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In January, the MSCI Japan advanced due to three factors. To begin with, domestic stock markets

pinned hopes on economic stimulus packages by the new US president when the media reported

that Democrats won two US Senate run-off races in Georgia after having dropped on fears about the

election early in the month. Secondly, better-than-expected US economic indicators such as the

ISM Manufacturing PMI as well as the JPY depreciation against the USD boosted stock prices.

Thirdly, investors welcomed a slowdown in the number of new coronavirus cases. However, a sharp

upturn in the stock of US video gaming retailer GameStop triggered by option contracts through the

online trading app Robinhood raised concerns over the bursting of the US stock market bubble and

huge losses for hedge funds, weighing down stock prices toward the end of the month.

Earnings: Earnings for the October-to-December quarter are mostly strong

The earnings announcement season for the October-to-December quarter got under way. As of

5 February, approximately 57% of major listed companies (excluding Financials) on the first section

of the Tokyo Stock Exchange (TSE) announced their earnings results. According to Daiwa

Securities, operating income of the TOPIX1000’s component issues with IBES consensus increased

+13% on a year-on-year basis and surpassed the consensus by 35%. Many of them have released

strong results, beating the market consensus both in sales and in earnings. We believe the latest

earnings result should contribute positively to stock markets. Demand is turning up in various

sectors including automobiles, smartphones, semiconductors and robots.

Positives

ZOZO: The online apparel store beat the consensus estimate of sales and EPS. While more and

more consumers are buying clothes through the internet, investors appreciated its entry into new

areas such as luxury brands and cosmetics.

Nomura Real Estate Development: The company beat the consensus estimate of sales and EPS.

Condominiums for middle-/high-income earners as well as independent houses were selling well

with an increase of dual-income families and rising stock markets. The company could also benefit

from the higher prices of rental office buildings when they sold them. In addition, investors

appreciated its share buyback program.

Negatives

East Japan Railway: The company missed the consensus estimate of sales and EPS. It

downgraded not only its forecast of revenue from transportation by JPY77 billion from the previous

one but the range of operating loss for the current fiscal year from JPY500 billion to JPY535 billion

following the fresh declaration of the state of emergency.

Welcia Holdings: The drugstore chain missed the consensus estimate of sales and EPS. The

growth of the highly profitable dispensing pharmacy business slowed down due to extended period

of medicine prescribed for patients, while the ratio of low-yielding food product sales to total sales

increased due to stay-at-home policies, deteriorating the total profitability of the company.

Note: The organisations and/or financial instruments mentioned are for reference purposes only. The content

of this material should not be construed as a recommendation for their purchase or sale. Charts and graphs

are provided for illustrative purposes only.
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Economy: Leading indicators slightly improved against all odds.

Domestic leading indicators unexpectedly improved in January. According to the Economy Watchers

Survey, one of the leading indicators on which we put the most emphasis, the average of current and

future conditions turned up for the first time in three months. We were expecting the figure would fall

in January following the fresh declaration of the state of emergency by the government, and

Bloomberg also predicted that it would drop to 32.5. But it actually rose from 35.2 in December to

35.6 in January. The reason behind this upturn was a sense of anticipation given many of the

survey’s respondents expressed hope for vaccination programs.

Source: Bloomberg, data correct as of 8 February 2021.

While the diffusion index for current conditions decreased from 34.3 in December to 31.2 in January,

the one for future conditions increased from 36.1 in December to 39.9 in January. If we look over the

comments by sector, investments in automobile started to increase again in North America while the

steel industry enjoys a recovery in demand as well as price increases. On the other hand, industries

that are vulnerable to the pandemic such as hospitality, staffing and home building have been

sluggish.

Given a decrease in new coronavirus cases, the survey’s result is likely to improve further in

February unless additional negative factors concerning the virus materialise. Better results of the

indicator should shore up domestic stock prices. We will keep an eye on other economic indicators

as well to see whether they will follow the Economy Watchers Survey.

Source: Bloomberg, data correct as of 8 February 2021.

Investment Strategy

We expect that the Japanese equity market to remain range-bound due to a tug-of-war between

accommodative monetary policies and a sense of overvaluation, especially in the US equity market.

Over the long term, more open policies to overseas funds including the improvement in corporate

governance as well as policies to boost the immigration intake are likely to support the market. We

identify external factors, such as the outbreak of financial crises and another global recession, as

major risks because they might bring about a sharp yen appreciation. Taking these into

consideration, we will overweight the consumer discretionary sector and stocks with low price/book

(P/B) ratios.
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