The effect of yutai on stress tested equity performance in Japan

Summary

On 16 April, 2025, the JSDA published the results of its Yutai (Shareholder Perk) Research Board, which had convened
starting in October, 2024. | was privileged to be a member of this board, along with several academic experts on Japan’s
shareholder perks market. The report can be found online at https://www.jsda.or.jp/about/kaigi/chousa/yutai ken/index.html.
To the best of my knowledge this is the first research on yutai published by a government-related agency in Japan —
despite the fact that roughly 1/3 of Japanese listed companies employ some kind of yutai benefit.

The JSDA’s report covered several important areas of interest in Japan’s yutai market, including but not limited to 1) changes
in yutai prevalence over time, 2) cost/benefit analysis, and 3) issues regarding fairness and investor equality.

However, one area not analyzed by the committee is the effect that yutai has on equity performance in times of extreme
market stress. The goal of this paper is to examine the effect of yutai on equity performance in the two extreme stress
events of the last 12 months: the “Ueda Shock” of August 1-5, 2024 (3 trading days), and the “Tariff Shock” of March 31-
April7, 2025 (6 trading days). Although by their very nature stress events are infrequent, these two stress events were
similar in scale, and duration — and were only separated by 8 months. They are also the biggest stress events since the Bo)J
stopped distorting equity volatility with their ETF purchases (March 2024).

Based on the data, we can make the following observations:

1) Both dividend and yutai provide substantial protection from “left tail risk” in times of market stress. Interestingly,
share buybacks do not.

Stress protection for both dividends and yutai comes from the same source. Both dividends and yutai are tangible
benefits which provide a REASON to buy a stock when it is falling (or, conversely, a reason not to sell). Issuers who
do not provide these reasons to buy are more likely to fall further than issuers who do.

2) Dividend-sourced protection and yutai-sourced protection seem to be almost entirely complementary and additive
- rather than overlapping. Observed overlap between the two functions was 7.8% in the Ueda Shock and 10.1% in
the Tariff Shock. | believe this minimal overlap arises from the fact that the constituencies served by dividend (all
shareholders) and yutai (individuals) are not the same. A different way to put it is that yutai is an “add-on” benefit
for a specific subset of shareholders, and so provides add-on protection to the share price.

3)  Since we have relatively high precision for the total cost of Japan’s dividend program (roughly Y23.9 trillion for the
3/25 fiscal year), and moderate precision for yutai cost (roughly Y400bn for the same period), we can estimate the
“cost of protection” for both dividends and yutai. Given the different causes of the risk off events covered here, the
relative cost of protection between dividend and yutai is more stable than we might have imagined. In the 2024
shock, Y1 of yutai spend provided 44.0x the performance protection provided by Y1 of dividend. That number was
40.7x in the 2025 shock. Both the scale of the gap and its similarlty across different events make it worthy of
consideration as companies analyze their capital market options.

5) Afinal finding is that the SCALE of yutai does not seem to create predictable differences in the level of protection.
Rather, the PRESENCE of yutai, on its own, is what creates differences in stress test performance. The market seems
to have “priced” the distribution of yutai yields going into each stress event, and roughly maintains that distribution
thru the event. In the case of dividends we see some scale linearity in both events.

The JSDA report does examine the effect of yutai on equity volatility (for which these stress tests are a kind of left tail
analysis) and show yutai to have a depressive effect of volatility, thereby lowering cost of capital. Although it is difficult to
entirely disentangle stress-tested volatility from “running” volatility, as an equity fund manager for 25 years | believe that
most investors do not quickly repurchase what they have recently sold - even if the sale was done purely for “risk
management” reasons in times of extreme stress. Therefore, protecting investors from the need to sell your stock in times
of stress is an important part of shareholder management which may be as effective as IR activities in general.
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The 2025 Tariff Shock — how differences in shareholder return policies affected performance

The following table divides Japan’s listed companies into different groups based on the varieties of shareholder returns
they use. For buybacks, we use announced buyback (or not) in the last 12 months. None of this data is scale sensitive
—itis simply based on HAVE or HAVE NOT.

Excess return vs ALL Japan* - TARIFF STRESS TEST (3/31 - 4/7 : 6 days)

average

excess return performance

With Yutai, Dividend and Buyback 1.33% -14.28%
With Yutai and Dividend 2.58% -13.04%
With Yutai and Buyback 1.14% -14.47%
With Dividend and Buyback 0.27% -15.34%
With Dividend 0.87% -14.74%
With Yutai 2.01% -13.60%
With Buyback 0.04% -15.57%
All Japan 0.00% -15.61%
No Buyback -0.01% -15.62%
No Yutai -1.34% -16.96%
No Dividend -4.04% -19.66%
No Dividend and Buyback -4.14% -19.75%
No Yutai and Buyback -1.60% -17.22%
No Yutai and Dividend -4.85% -20.47%
No Yutai, Dividend and Buyback -5.05% -20.66%

*All Japan : 3,922 companies as of March 31, 2025

In the case of dividends, for instance, those companies which pay a dividend outperformed the average of all Japanese
stocks (which includes both dividend-paying and non-dividend paying companies) by 0.87% over this 6 days of this
drawdown. On the other hand, however, companies which DO NOT pay a dividend underperformed by 4.04%. The sum of
the outperformance and underperformance (which we call “swing”) is 4.91%. That’s large source of variance for just 6 days
—even when the average stock fell by 15.61% over that period. The swing values for shareholder return groups in the Tariff
Shock are as follows:

Tariff Stress Test (3/31 - 4/7: 6 days)

"with" "without" Total

outperformance  underperformance swingvalue

Dividend 0.87% -4.04% 4.91%
Yutai 2.01% -1.34% 3.35%
Buyback 0.04% -0.01% 0.05%
Dividend + Yutai 2.58% -4.85% 7.43%
Dividend + Buyback 0.27% -4.14% 4.41%
Yutai + Buyback 1.14% -1.60% 2.75%
Dividend + Yutai + Buyback 1.33% -5.05% 6.38%

Among all the shareholder return combinations one could choose, the most effective was dividend + yutai which produced
a total of 7.43% of swing. Adding buybacks to that mix was the second best recipe, but — purely from the perspective of left
tail protection — buybacks were a hindrance and not a help. The same applies when we mixed buybacks and yutai, and
buybacks and dividends. | suspect this buyback data will come as a surprise to most readers.
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Comparing the 2025 Tariff Shock with the 2024 Ueda Shock

The table below compares the swing values for the Ueda Shock and the Tariff Shock.

Dividend only (A) Yutai only (B) Dividend +yutai (X) Total marketfall Overlap (%)*
Ueda Shock 5.61% 4.13% 8.98% -19.18% -7.82%
Tariff Shock 4.91% 3.35% 7.43% -15.61% -10.10%

*Overlap =(X-(A+B))/(A+B)

It's a very similar picture, and the higher dividend and yutai swing values in August 2024 directly reflect greater market
stress. In the midst of great market chaos - in fact as a result of great market chaos - the relationships between different
forms of shareholder returns proved quite stable.

We define overlap between dividend and yutai as the difference between the realized protection for companies which have
both, versus what you would expect if you simply added the protection for dividend only to the protection for yutai only.
So, in the Tariff Shock, dividend of 491bp + yutai of 335bp = 826bp. But realized protection for companies that have both is
743bp — 10% less than you would have seen if there were no overlap.

There is SOME overlap, because in both cases performace of the dividend+yutai combo is slighly worse than the simple sum
of the two components. But the overlap is minimal, and, as you can see, fairly consistent. This indicates that yutai and
dividends are mostly operating independently from each other.

Calculating the cost of protection for dividends and yutai

In FY24 (3/25) listed Japan paid Y23.9 trillion in dividends. If we divide this number by the size of the performance swing
enjoyed by dividend paying companies during the Tariff Shock, we get a cost per basis point of protection of Y48.6bn. If we
assume roughly Y400bn in yutai cost during the same period (see JSDA report for more details), we get a cost per basis point
of protection for yutai on Y1.2bn.

So — on this measure alone — dividends cost 40.7x more per basis point of protection than yutai did in the Tariff Shock. For
the Ueda Shock dividends cost 44.0x more per basis point of protection than did yutai. Similar to the data comparing
protection overlap, the consistency of the statistical output is striking.

Size matters for dividends, although not how one might imagine
Before testing for the impact of dividend scale on stress protection, my hypothesis was that higher divdend (measured by

yield = dividend/current share price) would result in higher levels of protection. In fact, that is the opposite of what happens
in practice:

Absolute performance by dividend yield Ueda Shock Tariff Shock
Quartile 1 (lowest dividend yield) -17.9% -14.1%
Quartile 2 -18.1% -14.6%
Quartile 3 -18.6% -14.9%
Quartile 4 (highest dividend yield) -18.9% -15.4%
Average performance for all dividend paying stocks -18.1% -14.7%

*Yields calculated as of March 31 2025 for Tariff Shock, June 30 2024 for Ueda Shock

The focus of this paper is yutai, not dividends, but the linear pattern of the dividend yield results indicates something beyond
randomness. And it is also different from what we find with yutai.
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Size doesn’t seem to matter for yutai — presence is what matters

The yutai data has no particular linearity which suggests that the important thing is the existence of the yutai in the first
place.

Absolute performance by yutai yield Ueda Shock Tariff Shock
Quartile 1 (lowest yutai yield) -16.2% -13.8%
Quartile 2 -15.8% -12.3%
Quartile 3 -14.9% -12.3%
Quartile 4 (highest yutai yield) -16.6% -14.6%
Average performance for all yutai paying stocks -16.6% -13.6%

*This is only for yutai paying stocks for which the yield can be calculated (1008 of 1576 companies which provide some kind of
yutai as of March 31, 2025 for Tariff Shock data, and 895 of 1473 companies as of June 30, 2024 for Ueda Shock data)

Conclusion: yutai in an era of increasingly “risk managed” portfolios

Stress events as extreme as the Ueda Shock and the Tariff Shocks are unusual — and it’s unusual to have two of this size in
the space of 6 months. But the remarkable stability of the performance data from case to case points more to mechanism
than it does to chance.

In my 2023 book Kabunushi Care | analyzed a much smaller stress event, the last Kuroda Shock (22 Dec 2022) and got very
similar results.

The key takeaway here is that if companies want to minimize their investors’ losses in similar events, the data indicates that
having BOTH a dividend and a yutai program is the best way to do it. There is minimal protection overlap between the two,
and the scale of protection from both sources is large.

That said, the cost of the yutai protection is a fraction of dividend protection. For companies that have both dividends and
yutai, the dividend cost is Y7.6 trillion, and the yutai cost is roughly Y400bn (only a subset of dividend paying companies
also have yutai). So far an incremental 5.2% of cost, the total protection provided rises by 51% in the Tariff Shock and 60%
in the Ueda Shock. That’s high ROI.

As a group, listed companies expend a great deal of effort on IR activities, with the explicit goal of broadening their
shareholder base - particularly in the case of institutional shareholders. However, institutional investors are not immune to
market stress. In fact they are more sensitive to it than are individual investors. Although different institutions have different
“pain thresholds,” in most cases when professional investors respond to market stress they do so by reducing or eliminating
the positions that are causing them the most pain. As you can see from the above data, in Japan that is companies which
pay neither a dvidend or yutai.

In my experience, fund managers are reluctant to buy back positions they have recently sold once the market stress
moderates. Either because it makes them look “non-fundamental,” or because they have acquired powerful negative
associations with those stocks. This represents a real setback for IR teams, who now either have to work to re-acquire that
investor, or to find a new one to replace them.

Given this set of circumstances, it seems to me that — whatever other positives may derive from a yutai program (many of

which are covered in the JSDA’s report) — yutai stress protection is worthy of careful consideration by listed company
managements.
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This document has been prepared solely for information purposes and does not constitute an offer or recommendation to buy or sell any security or instrument, or any shares or interests
in any fund managed and/or advised by Nezu Asia Capital Management Limited or its affiliates or related entities (the relevant Nezu entity or entities referred to herein as “Nezu”, as

Disclaimer

applicable), or adopt any particular trading strategy. Any offering to invest in a fund managed or advised by Nezu is made only by means of delivery of an approved confidential
explanatory memorandum and subscription agreement, all of which must be read in their entirety. No offer to purchase securities will be made or accepted prior to receipt by the offeree
of these documents and the completion of all appropriate documentation. Shares and partnership interests have not and will not be registered for sale, and there will be no public
offering of the shares or partnership interests. No offer to sell (or solicitation of an offer to buy) will be made in any jurisdiction in which such offer or solicitation would be unlawful.

Moreover, this document neither constitutes an offer to enter into an investment agreement with the recipient of this document nor an invitation to respond to it by making an offer to
enter into an investment agreement. This information is confidential and is being delivered to a limited number of sophisticated, professional, institutional and accredited prospective
investors upon their request and is solely for internal use.

This document may not be distributed in any jurisdiction where it is unlawful to do so. The strategies and funds described in this communication may not be marketed or sold and may
not be made available for offer in a number of jurisdictions where it is unlawful to do so. Nezu is not qualified to give legal, tax or accounting advice to its clients and does not purport to
do so in this document. Clients are strongly encouraged to seek the advice of their own professional advisors about the consequences of the proposals contained herein. You will be
deemed to have acknowledged that you have understood the risks and consequences associated with the strategies mentioned herein and investing in the funds mentioned herein. Any
transaction will be subject to legal, regulatory and tax review, and will be entered into only pursuant to documentation to be negotiated on terms acceptable to Nezu and you.

PAST PERFORMANCE IS NOT A GUARANTEE OF OR INDICATIVE OF FUTURE PERFORMANCE AND IS NO GUIDE TO FUTURE RETURNS.

INVESTMENTS MAY BE IN A VARIETY OF CURRENCIES AND THEREFORE CHANGES IN RATES OF EXCHANGE BETWEEN CURRENCIES MAY CAUSE THE VALUE OF INVESTMENTS TO DECREASE
OR INCREASE. FURTHERMORE, THE VALUE OF INVESTMENTS MAY BE ADVERSELY AFFECTED BY FLUCTUATIONS IN EXCHANGE RATES BETWEEN THE INVESTOR’S REFERENCE CURRENCY
AND THE BASE CURRENCY OF THE INVESTMENTS.

INVESTMENTS IN DERIVATIVE INSTRUMENTS CARRY CERTAIN INHERENT RISKS SUCH AS THE RISK OF COUNTER PARTY DEFAULT AND BEFORE INVESTING YOU SHOULD ENSURE YOU FULLY
UNDERSTAND THESE RISKS. USE OF LEVERAGE MAY ALSO MAGNIFY LOSSES AS WELL AS GAINS TO THE EXTENT THAT LEVERAGE IS EMPLOYED.

THESE INVESTMENTS ARE DESIGNED FOR INVESTORS WHO UNDERSTAND AND ARE WILLING TO ACCEPT THESE RISKS. PERFORMANCE MAY BE VOLATILE, AND AN INVESTOR COULD LOSE
ALL OR A SUBSTANTIAL PORTION OF ITS INVESTMENT.

There are risks associated with investing, including loss of principal. Past performance data are unaudited and subject to change. Performance displayed herein is presented net of all
fees and expenses, reflects the reinvestment of dividends and other earnings, unless otherwise described. Individual performance may vary depending on date of investment, class of
investment and new issue eligibility. Further, the performance provided herein includes both realized and unrealized capital gains and losses.

No representation or warranty can be given with respect to the accuracy or completeness of the information included in this document and Nezu does not accept any responsibility for
errors appearing in this document. Furthermore, Nezu does not undertake to update the information in this document. Reliance upon information in this document is at the sole discretion
and risk of the recipient.

Any exposures and ranges provided herein are for illustrative purposes only. Unless otherwise expressly indicated in the relevant confidential explanatory memorandum, Nezu is not
subject to any absolute restrictions and has broad and flexible investment authority in managing portfolios. Accordingly, nothing herein should be construed as an investment restriction.
There can be no assurance that the securities reflected in this document will remain in any portfolio or if sold, will not be repurchased. It should not be assumed that any of the securities
set forth herein or that recommendations made in the future will be profitable or will equal the investment performance of the securities set forth herein.

Any indices and other financial benchmarks shown are provided for illustrative purposes only, are unmanaged, reflect reinvestment of income and dividends and do not reflect the impact
of advisory fees. Investors cannot invest directly in an index. Comparisons to indexes have limitations because indexes have volatility and other material characteristics that may differ
from a particular trading strategy. For example, a hedge fund may typically hold substantially fewer securities than are contained in an index. Indices also may contain securities or types
of securities that are not comparable to those in a trading strategy. Therefore, a trading strategy performance may differ substantially from the performance of an index. Because of
these differences, indices should not be relied upon as an accurate measure of comparison.

Any estimates, projections or predictions (including in tabular form) given in this communication are intended to be forward-looking statements. Any changes to assumptions that may
have been made in preparing this document could have a material impact on the investment returns that are presented herein by way of example. Although Nezu believes that the
expectations in such forward-looking statements are reasonable, it can give no assurance that any forward-looking statements will prove to be correct. Such estimates are subject to
actual known and unknown risks, uncertainties and other factors that could cause actual results to differ materially from those projected. These forward-looking statements speak only
as of the date of this communication. Nezu expressly disclaims any obligation or undertaking to update or revise any forward-looking statement contained herein to reflect any change
in its expectations or any change in circumstances upon which such statement is based. Any research in this document has been procured and may have been acted on by Nezu for its
own purpose. The results of such research are being made available only incidentally. The views expressed do not constitute investment or any other advice and are subject to change.
They do not necessarily reflect the views of Nezu or any part thereof and no assurances are made as to their accuracy.

The information and opinions contained in this document are derived from proprietary and non-proprietary sources deemed by Nezu to be reliable, are not necessarily all-inclusive and
are not guaranteed as to accuracy. There is no guarantee that any forecasts made will come to pass. Reliance upon information in this document is at the sole discretion of the reader.
No part of this document may be reproduced, stored in retrieval system or transmitted in any form or by any means, electronic, mechanical, recording or distributed without the prior
written consent of Nezu. Nezu disclaims any obligation to update this document to reflect subsequent developments. Each person accepting the enclosed materials thereby agrees to
return them promptly upon request.

All other trademarks, service marks or registered trademarks are the property of their respective owners. © 2025 Nezu Asia Capital Limited.
This document is not an advertisement and is not intended for public use or distribution.
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