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June Machinery Orders

Jul-Sep period sees non-manufacturing orders achieving major growth
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Summary

= According to statistics for machinery orders in June, the leading indicator for domestic capex
and private sector demand (excluding ships and electrical power), orders declined for the third
consecutive month at -1.9% m/m contrary to expectations according to market consensus
(+3.6%). Non-manufacturing (excluding ships and electrical power) grew for the first time in
four months at +0.8%, while manufacturing suffered a decline for the first time in five months at
-5.4%, pulling down overall results along with it.

= As a result, the Apr-Jun 2017 period now expects private sector demand (excluding ships and
electrical power) to decline by -4.7% qg/q, with manufacturing orders up by +3.7%, and non-
manufacturing orders (excluding ships and electrical power) down by -9.9%. Non-
manufacturing orders have clearly been in a declining trend recently in comparison to
manufacturing orders.

= The Cabinet Office forecast for the Jul-Sep 2017 period sees private sector demand
(excluding ships and electrical power) moving back into the positive range at +7.0% q/q.
Looking at orders by source of demand we see manufacturing down by -1.8% and non-
manufacturing (excluding ships and electrical power) up by +13.5%. Non-manufacturing is
expected to make a comeback from its former declining trend to achieve major growth.

= Machinery orders, the leading indicator for capex, are expected to experience ups and downs
in the future. Operating rates in the manufacturing industry have been in a growth trend since
the second half of last year, but although investments in maintenance and repair appear
promising, propensity to invest in capacity increase is not great. Meanwhile, the non-
manufacturing industries are expected to carry out investments in transport and distribution
infrastructure with the continuing growth in foreign visitors to Japan, as well as expectations
regarding the 2020 Tokyo Olympics and Paralympics.

Machinery Orders (m/m %; SA) Chart 1
2016 2017

Ju Aug Sep Oct Nov Dec Jan Feb Mar Apr May Jun
Machinery orders (private sector)* 56 -59 03 34 -28 21 -32 15 14 -31 -36 -19
Market consensus (Bloomberg) 3.6
DIR estimate 1.4
Manufacturing orders 09 -31 -33 04 81 08 -108 60 06 25 10 -54
Non-manufacturing orders* 65 -31 07 27 -56 21 07 18 -39 -50 -51 0.8
Overseas orders -90 -07 28 7.1 163 -121 32 -11 -28 174 -52 -31

Source: Cabinet Office, Bloomberg; compiled by DIR.
*excl. those for ships and from electric utilities.
Note: Figures on market consensus from Bloomberg
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June orders: manufacturing declines, while non-manufacturing achieves growth

According to statistics for machinery orders in June, the leading indicator for domestic capex and
private sector demand (excluding ships and electrical power), orders declined for the third consecutive
month at -1.9% m/m contrary to expectations according to market consensus (+3.6%). Non-
manufacturing (excluding ships and electrical power) grew for the first time in four months at +0.8%,
while manufacturing suffered a decline for the first time in five months at -5.4%, pulling down overall
results along with it.

As a result, the Apr-Jun 2017 period now expects private sector demand (excluding ships and electrical
power) to decline by -4.7% qg/q, with manufacturing orders up by +3.7%, and non-manufacturing
orders (excluding ships and electrical power) down by -9.9%. Non-manufacturing orders have clearly
been in a declining trend recently in comparison to manufacturing orders.

The Cabinet Office forecast for the Jul-Sep 2017 period sees private sector demand (excluding ships
and electrical power) moving back into the positive range at +7.0% g/g. Looking at orders by source of
demand we see manufacturing down by -1.8% and non-manufacturing (excluding ships and electrical
power) up by +13.5%. Non-manufacturing is expected to make a comeback from its former declining
trend to achieve major growth.

Manufacturing orders decline for the first time in five months

Looking at orders by source of demand in June, the manufacturing industries declined for the first time
in five months at -5.4% m/m. Manufacturing orders appear to be taking a breather from the moderate
growth experienced until now due to increased operating rates associated with the expansion of exports.
As for performance by industry, declines were seen in other manufacturing (-14.1% m/m) and
information & communications electronics equipment (-26.8%). This is thought to be a reactionary
decline in response to two consecutive months of growth in April and May. On the other hand, some
industries achieved growth in comparison with the previous month, including textile mill products
(+338.4%), and automobiles, parts & accessories (+12.7%). Textile mill products are thought to have
pulled in large-scale orders.

During the Apr-Jun period, growth was notable in general-purpose & production machinery (+11.5%),
automobiles, parts & accessories (+11.4%), and other manufacturing (+15.1%). As for general-purpose
& production machinery, production increases have continued for machine tools and manufacturing
equipment used in the production of semiconductors and flat panel displays. Meanwhile, automobiles,
parts & accessories performed well due to favorable domestic sales of new cars.

Non-manufacturing orders achieve growth for the first time in four months

Non-manufacturing orders (excluding ships and electrical power) grew for the first time in four months
by +0.8% m/m. Non-manufacturing orders had been in a declining trend, but June performance has
moved back into the positive range though by just a tad. Looking at performance by industry, month-
to-month growth was seen in other non-manufacturing (+16.0%), and telecommunications (+28.8%).
As for telecommunications, once all is averaged out, the industry is marking time. On the other hand,
some industries experienced month-to-month declines, including agriculture, forestry & fishing (-
6.8%), and goods leasing (-21.1%).

Looking back at the Apr-Jun period, we see that there were declines in transportation & postal
activities (-12.1% qg/q), as well as construction (-29.0%), and other non-manufacturing (-21.1%). As
for transportation & postal activities, the industry was given a major lift during the first half of FY2016
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with orders for railway cars, but since then orders have been disappointing, helping to push down
overall performance.

Orders by Demand Source (seasonally adjusted figures)
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Source: Cabinet Office (CAO); compiled by DIR.

*excl. those for ships and from electric utilities.
Note: Thick lines 3M/MA basis.

Overseas orders decline for second consecutive month

Overseas orders declined for the second consecutive month at -3.1% m/m. According to the Cabinet
Office, orders for industrial machinery and motors grew, while orders for electronics &

telecommunications equipment, and heavy electric machinery declined.

General Machinery: Overseas Orders and Exports

General Machinery: Exports by Trading Partner
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Machinery orders to experience ups and downs in future

Machinery orders, the leading indicator for capex, are expected to experience ups and downs in the
future. Operating rates in the manufacturing industry have been in a growth trend since the second half
of last year, but although investments in maintenance and repair appear promising, propensity to invest
in capacity increase is not great. Meanwhile, the non-manufacturing industries are expected to carry
out investments in transport and distribution infrastructure with the continuing growth in foreign
visitors to Japan, as well as expectations regarding the 2020 Tokyo Olympics and Paralympics. In
addition, recurring profit levels are high, and investments in rationalization and labor saving are seen
in response to the tight labor market.

We expect three types of machinery to do well in the future due to investments in labor saving
equipment. We suggest keeping an eye on the following. In the area of IT investment computers will
be a focus, including general use computers and computer programs. Computers account for
approximately one fourth of overall private sector demand. Potential demand is thought to be huge,
with an accumulation of order backlog of nearly 3 tril yen and a balance which has doubled over a
period of ten years. Large-scale systems development projects take place over the long-term, and this
type of project could mean a structural change in terms of demand. In cases where there is a shortage
of IT engineers, orders often cannot be processed quickly, and this could become a barrier to further
growth in orders received. Next on our list are conveying, elevating, and materials handling machinery,
such as conveyor belts, and transport machinery including cargo handling equipment. We suggest
keeping an eye on this area in the future where investment in distribution centers is going. A serious
labor shortage in the areas of transport and postal services is expected to contribute to growth for the
overall industry. The third area of focus as regards investment in labor saving is industrial robots.
Although robots now account for only a small portion of overall investment, they could become the
representative type of labor saving investment in the future if orders from the non-manufacturing
industries grow significantly.

The future of overseas demand according to our main scenario sees a continuation of gradual
expansion backed by the continued underlying strength of growth in overseas economies. On the other
the Fed’s interest rate hikes and asset reduction could bring an economic downturn in the US, while at
the same time causing market turmoil in the emerging nations. Meanwhile, caution is also advised in
regard to downside risk in China’s economy after the Fall 2017 National Congress of the Communist
Party.
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Domestic Demand and Nominal Capex (seasonally adjusted figures)
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Source: Cabinet Office (CAO); compiled by DIR.
Note: Excluding those for ships and from electric utilities; thick lines 3M/MA basis.
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IMPORTANT

This document is not intended as a solicitation for investment. Content herein is based on reliable information available at the time the document was prepared and may be
amended or otherwise changed in the future without notice. We make no representations as to accuracy or completeness. Daiwa Securities Group is the parent of Daiwa Institute
of Research Holdings (parent of Daiwa Institute of Research) and Daiwa Securities. Daiwa Institute of Research retains all rights related to the content of this document, which
may not be redistributed or otherwise transmitted without prior consent.

United Kingdom
This document was produced by Daiwa Institute of Research Ltd., and is distributed by Daiwa Capital Markets Europe Limited which is regulated by The Financial Conduct
Authority (“FCA”) and is a member of the London Stock Exchange and Eurex.

Daiwa Capital Markets Europe Limited may, from time to time, to the extent permitted by applicable UK law and other applicable law or regulation, participate or invest in
other financing transactions with the issuers of the Securities referred to herein (the “Securities”), perform services for or solicit business from such issuers, and/or have a
position or effect transactions in the Securities or options therefore and/or may have acted as an underwriter during the past three years for the issuer of such Securities. In
addition, employees of Daiwa Capital Markets Europe Limited and its affiliate may have positions and effect transactions in such Securities or options and may serve as
directors of such issuers. Daiwa Capital Markets Europe Limited may, to the extent permitted by applicable UK law and other applicable law or regulation, effect transactions in
the Securities before this document is published to recipients.

This document is intended for investors who are not Retail Clients within the meaning of the Rules of FCA and should not, therefore, be distributed to Retail Clients in the
United Kingdom. This document is not to be used or considered as an offer to sell or solicitation of an offer to buy any Securities. Information and opinions contained herein
have been compiled or arrived at from sources believed to be reliable, but neither Daiwa Capital Markets Europe Limited and/or its affiliates accepts liability for any loss arising
from the use hereof or makes any representation as to their accuracy or completeness. Any information to which no source has been attributed should be taken as an estimate by
Daiwa Institute of Research Ltd. This document is not be relied upon as such or used in substitution for the exercise of independent judgment. Should you enter into investment
business with any Daiwa Capital Markets Europe Limited affiliate outside the United Kingdom, we are obliged to advise that the protection afforded by the United Kingdom
regulatory system may not apply; in particular, the benefits of the Financial Services Compensation Scheme may not be available. Daiwa Capital Markets Europe Limited has in
place organisational arrangements for the prevention and avoidance of conflicts of interest. Our conflict management policy is available at http://www.uk.daiwacm.com/about-
us/corporate-governance-regulatory. Regulatory disclosures of investment banking relationships are available at https://daiwa3.bluematrix.com/sellside/Disclosures.action.

Germany
This document is distributed in Germany by Daiwa Capital Markets Europe Limited, which is regulated by BaFin (Bundesanstalt fuer Finanzdienstleistungsaufsicht) for the
conduct of business in Germany.

North America

This document was prepared by Daiwa Institute of Research ("DIR"), a Japanese company. It may not be accurate or complete and should not be relied upon as such. It reflects
the preparer's views at the time of its preparation, but it is provided with a time delay and does not reflect events occurring after its preparation. The preparer has no obligation to
update this document or to continue to prepare research on this subject. This document is not an offer to sell or the solicitation of any offer to buy securities. Unless this report
says otherwise, any recommendation it makes is risky and appropriate only for sophisticated speculative investors able to incur significant losses. Readers should consult their
financial advisors to determine whether any such recommendation is consistent with their own investment objectives, financial situation, and needs.

This document does not recommend to U.S. recipients the use of Daiwa Capital Markets America Inc. or its non-U.S. affiliates to effect trades in any security and is not supplied with
any understanding that U.S. recipients will direct commission business to such entities. Unless applicable law permits otherwise, non-U.S. customers wishing to effect a transaction in
any securities referenced in this document should contact a Daiwa entity in their local jurisdiction. U.S. customers wishing to obtain further information or effect transactions in any
securities mentioned in this document should contact Daiwa Capital Markets America Inc. ("'DCMA"), Financial Square, 32 Old Slip, New York, New York 10005 (telephone 212-
612-7000).
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Attention
This cover letter is an unofficial translation. The official document is in Japanese.

Notification items pursuant to Article 37 of the Financial Instruments and Exchange Law
(This Notification is only applicable to where report is distributed by Daiwa Securities Co. Ltd.)

If you decide to enter into a business arrangement with our company based on the information described in materials
presented along with this cover letter, we ask you to pay close attention to the following items.

= Inaddition to the purchase price of a financial instrument, our company will collect a trading commission*
for each transaction as agreed beforehand with you. Since commissions may be included in the purchase
price or may not be charged for certain transactions, we recommend that you confirm the commission for
each transaction. In some cases, our company also may charge a maximum of ¥ 2 million (including tax) per
year as a standing proxy fee for our deposit of your securities, if you are a non-resident.

= For derivative and margin transactions etc., our company may require collateral or margin requirements in
accordance with an agreement made beforehand with you. Ordinarily in such cases, the amount of the
transaction will be in excess of the required collateral or margin requirements**.

= There is a risk that you will incur losses on your transactions due to changes in the market price of financial
instruments based on fluctuations in interest rates, exchange rates, stock prices, real estate prices, commodity
prices, and others. In addition, depending on the content of the transaction, the loss could exceed the amount
of the collateral or margin requirements.

= There may be a difference between bid price etc. and ask price etc. of OTC derivatives handled by our
company.

= Before engaging in any trading, please thoroughly confirm accounting and tax treatments regarding your
trading in financial instruments with such experts as certified public accountants.

* The amount of the trading commission cannot be stated here in advance because it will be determined between our
company and you based on current market conditions and the content of each transaction etc.

** The ratio of margin requirements etc. to the amount of the transaction cannot be stated here in advance because it will be
determined between our company and you based on current market conditions and the content of each transaction etc.

When making an actual transaction, please be sure to carefully read the materials presented to you prior to the
execution of agreement, and to take responsibility for your own decisions regarding the signing of the
agreement with our company.

Corporate Name: Daiwa Securities Co. Ltd.
Registered: Financial Instruments Business Operator, Chief of Kanto Local Finance Bureau
(Kin-sho) No0.108
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