
 

For sophisticated investors only 

 

We explain why the US midterm elections results may only have a limited impact on Japanese equities 
and the economy; we also analyse what the BOJ’s view that underlying inflation is now consistent with 
its 2% price stability target means for equities. 
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US midterms not expected to signal a fundamental shift for Japanese equities 
The global markets watched the US midterm elections closely and Japan was no exception. Despite the hype, the elections’ 
longer-term impact on Japan’s economy and equities may be limited. Many of the Trump administration’s trade and tariff 
measures related to Japan have been conducted through executive authority rather than via Congress. As a result, the 
Republicans losing the congressional majority may not alter the general direction of US trade policy. 

The same applies to fiscal and monetary policy. Political division in Washington could discourage major fiscal initiatives, 
while the president could opt to veto changes initiated by Congress. The elections, therefore, may not result in fiscal 
expansion large enough to strongly impact US long-term yields. Similarly, Federal Reserve (Fed) policy is not expected to 
change significantly after the midterms. Fed Chair Kevin Warsh has seemingly held his ground on policy direction so far 
and he may not be swayed easily by Democratic policy initiatives. The relatively muted response by dollar/yen following the 
elections would appear consistent with such a view. 

A more immediate concern for Japanese equities is AI and semiconductor-related regulation. Expectations that Democratic 
policymakers could favour tighter restrictions on data-centre development or AI applications contributed to some initial 
volatility in Japanese technology stocks. However, any restrictions the Democrats may try to enact can be viewed as another 
potential constraint, alongside current shortages in electricity and of cables, cooling systems and other materials needed 
to build data centres, rather than a threat to the underlying AI growth story. 

While restrictions and political changes in Washington may have some impact, the growth narrative driven by AI agents 
and physical AI is expected to remain intact. Restrictions in individual US states may slow data-centre construction, but in 
the long run, investment could move to other states more receptive to development. The more important challenges facing 
AI-related companies remain intensifying competition, capacity constraints and rising debt levels. Short-term political 
uncertainty may amplify those concerns. However, once it becomes clear that innovations such as AI agents and physical 
AI can translate into sustainable profits, political developments will have less of an impact. Overall, the midterms may create 
political noise and bouts of market volatility, but they are unlikely to fundamentally alter Japan’s economic outlook.  

 

The 2% target and the question of whether Japan has overcome deflation 
The Bank of Japan (BOJ)’s recent assessment that underlying inflation is now broadly consistent with its 2% price stability 
target represented an important milestone. From the BOJ’s perspective, we can say that its price objective has effectively 
been achieved. In our view, however, that should not be understood as a declaration by the central bank that deflation has 
been overcome.  
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This is because Japan will only leave deflation behind if consumers begin to spend more. Much of the country’s recent 
inflation has been driven by higher food, utility, gasoline and imported-goods prices rather than robust consumer spending. 
Although wage growth has recently begun to exceed inflation, households have yet to fully experience improvements in 
purchasing power to change their spending behaviour. 

A genuine exit from deflation would therefore require the virtuous cycle of rising wages and inflation to become further 
entrenched. Persistent labour shortages should encourage companies to invest in machinery and productivity 
improvements, allowing wages to rise faster than prices. Higher real incomes would then need to translate into stronger 
consumption, whether through greater spending on travel and dining or major purchases such as housing. Only when 
households begin to feel that their living standards are improving would a declaration of victory over deflation become 
convincing. 

For equities, the next issue is the appropriate pace of monetary normalisation. Lower interest rates are not necessarily 
better for stocks. If the BOJ tightens too slowly and allows inflation run rampant, it could hurt its credibility and that would 
be damaging for the overall market. Conversely, tightening that is too aggressive could constrain economic activity. The 
most constructive scenario is therefore a gradual normalisation in line with sustainable inflation. 

The Japanese equity market is currently being led by AI- and semiconductor-related companies. These companies are 
relatively unaffected by higher interest rates, because their profits are driven by strong earnings growth and investment. 
Meanwhile, higher interest rates could improve earnings opportunities for banks and other financial institutions, providing 
another source of support for the broader market. 

If inflation stabilises sustainably at around 2%, investors may eventually have to become comfortable with a terminal policy 
rate above 2%. The policy rate is currently at 1.25% and such normalisation still has some distance to go. And it may take 
a while before the government makes a formal declaration that deflation has ended. The government has its own agenda. 
It is about to cut the consumption tax rate on food and beverages and a likely scenario is for the government to declare 
victory over deflation when its initiative results in stronger consumer spending.  

Japanese stocks fall in October amid concerns over inflation and AI 
The Japanese equity market ended October lower, with the TOPIX Total Return Gross Index falling 3.48% on-month and 
the Nikkei Stock Average (Nikkei 225) Total Return down 5.18% (both in JPY terms). While the market was supported by 
a decline in companies’ overall inflation expectations in the BOJ’s Tankan survey compared with the previous survey, which 
reduced expectations for an early additional rate hike by the central bank, as well as investors flocking to defensive stocks 
such as pharmaceuticals during periods of yen appreciation, these positive factors were outweighed by renewed inflation 
concerns amid higher crude oil prices resulting from escalating tensions in the Middle East. Investor sentiment was also 
dampened by growing uncertainty over the sustainability of AI investment following credit concerns surrounding an 
emerging US AI-related company. 

Of the 33 Tokyo Stock Exchange sectors, 17 sectors rose, with Services, Mining, and Pharmaceuticals posting the strongest 
gains. In contrast, 16 sectors declined, including Nonferrous Metals, Machinery, and Banks. 

Exhibit 1: Major indices 

Index 
Mth-end 1-mth 3-mth 6-mth 

Nikkei 225 66,753.72 0.7% -4.7% 30.7% 
JGB Yield 3.065 +0.108 +0.382 +0.711 
JPY/USD 157.03 -1.7% -3.3% -1.7% 
JPY/EUR 178.39 -3.7% -3.6% -2.5% 
MSCI World 4,902.65 -1.3% 1.6% 15.1% 
Valuation Mth-end 1-mth 3-mth 6-mth 
TOPIX 4,108.65 -1.1% 2.9% 17.5% 
Div. Yield (e) 2.1% 2.2% 2.4% 2.2% 
Price/Earn (e) 17.2 18.2 16.6 18.7 
Price/Book 1.7 1.7 1.6 1.6 

 Source: Bloomberg, 30 October 2026   

Exhibit 2: Valuation and indicators 

Indicator 
Mth-
end 

3-mth 6-mth 1-yr 5-yr 

TOPIX      
Div. Yield (e) 2.1% 2.2% 2.4% 2.2% 2.2% 
Price/Earn (e) 17.2 18.2 16.6 18.7 15.6 

Price/Book 1.7 1.7 1.6 1.6 1.3 
Daily Turnover 155 190 197 166 95 
Market Cap.  1,368 1,333 1,260 1,142 742 

MSCI World      
Div. Yield (e) 1.6% 1.6% 1.8% 1.6% 1.8% 
Price/Earn (e) 19.5 20.3 18.7 22.6 20.1 

Price/Book 3.8 3.8 3.4 3.8 3.2 
Source: Bloomberg,  30 October 2026 
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Important information: This document is prepared by Amova Asset Management Co., Ltd. and/or its affiliates （hereinafter referred to as” the 
Group"） and is for distribution only under such circumstances as may be permitted by applicable laws. This document does not constitute 
personal investment advice or a personal recommendation and it does not consider in any way the objectives, financial situation or needs of any 
recipients. All recipients are recommended to consult with their independent tax, financial and legal advisers prior to any investment.  
 
This document is for information purposes only and is not intended to be an offer, or a solicitation of an offer, to buy or sell any investments or 
participate in any trading strategy. Moreover, the information in this document will not affect the Group’s investment strategy in any way. The 
information and opinions in this document have been derived from or reached from sources believed in good faith to be reliable but have not 
been independently verified. The Group makes no guarantee, representation or warranty, express or implied, and accepts no responsibility or 
liability for the accuracy or completeness of this document. No reliance should be placed on any assumptions, forecasts, projections, estimates 
or prospects contained within this document. This document should not be regarded by recipients as a substitute for the exercise of their own 
judgment. Opinions stated in this document may change without notice.  
 
In any investment, past performance is neither an indication nor guarantee of future performance and a loss of capital may occur. Estimates of 
future performance are based on assumptions that may not be realised. Investors should be able to withstand the loss of any principal investment. 
The mention of individual securities, sectors, regions or countries within this document does not imply a recommendation to buy or sell.  
 
The Group accepts no liability whatsoever for any loss or damage of any kind arising out of the use of all or any part of this document, provided 
that nothing herein excludes or restricts any liability of the Group under applicable regulatory rules or requirements.  
 
All information contained in this document is solely for the attention and use of the intended recipients. Any use beyond that intended by the 
Group is strictly prohibited.  
 
Japan: The information contained in this document pertaining specifically to the investment products is not directed at persons in Japan nor is it 
intended for distribution to persons in Japan. Registration Number: Director of the Kanto Local Finance Bureau (Financial Instruments firms) No. 
368 Member Associations: the Investment Management Association of Japan, Type II Financial Instruments Firms Association. 
 
United Kingdom:  This document is communicated by Amova Asset Management UK Limited, which is authorised and regulated in the United 
Kingdom by the Financial Conduct Authority (the FCA) (FRN 122084). This document constitutes a financial promotion for the purposes of the 
Financial Services and Markets Act 2000 (as amended) (FSMA) and the rules of the FCA in the United Kingdom, and is directed at professional 
clients as defined in the FCA Handbook of Rules and Guidance. 
 
Ireland: This document is communicated by Amova Asset Management Ireland Limited, which is authorised under the European Union (Markets 
in Financial Instruments) Regulations 2017 (S.I. 375 of 2017) (as amended) and regulated in Ireland by the Central Bank of Ireland (C565118) 
and includes branches in Germany and the Netherlands. This document is for information purposes only and does not constitute an offer, 
invitation, or solicitation to invest in any fund or investment product, or recommendation to sell any financial instrument, nor does it constitute 
investment advice. This document is not intended for distribution to, or use by, any person in any jurisdiction where such distribution would be 
contrary to local law or regulation and is directed at professional investors only.  
 
United States:  This document may not be duplicated, quoted, discussed or otherwise shared without prior consent. An offering of any 
investments, securities or investment advisory services with respect to securities may only be made by receipt of relevant and complete offering 
documentation and agreements, as applicable. Any offering or distribution of a Fund in the United States may only be conducted via a licensed 
and registered broker-dealer or a duly qualified entity. Amova Asset Management Americas, Inc. is a United States Registered Investment 
Adviser. 
 
Singapore:  This document is for information to institutional investors, accredited investors as defined in the Securities and Futures Act 2001, 
and intermediaries only. Amova Asset Management Asia Limited (Co. Reg. No. 198202562H) is regulated by the Monetary Authority of 
Singapore. 
 
Hong Kong:  This document is for information to professional investors as defined in the Securities and Futures Ordinance, and intermediaries 
only. The contents of this document have not been reviewed by the Securities and Futures Commission or any regulatory authority in Hong Kong.  
Amova Asset Management Hong Kong Limited is a licensed corporation in Hong Kong. 
 
New Zealand:  This document is issued in New Zealand by Amova Asset Management New Zealand Limited (Company No. 606057, FSP22562). 
It is for the use of wholesale clients, researchers, licensed financial advisers and their authorised representatives only. 
 
Malaysia:  This document is issued by AHAM Asset Management Berhad (Registration No. 199701014290 (429786-T)), a company licensed by 
the Securities Commission Malaysia under the Capital Markets and Services Act 2007 to carry on fund management in relation to portfolio 
management, dealing in securities restricted to unit trusts, and dealing in private retirement schemes. This document has not been reviewed by 
the Securities Commission Malaysia. 
 
Kingdom of Bahrain: The document has not been approved by the Central Bank of Bahrain which takes no responsibility for its contents. No 
offer to the public to purchase the Strategy will be made in the Kingdom of Bahrain and this document is intended to be read by the addressee 
only and must not be passed to, issued to, or shown to the public generally.  
 
Kuwait: This document is not for general circulation to the public in Kuwait. The Strategy has not been licensed for offering in Kuwait by the 
Kuwaiti Capital Markets Authority or any other relevant Kuwaiti government agency. The offering of the Strategy in Kuwait on the basis a private 
placement or public offering is, therefore, restricted in accordance with Decree Law No. 7 of 2010 and the bylaws thereto (as amended). No 
private or public offering of the Strategy is being made in Kuwait, and no agreement relating to the sale of the Strategy will be concluded in 
Kuwait. No marketing or solicitation or inducement activities are being used to offer or market the Strategy in Kuwait.  
 
Kingdom of Saudi Arabia: This document is communicated by Amova Asset Management UK Limited, which is authorised and regulated by 
the Financial Services and Markets Act 2000 (as amended) (FSMA) and the rules of the Financial Conduct Authority (the FCA) in the United 
Kingdom (the FCA Rules). This document should not be reproduced, redistributed, or sent directly or indirectly to any other party or published in 
full or in part for any purpose whatsoever without a prior written permission from Amova Asset Management UK Limited. 
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This document does not constitute investment advice or a personal recommendation and does not consider in any way the suitability or 
appropriateness of the subject matter for the individual circumstances of any recipient. In providing a person with this document, Amova Asset 
Management UK Limited is not treating that person as a client for the purposes of the FCA Rules other than those relating to financial promotion 
and that person will not therefore benefit from any protections that would be available to such clients.  
 
Amova Asset Management UK Limited and its associates and/or its or their officers, directors or employees may have or have had positions or 
material interests, may at any time make purchases and/or sales as principal or agent, may provide or have provided corporate finance services 
to issuers or may provide or have provided significant advice or investment services in any investments referred to in this document or in related 
investments. Relevant confidential information, if any, known within any company in the group or Sumitomo Mitsui Trust group and not available 
to Amova Asset Management UK Limited because of regulations or internal procedure is not reflected in this document. The investments 
mentioned in this document may not be eligible for sale in some states or countries, and they may not be suitable for all types of investors.  
 
Oman: The information contained in this document nether constitutes a public offer of securities in the Sultanate of Oman as contemplated by 
the Commercial companies law of Oman (Royal decree 4/74) or the Capital Markets Law of Oman (Royal Decree80/98, nor does it constitute an 
offer to sell, or the solicitation of any offer to buy non-Omani securities in the Sultanate of Oman as contemplated by Article 139 of the Executive 
Regulations to the Capital Market law (issued by Decision No. 1/2009). This document is not intended to lead to the conclusion of any contract 
of whatsoever nature within the territory of the Sultanate of Oman.  
 
Qatar (excluding QFC): The Strategies are only being offered to a limited number of investors who are willing and able to conduct an independent 
investigation of the risks involved in an investment in such Strategies. The document does not constitute an offer to the public and should not be 
reproduced, redistributed, or sent directly or indirectly to any other party or published in full or in part for any purpose whatsoever without a prior 
written permission from Amova Asset Management UK Limited. No transaction will be concluded in your jurisdiction and any inquiries regarding 
the Strategies should be made to Amova Asset Management UK Limited.  
 
United Arab Emirates (excluding DIFC):  This document and the information contained herein, do not constitute, and is not intended to 
constitute, a public offer of securities in the United Arab Emirates and accordingly should not be construed as such. The Strategy is only being 
offered to a limited number of investors in the UAE who are (a) willing and able to conduct an independent investigation of the risks involved in 
an investment in such Strategy, and (b) upon their specific request.  
 
The Strategy has not been approved by or licensed or registered with the UAE Central Bank, the Securities and Commodities Authority or any 
other relevant licensing authorities or governmental agencies in the UAE. This document is for the use of the named addressee only and should 
not be given or shown to any other person (other than employees, agents or consultants in connection with the addressee's consideration thereof).  
 
No transaction will be concluded in the UAE and any inquiries regarding the Strategy should be made to Amova Asset Management UK Limited. 
 
Republic of Korea: This document is being provided for general information purposes only, and shall not, and under no circumstances is, to be 
construed as, an offering of financial investment products or services.  The Company is not making any representation with respect to the eligibility 
of any person to acquire any financial investment product or service.  The offering and sale of any financial investment product is subject to the 
applicable regulations of the Republic of Korea. Any interests in a fund or collective investment scheme shall be sold after such fund is registered 
under the private placement registration regime in accordance with the applicable regulations of the Republic of Korea, and the offering of such 
registered fund shall be conducted only through a locally licensed distributor. 
 
Canada: The information provided herein does not constitute any form of financial opinion or investment advice on the part of the Company and 
it should not be relied on as such. It does not constitute a prospectus, offering memorandum or private placement memorandum in Canada, and 
may not be used in making any investment decision. It should not be considered a solicitation to buy or an offer to sell a security in Canada. This 
information is provided for informational and educational use only. 
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