MARKET OUTLOOK & INVESTMENT STRATEGY
January 2022

Value + Alpha Group

PM’s Monthly Perspectives
Author

Takuya KAMIISHI, CMA
Lead Portfolio Manager

In December, the TOPIX increased due to the receding of concerns over the coronavirus and the
JPY depreciation. Investors were encouraged by a view that the Omicron variant doesn’t bring on
such severe symptoms, announcements on new data about vaccines and oral drugs, as well as the
licensing of them despite an increase in new cases both at home and abroad during the month. The
JPY depreciation against the USD amid rising yields on US Treasuries boosted domestic stock
prices, leading to the outperformance of cyclical sectors while these sectors underperformed in the
US and Europe. While the Bank of Japan (BoJ) decided to return its asset balances to the previous
level, the decision to reduce the balance of commercial papers from JPY9.5 trillion to JPY2 trillion
and that of corporate bonds from JPY10.5 trillion to JPY3 trillion had only a limited impact on
domestic stocks.
Event schedule: We keep a watch on monetary policies by the US Fed in 2022 given
replacements of key posts are not planned at home
We will keep a close watch on US monetary policies this year. Japanese stocks can benefit from
accommodative policies by the Fed as long as it is working on the tapering program, but they are
likely to start faltering when the program ends in March and this faltering should continue until the
first rate hike. We expect the Fed will launch the first rate hike in June which may temporarily drag
down the momentum of economic growth, but subsequent rate hikes are unlikely to weigh on
domestic stock prices given they kept rising in the past when interest rates were rising in the US. We
expect the Fed will start to reduce its balance sheet in 2023, which should also have a slightly
negative impact on domestic stocks.
There are not likely to be any political events such as replacements of Prime Minister (PM) or BoJ
Governor in Japan. The ruling Liberal Democratic Party (LDP) are supposed to maintain businessfriendly policies while BoJ Governor, Kuroda, who has led loose monetary policies so far are
expected to stay dovish. The BoJ is likely to maintain accommodative monetary policies until at least
April 2023 when Kuroda’s current term expires, given inflation rates in Japan are unlikely to reach
the bank’s target even if the Fed should raise interest rates repeatedly. We cite a Japan-US summit
meeting that might be held in Tokyo in April as an event with upside risks given two leaders may
agree on abolition of tariffs on steel/aluminium products, joint investments in semiconductors and so
on, while we consider an announcement on new policies by the new PM in June and December as
an event with downside risks given PM Kishida is likely to unveil policies such as a hike in financial
income tax rates and restrictions on share buybacks.
Political events such as midterm elections in the US and the presidential election in France are
unlikely to sway domestic stocks in a major way. The National People's Congress will be held in
March when China’s target GDP growth rate in real terms is unveiled. Given the world pays attention
to the figure, investors should take the higher-than-expected rate as a sign that China changed its
direction to a growth path, boosting domestic stock prices in turn.
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Important events in 2022:
Quarter

US monetary policy

Japan

Overseas

1Q
2022

March: End of
tapering program.

-

February: US: A deadline for
submitting long-term overhaul
plans for supply chains. China:
The Beijing Winter Olympic
Games,
March: The National People's
Congress in China

2Q
2022

June: The first rate
hike by the Fed is
expected.

April: Japan will host a meeting of "the
Quad" group involving the US, Australia
and India in Tokyo. The Japan-US summit
meeting may also be held at the same
time.
June: The cabinet will approve policies led
by the new PM. (a report from a Council of
New Form of Capitalism Realization)

April: The French presidential
election

3Q
2022

-

July: The upper house election

November: US midterm
elections

4Q
2022

-

December: The ruling party will decide on
the general principals of tax revisions.

-

Source: SMDAM (Tokyo), Created on 12 January 2022.

Economy: Domestic leading indicator declined from the previous month and we expect a
further decline in it
The latest result of Economy Watchers Survey, one of the most important economic indicators at
home, was released on 12 January. The average of current/ future economic conditions in December
was 52.9, down 2.0 points from 54.9 in November. We can cite concerns over the new Omicron
coronavirus variant and the negative impacts of rising raw material prices on corporate earnings as
reasons for the decline. The diffusion index (DI) for future conditions reflected these concerns and
started to decline in the previous month, while that for current conditions hit a record high level of
56.4 with positive commentary such as “auto dealers can accept new orders now thanks to the
easing of auto parts shortages and rising factory utilisation rates in turn,” and “a decline in new cases
led to the reopening of economic activities (travel, department stores, food service, clothing stores,
etc.), boosting domestic demand.”

Source: Bloomberg as of 12 January 2022.

Source: Bloomberg as of 12 January 2022.
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We believe the leading indicator will continue falling in the short term due to two reasons below.
First, it can hardly go up further given the already high level at this moment. Second, the
government may declare another state of emergency given a resurgence of coronavirus
infections, weighing down the indicator in a major way. New Prime Minister (PM) Kishida is likely
to announce some social-mobility restrictions given the number of new cases is increasing sharply
while the PM is gaining public support for his coronavirus countermeasures.

Source: Bloomberg as of 11 January 2022.

Investment Strategy
We expect that the Japanese equity market will advance in the short term on the back of the
accommodative monetary policies and earnings growth. 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 the
sharp JPY 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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