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 In October 2018, Japanese stock market corrected 
sharply. TOPIX and TOPIX500(large cap index)  fell         
-9.4% and -9.3%, respectively. Meanwhile, fall of mid-
small caps stood out that *TOPIX Small, TSE 2nd 
Section, TSE Mothers and Nikkei JASDAQ decreased     
-10.6%, -4.5%, 15.8% and 7.0%, respectively. 

5 November 2018 

 In October, global stock market consolidated triggered 
by US stock market fall due to (1) concern over US-
China friction and (2) US long-term interest rate hike. 
Fall of Japanese stock market accelerated entering into 
the second half of the month due to concern over 
deterioration of Japanese companies’ profits affected 
by possible Chinese economic slowdown. 

 Japanese small cap stock market which contains large 
number of high earnings growth stocks weakened as 
US high-tech stocks supported by high earnings had 
fallen. 
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mainly in US  
Small caps with their growth 
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Japanese small caps 
became undervalued 

Outlook  

Japanese small cap stocks became undervalued 
 

 Small cap indexes had fallen sharply after 2015 China 
Shock. At that time, stock price dropped as estimated 
earnings per share(EPS) decrease due to business 
performance deterioration. However, mid-small caps’ 
corporate earnings had been solid since later 2016, even 
in year 2018. 

 Estimated EPS (explaining relation of stock price and 
estimated earnings) decreased to 13.5 times as of 
October end from average EPS of 14.3 times since 2014. 
It dropped to 12 times level in October 26 and 30, below 
13.3times which is average minus 1 standard deviation 
since 2014. We expect Japanese small caps to test the 
bottom as it has undervalued maintaining a strong 
earnings growth. 

Testing the bottom supported by solid profit growth 

Performance of Japanese Stock Price Indexes 

(Note) Unit for Nikkei225 and Nikkei JASDAQ is JPY. Unit for other indexes is 
Points.  
(Source) SMAM, based on QUICK data. 

TOPIX Small Index 

(Note1)  Data from Jan 6 2014 to Oct 31 2018. 12 months forward 
                estimate as Estimated EPS, of Bloomberg L.P.  
(Note2) Forward PER = Share price/Estimated EPS 
(Source) SMAM, based on Bloomberg L.P. data. 

* This report is a translation of Japanese report prepared on November 1, 2018. 

*TOPIX Small: The index calculated by subtracting the names of 
TOPIX500 from TOPIX. 

(Points) (Points) 

(Times) 

(Year) 

(Year) 

MM/DD/YY 12/29/17 9/28/18 10/31/18 Change from
September (%)

Change from
2017 Year End to
End of October

2018 (%)
TOPIX 1,817.56 1,817.25 1,646.12 -9.4 -9.4 
TOPIX500 1,395.49 1,399.60 1,269.85 -9.3 -9.0 
TSE Small Cap 2,427.08 2,366.13 2,114.71 -10.6 -12.9 
TSE 2nd Section 7,275.86 7,358.34 7,024.98 -4.5 -3.4 
TSE Mothers 1,231.99 1,077.55 907.56 -15.8 -26.3 
Nikkei225 22,764.94 24,120.04 21,920.46 -9.1 -3.7 
Nikkei JASDAQ 3,950.46 3,831.49 3,563.17 -7.0 -9.8 
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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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