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“With yen devaluation offering little
marginal benefit to the economy due
to other competitive devaluations and
the Japanese consumer who is
concerned about rising prices, in my
mind Japanese earnings are at risk of
disappointment…”
This note is written in conjunction with Shannon McConaghy.
Since the financial crisis, the yen exchange rate has been a big driver of the Japanese stock market, with yen weakness leading to
higher stock prices.

Yen weakness has been driven by a much expanded Bank of Japan balance sheet.
However Japan does not exclusively export to the US. Margin improvement for Japanese exporters is also dependent on key
competitors not devaluing their currencies. While the Yen has weakened by nearly 8% since the summer highs against the dollar, it
has actually strengthened against the Euro this year and is close to flat this year versus the Won.
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This implies to me that Japanese exporters may see a boost in sales from the recent weaker yen versus the dollar, but are unlikely to
see a material increase in margin, as European and Korean competitors have also had weak currencies.
According to the Bank of Japan Household Opinion Survey (http://www.boj.or.jp/en/research/o_survey/index.htm/), Japanese
consumers are increasingly seeing the negative aspect of increased prices, driven by a weakening yen and increase in the
consumption tax. This survey shows the percentage of people citing a reason that household circumstances are worsening. More
than one answer is allowed. Comparing quarterly survey responses shows that typically Japanese households are concerned about
falling incomes, but recently rising prices have become a much more pressing concern.

If the negatives of weaker yen creating higher prices are beginning to be perceived by Japanese consumers, the political will for
further yen weakness may be less than the market perceives.
With yen devaluation offering little marginal benefit to the economy due to other competitive devaluations and the Japanese
consumer who is concerned about rising prices, in my mind Japanese earnings are at risk of disappointment.
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In 2013, Japanese stocks rose faster than the yen devalued, which is very bullish. This year however, Japanese stocks have tended
to rise by the same amount that yen falls, implying there is little or no leverage to Japanese stocks from a weaker yen. That
suggests to me that the market is extremely exposed to any yen strength.
The market is the most net short Yen since the financial crisis.

The risk reward of shorting Japanese stocks looks good.

INFORMATION
Issue Date:
Source:
Investor Relations:
Email:
Telephone:
Website:

October 2014
Bloomberg, unless otherwise stated
Samantha Dunn
info@russellclarkim.com
+44 (0)20 7838 7580
www.russellclarkim.com

Business and registered address: Russell Clark Investment Management Limited, 9 Chester Close, London SW1X 7BE, United
Kingdom. Registered in England and Wales - Company number: 04034280

DISCLAIMER
This Market View has been prepared and issued by Russell Clark Investment Management Ltd (the "Firm") authorised and regulated
by the Financial Conduct Authority. It has been approved as a financial promotion by the Firm and as such is intended for
professional clients and eligible counterparties only and is not intended for retail client use. It is not intended for distribution to
any country where such distribution or use would be contrary to local law or regulation.
This Market View is provided for information purposes only and should not be regarded as an offer to buy or sell any investments or
related services that may be referenced herein. No guarantee is made as to the accuracy of the information provided which has been
obtained from sources believed to be reliable. The view expressed in this Market View are the views of the portfolio manager at time
of publication and may change over time. Nothing in this Market View constitutes investment, legal tax or other advice nor is it to be
relied upon in making an investment decision. No recommendation is made positive or otherwise regarding individual securities
mentioned herein. Past performance is not indicative of future performance. The price of investments can go up as well as down and
can be affected by changes in the rates of exchange. The information contained in this document is strictly confidential and is
intended only for the use of the person who has been provided the Market View by the Firm. No part of this Market View may be
divulged to any person, distributed, resold and or reproduced without the prior written permission of the Firm.
Where “forward looking” information, including estimates, projections and subjective analysis and judgement are provided no
representation as to the accuracy of such projections or estimates or that they may be realised. Certain assumptions used in
formulating such “forward looking” information may differ materially from actual events or conditions.
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