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Market Review 

- Downward trend throughout the month  
- US long-term interest rate rose sharply to a seven year high 
- Growing uncertainties around the outlook of China’s economy  

 
The Japanese stock market in October kept on a downward trend throughout the month. 
Although the market started flat at the beginning of the month, due to the fact that the US long-
term interest rate rose sharply to a seven year high, a slightly stronger yen and growing 
uncertainties around the outlook of China’s economy, the stock market began to decline 
significantly. The market decline briefly stopped in the middle of the month but shortly resumed 
as automobile sales in Europe and China were sluggish and investors became cautious on 
corporate earnings before the reporting season. The TOPIX closed 171.73 points lower (-9.42%) 
at 1,646.12 points. The Nikkei 225 closed 2,199.58 yen lower (-9.12%) at 21,920.46 yen. 
 
All 33 TOPIX industry sectors declined. Defensive sectors such as Rubber Products, Air 
Transportation, Electric Power & Gas, Other Financing Business and Paper & Pulp declined less 
compared to external demand oriented and cyclical sectors such as Marine Transportation, 
Glass & Ceramic Products, Chemicals, Iron & Steel and Other Products.  
 
Large cap stocks outperformed small cap and mid cap stocks. (TOPIX100 -8.64%, TOPIXM400 
-10.44%, TOPIX Small -10.63%). TSE Mothers (-15.78%) plunged while Jasdaq (-7.08%) did 
relatively better. Value outperformed Growth in general (TOPIX Value -7.9% vs TOPIX Growth -
10.8%). 
 
The Japanese yen rose 0.4 percent and closed around 113.05 yen per U.S. dollar. 10 year 
Japanese Government Bond (JGB) yields closed at 0.12% 
 

Market Outlook 

- Market to find bottom and test upside after U.S. mid-term election  
- Nikkei to trade between 22,000 and 24,000 yen  
 

We expect, after the mid-term election, that uncertainty will gradually clear, digesting the negative 
news flows, and stocks will find the bottom and will start to test the upside. We believe the market 
will trade in a range of 22,000 and 24,000 yen as measured by the Nikkei 225. 
 
Last month the Japanese stock market fell by 9.42% in terms of the TOPIX due to the rise in US 
interest rates and fears of a US economic slowdown. Compared with the VIX shock in February 
this year, the valuation of US stocks is low and it is said that the adjustment will be completed in 
the short term.  
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US economy 
 
A strong dollar, higher interest rates and rising wage growth are going to compress earnings 
growth of US companies next year. 
 
Caution is needed to the rising inflationary pressures caused by the strong US economy, 
exceeding the potential growth rate.  

 

Japan 
 

- Corporate earnings to grow 7.9% 
- Cabinet approval rate fell 7 points to 48% (Nikkei survey) 
- Survey showed divided opinion over consumption tax hike next year 

 
We expect Japan's corporate earnings to grow 7.9%. The ROE will reach around 10%.That PBR 
at 1.5 times and PER around 15 times are at reasonable levels compared to the current PER of 
12 times, which is considerably cheap. In addition, the number of companies announcing 
increased dividends and share buybacks has increased, and shareholder returns are becoming 
aggressive. The valuation of the Japanese stock market is at an attractive level as long as we 
do not see an extreme yen appreciation. 
 
The Cabinet approval rate fell to 48% while the disapproval rate climbed to 42% according to the 
Nikkei survey at the end of October. The survey showed divided opinion in terms of consumption 
tax hike to 10% in October 2019 at 47% for and 46% against. In terms of immigration, 54% 
supported expansion of immigrant labour in areas of severe labour shortage.   
 

Major Events 
10/2     Fourth Abe cabinet started 
10/11   Toyosu Fish market opened (Tsukiji Fish market closed after 83 years of history) 
10/16   Japan ranked 5th in world economic forum global competitiveness index 
10/26   Abe-Xi meeting in Beijing 
11/6     Cabinet approved EU-Japan EPA 
 

Event Calendar 
11/6     US mid-term election  
11/12   APEC summit (-11/18) 
11/30   G20 summit (-12/1) 
12/3     COP24 (-12/14) 
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