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» Since April, US equities have corrected significantly. The Dow Jones Industrial Average has fallen for eight
consecutive weeks for the first time in 90 years, while the Nasdaq Composite Index, which is composed of
many growth stocks, has entered an adjustment phase, having fallen around 30% from its high. We would
attribute these corrections to valuations adjustments associated with rising interest rates in the US.

» Higher global inflation, concerns about the pace of US monetary policy, as well as caution about economic
conditions, have led to a strong sense of uncertainty around the equity markets. High market volatility may
persist for some time.

» Japanese equities have performed relatively well against the global downward trend. We think that this
outperformance has been based on lower valuations as well as expectations of corporate earnings growth
supported by a weaker yen.

Since April 2022, the magnitude of corrections in the US markets has been
large, accompanied by higher volatility: as of 25 May, the Dow Jones
Industrial Average was down about 13% from its recent high (4 January this
year), the S&P 500 was down about 17% from its high (3 January this year)
and the Nasdag Composite was down about 29% from its high (19 November
2021). The S&P 500, seems poised to follow the Nasdag Composite into a
“bear market” - characterised by a 20% decline from near-term highs.

Takeru Ogihara
On the other hand, downside of the Japanese Nikkei 225 and TOPIX indices Chief Strategist

has been relatively restrained, as at 25 May the two indices have lost 13%
and 11% respectively since highs of 14 September 2021. Relative resilience
versus US peers has been particularly significant since April, when the US
equity market dropped sharply (Figure 1).

“Japanese equities resilient
amid major US equity
selling”
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Apparently, corrections in the US equity markets since April have been mainly
due to progressive valuation adjustments in line with rising interest rates. In
particular, the Nasdaq Composite, which is composed of growth stocks, has
been severely affected.

While the US Federal Reserve has become hawkish amid rising inflation
worldwide, there is little clarity in the path for rate hikes and US interest rates
have risen with volatility, pushing down valuations.

In addition, earnings results of some US companies have fallen short of
expectations, reflecting a drop in demand for some goods significantly during
the Covid pandemic as well as the impact of higher costs due to inflation.
These types of companies have seen their share prices fall sharply.

12-month forward P/E of the S&P 500 fell to approximately 17x as of 25 May
and is now entering its pre-pandemic normal range. During this normal phase,
forward P/E for the S&P 500 has generally remained in the range of 15-17x, a
level that reflects economic and monetary conditions before the pandemic and
does not appear to have factored in a potential recession. Meanwhile the
TOPIX P/E ratio has fallen to around 12x, which is at the lower end of the
normal range. One of the reasons why the downside of Japanese equities has
been restrained during the sharp fall in US equities from April onwards is that
valuation adjustments have progressed ahead of those in the US. As long as
the global economy does not enter a full-blown recession in the future, the
scope for share price declines in Japanese equities from here onwards is
considered to be limited (Figure 2).

“Valuation adjustments
progress in line with rising
interest rates amid growing
uncertainty”
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The recent high volatility in stocks and interest rates can be attributed to the fact
that the path of the Fed's interest rate hikes has not been set due to uncertainty
over inflation trends, and speculation is mixed. In addition, there are rising risks
that a more hawkish path for interest rate hikes could suppress the economy too
much, leading to a recession.

The sharp fall in US stocks from late April was accompanied by a decline in long-
term US interest rates and a weakening of the US dollar. This can be seen as a
reaction to concerns about the economic outlook. Inflationary concerns have
weighed on stock markets, accompanied by fears of economic slowdown.

Inflation trends in the US are a key factor in stabilising global stock markets. The
April data for core consumer prices (CPI) in the US showed a slight slowdown
YoY, but the indicator remain high (Figure 3).

One-year expected inflation has peaked and declined after the Fed started raising
interest rates, but the level remains high.

Recent statements from Fed officials suggest that the policy of raising interest
rates by 50 basis points at the upcoming US Federal Open Market Committee
(FOMC) meetings in June and July seems to be largely settled, but the path for a
rate hike from September onwards remains uncertain. Market volatility is
expected to remain high for some time now, as it will still take some time for the
rate hike path to become clearer, as it will depend on future inflation data.

“US inflation trends and
concerns about economic
slowdown key - market
volatility to remain elevated”
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Since March, the yen has weakened rapidly in the foreign exchange market, as a
result of the Fed starting to raise interest rates at the FOMC meeting in March, as
well as the growing belief that interest rates will be raised rapidly in response to
higher commodity prices following the Ukraine crisis. The yen-dollar rate has
moved roughly in tandem with the five-year government bond yield differential
between the US and Japan (Figure 4).

Meanwhile, the Bank of Japan has been conducting fixed-rate bond-buying
operations to strongly restrain the rise in long-term interest rates and has made its
easier monetary policy stance clear.

From the perspective of the US-Japan interest rate differentials, if interest rates in
Japan remain unchanged, it is unlikely that the current interest rate differentials will
narrow significantly, and the trend towards a weaker yen is expected to take hold.

According to Nikkei, aggregate recurring profits are expected to decline by 4.1%
YoY in the manufacturing sector, whereas the figure for all industries is likely show
an increase of 1.8% YoY. Amid an uncertain environment, companies are believed
to have adopted more conservative assumptions in compiling earnings guidance.

Many companies have set their yen-dollar rate assumptions at around 110-120,
and if the current weakening trend of the yen takes hold, there will be more room
for upward revision, especially among export-oriented manufacturers, to absorb
cost increases.

“Weakening of the yen is
positive for Japanese
corporate earnings.
Japanese equities showing
strong potential to
outperform peers”
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In Japan, the non-manufacturing sector, which is still in the process of recovering
from the pandemic, will also have room for upward revision.

Although concerns of a global recession remain, being caused by uncertainty over
US inflationary trends, we expect that Japanese equities will perform relatively well
moving forward, as valuation adjustments have been frontloaded they are in an
undervalued range, and there are strong expectations of upward revisions to
corporate earnings.

Figure 4: USD/JPY and Interest Rate Differential
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Disclaimer

For this Presentation Material

Asset Management One International Ltd. (“AMOI”) is authorised and regulated by the Financial Conduct Authority (“FCA”) in the UK.
AMOI is the UK subsidiary of Asset Management One Co., Ltd. in Japan (“AMO Tokyo”).

AMO Tokyo is regulated by the Financial Services Agency in Japan and conducts its discretionary investment advisory business as a
registered and licensed investment advisor under the Financial Instruments and Exchange Act of Japan.

This material was prepared by AMO Tokyo for informational purposes only, and is neither an offer to buy or sell, nor a solicitation of an
offer to buy or sell any security, instrument, or investment, nor a solicitation or an offer of any service (the “Transaction”) and does not
guarantee any realisation of the Transaction.

This material is only for and is directly only at persons who are qualified as Professional Clients or Eligible Counterparties under the
rules of the FCA or equivalent client categories in certain jurisdictions, including institutional investors and financial intermediaries. Any
persons falling into other client categories, including Retail Clients and persons who are restricted in accordance with US, Japanese or
other applicable securities laws, should not rely or act upon it. If you have any doubt about any of the information in this material, please
consult your financial advisor.

The information and opinions expressed in this material are based on views of the investment team at AMO Tokyo, publicly available
information, and information that AMOI has legally obtained and believes to be reliable, accurate, and complete. However, AMOI does
not guarantee the reliability, accuracy or completeness of the information and opinions expressed in this material.

Furthermore, the information and opinions contained in this material is only current as of the date this material was prepared and are
subject to change without notice, and they may be affected by changes in the initial premises due to factors including, but not limited to,
shifts in the market environment, and/or amendments in accounting, taxation and other applicable laws, rules and regulations. Any
hypothetical illustrations, forecasts and estimates contained in this material are forward-looking statements and are based upon various
assumptions. Changes to assumptions may have a material impact on forward-looking statements. The assumptions presented herein
are strictly hypothetical, and this material does not suggest or specify all possible risks relating to the Transaction.

AMOI assumes no duty to update any statement in this material.

The value of an investment portfolio and the income from it may fall as well as rise, and investors may not get back the amount
originally invested. Past performance is not necessarily a guide to the future performance.

The decision to use the information and opinions expressed in this material and/or whether to enter into the Transaction should be
made based on the sole judgment of each individual receiver of this material. It is recommended that each individual receiver of this
material should consult with their legal, investment, accounting, tax and other professional advisers in order to make an independent
determination of the suitability, risks and consequences of the Transaction before such decision is made. Nothing in this material shall
constitute an obligation on either the recipient of the material or AMOI to enter into the Transaction.

The intellectual property and all other rights pertaining to the data published in this documentation including benchmark indices shall
remain the property of the publisher and licensor.

Regardless of the purpose, any reproduction or circulation, in part or in whole, and/or use of this report in any shape or form without the
prior written consent of AMOI is strictly prohibited. All liability under any applicable laws howsoever arising in connection with the use of
this material by the recipient is hereby excluded to the fullest extent permissible by law.

For further information, please contact AMOI:
Asset Management One International Ltd.
30 Old Bailey, London, EC4M 7AU, UK

T: +44 (0)20 7329 3777

E: info@am-one-int.co.uk
https://www.am-one-int.co.uk/

The contents included in this documentation are only current as of the date this documentation was prepared (June 3, 2022) and are
subject to change without notice.
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