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Al, Semiconductors and Japan's Government-Led

Growth Investment Strategy

Rising Volatility in Al and Semiconductor-Related Stocks

Since reaching a recent high in late June, the Nikkei 225 has been trending lower
amid a global sell-off in Al- and semiconductor-related stocks.

More recently, volatility has risen sharply among two major memory
semiconductor companies that account for a significant share of the Korean
equity market. This has led to heightened share price fluctuations among
Japanese and U.S. memory semiconductor manufacturers, electronic component
makers, and related companies (Figure 1).

Figure 1: Volatility of the Nikkei 225, Korean Equities and S&P 500 Single Stocks
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Source: Bloomberg, Asset Management One Co., Ltd.
Note: 1. Daily data from 5 January 2025 to 9 July 2026
2. The S&P 500 Single Stock Volatility Index is derived from the option prices of individual
constituents of the S&P 500 Index
3. The KOSPI 200 Volatility Index measures stock market volatility in South Korea
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Large-scale investment by hyperscalers, which build and operate vast cloud infrastructure, has
generated strong demand for memory semiconductors, electronic components and semiconductor
manufacturing equipment. As a result, many companies in these industries have delivered robust
earnings growth. Share prices subsequently rose sharply, leaving valuations increasingly demanded.
In South Korea, leveraged ETFs linked to individual stocks were introduced for the first time at the
end of May. These products reportedly attracted significant inflows from retail investors and further
amplified share-price volatility. On July 16, Korean financial regulators announced measures to
strengthen oversight of such ETFs.

Another factor behind the recent deterioration in sentiment toward Al- and semiconductor-related
stocks has been the divergence between rising memory semiconductor prices and slowing spending
on Al model usage. While memory semiconductor prices have continued to rise, spending on Al
model tokens has shown signs of moderating since June (Figure 2). Recent industry commentary
have noted that some users are shifting away from expensive cutting-edge U.S. Al models toward
lower-cost Chinese alternatives.

Figure 2: Token Spending and DRAM Prices
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Source: Bloomberg, Asset Management One Co., Ltd.
Note: 1. Daily data from 1 January 2026 to 15 July 2026
Memory prices on a monthly basis through June 2026
2. Silicon Data's LLM Token Spending Index aggregates spending per
one million tokens by users of large language models (LLMs)
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Progress in Hyperscaler Capital Spending and Future Profitability Remain in Focus

Hyperscalers continue to indicate plans for further increases in capital expenditure (Figure 3).
However, investment could eventually exceed operating cash flow generation, raising the possibility
that some planned capital expenditure may be postponed.

Furthermore, it remains uncertain whether investments on such a scale will ultimately generate
returns commensurate with the amount invested.

Questions also remain as to whether demand outside the Al ecosystem will emerge in the future.
However, a clear answer to these questions is unlikely to become available in the near term.

Figure 3: Hyperscalers' Capital Expenditures and Cash Flow
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Source: FactSet, Asset Management One Co., Ltd.
Note: 1. Annual data from 2016 to 2027
2. CY2026 and CY2027 are FactSet consensus estimates
3. Aggregate figures for Microsoft, Alphabet, Amazon, Meta and Oracle
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The Japanese Government Encourages Corporate Growth Investment

Japan's Ministry of Economy, Trade and Industry (METI) released draft Growth Investment Guidance
in May and presented the concept of Economic Profit (EP) as a framework for corporate value
creation.

According to the guidance, companies should ensure that returns on invested capital (ROIC) exceed
their weighted average cost of capital (WACC) and allocate capital in accordance with their stage of
growth and investment opportunities.

The guidance further states that companies should invest capital in areas where the ROIC-WACC
spread is positive or has the potential to become positive in the future. It argues that value creation
can be enhanced by increasing the value generated by multiplying the future spread by the amount of
invested capital (Figure 4).

Where such investment opportunities are limited, shareholder returns may become an alternative
option for capital allocation.

Figure 4: The Economic Profit (EP) Framework (Source: METI)
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Source: Ministry of Economy, Trade and Industry of Japan, Asset Management One Co., Ltd.
Note: 1. Based on the Ministry of Economy, Trade and Industry of Japan’s "Growth
Investment Guidance (Draft)" dated 27 May 2026
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Intended to Support Stronger Economic Growth

The renewed emphasis on this concept appears to reflect the government's concern that, while
corporate governance reforms and requests from the Tokyo Stock Exchange have encouraged
greater focus on profitability indicators such as return on equity (ROE), corporate actions have
become overly skewed towards shareholder returns and have not necessarily led to growth
investment.

The government views Japan's declining population, together with the reduction in capital stock
resulting from many years of insufficient capital expenditure, as a significant factor behind the
country's declining potential growth rate.

Japanese companies continue to maintain a high ratio of cash and deposits relative to their assets,
suggesting considerable scope for an expansion in investment spending (Figure 5).

Figure 5: Corporate Cash Holdings and Capital Expenditures
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Source: Ministry of Finance of Japan, Asset Management One Co., Ltd.
Note: 1. Quarterly data from Q1 1985 to Q1 2026
2. Non-financial corporations (all sizes)
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Patience Will Be Required in Assessing Future Profitability

The Takaichi administration's programme to promote approximately JPY 370 trillion of public and
private investment across 17 strategic sectors appears to have been introduced against the backdrop
of these concerns.

The initiative is intended to create an environment in which companies can more readily take risks
and undertake growth investment.

The government is also calling on investors and market participants to embrace the Economic Profit
(EP) framework.

In practice, however, investors may initially become more cautious in their assessment of future
profitability when companies announce growth investment initiatives rather than shareholder returns
that can lead to a more immediate improvement in return on equity (ROE).

As noted earlier, concerns surrounding U.S. hyperscalers also appear to stem from uncertainty over
whether returns on capital invested (ROIC) will adequately justify the scale of their planned capital
expenditures. In the United States, large-scale capital investment continues despite limited policy
encouragement from the government. In Japan, however, as inflation becomes more firmly
entrenched, increasing attention is likely to be paid to how the substantial cash reserves accumulated
within the corporate sector will be deployed.
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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.

The S&P 500 Index is a product of S&P Dow Jones Indices LLC or its affiliates and has been licensed for use by the
investment manager. S&P Dow Jones Indices LLC, Dow Jones Trademark Holdings LLC, or their affiliates make no
representation or warranty, express or implied, as to the ability of any index to accurately represent any asset class or
market sector. They shall have no liability for any errors, omissions, or interruptions of any index.

The Nikkei Stock Average is a copyrighted material calculated in a methodology independently developed and created by
Nikkei Inc. (“Nikkei”) and Nikkei is the sole exclusive owner of the copyright and other intellectual property rights in the
Nikkei Stock Average itself and the methodology to calculate the Nikkei Stock Average.

The Korea Composite Stock Price Index (KOSPI) and its marks/trademarks are registered service marks and registered
trademarks of the Korea Exchange.

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 (July 24,
2026) 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.

Registration No.: Director of Kanto Local Finance Bureau (Financial Instruments Firms) No.324
Member of Investment Management Association of Japan
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