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Market Outlook

We expect the Japanese stock market to bottom-out in May. The market should move
upward after forming a double dip in the month. Stock prices are likely to react sensitively to
earnings results and companies’ forecasts. Considering that most companies might refrain
from disclosing their earnings forecasts, investors will focus on their comments at earnings
announcements. A case in point is whether corporate earnings will improve in May from the
previous month. Given the fact that many stocks had already fallen to record low levels in
terms of PBR, one positive factor might be enough to drive up the market.

Earning reports released in early May were in line with our expectations as most of them
were blue chip companies. Besides, the impact of the coronavirus had not been fully
reflected in earnings results of overseas subsidiaries despite some downgrades already
announced, as they close their fiscal year three months earlier. We are expecting a series
of negative surprises at the upcoming earnings season.

When we look at overseas countries, production activities have returned to normal in China
and other nations are also steering themselves toward a normal state. So we expect
corporate earnings will hit bottom in the April-June quarter. Stock prices should turn up in
the short term even if they slipped following the earnings announcements.

Overweight sectors (Largest shown first): Underweight sectors (Largest first):

Information technology Industrials

Materials Consumer Staples

Communication Services Health Care

We will reduce our position in large-cap blue-chip stocks that have enjoyed rallies, while
increasing weights of cyclical stocks that had been sluggish for a while. We will reduce
weights in semiconductor and food while increasing our weight in machinery and
automobiles.

Investment Strategy

Sectors shown are TOPIX 17 industries
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