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We gauge Japan'’s slow vaccine rollout from an economic perspective and assess the shift in work styles
that occurred during the pandemic and its potential impact on real estate prices.

By Naoki Kamiyama, Chief Strategist

Gauging Japan’s slow vaccine rollout from an economic perspective

Until recently, Japan was lauded as one of the few countries that successfully limited the COVID-19 outbreak.
However, more than a year into the pandemic, Japan'’s slow vaccine rollout is coming under increased scrutiny with
the country lagging far behind its G7 peers in vaccinations. We can identify two main reasons for Japan's slow
rollout. First, Japan has been unable to develop its own vaccine in time and is therefore reliant on imports; in other
words, it essentially needs to wait until vaccine-producing countries are done inoculating their own populations.
Second, Japan has a particularly onerous approval process for pharmaceuticals—developed because of numerous
drug disasters in the past—which considerably slows the development and import of vaccines.

Japan is currently experiencing its fourth wave of infections and its third state of emergency amid the sluggish
vaccine rollout and the brunt is once again being borne by sectors linked to travel and services. Restrictions placed
by the government on the movement of people has weighed on the portions of the GDP linked to consumer
spending on travel and services, in particular businesses faced with shorter operating hours and fewer customers.

However, we risk underestimating the resilience and scale of the broader economy by solely focusing on the new
waves of infections and slow vaccine rollout. Services employ large numbers of people via retail and eating
establishments, but while being labour intensive, they do not have a very big impact on the GDP relative to other
sectors such as manufacturing. This means developments affecting services will have a bigger social effect rather
than an economic one. Consumption during the pandemic has steadily shifted from services to goods. Demand for
goods has stabilised the manufacturing sector, which is also benefiting from strong exports to a robust China and
now to the US, with the latter emerging from the pandemic following its rapid vaccine rollout.

Despite its slow rollout, Japan has maintained its manufacturing output; the country’s stock indexes are also at
steady levels. That said, Japan still needs to address the administrative inefficiencies that have become evident
during the pandemic so it can bring its vaccine distribution up to speed.

Japan’s “work-style reform” and impact on real estate prices

The COVID-19 pandemic has altered working habits globally and Japan has been no exception. Remote working,
encouraged by the government’s “work-style reform” initiative, finally gained acceptance in Japan, long known for
its resistance to change. Images of many buildings in downtown Tokyo that have emptied out during the pandemic
appear to have caused concern among some investors that a change in working habits could negatively affect real
estate prices by reducing office demand.

However, while Japan has indeed embraced remote working, and the change has been significant, it has not been a
revolution, as evidenced by the large numbers of workers still commuting during the states of emergency. On a
scale of one to 10 (where one represents everyone commuting to the office and 10 everyone teleworking), what
was nearly non-existent prior to the pandemic has gone up to 2 or 3, in our view, but certainly not to 8 or 9. Even for
those working from home, many are likely doing so because they have little other choice during a pandemic. Once
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the economy fully re-opens, many workers are expected to resume commuting to work, encouraged by factors such
as Japan's relatively outdated home internet environment. Another reason that office demand is unlikely to decline
any time soon is the fact that many large companies, while encouraging their employees to work remotely, have
maintained their office buildings.

We nonetheless expect remote working to affect the real estate market in different ways. A polarization could occur
in the market with prime assets, such as large office buildings in central Tokyo, continuing to attract strong demand
while smaller, older and less profitable buildings may find it difficult to replace the clientele lost during the
pandemic. Another development during the pandemic that is likely to affect the market is the increase in so-called
satellite offices, established part way between residential suburbs and major urban centres. The establishment of
satellite offices is expected to drive up real estate value in cities in the periphery of major urban areas such as Tokyo
and Osaka.

Market: Extended state of emergency, slow vaccine rollout weighs on Japan equities

The Japanese equity market declined in April, with the TOPIX (w/dividends) falling 2.84% on-month and the Nikkei
225 (w/dividends) dropping 1.25%. During the month, Japanese stocks were briefly lifted by better-than-expected
business sentiment in the Bank of Japan’s tankan business survey. However, the market shifted to more risk-off
stance given Japan'’s relatively slow vaccine rollout compared to the US and Europe and concerns over the impact
of restrictions on economic activity as a resurgence of COVID-19 infections prompted Japan to announce another
state of emergency in major cities. As a result, Japanese equities finished the month lower. Of the 33 Tokyo Stock
Exchange sectors, only four sectors rose, including Marine Transportation, Iron & Steel, and Securities & Commodity
Futures, while 29 sectors including Electric Power & Gas, Pharmaceuticals, and Oil & Coal Products, declined.

Exhibit 1: Major indices Exhibit 3: Major market indices
1-mth  3-mth TOPIX
Nikkei 225 -13%  42%  254%  42.7% 67% 2,200
JGB Yield (%pt) +0.00 +0.04 +0.06 +0.10 +0.20 2,000
JPY/USD -1.2% 4.4% 4.4% 2.6% -2%
JPY/EUR 1.2% 3.4% 7.8% 13.4% 6% 1,800
MSCl World 45%  104%  282%  432%  75% 1,600 1898.24
TOPIX -2.9% 4.9% 20.2% 29.7% 38% 1,400
TPX-100 (Large) -2.8% 49% 218%  29.6% 40% 1,200
TPX-400 (Mid) -2.8% 4.8% 19.4% 31.3% 34% 1,000
TPX-Small -3.1% 5.2% 12.9% 24.7% 35% 800
Source: Bloomberg, as at 30 April 2021 600
Exhibit 2: Valuation and indicators 2016 2017 2018 2019 2020
. Mth- 3-mth  6-mth USD/JPY
Valuation
/indicator end
120
TOPIX
Div. Yield (e) 2.1% 2.0% 2.3% 2.5% 2.2% 115
Price/Earn (e) 161 221 210 162 138 o 109.31
Price/Book 1.3 1.3 1.2 1.1 1.1
Daily Turnover 49 57 54 50 48 105
Market Cap. 709 697 668 597 523
MSCl World 100
Div. Yield (e) 1.9% 2.0% 2.1% 2.3% 2.7% 95
Price/Earn (e) 20.8 20.7 22.6 22.2 17.0
Price/Book 29 2.7 24 23 2.0 90
(e) stands for consensus estimates by Bloomberg. Turnover and market cap in JPY 2016 2017 2018 2019 2020

trillion.  Source: Bloomberg, as at 30 April 2021
Source: Bloomberg, as at 30 April 2021
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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
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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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