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In April, the MSCI Japan declined due to an increase of new coronavirus cases at home and the JPY

appreciation while overseas stock indices gained ground across the board on the back of

improvements in US economic indicators etc. Japan's government declared its third state of

emergency following an increase of new coronavirus cases, which triggered selling of domestic

stocks by investors. Fed officials’ comment that high inflation shouldn’t last for a long time alleviated

inflationary concerns in the US, pushing down US long-term interest rates and boosting global

stocks while pushing the JPY higher and weighing down domestic stocks in turn. By the way,

cyclical sectors outperformed despite a decline of the MSCI Japan because investors paid more

attention to rebounds in US economic indicators.

Earnings: Earnings for the January-March quarter have been generally neutral while

guidance that falls below market consensus stands out

The earnings announcement season for the January-March quarter got under way. As of 30 April,

approximately 25% of major listed companies (excluding financials) on the first section of the Tokyo

Stock Exchange (TSE) announced their earnings results. According to Daiwa Securities, operating

income of the TOPIX1000’s component issues with IBES consensus increased +3% year-on-year.

While many of their earnings results beat the market consensus, only 17% of guidance for the

FY2021 beat the consensus estimates. 37% of those missed them while 22% of component issues

haven’t unveiled their guidance. However, we take a neutral stance on these forecasts given most of

them are based on conservative scenarios. Please refer to following issues for typical cases:

Positives

Aisin: The auto parts maker beat the consensus estimates of both sales and EPS. Its EPS guidance

for the FY2021 also topped the market consensus. While the company is benefiting from a rapid

recovery in auto production, its cost-saving efforts are also yielding results. Investors also welcomed

its comment that it would maintain the level of sales even if vehicle electrification spreads toward

2030.

Kewpie: The food maker beat the consensus estimates of both sales and EPS. Demand of

dressings for restaurants is turning up in China while products with high gross profit margins were

selling well in Japan. It could also reduce costs including advertising expenses more sharply than

expected.

Negatives

J.Front Retailing: The department store chain missed the consensus estimates of sales and EPS.

Its EPS guidance for the FY2021 also fell below the market consensus as the company assumes

only a small benefit from its cost reduction efforts. In addition, it is planning to invest in ecommerce

etc, for long-term growth.

Toto: The housing equipment maker hit the consensus estimate of sales and beat that of EPS.

However, its EPS guidance for the FY2021 fell below the market consensus amid rising prices of

raw materials such as copper, resin, steel sheet etc with an increase in shipping costs.
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Monetary Policy: When the BoJ will change its ETF purchase rule is a moot point as a cutback

in ETF purchases by the bank is considered as a cause of decline in domestic stock prices

I mentioned about the policy change unveiled on 19 March by the Bank of Japan (BoJ) in this report

last month. The bank decided to abandon its JPY6 trillion annual target for ETF (exchange traded

fund) purchases with no indication of its target from now on. This decision was thought to be within

the scope of assumption among many investors drawing neither positive nor negative responses

from them, while we feared that the market might see the bank’s action as a tapering or an indication

of high valuations of Japanese equities. Domestic stock prices have been stagnant since then amid

growing awareness that the BoJ won’t buy ETFs any more even in a downward trend of stock prices.

When the BoJ was actively purchasing ETFs, the bank had a rule that it has to buy ETFs tracking the

TOPIX in afternoon sessions if the TOPIX declines -0.5% or more. Market participants raised public

attention at that time by intentionally pushing down the TOPIX by more than -0.50% and trading

stocks on hopes of rebounds of the TOPIX in afternoon sessions. The BoJ was implementing a rule

until March 2021 that it buys ETFs worth JPY50.1 billion when the TOPIX declines -1% or more and

those worth JPY70.1 billion when the index falls -2% or more in morning sessions.

The bank shunned ETF purchases in April following the policy change unless the TOPIX declines -

2% or more in morning sessions. The TOPIX fell -1.98% in the morning session of 11 May but the

BoJ refrained from buying ETFs. That was when investors clearly accepted the fact that the BoJ is

reducing its ETF purchases with more attention on its future plan on them.

We were expecting the BoJ to step into ETF purchases on the next day (12 May) with a probability of

50% given supplementary research saying that the bank should buy ETFs when the TOPIX falls

below its 100-day moving average to produce good results and the fact that the index actually fell

below its 100-day moving average in the morning on 12 May. But the bank didn’t buy ETFs on the

day, either.

All we know at this moment is an above-mentioned rule that the BoJ buys ETFs worth JPY70.1 billion

in afternoon sessions when the TOPIX declines -2% or more in morning sessions. We will try to

grasp how and when the bank will change its ETF purchase rule by keeping an eye on it on the

assumption that domestic stock markets will respond positively to its change.

Created by SMDAM based on Bloomberg data as of 13 May.
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Investment Strategy

We expect that the Japanese equity market to remain range-bound due to a tug-of-war between

accommodative monetary policies and a sense of overvaluation, especially in the US equity market.

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 likely to support the market. We

identify external factors, such as the outbreak of financial crises and another global recession, as major

risks because they might bring about a sharp yen appreciation. Taking these into consideration, we will

overweight the consumer discretionary sector and stocks with low price/book (P/B) ratios.

_____________________________
Notes: Some statements contained in this material concerning goals, strategies, outlook or other non-historical

matters may be forward-looking statements and are based on current indicators and expectations. These forward-

looking statements speak only as of the date on which they are made, and the Company undertakes no obligation

to update or revise any forward-looking statements. These forward-looking statements are subject to risks and

uncertainties that may cause actual results to differ materially from those contained in the statements. The

Company and/or its affiliates may or may not have a position in any financial instrument mentioned and may or may

not be actively trading in any such securities.

The organisations and/or financial instruments mentioned are for reference purposes only. The content of this

material should not be construed as a recommendation for their purchase or sale. Charts and graphs are provided

for illustrative purposes only.
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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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