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A seven-day update of Axioma’s first article’ on the
impact of events in Japan on markets worldwide
shows the initial trends continuing to play out.
Non-Japanese markets continue to recover from their
lows on March 14 and remain well de-correlated from
the events in Japan?, while Japan’s domestic market
remains challenging.

The initial response of the market was, of course, to
reduce its exposure to Japan. As the situation began
to improve or at least stabilize following March 14,
investors who were short on volatility in Japan started
to increase their exposure to and risk in Japan.

The situation merits continued close observation, at
least until control of the Fukushima nuclear plant is
regained. Positive news from Japan is likely to be
followed by strong re-investment in that market.

[1] Market Aftershocks? The Global Impact of the Japan Earthquake as Seen
Through the Lens of Axioma’s Daily Risk Models
http://www.axioma.com/downloads/MarketAfterShocks_Japan_20010318_v2.pdf

[2] The market movements in response to Japan were not driven by any particular
industries, so there was little contagion to other markets as a result of the high
level of industry-industry correlations. See Link(correlations piece) for details.
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1. Introduction

This article is a seven-day update of Axioma’s first article' examining how the events in Japan
have played out in markets worldwide, as seen by Axioma’s risk models.

Overall the trends observed in the first piece continue to play out: that is, non-Japanese markets
continue to recover from their lows on March 14. In contrast, Japan’s market has seen only a
modest improvement since March 14.

As noted in the earlier article, because Axioma’s risk models are updated daily, we are able to
observe market developments as they occur, in contrast with conventional risk models in which
the covariance matrix is updated on a monthly basis. The returns-timing or returns-
synchronization correction incorporated in Axioma’s global risk models ensures that the reported
country-country correlations using daily returns data are accurate. Without such a correction,
correlations between Japan and the US would be seriously underestimated due to the different
trading hours of these two markets’.

! Available at http://axioma.com/downloads/MarketAfterShocks_Japan_20010318_v2.pdf.
> For a detail description of this phenomenon and Axioma’s Returns-Timing correction, see
http://axioma.com/downloads/Axioma ReturnsTiming ShortVersion20101116.pdf.
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2. The Global Perspective

Figure 1 shows the cumulative return of the market return for 10 Axioma fundamental factor risk
models since the beginning of February. For the multi-country models, we report the Market
Factor return, whose factor exposure for all assets is one. For the single-country models, we
report the cumulative return of the average return of all industries. The seven multi-country
models are North America (AXNA), Global (AXWW?2), European (AXEU2), Global Ex US
(AXWWxUS), Asia Pacific (AXAP), Asia Pacific Ex Japan (AXAPxJP), and Emerging Markets
(AXEM2). The three single-country models are the US (AXUS2), Great Britain (AXGB), and
Japan (AXIP2)’.
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Figure 1. The cumulative return of the market for 10 Axioma fundamental factor risk models
since the beginning of February. AXUS2 = US; AXNA = North America; AXWW2 = Global;
AXGB = Great Britain; AXEU2 = European; AXEM?2 = Emerging Markets; AXWWxUS =
Global Ex US; AXAPxJP = Asia Pacific Ex Japan; AXAP = Asia Pacific; AXJP2 = Japan.
Colors for each model are shown at right. The earthquake occurred on 3/11, which is indicated
by the heavy dashed line. Japan’s market was closed for a holiday on 3/21. All dates indicate
market close.

The Japanese equity market experienced sharp declines starting 3/11 and continuing through
3/15. On 3/16, the market finally rebounded. Other markets exhibited similar patterns, albeit of
significantly smaller magnitudes. So far, non-Japanese markets — US, North America, Europe —
have been the least affected by events. Nevertheless, the one-percent-plus drops experienced by
US markets on 3/15 were unnerving.

® The factor returns are the same for the short and medium horizon models.
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Figure 2. The cumulative return of the technical style risk factors for the Japanese (AXJP2) and
US (AXUS2) fundamental factor risk models. The technical factors are market sensitivity
(BETA, black), liquidity (LIQ, red), size (SIZE, blue), short-term momentum (STM, dark green),
medium-term momentum (MTM, brown), volatility (VOL, pink), and exchange-rate sensitivity
(ERS, aquamarine). Corresponding colors are shown on the graph.

In Fig.2, we compare the cumulative factor returns of the seven technical factors in the Japanese
(AXJP2) and US (AXUS?2) fundamental factor risk models over the same time frame. The seven
factors are market sensitivity (BETA, black), liquidity (LIQ, red), market capitalization (SIZE,
blue), short-term momentum (STM, green), medium-term momentum (MTM, brown), volatility
(VOL, pink), and exchange-rate sensitivity (ERS, aquamarine).

In Table 1, we show the daily factor returns for the seven technical factors over the last eight
trading days for the Japanese risk model.

Date | SIZE LIQ STM MTM VOL BETA ERS
314 | 23% [ -0.7% [ 0.1% -01% [ -1.8% | -0.2% 0.2%
3/15 | 1.6% | -0.4% 1.1% 05% | -12% | 0.0% 0.5%
3/16 | 0.7% | 0.1% | -0.1% 03% | 01% | 3.5% 0.9%
317 | -13% | -01% [ -03% | -0.1% | 0.0% 0.6% -0.1%
318 | -15% | 01% [ -1.4% | -03% | 04% | -03% | -05%
3/22 | -04% | 01% | -1.4% 0.0% 05% | -0.8% | -05%
3/23 | -06% | -02% [ 0.2% 00% [ 01% | -02% [ -0.1%
3/24 | -04% | 0.3% 0.4% -0.1% | -02% | -04% | -0.1%

Table 1. The daily factor returns from the technical style risk factors for the Japanese
fundamental factor risk model (AXJP2). Returns in excess of +/-1% are highlighted in yellow.
March 21 was a holiday in Japan.

In Japan, the largest initial movements since the earthquake were the size factor, which surged,
and volatility, which plummeted. These initial returns indicate that large caps performed
considerably better than small caps on 3/14, and low volatility stocks out-performed high
volatility stocks. Of course, this is relative performance. Given the large decline in the Japanese



market, large cap and low volatility stocks undoubtedly declined, but their declines were
significantly less than those of small cap and high volatility stocks.

Since then both market sensitivity and short-term momentum surged and fell, while size fell and
volatility was flat. Although it is too early to be certain, it seems as though the Japanese market
may be reaching a less volatile state.

The US factor returns have been relatively unaffected compared with the Japanese factor returns.
The largest single day US factor returns were size (-0.5% on 3/16, +0.4% on 3/17) and volatility
(-0.3% on 3/16).

Tables 2 and 3 report the changes in country volatility and country correlations to Japan using
the country-focused® global risk model (AXWW2-MH) on the day before the earthquake, 3/10, a
3/15, and 3/24. Figures 3 and 4 show times series of this same data for a small subset of
countries.
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Fig. 3. Country volatilities for selected countries using Axioma’s global fundamental factor risk
model AXWW?2 (country-focused).
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Fig. 4. Correlations of selected countries to Japan using Axioma’s global fundamental factor
risk model AXWW?2 (country-focused).

* Axioma’s risk models can report risk in three distinct ways: country-focused, in which the market return is
included in the country factor returns, risks, and correlations; industry-focused, in which the market return is
included in the industry factor returns, risks, and correlations; and market-focused, in which the market return is
reported separately from the industry and country factors.



Country | Country | Country Country | Country | Country
Volatility |Volatility |Volatility Volatility | Volatility |Volatility

on on on Volatility on on on Volatility

310 315 324 Change 310 315 324 Change

Country (%Ann) | (%Ann) | (%Ann) | (%Ann) Country (%Ann) | (%Ann) | (%Ann) | (%Ann)

1 [Japan 135% 252% 236% 10.1% 35 | Denmark 128% 135% 135% 0.7%
2 |Estonia 180% 198% 204% 24% 36 | Philippines 15.0% 156% 156% 0.7%
3 |Egypt 229% 232% 254% 24% 37 [Norway 135% 14.3% 142% 06%
4 |Lithuania 141% 16.7% 16.3% 22% 38 |aly 14.8% 154% 155% 06%
5 [ Cyprus 188% 204% 202% 14% 39 | Korea Republic of 130% 136% 136% 06%
6 |France 13.3% 14.0% 146% 13% 40 | Venezuela 109% 114% 115% 06%
7 | Greece 218% 23.3% 231% 13% 41 | Slovakia 102% 10.7% 10.8% 06%
8 | Taiwan 135% 14.7% 14.7% 13% 42 | South Africa 115% 120% 121% 06%
9 [Germany 120% 130% 132% 12% 43 | United States 14.3% 150% 149% 06%
10 | Pakistan 162% 16.6% 174% 12% 44 |Hong Kong 144% 149% 15.0% 06%
11 | Switzerland 118% 126% 13.0% 11% 45 | Croatia 129% 134% 135% 06%
12 [Netherlands 128% 135% 138% 10% 46 |Bahrain 90% 94% 95% 06%
13 [Mauritus 124% 128% 134% 10% 47 |Poland 116% 122% 122% 05%
14 |Israel 126% 132% 136% 10% 48 |Jordan 96% 10.1% 102% 05%
15 [Austria 13.7% 145% 14.7% 10% 49 [Hungary 154% 159% 160% 05%
16 | Colombia 135% 141% 145% 10% 50 | Canada 104% 109% 11.0% 05%
17 [Mexco 118% 124% 12.7% 09% 51 [ Slowenia 124% 128% 129% 05%
18 |Sweden 149% 155% 15.7% 09% 52 |Botswana 11.3% 118% 118% 05%
19| Singapore 124% 132% 133% 09% 53 [Oman 116% 120% 120% 05%
20 |Finland 140% 147% 149% 08% 54 | Turkey 179% 187% 184% 04%
21 |Peru 135% 139% 144% 08% 55 [Malaysia 109% 114% 114% 04%
22 | United Kingdom 12.7% 13.3% 136% 08% 56 | Kuwait 125% 12.7% 129% 04%
23 | Belgium 13.3% 140% 142% 08% 57 |Indonesia 16.0% 162% 164% 04%
24 | Argentina 17.3% 177% 181% 08% 58 | Thailand 139% 14.3% 142% 04%
25 |Lahda 116% 122% 12.3% 08% 59 [India 189% 192% 193% 03%
26 | Czch Republic 124% 131% 132% 0.7% 60 [ China 176% 181% 179% 0.3%
27 | Russian Federation 132% 13.7% 139% 0.7% 61 | Morocco 102% 105% 105% 0.3%
28 | Australia 11.7% 12.3% 124% 0.7% 62 | Spain 159% 162% 162% 0.3%
29 |Iceland 10.7% 11.3% 114% 0.7% 63 [Bulgaria 159% 16.1% 162% 0.3%
30 [Luxembourg 10.1% 10.7% 10.8% 0.7% 64 | SriLanka 151% 15.3% 153% 03%
31 [Ireland 14.7% 151% 154% 0.7% 65 | Qatar 154% 156% 156% 0.3%
32 |Brazl 121% 129% 12.8% 0.7% 66 | Romania 16.9% 17.3% 172% 02%
33 | Chile 126% 132% 13.3% 0.7% 67 |Portugal 171% 17.3% 17.3% 02%
34 |New Zealand 119% 124% 125% 0.7% 68 | United Arab Emirates 149% 15.1% 150% 02%

Table 2. The country volatilities on 3/10, 3/15, and 3/24 using Axioma’s global fundamental
factor risk model AXWW?2 (country-focused).




Country |Country |Country Country | Country | Country
Correl. | Correl. | Correl Correl. | Correl. | Correl
To To To To To To

Japan | Japan | Japan Japan | Japan | Japan
on on on Correl. on on on Correl.
Country 310 315 324 Change Country 310 315 324 Change
1 |Kuwait 195% | 192% | 214% 19% 35 [Hungary 612% | 443% | 463% -149%
2 |Estonia 380% | 429% | 386% 06% 36 |France 730% | 550% | 579% -151%
3 | Lithuania 503% | 542% | 505% 02% 37 |Ireland 602% | 451% | 448% -154%
4 |Japan 100.0% |1000% [ 100.0% 0.0% 38 |Belgium 696% | 512% | 53.7% -159%
5 |SriLanka 253% | 271% | 22.7% -26% 39 [Indonesia 425% | 262% | 266% -159%
6 [Taiwan 571% | 552% | 545% -26% 40 |Netherlands 731% | 543% | 571% -16.0%
7 |Bulgaria 302% | 281% | 245% -5.7% 41 |Croatia 551% | 364% | 39.1% -16.1%
8 |Latvia 547% | 482% | 488% -59% 42 [Luxembourg 724% | 544% | 563% -16.1%
9 |Korea Republic of 560% | 477% | 498% -62% 43 |Portugal 446% | 271% | 282% -164%
10 | Colombia 418% | 304% | 350% -6.8% 44 |Iceland 752% | 561% | 584% -16.8%
11| Qatar 386% | 304% | 312% -74% 45 |Bahrain 675% | 447% | 504% -171%
12 | United Arab Emirates 387% | 286% | 310% -17% 46 |China 592% | 399% | 416% -176%
13 |Jordan 504% | 390% | 420% -83% 47 |Venezuela 699% | 493% | 518% -18.0%
14 | Argentina 466% | 397% | 383% -84% 48 |HongKong 663% | 477% | 479% -184%
15| Egypt 326% | 286% | 23.7% -9.0% 49 |Israel 553% | 337% | 369% -184%
16 | Sweden 600% | 469% | 50.7% -92% 50 |Chile 552% | 323% | 365% -18.7%
17 | Pakistan 249% | 193% 138% -11.0% 51 [Malaysia 629% | 414% | 441% -18.7%
18| Peru 471% | 375% | 360% -111% 52 |South Africa 641% | 458% | 450% -19.1%
19 [Norway 645% | 501% | 532% -11.3% 53 [Slovakia 780% | 555% | 585% -195%
20 |Oman 60.7% | 456% | 49.1% -116% 54 |Mauritus 532% | 348% | 334% -198%
21 | Germany 689% | 562% | 57.1% -118% 55 |Thailand 505% | 291% | 306% -199%
22 |Morocco 393% | 284% | 274% -119% 56 |New Zealand 704% | 490% | 504% -20.0%
23 | Austria 665% | 51.7% | 542% -123% 57 |United Kingdom 708% | 480% | 50.7% -20.1%
24 | Singapore 671% | 548% | 544% -127% 58 [Poland 619% | 387% | 41.7% -202%
25 |Romania 526% | 389% | 398% -128% 59 |Canada 66.7% | 409% | 452% -215%
26 | Australia 722% | 575% | 594% -128% 60 |Turkey 485% | 223% | 265% -22.0%
27 |Finland 630% | 453% | 496% -134% 61 |Botswana 676% | 419% | 448% -22.8%
28 | Slovenia 508% | 393% | 374% -134% 62 |Philippines 477% | 245% | 244% -23.3%
29 | Denmark 66.7% | 494% | 53.0% -137% 63 |Czech Republic 761% | 481% | 526% -236%
30 | Switzerland 717% | 557% | 58.0% -138% 64 |United States 693% | 399% | 449% -244%
31 |India 310% | 189% 17.0% -14.0% 65 |Cyprus 387% | 135% 134% -25.3%
32 | Russian Federation 584% | 449% 441% -144% 66 |Greece 36.3% 94% 8.7% -276%
33 [Spain 570% | 368% | 425% -145% 67 |Mexco 695% | 384% | 41.7% -27.8%
34 | taly 637% | 452% | 490% -146% 68 |Bral 529% | 194% | 239% -29.0%

Table 3. The correlations of different countries to Japan on 3/10, 3/15, 3/24 using Axioma’s
global fundamental factor risk model AXWW?2 (country-focused).

The changes in country volatility are, of course, largest for Japan. While most of the other
countries also experienced increases in country volatility, these increases have been modest in
comparison.

Almost all countries have shown a substantial de-correlation with Japan over the last two weeks.
The two exceptions are Taiwan and the Republic of Korea, each of which have shown only
modest declines in correlation but remain well correlated with Japan. Hong Kong, on the other
hand, shows performance much closer to the United States than it does to Taiwan.

The data suggests that the events in Japan have been largely contained within Japan, with
perhaps some spillover to Taiwan.



3. The Perspective from Japan

Table 4 shows the changes in industry volatilities reported by the Japanese fundamental factor
risk model (AXJP2-MH) between 3/10, 3/15, and 3/24. Table 5 shows the changes in correlation
of each industry to the market sensitivity factor, which we use as a proxy for the Japanese

market.
Industry | Industry |Industry Industry | Industry |Industry
Volatiity |Volatility | Volatility Volatiity |Volatility | Volatility
on on on Volatility on on on Volatility
310 3M5 324 Change 310 315 324 Change
Industry (%Ann) | (%Ann) | (%Ann) | (%Ann) Industry (%Ann) | (%Ann) | (%Ann) | (%Ann)
1 | Containers & Packaging 148% 355% 325% 17.7% 30 | Electronic Equipmentinstruments| 16.1% 314% 288% 127%
2 [Media 152% 356% 323% 171% 31 |Industrial Conglomerates 136% 289% 262% 126%
3 | Computers & Peripherals 156% 335% 31.7% 16.1% 32 | Construction & Engineering 146% 182% 271% 125%
4 |Electric Utilites 144% 349% 299% 155% 33 | Airlines 138% 29.0% 262% 124%
5 | Construction Materials 194% 26.1% 345% 151% 34 | Telecommunication Senvices 144% 302% 26.7% 123%
6 |Hotels Restaurants & Leisure 127% 31.3% 273% 146% 35 | Professional Senvces 152% 299% 275% 123%
7 |Distributors 142% 31.7% 28.7% 145% 36 |Household Durables 142% 292% 264% 122%
8 |Metals & Mining 176% 34.0% 321% 145% 37 | Paper & ForestProducts 155% 282% 27.7% 122%
9 |Food & Staples Retailing 13.0% 309% 274% 144% 38 [T Senvices 165% 314% 282% 17%
10 | Commercial Senvces & Supplies 138% 302% 280% 14.3% 39 [ Mechinery 164% 298% 280% 116%
11| Energy 165% 28.8% 30.7% 142% [ 40 | Office Electronics 15.7% 29.0% 271% 114%
12 |Road & Rail 132% 30.1% 272% 141% 41 | Textiles Apparel & LwuryGoods | 146% 28.8% 26.0% 113%
13 | Electrical Equipment 160% 319% 30.0% 140% 42 | Diversified Financial Senvices 20.1% 33.3% 314% 112%
14 | Trading Companies & Distributors 16.8% 319% 30.7% 139% 43 |Household & Personal Products | 13.1% 272% 242% 11.1%
15 | Diversified Consumer Senvices 123% 289% 262% 139% 44 [InternetSoftware & Senvices 179% 319% 289% 11.1%
16 | Gas Utilites 134% 296% 272% 139% 45 | Real Estate Investment Trusts (RE| 168% 285% 217% 109%
17 |Real Estate Management& Dewvelopm{ 17.5% 34.3% 313% 13.7% 46 |Banks 176% 30.9% 284% 108%
18 [ Multiine Retail 16.1% 331% 29.8% 137% 47 | Ar Freight& Logistics 14.8% 277% 256% 108%
19 | Chemicals 162% 329% 30.0% 137% 48 | Auto Components 179% 316% 287% 108%
20 | Biotechnology& Life Sciences 142% 304% 278% 137% 49 | Building Products 151% 254% 252% 10.1%
21 |Pharmaceuticals 136% 306% 272% 136% 50 | Communications Equipment 159% 272% 254% 96%
22 | Leisure Equipment& Products 145% 31.1% 280% 135% 51 | Automobiles 174% 29.8% 26.7% 94%
23 |Health Care Providers & Senvices 14.1% 314% 276% 135% 52 | Health Care Equipment& Techno| 136% 254% 224% 88%
24 | SpecialtyRetail 139% 312% 273% 134% 53 | Semiconductors & Semiconduct] 194% 291% 282% 88%
25 | Transportation Infrastructure 152% 30.9% 285% 133% 54 | Capital Markets 226% 335% 311% 85%
26 | Internet & Catalog Retail 139% 29.8% 269% 13.0% 55 [Insurance 233% 324% 312% 795%
27 | Software 14.8% 309% 277% 13.0% 56 | Marine 202% 30.0% 277% 75%
28 | Bewerages & Tobacco 13.7% 302% 26.7% 129% 57 | Consumer Finance 262% 33.0% 31.8% 55%
29 | Food Products 128% 292% 256% 128%

Table 4. The industry volatilities in the Japanese fundamental factor risk model (AXJP2-MH)
on 3/10, 3/15, and 3/24.



Industry | industry | Industry Industry | Industry | Industry
Correl. Correl. Correl. Correl. Correl. Correl.
To To To To To To
MktSens |MktSens |MktSens MktSens | MktSens |MktSens
on on on Correlation on on on Correlation
Industry 310 315 324 Change Industry 310 315 324 Change
1 [ Construction & Engineering 57.0% 552% 505% -65% 30 [Professional Services 500% 434% 176% -324%
2 | Construction Materials 516% 494% 422% -94% 31 |Bewerages & Tobacco 48.7% 404% 16.1% -326%
3 |RealEstate Investment Trusts (REMs| 39.0% 37.1% 235% -155% 32 | Telecommunication Senvices 534% 439% 206% -328%
4 | Consumer Finance 40.7% 405% 224% -183% 33 | Paper & ForestProducts 396% 36.8% 66% -330%
5 |Communications Equipment 52.7% 469% 309% -217% 34 | Arlines 572% 471% 238% -33.3%
6 |Electric Utilites 322% 273% 102% -220% 35 [Internet& Catalog Refail 476% 404% 142% -334%
7 |Health Care Equipment& Technolog{ 530% 46.3% 30.8% -222% 36 | Electrical Equipment 585% 49.0% 249% -336%
8 [InternetSoftware & Senvces 422% 379% 199% -223% 37 | Chemicals 56.8% 475% 218% -350%
9 | Building Products 540% 491% 31.3% -227% 38 | Electronic Equipmentinstruments & 59.3% 496% 24.3% -350%
10| Energy 515% 46.1% 286% -229% 39 | Textles Apparel & LuxuryGoods 542% 462% 191% -351%
11 | Capital Markets 499% 47.0% 265% -233% 40 | SpecialtyRetail 48.7% 40.0% 136% -351%
12 | Gas Utilites 477% 39.1% 239% -238% 41 [Pharmaceuticals 474% 383% 122% -35.1%
13| Insurance 382% 376% 141% -241% 42| Road & Rail 50.9% 404% 154% -354%
14 | Marine 471% 446% 229% -241% 43 | Metals & Mining 579% 489% 220% -36.0%
15 | Automobiles 55.7% 50.1% 294% -263% 44 | Food Products 50.3% 410% 138% -365%
16 | Diversified Financial Services 481% 442% 200% -281% 45 | Real Estate Management& Dewelop{ 52.1% 450% 15.1% -370%
17 | Health Care Providers & Senvices 458% 386% 168% -290% 46 | Leisure Equipment& Products 546% 449% 169% -37.7%
18| Ar Freight& Logistics 54.7% 474% 255% -292% 47 | Distributors 555% 452% 177% -378%
19 [Banks 48.7% 436% 19.3% -294% 48 | Office Electronics 550% 476% 16.7% -383%
20 | Software 458% 39.8% 156% -302% 49 |Hotels Restaurants & Leisure 555% 434% 171% -384%
21 | Trading Companies & Distributors 584% 498% 282% -302% 50 | Transportation Infrastructure 50.0% 425% 110% -390%
22 |Machinery 598% 520% 290% -308% 51 | Food & Staples Retailing 529% 420% 139% -39.0%
23 | Auto Components 549% 486% 24.0% -309% 52 | Media 509% 406% 89% -420%
24 | Household & Personal Products 493% 410% 184% -310% 53 | Containers & Packaging 534% 413% 109% -425%
25 | Biotechnology & Life Sciences 55.1% 454% 239% -312% 54 | Commercial Senvices & Supplies 559% 454% 134% -425%
26 | IT Senvices 497% 433% 184% -314% 55 | Computers & Peripherals 513% 423% 86% -42.7%
27 |Household Durables 558% 475% 242% -316% 56 | Diversified Consumer Senvices 495% 393% 66% -430%
28 [ Semiconductors & Semiconductor§ 565% 52.3% 24.8% -31.7% 57 [ Multiine Retail 52.3% 425% 92% -43.0%
29 | Industrial Conglomerates 580% 472% 26.1% -319%

Table 5. The correlations of different industries to the market sensitivity factor in the Japanese
fundamental factor risk model (AXJP2-MH) on 3/10, 3/15, and 3/24. The market sensitivity
factor is used as a proxy for the Japanese market.

Virtually all of Japan’s industries have been hit hard by the effects of the earthquake, as
evidenced by sharply higher industry volatility and sharply reduced correlation to the Japanese
market. In our article of 3/15, we noted that only two industries appeared to have weathered the
storm: Construction Materials and Construction & Engineering. However, in the past week, the
volatility of Construction Materials continued to rise, and is now the fifth largest change since
3/10. Construction & Engineering also rose in volatility, but the total change between 3/10 and
3/24 was typical.

Broadly speaking, it is hard to identify any industry that has not been substantially affected by
recent events.

4. Concluding Comments

These are challenging times for portfolio managers in general and for those with exposure to
Japan in particular. The immediate post-crisis market decline has rebounded, so the initial
“panic” sell-off appears to be behind us. However, Axioma’s risk models indicate that



essentially all of Japan’s industries have been substantially affected, and it is unclear how long it
will take for business in Japan to return to normal.

From a global perspective, the economic damage so far seems to have been largely contained
within Japan itself, despite the market gyrations of earlier this week. And the rapid de-
correlation of most country returns from those of Japan suggests that this containment will
persist.



