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4 “Tankan survey”; record-high for the first time in 11 years )

The “Short-Term Economic Survey of Enterprises in Japan” known as the “Tankan survey” is conducted by
the Bank of Japan in quarterly basis based on the data from more than 10,000 companies which is used as a
reference for their monetary policy decision making process. The current and future business confidence for
large manufacturers are widely known as “Business Condition Diffusion Index” receiving most attention in
the financial markets. According to the latest December “Tankan” announced on 15th December, business
Qnditions of large manufacturers showed improvement and marked a 11 year high since December 2006. )

Sth straight quarters of improvement of large manufacturers’
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business conditions; record-high for the first time in 11 years

B According to December “Tankan survey”, the latest “Business Condition Diffusion Index” for large
manufacturers rose 3 point to +25 from the previous survey of September. This was 5™ straight quarters of
improvement beaten market expectation of +24 (Bloomberg). Business conditions DI recorded an 11 year
high. Of the manufacturers, Medium-sized and Small enterprises also saw improvement. Background
seems to be increase in export due to (1) a weaker JPY compared to assumed exchange rate of USD and
EUR by Japanese corporations and (2) recovery of global economy. Improvement of DlIs of
manufacturers such as Automobile, Production machinery, Steel and Non-ferrous attributed to the overall
improvement of the DI.

B Assumed exchange rate of large manufacturers for FY2017 was JPY110.18 against USD which slightly
shifted to weaker yen than the previous survey.
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(Note)  Data period from Mar. 2006 to Mar. 2018. Mar. 2018 is Future DI. (Month, Year)

(Source) SMAM, based on BOJ data.

Business conditions DI of Large non-manufacturers were flat
ol Weak consumption due to prolonged rain fall
B Meanwhile, the latest Business conditions DI of the large non-manufacturers was the same at +23 as the
previous survey. Medium-sized and Small enterprises were almost the same (+1) as the previous survey,
too. Although consumption is trending up, pace of improvement of non-manufacturers was moderate
compared to the previous survey due to prolonged rain fall and rise of wages.
B Capital spending plan of Japanese corporations (All size and All Industries) was + 6.3%, surpassed that of

previous survey (September). Negative gaps of Production capacity DI and Employment conditions DI
widened due to their shortages. These could lead to capital expenditure in future.
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Economic expansion and earnings growth expectation will likely
Future Outlook .
support equity market

B December “Tankan survey” confirmed moderate economic expansion trend due to significant
improvement of manufacturers, while improvement of non-manufacturers was stymied by bad weather.

B Pace of rise of Nikkei 225 index accelerated after September temporarily recovered 23,000 level on 9™
November, and is still hovering around this level. The Japanese equity market appears to be supported
by (1) strong export due to global economic recovery and (2) recovery of commodity market. Despite
some uncertainties over North Korean situation and in Middle East, continuation of economic
expansion and earnings growth expectation seem to underpin Japanese equity market.
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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.
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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.
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judgment as of the date of this material and are subject to change without notice.
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