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Japan

A greater role in portfolios

A new policy paradigm

Japanese inflation is at 2%,! the Bank of Japan has exited? its negative
interest rate policy and is on a normalisation path just as global peers are
gearing up to ease, and the growth backdrop is stagnating. All this raises
the question: why look at Japan now?

Firstly, the growth backdrop appears challenged but not concerning, in our
view. Final GDP readings for Q4 were revised higher3 and survey data and
activity indicators, such as PMIs#, point to a bottoming out of activity. The
wage negotiation progress in March, resulting in a 5.3%° rise in wages,
suggests that a virtuous cycle of inflation is starting to take hold.

Secondly, we believe the BoJ’s shift towards positive policy rates should be
taken as a step towards policy normalisation, not a tightening of financial
conditions. We see this as a positive: Japan’s financial system is
functioning at a level that doesn’t require constant central bank
intervention. The policy shift has only been made possible by the hard-won
return to inflation: we don’t think the BoJ will risk undoing this, meaning
that policy will likely remain relatively accommodative.

Thirdly, while the end of yield curve control removes a guaranteed buyer
from the bond market, we see potential for institutional investors that
historically only bought bonds to rotate into equities as the new policy
paradigm takes hold.

Reform momentum

Return on equity and capital efficiency have historically lagged in Japan®
versus other developed markets, causing some investors to steer away
from the region. We see this changing, however, with momentum behind
broad-based reforms supporting BlackRock Investment Institute’s positive
tactical and strategic view on Japan. Increased focus on shareholder value
is not a flash in the pan, in our view: it represents the culmination of a
decade of corporate reform® driven by the Tokyo Stock Exchange. We think
progress on shareholder reforms justifies a higher valuation premium for
Japanese equities.

Meanwhile, the push to encourage domestic investors to participate in the
equity market through favourable tax treatment offers another tailwind”.
With 55% of Japanese household assets in currency and deposits earning
little or no interest and only 10% in equities (versus 39% and 20% in the
US and eurozone, respectively — see chart 1), this could be a catalyst for a
shift in domestic allocations to Japanese equities®.

For more on the macro and micro cases for Japanese equities, see
Spotlight on Japan: back in business.

May 2024

I
Overlooked

Japan has often been overlooked by
international investors in the past. We see
reasons for this to change, however, and
for investors to refocus on Japanese
equities amid an inflation renaissance,
corporate reform and increasing domestic
investor participation.

Room torise

Positioning data shows that investors are
only just starting to warm to Japanese
equities. We therefore see plenty of room
for allocations to rise.

|
Improving portfolios

Our analysis suggests that closing
underweights to Japanese equities can
significantly improve portfolio risk-return
profiles. We outline a range of ways to
access Japan through index and/or alpha-
seeking exposures.

Chart 1: Composition of household assets across the euro area, US and Japan, June 2023

I Il
Euro area
Debt securities
Investment trusts
Equity
M Insurance, pensions
0% 20% 40% 60% 80% 100%

Source: Bank of Japan, Goldman Sachs Research, as of 1 June 2023. BoJ data as of August 2022.

1 Japaninternal affairs ministry as of March 22, 2024. 2 Bank of Japan, as of March 19, 2024. 3 Japan Cabinet Office as of March 11, 2024.
4 S&P Global Japan PMl as of Feb. 21,2024. 5 Rengo Trade Union as of March 15,2024. 6 Japan Stock Exchange Enhancing Coporate Governance as of Feb. 1, 2024,
7 Japan Nippon Individual Savings Account as of Nov. 29, 2023. 8 Bank of Japan as of Aug. 30, 2023.
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Sizing Japan in portfolios

Foreign investors have been returning to Japanese equity ETPs with conviction in 2024: EMEA- and US-listed Japanese
equity ETPs have gathered US$1.7 billion and US$3.5 billion YTD, respectively — already reaching 50% of the totals
witnessed across 2023 as a whole®. This suggests that investors are staring to warm to Japan, but we think there’s further
to go after years of persistent selling. In fact, since 2023 foreign investors have bought a net ¥8 trillion in Japanese
equities, but this only around a quarter of their net selling since 2015°.

Chart 2: Flows into Japan ETP Exposures
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Source: BlackRock as of April 30, 2024

Finally, as Japan’s weighting in indexes rebalances in line with its higher market capitalization, passive investors will need
to continue to allocate to Japanese equities. Since January 2021, Japan’s representation in the MSCI AC Asia Pacific Index
has gone from 32 to 35%10.

Japan’s role as a diversifier

We see an important role for Japanese equities in portfolios and a strong case for closing underweight allocations, due not
only to the strategic investment case outlined previously, but also to their diversification benefits. As chart 3 highlights,
Japanese equities are relatively uncorrelated to other markets, with sub-50% correlation to most; only Chinese equities
provide comparable levels of diversification.

Chart 3: 10-year forward-looking correlations between Japan and other major equity markets, April 2024
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Europe ex UK 76% 100% 83% 46% 76% 46% 72% 84%
UK 70% 83% 100% 41% 75% 48% 65% 78%
Japan 54% 46% 41% 100% 44% 36% 48% 59%
APAC ex Japan 69% 76% 75% 44%%, 100% 57% 79% 79%
China 49% 46% 48% 36% 57% 100% 50% 57%
EM 71% 72% 65% 48% 79% 50% 100% 80%
Global 98% 84% 78% 59% 79% 57% 80% 100%

Source: BlackRock, April 2024. US = MSCI US Index; Europe ex UK = MSCI Europe ex UK Index; UK = MSCI UK Index; Japan = MSCI Japan Index; APAC ex Japan =
MSCI Pacific ex Japan Index; China = MSCI China Index; EM = MSCI EM Index; Global = MSCI All Country World Index. Index performance is for illustrative purposes
only. Investors cannot directly invest into an index.

9 BlackRock and Markit, as of 16 April 2024. 10 MSCl as of March 31, 2024.
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The optimal Japanese equity allocation

Based on BlackRock’s 10-year capital market assumptions (CMAs)!! — which are our long-term expected risk and returns
across asset classes — Japanese equities have one of the highest expected returns in the DM equity space. Not only can
macro and rate conditions in Japan offer a different type of portfolio return driver, but the sector composition of Japan’s
stock market is well-diversified compared with other developed markets. For example, rather than being dominated by a
handful of tech stocks, as in the US stock market, or by semiconductors as in Korea and Taiwan, Japan provides access to a
range of industries, along with low correlations to other asset classes.

Chart 4: Weight of Top 3 Company Holdings Chart 5: MSCI JP Sector Weightings
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Source: MSCl as of March 31, 2024. Indices are unmanaged and used for illustrative purposes only and are not intended to be indicative of any fund’s performance.
[tis not possible to invest directly in an index.

To illustrate the strategic case for Japan, we calibrate - through a robust optimization using our capital market
assumptions — a standalone allocation to Japanese equities in a multi-asset portfolio. The portfolio allocates around 10%
to Japanese equities whereas the MSCI ACWI index has Japan as simply a constituent part. This results in a slightly higher
expected return with a slight reduction in risk!2.

Chart 6: Current Japan Weighting in Chart 7: Optimised Japan Weighting in
MSCI ACWI MSCI ACWI
5.55% 10.20%
89.80%
94.45%
= MSCI Japan Rest of World = MSCI Japan Rest of World
Expected Return: 6.3% Risk: 16.3% 12 Expected Return: 6.5% Risk: 15.8% 12

This information is not intended as a recommendation to invest in any particular asset class or strategy or as a promise - or even estimate - of future performance.
Forecasts are not a reliable indicator of future performance. Source: BlackRock; Feb 2024; time period: 10 years. Return assumptions are total nominal returns. Asset
return expectations are net of assumed fees. Fees and alpha are estimates for illustrative purposes only and do not represent any actual fund performance. Indices are
unmanaged and one cannot invest directly in an index. These portfolios represent a sample of the various possible solutions on the efficiency frontier. BlackRock has not
considered the specific needs of the client and is not making any recommendation of any particular option. You should consider the most appropriate allocation for your
needs.

11 BlackRock Investment Institute Capital Market Assumption as of Feb. 2024. 12 BlackRock Portfolio Analysis as of March 31, 2024
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To hedge or not to hedge? Risk contribution of hedging the yen vs. unhedged
In the short term, we see a case for hedging yen exposure due to S

the carry on offer and low hedging costs — although ’

directionally, we see more two-sided risks for the yen after its Unhedged FXhedged
substantial depreciation, especially as the BoJ has exited NIRP 2,500

and communicated its willingness to intervene should the 11% increase in risk by
currency weaken much beyond current levels. On a strategic 2,000 hedging Japanese yen
asset allocation basis, we favour unhedged exposure, given that 5 | w0000 »

it has traditionally cushioned to the downside in times of market ) 1,500

stress. It’s also worth noting that, while Japanese equities are %

broadly negatively correlated with the Japanese yen, this @ 1,000

correlation has become weaker since 2020. As a result, the

direction of the yen may no longer have such a strong influence

on equity market returns. =l

Another reason behind our preference for an unhedged 0

allocation: yen exposure can provide additional diversification Standalone Risk Risk
benefits in portfolios. Hedging yen exposure has often added 500 Risk Contribution Contribution
risk, especially when incorporating local equity and FX (Unhedged)  (FX hedged)
correlations. As shown in the chart hedging JPY has actually W Equity FX
historically increased volatility by 11%. Source: BlackRock, April 2024,

How to access Japanese equities

We look across the spectrum at ways to access Japanese equities:

Broad beta: Large and mid-cap, market-weighted funds & ETFs offer simple access to Japanese equities, providing
diversification benefits and serving as a core portfolio building block for those seeking to track the broader market. Given
their inclusion in international/global equity benchmarks, we expect these indices will remain the most popular way to
invest in the region.

Granular: This strategy screens for companies that not only provide substantial dividend income but also exhibit quality
characteristics. It leans towards a value investment style and has a greater allocation to the financial sector, which will
likely benefit from a rising JGB yield and relatively weaker Japanese Yen environment.

Active: Style leadership in Japanese equities changes frequently, a feature that may lend itself to an active management
style that is able to exploit frequent rotations in market leadership. Funds that combine bottom-up and top-down thematic
approaches may be well-positioned to identify the winners from economic shifts. Given that Japan is a highly macro-
sensitive market, a balanced and risk-controlled approach is crucial, in the pursuit of stable alpha.

Discover more about unlocking Japan

Read more of our insights by visiting:
www.blackrock.com/corporate/insights/investing-in-japan
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Important disclosures

BlackRock’s Long-Term Capital Market Assumption Disclosures: This information is not intended as a recommendation to
invest in any particular asset class or strategy or product or as a promise of future performance. Note that these asset class
assumptions are passive, and do not consider the impact of active management. All estimates in this document are in US
dollar terms unless noted otherwise. Given the complex risk-reward trade-offs involved, we advise clients to rely on their own
judgment as well as quantitative optimisation approaches in setting strategic allocations to all the asset classes and
strategies. References to future returns are not promises or even estimates of actual returns a client portfolio may achieve.
Assumptions, opinions and estimates are provided for illustrative purposes only. They should not be relied upon as
recommendations to buy or sell securities. Forecasts of financial market trends that are based on current market conditions
constitute our judgment and are subject to change without notice. We believe the information provided here is reliable, but
do not warrant its accuracy or completeness. If the reader chooses to rely on the information, it is at its own risk. This
material has been prepared for information purposes only and is not intended to provide, and should not be relied on for,
accounting, legal, or tax advice. The outputs of the assumptions are provided for illustration purposes only and are subject to
significant limitations. “Expected” return estimates are subject to uncertainty and error. Expected returns for each asset
class can be conditional on economic scenarios; in the event a particular scenario comes to pass, actual returns could be
significantly higher or lower than forecasted. Because of the inherent limitations of all models, potential investors should not
rely exclusively on the model when making an investment decision. The model cannot account for the impact that economic,
market, and other factors may have on the implementation and ongoing management of an actual investment portfolio.
Unlike actual portfolio outcomes, the model outcomes do not reflect actual trading, liquidity constraints, fees, expenses,
taxes and other factors that could impact future returns. Asset allocation/diversification does not guarantee investment
returns and does not eliminate the risk of loss.

Index Disclosures: Index returns are for illustrative purposes only and do not represent any actual fund performance. Index
performance returns do not reflect any management fees, transaction costs or expenses. Indices are unmanaged and one
cannot invest directly in an index.

This material is provided for educational purposes only and is not intended to be relied upon as a forecast, research or
investment advice, and is not a recommendation, offer or solicitation to buy or sell any securities or to adopt any investment
strategy. The opinions expressed are subject to change. References to specific securities, asset classes and financial markets
are for illustrative purposes only and are not intended to be and should not be interpreted as recommendations. Reliance
upon information in this material is at the sole risk and discretion of the reader. The material was prepared without regard to
specific objectives, financial situation or needs of any investor.

This material may contain “forward-looking” information that is not purely historical in nature. Such information may
include, among other things, projections, forecasts, and estimates of yields or returns. No representation is made that any
performance presented will be achieved by any BlackRock Funds, or that every assumption made in achieving, calculating or
presenting either the forward-looking information or any historical performance information herein has been considered or
stated in preparing this material. Any changes to assumptions that may have been made in preparing this material could
have a material impact on the investment returns that are presented herein. Past performance is not a reliable indicator of
current or future results and should not be the sole factor of consideration when selecting a product or strategy.

The information and opinions contained in this material are derived from proprietary and nonproprietary sources deemed by
BlackRock to be reliable, are not necessarily all-inclusive and are not guaranteed as to accuracy.

In Hong Kong, this material is issued by BlackRock Asset Management North Asia Limited and has not been reviewed by the
Securities and Futures Commission of Hong Kong. This material is for distribution to "Professional Investors" (as defined in
the Securities and Futures Ordinance (Cap.571 of the laws of Hong Kong) and any rules made under that ordinance) and
should not be relied upon by any other persons or redistributed to retail clients in Hong Kong.

In Singapore, this is issued by BlackRock (Singapore) Limited (Co. registration no. 200010143N) for use only with
accredited and institutional investors as defined in Section 4A of the Securities and Futures Act, Chapter 289 of Singapore.
This advertisement or publication has not been reviewed by the Monetary Authority of Singapore.

In South Korea, this information is issued by BlackRock Investment (Korea) Limited. This material is for distribution to the
Qualified Professional Investors (as defined in the Financial Investment Services and Capital Market Act and its sub-
regulations) and for information or educational purposes only, and does not constitute investment advice or an offer or
solicitation to purchase or sells in any securities or any investment strategies.

In Taiwan, Independently operated by BlackRock Investment Management (Taiwan) Limited. Address: 28F., No. 100,
Songren Rd., Xinyi Dist., Taipei City 110, Taiwan. Tel: (02)23261600.

In Australia & New Zealand, issued by BlackRock Investment Management (Australia) Limited ABN 13 006 165 975, AFSL
230523 (BIMAL) for the exclusive use of the recipient, who warrants by receipt of this material that they are a wholesale
client as defined under the Australian Corporations Act 2001 (Cth) and the New Zealand Financial Advisers Act 2008
respectively.

BlackRock.

MKTGMO0524A/S-3591238-5/7



FOR PROFESSIONAL, INSTITUTIONAL, ACCREDITED AND WHOLESALE INVESTORS USE ONLY -
NOT FOR PUBLIC DISTRIBUTION (PLEASE READ IMPORTANT DISCLOSURES)

BlackRock Investment Management (Australia) Limited (“BIMAL”) is not licensed by a New Zealand regulator to provide
‘Financial Advice Service’ or ‘Keeping, investing, administering, or managing money, securities, or investment portfolios on
behalf of other persons’. BIMAL'’s registration on the New Zealand register of financial service providers does not mean that
BIMAL is subject to active regulation or oversight by a New Zealand regulator.

This material provides general information only and does not take into account your individual objectives, financial situation,
needs or circumstances. Before making any investment decision, you should therefore assess whether the material is
appropriate for you and obtain financial advice tailored to you having regard to your individual objectives, financial situation,
needs and circumstances. Refer to BIMAL’s Financial Services Guide on its website for more information. This material is not a
financial product recommendation or an offer or solicitation with respect to the purchase or sale of any financial productin any
jurisdiction.

This material is not intended for distribution to, or use by, any person or entity in any jurisdiction or country where such
distribution or use would be contrary to local law or regulation. BIMAL is a part of the global BlackRock Group which comprises
of financial product issuers and investment managers around the world. BIMAL is the issuer of financial products and acts as
an investment manager in Australia. BIMAL does not offer financial products to persons in New Zealand who are retail
investors (as that term is defined in the Financial Markets Conduct Act 2013 (FMCA)). This material does not constitute or
relate to such an offer. To the extent that this material does constitute or relate to such an offer of financial products, the offer
is only made to, and capable of acceptance by, persons in New Zealand who are wholesale investors (as that term is defined in
the FMCA).

BIMAL, its officers, employees and agents believe that the information in this material and the sources on which it is based
(which may be sourced from third parties) are correct as at the date of publication. While every care has been taken in the
preparation of this material, no warranty of accuracy or reliability is given and no responsibility for the information is accepted
by BIMAL, its officers, employees or agents. Except where contrary to law, BIMAL excludes all liability for this information.

In China, This material may not be distributed to individuals resident in the People's Republic of China ("PRC", for such
purposes, not applicable to Hong Kong, Macau and Taiwan) or entities registered in the PRC unless such parties have received
all the required PRC government approvals to participate in any investment or receive any investment advisory or investment
management services.

For Southeast Asia: This document is issued by BlackRock and is intended for the exclusive use of any recipient who warrants,
by receipt of this material, that such recipient is an institutional investors or
professional/sophisticated/qualified/accredited/expert investor as such term may apply under the relevant legislations in
Southeast Asia (for such purposes, includes only Malaysia, the Philippines, Thailand, Brunei and Indonesia). BlackRock does
not hold any regulatory licenses or registrations in Southeast Asia countries listed above, and is therefore not licensed to
conduct any regulated business activity under the relevant laws and regulations as they apply to any entity intending to carry
on business in Southeast Asia, nor does BlackRock purport to carry on, any regulated activity in any country in Southeast Asia.
BlackRock funds, and/or services shall not be offered or sold to any person in any jurisdiction in which such an offer,
solicitation, purchase, or sale would be deemed unlawful under the securities laws or any other relevant laws of such
jurisdiction(s).

This material is provided to the recipient on a strictly confidential basis and is intended for informational or educational
purposes only. Nothing in this document, directly or indirectly, represents to you that BlackRock will provide, or is providing
BlackRock products or services to the recipient, or is making available, inviting, or offering for subscription or purchase, or
invitation to subscribe for or purchase, or sale, of any BlackRock fund, or interests therein. This material neither constitutes an
offer to enter into an investment agreement with the recipient of this document, nor is it an invitation to respond to it by
making an offer to enter into an investment agreement.

The distribution of the information contained herein may be restricted by law and any person who accesses it is required to
comply with any such restrictions. By reading this information you confirm that you are aware of the laws in your own
jurisdiction regarding the provision and sale of funds and related financial services or products, and you warrant and represent
that you will not pass on or utilize the information contained herein in a manner that could constitute a breach of such laws by
BlackRock, its affiliates or any other person.

For Other Countries in APAC: This material is provided for your informational purposes only and must not be distributed to
any other persons or redistributed. This material is issued for Institutional Investors only (or
professional/sophisticated/qualified investors as such term may apply in local jurisdictions) and does not constitute
investment advice or an offer or solicitation to purchase or sell in any securities, BlackRock funds or any investment strategy
nor shall any securities be offered or sold to any person in any jurisdiction in which an offer, solicitation, purchase or sale
would be unlawful under the securities laws of such jurisdiction.

The information provided here is not intended to constitute financial, tax, legal or accounting advice. You should consult your
own advisers on such matters. BlackRock does not guarantee the suitability or potential value of any particular investment.
Investment involves risk including possible loss of principal. International investing involves risks, including risks related to
foreign currency, limited liquidity, less government regulation, and the possibility of substantial volatility due to adverse
political, economic or other developments. These risks are often heightened for investments in emerging/developing markets
or smaller capital markets. 6
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THIS MATERIAL IS HIGHLY CONFIDENTIAL AND IS NOT TO BE REPRODUCED OR DISTRIBUTED TO PERSONS OTHER THAN
THE RECIPIENT.

No part of this material may be reproduced, stored in retrieval system or transmitted in any form or by any means, electronic,
mechanical, recording or distributed without the prior written consent of BlackRock.

©2024 BlackRock, Inc. or its affiliates. All Rights Reserved. BLACKROCK is a registered trademark of BlackRock, Inc. or its
affiliates. All other trademarks are those of their respective owners.
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