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The year of record high stock markets

Stock price index and volatility
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Stock markets reached record highs worldwide in
2017.

Following the US market, which continuously saw
new record highs, the Japanese equity market
eventually grew past the post-asset price bubble
high recorded in 1996.

Despite the bullish global equity market, market
volatility has also subsided.
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A renewed ‘conundrum’ in the bull market

A renewed Greenspan conundrum?
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The current global equity bull market is not

typical considering that it is coupled with

economic expansion and rising interest rates.

Despite a normalization trend in the monetary
policies of major central banks, led by the US
Federal Reserve, a renewed ‘conundrum’ of
in bond markets is

lower long-term vyields

materializing.

One of the causes of this conundrum may be the
‘goldilocks’ economy, where the expansion of the
While
tightening,

real economy coexists with low inflation.

central banks react with policy

sustained low inflation continues to suppress
market interest rates.



The background of worldwide low bond yields

Major wage and inflation measures in US
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Continuous worldwide low bond yields may
reflect stagnation in wage growth and inflation
under tight global labor market conditions, which
are thought to be caused by advanced
information-related technologies replacing human
jobs.



Impact of advanced ICT on rates and stock prices

Fundraising and investment by nonfinancial US
companies (from Sep. 2008 to Jun. 2017)

Innovation in information technologies reduces
Nonfinancial assets Financial debt the cost of purchasing assets and limits demand

for funds, leading to sustainable low interest

+ 4 " 7t 'n + 6 ) 2t 'N rates in the financial markets.
USD USD In response to persistently low rates, corporates

are seeking higher debt to equity ratios by

Net equity financing (*-" indicates share buybacks) |
I Accordingly, low interest rate conditions

significantly increasing payouts for shareholders.

described as a ‘conundrum’ coupled with the
‘goldilocks’ economy have resulted in a bullish
equity market.

Net assets (capitalization)

Source: Nomura based on FRB
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Summary of 2018 global economic forecast

Summary of Nomura’s global economic forecast
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Nomura expects the world economy to remain
above 3.5% growth, higher than the potential
growth rate of the Japanese economy.

Chinese economic growth will gradually slow
down as policy stimulus targeting the Communist
Party Congress in October 2017 begins to fade.
Although the risk remains that a sudden decline
in asset prices could destabilize the financial
system, the strengthened political grip of the Xi
Jinping administration may help stabilize both the
real economy and the financial system.

Growth in the US and Eurozone is likely to
accelerate compared to 2017. Stabilizing fiscal
conditions in the Eurozone and an advance in US
economic policies including tax reform by the
Trump administration will make economic
expansion in both regions more sustainable.
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US corporate capex and real exports (GDP basis)
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A robust global economy leading to the greatest
recovery in Japan since WWII

The global economic recovery starting in the
middle of 2016, mainly driven by China, now
finds its way to accelerated corporate capex
growth in the US and Eurozone.

An uptick in corporate capex activities as well as
manufacturing production in the US and
Eurozone is likely to extend global economic
recovery, which will also lengthen the recovery of
Japanese real exports.

It is now more likely that a robust global economy
will lead Japan to its greatest economic recovery
since World War Il.



Investment in labor-reducing ICT will support growth

Capex projection in the BOJ TANKAN survey
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Note: Including software investment but excluding land investment. All enterprises in all industries basis.
Source: Nomura based on BOJ data.

Robust external demand is stimulating corporate
business investment.

In addition, a serious labor shortage, due in part
to an aging population and declining birthrate, is
also motivating Japanese companies to increase
capital expenditure to reduce labor and enhance
efficiency.

Stronger appetite for software and computer
system investment implies underlying necessities
among Japanese companies for reducing labor
and for enhancing efficiency and profitability.



Subdued wage growth despite the tight labor market

Factor decomposition of scheduled cash earnings per capita
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Source: Nomura based on Ministry of Health, Labor and Welfare

We are also seeing wage growth continually
subdued in Japan despite the tight labor market.

Ironically, advanced information technologies that
help reduce labor are a part of the reason for
stagnant wage increase.

The Japanese economy is still several steps
away from reaching a typical virtuous cycle of
accelerated household income leading to
increased household consumption.



Still difficult to reach 2% inflation target

Nomura’s core CPI inflation forecast and
decomposition
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The wunderlying vulnerability in household
demand is weakening the pricing power of
Japanese companies and, as such, consumer
inflation continues to be depressed.

As external positive shocks to inflation, such as
higher raw material prices overseas and a
weaker yen, will likely diminish, we expect
Japanese consumer inflation to start decelerating
from the 2" half of 2018.
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BOJ monetary policy

Asset outstanding held by G3 central banks

as % of nominal GDP
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Emerging speculation about early normalization of

Some market participants are beginning to
wondering whether the BOJ will soon start
normalizing its monetary policy, following the
global normalization trend led by the US Federal
Reserve.

With the prospect of achieving its 2% inflation
target still very much low, the BOJ and Japanese
government cannot bear the risk that an early
start to policy normalization could cause renewed
appreciation of Japanese yen.
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Reviewing Abenomics over the past 5 years

Accumulative increase in the number of employees

Accumulative increase since the end of 2012, 10 thd
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One of the successes of Abenomics has been
the steady creation of new jobs in line with the
economic recovery achieved thus far.

Increased employment since the start of the Abe
administration, however, has been mostly
concentrated on women and the elderly, for
whom employment contracts are generally part-
time and the level of compensation is not
considerably high.

The fact that the jobs created under Abenomics
have not been very high-quality implies that there
are still tasks remaining for the administration to
tackle in its macroeconomic policy.

11
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Remaining tasks to revive the Japanese economy

Potential growth of the Japanese economy and
decomposition
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A contradictory outcome of increased general
demand and employment coupled with the
deteriorating quality of jobs might be indicative of
deceleration in productivity growth.

Under the renewed probability that the Japanese
economy is likely to face labor constraints as the
labor participation rate of women and the elderly
approaches its natural limit, improved productivity
growth is becoming increasingly necessary to
raise the potential growth rate of the economy.
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Missing perspectives on ‘Human Resource

Innovation’

Comparison of human and nonhuman capital by
country (2010)

Total ($trn) Per capita ($'000) Human

US dollarsin terms of

2005 purchasing power H capital/n'on human
uman |Nonhuman| Human |Nonhuman capital (x)
Csmr 7| 2 el e
Germany - 9.9 - 120 2.5
France - 7.3 - 116 2.6
UK - 6.2 - 101 3.1
China - 11.7 - 9 1.1
Korea - 3.5 - 73 1.6
Singapore - 0.5 - 91 2.0

Note: Human capital = total for country as a whole of present value of per capita lifelong wages. Nonhuman
capital = capital stock (estimated using rate of population growth, average rate of economic growth, and rate
of depreciation).

Source: Nomura, based on UN University, IHDP, Inclusive Wealth Report 2014

The ‘Human Resource Innovation’ project in
which the Japanese government is currently
engaged is of critical importance in enhancing
the productivity of the economy.

Rather than lowering the cost of education by
subsidizing households with income transferred
from the government, Japan should increase
investment in human capital to aid its citizens in
surviving the era of disappearing jobs brought on
by the rapid advance in information technologies.

Such human capital investment that serves to
increase both productivity and income will be the
key to accelerated growth of the Japanese
economy and expansion of its potential in the era
of rapidly advancing technological innovation and
the aging population and declining birthrate
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Investors in the financial products offered by Nomura Securities may incur fees and commissions specific to those products (for example, transactions involving Japanese
equities are subject to a sales commission of up to 1.404% on a tax-inclusive basis of the transaction amount or a commission of ¥2,808 for transactions of ¥200,000 or
less, while transactions involving investment trusts are subject to various fees, such as commissions at the time of purchase and asset management fees (trust fees),
specific to each investment trust). In addition, all products carry the risk of losses owing to price fluctuations or other factors. Fees and risks vary by product. Please
thoroughly read the written materials provided, such as documents delivered before making a contract, listed securities documents, or prospectuses.

Nomura Securities Co., Ltd.

Financial instruments firm registered with the Kanto Local Finance Bureau (registration No. 142)
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