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Outlook on Japan
Following the tragic events of March 2011, Japan has begun to recover faster than expected. We believe the country is poised for above-
average economic growth, which will be led in part by an increase in domestic infrastructure spending in response to the damage caused 
by the Tohoku earthquake. Private sector initiatives enacted due to the shortage of power generation have far outpaced the government’s 
response, and in our view, will shape energy trends in the future.  

Private sector manufacturers in Japan managed to restore factories back to their operational level far faster than anticipated a mere three 
months ago, although we believe the swift recovery should not have come as a surprise. The ability of Japan’s management-labor partner-
ship to pull together for a common cause is well known, so the sight of workers coming together to dig out from under the damage wrought 
by the devastating tsunami should have been expected. The contrast between the steady stream of corporations announcing the restart of 
factories earlier than planned, with the continued failed efforts of politicians to forge a cogent policy for rebuilding Tohoku, could not be 
more stark. 

We believe that Japan is now well-positioned to witness a cyclical period of above-average economic growth. Unlike the lower-magnitude 
Kobe earthquake, whose damage was relatively localized, the size and scope of the Tohoku earthquake has shocked the nation. Thoughts 
of rebuilding homes and commercial property to improve earthquake resistance before March 11th are now set to become a reality. There 
are those who estimate that 30% of all structures in Tokyo would not stand up to an 8.5-magnitude earthquake. Rebuilding the city on such 
a large scale implies a major boost to aggregate economic activity for the nation as a whole. The Nagoya area faces a similarly high prob-
ability of a major earthquake and will likely require a similar response. This is not something that requires government incentives, as we 
feel that natural economic forces will play a far more significant role. It is already apparent that newer, more earthquake resistant office and 
apartment buildings are seeing increased demand and improved pricing. The opposite is true of older, less structurally sound buildings. As 
pricing differentials continue to widen, owners of risky assets will likely have no choice but to reinforce or rebuild their properties to remain 
competitive. Therefore, we believe that domestic infrastructure-led growth will likely drive Japan’s economy for years to come.

Turning our attention to the shortage of clean energy alternatives to nuclear power, it seems that the forces of economic necessity are shap-
ing trends towards decentralized power generation long before the government constructs a sensible policy initiative. Faced with a shortage 
of power generation, many companies are opting to install their own gas- or diesel-powered cogeneration systems. This is not limited to 
manufacturing facilities, as demand and rental rates for office buildings with on-site generation capacity have risen due to the need for com-
panies to satisfy business continuity plans. It has become clear that many plans are inadequately structured to deal with a major earthquake, 
even one as far away as Tohoku. In addition, the private consumer has moved to install solar panels, gas powered fuel cells, LED lighting, 
and energy efficient appliances out of fear that power shortages may persist for some time. This combination increases the probability of a 
widespread move towards distributed power generation, and a dismantling of Japan’s post-war regional energy monopolies. 

These private sector initiatives have progressed farther than the government’s response to the tragic events on and subsequent to March 
11th. The political infighting has been one of the most disconcerting aftereffects of the crisis, and it appears to be of significant concern to 
many citizens of Japan. In our view, this has resulted in significant pressure on Japan’s current political leaders, and appears (based on media 
commentary) to focus on the emergence of newer and younger political leaders.  Much of this movement for change is being seen among 
mayors and prefecture governors, where young and energetic politicians are pursuing radical reform. If this movement were to spread to the 
central government, one could expect a significant political change. 
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Important Information

Published on July 8, 2011. 

Past performance is not a reliable indicator of future results.

Equity securities will fluctuate in price; the value of your investment will thus fluctuate, 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 specific 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 diversified 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.
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