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In June, the MSCI Japan index went sideways due to tug-of-war between a slight increase in

the number of new coronavirus cases in Tokyo and better-than-expected economic indicators in

the US. While the number of daily new infections in Tokyo is still lower than those of other

countries, it increased from approximately 15 per day in late May to over 50 per day in late

June, which amplified concerns over another coronavirus flare-up. The absence of

announcements on large stimulus packages from Japan’s government also dragged down

domestic stock prices. Japanese stock markets underperformed versus overseas competitors

following pledges by the European Central Bank (ECB) to expand its bond-buying program and

speculation that the US will invest USD1 trillion into infrastructure projects. On the other hand,

better-than-expected US economic indicators such as nonfarm payrolls and retail sales figures

propped up domestic stock prices throughout the month.

Japan has fewer coronavirus cases than others with a spare capacity in hospitals.

Coronavirus cases are rising again in Japan. According to Bloomberg, the seven-day moving

average of new cases was 29 at the end of May, 105 at the end of June and 206 on 7 July.

While the latest figure is comparable to the one on 4 April, we are feeling less tense this time

than back then. Rising new cases are a result of an increasing number of people taking virus

tests. When we look at the transition of positive rates in Tokyo, the rate decreased from 16.8%

on 4 April to 5.1% on 6 July.

Patients even with signs of infection couldn’t get tested immediately in early April due to a lack

of inspection capability in hospitals. But now many local governments are promoting virus tests

following an enhancement in inspection capabilities. Most local governments are now providing

free virus tests to their residents, and Shinjuku ward even decided to offer JPY100,000 to each

resident who was confirmed as an infected person.

Source: Bloomberg, data as of 7 July 2020.
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Clusters of coronavirus cases are popping up at bars and nightclubs in certain districts. We are

seeing an increase in infections among the youth (20-30) because those who work at night in

these districts are actively taking virus tests. That said, young people are less likely to suffer

severe symptoms. Given an increased capacity in medical treatment, medical facilities still have

some room to breathe.

The level of new daily cases in Japan is still lower than those of other countries. Of course, we

have to keep an eye on the daily figures but we think we can ride out economic damages caused

by the disease by promoting telework and such, as long as the infection rate retains the current

level.

We can expect an economic recovery for a while.

The leading Composite Index (CI) bottomed out in May, helped by improvements in M2 Money

Stock, the consumer attitude index, new job openings (excluding new graduates) and so on. This

shows that consumption and employment can lead the economic recovery on the back of

monetary easing by the Bank of Japan (BoJ).

Source: Bloomberg, data as of 7 July 2020.

According to another leading indicator, the Economy Watchers Survey, the average of current
and futures rose to 41.4 in June, far exceeding the market consensus of 31.8. It is said that a
cash allowance of JPY100K per citizen by the Japanese government has lifted the economy. Not
only upturns in leading indicators but also fiscal policies including this cash allowance should
provide a boost to stock prices in the future.

Source: Bloomberg, data as of 8 July 2020.
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Governance: Shareholder proposals from an activist led to an improvement of

governance.

Most Japanese companies hold annual shareholders’ meetings in June. This year, shareholder

proposals from an activist investor led to an improvement of governance at a domestic company.

Let us introduce this case below.

Mitsubishi Logistics, a leading logistics and real estate company, announced on 8 May 2020

that it received shareholder proposals from an activist investor Oasis Management. The

company initially expressed dissent against all the proposals, but changed its mind and showed

a willingness to improve its governance on 16 June 2020 after the proxy voting service provider

ISS encouraged shareholders to vote for all the proposals from Oasis. To begin with, the

company said that it was planning to select external directors from beyond the Mitsubishi Group

starting next year in response to criticism that all the external directors of the company so far had

been chosen within the group. Secondly, the company showed a growing awareness about

capital efficiency by setting a new goal of ROE (return on equity) at 5%, a level recommended by

ISS, while it retained the existing share buyback program that will be achieved over the next two

years in response to a proposal that it should spend JPY10 billion for share repurchases within

this fiscal year. Thirdly, the company cited disclosing specific scenarios to improve ROE, curbing

an accumulation of equity capital by share buybacks, leveraging debts, boosting business

efficiencies, reducing cross-shareholdings and so on as a way to raise ROE.

The proposal on the election of directors and the proposal on its share buyback program

ultimately won only 22% and 9% of votes respectively. Neither of these shareholder proposals

could capture a majority of votes, but they brought about changes in the attitude of Mitsubishi

Logistics, given its announcements in a management plan such as a higher degree of

independence in external directors and a higher goal of ROE figures. We believe this case of

governance improvement will have provided a boost to Japanese stock markets.

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

outbreak of financial crises and another global recession as major risks because they might bring

about a sharp yen appreciation. Taking these into consideration, we will overweight early cyclical

sectors such as consumer discretionary.

_____________________________

Notes: Some statements contained in this material concerning goals, strategies, outlook or other non-historical

matters may be forward-looking statements and are based on current indicators and expectations. These

forward-looking statements speak only as of the date on which they are made, and the Company undertakes no

obligation to update or revise any forward-looking statements. These forward-looking statements are subject to

risks and uncertainties that may cause actual results to differ materially from those contained in the statements.

The Company and/or its affiliates may or may not have a position in any financial instrument mentioned and

may or may not be actively trading in any such securities.

The organisations and/or financial instruments mentioned are for reference purposes only. The content of this

material should not be construed as a recommendation for their purchase or sale. Charts and graphs are

provided for illustrative purposes only.
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