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JAPAN’'S “SHOW ME THE MONEY"” CORPORATE
GOVERNANCE: 1Q RECORD HIGH

The just-released 1Q CY22 data on aggregate corporate profits in Japan was positive, with the overall corporate recurring
pre-tax profit margin hitting a record high on a four quarter average. Both the non-financial service and manufacturing
sectors contributed, with the latter surging to another record high. Note that the strong results occurred despite quite weak
GDP, further proving the long-held theme of this report that profit margins remain on a structural uptrend despite sluggish
domestic GDP growth, as shown in the charts below. Increased pricing power, coupled with improving corporate
technological prowess and efficiency, should be credited for this, but improving global economic growth certainly was also
a major factor.

Four-quarter Average Pretax Profit Margin vs. Japanese Nominal GDP YoY Growth
(for all non-financial companies, not just listed ones)

10% 7%
Nominal GDPYoY lhs —s— Total Pretax Margin rhs J

u¥ [
8% “ 1 6%
6% i
Y |

“ VT A

" W)

O% 1 1 “/w I\ IM | A | I 1 A

i ) m 0 A N A l{n\ Ly 3%
o 2 oy ¢ o lNSLE s )5 rF T

S| § § I S S I S'S § ¥ % 1 2%
-4% ”
6% V 1 1%
-8% 0%

Sources: Japan Ministry of Finance, Bloomberg, data through CY1Q22

en.nikkoam.com 1



JAPAN'S “SHOW ME THE MONEY” CORPORATE GOVERNANCE: 1Q RECORD HIGH nikko

Non-manufacturers (excluding financials):
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One should also note that the Ministry of Finance statistics cited in this report do not cover post-tax income, and due to
corporate tax cuts a few years ago, the overall net recurring profit margin (which is unfortunately unpublished) has
expanded even more sharply than the pre-tax data shown above, allowing shareholders to benefit from higher dividends
and share buybacks. Also due to buybacks, EPS has been (and still is) growing even faster than net profits.
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As for dividends, they have risen rapidly too, more than doubling since 2013 for the Tokyo Stock Exchange Index.
Crucially, in order to stabilise Japan’s future, an equity/dividend culture must be better established among retail investors
in Japan. There have been gradual image improvements for equity investing since the speculative burst of the 1980s bubble,
but achieving a structurally higher dividend payout ratio would be a master stroke as most domestic retail investors don’t
accept buybacks as a primary reason to invest long-term in Japanese equities whereas they cherish dividend income,
especially given prevailing flat or negative interest rates. Clearly, much progress has been made regarding dividends in the
past few years, but much more is needed on this front.

As for the corporate view on dividends, even the most reluctant would now likely agree that their prior resistance to
corporate governance reform was unwarranted and should realise that holding excess cash is equally unwarranted now and
that Japan’s dividend payout ratio is rather low by mature country standards. Unfortunately, many corporations prefer
buybacks to dividends for exactly the wrong reason: dividends are sticky and hard to cut, whereas buybacks can drop to
zero with minor embarrassment. But this argument implies to current and potential shareholders that these Japanese
companies have little confidence in their future, which is somewhat embarrassing and likely far too conservative. Indeed, in
order to be effective as a support for share prices, dividends need to be communicated as being maintained at a high level
even in a recession, barring grave financial threats to the company. This should protect the Nikkei from falling too far during
troubled times and reduce fearful volatility in the long-term. Such would crystalise the domestic equity culture that Japan
has long tried to instil, just like most of the rest of the developed world, and also would entice foreign investors back into
Japanese equities.

One excellent sign of the domestic equity culture improvement is that assets in “ accumulation investment plans” are
surging, especially in special (Nippon Individual Savings Account known as NISA) tax deferred accounts. In March, the
annualised rate rose to nearly 2 trillion yen, equalling around 20% of net inflow in investment trusts. The Nikkei reports that
“Young people are moving towards asset building due to concerns about retirement, and funds have started to head for
long-term asset management in Japan.”! Thus, although markets have been rocky, individuals are seeing much better
income streams than bank accounts by taking on a proper amount of risk, which will very likely prove very wise, as the
government here is trying to encourage, in the long-term.

! Nikkei, 30 May 2022 “Japanese individuals’ investment on track to hit JPY 2 trillion per year, as young people save for their
retirement”
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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 and rest of Europe: 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.

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 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.
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