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Japanese stock market'’s recovery from the initial shock of war; assessing potential impact of a Russian default
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This month we discuss the Japanese stock market’s recovery from the initial shock of the Russia-Ukraine war;
we also assess the potential impact of a Russian debt default on Japan’s markets and financial system.

By Naoki Kamiyama, Chief Strategist

Japan'’s stock market looks to consolidate after recovering from the shock of war

Japan’s stock market retreated in line with its global peers after Russia attacked Ukraine on 24 February, with the
Nikkei Stock Average dropping to a 16-month low, falling under 25,000 early in March. The Nikkei has since recovered
somewhat and currently stands near 27,000 points. We think there are several factors behind the recovery in Japanese
stocks. One has been the resilience in other stock markets, notably the US, where excessive pessimism towards the
economy amid monetary tightening by the Federal Reserve is being reversed. Inflation in the world’s largest economy
is a risk but leading US blue chip companies, notably those linked to technology, appear to have enough pricing
power to ride through higher prices. US economic strength leads to strong demand for imports and is therefore a key
supporting factor for Japanese exporters.

Another factor helping stock markets, including Japan'’s, has been expectations towards governments enacting fiscal
stimulus and other steps to ease the economic pain resulting from sanctions against Russia. One such example is
countries such as the US and Japan releasing oil from their strategic reserves. The administration of Japanese Prime
Minister Fumio Kishida can finally turn its attention to supplementary measures after parliament approved the budget
for the current fiscal year (which runs through March 2023). Many of these measures will be geared towards
companies faced with losses because of sanctions and consumers who will be paying higher energy bills. A desire to
boost public support ahead of upper house elections in July may be another motivating factor for the Kishida
administration to compile such measures.

A development more specific to Japan was the lifting of all COVID-19 restrictions in March. The Japanese economy is
now free to catch up with those of other countries which had already lifted restrictions. While new coronavirus waves
could grip Japan again, for now some of the fiscal stimulus is expected to support the economy through the
government’s “GoTo"” campaigns that offer travellers and diners discounts. Economic recovery should also curb the
yen's depreciation against the dollar and reduce currency volatility, which has recently been a concern for the stock
market. Japanese stocks can look to consolidate further once specific government measures are implemented and
steady corporate profits are confirmed during the earnings season that begins in late April.

Assessing the impact of Japan'’s sanctions against Russia

Along with other G-7 countries, Japan has implemented a series of sanctions against Russia following it invasion of
Ukraine. The sanctions have included blocking Russian banks from SWIFT, freezing the Russian central bank’s foreign
exchange assets, imposing export restrictions on a variety of items such as semiconductors and banning imports of
certain Russian goods. While sanctions can grab news headlines, their actual impact on the Japanese economy and
markets is expected to be small. With a few exceptions—such as some automakers—the number of major Japanese
firms that produce and distribute goods in Russia is very limited. Some companies in northern Japan are engaged in
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trade with the Russian Far East, but these are relatively small entities and won't have much impact on the broader
stock market.

We need to note that many Japanese auto parts and electric vehicle manufacturers are dependent on material like
nickel and palladium, of which Russia is a large producer. But the sanctions are yet to have a serious impact because
such manufacturers are seen to have ample stock and as they have enough time to look for alternative sources. For
example, while Russia is the largest producer of palladium, it is not the only one. Buyers can turn to other producers
in other countries such as South Africa, Canada and the US, with higher prices for the industrial metal helping improve
mining productivity in other regions.

Another potential event that could attract a significant amount of attention would be Russia defaulting on its debt.
But even if Russia were to default, it would be unlikely to have a big impact on the Japanese financial system, which
does not have strong links with Russia. And in the event of a Russian default, Japanese authorities are likely to respond
quickly to shore up its financial system. Government support is expected to limit any knee-jerk reaction by the stock
market to a default.

Market: Japanese stocks rise in March as war concerns economic worries ebb

The Japanese equity market ended March higher with the TOPIX (w/dividends) up 4.30% on-month and the Nikkei
225 (w/dividends) rising 5.78%. Equities were down in the first half of the month due to concerns regarding potential
deterioration in the global economy stemming from rising crude oil and other commodity prices as combat escalated
in the Russian invasion of Ukraine. However, from mid-month onward the market rebounded as the Chairman of the
US Federal Reserve signalled an optimistic outlook for the US economy and concerns regarding economic uncertainty
subsided. Stocks were also buoyed by expectations for Japanese exporters to benefit from the yen weakening against
the US dollar due to rising US long-term interest rates, in addition to hopes for progress on peace talks between Russia
and Ukraine. Of the 33 Tokyo Stock Exchange sectors, 24 sectors rose with Mining, Wholesale Trade, and Services
among the most significant gainers. In contrast, 9 sectors declined, including Metal Products, Textiles & Apparel, and
Foods.

Exhibit 1: Major indices Exhibit 3: Major market indices
TOPIX
Nikkei 225 4.9% 34%  -55% -47% = 45% 2,200
JGB Yield (%pt) +003  +0.15 4015  +0.13  +0.20 5 000
JPY/USD 5.3% 5.7% 8.6% 9.9% 9% 800
JPY/EUR 4.0% 3.1% 4.1% 3.9% 11% ’ 1946.4
MSCI World 25%  55%  15%  86%  63% 1,600
TOPIX 3.2% 23%  -41%  -04%  27% 1,400
TPX-100 (Large) 4.4% -19%  -22%  3.0% 34% 1,200
TPX-400 (Mid) 1.5% 26%  -69% < -62%  17% 1,000
TPX-Small 0.0% 44%  -85%  -37%  17% 300
Source: Bloomberg, as at 31 March 2022 600

2017 2018 2019 2020 2021

Exhibit 2: Valuation and indicators

Valuation Mth-  3-mth  6-mth USD/JPY

end
/indicator 125 121.67
TOPIX 150
Div. Yield (e) 23% 22%  21%  21%  2.1%
Price/Earn (e) 134 14.4 14.9 16.0 13.8 115
Price/Book 13 13 13 13 1.2 110
Daily Turnover 72 62 60 56 51 105
Market Cap. 715 699 742 709 575
MSCI World 100
Div. Yield (e) 1.9% 17%  19%  19%  25% 95
Price/Earn (e) 17.9 20.3 194 20.7 171
Price/Book 29 33 30 29 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 March 2022 Source: Bloomberg, as at 31 March 2022
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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.
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