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Outlook on the Japanese equity market

• Despite uncertainty over geopolitical risk in Europe and concerns about cost-push inflation in the
near future, we believe the Japanese equity market will resume its bullish trend once volatility in
the market environment has settled.

• In the mid to long term, we expect the market will be supported by improving economic
fundamentals, such as recovery of nominal GDP growth and surging corporate earnings.

• We have set our TOPIX target at 2,300, and Nikkei 225 at 32,300 for March 2023.
• Meanwhile, TOPIX EPS could rebound by 43% YOY to 134 points in the current fiscal year, a

historical high, and continue its double-digit growth to 155 points in the next fiscal year.

Upside and downside risks

We are optimistic about the rapid recovery of the economy off the back of the recovery of inbound
travel to Japan, the decline of the commodity market after its rally, and a fresh economic stimulus
package from the government ahead of the upper house election. However, we must pay attention to
downside risks from further deterioration in global supply chain bottlenecks, potential rise in
infections from a new COVID-19 variant, the escalation of the global military conflict and concerns
about stagflation.

Consumer activity still slow and inflation rising

While COVID-19 infections have already peaked and people are returning to normal activity, the level 
of consumer activities is still low and sluggish. In addition, soaring energy costs caused by the 
Russian invasion of Ukraine is putting downward pressure on the economy. The employment 
situation is improving with rising real income. Meanwhile, inflation is also accelerating owing to 
surging energy, food, and accommodation costs.
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The macroeconomic outlook

We have revised down our real GDP growth forecast to +2.4% from +2.8% for FY2022, due to rising 
commodity prices and economic deterioration overseas. We also expect negative growth in the first 
quarter of 2022 owing to rising infections of the COVID-19 omicron variant. Meanwhile, the economy 
is expected to return to positive growth from the second quarter of 2022 off the back of declining 
COVID-19 infections and fiscal stimulus before the election of the upper house. However, given the 
downward pressure on the economy caused by the ongoing conflict in Ukraine, we are more 
cautious than before about the momentum of the economy.

We have not changed our Core CPI forecast for FY 2021 at +0.1%. We have raised our forecast for 
FY 2022 to +1.7% from +1.4% and for FY 2023 to +1.0% from +0.9%. We expect core CPI will reach 
+2.0% in April 2022 owing to rising energy costs and the pace of inflation will be hovering just below 
2%.

We expect the government to maintain the existing economic policy mix. If the economy slows further 
as a result of the conflict in Ukraine, the government could provide as much as 10 trillion yen in 
additional fiscal stimulus. 

Despite rising inflation, the current accommodative monetary policy will be maintained by the Bank of 
Japan (BOJ) in the near future. Recent changes in the BOJ policy committee membership suggests 
Kishida’s intention to distance himself from the existing reflationary monetary policy. We see the 
growing likelihood of a shift away from yield curve control policy after the end of BOJ Governor 
Kuroda's term in April 2023. His resignation could be a turning point for the current accommodative 
monetary policy.

The Stewardship Code and Corporate Governance Code 

The Stewardship Code was set in 2014 and reinforced in 2020 to require investors to evaluate ESG 
factors. Along with the introduction of the Corporate Governance Code in June 2015, pressure has 
increased on companies to improve their governance, efficiency and shareholder returns. The two 
codes have been progressively reviewed and enhanced, and are making visible impact on corporate 
behavior and investors’ attitudes as shareholders.

If you would like to access the full report please contact your business development representative.
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Disclaimers

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.

The information contained in this presentation is to be used by the professional client that this document is issued to only.

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.

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

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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