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Outlook on the Japanese equity market

• We are bullish on the Japanese equity market based on mid to long term estimates, including a
steady outlook for corporate earnings and economic recovery in Japan

• We maintain our TOPIX target at 2,300 and Nikkei 225 at 32,300 for March 2023
• The equity market is currently under selling pressure owing to rising material costs, aggressive

monetary tightening by the US Federal Reserve, slowing Chinese economy, and overly
conservative earnings guidance offered by companies

• We expect the market to resume its upward trend after confirming strong fundamentals and
expectations for fiscal stimulus ahead of the Upper House election in the summer

Upside and downside risks

We are optimistic about the acceleration of Japan’s economic recovery and growth given that
inbound travel to Japan is showing signs of recovery, while volatility in the commodities market is
also declining. However, we are paying close attention to downside risks, including the escalation of
the military conflict in Ukraine which has resulted in global repercussions, and growing concerns
about stagflation.

Recovery of domestic demand boosting economy

The Japanese economy continues on its path to recovery due to increased domestic demand. This is 
amid concerns over higher inflation, a slowdown in the global economy and the bottle neck in the 
global supply chain that has weighed on both consumer and business sentiment. Inflation is 
accelerating owing to external factors such as food and energy costs, and the receding effect of 
reducing mobile phone fees following a regulation enacted by the Japanese government. While the 
employment situation is improving, real income is declining due to rising inflation. 
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Outlook on the Japanese economy

We maintain our FY2022 real GDP growth forecast at 2.1% and our FY2023 forecast at 1.3%. We 
expect to observe a steady growth trend in the economy in Q2 after a temporary pause in Q1 caused 
by increased Covid infections and the related restrictions on activities. Despite rising inflation and 
global supply chain issues, the re-opening of the economy and fiscal stimulus measures could 
provide a major boost to the domestic economy.

We have revised our Core CPI forecast for FY2022 from +1.6% to +1.8% due to the change in our 
FX rate estimate, and revised the forecast for FY2023 from +1.0% to +1.1%. We expect core CPI to 
accelerate to +2.0% in April 2022 and remain at a similar level throughout the year due to the rise in 
food costs, as well as other core CPI items.

We expect Prime Minister Kishida’s cabinet to maintain its existing economic policy in order to boost 
the economy. The government is currently taking measures to ease the negative impact from soaring 
energy costs, and an additional fiscal stimulus of 10 trillion yen will follow in the near future to support 
the economy. 

Despite rising inflation, the current accommodative monetary policy will be maintained by the Bank of 
Japan (BOJ) in the near future as they consider it difficult to control cost-push inflation through 
monetary tightening. Recent changes in the BOJ policy committee membership suggest Kishida’s 
intention to distance himself from the existing reflationary monetary policy. We see a growing 
likelihood of a shift away from yield curve control policy once BOJ Governor Kuroda's term concludes 
in April 2023. His resignation could mark a turning point for the current accommodative monetary 
policy.
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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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