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Shinzo Abe; a tragic death but a 
promising legacy

– Robert White, CFA

(1) https://www.theguardian.com/world/2022/jan/27/japans-favourite-snack-falls-victim-to-global-inflation-with-first-ever-price-hike
(2) https://www.boj.or.jp/en/mopo/mpmsche_minu/index.htm/
(3) https://www.imf.org/en/News/Articles/2020/02/10/na021020-japan-demographic-shift-opens-door-to-reforms
All other sources from Bloomberg Finance, L.P.

Japan has been in the headlines for the sad and shocking death 
of Shinzo Abe, one of the few truly visionary democratic leaders 
in modern times. The former Prime Minister was instrumental in 
transforming Japan’s economic and military ambitions, and while 
both remain a work in progress, he became a revered figure on 
the international stage. As investors, we are optimistic about the 
opportunity in Japanese equities; not only are they cheap, but 
nascent structural reforms and robust corporate profitability 
should provide a healthy tailwind over the coming years. As a result, 
our Japanese equity allocation is one of our largest overweights 
today.

The valuation case for Japan is nothing new; Japan has been 
consistently cheap over the past two decades, both in relative 
and absolute terms. Despite being a value trap for much of this 
time, the extent of the valuation gap relative to the S&P 500 is now 
historically large, despite a small retracement this year.

Aside from the equity market, the yen also looks cheap on 
purchasing power parity terms, undervalued by over 30% relative 
to the dollar according to Organisation for Economic Co-operation 
and Development calculations. This comes as we enter what has 
historically been a strong month for the currency, and growing 
recession fears combined with lower US yields over the last month 
should provide some support for the yen, which has struggled so 
far this year.

Part of the currency’s weakness has been due to continuing easy 
monetary policy, now sharply diverging from Western central 
banks which have been aggressively tightening. The Bank of Japan 
(BoJ) maintained its negative 0.1% short term interest rate target 
in July, as well as its yield curve control policy and quantitative 
easing program. These extraordinary measures are consequences 
of Abe’s bold economic reforms dubbed “Abenomics”, which 
focussed on three arrows of change through higher government 
spending, loose monetary policy, and structural reforms.

While current Prime Minister Kishida has somewhat distanced 
himself from Abe’s economic program, putting more emphasis 
on narrowing the wealth divide, Japan’s monetary policy has 
remained accommodative as a reaction to a chronic lack of 
inflation. Kuroda’s goal as Bank of Japan (BoJ) governor has been 
to reverse two decades of deflation that has curtailed long term 
growth. As global inflationary pressures have risen, consumer 
price inflation in Japan has risen to 2.4%, above the targeted 2%, 
however it remains well below the US at 9.1%.

Intriguingly, there have been numerous reports of Japanese firms 
increasing prices for the first time in decades (1), something that 
was recognised in the latest  BoJ meeting summary, published last 
week (2). It seems that the BoJ  is keen to increase the likelihood of 
sustained and stable wage price increases to break the deflationary 
rut that has embedded itself in the Japanese economy. This stands 
at odds with concerns about wage price inflation and the impact 
on corporate profitability in the US, and this is because Japan 
(and Asia in general) is on a very different cyclical path to western 
economies, given proximity to the economic slowdown in China.

It is important to also recognise that Japan does have long term 
structural issues that have held back growth in recent decades. 
Notoriously, the country has the world’s oldest population with a 
median age of 48.4 years (3). It is also shrinking due to the low birth 
rate, and because immigration is low due to cultural, as well as 
language barriers. Without population growth, economic growth 
has been difficult to achieve. Despite this, corporate profits have 
been encouraging, and we think a big reason for this has been the 
structural reforms which have been undertaken in recent years.

The main thrust of these reforms has improved corporate 
governance of Japanese companies, with the introduction of the 
Stewardship Code in 2014 and the Corporate Governance Code 
in 2015. These changes have helped to increase institutional and 
foreign ownership, while also reducing crossholdings, increasing 
director independence, and increasing mergers and acquisitions 
activity. Shareholders return on equity has been increasing as 
a result, and we think that the recent upward trend here can 
continue.

Here at Momentum, we are accessing this opportunity through 
active, mid cap Japanese equity specialists with a focus on 
domestic companies. Specialist managers are important in 
Japan, where it pays to understand the language and culture 
when meeting companies, and there are plenty of undiscovered 
gems in the 1,800 stocks listed on the local exchanges. In a global 
market which has become overly concentrated in a few giant US 
technology stocks, Japanese equities should form an important 
part of any truly global portfolio today.

Japanese equities should form an important part 
of any truly global portfolio today.
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Past performance is not indicative of future returns.  Source: Bloomberg. Returns in local currency unless otherwise stated. 

The Marketplace

US
 – US equities rose 0.5% last week
 – US job openings fell to 10.7m (vs. 11m expected) from May’s 
11.25m in a sign of some easing in the labour market

 – The Institute of Supply Management (ISM) services index, 
which measures sentiment among non-manufacturing 
managers showed an unexpected expansion from 55.3 in 
June to 56.7 last month, the highest since April

 – June factory orders in the US increased 2.0% (vs 1.2% 
expected)

 – Last week’s US payrolls report showed that 528k jobs have 
been added over the week

 – US Senate approved a $739 billion climate and healthcare 
spending package ahead of crucial midterm elections in 
November Asia/Rest of The World

 – Global emerging market equities rose 0.1% over the 
week

 – Chinese equities were flat over the week 
 – China’s export growth unexpectedly picked up 18.0% year-
on-year in July, the fastest pace this year

 – Japanese equities fell by 0.5% over the week
 – Real wages in Japan (-0.4% year-on-year) slipped for the 
third straight month in June (versus -1.3% expected), as 
consumer prices advanced faster than nominal wages 
(+2.2% year-on-year, +1.9% consensus)

 – South Korea’s July Consumer Price Index inflation rate 
rose to +6.3% year-on-year, hitting its highest level since 
November 1998

 – The Organisation of the Petroleum Exporting Countries 
(OPEC+) agreed to increase its September output by 
100,000 barrels per day, way below the July and August 
increases north of 600k

 – Global equities rose 0.6% last week
 – China responded to US House Speaker Nancy Pelosi’s 

visit to Taiwan with 3 days of military tests and drills that 

encircled the island
 – Brent crude fell by 14.4% over the week to $94.12 a barrel 
 – Gold rose 1.4% to $1790.57 per ounce

Europe
 – European equities returned 0.4% last week 
 – Retail sales in Germany unexpectedly contracted in June 
by 1.6% (vs. estimates of +0.3%)

 – Germany’s exports accelerated to +4.5% in June, way 
ahead of the +1.0% median estimate

 – The Eurozone unemployment rate fell slightly in June to 
6.6% (vs. 6.7% estimates)

 – In France, industrial output levels in June rose by 1.4% up 
from 0.24% in May, but lower than the expected 1.5%

Market Focus

UK
 – UK equities returned 0.3% last week
 – The Bank of England announced a widely expected 
+50basis points (bps) hike, the largest since 1995, and laid 
out a potential roadmap for active quantitative tightening 

 – The Bank of England also predicted five quarters of 
recession in the UK

 – UK Services Purchase Managers Index (PMI) was lower 
than expected in July at 52.6, down from 53.3 (vs. 53.3 
expected) 
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Source: Bloomberg. Past performance is not indicative of future returns

Asset Class/Region Currency
Currency returns

Week ending 
5 Aug. 2022

Month 
to date YTD 2022 12 months

Developed Market Equities

United States USD 0.5% 0.5% -12.3% -5.3%

United Kingdom GBP 0.3% 0.3% 5.6% 11.5%

Continental Europe EUR 0.4% 0.4% -10.5% -7.0%

Japan JPY -0.5% -0.5% -1.7% 2.5%

Asia Pacific (ex Japan) USD 0.1% 0.1% -15.5% -19.3%

Australia AUD 0.4% 0.4% -4.3% -3.3%

Global USD 0.6% 0.6% -13.7% -9.6%

Emerging markets equities

Emerging Europe USD 1.0% 1.0% -76.7% -77.2%

Emerging Asia USD 0.1% 0.1% -18.2% -21.8%

Emerging Latin America USD -0.3% -0.3% 3.4% -9.2%

BRICs USD 0.5% 0.5% -19.6% -25.7%

China USD 0.0% 0.0% -19.7% -28.6%

MENA countries USD 1.0% 1.0% 4.7% 9.3%

South Africa USD -0.5% -0.5% -7.5% -12.9%

India USD 1.4% 1.4% -5.0% 0.9%

Global emerging markets USD 0.1% 0.1% -17.7% -21.4%

Bonds

US Treasuries USD 0.1% 0.1% -7.2% -8.4%

US Treasuries (inflation protected) USD -0.6% -0.6% -6.1% -4.3%

US Corporate (investment grade) USD 0.3% 0.3% -11.4% -12.3%

US High Yield USD 0.9% 0.9% -8.3% -7.0%

UK Gilts GBP 0.9% 0.9% -11.4% -13.9%

UK Corporate (investment grade) GBP 0.4% 0.4% -10.9% -13.2%

Euro Government Bonds EUR 0.4% 0.4% -8.2% -10.8%

Euro Corporate (investment grade) EUR 0.1% 0.1% -7.7% -9.4%

Euro High Yield EUR 0.8% 0.8% -9.3% -9.6%

Japanese Government JPY 0.1% 0.1% -2.3% -3.0%

Australian Government AUD -0.6% -0.6% -7.5% -10.4%

Global Government Bonds USD 0.3% 0.3% -12.2% -15.5%

Global Bonds USD 0.2% 0.2% -12.3% -15.3%

Global Convertible Bonds USD 1.8% 1.8% -17.0% -20.7%

Emerging Market Bonds USD 0.9% 0.9% -23.0% -25.1%
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Source: Bloomberg. Past performance is not indicative of future returns

Asset Class/Region Currency
Currency returns

Week ending 
5 Aug. 2022

Month 
to date YTD 2022 12 months

Property

US Property Securities USD -2.3% -2.3% -15.6% -6.4%

Australian Property Securities AUD -1.3% -1.3% -17.2% -8.7%

Asia Property Securities USD -0.8% -0.8% -5.9% -12.0%

Global Property Securities USD -1.7% -1.7% -15.3% -11.8%

Currencies

Euro USD 0.4% 0.4% -10.1% -13.5%

UK Pound Sterling USD -0.2% -0.2% -10.3% -12.8%

Japanese Yen USD 0.2% 0.2% -13.6% -17.5%

Australian Dollar USD -0.2% -0.2% -4.3% -6.0%

South African Rand USD -0.1% -0.1% -4.3% -13.6%

Swiss Franc USD -0.4% -0.4% -4.6% -5.1%

Chinese Yuan USD -0.1% -0.1% -5.8% -4.3%

Commodities & Alternatives

Commodities USD -3.9% -3.9% 19.3% 31.2%

Agricultural Commodities USD -2.0% -2.0% 4.4% 17.3%

Oil USD -14.4% -14.4% 21.0% 32.0%

Gold USD 1.4% 1.4% -2.1% -0.9%

Hedge funds USD 0.2% 0.2% -4.3% -4.2%
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Important notes

This document is for information purposes only and does 
not constitute any investment advice. This document is only 
intended for use by Newport Distribution Ltd and their clients. 
This does not constitute an offer or solicitation to any person in 
any jurisdiction in which it is not authorised or permitted, or to 
anyone who would be an unlawful recipient.

Prospective investors should take appropriate advice regarding 
applicable legal, taxation and exchange control regulations in 
countries of their citizenship, residence or domicile which may 
be relevant to the acquisition, holding, transfer, redemption or 
disposal of any investments herein solicited.

Any opinions expressed herein are those at the date this 
document is issued. Data, models and other statistics are sourced 
from our own records, unless otherwise stated. We believe that 
the information contained is from reliable sources, but we do 
not guarantee the relevance, accuracy or completeness thereof. 
Unless otherwise provided under UK law, Momentum GIM does 
not accept liability for irrelevant, inaccurate or incomplete 
information contained, or for the correctness of opinions 
expressed.

The value of investments in discretionary accounts, and the 
income derived, may fluctuate and it is possible that an investor 
may incur losses, including a loss of the principal invested. Past 
performance is not generally indicative of future performance. 
Investors whose reference currency differs from that in which the 

underlying assets are invested may be subject to exchange rate 
movements that alter the value of their investments.

Under our multi-management arrangements, we selectively 
appoint underlying sub-investment managers and funds to 
actively manage underlying asset holdings in the pursuit of 
achieving mandated performance objectives. Annual investment 
management fees are payable both to the multimanager and 
the manager of the underlying assets at rates contained in the 
offering documents of the relevant portfolios (and may involve 
performance fees where expressly indicated therein).

Momentum Global Investment Management (Company Registration 
No. 3733094) has its registered office at The Rex Building, 62 Queen 
Street, EC4R 1EB

Momentum Global Investment Management Limited is authorised 
and regulated by the Financial Conduct Authority in the United 
Kingdom.

© Momentum Global Investment Management Limited 2022


