
 

 

 

  

Japan’s Election Renews Mandate for 
‘Abenomics’ – Good for Stocks, in Our View 
Japanese Prime Minister Shinzo Abe’s gamble paid off; his Liberal Demographic Party (LDP) has 

retained its supermajority status in the lower house of parliament in last weekend’s snap election. 

For Abe and the LDP, North Korea’s provocations couldn’t have come at a better time, cementing 

public opinion for Abe’s nationalistic foreign policy. He now has a mandate to continue his pro-

growth ‘Abenomics’ economic plan, and will likely to be the leader welcoming the world to Japan at 

the 2020 Olympics. Importantly for the stock market, this may also mean stability at the Bank of 

Japan when Governor Kuroda’s term is officially up in April 2018. We are taking this opportunity 

to refresh investors on why RiverFront remains overweight Japanese equities in our asset 

allocation portfolios relative to our composite benchmarks. 

  

‘ABENOMICS’, FIVE YEARS ON: CONSUMER BACKDROP IMPROVING 

Five years on, it’s probably worth taking a 

step back and reviewing the performance of 

the controversial “Abenomics’ plan. Critics of 

Abenomics focus on the failure to achieve 

the Bank of Japan’s 2% inflation target. They 

also highlight that economic growth in Japan 

has remained relatively low, and wages 

appear stagnant.  

Underneath the surface, however, we think 

that Abenomics deserves more credit, 

particularly from the perspective of equity 

investors. While we haven’t yet seen the 

definitive end of the disinflation that has 

characterized Japan for much of the past 

three decades, we believe we are now 

starting to see the ‘virtuous cycle’ of 

rising incomes, spending, and 

investment that many hoped for when 

Abe was first elected. There are myriad 

ways to look at Japanese wage data, with various conclusions. We think that the chart above, looking at the overall change in 

compensation from year to year, cuts through the shorter term noise and shows to us a clear upward trajectory since Abe took 

office. This is commensurate with other positive indicators such as tight labor markets and low unemployment. From a 

consumer standpoint, we are encouraged by consumer confidence and lending. The Japan All Household Consumer 

Confidence Diffusion Index recently improved on a monthly, quarterly and year-over-year basis. Also, lending growth to the 

private sector recently hit 5%, the highest growth in over a decade (source: NDR research).  

JAPAN BENEFITS FROM GLOBAL GROWTH 

It’s not just about the domestic economy; in our opinion, Japan’s corporate sector is one of the most globally-sensitive in the 

world. Thus, the synchronized global economic growth we’re witnessing in areas like the US, Europe and China have also led 

to improved corporate sentiment in Japan. This has resulted in a Japanese economy that has entered into one of its most 
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stable periods of growth in quite some time. GDP has grown for six quarters in a row, and indicators of business confidence 

are at multi-year highs. A widely followed business sentiment index, the Tankan Business Conditions Survey for All 

Enterprises, recently hit 15.0, a high for the index since the mid-1990s (source: NDR research).  

ABENOMICS HAS BEEN A WIN FOR EQUITY INVESTORS 

Most cogently for stock investors, earnings momentum has been moving higher, following improving economic 

sentiment (see chart, below). Corporate earnings have hit all-time highs in 2017, helping boost the Nikkei 225 to a new 

two-decade high. While some have posited that Japan’s earnings rebound in the Abenomics era has been all about the weak 

yen, we don’t think that’s true today, considering the yen has been stuck in a volatile trading range for most of 2017.   

 

BUT WHAT ABOUT JAPAN’S STRUCTURAL ISSUES OF DEBT AND DEMOGRAPHICS? 

We acknowledge Japan’s high debt levels and challenged demographics as an issue; however, we offer a couple alternative 

ways to think about it. In Japan, the vast majority of its debt is owed, in a sense, to ‘itself’; Japanese intermediaries own most 

of Japan’s total debt outstanding. This is a meaningfully different dynamic than, for instance, an emerging market economy 

who owes a lot of money in foreign currency to other nations. We think this gives Japan much more flexibility than other debtor 

nations in in how they can deal with their own debt load.  

In our opinion, demographics ‘matter’ for stock investors insofar that they impact the productivity of corporate earnings. To us, 

it’s more about the number of able-bodied, productive adults in the workforce than it is about the birth/death rate. To this end, 

Japan is improving by choosing to focus on a highly educated demographic that is currently underrepresented in the labor 

force - women. Japan is the only country in the OECD to grow female labor participation over a percentage point a year each 

of the last five years, and now boasts a higher percentage of women between ages 15-64 employed in full and part-time work 

than in the US, at 66% (source: Goldman Sachs, May 2016). 

Outside of demographics, we believe another earnings boost can come by incentivizing companies to be more productive with 

the resources they already possess. Under Abe in 2014, Japan instituted the sorely-needed Stewardship Code, which rewards 

improved corporate governance, and forces Japanese companies to publicly commit to return-on-equity (ROE) targets. 

Japanese ROE has improved since the Code was enforced...a positive sign in our opinion. 
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Important Disclosure Information: 

The comments above refer to generally to financial markets and not RiverFront portfolios or any related performance. 

 

RiverFront Investment Group, LLC, is an investment adviser registered with the Securities Exchange Commission under the Investment 

Advisers Act of 1940. The company manages a variety of portfolios utilizing stocks, bonds, and exchange-traded funds (ETFs). RiverFront 

also serves as sub-advisor to a series of mutual funds and ETFs. Opinions expressed are current as of the date shown and are subject to 

change. They are not intended as investment recommendations.   

 

RiverFront is owned primarily by its employees through RiverFront Investment Holding Group, LLC, the holding company for RiverFront. 

Baird Financial Corporation (BFC) is a minority owner of RiverFront Investment Holding Group, LLC and therefore an indirect owner of 

RiverFront. BFC is the parent company of Robert W. Baird & Co. Incorporated (“Baird”), a registered broker/dealer and investment adviser. 

 

These materials include general information and have not been tailored for any specific recipient or recipients.  Accordingly, these materials 

are not intended to cause RiverFront Investment Group, LLC or an affiliate to become a fiduciary within the meaning of Section 3(21)(A)(ii) of 

the Employee Retirement Income Security Act of 1974, as amended or Section 4975(e)(3)(B) of the Internal Revenue Code of 1986, as 

amended. 

 

Past results are no guarantee of future results and no representation is made that a client will or is likely to achieve positive returns, avoid 

losses, or experience returns similar to those shown or experienced in the past. 

 

Investing in foreign companies poses additional risks since political and economic events unique to a country or region may affect those 

markets and their issuers. In addition to such general international risks, the portfolio may also be exposed to currency fluctuation risks and 

emerging markets risks as described further below.  

 

Changes in the value of foreign currencies compared to the U.S. dollar may affect (positively or negatively) the value of the portfolio’s 

investments. Such currency movements may occur separately from, and/or in response to, events that do not otherwise affect the value of 

the security in the issuer’s home country. Also, the value of the portfolio may be influenced by currency exchange control regulations. The 

currencies of emerging market countries may experience significant declines against the U.S. dollar, and devaluation may occur subsequent 

to investments in these currencies by the portfolio.  

 

Foreign investments, especially investments in emerging markets, can be riskier and more volatile than investments in the U.S. and are 

considered speculative and subject to heightened risks in addition to the general risks of investing in non-U.S. securities.  Also, inflation and 

rapid fluctuations in inflation rates have had, and may continue to have, negative effects on the economies and securities markets of certain 

emerging market countries. 

Index Definitions (It is not possible to invest directly in an index): 

The Sentix Sentiment Indicator is a monthly survey among 1600 financial analysts and institutional investors. Participants are asked about 

their opinion regarding the current economic situation and their expectations for the next six months in Japan. The sentix sentiment indicator 

consists of 36 different indicators. For both investor groups, private and institutional, is a component for current situations as well as expected 

situations indicated (24 sub-components). Each indicator is calculated as a qualitative diffusion-indicator and range between -100 (very bad, 

strongly deteriorating) and 100 (very good, strongly improving). The neutral point is therefore 0. For the current situations this implicates a 

business cycle, which is neither positive nor negative. For the expected situation the value 0 indicates an unchanged situation towards the 

current situation. A positive number means that the share of optimists outweighs the share of pessimists and vice versa. The survey is 

conducted through the internet on the Friday and Saturday preceding the publication date. The indicator is usually published on the first 

Monday of the month. 

 

The Nikkei 225, more commonly called the Nikkei, the Nikkei index, or the Nikkei Stock Average, is a stock market index for the Tokyo Stock 

Exchange (TSE). It has been calculated daily by the Nihon Keizai Shimbun (Nikkei) newspaper since 1950. It is a price-weighted index (the 

unit is yen), and the components are reviewed once a year. Currently, the Nikkei is the most widely quoted average of Japanese equities, 

similar to the Dow Jones Industrial Average. 

 

The Tokyo Price Index (TOPIX) is a metric for stock prices on the Tokyo Stock Exchange (TSE). A capitalization-weighted index, TOPIX 

lists all firms that have been determined to be part of the "first section" of the TSE, a section that organizes all large firms on the exchange 

into one group. 
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