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Japanese Equity Market (Series 3 / 3)

Is Japanese Equity market really “Undervalued”?

B The Price to Book value ratio, hereafter P/B ratio, is
one of the index to evaluate the valuation of stock
prices. This index is used to evaluate the relative

cheapness of stock price compared with book value
of net asset of the stock. It is calculated by the stock

price divided by book value of net asset

(shareholder’s equity) per share of the stock.

YES. In terms of global comparison, Japan is relatively undervalued as its P/B ratio is
only 1.3 times, much lower than the global average. The undervaluation is outstanding
and such perception is justifiable as Japan is equipped with solid earnings growth.

M The global average of the P/B ratio of the major
markets is 2.1 times as of September end, 2014.
The most highly rated countries among
the developed markets and the emerging markets
are the US traded on 2.7 times and Indonesia on
3.6 times, respectively.
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(Note) All of the data is MSCI based as of September end 2014.

The definition of P/B ratio is share price divided by net asset value (shareholder’s equity) per share.

(Source) SMAM, based on FactSet data

m Relatively low PBR of Japan is expected to be corrected by healthy earnings growth.]

B Among the global markets, Japan is currently traded
undervalued with modest 1.3 times of P/B ratio.

M Recently, the Japanese corporations are increasingly
focusing on their growth in shareholder’s interests
through more efficient use of given capital.
The increase in the return on equity is the factor of
increasing their P/B ratios as well.

M Also, the Japanese equity market begin to look
undervalued from the P/E perspective due to

weakening of yen and improving corporate earnings.
More market participants are beginning to consider
such Japan as an “Undervalued” market lately.
Therefore, we expect the “laggard” to gradually
catch up the world leaders going forward,
confirming the extent of improvement in capital
efficiency and earnings capability of the Japanese
corporations.

* P/E ratio is an index dividing share price by earnings per share.



Sumitomo Mitsui Asset Management

SMAM

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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