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Market Outlook

We expect the Japanese stock market to remain solid in February. Stock markets should rise
steadily on expectations of earnings improvement despite brief declines following corrections in
US stocks. We believe monetary easing policies and economic stimulus packages in the wake of
the coronavirus pandemic will shore up stock prices. Stock prices should gain ground on
expectations of further earnings improvements in FY2021 given that domestic companies, notably
exporters, are enjoying earnings recovery.

Fifty-four percent of companies listed on the 1st section of the Tokyo Stock Exchange (TSE) that
close their books at the end of February or March have announced their earnings results for the
September-November/October-December quarter as of end January. According to the data,
overall earnings turned up on a year-on-year basis with operating income and net income of the
total increasing 2% and 8% respectively. While operating income and net income of
manufacturers that depend on external demand increased 26% and 35% correspondingly,
earnings of non-manufacturers that depend on domestic demand are still declining. The trend of
earnings recovery will become clearer when auto makers that are expected to achieve sharp
earnings improvement, unveil their earnings. We expect sell-side analysts to upgrade earnings
forecasts for FY2020 and FY2021 after confirming strong earnings results for the latest quarter.

A decline in US stock prices is a negative factor for domestic stock markets. The S&P500 Index
rose through to the middle of January but plunged toward the end of the month due to technical
reasons. However, we expect the market turmoil to subside and exporters with low forward PERs
and material makers that are dependent on external demand such as those of steel, nonferrous
metals and chemicals to lead stock price rallies.
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Overweight sectors (largest shown first): Underweight sectors (largest shown first):

Information Technology Consumer Staples

Materials Industrials

Financials Healthcare

We remain overweight in IT, Materials, Financials and Consumer Discretionary. The IT sector is enjoying strong earnings and other three
sectors are expected to achieve earnings growths, while maintaining underweight positions in Industrials and Consumer Staples. However,
we plan to reduce the weight of IT by selling electronic component stocks in particular whose stock prices had climbed so far, while
reducing the underweight range of Industrials by accumulating those that have seen an increase in orders.

Investment Strategy

Sectors shown are TOPIX 17 industries
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Registered office 5 King William Street, London, EC4N 7JA; registered number 1660184. Authorised and regulated by the Financial
Conduct Authority.
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.
The data contained in this document is for information purposes only. It is correct to the best of our knowledge at the date of issue and
may be subject to change. The client legal agreement will take precedence over this document. This document is not legally binding and
no party shall have any right of action against Sumitomo Mitsui DS Asset Management (UK) Limited, in relation to the accuracy or
completeness of the information contained in it or any other written or oral information made available in connection with it. Nothing in
this document or any related presentation shall be deemed to constitute investment advice, nor shall we be deemed to be an investment
advisor unless formally appointed as such, or as discretionary investment manager, by way of written agreement.
The information contained in this presentation is to be used by the professional client that this document is issued to only.
Risk warning: On 1 January 2021 the UK left the EU transitional arrangements and no longer benefits from passporting rights
into EEA countries.
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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