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 We will discuss two hot topics regarding recent Japanese stocks.
 The stagnant performance of the Japanese equity market for "emerging companies" may see a turnaround

due to the potential easing of the yen's depreciation against the dollar and the realization of a positive cycle of
wage increases and consumption. This could lead to a recovery in domestic demand.

 It has been about a year since the Tokyo Stock Exchange (TSE) requested capital efficiency improvements
from listed companies, yet ROE (Return on Equity) of the TOPIX index remains relatively flat. This can be
attributed to an expansion of both earnings (the numerator) and equity (the denominator). However, there is a
growing trend regarding the declaration of DOE (Dividend on Equity) by companies.
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“1. Will Japanese emerging 
companies rebound?”

A slump in the Japanese stock market for emerging companies has
been prolonged; the TSE Growth Market 250 Index (formerly known
as the TSE Mothers Index) experienced a noticeable decline in late
May, reaching its lowest level since April 2020. While the index had
witnessed a significant surge during the stock market rally amidst the
COVID-19 pandemic in 2020, it has been declining since around
autumn 2021 and has remained relatively stagnant since mid-2022.
On the other hand, the TOPIX100 (large-cap stocks) has performed
remarkably since 2023, resulting in a significant disparity in
performance between the two indices (Figure 1).

Source: LSEG Data & Analytics
Note: Daily data from 5 January 2004 to 27 May 2024

Figure 1: Trend of TSE Growth Market 250 Index and TOPIX 100
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Figure 2: Relative Performance of the USD/JPY Exchange Rate and the 
TOPIX100/TSE Growth Market 250 Index

Source: LSEG Data & Analytics 
Note: Daily data from 4 January 2015 to 27 May 2024

The rise in the TOPIX100 since 2023 can be attributed to
expectations of escaping deflation and the progress of a weakening
yen and a strengthening dollar in light of the Federal Reserve’s
interest rate hikes. When examining the long-term trends of the
relative performance between the TOPIX100 and the TSE Growth
Market 250 Index alongside the USD/JPY exchange rate, it is evident
that the TOPIX100 tends to outperform the Growth Market 250 Index
during periods of a weaker yen (Figure 2). While there has been
further depreciation of the yen recently, the prolonged phase of dollar
strength seems to be nearing its end as speculation about a potential
interest rate cut by the Federal Reserve increases. This is anticipated
to mitigate the growing divergence in performance between Japanese
emerging company stocks and large-cap stocks.

The recent rise in large-cap stocks has been driven by purchases
from foreign investors, which we believe is contributing to the
widening performance disparity.
The Growth Market 250 Index, which consists of emerging companies
in Japan, is largely influenced by the transactions of Japanese
domestic individual investors and may have been less affected by the
benefits of foreign investors buying Japanese stocks.
The rise of Japanese stocks has been influenced by significant
expectations for improved capital efficiency. However, a request for
improvement made by the TSE in late March 2023 specifically
targeted listed companies on the Prime and Standard Markets, and
those listed on the Growth Market were excluded. As a result, while
companies with longer operating histories and ample cash liquidity
(cash-rich) have seen increased expectations for capital efficiency
improvement, these investment themes do not directly apply to
emerging companies.
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It is worth noting that before 2020, the TSE Growth Market 250 Index
showed relatively better performance during periods of improving
domestic household sentiment (Figure 3). While the linkages may
have weakened since the outbreak of the COVID-19 pandemic,
domestic demand trends still play a significant role in determining the
profitability of domestic emerging companies.

“2. With TOPIX ROE 
remaining flat, there has 
been a push to set DOE 

targets among companies”

Figure 3: Relative Performance of Domestic Household Sentiment and 
the TOPIX100/TSE Growth Market 250 Index

Source: LSEG Data & Analytics 
Note: 1. Monthly data from January 2004 to April 2024

2. The relative stock prices are calculated based on the end of month values.

As mentioned above, following the TSE’s announcement at the end of
March 2023 for all listed companies on the Prime and Standard
Markets to adopt management measures mindful of the cost of capital
and share price, companies are taking steps to improve capital
efficiency. The policy of share buy-backs, reduction of policy-based
investments (cross-shareholdings) and dividend increases, which
have been announced in the most recent domestic corporate results,
are seen as part of these initiatives.

Recently, domestic household sentiment has shown a pause in its
improvement due to factors such as high prices. However, if the
impact of the large increase in spring wage negotiations is reflected in
salaries, and the virtuous cycle between rising wages and domestic
consumption gradually strengthens, investor sentiment towards
domestic emerging companies can be expected to improve.
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Source: FactSst
Note: Annual data from 2010 to 2023

Figure 4: ROE of  Listed Companies in Japan, the US, and Europe

Source: FactSet
Note: Annual data from 2010 to 2023

Figure 5: Trend of the Denominator (BPS) and Numerator (EPS) of 
TOPIX’s ROE

However, a closer look at the ROE for the entire market reveals that it
remained in the low 8% range in 2023, showing only a small increase
from the previous year. In comparison to the US and Europe, the
ROE in Japan is still relatively low (Figure 4). Improvements in ROE
can be achieved through various means such as increasing sales,
achieving higher return on sales, enhancing shareholder returns
through dividends and share buybacks, and reducing policy
shareholdings. Over the long term, there has been a soft correlation
between ROE and inflation, with ROE expected to rise as inflation
takes hold. In recent times, as corporate profits have grown, the
equity (also known as net assets or shareholders' equity) has also
expanded due to the accumulation of retained earnings (Figure 5).
However, despite these developments, the ROE has remained largely
unchanged.
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Against this backdrop, companies are setting targets for DOE
(Dividend on Equity) as well as dividend payout ratio (total annual
dividends divided by net profits).
The DOE is defined as “annual total dividend amount divided by
equity” and can be rewritten as “dividend payout ratio (annual total
dividend amount divided by net profit) multiplied by ROE (net profit
divided by equity).” By setting the DOE, a shareholder return strategy
is implemented aiming to distribute dividends based on equity,
regardless of short-term fluctuations in net profit.
For shareholders, this provides the prospect of stable dividends, while
for companies, it can help restrain the expansion of equity (the
denominator of ROE) resulting from the accumulation of retained
earnings.
The DOE for TOPIX has been gradually increasing recently and
reached the 3% range in 2023. However, it remains at about half the
level compared to the US and Europe (Figure 6).
Improving ROE has become a renewed medium to long-term theme
for companies, particularly due to requests from the TSE. Various
corporate actions aimed at improving ROE will continue to be closely
monitored.

Figure 6: DOE of Listed Companies in Japan, the US, and Europe

Source: Factset
Note: 1. Annual data from 2010 to 2023

2. DOE is calculated by multiplying the dividend payout ratio by ROE.
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Disclaimer

• 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 (June 7,
2024) 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.

For this Presentation Material

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.

JPX-calculated indices including TOPIX, TOPIX Total Return Index, TSE Mothers and their sub-indices:
The Index Value and the Index Marks of Tokyo Stock Price Index (TOPIX), TOPIX Total Return Index, Tokyo Stock 
Exchange Mothers Index (TSE Mothers Index) and other indices calculated by the JPX Market Innovation & Research, Inc. 
and/or its affiliates (hereinafter the "JPX") are subject to the proprietary rights owned by 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&P500 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.

Euro Stoxx Index:
The Euro Stoxx Index(the “Index”) is the intellectual property (including registered trademarks) of  STOXX Ltd., Qontigo
Index GmbH, or their licensors, and is used under a license. This documentation is neither sponsored nor promoted, 
distributed or in any other manner supported by STOXX Ltd., Qontigo Index GmbH or their licensors, research partners or 
data providers and STOXX Ltd., Qontigo Index GmbH and  their licensors, research partners or data providers do not give 
any warranty, and exclude any liability  (whether in negligence or otherwise) with respect thereto generally or specifically 
in relation to any errors, omissions or interruptions in the Index or its data.
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