H YOUR GOALS,
nlkko OUR COMMITMENT.
Nikko Asset Management

e

\\ \ Y-

Japan’s economic reflation in five charts
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1. From savings to spending: Japan's households are cash rich

The pandemic era led to “forced savings” by Japanese consumers, amounting to an estimated Japanese yen (JPY) 50
trillion (USD 335 billion). This enormous savings pool is now set to fuel sustained economic growth as consumers
begin to spend and invest more. The societal transition from a deflationary mindset to a mild inflationary one is key
to unlocking this wealth. Historically, Japanese households have been underinvested in financial markets. While
saving cash made sense in a deflationary economy, it is less rational amid mild reflation. Reflation incentivises equity
investments to keep up with inflation and encourages behavioural change (increased spending) due to expected
income growth. The new Nippon Individual Savings Account (NISA) regulations, effective in 2024, are timely. NISA’s
tax incentives promote long-term savings in financial instruments and encourage market entry. They also support
long-terminvesting, enabling dollar cost averaging and the benefits of compounding returns, often called “the eighth
wonder of the world.”

Chart 1: Household Cash and Deposit (JPY trillion)
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2. Pent-up demand meets high wage growth

More importantly, the combination of pent-up demand from household savings and the highest wage hikes in
decades, following the 2024 Shunto spring wage negotiations, is driving higher consumer spending in Japan. The
2024 Shunto negotiations marked a crucial milestone for the Japanese economy as confidence returned. These
annual wage negotiations between labour unions and employers gained momentum and resulted in the highest
wage increases in decades. Several measures the Japanese government implemented to drive wage growth this year
included tax breaks and subsidies to invest in labour saving capital goods. This was not only a response to the rising
cost of living but also a strategic measure to boost economic growth through enhanced consumer spending. Looking
ahead to 2025, Japan'’s largest labour union federation, Rengo, has recently announced its target wage hike of “5% or
more” for next year, maintaining the same level as this year, indicating that healthy wage growth is likely to continue.
Moreover, Rengo raised its target wage hike to 6% for SMEs in order to close their gap with large corporations. This is
particularly important as approximately 70% of the employees work for SMEs in Japan.

Chart 2: Percentage wage increase in Spring Wage Offensive
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Source: Minister of Health, Labour and Welfare of Japan and Rengo (for 2024) as of July 3, 2024

3. Real household income (2+ people) has turned positive

Wage growth in tandem with lower inflation is driving widespread real income growth for households. Expectations
of higher income is also likely to drive higher consumer confidence.

Chart 3: Real household income (2 + people)
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4. Tourism megatrend a powerful and real growth driver

Japanese tourism saw a strong rebound in 2023, welcoming 25 million inbound tourists. This growth has gained
momentum in 2024, with cumulative tourist numbers (as of 30 September, 2024) already surpassing the total for
2023, reaching 26.8 million inbound tourists according to the Japan National Tourism Organization. Ongoing yen
weakness and the growing attraction of Japan by global tourists (ranked third on the World Economic Forum Travel
& Tourism Index Ranking in 2024) is driving this secular megatrend. The Japanese government is now targeting to
have 60 million visitors with JPY 15 trillion in spending by 2030. Inbound tourism spending is considered to have
already outstripped major Japanese export categories including auto parts, steel products and
semiconductor/electric components.

Chart 4: Inbound tourists spending compared to major Japanese exports (JPY trillions)
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Source: Nikko AM based on data from Cabinet Office, Ministry of Land, Infrastructure, Transport and Tourism and Ministry of
Finance Trade Statistics

5. Japan’s cash-rich companies are coming out of hibernation

The majority of companies in Japan are net-cash positive, in fact over the past two decades companies with net cash
has nearly doubled. Japanese corporate profit margins have also been improving for decades on the back of revenue
growth and cost cutting, while capital efficiency has flatlined. We expect this to be addressed in the coming years as
companies focus on improving their return on equity to respond to the growing pressure by shareholders. Similar to
consumers, the shift to mild inflation changes corporate incentives around hoarding cash in favour of putting it to
more productive uses including increased shareholder returns.

Chart 5: Percentage net cash vs. percentage net debt companiesin Japan
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Source: Nikko AM based on Bloomberg data as of June 2024 (universe of the analysis is TOPIX excluding financial companies)
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For more insightful charts about Japan, download the Nikko AM investment guide here.

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
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 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
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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.

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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