For Information Only

12 June 2014

SMAM Japan Insights No.012) Masaru Hamasaki

Senior Strategist

May Economy Watchers Survey—
Important to Secure Consumption Power

May Economy Watchers Surveyj

On June 9, the Cabinet Office announced its May Economy Watchers Survey. The current
conditions DI (on the direction of business environment) rose 3.5 points m-o-m to 45.1, while
the future conditions DI rose 3.5 points m-0-m to 53.8. The current conditions DI, which fell
significantly (-16.3 points) in April due to pullback of rush demand before the consumption tax
hike, rebounded in May partly supported by the strong consumer demand during the “Golden
Week Holidays”. The future conditions DI rose 3.5 points m-o-m for the second straight month
which re-confirmed that the economy would recover from this summer.

Amongst the activity-related DlIs, the household activity-related DI rose 4.9 points m-o0-m, the
corporate activity-related DI fell 1.1 points m-o-m and the employment related rose 3.4 points. The
corporate activity-related DI seems to have fallen as the corporate owners’ sentiment in May
remained weak probably because in April it was not as weak as that of household. Among the
household activity-related Dls, food & beverage and housing fell 4.4 points and 1.3 points,
respectively in May as they did not deteriorate so much in April. On the contrary, retail which had
fallen significantly in April rose substantially by 7.3 points m-o-m in May.

The future conditions DIs have improved across the broad range of sectors without outstanding
deterioration (only convenience store and other retail fell m-o-m). |1 am relatively optimistic on the
consumption behavior after this summer as the future conditions Dls rose steadily in the sectors
which were hit by pullback of rush demand such as department store, electric appliance retail and

automobile etc.

< Economy Watchers Survey (M-0-M Change of Dls) (Unit : Points)
Current conditions DI Future conditions DI

Mar. 2014 Apr. May Mar.=Apr.J]Apr.=May|Mar. 2014 Apr. May [Mar.=AprjApr.=Ma

Total 57.9 41.6 45.1] -16.3] +3.5 34.7 50.3 53.8] +15.6 + 3.5

Household activity-related 57.0 37.2 42.1 -19.8 +4.9 31.3 49.8 53.1] +18.5 +33
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i iShopping area, High street shop 53.7 37.2 40.6 -16.5 +34 275 42.9 47.8 +15.4 +4.9

E éDepartment Store 77.0 23.9 37.1 -53.1 +13.2 185 58.9 61.2 +40.4 A28

¢ i Supermarket 65.0 338 42.0 -31.2 +8.2 26.8 51.6 56.0) +24.8 +4.4

ﬁ §Convenience Store 56.3 375 48.2 -18.8 +10.7 35.3 55.2 52.7] +19.9 -2.5

E gCIothing Shop 50.8 34.4 39.3 -16.4 +4.9 26.2 434 47.5) +17.2 +4.1]

ﬁ ; Electrical app liance retail 86.5 224 27.0 -64.1 +4.6 12.2 48.7 66.2 +36.5] +175

E éAutomobiIe 47.0 21.6 31.2 -25.4 +9.6 22.0 48.3 56.5) +26.3 +8.2

i {Otherretail 61.6 376 40.9 -24.0 +3.3 30.7 52.8 523|  +221 -0.5
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ﬁ i Travel, transportation 51.2 43.3 46.6 -7.9 +3.3 41.6 52.8 54.6) +11.2 +1.8

‘E i Telecom company 57.9 455 50.4 -12.4 +4.9 39.7 50.0 54.6 +10.3 +4.6

i i Leisure facility operator 49.6 48.0 50.8, -1.6] +2.8 44.3 52.3 52.3] +8.0] +0.0]
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Housing 50.3 44.7 43.4 -5.6 =183 39.5 46.2 47.8 +6.7 +1.6]

Corporate activity-related | 584l 485] adl T 1 seof asol [ s3s| 109l +36

ErM anufacturing 57.0 50.0 47.9 -7.0) -2.1] 40.2 50.4 52.1] +10.2 +1.7

{Non manufacturing 59.6 47.5 46.9 =12.1) -0.6] 38.1 49.7 55.0) +11.6 +5.3

Employment related 62.8 55.9 59.3) -6.9) +3.4 47.1 54.4 58.6) +7.3 +4.2

(Source) SMAM, based on the Cabinet Office data
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Future Outlook & Focus

My concern over the consumer spending in future is a possible substantial decline of the real
income caused by the rise of both prices and consumption tax. According to the GDP data, real
employees’ compensation of Jan.-Mar. 2014 was -0.6% y-0-y. After this quarter, it is expected to
further decline by around 2% reflecting the consumption tax hike. At the previous consumption
tax hike in April 1997, the real employees’ compensation did not decline (Apr.-Jun. 1997 was
+1.1% y-0-y). Currently, while the consumer spending sentiment remains strong, the
consumption power is not that ample.

We must by all means avoid the deterioration of consumer sentiment that would lead to a
contraction of consumer spending. With this in mind, | hold a view that in addition to the
condition that the external shock, considerably detrimental to the economy, should not happen,
it is necessary that the current Japanese government must continue to put its priority on the
policy to revitalize the Japanese economy.
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* Zero growth threshold is used as an indicator to judge whether the Japanese economy is growing or stagnant.
If Dls are above this threshold (40.9), it indicates that the economy is or will be strong
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Disclaimer

Please read this disclaimer carefully.

o This material is for non-Japanese institutional investors only.

o The research and analysis included in this report, and those opinions or judgments as outcomes thereof, are intended to introduce or
demonstrate capabilities and expertise of Sumitomo Mitsui Asset Management Company, Ltd. (hereinafter “SMAM”), or to provide
information on investment strategies and opportunities. Therefore this material is not intended to offer or solicit investments, provide
investment advice or service, or to be considered as disclosure documents under the Financial Instruments and Exchange Law of Japan.

o The expected returns or risks in this report are calculated based upon historical data and/or estimated upon the economic outlook at
present, and should be construed no warrant of future returns and risks.

@ Past performance is not necessarily indicative of future results.

o The simulated data or returns in this report besides the fund historical returns do not include/reflect any investment management fees,
transaction costs, or re-balancing costs, etc.

e The investment products or strategies do not guarantee future results nor guarantee the principal of investments. The investments
may suffer losses and the results of investments, including such losses, belong to the client.

o The recipient of this report must make its own independent decisions regarding investments.

e The opinions, outlooks and estimates in this report do not guarantee future trends or results. They constitute SMAM’s judgment as of
the date of this material and are subject to change without notice.

e The awards included in this report are based on past achievements and do not guarantee future results.

e The intellectual property and all rights of the benchmarks/indexes belong to the publisher and the authorized entities/individuals.

@ This material has been prepared by obtaining data from sources which are believed to be reliable but SMAM can not and does not
guarantee its completeness or accuracy.

o All rights, titles and interests in this material and any content contained herein are the exclusive properties of SMAM, except as
otherwise stated. It is strictly prohibited from using this material for investments, reproducing/copying this material without SMAM's
authorization, or from disclosing this material to a third party.
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