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Market Outlook

We expect Japanese stock markets will gain ground in May. Japanese stock

markets dropped in April as we expected, due to 1) negative factors such as

speculation that the Fed would accelerate monetary tightening at upcoming

Federal Open Market Committee (FOMC) meetings, 2) concerns about supply

chain disruptions following the Shanghai lockdown and 3) conservative earnings

guidance of domestic companies. While we haven’t pulled through these issues

yet, we believe stock markets have already priced them in to a certain extent.

Japanese stocks are getting more and more undervalued although it should take

time for them to enjoy full-blown rallies. They are likely to outperform others

given their strength during the phase of rising long-term interest rates.

According to the corporate guidance for the FY2022 released so far, ordinary

income falls below the consensus estimate. While rising energy/ logistic costs

may have weighed down the estimates, earnings results are likely to top them

given domestic companies set their assumed exchange rates at JPY115-120

against the USD, which is more conservative than the current level. In addition,

the total amount of share buyback programs announced by the TOPIX’s

component companies during April reached JPY1.1 trillion, a very high level for

the month. Domestic companies are actively repurchasing their shares in

reaction to restraint on this activity due to the coronavirus pandemic while their

record-high profit levels are prompting them to do so. The amount of share

buybacks should remain high in May as Japanese equities are becoming

increasingly undervalued after their stock prices declined in April.

The Fed announced a 50 basis point increase in the target range of the federal

funds rate and the start of quantitative tightening (QT) from 1 June. Fed Chair

Jay Powell also noted a series of 50 basis point rate hikes over the next several

meetings, showing an unyielding stance for tackling inflation. However, the US is

likely to maintain the economic growth even with these monetary tightening

policies given the strengths in local job markets and economic situations.

Meanwhile, China’s Purchasing Managers' Index (PMI) readings dropped in April

due to the spread of coronavirus infections and the zero-Covid policies. But the

Chinese economy should have hit bottom in April and will turn up from now on

considering the economic packages by the Chinese government and the

improving infection situation.
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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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We will maintain a bullish stance on external demand-led companies as well as
manufacturers that can benefit from the weak yen. We take overweight
positions in information technology and materials. We maintain overweight
positions 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, stocks that afford
to return their earnings to shareholders and those that will enjoy benefits of
higher resource/ energy prices.

We will invest in those that are expected to beat their guidance by raising their
product prices with benefits from the weak yen while hunting and buying those
whose stock prices declined due to the announcement of conservative earnings
guidance and concerns over the economic downturn in China on dips. On the
other hand, we will take underweight positions in industrials and consumer
staples because their earnings are relatively weak and their stocks are
overvalued.

Investment Strategy 

Overweight Sectors 

(largest shown first):

Underweight Sectors 

(largest shown first):

Information Technology Industrials

Materials Consumer Staples

Financials Consumer Discretionary

Sectors shown are GICS 11 sectors.
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Issued by Sumitomo Mitsui DS Asset Management (UK) Limited. Registered in

England and Wales

Registered office 5 King William Street, London, EC4N 7JA; registered number

1660184. Authorised and regulated by the Financial Conduct Authority.

This is a marketing communication.

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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