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Japan, Still the Outlier After All These Years
November 17, 2023

The Japanese stock market is having itself a hot minute. The Nikkei 225 index, a benchmark for Japanese
equities, is up nearly 30 percent so far this year, a standout performance among global markets and a
sharp contrast to Asia’s other large economy, China, where stocks have been limping along in negative
territory and getting little in the way of love from foreign investors. Long a byword for chronic economic
sluggishness, Japan is back on the radar screen. Is there a strategic case to make here? A word or two of
caution is in order, we believe.

33 Years And Counting

Those of us with a sufficiently long institutional memory know that Japan is the asterisk tacked onto the
mantra that stocks go up in the long term. The Nikkei 225 reached an all-time peak of 38,915 on the last
trading day of the year in 1989. Yes — the year that saw the fall of the Berlin Wall, Czechoslovakia’s Velvet
Revolution and the birth of Taylor Swift, among other seismic world events, was also the last time the
phrase “Japanese stocks closed at a record high” was ever uttered.
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The Nikkei 225 today sits at 33,585. That is still around 14 percent below the 1989 record high, but it’s
tantalizingly close, considering where the index has been for much of the intervening period, as the above
chart shows. Foreign investors have been a big source of the market’s upward trend this year. Last week,
in the wake of a broad global rally on the back of positive sentiment about the Fed and interest rates,
Japanese stocks attracted some $7.4 billion from international buyers. Last month the Wall Street Journal
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called Japan “the most exciting equity market in the world.” Warren Buffett has been a fan of late. Is there
enough juice left for a final surge to bridge the 14 percent deficit and set a new record high?

Going Its Own Way

We are not going to make bets on short-term prospects for the Nikkei — that’s not what we do. But when
we consider the strategic case for a long-term position in Japanese equities, we do not see much evidence
to support such a move. It is true that, after many years in which the economy flirted with chronic
deflation, consumer prices have risen in the past couple years. The national consumer price index
currently sits around 2.7 percent — low in comparison to recent inflation levels in Europe and North
America, but much higher than the levels of the previous decade when it struggled to stay above zero.

But at the same time that inflation is above trend — and above the Bank of Japan’s target of two percent
— the economy is stagnating. Real GDP growth for the third quarter fell by 2.1 percent, a larger decline
than expected. Consumer spending is weak, as average domestic wages have not kept up with higher
inflation. Capital investment by businesses was also negative. The outlook for improvement in key areas
like consumer spending is fairly muted. Japan risks transitioning from one kind of malady — deflation — to
another — that old 1970s-era ball and chain of stagflation.

The government recently announced a proposed fiscal stimulus program that could potentially run to
about three percent of the country’s total GDP. That might or might not work — stimulus efforts in the
past have had decidedly mixed results. But it comes at a very awkward time, because monetary policy has
been delicately trying to go in the other direction — tightening (i.e., anti-stimulus) after years and years of
one of the most aggressive monetary easing programs ever pursued by a central bank. In addition to being
the sole remaining country with negative benchmark interest rates, the Bank of Japan exerts pressure on
long-term maturities through a policy of yield curve control. It is trying to loosen this control, though the
BoJ's opaque pronouncements on the subject have tended to leave investors more confused than
enlightened. Fiscal stimulus and a stagnating economy make the BoJ’s job even harder than it already was.

Japan has arguably done a more or less respectable job with its economic policies, going back to the
“Abenomics” era of the early 2010s, in fighting against some deep-seated long-term problems, not the
least of which is the demographic challenge of a declining working-age population (along with the
intractable cultural resistance to increased immigration to offset demographic decline). But the problems
are not going away any time soon. At some point, we imagine the Japanese stock market will claw its way
back to that 1989 high point. But for long-term portfolio allocation, we remain unconvinced.
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Investment Advisory Services offered through MV Capital Management, Inc., a Registered Investment Advisor. MV Financial
Group, Inc. and MV Capital Management, Inc. are independently owned and operated.

Please remember that past performance may not be indicative of future results. Different types of investments involve varying
degrees of risk, and there can be no assurance that the future performance of any specific investment, investment strategy, or
product (including the investments and/or investment strategies recommended or undertaken by MV Capital Management, Inc.),
or any non-investment related content, made reference to directly or indirectly in this newsletter will be profitable, equal any
corresponding indicated historical performance level(s), be suitable for your portfolio or individual situation, or prove successful.
Due to various factors, including changing market conditions and/or applicable laws, the content may no longer be reflective of
current opinions or positions. Moreover, you should not assume that any discussion or information contained in this newsletter
serves as the receipt of, or as a substitute for, personalized investment advice from MV Capital Management, Inc. To the extent
that a reader has any questions regarding the applicability of any specific issue discussed above to his/her individual situation,
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he/she is encouraged to consult with the professional advisor of his/her choosing. MV Capital Management, Inc. is neither a law
firm nor a certified public accounting firm and no portion of the newsletter content should be construed as legal or accounting
advice. A copy of the MV Capital Management, Inc.’s current written disclosure statement discussing our advisory services and

fees is available for review upon request.
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