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Guidance Risk During the Full-Year Results Season

Risk That Weak Initial Guidance May Act as a Drag on Equity Markets

Initial Guidance Tends to Fall Short of Consensus

The season for fiscal year 2025 full-year financial results announcements from companies with a March
fiscal year-end is approaching. A recurring topic ahead of these financial results announcements, which
typically take place from late April to mid-May, is “guidance risk”—the phenomenon where stock prices are
dragged down when companies’ new fiscal year plans (initial guidance), released alongside their prior
year'’s results, fall short of market expectations.

Japanese companies tend to view their business plans as targets that must be met. Consequently, their
initial guidance often appears significantly more conservative than market expectations, as they typically
build in cautious assumptions regarding macroeconomic conditions, exchange rates, and demand trends,
or include buffers to prepare for unforeseen circumstances. Looking at data from fiscal years 2011 to 2025,
the proportion of companies whose initial guidance for recurring profit exceeded the market consensus by
5% or more (positive surprises) was only about 15%, while roughly half of the companies delivered
negative surprises, falling 5% or more below the consensus (calculated based on companies with a March
fiscal year-end that make up the TOPIX 500). Even when looking at the total amount, although there is
significant year-to-year variation, on average, results fall short of the consensus by about 8%.

However, in reality, there is little evidence that weak initial guidance tends to weigh on the stock
market.The chart below on the right shows the seasonality of the TOPIX; the index’s performance during
the full-year financial results announcement season is not poor. The cautious initial guidance of Japanese
companies is well known, including among foreign investors, and it is believed that the market has already
factored this in. On the other hand, regarding this year, due to the high level of uncertainty stemming from
the situation in the Middle East, initial guidance may be more cautious than usual, and caution is needed
regarding the risk that this could weigh on the stock market.

Initial Guidance Tends to Undershoot Typically, Limited Market Reaction to Weak
Consensus Initial Guidance—But Caution Is Warranted
This Year
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surprises are defined as instances where company guidance
for recurring profit differs from consensus by at least 5%
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Consensus Earnings Revisions Reflecting the Middle East Situation

Are Yet to Come

The consensus forecast for the 2026 fiscal
year TOPIX EPS continued to experience upward
revisions through mid-March, remained flat
thereafter, and has not been revised downward
despite the deterioration of the situation in the
Middle East. However, this does not mean that
Japanese companies are highly resilient to the
situation in the Middle East or high levels of crude
oil prices, or that the impact on earnings is
small.The upward revisions up until mid-March
were a continued reflection of the positive
surprises seen in the third-quarter financial
results for fiscal 2025. Regarding the situation in
the Middle East, uncertainty is extremely high,
and it is difficult to establish assumptions for
formulating earnings forecasts; therefore, it is
believed that many analysts are simply adopting
a wait-and-see stance and have not yet made
earnings revisions.

This becomes even clearer when examining
earnings revision trends by sector. Energy
companies and trading firms have relatively clear
visibility into the impact of crude oil prices on their
earnings, and since companies often disclose
their sensitivity to these prices, earnings forecasts
have been promptly subject to upward revisions
in response to a price hike in crude oil.
Furthermore, in certain industries where the
impact on earnings is easily discernible—such as
airlines and railways, which are affected by rising
fuel costs, and tire manufacturers and chemical
companies, which are affected by rising raw
material costs—we are beginning to see
downward revisions to earnings forecasts, though
these remain limited.

On the other hand, many companies where the
impact of high crude oil prices is not so direct
have not yet revised their earnings forecasts.
Petroleum-derived products, including packaging
materials and containers, are used by companies
across a wide range of industries. Rising utility
and logistics costs also affect many companies.
Headwinds to consumption caused by high
inflation and the impact of reduced production
due to supply constraints are also expected to be
reflected in earnings forecasts going forward. It is
anticipated that downward revisions to analyst
estimates will begin in earnest following the
announcement of full-year financial results,
settlement of accounts.

(For more on the potential impact of the
situation in the Middle East on the earnings of
Japanese companies, please also refer to the
Market Letter dated March 31, 2026, titled
“Update on the Middle East Situation and the
Japanese Stock Market.”)

Many Analysts Appear to Be Taking a Wait-
and-See Approach on the Middle East
Situation

TOPIX FY2026 Forecast EPS

230

225

220

215

210

'25/1 '25/4 '25/7  '25/10  '26/1 '26/4

X Latest figures as of April 6, 2026
Source:FactSet; Compiled by Daiwa Asset Management

Contributions to TOPIX FY2026 Net Profit
Forecast Revisions

= Energy, trading companies, and shipping
(%pt) )
Finance

= Other Sectors

15 Materials, Transportation, Tires, etc.

1.0 l l l

0.5 ] - I
[ ]

0.0

0.5

3/6 3/13 3/20 3127 4/2 4/6

X Contributions by sector group are measured from February 27,
2026, excluding Kioxia and Honda due to their outsized
company-specific impact on the TOPIX 500.

Source:FactSet; Compiled by Daiwa Asset Management

Daiwa Asset Management



* Market Letter

Equity Market Reactions Depend on Market Sentiment

The fact that current analyst estimates do not
fully reflect the impact of the Middle East situation
on earnings suggests that guidance risk could
rise further. Another point to watch is the
possibility that more companies will refrain from
issuing initial guidance. In fiscal 2011, following
the Great East Japan Earthquake, and in fiscal
2020, immediately after the COVID-19 outbreak,
the number of companies that did not disclose
initial guidance increased due to high levels of
uncertainty. In fiscal 2025, immediately after US
President Trump announced tariffs on April 2,
while the proportion of companies not disclosing
initial guidance did not increase, a significant
number of companies released initial guidance
that did not include the impact of tariffs.

The absence of initial guidance means that
investors are deprived of critical information for
making investment decisions. At first glance, this
might seem like a strong headwind for the stock
market, but interestingly, looking back at the three
cases mentioned above, the TOPIX's stock
performance did not necessarily deteriorate.

While stock prices trended upward in 2020 and
2025, this was due to the stock market recovering
after significant corrections caused by the shocks
of COVID-19 and Trump’s tariffs, driven by
positive sentiment toward the “prospects” of an
improving situation. The stock market is forward-
looking in nature; even if current conditions are
poor, as confidence in a recovery grows, the
market anticipates and prices in future earnings
following the recovery.

If the situation in the Middle East continues to
improve this year and confidence in the
resumption of shipping through the Strait of
Hormuz grows, the market reaction to weak initial
guidance may remain limited. On the other hand,
if uncertainty regarding the Middle East persists,
the market will likely view the weak earnings
outlook and uncertainty negatively, weighing on
the stock market.

Growing Probability of Non-Disclosure of
Initial Full-Year Guidance in the Current
Earnings Announcement Cycle
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Whether Markets Are Pressured by Fewer
Companies Providing Initial Guidance Will
Depend on Market Sentiment

Full-Year Earnings Announcement Season
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Important Information

This Presentation (“Presentation”) is furnished to its intended recipient (the “Recipient”) and is not for redistribution or public use. The
data and information presented are for informational purposes only. The information contained herein should be treated in a confidential
manner and may not be transmitted, reproduced or used in whole or in part for any other purpose, nor may it be disclosed without the
prior written consent of Daiwa Asset Management. By accepting this material, the Recipient agrees not to distribute or provide this
information to any other person.

This Presentation is intended for use by professional investors only. Investors should independently evaluate particular investments and
strategies and seek their own investment advice. Daiwa Asset Management may not be held responsible for any consequences
resulting from any investment in any strategy or products discussed in this Presentation. No investment strategy can guarantee
performance results. Past performance is no guarantee of future results. All investments are subject to investment risk, including loss of
principal invested. For more detailed information, in particular a description of the mentioned funds’ risks and rewards, please refer to
the prospectus of the UCITS, the key investor information document (KIID) and the most recent published annual and semi-annual
report.

This Presentation was made to provide information about the investment capability of Daiwa Asset Management. It should not be
construed as an offer or a solicitation to purchase or subscribe to the funds mentioned in this material. This is a marketing
communication. Potential investors should refer to and read the prospectus of the UCITS and KIID for more detailed information prior to
their investment decision.

The information, statements, forecasts and projections contained in this Presentation, including any expressions of opinion, are based
upon sources believed to be reliable, but their accuracy, correctness or completeness are not guaranteed. The performance of
investments, if referred to herein, is based on past data and is neither necessarily an indication nor a guarantee of future performance
of such investments. The performance data in this material does not consider any tax or fees if there were any, and will not provide a
final return for potential investors. Daiwa Asset Management made all reasonable efforts to ensure that the information contained herein
is current, but it is subject to change without notice. Daiwa Asset Management, or any of its respective affiliates, accepts no liability
whatsoever for any direct or consequential loss arising from any use of this material or its content.

The TOPIX Index value and the TOPIX Marks are subject to the proprietary rights owned by JPX Market Innovation & Research, Inc. or
affiliates of JPX Market Innovation & Research, Inc. (hereinafter collectively referred to as "JPX") and JPX owns all rights and know-how
relating to TOPIX such as calculation, publication and use of the TOPIX Index Value and relating to the TOPIX Marks. JPX shall not be
liable for the miscalculation, incorrect publication, delayed or interrupted publication of the TOPIX Index Value. No Licensed Product is
in any way sponsored, endorsed or promoted by JPX, and JPX shall not be responsible for any damage resulting from the issue and
sale of the Licensed Product.
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