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Market Outlook
We assume Japanese stock markets will move within a narrow range but rise moderately in
the first half of 2022. Concerns about a delay in the reopening of economic activity due to the
spread of the Omicron variant, rising inflation rates and uncertainty surrounding monetary
policies kept a lid on domestic stock prices at the end of last year. Given these negative
factors are unlikely to disappear soon, both stock and bond markets in major countries are
expected to fluctuate widely for a while. On the other hand, supply-chain bottlenecks in the
manufacturing industry that have hampered earnings recoveries of domestic companies are
finally dissolving. Corporate earnings for the fiscal year (FY) 2022 are expected to hit a
record high with auto makers expected to ramp up production to make up the lost ground.
The JPY depreciation should also shore up earnings.
Foreign investors sold far more Japanese shares than they bought in 2021 mainly due to
concerns over downturns in the Chinese economy. But the Japanese economy should
bottom out and rebound given an upturn of the manufacturing PMI and various economic
packages. If share buybacks by domestic companies reach a record-high level and foreign
investors turn into net buyers of Japanese shares, valuations of cheap domestic stocks
should leap with an improvement in the supply-demand balance.
Financial markets are paying attention to an escalation of inflation and it was brought about
mainly by supply-chain disruptions. Given automobile prices are unlikely to keep rising
throughout 2022 and problems such as rising commodity prices and labour shortages should
ease down the road, it is plausible that inflation rates will slow down in the latter half of 2022.
Unless the Fed moves up rate hikes even if the US stimulus bill fell through or adopts largescale monetary tightening policies including the full-scale quantitative tightening (QT), the
downside of Japanese shares should be limited.
Our continued concern is the infection status. The number of new cases is shooting up in the
US and Europe due to the rapid spread of the Omicron and some countries are struggling to
cope with surging hospital admissions figures. As we consider the instability of the global
economy due to another supply chain bottleneck in the manufacturing sector as a risk, we will
keep a close watch on movements regarding the coronavirus that have economic impacts
such as a trend of oral drug development, infection control measures by each country, the
number of new cases and hospital admission figures.
Stocks with high dividend yields should perform well for a while, because projected dividend
yield tends to function as an effective factor of stock price movements in January and
February every year. So we expect financial and auto stocks will outperform the benchmark
given their dividend yields are relatively high and they can benefit from the tapering of bond
purchases by the Fed and rising interest rates in the US in turn as well as the JPY
depreciation.
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Investment Strategy
Overweight sectors (largest shown first):

Underweight sectors (largest shown
first):

Information Technology

Industrials

Materials

Consumer Staples

Financials

Communications Services

Sectors shown are GICS 11 sectors.

We maintain a bullish stance on cyclical sectors such as manufacturers that benefit from
strong earnings of external-demand-led companies and the JPY depreciation as well as
financial institutions. We design our portfolio with stocks whose earnings will continue
growing in the FY2022 and those whose valuations are likely to be adjusted as a core. We
started to increase the weight of stocks with high dividend yields in December and will
accumulate them further. We take overweight positions in information technology and
materials while investing in server/ automotive chip makers that are expected to enjoy sales
growths in 2022, software developers that will benefit from increased investments in
digitalisation by businesses and governments as well as shipping companies and insurers
with high dividend yields. On the other hand, we take underweight positions in industrials
and consumer staples because their earnings are relatively weak and their stocks are
overvalued.

Risk Warning: 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. Any charts and graphs provided are for illustrative purposes only.
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Conduct Authority.
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