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2024 outlook.

An encouraging growth outlook, nascent inflationary pressure, and ongoing
market reform point to a positive outlook for Japan in 2024.

Japan's tightening labor market is leading to wage growth for the first time in
decades. This is encouraging as a potential indicator that higher inflation can persist.

Japan remains an outlier among developed market peers in terms of its
accommodative policy stance. Any potential tightening of policy is a key risk to the

J ust a year ago, few would have
confidently predicted that Japan would
see the kind of renaissance it is currently
experiencing. An encouraging growth
outlook and nascent inflationary pressure
stand in stark contrast to the economic
stagnation that has characterized much of
the past 30 years. The resurgence has been
encouraged by Japan’s outlier policy stance,
maintaining an accommodative bias at a
time when other major markets struggle with
rising interest rates and fears of recession.
At the same time, a weak currency is driving
equity markets higher, while authorities
continue to prioritize market reform, with the
aim of making Japan a more competitive
and attractive destination for foreign capital
investment. This backdrop points to a
broadly positive outlook for Japan in 2024,

with a potential shift toward tighter policy
being, perhaps, the main risk to this outlook.

Macro outlook—Japan'’s
direction of travel is positive

From an economic perspective, Japan

has been a lot slower than other major
economies in its recovery from the COVID
shutdown. Real economic growth is
robust, and the outlook is encouraging,
with consensus expectations for growth
to gain momentum in 2024, toward the
high end of the last 10 years. Nominal GDP
growth is expected to be on a rising trend,
due to a rise in inflation, following decades
of flat growth.
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The signs point to a positive outlook in 2024

Macro— Growth is gathering momentum
A . . .
@ Inflation —Signs of progress but too early to call victory

(Fig. 1)

In contrast, growth in most other major
economies in 2024 is expected to be
around the low end of the range over the
last decade. A key difference between
Japan and other major markets is

that Japan is not facing a backdrop of
tightening in financial conditions, owing
to its slower post-pandemic recovery

and weaker inflationary pressures. While
other major economies continue to battle
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Labor Market—Tightness is driving wage growth

g Policy—Accommodative policy outlier

@ Currency—Weakness is driving equity gains

ﬁ Governance—Reform is having meaningful impact

high inflation, forcing interest rates to
multi-decade highs, Japanese monetary
policy has remained accommaodative, with
interest rates on hold.

In addition, fiscal policy is also

supportive —the government recently
announced stimulus in the form of tax cuts
and rebates for households—providing a
boost for Japanese consumers.

Japan inflation is showing encouraging signs
(Fig. 2) It is too early to know if this is sustainable
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Source: Japan Ministry of Internal Affairs and Communications. Analysis by T. Rowe Price.

Inflation outlook—Data are
encouraging, but durability
is the key

Having struggled for decades against a
tide of weak inflation and long periods

of deflation, the outlook here is also
encouraging. Supply-side shocks,
accommodative monetary policy, and tight
labor market conditions have stimulated
inflation. Unlike other major markets,
Japanese policymakers are desperate

to engineer sustainable 2% inflation
supported by wage growth. The signs

are positive, but after many false dawns,
further evidence is needed to convince the
Bank of Japan (BOJ) as to its durability.
Core inflation (ex food and fuel) in Japan
stands at 2.7%, year on year, as of
September 2023, but there are strong base
effects that impact the annual inflation
data (Fig 2). Month-on-month data give a
better picture of near-term inflation trends,
and our measures of underlying, sequential
core inflation indicate a run rate closer to
1.5%, which is below target.

INVEST WITH CONFIDENCE™ 2



Labor market outlook—A
tightening labor market
augurs well

One of the principal influences on Japan’s
longer-term inflation outlook is the labor
market. This has tightened in recent years,
with unemployment levels currently around
long-term lows. Certain sectors continue

to report labor shortages, suggesting that
the tight environment could continue well
into 2024. In April 2023, annual wage
negotiations saw workers receive a 3.6%
overall wage increase, with a 2.1% increase
in base pay—the highest since 1992. For the
first time in decades, Japanese workers are
looking forward to a higher wage outlook.
The higher wage outlook, combined with a
slowdown in inflation, will drive real income
gains and underpin growth momentum.

The importance of wage inflation cannot
be understated; it is the BOJ's primary
focus for policy decisions. Currently,
questions are being asked about the
potential for higher inflation to persist in
Japan. The BOJ is less concerned about
short-term supply shocks or distortions
impacting core or headline inflation and
more focused on wage growth as an
indicator of longer-term inflation. The wage
growth that we are now seeing in Japan
suggests that company wage-setting
behavior is changing, which signals that
higher inflation can persist, but it will
remain below the 2% target.

Policy outlook—Can
Japan maintain its
accommodative stance?

There is no immediate urgency for the
BOJ to change its accommodative
stance, but our base-case scenario

is that it will terminate the current
negative interest rate policy in April
2024 to coincide with the annual wage
negotiations. This is also the time when

the BOJ will include fiscal year 2026 in
its forecasts, providing an additional year
of forecasts, where the BOJ can signal
rising confidence in higher inflation.

The other key decision facing the Bank

of Japan is when—and how—to remove
its yield curve control (YCC) policy. While
this could happen as early as December
this year, the YCC policy has already

been gradually winding down, with the
parameters of the 10-year yield cap being
loosened toward the point of becoming
irrelevant, as evident when the BOJ recently
loosened the yield cap from a strict 1%
limit to a more flexible “reference” rate.

Currency outlook—How low can
the yen go?

The steep decline in the value of the yen,
relative to the U.S. dollar, has been a
central narrative in Japan for more than a
year and a primary influence on Japan's
strong equity market returns. Currently
around multi-decade lows, the weak
currency has been particularly supportive
of Japan’s export-heavy TOPIX index, with
large, multinational auto companies and
manufacturers benefiting greatly from
their increased competitiveness. This has
also meant that value-oriented companies
have powered the market, significantly
outperforming their growth-oriented
counterparts. The swing toward value
and away from growth in Japan in recent
years has been significant. However, this
differential looks increasingly stretched,
compared with history, raising the
potential for growth companies and more
domestically focused businesses to rally
in 2024 from depressed valuation levels.
Should we see, at some point, a decline
in global interest rates and a stronger yen,
this would be a particularly supportive
backdrop for growth companies.
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The importance
of wage inflation

cannot be understated;
it is the BOJ’s primary
focus for policy
decisions.
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Corporate governance reform is a priority
(Fig. 3) Authorities are focusing on increased value creation
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Governance outlook—Prioritizing
capital efficiency and higher
shareholder returns

Japan investors should not overlook the
ongoing corporate governance reform.
These efforts are effecting meaningful
change—change that will likely have a
greater bearing on long-term equity returns
than the country’s monetary policy.

Recently, Japanese authorities have
doubled down on reform measures,
targeting the deep-seated issue of capital
inefficiency among Japanese companies.
In early 2023, the Tokyo Stock Exchange
(TSE) announced new rules requiring
companies trading below a price/book ratio
of 1x to improve or risk being excluded from
the new Prime 150 Index. Perhaps more
importantly, noncompliant companies will
be required to explain why they remain so
and to disclose action plans to increase
their price/book ratio to 1x. While the TSE’s
ambition is to weed out the worst-run
Japanese companies, the broader aim is
to see sustainable improvement in returns
on equity across corporate Japan. To date,
just over half of the companies listed on
the TOPIX have responded to this pressure,
so the potential for further value creation,
as more companies meet the threshold,

is substantial (Fig 3).

Closing the gap with major
market peers

In summary, the outlook for Japan is
encouraging going into 2024, with
expectations of robust economic growth
and improving inflation that shows signs of
being sustainable. The health of the global
economy remains an important factor in
this positive view, while accommodative
policy and a weak currency are also key
supports. Any potential moves to tighten
policy via a hike in interest rates represent
a key risk to the outlook. Given the BOJ will
not want to risk undoing all the good work
achieved to date, we believe it will remain
dovish in its communication and keep
policy accommodative.

On the market front, there is still a lot of
hidden value to be revealed, particularly

as reform measures gain traction,
complicated cross-ownership structures
are unwound, and companies are forced to
allocate capital more efficiently. Improving
returns on equity should see corporate
Japan become more competitive with
global peers and attract an increasing
allocation of foreign capital investment.

Japan investors
should not
overlook the ongoing
corporate governance
reform. These
efforts are effecting
meaningful change....

INVEST WITH CONFIDENCE™

4



INVEST WITH CONFIDENCE

T. Rowe Price identifies and actively invests in opportunities to help people thrive in an
evolving world, bringing our dynamic perspective and meaningful partnership to clients
so they can feel more confident.

Important Information

This material is being furnished for general informational and/or marketing purposes only. The material does not constitute or undertake to give
advice of any nature, including fiduciary investment advice, nor is it intended to serve as the primary basis for an investment decision. Prospective
investors are recommended to seek independent legal, financial and tax advice before making any investment decision. T. Rowe Price group of
companies including T. Rowe Price Associates, Inc. and/or its affiliates receive revenue from T. Rowe Price investment products and services. Past
performance is not a reliable indicator of future performance. The value of an investment and any income from it can go down as well as up.
Investors may get back less than the amount invested.

The material does not constitute a distribution, an offer, an invitation, a personal or general recommendation or solicitation to sell or buy any securities
in any jurisdiction or to conduct any particular investment activity. The material has not been reviewed by any regulatory authority in any jurisdiction.
Information and opinions presented have been obtained or derived from sources believed to be reliable and current; however, we cannot guarantee the
sources’ accuracy or completeness. There is no guarantee that any forecasts made will come to pass. The views contained herein are as of the date
written and are subject to change without notice; these views may differ from those of other T. Rowe Price group companies and/or associates. Under
no circumstances should the material, in whole or in part, be copied or redistributed without consent from T. Rowe Price.

The material is not intended for use by persons in jurisdictions which prohibit or restrict the distribution of the material and in certain countries the
material is provided upon specific request. It is not intended for distribution to retail investors in any jurisdiction.

DISCLOSURE CONTINUES ON THE FOLLOWING PAGE.

INVEST WITH CONFIDENCE™ 5



Important Information (cont.)

Australia—Issued by T. Rowe Price Australia Limited (ABN: 13 620 668 895 and AFSL: 503741), Level 28, Governor Phillip Tower, 1 Farrer Place, Sydney
NSW 2000, Australia. For Wholesale Clients only.

Brunei—This material can only be delivered to certain specific institutional investors for informational purpose only. Any strategy and/or any products
associated with the strategy discussed herein has not been authorised for distribution in Brunei. No distribution of this material to any member of the
public in Brunei is permitted.

Canada—Issued in Canada by T. Rowe Price (Canada), Inc. T. Rowe Price (Canada), Inc.'s investment management services are only available to
Accredited Investors as defined under National Instrument 45-106. T. Rowe Price (Canada), Inc. enters into written delegation agreements with affiliates
to provide investment management services.

Colombia, Chile, Mexico, Peru, Uruguay—This material is prepared by T. Rowe Price International Ltd - Warwick Court, 5 Paternoster Square, London,
EC4M 7DX which is authorised and regulated by the UK Financial Conduct Authority - and issued and distributed by locally authorized distributors only.
For professional investors only.

DIFC—Issued in the Dubai International Financial Centre by T. Rowe Price International Ltd which is regulated by the Dubai Financial Services Authority
as a Representative Office. For Professional Clients only.

EEA—Unless indicated otherwise this material is issued and approved by T. Rowe Price (Luxembourg) Management S.ar.l. 35 Boulevard du Prince Henri
-1724 Luxembourg which is authorised and regulated by the Luxembourg Commission de Surveillance du Secteur Financier. For Professional Clients only.

Hong Kong—Issued in Hong Kong by T. Rowe Price Hong Kong Limited, 6/F, Chater House, 8 Connaught Road Central, Hong Kong. T. Rowe Price Hong
Kong Limited is licensed and regulated by the Securities & Futures Commission. For Professional Investors only.

Indonesia—This material is intended to be used only by the designated recipient to whom T. Rowe Price delivered; it is for institutional use only. Under
no circumstances should the material, in whole or in part, be copied, redistributed or shared, in any medium, without prior written consent from
T. Rowe Price. No distribution of this material to members of the public in any jurisdiction is permitted.

Korea—This material is intended only to Qualified Professional Investors. Not for further distribution.

Mainland China—This material is provided to qualified investors only. No invitation to offer, or offer for, or sale of, the shares will be made in the
mainland of the People’s Republic of China (“Mainland China”, not including the Hong Kong or Macau Special Administrative Regions or Taiwan) or by
any means that would be deemed public under the laws of the Mainland China. The information relating to the strategy contained in this material has not
been submitted to or approved by the China Securities Regulatory Commission or any other relevant governmental authority in the Mainland China. The
strategy and/or any product associated with the strategy may only be offered or sold to investors in the Mainland China that are expressly authorized
under the laws and regulations of the Mainland China to buy and sell securities denominated in a currency other than the Renminbi (or RMBY), which is the
official currency of the Mainland China. Potential investors who are resident in the Mainland China are responsible for obtaining the required approvals
from all relevant government authorities in the Mainland China, including, but not limited to, the State Administration of Foreign Exchange, before
purchasing the shares. This document further does not constitute any securities or investment advice to citizens of the Mainland China, or nationals with
permanent residence in the Mainland China, or to any corporation, partnership, or other entity incorporated or established in the Mainland China.

Malaysia—This material can only be delivered to specific institutional investor. This material is solely for institutional use and for informational purposes
only. This material does not provide investment advice or an offering to make, or an inducement or attempted inducement of any person to enter into or

to offer to enter into, an agreement for or with a view to acquiring, disposing of, subscribing for or underwriting securities. Nothing in this material shall be
considered a making available of, solicitation to buy, an offering for subscription or purchase or an invitation to subscribe for or purchase any securities, or
any other product or service, to any person in any jurisdiction where such offer, solicitation, purchase or sale would be unlawful under the laws of Malaysia.

New Zealand—Issued by T. Rowe Price Australia Limited (ABN: 13 620 668 895 and AFSL: 503741), Level 28, Governor Phillip Tower, 1 Farrer Place,
Sydney NSW 2000, Australia. No Interests are offered to the public. Accordingly, the Interests may not, directly or indirectly, be offered, sold or delivered
in New Zealand, nor may any offering document or advertisement in relation to any offer of the Interests be distributed in New Zealand, other than in
circumstances where there is no contravention of the Financial Markets Conduct Act 2013.

Philippines—ANY STRATEGY AND/ OR ANY SECURITIES ASSOCIATED WITH THE STRATEGY BEING DISCUSSED HEREIN HAVE NOT BEEN
REGISTERED WITH THE SECURITIES AND EXCHANGE COMMISSION UNDER THE SECURITIES REGULATION CODE. ANY FUTURE OFFER OR SALE
OF THE STRATEGY AND/ OR ANY SECURITIES IS SUBJECT TO REGISTRATION REQUIREMENTS UNDER THE CODE, UNLESS SUCH OFFER OR SALE
QUALIFIES AS AN EXEMPT TRANSACTION.

Singapore—Issued by T. Rowe Price Singapore Private Ltd. (UEN: 201021137E), 501 Orchard Rd, #10-02 Wheelock Place, Singapore 238880.
T. Rowe Price Singapore Private Ltd. is licensed and regulated by the Monetary Authority of Singapore. For Institutional and Accredited Investors only.

South Africa—Issued in South Africa by T. Rowe Price International Ltd (TRPIL), Warwick Court, 5 Paternoster Square, London EC4M 7DX, is an authorised
financial services provider under the Financial Advisory and Intermediary Services Act, 2002 (Financial Services Provider (FSP) Licence Number 31935),
authorised to provide “intermediary services” to South African Investors. TRPIL's Complaint Handling Procedures are available to clients upon request.

The Financial Advisory and Intermediary Services Act Ombud in South Africa deals with complaints from clients against FSPs in relation to the specific
services rendered by FSPs. The contact details are noted below: Telephone: +27 12 762 5000, Web: www.faisombud.co.za, Email: info@faisombud.co.za

Switzerland—Issued in Switzerland by T. Rowe Price (Switzerland) GmbH, Talstrasse 65, 6th Floor, 8001 Zurich, Switzerland. For Qualified Investors only.

Taiwan—This does not provide investment advice or recommendations. Nothing in this material shall be considered a solicitation to buy, or an offer to
sell, a security, or any other product or service, to any person in the Republic of China.

Thailand—This material has not been and will not be filed with or approved by the Securities Exchange Commission of Thailand or any other regulatory
authority in Thailand. The material is provided solely to “institutional investors” as defined under relevant Thai laws and regulations. No distribution of
this material to any member of the public in Thailand is permitted. Nothing in this material shall be considered a provision of service, or a solicitation

to buy, or an offer to sell, a security, or any other product or service, to any person where such provision, offer, solicitation, purchase or sale would be
unlawful under relevant Thai laws and regulations.

UK—This material is issued and approved by T. Rowe Price International Ltd, Warwick Court, 5 Paternoster Square, London EC4M 7DX which is
authorised and regulated by the UK Financial Conduct Authority. For Professional Clients only.

USA—Issued in the USA by T. Rowe Price Associates, Inc., 100 East Pratt Street, Baltimore, MD, 21202, which is regulated by the U.S. Securities and
Exchange Commission. For Institutional Investors only.

© 2023 T. Rowe Price. All Rights Reserved. T. ROWE PRICE, INVEST WITH CONFIDENCE, and the Bighorn Sheep design are, collectively and/or apart,
trademarks of T. Rowe Price Group, Inc.

ID0006519 (12/2023)
202311-3234168 INVEST WITH CONFIDENCE™ 6



