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The Japanese financial sector has not been immune to the recent negative 
sentiment surrounding the financial industry globally. However, we do 
believe the reaction is over-done and that there are still opportunities in life 
insurers in the short term and banks in the long term.  
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Introduction
In December 2022, as Governor Haruhiko Kuroda unexpectedly widened the 
target band for the 10-year JGB yield, the Topix Bank Index had its best month of 
performance relative to the wider market since January 1987. Seen as the beginning of 
monetary policy normalisation in Japan, the index continued to outperform in the first 
few weeks of 2023 as global investors piled into Japanese financials, culminating in a 
high for the Topix Bank Index on 9 March.1

Then came the news of a capital crisis and bank run facing Silicon Valley Bank (‘SVB’) 
in the US. 

In Japan, this news – as well as the ensuing turmoil at Credit Suisse – resulted in 
a violent market rotation from Value to Growth; and a flight to defensives and tech. 
Between 7 March (when news of SVB broke) and 11 April, Japanese banks and 
insurers were the two worst-performing sectors in the Topix. 

In this article, we discuss the short- and long-term opportunities that remain in the 
Japanese financial sector.

The Short-Term Opportunity
Japan’s banking sector had, for many years, been an ugly duckling; a reputation that 
intensified when the Bank of Japan introduced its negative interest-rate policy in 2016. 
Then, in December 2022, the BoJ announced it would relax its yield curve control 
(‘YCC’) policy, allowing the Japanese 10-year bond yield to reach 0.5% (versus a 
previous cap of 0.25%). This was widely regarded as a long-awaited pivot by the BoJ 
to move away from an ultra-loose monetary regime, with the banking sector being the 
biggest beneficiary.

Of course, there are potentially significant positive effects on bank profitability from 
rising rates. However, thanks to the issues faced by the US regional banks, the 
market is also now acutely aware of the potential balance-sheet risks. There is no 
suggestion that Japanese banks are as vulnerable to the same liquidity risks as US or 
European banks as deposits are very sticky. However, with March’s stark reminder of 
the interest-rate risks that bank stocks can face when bond yields rise, the market’s 
enthusiasm for the monetary policy normalisation trade has tempered. So, the short-
term trade in Japanese banks is perhaps now less compelling, in our view.

Instead, we believe the more interesting investment within Japanese financials in the 
short term is life insurers. The recent underperformance of life insurers has been in 
line with the banks as the sector is not immune from the recent negative sentiment 
surrounding the financial industry globally. However, we believe this presents an 
investment opportunity.

First, life insurers in Japan currently trade at attractive valuations, in our view, 
particularly from a price-to-embedded value perspective. Second, their profitability 
should also benefit from the normalisation of domestic monetary policy. Third, they 
look more attractive than the banks from a balance sheet perspective. While bank 
depositors can always ask for their money back, this is not the case for an insurance 
contract. As such, Japanese insurers are unlikely to face the same liquidity risks as 
banks. Life insurers’ long-term liabilities also fall as rates rise, offsetting the declines 
from bond prices.

The Long-Term Opportunity
While the recent underperformance of the Japanese life insurers may have opened up 
an interesting investment opportunity in the short term, they also present a compelling 
investment case in the long term as they are managed by quality management teams 
who are focused on improving corporate value. 

‘‘The recent 

underperformance of 

life insurers presents 

an investment 

opportunity. ’’

1. Source: Bloomberg. 
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Well, what about the banks? Are the Japanese banks still an interesting investment 
opportunity in the long term?

In one word: yes.

First, from a long-term investment perspective, the valuations of Japanese banks are 
attractive when compared with their US peers, and they remain depressed relative to 
history (Figure 1). The Japanese bank sector as a whole trades on a price-to-book 
(‘PB’) ratio of 0.55x, a steep discount to the US banks, which even after their recent 
drop, still trade on nearly 0.9x.

Figure 1. Valuations of Japanese Banks Are Attractive
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Source: Bloomberg; as of 11 April 2023.

Second, Japan’s core CPI rose at an annual rate of 3.1% in February, the fastest 
pace in 41 years.2 We believe this will raise pressure on the BoJ to end its monetary 
easing and raise interest rates. The effect on Japanese bank profits from rising 
rates is substantial, in our view, as the sector has more than $3 trillion sitting on 
excess reserves at the BoJ, earning basically zero at present. Indeed, any further 
policy normalisation will improve the underlying profitability of the Japanese banks, 
particularly the regional ones. 

Third, as is the case with all Japanese companies consistently trading below a PB ratio 
of less than 1.0x, the country’s banks are under pressure to improve their return on 
equity and shareholder value. 

Conclusion
The Japanese financial sector has not been immune to the recent negative sentiment 
surrounding the financial industry globally. However, we do believe that the reaction is 
over-done and that there are still opportunities in banks and life insurers.  

In the short term, the recent underperformance of the life insurers has, in our view, 
opened up a potential opportunity to gain exposure to quality management at attractive 
valuations, as well as exposure to improving sentiment towards financials and any 
further tweaks by the BoJ.

For Japanese banks, we believe the long-term investment case lies in the valuation, the 
profitability upside as the BoJ raises rates and the fact that they are under pressure to 
improve their return on equity and shareholder value. 

‘‘Are the Japanese 

banks still an 

interesting investment 

opportunity in the long 

term?

In one word: yes. ’’

2. Source: Bloomberg. 

https://www.man.com/maninstitute/this-time-is-different?language_content_entity=en-gb
https://www.man.com/maninstitute/this-time-is-different?language_content_entity=en-gb


Japanese Financials: The Long and Short of It | 4

Author

Emily Badger, CFA 
Portfolio Manager, Man GLG

Emily Badger is a Portfolio Manager in the Japan CoreAlpha 
team. She has developed a research focus on sectors including 
chemicals and real estate. Additional areas of research interest 
include sectors with a consumer goods bias such as retail and 
logistics. Emily joined the Japan CoreAlpha team in August 2015. 

She has a BSc in Chemistry from the University of York and is a CFA charter holder and 
has also achieved the CFA Institute Certificate in ESG Investing.



Japanese Financials: The Long and Short of It | 5

Important Information

This information is communicated and/or distributed by the relevant Man entity identified below (collectively the ‘Company’) subject to the following 
conditions and restriction in their respective jurisdictions.

Opinions expressed are those of the author and may not be shared by all personnel of Man Group plc (‘Man’). These opinions are subject to change 
without notice, are for information purposes only and do not constitute an offer or invitation to make an investment in any financial instrument or 
in any product to which the Company and/or its affil iates provides investment advisory or any other financial services. Any organisations, financial 
instrument or products described in this material are mentioned for reference purposes only which should not be considered a recommendation 
for their purchase or sale. Neither the Company nor the authors shall be liable to any person for any action taken on the basis of the information 
provided. Some statements contained in this material concerning goals, strategies, outlook or other non-historical matters may be forward-looking 
statements and are based on current indicators and expectations. These forward-looking statements speak only as of the date on which they 
are made, and the Company undertakes no obligation to update or revise any forward-looking statements. These forward-looking statements are 
subject to risks and uncertainties that may cause actual results to differ materially from those contained in the statements. The Company and/or its 
affil iates may or may not have a position in any financial instrument mentioned and may or may not be actively trading in any such securities. Past 
performance is not indicative of future results.

Unless stated otherwise this information is communicated by the relevant entity listed below.

Australia: To the extent this material is distributed in Australia it is communicated by Man Investments Australia Limited ABN 47 002 747 480 AFSL 
240581, which is regulated by the Australian Securities & Investments Commission (ASIC). This information has been prepared without taking into 
account anyone’s objectives, financial situation or needs.

Austria/Germany/Liechtenstein: To the extent this material is distributed in Austria, Germany and/or Liechtenstein it is communicated by  
Man (Europe) AG, which is authorised and regulated by the Liechtenstein Financial Market Authority (FMA). Man (Europe) AG is registered in  
the Principality of Liechtenstein no. FL-0002.420.371-2. Man (Europe) AG is an associated participant in the investor compensation scheme, which 
is operated by the Deposit Guarantee and Investor Compensation Foundation PCC (FL-0002.039.614-1) and corresponds with EU law. Further 
information is available on the Foundation’s website under www.eas-liechtenstein.li. This material is of a promotional nature.

European Economic Area: Unless indicated otherwise this material is communicated in the European Economic Area by Man Asset Management 
(Ireland) Limited (‘MAMIL’) which is registered in Ireland under company number 250493 and has its registered office at 70 Sir John Rogerson’s 
Quay, Grand Canal Dock, Dublin 2, Ireland. MAMIL is authorised and regulated by the Central Bank of Ireland under number C22513.

Hong Kong SAR: To the extent this material is distributed in Hong Kong SAR, this material is communicated by Man Investments (Hong Kong) 
Limited and has not been reviewed by the Securities and Futures Commission in Hong Kong. This material can only be communicated to 
intermediaries, and professional clients who are within one of the professional investors exemptions contained in the Securities and Futures 
Ordinance and must not be relied upon by any other person(s).

Japan: To the extent this material is distributed in Japan it is communicated by Man Group Japan Limited, Financial Instruments Business Operator, 
Director of Kanto Local Finance Bureau (Financial instruments firms) No. 624 for the purpose of providing information on investment strategies, 
investment services, etc. provided by Man Group, and is not a disclosure document based on laws and regulations. This material can only be 
communicated only to professional investors (i.e. specific investors or institutional investors as defined under Financial Instruments Exchange Law) 
who may have sufficient knowledge and experience of related risks.

Switzerland: To the extent the material is distributed in Switzerland the communicating entity is: To the extent the material is made available in 
Switzerland the communicating entity is:

– 	�For Clients (as such term is defined in the Swiss Financial Services Act): Man Investments (CH) AG, Huobstrasse 3, 8808 Pfäffikon SZ, Switzerland. 
Man Investment (CH) AG is regulated by the Swiss Financial Market Supervisory Authority (‘FINMA’); and

– 	�For Financial Service Providers (as defined in Art. 3 d. of FINSA, which are not Clients): Man Investments AG, Huobstrasse 3, 8808 Pfäffikon SZ, 
Switzerland, which is regulated by FINMA.

United Kingdom: Unless indicated otherwise this material is communicated in the United Kingdom by Man Solutions Limited (‘MSL’) which is a 
private limited company registered in England and Wales under number 3385362. MSL is authorised and regulated by the UK Financial Conduct 
Authority (the ‘FCA’) under number 185637 and has its registered office at Riverbank House, 2 Swan Lane, London, EC4R 3AD, United Kingdom.

United States: To the extent this material is distributed in the United States, it is communicated and distributed by Man Investments, Inc.  
(‘Man Investments’). Man Investments is registered as a broker-dealer with the SEC and is a member of the Financial Industry Regulatory Authority 
(‘FINRA’). Man Investments is also a member of the Securities Investor Protection Corporation (‘SIPC’). Man Investments is a wholly owned 
subsidiary of Man Group plc. The registration and memberships described above in no way imply a certain level of skill or expertise or that the SEC, 
FINRA or the SIPC have endorsed Man Investments. Man Investments, 452 Fifth Avenue, 27th fl., New York, NY 10018.

This material is proprietary information and may not be reproduced or otherwise disseminated in whole or in part without prior written consent.  
Any data services and information available from public sources used in the creation of this material are believed to be reliable. However accuracy is 
not warranted or guaranteed. © Man 2023.

MKT000270-107/NS/GL/W/21042028


