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Stock price index and volatility
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Source: Nomura based on Bloomberg data

Turbulent global equity markets amidst historical
highs

Global equity markets in 2018 experienced
several significant adjustments along with
sudden spikes in volatility, contrasting with
relatively calm and bullish markets in 2017.



v

Emerging economies under stress

Stock index in emerging markets and USD
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The change in emerging markets in 2018 was
more profound than that seen in financial
markets in developed economies.

Adjustments in equity markets as well as high
yield bond markets continued throughout the
year, and capital outflow brought about
depreciation of emerging currencies.

Appreciation of the US dollar against emerging
currencies destabilized markets further, raising
concerns about a default of the foreign currency
denominated debt of emerging economies.



Change in US rates market conditions

US policy rate and 10y Treasury yield

One of the major reasons behind the significant

% instability of global financial markets in 2018 was
8 - a change in US rates market conditions; long
term yields shifted upwards materially as the US
[ —Fed Fund Rates Target Federal Reserve continued to raise rates.
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Global economy in a cyclical slowdown phase

Manufacturing PMI in major economies
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Higher US rates destabilized markets due to
concerns that global economic fundamentals
may not endure higher rates.

The global economy is already in a cyclical
slowdown phase and it is becoming clear that
economic activities in major economies other
than the US are losing momentum.

Even the US economy is likely to start
decelerating as it becomes difficult for the Trump
administration to maintain  various fiscal
measures such as tax cuts and infrastructure
spending under the divided Congress formed
through the mid-term elections in November
2018.
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Decelerating Japanese exports and production
activity of manufacturers

Industrial production and export volume in Japan

Deceleration in the global economy is already

(2015=100) casting a shadow on the Japanese economy.
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Since the beginning of 2018, Japan’s exports

115 —Industrial production have been slowing down and dampening

— Export volume production activity of domestic manufacturers,

which expanded rapidly in 2016 and 2017.
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Private consumption stagnant despite favorable

income conditions

Disposable income and household consumption

Annualized Yen trn.
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Source: Nomura, based on Cabinet Office data

Japanese economic growth has, along with the
aging population trend, created many jobs,
thereby improving Japanese household income
conditions.

However, wages for relatively well-paid full-time
employees under the life long employment
system have failed to accelerate, preventing
steady expansion in consumption spending by
Japanese households due to the lack of
expectations for medium- to long-term income
growth.

As a result, Japanese household consumption
has been lagging behind income growth.



Inflation target still a ways off

BOJ’s core inflation forecasts in its Outlook Reports
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Underlying weakness in household consumption
demand is making it difficult for Japanese
companies to pass rising material costs and labor
costs onto prices.

In addition, slowdown in the pace of improvement
in the output gap is likely to decelerate inflation
rates in fiscal years 2019 and 2020.

As the Bank of Japan maintains a 2% inflation
goal and is committed to maintaining lower short-
and long-term interest rates “for an extended
period of time,” it has less room for adjusting and
changing its monetary policy under such price
conditions.



Summary of 2019 global economic forecast

Summary of Nomura’s global economic forecast

Nomura expects that global economic growth will
slow down, including growth in the US economy,

Real GDP CPI which has hitherto been robust.
y-y, % y-y, % On the other hand, peaking US rates have the
potential to stabilize asset markets such as
2018 2019 2020 2018 2019 2020 equities, which would likely generate a wealth
World 39 36 35 3.0 2.7 2.8 effect to a certain extent and support overall

growth in global demand.
Developed countries 2.2 19 15 20 15 2.0

As such, we believe that the global economy can

Japan 07 08 03 1.0 10 1.2 avoid a typical recession-like economic downturn.
us 29 24 1.7 24 16 25
Eurozone 1.9 15 14 1.8 15 1.5

Emerging countries 52 49 5.0 3.8 3.6 34

China 6.6 6.0 6.0 22 19 20

Note: As of 12 December 2018
Source: Nomura global research



Geopolitical background of US trade protectionism

Outline of US-China tariff war
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We should be concerned that the destabilization
of financial markets in 2018 may reflect the
negative impact arising from the Trump
administration’s protectionist trade policy.

The US has already imposed retaliatory tariffs on
more than half of its imports from China and is
threatening further retaliatory measures.

The background for such measures is the US'’s
geopolitical strategy of containing China’s
ambition of becoming a military, economic, and
technological superpower.
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The era of Asian economies is approaching

Estimated composition of world GDP

The hostile stance that the US has taken towards
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Forecasts for world population and working age population
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In Asia, the overall population will continue to
grow and the high share of the working age
population will be sustained, even in China,
which will likely face rapid decline and an aging
population due to its previous one-child policy.

These demographics will continue to support the
relatively strong growth of Asian economies.
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Is the globalization of the flow of information taking a

step back?

Market capitalization share of giant ICT companies
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The problem is that the US is beginning to
challenge the rise in Asian economies through
various means such as trade protectionism.

There are particularly strong concerns that such
US initiatives will constrain and cut off the flow of
information as well as the goods trade and
capital flows. Currently, one of the major forces
driving the global economy is rapid expansion in
the profits of giant ICT companies, which utilize
information as a core business resource.

Deglobalization of information flows stemming
from escalated US protectionism could pose a
material risk to global economic growth.
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The emerging era of information technology

Composition of private capex in Japan

Y-y, %

15.0

10.0 1

! | -
VAT WW“

mmm Buildings and Structures

5.0

0.0

Machinery and equipment

== Intellectual Property
-10.0 Products
—Private capital expenditure

CYy

-15.0
200001 02 03 04 05 06 07 08 09 10 11 12 13 14 15 16 17 18

Source: Nomura based on Cabinet Office data

Nomura believes that the globalization of the flow
of information flow is irreversible and that even
the US-China conflict cannot reverse the trend.

Accordingly, we are very likely to see an
accelerated trend in which those that control the
flow of information come out as winners in the
global economy and markets.

Japanese companies should go beyond their
previous efforts to allocate more resources to this
area.
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Biography

Takashi Miwa
Chief Japan Economist

Source: Nomura

Takashi Miwa is the Chief Japan Economist of Nomura Securities Co. Ltd. He provides in-depth
analysis and forecasts of the Japanese economy, based on interregional analysis of the macro
economy and financial market analysis across various asset classes. He has a particular strength in
analysing the macro economy from legal and administrative perspectives. Since joining Nomura
Research Institute in 1990, he has engaged in macroeconomic analysis and financial market
forecasting for various regions. In 1994-96, he moved to the Fixed Income Department of Nomura
Securities and analysed the macro economy from more market-oriented perspectives while engaging
in forecasting monetary policy and interest rates. He also made feasibility studies and conducted
investment strategy planning with a view to the start of European Monetary Union in 1999.

He received his master’s degree in Law from the University of Tokyo in 2001 and his bachelor’s degree
in Liberal Arts and Science from the University of Tokyo in 1990. While in the graduate school of law,
he studied contract law, corporate law and bankruptcy law, and made an analysis of financial contracts
and corporate behaviour from the perspectives of ‘Law and Economics’. This experience proved useful
in analysing banking behaviour, administrative responses and price reactions of fixed income and other
securities during Japan’s financial turmoil through 2003 and the global financial crisis after the collapse
of Lehman Brothers in 2008.

From 2001, he provided economic analysis and investment ideas for major regional financial
institutions including regional banks in Japan and gained an extremely good reputation among the top
management of those clients. He moved to Nomura Securities in 2004. After belonging to the
Economic Research, Investment Research, and Investment Research and Investor Services
departments, he took his current position in May 2016.

He has authored several textbooks on economics and finance for beginners that are popular among
university students and young graduates starting careers in financial institutions.
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Disclaimers

THIS MATERIAL IS: (I) FOR YOUR PRIVATE INFORMATION, AND WE ARE NOT SOLICITING ANY ACTION BASED UPON IT; (II) NOT TO BE CONSTRUED AS AN
OFFER TO SELL OR A SOLICITATION OF AN OFFER TO BUY ANY SECURITY IN ANY JURISDICTION WHERE SUCH OFFER OR SOLICITATION WOULD BE
ILLEGAL; AND (Ill) BASED UPON INFORMATION FROM SOURCES THAT WE CONSIDER RELIABLE, BUT HAS NOT BEEN INDEPENDENTLY VERIFIED BY
NOMURA GROUP.

Nomura Group does not warrant or represent that the document is accurate, complete, reliable, fit for any particular purpose or merchantable and does not accept liability
for any act (or decision not to act) resulting from use of this document and related data. To the maximum extent permissible all warranties and other assurances by Nomura
group are hereby excluded and Nomura Group shall have no liability for the use, misuse, or distribution of this information.

Opinions or estimates expressed are current opinions as of the original publication date appearing as below and the information, including the opinions and estimates
contained herein, are subject to change without notice. Nomura Group is under no duty to update this document. Any comments or statements made herein are those of
the author(s) and may differ from views held by other parties within Nomura Group. Clients should consider whether any advice or recommendation in this report is suitable
for their particular circumstances and, if appropriate, seek professional advice, including tax advice. Nomura Group does not provide tax advice.

Nomura Group, and/or its officers, directors and employees, may, to the extent permitted by applicable law and/or regulation, deal as principal, agent, or otherwise, or have
long or short positions in, or buy or sell, the securities, commodities or instruments, or options or other derivative instruments based thereon, of issuers or securities
mentioned herein. Nomura Group companies may also act as market maker or liquidity provider (within the meaning of applicable regulations in the UK) in the financial
instruments of the issuer. Where the activity of market maker is carried out in accordance with the definition given to it by specific laws and regulations of the US or other
jurisdictions, this will be separately disclosed within the specific issuer disclosures.

NO PART OF THIS MATERIAL MAY BE (I) COPIED, PHOTOCOPIED, OR DUPLICATED IN ANY FORM, BY ANY MEANS; OR (Il) REDISTRIBUTED WITHOUT THE
PRIOR WRITTEN CONSENT OF A MEMBER OF NOMURA GROUP.

Disclaimers required in Japan

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)

Member associations: Japan Securities Dealers Association; Japan Investment Advisers Association; The Financial Futures Association of Japan; and Type Il Financial
Instruments Firms Association.

December 26, 2018

Copyright © 2017 Nomura Securities Co., Ltd.. All rights reserved.
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