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Japan’s economic recovery since 
the coronavirus pandemic has 
been slower than other major 

markets; however, more positively, 
inflation has also been more subdued. 
This has allowed the Bank of Japan 
(BOJ) to maintain an ultra‑easy policy 
stance—amid a wave of global monetary 
tightening—in an effort to stimulate 
growth. The sustainability of Japan’s 
accommodative policy stance remains 
a key focus, but several factors suggest 
an encouraging near‑term outlook for 
the country. That said, while a weak 
currency is likely to help Japan’s large 
export sector in the near term, a slowing 
global economy could ultimately weigh 
on demand. 

Two Key Influences on the 
Near‑Term Outlook  

The two stories currently dominating 
headlines in Japan are the BOJ’s 
staunch monetary policy stance and the 
weakness of the Japanese currency, with 
the yen currently trading around 30‑year 
lows versus the U.S. dollar. With both 
expected to be major influences on the 
near‑term outlook in Japan, it is worth 
considering each in turn:

(i) Ultra‑Easy Policy Sets Japan Apart

Annual consumer price index inflation 
in Japan printed at 3.0% in September 
2022, above the Bank of Japan’s target 
2.0% level but significantly below the 
elevated levels recorded in the U.S. and 
Europe. The modest level of inflation, 
compared with the sharp increases 
seen in other major economies, 
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has enabled the BOJ to keep interest 
rates at ultralow levels, in stark 
contrast to the aggressive rate hikes 
implemented in the U.S. and Europe. 

Closer inspection of Japanese inflation 
data highlights that it is predominantly 
being driven by food and energy prices, 
making up 4.6% and 16.9% of overall 
price increases, respectively. However, 
these tend to be more volatile inflation 
influences and can roll over quite quickly. 
As such, a clearer picture of Japanese 
inflation should emerge with the arrival of 
more durable annual wage inflation data. 
This will begin to come through in April 
2023, after the end of the Japanese fiscal 
year. This is when Japanese companies 
typically begin wage negotiations with 
employees and union groups. Our view 
is that we could see upward pressure on 
Japanese wages and that this key data 
point could ultimately prompt the BOJ to 
pivot away from its easy monetary policy 
stance from around late in the first quarter 
of 2023. 

(ii) Yen Weakness

The other major story in Japan, and 
globally, during 2022 has been the 
precipitous decline in the currency. 
The BOJ’s steadfast commitment to 
maintaining interest rates at near zero 
while other major central banks hike 
interest rates has created a widening 
differential between Japanese yields 
and the yields of developed market 
peers. This has seen the yen weaken 
to its lowest level in more than 30 years, 
relative to the strong U.S. dollar. Indeed, 
even significant government intervention 
measures in recent months, aimed at 
shoring up Japan’s currency, have yet to 
bring about a sustainable improvement.

Looking ahead, however, we can take 
some potential encouragement from 
history as the last time the yen was at 
such weak levels, back in 1998, the 
currency rallied sharply, gaining 22% 
against the U.S. dollar in less than 
three months, with roughly a third of 
the rally occurring over just two days 
(October 6–7). 

Suffice it to say that, should the BOJ 
turn more hawkish and begin to pivot 
away from its current easy policy stance—
which we believe might happen around 
the end of the first quarter in 2023—then 
we could realistically see the currency 
also rally sharply in a short space of 
time, especially if the U.S. Federal 
Reserve were to soften its aggressive 
policy stance. While a weak yen has 
been very supportive for Japan’s 
competitiveness and a boon for its many 
exporters, a stronger currency would be 
far more supportive, in relative strategy 
performance terms, of the kind of quality, 
domestically oriented, businesses that 
we tend to favor.

Many Factors Point to an 
Encouraging Market Outlook

A Robust and Improving 
Corporate Sector: The focus on 

the coronavirus pandemic, divergent 
policy, and the precipitous fall in the yen 
have overshadowed a sustained and 
very encouraging improvement in 
corporate governance in Japan. This has 
been a long and successful story in 
Japan and one that we believe is still not 
fully appreciated by foreign investors.

Despite the current uncertainty in the 
global economy, Japan’s corporates 
continue to buy back stock and return 
capital to shareholders at record levels. 
This is a very encouraging indication 
of the health of Japan’s corporate 
sector and the ongoing improvement in 
corporate governance at the company 
level in Japan. We believe the relentless 
pressure by management teams to 
be more shareholder focused creates 
considerable opportunity for long‑term 
investors (Figure 1).

Meanwhile, Japan’s recent earnings 
season was strong and encouraging. 
The weak yen, which has fallen to 
30‑year lows versus the U.S. dollar, has 
provided a particularly strong tailwind 
for Japan’s exporters, which represent 
a significant weight in the TOPIX.



3

Cheap Market Valuation: The 
Japan equity market is currently 

trading on 12.3x forward price/earnings 
(P/E) (as of October 31, 2022) versus a 
long‑term average of 14.0x forward P/E 
(Figure 2). Certainly, this below‑average 
market valuation is pricing in the impact 
of a global economic slowdown. 
However, we believe that if the world’s 
central banks can orchestrate a “soft 
landing” for the global economy, then 
the Japan market, perhaps more than 
any other major market peer, has the 
potential to rerate significantly higher 

from current undervalued levels. Japan’s 
reopening of the domestic economy, 
and gradual reopening of its borders, 
will also be supportive for earnings of 
more domestically focused businesses, 
in our view.  

Political Stability: Japan is 
arguably among the most 

politically stable countries in the world. In 
July 2022, Prime Minister Fumio Kishida, 
and the Liberal Democratic Party (LDP) 
won the Upper House election to 
consolidate their power after winning the 
Lower House election in October 2021. 

Changing Capital Allocation Could Be a Powerful Driver of 
Stock Prices
(Fig. 1) Annual Japanese company share buyback announcements
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Japanese Equities Appear “Cheap” Despite Robust Earnings
(Fig. 2) Long‑term TOPIX earnings and price/earnings ratio
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In the near term, the 
low relative level of 
inflation in Japan 
should continue to 
support economic 
growth by providing 
a buffer against the 
policy tightening 
impacts that other 
developed markets 
will experience.

The LDP now has overwhelming support 
to push through much of their reform 
agenda and other policy proposals 
without concern for more than three 
years until the next election. This should 
allow them to push through economically 
pragmatic, but politically contentious, 
policies such as lifting COVID restrictions 
and opening Japanese borders and 
reembracing nuclear power.

Reducing Energy Dependency: 
As a net energy importer, Japan is 

negatively impacted by surging energy 
prices. As such, the government has 
made reducing Japan’s energy 
dependency a primary policy objective. 
Significantly, in August 2022, the 
Kishida government announced plans to 
order the development and construction 
of “next generation” nuclear power 
plants. This marks a significant shift after 
the Fukushima disaster in 2011 but is 

central to both reducing Japan’s 
longer‑term energy dependency and 
meeting Japan’s net zero carbon 
emissions target by 2050. In the 
meantime, the government also plans to 
restart up to 17 nuclear power plants 
beginning in the summer of 2023. 

In the near term, the low relative level 
of inflation in Japan should continue to 
support economic growth by providing 
a buffer against the policy tightening 
impacts that other developed markets 
will experience. Along with the BOJ’s 
ultra‑easy policy, company valuations 
are cheap, and Japan’s borders 
and economy are fully open again 
post‑pandemic, with a lot of pent‑up 
demand to work through. Accordingly, 
we believe that the outlook for Japan in 
2023, while still finely balanced, appears 
broadly encouraging the further we 
progress through the coming year.



5

Important Information
This material is being furnished for general informational and/or marketing purposes only. The material does not constitute or undertake to give advice of any nature, 
including fiduciary investment advice, nor is it intended to serve as the primary basis for an investment decision. Prospective investors are recommended to seek independent 
legal, financial and tax advice before making any investment decision. T. Rowe Price group of companies including T. Rowe Price Associates, Inc. and/or its affiliates receive 
revenue from T. Rowe Price investment products and services. Past performance is not a reliable indicator of future performance. The value of an investment and any income 
from it can go down as well as up. Investors may get back less than the amount invested.
The material does not constitute a distribution, an offer, an invitation, a personal or general recommendation or solicitation to sell or buy any securities in any jurisdiction or to 
conduct any particular investment activity. The material has not been reviewed by any regulatory authority in any jurisdiction.
Information and opinions presented have been obtained or derived from sources believed to be reliable and current; however, we cannot guarantee the sources’ accuracy 
or completeness. There is no guarantee that any forecasts made will come to pass. The views contained herein are as of the date written and are subject to change without 
notice; these views may differ from those of other T. Rowe Price group companies and/or associates. Under no circumstances should the material, in whole or in part, be 
copied or redistributed without consent from T. Rowe Price.
The material is not intended for use by persons in jurisdictions which prohibit or restrict the distribution of the material and in certain countries the material is provided upon 
specific request. It is not intended for distribution to retail investors in any jurisdiction.
Australia—Issued by T. Rowe Price Australia Limited (ABN: 13 620 668 895 and AFSL: 503741), Level 50, Governor Phillip Tower, 1 Farrer Place, Suite 50B, Sydney, NSW 
2000, Australia. For Wholesale Clients only.
Brunei—This material can only be delivered to certain specific institutional investors for informational purpose only. Any strategy and/or any products associated with the 
strategy discussed herein has not been authorised for distribution in Brunei. No distribution of this material to any member of the public in Brunei is permitted.
Canada—Issued in Canada by T. Rowe Price (Canada), Inc. T. Rowe Price (Canada), Inc.’s investment management services are only available to Accredited Investors as 
defined under National Instrument 45‑106. T. Rowe Price (Canada), Inc. enters into written delegation agreements with affiliates to provide investment management services.
DIFC—Issued in the Dubai International Financial Centre by T. Rowe Price International Ltd which is regulated by the Dubai Financial Services Authority as a Representative 
Office. For Professional Clients only.
EEA—Unless indicated otherwise this material is issued and approved by T. Rowe Price (Luxembourg) Management S.à r.l. 35 Boulevard du Prince Henri L‑1724 Luxembourg 
which is authorised and regulated by the Luxembourg Commission de Surveillance du Secteur Financier. For Professional Clients only.
Hong Kong—Issued in Hong Kong by T. Rowe Price Hong Kong Limited, 6/F, Chater House, 8 Connaught Road Central, Hong Kong. T. Rowe Price Hong Kong Limited is 
licensed and regulated by the Securities & Futures Commission. For Professional Investors only.
Indonesia—This material is intended to be used only by the designated recipient to whom T. Rowe Price delivered; it is for institutional use only. Under no circumstances 
should the material, in whole or in part, be copied, redistributed or shared, in any medium, without prior written consent from T. Rowe Price. No distribution of this material to 
members of the public in any jurisdiction is permitted.
Korea—This material is intended only to Qualified Professional Investors. Not for further distribution.
Mainland China—This material is provided to qualified investors only. No invitation to offer, or offer for, or sale of, the shares will be made in the mainland of the People’s Republic 
of China (“Mainland China”, not including the Hong Kong or Macau Special Administrative Regions or Taiwan) or by any means that would be deemed public under the laws of 
the Mainland China. The information relating to the strategy contained in this material has not been submitted to or approved by the China Securities Regulatory Commission 
or any other relevant governmental authority in the Mainland China. The strategy and/or any product associated with the strategy may only be offered or sold to investors in the 
Mainland China that are expressly authorized under the laws and regulations of the Mainland China to buy and sell securities denominated in a currency other than the Renminbi 
(or RMB), which is the official currency of the Mainland China. Potential investors who are resident in the Mainland China are responsible for obtaining the required approvals 
from all relevant government authorities in the Mainland China, including, but not limited to, the State Administration of Foreign Exchange, before purchasing the shares. This 
document further does not constitute any securities or investment advice to citizens of the Mainland China, or nationals with permanent residence in the Mainland China, or to any 
corporation, partnership, or other entity incorporated or established in the Mainland China. 
Malaysia—This material can only be delivered to specific institutional investor. This material is solely for institutional use and for informational purposes only. This material does 
not provide investment advice or an offering to make, or an inducement or attempted inducement of any person to enter into or to offer to enter into, an agreement for or with 
a view to acquiring, disposing of, subscribing for or underwriting securities. Nothing in this material shall be considered a making available of, solicitation to buy, an offering 
for subscription or purchase or an invitation to subscribe for or purchase any securities, or any other product or service, to any person in any jurisdiction where such offer, 
solicitation, purchase or sale would be unlawful under the laws of Malaysia.
New Zealand—Issued by T. Rowe Price Australia Limited (ABN: 13 620 668 895 and AFSL: 503741), Level 50, Governor Phillip Tower, 1 Farrer Place, Suite 50B, Sydney, 
NSW 2000, Australia. No Interests are offered to the public. Accordingly, the Interests may not, directly or indirectly, be offered, sold or delivered in New Zealand, nor may any 
offering document or advertisement in relation to any offer of the Interests be distributed in New Zealand, other than in circumstances where there is no contravention of the 
Financial Markets Conduct Act 2013.
Philippines—ANY STRATEGY AND/ OR ANY SECURITIES ASSOCIATED WITH THE STRATEGY BEING DISCUSSED HEREIN HAVE NOT BEEN REGISTERED WITH 
THE SECURITIES AND EXCHANGE COMMISSION UNDER THE SECURITIES REGULATION CODE. ANY FUTURE OFFER OR SALE OF THE STRATEGY AND/ OR ANY 
SECURITIES IS SUBJECT TO REGISTRATION REQUIREMENTS UNDER THE CODE, UNLESS SUCH OFFER OR SALE QUALIFIES AS AN EXEMPT TRANSACTION.
Singapore—Issued by T. Rowe Price Singapore Private Ltd. (UEN: 201021137E), 501 Orchard Rd, #10‑02 Wheelock Place, Singapore 238880. T. Rowe Price Singapore 
Private Ltd. is licensed and regulated by the Monetary Authority of Singapore. For Institutional and Accredited Investors only.
South Africa—Issued in South Africa by T. Rowe Price International Ltd (TRPIL), 60 Queen Victoria Street, London, EC4N 4TZ, is an authorised financial services provider under 
the Financial Advisory and Intermediary Services Act, 2002 (Financial Services Provider (FSP) Licence Number 31935), authorised to provide “intermediary services” to South 
African Investors. TRPIL’s Complaint Handling Procedures are available to clients upon request. The Financial Advisory and Intermediary Services Act Ombud in South Africa 
deals with complaints from clients against FSPs in relation to the specific services rendered by FSPs. The contact details are noted below: Telephone: +27 12 762 5000, Web: 
www.faisombud.co.za, Email: info@faisombud.co.za
Switzerland—Issued in Switzerland by T. Rowe Price (Switzerland) GmbH, Talstrasse 65, 6th Floor, 8001 Zurich, Switzerland. For Qualified Investors only.
Taiwan—This does not provide investment advice or recommendations. Nothing in this material shall be considered a solicitation to buy, or an offer to sell, a security, or any 
other product or service, to any person in the Republic of China.
Thailand—This material has not been and will not be filed with or approved by the Securities Exchange Commission of Thailand or any other regulatory authority in Thailand. 
The material is provided solely to “institutional investors” as defined under relevant Thai laws and regulations. No distribution of this material to any member of the public in 
Thailand is permitted. Nothing in this material shall be considered a provision of service, or a solicitation to buy, or an offer to sell, a security, or any other product or service, to 
any person where such provision, offer, solicitation, purchase or sale would be unlawful under relevant Thai laws and regulations.
UK—This material is issued and approved by T. Rowe Price International Ltd, 60 Queen Victoria Street, London, EC4N 4TZ which is authorised and regulated by the UK 
Financial Conduct Authority. For Professional Clients only.
USA—Issued in the USA by T. Rowe Price Associates, Inc., 100 East Pratt Street, Baltimore, MD, 21202, which is regulated by the U.S. Securities and Exchange Commission. 
For Institutional Investors only.
© 2022 T. Rowe Price. All Rights Reserved. T. ROWE PRICE, INVEST WITH CONFIDENCE, and the Bighorn Sheep design are, collectively and/or apart, trademarks of 
T. Rowe Price Group, Inc.

ID0005524 (11/2022)
202211‑2596282

T. Rowe Price focuses on delivering investment management 
excellence that investors can rely on—now and over the long term. 


