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:M The cheapest Japanese small cap stock market after 2014

Strong profit growth may support the stock price

Sharp correction of Japanese

stock market in 2018
TOPIX Small dropped more than 20%

B In 2018, Japanese stock market corrected sharply.
TOPIX and TOPIX 500 (large and mid cap index)
decreased -17.8% and -17.2% YoY, respectively.
Meanwhile, correction of small cap index stood out as
TOPIX Small* dropped -22.3%.

*TOPIX Small: The index calculated by stocks comprising TOPIX 1000
excluding those of TOPIX 500.

B Forward P/E Ratio of TOPIX Small rose to 16.9 times in
January 2018 and the index reached recent high of
2,500 points on January 23. After that, it moved in the
box range for a while and sharply corrected after
October like other indexes due to (1) concern over
expanding US-China trade friction, (2) US long term
interest rate hike and (3) caution on Chinese economic
slowdown.

Estimated EPS has been strong to date despite
earnings revised downward due to stock price fall.
Forward P/E Ratio of TOPIX Small seems undervalued
as it became 12.3 times on January 7 which is much
lower than 14.3 times, the average after 2014.

B Jan-Mar 2019 financial results might be negatively
affected by (1) US-China trade friction, (2) Chinese
economic slowdown and (3) current strong JPY. Earnings
momentum would take time to recover as it is expected
to happen after the Spring. However, double-digit
growth of recurring profit of small caps is expected in FY
2019 mainly driven by manufacturers. Strong profit
growth of small caps is expected to support the stock
price.

The cheapest Japanese small
cap stock market after 2014

Strong profit growth may
support the stock price

TOPIX Small Index

(Points) (Points)
2,600 180
TOPIX Small Index (LHS)
2,200 "/ 160
1,800 140
1,400 120
TOPIX Small
Estimated EPS (RHS)
1,000 ! ! ! ! 2100
14 15 16 17 18 19 (Year)
(Times) 18
| Avg.+1SD Forward P/E Ratio
16
14 Avg. =14.3times
(from Jan 2014
to Dec 2018)
12
10 1 1 1 1 1

14 15 16 17 18 19(Year)

(Notel) Data from Jan 6, 2014 to Jan 7, 2019. Estimated EPS is

12 months forward estimate by Bloomberg L.P.
(Note2) Forward P/E Ratio = Share price/Estimated EPS
(Source) SMAM, based on Bloomberg L.P. data.

Recurring Profits

(TSE 1) (YoY, %)
Year| 2017 2018 2019 2020

(Actual) | (Estimate) | (Estimate) | (Estimate)
All Sectors (ex. Financials) 17.1 8.2 7.1 4.6
Manufacturing 22.9 8.6 5.7 8.5
Non-manufacturing 10.5 76 9.0 -0.3

(TOPIX500)
Year| 2017 PAONE:] 2019 2020
(Actual) | (Estimate) [ (Estimate) [ (Estimate)
All Sectors (ex. Financials) 18.0 8.0 7.3 4.6
Manufacturing 24.4 8.7 6.1 8.3
Non-manufacturing 10.7 7.0 9.0 -0.1

(TOPIX Small)

Year| 2017 2018 2019 2020
(Actual) | (Estimate) | (Estimate) [ (Estimate)
All Sectors (ex. Financials) 9.3 12.9 10.4 6.0
Manufacturing 12.0 15.1 10.8 7.2
Non-manufacturing 56 9.8 9.7 4.2

(Notel) As of the end of December 2018.  indicates double-digit
growth after FY2019. Estimate based on QUICK Consensus.
(Source) SMAM, based on QUICK data.

* This report is a translation of Japanese report prepared on January 8, 2019.
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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.

Past performance is not necessarily indicative of future results.

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.

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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