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M Japanese Equity Market Outlook

What are the conditions to enter new market phase?

m Japanese equity market can renew its record-high just by “end of deflation”

Nominal GDP is expected to continue growing with around +2% YoY going forward

B We think background of Nikkei 225 index surpassed its record-high after 1990s was mainly due to nominal GDP
(GDP measured by current market price) surpassed its peak of 20 years ago. Comparing nominal GDP growth
rate 1) from peak of nominal GDP till start of economic policy of Abe’s government called Abenomics (Oct.-Dec.
1997 to Oct.-Dec. 2012) and 2) from start of Abenomics till recent (Oct.-Dec. 2012 to Jul.-Sep. 2017),
it accelerated from average of - 0.6% per year to + 2.3% per year.

B What must be noted is that GDP deflator had changed almost 2% from average of - 1.1% per year to + 0.8%
during the same period which indicates “end of deflation”. We believe Nikkei 225 index will possibly renew its
record-high due to likely continuation of “end of deflation”, as nominal GDP growth rate is expected to be
around + 2% YoY going forward.

m New market phase means economic “recovery with moderate inflation”

Focus should be on capital expenditure (capex) and employee compensation

B Further rise of Japanese equity market can be expected if Japanese economy progresses from “end of
deflation” stage to “recovery with moderate inflation” stage which will lead to higher growth of nominal GDP.
Conditions of materializing this scenario are 1) continuation of increase in private capex and 2) increase in
employee compensation by improvement in employment and wages.

B Japanese corporates are increasing capex. Compensation on employee is slowly but steadily improving.
We expect wages to rise if recovery of capex can sustain growth of about + 3% per annum reflecting shortage

of labor.
Focus should be on change of corporate activities influenced by
Future Outlook . .
continuation of capex recovery
B The global economy is expected to B “Nominal Capex & Wages of Japan”
moderately expand led by growth in Asia. () trillion) (IPY trillion)

Japanese economy is also likely to grow led
by export and capex. Therefore, Japanese
economy will be able to enter into phase of
“recovery with moderate inflation”
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(Source) SMAM, based on the Cabinet Office, Japan data.
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