SMAM Japan Insights （No.093）

For Information Only
10 July 2018
Masahiro Ichikawa
Senior Strategist

Nikkei 225 Index’s Market Outlook of Coming Summer Season
 Generally, Nikkei 225 Index’s average monthly performance during the summer season was poor in the
past.
 Market needs to understand U.S. and China’s intention of policy to avoid weaker Japanese stock market
triggered by U.S.-China trade friction.
 FY2018 major Japanese companies’ net profits are expected to increase. Corporate earnings result
announcement at every financial year end will support stock price.

Generally, Nikkei 225 Index’s average monthly performance during the summer season was poor in the
past.
Looking back at the movement of 2018 first half Nikkei 225 Index, after reached JPY24,129.34 on Jan 23, it
fell to JPY2,347.49 on Mar 26 following weakening U.S. stock market due to increasing U.S. long-term interest
rate. After that, Nikkei 225 Index slowly recovered to JPY23,000 level during May and June. However, current
price was kept around JPY22,000 level due to cautiousness surrounding U.S.-China trade friction. (Diagram 1)
From now, summer market will begin. For your reference, Nikkei 225 Index’s average monthly performance
in past 33 years was around 0%, -1.1% and -1.3% in July, August and September, respectively. Negative
performances stand out in August and September. (Diagram 2) As people refer to “Summer slump market,” it is
believed that the stock market price becomes inactive during summer as a lot of market players are on vacation.
Especially, average price in August had drastically fallen during “Obon*” vacation in the past.
*Obon is a summer event during which people welcome the spirits of their ancestors back home.

“Diagram 2 : Nikkei 225 Index Monthly Performance”

“Diagram 1: Nikkei 225 Index”

(Note) Data from Jan 5 to Jun 29, 2018.
(Source) SMAM, based on Bloomberg L.P. data.

(Note) Data from Jan 1985 to Dec 2017. Average monthly percentage change in past
33 years. Precise percentage change of July is 0.046%
(Source) SMAM, based on Bloomberg L.P. data.
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Market needs to understand U.S. and China’s intention of policy to avoid weaker Japanese stock market
triggered by U.S.-China trade friction.
Nevertheless, these are just the simple average in the past and do not necessarily suggest that the market will
fall in August and September. However, U.S. president Trump is expected to maintain protective trade policy till
mid-term election in coming November. Accordingly, U.S.-China trade friction is expected to continue to weigh
on Japanese stocks possibly for few months from the summer to autumn.
U.S. and China set to impose USD34bil. worth of tariffs (total amount of USD50bil.) on July 6 which has
brought market to attention. As we believe that tariff rise is only a negotiation card to take advantage in trade
talks, we do not expect both countries to start trade war which will slow down both of their economies. Whether
the stock market can discount this issue cool-headed or not seems to be the key of avoiding “Summer slump
market.”

FY2018 major Japanese companies’ net profits are expected to increase. Corporate earnings result
announcement at every financial year end will support stock price.
FY2018 net profits of companies comprising Nikkei 225 Index are expected to drop marginally. Hence,
upward earnings revision is necessary in order for Nikkei 225 Index to boost upward trend. The trigger will be
Apr.-Jun. financial results of companies whose fiscal year end is March. Peak of Apr.-Jun. quarterly fiscal
announcement will be from end of July to beginning of August. During this announcement period, Japanese
investors will try to assess possibility of upward revision in corporate earnings forecasts by checking business
progress.
This summer’s direction of Nikkei 225 Index will be determined by which factors it will strongly react to;
“U.S.-China trade friction worries” or “upward revision of corporate earnings forecasts.” Meanwhile, we expect
net profits of 277 of major companies of our research universe to moderately increase by +1.7%YoY. According
to our view, we expect stock price to recover even after fall in summer as the expectation of upward earnings
revision will grow with every financial results announcement.

*Please note that this report is a translation of Japanese report written on July 2, 2018.
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Disclaimer
Please read this disclaimer carefully.
This material is for non-Japanese institutional investors only.
The research and analysis included in this report, and those opinions or judgments as outcomes thereof, are
intended to introduce or demonstrate capabilities and expertise of Sumitomo Mitsui Asset Management
Company, Ltd. (hereinafter “ SMAM ” ), or to provide information on investment strategies and opportunities.
Therefore this material is not intended to offer or solicit investments, provide investment advice or service, or to
be considered as disclosure documents under the Financial Instruments and Exchange Law of Japan.
The expected returns or risks in this report are calculated based upon historical data and/or estimated upon
the economic outlook at present, and should be construed no warrant of future returns and risks.
Past performance is not necessarily indicative of future results.
 The simulated data or returns in this report besides the fund historical returns do not include/reflect any

investment management fees, transaction costs, or re-balancing costs, etc.
The investment products or strategies do not guarantee future results nor guarantee the principal of
investments. The investments may suffer losses and the results of investments, including such losses, belong to
the client.
The recipient of this report must make its own independent decisions regarding investments.
The opinions, outlooks and estimates in this report do not guarantee future trends or results. They constitute
SMAM’s judgment as of the date of this material and are subject to change without notice.
The awards included in this report are based on past achievements and do not guarantee future results.
The intellectual property and all rights of the benchmarks/indices belong to the publisher and the authorized
entities/individuals.
This material has been prepared by obtaining data from sources which are believed to be reliable but SMAM
can not and does not guarantee its completeness or accuracy.
All rights, titles and interests in this material and any content contained herein are the exclusive properties of
SMAM, except as otherwise stated. It is strictly prohibited from using this material for investments,
reproducing/copying this material without SMAM’s authorization, or from disclosing this material to a third party.
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