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REGIONAL MARKETS UPDATE

NORTH ASIA

Japan: 3.5 Stars－Attractive
l Eco Watcher’s Outlook Index improves significantly to 47.1 in Jul 16, up from to 41.5 in Jun 16
l Jun Machine Orders fell by -0.9% y-o-y in Jun 16, a smaller drop compared to May 16’s -11.7%
l Consumer Confidence Index fell slightly to 41.3 in Jul 16, down from 41.8 in Jun 16
l Jul Manufacturing PMI’s preliminary figure rose slightly to 49.6 in Jul 16, up from 49.3 in Jun 16
l Exports shrank by -14.0% y-o-y in Jul 16, worse than the -7.4% decline seen in Jun 16
l Imports slumped by -24.7% y-o-y in Jul 16, lower than -18.7% in Jun 16
South Korea: 4.5 Stars－Very Attractive
l The Korean Won (KRW) depreciated against the USD by -0.56% in Aug 16 (data as of 30 August 2016), down from a 3.68%
appreciation seen in Jul 16
l Consumer Confidence Index increased slightly to 102 in Aug 16, up from 101 in Jul 16
l Jul Manufacturing PMI dropped slightly to 50.1 in Jul 16, as compared to 50.5 in Jun 16
l Exports extended its decline -10.2% y-o-y in Jul 16, as compared to a -2.7% decline in Jun 16
l Imports slumped by -14.0% y-o-y in Jul 16, down from -8.0% in Jun 16

MARKET OUTLOOK

As of 29 August 2016, the estimated earnings of Japanese equities for FY 2017 (ended March 2017) and FY 2018 (ended March 2018) have been revised downwards
by -8.35% and -9.11% year-to-date (in terms of fiscal year, from 1 April 2016 to 29 August 2016) respectively. Earnings of Japanese equities are expected to
increase by 5.4% in FY 2017 and 7.5% in FY 2018. On the other hand, earnings of the South Korean equity market are expected to increase by 15.4% in 2016,
12.1% in 2017 and 9.60% for 2018.
Most of the Nikkei 225 Index constituents have already announced their second quarter earnings result, with close to 60% of them having beaten their market
estimates, although a majority of them still suffer from negative earnings growth when compared to the last quarter, and have a negative year-on-year estimated
earnings growth for this year. The automobile manufacturers (one of the largest sectors within the Nikkei 225 Index Index) are among the worst in terms of earnings
growth, as the sector as a whole reported a -26.1% quarter-on-quarter decline in earnings over the quarter, while leading companies like Toyota and Honda reported
a quarter-on-quarter earnings decline of -11.8% and -6.1% respectively over the same period.
Most of the automobile manufacturers’ losses stemmed from currency translations when they convert their foreign earnings into Japanese Yen, which has
appreciated 9.1% against the USD on average during the second quarter. Going forward, the Yen’s movement remains the most influential factor in determining
market earnings. In a recent speech by Fed Chair Janet Yellen during the Jackson Hole meetings, the markets interpreted Yellen’s statement rather hawkishly,
while further easing by the Bank of Japan (BOJ) also seems a likely possibility in September. If the Federal Reserve indeed raises interest rates in September, while
the BOJ ease more within the same month, we are going see a significant depreciation in the Yen, potentially boosting both the Japanese equity market’s earnings
and performance.
For the Korean equity market, most of the major sectors managed to achieve a positive earnings surprise in the second quarter. Several sectors stood out in terms
of earnings performance. While SK Hynix suffered from sluggish earnings because of its computer semiconductor business, the whole IT sector still managed to
deliver a positive earnings surprise thanks to sales of the popular Samsung Galaxy S7 produced by Samsung Electronics (the largest constituent of KOSPI Index),
which reported an earnings surprise of 8.0%. Cosmetic producers (household & personal products sector) achieved an astonishing 40.6% earnings growth compared
to the last quarter, with the leading company Amorepacific Corporation expected to have an 18% year-on-year earnings growth this year.
Looking forward, we are expecting the IT sector to do well in the remaining two quarters of the year with a strong demand for the Samsung Note 7. The strong
performance may continue next year, with the focus shifting from Samsung Electronics to SK Hynix, as SK Hynix is gradually squeezing its competitors out of the
Dynamic RAM business thanks to the constant drop in the product’s selling price. Cosmetic producers are also expected to continue their high level of earnings with
consistent demand from their China clients. Meanwhile, the industrials sector may see strong earnings growth next year with construction companies having frontloaded their costs into the current year 2016.
As of 29 August 2016, the estimated PE ratio of the Nikkei 225 Index is 16.9X for FY 2017 and 15.7X for FY 2018; the estimated PE ratio for the KOSPI Index is
11.4X for 2016 and 10.2X for 2017. Valuations remain rather attractive as compared to other markets. Thus, we maintain our star ratings of the Japanese and
the South Korean equity markets at 3.5 Stars “Attractive” and 4.5 Stars “Very Attractive” respectively.
**Japan’s fiscal year ended in March (e.g FY 2016 ends in March 2016)

