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-1.7 -5.5 -5.3

MSCI Japan 0.3

Nikkei 225 0.1 -1.3 7.7 -5.2
Topix -0.3 -2.4 -5.5 -6.3
Jasdaqg -0.1 -5.9 2.6 -0.2

Returns in Singapore dollars. Source: Bloomberg, 29 October 2010

The effects of a strong yen weighed down on Japanese stocks last month, and resulted in the TOPIX
falling 2.24% to close at 810.91. The retreat came despite the BOJ’s stronger-than-expected easing
measures, and talk of US liquidity easing measures. The market took a hit when yen strengthened
to Y80/US$, while China tightened its monetary policy by hiking its interest rates. As the month
drew to a close, the market was largely range-bound as investors adopted a wait-and-see stance
ahead of the FOMC meeting in November. Japan equities fell sharply on the last trading day of the
month in reaction to deterioration in domestic economic indicators.

The five best performing sectors included Real Estate, Air Transport, Wholesale Trade, Transport
Equipment, Non-ferrous Metals, and Oil & Coal. The worst performers were Securities, Commodities
& Futures, Pulp & Paper, Banks, Other Products, and Maritime Transport.

OUTLOOK AND STRATEGY

Change | Comment

Raised weights in banks given near-trough
valuations and reduced risk of additional
Financials capital issuance. Remain Neutral on real

estate in anticipation of improvement in
demand-supply imbalance in office space.

Like selected companies within the
Consumer Overweight specialty retail sector given growth
potential and relative valuations.
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Downward pressure on earnings from
Technology Neutral strong yen and weakening demand/supply
outlook.

Valuations are undemanding but overhang
Neutral on sector remains due to elevated global
risk aversion.
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Valuations undemanding. Focus on
companies which are beneficiaries of

Industrials Overweight structural growth, e.g. automation, and
those with leverage to mining activities/
capex.

The slow pace of product approvals due

to stricter FDA requirements and patent
expirations remain a negative for the sector.
Like generic companies because of the
Japanese government’s push for more
affordable drugs and companies that derive
all of their sales domestically due to strong
yen.

Pharmaceuticals Neutral

Compelling valuations, especially those of
glass, steel, and chemical companies.

Materials Overweight

Anaemic top-line growth makes the sector
Info Communications | Neutral relatively unattractive, but valuations and
dividends provide downside support.

Unexciting medium-term prospects and fair

Utilities Underweight :
valuations.

The BOJ said that it would lower policy rate to 0%-0.1% from 0.1%, and also create a 5 trillion yen
fund for asset purchases. The latest move could lift sentiment in the near term as it represents a
significant step by the policymakers to address Yen appreciation and domestic deflation. Markets
may also perceive it as the start of a round of global Quantitative Easing (QE) to help mitigate
downside risks to economic growth, which would, in turn, be positive for global risk assets. But as
the effectiveness of QE remains in doubt, and with the likelihood of the Y/US$ staying strong amid
a general decline in the greenback, the Japanese stock market could remain volatile.

In terms of strategy, we emphasise structural growth, quality and yield. We are overweight Industrials,
Materials, and Consumer Discretionary. We are neutral on Technology, Info-Communications,
Pharmaceuticals, Banks, Real Estate and Consumer Staples, and underweight Utilities, and
Non-Banks.
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Important Notice & Disclaimers

This publication shall not be copied or disseminated, or relied upon by any person for whatever
purpose. The information herein is given on a general basis without obligation and is strictly for
information only. This publication is not an offer, solicitation, recommendation or advice to buy or
sell any investment product, including any collective investment schemes or shares of companies
mentioned within. Although every reasonable care has been taken to ensure the accuracy and
objectivity of the information contained in this publication, UOB Asset Management Ltd and its
employees shall not be held liable for any error, inaccuracy and/or omission, howsoever caused,
or for any decision or action taken based on views expressed or information in this publication. The
information contained in this publication, including any data, projections and underlying assumptions
are based upon certain assumptions, management forecasts and analysis of information available
and reflects prevailing conditions and our views as of the date of this publication, all of which
are subject to change at any time without notice. UOB Asset Management Ltd (‘UOBAM”) does
not warrant the accuracy, adequacy, timeliness or completeness of the information herein for any
particular purpose, and expressly disclaims liability for any error, inaccuracy or omission. Any
opinion, projection and other forward-looking statement regarding future events or performance of,
including but not limited to, countries, markets or companies is not necessarily indicative of, and
may differ from actual events or results. Nothing in this publication constitutes accounting, legal,
regulatory, tax or other advice. The information herein has no regard to the specific objectives,
financial situation and particular needs of any specific person. You may wish to seek advice from
a professional or an independent financial adviser about the issues discussed herein or
before investing in any investment or insurance product. Should you choose not to seek
such advice, you should consider carefully whether the investment or insurance product in
question is suitable for you.

UOB Asset Management Ltd Co. Reg. No. 198600120Z
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