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Market review

Global equities ended the month sharply lower for a second
month in a row after the invasion of Ukraine triggered severe
sanctions on Russia. The Japanese equity market was somewhat
sheltered from the fall, with the TOPIX Index finishing the month
down -0.4%. The market actually rallied early in the month,
driven by favourable earnings and a recovery in US equities.
However, concerns over US monetary tightening and the global
impact of the Ukraine conflict drove selling pressure into the
close of the month. Utilities, seen as a defensive sector, was the
strongest performing sector in February, followed by
communication services and energy. Energy was buoyed by the
lift in oil prices, driven by sanctions, while other traditional
defensive sectors, consumer staples and health care also
outperformed the broader market. More cyclical sectors like IT,
consumer discretionary and industrials all lagged the market
during the month.
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Performance analysis

While the fund fell with the market during February, it did
manage to outperform its MSCI Japan benchmark, helped by
strong performance by retailers held in the fund that were
perhaps perceived as attractive by investors as domestic plays
insulated from the external environment. An example is the
discount store owner Pan Pacific International, which also
announced strong earnings based on margin improvement as
costs were lower than expected. On the other hand, holdings
within industrials, such as Fanuc (factory automation) and
Hitachi, and tech-related names, such as Shin-Etsu Chemical
(functional materials and silicon wafers) and Murata
Manufacturing (electronic components), were amongst the worst
performers. On more stock specific points, Recruit Holdings, the
online job platform, dropped in the month based around
concerns over the post-pandemic outlook. However, we still
believe that the company is well placed to benefit from
developing and rolling out their one-stop HR solutions and global
HR platform business. Within health care, Terumo Corp, the
medical devices company, disappointed on earnings as margins
narrowed on higher costs. However, over the longer term, the
company will continue to benefit from higher penetration of their
leading-edge devices.

Portfolio activity - overweightings & underweightings

We exited from the shipping liner company Mitsui O.S.K. over
the month. The company has been an extremely strong performer
for the fund over the last year and a half, benefiting from
consolidation in the industry as well as higher container rates.
However, given that the current container rates are exceptional
and will normalise in the near future, we could no longer justify
any further upside for the stock and decided to sell. The fund
also exited Tokyo Electron, the semiconductor production
equipment manufacturer. This has also been a very strong
performer, buoyed by the sharp increase in demand for
semiconductors and the shift to new production technologies.
Again, we believed the upside was limited for the stock. We
added the car and motorbike manufacturer Suzuki Motor Corp as
a new position. The main attraction to Suzuki is its exposure to
India via its majority holding in Maruti Suzuki Ltd. They have a
strong position in India, but recent operational mishaps and a
model line up that was missing a SUV offering - the fastest
growing segment in India - and no obvious EV strategy had
soured investor sentiment. However, with new SUV models and a
JV with Toyota on EV technology, it should continue to grow and
maintain a high market share in the Indian market.
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Market outlook

The invasion of Ukraine and consequent sanctions have shaken
global markets and led to soaring commodity prices. Together
with the increasing likelihood of recession in Europe and
deterioration in real earnings globally, the investment climate
has changed substantially. Unless there is a swift resolution to
the conflict that is sufficiently acceptable to the world and
sanctions can be lifted, it is likely that there is going to be
sustained cost-push inflation. Our previous assumption of an
inflationary growth boom - inflation driven by demand - is now at
risk in favour of higher costs and lower growth in Europe and
potentially the US. Japan will clearly not be immune. However,
with Japan’s major external trade partners being the US, where
the pace of monetary tightening is likely to be slower, and China,
which is targeting 5.5% GDP growth, then the direct impact to
Japan should be comparatively mild. With strong employment
and firm household income, a return to the old, damaging,
deflationary environment seems unlikely in the near term.
Equally unlikely is the very high inflation rates being seen in the
US. Governor Kuroda of the Bank of Japan has also made it clear
that raising interest rates at this point is “unthinkable”, so there
is unlikely to be any near-term change in monetary policy.

Portfolio strategy

The investment climate has rapidly changed, with the focus on re-
opening taking a different hue as investors try to understand the
impacts of further central bank tapering within a higher
inflationary environment. The fund has long had exposure to
quality cyclicals, and while we are not looking to completely
reverse this, we are looking to ensure that each position in the
fund has its own clear, endogenous growth drivers. It is also the
case that after the very strong outperformance of value vs growth
over the last year and a half, quality growth type companies are
also looking as attractive on valuations as they have done for
some time while many cyclical companies have been
approaching their price targets. On a sector basis, our most
significant overweight remains in the IT sector, where we are
constructively positioned on software companies that are seeing
strong demand for digitalisation services domestically, which we
expect to continue over the coming years. The biggest
underweight continues to be pharmaceuticals, where we are zero
weighted, as well as our underweight to consumer staples.
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General information

Legal form Sub-fund of a SICAV
Regulatory status UCITS
Domicile Luxembourg
Inception date 24.09.1997
Launch date 22.11.2006
Share class currency JPY
Compartment currency JPY
ISIN LUO080998981
Reference index MSCI Japan (JPY)
Min. investment horizon (year(s)) 5
Fees

Ongoing charges (OCR) 0.91%
Performance fee (excluded from OCR) -
Management fee (included in OCR) 0.60%
Max. conversion fee 2.00%
Max. subscription fee 5.00%
Max. redemption fee 1.00%

Management team

Sam Perry

Source: Pictet Asset Management

Further information can be found in the prospectus.
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Pictet Asset Management

For further information,
please visit our website
assetmanagement.pictet

Important Information

This marketing material is issued by the Fund Management Company, Pictet Asset Management (Europe)
S.A., a company authorized and regulated by the Luxembourg regulator "Commission de Surveillance du
Secteur Financier". It is neither directed to, nor intended for distribution or use by, any person or entity who
is a citizen or resident of or located in any locality, state, country or jurisdiction where such distribution,
publication, availability or use would be contrary to law or regulation. The information contained in this
document is for information purposes only. It cannot be used as a basis for subscription and does not form
part of a contract. The latest version of the fund‘s prospectus, Key Investor Information Document, annual
and semi- annual reports must be read before investing. They are available in English and in the local
language of each country where the compartment is registered, free of charge on
www.assetmanagement.pictet or at Pictet Asset Management (Europe) S.A., 15 avenue J.F. Kennedy,
L-1855 Luxembourg, or at the office of the Fund local agent, distributor or centralizing agent if any. In
Switzerland, the representative agent is Pictet Asset Management S.A. and the paying agent is Banque
Pictet & Cie S.A. Pictet Asset Management (Europe) S.A. has not taken any steps to ensure that the
securities referred to in this document are suitable for any particular investor and this document is not to be
relied upon in substitution for the exercise of independent judgment. Tax treatment depends on the
individual circumstances of each investor and may be subject to change in the future. Before making any
investment decision, investors are recommended to ascertain if this investment is suitable for them in light
of their financial knowledge and experience, investment goals and financial situation, or to obtain specific
advice from an industry professional. Holdings do not represent the full portfolio. There is no guarantee that
these securities will be held in the future and you should not assume that investment in the securities listed
was, or will be profitable. Any reference to a ranking, a rating or an award provides no guarantee for future
performance results and is not constant over time. For hedged share classes, only the compartment's
consolidation currency is hedged into the share class currency. Foreign exchange exposure, resulting from
assets in the portfolio which are not denominated in the consolidation currency, can remain. NAVs relating
to dates on which shares are not issued or redeemed (“non-trading NAVs") in your country may be published
here. They can only be used for statistical performance measurements and calculations or commission
calculations and cannot under any circumstances be used as a basis for subscription or redemption orders.
The published performance represents past data. Past performance may not be a reliable guide to future
performance. There is no guarantee that the same yields will be obtained in the future. The value and
income of any of your investments may fluctuate with market conditions and may lose some or all its value.
The fund may be affected by changes in currency exchange rates, which can have an adverse effect on the
value or income of the fund. Performance is shown based on the share class NAV per share (in the share
class currency) with dividends reinvested (for distributing share classes), including actual ongoing charges,
and excluding subscription/redemption fees and taxes borne by the investor. Inflation was not taken into
account. As a subscription fee calculation example, if an investor invests EUR 1000 in a fund with a
subscription fee of 5%, he will pay to his financial intermediary EUR 47.62 on his investment amount,
resulting with a subscribed amount of EUR 952.38 in fund shares. In addition, potential account keeping
costs (by your custodian) may reduce the performance. Indices do not include fees or operating expenses
and you cannot invest in them.

Any index data referenced herein remains the property of the Data Vendor. Data Vendor Disclaimers are
available on assetmanagement.pictet under “Resources” section.

No part of this material may be copied or redistributed without Pictet Asset Management prior written
consent. ©2019 Pictet
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