Outlook on
Japan

Summary

= After avery strong period, Japanese equity markets have
paused, absorbing the impact of weaker-than-expected
company guidance.

= |nlight of conservative company forecasts, any
progression in earnings rates should boost investor
sentiment in the months ahead.

= Some headwinds have developed for Japanese equities,
including rising political uncertainty, which we believe will
balance the tailwinds in the short term.

= | onger term, we think the market has underestimated the
potential in the structural changes underway in Japan,
and we see the current pause as an opportunity.

While the end of June represents a midpoint for many global investors,
for Japanese management teams, it is more like a beginning: Most
companies report along the government fiscal year of April to March.
So far, Japan’s new fiscal year has brought some changes.

The fiscal year ending in March was a strong one for Japanese
companies, characterized by high-teens earnings growth, partially
driven by the weaker Japanese yen; an acceleration in positive
governance developments; and the symbolic end of deflation,

with the Bank of Japan (Bo]) ending negative interest policy in
March. Not surprisingly, Japanese equities, with total returns of
41% in local currency and 24% in US dollar terms, outperformed
most markets globally—with the notable exception of the United
States, which was fueled by strong sentiment surrounding artificial
intelligence and technology.
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Also unsurprising in our view, Japanese equity markets have paused

over the past three months to digest companies’ weaker-than-expected
guidance for the new fiscal year. In aggregate, companies in the Tokyo
Price Index (TOPIX) have forecasted low-single digit revenue growth
and a low-single digit decline in earnings for the fiscal year ending in
March 2025. Japanese management teams tend to give conservative
guidance, with last year being a case in point: Their assumptions of a
flat or modestly strengthening yen compare to current levels that are
¥14 weaker relative to the dollar than the average for fiscal 2023.

Although we don’t forecast aggregate earnings at the index level,
consensus expectations of mid-to-high single-digit earnings growth
seem reasonable in our estimation. We believe positive earnings
progression rates after the fiscal first quarter could help overall market
sentiment in the short term.

Short-Term Balance

Over the rest of the calendar year, we see a balance of potential
headwinds and tailwinds for the market.

Potential headwinds until now have primarily been the risks
associated with the US economic outlook as well as the Federal
Reserve’s interest rate path. Lately, though, rising political
uncertainty has created a new headwind for Japanese equities.
Political volatility in Europe has already begun, and in our view,
the US presidential election will soon start to weigh on investor
sentiment. In Japan, the Liberal Democratic Party (LDP) election
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in September will also generate concerns about policy continuity if
Prime Minister Fumio Kishida is unable to secure another term as
LDP president. Lastly, the recent depreciation of the yen from 150 to
160 relative to the US dollar has also dampened investor sentiment.

On the other hand, there are many potential tailwinds for the
market, including positive surprises to earnings given the recent reset
in expectations. Positive governance developments have resulted

in a sharp acceleration in share repurchase announcements year to
date. In addition, as overall inflation continues to moderate from
high levels, we could see nominal wage gains overtaking inflation,
resulting in real income growth that would support real consumption
growth from late 2024 or early 2025.

We would also note the positive attitude toward risk from Japanese
retail investors: They have fully embraced recent changes to the NISA
program—Japan’s tax-free individual savings accounts—by tripling
their contributions compared to last year. Another rate hike by the Bo]
would also be a positive development, in our view, as it would represent
another step toward economic normalization and possibly support the
yen. Lastly, actual fundamentals remain firm for many industries, based
on our analysis, and inventory corrections, which have dogged many
businesses for well over a year, are now making headway.
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Long-Term Progress

This balanced near-term outlook may result in sideways movement in
Japan’s equity market, similar to what we have observed over the past
few months. However, we remain upbeat over the medium and long

term for Japanese equities because we see two key themes continuing

to play out: corporate governance improvement driving better capital
efficiency and higher shareholder return, and the shift from deflation

to inflation gradually transforming consumer behavior.

We believe the market is still underestimating the potential of

these two secular tailwinds. While price-to-carnings valuations

have reverted to their 10-year average, the enterprise value (EV)-
to-EBITDA ratio is still significantly lower than in other developed
markets, and in our view, this is a better indication of the potential of
improved capital efficiency.

Market skepticism has grown recently as strong performance has
moderated, but we view periods such as this as an opportunity for
investors to revisit their strategic weighting to Japanese equities.

This content represents the views of the author(s), and its conclusions may vary from those held elsewhere within Lazard Asset Management.
Lazard is committed to giving our investment professionals the autonomy to develop their own investment views, which are informed by a

robust exchange of ideas throughout the firm.

Important Information
Published on 15 July 2024.

The performance quoted represents past performance. Past performance does not guarantee future results.
Information and opinions presented have been obtained or derived from sources believed by Lazard to be reliable. Lazard makes no representation as to their accuracy or completeness.

All opinions expressed herein are as of the published date and are subject to change.

Mention of these securities should not be considered a recommendation or solicitation to purchase or sell the securities. It should not be assumed that any investment in these securities was, or
will prove to be, profitable, or that the investment decisions we make in the future will be profitable or equal to the investment performance of securities referenced herein. There is no assurance
that any securities referenced herein are currently held in the portfolio or that securities sold have not been repurchased. The securities mentioned may not represent the entire portfolio.

Equity securities will fluctuate in price; the value of your investment will thus fluctuate, and this may result in a loss. Investments in Japan are subject to certain risks, such as the risks associated
with the economy of Japan generally. A portfolio of securities concentrated in one country or geographic region may be subject to greater volatility than a more diversified portfolio.

Equity securities will fluctuate in price; the value of your investment will thus fluctuate, and this may result in a loss. Investments in Japan are subject to certain risks, such as the risks associated
with the economy of Japan generally. A portfolio of securities concentrated in one country or geographic region may be subject to greater volatility than a more diversified portfolio.:

This material is for informational purposes only. It is not intended to, and does not constitute financial advice, fund management services, an offer of financial products or to enter into any contract
or investment agreement in respect of any product offered by Lazard Asset Management and shall not be considered as an offer or solicitation with respect to any product, security, or service in
any jurisdiction or in any circumstances in which such offer or solicitation is unlawful or unauthorized or otherwise restricted or prohibited.

Certain information contained herein constitutes “forward-looking statements” which can be identified by the use of forward-looking terminology such as “may,” “will,” “should,” “expect,” "antic-
ipate,” “target,” “intent,” “continue,” or “believe,” or the negatives thereof or other variations thereon or comparable terminology. Due to various risks and uncertainties, actual events may differ
materially from those reflected or contemplated in such forward-looking statements.

This document reflects the views of Lazard Asset Management LLC or its affiliates (“Lazard”) based upon information believed to be reliable as of the publication date. There is no guarantee that
any forecast or opinion will be realized. This document is provided by Lazard Asset Management LLC or its affiliates (“Lazard”) for informational purposes only. Nothing herein constitutes invest-
ment advice or a recommendation relating to any security, commodity, derivative, investment management service or investment product. Investments in securities, derivatives and commodities
involve risk, will fluctuate in price, and may result in losses. Certain assets held in Lazard's investment portfolios, in particular alternative investment portfolios, can involve high degrees of risk and
volatility when compared to other assets. Similarly, certain assets held in Lazard’s investment portfolios may trade in less liquid or efficient markets, which can affect investment performance.
Past performance does not guarantee future results. The views expressed herein are subject to change, and may differ from the views of other Lazard investment professionals.

This document is intended only for persons residing in jurisdictions where its distribution or availability is consistent with local laws and Lazard's local regulatory authorizations.
Please visit https://www.lazardassetmanagement.com/global-disclosure for the specific Lazard entities that have issued this document and the scope of their authorized activities.



