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Outlook on Japan
Even though the situation in Japan remains fl uid, there are a few certainties about the consequences of the earthquake and the tsunami. 
First, Japan will have to drastically rethink its long-term energy policy. The country had planned to derive about 60% of all its energy needs 
from nuclear power, up from 33% currently. However, after what happened, we believe there is a very low probability that new reactors will 
be built in the next decade. Moreover, all of the existing nuclear facilities will have to bear the expense of major additional safety measures.
Alternatives to nuclear energy fall into two camps: the traditionally cheap, but environmentally harmful, oil and coal plants, or the more 
expensive, but environmentally safer, natural gas, solar, and wind power. The probability that solar or wind power can make up for the 
energy shortfall quickly is very low, therefore some combination of traditional carbon-based power and Liquefi ed Natural Gas (LNG) will 
be the more likely solution. We believe the new energy policy will have implications on investment opportunities throughout the entire 
energy sector.

Second, the Japanese government is committed to a rapid rebuild of the Tohoku region. The Bank of Japan (BOJ) has already fl ooded 
the fi nancial system with liquidity and will continue to do so to ensure a proper functioning of the markets and to provide liquidity for the 
reconstruction. It is likely that political parties will put aside their differences and rapidly agree on a reconstruction plan. The plan budget 
will likely be between 10 and 20 trillion yen (between $123 and $247 billion) and be funded through the issuance of government-backed 
bonds. Given the emotional sensitivity around the current crisis, in our view, there is little risk of a fall in demand for these bonds, or, of the 
government’s ability to fund its defi cits.

Finally, with respect to the real economy, we expect that, in the short-term, a decrease in demand stemming from consumer uncertainty and 
supply chain bottlenecks will continue. However, once the reconstruction efforts begin, we believe that the Japanese economy should be 
able to generate strong economic growth. It is also likely that infl ation, which we had expected to emerge sometime over the next couple of 
years, will come sooner than expected and may be higher than generally forecasted. Higher growth with infl ation is exactly what is needed 
to bring the domestic economy out of its defl ationary funk, and it will likely be a bullish signal for the stock market.

Japan has a history of having tragic events thrust upon it, either man-made or environmental. One of the unique cultural features of the 
Japanese people is their ability to deal with a crisis with resilience and a “can do” attitude. Much has been written and said about the stoic 
resiliency of the Japanese people throughout this disaster. Japan spends extensive amounts of time training its citizens to cooperate, be part 
of a larger group, and be prepared for unexpected events. The herculean efforts of the Japan Self-Defense Forces (SDF), the fi re and police 
departments, and other groups, in addition to the fact that there was very little looting, theft, or other maladroit behavior, is something from 
which we can all learn. Even taking account of the signifi cant problems at the Fukushima nuclear facility, for the nation as a whole, we 
believe this will prove to have been one of their fi nest hours.
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Important Information

Published on April 7, 2011. 

Past performance is not a reliable indicator of future results.

Equity securities will fl uctuate in price; the value of your investment will thus fl uctuate, and this may result in a loss. Securities in certain non-domestic countries may be less liquid, 
more volatile, and less subject to governmental supervision than in one’s home market. The values of these securities may be affected by changes in currency rates, application of a 
country’s specifi c tax laws, changes in government administration, and economic and monetary policy. Investments in Japan are subject to certain risks, such as the risks associated 
with the economy of Japan generally. A portfolio of securities concentrated in one country or geographic region may be subject to greater volatility than a more diversifi ed portfolio.

This report is being provided for informational purposes only. It is not intended to be, and does not constitute, an offer to enter into any contract or investment agreement in respect 
of any product offered by Lazard Asset Management, and shall not be considered as an offer or solicitation with respect to any product, security or service in any jurisdiction or in any 
circumstances in which such offer or solicitation is unlawful or unauthorized or otherwise restricted or prohibited. The information and opinions presented in this report have been 
obtained from sources believed by Lazard to be reliable. Lazard makes no representation as to their accuracy or completeness. All opinions and estimates expressed herein are as of 
the published date, and are subject to change.

© 2011 Lazard Asset Management LLC
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