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Market Outlook
We expect the Japanese stock market will gain ground in September. Given strong corporate
earnings and low valuations, domestic stock prices are likely to turn up when the candidate who
holds out aggressive fiscal policies wins the LDP presidential election and concerns over the
economy recede over time.
A candidate who promises aggressive fiscal policies should win the LDP presidential election with
economic policies after the spread of vaccination programs as a main topic in the election race.
Judging from past results of the by-election, the Tokyo metropolitan assembly election and the
Yokohama mayoral election, Prime Minister (PM) Suga’s policies are not supported by voters
because he only calls for vaccination and restraint on economic activity.
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There are three reasons behind this view. Firstly, voters are feeling anger toward the current
administration following media reports that a few coronavirus patients aged 60 or younger lost
their lives at home without access to medical services though they bear the increased burden of
social security premiums. Secondly, we don’t understand why the government keeps imposing
social-mobility restrictions on people who have been vaccinated. Thirdly, people aged 60 or
younger who are in the prime of life have few chances to get inoculated because of vaccine
shortages. We think presidential candidates have to show specific measures to improve the
medical system as well as how to normalise economic activity as soon as possible, while the LDP
has to show how to offset an economic downturn triggered by the consumption tax hike in 2019 in
order to win the Lower House election. However, we believe that the new government will take
expansionary fiscal policies even if the ruling party falls below a majority and opposition parties
take power in the Lower House election. Whoever wins the election, these business-friendly
policies should boost stock prices.
Given each prefectural governor has a responsibility to improve the medical care system such as
securing an increasing number of hospital beds for coronavirus patients, medical system is
unlikely to become a point of issue in the LDP presidential election though the issue will affect the
course of national election. Having said that, given many voters cast blame on the government for
failures on counter-measures against the coronavirus, we think it is difficult for the LDP to win the
Lower House election unless it proposes aggressive economic policies.

Investment Strategy
Overweight sectors (largest shown first):

Underweight sectors (largest shown first):

Materials

Industrials

Information Technology

Consumer Staples

Financials

Real Estate

Sectors shown are GICS 11 sectors.

We overweight the Materials sector given its low valuation. In addition, industry players continue
upgrading earnings estimates with a series of announcements on dividend increases. We also
overweight the Financials sector on expectations of increased shareholder returns after the
interim earnings announcements. We remain overweight in software developers of the IT sector
due to strong orders for their products while maintaining an underweight position in the consumer
staples sector. We also remain underweight in the industrials sector due to a delay in the
recovery of capital investments amid rising new coronavirus cases.
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