
EYE ON THE MARKET • MICHAEL CEMBALEST • OUTLOOK 2017 JANUARY 1, 2017

20

EYE ON THE MARKET  MICHAEL CEMBALEST  OUTLOOK 2017 JANUARY 1,  2017

 

20

Japan: delusions of inflationary grandeur 

Abenomics was designed to reflate Japan.  Inflation picked up in 2014, but then rolled over.  While the 
Bank of Japan has been projecting higher inflation (brown dots, right chart), their forecasts have been 
way too optimistic.  I’m not going to spend too much time this year dissecting all the Japanese data, 
since the core objective of Abenomics isn’t working. 

For investors, I leave you with this.  Where I grew up, every few years, insects called cicadas emerged 
after spending a decade or more underground, and then flew around for a few weeks before dying.  In 
Japan, the cicada is known as the higurashi, and it’s a good metaphor for the Japanese equity market.  
The chart below (left) shows the benefits of overweighting Japanese equities and underweighting a mix 
of US, Europe and Emerging Markets equities14 since 1988.  For a few short periods over the last 28 
years, Japanese equities had their place in the sun, flying around for a while before submerging again.  
Otherwise, they weren’t really worth owning on a relative basis.   

Renewed weakness in the Yen should help Japanese exporters in 2017, fiscal spending is rising, and 
investors may benefit from Japanese companies increasing buybacks and M&A (cash holdings in Japan 
are roughly 3x US levels as a % of market capitalization).  I’d be comfortable with a neutral position in 
Japan in 2017 but not an overweight, since I don’t think 2017 will be the year of the higurashi, 
particularly if the Yen starts to rally again. 

14 Computations are based on an all-equity portfolio that is overweight Japan by 7.5%, underweight the US by 
3.5%, underweight Europe by 2.5% and underweight emerging markets by 1.5%.  All overweights and 
underweights are expressed relative to prevailing MSCI index weights. 
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Higurashi Moments: the benefits of overweighting Japan
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Japan equities and the Yen: a one-trick pony
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IMPORTANT INFORMATION 
Purpose of This Material: This material is for information purposes only. 
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certain information contained in this material to be reliable but do not warrant its accuracy or completeness. We do not make any 
representation or warranty with regard to any computations, graphs, tables, diagrams or commentary in this material which is 
provided for illustration/reference purposes only. Investors may get back less than they invested, and past performance is not a 
reliable indicator of future results. It is not possible to invest directly in an index. Forward looking statements should not be 
considered as guarantees or predictions of future events. 
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the U.S. by J.P. Morgan Securities LLC, an affiliate of JPMCB, and outside of the U.S. by other global affiliates.  J.P. Morgan 
Securities LLC, member FINRA and SIPC. 
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Regulation Authority and regulated by the Financial Conduct Authority and the Prudential Regulation Authority. In addition, this 
material may be distributed by:  JPMorgan Chase Bank, N.A. (“JPMCB”), Paris branch, which is regulated by the French banking 
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and discretionary investment management services are provided to you by JPMCB, Hong Kong/Singapore branch (as notified to 
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have not been reviewed by any regulatory authority in Hong Kong, Singapore or any other jurisdictions. You are advised to exercise 
caution in relation to this document. If you are in any doubt about any of the contents of this document, you should obtain 
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With respect to countries in Latin America, the distribution of this material may be restricted in certain jurisdictions. Receipt of this 
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Risks, Considerations and Additional information: There may be different or additional factors which are not reflected in this 
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decision. Nothing in this document shall be construed as giving rise to any duty of care owed to, or advisory relationship with, you 
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