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MARKET DEVELOPMENT

A

t the beginning of June, the Japanese market continued its downward trend from May,
declining further. This said, the market rallied on the 4th, following the US market,
which gained on the back of the Fed chair’s suggestion of a possible decline in interest
rates. Resource stocks rallied against a rise in crude oil prices, with economic sensitive
stocks following suit.
In mid-June, the market took a downturn on the back of large demonstrations in Hong Kong,
and geopolitical risks in the Middle East, which weighed heavily on the market. The FOMC
meeting took place from 18th to 19th June, ending with no change in monetary policy. This
said, the Fed’s statements guided towards an interest rate cut should the economy slow
down further, leading US and Asian equities higher, at the same time however triggering
an appreciation of the yen and capping the gain of Japanese equities1). After the policy
meeting, the Bank of Japan’s Governor Kuroda commented that the bank will consider
additional easing if needed, leading the 10-year government bond yield to drop to -0.192%
intraday on the 21st1). According to the team, market participants adopted a “wait and see
stance” in late June and before the US-China summit during the G20 meeting
The TOPIX closed the month at 1,551.1 (up 2.6% MoM), whilst the Nikkei 225 closed at
21,275.9 (up 3.3% MoM). In terms of sector performance, 27 out of 33 sectors gained1).
The five best performers were mining, non-ferrous metal, marine transportation, metal
products and machinery. The five worst performers were utilities, land transportation,
fishery and agriculture, air transportation and foods. Many sectors that had gained in May,
declined this month and vice versa.
In June, US and Japanese bond yields declined on speculations of a rate cut . As a
consequence, 10-year JGBs, which had started the month at -0.094, declined further,
ending at -0.158. In June, the Yen appreciated from 108.29 to 107.85 against the US dollar.
The crude oil price declined from 53.50 to 50.60 at the beginning of the month but later
recovered when the US enforced sanctions against Iran, ending the month at 58.47.
1)

MARKET OUTLOOK
The Trump-Xi meeting at the G20 summit in Osaka on 29th June ended without a significant
solution. This said, the worst case scenario – an escalation of the US-China trade war – was
avoided as President Trump decided to hold off further tariffs on USD300 billion worth of
Chinese goods and agreed that negotiations will continue. The Investment Adviser hopes
that the two leaders will be able to find meaningful solutions in the near term. The team
believes they should in the meantime make efforts to stimulate domestic demand in their
respective home countries.
On 10th July, Mr. Powell, chairman of the US Federal Reserve, stated in his testimony to
Congress2) that “economic momentum appears to have slowed in some major foreign
economies and that weakness could affect the US economy” and “that there is a risk that
weak inflation will be even more persistent than [the] Fed currently anticipates”. According
to the team, the market widely expects that the Fed will cut its main interest rate by at least
25 basis points in late July.
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In Japan, economic data is mixed. Industrial production3) rose 2.3% MoM in May, much
higher than the market consensus of +0.7%. The government estimates that industrial
production will decline 1.2% MoM in June and increase 0.3% MoM in July. According to
the BoJ’s quarterly economic survey “Tankan”4), the business conditions diffusion index
(DI) for large manufacturers worsened from +12 in March to +7 in June, while the DI for
large non-manufacturers increased from +21 in March to +23 in June.
The labour shortage eased slightly as indicated by a rise in the employment DI (excessiveinsufficient) from -35 in March to -32 in June4). The Capex plan for FY2019 (large companies,
all industries) stands at +7.4% YoY, higher than the initial plan of +1.2% YoY in March4).
According to the Investment Adviser, people continue to worry about the negative
economic impacts of the consumption tax hike (from 8% to 10%, scheduled for 1st October
2019). The government has however announced various counter measures to tackle this
increase. In this context the impact of the first consumption tax hike (from 0% to 3%) in
April 1989 should be remembered. Back then the economy continued to deliver more than
4% GDP growth in FY1989 and FY1990 thanks to sensible economic stimulus. As such, the
team believe that the consumption tax hike can be a catalyst for a market rally.
PORTFOLIO STRATEGY
The net asset value per unit for the Nippon Growth (UCITS) Fund on a Japanese yen basis
as of 28th June 2019 gained 4.2%* compared with that of 31st May, while the TOPIX rose
2.6% during the same period. The Fund put no new names into the portfolio with one stock
(Sumitomo Reality) sold out.
The sound outperformance of the Fund against the index in June was mainly due to the
Fund’s overweighting to energy-related sectors (such as mining, non-ferrous metals, and
marine transportation) as well as machinery. Further, the Fund’s underweight to the more
defensive sectors (utilities and food) added to alpha.
The Fund continues to be overweight with regards to economic-sensitive sectors with cheap
valuations such as energy, trading companies, machinery and banking. Construction and
real estate sectors remain bullish against the background of aggressive fiscal spending. At
the same time, defensive sectors such as foods, pharmaceuticals and utilities continue to
be avoided.
3)

Source: Meti. June 2019. https://www.meti.go.jp/statistics/tyo/iip/result/b2015_201905sj.html

4)

Source: Tankan, June 2019: https://www.boj.or.jp/en/statistics/tk/gaiyo/2016/tka1906.pdf

PERFORMANCE DATA*

As at end of June 2019

*Past performance is not an indicator of future performance.
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* In 2001, the Nippon Growth Fund was authorised by the Guernsey
Financial Services Commission as an open ended collective investment
scheme using the same strategy as the Fund. Performance since the 22
October 2009 is that of the Nippon Growth (UCITS) Fund.
IMPORTANT INFORMATION
The views and statements contained herein are those of Evarich Asset
Management in their capacity as Investment Advisers to the Funds as of
16/07/2019 and are based on internal research and modelling.
© 2019 Morningstar: All Rights Reserved. The information contained herein
where relative to Morningstar: (1) is proprietary to Morningstar and/or
its content providers; (2) may not be copied or distributed; and (3) is not
warranted to be accurate, complete or timely. Neither Morningstar nor its
content providers are responsible for any damages or losses arising from
any use of this information. Past performance is no guarantee of future
results. Source & Copyright:
WARNING
The contents of this document have neither been reviewed nor endorsed
by the Central Bank of Ireland or any other regulatory authority. If you are
in any doubt about any of the content of this document you should obtain
independent professional advice.
BLOOMBERG DISCLAIMER
Data presented herein is obtained via Bloomberg PORT where stated.
Any such data is subject to change from the date of production of this
document. Such changes may impact upon comparative data between
the investment and benchmark presented. Such information therefore is
provided for reference purposes only, is subject to change and should not
be relied upon for an investment decision.
TOPIX DISCLAIMER
The TOPIX Index Value and the TOPIX Trademarks are subject to the intellectual
property rights owned by the Tokyo Stock Exchange, Inc. and the Tokyo Stock
Exchange, Inc. owns all rights and know-how relating to the TOPIX Index such
as calculation, publication and use of the TOPIX Index Value and relating to
the TOPIX Trademarks. The Tokyo Stock Exchange, Inc. shall reserve the rights
to change the methods of calculation or publication, to cease the calculation
or publication of the TOPIX Index Value or to change the TOPIX Trademarks
or cease the use thereof. The Tokyo Stock Exchange, Inc. makes no warranty
or representation whatsoever, either as to the results stemmed from the use
of the TOPIX Index Value and the TOPIX Trademarks or as to the figure at
which the TOPIX Index Value stands on any particular day. The Tokyo Stock
Exchange, Inc. gives no assurance regarding accuracy or completeness of
the TOPIX Index Value and data contained therein. Further, the Tokyo Stock
Exchange, Inc. shall not be liable for the miscalculation, incorrect publication,
delayed or interrupted publication of the TOPIX Index Value. The Licensed
Products are not in any way sponsored, endorsed or promoted by the Tokyo
Stock Exchange, Inc. The Tokyo Stock Exchange, Inc. shall not bear any
obligation to give an explanation of the Products or an advice on investments
to any purchaser of the Products or to the public. The Tokyo Stock Exchange,
Inc. neither selects specific stocks or groups thereof nor takes into account any
needs of the issuing company or any purchaser of the Products, for calculation
of the TOPIX Value Index. Including but not limited to the foregoing, the Tokyo
Stock Exchange, Inc. shall not be responsible for any damage resulting from
the issue and sale of the Products.
GENERAL DISCLAIMER - APPLICABLE TO UK DOMICILED RECIPIENTS
This communication is issued in Guernsey by E.I. Sturdza Strategic
Management Limited which is regulated by the Guernsey Financial Services
Commission. Any investments or investment services mentioned in this

communication are not intended for retail customers. Consequently, this
communication is only made available to professional investors and eligible
counterparties and should not be relied upon by any person that does
not possess professional experience in relation to investments. If you are
in any doubt as to whether you possess suitable experience in relation
to investments please consult your financial adviser. Past performance
is no guarantee of future results. Under no circumstances should this
document be forwarded to anyone in the United Kingdom who is not a
professional client or eligible counterparty as defined by the Financial
Conduct Authority. For the purpose of distribution in the United Kingdom
this material has been issued by E.I. Sturdza Investments Limited, Claridge
House, 32 Davies Street, London, W1K 4ND which is an appointed
representative of Mirabella Advisers LLP which is authorised and regulated
by the Financial Conduct Authority. Further this communication is not an
offer or an invitation to purchase financial instruments but intended as
information. The information contained in this communication does not
represent a research report. E.I. Sturdza Strategic Management Limited
has not considered the suitability of investment against your individual
needs and risk tolerance. Shares in the Fund should only be purchased
by persons with professional experience and investors should refer to the
Fund Prospectus and/or KIID for detailed information about potential risks
involved in investing in financial instruments as well as the latest half yearly
report and unaudited accounts and/or annual report and audited accounts.
The information contained herein is estimated, unaudited, may be subject
to change and reflects the performance of the relevant fund offered by E.I.
Sturdza Strategic Management Limited during the period indicated. Any
opinions or estimates expressed herein are at the date of preparation and
are subject to change without notice; however no such opinions or estimates
constitute legal, investment, tax, or other advice. Individual performance of
the Fund may vary and historical data is not an indication of future results.
The value of the Fund and the income which may be generated from it can
go down as well as up and therefore investors must be able to bear the risk
of a substantial impairment or loss of their entire investment. This document
is intended for information purposes only and is not intended as an offer
or recommendation to buy, sell or otherwise apply for shares in the Fund.
E.I. Sturdza Strategic Management Limited, 3rd Floor, Frances House, Sir
William Place, St Peter Port, Guernsey GY1 1GX. Part of the Eric Sturdza
Banking Group. Company Registration Number: 35985.
DISCLAIMER - SWISS DOMICILED RECIPIENTS
E.I. Sturdza Funds Plc and its sub-funds are Irish funds authorized by the
Irish Central Bank. They are approved for distribution in Switzerland by
FINMA. The Swiss representative and paying agent is Banque Eric Sturdza
SA, rue du Rhône 112, 1204 Geneva / Switzerland. Investors should refer to
the fund prospectus and/or KIIDs for detailed information about potential
risks associated with investments in financial instruments as well as the latest
half yearly report and unaudited accounts and/or annual report and audited
accounts. The prospectus, KIIDs, Articles of association, semi-annual and
annual reports of E.I Sturdza Funds Plc can be obtained, free of charge, at the
seat of the Swiss representative, Banque Eric Sturdza SA. The information
contained herein is estimated, unaudited, may be subject to change and
reflect the performance of the relevant funds during the period indicated.
Any opinions or estimates expressed herein are at the date of preparation
and are subject to change without notice. No such opinions or estimates
constitute legal, investment, tax or other advice. Individual performance of
the funds may vary and historical data is not an indication of future results.
The value of the funds and the income which may be generated from it
can go down as well as up and therefore investors must be able to bear
the risks of a substantial impairment or loss of their entire investments. Past
performance is no guarantee of future results. Performance data do not take
into consideration commissions and costs charged at the time of issuance
and/or redemption of the shares. This document is intended for information
purposes only and is not intended as an offer or recommendation to buy,
sell, or otherwise apply for shares in the funds.
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