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Market Comment

®

In Q3 positive sentiment over anticipation for monetary easing from US and
European central banks tussled with fears of a stronger yen and deteriorating
corporate earnings, limiting upside for equities. August saw broad risk-off
activity as a shock Trump tariff comment reignited trade war concerns.
Japanese equities sold off as US 10 year yields slid from above 2% to 1.5%
levels and the yen strengthened against the dollar. Stocks then rebounded in
September, as trade talks looked likely to resume and central banks
demonstrated a proactive dovish stance. Equities paused in their ascent
towards the end of the quarter amid attacks in Saudi Arabia and dearth of
catalysts after a second rate cut by the Fed. This saw TOPIX (TR) closing the
Jul – Sep quarter up 3.39%.

®

The JPY was rather flat against the USD, seeing it move from the high 108’s to
the low 108’s. The JPY strengthened against the EUR moving from the high
122’s to the high 117’s.

®

By style and size, growth outperformed. On the factor side, low beta stocks
were firm, while those with earnings expectation cuts lagged. By sector,
precision inst, retail, and real estate outperformed, while underperformers were
iron & steel, oil & coal, and pulp & paper. By investor type, foreign investors
were net sellers by a narrower margin to bring net selling of Japanese equities
to below 1tn JPY.

®

In the beginning of September, the Japanese market lacked thrust as USChina tit-for-tat tariffs persisted and various economic data soured. However, a
turnaround was seen for equities as negotiations looked set to resume and the
ECB announced it would reinstate quantitative easing. During the second part
of the month, attacks in Saudi Arabia saw a brief spike in oil prices, but this
had little impact on either Japanese stocks or the yen. Equities were largely flat
for the remainder of the month amid a lack of further upside catalysts after the
Fed and BOJ monetary policy announcements came in as the market
expected.
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Performance Review

®

By style and size, growth outperformed. On the factor side, low beta stocks
were firm, while those with earnings expectation cuts lagged. By sector,
precision inst, retail, and real estate outperformed, while underperformers were
iron & steel, oil & coal, and pulp & paper. By investor type, foreign investors
were net sellers by a narrower margin to bring net selling of Japanese equities
to below 1tn JPY.

®

The portfolio outperformed small cap indices (TR), with both sector allocation
and stock picking having a positive impact on performance. Stock selection
was by far the main driver.

®

Selection among Health Care names was very strong with M3, Japan MDM
and Asahi Intecc being the key drivers of the relative contributors. Stock
picking in the Materials sector did also participate in the strong quarterly
performance thanks to our holding in Mec which stand out. This strong
selection was further reinforced by Information Technology, namely Lasertec
and Tri Chemical.

®

We increased Charm Care, the company operates high quality nursing homes
mainly in the Kinki area. Aiming for further growth, the company entered and
strengthened its presence in the Tokyo metropolitan area, focusing on the
high-priced properties in wealthy residential areas with little competition. As per
our expectation, the firm is expected to enter a new growth phase, based on
those assumptions, we increased the position in the portfolio.

®

We also added Furuya Metal Co. It’s a manufacturer of industrial-use minor
metal products in the platinum group (including platinum, iridium and
ruthenium). The strength of this company is its processing technology and
stable supply system. Furuya has a high global market share for products such
as iridium and ruthenium. Since the results were released current R&D have
been increased, and the expectation of new products launching in multiple
fields has increased, we decided to add the stock in the portfolio.

®

We reduced Pola Orbis Holdings. Pola Orbis is one of the largest cosmetic
manufacturers operating multiple brands in Japan. “Pola” is the high-end
cosmetic home-visit sales brand, and “Orbis” is the brand offering medium
prices products via mail order. One of the strengths of both brands is based on
the fact that they always face customers directly and recommend products that
meet their needs. The company's strengths have not changed, but we reduced
the weight since the growth potential is expected to stall temporarily since new
product sales could be less strong.

Portfolio Activity
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Outlook

w

September has seen a powerful rebound for equities after August’s trade
war fuelled sell-offs. However, with ISM data having worsened more than
expected, economic sentiment suggests that it may not be a straight
upward trajectory from current levels.

w

We cannot rule out the possibility of a recession entirely, but believe that
deteriorating economic data like the ISM is now near the cyclical bottom.
As Jul – Sept earnings season unfolds over the next few weeks we expect
to see some downward revisions from manufacturers, although this is not
a major cause for concern as it both appears to already be discounted
from stock valuations and likely to mark the bottom in negative earnings
growth on a YoY basis. Going forward we expect to see the market bottom
out and begin to resume its upward trend towards the end of the year.
This is likely to be aided by the fact that recent sagging economic data
increases the likelihood of an October Fed rate cut being on the cards and
as it seems resolution could be close for the trade war situation.

w

Japanese equities have been lagging peers so far in 2019, primarily
because of their strong correlation to the global economy. Going forward
we believe that attractive current valuations mean that market retains
more potential upside than other markets around the world, making it an
excellent opportunity to build a position in the asset class.
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Disclaimer
This is a marketing document and is intended for informational and/or marketing purposes only. This document is confidential and is intended only for the use of the
person(s) to whom it was delivered. This document may not be reproduced (in whole or in part) or delivered, given, sent or in any other way made accessible, to any other person
without the prior written approval of Union Bancaire Privée, UBP SA or any entity of the UBP Group (“UBP”). This document reflects the opinion of UBP as of the date of issue.
This document is for distribution only to persons who are Qualified Investors in Switzerland or Professional Clients, Eligible Counterparties or equivalent category of investors as defined
by the relevant laws (all such persons together being referred to as “relevant persons”).This document is directed only at relevant persons and must not be acted on or relied on by
persons who are not relevant persons. It is not intended for distribution, publication, or use, in whole or in part, in any jurisdiction where such distribution, publication, or use would be
unlawful, nor is it directed to any person or entity to which it would be unlawful to direct such a document. In particular, this document may not be distributed in the United States of
America and/or to US Persons (including US citizens residing outside the United States of America).
This document has not been produced by UBP’s financial analysts and is not to be considered as financial research. It is not subject to any guidelines on financial research and
independence of financial analysis.
Reasonable efforts have been made to ensure that the content of this document is based on information and data obtained from reliable sources. However, UBP has not verified the
information from third sources in this document and does not guarantee its accuracy or completeness. UBP accepts no liability whatsoever and makes no representation, warranty or
undertaking, express or implied, for any information, projections or any of the opinions contained herein or for any errors, omissions or misstatements. The information contained herein is
subject to change without prior notice. UBP gives no undertaking to update this document or to correct any inaccuracies in it which may become apparent.
This document may refer to the past performance of investment interests. Past performance is not a guide to current or future results. The value of investment interests can fall as
well as rise. Any capital invested may be at risk and you may not get back some or all of your original capital. In addition, any performance data included in this document does not take
into account fees and expenses charged on issuance and redemption of securities nor any taxes that may be levied. Changes in exchange rates may cause increases or decreases in
your return.
All statements other than statements of historical fact in this document are “forward-looking statements”. Forward-looking statements are not guarantees of future performance. The
financial projections included in this document do not represent forecasts or budgets, but are purely illustrative examples based on a series of current expectations and assumptions which
may not eventuate. The actual performance, results, financial condition and prospects of an investment interest may differ materially from those expressed or implied by the forwardlooking statements in this document as the projected or targeted returns are inherently subject to significant economic, market and other uncertainties that may adversely affect
performance. UBP disclaims any obligation to update any forward-looking statement, as a result of new information, future events or otherwise.
It should not be construed as advice or any form of recommendation to purchase or sell any security or funds. It does not replace a prospectus or any other legal documents that can be
obtained free of charge from the registered office of a fund or from UBP. The opinions herein do not take into account individual investors’ circumstances, objectives, or needs. Each
investor must make his/her own independent decision regarding any securities or financial instruments mentioned herein and should independently determine the merits or suitability of
any investment. In addition, the tax treatment of any investment in the fund(s) mentioned herein depends on each individual investor’s circumstances. Investors are invited to read carefully
the risk warnings and the regulations set out in the prospectus or other legal documents and are advised to seek professional advice from their financial, legal and tax advisors. The tax
treatment of any investment in the Fund depends on your individual circumstances and may be subject to change in the future.
The document neither constitutes an offer nor a solicitation to buy, subscribe for or sell any currency, funds, product or financial instrument, make any investment, or participate in any
particular trading strategy in any jurisdiction where such an offer or solicitation would not be authorised, or to any person to whom it would be unlawful to make such an offer or invitation.
Telephone calls to the telephone number stated in this presentation may be recorded. When calling this number, UBP will assume that you consent to this recording.
UBP is authorised and regulated in Switzerland by the Swiss Financial Market Supervisory Authority and is authorised in the United Kingdom by the Prudential Regulation Authority. UBP
is subject to regulation by the Financial Conduct Authority and limited regulation by the Prudential Regulation Authority.
Any subscriptions not based on the funds’ latest prospectuses, KIID, annual or semi-annual reports or other relevant legal document shall not be acceptable. The Swiss representative and
paying agent is Union Bancaire Privée, UBP SA, 96-98, rue du Rhône, P.O. Box 1320, 1211 Geneva 1 (“UBP”). The latest prospectus, articles of association, KIID and annual and semiannual reports of the funds presented herein (the “Funds’ Legal Documents”) may be obtained free of charge from UBP. The Funds’ Legal Documents may also be obtained free of charge
from UBP Asset Management (Europe) S.A., 287-289 route d'Arlon, 1150 Luxembourg, Grand Duchy of Luxembourg.
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