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4 Investment Climate: “Inflation” and “Monetary Policy” R

In general, there is a tendency that prices will rise (“Inflation”) in the economic growth phase and on the
other hand, prices will fall (“Deflation’) when economy is subdued. This is why prices is called “temperature
of economy” time to time. The ideal “temperature” should not be too high or too low. Central banks of each
nations are managing their “Monetary Policy” by controlling policy rate in order to keep suitable economic
@mperatures. We would like to think over “Inflation” and “Monetary Policy” in this report. )

Point 1 Current status of “Inflation” in Japan
On the way to overcome deflation, led by unprecedented monetary easing
W [n Japan, after 1999, so called deflationary environment continued with prices trending down in line with
sluggish economy. BQOJ tried to lift the Japanese economy back eventually leading to price rise by

implementing monetary easing through interest rate cuts and purchase of JGBs. However, it was not easy
for the Japanese economy to come out of deflation.

B New BOJ under Governor Kuroda begun with the start of Abenomics (the economic policies advocated
by Prime Minister Shinzo Abe) which enhanced monetary easing by introducing negative interest rate etc.
Consequently prices (excluding fresh food and energy) has been gradually rising.

: Are we entering into phase of “Inflation” ?
Point 2 : ) -
Prices of daily goods are rising

B Prices of daily goods around us are gradually rising. For example, eggs which are essential to meals, rose
+17% in the past 3 years (from May 2013 to May 2016).

B BOJ aims at stabilizing prices at around 2%. We expect trend of “Inflation” to be moderate but
sustainable, as BOJ is likely to maintain accommodative stance in future due to its announcement of new
monetary framework in September 2016.

Moderate “Inflation” and accommodative “Monetary Policy” is

Future Outlook . ) ) )
expected to continue in major countries

W In the other major countries, (i) US is in the phase of rising interest rate, though at a moderate pace of 1
or 2 times a year and (ii) Europe appears to continue accommodative monetary policy with negative
interest rate like Japan. Under current accommodative “Monetary Policy” worldwide, global economy is
expected to experience somewhat moderate “Inflation” and economic expansion going forward.

B In Japan, household financial assets will not grow by just putting money in a bank deposit because of
low interest rate affected by negative interest rate policy. We need to look for assets other than bank
deposit in order to build up assets, as bank deposits will devalue under moderate trend of “Inflation”.
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B Disclaimer

Please read this disclaimer carefully.

e 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/indices belong to the publisher and the authorized
entities/individuals.

e 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.

e 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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