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Market outlook for Japanese small cap value

Ultra-loose monetary policy and ultra-low interest rates have favoured growth

stocks globally until recently, creating a valuation gap between growth and

value stocks, despite the steady earnings growth achieved by value stocks.

Reversal of excessive easing has created a turning point which offers an

opportunity for value stock investors as the upside potential of undervalued

companies with steady earnings growth and strong fundamentals are

recognised by the wider market.

The gap between the PER for Japanese value and growth stocks is wider

than that of global equities and even larger still for Japanese small caps,

indicating larger upside potential in the event of a positive re-rating.

Even a company with an excellent business model and financials can have a 

single-digit PER. Therefore, if re-evaluation of value stocks begins in earnest, 

Japanese small-cap value stocks are poised to benefit.

Page | 1

For professional investors only

Spotlight on Japanese Small Cap value

Source: Bloomberg, 31.12.2021

Fig 1. MSCI Japan Value index relative to MSCI Japan Growth index
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Structural inefficiencies creates opportunities

Japan has the second largest small-cap market in the world with diversified 

industries and numerous companies in niche business areas. Yet the average 

number of sell-side analysts per company remains significantly low compared 

to the coverage of large-cap stocks. This may be one of the reasons that the 

market has not yet grabbed the spotlight.

On the one hand, many Japanese small cap companies are somewhat 

immune to the global economic cycle, not just because their main market is in 

Japan, but because of their unique business models, strong client 

relationships and indispensable technologies.

On the other hand, the language barrier, as well as bureaucratic and 

conservative corporate culture can create hurdles for overseas investors. Yet 

overcoming these factors is one of the keys to capturing alpha in this unique 

market. It can be difficult for offshore managers to access these attractive mid 

and small cap companies resulting in the market remaining underestimated. 

Accessing the opportunity

Strong local presence, many years’ experience and access to company 

management means we are well-positioned to uncover the hidden gems in the 

Japanese small-cap market.  

If you’d like to learn more about how this opportunity can be accessed 

please contact your local representative for more information on our 

available solutions.

Fig 2. MSCI Japan Small Cap Value relative to MSCI Japan Small Cap Growth index
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About Nobuyuki Koganezawa

Mr Koganezawa is a Senior Product Specialist responsible for Japanese equity products. He works

closely with investment teams at SMD-AM to communicate insights and information to institutional

clients. Prior to this he was a portfolio manager/analyst covering Japanese and Global Equities.

He started his career in 1991 with Sumitomo Life and later joined Sumitomo Life Investment (now SMD-

AM) where he held various roles including investment manager responsible for separate accounts. He

has nearly 30 years’ investment experience.

For more information please contact:

Business Development and Client Relations 

Contacts for non-EEA investors:

Jennifer SANDS +44 (0)7534 060 362

Marius ERIKSEN +44 (0)7534 058 983

Email: uksales@smd-am.co.jp

Contacts for EEA investors:

Marius ERIKSEN +352 691 213 245

Email: marius.eriksen@kroll.com

About Sumitomo Mitsui DS Asset Management

We are an active investment management company headquartered in Tokyo, Japan with regional

offices in London, New York, Hong Kong, Singapore and Shanghai. We currently manage assets in

excess of USD143 billion globally†. With nearly five decades of experience in managing assets on

behalf of institutional investors, we take advantage of our regional investment presence and in-depth

research-driven approach to deliver a competitive edge for investors. For more information please visit

our website at www.smd-am.co.uk.

† Source: SMDAM, as at 31 December 2021.



Disclosures

Issued by Sumitomo Mitsui DS Asset Management (UK) Limited. Registered in England and Wales

Registered office 5 King William Street, London, EC4N 7JA; registered number 1660184. Authorised and regulated by the Financial

Conduct Authority.

Past performance is not a reliable indicator of future performance and may not be repeated. An investment’s value and

the income deriving from it may fall, as well as rise, due to market fluctuations. Investors may not get back the amount

originally invested.

The data contained in this document is for information purposes only. It is correct to the best of our knowledge at the date of issue

and may be subject to change. The client legal agreement will take precedence over this document. This document is not legally

binding and no party shall have any right of action against Sumitomo Mitsui DS Asset Management (UK) Ltd., in relation to the

accuracy or completeness of the information contained in it or any other written or oral information made available in connection

with it. Nothing in this document or any related presentation shall be deemed to constitute investment advice, nor shall we be

deemed to be an investment advisor unless formally appointed as such, or as discretionary investment manager, by way of written

agreement.

The information contained in this presentation is to be used by the professional client that this document is issued to only.

Risk warning: On 1 January 2021 the UK left the EU transitional arrangements and no longer benefits from passporting

rights into EEA countries.

Kroll (Luxembourg) Management Company S.à.r.l. is authorised and regulated by La Commission de Surveillance du Secteur

Financier, and since 1st of July 2021 is the only Marketing Entity of Daiwa SBI Lux Funds SICAV in the European Economic Area.

This document may not be copied, redistributed or reproduced in whole or in part without prior written approval from SMDAM AND

Kroll (Luxembourg) Management Company (for EAA countries).
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