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The covid driven decline in consumer activity has taken a significant toll on the Japanese economy. 
Compliance with strict activity restrictions has left Japan's recovery lagging behind other developed 
economies. GDP growth has failed to surpass pre-covid levels, but recent developments in fiscal policy 
and earnings projections support a more optimistic outlook for the second half of this year.
The fiscal outlook improved dramatically following the October 2021 general elections. Prime Minister 
Fumio Kishida's ruling party gained key representative seats which alleviated fears of a split 
government and revolving door of leadership. The outcome also paved the way for a seventy-nine 
trillion Yen spending package that includes support for business and sending checks directly to families. 
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Similar to the last global recession and recovery, Japan has struggled to keep up with DM growth rates

Foreign Equities: Japan

Quicktake: Japan is likely to see a re-acceleration in domestic activity this year, but we find the 
outlook for Japanese equities to be too reliant on assumptions of a reversal in consumer activity 
and sustainable strength in foreign demand to get too excited about early 2022 prospects. 
Second half prospects may improve as stimulus measures make their way through the economy. 
Fiscal and monetary policies remain highly accommodative and should help boost consumer 
activity and earnings projections. Additionally, any supply chain improvements will help support 
export growth. The risk of additional restrictions related to new covid variants, the propensity of 
the population to increase savings rather than spend, and weaker than expected export demand 
could thwart optimistic recovery efforts. We recommend an underweight and wait and see 
position for Japanese equities.   

On the monetary policy front, the Bank of Japan (BoJ) has continued to promote easy money polices 
and has avoided the rate hike or QE tapering conversation. This year, the bank will be required to 
maintain bond purchases as the government seeks funding for fiscal spending measures. The BoJ has 
been the largest purchaser of government bonds since the QE program began, and is unlikely to 
relinquish this position any time soon. These highly accommodative fiscal and monetary supports are 
encouraging to the outlook for Japanese markets, but they will take time to work their way through 
the economy. 
A sustainable recovery in consumer spending would support a bull case for Japanese equities. Japan 
has been in a long-term deflationary cycle which has led to a history of high savings rates. If inflation 
picks up and cash handouts encourage consumer confidence, we could see savings habits shift to 
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spending habits, but the timing and magnitude of such a shift is uncertain. Additionally, manufacturing 
and export activity make up a sizable portion of the economy. Global demand appears to be improving, 
but supply chain issues may have caused a short-term overshoot in recent orders. The potential for 
plateauing demand later in the year as inventories are replenished is a headwind to Japanese 
outperformance. The foundation for a rebound has been laid, but potential only goes so far. We would 
like to see how the first few floors of the building are coming along before entering in.
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The commentary set forth herein represents the views of Waterloo Capital Management and its investment professionals at the time indicated and is subject to change without 

notice. The commentary set forth herein was prepared by Waterloo Capital Management based upon information that it believes to be reliable. Waterloo Capital Management 

expressly disclaims any responsibility to update the commentary set forth herein for any events occurring after the date indicated herein or otherwise. The commentary and other 

information set forth herein do not constitute an offer to sell, a solicitation to buy, or a recommendation for any security, nor do they constitute investment advice or an offer to 

provide investment advisory or other services by Waterloo Capital Management. The commentary and other information contained herein shall not be construed as financial or 

investment advice on any matter set forth herein, and Waterloo Capital Management expressly disclaims all liability in respect of any actions taken based on the commentary and 

information set forth herein. Hedge funds, private equity and other alternative investments involve a high degree of risk and can be illiquid due to restrictions on transfer and lack 

of a secondary trading market. They can be highly leveraged, speculative and volatile, and an investor could lose all or a substantial amount of an investment. Alternative 

investments may lack transparency as to share price, valuation and portfolio holdings. Complex tax structures often result in delayed tax reporting. Compared to registered 

mutual funds, hedge funds, private equity and other alternative investments are subject to less regulation and often charge higher fees. Alternative investment managers typically 

exercise broad investment discretion and may apply similar strategies across multiple investment vehicles, resulting in less diversification. Trading may occur outside the United 

States which may pose greater risks than trading on US exchanges and in US markets. Alternative Investments generally are offered through private placements of securities 

which are unregistered private placements and are available only to those investors who meet certain eligibility criteria. The above summary is not a complete list of the risks and 

other important disclosures involved in investing in alternative investments and is subject to the more complete disclosures contained in the Fund's confidential offering 

documents, which must be reviewed carefully prior to any investment. 
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