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| Jefferies GREEDGFEAR

Vote for Christopher Wood

8 August 2024

Carry trades and cave dwellers

— Equity Strategy Hong Kong

Financial markets have been focused over the past week on the yen carry trade unwind. This is entirely

understandable given the roller coaster market action in Tokyo. But the reality is that this has been a correction
driven by technical factors, the selling of leveraged positions, rather than anything fundamental

Exhibit 1: Topix and Yen/US$
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KEY REPORT still Bank of Japan Governor, Kazuo Ueda, is unlucky in the sense that his long overdue decision to move more

Greed & Fear | Ca"y trades and cave dwellers proactively to normalise monetary policy coincided with last Friday’s US employment report finally showing

real labour market weakness, as discussed here in the flash published on Sunday (see GREED & fear - flash,

8 August 2024 4 August 2024)

Vote for Atul Goyal

_ Jefferies
~ Equity Strategy Japan | Equity Strategy ot 13025
— Gaming & Internet

From Lost Decade to Golden Age: A New |

Paradigm for Japan Inc

Japan, the world's 3rc-largest economy, is entering a transformational  Subeanta pside or dapan ROEif nomcore
decade. Structural change driven by new mandates from the government
and TSE will optimize capital allocation. Asset flows are rising and inflation
provides support to growth and investment. We expect an increase in
strategic activity (spin-offs/JVs/M&A/buybacks) to drive LT value creation
and boost multiples. Strategic plans due ahead of '24/25 AGMs and risk of
delisting are key catalysts i

A paradigm shift: Key elements of change
deflation, creating a bacl

de: 1) Japan finally coming out from 30Y of
growth and corporate investment, 2) Flows

If the Topix companies sell all their equity
holdings and use the prc
buybacks, then allelse equal, ROES could rise
from 9.9% currently to 12.2%. A 75% equity
holding reduction could fead to ROES rising to
11.5%

érop more conducive
P to fund

have reversed to positive for the first time in a decade as market flows divert from China,
domestic retail investors have been incentivized to consider investments outside
nsurance and leading institutional investors are entering the market for the first time,

KEY REPORT epanese Sk Exenge 190 3 demencin

companies are taking action to better allocat

change, and evidence

he resulting change in behavior can

d f TSE has become an agent of change: According to Chris Wood, Global Head of Equity
new consensus. The most rigorous requirements relate to liquidity, corporate goy

sital and drive returns. The goverment is
‘once a new consensus has been formed,
17 October 2023 profitability and returns with an aim to boost capital efficiency amongst Japan's market

Japan I Equity strategy | FI'O m LOSt Decad e tO G 0 | d en Ag e. adding to the momentum with new guidelines for M&A aimed at spurring consolidation,
. Seven Factors Converging
be both durable and dramatic.” We expect recent TSE listing requirements to catalyze a
constituents. Companies that do not comply now have a firm deadline (Mar'25) by when they

nance,

Vote for Shrikant Kale
Jefferies

JAPAN | Quantitative Strategy August 19,2024

— Equity Strategy
— Quantitative Research

Yen Puzzle: Carry-Trade and Earnings Impact

A yen regime change is imminent. To navigate this cycle, we investigate LaroesapleyRlchs
following five questions: 1) how much yen can appreciate based on socks mpaced by strong/eek v
ext and monetary policy divergence; 2) ho n carry-
trade and speculative positioning; 3) wk the potential impact of yen — —
strength on earning eturns, both during soft- and hard-landing
scenarios; 4) impli n global country allocation; and 5) impact on
How much can yen appreciate? During the past four episodes of decisive JPY strength since rsumuna (3391 ) [ 1o 70112y
e
v 10Y bond yield of 3% euty e e )
KEY REPORT :
Japan Quantitative Strategy | Yen Puzzle:
: - yen d equally i [kyows H Kirin (4151 JP) |sharp (6753 1p)
et managers). It 0 note that, given _

for the first time since Ma

Carry-Trade and Earnings Impact
19 AUgUSt 2024 Whatis thempact on eamings and market retums? O

global growth environment, 10% ¥/$ appreciation roughly leads to

, TSE Reform report series
that

' eamings cuts. However

*  Potential Buyout Opportunities

4 Jefferies
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Vote for Desh Peramunetilleke

— Equity Strategy
— Quantitative Research

KEY REPORT

Japan Quantitative Strategy | Yen Puzzle:
Carry-Trade and Earnings Impact

19 August 2024

Vote for Aniket Shah

— ESG Strategy

KEY REPORT

Global | ESG Strategy | No Transition Without Transmission —
An Investor Guide to Grid Bottlenecks

5 February 2024

Vote for Stephen Barker

— Biotechnology & Pharmaceuticals

KEY REPORT

Japan | Pharmaceuticals | Otsuka Holdings
Raising Estimates and PT, Reiterating Buy
16 August 2024

Jefferies

JAPAN | Quantitative Strategy

Equity Research
August 19,2024

Yen Puzzle: Carry-Trade and Earnings Impact

A yen regime change

imminent. To navigate this cycle, we investigate

following five questions: 1) how much yen can appreciate based on

historical context and monetary policy divergence; 2) how
3) what is the poter
and market returns, both during soft- and hard-

big is yen carry-

trade and speculative positioning
strength on earnir
scenarios; 4) impli

al impact of yen
nding
ion on global country allocation; and 5) impact on

sectors, styles and stocks

nd 4,
ersus just 9% in this

will drive ¥/$ to 120 over

0Y bond yield of 3

level also corresponds with )
How big is yen carry-trade and speculative positioning? Since Dec 2021, JPY denomir
cross-border borrowi (~US$2.1tn) as of March 2

Indeed, the inter-bank cr

lending, which was the ke
q with borrow

ned equ

y importat

ant to note that, given

21

plash, speculators have tumed net-long yen for the first time since Marc!

Whatis the impact on earnings and market returns? Our 1
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*  Potential Buyout Opportunities

Jefferies
Global | ESG Strategy

No Transition Without Transmission — An
Investor Guide to Grid Bottlenecks

The upgrade and expansion of existing grid infrastructure is now widely
accepted as the single biggest threat to carbon-free electricity in the West. In
this note, we set out the main challenges along the grid value chain, options
for future progress, and the associated investment opportunities. We believe
solutions that improve the existing capacity and flexibility of the grid are the
most viable in the short term,

A Net Zero Grid—Global renewable energy capacity additions grew by 50% in ‘23, amid interest
spurred by economics and in some cases subsidies. Despite this, there is now a realisation that
global grids are not ready for projected load growth over the next decade. We articulate the main
challenges and solutions below.

ses bec nd the share of electicity
in final energy consumption incy the importance of grids also increases. Global electricity
demand is set to fise by ¢.25-30% to 2030, and by more than 50% by 2050 (Chart 1). Renewable
sources will need to 1d (Ext.1). As this takes

ntinue dominating these additions in a et zero w
shape, the infrastructure covering generation, transmission and distribution — electricity grids —
will require unprecedented expansion and investments.

gl behind as investment has soared.
Anestimated 3000GW of renewables are awaiting grid connections globally. Of these, at least 50%
are in advanced stages — equivalent to 3x solar & wind additions in 2023 (1,500GW vs c.500GW).
Grids have emerged as a weak link in the energy transition. Bottlenecks can be categorised along

. Thematic
Research
February 5,2024

For our full database of c. 100 companies
exposed to this theme click here.

8 & 9 set out the I0Us &

rid Companies’ committing CapEx to grid
upgrades over the next 5-10yrs. See our
companion note

further context on the grid.

Exhibit 1 - As the generation mix changes
& renewables penetration increases, grid
infrastrcuture will need to evolve

Exhibit 2 - We segment the investable
opportunity set across 3 bottlenecks

Jefferies

Japan | Pharmaceuticals

Otsuka Holdings

Equity Research
August 16,2024

Raising Estimates and PT, Reiterating Buy

We raise estimates for three reasons: 1) An upward revision and share
buyback announced on 31 July (details here), 2) Amore upbeat view of long-
acting Abilify formulation Asimtufii, and 3) A planned $800m acquisition of
US bioventure Jnana announced on 1 August. As a result, we raise our PT
t0 ¥0,300 (from ¥8,600) and since this represents potential upside of 15%,
we reiterate Buy.

Strong sales and enriched returns. Otsuka recently raised guidance for FY sales by 8% and
Business Profit (Core OF ly impressed by
the strong performance of Asimtufii, a once-every-two-months formulation of antipsychotic
Abilify. We were also surprised by the company's announcement of a ¥50bn share buyback
We think Otsuka may continue to keep buying back shares on a regular basis,

) guidance by 12% (details here). We are particular

Abilify Asimtufii sales double. Otsuka i successfully extending the lfe of its multi-bilion-
dollar Abilify franchise with the highly-successful roll ot of Abilify Asimtufi, a once-every-two-
months formulation of antipsychotic aripiprazole. Otsuka had forecast 1H Asimtufii sales of
¥6.5bn, but it actually achieved 1H sales of ¥7.5bn. This represents HoH growth of more than

00% from 2HCY23 sales of ¥3.7bn. For the full year, Otsuka s forecasting sales of ¥19bn, up
from ¥4.9bn sales last year. Demand for Asimtufi is not simply coming from patients being

switched from once-per-month Abilify Maintena. Demand is also coming from new patients,
and from patients switching from competitors. A more upbeat view of Asimtufiiis one of the
two reasons we raise our outer-year sales estimates. The second reason s the contribution
we expect from Otsuka’s planned S800m acquisition of US bioventure Jnana

I TARGET| ESTIMATE CHANGE

RATING Buy
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Vote for Miyabi Yamakita

— Biotechnology & Pharmaceuticals

KEY REPORT

Japan | Healthcare Services | Toho Holdings
Further Upside Possible, Raising PT to ¥5,300
8 July 2024

Vote for Hisae Kawamoto

— Cosmetics & Personal Care

KEY REPORT

Japan | Cosmetics, Household & Personal Care

Japan Demand Robust, While Valuation Uncertainty Remains
27 June 2024

Vote for Hiroko Sato

— Gaming & Internet
— IT & Software

KEY REPORT
Japan | IT Services | Valuations Back to Typical Range

27 August 2024

Jefferies

Japan| Healthcare Services

Toho Holdings

Equity Research

July 8,2024
Further Upside Possible, Raising PT to ¥5,300 |—
3D Investment Partners recently increased its stake in Toho. Given its e L7

past track record, it is possible that 3D will make proposals to Toho, We ~ _"™*

believe possible advice includes sale of the non-wholesaling businesses,
and advice on outside directors. It is unclear whether Toho will take this
opportunity to undertake business restructuring, but aggressive steps to
improve ROE is a possibility. Raising PT to ¥5,300 based on forward P/B
of 1.2x. Reiterate Buy.

Possible impact on business strategy. 3D Investment Partners provided advice to Sapporo
Holdings (2501 JP) and Tohokushinsha Film (2329 JP) in 2023. The advice mainly concerned
improvement in ROE through greater core business profitabilty. In response to advice from
3D, beer maker S y removed the real fromits core business, and

ced a planto elim pital. We see potential for 3D to make
some sort of proposal to Toho as well

Assumed proposal. We assume a possible proposal would be to sell off the dispensing
pharmacy and generic drug businesses. Dispensing pharmacies and generic drug industries
are under realignment. In particular, the generic drug industry is undergoing realignment with
government support. Toho's dispensing pharmacy and generic drug businesses have low OP
margins compared with peer obtained from such dive
could be used to improve the efficiency of the company's core pharmaceutical wholesale
business and return profits to shareholders, and support corporate value upside. Note that
neither 3D nor Toho have commented on this possibility so far
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Jefferies

Japan | Cosmetics, Household & Personal Care

Japan Demand Robust, While Valuation
Uncertainty Remains

We initiate coverage on 11 stocks in the cosmetics and toiletries sector,
Investment themes for FY24 are 1) robust consumption by younger
consumers and changing consumption patterns, 2) the sustainability of
daily goods prices and volumes, and 3) slow recovery in the China and
Korea duty-free channels. We think younger consumers are driving demand
in Japan, and we prefer Unicharm and Rohto Pharmaceutical, with core
business in priority-spending categories

What's new and how we differ: We initiate e with Underperform ratings on
Shiseido, Pola Orbis, Kobayashi Pharmaceutical, and Pigeon, mainly due to 1) over-optimistic
consensus expectations for FY25 profits; 2) structural market disadvantages, and 3) possible
vulnerabilities from high inverse correlation with interest rates. We rate Kao a Hold, as we think
the current share price pricing in the good factors—the pricing contribution from hygiene &

living care

Robust consumption by younger demographic: Despite a ramp-up in price hikes for daily
goods from 2Q FY22, a review of CPl and household survey data for FY22-24 finds items split
between (1) rot Survey on Wage
Structure also indicates larger wage increases for younger people than for other age groups.
Given these trends, we expect companies with high shares in robust-spending categories to
successfully gain consumer share, and we also anticipate a continued rise in Japan profit
in FY24-25.

spending a

) curtailed spending. The MHLW's B:

Equity Research
June 27, 2024

Jefferies

Japan | IT Services

Valuations Back to Typical Range

We update our estimates for Net One, I1J, Otsuka Corp, Trend Micro and
TIS. We raise our PTs for all five, but maintain our ratings. Valuations for the
most of the IT Service stocks we cover are back to their "normal" ranges.
June quarter earnings indicated that, in general, we are seeing another
steady year. Note that this sector is late cyclical, mostly domestic, with
small impact from FX, and its companies are mostly cash-rich

Net One (7518 JP, Buy, ¥4,200 from ¥3,400)~One of Our Top Picks: We raise our PT from
¥3,400 to ¥4,200, which equates to 19.6x our FY3/26 EPS estimate of ¥213.9, which s stilla
discount to the rest of our coverage. We will be watching to see if the company deliver a clean
set of results after having missed its earnings guidance for three years. Maintain Buy.

11J (3774 JP, Buy, PT ¥3,340 from ¥2,870)—VMware Seems to Be Under Control: We raise
our PT from ¥2,870 to ¥3,340 which equates to 24.5x FY3/26 EPS of ¥136.4, repositioning
the stock from a discount to slightly above the sector average. Once the VMware problem
has been cleared, IlJ should continue to enjoy the tailwind of Japan's DX shift. We expect IlJ's
eamings to grow faster than the other SI stocks in our coverage as it continues to capture
multi-year big-sized projects. Maintain Buy.

Otsuka Corp (4768 JP, Buy, PT ¥4,090 from ¥3,450): We are raising our PT from ¥3450
10 ¥4,090, 29x next year's EPS of ¥141.1, still positioning the stock at a premium. Otsuka is
trading in its historical 26-30x P/E range, but with upcoming events, we think it wil trade
nearer to 30x as we enter the PC upgrade cycle.

‘Trend Micro (4704 .JP. Hold. PT ¥7.800 from ¥7.600): We are raising our PT from ¥7.600 1

Equity Research
August 27,2024

KEY STOCKS FEATURED INGLUDE:

TCKER  RATNG  PRICETARGET

Buy %4030

KEY CHANGES INCLUDE:

TCKER  RATNG  PRICETARGET

Chart 1 - Sector P/E
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Vote for Ken Oiwa

— Gaming & Internet
— IT & Software

KEY REPORT

Japan | Business & Employment Services | Staffing Services Sector —
Rising from Bottom of Cycle

29 May 2024

Vote for Atul Goyal

— Equity Strategy
— Gaming & Internet

KEY REPORT

Japan | Interactive Entertainment | Nexon

Favorable Risk-reward asymmetry presents itself. Reiterate BUY.
23 January 2024

Vote for Shunki Nakamura

— Gaming & Internet

Jefferies

Japan | Business & Employment Svcs

<A Franchise
Report

Equity Research
May 29,2024

Staffing Services Sector — Rising from
Bottom of Cycle?

We outline our slightly bullish stance on the staffing sector, as it recovers
from the bottom of the cycle. We believe the next stage will be marked by
wage growth after cost-push-led inflation, which is running at ¢.3%. With
the weak yen causing import price inflation and hurting workers' wages, we
believe that workers and the government will demand higher wages from
corporations. This is particularly relevant for DIP, with its Baitoru website
platform.

Our top pick is DIP (2379 JP, Buy). The rationale is that minimum wages of part-time workers
ly as the government is targeting wage-growth-led inflation and part-time
workers should benefit from minimum wage in Baitoru website is one of the top
arubaito (temporary part-time workers—often students—who account for around a third of
Japan's workforce) websites in Japan (together with Recruit's Townwork), and we expect a
pick-up in this space. Next on our list is Recruit (6098 JP, Buy) with its large US presen
although the US job market may be sluggish and the take rate of Indeed is only 1%, whereas
itis well known that executive searches often cost around a third of the salary, so there are
ways to grow margins after it has decided to expand the platform. In the traditional recruiting
space in Japan, we prefer Persol (2181 JP, Buy).

are rising, espec

Arubaito to the rescue?: Arubaito may benefit from wage

This segment of employment
een the male s

Jefferies

Japan| Interactive Entertainment

Nexon

Equity Research
January 23,2024

Favorable Risk-reward asymmetry presents
itself. Reiterate BUY.

At2yearlows, with CY23 OP (c. ¥142b, +37% YoY) shaping up for an all-time
high, we believe the stock presents an attractive risk-reward asymmetry (at
<15x PER). The stock has fallen c. 30% since early-Dec and c. 18% since 11
Jan (notified of buyback completion on 12 Jan), pricing in concerns far and
wide, including China regulatory risks, Korea regulatory risks and buyback-
ending. We raise our estimates, raise PT and reiterate BUY.

The stock is at 2 year lows, with earnings growing rapidly: Stock at c. ¥2300 is close to 2y
lows. Even with our 4QCY23 OP estimate of ¥12.2b (Co quide of ¥11.4 - ¥17.8b), we forecast
Y23 OP of ¥142b (+37% Yo). We will not be surprised if the results are well ahead of our
expectations. We believe Nexon will guide fairly conservatively for 10, but even so, we have
never found Nexon stock as cheap as it is now. We believe the stock presents an atractive
fisk-reward asymmetry.

What has driven the stock down to these lows? Nexon stock has fallen ¢. 30% since early-Dec:
(it was ¥3:234 on 7-Dec) and c. 18% since 11 Jan (it was ¥2,834). There were three possible
explanations. The first two factors made investors wary of Nexon's 1Q guidance: (1) On 22
Dec, China regulator (NPPA) announced draft rules meant to curb game-spending. In early
Jan,Reuters reported that China from his post,inamove
linked to yesterday (23 Jan),in an unusual move NPPA removed the dr
1 Dec, Nexon was fin s FTC for ahering the drop rates of
Story (linked on the probability of drawing

rules

Kore

TARGET| ESTIMATE CHANGE
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Vote for Akinori Kanemoto

— Electronics Components

KEY REPORT

Japan | Electronic Components | Initiate Coverage of Electronic
Components Sector; Taiyo Yuden/Nidec Top Picks

11 April 2024

Vote for Sayaka Shimonishi

— Electronics Components

Vote for Masahiro Nakanomyo

— Electronics Industrial
— Electronics Precision Instruments

KEY REPORT

Japan | Technology | Deep Dive into Semi Advanced Packaging
Hybrid Bonding
20 September 2024

<A Franchise

Jefferies Report

Equity Research

Japan | Electronic Components April 11,2024

Initiate Coverage of Electronic Components
Sector; Taiyo Yuden/Nidec Top Picks

Initiating coverage of the electronic components sector. We have Buy
ratings on 6 firms: Murata Mfg., TDK, Taiyo Yuden, Nidec, MinebeaMitsumi,
and Nissha. We recommend Murata Mfg. and TDK as core holdings. Our
Top Picks are Taiyo Yuden and Nidec, where we see solid share price upside
potential building toward mid/late CY24,

Figure 1 - Electronic Component Sector: Price

Our view of the electronic components sector: We believe that the recent share price
I ance by manufacturers has beer c

inventory adjustments due to COVID, with the exception of company-specific events (e.g.
structural reforms, expectations for change in capital policy). There is a cycle difference
of more than a year between inventory adjustments for electronic components used in
smartphone applications, which adjust
are adjusting last. In this report, we
pre- and post-COVID, and from this formulate future scenarios,

Figure 2 - Electronic Component Sector:
Factset Consensus Sector average P/E (T+1)
and relative P/E to Topix

Trends by application: Electronic companents used in Chinese smartphones completed y

inventory adjustments in mid-2023, and have already rebounded to a certain extent. N A
Components used in automobiles and PCs/servers are now forming a bottom, but the <t A«(y V/\L'\\N/’f
recovery timing s stillunclear. European automobiles in the Tier 1 category, where there were

majorinver for somel
adjustment completion, and we expect a recovery phase to start in FY3/25. In the PC/server

field, there are signs of a recovery in demand for DRAM SSD products, but demand for —
ODM-use in Taiwan remains weak. We expect a recovery to start in 2H 2025 _Meanwhils

, are showing signs of inventory

A Global

Jefferies Vantage

Equity Research

Japan | Technology September 20,2024

Deep Dive into Semi Advanced Packaging-
Hybrid Bonding

Semiconductor back-end processes have attracted substantial attention
since last year amid the emergence of generative Al, and markets are
expanding for HBM and CoWoS that support generative Al. We expect
full-fledged pickup of hybrid bonding with BS-PDN and 3D NAND bonding
processes in 2025 as part of the launch of volume production, and we think
the industry is entering back-end and front-end process integration. Our top
picks are Disco and Tokyo Electron

BS-PDN: Hybrid bonding started with use in volume production of image sensors with back
side illumination, and it now is arriving at the phase of application in volume production of
the logic interconnection process oo, Imec, which is Belgium's research entity for industril,
academic, and government collaboration, has been conducting R&D on BS-PDN (back-side
power delivery networks) as a game-changing technology.

Noise created by power wiring 1) severely weakens the signal integrity of signal wiring in
traditional multilayering of the semiconductor interconnection process, 2) makes wiring more
complex, 3) reduces yield, and 4) increases costs. As pitch size between wiring shrinks in
advanced nodes, the negative impact generated by such noise is liely to be more severe. BS
PDN, meanwhile, forms circuits that supply a power source on the back side of the device by
implementing wafer bonding, a back-end process technology. That way, it eliminates the noise
crosstalk between signal and power wiring. BS-PDN should reduce the wiring complexity,
increase yield, and reduce costs for IC designers. Therefore, the semiconductor industry
helieves it will be widely adonted for advanced node desions hevond 2am
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Hitachi
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Essences to Inspire the Next

Hitachi is our top pick. We recommend investors accumulate shares now
rather than later. We provide our differentiated view for Hitachi's profit
drivers, mgmt's next move on its business portfolio, corporate governance
vs competitors, its cash allocation plan for FY3/26-28, and its economic
value creation. We believe valuations are more appealing than they appear.

Top pick: We believe Hi
2025, Besides sustained profit gro

chis the stock seeing the most consistent investor attention toward
in Hitachi's digital solution business and power grids
from Hitachi's corporate action such as stake sale
of equity-method affiiates and an announcement of a large-scale share buyback

business, we expect share price catalyst;

Upside to profit consensus: We forecast adjusted OP and adjusted EBITA to beat cons by
in FY3/26-27. This will be driven by Digital Systems & Services and Green Energ
Mobility segment, on the back of accumulated backlog and improving project profitabilty. We
expect Hitachi to revise up FY3/25 profit guidance. Given that Hitachi has yet to hint at its
next MTP (FY3/26-28), we believe a consensus among the Buy-side and Selk-side for Hitachi's
medium-term profit level is not established yet.

Potential gains from corporate action: On the net profit level,
non-operating gains from the stake sale of equity-method affilates. Despite the absence of
4 gains of as high as ¥800bn
from such a stake sale over the next three years. We believe such gains are not reflected in
the EPS cons forecast

e expect Hitachi to book

a specific time frame for such action, we look for accumula

Record-high economic value added: Hitec

i's ROIC should have bottomed in FY3/23. We
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Chart 1 - Hitachi: Capital Allocation
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Japanese Refiners: Road Above Book Value

We update JP refiners’ earnings forecasts & raise ENEOS/Idemitsu's PT
to >1.0x P/B. This is our favorite sector with rising domestic margins
generating high FCF, allowing for high shareholder returns. Our top
pick is ENEOS with large buyback program, improving UCL & corporate
governance, and IPO of X Metals a catalyst. We'd also expect Idemitsu
1o boost shareholders' returns, and thermal coal & NSRP could act as
catalysts. We update our model on Cosmo

ENEOS (5020 JP): Raise PT to ¥1,100, Reiterate Buy. Top Pick. Refining margins in Japan
have been improving due to the oligopolistic nature of the market where ENEOS has c60%
market share, followed by Idemitsu (30%), and Cosmo Energy (10%). Hence, the Petroleum
Product division is a cash cow business generating huge cash-flows; FCF for Jan-Mar 24
alone was at ¥388.3bn. This allowed the company to pay back interest bearing debt, and
ENEOS' net D/E ratio as of end-Mar 24 was at 0.46x, much lower vs. the targeted 0.80x
level. This triggered management to announce an additional ¥200.0bn buyback program. We
ide to earnings if ENEOS can keep unp y losses below 4% in FY3/25
in FY3/24. Positive catalyst shall be the JX Advanced Metals IPO in the next 12-18
months, unlocking value for ENEOS d
expect the company 1o use part of the proceeds to conduct another large share buyback
program. Corporate governance is improving with new president revamping management,
increasing the # of outside board members to 70% from 40%. We think that ENEOS generates
PT to ¥1,100/share,

nned c

S' semiconductor & electranic materials business. W

sufficient profits, earing above its cost of capital. Hence, we rais
atc1.0x book value.

June 7,2024
I KEY STOCKS FEATURED INCLUDE:
TOKER  RATING  PRICE TARGET
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an | Chemicals

Resonac Holdings Corp.

Governance Discussion (1): Resonac's
Transformation

We are using the Jefferies Governance Framework to identify companies
that are proactively responding to the TSE reforms. We believe that
firms improving B/S and focusing on ROIC vs, WACC would result in
outperformance. We think Resonac is a prime example of this, and expect
further share price appreciation. Focusing on semiconductor materials and
withdrawing from old industrials will improve ROE profile. We raise our PT
and reiterate our Buy rating

Total: 37/45 - Resonac finish in first quartile, still room for improvements. The
company is clearly changing from a low-growth industrial conglomerate into @ high-growth

<A Franchise
Report

Equity Research

April3, 2024
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RATING sur

e s

CETARGET % TOPT  +¥450 44:200) | 129%

SoW HGHLOW varn- w00

1a2% 4186

5108813348

Tiox 004

“Pror rading day’s closing price Uness olherwise

CHANGETOJEFe  JEF vs CONS

w4 s s

semiconductor powerhouse. Investing in front-end (CMP sluries, hig! dback
end (packaging) materials and divesting non-core assets willimprove
that Resonac has the best-in-class management with the right incentives but could do better
in overseas IR, lowering debt balance, and further divest legacy assets.

S efficiency. We think

Cost of Capital (4/5): MTP focus on ROIC. Resonac focused on ROIC even before TSE
reforms were announced, when the company announced its medium-term plan in Feb 2.
think management clearly understands the concept, hence the focus shifting to high-growth
semiconductor & electronic material businesses

Optimizing capital structure (4/5): Using debt, lowering interest expenses. Unlike other
Japanese industrials holding excess cash, Resonac used a large amount of debt to
Hitachi Chemicals, and management was able to reduce interest expenses by converting

uire
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Chart 1 - Resonac's ROIC vs. Share price
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JP Insurance Initiation: The Quantum Leap

Japan P&C surged 25-39% ytd on optimism for unwinding cross-holdings,
which could lift ROEs by 4-6ppt. We compare them with global peers and
conclude there s a long runway supported by secular and macro tailwinds
Consensus will likely have to be lifted after May reslts. Total capital retum
yield of 5-8% is attractive globally. Our top pick is MS&AD, followed by late
cycle play Sompo and best-quality name Tokio Marine. Daiichi is a levered
rate trade,

Improving CoR Cycle - Japan P&C should enter a favourable CoR improvement
FY24, driven by positive rate revisions, efficiency gains from digitization, and roll
policies with subpar profitability. Tokio and MS&AD raised auto premium in Jan 2024; fire
premium wil continue to increase based on new reference loss rate. Japan PAC target ~95%
auto CoR, and ~90% CoR for non-auto, vs. global peers' CoR at 80-00% implying not
forimprovement. Tokioleads in domestic CoR (95°% for Y24, could improve to 92 5% by FY26)
given leading ope y o MS&AD'S CoRis
structurally higher due to drag from overseas auto insurance reinsured in Japan, although the
group also has scope to improve CoR from the current 100%+ to 96-97% by FY26. Sompo's
CoR improvement wil likely come with  lag, as a premium hike is delayed by the BigMotor
incident and its digital transformation started slightly later than peers.

Overseas Expansion - Japan PAC seek growth from overseas markets. Tokio started overseas
expansion from 2008; now has roughly half ofits profit from o
in the US. The ongoing hardening in alty market should continue to support growth
Sompo's overseas premium has doubled from FY20-23. Apart from the US crop business

s and is a top 20 player

<A Franchise
Report
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March 14,2024
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Figure 1 - Global P&C: Market Cap vs.
Underlying Profit

Japan P&C FY25 includes gains from
cross holdings unwind
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Initiating Coverage on Japan's Retail Sector

We initiate coverage on Japan's retail sector with Buy ratings on eight
firms: Takashimaya, JFront Retailing, Kusuri No Aoki, Isetan Mitsukoshi,
Shimamura, Adastria, Cosmos Pharmaceutical, and MatsukiyoCocokara
Our Top Picks are Takashimaya and J. Front Retailing, which we think
are beneficiaries of historical tailwinds, and Kusuri No Aoki, which is
maintaining high growth.

Retail sector initiation: We are bullish on Japan's retail sector, and within its subsectors, we
believe department stores and fashion apparel specialty stores look especially attractive. We
also focus on high-growth firms in the drugstore space.

Investment approach: Our unique analysis methodology focuses on the trends in YoV
comparisons of monthly statistics for industrial production as a leading indicator of retail
share prices. Our analysis indicates that the retail sector is becoming an attractive investment
opportunity. In addition, we also note that there are subsector cycles within reta
performance. Specifically,the order is department stores, followed by supermarkets,
convenience stores (i high macro-sensitivity/high-growth above highly defensive formats/
companies)

We believe the retail sector is now in the early stages of strong performance, and recommend
investing in department stores, where we anticipate substantial OP growth, and high-growth
companies that are pursuing aggressive newstore openings.

Thisis the subse are the most bulish. We see support for
department store share prices from three main drivers: 1) increased consumption by affiuent

Chart 1 - Retail Sector Price Targets and
Rating
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Sanrio August 13,2024

Initiate at Buy: Rising IP Character Market; |

Diversifying Portfolio

— Retailing

We initiate coverage of Sanrio with a Buy rating and PT of ¥4,500. The b

IP character market is on the rise, boosted by anime and characters

7T vas0o|e2ex

from new platforms, which is a tailwind for Sanrio. ts character portfolio e e
diversification strategy is bearing fruit and its strong growth prospects in Ly o vy
the global licensing business present an attractive investment opportunity, e e
inour view. nri:' rading day's closin /‘\m:wn less otherwise

Investment thesis: Sanrio is a pioneer of the character business in Japan with 450+
characters, most notably Hello Kitty. We are bullish on the outlook of the IP character

CHANGETOJEFe  JEFve CONS
market, and we think Sanrio can ber

t from this secular trend. Sanrio's structural reform
and diversification of its IP portfolio have led to reduced volatilty in earnings. Its focus on
digital marketing has garnered 76m followers across various platforms, which translate to an

o aes 2o s

increase in licensing revenues and margins, in our view, v

KEY REPORT haractrmarket: Thecraractr b

in Japan steadily grew to ¥27trin 2023, implying a 1.6% 10-year CAGR, and FY24 s projected

Japan | Leisure | Sanrio o e g ot e
Initiate at Buy: Rising IP Character Market; Diversifying Portfolio i

favorable for the overall character market.

13 August 2024 -

Diversification of IP portfolio: Sanrio saw earnings deterioration in the late 2010s due to - [
fuine o At b st o Lialla KittuHeweer s danandanca b it e

market (merchandising/licensing of ‘characters’) w0 @ @ @ e v

from social media. We think Sanrio's collaborations with anime
" should raise brand equity and are

. Jefferies
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