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In November, the MSCI Japan index advanced against the backdrop of easing of concerns over 

US-China trade wars and economic downturns in addition to the JPY depreciation against the 

USD. Expectations of reaching a tentative trade agreement between the US and China grew 

when China issued guidelines on strengthening intellectual property safeguards and the local 

media reported that the US-China trade war was coming to an end. Concerns over the 

slowdown in the global economy also receded after US nonfarm payrolls beat the expectation 

and PMI Manufacturing improved both in the US and Europe, leading to stock price rises. While 

the Japanese stock prices fell at one point following worse-than-expected economic indicator 

results in China and pro-democracy protests in Hong Kong, media reports saying that the 

negative impact of the consumption tax hike was smaller than that of the previous hike in 2014 

supported the stock market.

Policy: We upgraded our fiscal 2020 GDP growth forecast from +0.5% to +0.7% following 

a policy decision on the additional fiscal expenditure package.

The Japanese government approved JPY13.2 trillion worth of public stimulus spending at a 

cabinet meeting on 5 December, with the economy due for a total infusion of JPY26 trillion if 

private-sector and other outlays are factored in. Expenditures by the central and local 

governments which can directly boost the gross domestic product (GDP), will amount to JPY9.4 

trillion. This additional spending package, which will be implemented after a fiscal 2019 

supplementary budget and a fiscal 2020 regular budget are passed at the ordinary diet session 

next year, we will be set to notice the economic effects next spring.

A key pillar of the package will be public investments. Central and local governments are 

supposed to spend JPY5.4 trillion, which accounts for almost 60% of the overall budget. The 

government plans to focus on reconstruction, restoration and disaster prevention in the wake of 

severe damage caused by recent typhoons. The package is filled with other plans such as 

preparing a shopping reward point program for holders of the ‘My Number’ social security card, 

introducing computers at schools, promoting 5G mobile networks, support for small and mid-

size businesses, assistance for the agricultural sector to offset the impact of the Japan-U.S. 

trade agreement and so on.

How much economic effect can we expect from these measures? Government expenditures 

account for 1.7% of GDP using simple calculations. (The government projects that the package 

will push up Japan’s GDP by +1.4% in price-adjusted real terms.) However, not all of these 

expenditures will go straight to the fiscal year 2020 GDP. Firstly, economic effects are divided 

across several years. For example, it takes a number of years to install computers at schools or 

build 5G networks. The governments will also need a great amount of time to put into practice 

each public project given the labour shortage on construction sites. Secondly, not all of the 

expenditures will be booked as consumption. Those that are distributed to households or 

industries will only partly be allocated for consumption or investment. Considering these factors, 

we estimate the economic package will lift Japan’s GDP by +0.4% for the fiscal year 2020 and 

+0.1% for the fiscal year 2021 thanks to a carry-over effect. It seems that the latest economic 

package will shore up the economy for a long-term rather than inflate it on an interim-basis.
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Our GDP growth forecasts were +0.7% for the FY2019, +0.5% for the FY2020 and +0.7% for the FY2021 before 

on the assumption that the economic package would push it up by +0.2%, but now we estimate +0.7% for the 

FY2019, +0.7% for the FY2020 and +0.8% for the FY2021. We believe that this upward revision is positive 

news for the Japanese stock market.

Governance: Solid reputation on governance as the number of parent - subsidiary listings has 

decreased.

One of governance problems in the Japanese stock market is dual listings of parents and subsidiaries, but the 

number of parent-subsidiary listings decreased in November. For example, Toshiba announced a plan to 

acquire 100% ownership of its three listed subsidiaries including Toshiba Plant Systems & Services.

Mitsubishi Chemical Holdings also unveiled a proposal to acquire all of the outstanding shares of Mitsubishi 

Tanabe Pharma Corporation.

The Ministry of Economy, Trade and Industry (METI) officially released the “Fair M&A Guidelines: Enhancing 

Corporate Value and Securing Shareholders’ Interests” on 28 June this year. The guidelines are critical of dual 

listings of parents and subsidiaries in perpetuity, urging an increase of independent outside board directors at 

listed subsidiaries in the short term and recommending an elimination of dual listings over the mid/long-term. 

We believe that this trend will continue given this government-led initiative and the strong financial conditions of 

many Japanese companies. The elimination of dual listings should boost the stock market by improving the 

corporate governance in Japan.

According to data by Daiwa Securities which tracked stock prices of those who delisted subsidiaries with the 

market capitalization of JPY30 billion or over, performances of both listed parents and subsidiaries after the 

announcement on takeover bids were better than those before the announcement. I think stock prices of listed 

parents were strong because they knew their acquisition targets very well and their acquisitions were likely to 

achieve success.

Investment Strategy

The Japanese equity market is likely to advance thanks to a recovery in the domestic economy, ongoing 

accommodative monetary policies by the Bank of Japan and its affordable valuations. Over the long term, open 

policies to overseas funds, including the improvement in corporate governance, as well as policies to boost the 

immigration intake are also likely to support the market. We identify external factors, such as the escalation of 

trade frictions and a possible worldwide recession, as major risks because they might bring about a sharp yen 

appreciation. In particular, we are facing an increasing risk of global recession led by economic downturns 

overseas. Taking these into consideration, we will focus on stock selection and engagement activities instead of 

betting on cyclical sectors or defensive sectors.
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