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Japan: Opportunities Emerging for the Patient,
Tactical Investor
We recently returned from Japan, where we visited 16 companies from a
number of industries and attended presentations from business and
political leaders on a variety of topics ranging from corporate
governance to pension fund trends.
While the factors that are currently benefiting Japan are well
documented — a weaker currency, lower energy prices, increased
inbound tourism and improved corporate governance — the greatest
insight we derived from the visit related to the pace of change in Japan,
both from an economic and corporate culture perspective.
Positive changes are indeed happening, but it is important to monitor
the pace of these changes relative to expectations.
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POSITIVE INDICATORS
Japanese companies continue to benefit from the lower Yen, lower
energy prices and loose government monetary policies, including
“quantitative easing”.
Japanese inbound tourism is also booming. While the government has
targeted 18 to 20 million visitors by 2020 — the year Japan is slated to
host the Summer Olympics — they may achieve that target much sooner.
In the first quarter of this year alone, Japan had 4.1 million visitors, up
43% from the previous year. This boost in tourism will likely be positive
for several industries, including travel and leisure, transportation,
consumer goods and retail.
Japanese firms are also benefiting from the increase in equity
allocations from pension funds. With a long-term negative outlook for
fixed income returns due to rising interest rates, equities now appear to
be the less risky choice. For this reason, the Government Pension
Investment Fund (GPIF), which manages money for Japan’s national
pension system and for private-sector employees, increased its equity
allocation last year from 24% to 50%, with half of this invested in
domestic stocks. While the pace of GPIF’s equity buying will slow from
here, other public pensions have indicated that they will follow suit,
ensuring continued near-term support for the asset class.
The sticky issue of corporate governance is also moving in the right
direction. Japan has long lagged many developed countries in
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governance standards, with no requirement for outside directors and a
tendency to fill boards with corporate managers. Governance reforms
recently put in place are having some impact and should lead to more
shareholder-friendly behaviour.
While we saw little consistency from one company to another, the
overall trend is toward improved shareholder communication, an
increase in independent board members and a greater number of
companies deploying cash for share buybacks and higher dividends. We
also saw more companies adopt the use of stock options and Employee
Share Ownership Plans (ESOPs) as a means of increasing alignment
between employees and shareholders.

The overall trend is toward
improved shareholder
communication

THE NEGATIVE SIDE
While the corporate governance reform has significant potential, change
is likely to occur over an extended period of time. This is due to a lack of
incentive for management to enact significant change beyond the new
corporate governance code’s minimum requirements.
Even for companies that do not comply with the new code, penalties are
light. Companies are required to provide a report in which they “comply
or explain” their adherence to the code. For the most part, it is not that
difficult for them to rationalize why they have violated the code.

Even for companies that do
not comply with the new
corporate governance code,
penalties are light

In addition, while a number of companies we visited have incorporated
rising Return on Equity targets and improved shareholder returns,
compensation is generally not tied to achieving these short- to mediumterm objectives. Even for companies that have introduced stock options
and ESOPs, they are rarely significant enough in size to motivate
material change in behaviour.
The failure to deploy cash was also an issue. The vast majority of
companies we met with had ‘bulletproof’ balance sheets and free cash
flow. But companies gave numerous reasons why this cash will not be
deployed. These included potential acquisitions — even though
companies felt prices were either too high or acquisition targets were
unavailable — and higher capital expenditure investments, even though
capital expenditures could be easily funded by internal cash flow or with
minimal impact on cash on the balance sheet.
In addition, many companies — particularly in financial services — have a
system of cross-shareholding (or holding one another’s shares) as a
means of cementing business relationships. These holdings can add
significant risk to the company during periods of equity market volatility.
Companies wishing to unwind these holdings were, for the most part,
afraid of jeopardizing their business relationships with their customers.
For this reason, the reduction of these holdings will be a negotiated
process, and will only be reduced at a relatively slow pace going forward.

Many companies have a
system of crossshareholding
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THE OPPORTUNITY
We see significant long-term potential for the Japanese market — with
public pension support for equities, favourable government monetary
policies, a weak currency and a significant increase to inbound tourism.
And from a portfolio perspective, Japanese markets have recently
demonstrated very low correlations with other global markets, which can
help to lower overall portfolio volatility.
But growth through reform is the only real sustainable growth path in
Japan — and the pace of progress will likely be slow. At the moment,
change in corporate governance is more politically motivated, without
real incentives to drive a faster pace of advancement.
Shareholders need to take a more active role in pressuring management
teams to take risk or improve capital efficiency. And independent voices
on company boards must provide greater compensation incentives for
managers to improve returns, provide higher shareholder payouts and
reduce conservatism.
For now, it’s important to monitor any progress against market
expectations, which may assume a faster rate of change than is likely to
occur. For this reason, investors should be tactical about their positions.
That means favouring companies that have already demonstrated a
willingness to increase shareholder returns, generate strong free cash
flow, are moving towards better capital efficiency and operate in industry
segments with positive tailwinds.

Investors should be tactical
about their positions

We believe that investment in the Japanese market will reward investors
willing to take a patient, tactical approach. The pace of change may be
slow, but the direction of change remains positive.
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Gluskin Sheﬀ at a Glance
Gluskin Sheff + Associates Inc. is one of Canada’s pre-eminent wealth management firms.
Founded in 1984 and serving high net worth private clients and institutional investors, we are
dedicated to providing our clients with a world-class experience in the management of their
wealth by delivering strong, risk-adjusted returns together with the highest level of personalized
client service.
0

OVERVIEW

PERSONAL

As of March 31, 2015, the Firm managed For Gluskin Sheff, delivering outstanding
assets of $8.6 billion.
client service is as fundamental as
delivering strong investment results. Our
Gluskin Sheff is a publicly traded
clients are unique, and so are their needs.
corporation on the Toronto Stock
This is why we offer customized
Exchange (symbol: GS) and remains
investment plans to suit each client’s
28% owned by its senior management and
specific objectives and risk profile.
employees. We have public company
Our success in developing lasting client
accountability and governance with a
relationships is founded on shared values,
private company commitment to
a thorough understanding of our clients’
innovation and service.
goals and a keen desire to earn their trust
LEADING
and confidence.
Our team is an exemplary group of
ALIGNED
investment professionals deep in talent,
Our investment interests are directly
ideas and experience with the industry’s
top leaders in risk management and client aligned with those of our clients, as
Gluskin Sheff’s management and
service – all with the objective of
employees are collectively among the
providing strong risk-adjusted returns
largest clients of the Firm. Our clients are
and the highest level of personalized
our partners, through performance-based
client service.
fees that are earned only when preINNOVATIVE
specified performance benchmarks for
Throughout our history we have
clients’ investments are exceeded.
consistently pursued innovative
1
PROVEN
approaches to wealth management for
our clients. Today, we offer a diverse
$1 million invested in our flagship GS+A
platform of investment strategies,
Premium Income Portfolio in 2001 (its
including Canadian, U.S. and
inception date) would have grown to
2
international equity strategies, alternative approximately $5.5 million on April 30,
strategies and fixed income strategies.
2015 versus $2.8 million for the
3
S&P/TSX Total Return Index over the
same period.
Similarly, many of our other longstanding investment strategies have
outperformed their relevant benchmarks.

Our investment
interests are directly
aligned with those of
our clients, as Gluskin
Sheﬀ’s management and
employees are
collectively among the
largest clients of the
Firm.

$1 million invested in our
flagship GS+A Premium
Income Portfolio in 2001
(its inception date) would
have grown to
approximately $5.5
million2 on April 30, 2015
versus $2.8 million for the
S&P/TSX Total Return
Index3 over the same
period.

For further information,
please contact
research@gluskinsheﬀ.com

Notes:
1. Past returns are not necessarily indicative of future performance. Rates of return are those of the composite of segregated Premium Income portfolios and are presented net of
fees and expenses and assume reinvestment of all income. Portfolios with significant client restrictions which would potentially achieve returns that are not reflective of the
manager’s portfolio returns are excluded from the composite. Returns of the pooled fund versions of the GS+A Premium Income portfolio are not included in the composite.
2. Investment amounts are presented to reflect the actual return of the composite of segregated Premium Income portfolios and are presented net of fees and expenses.
3. The S&P/TSX Total Return Index calculation is based on the securities included in the S&P/TSX Composite and includes dividends and rights distributions. This index includes
only Canadian securities.
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IMPORTANT DISCLOSURES
Copyright 2015 Gluskin Sheff + Associates Inc. ( “Gluskin Sheff “). All rights
reserved.
This report may provide information, commentary and discussion of issues
relating to the state of the economy and the capital markets. All opinions,
projections and estimates constitute the judgment of the author as of the
date of the report and are subject to change without notice. Gluskin Sheff is
under no obligation to update this report and readers should therefore
assume that Gluskin Sheff will not update any fact, circumstance or opinion
contained in this report.
The content of this report is provided for discussion purposes only. Any
forward looking statements or forecasts included in the content are based
on assumptions derived from historical results and trends. Actual results
may vary from any such statements or forecasts. No reliance should be
placed on any such statements or forecasts when making any investment
decision, and no investment decisions should be made based on the
content of this report.
This report is not intended to provide personal investment advice and it
does not take into account the specific investment objectives, financial
situation and particular needs of any specific person. Under no
circumstances does any information represent a recommendation to buy or
sell securities or any other asset, or otherwise constitute investment advice.
Investors should seek financial advice regarding the appropriateness of
investing in specific securities or financial instruments and implementing
investment strategies discussed or recommended in this report.
Gluskin Sheff may own, buy, or sell, on behalf of its clients, securities of
issuers that may be discussed in or impacted by this report. As a result,
readers should be aware that Gluskin Sheff may have a conflict of interest
that could affect the objectivity of this report. Gluskin Sheff portfolio
managers may hold different views from those expressed in this report and
they are not obligated to follow the investments or strategies recommended
by this report.
This report should not be regarded by recipients as a substitute for the
exercise of their own judgment and readers are encouraged to seek
independent, third-party research on any companies discussed or impacted
by this report.
Securities and other financial instruments discussed in this report are not
insured and are not deposits or other obligations of any insured depository
institution. Investments in general and, derivatives, in particular, involve
numerous risks, including, among others, market risk, counterparty default
risk and liquidity risk. No security, financial instrument or derivative is
suitable for all investors. In some cases, securities and other financial
instruments may be difficult to value or sell and reliable information about
the value or risks related to the security or financial instrument may be
difficult to obtain. Investors should note that income from such securities
and other financial instruments, if any, may fluctuate and that the price or
value of such securities and instruments may rise or fall and, in some cases,
investors may lose their entire principal investment. Past performance is not
necessarily a guide to future performance.
Foreign currency rates of exchange may adversely affect the value, price or
income of any security or financial instrument mentioned in this report.
Investors in such securities and instruments effectively assume currency
risk.
Any information relating to the tax status of financial instruments discussed
herein is not intended to provide tax advice or to be used by anyone to
provide tax advice. Investors are urged to seek tax advice based on their
particular circumstances from an independent tax professional.

Individuals identified as economists in this report do not function as
research analysts. Under U.S. law, reports prepared by them are not
research reports under applicable U.S. rules and regulations.
In accordance with rules established by the U.K. Financial Services Authority,
macroeconomic analysis is considered investment research.
Materials prepared by Gluskin Sheff research personnel are based on public
information. Facts and views presented in this material have not been
reviewed by, and may not reflect information known to, professionals in
other business areas of Gluskin Sheff.
To the extent this report discusses any legal proceeding or issues, it has not
been prepared as nor is it intended to express any legal conclusion, opinion
or advice. Investors should consult their own legal advisers as to issues of
law relating to the subject matter of this report. Gluskin Sheff research
personnel’s knowledge of legal proceedings in which any Gluskin Sheff
entity and/or its directors, officers and employees may be plaintiffs,
defendants, co — defendants or co — plaintiffs with or involving companies
mentioned in this report is based on public information. Facts and views
presented in this material that relate to any such proceedings have not
been reviewed by, discussed with, and may not reflect information known to,
professionals in other business areas of Gluskin Sheff in connection with
the legal proceedings or matters relevant to such proceedings.
The information herein (other than disclosure information relating to Gluskin
Sheff and its affiliates) was obtained from various sources and Gluskin
Sheff does not guarantee its accuracy. This report may contain links to third
— party websites. Gluskin Sheff is not responsible for the content of any
third — party website or any linked content contained in a third — party
website. Content contained on such third — party websites is not part of this
report and is not incorporated by reference into this report. The inclusion of
a link in this report does not imply any endorsement by or any affiliation with
Gluskin Sheff.
Gluskin Sheff reports are distributed simultaneously to internal and client
websites and other portals by Gluskin Sheff and are not publicly available
materials. Any unauthorized use or disclosure is prohibited.
TERMS AND CONDITIONS OF USE
YOU AGREE YOU ARE USING THIS REPORT AND THE GLUSKIN SHEFF
SUBSCRIPTION SERVICES AT YOUR OWN RISK AND LIABILITY. NEITHER
GLUSKIN SHEFF, NOR ANY DIRECTOR, OFFICER, EMPLOYEE OR AGENT OF
GLUSKIN SHEFF, ACCEPTS ANY LIABILITY WHATSOEVER FOR ANY DIRECT,
INDIRECT, CONSEQUENTIAL, MORAL, INCIDENTAL, COLLATERAL OR SPECIAL
DAMAGES OR LOSSES OF ANY KIND, INCLUDING, WITHOUT LIMITATION,
THOSE DAMAGES ARISING FROM ANY DECISION MADE OR ACTION TAKEN
BY YOU IN RELIANCE ON THE CONTENT OF THIS REPORT, OR THOSE
DAMAGES RESULTING FROM LOSS OF USE, DATA OR PROFITS, WHETHER
FROM THE USE OF OR INABILITY TO USE ANY CONTENT OR SOFTWARE
OBTAINED FROM THIRD PARTIES REQUIRED TO OBTAIN ACCESS TO THE
CONTENT, OR ANY OTHER CAUSE, EVEN IF GLUSKIN SHEFF IS ADVISED OF
THE POSSIBILITY OF SUCH DAMAGES OR LOSSES AND EVEN IF CAUSED BY
ANY ACT, OMISSION OR NEGLIGENCE OF GLUSKIN SHEFF OR ITS
DIRECTORS, OFFICERS, EMPLOYEES OR AGENTS AND EVEN IF ANY OF
THEM HAS BEEN APPRISED OF THE LIKELIHOOD OF SUCH DAMAGES
OCCURRING.
If you have received this report in error, or no longer wish to receive this
report, you may ask to have your contact information removed from our
distribution list by emailing research@gluskinsheff.com.
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