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» US equities: Although the upside looks heavy due to the rise in long-term interest rates, a major adjustment
has not yet occurred. While there is caution regarding the reduction in liquidity, it is believed that a significant
correction can be avoided if the rise in long-term interest rates stays at the current level and the view of the
economy not entering a recession is maintained.

» Japanese equities: The buying momentum from foreign investors has subsided. However, there is a
possibility that the disclosure of specific initiatives by companies in response to the Tokyo Stock Exchange's
request will progress, which could once again strengthen preference for Japanese equities.

US equities have experienced a slight slowdown and adjustment
since August. This can be attributed to a significant increase in long-
term US interest rates impacting valuations. In this context, there are
concerns about the similarity between these movements and the
events preceding the 1987 Black Monday, when US equities
remained resilient amidst a sharp rise in long-term interest rates.
Some are suggesting that caution should be exercised in light of this
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(Figure 1).
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Another factor influencing stock prices is the shrinking liquidity
associated with the Federal Reserve’s balance sheet contraction
(Figure 2). Some believe this could result in an adjustment in stock
prices. However, it is believed that for an actual adjustment in stock
prices to occur, the possibility of a significant economic recession in
addition to shrinking liquidity is required.

Figure 2: US Equities and Total Assets of FRB

Trillion USD
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Source: Refinitiv
Note: Weekly data from 1 January 2010 to 13 October 2023

When examining the recent liquidity contraction, the pace of this
contraction has been gradual and has not rapidly returned to pre-
pandemic levels. It is important to note that this gradual liquidity
contraction has been primarily driven by the unwinding of emergency
pandemic measures, rather than a sharp reversal in overheated
macro demand. Therefore, it is believed that the likelihood of a severe
economic recession is low.
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The stock market crash of 1987 is believed to have been caused by a
combination of factors that increased concerns about rising interest
rates. In particular, there were concerns about the potential Unlikely to Occur Unless
uncontrollable rise in long-term interest rates in the US due to the Recessionary Fears Emerge”
expansion of the "twin deficits" (budget deficit and current account
deficit). While there are lingering concerns about the supply and
demand situation for US Treasuries at present, it is not as severe as it
was then.

“Stock Price Adjustment

Looking at the recent forecasted earnings per share (EPS) of US
equities for the next 12 months, there was a downward trend earlier
this year, but it has since turned upward due to expectations of a soft
landing for the US economy (Figure 3). Unless the current rise in
long-term interest rates in the US leads to the belief that a recession
will occur, it is predicted that the improved profit outlook will provide
support and prevent a significant adjustment in US equities.
Additionally, Federal Reserve officials, including Chairman Jerome
Powell, are closely monitoring the recent rise in long-term interest
rates, which is not expected to lead to an uncontrollable increase.
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This indicates a low likelihood of a severe economic recession and
supports the notion that a stock price adjustment is unlikely unless
recessionary fears emerge.
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After reaching a post-bubble high in mid-September this year, TOPIX
has experienced a slightly subdued trend. However, the year-to-date
rate of return has remained above 20% and there has not been a Response to TSE Requests”
significant adjustment.

At the end of March, the Tokyo Stock Exchange (TSE) requested
listed companies to implement management practices that are
conscious of capital costs and stock prices. There is an expectation
that companies, especially those with low price-to-book (P/B) ratios,
will actively respond to this request. Subsequently, the P/B ratio of
TOPIX has significantly increased, temporarily reaching a level that is
one standard deviation (o) above the average of the past 10 years
(Figure 4). It is worth noting that while the "average +10" is
considered to be the historical upper limit, there have been instances
where TOPIX exceeded the "average +20". Nonetheless, the current
movement can be considered to remain within the range of
conventional fluctuations.

“Japanese Equities and
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Note: 1. Daily data from 4 January 2013 to 19 October 2023
2. Trailing PB as compiled by Bloomberg
3.The average and standard deviation (o) are for the above period
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During the April-June quarter of this year, foreign investors displayed
strong buying momentum in Japanese stocks. Looking at the trading
activity of foreign investors (both cash equities and futures) in
Japanese equities since the formation of the Kishida Administration in
October 2021 (Figure 5), it can be observed that cash buying
momentum has particularly increased since April. However, selling
pressure has emerged since August, resulting in an overall neutral
position as of early October under the Kishida Administration.

Figure 5: The Trading Activity of Foreign Investors in

Japanese equities (since the formation of the Kishida Administration)
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Note: 1. Weekly data from the week of 4-8 October 2021 to the week of 10- 13 October 2023
2. The cumulative net purchase amount of Japanese equities, total of two markets
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At the end of August, the TSE disclosed the aggregated results of its
survey on the response status to the request for companies listed on
the TOPIX Prime market with a fiscal year ending in March. Looking
at the disclosure ratio of the implementation status (Figure 6), it can
be observed that 45% of companies with a large market capitalization
and a P/B ratio below 1x have made some form of disclosure.
However, the disclosure ratio for companies with P/B ratios above 1x
or with relatively smaller market capitalizations is relatively low.

“TSE also Requests Response
from Companies with P/B
Ratios of 1x or Above”
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Source: TSE. “Action to Implement Management that is Conscious of Cost of Capital and
Stock Price” 29 August 2023
Note: 1. As of 14 July 2023
2. The companies disclosing "under consideration" are the ones that disclosed they are
“considering taking action” in corporate governance reports and
other corporate announcements
The TSE points out that there seems to be a misconception that
companies with P/B ratios already exceeding 1x do not need to take
any action. It also acknowledges the possibility that some companies
may lack the resources to formulate a response, while others

guestion the significance of addressing the request.
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In October, the TSE announced its intention to strengthen efforts to
encourage further disclosure. Specifically, it plans to start publishing
a list of companies that have disclosed their initiatives based from
the beginning of next year, with monthly updates. The TSE also
mentioned that it will disclose cases that have received strong
support from investors and other stakeholders.

As a result, it is expected that there will be increased disclosure from
companies in the future. This increased disclosure, coupled with
growing expectations for the Japanese economy to overcome
deflation, could potentially lead to a resurgence in foreign investor-
driven buying of Japanese stocks.

“A List of Companies that
Have Disclosed their
Response will be Published
from the Beginning of Next
Year”
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Disclosures

Indices are used solely for comparison purposes. There are limitations in using indices for comparison purposes because,
among other reasons, such indices may have different volatility, diversification, and other material characteristics (such as
number or type of instrument or security). Indices are unmanaged and you cannot invest directly in an index.
TOPIX:
Tokyo Stock Price Index (TOPIX) Index Value and the Index Marks are subject to the proprietary rights owned by the
JPX Market Innovation & Research, Inc. and/or its affiliates (hereinafter the "JPX") and the JPX owns all rights and know-
how relating to the index such as calculation, publication and use of the Index Value and relating to the Index Marks. The
JPX shall accept no liability or responsibility for any loss or damage arising from errors, delays, or termination of the
calculation or publication of the Index Value. No Product is in any way sponsored, endorsed or promoted by the JPX and
the JPX shall not be liable for any damages arising from the establishment, distribution and promotion of the Product.

S&P 500 Index:

The copyrights, intellectual property rights and any other rights of S&P 500 Index belong to Standard&Poor’s (S&P). S&P
shall not guarantee the accuracy or completeness of the indices which are published by S&P and the data included in the
indices. S&P shall not accept any responsibilities for the results related to the indices and the data.

Disclaimer

For this Presentation Material

» This documentation was prepared by Asset Management One Co., Ltd.

» This documentation is required to be used only by the investor to whom it is distributed.

» This documentation is only for the purpose of providing information and is not intended to be used to solicit investments.

» This documentation was prepared using data that Asset Management One Co., Ltd. has judged to be reliable including
data from third-party sources. However, Asset Management One Co., Ltd. does not guarantee its completeness or
accuracy. Additionally, the published data is only indicative of past performance and does not provide a guarantee of
future performance.

* The contents included in this documentation are only current as of the date this documentation was prepared
(November 2, 2023) and are subject to change without notice.

» 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.
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