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In May, the MSCI Japan index advanced with the easing of lockdowns across the world,

expectations for an effective coronavirus vaccine and fiscal/monetary policy actions by

governments across the globe. The economic outlook was gradually upgraded following a

series of news reports on the lifting of lockdown measures across the world after the number of

new coronavirus cases decreased. While investor sentiment was boosted after the US biotech

company Moderna said its potential coronavirus vaccine had delivered positive results in early

small-scale human trials, aggressive fiscal expenditures in the world including fiscal measures

worth JPY117 trillion by the Japanese government as well as loose monetary policies shored up

stock prices. The domestic market took only a limited hit from geopolitical factors such as new

US sanctions on the Chinese telecoms group Huawei and Beijing’s move to impose a national

security law on Hong Kong.

Economic indicators turned up as the number of new coronavirus cases is decreasing.

While the daily number of worldwide new coronavirus cases remain at around 100,000, only 20-

50 new cases per day are currently being confirmed in Japan. The number of new cases fell

sharply after hitting a daily peak of around 1,000 on 12 April. Now it is lower than those of the

US and Germany. We now can find a measure of calm in Japan. Given that Japan’s

government declared a state of emergency on 7 April, we can anticipate another economic

downturn by monitoring the number of new coronavirus cases (whether it would reach the peak

level or not). There is no sign of the second wave at this moment.

Source: Bloomberg, data correct as of 8 June 2020.

Tokyo, where the local government set up one of the strictest roadmaps for the resumption of 

economic activity, decides about how much it eases the regulation every two weeks. When 

Tokyo declared “STEP1” on 26 May, commercial complexes, gyms and art museums reopened. 

And when Tokyo shifted the process to “STEP2” on 1 June, bars, live music clubs and gambling 

places resumed their operation. We can say the economy is coming back to normal step by 

step.
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This resumption of economic activities boosted economic indicators including the latest Economy 
Watchers Survey, which is also a positive factor for stock prices.

Japan Economy Watchers Survey (Average of Current and Future)

10

20

30

40

50

60

07 08 09 10 11 12 13 14 15 16 17 18 19 20

Source: Bloomberg, data correct as of 8 June 2020.

Shrinking credit spread on the back of expectations for economic recoveries and worldwide 

monetary easing also helped to drive stock prices higher, though it still exceeds the pre-coronavirus 

level. If it continues to fall to the pre-coronavirus level, stock prices should advance further.

US Corporate High Yield 10 Year Credit Spread
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Source: Bloomberg, data correct as of 8 June 2020.

We believe that domestic shares are adequately valued in terms of PER and PBR at this moment. 

According to forecasts compiled by our in-house analysts as of 5 June in a bottom-up approach that 

set ordinary profit of the FY2018 as the base (100), that of the FY2019 was 78 followed by 69 for the 

FY2020 and 89 for the FY2021. The profit will decrease by -11% in the FY2020 and increase by 

+28% in the FY2021. This forecast is a bit lower than the market consensus. The market consensus 

of projected P/E ratio for the FY2021 stands at 13.8 and we assume even the PER based on our 

own forecast as adequate. However, we have to bear in mind that actual earnings results may top 

our forecasts. By the way, stocks are trading at 1.19 times per share book value, which is almost 

equal to its historical average

Actual PBR (TOPIX)
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Source: Bloomberg, data correct as of 9 June 2020.
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Investment Strategy

We expect that the Japanese equity market will advance with the improvement of leading economic 

indicators and ongoing accommodative monetary policies. Over the long term, more open policies to 

overseas funds including the improvement in corporate governance as well as policies to boost the 

immigration intake are also likely to support the market. We identify external factors, such as the 

outbreak of financial crises and protracted global recessions, as major risks because they might 

bring about a sharp yen appreciation. Taking these into consideration, we will overweight early 

cyclical sectors such as consumer discretionary. However, we will slightly reduce the overweight 

ranges in cyclical sectors, considering that they are no longer undervalued but at a more neutral 

level.
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Daiwa SB Investments Ltd. (DSBI) merged with Sumitomo Mitsui Asset Management Company, Limited (SMAM) on 1 April 2019.
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