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Japan Macro Strategy 
Investment strategy for rising wages 
 

Summary 

Macro viewpoint on beneficiaries of rising wages 
Our view is that rising nominal and real wages will drive consumption in H2 2015. On 
top of package tours, recreation services and restaurants, we think we can look for 
recovery in automobiles, clothing & footwear and household durables from the drop 
after the consumption tax hike. On the other hand, there is the risk of a rise in food 
and energy prices. Although The Indices of Tertiary Economic Activity show an inverse 
correlation between rising food and energy prices and areas such as recreation services 
and overseas travel, there is little correlation with clothes, food & beverages and 
domestic travel, and these can perhaps be seen as sectors relatively unaffected by rising 
prices. 

Is an upturn to wage growth the starting point for retail stock bull market? 
Our first thought that comes to mind in response to rising wages is the impact on retail 
sector earnings. Although it is hard to quantify the cause-and-effect relationship 
between these two, such a relationship appears to exist over time in that rising wages 
are followed by earnings recovery. What this observation suggests in particular is the 
importance of wage growth sustainability. Robust growth in retail sector OP in the past 
has occurred after recovery in real wages, but retail OP gains have been particularly 
strong after sustainable wage growth. Although we are still in the initial stages at 
present, this may be a good time for long-term investors to load allocations to the retail 
industry. 

Key points for retail sector investment 
Retail sales still lack any momentum, but we believe are solidly underpinned. From here 
on we will also need to keep an eye on trends in imported goods prices in light of the 
weakening yen and on the associated inflation trajectory, while also monitoring the 
impact of seasonal bonuses and improving sentiment. The capacity to handle the 
weaker yen and pass costs along into prices can easily open up a gap in earnings in the 
retail sector, and we highlight this in stock selection. Specifically, we believe confidence 
in earnings recovery scenarios could grow for retailers seeking differentiation through 
intrinsic product appeal (for example, Fast Retailing, Nitori, Seven-Eleven), as well as at 
firms such as United Arrows (7606) and Yamada Denki (9831) if demand picks up for 
clothing & footwear and durable goods, which were weak following the consumption 
tax hike. 
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Macro viewpoint on beneficiaries of rising wages  
Gradual acceleration in wage growth continues 

April nominal wage growth stood at +0.93% yoy, the highest level since July 2010 
except during bonus periods, and real wage growth turned positive for the first 
time since April 2013 at +0.1% yoy. Our view is that wages will continue to rise 
from here on, given factors such as the tightening labour market and rising output 
prices in the manufacturing sector, as well (Figures 1, 2). The Consumer 
Confidence Index, which correlates closely with consumption, also continues to 
improve.  

Figure 1: Real wage growth finally turns positive  Figure 2: Consumer sentiment in recovery 

 

 

 
Source:  Ministry of Internal Affairs and Communications, UBS  Source:  Ministry of Finance, Cabinet Office, UBS 

 

Consumer goods at the front line of buying when incomes rise 

Looking at the elasticity of consumer goods to nominal income growth based on 
the Family Income and Expenditure Survey, elasticity is high for automobiles and 
clothing & footwear among durable goods, and areas such as package tours, 
clothing related services, recreation services, and restaurants among non-durable 
goods. We think we can also look for a rebound in household durables from 
reduced buying after the consumption tax hike.  

Figure 3: Nominal income elasticity of consumer goods 

 

Source:  Ministry of Internal Affairs & Communications, UBS Note: Pale bars denote durables/semi-durables  

 

Real wage growth turns positive, 
Consumer Confidence Index also 
improving 

Consumer goods with nominal 
income elasticity of at least 1 tend 
to benefit 
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However, points of concern are rising food prices and the resumed climb in energy 
prices. Although the increase in food prices is slowing (Figure 4) the index has risen 
to an all-time high (106.5). Although energy prices are still down yoy at present, 
there is the risk of a return to growth into summer because of the rapid recent fall 
in the yen.  

Figure 4: Yoy growth in food and energy prices  Figure 5: Energy prices to stop falling due to weak yen 

 

 

 
Source:  Ministry of Internal Affairs and Communications, UBS  

 

 
Source:  Ministry of Internal Affairs and Communications, UBS  

 

 

Consequently, we expect consumer goods that are resilient to rising food and 
energy prices to continue to perform well. We have plotted the correlation 
between industries in The Indices of Tertiary Economic Activity and the respective 
price indexes (Figures 6, 7). Rises in prices for both have an inverse correlation with 
areas such as recreation services and overseas travel, but there is little correlation 
with clothes, food & beverages and domestic travel, and these can perhaps be 
seen as sectors relatively unaffected by rising prices. Correlation is negative for 
taxis but positive for railways & buses, and negative for ryokan (traditional inns) 
but positive for hotels, and we think this shows an element of substitution.  

Figure 6: Correlation between food prices and industrial 
activity 

 

 Figure 7: Correlation between energy prices and 
industrial activity 

 

 

 

 
Source:  Ministry of Economy, Trade and Industry, Ministry of Internal Affairs and 

Communications, UBS  

 

 Source:  Ministry of Economy, Trade and Industry, Ministry of Internal Affairs and 

Communications, UBS  
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Is upturn to wage growth the starting point for 
retail stock bull market? 
It is easy to imagine a connection between recovery in real wages and recovery in 
consumption, but there are wide swings in both wages and profits over time, 
while growth/contraction in consumption is affected by countless factors other 
than wages, and rising wages are unlikely to be reflected immediately in 
consumption growth, so it is hard to quantify the supply-demand relationship. 
That said, comparing trends in real wages and OP growth rates does appear to 
show some kind of causal relationship between the two, in line with the initial 
image.  

Figure 8: Growth in real wages and in retail sector OP  Figure 9: Growth in real wages and in retail sector OP 
(relative to TOPIX) 
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Source:  Bloomberg, UBS  Source:  Bloomberg, UBS 

 

One thing we can say with a high degree of certainty is that once sustainable real 
wage growth is confirmed, earnings in consumption-related sectors climb a long 
way, after a certain time lag. During the past two periods of strong recovery in 
wages and earnings, earnings recovery and growth have generally peaked after 
wages have risen consistently for 8–10 months both in absolute terms and relative 
to TOPIX, and it is fair to conclude that consumers increase consumption to the 
extent this affects corporate earnings once they have confirmed that wages have 
picked up sufficiently. In particular, in growth rates relative to TOPIX, earnings also 
fall convincingly in periods of faltering real wage growth, and this trend is clearly 
evident. Although slightly off-topic, we think conspicuous recovery in retail sector 
profit growth relative to TOPIX after the Lehman Brothers collapse was solely 
because of the defensive nature of domestic demand plays as other cyclical sectors 
plummeted. Be that as it may, the key point in wage growth is 'sustainability'. 
Sustained growth gradually improves consumer sentiment, and the ensuing 
transfer into actual consumer behaviour could affect corporate earnings.  

In other words, we would expect a step-up in consumption-related share prices in 
the event real wage recovery continues over the coming few months, and we think 
the retail and service sectors are relatively attractive investments, at least in cyclical 
terms. We believe it might not be too late to make major allocation changes once 
sustained recovery has been confirmed, but glimpses of this have already started to 
become evident at present, so we recommend long-term investors in particular to 
increase weightings in retail.  

 

Key is 'sustainability' of wage 
recovery 

We recommend long-term 
investors increase retail sector 
weightings from now on 
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Key points for retail sector investment  
The value of retail sales has swung widely, falling 9.7% in March but rising 5% in 
April. However, this was because of the demand rush ahead of last year's 
consumption tax hike and the subsequent retreat, and compared with two years 
ago retail sales value edged up 0.2% in March and 0.5% in April. Although 
lacking in any great momentum, we believe retail sales are solidly underpinned by 
the upturn to positive real wage growth and ongoing recovery in consumer 
sentiment. That said, retail shares have outperformed since the start of this year, 
and prices may already presuppose recovery in real wages as the impact of the 
consumption tax hike winds down. At the individual share level, share prices have 
even risen on some companies for which it is unclear when earnings will bottom, 
looking ahead to the future.  

From here on we think will also need to keep an eye on trends in imported goods 
prices in light of the weakening yen and on the associated inflation trajectory, 
while also monitoring the impact of seasonal bonuses and improving sentiment. 
Pricing strategies affect both sales and margins in the retail sector, so the ability to 
deal with the weakening yen and to pass costs along into prices can easily lead to 
differing earnings, and we highlight these for stock selection. Specifically, we think 
retailers such as Fast Retailing, Nitori and Seven-Eleven that seek differentiation 
through intrinsic product appeal may continue to find support from customers 
even after the tax hike impact has wound down, and their relative superiority 
could open up still further. Among these we like furniture retailer Nitori (9843) for 
the growth potential and margins driven by its product strategy and store-opening 
drive, and we rate the company a Key Call Buy. We believe confidence in earnings 
recovery scenarios could also improve at firms such as United Arrows (7606) and 
Yamada Denki (9831) if demand picks up for clothing & footwear and durable 
goods that were weak following the consumption tax hike, in line with our 
economist Daiju Aoki's analysis.  

 

 
 

Retail shares have risen in 
anticipation of upturn in real 
wages 

For stock selection from here on 
we flag differences in ability to 
cope with weakening yen, 
inflation 
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Company Disclosures 

Company Name Reuters 12-month rating Short-term rating Price Price date 

Fast Retailing 9983.T Neutral N/A ¥52,740 15 Jun 2015 

Nitori Holdings 9843.T Buy N/A ¥9,170 15 Jun 2015 

Seven & I Holdings 3382.T Neutral N/A ¥5,171 15 Jun 2015 

United Arrows 7606.T Buy N/A ¥3,855 15 Jun 2015 

Yamada Denki 9831.T Buy N/A ¥518 15 Jun 2015 

Source: UBS. All prices as of local market close. 
Ratings in this table are the most current published ratings prior to this report. They may be more recent than the stock 
pricing date 

Unless otherwise indicated, please refer to the Valuation and Risk sections within the body of this report. 
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Seven & I Holdings (¥) 
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Yamada Denki (¥) 
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The value of any investment or income may go down as well as up, and investors may not get back the full (or any) amount invested. Past performance is not necessarily 
a guide to future performance. Neither UBS nor any of its directors, employees or agents accepts any liability for any loss (including investment loss) or damage arising 
out of the use of all or any of the Information. 

Any prices stated in this document are for information purposes only and do not represent valuations for individual securities or other financial instruments. There is no 
representation that any transaction can or could have been effected at those prices, and any prices do not necessarily reflect UBS's internal books and records or 
theoretical model-based valuations and may be based on certain assumptions. Different assumptions by UBS or any other source may yield substantially different results. 

This document and the Information are produced by UBS as part of its research function and are provided to you solely for general background information. UBS has no 
regard to the specific investment objectives, financial situation or particular needs of any specific recipient. In no circumstances may this document or any of the 
Information be used for any of the following purposes: 

(i) valuation or accounting purposes; 

(ii) to determine the amounts due or payable, the price or the value of any financial instrument or financial contract; or 

(iii) to measure the performance of any financial instrument. 

By receiving this document and the Information you will be deemed to represent and warrant to UBS that you will not use this document or any of the Information for 
any of the above purposes or otherwise rely upon this document or any of the Information. 

Research will initiate, update and cease coverage solely at the discretion of UBS Investment Bank Research Management. The analysis contained in this document is 
based on numerous assumptions. Different assumptions could result in materially different results. The analyst(s) responsible for the preparation of this document may 
interact with trading desk personnel, sales personnel and other parties for the purpose of gathering, applying and interpreting market information. UBS relies on 
information barriers to control the flow of information contained in one or more areas within UBS into other areas, units, groups or affiliates of UBS. The compensation 
of the analyst who prepared this document is determined exclusively by research management and senior management (not including investment banking). Analyst 
compensation is not based on investment banking revenues; however, compensation may relate to the revenues of UBS Investment Bank as a whole, of which 
investment banking, sales and trading are a part. 

For financial instruments admitted to trading on an EU regulated market: UBS AG, its affiliates or subsidiaries (excluding UBS Securities LLC) acts as a market maker or 
liquidity provider (in accordance with the interpretation of these terms in the UK) in the financial instruments of the issuer save that where the activity of liquidity 
provider is carried out in accordance with the definition given to it by the laws and regulations of any other EU jurisdictions, such information is separately disclosed in 
this document. For financial instruments admitted to trading on a non-EU regulated market: UBS may act as a market maker save that where this activity is carried out in 
the US in accordance with the definition given to it by the relevant laws and regulations, such activity will be specifically disclosed in this document. UBS may have issued 
a warrant the value of which is based on one or more of the financial instruments referred to in the document. UBS and its affiliates and employees may have long or 
short positions, trade as principal and buy and sell in instruments or derivatives identified herein; such transactions or positions may be inconsistent with the opinions 
expressed in this document. 
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United Kingdom and the rest of Europe:  Except as otherwise specified herein, this material is distributed by UBS Limited to persons who are eligible counterparties 
or professional clients. UBS Limited is authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and the Prudential Regulation 
Authority.   France:  Prepared by UBS Limited and distributed by UBS Limited and UBS Securities France S.A. UBS Securities France S.A. is regulated by the ACPR 
(Autorité de Contrôle Prudentiel et de Résolution) and the Autorité des Marchés Financiers (AMF). Where an analyst of UBS Securities France S.A. has contributed to this 
document, the document is also deemed to have been prepared by UBS Securities France S.A.   Germany:  Prepared by UBS Limited and distributed by UBS Limited and 
UBS Deutschland AG. UBS Deutschland AG is regulated by the Bundesanstalt fur Finanzdienstleistungsaufsicht (BaFin).   Spain:  Prepared by UBS Limited and distributed 
by UBS Limited and UBS Securities España SV, SA. UBS Securities España SV, SA is regulated by the Comisión Nacional del Mercado de Valores (CNMV).   Turkey:  
Distributed by UBS Limited. No information in this document is provided for the purpose of offering, marketing and sale by any means of any capital market instruments 
and services in the Republic of Turkey. Therefore, this document may not be considered as an offer made or to be made to residents of the Republic of Turkey. UBS AG 
is not licensed by the Turkish Capital Market Board under the provisions of the Capital Market Law (Law No. 6362). Accordingly, neither this document nor any other 
offering material related to the instruments/services may be utilized in connection with providing any capital market services to persons within the Republic of Turkey 
without the prior approval of the Capital Market Board. However, according to article 15 (d) (ii) of the Decree No. 32, there is no restriction on the purchase or sale of 
the securities abroad by residents of the Republic of Turkey.   Poland:  Distributed by UBS Limited (spolka z ograniczona odpowiedzialnoscia) Oddzial w Polsce regulated 
by the Polish Financial Supervision Authority. Where an analyst of UBS Limited (spolka z ograniczona odpowiedzialnoscia) Oddzial w Polsce has contributed to this 
document, the document is also deemed to have been prepared by UBS Limited (spolka z ograniczona odpowiedzialnoscia) Oddzial w Polsce.   Russia:  Prepared and 
distributed by UBS Bank (OOO).   Switzerland:  Distributed by UBS AG to persons who are institutional investors only. UBS AG is regulated by the Swiss Financial 
Market Supervisory Authority (FINMA).   Italy:  Prepared by UBS Limited and distributed by UBS Limited and UBS Italia Sim S.p.A. UBS Italia Sim S.p.A. is regulated by the 
Bank of Italy and by the Commissione Nazionale per le Società e la Borsa (CONSOB). Where an analyst of UBS Italia Sim S.p.A. has contributed to this document, the 
document is also deemed to have been prepared by UBS Italia Sim S.p.A.   South Africa:  Distributed by UBS South Africa (Pty) Limited (Registration No. 
1995/011140/07), an authorised user of the JSE and an authorised Financial Services Provider (FSP 7328).   Israel:  This material is distributed by UBS Limited. UBS 
Limited is authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and the Prudential Regulation Authority. UBS Securities 
Israel Ltd is a licensed Investment Marketer that is supervised by the Israel Securities Authority (ISA). UBS Limited and its affiliates incorporated outside Israel are not 
licensed under the Israeli Advisory Law. UBS Limited is not covered by insurance as required from a licensee under the Israeli Advisory Law. UBS may engage among 
others in issuance of Financial Assets or in distribution of Financial Assets of other issuers for fees or other benefits. UBS Limited and its affiliates may prefer various 
Financial Assets to which they have or may have Affiliation (as such term is defined under the Israeli Advisory Law). Nothing in this Material should be considered as 
investment advice under the Israeli Advisory Law. This Material is being issued only to and/or is directed only at persons who are Eligible Clients within the meaning of 
the Israeli Advisory Law, and this material must not be relied on or acted upon by any other persons.   Saudi Arabia:  This document has been issued by UBS AG (and/or 
any of its subsidiaries, branches or affiliates), a public company limited by shares, incorporated in Switzerland with its registered offices at Aeschenvorstadt 1, CH-4051 
Basel and Bahnhofstrasse 45, CH-8001 Zurich. This publication has been approved by UBS Saudi Arabia (a subsidiary of UBS AG), a Saudi closed joint stock company 
incorporated in the Kingdom of Saudi Arabia under commercial register number 1010257812 having its registered office at Tatweer Towers, P.O. Box 75724, Riyadh 
11588, Kingdom of Saudi Arabia. UBS Saudi Arabia is authorized and regulated by the Capital Market Authority to conduct securities business under license number 
08113-37.   Dubai:  The information distributed by UBS AG Dubai Branch is intended for Professional Clients only and is not for further distribution within the United 
Arab Emirates.   United States:  Distributed to US persons by either UBS Securities LLC or by UBS Financial Services Inc., subsidiaries of UBS AG; or by a group, 
subsidiary or affiliate of UBS AG that is not registered as a US broker-dealer (a   ‘non-US affiliate’ ) to major US institutional investors only. UBS Securities LLC or UBS 
Financial Services Inc. accepts responsibility for the content of a document prepared by another non-US affiliate when distributed to US persons by UBS Securities LLC or 
UBS Financial Services Inc. All transactions by a US person in the securities mentioned in this document must be effected through UBS Securities LLC or UBS Financial 
Services Inc., and not through a non-US affiliate.   Canada:  Distributed by UBS Securities Canada Inc., a registered investment dealer in Canada and a Member-
Canadian Investor Protection Fund, or by another affiliate of UBS AG that is registered to conduct business in Canada or is otherwise exempt from registration.   Brazil:  
Except as otherwise specified herein, this material is prepared by UBS Brasil CCTVM S.A. to persons who are eligible investors residing in Brazil, which are considered to 
be: (i) financial institutions, (ii) insurance firms and investment capital companies, (iii) supplementary pension entities, (iv) entities that hold financial investments higher 
than R$300,000.00 and that confirm the status of qualified investors in written, (v) investment funds, (vi) securities portfolio managers and securities consultants duly 
authorized by Comissão de Valores Mobiliários (CVM), regarding their own investments, and (vii) social security systems created by the Federal Government, States, and 
Municipalities.   Hong Kong:  Distributed by UBS Securities Asia Limited and/or UBS AG, Hong Kong Branch.   Singapore:  Distributed by UBS Securities Pte. Ltd. [MCI 
(P) 016/09/2014 and Co. Reg. No.: 198500648C] or UBS AG, Singapore Branch. Please contact UBS Securities Pte. Ltd., an exempt financial adviser under the Singapore 
Financial Advisers Act (Cap. 110); or UBS AG, Singapore Branch, an exempt financial adviser under the Singapore Financial Advisers Act (Cap. 110) and a wholesale bank 
licensed under the Singapore Banking Act (Cap. 19) regulated by the Monetary Authority of Singapore, in respect of any matters arising from, or in connection with, the 
analysis or document. The recipients of this document represent and warrant that they are accredited and institutional investors as defined in the Securities and Futures 
Act (Cap. 289).   Japan:  Distributed by UBS Securities Japan Co., Ltd. to professional investors (except as otherwise permitted). Where this document has been prepared 
by UBS Securities Japan Co., Ltd., UBS Securities Japan Co., Ltd. is the author, publisher and distributor of the document. Distributed by UBS AG, Tokyo Branch to 
Professional Investors (except as otherwise permitted) in relation to foreign exchange and other banking businesses when relevant.   Australia:  Clients of UBS AG: 
Distributed by UBS AG (Holder of Australian Financial Services License No. 231087). Clients of UBS Securities Australia Ltd: Distributed by UBS Securities Australia Ltd 
(Holder of Australian Financial Services License No. 231098). Clients of UBS Wealth Management Australia Ltd: Distributed by UBS Wealth Management Australia Ltd 
(Holder of Australian Financial Services Licence No. 231127). This Document contains general information and/or general advice only and does not constitute personal 
financial product advice. As such, the Information in this document has been prepared without taking into account any investor’s objectives, financial situation or needs, 
and investors should, before acting on the Information, consider the appropriateness of the Information, having regard to their objectives, financial situation and needs. 
If the Information contained in this document relates to the acquisition, or potential acquisition of a particular financial product by a ‘Retail’ client as defined by section 
761G of the Corporations Act 2001 where a Product Disclosure Statement would be required, the retail client should obtain and consider the Product Disclosure 
Statement relating to the product before making any decision about whether to acquire the product. The UBS Securities Australia Limited Financial Services Guide is 
available at: www.ubs.com/ecs-research-fsg.   New Zealand:  Distributed by UBS New Zealand Ltd. The information and recommendations in this publication are 
provided for general information purposes only. To the extent that any such information or recommendations constitute financial advice, they do not take into account 
any person’s particular financial situation or goals. We recommend that recipients seek advice specific to their circumstances from their financial advisor.   Korea:  
Distributed in Korea by UBS Securities Pte. Ltd., Seoul Branch. This document may have been edited or contributed to from time to time by affiliates of UBS Securities 
Pte. Ltd., Seoul Branch.   Malaysia:  This material is authorized to be distributed in Malaysia by UBS Securities Malaysia Sdn. Bhd (Capital Markets Services License No.: 
CMSL/A0063/2007). This material is intended for professional/institutional clients only and not for distribution to any retail clients.   India:  Prepared by UBS Securities 
India Private Ltd. (Corporate Identity Number U67120MH1996PTC097299) 2/F, 2 North Avenue, Maker Maxity, Bandra Kurla Complex, Bandra (East), Mumbai (India) 
400051. Phone: +912261556000. It provides brokerage services bearing SEBI Registration Numbers: NSE (Capital Market Segment): INB230951431, NSE (F&O Segment) 
INF230951431, NSE (Currency Derivatives Segment) INE230951431, BSE (Capital Market Segment) INB010951437; merchant banking services bearing SEBI Registration 
Number: INM000010809 and research services. UBS AG, its affiliates or subsidiaries may have debt holdings or positions in the subject Indian company/companies. 
Within the past 12 months, UBS AG, its affiliates or subsidiaries may have received compensation for non-investment banking securities-related services and/or non-
securities services from the subject Indian company/companies. With regard to information on associates, please refer Annual Report at: 
http://www.ubs.com/global/en/about_ubs/investor_relations/annualreporting.html  

The disclosures contained in research documents produced by UBS Limited shall be governed by and construed in accordance with English law. 

UBS specifically prohibits the redistribution of this document in whole or in part without the written permission of UBS and UBS accepts no liability whatsoever for the 
actions of third parties in this respect. Images may depict objects or elements that are protected by third party copyright, trademarks and other intellectual property 
rights. © UBS 2015. The key symbol and UBS are among the registered and unregistered trademarks of UBS. All rights reserved. 
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