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REGIONAL MARKETS UPDATE
NORTH ASIA
JAPAN (3.5 STARS– ATTRACTIVE)
 Eco Watcher’s Outlook Index fell slightly to 53.8 in Nov, down from 54.9 in Oct
 Oct Machine Orders rose 2.3% y-o-y, up from Sep’s 3.5% decline.
 Consumer Confidence Index increased to 44.9 in Nov, up from 44.5 in Oct
 Dec Manufacturing PMI’s preliminary figure increased to 54.2, up from 53.6 in Nov
 Exports rose 16.2% in Nov, higher than 14.0% in Oct
 Imports rose by 17.2% y-o-y in Nov, down from 18.9% in Oct


SOUTH KOREA: 4.5 STARS－VERY ATTRACTIVE





KRW appreciated by 1.1% against USD month-to-date (Data as of 26 Dec 2017), as compared to its 2.8% appreciation in Nov
Oct Manufacturing PMI fell to 50.2, down from 50.6 in Sep
Exports rose by 9.6% y-o-y in Nov, higher than 7.4% in Oct
Imports rose by 12.3% y-o-y in Nov, higher than 7.4% as in Oct

MARKET OUTLOOK
As at 22 December 2017, both the estimated earnings of Japanese equities for FY 2017 (ended March 2018) and FY 2018 (ended March 2019) have
been revised up by 3.8% and 6.7% year-to-date (in terms of fiscal year, ranging from 1 April 2017 to 22 December 2017) respectively. Earnings of
Japanese equities are expected to increase by 12.8% and 12.6% in FY 2017 and FY 2018 respectively. On the other hand, earnings of the South
Korean equity market are expected to increase by 33.1% in 2017 and 14.4% in 2018.
For Japan, economic data announced within December mostly point to further improvements in its economic condition. The jobs-to-applicant ratio rose
to 1.56 in November, its highest since 1975, indicating a tightening of labor market. Exports increased by 16.2% year-on-year in November, stronger
than market expectations of a 14.7% increase, while exports to China and the ASEAN regions remained strong and grew by more than 20%. The
preliminary reading of December’s manufacturing PMI improved further to 54.2 and individual components had revealed strong growth in new export
orders and quick depletion of inventories, which should support growth of export and industrial production in future months.
Kuroda’s recent comments, including the speech he made after the recent BoJ meeting where he mentioned that Japan will lag behind its overseas
peers in ending easing and that achieving inflation targets remain his focus, confirmed our beliefs that a change in policy stance for BoJ is highly unlikely
until the core inflation stands healthy above 1%, rising and with chances to reach the target of 2%. We believe that such accommodative stance,
combined with the expansionary fiscal policies adopted by the Abe government, will help in supporting corporate earnings in 2018.
Over in Korea, valuations of Samsung Electronics continued to fall alongside the NAND price. We maintain our view that the company is heading
towards achieving record high earnings for 4Q 2017 and potentially higher than consensus earnings in Q1 of 2018, the positive earnings announcement
may revert the current weak momentum for the stock.
With the surge in Chinese smartphone shipments and continuous server demand, DRAM remained in tight supply, their prices have surged since midOctober and stayed at that high level since then. Such a business environment gives the company’s semiconductor division further boost in earnings
despite a steady fall in NAND prices. The company’s dominance in OLED display is also paying off, as its demand climbs with more and more
smartphones adopting the edge-to-edge OLED design. The announced incentive paid to semiconductor staff and related vendors may rank up to cost
of around 500 billion KRW, such cost combined with the Won appreciation against USD in 4Q limits the potential of earnings surprise, but the vivid
business performance shall be capable to still deliver strong growth year-on-year. We remain hopeful that the recent stock slump may revise its course
when market realizes the companies’ semiconductor business is likely to remain strong over the coming quarters.
As at 22 December 2017, the estimated PE ratios of Nikkei 225 Index are at 19.3X for FY 2017 and 17.1X for FY 2018; the estimated PE ratios for the
KOSPI index was at 10.3X for 2017 and 9.0X for 2018. Valuations remain rather attractive compared to other markets. Thus, we maintain our star
ratings of the Japanese and the South Korean market at 3.5 stars an “Attractive” and 4.5 stars “Very Attractive” respectively.
**Japan’s fiscal year ended in March (e.g. FY 2017 ends in March 2018)
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JAPAN (3.5 Stars – Attractive)
Why we like it:
1.

Improving Global And Hence Domestic Economy
•
Japanese companies have large proportion of their revenue generated overseas, mostly related to export of capital goods and productivity
enhancement solution. As a result, Japan corporations’ earnings are highly correlated to rate of global growth. Japan will likely benefit from a
global economic recovery, and we believe such recovery is still ongoing. Majority of Japanese economic indicators are now in positive territory,
manufacturing PMI and economic outlook index are both at high levels, while growth in exports is accelerating, with retail sales figure going
up as well.

2.

Reasonable Valuations
•
TOPIX index’s estimated 12 month forward PE now sits at 15.0X, close to our neutral target of 15.1x, which refers to the average valuation for
the April 2013 to June 2015 period, where we see improving revenues and producer sentiment similar to our current macro environment.
Yet under the accommodative fiscal and monetary policies and the strengthening global demand, it is likely that the valuations trend higher
towards the upper quartile of the valuation band ranging from 15.1x to 17x. The stock market should have adequate room to edge higher from
where we currently are under such bullish scenario.

Why we don’t like:
1.

Not all sectors enjoy strong earnings outlook
•
Automobile manufacturers and Banks are lacklustre in terms of earnings outlook when compared to industrial companies. The former is
being weighed down by a shift of demand in US from passenger cars to light trucks, forcing various companies to raise their incentive and
marketing expense to keep their share in US, while the latter suffer from a continuously low interest rate environment. Both of the above
mentioned disadvantages will be here to stay even when we enter 2018.

2.

Wage growth remains stubbornly low
•
We believe wages will eventually rise within Japanese market as labour market tightens, but it remains to be seen when this will take place.
If companies continue to refuse raising contractual wages in 2018, consumer sentiment may start to fall, dampening the outlook of retail
sales and private consumption.
That being said, the government now is doing what it can in terms of pushing wage growth, with tax cuts offered to companies which actively
improve their employees’ wage levels. We do believe such measures and an ultra-high job-to-applicant ratio serve as strong catalysts for
companies to start paying their employees higher wages within coming year.

