
Japan Market

Japan Investment Commentary and Market Outlook 

Market Movement As at 28/02/2026

TOPIX Index 3,938.68 points 

Nikkei 255 Stock Average 58,850.27 yen 

Exchange rate 1 USD = 156.05 JPY 

Japanese equities rose strongly in February, with both 
the Nikkei 225 and TOPIX up 10.4% to new closing highs. 
The advance was supported by expectations that the 
Liberal Democratic Party’s (LDP’s) election result would 
aid policy delivery and provide a steadier backdrop for 
implementation. 

Through the month, sentiment was helped by resilient 
U.S. technology shares and, towards month end, a 
softer view on the likelihood of an imminent Bank Of 
Japan (BOJ) rate increase. On the macro side, Q4 2025 
real GDP was revised up to +0.3% quarter on quarter 
(annualised +1.3%), indicating firmer private capex 
alongside better household and public sector demand, 
while the Economy Watchers Survey improved to 48.9, 
suggesting a gradual pickup in activity. After tensions 
in the Middle East increased, markets pushed back the 
timing of BOJ normalisation. Safe-haven flows reduced 
the two-year JGB yield, and expectations for near-term 
rate hikes became more tempered. 

Early March then saw a pullback of roughly 10% from 
late February highs as risk appetite weakened, but 
we read this mainly as a valuation reset rather than a 
shift in fundamentals,particularly given that earnings 
expectations remain broadly intact and forward Price 
to Earnings (P/E) moved from the high 17× area at end 
February to around 15.8× after the 9 March selloff. 
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Against this backdrop, we maintain a constructive 
medium-term view and look for selective opportunities to 
add on weakness over a six to twelve months horizon, 
focusing on companies with clearer exposure to capex-
related demand, demonstrable pricing power, and 
credible plans for balance sheet optimisation. 

We recognise that near-term conditions can still be 
uneven — geopolitics and BOJ related pricing may 
continue to drive headline-led swings — so we favour 
measured implementation, with position sizing and risk 
controls aligned to current volatility, while allowing for the 
possibility that steady earnings delivery and incremental 
governance progress can guide valuations back toward 
higher ranges over the coming quarters.

Note: Rates of increases and decreases are reflected in the 
performance of stock indices.



Market Review 

Japanese equities advanced markedly in February, with 
the Nikkei 225 rising 10.4% month‑on‑month to close at 
58,850.27 and TOPIX also up 10.4% at 3,938.68. Both 
indices reached new all‑time closing highs, supported by 
expectations that the ruling LDP’s landslide victory in the 
general election would strengthen the administration’s 
ability to deliver on its policy agenda.

In the early part of the month, the market traded firmly 
on reports suggesting that the LDP was set to secure 
a majority well above initial estimates. The eventual 
election outcome showed an even stronger result. 
With a more stable political backdrop, expectations 
for enhanced policy implementation grew, prompting 
renewed buying — likely led by overseas investors — 
and lifting the broader market.

Mid‑month, sentiment softened as US equities declined 
due to concerns around potential AI‑related job 
displacement, leading to bouts of profit‑taking across 
a wide range of Tokyo‑listed names. Heightened 
geopolitical risks in the Middle East further contributed to 
a more cautious tone.

Towards the end of the month, Japanese equities regained 
momentum. Support came from renewed strength in US 
technology stocks and a growing view that prospects for 
an imminent BOJ rate increase had receded following 
the announcement of candidates for the next BOJ Policy 
Board. Both the Nikkei 225 and TOPIX subsequently set 
fresh all‑time closing highs.

Macroeconomic environment
The second preliminary estimate for Japan’s real GDP 
growth in the fourth quarter of 2025 showed an increase of 
0.3% quarter‑on‑quarter (annualised +1.3%), an upward 
revision from the first estimate of +0.1% (annualised 
+0.2%), and exceeding the Bloomberg consensus 
forecast of +0.3% (annualised +1.0%).

The upward revision reflects the incorporation of basic 
statistics released after the publication of the first 
estimate. In particular, the revision to private capital 
expenditure was notably higher. Upward adjustments 
were also made to private final consumption expenditure, 
government final consumption expenditure, and public 
fixed capital formation, while the contribution from private 
inventory changes was revised downward.
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According to the Cabinet Office’s Economy Watchers 
Survey for February 2026 (survey period: 25–28 
February), the Current Conditions Diffusion Index 
(seasonally adjusted; same below) rose for the first time 
in four months to 48.9, an increase of 1.3 points from 
the previous month. The Cabinet Office’s assessment 
of current conditions was described as “the economy 
is picking up.” The reference to weather‑related 
factors that appeared in the previous month’s report 
was removed in the February release. Regarding the 
outlook, the assessment was left unchanged, stating 
that “despite concerns over the impact of rising prices, 
a modest recovery is expected to continue.” In the near 
term, the tense situation in the Middle East — and the 
accompanying rise in energy prices and decline in 
equity prices — is expected to weigh on sentiment at the 
street level. Over a somewhat longer horizon, however, 
expectations for economic measures under the Takaichi 
administration are likely to support a gradual improvement 
in confidence. Although food prices remain elevated, the 
pace of increase has slowed, and the strong preference 
for frugality — particularly among lower‑income 
households — is expected to ease gradually.

Since the deterioration in the Iran situation, market 
pricing for BOJ policy has become more unsettled: 
haven flows and risk off positioning pushed down the 
two-year JGB yield — often the cleanest readthrough 
to policy expectations — signalling that near-term 
(March) hike odds have faded, while April remains the 
market’s base case amid ongoing yen dynamics and 
oil’s passthrough to inflation. BOJ officials have stressed 
they will monitor the conflict’s impact on energy prices, 
the yen, and financial conditions, and Governor Ueda’s 
recent caution reinforced the sense that policy timing will 
be data dependent rather than calendar driven.
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Market Outlook

Since the largescale U.S. strike on Iran on 28 February, 
Japanese equities have experienced a period of 
notable stress. Investors have understandably drawn 
comparisons with the early phase of Russia’s invasion of 
Ukraine in 2022, when a sharp rise in crude prices and 
a weakening yen weighed on risk assets. Against this 
backdrop, both the Nikkei 225 and TOPIX declined by 
roughly 10%, a magnitude that many technical analysts 
would characterise as a move into a correction phase. 

At the same time, President Trump’s comment on 
CBS that the conflict was “very complete, pretty much” 
helped prompt a rebound in U.S. equities on 9 March, 
accompanied by some easing in oil and a subsequent 
recovery in Japanese shares. We think the market will 
still require time to judge whether developments are 
moving towards a durable resolution consistent with 
those remarks, and as such we expect two-way volatility 
to persist in the near term.

Even so, we view the episode as cyclical rather than 
structural. For investors with horizons extending beyond 
the immediate weeks ahead — namely six to twelve 
months — the pullback appears more consistent with 
a valuation reset than with a break in fundamentals. 
According to the Institutional Brokers’ Estimate System 
(IBES) consensus, the 12 month forward P/E briefly 
moved into the 17× range at end February but declined to 
15.8× after the 9 March selloff, which in our view restores 
a more attractive risk reward profile, provided earnings 
expectations remain broadly intact. In this context, the 
market does not require aggressive macro assumptions 
to rerate; steady delivery on earnings and ROE should 
be sufficient to guide valuations back towards the ~17× 
area over the coming quarters if macro conditions remain 
supportive.

Importantly, the structural tailwinds that have underpinned 
our constructive stance remain in place. Prime Minister 
Takaichi’s historic general election victory provides policy 
continuity and strengthens the administration’s capacity 
to implement its agenda. While the full contours of a 
“responsible and proactive” fiscal framework have yet 
to be presented in detail, the broad intention—crowding 
in private sector capital expenditure to lift potential 
growth—remains directionally supportive for equities. At 
the same time, Japan continues to move away from the 
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deflationary mindset that persisted for three decades: 
firms are incrementally more willing to pass through 
cost increases, and this year’s shuntō is set to deliver 
wage gains exceeding 5% for a third consecutive year, 
improving nominal income dynamics and underpinning 
demand.

Corporate governance reform also continues to progress. 
The second meeting of the Expert Panel on revisions to 
the Corporate Governance Code was held at the end 
of February, with proposals aimed at streamlining the 
Code to ensure substantive improvements rather than 
procedural compliance. A core theme is the effective 
use of managerial resources, including the ongoing 
reassessment of excess cash. If even a modest portion 
of cash balances is redeployed into capex, R&D and 
human capital investment—and, where appropriate, 
buybacks—this should support a gradual uplift in Return 
on Equity (ROE), reinforcing the valuation case without 
requiring aggressive macro assumptions.

Balancing these considerations, we retain a constructive 
view over the medium term, recognising that the 
near‑term environment still warrants patience. Rather 
than advocating broad accumulation, we see potential 
opportunities to add selectively on weakness over a 
six‑ to twelve‑month horizon, particularly in areas where 
earnings visibility is comparatively stable.

While the geopolitical backdrop may continue to generate 
headline‑driven swings and BOJ policy expectations 
could stay fluid, the combination of a recent valuation 
reset, steady (rather than strong) earnings momentum, 
and gradual progress on governance reforms provides a 
basis for maintaining a conservative, selectively applied 
buy‑on‑weakness stance. We believe opportunities 
are likely to emerge over time, though appropriate risk 
management and a measured pace of allocation remain 
essential as uncertainties play out.
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Disclaimers

Asset Management One International Ltd. (“AMOI”) is authorised and regulated by the Financial Conduct Authority (“FCA”) in the UK.  AMOI is the UK subsidiary of 
Asset Management One Co., Ltd. in Japan (“AMO Tokyo”).  
AMO Tokyo is regulated by the Financial Services Agency in Japan and conducts its discretionary investment advisory business as a registered and licensed investment 
advisor under the Financial Instruments and Exchange Act of Japan.
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instrument, or investment, nor a solicitation or an offer of any service (the “Transaction”) and does not guarantee any realisation of the Transaction.
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and persons who are restricted in accordance with US, Japanese or other applicable securities laws, should not rely or act upon it. If you have any doubt about any of 
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The information and opinions expressed in this material are based on views of the investment team at AMO Tokyo, publicly available information, and information that 
AMOI has legally obtained and believes to be reliable, accurate, and complete. However, AMOI does not guarantee the reliability, accuracy or completeness of the 
information and opinions expressed in this material. 
Furthermore, the information and opinions contained in this material is only current as of the date this material was prepared and are subject to change without 
notice, and they may be affected by changes in the initial premises due to factors including, but not limited to, shifts in the market environment, and/or amendments 
in accounting, taxation and other applicable laws, rules and regulations. Any hypothetical illustrations, forecasts and estimates contained in this material are forward-
looking statements and are based upon various assumptions. Changes to assumptions may have a material impact on forward-looking statements. The assumptions 
presented herein are strictly hypothetical, and this material does not suggest or specify all possible risks relating to the Transaction.
AMOI assumes no duty to update any statement in this material.
The value of an investment portfolio and the income from it may fall as well as rise, and investors may not get back the amount originally invested.  Past performance 
is not a reliable indicator of future performance. 
The decision to use the information and opinions expressed in this material and/or whether to enter into the Transaction should be made based on the sole judgment of 
each individual receiver of this material. It is recommended that each individual receiver of this material should consult with their legal, investment, accounting, tax and 
other professional advisers in order to make an independent determination of the suitability, risks and consequences of the Transaction before such decision is made. 
Nothing in this material shall constitute an obligation on either the recipient of the material or AMOI to enter into the Transaction. 
The intellectual property and all other rights pertaining to the data published in this documentation including benchmark indices shall remain the property of the 
publisher and licensor.
Regardless of the purpose, any reproduction or circulation, in part or in whole, and/or use of this report in any shape or form without the prior written consent of AMOI 
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Net Zero Asset Managers Initiative

Asset Management One is one of the 30 founding members 
of the Net Zero Asset Managers Initiative. 
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