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Chapter 1: The International Status of Japanese Stock Market
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1. The global ranking and influence of the Japanese stock market

The Japanese stock market occupies an important position in the global financial market, especially the two indicators, Nikkei 225 and the Toxin Stock Price Index (TOPIX), which have long been the focus of international investors. Nikkei 225 is compiled by the Nikkei Shimbunsen, covering the 225 most representative companies in the Japanese market, reflecting the overall trend of the Japanese stock market. The Toxin Stock Price Index covers all companies listed on the first part of the Tokyo Stock Exchange, providing a broader market profile. The performance of these two major indexes not only affects the confidence of Japanese domestic investors, but also becomes an important reference for global investment institutions to allocate assets.
The Japanese stock market has always ranked among the top in the world in terms of global market value. According to the latest statistics, the total market value of Japan's stock market usually remains between the top three and top five in the world, second only to the United States and China. Although the development of the Japanese market has experienced a downturn after the bursting of the bubble economy in the past few decades, in recent years, with the increase in corporate profitability, the advancement of corporate governance reforms, and the favor of global funds for stable markets, the attractiveness of the Japanese stock market is recovering. For example, the Nikkei 225 index in 2023 has exceeded its 30-year high, showing investors' re-evaluation of the Japanese market.
The impact of global capital flows on Japanese stock market cannot be ignored. Due to the long-term low interest rates of the Japanese yen, Japan has become an important stronghold in global arbitrage trading (Carry Trade), and many international investors will borrow low-interest yen and invest in other markets with higher returns. However, when the global financial environment changes, such as the Federal Reserve raising interest rates, causing funds to flow back to the United States, the Japanese market may experience capital outflow pressure. Therefore, the Bank of Japan's monetary policy interacts with the interest rate policy of major economies around the world, becoming a key factor affecting the capital flows in Japan's stock market.
In addition, the increased internationalization of Japanese companies has increased the linkage between their stock market and global markets. Many Japanese listed companies, such as Toyota, Sony, SoftBank, Nintendo, etc., not only have a huge market in China, but also have a wide business territory overseas. The financial performance of these companies is not only affected by Japan's domestic economy, but also closely related to global demand, market competition, and exchange rate fluctuations. For example, when the yen depreciates, the competitiveness of Japanese export companies will increase, which will drive the stock prices of related companies to rise. This phenomenon has been verified in previous yen depreciation cycles.
The Japanese stock market has also benefited from the long-term allocation of funds from global investment institutions. Many sovereign wealth funds, pension funds and index funds see the Japanese market as an important part of a diversified portfolio. For example, in the MSCI World Index and the FTSE Global Index, the weight of the Japanese market has been maintained at a high level for a long time, so passive funds must hold a certain proportion of Japanese stocks. In addition, with the rise of ESG (environmental, social, corporate governance) investment trends, the sustainable development strategies and governance reform of Japanese companies have received more attention, further enhancing the participation of international capital.
Recently, the Japanese government and regulators have actively promoted stock market reform to enhance market transparency and attractiveness. For example, the Tokyo Stock Exchange has carried out market structure reform since 2022, integrating the original market classification, and simplifying it into three major markets: "Prime", "Standard" and "Growth", encouraging companies to improve capital efficiency and enhance shareholder value. In addition, the Japanese government and business community are also working to improve shareholder returns, such as increasing dividend payments and strengthening share repurchase plans. These measures will help increase market attractiveness and narrow the valuation gap with mature markets such as the United States.
It is worth noting that the valuation of Japanese stock market has long been relatively low, especially compared with US stocks, many companies have low price-to-earnings ratios (P/E) and price-to-book ratios (P/B), which is a great attraction for value investors. The profitability of Japanese companies is stable and the balance sheets of most companies are stable, making the Japanese market an ideal choice for many investors seeking stable returns. Especially in the context of intensifying global market volatility, the Japanese stock market is regarded as a relatively stable risk aversion target.
In the future, as Japanese companies gradually adapt to global economic changes and strengthen digital transformation and innovative development, the international influence of the Japanese stock market may further increase. Investors are not only concerned with traditional manufacturing and export companies, but also with emerging industries, such as semiconductors, biotechnology, artificial intelligence and other fields. The development of these industries will become a new driving force for the growth of the Japanese stock market.
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2. Historical changes in the Japanese economy and stock market

The development of the Japanese stock market is closely linked to its economic history. From rapid growth to the bursting of the bubble, to the economic recovery in recent years, these changes have shaped the current situation of the Japanese capital market and also affected investors' confidence in the Japanese market. Understanding this historical context can help investors more comprehensively evaluate the opportunities and risks of the Japanese stock market.
After World War II, Japan's economy recovered rapidly and experienced a high growth period between the 1950s and 1970s. During this period, the Japanese government implemented an export-oriented economic policy, coupled with the US economic aid, which led to the rapid development of Japanese industry. The business community has invested in manufacturing on a large scale, and industries such as automobiles, electronics, and steel have flourished, forming the global competitiveness of "Made in Japan". The success of Japanese companies has driven the stock market, with many companies listed on the Tokyo Stock Exchange, and the capital market has expanded rapidly. By the 1980s, Japan had become the second largest economy in the world, and the total market value of the Tokyo Stock Exchange was second only to the United States, becoming a market that international investors paid close attention to.
However, in the late 1980s, the Japanese stock market entered a period of extremely prosperous bubble economy. During this period, due to the government's relaxation of monetary policy, bank interest rates fell, and the cost of capital for enterprises and individuals decreased, resulting in a large amount of market funds flowing into the real estate and stock markets, driving a rapid rise in asset prices. The Nikkei 225 index reached an all-time high at the end of 1989, exceeding 38,900 points, and Tokyo's land prices also hit an unprecedented record. At that time, the total market value of the Japanese market once surpassed that of the United States, and the market value of listed companies on the Tokyo Stock Exchange accounted for nearly 50% of the global market. However, this rapid expansion of asset prices is not based on real economic growth. Many companies and investors rely too much on leveraged financing, making the market extremely fragile.
In the early 1990s, in order to control inflation and overheated markets, the Japanese government began to tighten monetary policies and raise interest rates, resulting in the collapse of the stock market and the real estate market and the bubble economy officially burst. The Nikkei 225 index plummeted by more than half in just three years, and housing prices have also entered a long-term downward trend. Enterprises and banks are in financial difficulties due to large amounts of non-performing assets, and the financial system is facing serious pressure. This economic crisis has put Japan in a low growth period of more than a decade, which is called "Heisei Bu", which is Japan's "lost decade". Enterprise investment has shrunk, consumer confidence has been sluggish, and the problem of bank non-performing loans has continued to deteriorate. Although the government has introduced fiscal stimulus policies many times, the effect is limited and economic growth has been stagnant for a long time.
In the early 2000s, the Japanese government and the central bank tried to boost the economy through more active monetary policies, including zero interest rate policies and quantitative easing (QE) measures. Although these policies have improved liquidity in financial markets to a certain extent, the structural economic problems have not been completely resolved. It was not until 2012 that after Shinzo Abe came to power, he proposed "Abenomics" that brought the Japanese stock market back into the growth track. Abenomics takes the "three arrows" as its core, including large-scale monetary easing, expansionary fiscal policy, and structural reforms. The implementation of these policies has depreciated the yen, improved the competitiveness of Japanese export companies, and stimulated corporate profit growth and drove the stock market to rebound.
Abenomics' monetary policy has had a significant impact on the stock market. During this period, the Bank of Japan implemented a negative interest rate policy and actively purchased ETFs and Treasury bonds, which greatly increased market liquidity. This not only drove the stock market to rise, but also brought back confidence among domestic and foreign investors in the Japanese market. The Nikkei 225 index exceeded 20,000 points in 2015 and continued to climb in the following years. Many Japanese companies have taken advantage of the recovery of the capital market to actively engage in corporate mergers and acquisitions and overseas investment, further enhancing the vitality of the stock market.
Although Abenomic's policies have had a positive impact on the Japanese stock market, its structural problems still exist. Japan's population is severely aging and the labor market tends to shrink, which limits the growth of domestic demand. In addition, the productivity of Japanese companies is increasing slowly. Compared with technology companies in the United States and China, Japan is making slower progress in the field of digital transformation and innovation. These factors may affect the long-term development of the Japanese stock market. However, with the advancement of corporate governance reform, the attractiveness of the Japanese market to foreign capital is still increasing, and many companies have begun to pay attention to shareholder returns, further increasing the investment value of the market.
In recent years, the Japanese stock market has gradually escaped from the shadow of Heisei and has regained attention in the global market. As global funds allocate to the Asian market increases, the degree of internationalization of Japanese stock market has further increased, and the proportion of foreign capital holdings has also steadily increased. Although Japan still faces structural challenges, driven by policy support, improved corporate competitiveness and market reform, the Japanese stock market is still attractive, providing investors with diversified opportunities.
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3. The main investor structure of the Japanese stock market

The Japanese stock market has a diverse investor structure, covering foreign institutions, Japanese companies, government funds and individual investors. The degree of participation of various investors affects the stability and liquidity of the market. Understanding the role and influence of these major players is crucial to investing in the Japanese stock market, because it not only affects the market volatility, but also determines the trend of capital flows and the long-term development direction of the market.
Foreign capital occupies an important position in the Japanese stock market and has long been one of the main driving forces in the Japanese stock market. International investment institutions, hedge funds, pension funds and sovereign wealth funds participate in the market through direct investment and index funds. According to data, foreign investors usually hold about 30% to 40% of listed companies on the Tokyo Stock Exchange, and account for a higher proportion of trading volume, especially among companies with larger market capitalization and high internationalization such as technology and manufacturing, foreign capital has a more significant influence. The trends of these investors are often affected by the global economic environment and monetary policy. When the U.S. Federal Reserve adjusts interest rates or changes in global capital flows, foreign capital buying and selling behaviors will directly affect the performance of Nikkei 225 and the TSE stock price index.
Another key factor in foreign investment participation in the Japanese market is the change in the yen exchange rate. The strength of the yen affects foreign investment decisions. When the yen depreciates, foreign investors can buy Japanese stocks at a lower cost, thereby enhancing market vitality. On the contrary, when the yen appreciates, it may lead to foreign capital taking profits and withdrawing from the market. In addition, the corporate governance reform of Japanese companies is also an important reason for attracting foreign capital. In recent years, the Japanese government has encouraged companies to increase shareholder returns, such as increasing dividend payments and promoting share repurchase, which has led to a continued increase in foreign capital's interest in the Japanese market.
Corporate shareholding is also a major feature of the Japanese stock market. Many listed companies hold shares with each other, forming a stable cross-holding structure. This phenomenon is called "Mochiai" in Japan. It originated from the post-war Japanese corporate group model, such as large corporate groups such as Mitsubishi, Mitsui, Sumitomo, etc., whose banks, manufacturing and trading companies hold shares in each other to maintain corporate relations and reduce the impact of external capital on company operations. This way of holding shares provides market stability to a certain extent, allowing companies to avoid short-term market fluctuations. However, cross-holdings also weaken market liquidity and reduce corporate governance transparency, because these holdings are often not based on investment returns, but are intended to maintain relationships between companies.
With the active promotion of market reforms by the Japanese government and the Tokyo Stock Exchange in recent years, the proportion of corporate holdings has gradually declined, and many companies have begun to reduce cross-holdings to improve market transparency and capital utilization efficiency. For example, Japanese companies are more frequently faced with proposals from foreign shareholders at shareholder meetings, requiring increased capital returns and improved governance structure, which prompts companies to reduce non-essential cross-holdings and use more funds to enhance shareholder value, such as issuing higher dividends or making share repurchases.
The role of government funds in the Japanese stock market is becoming increasingly important, with the most influential institution being the Japanese Government Annuity Investment Fund (GPIF). GPIF is one of the largest pension funds in the world, with assets under management reaching hundreds of mega yen. As a long-term institutional investor, GPIF's fund allocation strategy has a significant impact on the market. In order to ensure stable growth of pensions, GPIF's investment portfolio covers domestic and foreign stocks and bonds, and the proportion of investment in the Japanese stock market has reached a considerable level. GPIF's investment behavior is relatively stable and tends to hold stocks for a long time, which provides some support for the market.
In addition to GPIF, the Bank of Japan has also actively participated in the stock market in the past few years, directly affecting the market by purchasing ETFs. Since the 2010s, the Bank of Japan has begun buying ETFs to stimulate the economy and the stock market, a policy that makes the Bank of China one of the main players in the Japanese stock market. Although this market intervention measure has been criticized by some economists who believe that it may distort market mechanisms, it does reduce market volatility to a certain extent and enhance investor confidence.
Individual investors have a lower influence in the Japanese stock market than in the United States and Europe, which is related to Japan's investment culture and people's risk preferences. The allocation of Japanese household wealth has long been biased towards deposits and cash rather than stocks and funds. According to statistics, more than half of Japanese household assets are deposits and cash, while stocks and investment trusts account for relatively low proportions, far lower than those of the United States and European countries. The reasons for this phenomenon include the Japanese people's conservative attitude towards market risks and the impact of the bursting of the bubble economy in the past, which has made many individual investors lack confidence in the stock market.
However, in recent years, the Japanese government has actively promoted individual investors to participate in the market and introduced policies such as NISA (Non-Tax System for Small Investment) and iDeCo (Personal Pension Account) to encourage individuals to invest their funds in the stock market. These policies provide tax incentives and lower investment thresholds, allowing more young investors to start paying attention to the stock market. In addition, with the development of technology, the popularity of online securities and mobile investment applications has also allowed more individual investors to participate in the market easily, which may enhance the influence of individual investors in the future.
The investor structure of the Japanese stock market shows that foreign capital, corporate holdings, government funds and individual investors coexist, and the behavioral patterns and influence of various investors are different. Foreign capital has high liquidity and can quickly promote market fluctuations, while corporate shareholding maintains market stability. The participation of government funds and central banks provides certain market support. Although the participation of individual investors is low, it is gradually increasing. This diversified investor structure makes the Japanese stock market unique characteristics in the global market, and also affects investment strategies and market trends.

4. What are the important indexes in the Japanese stock market?

The Japanese stock market has many indices, each with its own unique calculation method and market representation. Investors use these indices to measure market performance, choose suitable investment targets, and serve as reference tools for market trends. Whether it is a large enterprise, a growth enterprise, or a real estate investment trust, these indexes cover almost all areas of the Japanese stock market and are suitable for investors of different styles to analyze and participate.

The Nikkei 225 Index (Nikkei 225) is Japan's most representative stock market index. It has been compiled in 1950 and is still the most commonly cited Japanese stock index by international investors. The index consists of 225 large companies listed on the Tokyo Stock Exchange, covering industries such as automobiles, electronics, finance, and retail. Due to the price weighted calculation method, companies with higher stock prices have a greater impact on index changes, which makes certain high-priced stocks, such as SoftBank and Fast Retail (Uniqlo parent company), have much greater influence on Nikkei 225 than companies with lower stock prices. The Nikkei 225 index is similar to the Dow Jones Industrial Index, reflecting the market dynamics of large companies rather than the overall market performance. Therefore, investors usually combine other indexes to conduct comprehensive analysis.

The ToPIX Index is an index that can reflect the Japanese stock market more comprehensively, because it covers all listed companies on the Tokyo Stock Exchange's "First Part" (now TSE Prime) and has more than 2,000 constituent stocks. Unlike Nikkei 225, TOPIX uses market value weighting to calculate, so companies with larger market value have a more significant impact on the index. Due to its wide range of components, the TOPIX index is more suitable for measuring the overall health of the Japanese stock market, especially for long-term investors, which is a more representative market indicator.

The JPX Nikkei 400 Index (JPX-Nikkei 400) is a newer index, mainly designed for foreign investment needs, and screened out 400 companies with stable financial resources, high operating efficiency and good shareholder returns. The birth of this index stems from the demand for the reform of the Japanese government and financial markets, and aims to attract international capital to enter the Japanese market. JPX Nikkei 400 does not rely solely on market value to determine the constituent stocks, but screens through strict financial standards. Therefore, companies in the index are often the most high-quality investment targets in the Japanese stock market.

The TOPIX Core 30 focuses on the 30-tier stocks with the largest market capitalization and the highest trading volume, similar to the S&P 100 index in the United States. The index's component companies are usually the most influential companies in Japan, such as Toyota, Mitsubishi Group, Sony, etc. Therefore, this index mainly reflects the market trends of large companies and is suitable for investors who pay attention to blue-chip stocks.

The TOPIX Large 70 & TOPIX 100 further expanded to the top 70 or 100 companies, which is more valuable for tracking the market performance of large companies. These indices are similar to the Core 30, focusing mainly on leading companies with larger market capitalizations.

In addition to the large enterprise index, the TSE Medium and Small Cap Index (TOPIX Mid 400 & Small 1000) provides observation indicators for small and medium-sized enterprises in Japan. The mid-cap index covers 400 companies with moderate market caps, while the small cap index tracks 1,000 relatively small businesses. These indices are particularly suitable for growth investors, as many small and medium-sized enterprises have greater growth potential and are relatively flexible in market competition and can quickly adapt when emerging industries or market trends change.

The TOPIX Style Index further divides the market into two categories: "growth" and "value". The TOPIX Growth Index focuses on companies with high revenue growth and high market valuations, while the TOPIX Value Index includes companies with lower stock prices, higher dividends and lower price-to-earnings ratios. Such classification helps investors choose according to their investment style. For example, investors who prefer growth stocks may focus on emerging industries such as technology and medical care, while value investors tend to be more stable and large companies.

Japan also has corresponding indexes for startups and high-risk and high-reward markets, such as the MOTHERS index, which specializes in tracking companies listed on the Tokyo Stock Exchange GEM. These companies are usually in the early stages of development and have extremely high growth potential, but also have high risks. The MOTHERS index is similar to the U.S. Nasdaq Index, and is mainly suitable for investors who are optimistic about technology and innovation companies in the long term.

The JASDAQ index of the OTC market covers companies in the Japanese OTC market, which are divided into two categories: Standard and Growth. The former is suitable for companies with generally stable development, while the latter is a collection of growth companies. These indexes provide investors with a reference standard for evaluating small and innovative businesses.

Finally, the Japanese stock market also has indexes related to real estate investment trusts (REITs), such as the Tokyo Stock Exchange REIT Index, which specializes in tracking the market performance of Japanese real estate investment trusts. Similar to the Dow Jones REIT index in the United States, these indexes are suitable for investors seeking stable cash flow and long-term asset appreciation, especially in low interest rates, where REITs are often regarded as important alternatives to fixed income assets.

Overall, the index system of Japan's stock market is extremely perfect, covering almost all investment areas, from large enterprises, small and medium-sized enterprises to startups, and then to the real estate market. When conducting market analysis and investment decisions, investors can choose appropriate indexes as reference standards based on their own risk tolerance and investment goals to further formulate more targeted investment strategies.
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Chapter 2: Overview of the investment potential of the five major trading companies
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1. Market positioning and business scope of the five major trading companies

The Japanese stock market has a variety of indices, covering large enterprises, small and medium-sized enterprises, startups and real estate markets, providing investors with diversified reference standards. However, among the many investment targets, the five major trading companies deserve priority attention, because they are not only important pillars of the Japanese economy, but also have the advantages of globalization and industrial diversification. These trading companies control trade, resource development, energy investment and global supply chains, and their businesses cover raw materials, food, manufacturing, technology and infrastructure, and are able to flexibly respond to economic changes and market fluctuations.

Japan's five major trading companies, including Mitsubishi Commercial, Mitsui Products, Sumitomo Commercial, Itochu Commercial and Marubeni, are important pillars of the Japanese economy and core enterprises in global trade and supply chain management. These trading companies have a long history and a huge business territory, covering multiple fields such as trade, resource development, energy investment, consumer goods distribution, financial services, etc., and play a key role in global supply chain management. In recent years, with the changes in the global economic landscape, the five major trading companies have not only maintained traditional businesses, but also actively expanded emerging industries, providing investors with diversified opportunities.
The earliest development of the trading company can be traced back to the 19th century. The initial business model was mainly trade, responsible for exporting Japanese products to overseas markets, and importing key resources and industrial materials to support the development of Japan's manufacturing industry. With the growth of Japan's economy, these trading companies are no longer limited to traditional trade activities, but are gradually expanding to industrial investment and supply chain management, forming the current comprehensive business model. Today, the five major trading companies are not only bridges between Japanese companies and global markets, but also important players influencing the international economy.
In terms of trade business, the five major trading companies play the role of global supply chain managers, coordinating the supply and demand of goods in different markets through their global network. For example, Mitsubishi Commercial and Mitsui Products play an important role in the supply chain of the automobile industry, from raw material procurement to parts supply to finished product exports, these trading companies ensure the stability and efficiency of the production chain. In addition, Itochu Commercial and Marubeni also have strong market influence in the food and consumer products field, and cooperates with major retailers and brands around the world to be responsible for the comprehensive logistics and management from production to sales.
Resource development and energy investment are another core business of the five major trading companies. Due to Japan's own poor resources, trading companies have long been actively investing in overseas mineral, metal, oil and gas projects to ensure the stability of Japan's industrial and energy supply. For example, Sumitomo Corporation has large mineral projects in South America and Australia, responsible for supplying key industrial metals such as iron ore and copper, while Mitsui Products participates in liquefied natural gas (LNG) investments in the United States and the Middle East to meet Japan's domestic demand for clean energy. These investments not only serve the Japanese market, but also make trading companies occupy an important position in the global energy and raw materials market.
In addition to traditional energy, the five major trading companies have increased their investment in renewable energy in recent years to adapt to the global trend of carbon reduction and green energy transformation. For example, Mitsubishi Corporation and Itochu Corporation are actively investing in wind and solar projects in Europe and Asia, while Marubeni is involved in the development of the hydrogen energy industry with the goal of laying the foundation for a future low-carbon economy. These energy transition plans not only help reduce carbon emissions, but also conform to global ESG investment trends, making the five major trading companies the focus of international institutional investors.
In terms of global supply chain management, the five major trading companies ensure that companies can effectively respond to market changes with their extensive market network and industrial chain layout. For example, Itochu Business cooperates with global brands in the fields of fashion and consumer goods, from purchasing textile raw materials to manufacturing ready-to-wear products to distribution of products in the retail market, forming a complete supply chain system. Mitsui Products has strong advantages in the field of agricultural product trade. Through cooperation with agricultural producers in North America, South America and Australia, it ensures the stability of food supply and meets
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2. The influence of the five major trading companies in the global market
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3. Overview of factors affecting stock prices of five major trading companies
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