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Japan’s economy will be recovered as the vaccination rollout progresses

Takayuki Toji, Economist

1. Real GDP growth in the January-March period was negative

Japan's real GDP growth rate was -3.9% on an annualised quarter on quarter (QoQ) basis in the January-March
2021, the first negative growth in three quarters, mainly due to a fall in personal consumption. Personal
consumption made a negative contribution of -3.1%, mainly due to a decline in services consumption following
the second state of emergency declaration since early January. Government consumption also fell for the first
time in four quarters, making a negative contribution of -1.0%, due to the suspension of the "Go to Campaign", a
subsidy for eating out and travel, and people refraining from visits to the doctors due to the spread of COVID-19.
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Real GDP growth in the April-June quarter is expected to be around 0%, as domestic demand is likely to remain
stagnant, mainly due to the impact of the declaration of the third state of emergency, although exports are likely
to remain strong as overseas economies recover. However, if the vaccination rollout progresses, the Japanese
economy is expected to recover due to a pick-up in personal consumption, etc.

Progress in Japan's vaccination programme has been slower than in other major countries, but progress is now
being made. The outlook for vaccine supply has been confirmed, and measures are being taken to secure
medical personnel and other vaccinators. According to a survey of municipalities across Japan, more than 90%
of the elderly (aged 65 and over) are expected to have been vaccinated by the end of July. The pace of
vaccination in early June has risen to over 500,000 people per day. If the pace accelerates to the government's
target of vaccinating the elderly by the end of July (1 million people per day), the vaccination rate required to
achieve herd immunity (about 70% of the population) could be reached by the end of this year. In countries that
are ahead of Japan in vaccination, the number of infections has remained stable even as restrictions on activity
have been relaxed, suggesting that vaccination is effective in controlling infection.
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2. Exports

Exports grew at a QoQ annualised rate of +9.2% in the January-March quarter of 2021 and are on an upward
trend. Goods exports to China led the way in the fiscal year 2020, but with the US economy recovering at an
accelerating pace, exports to the US and intermediate goods exports to Asia and other countries with final
demand in the US are expected to increase in the future. In trade statistics for April, real exports rose to a record
high level. Although there are concerns about the impact of supply constraints in the automotive and other
sectors due to the current global shortage of semiconductors, goods exports are expected to remain strong on
the back of a recovery in overseas economies as a result of progress in the vaccination programme. As for
services exports, they remain sluggish mainly due to a decline in consumption by inbound tourists. Even if
Japan’'s vaccination programme makes progress, it is unlikely that travel restrictions will be eased unless the
spread of the virus is under control globally. Compared to goods exports, the recovery of services exports will be
slow, with a full recovery not expected until after fiscal year 2021.

Figure 2. Japan's Real Exports Figure 3. Real exports by country/region
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3. Personal consumption

Personal consumption fell at a QoQ annualised rate of -5.8% in the January-March quarter of 2021, and is
expected to stagnate in the April-June as a result of the third state of emergency declaration. In the meantime, the
amount of household savings has increased significantly, as a result of the reduction in consumption, particularly
of services such as eating out and travel, and receiving of government benefits. Therefore, we expect that
restrained service consumption will start to pick up in the second half of this fiscal year as the vaccination
programme progresses and the risk of infection declines. Although it is generally considered that pent-up demand
for services consumption is unlikely to be realised, the resumption of the “Go to campaign”, a subsidy for eating
out and travel, at the right time, for example, could lead to an increase in travel and other spending. Although
wage increases are expected to have been limited to a limited number of companies this year, personal
consumption is likely to remain robust as companies increase wages and employment once the coronavirus is
under control.
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Figure 4. Japan’s Personal Consumption Figure 5. Household deposits Change (YoY)
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4. Private non-residential investment

Private non-residential investment fell at a QoQ annualised rate of -4.6% in the January-March quarter of 2021,
partly as a rebound from the high annualised growth rate of +18.3% in the October-December quarter of 2020.
Looking ahead, we expect private investment appetite to improve on the back of recovering corporate profits and
strong exports, and a gradual resumption of investment that has been deferred, particularly in machinery and
digitalisation-related investment in the manufacturing sector. The Bank of Japan's Tankan survey of March 2021
showed that capital investment plans for fiscal year 2021 were +2.3% compared to the previous year, which was
stronger than usual for the same period due to the rebound from fiscal year 2020.

Figure 6. Corporate ordinary profits* Figure 7. Capital investment plan*
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Source: Ministry of Finance of Japan, SuMi TRUST Source: Bank of Japan, SuMi TRUST
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5. Public demand

Public demand was negative for the first time in ten quarters, mainly due to a decline in government consumption.
However, government consumption is expected to increase in the coming months due to the impact of
vaccination costs, the recovery of medical attention, and the resumption of the "Go to Campaign”, a subsidy for
eating out and travel, after clear evidence of infection control. A total of about 3 trillion yen has been allocated for
the "Go to Campaign", of which about 2 trillion yen excluding about 1 trillion yen already spent is expected to
boost government consumption when the campaign resumes.

6. Consumer prices

With regard to the Core CPI, the reduction in mobile phone tariffs is expected to push down the rate of increase in
the CPI significantly this fiscal year. On the other hand, energy prices turned positive on a year-on-year basis in
April, following a sharp rise in crude oil prices since last year, and energy is expected to continue to push up the
CPI. In addition, the Core CPI is expected to increase towards the end of the year, partly due to the rebound from
the significant fall in travel prices caused by the "Go to Travel Campaign", a subsidy for travel, in the previous
year, and partly due to the increasing pressure on prices from the pick-up in consumer demand. However,
against the backdrop of Japan's prolonged period of low inflation, the expected inflation rate is unlikely to rise,
and a sustained rise in prices accompanied by an increase in wages will not be achieved, and the Bank of
Japan's target of 2 percent is expected to remain far from being achieved.

Figure 8. Core CPlincrease rate
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7. Key points for the future

The biggest factor to the outlook for the Japanese economy is the progress of the vaccination programme. There
is a certain degree of downside risk depending on whether the Government/municipalities can secure enough
number of the medical staff to administer the vaccinations. In addition, the normalisation of the economy is likely
to be delayed in the event of a delay in the establishment of a vaccination system or the spread of new variants of
the virus in Japan. However, given the Government's target of completing the vaccination of the elderly by the
end of July, the pace of vaccination is expected to accelerate. Despite the initial confusion related to vaccination
appointments, once the vaccination system is in place and stable, it is likely that the timing of the economic
normalisation will be brought forward.
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Disclaimer — UK

This marketing communication is issued by Sumitomo Mitsui Trust International Limited
(“SMTI”). SMTI is authorised and regulated by the United Kingdom’s Financial Conduct
Authority (the “FCA”), whose address is 12 Endeavour Square, London, E20 1JN, United
Kingdom.

This marketing communication has been made available to you only because SMTI has
classified you as a professional client in accordance with the FCA’s rules. If you have
received this marketing communication from a source other than SMTI, you should
contact SMTI before using it or relying on it. You must not send this marketing
communication to any other person without first having received written approval from
SMTI.

The information contained in this marketing communication (the “Material”) is being
made available for information purposes only and is designed to provide information on
the investment services which SMTI may offer to clients.

Nothing in the Material amounts to or should be construed as an actual offer by

SMTI to provide any investment services to any person. If SMTI agrees to provide any
investment services to any person, those services will be the subject of a separate
written agreement between SMTI and that person. Furthermore,

the Material has not been prepared with any consideration of the individual
circumstances of any person to whom it is communicated.

Accordingly, it is not intended to, and does not, constitute a personnel recommendation
in relation to the purchase or sale of, or exercise of any rights in relation to, any financial
instruments or advice in relation to any investment policy or strategy to be followed.
The Material also does not contain the results of any investment research carried out by
SMTI and is not intended to amount to a financial promotion of any particular financial
instrument which may be referred to in it.

While SMTI uses all reasonable endeavours to ensure the Material is accurate, it has not
been prepared with a view to any person relying on it. Accordingly, SMTI accepts no
responsibility for any loss caused to any recipient of this document as a result of any
error, inaccuracy or incompleteness in the Material, nor for any error in the transmission
or receipt of this communication.
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Hirofumi Hayashi

Head of Investment Management Department

Sumitomo Mitsui Trust International Limited

155 Bishopsgate, London EC2M 3XU, United Kingdom

Direct: +44 (0)20 7562 8405

Email: imd@smtil.com

Sumitomo Mitsui Trust International Limited is authorised and regulated by the
Financial Conduct Authority
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