For Information Only

ﬁ SMAM Market Keyword (No. 022) 6 November 2014

SMAM

4 “GPIF’s Change of Base Portfolio” )

“GPIF (Government Pension Investment Fund)” is an organisation which manages and invests
the reserve funds of public pension fund such as the National Pension Schemes. The GPIF is one of
the largest pension fund in the world with the asset under management of approx. JPY127trillion as of
June 2014. The allocation weight to the Japanese bonds and the Japanese equities were 53% and 17%,
respectively, as of June 2014. And, adoption of a new policy asset mix had been considered aiming
Q)r more efficient and proper asset management.

Japanese equity’s weight to increase to 25% from 12%, and

Japanese bond’s weight decrease to 35% from 60%, respectively

Overseas eq. 12%=25%, overseas bonds 11%=15%, short-term assets 5%6=0%

B The GPIF announced that it has obtained an approval from the Minister of Health, Labour and Welfare
of the “Revision of medium-term plan” on its management and investment operations of the pension
fund. The new basic asset allocation (Base Portfolio), which reflects the fundamental ideas of
the medium-term plan, was released to public.

B According to the new “Base Portfolio”, asset allocation to the Japanese bonds will be significantly
decreased from 60% to 35%, while allocation to the Japanese equities, overseas equities and overseas
bonds will be increased by 30% in total. Allocation to the riskier assets will be lifted substantially.
As a result, the allocation weight between the Japanese asset and the overseas asset will be 60% vs.
40% and that of bonds and equities will be 50% vs. 50%.

Point 2 Announced on the same day when BOJ unveiled additional easing
: BOJ to purchase ETF on “JPX Nikkei 400 Index”, the benchmark index GPIF uses

B On the same day when the GPIF announced change of its GPIF's New Base Portfolio
Base Portfolio, the BOJ decided the additional easing
including increase in its JGB purchase amount by
JPY 30trillion per year. When the “Base Portfolio” is fully Overseas
implemented, the GPIF’s JGB investment is expected to Bonds
decrease by about JPY32trillion based on the asset mix as 15%
of June end. This amount is equivalent to the case of its
reducing the JGB’s allocation weight from 53% as of June Overseas
end (7% less than the allocation of the previous Base Equities
Portfolio) to 28% (7% less than the allocation of the new 2%
Base Portfolio). The BOJ’s further purchase of JGBs is -
expected to absorb the selling pressure of JGBs by the
GPIF, which will contribute to control the upward
pressure of JGB’s yields.

B The BOJ decided to add “JPX Nikkei 400” index linked Japanese Asset: Overseas Asset
ETF as an asset to their purchasing list. The GPIF had 60 : 40
already decided to partly use this index to manage its
Japanese equity portfolio this year. In this sense,
the direction of key policies of GPIF and BOJ is
consistent.

Jap. Bonds
35%

Bonds: Equities
50 : 50

(Source) SMAM, based on the GPIF data
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Future Outlook The Allocation change would support the Japanese equity market,
Additional economic measures by Abe’s government is also expected
B Increase in the allocation to the Japanese equity may not be completed yet

When the allocation to the Japanese equities is increased to 25% based on the new Base Portfolio
from allocation of 17% as of June end, the GPIF needs to additionally purchase approx.
JPY10trillion of the Japanese equities. According to the statistics of Tokyo Stock Exchange,
accumulated net purchase amount of trust banks from July to Oct. this year, majority of which are
traded as a proxy of the public pension funds, was still less than JPY1trillion. It can be said that
the additional purchase of the Japanese equities has not completed yet at the end of October.

B Stimulative economic measures are expected in supplementary budget

Japanese outlook on inflation is getting weaker as the pace of consumption recovery has been
weaker than expected after the implementation of consumption tax hike. We believe that it is
increasingly necessary for the Abe administration to take stimulative economic measures such as
supplementary budget. The reason is the possibility of another consumption tax hike next year
became higher due to the latest BOJ’s decision on the additional easing. Many market participants
are closely watching what kind of economic measures would be implemented by the Abe’s
government, following the successive announcements made by the BOJ and the GPIF.

B Disclaimer

Please read this disclaimer carefully.

® This material is for non-Japanese institutional investors only.

® The research and analysis included in this report, and those opinions or judgments as outcomes thereof, are intended to
introduce or demonstrate capabilities and expertise of Sumitomo Mitsui Asset Management Company, Ltd. (hereinafter
“SMAM?”), or to provide information on investment strategies and opportunities. Therefore this material is not intended to
offer or solicit investments, provide investment advice or service, or to be considered as disclosure documents under the
Financial Instruments and Exchange Law of Japan.

® The expected returns or risks in this report are calculated based upon historical data and/or estimated upon the economic
outlook at present, and should be construed no warrant of future returns and risks.

® Past performance is not necessarily indicative of future results.

® The simulated data or returns in this report besides the fund historical returns do not include/reflect any investment
management fees, transaction costs, or re-balancing costs, etc.

® The investment products or strategies do not guarantee future results nor guarantee the principal of investments. The
investments may suffer losses and the results of investments, including such losses, belong to the client.

® The recipient of this report must make its own independent decisions regarding investments.

® The opinions, outlooks and estimates in this report do not guarantee future trends or results. They constitute SMAM’s
judgment as of the date of this material and are subject to change without notice.

® The awards included in this report are based on past achievements and do not guarantee future results.

® The intellectual property and all rights of the benchmarks/indexes belong to the publisher and the authorized
entities/individuals.

® This material has been prepared by obtaining data from sources which are believed to be reliable but SMAM can not and
does not guarantee its completeness or accuracy.

® All rights, titles and interests in this material and any content contained herein are the exclusive properties of SMAM,
except as otherwise stated. It is strictly prohibited from using this material for investments, reproducing/copying this
material without SMAM’s authorization, or from disclosing this material to a third party.
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