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Might debt, deflation and demographics now be a Chinese problem?

Is the break out in Japanese inflation for real? Persistent deflation after the asset bubble burst in 1991

Japan - Thirty year struggle to escape deflation
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BoJ policy has pushed the yen to extreme undervaluation Landmark shift by BoJ to loosen yield curve limits

The Economist Big Mac Index suggests the 
yen is 43% under valued vs the dollar

(Economist Aug 2023)

Aggressive reflationary policies are starting to gain traction
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Japan’s reflationary polices are finally gaining traction in the real economy

Sharp acceleration in Japanese wages Pricing power is finally returning to corporate Japan

Wage growth and corporate pricing finally climbing
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The population continues to shrink Over 65s projected to rise to almost 40% by 2070

Japanese demographics are still challenging though… 
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Rapid recovery in foreign tourists post-COVIDAn elderly workforce needs more foreign workers

But there is evidence of the country ‘opening up’
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After decades of underperformance Japanese equities trade on just 1.2 x book value 

Long-term underperformance may now be ending Japanese equities are now attractively priced

Japanese equities are attractively priced
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Japanese assets are attractively valued & offer multiple thematic opportunities

Bonds

• BoJ expected to maintain liquidity support in the next few months to manage short-term JGB volatility
• Japanese financial institutions hold an estimated $1tn of US Treasuries (Fed data). Upward pressure on international bond 

yields likely
• Most Japanese banks have been preparing for interest rate risks (reducing duration and Dollar risk) since the start of the 

year - low systemic risk. 

Equities

• Attractive valuations with much of the TOPIX still trading below book value – domestic M&A accelerating
• Powerful thematic  trends: robotics, connectivity, managing ageing/demographics, diet and nutrition, smart buildings, 

autos/electrification.
• Foreign investor interest climbing as Tokyo Stock Exchange encourages balance sheet efficiency, profitability and 

shareholder communication particularly where  price/book valuations are below 1.

Cash 
(tactical)

• Yen upside looks likely as yield curve controls are dialed back and Japanese financial institutions repatriate foreign 
investments 

• Disorderly upward revaluation in Japanese currency still possible 

Risks

1. Reflationary policies fail - Bank of Japan is still purchasing JGB’s at record rates this year
2. Long-term risk from failing to secure climate targets
3. Military conflict over Taiwan causes regional Asian Crisis – North Korea further escalates missile tests
4. Demographics remain very challenging  - foreign workforce will need to continue expanding

Japan strategy - August 2023

Source: Sarasin & Partners, August 2023

Policy summary
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Important information

If you are a private investor, you should not act or rely on this document but should contact your professional advisor.

The information on which the document is based has been obtained from sources that we believe to be reliable, and in good faith, but we have 
not independently verified such information and no representation or warranty, express or implied, is made as to their accuracy. All 
expressions of opinion are subject to change without notice. 

US Persons are able to invest in units or shares of Sarasin & Partners LLP funds if they hold qualified investor status and enter into a fully 
discretionary investment management agreement with Sarasin Asset Management Limited. US persons are US taxpayers, nationals, citizens or 
persons resident in the US or partnerships or corporations organized under the laws of the US or any state, territory or possession thereof. 

This document has been prepared by Sarasin & Partners LLP (“S&P”), a limited liability partnership registered in England & Wales with 
registered number OC329859, authorised and regulated by the UK Financial Conduct Authority and approved by Sarasin Asset Management 
Limited (“SAM”), a limited liability company registered in England & Wales with company registration number 01497670, which is authorised 
and regulated by the UK Financial Conduct Authority and registered as an investment adviser with the US Securities and Exchange Commission 
under the Advisers Act. The information in this document has not been approved or verified by the United States Securities and Exchange 
Commission (SEC) or by any state securities authority. Registration with the SEC does not imply a certain level of skill or training.

Please note that the prices of shares and the income from them can fall as well as rise and you may not get back the amount originally 
invested. This can be as a result of market movements and also of variations in the exchange rates between currencies. Past performance is 
not a guide to future returns and may not be repeated. Management fees and expenses are described in SAM’s Form ADV, which is available 
upon request or at the SEC's public disclosure website, https://www.adviserinfo.sec.gov/Firm/115788.

Neither MSCI nor any other party involved in or related to compiling, computing or creating the MSCI data makes any express or implied 
warranties or representations with respect to such data (or the results to be obtained by the use thereof), and all such parties hereby expressly 
disclaim all warranties of originality, accuracy, completeness, merchantability or fitness for a particular purpose with respect of any such data.  
Without limiting any of the foregoing, in no event shall MSCI, any of its affiliates or any third party involved in or related to compiling, 
computing or creating the data have any liability for any direct. indirect, special, punitive, consequential or any other damages (including lost 
profits) even if notified of the possibility of such damages.  No further distribution or dissemination of the MSCI data is permitted without 
MSCI’s express written consent.

©2023 Sarasin Asset Management Limited – all rights reserved. This document can only be distributed or reproduced with permission from 
Sarasin Asset Management Limited.
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