This Time Really Is

Different in Japan,

But Maybe Not for the Reasons
You Think

Buried beneath the often absurd and legitimately sad news of English

Princess Kate Middleton’s whereabouts and cancer diagnosis, the financial
news was also in a frenzy over the return of the long ignored Japanese equity
market. Japan had been hiding in the same place where it was last seen

in 1989 off the coast of north east China; but apparently while no one was
watching (or at least no one in the American financial press) the Japanese
stock market’s bellwether index, the Nikkei 225, surpassed its historical high

set in 1989. In early March, the Nikkei saw a renewed frenzy of reporting after it
soared above the symbolic 40,000 mark (see Chart 1). Of course, the Nikkei (like
its U.S. cousin in the Dow Jones Industrial Average) is a price-weighted index
—and so (like the British royal family) has long since lost any real significance
beyond its historic symbolism. A simple market cap weighted index of Japan,
such as the MSCI Japan index surpassed its previous 1989 peak back in Nov. 2020
in JPY terms or March 2017 in USD terms (see Chart 2).

Chart | Japan’s Nikkei hits all time peak
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Chart | Cap-weighted measures of the Japanese market
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This Time Really Is Different in Japan, But Maybe Not for the Reasons You Think )(

Fortunately, many foreign investors did not wait for the inattentive financial press to join the party. Foreigners bought
roughly USD $43 billion in Japanese equity exposure last year, (see Chart 3), the most in a decade, primarily via passive

and guasi-passive ETF/index flows (see Chart 4). While such flows of “hot money” can be the start of a durable, long-term
investment trend, at least as often they merely represent opportunistic trades from fickle global investors. So, what are
Japanese investors doing amid this torrent? How are they positioned currently in their own market and what are the trends,
incentives, and/or constraints on their asset allocation that point us probabilistically to the most and least likely outcomes for
their future asset allocation decisions?

Chart | Annual Foreign Flows Into Japanese Stocks & Futures
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Chart | Foreign-domiciled Japan Equity Funds
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In summary, Japanese institutional investors do not appear to have been a catalyst for last year's rally, which owed instead

to an historic shift in Japanese households' risk appetites. Moreover, the macro backdrop and new structural changes are
both highly supportive of a continued increase in household risk taking for many years to come. Meanwhile, Japanese
institutional investors appear unlikely to change their existing allocations to Japanese equities in the coming years (positively
or negatively), but they do have some significant dry powder within their existing asset allocation structure to increase their
holdings of Japanese debt at the expense of hedged foreign debt.
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Show Me The Money!

We start with a simple sketch of Japanese
investors' liquid wealth (see Table 1), which is
estimated at around USD $23 trillion or about a
third of estimated U.S. liquid wealth (and with
roughly a third of the U.S. population). The largest
single asset owner in Japan is the Bank of Japan,
with roughly USD $5.4 trillion in assets, followed by
the world's largest pension fund,' the Government
Pension Investment Fund of Japan (GPIF), with
roughly USD $1.6 trillion in assets.

The vast majority (95%) of the Bank of Japan’s
holdings are in debt instruments, mostly Japanese
bonds. They do hold 4.9% of their balance sheet

in equities (roughly USD $260 billion), almost all

in passive ETFs in Japanese equities. The Bank of
Japan’s history of acquiring these assets is well
discussed elsewhere, and on March 19, 2024, the
BoJ voted to end further purchases of equities
(Which had been extremely limited recently
anyway). For our purposes it is enough to classify
the Bank of Japan as a non-buyer of further equity
assets in the coming years, and a potential (albeit
uncertain) seller at least of their equity positions.

As the largest single investor in Japan, the GPIF
also sets the de facto asset allocation benchmark
for most Japanese institutional investors, so we
will dive deeper into the GPIF. GPIF invests in

four main asset classes: JPY debt, foreign debt,
JPY equities and foreign equities. GPIF’s last
significant asset allocation change was to adopt
an “equal-weighted” asset allocation structure

in 2020, which was only a modest revision from
their prior asset allocation of 35% JPY bonds vs 15%
foreign bonds and 25% in domestic and foreign
equities (see Chart 5). In 2022, this home bias led
them to outperform their largest global peers,
and they did not hesitate to take a little victory lap
in their 2023 annual report (see Table 2). Japan’s
other major pension funds’ asset allocations are
largely in lockstep with the GPIF, as are most of
the largest corporate DB pension funds (see Table
3). Looking ahead, the GPIF seems to be confident
of its positioning, at least publicly. GPIF President
Masataka Miyazono said in January of this year
that there is “no need” for any asset allocation
reviews at this stage.?

Philadelphia, PA | Durham, NC

Table | japanese Liquid Wealth

Rounded estimates, as of 2024

JPY UsD
trillions | (141JPY/USD), billions

Households (ex-pensions, insurance) 1,600 11,300
Bank of Japan 760 5,400
Japanese Corporates, net assets 400 2,800
Public Pensions 350 2,500
Insurance 300 2,100
Annuities 10 780
Corporate DB Pensions 106 752
Corporate DC Plans 16 n

Source: Xponance compilations, Bank of Japan, SWFI

Char; GPIF Asset Allocation

A

Source: GPIF Annual Report

Current poicy asset mix
(Since April 2020)

Foreign
equities

25%

(27%)
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25%

(=8%)

Nute) Sgares in pareethedes ndce devigion imits

Table Rates of Investment Return of the
2 | World's Leading Public Asset Owners

Domestic

25%

Foreign

2.5 %

2022 calendar year, in local currency denominated

GPIF

GPFG, the Kingdom of Norway
Based on “Annual Report 2022"

CalPERS, the United States of America
Based on CalPERS Investment Committee
(March 13, 2023) Materials

NPS, the Republic of Korea
Based on NPS Press Release (March 2,2023)

-4.78%

-7.93%

-11.2%

-8.28%

Source: GPIF Annual Report
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Table | Japan’s Largest Institutional Investors Follow GPIF's Lead?

3 | Asof2024

Assets Public JPY 4N Fixed JPY 4N

Investor Name Type (USD billions, est.) Equity Equities Equities Income bonds bonds Cash Other
o oy 1605
Shokibo Kigyo Kyosai public

("Small Business Mutual Pension 169 0% 16.2% 23.9% 0% 36% 23.9% 0% 0%
Aid System")

Rl B e aptie. 15 158%  253% 40%  19% 0% 0%
Chikyoren

,(A\Eseorlsi;(?c?oEL:‘QSLocal PpeLerZihcfn ) Z3I Az 2l 2 ©:2% 0%
Government Officials")

Shichousonren Public

("Local Public Service Pension 104 0% 26% 27% 0% 24% 222% 0% 0%
Mutual Aid Association")

Taisyo Kukin

fifwig?pnriignsg'i:ement PpeLtﬂ]Zihcfn e 0% (S5 2L g A2 2l e 0%
Allowance Mutual Aid")

Japan University Fund

Investment Fund

(managed by Japan Endowment 75 17.2% 54.6% 276% 0.6%
Science and Technology

Agency)

Kokkyoren

(p:astc'fr’]:aell f/luuti'&‘;lse“"ce ppeLr‘]Z’i"ocn 65 0% 25% 25% 0% 25% 25% 0% 0%
Aid Association")

Fu;lkyra Corporate Corpo_rate 47 1% 23% 19% 26%
Pension Fund Pension

Kouritu

e pae 4 o6 2w mwm ox 2% m% 0% Ox
School Teachers")

Shigaku Kyosai

("Promotion and Mutual Public

Aid Corporation for Pension 35 25% 25% 25% 25% 6.5% 0%
Private Schools

of Japan")

Mltsu.blshl Corporation Corpo_rate 20 100% 0% 0% 0%
Pension Fund Pension

University of Tokyo Endowment 13 0% 0% 0% 0%
Panasonic Holdings Corporate

Corporation Pension Pe?sion 13 27.7% 42.2% 4.4%  25.8%
Fund
Source: Sovereign Wealth Fund Institute
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Yet under the surface of this seemingly placid reservoir Chart | Hedged USTs are unattractive to Japanese investors again
. . . 6 Yield pick-up from investing in 10y U.S. Treasuries for

of reserves, there is much more activity than it would Japanese investor

otherwise seem. First, in Japan the industry standard

(and regulatory rule) is to report all foreign hedged 4%

debt securities, as local currency securities. So, in

. . 3%
practice, asset owners are free to change their asset

allocation between JPY and foreign denominated 2%
debt without changing their policy targets as long as 1%

foreign debt is fully hedged. Amid the recent surge in 0% 10y yield pick- ) .
inflation in the U.S. and Europe, the costs of hedging up, FX-hedged 10y yield pick-up,

. . . . -1% 3.50 FX-unhedged
foreign debt in Japan has also surged to its highest 243
level since at least 2011 (see Chart 6).% This has led to 2%
the sharpest exodus from U.S. Treasuries for Japanese T 13 15 17 19 21 23

investors since at least 2005 (see Chart 7). So, while
the yield pickup on unhedged foreign debt remains
substantial, Japanese institutional investors are already Chart

Source: PCM Global (data via Bloomberg)

Blame Japan?

fully allocated to their policy targets there and are 7 | Japanese holdings of USTs and cumulative net-portfolio
otherwise constrained from buying more unhedged flows into European debt, USD Bn
foreign debt or equities.

1,400 600
Unfortunately, GPIF and other Japanese institutions 500
do not disclose their hedged positioning in their 1,200 400
public financial reports (in English or Japanese), so it is
difficult to know how much they could have left to sell 1,000 300
or even how tactical they have been historically with 200
these allocations. However, a 2019 report indicated that 800 U.S. Treasuries European Bonds 100
up to half of the GPIF’s U.S. debt and three quarters 600 4 Left Right o
of their European debt was hedged at that time.® 05 '07 09 M T3 5 17 19 21 23
This puts the potential scale of their dynamic bond
allocations at a theoretical maximum of about USD Source: PGM Global (U.S. Treasury & Japan MoF data via Bloomberg)

$400 billion (the entirety of their JPY fixed income

asset allocation), with a probabilistic maximum of closer to USD $100 billion (extending GPIF's “equal weighted” asset
allocation philosophy). This tracks with interpolated data from the GPIF itself as well as Bloomberg data. GPIF's 2023 annual
report shows a sudden spike in their actively managed Japanese bond allocations from 23% in 2021 to 40% in 2022 (again
without any changes in overall asset allocation) roughly equal to USD $70 billion in underlying asset moves® Meanwhile
Bloomberg data shows that approximately $150 billion of USTs were sold by Japanese investors in 2022 (see Chart 7 - above),
and the GPIF represents about half of the Japanese institutional investor base.

Within their equity allocations, GPIF has also announced more changes to come. Given its enormous size, the GPIF
continues to struggle with adding value through underlying manager and stock selection. Their trailing three years excess
returns of their policy benchmark was +18bps net of fees. Their allocation to active foreign equities has been cut in half over
the past two years from 12% to 6% and has similarly dipped down to 7% in Japanese equities (see Table 4). But in December
2023, GPIF removed certain AUM and length of track record minimums for their qualification criterion for active managers,
while announcing their intention to increase allocations to smaller, boutique managers. “We look forward to discovering
superior asset management companies by opening our door wider,” GPIF President Masataka Miyazono told reporters in
January 2024 It goes without saying that at Xponance we couldn’t agree more with this approach.

Domestically, the GPIF is poised to announce a round of tendering for active Japanese equities in a process that began in
late 2022. The GPIF also recently added to their thematic ESG focused allocations with a USD $3.7 billion allocation to track
the Morningstar Japan ex-REIT Gender Diversity Tilt Index. The Index is essentially an ESG play that brings gender diversity
to the table, based on data from Amsterdam based gender lens data aggregator Equileap.t Here again, we concur strongly
with GPIF's emphasis on the importance of diversity in driving superior economic outcomes.
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Table | GPIF Active/Passive Allocation Levels
4 Unit %, As of 2024
FY2013 FY2014 FY2015 FY2016 FY2017 FY2018 FY2019 FY2020 FY2021 FY2022
Passive 90.13 86.10 82.50 79.38 77.03 75.54 71.45 72.93 76.60 58.12
Active 9.87 13.90 17.50 20.62 2297 24.46 28.55 27.07 23.40 41.88
Passive 71.70 69.85 64.94 60.89 61.98 66.24 73.81 76.12 79.22 86.28
Active 28.30 30.15 35.06 39.11 38.02 33.76 26.19 23.88 20.78 13.72
Passive 87.69 86.71 81.52 90.62 90.44 90.58 90.93 92.97 93.65 93.06

Domestic Bonds

Foreign Bonds

Domestic Equities

Active 12.31 13.29 18.48 9.38 9.56 9.42 9.07 7.03 6.35 6.94
Passive 89.37 88.05 84.15 86.45 86.32 90.50 90.17 87.99 90.82 93.57
Foreign Equities
Active 10.63 11.95 15.85 13.55 13.68 9.50 9.83 12.01 9.18 6.43
| Passive 86.00 83.91 79.28 77.31 76.28 77.87 79.21 82.69 85.21 82.82
Tota
Active 14.00 16.09 20.72 22.69 23.72 2213 20.79 17.31 14.79 17.18

Source: GPIF Annual Report

GPIF has also been increasing their allocations to alternative assets, albeit from a low base. Their current policy guidelines
cap their alternative assets at 5% of total assets, and their current exposure is approximately 1.4% of their portfolio, with an
additional 1.2% already committed, yielding a maximum potential additional allocation of about USD $40 billion. Given

their recent pacing (see Chart 8), this is likely to be allocated in the coming 2-3 years. Uniquely, GPIF policy stipulates

that “alternative assets to be categorized into domestic bonds, foreign bonds, domestic equities, and foreign equities in
accordance with risk-return profiles,”™ so what GPIF sells could come from any of their various 4 buckets depending on how
they classify the underlying alternative investments.

As shown in Table 4 (above), most of Japan’s large institutional investors are already following in lockstep with GPIF's policy
allocations, but the few that aren't (e.g. Shokibo Kigyo Kyosai, the Japan Pension Fund Association, SERAMA, and the Japan
University Fund) are relatively under allocated to Japanese equities in favor of Japanese bonds. For a couple (like the Japan
Pension Fund Association), the allocation differences represent differences in funded status. But for others, including the
newly established Japan University Fund (setup in 2022), it represents a scaling up process where additional tens of billions
are expected to flow into equities and alternatives in the coming years. So, in sum, most institutional investors in Japan are
already fully allocated to Japanese equities, but the few exceptions portend possible additional buying. At the very least,
Japanese pensions can be expected to not be sellers of Japanese equities despite the market gains.

Chart | GPIF allocations to alternative assets are growing quickly, from a low base
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Source: GPIF Annual Report
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Aggregate asset allocation for corporate DB Chart | Japanese corporate DB pensions aggregate
pensions in Japan have been very stable over 9 | asset composition
2024

the past 10 years,° and relative to public DB
pensions, Japanese corporate plans have had
less Japanese equity exposure (approximately
10-12% as most investment trust holdings are
equities) in favor of alternatives (see Chart 9). This
asset allocation, combined with the reduction

in liabilities (ageing out retirees) seems to have
served them well as they have closed much of
their gap in unfunded liabilities over the past

20 years (see Chart 10). This could put corporate
DB plans in a position to de-risk portfolios in

the coming years, which makes them unlikely
marginal buyers of Japanese equities, unless = Foreign stocks, foreign bonds, and
it came from reductions in foreign equities or foreign investment trusts (funds)
alternatives. A recent survey of 80 Japanese Source: Bank of Japan,
corporate DB plans showed a sharp reduction in ~ Flow of Funds Accounts
interest in adding to their alternatives allocations

Vs prior years, while “51% of respondents chose 1% to the be the yield level when they would start considering investing in
JGBs."" The much smaller corporate DC market is also the fastest growing (about JPY 1 trillion/year or about 6.5% annual
growth) segment, but even here the asset allocations remain very conservatively positioned, broadly in line with household
asset allocation (see below, Chart 11).? Elsewhere among Japanese institutions, insurance holdings are (predictably)
dominated by bonds, and here again we see the 2022 pullback from foreign bonds as previously seen in the Bloomberg data
above (Chart 12). In the annuities market, approximately 70% of all exposure is in debt securities, of which about a third is in
foreign debt.™

3% = Deposits

= Unfunded liabilities

= Japanese government bonds

= Equities

= |[nvestment trusts (funds)

= Claims of pension funds on pension
managers

= Other assets

The final, and very large, sesgment of institutional investors in Japan are the net cash holdings of Japanese corporates. Bank
of Japan data shows that roughly half of those net assets are held in listed equities (cross-holdings), the other half in private
equity, mostly overseas FDI. The reforms to corporate governance in Japan are much discussed elsewhere, but in summary
a myriad of incentives are now in place to drive these cross-holdings lower, and we expect the long-term structural trend
of declining cross-holdings to continue as it has for the past 30 years (see Chart 13), making Japanese corporates likely to
continue as net sellers of Japanese equities.

Chart | Corporate DB plans are approaching fully funded status
10 | Amounts outstanding, ¥ Trillion

200

Pension entitlements of pension funds (b)

150

100

Assets of pension funds (a)
Claims of pension funds on pension managers (b-a)
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Source: Bank of Japan
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Chart | Corporate DC plan asset allocation
1 For 2020, Latest available

Total assets in corporate-type DC plans:

15.6 36.1 i
Deposits Insurance products ¥13.5 trillion
Investment trusts (funds) 48%
Unallocated cash = Foreign stock funds
= Money market and other funds 0.8 = Domestic bond funds
= Balanced funds = Foreign bond funds
= Domestic stock funds Source: National Pension Fund Association
Chart | Life insurer's investment securities holdings Chart | Structural Change in Equity Ownership
12 13 Percent of market value owned by type
of shareholder
¥trn %
500 50
D ——— 60%
450 45 . .
Pure investors
400 40 50%
350 35
250 25
200 20  30%
150 15
EEEEEN
100 10 Cross-holding**
: l nnill -
0 0]
16 2 23 0%
m JGBs (L) Domestic muni bonds (L) ‘80 '96 '00 '04 '08 12 16 20
® Domestic corp. bonds (L) ® Domestic equities(L) * Includes foreign investors and investment trust
® Foreign sovereign bonds (L) Foreign muni bonds (L) ** Includes business corporations, city and regional banks,
) . - and life insurance
B Foreign corp. bonds (L) Foreign equities (L)

® Other securities (L) Source: TSE as of FY 2022, © Clocktower 2023

= Share of JGBs (R)
== Share of foreign securities (R) Share of other securities (R)

Source: NRI, based on Life Insurance Association of Japan data

Mrs. Watanabe’'s Giant Nest Egg

Household investors in Japan are sitting on USD $7 trillion in cash, about $1 trillion more than the estimated cash holdings

of American households, despite having more than 3x the population. Compared to even conservative, cash hoarding
Europeans, Japanese households appear exceptionally frugal (see Chart 14). While equities have seen steady inflows over the
past decade, Japanese households have also continued to add to their cash pile, albeit at a slightly slower rate (see Chart 15).
But 2023 was the first year where the percentage of cash holdings shrunk by more than can be explained by simple market
returns, portending a potential turning point in Japanese households' risk appetite.

Japanese households poured an estimated USD $525 billion into equities in 2023, of which at least USD $225 billion (JPY 31
trillion) went into the Japanese bourse, more than 5x the number of foreign investors’ 2023 inflows and roughly equal to the
entire net holdings of listed equities among Japanese corporates. This is the largest single year inflow of Japanese household
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Chart
14

Financial assets held by households
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15

Japanese household asset composition
y/y % change
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Source: Bank of Japan

reserves into listed equities since at least 2005 (2013
was the next closest with flows of JPY 27 trillion)
and is equal to the largest single year percentage
jump in equity exposure for Japanese households
over the same period (see Chart 16). But Japanese
households appear to have poured even more
money into overseas equity markets, though the
data starts to get a little murkier here (see Chart
17). BoJ data categorizes “listed shares” (shares
listed in Japan), “unlisted shares” (shares not listed
in Japan), as well as “investment trusts” (mutual
funds), and other. Unlisted shares are likely to be
foreign equities held in local brokerage accounts
but may also include unlisted or over-the-counter
shares of Japanese small caps. For mutual funds,
industry reporting indicates that about 60-70%

of 2023 Japanese fund flows went into foreign
(predominantly U.S.) equities (see Chart 18).
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Chart | Japanese household equity allocations
17 | JPY 100K, Thousands
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So far, the financial press seems to credit the cornucopia

of macro changes to this potentially historic change in risk
appetite, most notably the end of deflation in Japan. Beyond
just removing the poison of deflation, Japanese households
are also seeing by far the largest income gains in a generation,
which is also likely buoying risk appetite (see Chart 19). The
5.85% wage increase won in 2024 will only further extend this
good mood and could even spill over to the broader economy.
Japanese consumption has still not returned to pre-Covid
levels (see Chart 20). But as propensity to consume is a
function of consumer confidence, which in turn is primarily
determined by real wage growth and job security, this may
indeed be the turning point that Japan’s boosters have long
been touting.

The final change in the landscape of Japanese household
savings is the expansion of Japan’s Nippon Individual Savings
Account (NISA) program. The NISA program —originally
introduced in 2014 as a limited-time measure — will become
permanent starting January 2024. Like it's IRA cousin in
America, this is the first program to allow Japanese investors
to save and invest with tax-exempt benefits. Beyond
becoming permanent, the lifetime investment limit for a
NISA account has been increased from ¥6-8 million ($40K to
$53K) to ¥18 million ($120K). A recent Nomura survey of asset
management companies had nearly 65% of respondents
expecting NISA AUM growth of over 50% in the next 5 years.
Importantly, the asset allocation of NISA investments is
completely different than existing household savings, with
0% allocation to cash and over 80% to equities (see Chart

21 - approximately 70% of assets in Japanese investment
trusts invest in stocks, which is split roughly evenly between
foreign and domestic stocks).” This means that the allocation

Philadelphia, PA | Durham, NC
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Chart | Flows into Japan’s domestic vs foreign-

18 | focused equity funds
In $ millions

10,000
Domestic
8,000
6,000
Foreign
4,000
2,000
0
-2,000
-4,000
2020 2021 2022 2023 2024
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Reuters Graphics
Chart | Japanese Union Wage Increases Are
19 | Supportive of Household Risk Taking
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Chart | Japanese Consumption Has Not Yet
20 | Reached Pre-Covid levels
Household consumption expenditure
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Note: All series rebased to January 2016 = 100.
Dotted lines represent the pre-pandemic trend
Source: Macrobond, © Clocktower 2023
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to Japanese equities within NISA accounts has been
roughly 70 cents of every dollar. The current size of the
NISA market is about JPY 35 trillion (about USD $250
billion) and has been growing by JPY 5 trillion (about USD
$35 billion), annual flows nearly equal to all of last year's
foreign inflows into Japan discussed above, with that
pace set to grow following the new reforms.

Key Highlights on Japan’s
Macro Backdrop

Against this change in the dynamics of local demand

for Japanese risk assets, are an array of encouraging
changes in Japan’s macroeconomic outlook and market
structure. The much discussed end of deflation as well

as improvements in Japanese corporate governance

are real (Chart 22 and 23), but at this point widely

known. Less well discussed in the recent conversation

of Japan’'s macro-evolution is the increasing tightness in
the labor market (Chart 24), which has coincided with a
generational change in female labor participation rate
(Chart 25), which is now in line and even ahead of its
global DM peers (Chart 26). Together this suggests that
the slack in the Japanese labor market is increasingly
exhausted, and while it this doesn't mean that the current
wage gains of 4-6% will persist, it should put enough of

a floor on wages to ensure Japan does not return to its
previous deflationary spiral. As discussed above, climbing
wages at any level should also buoy the appetite for risk
assets among Japanese savers.

Finally, the long deterioration of the yen has left its real
effective exchange rate at a 50-year low (Chart 27) and so
quietly Japan has become the cheapest source of labor
among their major developed market peers (Chart 28).
Long-term investors have taken note and FDI has been
steadily rising, even if it remains a very small part of the
overall economy (Chart 29).
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Chart | Working age* female labor Chart | Working age* labor participation rate
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Chart | Japan’s Real Effective Exchange Rate Has Fallen to a 50-Year Low
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What is not yet evident is a general demand driven economic boom, or really any material change in the prospects of real
GDP growth in the market. Moreover, Japan is no longer quite as obviously cheap as it once was, though it does still remain
cheaper on a P/B basis (Charts 30, 31, and 32).

Japan is not as cheap on a P/E basis...

Chart = SPDR S&P 500 ETF Trust = iShares MSCI China = Shares MSCI| Emerging Markets ex China
30 == {Shares Europe = iShares MSCI Japan

24
20

16

12

8

H1 H2 H1 H2 H1 H2 H1 H2 H1 H2 H1
2019 2019 2020 2020 2021 2021 2022 2022 2023 2023 2024

Source: FactSet

....or compared to its own historical composite
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....but still relatively cheap on a P/B basis.
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' The U.S. Social Security Trust is larger ($2.8 trillion), but is only allowed to hold U.S. Treasuries and thus not generally regarded as a true
pension fund.

2 https://asia.nikkei.com/Business/Finance/Japan-pension-giant-GPIF-opens-door-to-more-asset-managers

3 All institutional asset owners in Japan over $10 billion in assets for which data was available (represents 95% of estimated institutional
assets in Japan). “Public equity” and “Fixed Income” are aggregate allocations where foreign/domestic breakouts were not available.

4 Consistent data on hedging costs (given available Bloomberg subscription levels) is only available back to 2021, but prior PGM reporting
shows the prior peak in hedging costs was in 2019 at roughly -70bps yield pickup.

5 https://mwww.bloomberg.com/news/articles/2019-07-31/pension-giant-pivots-to-yen-hedging-just-as-other-firms-cut-back?embedded-
checkout=true

& GPIF 2023 Annual Report.

7 https://asia.nikkei.com/Business/Finance/Japan-pension-giant-GPIF-opens-door-to-more-asset-managers

& Source: Sovereign Wealth Fund Institute

¢ Source: GPIF Annual Report

0 Source: Bank of Japan, Flow of Funds.

" https:/Mww.asianinvestor.net/article/japanese-corporate-pensions-interest-in-alternatives-wanes/494473

2 https:/Mww.nri.com/-/media/Corporate/en/Files/PDF/knowledge/publication/jamb/JAMB2023 2024 e.
pdf?la=en&hash=4D814883F8FA3F61943EEGIA74CAGGEOEAAIGID2

B Source: Life Insurance Association of Japan (https:/Mww.seiho.or jp/english/statistics/trend/pdf/2022.pdf)

% https://Mww.reuters.com/markets/asia/japanese-investors-allocate-more-overseas-equities-than-home-2024-02-29/

5 Source: Investment Trusts Association of Japan, https:/Awww.toushin.or.jp/english/statistics/.
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and illustrative purposes. The information contained herein is proprietary to Xponance® and may not be duplicated or used for any purpose other than the
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This report is based on information believed to be correct but is subject to revision. Although the information provided herein has been obtained from sources
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information is available from Xponance® upon request. All performmance and other projections are historical and do not guarantee future performance. No
assurance can be given that any particular investment objective or strategy will be achieved at a given time and actual investment results may vary over any
given time.
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