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Market Outlook
Japanese stocks could be set to decline temporarily at the beginning of March on the back of
selling by risk parity funds which tend to adjust their position at the end of the month. Once the
influence of this position adjustment is over, we expect stock prices to rise again thanks to good
corporate earnings. We are experiencing a period where the yen is strong against the dollar.
However, it will be only temporary as foreign investors are closing currency hedging positions
when selling Japanese stocks; as well as this Japanese banks are also reducing their positions
on foreign bonds before the end of the fiscal year.
According to Mizuho Securities, the operating profit of the TSE 1st section listed companies for
the first nine months of the fiscal year ending December, increased by +14% year on year, and
net profits increased by +24%. The factor that accelerated growth in net profit is a result of the US
tax reform which was approved in Q3 (October-to-December 2017) and thus many companies
reversed large deferred tax liabilities. In Q3 alone, there was +18% increase in operating profit
and +32% increase in net profit.
Mizuho’s forecast for the full fiscal year is an increase in operating profit of +11% and an increase
in net profit by +20%. The progress rates are 79% and 84% respectively, and the room for
upward revision is expected to be large. The earnings of domestic demand driven companies
such as construction and service industry are expanding, and earnings continue to expand even
without weak yen. This is a characteristic of corporate earnings during this fiscal year.
The nomination of BoJ's governor and deputy governor has been as expected. We expect the
BoJ to maintain the accommodative monetary policy for the foreseeable future and the Fed is
likely to continue raising rates due to solid economy growth in the US. Thus we forecast the yen
depreciation to a 110 yen to the dollar level.
We expect Japanese stocks to begin to rebound in March on the back of the strong corporate
earnings with further room for upward revision.
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Investment Strategy
Overweight Sectors:

Underweight Sectors:

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

Foods
Pharmaceutical
Retail Trade
Transportation & Logistics

Concerning stock picks, we plan to incorporate stocks that can expect profit increase for FY2018.
We are overweighting the construction & materials sector, but underweighting major construction
companies. We overweight companies such as telecommunications and electric construction
companies, semiconductor materials, and automobile exhaust gas control parts producers. Also,
we overweight trading companies, being beneficiaries of rising commodity prices. We also
continue to overweight machine sectors on the back of a strong order back log. We underweight
defensive sectors such as food and pharmaceuticals.
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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 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
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