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Japan Story Intact, Despite Market Volatility
z

BOJ maintains its accommodative policy though markets expected more

z

Japan’s GDP growth considerably better than reported

Japan’s equity market weathered an onslaught of selling in February by global macro hedge funds
who were disappointed that the Bank of Japan (BOJ) didn’t accelerate its easing plan, according
to a new research report from Nikko Asset Management (Nikko AM). As Japanese equities
weakened and the yen appreciated, global risk markets dipped, though most rebounded quite
quickly following the February trough. Risk markets will likely continue to be volatile through to the
end of the second quarter, however, as underlying fundamentals remain intact, Nikko AM’s view is
to maintain its longstanding overweight on global equities, and Japanese equities in particular.

“In our view, Japan does not need a much weaker yen, nor does the BOJ have to add to its
monetary easing plan to achieve decent economic growth or a positive equity market,” said John F.
Vail, Chief Global Strategist at Nikko AM’s Tokyo head office. “In fact, as the yen stabilises and
forex hedge losses dissipate, this should accelerate corporate profitability and push up Japanese
stock prices. This would be a boon for U.S. dollar-denominated investors, who would benefit from
the rising stock market without losing half the gains from yen weakness. Japan’s Price-Earnings
Ratio is very attractive, especially given the positive surprises in the current earnings season.”

Japan’s 2013 fourth quarter GDP growth was 1.0%, far below the consensus of 2.8%. However,
Nikko AM’s research suggests that Japan’s GDP is greatly understated due to continuously falling
inventories, and we expect that the figure will be revised upward. Assuming inventories had not
declined, GDP growth in the fourth quarter would have been 3.4%. Despite such numbers, Japan
had the highest year-on-year growth rate out of the G3 in both the third and fourth quarters of
2013, culminating in a 1.6% year-on-year growth for calendar year 2013.

Personal consumption in Japan also grew strongly in the fourth quarter of 2013 and should
continue in the first quarter 2014, as buyers front-run the 3% VAT hike due in April 2014. We
expect personal consumption in the second quarter to plunge following the VAT hike by as much
as 13% quarter-on-quarter (seasonally adjusted annual rate) and minus 1% year-on-year, but will
likely be reversed in the third and fourth quarters of 2014. This would lead to year-on-year growth
in personal consumption being flat by the end of 2014.

Thus, we continue to believe that Japan’s recovery is intact, and our forecast is for 5.3% GDP
growth quarter-on-quarter (seasonally adjusted annual rate) in the first quarter of 2014 and 2.0%
GDP growth for calendar year 2014.
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This material has been prepared solely for the purposes of Nikko AM to communicate about the market
environment, etc. It is not solicitation for a specific fund. Moreover, the information in this material will
not effect Nikko AM's fund investment in any way. Mentions of individual stocks in these materials
neither promise that the stocks will be incorporated nor constitute a recommendation to buy or sell. The
information in these documents have been prepared from what is considered to be reliable information
but the accuracy and integrity of the information is not guaranteed by the Company. Figures, charts, and
other data in these materials are current as of the date of publication unless stated otherwise. In addition,
opinions expressed in these materials are as of the date of publication unless stated otherwise. * The
graphs, figures, etc., contained in these materials contain either past or back-dated data, and make no
promise of future investment returns, etc. These documents make no guarantee whatsoever of future
changes to the market environment, etc. Opinions expressed in these documents may contain opinions
that are not Nikko AM's but the personal opinion of the author, and may be changed without notice.
Forwarding or quoting from these materials without the advance permission of Nikko AM's corporate
communications representative is strictly prohibited. Please contact Nikko AM's Corporate
Communications at +81-(0)3-6447-6775 if you have any questions.
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$160 billion in assets under management as of December 31, 2013. Established in 1959, the firm has
22 offices in 10 countries and enjoys one of the largest distributor networks in the region, serving both
retail and institutional clients. More than 300 banks, brokers, financial advisors and life insurance
companies distribute the company’s products.
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company according to international best practices. Nikko AM’s independence from the limitations
imposed on many captive asset management companies allows it to focus on the interests of clients.
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