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What’s revealed after Nikkei Average Recovered to JPY23,000

® Japanese stock was bought as US-China agreement on putting trade sanction on hold was deemed lowering
risk of trade war.

® Expectation on upward revision of corporate earnings on back of weaker JPY against USD due to rising US
interest rate drove stock price high.

® Generally, upside potential of stock price driven by market expectation is limited. Stock market supported
by earnings growth expectation can be seen a little later.

Japanese stock was bought as US-China agreement on putting trade sanction on hold was deemed
lowering risk of trade war

Nikkei 225 Index closed recovering JPY 23,000 level on May 21 due to 1) shrinking concerns over US-China
trade friction and 2) progress of weaker JPY against USD. As to (1), US and China held a trade talk on the 17th
and 18th, and released a joint statement on the 19th. The joint statement includes effective measures to reduce US
trade deficit against China and China agreeing on dramatically increasing imports from US (diagram 1).

Furthermore, as a result of US-China trade talks, they have agreed to put trade sanction on hold during the
talks. They are expected to negotiate over specific items and amounts going forward. By this agreement, the
Japanese stock was bought as market deemed risk of US-China trade frictions escalating to “Trade War” has
receded.

“Diagram 1: Key points of joint statement on US- “Diagram 2 : EPS & PER of Nikkei 225 Index”
China trade talks”
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Implement effective measures to reduce US trade deficit against China. EPS (JPY) IRIPER (x) el Stock Price (JpPY)
China to dramatically increase import of goods and services from US. .

Y portotg Asof April10 170002 x 128 = 21,794
US to increase export of agricultural goods and energy. l l l
Obey protection of intellectual property and strengthen cooperation. ) ]

decrease Increase Increase
Promote bilateral investments. As of May 18 164258 x 1396 = 22,930
Continue negotiation of senior officials. (Note) Estimate EPS and PER based on Nikkei 225 index.
(Source) SMAM, based on The Nikkei data.

(Source) SMAM, based on The White House data.
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Expectation on upward revision of corporate earnings on back of weaker JPY against USD due to rising
US interest rate drove stock price high

Regarding (2), USD strengthened to JPY111 level on May 18 due to recent hike in US long-term interest rate.
In January to early February 2018, US long-term interest rate hike prompted major countries’ stock price to
decline and JPY to be bought on risk aversion. However, we think this is not the case this time, as market was
relieved by announcement of FRB, led by new chairman Jerome Powell, in March that they would continue to
raise US interest rates moderately.

According to news reports, major companies’ assumption for foreign exchange rate will be about
JPY106.70 against USD on average. Therefore, if actual USD rate moves stronger against JPY than the assumed
rate, export companies will have a room to revise their earnings upward. In this case, stock price tend to rise on
expectations of companies’ earnings upward revision. It seems that this is one of the major factors for the
recovery of Nikkei 225 Index to the current JPY 23,000 level.

Generally, upside potential of stock price driven by market expectation is limited. Stock market supported
by earnings growth expectation can be seen a little later

Now, we would like to evaluate price level of Nikkei 225 Index using EPS (Earnings Per Share) and PER both
based on earnings forecast, respectively. As of April 10 (before the peak of financial result announcements), EPS
and PER of Nikkei 225 Index were at about JPY1,700 and 12.82 times respectively (diagram 2). Later, on May
18 (after most financial result announcements are finished), EPS declined to about JPY1,643 while PER increased
to 13.96 times, indicating that Nikkei 225 Index was pushed up by expectations.

Although Nikkei 225 Index recovered to JPY 23,000 level, upside for the stock price is limited without support
of profit increase (EPS rise). In some cases, stock price could still keep rising supported by expectations (PER
rise), however, it should be noted that risk of consolidation increases in tandem with rising over-valued sentiment
of investors. In order for EPS to rise, companies have to revise up their earnings estimation at their fiscal end
(quarterly and semi-annually) based on their business progress. Thus, stock price is expected to rise from late July
to early August (Apr-Jun quarterly results season) or late October to early November (interim results to come)
backed by strong earnings estimation .
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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.

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.

Registered Number: Kanto Local Finance Bureau (KINSHO) No.399

Member of Japan Investment Advisers Association, The Investment Trusts Association, Japan and Type I
Financial Instruments Firms Association

© Sumitomo Mitsui Asset Management Company, Limited
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