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Stormy earnings season: any concerns over a free fall? 
 
 

The Tokyo stock market is growing turbulent in the midst of earnings announcements during the April-June quarter. 
Companies have to be conservative in their earnings forecasts amid uncertainty over the ongoing US-China trade 
wars. What we have to do now is to get a clear handle on how sluggish the actual economy is. 

In the wake of the sudden deceleration in the second half of last year, companies have released a variety of mixed 
information such as inventory adjustment, dealing with backlogs, dressing profits and write-offs in the  
January-March quarter. Consequently, we were unable to establish whether reported earnings are a reflection of 
their real abilities. 

Firstly, we will have to analyse the corporate earning power for the April-June quarter. If no more negative factors 
emerge, we should then be able to expect the pace of earnings decline to be moderate from the July-September 
quarter onwards.  

 No extreme deterioration 

Presently, more companies have missed their earnings guidance than beat them. However, I do not believe 
that the macro economy has deteriorated exceptionally badly. Although few companies have upgraded 
their earnings guidance for the entire fiscal year, there are a notable number of companies that have posted 
earnings at a faster pace than their previously more conservative estimates at the beginning of the financial 
year. 

 Strong software business 

One of the strongest sectors is the enterprise software development sector. It’s normal for it to lag the 
economic cycle and is mostly immune from a direct impact of the global economic turmoil due to its 
dependence on domestic demand. The industry is enjoying a boom thanks to an expansion of new 
methodologies on the back of labour shortage and an advancement of technology. 

While the software business benefits from labour shortages, the sector itself also suffers from a serious 
shortage of labour. This problem is already a drag on its growth. In addition, as the business models which 
do not rely on people have already highly appreciated in the stock market, I am not convinced if this industry 
as a whole is an attractive investment. 

  



 

 

 What about the semiconductor-related industry? 

Moving on to the market’s main concern, the semiconductor-related industry, my impression is that it is “not 
as bad as we had expected.” Irrespective of whether there is end user demand, some producers are 
actively investing in cutting-edge miniaturisation of chips and a cleaning technology in the process. 

Nevertheless, final end user demand is unlikely to increase in the second half of FY2019. In addition, strong 
investment and shipment of materials, which may have incorporated demand ahead of schedule and 
boosted demand artificially, as clients may have been moving up their purchases for fear of export 
restrictions by the US and Japan.  

 Industries in unexpectedly tough situations 

Meanwhile, on-board electric device manufacturers for automobiles are in an unexpectedly tough situation. 
The sector had been regarded as a growth area alongside the prevalence of the self-driving support system, 
but with endless chaos in the European auto industry where the adoption rate for electric devices is high, 
demand remains weak. Since most companies have poured huge amounts of money into future investment, 
a decline in demand deals a major blow to their profitability. On-board electric devices remain a growth 
area in the mid- to long-term, but it might be difficult to find the right timing for investments. 

Looking at the overall industry, although I am unable to find any positive factors likely to boost the market 
to a great extent, there are also no signs of free fall or collapse which we had feared. Year-on-year 
comparison of earnings will become less difficult going forward as the results for the April-June quarter in 
2018 were strong, particularly in semiconductor manufacturers. For stock pickers like myself, it is a good 
time now to invest in undervalued issuers with strong earnings. 
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