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In December, the TOPIX index advanced on the back of a partial agreement in the US-China trade

negotiations, better-than-expected economic indicators in China and fiscal policies by the Japanese

government. Investors welcomed Donald Trump’s tweet “We are very close to an interim agreement

with China” and his announcement that “the US and China reached a phase one deal of the trade

negotiation.” In addition, better-than-expected economic indicators in China such as the

manufacturing PMI and the industrial production index helped the stock price rally. A cabinet

decision on fiscal expenditures in Japan as well as strong nonfarm payrolls in the US also propped

up the stock market. The stock market slightly weakened at the end of the month due to the yen

appreciation and profit-taking.

Market: The impact of the Tokyo Stock Exchange (TSE) reform plan on the market is smaller

than initially expected.

A study group of the Financial Services Agency (FSA) released study results on 25 December 2019

for reorganising the TSE. The outline of the proposed plan is shown below.

Purpose of market reorganisation

▪ The concept of the current segmentation is ambiguous, especially regarding mid-/small cap

issues.

▪ Companies can easily upgrade to the first section or move down to the second section. Delisting

rules are also too lenient.

▪ The TOPIX is comprised of all shares on the first section of the TSE with little mobility as an

investment destination.

Market segmentation

▪ The TSE should reorganise the current four markets into three namely prime, standard and

growth.

▪ Prime is equivalent to the first section of the TSE with large market capitalisation issues and

highly liquid issues as an investment destination for many institutional investors.

▪ The minimum requirement of floating market capitalisation (the number of floating

stocks multiplied by the stock price) will be set at JPY10 billion.

▪ The ratio of floating stocks should be 33% or over. Standards for trading volume and

trading value will be discussed later.

▪ Loss-making companies will be allowed to go public.

▪ Unqualified companies will be allowed to choose the prime section for the time being

under certain conditions, including further efforts to raise the ratio of floating stocks and

strengthen corporate governance.

▪ Standard is equivalent to the second section of the TSE and the JASDAQ Standard where

issues with a certain level of market capitalisation and liquidity belong.

▪ The minimum requirement of market capitalisation will be set at JPY2 billion.

▪ The minimum ratio of floating stocks has not been set.

▪ Growth is equivalent to Mothers and JASDAQ Growth where companies with high growth

potentials and high risks belong.

▪ The minimum requirement of market capitalisation will be set at JPY1 billion.

▪ Measures to promote the entry of institutional investors including how to distribute

stocks at the time of IPO will be discussed.
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Quarter Japan US 

1Q 2020   

2Q 2020 30 June:  A reward points program of up to 5% 
will come to an end. 

The US Fed may finish to purchase treasury 
bills. 

3Q 2020 July/August: Tokyo Olympics 13 Jul: Democratic National Convention 

4Q 2020  3 Nov: Presidential election/Congressional 
election 
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TOPIX

• Decouple market segmentation (the first section of the TSE or prime) from the selection of the

TOPIX’s component issues.

• Select companies with a focus on liquidity while maintaining continuity.

• Re-examine the definition of floating stocks and adopt the minimum requirement of floating

market capitalisation for the prime section in selecting component issues.

• Select components mostly from the prime section but issues in the standard section are not

excluded.

• Spend a few years to shift to the new index by gradually reducing the allocation rate of issues that

will be removed from the index.

Target period

• The first half (April-to-September) of the fiscal year 2022 both for the new segmentation and the

new index.

We want to mention three points on this draft plan.

1. The impact on the domestic stock market is smaller than initially expected because the existing

issues listed on the first section of the TSE can maintain their status for the time being and the

minimum requirement of floating market capitalisation (JPY10 billion or more) is low.

2. Liquidity will be a key issue in deciding the weights of the new TOPIX, so we can expect an

improvement in liquidity and corporate governance with an unwinding of cross-shareholdings.

3. Our question for the future is how to calculate floating stocks. If exchange-traded funds (ETFs)

held by the Bank of Japan (BoJ) are identified as floating stocks instead of fixed ones, weights of

ETF components in the TOPIX will increase (positive) while weights of issues held by major

shareholders through cross-shareholdings in the TOPIX will decrease (negative).

We will keep an eye on developments in the future, and will re-assess if appropriate.

2020 Event schedule: The government is likely to maintain business-friendly policies with

fewer risk events in the first half of the year.

When we look at the 2020 Japanese calendar, there are no planned major events, such as major

elections or the resignation of the BoJ governor, with business-friendly policies expected. There

should be no major changes in monetary policy either.

I am more bullish on the first half of this year than the second half based on two factors. The first one

is an ending of reward points program of up to 5% for cashless payments. The government

introduced this subsidy system last October for a limited period of time to offset negative impacts of

the tax hike, with many people receiving its benefits already. When the program is terminated at the

end of June, consumption is likely to temporarily slow down. The second factor is the Tokyo Olympic

Games. Given a surge in all kinds of investments including construction demands toward the

Olympics from July-to-August, we are concerned about a potential drop in demand after the event

has passed.

The possibility that the US Fed may end the bond (treasury bills) purchase program in the April-to-

-June quarter as well as the Democratic National Convention followed by the Presidential Election in

the latter half of the year can be cited as major events in the US.

Given these backgrounds, we believe that Japanese stocks should be a relatively good investment

destination in the first half of this year.

Important events in 2020

Source: SMDAM, data as at 9 January 2020
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Investment Strategy

We expect that the Japanese equity market will advance with the economic recovery and ongoing

accommodative monetary policies. Over the long term, more 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 worldwide recessions, as major risks because they might bring about a sharp yen

appreciation. We expect fewer risk events in the first half of the year than in the second half. Taking

these into consideration, we will overweight in cyclical sectors, such as industrials and financials.
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