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Background of Recent Japanese Market Rally and its Outlook

» The background of the recent Japanese stock market rally was the expectations for additional
monetary easing by BOJ and ECB, and also China’s rate cut.

» The downside of Japanese stocks is getting solid despite some uncertainties remaining, as the
market’s expectation for additional easing is very high.

> | maintain the view that the room to rebound for Japanese stock market will expand toward the

end of the year, if it can weather events such as the announcements of business results.

The background of the recent Japanese stock market rally was the expectations for additional
monetary easing by BOJ and ECB, and also China’s rate cut.

On October 23", the Nikkei 225 closed at JPY 18,825.30, JPY 389.43 higher than the previous
day, surpassing the recent high of JPY 18,770.51 on September 9" (Chart 1).  This seems to be due
to the remarks made by ECB President Draghi. President Draghi’s remarks were dovish as he
confirmed that “the degree of monetary policy accommodation will need to be re-examined at our
December monetary policy meeting” and also that a discussion was made over a deposit rate cut, at
the press conference after the ECB meeting.

This raised an expectation for additional monetary easing by BOJ at the Monetary Policy
Meeting on October 30" coordinating with the ECB.  The currency market reacted with the Euro
and JPY weakening against the USD and major stock markets reacted by rallying with the
expectation of a liquidity-driven market expansion. Meanwhile, the PBOC (China’s central bank)
announced its decision to cut benchmark interest rates (either deposits or loans) by 25 basis points
and the RRR (required reserve ratio) by 50 basis points, on October 23" which was also a tailwind to
both European and US stock markets.

o Chart 1: Nikkei 225 Index o Chart 2: TOPIX Estimated EPS (12 Months )
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(Note)  Data period is from August 11 th to October 23rd of year 2015. (Note) Data period is from October 22nd, 2010 to October 23rd, 2015.
(Source) SMAM, Based on Bloomberg L. P. data. 12 months estimate of earnings per share (EPS) of Tokyo Stock Exchange Index (TOPIX)
(Source) SMAM, based on Datastream data.



The downside of Japanese stocks is getting solid despite some uncertainties remaining, as the

market’s expectation for additional easing is very high.

The two uncertainties, the timing of the US rate hike and China’s economic situation which
caused the financial market’s sharp fall this summer, have not completely diminished yet.
Notwithstanding, the downside of Japanese stocks is getting solid, supported by the postponement of
imminent US rate hike, expectations for additional easing in Japan and Europe, and monetary easing
initiated by China. It appears that the stock market has possibly become extremely dependent on

monetary easing due to a long lasting liquidity-driven market.

A liquidity-driven market certainly is comfortable for stock investments, however, it potentially
involves a risk to push stock value higher than fair corporate value as ample liquidity increases
investors’ risk tolerance extremely higher. This was observed and proved this summer as the stock
market was significantly impacted when the US rate hike came into the picture. Considering the
current market environment, an exit strategy from non-traditional monetary policy may be much

more difficult than the central banks’ assumption.

I maintain the view that the room to rebound for Japanese stock market will expand toward

the end of the year, if it can weather events such as the announcements of business results.

In this week, the announcements of the interim results of companies whose fiscal year end in
March are concentrated. These events can be a turning point for Japanese stock market to shift into
an earnings-driven phase after assessing the impact of China’s slowdown to corporate earnings
(Chart 2). FOMC from October 27" to 28™ and BOJ’s Monetary Policy Meeting on October 30"
are also important events. Despite the majority deems no policy change this time by FOMC, one
should be careful as markets could be volatile depending on the result of BOJ’s policy meeting as

expectation on additional monetary easing is increasing.
I have not changed my view that the chance to test the upside will increase for the Japanese stock
market toward the end of the year, if the interim result announcements were to stay within market

expectations and the uncertainties over US rate and China were to be discounted by markets as time

passes.

* Please note that this report is a translation of Japanese report written on October 26™, 2015.
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Disclaimer

Please read this disclaimer carefully.

This material is for non-Japanese institutional investors only.

*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.

*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.

tThe 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.

*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.

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

*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.

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

*The intellectual property and all rights of the benchmarks/indices 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.

«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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