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Today, Japanese equity
market’s PER is 16X. Investors,
including me, learned that
valuations are the most
important factor when making
an investment decision.
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You have been managing Japanese equities for many years. How has
investing in the Japanese equity market changed over time? if it has changed
at all.
Yes, many things have changed.
1 - Investors’ stance changed. We became more reasonable and wiser
I started my career at a Japanese brokerage house in Zurich in 1990, right after the Nikkei 225 index marked
its all-time high of 38,957. Since then the Japanese economy went into the so-called lost decades (low
growth coupled with deflation) and suffered from the aftereffects of the bubble economy of the 80’s. There
were strategists assuming that the Nikkei would recover soon and reach 60,000 in a few years.
Such assumptions were based on liquidity flows and ignored the unreasonable valuations and the earnings
and balance sheet quality of companies. Well, that was the 80's. PER was 200X. Today, Japanese equity
market’s PER is 16X. Investors, including me, learned that valuations are the most important factor when
making an investment decision. I am concerned that valuations of some IT companies especially in the US
are very high and may be creating a bubble.
2 - Corporate managers evolved
Top managements of listed companies try to improve communication with investors and enhance
shareholder returns. Recent introduction of ESG has strengthened their focus more on the G, governance,
which is a very good development. Japanese are usually keeping high standards of Environmental and
Social issues.
During the time I worked for Credit Suisse as buy-side analyst between 1992 and 2001, there were a lot of
Japanese companies coming to Zurich to meet large institutional investors. I was quite lucky that even as a
junior analyst, I had direct access to the top management of companies and learned how important it is to
meet and discuss with CEOs and CFOs to properly analyze stocks. In the 90’s, there were many CEOs who
did not know what ROE was and could not discuss about the shareholder returns at all.
3 - What has not changed
• Short-term stock market movements are still very much driven by overseas investors and many Japanese
households (Mrs. Watanabe) are still shy to invest in risk assets like equities.
• Still very few female corporate top managers, but this is likely to improve: it will just take a bit of time.
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I learned that how important it is to meet and discuss
with CEOs and CFOs, in order to analyze stocks.
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There are many advantages in my view.
1 - Quality of information is better
It is normal that one gets best local information
where one lives. However, Switzerland is a very
international, multi-language country. Japanese
can get best Japanese information in Japan,
here in Zurich I have access to high quality
global information in addition to Japanese
information also with the help of internet media
and various contacts. I was surprised to realize
how narrow the information you can get in
Japan from mainstream media is, as arguments are often one-sided. It is important to check all sides of
arguments when analyzing. I have an entire day to analyze all important information I receive from Japan because
of the time zone difference.
However, it is also important to actually see the company, in particular in order to analyze soft factors such as
their approach to sustainability issues. Through company visits and field trips, which I usually do twice a year, I try
to improve dialogue with companies.
2 - Be close to clients
Investment trend of HNWIs, family offices and large institutional money can be obtained at early stage in Zurich.
For example, ESG gained importance and became a hot topic in Japan recently, but it has been already one of a
critical investment factors here in Europe for many years.
Foreign investors play an important role in the Japanese stock market. Understanding both cultures, Japanese
and Swiss (which is already multi-cultural) is a big advantage when making investment decisions.
During the time at Clariden Leu (between 2001 and 2011), where I met you Jacqueline, I learned how important it
is to communicate with clients, i.e., investors in equity funds I was managing. You organized a lot of marketing
events and while we were on the road, I learned our clients’ investment strategy, preference, thoughts, etc.
“Close to clients” is a big advantage.
Disadvantages
Japanese market opens while we are sleeping here in Europe. If I were a day trader, I would not be able to keep
up with the movement every few hours. But this has never been a problem because “frequent trading” is not my
investment style.
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Being Japanese but living in Switzerland for a long time, what do you think is
the advantage of looking at the Japanese markets from abroad while being a
Japanese citizen?
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Yes, there are a lot of companies with attractive
growth opportunities thanks to their long-term efforts
to remain competitive globally and domestically.
The recent market correction caused such stocks
to come down to an attractive price level. However,
if you are a passive, index ETF investor, you may be
disappointed again because Japan will not return to
being a high growth country. It is a mature
economy. One needs to be selective. We do not
bet on economic growth but look at corporate
earnings growth. As you can see in the chart, over
many years the Japanese economy remained more
or less flat, but corporate earnings have more than
doubled.
That’s why we do not cling to the benchmark and
instead concentrate on the selection of the best 25
stocks. Our focus is on companies with competitive
products, high quality managements and strong

balance sheets. If you bought TOPIX ETF three years
ago, you would not have earned a Yen yet and would
complain. An actively managed equity fund like the one
I manage gained 7% during the same period.

“

One needs to be selective.
We do not bet on economic
growth but look at corporate
earnings growth.

”

Source: Bloomberg, CATAM
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For many years the Japanese market has disappointed investors, do you
think now is the right time to look at it again?
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In the seventies and early eighties, Japan was viewed as the emerging
economic powerhouse of the world, and the evolution of the stock market
reflected it. But following the September 1985 Plaza Accords (designed to put
an end to the US “trade war” with Japan), the Japanese equity market
embarked on an inexorable secular decline and even to this day the peak of
1989 hasn’t even been remotely approached. From the outside looking in, this
looks like the picture of a nation in decline. Would you agree? If not, what has
changed then that the stock market is still not telling us?
No. Despite all this asset price deflation since then
(stock market 80% below the all time high, land
prices only one third the price of the peak) and no
economic growth, Japan is still the third largest
world economy and is the richest country in the
world in terms of net external asset holdings. Isn’t
this amazing? I don’t think a nation in decline can
reach this status.
The Plaza Accord caused JPY to appreciate 50%
against the USD from 1985 to 1987 and this was a
huge shock to the export industry which was the
driving engine of the Japanese economy at that
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time. Since then, Toyota, Sony, Canon, all
manufacturers shifted their production overseas and
now, export makes up only 15% of the GDP. Japan has
a large domestic economy and resources (qualified
workers, good infrastructure, and safe living
environment) and full of attractive business
opportunities. On top of that, the Japanese are
benefiting a lot from the fast-growing neighboring
countries in Asia.
People need to look at Japan in a global context. You
buy Nestle stock but not because you are convinced of
Switzerland, do you?

Japan still is the third largest single country
economy and is the richest country in the world in
terms of net external asset holding.

What is happening now is a battle for hegemony
between the US and China. It will probably be a
long-running battle and there is not an immediate
solution. Japan, in between them geographically,
should have a big impact but this will also be a
serious issue for other Asian countries and Europe
as well, given their close economic ties to both
countries. On the political side, China and Japan
are not good friends as you know, and this will not

change. However, the economic relationship is so deep
that one cannot easily separate them.
Cultural exchanges are deepening and there are many
fans for Made in Japan goods and services in Asian
countries. Thanks to Japanese pop culture (Anime,
Manga etc.) the image of Japan is improving especially
among young people and this is creating positive
dynamics in the region. I think this will continue in the
future.
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On the Asian continent, which is home to Japan, there are powerful structural
trends in being that create great opportunities. Japan has benefitted from
these. But given the geopolitical pressures that Japan is undoubtedly being
subjected to, and the clearly stated desire for a de-coupling from China
coming from US, how do you think Japan will handle such a situation. Will it
put its economic interests first and find a mutually beneficial “modus vivendi”
with its powerful Asian neighbour?
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The Japanese government has introduced incentives for Japanese
companies to delocalize out of China. Will this create opportunities? In which
sectors?
This maybe is a headline news which could mislead
readers. Do you think that Japanese companies
who together invested trillions of dollars to build up
supply chain in China would give up because the
government supports a few billion dollars? Due to
the historical issues, Japanese companies are
much more cautious and reluctant than European
companies when expanding their business in
China. Their Chinese factories aim to produce
products for Chinese consumers and the center of
Japanese low-cost overseas manufacturing has
already shifted to south Asia.

While overseas investors were still net sellers during the period of between April 1st and June 5th, domestic
financial institutions and pension funds have bought Japanese equities. Global long-term oriented investors are
still waiting for the entry timing because most of them expect a double dip of global stock markets.
Global emerging markets were hit by massive liquidity outflows, due to credit, forex and liquidity concerns and
Japan, a developed country, did better as a result.
As the outlook for the world economy worsens, Japan, which has a safe haven status, will likely receive more
attention, also as a safe gateway to emerging Asia.
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Recently Japanese equities have outperformed its major Asian peers.
Why? Who has been buying?

