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Nikkei 225 and watershed level of 20,000 

 Nikkei 225 is likely to face sell-off before reaching 20,000 level after sharp rise in a short period, however, 

environment surrounding the Japanese equity market has significantly improved. 

 Possible upward earnings revision due to weaker yen compared to presumed exchange rates of Japanese 

corporations was one of the reasons behind stock price rise. 

 We expect Nikkei 225 to recover 20,000 level absorbing selling pressure, however, market needs to assess 

US president Donald Trump’s policies in order to rise even higher. 
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Nikkei 225 is likely to face sell-off before reaching 20,000 level after sharp rise in a short period, however, 

environment surrounding the Japanese equity market has significantly improved 

 

     Currently, Nikkei 225 is approaching the watershed level of 20,000 as USD/JPY rate recovered  JPY113 level 

due to temporal retreat of geopolitical risk surrounding North Korea and political risk in Europe. However, we 

believe that the market is likely to face short term selling for a while as Nikkei 225 had risen as much as 

JPY1,560 from 14th April to 8th May (14 working days) based on closing price. 

     Nikkei 225 Volatility Index declined to 15% level recently which was over 20% in the middle of April this 

year. This indicates that future uncertainty has subsided to some extent (Chart 1). Also, Short Sale Ratio of 

Japanese Equity declined to 35% level recently which used to stay above 40% level between March and April this 

year. This indicates that investors seeking to profit from stock price fall are taking a breather.  

“Chart 1: Nikkei 225 Volatility Index” “Chart 2 : Short Sale Ratio of Japanese Equity” 

(Note)    Data period is from 4th January 2017 to 8th May 2017.  

(Source) SMAM, based on Bloomberg L.P. data. 

(Note)    Data period is from 3rd January 2017 to 8th May 2017. 

(Source) SMAM, based on Bloomberg L.P. data. 
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Possible upward earnings revision due to weaker yen compared to presumed exchange rates of Japanese 

corporations was one of the reasons behind stock price rise 

 

     Japanese corporations are currently announcing financial result for the fiscal year 2017 ending this March. Its 

peak will be on 12th May 2017. Market continues to focus on new financial year’s i) earnings guidance and ii) 

presumed exchange rate by corporations. So far, earnings guidance seems to be rather conservative in general as 

expected. Meanwhile, presumed exchange rates of USD/JPY by Japanese corporations were mostly 105 or 

110 according to Nikkei newspaper (aggregation of 110 corporations which had announced their business results 

ending in March on and before 1st of May 2017).      

     We believe that recent Nikkei 225 hike was due to expectation for upward earning revision from the current 

conservative guidance as currently USD/JPY exchange rate is higher than these presumed level of 110 or 105. 

According to “Trading by type of investors” announced by Tokyo Stock Exchange, Foreign investors were 

buying Japanese stocks for 3 consecutive weeks till third week of April, and expected to have continued buying 

so far in May.  

   

We expect Nikkei 225 to recover 20,000 level absorbing selling pressure, however, market needs to assess 

US president Donald Trump’s policies in order to rise even higher 

 

     Based on SMAM’s Core Research Universe (221 Japanese listed companies excluding financials), recurring 

profit of financial year ending March 2018 is expected to rise +13% YoY (Exchange rate assumption: USD/JPY 

110, EUR/JPY 115). Expectation of double digit profit increase and relatively undervalued Japanese stock prices 

will likely underpin Japanese stock market for the time being. 

     We expect Nikkei 225 to recover 20,000 level absorbing selling pressure going forward. However, Japanese 

equity market may experience volatility from time to time, as risk stays in Europe, in North Korea and also in 

crude oil price. Therefore, timing of Nikkei 225 renewing its historical high of June 2015 (JPY20,952.71) will 

possibly be after June 2017 when outline of 2018 US Federal Budget and Tax Reform will be announced that can 

determine impact of US president Donald Trump’s policies to the Japanese corporations.   

* Please note that this report is a translation of Japanese report written on 9th May, 2017. 
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Disclaimer

Please read this disclaimer carefully.
This material is for non-Japanese institutional investors only.

The research and analysis included in this report, and those opinions or judgments as outcomes thereof, are

intended to introduce or demonstrate capabilities and expertise of Sumitomo Mitsui Asset Management

Company, Ltd. (hereinafter “SMAM ” ), or to provide information on investment strategies and opportunities.

Therefore this material is not intended to offer or solicit investments, provide investment advice or service, or to

be considered as disclosure documents under the Financial Instruments and Exchange Law of Japan.

The expected returns or risks in this report are calculated based upon historical data and/or estimated upon

the economic outlook at present, and should be construed no warrant of future returns and risks.

Past performance is not necessarily indicative of future results.

ŸThe simulated data or returns in this report besides the fund historical returns do not include/reflect any

investment management fees, transaction costs, or re-balancing costs, etc.

The investment products or strategies do not guarantee future results nor guarantee the principal of

investments. The investments may suffer losses and the results of investments, including such losses, belong to

the client.

The recipient of this report must make its own independent decisions regarding investments.

The opinions, outlooks and estimates in this report do not guarantee future trends or results. They constitute

SMAM’s judgment as of the date of this material and are subject to change without notice.

The awards included in this report are based on past achievements and do not guarantee future results.

The intellectual property and all rights of the benchmarks/indices belong to the publisher and the authorized

entities/individuals.

This material has been prepared by obtaining data from sources which are believed to be reliable but SMAM

can not and does not guarantee its completeness or accuracy.

All rights, titles and interests in this material and any content contained herein are the exclusive properties of

SMAM, except as otherwise stated. It is strictly prohibited from using this material for investments,

reproducing/copying this material without SMAM’s authorization, or from disclosing this material to a third party.
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