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Whilst uncertainty remains about how effective bilateral negotiations may
be at reducing the newly raised tariffs, one day after the announcement
some conclusions can be drawn. In this article, we introduce views from
a selection of SMDAM investment teams.

sion funds, government agencies

and retail investors worldwide.

Japan Equity High Conviction - Team view

The United States has already decided to implement a 25% tariff on
Japanese automobile exports to the U.S., effective from April 3. The
24% reciprocal tariff announced in the U.S. on the morning of April

3 does not apply to Japan’s automobile sector. For the outlook for
Japan’s automobile sector, please refer to the analysis provided by our
company’s analysts below.

Automobile Sector: The outlook is slightly bearish. We see the possibility
for a bullish turnaround potentially beginning in Q2 of the financial year
25/4-26/3, when the impact of U.S. tariffs is expected to become clearer.
The primary reason for the slightly bearish stance is that stock prices
have not fully priced in the ongoing effects of U.S. tariffs, including the
impact on raw materials such as steel and aluminum, and the potential
decline in demand due to reduced consumer spending in the U.S.

For instance, if the 25% tariff continues for one year, Toyota’s operating
profit is expected to decrease by 681.5 billion yen, representing a 13%
drop. The actual impact may vary depending on future government
negotiations leading to a reduction in tariff rates and Toyota’s decision to
raise automobile prices. The portfolio will maintain an underweight (UW)
stance on the automobile sector. We hold Toyota, which is undervalued
and less affected by tariffs, as well as Suzuki and Isuzu, which are not
impacted by the tariffs.

Risk warning: The organisations and/or financial instruments mentioned are for reference purposes only.
Material content should not be construed as a recommendation for their purchase or sale. Information con-
tains forcasts, such forecasts are not a reliable indicator of future performance.
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Currently, our portfolio strategy involves overweighting
domestic demand-related stocks while selectively purchasing
oversold external demand stocks in the market. If further yen
appreciation or a global economic downturn is anticipated, we
plan to increase the weight of defensive stocks in the portfolio.

We will continue to emphasize a bottom-up approach, selecting
stocks within each sector that are relatively less affected by
the U.S. tariff hikes and are expected to sustain improvements
in performance and capital efficiency toward FY2025. For
external demand sectors, we prefer companies with mid-

term growth-driving businesses or themes; those likely to
continue improving their earnings beyond FY2025; and those
maintaining high levels of shareholder returns.

We will remain vigilant regarding the impact of the U.S.’s
protectionist trade policies on corporate performance. For
domestic demand sectors, we favor consumer-related
companies with robust business models that consistently
deliver strong results, partly due to price hike effects, and
financial companies that continue to deliver solid results and
high levels of shareholder returns.

Value plus Alpha - Team view:

The scale of the tariffs has exceeded most pre-event
expectations. It could potentially mark a historical turning

point for the global economy and trade system, warranting
careful observation. When selecting stocks for our portfolio,
we will continue to focus on stocks that are expected to grow
autonomously within the Japanese market; those that have a
complete supply chain already within the United States; stocks
that would benefit from expanded defense and fiscal policies
in Europe; and stocks related to the Global South, which are
relatively less directly impacted by the Mar-a-Lago Agreement.

Japan Equity Small Cap Absolute Value - Team view:

Regarding the automotive sector, the issues have been strongly
recognized for some time. The fact that double taxation through
reciprocal tariffs has been avoided and the expectation of future
political pushbacks are notable points. Given the high weight of
domestic production in the U.S. and the low tariffs on Mexico,
today’s announcement is not particularly negative for Japan’s
automobile industry.

The concern lies with the reciprocal tariffs on non-automotive
sectors. For example, there is a holding in my portfolio that
heavily relies on revenue from exports to the U.S. This
company also lacks strong pricing power and political influence,
and additionally faces competition from domestic producers in
the U.S. For these kind of companies, it is appropriate to lower
the target stock price and take necessary actions.
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Risk Warning: Past performance is not a reliable indicator of future performance and may not be
repeated. An investment’s value and the income deriving from it may fall, as well as rise, due to market
fluctuations. Investors may not get back the amount originally invested.

Notes: Some statements contained in this material concerning goals, strategies, outlook or other
non-historical matters may be forward-looking statements and are based on current indicators and
expectations. These forward-looking statements speak only as of the date on which they are made,
and the Company undertakes no obligation to update or revise any forward-looking statements. These
forward-looking statements are subject to risks and uncertainties that may cause actual results to differ
materially from those contained in the statements. The Company and/or its affiliates may or may not
have a position in any financial instrument mentioned and may or may not be actively trading in any
such securities. The information is correct to the best of our knowledge at the date of issue.

The organisations and/or financial instruments mentioned are for reference purposes only. The content
of this material should not be construed as a recommendation for their purchase or sale. Charts and

graphs are provided for illustrative purposes only.

Disclosures

“‘SMDAM” These references relate to the entire “Sumitomo Mitsui DS Asset Management
“Our” / “We” / Company, Limited” organisation and will generally be used when referring to mat-

“Group” ters such as investment philosophy, style, company structure and other policies,

which are consistent across the group.

“SMDAM Tokyo” /  This refers to Sumitomo Mitsui DS Asset Management Company, Limited, the
“SMDAM (Tokyo)’ head office of the SMDAM group based in Tokyo, Japan.
Our Japanese investment team is based in Tokyo and will perform day-to-day
management of client portfolios.

“SMDAM UK , This refers to Sumitomo Mitsui DS Asset Management (UK) Limited, the UK-

SMDAM (UK)" " hased subsidiary of SMDAM (Tokyo). SMDAM (UK) will typically be appointed as
investment manager and will delegate day-to-day management of client portfoli-
os to SMDAM (Tokyo), SMDAM (Hong Kong) and SMDAM (Singapore), but will
retain responsibility for the management, control and servicing of the client portfo-
lios and relationship

This report is issued by Sumitomo Mitsui DS Asset Management (UK) Limited. Registered in England
and Wales. Registered office 100 Liverpool Street, London, EC2M 2AT; registered number 1660184.
Authorised and regulated by the Financial Conduct Authority.

The information in this document is not intended to be investment advice, tax, financial or any other
type of advice, and is for general information purposes only without regard to any particular user’s
investment objectives or financial situation. It is educational in nature and should not be interpreted or
constituted as an offer, solicitation or recommendation or advice to buy or sell securities or pursue any
particular investment strategy or investment product in any jurisdiction or country, nor is it a commit-
ment from SMDAM to participate in any of the transactions mentioned herein. No representation or
promise as to the performance of funds or the return on any investment is made. Any forecasts, figures,
opinions or investment techniques and strategies set out are for information purposes only, and are
based on certain assumptions and current market conditions that are subject to change without prior
notice. The views of SMDAM reflected in this report may change without notice. In addition, SMDAM
may issue other reports that are inconsistent with, and reach different conclusions from, the information
presented in this report and is under no obligation to ensure that such other reports are brought to the
attention of any recipient of this report.

This document may not be copied, redistributed or reproduced in whole or in part without prior written
approval from Sumitomo Mitsui DS Asset Management (UK) Limited.
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