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The surge in Japan’s long-term yields and equities; robust earnings amid structural changes

We assess the factors behind the recent surge in Japan's long-term yields and its implications for
equities; we also analyse the robustness of corporate earnings amid the structural economic
changes taking place.
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Rise in Japan’s long-term yields and its implications for equities

The benchmark 10-year Japanese government bond yield has been making headlines recently by reaching its highest
level in 15 years. What has been equally eye-catching is the speed at which long-term yields have risen: having ended
2024 at around 1.1%, they have climbed above 1.5% as of this writing.

The swift rise in long-term yields can be primarily explained by the market’s hasty recalibration of its expectations for
the Japanese economy. Many market participants initially thought the wage increases and labour shortages which
began to surface after the pandemic would not last long, and that inflation would fall back below 2% sooner or later.
However, towards the end of 2023, the market began realising that wage increases, labour shortages and inflation
might persist for a more extended period than expected. The Japanese economy was making a clear break from
deflation and experiencing a structural transformation. The surge in long-term yields since the start of 2025 signifies
that even those who were sceptical about the economy are now recognising the likelihood of this structural change.

Expectations for structural change are reflected in the market’s increased focus on the domestic economy. Until
recently, the domestic economy played a secondary role, with the assumption being that Japan would perform well
if the global economy was in good health. However, recent developments in Japan’'s wages, labour market and
inflation have thrust the domestic economy into the spotlight, especially in the bond market. The rapid rise in long-
term yields shows that domestic factors are becoming a key driving force in the bond market.

In response to these developments, the Bank of Japan (BOJ) signalled its readiness to curb therise in long-term yields.
BOJ Governor Kazuo Ueda said in February that the central bank was ready to increase its bond buying. It is important
to remember that the BOJ, like other central banks, dislikes rapid market fluctuations. Ueda’s comments should be
understood in this context: rather than halt the rise, the BOJ likely wants to temper any abrupt moves in the bond
market. It is clear that the BOJ has mostly allowed market forces to determine long-term yield levels since Ueda
became governor.

The general understanding is that higher long-term yields are negative for the equity market. We cannot rule out the
possibility of equities being negatively affected by sudden bond market swings. However, any such impact may be
temporary. In terms of earnings, corporate Japan is being strongly supported by a pick-up in domestic consumption,
which could further accelerate if wages continue increasing at the current pace and inflationary pressures ease. The
equity market will not have to look on in fear if the rise in long-term yields is tied to structural changes and improved
corporate earnings, which are signs of a healthy, evolving economy.

YOUR GOALS, OUR COMMITMENT.
For sophisticated investors only *en.nikkoam.com



nikko

Nikko Asset Management

NAVIGATING JAPAN EQUITIES

Robust corporate profits reflect structural changes in Japan’s economy

According to estimates, the combined net profits of companies listed in Japan’s TOPIX are expected to have reached
a fourth straight year of record highs for the 12 months ending March 2025. Factors contributing to this trend include
a surge in inbound tourism, strength in the financial sector and a weak yen.

It may be natural to associate strong corporate profits with wage increases. However, the correlation between the
two is not as direct as it might appear. As was observed during the Abenomics era, strong corporate profits tended
to result in bonuses rather than wage increases, primarily because employers had to consider the risk of corporate
profits being temporary.

However, as previously mentioned, Japan is currently experiencing a structural transformation. Corporate managers
have a more positive outlook for future earnings, expecting increased sales. They also anticipate labour shortages. All
these factors have led to wage increases. The virtuous circle of wages and prices is therefore expected to continue for
at least another year. Anything beyond that will likely depend on the strength of domestic consumption.

In terms of consumption, the market appears to be anticipating further strengthening of consumer sentiment and
domestic demand. These developments, together with the expected rise in real wages, are likely to provide the next
boost to the equity market as it looks to domestic demand, instead of a weak yen, as a key driver. The market is going
through a transition and this helps to explain why the record corporate earnings have not fully translated into a more
robust performance by equity indices.

Concerning the potential impact of trade-related developments on Japanese corporate profits, US tariffs are seen
more as a secondary risk rather than a primary risk. The US may decide to impose tariffs on imports from Japan,
notably automobiles and semiconductor-related products. However, Japan has a range of options it can adopt. For
example, it could attempt to evade tariffs by proposing to increase production in the US. Diplomacy will thus become
a potential risk factor in trade talks, with Japanese Prime Minister Shigeru Ishiba and his staff responsible for leading
negotiations with the current US administration.

Japanese equities slip in February on trade uncertainty, yen’s moves

The Japanese equity market ended February lower with the TOPIX (w/dividends) down 3.79% on-month and the
Nikkei 225 (w/dividends) falling 6.05%. Stocks started to slide after the US President signed an executive order to
increase tariffs on goods from Mexico and other countries, heightening anxieties regarding the direction of the global
economy. Later in the month when the US administration announced a delay to the implementation of the additional
tariffs on Mexico and Canada, equities were boosted temporarily. However, overall the market was weighed down by
the release of a number of US economic indicators pointing to a potential economic slowdown and uncertainty
surrounding the country’s tariff policy, in addition to the appreciation of the yen against the US dollar as the outlook
for additional rate hikes from the BOJ appeared increasingly likely.

Of the 33 Tokyo Stock Exchange sectors, eight sectors rose, with Marine Transportation, Other Products, and Iron &
Steel posting the strongest gains. In contrast, 25 sectors declined, including Precision Instruments, Services, and
Machinery.

Exhibit 1: Major indices Exhibit 2: Valuation and indicators
Mth-end 3-mth 6-mth Valuation Mth- 3-mth 6-mth
/indicator end

Nikkei 225 37,15550  -6.1%  -2.8%  -3.9% OIHbS

JGB Yield 1378 +0.133 +0.330 +0.480 Div. Yield (e) 2.7% 2.4% 2.4% 2.2% 2.9%
JPY/USD 150.63 -2.9% 0.6% 3.1% Price/Earn (e) 14.3 15.1 15.3 16.3 13.9
JPY/EUR 15627  -28%  -14%  -32% Price/Book 13 13 13 14 10
MSCI World 3,805.33 08%  -0.1% 3.9% ety ey e e N
Valuation Market Cap. 935 978 933 989 537
TOPIX 2,682.09 -3.8% 0.1% -1.1% MSCl World

Div. Yield (e) 2.7% 2.4% 2.4% 2.2% Div. Yield (e) 1.8% 1.8% 1.9% 1.9% 3.1%
Price/Earn (e) 143 15.1 153 163 Price/Earn (e) 19.7 215 20.3 19.3 159
Price/Book 13 13 13 14 Price/Book 33 35 33 3.1 1.8

Source: Bloomberg, 28 February 2025

Source: Bloomberg, 28 February 2025

YOUR GOALS, OUR COMMITMENT.
For sophisticated investors only sen.nikkoam.com 2



nikko am

Nikko Asset Management

NAVIGATING JAPAN EQUITIES

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. An offering of any investments,
securities or investment advisory services with respect to securities may only be made by receipt of relevant and complete offering documentation
and agreements, as applicable. 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.
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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
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 Commodities 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.

Canada: The information provide herein does not constitute any form of financial opinion or investment advice on the part of Nikko AM and it
should not be relied on as such. It does not constitute a prospectus, offering memorandum or private placement memorandum in Canada, and
may not be used in making any investment decision. It should not be considered a solicitation to buy or an offer to sell a security in Canada. This
information is provided for informational and educational use only.
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