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Abe-vederci	

Prime	Minister	Shinzo	Abe’s	recent	scandals	put	him	in	a	very	precarious	position,	but	what	
market	impact	should	be	expected	should	Abe	step	down?	We	look	at	what	is	driving	the	equity	
market	in	Japan	and	how	best	to	navigate	the	coming	months.	
	
With Prime Minister Abe suffering a series of scandals in recent weeks, and the Japan Times touting Fumio 
Kishida as the best prospect to replace Abe should he resign this year, we felt it was important to look at 
how this might effect investor sentiment in the region and upset the Abenomics apple cart.  

 
October 2017 saw the largest monthly inflow of foreign investors into Japanese equities since the current 
data series began in 2005 (Source FT Nov 2017) with a staggering net 3.43trillion yen being invested in the 
region.   
 
Seeing as Japan's Government Pension Investment Fund (GPIF) has been historically the major buyer of 
equities it is important to point out that currently their 26% equity exposure is within their guideline – 
meaning no changes expected in the near term. As would be expected in Japan, the rest of the pension fund 
market has followed suit, and therefore it is expected that pension funds will not be significant buyers or 
sellers to the market in the next 6-12 months. This means that currently, the trade off between supply and 
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demand for Japanese equities (at least domestically) is balanced. With that in mind it would be fair to 
assume that foreign investors will have the most significant impact on the market in the near future.  
 
So, all of a sudden Abe’s position and potential exit starts to become more of a concern to the equity market. 
With international investors only just beginning to take Japan seriously, a large amount of which are doing 
so on the basis of an ‘Abenomics’ trade rather than a value or growth investment, benchmarks could have a 
significant movement if the prime minister were to step down. 
 
Somewhat ironically, if Abe were to step away from his role, there would be no change to the governing 
party and the opposition parties are fragmented and in no position to challenge. Therefore, it is likely that 
the Liberal Democrat’s plan would be continued by the chosen successor to Abe.  
 
There is still a deflationary mindset in Japan, people are still concerned about long-term health costs, 
pension shortfalls, and wage growth. But, in the main, there is a large amount to be optimistic about in Japan 
on the economic side. Companies are doing very well, growing, improving governance, and this last 
financial year was another excellent year for earnings. Companies are investing in their own businesses; 
capex is on the rise, dividends are growing, and companies are buying back shares. There has also been 
some wage growth over the last year, and the macro economic numbers have started to turn the heads of 
international investors – resulting in the aforementioned surge in investments.  
 
Historically, Japanese companies have held significant levels of cash on their balance sheet, this has 
changed somewhat over the past 7 years as companies invest, grow, and rid themselves of their previous 
conservative mindsets. That said, there are still some interesting net cash opportunities for those who wish to 
look - and with shareholder activism starting to take hold in Japan, the right investors (such as AVI with 
their upcoming Japanese Investment Trust) could offer a very interesting investment opportunity.  
 
In the main, the Topix benchmark does look expensive. The recent inflow of capital from foreign investors 
has been heavily linked to the improvements in economic data and is likely to also be linked to support of 
Abe and his three arrows. So, any change in the political hierarchy is likely to be followed by a significant re 
rating of the benchmark stocks.   
 
However, domestically speaking, Japan looks to be in good shape (minus the ageing population, exorbitant 
government debt, and extremely tight labour market!) for those that can ignore the current political noise. 
So, benchmark agnostic, fundamental stock pickers who are investing in; growing companies, with good 
corporate governance, and are not following the crowded trades, are likely to be well placed should Abe not 
survive another scandal.  
	


