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Market Outlook

We expect the Japanese stock market to remain solid in March, helped by improvement in
earnings forecasts as well as the JPY depreciation against the USD. A weak yen should boost
earnings of domestic companies given many of them in the steel, chemical and financial sectors
are either dependent on exports or have invested heavily in dollar assets. Stock prices should
continue rising until April on the back of upgrades of earnings forecasts both by companies and
sell-side analysts.

New cases of coronavirus are steadily decreasing with a rise in temperatures. The domestic
economy should turn up sharply thanks to economic stimulus measures when the state of
emergency is lifted.

Interest rates on 10-year Japanese government bonds (JGBs) are not likely to go far beyond
0.2% given the Bank of Japan (BOJ) made clear that it would maintain the current
accommodative monetary policy. I personally think they will continue hovering below 0.4%. Now
the BOJ can implement large-scale monetary easing measures only through JGB-buying
programs as the size of the JGB issuance surged during the coronavirus pandemic. So we do not
have to worry about a decrease in its ETF purchases even if it happens.

As for corporate earnings, there are worries about an impact of the sudden chip shortage and
parts supply disruption following the latest earthquake on the auto industry. However, the industry
players are likely to post much stronger earnings than their original forecasts given the latter had
been overly conservative. Companies that are highly dependent on domestic demand are also
expected to achieve earnings improvements given a gradual resumption of sales negotiation and
construction work. On the other hand, those that enjoyed a rush for their products from
consumers in February and March last year such as food/daily commodity makers and
supermarket chains should suffer year-on-year earnings declines.

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

Information Technology Consumer Staples

Materials Industrials

Financials Real Estate

We remain overweight in IT, materials, financials and consumer discretionary, while maintaining
underweight positions in consumer staples, industrials and real estate. We shun the real estate
sector because we worry about a rise in vacancy rates.

Investment Strategy

Sectors shown are TOPIX 17 industries
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