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Banking turmoil’s potential impact on Japan; easing of
mask regulations and domestic demand recovery

This month we discuss how potential market volatility still bears watching even if the global banking
turmoil may not directly shake Japan; we also assess how a steady domestic demand recovery
may be in sight even if the public is slow to remove their masks after the recent easing of
restrictions.
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Banking turmoil may not shake Japan, but market volatility bears watching

The recent global banking turmoil triggered by the failure of several US regional lenders and exacerbated by the
collapse of a major Swiss financial institution prompted some observers to comment that Japan could be hit by the
fallout. While Japan has a significantly large regional bank sector, that does not mean its banks will be hit by the kind
of tremors affecting their US counterparts.

Like their US peers, Japanese regional banks have actively invested in government bonds, including those from the
US, amid a low interest rate environment. However, government bonds are not seen as comprising a major portion
of Japanese regional banks’ overall holdings. Moreover, Japanese regional banks are not characterized by large
deposits; this means that more account holders in Japan receive guarantees for their deposits than in the US. Japan
and the US are also in different phases of their respective interest rate and inflation cycles. Loan demand in Japan
could increase at a greater pace relative to the US with the Japanese economy poised to normalise after the COVID-
19 pandemic, providing a tailwind for Japanese banks. Therefore, the global banking turmoil may not have a direct
impact on Japan.

As for the banking turmoil’s potential effect on monetary policy, the Federal Reserve (Fed) made it clear at the March
Federal Open Market Committee meeting that inflation and developments in the financial sector are two separate
matters and each should be addressed independently. The Fed's stance may have assured the Bank of Japan that it
can remain on course to further tweak its yield curve control scheme and pave the way to raise rates in the future.

However, overall market volatility could still heighten momentarily, even in Japan. The confusion over Additional Tier
1 bonds (AT1s) which ensued following the failure of the major Swiss bank undermined confidence in the safety these
instruments offer. Japanese investors, both institutional and retail, are seen to be sizeable holders of AT1s. The recent
shock dealt to the global banking system may not directly impact Japan. But domestic investors’ appetite for risk
could remain subdued as many are indirectly tied to the global financial system through their AT1 holdings. This is a
situation that should not be overlooked, and fears may linger in the market for several months until investors are able
to confirm the containment of the recent banking turmoil.

Though Japan may be slow to ditch the mask, demand recovery appears in sight

Japan’s mask guidelines were eased further recently, with the government recommending that the wearing of masks
be a personal choice from 13 March. The change marks a significant step for the country as it tries to normalise its
society and economy after the pandemic. The easing of guidelines, however, has not resulted in people removing
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their face coverings en masse. Masks remain the norm in public, with 74% of respondents to an Asahi Shimbun survey
in March saying their mask wearing has not decreased despite the easing of guidelines.

The public’s adherence to masks is often attributed to Japanese culture, in which social conformity is perceived to
play a significant role. However, we risk missing the broader picture by following such a common narrative. There
remain practical reasons for many people to remain masked. The government still recommends masks on most forms
of public transport. Mask wearing has always been widespread during the spring when vast amounts of pollen cover
Japan. Tens of millions suffer from pollen-induced allergic reactions, and with the number of afflicted increasing each
year, Prime Minister Fumio Kishida even declared that hay fever was now a “social problem”. Once the government
relaxes the mask guidelines for public transport and with the passing of the hay fever season, it may be a matter of
time before mask wearing decreases significantly.

Despite the persistent use of masks, the number of people traveling via air and rail is steadily increasing and helping
the economy normalise in the wake of the pandemic. May could be an important month in terms of how the public
approaches mask wearing. It features a string of public holidays at the beginning of the month known as “Golden
Week”; furthermore, effective 8 May Japan will reclassify COVID-19 to the same category of common infectious
diseases such as influenza (it currently designates the novel coronavirus in the same category as tuberculosis and
SARS). We expect the Golden Week break and the reclassification of COVID-19 to lead people to remove their masks
and go out more, thereby boosting domestic demand and contributing to the normalisation of the economy.

The recovery in domestic demand will obviously benefit sectors such as those linked to tourism, air travel and the
hospitality industry. While foreign tourists have recently returned to Japan, Japanese traveling within their own
country tend to significantly outspend foreign visitors. People removing their masks and opting to travel and eat out
will likely be a gradual process. Therefore, it may take some time before changes in behaviour translate to domestic
demand. When it does, labour shortages could become an issue as businesses which had reduced their workforce
during the pandemic will likely scramble to hire again to keep up with increasing domestic demand.

Market: Japan stocks gain in March amid easing of financial system concerns

The Japanese equity market ended March higher with the TOPIX (w/dividends) up 1.70% on-month and the Nikkei
225 (w/dividends) rising 3.12%. Up until mid-month stocks were weighed down by concerns regarding the collapse
of regional banks in the US as well as the crisis at a major Swiss financial group. The situation also prompted fears that
economic conditions could deteriorate in the US and Europe due to the spate of failures at Western financial
institutions. However, later in the month the market rebounded as anxieties regarding the financial system eased
following reassurances by the US financial authorities regarding depositor protection as well as moves by other major
central banks to provide liquidity.

Of the 33 Tokyo Stock Exchange sectors, 19 sectors rose, with Electric Appliances, Pharmaceuticals, and Wholesale
Trade posting the strongest gains. In contrast, 14 sectors declined, including Insurance, Banks, and Marine
Transportation.

Exhibit 1: Major indices Exhibit 2: Valuation and indicators
Valuation Mth- 3-mth 6-mth 1-yr
/indicator end
Nikkei 225 28,041.48 22% 7.5% 8.1% CRES
JGB Y|e|d 0'351 _0'1 54 _0'071 +0'1 07 Div. Yield (e) 2.7% 2.7% 2.8% 2.6% 2.1%
JPY/USD 132.86 ‘2.8% 1'3% ‘8.2% Price/Earn (e) 13.2 12.1 11.6 12.3 14.1
JPY/EUR 144.09 -0.7% 2.6% 1.6% Price/Book 1.1 1.1 1.1 1.2 13
MSCI World 2,791.44 2.8% 73%  174% el IS o o e B U2
Valuation Mth-end Market Cap. 726 720 709 698 669
TOPIX 2,003.50 0.5% 5.9% 9.1% MSCI World
Div. Yield (e) 2.7% 2.7% 2.8% 2.6% Div. Yield (e) 2.2% 2.3% 24% 21% 2.5%
Price/Earn (e) 13.2 12.1 11.6 123 Price/Earn (e) 16.7 15.4 142 165 159
Price/Book 1.1 1.1 1.1 1.2 Price/Book 2.6 2.6 24 2.7 2.2
Source: Bloomberg, as at 31 March 2023 Source: Bloomberg, as at 31 March 2023

nikko 2

Nikko Asset Management

For sophisticated investors only * en.nikkoam.com



Important information: This document is prepared by Nikko Asset Management Co., Ltd. and/or its affiliates (Nikko AM) and is for distribution
only under such circumstances as may be permitted by applicable laws. This document does not constitute personal investment advice or a
personal recommendation and it does not consider in any way the objectives, financial situation or needs of any recipients. All recipients are
recommended to consult with their independent tax, financial and legal advisers prior to any investment. This document is for information purposes
only and is not intended to be an offer, or a solicitation of an offer, to buy or sell any investments or participate in any trading strategy. Moreover,
the information in this document will not affect Nikko AM's investment strategy in any way. The information and opinions in this document have
been derived from or reached from sources believed in good faith to be reliable but have not been independently verified. Nikko AM makes no
guarantee, representation or warranty, express or implied, and accepts no responsibility or liability for the accuracy or completeness of this
document. No reliance should be placed on any assumptions, forecasts, projections, estimates or prospects contained within this document. This
document should not be regarded by recipients as a substitute for the exercise of their own judgment. Opinions stated in this document may
change without notice.

In any investment, past performance is neither an indication nor guarantee of future performance and a loss of capital may occur. Estimates of
future performance are based on assumptions that may not be realised. Investors should be able to withstand the loss of any principal investment.
The mention of individual securities, sectors, regions or countries within this document does not imply a recommendation to buy or sell.

Nikko AM accepts no liability whatsoever for any loss or damage of any kind arising out of the use of all or any part of this document, provided
that nothing herein excludes or restricts any liability of Nikko AM under applicable regulatory rules or requirements.

All information contained in this document is solely for the attention and use of the intended recipients. Any use beyond that intended by Nikko
AM is strictly prohibited.

Japan: The information contained in this document pertaining specifically to the investment products is not directed at persons in Japan nor is it
intended for distribution to persons in Japan. Registration Number: Director of the Kanto Local Finance Bureau (Financial Instruments firms) No.
368 Member Associations: The Investment Trusts Association, Japan/Japan Investment Advisers Association.

United Kingdom: This document is communicated by Nikko Asset Management Europe Ltd, which is authorised and regulated in the United
Kingdom by the Financial Conduct Authority (the FCA) (FRN 122084). This document constitutes a financial promotion for the purposes of the
Financial Services and Markets Act 2000 (as amended) (FSMA) and the rules of the FCA in the United Kingdom, and is directed at professional
clients as defined in the FCA Handbook of Rules and Guidance.

Luxembourg and Germany: This document is communicated by Nikko Asset Management Luxembourg S.A., which is authorised and regulated in
the Grand Duchy of Luxembourg by the Commission de Surveillance du Secateur Financier (the CSSF) as a management company authorised
under Chapter 15 of the Law of 17 December 2010 (No SO0000717) and as an alternative investment fund manager according to the Law of 12 July
2013 (No. A00002630).

United States: This document may not be duplicated, quoted, discussed or otherwise shared without prior consent. Any offering or distribution of
a Fund in the United States may only be conducted via a licensed and registered broker-dealer or a duly qualified entity. Nikko Asset Management
Americas, Inc. is a United States Registered Investment Adviser.

Singapore: This document is for information to institutional investors as defined in the Securities and Futures Act (Chapter 289), and intermediaries
only. Nikko Asset Management Asia Limited (Co. Reg. No. 198202562H) is regulated by the Monetary Authority of Singapore.

Hong Kong: This document is for information to professional investors as defined in the Securities and Futures Ordinance, and intermediaries only.
The contents of this document have not been reviewed by the Securities and Futures Commission or any regulatory authority in Hong Kong.
Nikko Asset Management Hong Kong Limited is a licensed corporation in Hong Kong.

New Zealand: This document is issued in New Zealand by Nikko Asset Management New Zealand Limited (Company No. 606057, FSP22562). It
is for the use of wholesale clients, researchers, licensed financial advisers and their authorised representatives only.

Kingdom of Bahrain: The document has not been approved by the Central Bank of Bahrain which takes no responsibility for its contents. No offer
to the public to purchase the Strategy will be made in the Kingdom of Bahrain and this document is intended to be read by the addressee only
and must not be passed to, issued to, or shown to the public generally.

Kuwait: This document is not for general circulation to the public in Kuwait. The Strategy has not been licensed for offering in Kuwait by the Kuwaiti
Capital Markets Authority or any other relevant Kuwaiti government agency. The offering of the Strategy in Kuwait on the basis a private placement
or public offering is, therefore, restricted in accordance with Decree Law No. 7 of 2010 and the bylaws thereto (as amended). No private or public
offering of the Strategy is being made in Kuwait, and no agreement relating to the sale of the Strategy will be concluded in Kuwait. No marketing
or solicitation or inducement activities are being used to offer or market the Strategy in Kuwait.

Kingdom of Saudi Arabia: This document is communicated by Nikko Asset Management Europe Ltd (Nikko AME), which is authorised and regulated
by the Financial Services and Markets Act 2000 (as amended) (FSMA) and the rules of the Financial Conduct Authority (the FCA) in the United
Kingdom (the FCA Rules). This document should not be reproduced, redistributed, or sent directly or indirectly to any other party or published in
full or in part for any purpose whatsoever without a prior written permission from Nikko AME.

This document does not constitute investment advice or a personal recommendation and does not consider in any way the suitability or
appropriateness of the subject matter for the individual circumstances of any recipient. In providing a person with this document, Nikko AME is
not treating that person as a client for the purposes of the FCA Rules other than those relating to financial promotion and that person will not
therefore benefit from any protections that would be available to such clients.

Nikko AME and its associates and/or its or their officers, directors or employees may have or have had positions or material interests, may at any
time make purchases and/or sales as principal or agent, may provide or have provided corporate finance services to issuers or may provide or
have provided significant advice or investment services in any investments referred to in this document or in related investments. Relevant
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confidential information, if any, known within any company in the Nikko AM group or Sumitomo Mitsui Trust Holdings group and not available to
Nikko AME because of regulations or internal procedure is not reflected in this document. The investments mentioned in this document may not
be eligible for sale in some states or countries, and they may not be suitable for all types of investors.

Oman: The information contained in this document nether constitutes a public offer of securities in the Sultanate of Oman as contemplated by
the Commercial companies law of Oman (Royal decree 4/74) or the Capital Markets Law of Oman (Royal Decree80/98, nor does it constitute an
offer to sell, or the solicitation of any offer to buy non-Omani securities in the Sultanate of Oman as contemplated by Article 139 of the Executive
Regulations to the Capital Market law (issued by Decision No. 1/2009). This document is not intended to lead to the conclusion of any contract of
whatsoever nature within the territory of the Sultanate of Oman.

Qatar (excluding QFC): The Strategies are only being offered to a limited number of investors who are willing and able to conduct an independent
investigation of the risks involved in an investment in such Strategies. The document does not constitute an offer to the public and should not be
reproduced, redistributed, or sent directly or indirectly to any other party or published in full or in part for any purpose whatsoever without a prior
written permission from Nikko Asset Management Europe Ltd (Nikko AME). No transaction will be concluded in your jurisdiction and any inquiries
regarding the Strategies should be made to Nikko AME.

United Arab Emirates (excluding DIFC): This document and the information contained herein, do not constitute, and is not intended to constitute,
a public offer of securities in the United Arab Emirates and accordingly should not be construed as such. The Strategy is only being offered to a
limited number of investors in the UAE who are (a) willing and able to conduct an independent investigation of the risks involved in an investment
in such Strategy, and (b) upon their specific request.

The Strategy has not been approved by or licensed or registered with the UAE Central Bank, the Securities and Commaodities Authority or any
other relevant licensing authorities or governmental agencies in the UAE. This document is for the use of the named addressee only and should
not be given or shown to any other person (other than employees, agents or consultants in connection with the addressee's consideration thereof).

No transaction will be concluded in the UAE and any inquiries regarding the Strategy should be made to Nikko Asset Management Europe Ltd.

Republic of Korea: This document is being provided for general information purposes only, and shall not, and under no circumstances is, to be
construed as, an offering of financial investment products or services. Nikko AM is not making any representation with respect to the eligibility of
any person to acquire any financial investment product or service. The offering and sale of any financial investment product is subject to the
applicable regulations of the Republic of Korea. Any interests in a fund or collective investment scheme shall be sold after such fund is registered
under the private placement registration regime in accordance with the applicable regulations of the Republic of Korea, and the offering of such
registered fund shall be conducted only through a locally licensed distributor.
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