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. . Carry trades and cave dwellers
- ﬁﬁx l\ 7TV 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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still Bank of Japan Governor, Kazuo Ueda, is unlucky in the sense that his long overdue decision to move more
Greed & Fear | Cal’r trades and cave dWe“erS proactively to normalise monetary policy coincided with last Friday's US employment report finally showing
y real labour market weakness, as discussed here in the flash published on Sunday (see GREED & fear - flash,

2024%8H8H 4 August 2024)
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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 l

and boost multiples. Strategic plans due ahead of 24//25 AGMs and risk of -

delisting are key catalysts. e

A paradigm shift: Key elements of change in
‘op more conducive to growth an
rsed to positive for the first time in a decade as market flows divert from X
domestic retail investors have been incentivized to consider investments outside of cash/
nsurance and leading institutional investors are entering the market for the first ime, 3) The
change, and evidence that the 3800 listed

S °
FhlLR—b
companies are taking action to better alloc: al and drive returns. The government is
oy =3 - > A A . adding to the momentum with new guidelines for M&A aimed at spurring consolidation.
—_ N
BE [ AR T7V— | KN 10FEh o ERREA:

TSE has become an agent of change: According to Chris Wood, Global Head of Equity

A o— 4 N 8 . .

E| $ ;l%@ AS g /r / 7 '\ Strategy, ‘once a new consensus has been formed, the resulting change in behavior can
be both durable and dramatic.’ We expect recent TSE listing requirements to catalyze a

rigorous requirements relate to liquidity, corporate governance,

ith an aim to boost capital efficiency amongst Japan's market

) by when they

de: 1) Japan finally coming out from 30Y of

If the Topix companies sel all their equity
2)Flo

holdings and use the proceeds to fund
buybacks, then allelse equal, ROES
from 9.9% currently to 12.2%. A 75% equity
holding reduction could fead to ROES rising to
11.5%

rporate investmer

ouldrise

Japanese Stock Exchange (TSE) is demanding

20234 10817H et g e,

constituents. Companies that do not comply now have a firm deadline (Mar2

aYhV b=V E
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Yen Puzzle: Carry-Trade and Earnings Impact

Large-cap Key Picks

A yen regime change is imminent. To navigate this cycle, we investig
following five questions: 1) how much yen can appreciate based on Sk impcted by sorg/wesk on
ext and mon

y policy divergence; 2) how big is yen carry-

speculative positioning; 3) v he potential impact of yen —— I
strength on earnings and market returns, both during soft-and hard
on globa

—— suessu 7z7000)

e Invex160s 1
How much can yen appreciate? During the past four episodes of decisive JPY strength since - ——
1995 (1. A LTC 199899, 2. Post m bubble 2002-04, 3. GFC

[ —

will drive ¥/$ to 120 over the following 18 months (average IR B—
level also corresponds with UST0Y bond yield of 3%, closer to ne
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BHAS x>V BEBE | Yen Puzzle: Carry-Trade and Earnings Impact
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TSE Reform report series

sion highlights that in a
ts. How

Whatis the impact on earnings and market returns? Our
global growth environment, 10% ¥/$ appreciation roughly leads

ning

*  Potential Buyout Opportunities
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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 potential impact of yen
and market returns, both during soft- and hard-landing
ion on global country allocation; and 5) impact on

big is yen carry-

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

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
global

ession highlights thatin a stable

nings cuts. However
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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
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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

PRICE w015t

PAICE TARGET [%TOPT 449,300 (48,600) +15%
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B | Interactive Entertainment | Nexon

Favorable Risk-reward asymmetry presents itself. Reiterate BUY.
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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 quidance: (1) On 22
China requlator (NPPA) announced draft rules meant to curb game-spending. In early

from his post,inamove
linkeet o the rules. And yesterday (23 Jan) in an unusul move NPPA removed the raft rules
y Korea's FTC for altering the drop rates of

coveted items in MapleStory (linked on the probability of drawing certain characters when

from its website. (2) In Dec, Nexon was fin

TARGET| ESTIMATE CHANGE

RATING Buy

Prce a0

PRICETARGET % TOPT  4¥3,906 (43,890)+70%

¥s278-¥2256

0) 478% 4011

wori$1338

= s90p

for trading days cosing price uless othervise
noted,
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Company data, Jefferies estimetes

Exhibit 1 - Nexon - Annual OP

Jefferies



https://javatar.bluematrix.com/pdf/VWjnUYal
https://content.jefferies.com/report/965efd30-4ac9-4bcd-9fcf-98f77b8adf1b

2025

EXTELH AR &

£ IBH(IKE

EFBLFE—F

B | EFHE

BFBROH ALy SEBA, by T €Y BABHABE=T v
202448118

THE SR Es

RRE LR E%

- BFIH

EFBLFE—F
BX|74/RY—
FERRTIR B2E
20244 9A 20R

Jefferies

BA | EFH&

<A Franchise
Report

Equity Research
20248 45 118

BFEHMONALYCERE, by TEVIIEK
BHEL=TvY
EFBREIE—DH Ly D ERE, R E By £ H AT, TDK, A
BHEE. =Tvo. 3% 3, Nissha®64t. #1 B EAERT . TOKIEI7RE
HARHRLE ST, by TEVIIFAFERBHDHEICHITTO LRDIFE
NEABHEBE=T VI,

BFBRLY S —I=HT IR : EFBRA—H—OEEOHRE T+ —T 2RI, BERIO
FEMERE L. ARBROEBHH) FEERE, COVID-191=&5H A VL DEBIES
KREHELTODLLHTHEEA TS, FMIEEIRLAYLERT T4V RATE, B
BAEBREAYLLEERBRTORFHE TR EULOFAILOBVHETATNS
HUAR—RZBOTIE NG AH LT —HAL, I0H BT OBEISEE LR T,
SHOEMZFRLTNELNEEI TV D,

TV r—a LRME  PERIRE T EFBRISOVTIEBEPRIERARSET
L. BIC—EOE#HERL TS, BBERT, PC/4—/ S~ EFBRIZONTERFLE
BRLTLAH, B ATEEESH TR, —BEFHASTRELEEREET>
TN BB Tier| 51 HEMMEIE T ORLAR RSO THY. 2553 A MLKOE
#EFH, PC, Y—/{—@I TILDRAMED 2— )L, SSDRIT L XEEN AR HHM, &8
DODMEIF T, P8, —% FIAABA
YFBEASUT AR 0T BTOBRKRELRBERESEE> TV S oD, B
ELTH25FIAM T UL T ML B (ThF26F3AMLUBOABEELLDTRMELHD
3.

BFBRLY 2 —0OH/ Ly SEME : EFHROTHON/ L

BIHE #if(Z9d D

B 1. Electronic Component Sestor: Price.
Target, Rating

. e
B2, Electronic Component Sector: Factset
Gonsensus Sector average P/E (T+1) and relative
P/E to Topix

W\M‘N‘W\‘\/V/V/VLV

Jefferies
BX|F4/00—
HEKBR TR, E25

ERADBEISLY. ERLBRE TRAKRSTEIELROTVD. £/
AIEX ZHHBN, CoWoSDHFAEAL TLV D, 20254 [FHybrid  Bondinght
BS-PDN, 3D NANDEEYEHETALRICHEVNTREICA T THRIEMICBIZ
BT eAaoh, BTREMEAMTEOREDFE2EAILES RRILIL

B2 FARADEERRIEKE,

BS-PDN: Hybrid A=t 3 oA, OS Y DR
RIRIOLTE ATLS, X, B
PON (EBERHHM) (SO T, F—AF 1o Sr—HEL T ETHAMRELHTE
fo ¥ BUERIROSFLIHFVRBELRAYERORLEMN. COLH. +HUERE
BETEREHEVSMEMRELLTVBIR  Drop) . THISKLBS-PONIET/ A ROER
RERIRT DEBEMML. & TREM THAIWafer Bondingl=&Y I INEAEITILD.
ChIZEYOTY YT RDBE LIR Dropb RSN D, o
FHEEMIL Intel 4TPower-Viak P} 5\8S-PONHEEBAL TL\S, TSMCHRSYIRFITH
I —HliE, B TR Power Rail) £BE 5 3
TRICRAEMSET SHEERLTVS.

s-

20254 ) E W ENAND: W2W(Wafer to Wafer) (DHybrid Bondingl, NANDD OIS 78353 EXE
YRILES DY EDE TR, SROKRSHHIHLLTIS EAYIHH TS, NANDD SR
ACh200/@ 55300/ . 400/F L% DI DN, Fr RN Ty Fo T DBHiN—FILIEET:
BRILTBRT SeLbiz. o AT RLBAEREY B SMEITLY,
! L1 S EHELANSTHEY.

18, Samsung, SK Hynix bASY B H D BEE S RBKT 5.

BIESIC Lo TAELE R MR B SPERMTIIAMATA R -G T 0L R ISHIGLI- BB

Equity Research
2024% 97 208

Jefferies



https://javatar.bluematrix.com/pdf/WPjanxx3
https://javatar.bluematrix.com/pdf/11IWExbM


20255

EXTELH 7

oA EFIRES

BE #ICRE

- BFITE
—

FhLF—F
B | EAE4 | B2 8UERT [Inspire the Next] O E 8
2024%8820H

TPLBRTAVNIHEES

= TS

AN

- EB

RN TS

EHELFE—F
B | BihmEE-5T55Y | Japanese Refiners: Road Above Book Value
2024F6HTH

Jefferies

Japan | Capital Goods

Hitachi

<A Franchise
Report

Equity Research
August 20,2024

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
business, we expect share price catalysts from Hitachi's corporate action such s stake sale
of equity-method affiiates and an announcement of a large-scale share buyback

Upside to profit consensus: We forecast adjusted OP and adjusted EBITA to beat cons by
©.20% in EY3/26-27. This will be driven by Digital Systems & Services a &
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, we expect Hitachi to book
non-operating gains from the stake sale of equity-method affilates. Despite the abs
a specific time frame for such action, we look for accumulated gains of s 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 of

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 JX Metals a catalyst. We'd also expect Idemitsu
to 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
see upside to eamings if ENEOS can keep unp y losses below 4% in FY3/25
vs. 7% 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
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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
npany is clearly changing from a low-growth industrial conglomerate into a high-growth
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semiconductor powerhouse. Investing in front-end (CMP sluries, hig! dback
end (packaging) materials and divesting non-core assets will improve B/S efficiency. We think
that Resonac has the best-in-class management with the right incentives but could do better
in overseas IR, lowering debt ssets

ince, and further divest legacy

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 22. We
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

a0 @ @ @ a w

Gons. Souroe: Faciset

Chart 1 - Resonac's ROIC vs. Share price

2 000
——Rocn Lisy

Jefferies

Japan | Insurance

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-off of legacy
policies with subpar profitability. Tokio and MS&AD raised auto premium in Jan 2024; fire
premium will continue to increase based on new reference loss rate. Japan P&C
auto CoR, and ~90% CoR for non-auto, vs. global peers' CoR at 80-00% implying notab
forimprovement. Tokioleads in domestic CoR (95°% for Y24, could improve to 92 5% by FY26)
given MS&AD'S CoRis
structurally an, although the

Y26, 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 of its proft from overseas and is a top 20 player

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
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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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