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Market update – February 2021 
Kel Nwanuforo from Asset Intelligence gives us an update on developments in Japan. 

The Japanese market has been something of a black sheep in the investment world for the 
best part of three decades. 

Why is this?  

Well Japan experienced the mother of all market bubbles in the 1980s. The benchmark 
Nikkei 225 index soared almost sixfold throughout the decade, before crashing by close to 
40% in 1990 and broadly drifting downwards in value for the next two decades.  

By 2009, someone who had invested back at the peak would still have been down by more 
than 80% in capital terms! Plenty of folks got their fingers burnt and swore off the market for 
life. 

However, lately the Japanese market has been making headlines for the right reasons. It is 
one of the best-performing major markets year-to-date and earlier this week, the Nikkei 
reached its highest level since that 1990 crash. 

So why has the market been on something of an under-the-radar rally lately? 

Japan has been relatively successful in handling the coronavirus, while the scale of 
government spending to support the economy through the pandemic has been impressive 
even by today’s inflated standards. The total amount of COVID-related fiscal stimulus comes 
in at around three trillion US dollars’ worth – two-thirds’ the size of the Japanese economy! 

In the corporate sector, the governance improvements spearheaded by the Abenomics 
initiative continue even in the absence of Abe-san himself. Shareholder treatment, payout 
ratios and personnel practices have all come on leaps and bounds over the past decade or 
so. Companies are cash-rich and have very low debt in aggregate. Even the composition 
of the market index could be a boon this year as the world emerges from the pandemic. 
Around 40% is made up of economically-sensitive companies. 

The country continues to face a number of serious long-term challenges. But what’s 
interesting is that those factors which used to mark Japan out as an outlier – an ageing 
population, zero interest rates and QE, and enormous government debt – have rapidly 
become the norm for the whole developed world. 

That means international investors might start looking past the stigma of thirty years ago and 
refocusing on the fundamentals. And when they do, they might just find that the sun looks 
like it’s rising over Japanese stocks once again. 

If you would like to discuss your financial situation, please speak to your financial adviser in 
the first instance. 


