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Investing in Japan: an insider's perspective with
Naomi Fink

Naomi Fink recently joined Nikko Asset Management as a Global Strategist based in
Tokyo. We sat down with Naomi to discuss her personal relationship with Japan, and to
hear her views on arguably the most talked-about investment region in the world at
present.

Interview with Naomi Fink, Global Strategist at Nikko Asset Management
24 April 2024

Tell us about your role as Global Strategist with Nikko AM, and your return to Tokyo.

| chair the Global Investment Committee, and my role also involves developing
investment insights and strategic guidance for Nikko AM’s clients across Japanese
Equities, Asian Equities, Global Equities, and Global Fixed Income. It's a particularly
exciting time to be back in Tokyo because Japan is in much better shape than we've seen
for years, even decades.

| used to say Japan was an incredibly frustrating but fascinating economy. It contains so
many conundrums and puzzles, and the deeper you dig, the more interesting things are.
But | think within the context of the last 30 years, Japan is on a much better footing than
it has been for that whole time. There's real behavioural change afoot among Japanese
corporates and consumers. But it's not like suddenly flicking a switch. It's more gradual,
but things are definitely pointing in the right direction for Japan.

What strikes you as being different now to the Japan you remember back then?

Japan has achieved an economic miracle by deflating its way to growth over the better

part of the last thirty years. When | last left Japan, Japanese equities hadn't yet turned around. This was before the
three arrows of “Abenomics” were introduced in 2013". But it probably took a global supply shock and subsequent
global inflation to provide the reflationary spark that’s giving fuel to the equity rebound this time.

On the surface, deflation is just a decline in prices, but it brings with it profound changes in normal consumer
behaviour. And because this deflationary period lasted so long, consumers have developed a very cautious
approach to consumption, and unlearning that will take some time. Going from mild deflation to mild inflation may

1 The ‘three arrows’ of Abenomics were: (1) aggressive monetary policy, (2) fiscal consolidation, and (3) growth
strategy.
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sound underwhelming, but it is a big deal, because it's being accompanied by a rational—even if gradual—change
in mindset.

What about the corporate climate in Japan, how has that changed in recent times?

Companies are doing things we haven't seen from them before—such as appointing external directors, listening to
corporate governance demands or shareholder requests for better disclosure, sometimes even in English. They have
also been disclosing medium-term plans for investment. That's very important because companies have been
holding onto cash balances totalling over Japanese yen 300 trillion?. It’s only natural shareholders want to know how
that excess cash will be put to work.

Previously, the rational approach was to keep hold of cash. But today, companies are looking to invest in technology
that will help keep costs lower while staying productive and still retaining quality staff. So companies are now
investing in innovation that is far more likely to transform their productivity. As a result, we're in the early stages of a
huge investment cycle as Japanese companies adapt to skilled labour shortages while staying profitable.

Do you think consumers are starting to change their mindset too?

Yes, | think there’s a gradual shift underway, with households on the verge of realising that rising equity markets are
good for them, too. We're still only at the early stages of seeing consumer attitudes shift from savings to investments,
but after the historic wage rises from the “shunto®” in March, there’s good reason to expect real wage rises before the
year is out. That real wage rise is a catalyst to change the behaviour of Japan’s households, because consumption is
such a large part of Japanese Gross Domestic Product (GDP). Right now, in economic terms, Japan's domestic
consumption growth is still anaemic, and exports are doing most of the work. Even a small marginal change in
domestic consumption and investments could have a huge impact on GDP overall.

Chart 1: Breakdown, Overall GDP of Japan
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Given the meteoric rise in valuations, are there any areas of real opportunity still available, or does everything
look overbought now?

2 Source: Bloomberg (as of 21 Feb 2024)

3 Japan’s shuntd, known in English as the “spring wage offensive,” consists of labour unions engaging in
collective bargaining with company management regarding wage increases and other improvements to
compensation.
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One thing that may keep Japan as a relative outperformer is the secular side of the upturn. If somebody asks me if the
weak yen is helping listed companies with overseas earnings—yes, without a doubt. But that's not the whole story.
Whereas the US equity rally has largely been driven by the Magnificent Seven?, Japan’s rally has been far broader than
just the tech sector. It's not all cyclical, so there may be good reasons to buy and hold.

At the same time, valuations don’t appear stretched. Although the main indices returning to their historical highs
made global headlines, over the last 20 years, Japan hasn't touched any big valuation barriers, whereas for the US and
globally, the recent outperformance of tech growth stocks means we are in unchartered territory. I'm not saying
there’s no merit to the tech-driven Al-led boom, but there’s rarely a straight line leading from an initial investment
into technology to a transformation of the underlying economy. | think progress will be bumpier than currently being
priced in by markets. There might well be some pull-backs, and | think Japan may be a good place to be during pull-
backs because Japanese companies are not as richly valued as yet.

Also, many companies in Japan have not yet made the investment in productivity-enhancing technology and,
therefore, haven't attracted much investment. The TOPIX price-to-book ratio is now above the magical level of one,
on average, but roughly half the firms listed on the TOPIX are below one®. For good stock pickers, this means there is
still value to be found among some of those “late bloomer” firms.

What did you make of Prime Minister Fumio Kushida’s recent plans to transition Japan to “a new economy
with a virtuous cycle of growth and distribution”. Can a “new form of capitalism” be cultivated in Japan?

Stakeholder capitalism has always been the basis of Japan’s capital market. But in the past, shareholders were a lower
priority than other stakeholders. That is changing now. | don’t think Japan is going to implement the US model of
shareholder primacy, but there's no justification for publicly listed companies to behave as though they were privately
owned. | don't expect Japan to copy the US, but there are some elements to be borrowed and advantages to be
gained.

For example, just as America's 401k system (a popular tax-advantaged savings plan for retirement) gave US
citizens a stake in the US stock market, recent domestically-focused investor initiatives like the Nippon Individual
Savings Account (NISA) are capable of driving greater household participation in financial markets in a sustainable
way. In this context, there are probably clear gains to programs designed to increase financial literacy, particularly
among younger generations who have never experienced inflation.

| also think that some of the aspects of stakeholder capitalism, such as environmental and social impact, are still very
highly valued by global investors. Perhaps Japan has a comparative advantage when it comes to Environmental,
Social and Governance (ESG), which has become politicised and unpopular in parts of the US right now. Here in Japan,
it's not a political consideration at all. So the lack of politicisation might help Japan gain greater leadership in this area
of sustainable investment.

Japan’s relationship as a big exporter to the US and to China is often discussed as like walking a tightrope. Do
you think Japan can continue to maintain its “friendshoring” approach and be successful in maintaining
positive relationships with everyone?

| think one of the most astonishing things about the current economic balance is that if you told investors five years
ago that the Chinese economy would slow considerably, yet Asia would be fine, | don't think they would have
believed you. But today, it's a reality. India is booming and there are lots of excellent diversification opportunities
within Asia. And Japan being part of—and cultivating relationships with various Asian economies—is a wonderful
thing. It makes sense regionally, and | believe there’s a good investment case too.

Can you finish by telling us about your personal relationship with Japan?

Before moving back to Japan for my role with Nikko AM, | lived here for some 12 years. My mother is Japanese, and
growing up bilingual really gave me a love of languages and other cultures. Growing up bilingual and bicultural, felt
to me like a gift, and | feel really fortunate to be able to give this same gift to my eight-year-old son, and enjoy all of
the advantages that Japan has to offer.

| heard recently that more tourists are now visiting Japan from Thailand than the other way round, because people
genuinely appreciate the experience of coming here. I'm really pleased, not only from a professional but also a
personal perspective, that Japan is gaining more recognition after being underappreciated by the rest of the world
for so long. The Japan of today is really making its mark, and that makes me very happy.

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.

4 Apple, Microsoft, Nvidia, Tesla, Meta, Alphabet and Amazon.
5 Source: Bloomberg (March-end, 2024)
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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
Jjudgment. 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 s 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 S00000717) 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: 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 do cument, 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 contem plated 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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