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Interpreting Signals in Unprecedented Times

While the TOPIX declined following the Brexit vote, largely as a
result of the strengthening of the Yen, the market has since
recovered. We now believe the negative impact of the
stronger Yen will be gradually diminished towards the end of
the current Japanese fiscal year (ending March 2017) as
companies cut costs in order to support earnings. Such a
response by companies will also likely be reinforced by macro-
economic policy measures, such as further monetary policy
easing and government measures to stimulate growth.

Key macro-economic factors as we approach
October 2016:
EPS Growth: Poised to bottom out

e Current year (FY ending 3/17) earnings guidance released in
March appears conservative and implies potential upside

e Negative impact from Yen strength to be gradually
diminished towards the end of FY ending 3/17
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Attractive Valuation: P/E expansion to be driven
by BOJ’s ETF purchases and share buybacks

e The market's price-to-earnings (P/E) multiple is now close to
its post-Abenomics low and is lagging that of other
developed markets: P/E multiples continue to remain at
around 13.5x on a 12-month forward basis (compared to
post-Abenomics highs of around 16x in 2015)

e The Bank of Japan’s (BOJ) doubling of its annual ETF
purchases to JPY 6 trillion combined with an estimated JPY
6 trillion of share buybacks by firms will limit downside risk
and set the stage for further expansion of P/E multiples
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Corporate Governance Code: Shareholder

returns to gain momentum

Top-down enhancements of corporate governance standards
continue to drive increases in return on equity (ROE). Most
listed Japanese companies have already submitted their
Corporate Governance reports for the year, including
measures to improve ROE. The market’s shareholder return
ratio (which takes into account dividends and share buybacks)
had exceeded 50% by the end of 2015 and is likely to increase
even further this year. Share buybacks are forecast to reach an
all-time high of JPY 6 trillion in FY ending 3/17 (JPY 4.4 trillion
in share buybacks have already been announced this fiscal
year, which is higher than at the same point the previous year).
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[ shareholder Returns Ratio
(Dividends & Share Buybacks) by Region]
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BOJ’s New Commitment: No turning back (2%
inflation target not only intact but enhanced
with a new “inflation overshooting

commitment”)

e On 21 September, the BOJ released the results of a
“comprehensive assessment” of the policy effects of its
monetary easing policy

o At the same time, it announced its new “inflation
overshooting commitment” through which it pledges to
continue expanding the monetary base until the target
inflation of 2% is achieved and it remains above this level in
a stable manner; this may end up being a more lasting and
powerful commitment than the market currently anticipates

e The BOJ will also start controlling the yield curve of
Japanese Government Bonds with the aim of steepening its
slope; specifically, it aims for 10-year JGB yields to remain
around 0%; this measure is expected to mitigate the side
effects of the bank’s negative interest rate policy (which
remained steady at -10bps interest rate on excess reserves);
at the same time, it will continue to aim to lower the yield
on shorter duration JGBs in order to reduce the real interest
rate, which in turn will likely increase expectations for
inflation

Japan'’s political environment the most stable
among developed nations: PM’s political capital

to support necessary economic reform

The Japanese government was scheduled to deliberate
economic policies at an extraordinary session of the Diet
(Japan’s national legislature) at the same time the BOJ held its
comprehensive assessment.

The administration of Prime Minister Shinzo Abe continues to
enjoy strong approval ratings (in excess of 50%) and the ruling
coalition currently holds close to two-thirds majorities in both
the upper and lower houses of the Diet. It therefore has a clear
mandate to achieve its policy goal of reviving the economy.
Hence, there is a general expectation that further growth
initiatives will be introduced next year, and this will be
bolstered by increased monetary policy easing by the BOJ.
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According to a survey conducted by the Nikkei Shimbun from
26-28 August, 59% of respondents are in favour of extending
Abe’s term in office at least until the 2020 Olympics in Tokyo,
with only 29% opposed (Abe’s term is set to expire in
September 2018 in accordance with the ruling Liberal
Democratic Party’s bylaws). As it appears that a large majority
of Japanese are in favor of Abe continuing as prime minister,
support for the continued implementation of his Abenomics
economic policies will also likely extend to 2020 and beyond.
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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 investment advice or
a personal recommendation and it does not consider in any
way the suitability or appropriateness of the subject matter for
the individual circumstances of any recipient.

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 material 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 a 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 stocks, 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
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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/Japan Securities Dealers
Association.

United Kingdom and rest of Europe: 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 Financial Conduct Authority (the FCA) in
the United Kingdom (the FCA Rules).

This document is communicated by Nikko Asset Management
Europe Ltd, which is authorised and regulated in the United
Kingdom by the FCA (122084). It is directed only at (a)
investment professionals falling within article 19 of the
Financial Services and Markets Act 2000 (Financial Promotions)
Order 2005, (as amended) (the Order) (b) certain high net
worth entities within the meaning of article 49 of the Order
and (c) persons to whom this document may otherwise
lawfully be communicated (all such persons being referred to
as relevant persons) and is only available to such persons and
any investment activity to which it relates will only be engaged
in with such persons.

United States: 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. This document should not
be regarded as investment advice. 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.

Singapore:This document is for information only with no
consideration given to the specific investment objective,
financial situation and particular needs of any specific person.
You should seek advice from a financial adviser before making
any investment. In the event that you choose not to do so, you
should consider whether the investment selected is suitable
for you

Hong Kong: This document is for information only with no
consideration given to the specific investment objective,
financial situation and particular needs of any specific person.
You should seek advice from a financial adviser before making
any investment. In the event that you choose not to do so, you
should consider whether the investment selected is suitable
for you. The contents of this document have not been
reviewed by the Securities and Futures Commission or any
regulatory authority in Hong Kong.

Australia: Nikko AM Limited ABN 99 003 376 252 (Nikko AM
Australia) is responsible for the distribution of this information
in Australia. Nikko AM Australia holds Australian Financial
Services Licence No. 237563 and is part of the Nikko AM Group.
This material and any offer to provide financial services are for
information purposes only. This material does not take into
account the objectives, financial situation or needs of any
individual and is not intended to constitute personal advice,
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nor can it be relied upon as such. This material is intended for,
and can only be provided and made available to, persons who
are regarded as Wholesale Clients for the purposes of section
761G of the Corporations Act 2001 (Cth) and must not be
made available or passed on to persons who are regarded as
Retail Clients for the purposes of this Act. If you are in any
doubt about any of the contents, you should obtain
independent professional advice

New Zealand: Nikko Asset Management New Zealand Limited
(Company No. 606057, FSP22562) is the licensed Investment
Manager of Nikko AM NZ Investment Scheme and the Nikko
AM NZ Wholesale Investment Scheme.

This material is for the use of researchers, financial advisers and
wholesale investors (in accordance with Schedule 1, Clause 3
of the Financial Markets Conduct Act 2013 in New Zealand).
This material has been prepared without taking into account a
potential investor’s objectives, financial situation or needs and
is not intended to constitute personal financial advice, and
must not be relied on as such. Recipients of this material, who
are not wholesale investors, or the named client, or their duly
appointed agent, should consult an Authorised Financial
Adviser and the relevant Product Disclosure Statement or
Fund Fact Sheet (available on our websitewww.nikkoam.co.nz).
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