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Japan’s increasing importance

Both China and the West are courting Japan because it controls critical technologies and essential components, including
the raw materials used for producing such, especially for “Green Technology” and semiconductors. Besides producing
advanced semiconductors, it also dominates several of the highest value-added portions of the semiconductor production
equipment process. Meanwhile, according to the National Institute for Environmental Studies in Japan, in 2018 Japan filed
roughly 15,000 international patents related to decarbonisation,1.7 times the amount of second-ranked US. In fact, Japan
has taken the top place for 10 straight years since 2009. Furthermore, Japan has also filed the most international patents
related to hydrogen energy since 2001. One should also note its leadership in the crucial upcoming field of power
semiconductors—an energy efficient technology will see its demand soar.
The US is also supporting Japan militarily more than ever due to China’s increased military activity. Related to this, the US
and Japan have begun and will increase further their inter-reliance in critical supply chain areas, while also cooperating on
increasing export control mechanisms for such.
Thus, protectionism and pressure for currency appreciation on Japan from the US will likely be absent. Meanwhile, besides
various symbolic threats, China will likely refrain from aggressively antagonising Japan or its companies except in the case
of urgent crucial self-interest.

Dispelling negative notions about Japan

Japan’s population has long been decreasing, but challenging demographics can be overcome. Indeed, countries with
high productivity and increasing labour force participation can overcome demographics. Chart 1 shows Japan’s nearly
two-decade inverse correlation between its workforce and corporate profits. Major improvements in corporate
governance have clearly assisted profits too. We have little doubt that Japan can continue to counteract demographics in
these ways, with corporate profits continuing their strong upward trend, and thus rewarding shareholders.
Chart 1: Debunking the demographics worry

Source: OECD, Japan MOF (through 2020, as of April 2021)
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Low GDP growth/”no-flation” can be overcome

Demographics are often a factor in slow economic growth, and investors often bemoan Japan’s case, but this should not
be a major concern. Indeed, similar to Chart 1, there has been a 20-year bull market in profit margins (interrupted by global
crises), due to improved technology, corporate governance and global, especially Asian, economic growth. Net profit
margin growth has been even higher due to corporate tax cuts, and EPS growth has been heightened ever further due to
hefty buybacks.
Chart 2: Profits margin’s long-term surge despite low domestic GDP growth

Source: Japan MOF, Economic and Social Research Institute (through 2020, as of April 2021)

Dispelling other negative notions on Japan:


Countries with high debt to GDP ratios are doomed:
While certainly a negative issue, Japan proves that one can miss a decade of excellent returns while worrying
about this.



BOJ ETFs are an overhang:
Another case that one can miss years of excellent returns while worrying about this. BOJ purchases have dwindled
this year and in a recent proprietary survey, the vast majority of strategists forecast the BOJ will not sell its holdings
in any way that negatively impacts the market (unless it becomes a bubble).



Japan does not care about shareholders:
By all measures, Japan’s aggregate dividends and buybacks have surged.



Foreign investors control equity returns:
While this used to be basically true, the last two major rallies (mid 2016 to early 2018 and the bounce from the
pandemic nadir) have occurred despite negligible foreign buying. Indeed, Japan is developing a solid domestic
equity culture based on its market now having achieved a 10-year upward trend, along with other developed
markets, with sparse investment alternatives. Meanwhile, for most investors in Japan, especially younger ones, the
historical tribulations related to the 1980s bubble are meaningless.
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Conclusion
As shown above, Japan’s stock market does not deserve many of the ages-old worries and criticisms. Indeed, while not
every company or circumstance is perfect, its performance, though lower than that of the US, has steadily outperformed, in
constant currency terms, its other main global market rival, Europe, since late 2012 when Shinzo Abe was elected to lead
the LDP. This is the era that is truly relevant as history for investors. Indeed, Japan virtually matched MSCI World Index’s
performance, in constant currency terms, since that time through mid-2018, but it has stumbled in terms of relative
performance since then; although it is notable that the market is not far from its recent historical high (ignoring the nearlyirrelevant bubble period).
With Japan’s current situation being somewhat dulled by economic restrictions related to hosting a safe Olympics, the
stock market has recently flattened, but earnings estimates continue to ratchet higher, and, thus, PE valuations are
attractive. The odds are quite high that during and after the Olympics, the domestic economy will rebound sharply, which,
although already somewhat expected by the market, should be a buying catalyst for many wary investors. For many
domestic investors in particular, having missed the long-term equity rally, both in terms of capital gains and steady
dividend income, would have been painful; given current conditions and the future outlook, attitudes will likely become
much more pro-active and cause the domestic equity culture to increasingly thrive. Thus, even if foreigners somehow
neglect Japan’s stock market, it will likely continue to rise in the intermediate and long term.
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Important Information
This document is prepared by Nikko Asset Management Co., Ltd. and/or its affiliates (Nikko AM) 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 Nikko AM’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. Nikko AM 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.
Nikko AM 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 Nikko AM 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 Nikko AM 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 Trusts Association, Japan/Japan Investment Advisers Association.
United Kingdom and rest of Europe: This document is communicated by Nikko Asset Management Europe Ltd, 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.
United States: This document may not be duplicated, quoted, discussed or otherwise shared without prior consent. 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. Nikko Asset Management
Americas, Inc. is a United States Registered Investment Adviser.
Singapore: This document is for information to institutional investors as defined in the Securities and Futures Act (Chapter 289), and intermediaries only.
Nikko 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. Nikko Asset
Management Hong Kong Limited is a licensed corporation in Hong Kong.
New Zealand: This document is issued in New Zealand by Nikko 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.
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 Nikko Asset Management Europe Ltd (Nikko AME), 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 Nikko AME.
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, Nikko AME 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. Nikko AME 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 Nikko AM group or Sumitomo Mitsui Trust Holdings group and not available
to Nikko AME 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 Nikko Asset Management Europe Ltd (Nikko AME). No transaction will be concluded in your jurisdiction and any inquiries
regarding the Strategies should be made to Nikko AME.
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 Nikko Asset Management Europe Ltd.
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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. Nikko AM 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.
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