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When Shinzo Abe unexpectedly resigned as Japanese Prime 
Minister for health reasons a few days ago, few South Africans 
will have batted an eyelid. He is perhaps best known for appearing 
at the closing ceremony of the 2016 Olympics dressed as video 
game character Mario to promote the 2020 Tokyo Games. Of 
course, the Games had to be postponed due to the global 
pandemic, and might even be cancelled completely. In the 
investment world, he is better known for ‘Abenomics’, the 
three-pronged plan of action he announced in 2013 to lift Japan 
out of a long economic slumber.   

TURNING JAPANESE
Abenomics had mixed success, but that is not our main concern 
here. Of greater concern is the potential ‘Japanification’ of the 
rest of the developed world. 

When English band The Vapors released the song “Turning 
Japanese” in 1980, Japan was ascending and envied. Its rise 
was seen as inexorable, driven by a supposedly superior work 
ethic and technological prowess. 

In the following years, Japanese assets soared in value and the 
stock market exploded, outperforming all other markets. 
Famously, the parcel of land around the Imperial Palace in 
Tokyo was worth more than all of California. Japanese carmakers, 
electronic brands and banks were globally dominant. By the 
late 1980s, a publicity-hungry New York businessman called 
Donald Trump told everyone who would listen that Japan had 
“sucked the blood out of America” by displacing American 
firms in their own markets. He called for steep tariff increases.

Today turning Japanese is a fate to be avoided at all costs. While 
the country maintains an incredible quality of life for its citizens, 
the dynamism has seemingly been sucked out of its economy. 
While Japanification means different things to different people, 
broadly speaking it refers to persistently low or negative inflation, 
near-zero or even negative interest rates, low private investment, 
low wage growth even with low unemployment rates, and high 
public debt levels. 

CHART 1: JAPANESE INFLATION AND INTEREST RATE 
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CAUSE AND EFFECT
It is always difficult with these things to tease out cause and 
effect, since there are always feedback loops, but the combination 
of the bursting of a massive financial bubble in the early 1990s, 
an ageing (even shrinking) population, an overly strong exchange 
rate and policy missteps got Japan into its funk. Interest rates 
collapsed, but were unable to spur borrowing since private 
debt levels were already high. The impact on asset class 
performance is that bonds beat equities hands down. Just 
when you think yields are so low that bonds cannot rally further, 
they fall to 0% and then the unthinkable happens and they 
turn negative. 
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CHART 2: JAPANESE BOND AND EQUITY RETURNS 

0
100
200
300
400
500
600
700
800
900

19
85

19
87

19
88

19
89

19
91

19
92

19
94

19
95

19
97

19
98

19
99

20
0

1
20

0
2

20
0

4
20

0
5

20
0

6
20

0
8

20
0

9
20

11
20

12
20

14
20

15
20

16
20

18
20

19

In
d

ex
ed

 t
o 

10
0

TOTAL RETURN BOND INDEX TOTAL RETURN EQUITY INDEX

Source: Refinitv Datastream

Clearly the above now describes much of Continental Europe. 
But if collapsing interest rates are a main symptom, they apply 
elsewhere too.  It is widely known that the UK’s bank rate is at 
the lowest level it’s been since the Bank of England was founded 
in 1694, while the 10-year Gilt trades at a quarter percent. Less 
well known is that New Zealand’s 10-year bond yields are scarcely 
higher, at 0.5%.

CHART 3: THE JAPANIFICATION OF GLOBAL BONDS –  
10-YEAR GOVERNMENT BOND YIELDS, %
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Still, Europe is most at risk. Data last week showed Eurozone 
inflation marginally turning negative in August. Core inflation, 
excluding volatile food and fuel prices, was still positive, but at 
only 0.4%, having averaged on 1% over the past decade. 
Compounding matters is that the euro now trades around 1.20 
to the dollar, the strongest level since early 2018. A strong 
currency tends to put further downward pressure on inflation. 

The European Central Bank’s policy meeting this week will 
therefore receive extra scrutiny, but it is also worth remembering 
that it came into the Covid-19 crisis with interest rates already 
below zero. It suggests there was never much of a recovery 
from the 2008 crisis, and now this. 

TEMPTING FAIT
It is also against this backdrop that the US Federal Reserve 
recently made its policy shift to a flexible average inflation target 
(FAIT). Since inflation consistently undershot the 2% target over 
the past decade, inflation of 3% or more will be needed for a 
sustained period. The Fed will therefore not hike rates at the 
first sign of inflation breaching 2% or of the economy recovering, 
as was the case in 2015 when it started gradually raising rates 
from near-zero levels. Nor will it hike rates when unemployment 
declines rapidly. 
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It has now given up the so-called Philips Curve, the idea that 
low unemployment leads to higher inflation. Last year US 
unemployment fell to 50-year lows, a level the Philips Curve 
would have predicted as being unsustainable. Yet there was 
no overheating and no meaningful inflationary pressures. From 
now on, the Fed will only consider the unemployment rate in 
so far as it is too high, not too low. 

With the Fed and others so far failing to get inflation to 2%, 
there is no reason to believe it will succeed in getting inflation 
above 2%. It will not stop trying, however. Its big fear is that 
people start to expect that inflation will always remain around 
1%, and that this in turn will impact their behaviour and become 
self-fulfilling. Economists call this anchoring inflation expectations 
- if you believe inflation will always be, say, 1% you will accept a 
similar salary increase, rental escalation or price increase. 

Japan has had zero to mildly negative inflation for two decades, 
meaning a whole generation has grown up with the notion 
that prices don’t change. While the Bank of Japan has valiantly 
fought to raise inflation, also to 2%, no one is biting, and there 
is still no prospect of success. The Fed, and the European Central 
Bank (and others) desperately want to avoid this fate. While 
zero or negative inflation might sound like a good thing, the 
general view among economists is that it saps the economy 
of dynamism and the ability to adjust to outside forces. Low 
and stable inflation is better.

SECULAR STAGNATION
But can central banks really do the heavy lifting? As long ago 
as 2013 Harvard economist and former US treasury secretary 
Larry Summers reintroduced the term ‘secular stagnation’ to 
describe this economic sluggishness across developed economies. 
He blamed it on an imbalance arising from “an increasing 
propensity to save and a decreasing propensity to invest”.  This 
excessive saving acts as a drag on demand, growth and inflation, 
and pulls down real interest rates. Lower interest rates won’t 
cure secular stagnation, since lower interest rates are also a 
symptom. The cure lies in more expansive fiscal policy. Summers, 
and many others, called for expansive public investment in 
infrastructure.

The World Economic Forum – whose annual Davos gathering 
has also been a victim of Covid-19 – has estimated the global 
infrastructure shortfall to be $15 trillion by 2040 relative to what 
the world will need. As locally, infrastructure spending, widely 
believed to be the solution to so many woes, never seems to 
get going. Last week’s load-shedding attests to that. Donald 
Trump even made infrastructure spending a centrepiece of 
his presidency, but has so far achieved virtually nothing. 

It is true that fiscal policy stepped up in a big way in response 
to the Covid-19 shock, but that was mainly just to fill the giant 
hole in people’s incomes left by the shutdowns. More will be 
needed just to get back pre-pandemic growth trends. Raising 
those growth trends higher will require even more.

IMMIGRATION NATIONS
The one advantage countries like Canada, New Zealand, Australia 
and the US have is immigration. This addresses one potential 
source of Japanification. United Nations statistics show that 
30% of Australia’s population was born elsewhere. The same 
number for New Zealand and Canada is around 21% and 15% 
for the US. 

European countries tend to have a smaller foreign-born 
population: Germany is also at 15%, but the numbers for France 
and Spain are 13%, Italy 12% and Portugal 8%. Only 2% of Japan’s 
population was born outside the country in 2019. Mainly for 
cultural but also some practical reasons, Japan has never been 
open to mass immigration (rugby players aside). According to 
the UN, 4.2 million immigrants lived in South Africa last year, 
making up 7% of the population. As much as we fret about 
emigration of skilled workers, we forget how many people want 
to come here and build a better life for themselves. 

Immigration is always a political hot potato, and not only in 
Japan. Although the evidence across countries is that immigrants 
tend to create jobs, not steal them, that is not always the 
perception. Recent developments in the US could strip it of a 
major source of economic dynamism.   

BACK HOME
For emerging markets like South Africa, Japanification is not 
a medium term worry (the exceptions are Korea and Taiwan, 
but they are mostly misclassified as emerging markets). We 
have a young and growing population, moderate inflation and 
high interest rates. Government debt has been rising rapidly, 
but is not high by global standards, while household and 
corporate debt levels are manageable. But we are not unaffected.

The collapse in global interest rates acts like gravity on our own. 
We don’t notice it, because the risk premium (in other words 
the additional compensation investors demand as creditworthiness 
declines) attached to local bonds has increased. Any credible 
steps to improve creditworthiness, and local bond yields could 
fall. Unlike in the post-2008 era, when investors fretted over 
rising US interest rates, (starting with the “taper tantrum” in 
2013, and the “fragile five crisis” in 2014).this time round the 
Fed has basically promised to keep interest rates pegged at 
zero indefinitely. 

As Summers and other have pointed out, it is a feature of secular 
stagnation that money flows into financial investments rather 
than into capital investments. In its extreme form, it could lead 
to reckless lending and financial bubbles. More likely, it just 
results in a search for higher returns. Over the years, Japanese 
retail investors were big participants in the carry trade, borrowing 
for free at home and buying higher-yielding currencies, including 
the rand.

Japanification of the developed world is not necessarily good 
news for South Africa, since we would rather be exporting 
goods and services than interest and dividend payments. But 
that is the reality. Secular stagnation, Japanification, globalisation, 
demographics, migration, technological change – these are all 
longer-term forces that shape economies and markets. We 
know local investors tend to get caught up in the latest domestic 
political intrigues, but our local markets sit on top of these 
global tectonic plates. As they slowly shift, so do we.  

A final thought is that Japanese equities were seen as a one-
way bet in the 1980s and investors couldn’t get enough (there 
are parallels with the US tech sector today, though Japanese 
equities at their peak were much more expensive). The market 
has never regained its 1990 peak. It is another reminder of the 
importance of diversification, not blindly backing the latest 
winner, and that valuations ultimately matter.
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Source: I-Net, figures as at 4 September 2020

EQUITIES - GLOBAL

DESCRIPTION INDEX CURRENCY INDEX VALUE WEEK MONTH-TO-DATE YEAR-TO-DATE 1 YEAR

Global MSCI World US$  2 426.0 -0.70% -1.22% 2.88% 14.06%

United States S&P 500 US$  3 455.0 -0.86% -1.29% 6.93% 18.89%

Europe MSCI Europe US$  1 634.0 -0.85% -1.09% -8.41% 2.32%

Britain FTSE 100 US$  7 771.0 -1.89% -2.51% -22.31% -11.54%

Germany DAX US$  1 443.0 -0.48% 1.54% -2.43% 18.38%

Japan Nikkei 225 US$  221.0 1.46% -1.07% 1.52% 13.49%

Emerging Markets MSCI Emerging Markets US$  1 109.0 -0.72% 0.73% -0.54% 13.98%

Brazil MSCI Brazil US$  1 561.0 5.40% 4.77% -34.22% -22.22%

China MSCI China US$  100.1 -1.30% -0.28% 17.58% 35.17%

India MSCI India US$  565.7 0.01% 1.75% -4.44% 7.35%

South Africa MSCI South Africa US$  370.0 -4.15% -1.07% -22.59% -14.35%

EQUITIES - SOUTH AFRICA (TR UNLESS INDICATED OTHERWISE)

DESCRIPTION INDEX CURRENCY INDEX VALUE WEEK MONTH-TO-DATE YEAR-TO-DATE 1 YEAR

All Share (Capital Only) All Share (Capital Index) Rand  54 522.0 -4.13% -1.72% -4.49% -0.40%

All Share All Share (Total Return) Rand  8 456.0 -3.85% -1.43% -2.37% 3.32%

TOP 40/Large Caps Top 40 Rand  7 771.0 -4.00% -1.46% 1.22% 6.80%

Mid Caps Mid Cap Rand  12 987.0 -4.21% -1.37% -26.68% -16.32%

Small Companies Small Cap Rand  13 916.0 -0.81% -0.43% -19.18% -16.76%

Resources Resource 20 Rand  3 827.6 -2.15% -1.96% 13.44% 30.97%

Industrials Industrial 25 Rand  14 917.0 -3.95% -0.49% 8.24% 7.60%

Financials Financial 15 Rand  5 903.0 -8.59% -2.93% -37.16% -32.94%

Listed Property SA Listed Property Rand  1 015.7 -5.77% -2.05% -45.89% -44.86%

FIXED INTEREST - GLOBAL

DESCRIPTION INDEX CURRENCY INDEX VALUE WEEK MONTH-TO-DATE YEAR-TO-DATE 1 YEAR

US Aggregate Bond 
Index

Bloomberg Barclays US$  543.4 0.81% 0.10% 6.21% 5.57%

FIXED INTEREST - SOUTH AFRICA

DESCRIPTION INDEX CURRENCY INDEX VALUE WEEK MONTH-TO-DATE YEAR-TO-DATE 1 YEAR

All Bond BESA ALBI Rand  720.1 1.32% 1.21% 3.10% 4.68%

Government Bonds BESA GOVI Rand  711.4 1.32% 1.20% 2.98% 4.45%

Corporate Bonds SB JSE Credit Indices Rand

Inflation Linked Bonds BESA CILI Rand  262.2 1.22% 0.40% 0.85% 0.29%

Cash STEFI Composite Rand  458.7 0.08% 0.04% 4.05% 6.42%

COMMODITIES

DESCRIPTION INDEX CURRENCY INDEX VALUE WEEK MONTH-TO-DATE YEAR-TO-DATE 1 YEAR

Brent Crude Oil Brent Crude ICE US$  44.1 -2.26% -2.07% -33.23% -24.02%

Gold Gold Spot US$  1 936.0 -0.51% -1.12% 27.03% 26.54%

Platinum Platinum Spot US$  912.0 -2.56% -1.94% -6.08% -2.56%

CURRENCIES

DESCRIPTION INDEX CURRENCY INDEX VALUE WEEK MONTH-TO-DATE YEAR-TO-DATE 1 YEAR

ZAR/Dollar ZAR/USD Rand  16.73 1.97% 1.25% -16.32% -9.74%

ZAR/Pound ZAR/GBP Rand  22.22 1.35% 1.89% -16.47% -17.87%

ZAR/Euro ZAR/EUR Rand  19.83 1.72% 1.97% -20.87% -16.49%

Dollar/Euro USD/EUR US$  1.19 -0.84% 0.34% -5.80% -7.56%

Dollar/Pound USD/GBP US$  1.33 -0.60% 0.90% 0.14% -8.89%

Dollar/Yen USD/JPY US$  0.01 -0.35% 0.27% -2.29% 0.24%



Whilst every care has been taken in compiling the information in this document, the information is not advice and Old Mutual Multi-
Managers and/or its associates, do not give any warranty as to the accuracy or completeness of the information provided and disclaim 
all liability for any loss or expense, however caused, arising from any use of or reliance upon the information. Please note that there are 
risks associated with investments in financial products and past performances are not necessarily indicative of future performances.

THE WEEK AHEAD

SOUTH AFRICA
• Q2 GDP

• Current account balance

• Mining production

• Q3 BER Business Confidence Index

US
• Job openings

• Inflation

EUROPE
• European Central Bank interest rate meeting

CHINA
• Trade balance

• Inflation

• Credit growth
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