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is head of equity at
Asset Management One International

RE-VISITING JAPAN AS A
LAND OF GOLD

750 years ago, in 1271, a young Venetian
merchant set sail for Asia, travelling
extensively across the continent. He later
went on to write the renowned book, The
Travels of Marco Polo, in which he
described Zipangu as the land of gold.

In this well-known tale, Zipangu is
believed to be the origin of Japan. In the
Japanese language, the country is called
“Nihon” or

means “the land of the rising sun”.

“Nippon”, which literally

So, is Japan a land of gold or the land of
the rising sun? Will the sun rise and shine
again as it did in the 1970s and 8os? Most
investors seem to disagree. They have
been attracted to the US markets where
many technology-driven companies list
their shares. They are also looking to
China, which has overtaken Japan as the
world’s second largest economy after the
UsS.

Current day Japan is a low growth, if any,
mature economy with a rapidly ageing
and decreasing population. An old school
industrialised nation with boring con-
glomerates that engage in cyclical busi-
nesses, lacking cutting-edge innovation
and thought-provoking initiatives. The
nation is heavily indebted and financed by
0% coupons and its central bank. The
government seems to lack a clear strategy
and is often criticized for being slow to
react.

Not to be cynical here, but this is a stereo-
typical that investors

image global
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associate with Japan these days. Unfortu-
nately, there is a degree of undeniable
truth in this view.

However, Japan is going through transfor-
mations which are often missed, even by
observant investors. Although less con-
spicuous compared to its rival China,
Japan tends to move in one direction with
strong commitment once the course is
clearly set. Therefore, identifying such
changes and investing in relevant oppor-
tunity sets early could yield attractive

investment returns.

Transformation underway

There are several areas of transformation
that Japanese companies and society are
currently going through. These are corpo-
rate governance, activism, mergers and
acquisitions, enhanced disclosure, cli-
mate change and digital transformation.
The notoriously poor corporate govern-
ance of Japanese companies is a story of
the past. This can be attributed to govern-
ment initiatives to improve corporate
management’s mind-set towards profita-
bility and shareholders through the intro-
duction and regular revisions of Japan’s
corporate governance and stewardship
code. Although somewhat conservative,
many companies nowadays provide a
clear strategy and profitability objectives
in their guidance. Moreover, they have

also conducted record levels of share buy-

backs during the past few years. Return-
on-equity is expected to bounce back to
achieve the 8% target prescribed in the
Ito Report published in 2014. Companies
are buying back more than ¥4trn ($40bn)
worth of shares every year and, together
with dividends, total shareholder return
has climbed above 50% in the past few
years.

Activism, which society had previously
been critical of, is gradually gaining trac-
tion in Japan. The discord between Sony
and Third Point, run by US billionaire
Daniel Loeb, is an apt example. In 2020,
24 listed companies received activists’
proposals, a substantial increase from
just two companies in 2015, according to
IR Japan. Corporate Japan’s move to
improve profitability is also evident in the
growing number of mergers and acquisi-
tions initiated by Japanese companies.
More than 3,500 transactions have been
completed per annum in the past three
years.

Corporate disclosure in English is an area
that is a work in progress, and adaptation
has been particularly slow with only 30%
of listed companies notifying investors of
their annual general meeting in 2020,
according to the Tokyo Stock Exchange.
However, this was an increase of 7% in 12
months, with large-cap companies lead-
ing the way. A surprising fact is that, in
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Financial Disclosures (TCFD), Japan has
a top ranking in terms of its number of
supporters. It ranks number two in the
level of companies taking action on sci-
ence-based tests and is third in terms of
the number of REi00 members. With the
revised corporate governance code imple-
mented this year, which encourages com-
panies to provide TCFD or an equivalent
level of disclosure on climate change ac-
tions, and with Sustainable Finance Dis-
closure Regulation and taxonomy coming
into effect in Europe, one would expect
that Japanese companies are preparing to
improve their disclosures in these areas.
In addition, reforming the TOPIX is
underway, with an aim to enhance the
attractiveness of the index along with the
re-classification of listing markets. The
proposed change is prompting 664 com-
panies, a quarter of its 2,190 constituents,
to increase their free float by January 2025
or face exclusion from the index.
Digitalisation is another area that has
taken off in Japan in the wake of the pan-
demic. With the government finally pro-
moting change and, in many respects,
forcing companies to adopt to a new real-
ity, this transformation has accelerated
significantly during the past 18 months.
Companies such as M3, GMO GlobalSign
and NRI are leading the digital transfor-

mation of Japan.

Our approach
The Japan Growth Equity Strategy, man-
aged by Japanese equity market veteran
with over 27 years investment experience,
Seiichiro Iwamoto (an employee of Asset
Management One), is unique in its
approach. The team use a proprietary
“Growth Categories Framework” to map
all the growth opportunities throughout
society and classify them into a matrix.
They then populate each category with
relevant companies identified through
This

approach provides Iwamoto a breadth of

bottom-up research. holistic
investment opportunities without focus-
ing on particular sectors or themes. This
approach is available through Asset Man-
agement One International's Luxem-
bourg domiciled UCITS fund, AMO

Japan Growth Equity Portfolio.

Playing the China story through Japan

Given the recent tensions between China
and the US, the amplified protectionism
around the world and Beijing’s crack-
down on Chinese tech giants, property,
education and gaming industries, cou-
pled with its growing influence over Hong
Kong, is it safe to invest in Chinese
stocks? With growing regulatory scrutiny
and political risks, the attractiveness of
investing directly in Chinese companies

is eroding quickly, and no longer compen-

sates investors for the associated risks.

A compelling proposition is to play China
through Japan. Despite Beijing’s push for
the “buy made in China” campaign,
expertise in the production of certain
materials, such as components and
machinery relevant for the development of
the Chinese manufacturing sector, remains
in Japan, therefore offering attractive expo-

sure to growth stories in China.

Re-visit Japan to uncover gold

Japan may not be positioned at the top of
a global investor’s list of attractive oppor-
tunities, however nor should it be at the
bottom. Japan is experiencing numerous
transformations and has lower risks as a
developed market when compared to
emerging markets. Many investors have
become sceptical about Japan and have
been reducing their exposure to the coun-
try over the past few years. This move has
made it deeply undervalued and left it
with many untouched opportunities.

It has become a neglected land of gold,
where many hidden gems are waiting to

be discovered.

Asset Management One International, a
leading asset manager headquartered in
Japan, with deep roots in the development of
industrial Japan, can assist you in construct-

ing your portfolio’s exposure in Japan.

Asset
Management

One

Asset Management One International Ltd. (“AMOI”) is authorised and regulated by the Financial Conduct Authority in the UK. This data is intended for professional investors and eligible counterparties only, as de-
fined by the Financial Conduct Authority. AMO UCITS FUND is organised as a Société d’Investissement & Capital Variable (investment company with variable capital) and is governed by the laws of the Grand-Du-
chy of Luxembourg. AMO UCITS Fund has its registered office in the Grand-Duchy of Luxembourg and is authorised in Luxembourg and regulated by the Commission de Surveillance du Secteur Financier. Befo-
re investing into AMO UCITS Fund (the ‘Fund’), you should read the related KIID and the prospectus as well as the latest annual or interim reports. Please refer to the risk factors for risks applicable in investing in
this Fund. The prospectus and KIID are available from the Asset Management One International website at http://www.am-one-int.co.uk/investment-capabilities-ucits.

IMPORTANT INFORMATION International investing entails special risk considerations, including currency fluctuations, lower liquidity, economic and political risks, and differences in accounting methods. Con-
centrating investments in one region subjects the Fund to more volatility and greater risk of loss than geographically diverse funds. Equity stocks of small and mid-cap companies carry greater risk, and more vo-
latility than equity stocks of larger, more established companies. The above is for informational purposes only and should not be considered as an offer and is not intended to be used to solicit investments. AMOI
does not warrant the accuracy, adequacy or completeness of the information and materials contained in this document and expressly disclaims liability for errors or omissions in such information and materials.
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SUSTAINABILITY: A JAPANESE
BLUEPRINT

Japan is no stranger to economic transformation plans. The world’s third largest
economy has lived with stagflation for three decades and various prime minis-
ters have been tasked with fixing the problem.

Now the government is working towards two major economic outcomes after
setting a target to be carbon neutral within 30 years. Switching from a depend-
ency on fossil fuels to renewable sources is not going to be easy.

Japan’s Asset Management One is playing its part by vowing to make its portfo-
lios carbon neutral by 2050. Working with policymakers and corporate board-
rooms as well as collaborating with other professional investors around the
world are part of its strategy.

In the following pages the asset manager discusses its plans and the core

issues it is tackling to make the world more sustainable.
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In November, Akira Sugano, CEO of Asset Management One
(AMO), travelled to Glasgow to participate in the United
Nations Climate Change Conference (COP26) as well as the
World Climate Summit. The message he brought with him
was one of leadership, active engagement and collaboration —
all components of Japan’s transformation to sustainability.
ESG and sustainability have become prevalent buzzwords, not
only in Japan but globally, proliferating media headlines as
well as daily conversations. Due to its heavy dependence on
fossil fuels, many critics were sceptical of Japan’s commitment
to achieving meaningful levels of decarbonisation. These crit-
ics, as well as the world, took notice in October 2020 when for-
mer Prime Minister Suga pledged that Japan would achieve
carbon neutrality by 2050. The commitment was followed by
an interim government plan to achieve a 43% reduction in
greenhouse gas (GHG) emissions by 2030 (in comparison to
2013), coupled with an ambitious revision to the government’s
energy source plan, decreasing fossil fuel dependency and
replacing it with renewable energy.

A few months later, in December 2020, the Net Zero Asset
Managers initiative (NZAM) was established. The initiative is
composed of global asset managers aiming to achieve net zero
GHG emissions. As one of the 30 initial signatories and the
only Japanese firm amongst the founding members AMO set a
precedent. Just shy of its one-year anniversary, NZAM’s mem-
bership increased to 220 members by November, representing
approximately $57trn (£42.7trn) in assets under management
(AUM). NZAM'’s signatories have committed to supporting the
goal of net zero GHG emissions by 2050, which aligns with
global efforts to limit warming to 1.5°C. These global asset man-
agers have also committed to setting an interim target for the
proportion of their assets to be managed in line with the attain-
ment of net zero emissions by 2050 or sooner, by working with
asset owners and clients on decarbonisation goals. AMO has set
an ambitious target of ¥3otrn (£200trn) worth of AUM (53% of
their AUM, as of March 2021) as its 2030 interim goal, on the
path to achieving GHG emissions by 2050 or earlier.
Perpetuating this call to action amongst the asset manage-
ment industry, in early 2021 Mr Sugano spearheaded an pro-
ject, redefining AMO’s raison d’etre and corporate purpose:
“Creating a sustainable future through the power of invest-
ment.” This aptly captures the firm’s aspiration and reflects its
commitment to net zero. As an asset manager, AMO is com-
mitted to working with all constituents in the investment
chain to accelerate the transition towards net zero in three

areas:
1. We will strive to increase the amount of assets managed that
align with the net zero initiative. This includes offering active

strategies which invest in companies possessing the ability to
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increase their enterprise value whilst working toward the net
zero goals. From quantitative and qualitative perspectives, we
will assess investee companies and direct capital to support
those demonstrating an active commitment and make solid
progress in achieving net zero. For passive strategies, we are
planning to launch passive products with a focus on engage-
ment to encourage a wider range of companies to act and make
the transition towards net zero. This approach will enable
AMO to raise awareness and drive action across the entire mar-
ket, including companies that have not yet taken the necessary

steps, as well as those already working towards net zero goals.

2. Through engagement, the firm is a proactive proponent of
encouraging companies to transform their business models
towards increased sustainability and decarbonisation. Rather
than simply divesting from the companies that are not yet fully
aligned with the net-zero scenario, our priority is to engage
with them. Our goal is to gain a holistic understanding of the
company which allows us to have a constructive dialogue to
bring about improvement and positive changes. Where there is
no evident progress despite this engagement, we will consider

opposing the election of directors at the respective companies.

3. We will continue working with policy makers and other
organisations to strengthen ongoing efforts towards achieving
net zero goals by 2050. This is exemplified by AMO’s participa-
tion in climate change and environment-related study groups
and initiatives established by the Ministry of Economy, Trade

and Industry and the Ministry of the Environment.

AMO is one of the few Japanese asset managers to join Climate
Action 100+ (CA100+), an engagement initiative launched in
2017 to ensure the world’s largest corporate GHG emitters take
remedial actions. Together with a US public pension fund,
AMO has been co-leading the engagement with a major Japa-
nese automotive company, as part of the joint efforts to achieve
the CAioo+ goals. In this instance, the foreign asset owner
offers a more global perspective, while AMO offers a local con-
text on ESG. Such collaboration has enabled AMO to build
stronger ESG engagement with the company for positive
impact and solutions.

In its first sustainability report issued in October, AMO
revealed its holistic approach in tackling sustainability issues
and provided conceptual guidelines and examples of imple-
mentation. To identify issues and better understand their
importance to the global environment and society AMO created
a framework to analyse and plot these “barriers” based upon
sustainable and financial materiality.

When identifying global environmental and social issues, the

firm is guided by information sourced from businesses, NGOs



and the World Economic Forum to map the materiality without
being bound by existing ESG factors. The barriers are
segmented into four broad categories: environmental, geopo-
litical, social and technological.

Sustainable materiality plotted on vertical axis, is an indication
of the global society’s level of interest in environmental and
social issues. Financial materiality on the horizontal axis,
focuses on economic impact and reflects important themes
whilst indicating the level of economic impact from and on
corporate activities. The materiality map indicated by these two
axes is considered by AMO as a compass for creating a sustain-
able future through the power of investment.

In parallel with the materiality map, AMO has recognised
nine core issues to economic and societal materiality: cli-
mate change, biodiversity, health & wellbeing, diversity &
inclusion, water resources, circular economy, sustainable
food system, air, water and land pollution, and business &
human rights. Subsequently, we have selected three

areas: 1. Climate change, 2. Biodiversity and environmental

Materiality Map

Asset Management One — Portfolio Insight

destruction, and 3. Human rights and health & wellbeing
within which AMO can contribute to solving issues as an
investor and are also common for the individual company
and the entire supply chain. In the future, areas of focus will
be the central axis for our engagement proxy voting and
investment decisions, and applied to the firm’s wide-rang-
ing business activities, including product strategy and
corporate sustainability.

We will engage on these issues alongside the traditional dialog
focusing on strategy and governance disclosure, items which
form the basis of sustainable corporate activities.

AMO is committed to leading the sustainability transforma-
tion whilst advocating for and instigating change in Japanese
corporate culture and society. Climate change is an urgent
global issue and a complex challenge interconnecting multi-
ple issues across a spectrum of disciplines. It is essential for
all stakeholders, including governments, companies and con-
sumers, to work in co-operation towards resolving this ever-

changing issue.
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Asset Management One International Ltd. (‘AMOI’) is authorised and regulated by the Financial Conduct Authority in the UK. This data is intended
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for professional investors and eligible counterparties only, as defined by the Financial Conduct Authority, and is not intended for further distri-

bution. Some of the information in this document may contain projections or other forward-looking statements regarding future events or future
financial performance of countries, markets or companies. These statements are only predictions and actual events or results may differ materi-
ally. The reader must make his/her own assessment of the relevance, accuracy and adequacy of the information contained in this document, and
make such independent investigations, as he/she may consider necessary or appropriate for the purpose of such assessment. The intellectual
property and all other rights pertaining to the data published in this documentation shall remain the property of the publisher and licensor.
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Asia and Beyond

Asset Management One offers a broad and
diverse range of investment strategies and
liquidity solutions to some of the world’s
largest institutional asset owners. We are
committed to providing products and services
of the highest standards to meet the various
needs of our clients, as a responsible
asset manager from Asia and beyond.

Asset
Management

One

Your financial success is our goal. Creating a sustainable future
www.am-one-int.co.uk through the power of investment

Asset Management One International Ltd. and other entities of the Asset Management One group are brands and/or trademarks of the Asset Management
One group and/or affiliate companies, subject to trademarks and other rights owned by third parties. Asset Management One International Ltd. is authorised
and regulated by the United Kingdom Financial Conduct Authority. This document is strictly for information purposes only and is directed to professional
clients and eligible counter parties as defined by relevant authorities where Asset Management One’s offices are located. This document does not constitute
any offer or solicitation of products or of services in any jurisdiction or in any circumstances that is otherwise unlawful or not authorised. This document has
not been endorsed or reviewed by any of the relevant authorities where Asset Management One’s offices are located. The value of invested assets and
the income from it may fall as well as rise and investors may not get back the amount originally invested due to factors such as market conditions or other
causes. The intellectual property and all other rights pertaining to the data published in this document shall remain the property of the publisher and licensor.





