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Market Outlook

We expect Japanese equities to rise steadily in the first half of April but to fall later,
searching for the double bottom toward the end of the month. Most Japanese companies
will start to release earnings results for FY2019 (April 2019-March 2020) as well as
guidance for FY2020 from the end of April. While earnings forecasts for FY2020 are likely to
be downbeat due to concerns over the coronavirus, they should be priced in the market in
advance on the back of companies’ announcements on downgrades of their earnings
results for the FY2019 or media speculation on them.

As for the earnings results for the latest January-March quarter, they are likely to fall far
below companies’ forecasts due to an accumulation of impairment losses on asset
holdings, valuation losses on inventory assets and provisions for restructuring costs with a
slowdown in production activities. While we believe these weak forecasts had already been
mostly priced into stock prices by the middle of March, the market is likely to decline once
again and form a double bottom when the actual earnings season kicks off.

The government is preparing a economic stimulus package, which is expected to be
decided by the middle of April. Fiscal expenditures should boost the economy and the
economic recovery will lead to stock price rallies. Factories in China have resumed their
operations and their operating ratios seem to be rising steadily. Japanese export industries
will rebound with a gradual recovery in international trade.

The COVID-19 virus is taking a tremendous toll on the Japanese economy as the general
population is refraining from going out. Even though lockdowns have not been enforced so
far, the number of subway passengers in the Tokyo metropolitan area has obviously
decreased. While the Japan Department Stores Association estimates that monthly sales of
domestic department stores would decline more than 40% YoY in March, Central Japan
Railway Company announced that the number of Shinkansen passengers has dropped
more than 50%. The damage to the real economy is reflected in significant stock price
fluctuations in March. However, stock prices should rebound with less volatility when
economic downturn stabilises.
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Overweight sectors (Largest shown first): Underweight sectors (Largest first):

Information technology Industrials

Materials Consumer Staples

Financials Consumer Discretionary

We continue to overweight semiconductor manufacturing equipment / electronic component stocks while increasing the weight
of IT solution stocks. We can expect an increase in demand for 5G mobile devices. Demands for conference calling systems are
also supposed to expand as an increasing number of companies are adopting work-from-home measures. On the other hand,
we continue to underweight the transportation / capital goods sectors including air / marine transportation. With regard to
consumer staples sector, we overweight makers of healthy lactic acid bacteria beverages including yoghurt and Yakult which are
expected to strengthen immune systems while shying away from alcohol / tobacco makers.

Investment Strategy

Sectors shown are TOPIX 17 industries
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