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In May, the MSCI Japan advanced as concerns over tapering abated and vaccination
campaigns expanded in the US. While investors reacted nervously to US economic indicators
and statements from US Fed officials throughout the month as they had been paying close
attention to US inflation rates and when the Fed would begin tapering, the worse-than-expected
US jobs report and a statement from a Fed official that the bank will maintain its loose monetary
policy for a while propped up domestic stock prices. The media report that people started to go
out actively abroad thanks to a progress in vaccination programs as well as expectations that
Japan will follow suit in the next few months also provided a boost to domestic stocks,
especially those that can reap benefits from the resumption of economic activity. However, the
Bank of Japan (BoJ)’s decision to reduce exchange traded fund (ETF) purchases and to
change the related rules continued to weigh down stock prices.
Economy: Domestic leading indicators are on an upward trend while US ones are
peaking out
Latest domestic leading indicators improved across the board. The Composite index of eleven
leading indicators has been rising after hitting the bottom in May 2020. We can cite a reduction
in inventories, a better prospect for sales of small and midsize companies as well as an
increase in commodity prices as reasons for its improvement in April.

Source: SMDAM based on Bloomberg data as of 8 June
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Sales Forecast DI of Small Businesses (SA)
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However, M2 dragged down leading indicators for the second straight month after having boosted
them until then. While the BoJ maintains a loose monetary policy, the economy seems to be shifting
from a phase led by monetary easing to the one led by industrial production.

Source: SMDAM based on Bloomberg data as of 8 June

We have to keep an eye on the coronavirus infection status to predict the domestic economy. The
number of new cases is decreasing lately under the declaration of a state of emergency from 25
April to 20 June.

Source: SMDAM based on Bloomberg data as of 8 June

The Economy Watchers Survey result for this April worsened due to the fresh declaration of a state
of emergency but rebounded in May with some progress in vaccination programs. So, we expect a
recovery in the domestic economy and an upward trend in leading indicators even with the
coronavirus infection.

Created by SMDAM based on Bloomberg data as of 8 June
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On the other hand, the US Manufacturing PMI, the typical leading indicator in the US, has been
struggling to surpass the latest peak of 64.7 for March this year. We leave our view that US leading
indicators have peaked out unchanged.

Source: SMDAM based on Bloomberg data as of 8 June

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 nonhistorical 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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