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JAPAN EQUITIES
WHEN THE YEN MOVES, OUR APPROACH STAYS THE COURSE

Richard Kaye, Analyst/Portfolio Manager, Comgest Japan Equity Strategy

KEY TAKEAWAYS

— This summer's direct U.S. intervention to support the yen — the first &
since 1998 — triggered a sharp, short-lived, appreciation?

— Weview this, and yen weakness more broadly, as cyclical rather
than a reflection of Japan's long-term investment potential

— In our view, foreign exchange markets tend to be a distraction
from our goal of identifying quality growth companies
— Our research focuses on companies strengthening corporate

governance, reinventing themselves through innovation
and benefitting from the return of domestic investors
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WHAT IF THE WEAK YEN IS NOT THE STORY?

The Japanese yen has become impossible to

ignore since this summer. After falling to its Figure 1. The yen’s post-pandemic weakness
weakest level against the U.S. dollar in four fiee

decades, the currency prompted a rare coordinated

US-Japan intervention and renewed scrutiny e

from investors and policymakers.! Since the end of 120

the COVID-19 pandemic, the yen has depreciated -

significantly against the dollar, as shown in Figure
1.? This decline also triggered warnings from U.S.
Treasury Secretary Scott Bessent, who declared

150

that “disorderly yen markets can trigger forced 10
U.nWj.ndS, which could destabilise glObal markets.”? 2020 2021 2022 2023 2024 2025 2026
For long-term investors, however, the yen may be

) Source: “Why the ‘Dirt Cheap’ Yen Is Proving Hard to Fix.”
the loudest part of Japan'’s current story, but not Financial Times, 14-Aug-2026.

necessarily the most important.

While the Japanese yen has dominated financial AT IR EF AL CNAENET CE e

headlines, other non-pegged Asian currencies have vearto-date change versus the U dollar
fared similarly, weakening against the dollar over
the past year. Despite a booming market for
semiconductor chips?, the South Korean won hit a
17-year low following chipmaker SK Hynix's
decision to list in the U.S.® Even before the

W\\W m Taiwanese dollar
intervention, other Asian currencies, including the 2 "\J 4] m Japancscyen

Taiwanese dollar, Indonesian rupiah and Korean ”\,L\\ [~

won all declined against the dollar, reflecting a 5
combination of rising U.S. interest rates, energy- .

Korean won
A W Indian rupes

market disruption linked to the Strait of Hormuz
and spending on artificial intelligence (Al)., as
shown in Figure 2. In our view, the yen’s weakness is
therefore better understood as a cyclical , .

; ; Source: “Why Asian Currencies Are Taking a Beating, in
Ster \{leg,?frr;?;:”i%tr};ge;;?}??a?ggence of somethlng Charts.” Wall Street Journal, 13-Jun-2026

Indonesian rupiah

As quality growth investors, movements in the
Japanese yen tells us relatively little about the underlying bottom-up fundamentals that we
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look for in companies. For us, the more important story is whether companies possess durable
competitive advantages, pricing power and structural growth potential — the quality growth
characteristics that we believe should help them withstand periods of macroeconomic and
market disruption.

REINVENTION THROUGH INNOVATION

Looking beyond Japan'’s currency narrative, a number of Japanese companies are addressing
structural trends that extend well beyond the country’s borders. We estimate that around 60
Japanese companies are actively contributing to the design, development and maintenance of
semiconductors.® After decades of restructuring, Japan retains important positions in the
equipment and materials needed to produce the advanced chips underpinning the growth of
Al

The boom in Al and cloud computing has accelerated investment in data centres,
driving demand for increasingly sophisticated semiconductors. Lasertec, a
Yokohama-based manufacturer of inspection equipment, occupies a particularly

Losertec specialised part of this supply chain. In 2017, the company launched the world’s
first inspection system for extreme ultraviolet, or EUV, lithography, helping it
establish a near-monopoly in this segment.” Its machines are used by leading
chipmakers, including TSMC, to detect microscopic defects that can prove
extremely costly in advanced semiconductor manufacturing.

Maintaining such a position requires sustained investment. Lasertec typically spends 5-10% of
annual revenue on research and development, while engineers account for roughly 70% of its
workforce.® For us, this willingness to reinvest is an important characteristic of a quality
growth company. Rather than prioritising short-term returns, businesses such as Lasertec
invest to maintain their technological edge, reinforce barriers to entry and adapt as their
markets evolve.

Innovation is also being applied closer to home, as Japan looks to Al and automation to help
address one of its most pressing economic challenges: a shrinking labour force. The Japanese
government forecasts that the country will face a shortage of nearly one million foreign
workers by 2040, the number needed to meet its economic growth targets.?

Recruit, the group behind Indeed and Glassdoor, is developing solutions for both
businesses and jobseekers. The company is increasingly applying Al across job
searches, candidate screening and interviews, with the aim of matching workers

PR ECRUIT and employers more efficiently. In our view, these tools can help Japanese
companies improve labour efficiency and optimise workflows as demographic
pressures intensify.

Technology, however, is only part of the response. Japan is also drawing more heavily on parts
of the workforce that have historically been underrepresented, including women and foreign
workers. Female employment rose from 60.7% in 2012 to 72.4% in 2022, while the number of
foreign workers has also increased in recent years.'® For Recruit, this broadening of the labour
pool creates an opportunity to help employers reach more candidates while using Al to
improve how workers and job are matched.

From our perspective, Recruit illustrates a broader investment theme. Japan is not simply
exposed to demographic change. Some of its companies are developing technologies that can
help the economy adapt to it. As quality growth investors, we look beyond currency
fluctuations to identify businesses capable of turning long-term structural challenges into
opportunities for sustainable growth.

¢ Full list of companies available upon request.
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CORPORATE GOVERNANCE REFORMS

Corporate governance in Japan has evolved markedly over the past decade. Since the
introduction of the Corporate Governance Code in 2015, companies have appointed more
independent directors, unwound cross-shareholdings and faced greater pressure to improve
capital efficiency and shareholder returns.* Shareholder activism has also increased,
alongside improvements in returns on invested capital.

However, based on our research, the effects have been uneven. Japan has roughly 4,000 listed
companies and regulatory pressure alone cannot ensure lasting transformation.? In our view,
higher dividends, share buybacks and the sale of cross-shareholdings may improve capital
efficiency, but these measures have natural limits as excess cash and assets are depleted. For
long-term investors, we believe that the important question is whether better capital
allocation reflects a deeper shift in how a company is managed.

Hitachi, the Japanese industrial group, offers one example. Over the past five
years, the group has sold several profitable but lower-growth businesses,

H ITACHI including operations in automotive parts, metals and construction
equipment, to concentrate on areas where it believes it has stronger
competitive advantages.® The result is a more focused business centred on
digital consulting and energy infrastructure.

This distinction matters for investors. Japan’s governance reforms may provide a valuable
catalyst, but buybacks and improved governance metrics do not necessarily create stronger
businesses. We therefore assess companies individually, looking for management teams that
can allocate capital effectively, sharpen strategic focus and generate sustainable growth over
time.

THE JAPANESE INVESTOR HOMECOMING

One of the more consequential changes in Japan may be taking place not inside its companies,
but among its investors. For much of the past three decades, Japanese households and
institutions have maintained relatively low allocations to their domestic equity market.*
Japanese households hold enormous pools of financial wealth, yet their exposure to domestic
equities remains comparatively limited. In our view, even a modest increase in that
allocation could therefore represent a significant new source of demand for Japanese shares.

Part of the shift reflects changes in how Japanese people save for retirement. The gradual
move from defined-benefit to defined-contribution pensions places greater responsibility on
individuals to provide for their own retirement, potentially encouraging a longer-term
investment mindset.! Tax-exempt investment schemes, most notably the Nippon Individual
Savings Account (NISA), reinforce this trend by making it easier for households to direct
savings towards equities.”

The potential extends to institutional investors. Japanese pension funds and other large
institutions have historically maintained relatively low allocations to their home equity
market, favouring fixed income instead. We believe that this is starting to change as
institutions reconsider the balance between bonds and equities. From a low base, even
relatively small shifts in allocation could translate into substantial flows into the domestic
market.

11 Financial Services Agency, Corporate Governance Reform: Initiatives to Date and Future Issues, June 2025
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For quality growth investors, however, the significance of this homecoming goes beyond
additional demand for Japanese equities. We believe a deeper domestic investor base could
encourage greater attention to companies capable of compounding earnings over the long
term, particularly as pension investors seek long-duration investments that can help match
long-term liabilities. That dynamic would reinforce our focus on businesses exposed to
structural trends such as digitalisation, demographic change and the growth of Asia’s middle
class.

SEARCHING FOR CHANGE THAT OUTLASTS THE YEN

The U.S. Treasury’s sudden intervention that jolted the yen this summer was a reminder of
how quickly currency markets can move — and how readily they can dominate the investment
narrative around Japan. But exchange rates fluctuate, while the changes taking place within
some Japanese companies unfold over years.

From semiconductor equipment and Al to solutions for a shrinking workforce, we believe the
more enduring investment story lies in businesses that are adapting, innovating and
strengthening their competitive positions. The return of Japanese investors adds another
dimension. After decades of relatively low domestic equity allocations, changes in retirement
savings and institutional portfolios could gradually bring more Japanese capital back to its
home market.

For long-term investors, the key is to distinguish between what is cyclical and what can
compound. A stronger yen, greater domestic participation or further governance reform may
all provide a more supportive backdrop, but none is sufficient on its own. What matters most,
in our view, is identifying companies with durable competitive advantages, disciplined capital
allocation and the ability to reinvest at attractive rates over many years.

That is why Japan's investment case is less about predicting the next move in the yen than
recognising which businesses are using today’s structural changes to build tomorrow’s growth.
In a market of thousands of companies, our three decades of on-the-ground experience have
reinforced the value of deep market knowledge, patience and the agility to act when
opportunities emerge.

Richard Kaye joined Comgest in 2009 and is a Paris-based Analyst and
Portfolio Manager specialising in Japanese equities. He is also a member
of the Comgest Group's Investment Committee. Richard brings deep,
long-standing expertise in Japan, having lived in Tokyo for over 30 years
before relocating to Paris in 2025. Prior to joining Comgest, Richard
worked at Wellington Management Company in Boston from 2005 as a
Portfolio Manager specialising in Japanese TMT stocks. Before that, he
worked in Japan as an Analyst at Merrill Lynch from 1996. He began in
1994 as an Analyst with the Industrial Bank of Japan. Richard holds a
Bachelor’s degree in Oriental Studies from Oxford University (UK).
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Important Information

This document has been prepared solely for professional/qualified investors and may be used
only by such persons.

Not investment advice

This commentary is for informational purposes only and does not constitute investment
advice or a solicitation to buy or sell any security. It does not take into account any investor’s
specific investment objectives, strategies, tax status, or investment horizon, and should be
read in conjunction with an oral briefing provided by Comgest representatives.

Not an investment recommendation

Any discussion of specific companies does not constitute a recommendation to buy or sell
any particular security or investment. The companies mentioned do not represent all past
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investments, and it should not be assumed that any discussed investments were or will be
profitable.

Comgest does not provide tax or legal advice to its clients, and all investors should consult
their own tax or legal advisors regarding any potential investment.

Not investment research

The information contained in this communication does not constitute ‘investment research’ and
is classified as a ‘Marketing Communication’ in accordance with MiFID II. This means that (a) it
has not been prepared in accordance with the legal requirements designed to promote the
independence of investment research, and (b) it is not subject to any prohibition on dealing ahead
of the dissemination of investment research.

Performance disclaimer

Past performance is not a reliable indicator of future results. Forward-looking statements,
data or forecasts are based on assumptions and judgments by Comgest and the Strategy
regarding future economic and market conditions, which are inherently uncertain and
beyond the control of Comgest or the Strategy. Actual outcomes may differ materially, and
unforeseen events may significantly affect performance. Accordingly, no reliance should be
placed on such statements as a guarantee that the Strategy will achieve its objectives or
plans.

Trademark disclaimer

Product names, company names and logos mentioned herein are trademarks or registered
trademarks of their respective owners.

Information provided subject to change without notice

All opinions and estimates constitute our judgment as of 23 September 2026 and are subject to
change without notice. The portfolio holdings referenced herein may not be held at the time you
receive this publication and are subject to change without notice.

Restrictions on use of information

This commentary and the information herein may not be reproduced (in whole or in part),
republished, distributed, transmitted, displayed, or otherwise exploited in any manner by
third parties without Comgest's prior written consent.

Limitation of Liability
Certain information contained in this commentary has been obtained from sources believed

to be reliable; however, its accuracy or completeness cannot be guaranteed. Comgest accepts
no liability for any errors or omissions in the information provided.

Legal entity disclosure

Comgest S.A. is regulated by the Autorité des Marchés Financiers (AMF). Comgest Asset
Management International Limited is regulated by the Central Bank of Ireland and the U.S.
Securities and Exchange Commission (SEC). Comgest US LLC is regulated by the SEC. Regulation
by the SEC does not imply a certain level of skill or training. Comgest Asset Management Japan
Ltd. is regulated by the Financial Services Agency of Japan (registered with the Kanto Local
Finance Bureau, No. Kinsho 1696).

For UK only:

This commentary has not been approved under section 21 of the Financial Services and
Markets Act 2000 (FSMA) by an authorised person. It is directed only at investment
professionals as defined in Article 19(5) of the Financial Services and Markets Act 2000
(Financial Promotions) Order 2005 (the FPO). Investments are available only to such persons,
and any related agreement will be made solely with them. Persons who are not investment
professionals should not rely or act upon this commentary. Recipients must observe all
applicable restrictions and must not publish, distribute or share this commentary in whole
or in part.
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