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Why the market is unfazed by Japan'’s leadership change; the stir from a foreign buyout bid

This month we assess why the market is unfazed by Japan's upcoming leadership change;
we also explain how a bid for a prominent Japanese convenience store operator has
highlighted how affordable domestic firms now look in the eyes of their foreign counterparts.
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Why the market is unfazed by Japan’s upcoming leadership change

On 14 August, Japanese Prime Minister Fumio Kishida announced that he will not run in the ruling Liberal Democratic
Party (LDP)’s leadership election scheduled late in September. What this means is that Kishida, whose popularity had
plummeted due to a number of scandals that plagued the LDP during his tenure, will be stepping down.
Consequently, his successor as leader of the LDP is poised to become Japan’s next prime minister by extension.

The Japanese market took Kishida’s announcement in stride and has not reacted much to political developments
since, despite almost a dozen candidates vying for the LDP leadership role. The market's response has been muted
because it expects Kishida's successor to dissolve the lower house and call a snap election soon after taking office.
Kishida's successor will have unique policy agendas, some with potential implications for the economy and markets.
The market, however, may take a wait-and-see approach, focusing fully on the new leader’s policies only after the
snap election is over.

The immediate focus will be how much support the ruling party can secure at the snap election. The stronger the
support, the more influence the next prime minister will wield in enacting policy. Such influence matters as the next
leader could retain some of Kishida’s policies that were considered positive by investors, such as growth strategies
for certain industries (including artificial intelligence, semiconductors and space) and initiatives aimed at improving
labour market efficiency. While Kishida had some commendable policies, his dwindling popularity hindered his ability
to effectively implement them. In this context, Japanese equities could react positively to a landslide victory by the
LDP in the snap election, although such a win appears unlikely at this stage. The market is expected to pay more
attention to policies aimed at continually improving Japan’s economic structure, rather than those designed to
enhance the economic cycle, which many believe is already on a path to recovery.

Each candidate for the next prime minister holds different views regarding monetary policy. For instance, digital
minister Taro Kono recently called for the Bank of Japan (BOJ) to hike interest rates. Conversely, economic security
minister Sanae Takaichi is seen to favour monetary easing. However, it is worth noting that policymakers generally
avoid delving too deeply into monetary policy. Those who do—such as the late Prime Minister Shinzo Abe—are more
the exception than the rule. The BOJ is therefore expected to maintain its monetary tightening trajectory. Even if
ruling party policymakers were to voice their opinions on monetary policy under the new administration, the BOJ is
likely to deflect such pressure through measures such as issuing formal statements.
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Foreign bid for iconic store operator shows that Japan Inc. looks like a bargain

The market experienced a stir in August when an operator of a prominent chain of convenience stores—ubiquitous
throughout Japan and considered a cultural icon—received a buyout bid from a Canadian counterpart. Although it
is uncertain whether the buyout will actually proceed at the time of this writing, the Canadian firm'’s proposal served
as a reminder to domestic market participants and investors that Japanese companies look like bargains in the eyes
of their foreign peers.

The primary reason Japan Inc. looks affordable is the weakness of the yen. The Japanese currency has managed to
recover somewhat from its multi-decade lows beyond 160 to the dollar reached in July and currently trades in the
mid-140 range versus the greenback. However, from a historical perspective the yen is still weak. Prolonged yen
weakness may expose Japanese companies to a new form of foreign influence. In the past, foreign influence came
primarily from activists proposing changes to existing management. However, the buyout proposal for the Japanese
convenience store operator showed that foreign entities, perhaps motivated in part by a weak yen, can buy Japanese
companies outright and attempt to remould the management after the purchase.

The weak yen could also heighten interest in ongoing corporate governance reforms. From a foreign buyer’s view,
acquiring a company where reform is already underway may be more appealing than buying a firm at which reforms
still need to be initiated. From a domestic firm’s perspective, implementing reforms and increasing its own share price
could be a strategy to avoid a buyout. What should be noted, however, is that any share price improvements resulting
from reforms could be easily overshadowed should the yen weaken further.

This is not to suggest that if the yen depreciates, Japanese companies will be purchased in large numbers. Many
potential buyers may hesitate to acquire Japanese companies based solely on favourable exchange rates, given the
significant post-M&A management challenges each acquisition may bring due to factors such as language barriers
and cultural differences. Considering these potential obstacles, buyers may be more inclined to target firms with
established business models that could be exported outside of Japan.

August market summary: Japanese equities slip amid the yen's appreciation
The Japanese equity market ended August lower with the TOPIX (w/dividends) down 2.90% on-month and the Nikkei
225 (w/dividends) falling 1.09%. At the start of the month, stocks tumbled as expectations diminished regarding
Japanese exporters’ earnings amid the yen’s appreciation against the US dollar, in addition to heightening concerns
of an economic slowdown in the US due to weaker-than-expected economic indicators for the US manufacturing
industry and labour market. However, later on such excessive concerns about the direction of the US economy eased
following the release of US ISM non-manufacturing PMI figures which exceeded market expectations, while in Japan
preliminary data showed that gross domestic product grew more than expected in real terms in the April-to-June
quarter. These positives, combined with expectations that the US Federal Reserve could cut rates at an early stage
based on Fed Chair Jerome Powell’s remarks, lifted Japanese equities later in the month.

Of the 33 Tokyo Stock Exchange sectors, 10 sectors rose, with Marine Transportation, Precision Instruments, and Retail
Trade posting the strongest gains. In contrast, 23 sectors declined, including Banks, Securities & Commodity Futures,
and Metal Products.

Exhibit 1: Major indices Exhibit 2: Valuation and indicators
Mth-end 3-mth 6-mth Valuation Mth- 3-mth 6-mth 1-yr 5-yr
/indicator end

Nikkei 225 38647.75  -12%  04%  -1.3% TOPIX

1GB Yield 0.898 0.158 0172 +0.189 Div. Yield (e) 2.4% 2.2% 22% 24% 2.5%
JPY/USD 146.17 2.9% 71% 2.6% Price/Earn (e) 15.1 16.1 160 148 137
JPY/EUR 16149  -10%  -54%  -07% fillse/Beok 13 14 14 13 N
MSCI World 3,661.24 2.5% 6.3% 9.7% D)y T b = e & 62
Valuation Market Cap. 956 988 989 839 605
TOPIX 271263  29%  -2.2% 1.4% MSCl World

Price/Earn (e) 15.1 16.1 16.0 14.8 Price/Earn (e) 203 19.2 18.8 17.0 16.7
Price/Book 13 14 14 13 Price/Book 33 3.1 3.0 27 23

Source: Bloomberg, 30 August 2024

Source: Bloomberg, 30 August 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 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 Secateur 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. An offering of any investments,
securities or investment advisory services with respect to securities may only be made by receipt of relevant and complete offering documentation
and agreements, as applicable. 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 Commaodities 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.

Canada: The information provide herein does not constitute any form of financial opinion or investment advice on the part of Nikko AM and it
should not be relied on as such. It does not constitute a prospectus, offering memorandum or private placement memorandum in Canada, and
may not be used in making any investment decision. It should not be considered a solicitation to buy or an offer to sell a security in Canada. This
information is provided for informational and educational use only.
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