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Key Takeaways W

— Renowned investor Warren Buffett has spotted the long-term attractiveness
of Japanese companies and where Buffett leads, other investors tend to
follow.

— Yet, there’s more to Japan’s renaissance than relatively inexpensive
valuations. Companies have become more receptive to corporate reform
and shareholder engagement; Japan’s services sector is benefitting from a
resumption in tourism; and, in Japan, inflation is settling at supportive levels
after years of deflation.

— These cultural and economic shifts suggest Japan’s recent soaring equity
market won't be a flash in the pan.

Japan has experienced quite a year so far. One of the highlights occurred in April, with a visit by Warren Buffett of
Berkshire Hathaway. The timing of this visit, ahead of Japan'’s full-year earnings season from April to May, proved
quite symbolic. The “sage of Omaha” has a longstanding reputation for picking winners, and his visit really was a
catalyst for Japanese equities to continue their march upwards. In July, both the TOPIX Index and the Nikkei 225
rose to their highest levels since 1990, and the positive momentum has continued since. Berkshire Hathaway
subsequently increased its stakes in five major trading companies in Japan (Itochu, Marubeni, Mitsubishi Corp,
Mitsui & Co and Sumitomo), cementing the world-renowned investor’s faith in Japanese businesses.

Global investors will have noted that Japanese stocks are benefiting from relatively cheap valuations, a long-
awaited return of inflation and a weakening currency. But there are other, deep-rooted reasons behind the
sustained progress made this year.

Any reference to a particular security is purely for illustrative purpose only and does not constitute a recommendation to buy, sell or hold any security.
Nor should it be relied upon as financial advice in any way.
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Japanese companies are becoming increasingly attractive to investors

One of the reasons why investors such as Buffett are increasingly excited about Japan is that recent changes to the
way companies are run are already bearing fruit. Earlier this year, the Tokyo Stock Exchange (TSE) published new
guidance for listed companies, urging them to come up with better financial strategies that focus on cost of capital
and share prices. Effectively, the TSE asked companies trading with a price-to-book (P/B) ratio of below one to
improve their financial practices to enhance shareholder value (a P/B ratio below one indicates investors have a less
than positive view of the company’s future profitability).

Importantly, the ways in which companies can look to improve their P/B ratio—such as more investment in research
and development (R&D), creating intellectual property and intangible assets, portfolio restructuring and investing
in equipment and facilities for profitable projects — are all positives for investors. Another option for improving the
ratio is to increase returns to shareholders, either by paying higher dividends or through share buybacks. Clearly in
complying with the new guidance, Japanese companies are now moving in the right direction, all at the same time.

As an example, this year's annual general meeting of a small cap machinery maker saw several shareholder-led
resolutions aiming to bring the company “closer to its intrinsic value through friendly and constructive dialogue”
successfully adopted, including one asking the company to significantly raise its dividends. This illustrates that the
TSE's reforms are supportive of shareholders, and shows that constructive dialogue can prove highly successful.

Post-COVID recovery bodes well for Japan’s tourism and services sector

Another welcome positive has been the consistent recovery of the services sector following COVID. The au Jibun
Bank Japan Services purchasing managers' index (PMI) hit a record high of 55.9 in May, the ninth straight month
where the services sector was well above the 50-mark signifying expansion. This impressive rate of growth dipped
only marginally in August, down to a seasonally adjusted 54.3. And the services sector's strength can be attributed
to the fact that in April, the Japanese government removed the last of its COVID-related restrictions, including cross-
border measures. As a result, the recovery of Japan'’s service sector is expected to continue as inbound tourism
recovers.

The return of Chinese tourists to Japan was the final restriction to be removed, and incoming tourism from the rest
of the world has already returned to around 103.4% of pre-COVID levels, China’s tourism to Japan has
understandably been slower to recover and is still down at around 30% of pre-COVID numbers. However, Chinese
tourism looks likely to improve throughout the second half of the year. What's interesting to note is that as a result
of the Japanese yen weakness, tourism spending is outpacing tourist numbers, so even though tourist numbers
haven't yet reached their 2019 levels, aggregate spending is quickly heading toward prior levels. This means we can
expect a much faster recovery path than we had expected just three to six months ago. We are no longer talking
about a recovery in tourism, but a further growth in inbound tourism from here.

Chart 1: Monthly inbound tourism spending in Japan (JPY billions)
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Source: Bank of Japan, June 2023
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Chart 2: Monthly visitors to Japan
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Source: Japan National Tourism Organization (JTNO), July 2023

Moderate inflation—not deflation—is the story of today’s Japan

Inflation in Japan has now been running above the Bank of Japan’s (BOJ) 2.0% target for 16 straight months.
Celebrating inflation might sound incongruous, particularly given some Western economies are still finding it hard
to combat rising prices, but deflation has historically been one of Japan’s biggest weaknesses, holding back
investment and growth. However, with July’s core Consumer Price Index (CPI) inflation figure reaching 3.1% year-
on-year, in line with forecasts, there are signs that cost-push inflation is beginning to peak in Japan, and inflation
should slow in the second half of 2023. This should allow the BOJ to keep policy steady for the time being. With
Japan’s long-term interest rate hovering around 0.6%, but with the US and Europe still tightening at much higher
rates, the BOJ clearly has much more policy leeway than its global peers.

A combination of “fast” and “slow” investment

Foreign investors have also warmed to Japan this year, just as their view of China as the preferred investment
destination for 2023 has cooled. Arguably the whole of Asia has benefitted from China’s disappointing economic
performance this year, having failed to meet lofty expectations of an economic improvement after pandemic
restrictions were removed towards the end of 2022.

As aresult, global investors have been adding to their Japan allocation instead. This asset allocation switch has not
just been restricted to so-called “fast money”. Increasingly, institutional investors are looking at the long-term
investment case for Japan and seeing considerable value. Investors have also started to return to Japan for company
visits, and in-person investor conferences in Tokyo that were mostly put on hold during the pandemic period. For
investors looking to park their money longer term, investing in Japan is not just about the low-growth environment
faced by Western markets. The corporate reforms now in place mean there is more long-term money being invested
as well as shorter-term money. This brings us back to our earlier point about Japan’s much-improved corporate
behaviour, and the reasons why this is expected to continue.

A cultural shift among corporates and investors is taking place

Japan’s push for corporate reforms, and the cultural imperative driving them, shouldn’t be underestimated.
Companies are changing their behaviour and taking steps to anticipate and head off greater pressure from
shareholders. The last thing Japanese companies want is to be named and shamed, so more companies are
proactively making corporate improvements before their shareholders force them to.
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Japan’s recent soaring success doesn't look like a flash in the plan, as suggested by Japan’s long-term secular
uptrend in corporate profits. Encouragingly, it is being sustained by the fact that Japanese companies are finally
ready to engage with shareholders. And these days, institutional investors are finding themselves supportive of
activist shareholder proposals where it makes sense to, as increasingly their interests are aligned on issues such as
raising capital efficiency and improving boardroom diversity.

There is, of course, still some way to go. But the signs are encouraging. Corporate Japan is clearly no longer the

“closed shop” it once was, and global investors are now starting to recognise the advantages that being open for
business brings.
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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: 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.

Luxembourg and Germany: This document is communicated by Nikko Asset Management Luxembourg S.A., which is authorised and regulated in
the Grand Duchy of Luxembourg by the Commission de Surveillance du Secteur Financier (the CSSF) as a management company authorised
under Chapter 15 of the Law of 17 December 2010 (No SO0000717) and as an alternative investment fund manager according to the Law of 12 July
2013 (No. A00002630).

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.
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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
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 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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