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Advisers Give Japan Stocks a Second 
Look 
 
Valuations remain cheap even after last year’s big gains 
 

 
Amid the positive signs in Japan is the Bank of Japan’s decision to expand its monetary-stimulus 
program, reflecting its commitment to beating deflation, says Taizo Ishida, manager of the Matthews 
Japan Fund. Here, Haruhiko Kuroda, governor of the Bank of Japan, speaks during a news conference at 
the central bank's Tokyo headquarters on Oct. 31. BLOOMBERG NEWS  
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Japan’s efforts to jump-start its economy and weaken the yen are prompting financial 
advisers and their clients to give Japanese stocks a second look. 

The Bank of Japan ’s expanded bond-buying program combined with a decision by the 
$1.2 trillion Government Pension Investment Fund to invest more in stocks will give its 
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struggling stock market new life, says Masakazu Hosomizu, a portfolio manager with 
RMB Capital in Chicago.  

With the market holding more promise now, interest in Japanese equities among RMB 
Capital’s institutional and high-net-worth clients is increasing, he says.  

Mr. Hosomizu has been talking with a funds-of-funds manager for months about adding 
his Japan-stock strategy to its lineup, but its interest suddenly heated up after the BOJ 
announced in October it would expand its stimulus program in part by tripling the pace 
of its purchase of stocks.  

RMB Capital, which manages more than $4.2 billion in assets, advises clients with long-
term outlooks to invest 5% to 10% of their equity holdings in Japanese stocks.  

Japan’s stock market has been volatile this year following a strong performance in 
2013. But valuations remain cheap, says Mr. Hosomizu. The government’s 
announcement Monday that its economy shrank for a second quarter in a row, which 
suggests it is now in recession, shouldn’t make Japanese stocks any less attractive, he 
says.  

“My view on the overall macro trend is not largely affected by the GDP number,” he 
says.  

Before “Abenomics,” the ambitious economic overhaul begun by Prime Minister Shinzo 
Abe in the spring of 2013, many international investors ignored Japan, Mr. Hosomizu 
notes. But after suffering for years with extended deflation, the government’s easing has 
resulted in inflation, though it remains well below the central bank’s 2% target.  

That switch from a deflationary economy to an inflationary one is the biggest positive 
change the country has experienced--which is spurring business managers to go from 
saving to spending, Mr. Hosomizu says.  

In addition, he points to other positive economic changes: improved corporate 
governance, increasing earnings, share buybacks and dividends, as well as rising 
wages and personal consumption.  

Profits of many Japanese companies are up thanks to renewed weakness in the yen, 
which makes Japanese products more competitive abroad and increases the value of 
profits when they are converted back into yen, Mr. Hosomizu added.  

Winnie Sun, managing director and founding partner of Sun Group Wealth Partners, is 
encouraging clients to take some profits from their U.S. stock investments and redirect 
them to exchange-traded funds that invest in Japanese stocks as well as international 
funds with heavier weightings to Japan.  



For a long-term investor with an aggressive tolerance for risk, a 2% to 3% allocation to 
Japanese stocks is reasonable, says Ms. Sun, whose Irvine, Calif., firm manages $160 
million.  

She is quick to note a bullish factor: Japan’s core machinery orders, a leading indicator 
of capital spending, came in above expectations in September. Also, Mr. Abe on 
Tuesday said he would delay by 18 months a sales-tax increase that had been planned 
for October of next year.  

Russ Koesterich, chief investment strategist at BlackRock Inc., agrees that Japan 
deserves a second look from investors. “Japan is one of the cheapest developed 
countries in the world today,” he says.  

Mr. Koesterich also reiterated that, over the short term, a better-than-expected earnings 
picture, more share buybacks, the expansion of the central bank’s stimulus program 
and pension plans’ shifts to stocks from bonds will support the Japanese equity market.  

BlackRock is also beginning to see a longer-term case for Japanese equities resting on 
structural reforms and improved corporate governance, Mr. Koesterich says. These 
reforms are meant to reduce barriers to economic growth while boosting capital and 
labor productivity.  

Should these reforms succeed, they should significantly raise Japan’s growth potential 
and lead to sustained improvement in return-on-equity, which has historically muted 
institutional investors’ interest in Japanese stocks, he says.  

Taizo Ishida, San Francisco-based manager of the $677 million Matthews Japan Fund, 
says many U.S. investors remain indifferent to events in Japan.  

“Investors are not reacting as much as I would expect” to recent surprises, including the 
BOJ’s announcement and reports that the sales tax would be postponed, he says.  

When Mr. Abe took over, macro factors, such as Abenomics, were the leading drivers of 
the stock market, Mr. Ishida says. But over the last year, micro factors, such as 
Japanese corporations increasing capital investments, have become the movers, he 
says.  

“Hopefully, people look more at fundamentals and individual companies rather than just 
the market as a whole,” Mr. Ishida says.  

But Tracy Sherwood, a financial adviser with Ogorek Wealth Management, in 
Williamsville, N.Y., urges advisers and their clients to be cautious when investing in 
Japanese stocks. Her firm a few months ago sold its clients’ positions in the Matthews 
Japan Fund after a strengthening U.S. dollar diminished her clients’ investment gains in 
the funds.  
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“A word to the wise: use a global active fund manager that manages currency 
fluctuation,” says Ms. Sherwood, whose firm manages $305 million in assets.  

Write to Daisy Maxey at daisy.maxey@wsj.com  
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