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The Path to a Strong Yen Era

Investment Summary

B The narrowing interest-rate differential between the US and Japan points to a stronger yen. The BoJ’s interest-rate
normalization, aimed at curbing inflation and the yen’s decline, is expected to be more effective than direct government
intervention in the FX market.

B The era of near-zero-cost yen funding for foreign-asset purchases is drawing to a close. Recent data show that 97% of
Japan’s US Treasury sales were concentrated at the short end. Weak US economic data may raise expectations of divergent
policy-rate paths in Japan and the US. Further narrowing of the interest-rate differential could unsettle US markets.

m  Any global sell-off stemming from yen strengthening would initially shock Japan’s markets through tighter global liquidity and
negative sentiment-driven de-rating. However, we see opportunities to buy sectors that benefit from a stronger yen and
higher rates after the initial market shock: banks and financials, utilities, import-led retail/staples, domestic
telecommunications, and services.

Source: KGI




What if the Yen Becomes Much Stronger?
FX-Hedged US-Japan Interest Rate Spread Is at a Bare Minimum
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A Stronger Yen Would Change The Market Regime

The Possible End of Near-Zero-Cost Yen-Funded Trades

m Scenario: USD/JPY appreciates from 156.3 to
135, representing a 15.8% gain in the yen’s
value against the dollar.

Yen Carry Trade Explained

_ : L : 1. Borrow JPY 2, Sell JPY, 3. Investin 4. Earn Profit
m Catalyst: sustained BoJ normalization, with a (Low Interest) Buy USD High-Yield USD (Interest Sprgead
narrower US-Japan policy-rate differential; a less Assets & Capital Gains)
supportive dollar backdrop could reinforce the
move.

m First phase: carry deleveraging and higher
volatility pressure global liquid risk assets,
including Japanese exporters.

B Second phase: Japanese capital allocation and
equity leadership rotate toward JGBs, banks,
import-sensitive businesses, and domestic-value
stocks.

Source: KGI




The US Would Prefer an Intervention Approach

Otherwise, US Rates/Yields Would Have to Rise to Maintain Stability in Capital Flows
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Latest: 156.3

Scenario: USD/JPY: 135

2025

2026

Intervention Scale

¥9.79tn in 2024 Q2; ¥5.53tn in 2024 Q3; and ¥15.40tn
from 30 Jul-26 Aug 2026.

Coordination Signal

Japan and the US confirmed a coordinated yen-buying
operation on 31 Jul 2026, producing an immediate
sharp rebound in the yen.

Policy Alignment

The BoJ policy rate reached 1.00% on 31 Jul 2026; a
stronger yen requires rate expectations and capital
flows to reinforce the signal.




Why Not a Weak Yen?

A Weak Yen Transfers Purchasing Power from Households to Foreign Income Earners

m Japan’s reliance on imported fuel makes the yen a material terms-of-trade variable: the country met 97% of its oil demand
through imports in 2022.

m The BoJ identifies the recent weak yen and higher crude-oil prices as factors driving up import and consumer-goods prices,
placing pressure on households’ real income.

m Exporters benefit from a translation tailwind on foreign earnings. However, Japan has been a net importer (exports minus
imports) over the past five years. A stronger yen would help narrow its trade deficit.

m The policy dilemma has sharpened because consumption, wage dynamics, and inflation expectations now matter more than
the historic “weak yen helps exporters” narrative.

TRANSMISSION MECHANISM

Weaker yen Higher import costs

Lower real income Weaker consumption / higher inflation risk

Source: KGI
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Takaichi Calls for Debt Issuance to Fund Spending if Needed

Higher Rates and Yields Support the Repatriation of Capital to Japan

m Replacing the Primary Balance Surplus Target: Takaichi has significantly deprioritized Japan’s previous “primary balance
surplus” target, shifting the fiscal focus toward boosting GDP growth to reduce the overall debt-to-GDP ratio instead.

m The 2040 Vision: Her long-term economic blueprint aims to mobilize more than ¥370 trillion ($2.28 trillion) in combined public
and private investment across 17 strategic sectors by 2040. The ultimate goal is to more than double Japan’s long-term
economic growth rate.

m Focus on High-Tech and Semiconductors: The government is channeling substantial capital into artificial intelligence (Al),
semiconductors, green energy, space development, and robotics to secure national supply chains and technological
leadership.

m Accelerated Defense Spending: Takaichi has accelerated Japan’s defense buildup, fast-tracking plans to raise annual
military spending to 2% of GDP by March 2026 — years ahead of the previous administration’s timeline.

m Inflation Relief and Tax Cuts: To alleviate the rising cost of living, she has implemented substantial supplementary budgets
to fund household energy subsidies and has actively campaigned for tax-threshold changes and provisional fuel-tax cuts.

All These Policies Require Funding Support.

Source: KGI
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Is There Imminent Selling of Long-Duration US Treasuries?
The Data Do Not Yet Show a Long-Duration Treasury Liquidation

30Y-5Y Yield - B ish Flatteni
B Japan-based investors sold a net $71 billion of US government e earis atiening

debt through June 2026. (ops)
140.0
m Nearly all of that — about $69 billion — was in short-term
Treasury bills (maturing within one year). 120.0
m Net sales of longer-term notes and bonds were only $3 billion. 100.0
m This matters because the market generally believes that 80.0
Japan’s selling drove the rise in long-duration US Treasury
yields. In fact, 97% of the sales were concentrated in short- 60.0
term Treasury bills.
40.0
m This is consistent with our previous view that short- to medium-
term US Treasuries may face greater downside risk than long- 20.0
duration bonds. 00
2025/08 2025/11 2026/02 2026/05 2026/08

Source: Bloomberg, KGI

KGI




A US Asset Sell-Off Can Initially Send Stress to Japan

Phase US Capital-Market Effect Japan Capital-Market Effect
. Yen-funded leverage unwinds; high-beta assets face liquidity- Nikkei exporters are sold alongside global risk assets;
1. Initial Shock . . .
driven selling JGB/FX volatility rises
. . Treasury term premiums and credit spreads may widen if Export earnings reset lower; domestic rate-sensitive stocks
2. Repricing :
Japanese demand softens diverge
3. Reallocation Dollar diversification and defensive positioning increase L2, [ 9717135, TEITENS, &Nl IPeit-SEmeive CamEee fenes

outperform

Feedback loop:
US risk-asset losses tighten global conditions — leveraged portfolios reduce exposure — Japan shares the initial liquidity shock; later, relative value favors domestic
assets if policy credibility holds.

Source: KGI
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Déja Vu — The August 2024 Episode

Initial Shock to the Domestic Market Before Identifying the Winners and Losers

A Yen Shock Can Produce a Joint Risk-Off Phase Before Sector Dispersion

(Index, July 5 2024 = 100) —USD/JPY ——Nikkei 225 Index ——S&P 500 Index
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Changes Give Rise to Alpha: Japan’s Likely Winners

Financials and Businesses That Rely on Imports

Sector

Why It Can Benefit in a Stronger-Yen/Higher-Rate Regime

lllustrative listed companies

Banks and selected insurers

Wider lending NIMs/reinvestment yields and a steeper domestic
rate structure

MUFG, SMFG, Mizuho, Tokio Marine

Utilities and city gas

Lower dollar-denominated fuel-procurement costs; tariff pass-
through may improve the margin outlook

Kansai Electric, Tokyo Gas, Osaka Gas

Import-led retail / staples

Cheaper foreign merchandise, food inputs, and energy can relieve
cost pressures

Nitori, Aeon, Seven & i

Domestic telecom and services

Stable yen revenues and an improved household real-income
outlook

NTT, KDDI, SoftBank Corp.

Source: KGI




Changes Give Rise to Negative Alpha: Japan’'s Likely Losers

Foreign Earnings (Exporters), Inbound Spending, and Yen-Funded Valuation Support

Sector Why It Faces a Headwind in a Stronger-Yen Regime lllustrative listed companies

Lower translated overseas earnings; potential pressure on price

Automakers and exporters Toyota, Honda, Nissan, Mazda

competitiveness
Sem!cF»nductor_eqUIpment/ Large forglgn-revenue.exposure, translation headwinds, and Tokyo Electron, Advantest, Fanuc, Keyence
precision machinery potential risk-off de-rating
I:::;?sg el el s e Dollar-linked profits and dividends translate into fewer yen Mitsubishi Corp., Mitsui & Co., Itochu
. Japan becomes more expensive for overseas visitors; Takashimaya, Isetan Mitsukoshi, JR Central, Oriental
Inbound tourism, department stores ) . : e
. discretionary-spending sensitivity increases Land
and leisure
Source: KGI
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Disclaimer and Important Notice

Hong Kong: The information contained in the document herein is confidential and is not intended for general public distribution or for use by any person or entity located or residing in any jurisdiction which restricts the
distribution of such information by KGI Asia Limited ("KGI") or any affiliate of KGI. Re-distribution of the document herein and any part thereof by any means is strictly prohibited. Such information shall not be regarded as
an offer, invitation, solicitation or recommendation to invest in or sell any securities or investment products to any person or entity in any jurisdiction. The above information (including but not limited to general financial and
market information, news services, market analysis and product information) is for general information and reference purpose only and may not be reproduced or published (in whole or in part) for any purpose without the
prior written consent of KGI Asia Ltd. Such information is not intended to provide investment advice and should not be relied upon in that regard. You are advised to exercise caution, and if you are in any doubt about such
information, you should seek independent professional advice.

You are advised to exercise caution and undertake your own independent review, and you should seek independent professional advice before making any investment decision. You should carefully consider whether
investment is suitable in light of your own risk tolerance, financial situation, investment experience, investment objectives, investment horizon and investment knowledge.

No representation or warranty is given, whether express or implied, on the accuracy, adequacy or completeness of information provided herein. In all cases, anyone proposing to rely on or use the information contained
herein should independently verify and check the accuracy, completeness, reliability and suitability of the information. Simulations, past and projected performance may not necessarily be indicative of future results.
Information including the figures stated herein may not necessarily have been independently verified, and such information should not be relied upon in making investment decisions. None of KGI, its affiliates or their
respective directors, officers, employees and representatives will be liable for any loss or damage of any kind (whether direct, indirect or consequential losses or other economic loss of any kind) suffered or incurred by any
person or entity due to any omission, error, inaccuracy, incompleteness or otherwise, or any reliance on such information. Furthermore, none of KGlI, its affiliates or their respective directors, officers, employees and
representatives shall be liable for the content of information provided by or quoted from third parties.

Complex Products refers to an investment product whose terms, features and risks are not reasonably likely to be understood by a retail investor because of its complex structure. Investors should exercise caution in
relation to complex products. Investors may lose the entire amount or more than the invested amount. For complex products with offering documents or information not reviewed by the Hong Kong Securities and Futures
Commission (SFC), investors should exercise caution regarding the offer. For complex products described as SFC-approved, such approval does not imply official endorsement, and SFC recognition does not equate to a
recommendation or assurance of the product's commercial viability or performance. Past performance data, if provided, is not indicative of future performance. Some complex products are only available to professional
investors. Before making any investment decisions, investors should review the offering documents and other relevant information to understand the key nature, features, and risks of the complex products. Independent
professional advice should be sought, and investors should have sufficient net assets to bear the potential risks and losses associated with the product. Members of the KGI group and their affiliates may provide services
to any companies and affiliates of such companies mentioned herein. Members of the KGI group, their affiliates and their directors, officers, employees and representatives may from time to time have a position in any
securities mentioned herein.

Bond investment is NOT equivalent to a time deposit. It is NOT protected under the Hong Kong Deposit Protection Scheme. Bondholders are exposed to a variety of risks, including but not limited to: (i) Credit risk - The
issuer is responsible for payment of interest and repayment of principal of bonds. If the issuer defaults, the holder of bonds may not be able to receive interest and get back the principal. It should also be noted that credit
ratings assigned by credit rating agencies do not guarantee the creditworthiness of the issuer; (ii) Liquidity risk - some bonds may not have active secondary markets and it would be difficult or impossible for investors to
sell the bond before its maturity; (iii) Interest rate risk — When the interest rate rises, the price of a fixed rate bond will normally drop, and vice versa. If you want to sell your bond before it matures, you may get less than
your purchase price. Do not invest in bond unless you fully understand and are willing to assume the risks associated with it. Please seek independent advice if you are unsure.

All investments involve risks. The prices of securities fluctuate, sometimes dramatically. The price of a security may move up or down, and may become valueless. It is as likely that losses will be incurred rather than profit
made as a result of buying and selling securities. Prices of securities and fund units may go up as well as down and past performance information presented is not indicative of future performance. Investors should read
the relevant fund's offering documents (including the full text of the risk factors stated therein (in particular those associated with investments in emerging markets for funds investing in emerging markets)) in detail before
making any investment decision. You are advised to exercise caution and undertake your own independent review, and you should seek independent professional advice before making any investment decision. You
should carefully consider whether investment is suitable in light of your own risk tolerance, financial situation, investment experience, investment objectives, investment horizon and investment knowledge.

Singapore: This document is provided for general information and circulation only, and is not an offer or a solicitation to deal in any securities or to enter into any legal relations, nor an advice or a recommendation with
respect to any financial products mentioned herein. It does not have regard to the specific investment objectives, financial situation and the particular needs of any recipient hereof. You should ensure that you understand
the risk(s) involved and should independently evaluate particular investments and consult an independent financial adviser before making any investment decisions. All information and opinions contained herein is based
on certain assumptions, information and conditions available as at the date of this document and may be subject to change at any time without notice.
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