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Market Outlook
We expect the Japanese equity market to experience a correction in February. We expect the
market to continue to search for a support level as more Q3 2017 (October-to-December) earnings
results are released. Japanese equities have been performing well since the middle of November;
their prices are factoring in strong earnings in Japan and abroad and strong Q3 2017 earnings
results. We believe that these strong earnings results from Q3 2017 have already been completely
factored into the stock market. Until earnings from Q4 2018 (January-to-March) and FY2018 start to
be factored into stock prices, the equity market will likely slump. Earnings announcements for Q3
2017 have continued to meet our high expectations. 56% of TSE 1st Section companies had
announced their earnings by 5 February 2018, according to Mizuho Securities. 9-month earnings
have met our expectations and are strong; +15% operating profit growth and +29% net profit growth.
However, as many companies have not adjusted their earnings guidance for this fiscal year,
estimates are stuck at +13% growth for operating profits and +22% growth for net profit. The
earnings growth rate for Q3 2017 will likely rise going into February as we expect more favourable
earnings results to come to light.
However, full-year guidance remains conservative and will likely disappoint market participants. As
we think it will take some time before the positive opinions of sell side analysts to make their way
through to the minds of investors, we believe that the market will experience a correction in February.
We expect the Bank of Japan (BoJ) to continue with its current accommodative monetary policy
program. Market participants speculated that the BoJ was looking for an exit strategy as it trimmed
Japanese Government bond (JGB) purchases in January. JGBs currently held by the BoJ have a
lower redemption value compared with one year ago. Thus, in an effort to maintain its JGB amount
outstanding, we believe that the BoJ reduced its bond purchases. However, the BoJ then mentioned
there would be no change to monetary policy, and followed by raising bond purchases aiming to cool
down the market. For the time being, there should be no change to the 10-year JGB target interest
rate of 0% or other monetary policy.
There is no change to our opinion that share prices will rise throughout the year on the back of
strong earnings.
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Investment Strategy
Overweight Sectors:

Underweight Sectors:

Construction & Materials
Machinery
Financials (ex-Banks)
Commercial & Wholesale Trade

Foods
Pharmaceutical
Retail Trade
Transportation & Logistics

We will overweight the construction & materials, financials, machinery and commercial & wholesale
trade sectors, while underweighting the foods, retail, pharmaceutical, and transportation & logistics
sectors. Within the construction & materials sector, we will overweight the metals and ceramics
subsectors. We will be cutting our position in major construction companies because of ongoing
investigations into anti-trust law violations as well as the fact that strong earnings have already been
priced into their share prices. In the financials (ex-banks) sector, we will overweight the securities and
insurance subsectors. We will overweight the commercial & wholesale trade sector because
commodity prices are rising, and the machinery sector because orders are solid. Conversely, we will
underweight defensive sectors such as food, retails and pharmaceutical.

________________________________
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. Any charts and graphs provided are for illustrative purposes
only.
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by the Financial Conduct Authority.

Past performance is not a reliable indicator of future performance and may not be
repeated. An investment’s value and the income deriving from it may fall, as well as
rise, due to market fluctuations. Investors may not get back the amount originally
invested.
The data contained in this document is for information purposes only. It is correct to the best of our knowledge at the
date of issue, is based solely on information which you have provided to us and may be subject to change. The client
legal agreement will take precedence over this document. This document is not legally binding and no party shall
have any right of action against Daiwa SB Investments Ltd., in relation to the accuracy or completeness of the
information contained in it or any other written or oral information made available in connection with it. Nothing in this
document or any related presentation shall be deemed to constitute investment advice, nor shall we be deemed to be
an investment advisor unless formally appointed as such, or as discretionary investment manager, by way of written
agreement.
The information contained in this presentation is to be used by the professional client that this document is issued to
only.
This document may not be copied, redistributed or reproduced in whole or in part without prior written approval from
Daiwa SB Investments (UK) Ltd.

