construction. Global
economies are demonstrating resilience which will also aid the
Japanese economy.

Our core CPI forecast for FY 2024 remains at 2.5%, but we
have revised our FY 2025 forecast down to 2.0% from 2.2%.
This adjustment is mainly due to changes in our assumptions
regarding crude oil prices and foreign exchange rates. We have
lowered our WTI price forecast to $70 per barrel from $75, and
we now expect the dollar-yen exchange rate to average 148
yen in FY 2024 (down from 151 yen) and 141 yen in FY 2025
(down from 145 yen).

We anticipate that the nationwide core CPI will remain

above 2% throughout 2025. While cost-push pressures from
import prices are expected to ease, the end of subsidies for
electricity, gas, and petrol will likely drive energy prices higher.
Additionally, service price increases are expected to coincide
with wage hikes. From 2026 onward, while energy factors may
stabilize, core CPl is likely to remain steady at around 2% year-
over-year due to ongoing increases in service prices.

Expectations for policy continuity under new
leadership

We anticipate that the government will continue its
accommodative fiscal policy. Prime Minister Kishida has
announced plans for economic measures to be implemented
this autumn.
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Despite his decision to step down, his successor, Mr. Ishiba, is expected to maintain
existing fiscal policies, including plans to extend subsidies for electricity, gas, and gasoline
for low-income households.

Revised monetary policy forecast

We have adjusted our forecast for the Bank of Japan’s monetary policy as follows: we now
expect the policy rate to rise to 0.50% in December 2024, 0.75% in July 2025, and 1.00%

in January 2026 (previously projected as 0.50% in January 2025, 0.75% in July 2025, and
1.00% in January 2026).

The decision to bring forward the timing of the next rate hike by one month is based on

(1) the limited adverse impact of financial market instability on the economy since August
and (2) the Policy Board members’ consistent intention to maintain a hawkish stance while
closely monitoring financial market developments. The timing of subsequent rate hikes
remains unchanged.

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

This material is for general information purposes only without regard to any particular user’s invest-
ment objectives or financial situation. It is educational in nature and should not be interpreted or
constituted as an offer, solicitation or recommendation or advice to buy or sell securities or pursue
any particular investment strategy or investment product in any jurisdiction or country, noris it a
commitment from Sumitomo Mitsui DS Asset Management Company, Limited or any of its subsidi-
aries (“SMDAM Group”) to participate in any of the transactions mentioned herein. Any examples
used are generic, hypothetical and for illustration purposes only. No representation or promise as to
the performance of funds or the return on any investment is made. Any forecasts, figures, opinions
or investment techniques and strategies set out are for information purposes only, and are based
on certain assumptions and current market conditions that are subject to change without prior no-
tice.

The material is correct to the best of our knowledge at the date of issue and subject to change
without notice. We do not guarantee its accuracy, completeness, fairness or timeliness, and make
no representations or warranties, express or implied, as to the accuracy or completeness of the
statements or any information contained therein and any liability for any error, inaccuracy or omis-
sion is expressly disclaimed. This material does not contain sufficient information to support an
investment decision and it should not be relied upon by you in evaluating the merits of investing in
any securities or products. Nothing in this material constitutes accounting, legal, regulatory, tax or
other advice.

It should be noted that investment involves risks, including the possible loss of the principal amount
invested, and the value of your investment may rise or fall.
Past performance and yields are not necessarily indicative of current or future results.

Some statements contained in this material concerning goals, strategies, outlook or other non-his-
torical matters may be forward-looking statements and are based on current indicators and ex-
pectations. These forward-looking statements or opinions of the author speak only as of the date
on which they are made, and the Company undertakes no obligation to update or revise any for-
ward-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 Com-
pany 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 organizations 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. This document may not be copied,
redistributed or reproduced in whole or in part without prior written approval. The content of this
document should not be interpreted as a solicitation for business and is intended as background
information for professional institutional investors only. Please contact us should you require further
information.

General Terms

The intellectual property and all rights of the benchmarks/indices belong to the publisher and the
authorized entities/individuals. The video itself or the contents of the video may not be copied, re-
distributed, reproduced or relied upon by any person, in whole or in part, without prior written ap-
proval from SMDAM Group. All rights, titles and interests in this material and any content contained
herein are the exclusive properties of SMDAM Group, except as otherwise stated.



