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Why invest in Japan now .

Near-Term Incentives

= Economic Recovery - sluggish but positive

Propelled by unprecedented global fiscal and monetary stimulus, we believe that the global economy
will continue to pick up over the coming months but that the rate of growth will slacken as the effects of
the stimulus wear off and the balance sheet adjustment in the West proves to be protracted. Sluggish
export demand from the West will impact Japanese growth as will subdued growth in domestic demand.
Currently we are expecting GDP growth in Japan of 1% in 2010 following a decline of around 3.8% in
this fiscal year. However, looking ahead, there is considerable upside potential related to future growth
in emerging markets and Asia in particular. Certainly Japan is well placed to benefit from the growth in
Asian demand; it is a major supplier of the capital goods and is in the right neighbourhood.

= Valuations - attractive

Having fallen heavily in the fiscal year ended March 2009, we expect earnings growth to rebound
strongly in the current year, rising 24%, to be followed by another strong rise the year after. Under this
scenario, the market would trade on a relatively modest forward PER of 20x. On a PBR basis, in the
first quarter the market as a whole was trading at a discount to book but share price appreciation has
pushed the PBR back over 1x. However, at around 1.2x Tokyo’s PBR still compares favourably to other
major markets. Using yield gap analysis, Japanese equities continue to offer good value with the
dividend yield on TOPIX now standing around 2.0% compared to the yield on 10-year government
bonds of 1.3%. Overall the valuation picture for the market remains attractive, certainly relative to history
but also relative to other markets.
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Longer-Term Incentives

= Corporate Restructuring — an ongoing theme

This is the key to unlocking the value that currently exists in the Japanese market. In general Japanese
companies have not looked to maximise shareholder returns above all other considerations. Market
share, employee welfare and corporate relationships have mattered as much as pure profitability.
However this situation is changing and companies are gradually becoming more focussed on
shareholder value. Dividend growth and the growth in share buybacks are evidence of this trend as is
the inexorable rise in corporate mergers and acquisitions.

Encouragingly, the key shareholder yardstick, the return on equity (RoE), of Japanese companies is
increasing. However at less than 10% at the peak of the cycle, the market RoE is still well below global
averages. On the other hand this low figure does highlight the potential for improvements in the future.
Simple changes such as reducing corporate cash holdings would go a long way in improving
shareholder returns and the doubling of RoE from current levels is readily achievable. Growing
shareholder activism will doubtless play an increasing part in this process and the Pension Fund
Association of Japan, for example, has announced that it will only support company management where
the RoE is above 8%. This is an approach shared by Nomura Asset Management which has instituted a
similar rule.
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Conclusions

There are good reasons to believe that Japanese equities represent an attractive investment
opportunity at present. On a number of key measures, the market is cheap against its history and
on global comparisons. In particular, the current dividend yield relative to bonds would point to
the market having reached its floor. Of course valuations are underpinned by corporate earnings
and we expect profits growth to remain positive. Over the longer-term, a powerful catalyst for an
upward re-rating of the market is corporate restructuring which promises improving shareholder
returns. We believe the potential is huge.



NOMURA ASSET MANAGEMENT

NAM Definitions

“NAM Group” These references relate to the whole Nomura Asset Management organisation and will generally be used when

“NAM” referring to matters such as investment philosophy, style, company structure and other policies which are
consistent across the Group.
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“NAM UK” This refers to Nomura Asset Management U.K. Limited, the UK based subsidiary of NAM Tokyo. NAM UK will
typically be appointed as investment manager and will retain responsibility for the management, control and
servicing of the client portfolio and relationship. Some responses within this document will refer specifically to
practices and procedures undertaken within the NAM UK office.

“NAM Tokyo” This refers to Nomura Asset Management Co., Ltd., the Head Office of the NAM Group based in Tokyo, Japan.
Consequently, some responses within this document may refer to practices at NAM Tokyo where we believe this
to be relevant to the question.

“TOPIX” This refers to the Tokyo Stock Price Index.

This information was prepared by Nomura Asset Management U.K. Limited from sources it reasonably believes to be accurate. The contents
are not intended in any way to indicate or guarantee future investment results as the value of investments may go down as well as up. Values
may also be affected by exchange rate movements and investors may not get back the full amount originally invested. Before purchasing any
investment fund or product, you should read the related prospectus and/or documentation in order to form your own assessment and judgment
and, to make an investment decision.

This report may not be reproduced, distributed or published by any recipient without the written permission of Nomura Asset Management U.K.

Limited.

Nomura Asset Management U.K. Limited is authorised and regulated by the Financial Services Authority.




The material on this site is provided for informational purposes only. Reliance
should not be placed on the views and information expressed when making
individual investment and/or strategic decisions. Please note that the views and
opinions contained herein are those of the Product Specialist at Nomura Asset
Management U.K Ltd. and may not necessarily represent views expressed or
reflected in other Nomura Asset Management U.K Ltd. communications, strategies
or funds.”
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