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Market Outlook
Japanese stock markets are expected to gain ground in June. Until May, the Japanese
equity market has been firm relative to other developed economies, but still remained in
a range. Three factors that have kept a lid on stock prices, namely 1) the protracted
Russia/Ukraine issue followed by rising resource prices, 2) supply chain disruptions due
to the Shanghai lockdown and 3) concerns over the acceleration of monetary tightening
in the US. These factors still exist but should gradually disappear from June onwards.
The Chinese economy, which had put a strong downward pressure on the global
economy, is turning up. Meanwhile, the US year-on-year inflation rates is likely to peak
out, and the Fed is unlikely to continue sharp rate hikes beyond September given a
decrease in housing sales at the moment. Japanese equities are widely undervalued
given they are trading at only 12 times their earnings per share despite the weaker yen.
We assume foreign investors will pour money into domestic stock markets from now on.
The Japanese economy is heading in a positive direction. Japan’s industrial production
and exports have been weak but should rebound when the Shanghai lockdown is lifted.
Japan will raise its limit on foreign arrivals from 10 June, marking the latest step in a
gradual reopening of its borders following the easing of Covid-19 measures. The
government is now likely to refrain from including the target deadline to achieve a
primary balance surplus, which was originally set in FY2025, in the Basic Policy on
Economic and Fiscal Management and Reform 2022. The government seemed to show
a willingness to exit from structural deflation/ recession by making clear that “it will
implement flexible macroeconomic management without hesitation in order to combine
an autonomous growth led by private demand and a breakaway from deflation by
promoting bold monetary policies, flexible fiscal policies and growth strategies that
stimulate private investment at the same time.”
While it was not surprising that domestic companies announced conservative earnings
guidance for the fiscal 2022 with cost increases due to rising resource prices in mind, we
expect them to make record-high profits this fiscal year backed by the normalisation of
the economy, the weak JPY and price increases. Total shareholders’ returns are likely to
expand further if their corporate performances remain strong. Stock prices of those that
announced better-than-expected dividend increases or share buyback programs at the
earnings results briefing sessions have been performing well.
Investment Strategy
Overweight sectors
(largest shown first):

Underweight sectors
(largest shown first):

Materials

Consumer Staples

Information Technology

Industrials

Financials

Real Estate

Sectors shown are GICS 11 sectors.
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Investment Strategy cont.
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 along with rising inflation, while
accumulating those that can benefit from the normalisation of domestic economic activity
and the supply-chain recovery in China. On the other hand, we will take underweight
positions in industrials and consumer staples as their earnings are relatively weak and their
stocks are overvalued, while reducing the weights of financial stocks that have rallied so far
following announcements on share buybacks.

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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Issued by Sumitomo Mitsui DS Asset Management (UK) Limited. Registered in
England and Wales
Registered office 100 Liverpool Street, London, EC2M 2AT; 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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