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Market Outlook

Japanese stock markets are expected to turn up in the latter half of the July-September

quarter. Investors, mainly hedge funds, started to unload risk assets in the middle of

June when concerns about an acceleration of monetary tightening were rife in the US,

deepening fears that the US will enter into the recessionary phase. While we believe that

the US can pull off a softish landing without any recession, it may take time to wipe out

market worries about the course of the US economy. Japanese stock markets are likely

to remain volatile for a while influenced by overseas factors such as economic

indicators, inflation data and monetary policies in the US. However, there are some

differences in monetary/ fiscal policies and directions of economies between Japan and

the US/ Europe. In addition to divergences in inflation levels and monetary policies,

Japan has an advantage of the weak yen as well as a larger room for the economic

recovery from the coronavirus pandemic. Once market participants acknowledge these

strengths of Japan, Japanese stocks should start to turn upward.

While the inflation rate and the expected inflation rate in terms of consumer prices are

rising in Japan, its inflation pace is slower than that of other nations. Therefore we

believe the Bank of Japan (BOJ)’s governor, Kuroda, will maintain its ultra-

accommodative monetary policies until the end of his term in April 2023 even though the

Fed and the ECB shift their policies to sharp monetary tightening. While other nations

reopened their economies in full swing last year, Japan has reopened economy activity

just now. According to the Tankan Survey published in July, leading companies’ capital

investment plans for the fiscal 2022 were upgraded, indicating that pent-up investment

activity has finally got rolling. The weak yen can also stimulate the domestic economy by

boosting investments. Furthermore, growth rates in bonus pay-outs by leading

companies hit the highest since 1981 this summer, which should be a proof of increased

wages.

Listed companies’ earnings announcement season for the April-June quarter will start in

late July. While the JPY-USD exchange rate of over 130 yen must have boosted

earnings of domestic companies, they are likely to miss analyst estimates due to

sluggish production amid higher-than-expected fuel/ raw material costs and the

protracted lockdown of Shanghai. While weak earnings results may weigh on domestic

stock markets toward the end of July, there should be no more negative news after that.

We don’t change our view that domestic companies will achieve record high profits in the

fiscal 2022. They should enjoy a reacceleration of earnings growths with a recovery in

production, while Japan’s government should implement a large-scale economic

package after the upper house elections. We forecast that domestic stock markets will

turn up by pricing in these hopes.
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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 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 enjoyed rallied so far following announcements on
share buybacks.

Overweight sectors 

(largest shown first):

Underweight sectors 

(largest shown first):

Materials Consumer Staples

Information Technology Industrials

Energy Health Care

Investment Strategy

Sectors shown are GICS 11 sectors.
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