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management can help identify opportunities, particularly within the small and mid-
cap markets.
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Japanese equities: the story so far

Japanese equities reached another significant milestone in March 2024, when the combined market
capitalisation of Tokyo-listed stocks hit quadrillion territory — ¥1,000 trillion — for the first time. Throughout
Japan's extended period of stock market growth, large caps have outperformed small caps, as the market's
flow-driven nature has seen larger companies attract the lion’s share of capital inflows. Yet despite the overall
market surge, a substantial number of Japanese value stocks remain underpriced, particularly within the small
and mid-cap sections of the market and are still trading below their book value. This presents, in our view,
some exciting investment opportunities, particularly for active managers.

Chart 1: Many value stocks still trading at a discount (December 2022 vs May 2024)
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Source: Russel / Nomura Japan Indexes, Nomura Fiduciary Research & Consulting (December-end 2022 versus May-end
2024)

Compared to other equity markets, active fund managers fare better in Japan

When it comes to generating alpha, Japanese equities are an ideal hunting ground for active fund managers
seeking alpha. This is true for the All Japan Equity category, and particularly evident in the small and mid-cap
segments. The percentage of active funds outperforming their benchmarks over a 10 year period is
meaningfully higher than other asset classes.
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Chart 2: Percentage of funds outperforming their benchmark over 10 years
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Source: Nikko AM based on S&P Dow Jones Indices SPIVA Japan Scorecard Year-End 2023
Past Performance is not a reliable indicator of future results.

The outperformance of active managers is, in part, due to the fewer sell-side analyst coverage, limited investor
access to company management (although it has improved significantly over the years,) and a slower
dissemination of information which gives experienced active managers the opportunity to apply their
research capabilities, local knowledge, and analytical skills. For example, 47% of the TOPIX Index receives zero
coverage by sell-side analysts versus 1% for the S&P 1500. As a result, active managers can gain insights not
reflected in market prices, helping them to identify mispriced securities before the broader market catches

up.

Chart 3: Analyst Coverage by Market - Japan versus US
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Source: Bloomberg as of end-December 2023

Understanding Japanese culture
Active management within Japan also benefits from a deep understanding of Japan’s unique cultural and
business environment. Japan's corporate culture is characterised by long-term relationships, consensus
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building and attention to detail. These cultural qualities significantly influence corporate behaviour and
decision-making processes, which in turn, impacts the performance and valuation of Japanese companies.

Therefore, understanding Japan's cultural nuances by having ‘feet on the ground’, including direct
engagement with companies at all levels, can often prove invaluable in identifying investment opportunities.
Building relationships with local industry experts, suppliers, customers, and other stakeholders across supply
chains can offer valuable perspectives on market trends and company performance. This is particularly critical
within the overlooked small and medium-sized segments, where developing specific company insights can
give active fund managers a significant competitive advantage.

Are value stocks now in the ascendency?

Value stocks, by definition, trading at lower price-to-earnings ratios and/or offering higher dividend yields,
have benefitted from the market's emphasis and preference for more conservative and income-focused
investment strategies. This trend is reinforced by Japan’s ongoing economic recovery, which has boosted the
earnings prospects of traditionally undervalued sectors such as industrials, financials, and consumer goods.

Therefore, the persistence of value stocks trading at a discount to book value is particularly notable,
suggesting investors have yet to fully recognise the intrinsic worth of these companies. While true for some
large-cap value stocks, this is especially true for small and mid-cap value stocks, which tend to be overlooked
compared to their larger-cap counterparts. As the Japanese equity market rally broadens and extends beyond
the major indices, there is considerable potential for these smaller and mid-sized firms to experience
meaningful upward price corrections.

Higher dividends signal confidence in earnings and improvement in corporate governance

The current climate of higher dividend growth from Japanese equities signals a strong vote of confidence
from companies about their earnings prospects and a commitment to improving corporate governance.
Investors are welcoming this trend, and high dividend-paying stocks offer a high and consistent income
stream, low interest rate sensitivity, and a strong element of downside protection. With dividend growth likely
to continue, driven by earnings and higher payout ratios, Japanese dividend-paying stocks look attractive for
long-term, income-focused investors.

Summary: Japan’'s equity market growth likely to broaden

Japan's economic success has been underpinned by several longer-term factors, including solid
macroeconomic fundamentals, favourable government policies, and strategic corporate reforms. However,
despite the runaway success of Japanese equities, an active management approach suggests there are some
bargains still to be found. Japan's small and mid-cap companies, particularly those overlooked and
undervalued by the market, appear to have much more room to move higher as the rally broadens out.

If you have any questions on this report, please contact:

Nikko AM team in Europe
Email: EMEAenquiries@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

YOUR GOALS, OUR COMMITMENT. 3



nikkoam

Nikko Asset Management

JAPAN'S EQUITY MARKETS: AN ACTIVE INVESTMENT PARADISE

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 Secteur Financier (the CSSF) as a management company authorised
under Chapter 15 of the Law of 17 December 2010 (No S00000717) 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
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.
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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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