/{3—-
; | CAT 'FUND
'] FOCUS Japan small/mid caps ———

Having fallen to their lowest level since 2003, small cap stocks and new markets appear increasingly interesting to us. The main reason for the
decline is a reduction in liquidity amid fears of a US economic slowdown. There are concerns about creditworthiness, triggered by the US
subprime loan crisis and uncertainties about global growth. Once a resolution of the various problems is in sight, we think that investors will
start looking at undervalued stocks. Therefore, we are positive on the outlook for mid and small sized companies over the mid to long term and
we think that the timing has come to accumulate positions because:

1) small cap valuations have declined to what compares with past historical lows,
2) M&A activity should remain strong,

3) public-sector pension funds are beginning to invest in small caps

4) possible government measures to help small and midsized companies.

Forward P/E is at the lowest since 2003

The risk of another sharp fall to new lows in the new company markets is limited and we view the decline in valuation to historical lows as a
buying signal (see chart 1). Forward P/E is at the lowest since 2003 and around 53% of companies have price to book ratios of less than 1.
This should support share prices and heightens attractiveness to value investors (see chart 2, 3 and 4).

M&A activity
M&A activity should remain a key theme in 2008. Balance sheets of companies are the healthiest they have been in the past 40 years and
considering undemanding valuations we expect the growth trend in M&A to remain strong.

Topix dividend yield higher than the 10 year Japanese Government Bond yield
Another supporting factor is the Topix dividend yield being higher than the 10 year Japanese Government Bond yield which in the past signaled
a bottom. This situation occurred in 1998, 2003, 2005 and was usually followed by a rising market in the following months.

Supply/demand conditions are improving

The emergence of Japan Post Insurance as a new investor in small caps alongside the Government Pension Investment Fund should alter the
supply-demand structure in a positive way. Furthermore, new IPO deals are poised to ramp up again from February which should create more
interest around small cap companies.

Prime Minister Yasuo Fukuda to propose measures to improve conditions for small/mid companies

In a bid to stimulate a sector that employs most of Japan’s workforce, Prime Minister Yasuo Fukuda asked his cabinet to come up with ways to
help small and midsized companies by end of February. Finance Minister Fukushiro Nukaga said the ministry will consider ““necessary
measures” to respond to requests from smaller companies, such as making it easier for them to obtain funds toward the year ending March 31.
Fukuda, facing falling approval ratings and possibly early election, needs to improve conditions for the companies as their deteriorating profits
was one reason for LDP's landslide defeat in Upper House elections last July, hence his pledge to support small and midsized companies.

Japanese economy at a turning point

The Japanese economy is in a slowing growth phase, and consumption is still the weakest point. However, inflation can stimulate consumer
spending if it translates into expectations of wage growth later in the year. The recent question mark was about exports, but figures in January
surprised on the upside. Overall exports rose 7.7% y-y and 2.6% m-m in January. Exports to US showed some weakness largely compensated
by strong figures to EU and Asia. While we expect near-term weakness in exports due to a slowdown in the US, we do not project a sharp
deterioration as exports increasingly go to emerging markets. In these countries, led by domestic demand, economic growth appears more
sustainable.
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Source: JASDAQ. Toyo Keizai; compiled by DIR
Note: Excluding Yahoo Japan.

This document is for information purposes only and does not constitute an offer or a recommendation to buy or sell. While Cat Fund AG uses reasonable efforts to obtain
information from sources, which it believes to be reliable, Cat Fund AG makes no representation or warranty as to the accuracy, reliability or completeness of the information.
Past performance is no guarantee for future results.






