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LEGAL DISCLAIMER

The contents of this presentation have been prepared solely for the purpose of providing information about AozoraStep
Capital LLP and the services and products it is intending to offer, which are targeted for professional investors only.
The opinions and views expressed are those of AozoraStep Capital LLP, may change without notice and should not be
construed as investment, tax, legal or other advice. AozoraStep Capital LLP does not guarantee the completeness and
accuracy of the information provided and all content can become out of date. Products or services mentioned on this
site are subject to legal and regulatory requirements in applicable jurisdictions and may not be available in all
jurisdictions. Accordingly, persons are required to inform themselves and observe any such restrictions. In respect to
investments described in this document, past performance is not a guide to future performance. The value of
investments and the income of any financial instruments mentioned in this document may fall as well as rise and may
have tax consequences. The performance of the investment strategy that AozoraStep Capital LLP is planning to offer is
based on a personal track record and approved by Sedulo for the time period Q1 2019 - Q1 2021, only with further
examinations being done on an occasional basis. AozoraStep Capital LLP is currently not authorized and regulated by
the FCA, and therefore, is not allowed to provide financial products and services. AozoraStep Capital LLP is registered
in England and Wales with registered number 0C436835. Registered Office: 57 Lansdowne House, Berkeley Square,
London WIJ 6ER, United Kingdom. Reproduction or distribution of any materials obtained in this presentation or linking
to this presentation without written permission is prohibited. Reproduction or distribution of any materials obtained on
this website or linking to this website without written permission is prohibited.
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1. POLITICAL RISK
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A WORLD OF POLITICAL EXTREMES

The 1917 Russian Revolution and resulting Marxism caused alarm, as European politics

moved to hard-left vs. hard-right extremes

UKin 1920s:

“Committed as they were to deflating the economy to strengthen the pound in the hope of
returning to the Gold Standard, the symbol of international free trade that had made Britain
great in the nineteenth century before being suspended in the War, successive governments
failed to tackle unemployment. The Geddes Report or Geddes Axe of 1921/2, which brought
cuts to government departments, worsened to chances of economic growth. Agitation from
the unemployed was led by the Communist Party of Great Britain, formed in 1920, and the
National Unemployed Workers (Committee) Movement (NUWM) formed in 1921.”

1922-1924 a period of instability for the Conservatives. In 1924 Labour Party won the election

for the first time replacing the Liberals as the main party next to the Conservatives

$Aozora Source: https://www.nationalarchives.gov.uk/education/resources/twenties-britain-part-
one/#:~text=The%201920s%20saw%20a%20rapid.prodressive%20partv%20in%20British%20politics%2C



https://www.nationalarchives.gov.uk/education/resources/twenties-britain-part-one/#:~:text=The%201920s%20saw%20a%20rapid,progressive%20party%20in%20British%20politics%2C

1920 = 2022 IN TIME PERIOD OVERLAY

Country Fascist leader Year  Forgotten Depression time overlay in today's time
ltaly Mussolini 1922-1945 2024-2047
Germany Hitler 1933-1945 2035-2047
Portugal Salazar & Caetano 1933-1974 2035-2076
Austria Sgﬁﬂ:ii é‘g 1934-1938 2036-2040
Bulgaria Zveno 1934-1935 2036-2037
Yugoslavia Stojadinovic 1935-1939 2037-2041
Greece Metaza 1936-1941 2038-2043
Spain Franco 1939-1975 2041-2077

Links that compare the Flu pandemic and the resulting Forgotten Depression with today’s
pandemic and recession by overlaying the time periods:
https://www.aozorastep.com/Narrowing%20down?%20the%20big%20picture.pdf
https://www.aozorastep.com/10%202022.pdf

QAozora Source: Cyprian Blamires, ed., World fascism: a historical encyclopedia (Abc-Clio, 2006) ¢


https://www.aozorastep.com/Narrowing down the big picture.pdf
https://www.aozorastep.com/1Q 2022.pdf

2. JAPAN AND ITS IMPLICATIONS
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YIELD CURVE CONTROL

BOJ:

Inflation-overshooting commitment:

 Price stability target at +2% y-o-y CPI change

» All items less fresh food exceeds +2% and stays above the target in a stable manner

« - September 2022 y-o-y CPl @+3% (+1.8% ex food, energy, +3% ex-fresh food)

Yield curve control:

* Policy rate: -0.1%

 10-year JGB: 0%, purchase necessary amount - daily auction set at 0.25%
 TOPIX ETF purchases (Yen 12trn a year) + J-REITs purchases (Yen 180bn a year)

« CP purchases (Yen 2trn a year) + corporate bonds (Yen 3trn a year)

SA Source: https://www.boj.or.jp/en/mopo/outline/gge.htm/,
0zOra https://www.boj.or.jp/en/announcements/release_2022/k220922a.pdf  ©



https://www.boj.or.jp/en/mopo/outline/qqe.htm/
https://www.boj.or.jp/en/announcements/release_2022/k220922a.pdf

YIELD CURVE (OUT OF) CONTROL

Japan: Weaker yen means higher yields
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WHY JAPAN IS IMPORTANT

 Japan is the biggest creditor nation in the world holding $3.29trn in net international
investment position (difference between the stock of assets it holds overseas and stock
of Japanese assets held by foreigners) (as of June 2022)

« Japan holds $9.96trn assets overseas, $3.7trn equities and $5.7trn debt (IMF)

« Japanese retail foreign currency deposits at domestic banks rose to $182bn end of

August 2022 (+8.3% ytd - largest increase in 2015)

Japan accounts for more than 1/3 of global retail FX spot trading

® Japan
USA
= UK
France
Switzerland
Hong Kong
= Singapore
® Germany

rest Source: BIS 2013

SA Source: https://www.reuters.com/markets/asia/beware-yen-global-
0zO0ra market-ructions-if-japan-tweaks-ycc-2022-10-20/ 10



https://www.reuters.com/markets/asia/beware-yen-global-market-ructions-if-japan-tweaks-ycc-2022-10-20/

DEFENDING THE YEN

« Japan's Ministry of Finance holds $1.3trn foreign currency reserves ($1trn US treasuries)
« Japan GDP = $5trn (2019 at USDJPY 110)
« Japan Government Debt/GDP = 231% (June 2022)

 Raise retirement age from 64 to 74 years?

Japan Government Expenditures 2022 in bn Yen

m Social Security Expenditure

Non-Social Security
Expenditures

Contingency Fund for the
COVID-19

m | ocal Allocation Tax Grants

National Debt Service

@$Aozora Source: Ministry of Finance Japan, World Bank, CEICdata 1



3. OIL PRICE DYNAMICS

#$Aozora

12



OPEC+'S 2MIO BOPD CUT

* Underproduction was 3.6mio bopd in August 2022
« US Imio bopd SPR release to stop in November/December 2022 - buy back at $67-72
e Combined with OPEC+s 2mio bopd cut, this indicates growth of 0.6 bopd
» OPEC says real output cut is slightly more than Tmio bopd

EQRUSD=1.2
 2008/09 lost around 1-2mio bopd in demand it = $70
EURUSD and Oil prices decouple
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$Aozora Source: FRED St. Louis 13



A TURNING POINT?

 Luceco (LED light producer): “Customers are reducing their inventories faster than
anticipated”

 Naked Wines (Online wine seller): “We are reducing marketing spending to improve
margins’

*  Synthomer (Chemicals producer): “We are reducing capex to improve net debt”

« |G Design (Greetings cards producer): A ot
“Christmas season selling has started
much earlier than usual this year to $10000
avoid supply chain chaos, leading to
results being tilted towards 1st half

rather than usual 2nd half”

01-Jan-17 01-Jan-18 01-Jan-19 01-Jan-20 01-Jan-21 01-Jan-22

FREIGHTOS (¢ Freightos Limited. Licensed under the Freightos Master Services Agreement. T e

8Aozora Source: London Stock Exchange regulatory news 14



