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The Consumer Price Index (CPI) announced by the Ministry of Internal Affairs and Communications has
3 major indices; 1) “All items”, 2) “All items, less fresh food”, 3) “All items, less food (less alcoholic
beverages) and energy”. As an objective of their price stability policy, BOJ aims for a 2% YoY growth of
the CPI. In their “Outlook for Economic Activity and Prices” report, also known as the “Outlook Report”,
they have announced the outlook of “all items, less fresh food” index, meaning this will be a standard of its

Qonetary policy.

“Consumer Prices” and BOJ’s Policies

~

BOJ announces a new index that excludes “energy”
Prices are rising when “energy” is excluded

B In the July’s “Monthly Report of Recent Economic and Financial Developments”, BOJ announced a new
index “CPIL: all items, less fresh food and energy” which they independently calculated by excluding
energy from the “CPI: all items, less fresh foods™ index. The reason they excluded energy was to remove

the large impact of the falling energy price.

B BOJ explains that the price trend is improving when energy is excluded. Price hikes have continued in
such sectors as processed foods, so when the energy price is excluded, the index shows a rise after March,

proving BOJ’s views.

B To keep consistent with previous policies, it is predicted that BOJ will continue to consider “CPI: all

items, less fresh foods™.

B The YoY growth of the “CPI all items,
less fresh food” is predicted to stay low,
for a short period, due to low crude oil
price. In the second half of this year, we
predict a moderate rise in prices. This is
due to the weakening of the downward
pressure on prices caused by low crude oil
prices and positive effect of wage hikes.

W At the present moment, price changes are
moving according to BOJ’s assumptions,
but there are views that meeting the 2%
price stability goal in the first half of fiscal
year 2016 is not an easy task. Any change
in BOJ’s policy or price outlook will be
under careful observation.
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Prices to rise moderately in the second half of this Year
Some view meeting the objective in the first half of FY2016 is difficult

"CPI Growth"
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(Note)  Data period is from January 2014 to June 2015.
(Source) SMAM, based on Bloomberg L.P. data.
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Prices will gradually head higher but meeting the 2% goal will take
more time

Future Outlook

B Need for immediate additional monetary easing is small

Generally, the price stability goal is believed to improve transparency of policies. For this reason, central
banks that have a price stability goal will take flexible monetary policies even under situations where there
is a gap between their goal and the price level. Accordingly, if there is a clear reason, such as a crude oil
price fall, even if the price rise weakens, there will be a low necessity for BOJ to immediately implement
additional monetary easing.

B Possibility that achieving the price stability goal may take more time

BOJ is setting the period to meet the price stability goal as the first half of fiscal year 2016. If a certain
period with weak price rise should continue, the market may speculate additional monetary easing. The
reason BOJ has been fixated with the period to meet the price stability goal is that they needed to totally
change the “deflationary mindset”. We have passed the deflationary stage but there is still a possibility that
the period when BOJ will meet the price stability goal may be postponed further into the future.
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Please read this disclaimer carefully.

@ This material is for non-Japanese institutional investors only.

® The research and analysis included in this report, and those opinions or judgments as outcomes thereof, are intended to
introduce or demonstrate capabilities and expertise of Sumitomo Mitsui Asset Management Company, Ltd. (hereinafter “SMAM”),
or to provide information on investment strategies and opportunities. Therefore this material is not intended to offer or solicit
investments, provide investment advice or service, or to be considered as disclosure documents under the Financial
Instruments and Exchange Law of Japan.

® The expected returns or risks in this report are calculated based upon historical data and/or estimated upon the economic
outlook at present, and should be construed no warrant of future returns and risks.

@ Past performance is not necessarily indicative of future results.

® The simulated data or returns in this report besides the fund historical returns do not include/reflect any investment
management fees, transaction costs, or re-balancing costs, etc.

® The investment products or strategies do not guarantee future results nor guarantee the principal of investments.
The investments may suffer losses and the results of investments, including such losses, belong to the client.

® The recipient of this report must make its own independent decisions regarding investments.

® The opinions, outlooks and estimates in this report do not guarantee future trends or results. They constitute SMAM’s
judgment as of the date of this material and are subject to change without notice.

® The awards included in this report are based on past achievements and do not guarantee future results.

® The intellectual property and all rights of the benchmarks/indices belong to the publisher and the authorized
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® This material has been prepared by obtaining data from sources which are believed to be reliable but SMAM can not and
does not guarantee its completeness or accuracy.

e All rights, titles and interests in this material and any content contained herein are the exclusive properties of SMAM, except
as otherwise stated. It is strictly prohibited from using this material for investments, reproducing/copying this material without
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