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Japanese and US Stock Market Outlook after US Jobs Report

» May US jobs report showed improvement in the labour market slack.
»  The expectation on US rate hikes in this year moved USD higher whereas US bond and share prices
lower.

>  US growth allowing Fed to hike rates would ultimately favour both US and Japanese stocks.
May US job report showed improvement in the labour market slack

The May US Nonfarm payroll (NFP) by the U.S. Bureau of Labor Statistics increased by 280,000,
better than consensus of 226,000 from the previous month (Chart:1). The NFP in 6 month moving
average basis is growing firmly at 236,000. In terms of the components, Private service-providing added
strongly 256,000 in Leisure & hospitality and Retail trade, whereas Goods-producing showed slowing
particularly in Mining and logging.

The following 4 data are listed as a US labor market slack; (a) y-o-y change in average hourly
earnings, (b) unemployment rate for the person unemployed for 27 weeks and over, (c) participation rate
and (d) part time for economic reasons. In the month, 3 of 4 data showed improvement except for (d).
Reviewing these specific numbers, (a) average hourly earnings rose from 2.2% y-0-y to 2.3% y-0-y,
(b) unemployment rate for the person unemployed for 27 weeks and over fell from 29% to 28.6%,
(c) participation rate gained from 62.8% to 62.9% and (d) part time workers for economic reasons
increased from 6,580,000 to 6,652,000. Meantime, the unemployment rate in the month rose by 0.1ppt
from April to 5.5% , but this was due to the increase in the number of job seekers as the participation rate

in May was higher.

Chart 1: US Nonfarm Payroll Employment Chart 2: US Treasuary Yield Curwe
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The expectation on US rate hikes in this year moved USD higher whereas US bond and share prices

lower

The US Treasury market closed lower after the jobs report on June 5™ as the mid-to long term bond
yields moved higher on increasing expectation for US rate hike within this year (Chart:2). In the currency
market, USD also moved higher against major currencies, whereas US stocks such as Dow Industrial
Average and S&P500 Indices plunged on concern over likely rate hike. Treasuries, currencies and stock
markets reacted in the same way as before to the expectation of Fed’s policy normalization. Now,
reviewing the correlation between rate hikes and stock prices, a rate hike as an outcome of economic
recovery would favour stock prices as it would prove solid macro economy. On the contrary, a rate hike
caused by inflationary pressure is likely to weigh on stock prices. | believe higher US Treasury yields at

present are caused by the former reason.

US growth allowing Fed to hike rates would ultimately favour both US and Japanese stocks

Tokyo stock market also closed lower on June 8" following weak US stock market on the concern
over the Fed’s rate hike. The financial markets across the globe are likely to become nervous when the
timing of the liftoff is approaching. The US, Japan and other major stock markets are likely to consolidate
temporarily. However, that would be a tailwind for US stocks and global economy if solid US economy
enables the Fed to hike rate. This would also be a tailwind for Japanese stocks as US growth pushes
Japan’s exports to US higher, and the exporters benefit from higher USD/JPY led by widening yield
spread between US and Japan.

The US Fed seems to conduct their policy normalization prudently. The US Treasury yields and
USD are likely to move higher at moderate pace alongside the mild growth in the country. In this sense,
the trend of lower stock prices on concern about the rate hikes will be eased eventually, and global
financial markets are also very likely to stay away from a pandemonium over higher US bond yields.

Therefore, the risks on US rate hikes would finally be marginal for the stock markets.

Note: Comments in this report are based on data as of June 8".
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