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Nikkei 225 : Why at a stalemate for the first time in 31 years and a half

® Price range of Nikkei 225 in July was the narrowest for the first time in 31 years and a half, however, stock
prices are not at a stalemate globally.

® Equity market was at a stalemate 31 years and a half ago due to stronger JPY after Plaza agreement (1985)
and BOJ’s accommodative monetary policy followed by unprecedented bubble equity market.

® We expect Nikkei 225 to gradually rise, as a stalemate this time is possibly temporal related to
announcement of business results.

Price range of Nikkei 225 in July was the narrowest for the first time in 31 years and a half, however,
stock prices are not at a stalemate globally

Currently, Nikkei 225 is at a serious stalemate fluctuating around the watershed level of 20,000. In fact, price
range (difference of monthly high and low) of July 2017 was only JPY 344.23. Narrower range of JPY
273.65 can only be found back in January 1986. In other words, latest stalemate of Nikkei 225 is for the first time
in 31 years and a half.

It seems that the other global equity markets are not following the pattern of Japan as mentioned above. In US,
Dow Jones Industrial Average, S&P 500 and NASDAQ Composite Index renewed their record highs on 261 July
2017 en masse. Meanwhile, DAX (German stock index) turned into fall in July after reaching its record high on
19™ June. Not only in US and Germany but also in Brazil and China, the direction of their equity markets are
clear (Chart 1).

“Chart 1: Percentage change of major stock indices
of July 2017”
® 30th June 2017 to 31st July 2017

“Table 1 : Percentage change of major stocks
constituting Nikkei 225 Index”

Stock Name % Chg Data Period
BOVESPA Index (Brasil) Fast Retailing -8.2| 12 July - 1 August '17
Dow Jones Industrial Average Fanuc Corp. -2.9| 27 July - 1 August '17
SSE Composit Index (China) Central Japan Railway 3.0| 27 July - 1 August '17
FTSE 100 Index Tokyo Electron -7.8| 26 July - 1 August '17
Nikkei 225 Index East Japan Railway 0.3| 27 July - 1 August ‘17
DAX (Germany) Nitto Denko 5.5 28 July - 1 August '17
3 2 1 0 1 2 3 4 5 Shin-Etsu Chemical -2.1| 24 July - 1 August '17

(Note) Price returnin local currencies.
(Source) SMAM, based on Bloomberg L.P. data.

(Note)  Major high-priced stocks constituting Nikkei 225 Index. % change is calculated
from a day prior to each company’s latest announcement of business results.
(Source) SMAM, based on Bloomberg L.P. data.



Equity market was at a stalemate 31 years and a half ago due to stronger JPY after Plaza agreement
(1985) and BOJ’s accommodative monetary policy followed by unprecedented bubble equity market

According to observations made before, backdrop of Nikkei 225°s stalemate seems to be specific to Japan. For
your reference, we would like to examine how Nikkei 225 moved around the month of January 1986 when
monthly price range was JPY273.65. G5 countries agreed on depreciating the US dollar on 22" September
1985 (Plaza agreement). After the agreement, BOJ maintained accommodative monetary policy to avoid
recession caused by the stronger yen as sharp “depreciation of USD and appreciation of JPY” progressed.

As a consequence, Japanese financial markets were “flooded with excess liquidity” which eventually begun to
pour into Japanese equity market. Stalemate of Nikkei 225 continued till January 1986 as excess liquidity
underpinned equity market during the period of progressing yen appreciation. Following February, momentum of
bull market strengthened and the unprecedented bubble equity market begun. Nikkei 225 reached the high of
38,957 yen during trading hour of 29" December 1989 and the bubble economy has burst soon after.

We expect Nikkei 225 to gradually rise, as a stalemate this time is possibly temporal related to
announcement of business results

We can not simply compare January 1986 to July 2017, as economic conditions and market environment are
totally different. However, there are things in common such as currently USD/JPY rate is moving towards
“weaker USD / stronger JPY” from the recent peak of 1USD = JPY125.86 (5" June 2015) and Japanese financial
markets are “flooded with excess liquidity” due to BOJ’s accommodative monetary policy. Even so, we believe
that this time it is not the beginning of bubble equity market taking into consideration of reasons mentioned below.

We think main reasons of stalemate of Nikkei 225 are i) support of market by BOJ’s ETF purchase, ii)
political uncertainty due to falling approval rating of the government, iii) investors stance to wait for a clearer
picture of business results and iv) profit taking of high-price stocks after business result announcements (Table 1) .
For i), purchase of ETF is likely to continue for some times and for ii), focus will be on recovery of approval
rating after cabinet reshuffle. Meanwhile, for iii) and iv), they will be discounted by the market as usual as time
proceeds and we believe that Nikkei 225 will gradually gain momentum to rise.

* Please note that this report is a translation of Japanese report written on 2" August, 2017.
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