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We analyse the course the Bank of Japan could take as other major central banks move towards policy change;
we also take a deeper look into Japan’s strong exports, which are expected to keep buoying the economy in
2022.

By Naoki Kamiyama, Chief Strategist

BOJ expected to stick to its own path for now while peers move towards policy change

The Bank of Japan (BOJ) monetary policy meeting in January attracted more attention than usual after a media
report led to speculation among market participants that the central bank could consider hiking interest rates amid
rising prices. While BOJ Governor Haruhiko Kuroda pushed back against such speculation, saying that “raising rates
is unthinkable”, conjecture among foreign market participants about BOJ rate increases could yet gather
momentum once the Federal Reserve (Fed) and other central banks begin hiking rates. However, domestic market
participants are unlikely to share such views regarding BOJ policy, at least through the first half of 2022. While prices
of various goods are beginning to rise in Japan, unlike in the US, the demand-pull aspect of inflation is still absent.
The fiscal stimulus packages Japan formed at the onset of the pandemic were modest relative to those of the US,
which compiled generous measures that lined consumer pockets. Furthermore, inflationary pressure generated by
higher energy prices and rising cost of imports due to a weaker yen have the effect of curbing Japan’s consumer
spending, which could become a factor to cap inflationary pressure in the longer run.

We therefore believe that policy tightening will not become part of the BOJ agenda anytime soon. Japan’s inflation
rate will have to enter a clear uptrend for the central bank to turn away from its penchant for enhancing its easy
policy. Given the BOJ's failure after many years to lift inflation by controlling the money supply, and the inability so
far of the fiscal stimulus compiled by Prime Minister Fumio Kishida’'s administration to boost prices, we will likely
need to see improvement in Japan's labour productivity before the central bank can pivot away from easing.

Digging deeper into Japan's strong exports

Recently released data have underlined the strength of Japanese exports during the pandemic. According to
government data, Japan’s exports rose 21.5% in 2021 to JPY 83.09 trillion; yen-denominated exports in December
2021 hit a record-high JPY 7,881 billion. The increase in exports can be attributed ultimately to demand from the US,
where a surge in retail sales is fuelling demand for imported goods, including those from Japan. US demand could
slow somewhat in 2022 but it is still expected to remain at a high level. We therefore expect exports to continue
leading the Japanese economy through 2022. The further easing of semiconductor shortages should also boost
exports, as such shortages served as a weight on exports in the first half of 2021.

Indeed, a noticeable trend in Japan’s trade data is the increase in semiconductor-related exports, which reached JPY
4.47 trillion in the second half of 2021, almost matching the JPY 4.53 trillion of passenger cars. However, before
concluding that Japan’s is poised to make a comeback as a global semiconductor powerhouse, we need to
remember that the world of semiconductors is varied and diverse, ranging from leading high-end chips to those
that have already commoditised. Japan’s exports of easy-to-produce commoditised chips may have increased

nikko

For sophisticated investors only * en.nikkoam.com Nikko Asset Management



Navigating Japan Equities nikko
Nikko Asset Management
|

recently, but that does not change the fact that the country remains unattractive as a semiconductor hub. It will
have to establish itself as a producer of high-spec chips to regain its dominant position in the sector, and this may
depend on how much R&D corporate Japan is willing to undertake. There are positive signs, however. For example,
a major Japanese manufacturer of electronics has recently decided to make a foray into EVs. Such an undertaking
will hopefully form the nucleus of a renewed R&D drive towards producing high-spec, globally competitive
semiconductors essential for the Al components required in EVs.

Market: Japanese stocks slip in January as market eyes Fed policy, geopolitical risks

The Japanese equity market ended January lower with the TOPIX (w/dividends) down 4.83% on-month and the
Nikkei 225 (w/dividends) falling 6.21%. Stocks were buoyed by expectations for economic growth going forward in
light of strong corporate earnings results in the US. However, this was more than offset by rising conviction that the
US would roll back monetary easing earlier than expected following the release of the US Federal Open Market
Committee (FOMC) meeting minutes and increasing concerns regarding the geopolitical risk arising from continued
military tensions surrounding Ukraine. Additionally, at the press briefing following the FOMC meeting, Fed Chair
Jerome Powell took a hawkish stance toward tightening monetary policy, which further weighed down the
Japanese equity market, contributing to the overall decline during the month.

Of the 33 Tokyo Stock Exchange sectors, 12 sectors rose with Mining, Insurance, and Nonferrous Metals among the
most significant gainers. In contrast, 21 sectors declined, including Electric Appliances, Services, and Precision
Instruments.

Exhibit 1: Major indices Exhibit 3: Major market indices
1-mth 3-mth 6-mth TOPIX
Nikkei 225 62%  -65%  -1.0%  -2.4% 41% 2,200
JGB Yield (%pt) +0.11 +0.08 +0.16  +0.12  +0.12 2,000
JPY/USD 0.3% 1.3% 52%  10.3% 3% 1 800
JPY/EUR 1.5% -21% -1.0% 1.4% 8% ’ 1895.93
MSCI World 53%  36%  -03% 149%  66% 1,600 :
TOPIX -48%  -53%  -03% 4.8% 23% 1,400
TPX-100 (Large) -43%  -33% 2.4% 8.5% 30% 1,200
TPX-400 (Mid) 56%  -84%  -44%  -1.9% 14% 1,000
TPX-Small 63%  -87%  -48% 2.4% 15% 300
Source: Bloomberg, as at 31 January 2022 600

2017 2018 2019 2020 2021

Exhibit 2: Valuation and indicators

_ Mth-  3-mth  6-mth USD/JPY
){al;atl;)n end
Indicator
120 115.48
TOPIX 115
Div. Yield (e) 2.3% 2.1% 2.1% 1.9% 2.0%
Price/Earn (e) 135 14.8 14.9 213 15.7 110
Price/Book 1.2 1.3 1.3 14 1.3
Daily Turnover 58 57 58 56 50 105
Market Cap. 699 714 728 697 577 100
MSCI World
Div. Yield (e) 1.9% 1.8% 1.8% 2.0% 2.5% 95
Price/Earn (e) 184 20.1 20.1 20.6 17.1
Price/Book 29 3.2 3.1 27 22 90
2017 2018 2019 2020 2021
(e) stands for consensus estimates by Bloomberg. Turnover and market cap in JPY
trillion.  Source: Bloomberg, as at 31 January 2022 Source: Bloomberg, as at 31 January 2022
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guarantee, representation or warranty, express or implied, and accepts no responsibility or liability for the accuracy or completeness of this
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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
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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
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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
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