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 Japanese Economy 

Japan’s economic recovery is under way, as robust Exports and Industrial Production lead the moderate 
growth. Meantime, faltering Consumption Expenditures are expected to recover due to higher real wages led 
by nominal wages gain and subdued inflation rate. 

• SMAM maintained real GDP forecast at +1.5% in FY2015 and +1.9% in FY2016 respectively. 

• Consumption Expenditures are likely to recover from middle of this year on expectations for the increase in 

nominal wages and wealth effect boosted by higher stock prices.  

• Core-CPI is highly likely to stay far below from the inflation forecast by BOJ, but the bank is less likely to move 

to additional easing. 

 Japanese Stock Markets 

Current stocks are fairly valued on upbeat corporate earnings. There would be still some room for upward 
revision in profit forecast and enhancement in shareholder return by the companies. 

• FY2015 corporate profits are expected to be revised upward due to weak JPY and low crude oil price. 

• Further improving shareholder return would lift the share prices, while shareholder return remains still low. 

• Overseas investors are still increasing net long position in April. 

• Downside risk is associated with foreign factors such as geopolitical concerns, unclear monetary policy by Fed 

and ECB, and possibly negative effects by crude oil price slump. 

Executive summary 
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Notes: Macro and market views are  as of May15 and 18, 2015 respectively, and subject to updates thereafter without notice 
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SMAM maintained real GDP forecast of +1.5% for FY2015 and +1.9% for FY2016. 

Solid economic recovery is on track as Exports and Production are expanding modestly along with US led 

global growth. Private Consumption is likely to recover from mid 2015 as higher nominal wages and subdued 

inflation should support the consumer sentiment.  

Notes: E=SMAM forecasts. SMAM views are as of May15, 2015 and subject to updates thereafter without notice 
Source: Cabinet Office: Bank of Japan, Ministry of Economy, Trade and Industry, Ministry of Internal Affairs and Communications, SMAM forecasts 

(%, YoY except Net Exports) 

SMAM economic outlook for FY15-16 

Real GDP growth 1.0% 2.1% -1.0% 1.5% 1.9%

       Private Consumption Expenditure 1.8% 2.5% -3.0% 1.7% 2.0%

         Private Housing Investment 5.7% 9.3% -11.8% 0.2% 4.4%

       Private Capital Investment 1.2% 4.0% 0.1% 2.7% 3.2%

       Public Consumption Expenditure 1.5% 1.6% 0.5% 0.9% 0.5%

       Public  Capital Investment 1.0% 10.3% 3.1% -1.6% -1.6%

Net Exports (contrib. to GDP growth) -0.8% -0.5% 0.7% 0.3% 0.1%

       Exports -1.3% 4.7% 7.2% 5.3% 5.0%

       Imports 3.6% 6.7% 3.0% 4.0% 5.2%

Nominal GDP 0.1% 1.8% 1.3% 2.0% 2.4%

GDP Deflator -0.9% -0.3% 2.3% 0.6% 0.5%

FY12 FY13 FY14E FY16EFY15E



 

Quarterly GDP: SMAM expects moderate growth 

 January-March real GDP released on May 20th rising annualized +2.4% QoQ led by the increase in inventory. 

SMAM maintained quarterly real GDP forecast of +1.6% annualized in April-June, +1.7% in July-September and 

+1.8% in October-December in FY2015. 

Bank of Japan put off the timing for achieving 2% inflation to “around the first half of FY2016” from “in or around 

FY2015.” SMAM expects that the bank revises its forecast further downward, however the bank keeps on hold 

its current monetary policy during this year. 
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Notes: E=SMAM forecasts. SMAM views are as of May15, 2015 and subject to updates thereafter without notice 
Source: Cabinet Office: Bank of Japan, Ministry of Economy, Trade and Industry, Ministry of Internal Affairs and Communications, SMAM forecasts 
The above data is  as  of May 15, 2015. . 
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 SMAM forecasts current recovery process in order from Exports to Production and Consumption. The ongoing 

recovery process is between Confidence and Consumption. 

 Stable recovery is highly expected underpinned by robust Exports and Industrial Production, while 

Consumption is eventually picking up.  

 SMAM expect Private Consumption Expenditures to recover from April-June quarter although current 

consumption data remain weak. Wealth effect by rising stock prices and real wages growth lift up the 

Consumption. 

Recovery Process: Exports⇒Production⇒Employment, Confidence⇒Consumption 
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Exports: Solid growth to Asia, US and EU 

 March Export volume slightly gained +0.2% MoM. On 3 month basis, January-March Export volume grew for 

three consecutive quarters despite at a slower pace of +1.0% QoQ than +3.8% QoQ in October-December 

2014. 

 Exports are expected to keep moderate growth at 1%  from April-June quarter on steady growth to US and EU 

as well as to upbeat Asian countries (ex. China). Exports to China is likely to grow spurred by China’s easing 

monetary policy going forward. 
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Industrial Production: Keeping moderate growth 

 January-March Industrial Production grew +1.7% QoQ. The IP is likely to keep growing at a moderate speed. 

Production for Materials and IT expanded in April, while that for Transportation Equipment contracted. 
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Wages:  Rising nominal wages 

March Unemployment rate declined to 3.4%, reaching a nearly full employment. A tight job market will help 

nominal wages to rise. 

Nominal wages are expected to accelerate to +1.2% YoY in FY2015 and +1.3% in FY2016 from +0.5% in 

FY2014 as nominal wages such as pay scale, bonus and other unscheduled wages are rising. The pay scale 

accelerated to +0.75% in FY2015 from +0.52% in FY2014. Scheduled wage (Basic wage) is expected to grow 

steadily to +0.7% in FY2015 and +0.8% in FY2016.  
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Private Consumption: Likely to recover in April-June 

 January-March consumption data remain still subdued, whereas SMAM expects the recovery starts from April-

June quarter. On a monthly basis, latest data show some improving signs. In addition, upbeat nominal wages 

and wealth effect on higher stock prices should support the consumption. 
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Stock market outlook: Earnings growth prospects should help the stock market 

SMAM short-term view 

 In addition to moderate growth in Production and Exports, Consumption recovery would lift the macro 

economy. Corporate earnings are expected to continue growing in FY2015. 

 The stock market is expected to keep advancing as Japan's reflation policy is very likely to continue until next 

consumption tax hike in 2017. Increasing expectation for dovish US rate hike should also support the market. 

Longer-term outlook (6-month and beyond) 
 For longer-term, we continue to expect the market to track on a modest uptrend, underpinned by US-led global 

growth, solid corporate earnings and strengthened reflationary policies in Japan. More focusing on shareholder 
return such as dividend increase and share buyback are another positive aspect. 

 Note: SMAM’s  Projection is as of May 18, 2015 and subject to updates without notice  
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Base scenario & Upside / Downside risks for our forecasts 

 Our Base Scenario is assuming the following views: 

• Global economic recovery to be sustained led by strong US economy  

• Japan’s mild recovery from tax-hit weak demand buoyed by reschedule of next tax hike until 2017 

• Growing expectation for positive corporate earnings revisions due to weaker JPY 

• Reflationary policy to be continued toward the next consumption tax hike 

 

 Upside Risks include:  

• Stronger-than-expected global growth 

• Stronger-than-expected measures by Abe government 

 

 Downside Risks include:  

• Slowdown in global economy 

• Concern over global deflation 

• Increasing geopolitical concerns 
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TOPIX  / EPS forecast: fairly valued on upbeat forward EPS 

 IBES consensus EPS continues rising supported by solid growth prospects. IBES 12 month and 18 month 

forward EPS are 103.9 and 108.6 respectively, while TOPIX EPS is currently 90.00 as of May 15th. 

 TOPIX of 1,607.11 as of May 15th seems fairly valued as the current P/Es are 14.8x and 15.5x based on the 

IBES 18 month and 12 month forward EPS forecasts. 
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Shareholder return: Still room to enhance payout and buyback 

 Total cash dividends are expected to continue expanding led by upbeat earnings, whereas dividend payout is 

growing at slower pace, remaining low dividend payout ratio at about 30%. Total shareholder return (share 

repurchase + cash dividends) should be raised from current 40% as many companies have set a ROE target as 

one of management goal.  Further enhancement in shareholder return should lift the stock prices. 
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ROE and TOPIX : TOPIX will be priced higher as ROE rises from current 9% 

 The following chart shows the relationship between Return on Equity (ROE) and Price to Book (P/B) for TOPIX. 

ROE and P/B of TOPIX as of April 30th were 8.99% and 1.38x. 

 On this regression analysis, TOPIX would rise to 1,880 based on TOPIX’s Book Value of 1,155.27 as of April 

30th if ROE were raised to 10%.  

      *PBR = 380.55 x 10%^2 - 44.79 x 10% +2.3012 = 1.63, TOPIX = 1.63 x 1,155.27 
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Supply-Demand balance: Continuing net-long by overseas investors 

 Overseas investors maintain net long position. On a futures transaction, the investors turned to be a net long 

position of JPY99 billion in April from a net short of JPY520 billion in March. On a cash equities transaction, they 

also increased net long position to JPY1,995 billion in April from JPY530 billion in March. 
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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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