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2017 USD/JPY Exchange Rate Outlook

® Our forecast range for USD/JPY rate is from JPY 112 to JPY 124. If Trump’s economic policies are not
disappointing, JPY will not rise sharply.

® Expectation of moderate interest rate hike in US and continuation of accommodative monetary policy in
Japan suggests very moderate USD appreciation against JPY.

® USD/JPY rate is likely to be range traded in the second half of 2017, as sharp USD appreciation against
JPY is unlikely based on our assumption on US’s exchange rate policy.

Our forecast range for USD/JPY rate is from JPY 112 to JPY 124. If Trump’s economic policies are not
disappointing, JPY will not rise sharply.

SMAM’s 2017 forecast range for USD/JPY rate is from JPY 112 to JPY 124 (Chart 1). USD appreciated
against JPY based on the expectation on Trump’s policies after US presidential election in November 2016,
however, we need to assume relatively high volatility of USD/JPY rate as size and timing of US president-elect
Donald Trump’s economic policies are not certain yet.

USD/JPY rate is expected to aim at around 120 as far as expectation on Trump’s policies prevails. In the short
run, USD/JPY rate may possibly test downside of its range temporarily, as expectation on Trump’s policies seems
to have lowered to some extent. Even so, we believe that JPY will not likely rise sharply as far as disappointment
over incoming new president’s policies does not prevail for any reasons. However, expectation led market will
come to an end around March 2017 when Trump’s policies will become clear.

“Chart 1: Price Range Forecast of USD/JPY Rate”
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(Note) Data period is from 1% January 2014 to 29th December 2016. Price ranges indicated beyond January 2017 are forecast made by SMAM
as of 19th December 2016. Heavy lines in red are upper and lower limits of price range forecast.
(Source) SMAM, based on Bloomberg L. P. data.



Expectation of moderate interest rate hike in US and continuation of accommodative monetary policy in
Japan suggests very moderate USD appreciation against JPY

After early spring, we need to watch monetary policies of both US and Japan. According to distribution of
FOMC member’s views on where the policy rate should be (dot plot), three policy rate hikes in 2017 is indicated.
We expect two policy rate hikes in 2017, as we believe USD appreciation restrains prices and that enables
moderate pace of rate hike, despite acceleration of US growth pace in the second half of 2017 due to US
president-elect Donald Trump’s tax reduction and infrastructure investment.

Meanwhile, in terms of BOJ’s monetary policy, we believe its framework of “Quantitative and Qualitative
Monetary Easing with Yield Curve Control” will be maintained at least in 2017 until trend of price increase
becomes clear in Japan. Expectation of monetary policies of US and Japan, a moderate interest rate hike in US
and continuation of accommodative monetary policy in Japan, suggests USD/JPY rate trend of very moderate
USD appreciation against JPY.

USD/JPY rate is likely to be range traded in the second half of 2017, as sharp USD appreciation against
JPY is unlikely based on our assumption on US’s exchange rate policy

We expect that realistic approach based on negotiation will be adopted for international trade policy and
concern of market participants over US’s protectionism will gradually fade away. In addition, we expect size of
fiscal policy will be based on neutral fiscal policy which will be less than that of US president-elect Donald
Trump’s commitment. Therefore, we believe that sharp appreciation of USD against JPY based on widening of
interest rate differential will not happen as yield of 10-year government bond is expected to stay within range of
2.0% to 2.8% in 2017.

Meanwhile, in 2017, JPY might temporarily appreciate due to European politics and environment surrounding
China and emerging countries, however, what we really need to watch as a risk factor is currency exchange rate
policy of US president-elect Donald Trump. Although direction of currency exchange rate policy is not clear yet,
sharp USD appreciation might not be accepted as Trump continued to focus on supporting manufacturers in US.
Even from this point, we expect to see more range-bound trade in USD/JPY rate in the second half of 2017 as
one-way USD appreciation against JPY is not likely.

* Please note that this report is a translation of Japanese report written on 10t January, 2017.



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.

e Past performance is not necessarily indicative of future results.

EThe 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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