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In July, the MSCI Japan declined due to concerns over the coronavirus and the JPY appreciation.

Investors were discouraged by the spread of the more transmissible Delta variant at home and

abroad. The prospect for the resumption of economic activity in the service industry receded as the

number of new cases continued to increase until the end of July with the Tokyo Olympic Games

going on under the state of emergency that was declared for the city in the first half of the month.

The JPY appreciation against the USD also weighed on stock markets. On the other hand, the US

jobs report showing increased payrolls without the escalation of wage inflation, the Chinese central

bank’s decision to cut lenders’ reserve requirement ratio and the ECB’s decision to revise its forward

guidance shored up stock prices. While the Chinese online education stocks that plunged due to

tighter regulations on the sector by the local government had only a limited impact on the overall

Japanese stock market, some China-related stocks such as SoftBank Group mirrored the tumble in

China.

Economy: Domestic leading indicators should turn up with a progress in vaccination

programs and an implementation of fresh economic packages after declines in July.

The new variant of Covid-19 (the Delta variant) is spreading in Japan with the number of new cases

hitting its record high. The Japanese government is struggling to contain the spread of the Delta

variant though it extended the state of emergency until the end of August under the Olympics

Games. Given concerns over the coronavirus are overwhelming near-term excitement about

Olympics, leading indicators for July should decline from the previous month

With regard to future events, the Paralympic Games will be held from 24 August to 5 September and

the government will hold a Lower House election in the period from late September to November.

The government is likely to announce fresh fiscal expenditures such as “Go To” travel campaigns (a

policy in which the government subsidises up to 50% of travel expenses) in order to gain an

advantage in the election after showing its capabilities to contain the coronavirus by imposing

stringent lockdown measures. Specific measures on fiscal spending should be released in

September or October and the ratio of people will have received a second dose of Covid-19 vaccine

should reach 50%. Given these factors (a progress in vaccination programs and another fiscal

spending), we believe domestic leading indicators will turn up in September or October.

Source: SMDAM based on Bloomberg data as of 4 August 2021.
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Source: SMDAM based on Bloomberg data as of 4 August 2021.

Source: SMDAM based on Bloomberg data as of 8 July 2021.

According to research by Nikkei, the latest cabinet approval rating was 34%, exceeding the

threshold of regime survival of 30%. Given the absence of powerful opposition parties, current

ruling coalition parties should hold on power even after the upcoming Lower House election.

Earnings: Earnings results for the April-June quarter should boost stock prices

The earnings announcement season for the April-June quarter got under way. As of 30 July,

approximately 39% of major listed companies (excluding financials) on the first section of the

Tokyo Stock Exchange (TSE) announced their earnings results. According to Daiwa Securities,

the ratios of those whose operating income topped/ fell below the market consensus by 10% or

more were 56% and 13% respectively. We have a positive impression on these results with many

of them beating the consensus. Let us give you some examples below.

Positives

Nissan Motor: The auto maker beat the consensus estimates of sales and EPS. The company

could keep sales promotion costs lower than expected due to shortages of new-vehicle inventories

in the US market, while the reversal of loan-loss reserves in its financial service unit boosted its

earnings.

Advantest: The semiconductor production equipment (SME) maker not only beat the consensus

estimates of sales and EPS but also upgraded sales/ operation income/ order forecasts for the

FY2021 following strong orders for its products. The company benefited from increased demand of

ATE (Automated Test Equipment) amid growing investments by semiconductor makers to enhance

production capacity on the back of chip shortages and technological advances. It also unveiled a

share buyback program.

Negatives

Kose: The cosmetics maker missed the consensus estimates of sales and EPS. The company

suffered a decline in profit margin due to increasingly fierce competition in the Chinese

e-commerce market, while suggesting a sales decline in Hainan due to container shortages and a

crackdown on buying agents.

Shimizu Corporation: The general builder missed the consensus estimates of sales and EPS. A

decline in gross margin rate at home as well as loss reserves at the Singaporean unit due to

difficulties in securing construction workers and rising material costs weighed on its earnings.
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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.

_____________________________

Notes: Some statements contained in this material concerning goals, strategies, outlook or other

non-historical matters may be forward-looking statements and are based on current indicators and

expectations. These forward-looking statements speak only as of the date on which they are made,

and the Company undertakes no obligation to update or revise any forward-looking statements.

These forward-looking statements are subject to risks and uncertainties that may cause actual

results to differ materially from those contained in the statements. The Company and/or its affiliates

may or may not have a position in any financial instrument mentioned and may or may not be

actively trading in any such securities.

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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