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Disciplined active investing and engagement in Japan  

The RBC Japan Equity Strategy (the “Strategy”) reached its 
five-year milestone at the end of the first quarter of 2019. 
The Strategy’s track record demonstrates the strength and 
consistency of the RBC Asian Equity Team’s (the “Team”) 
investment philosophy and process.

Strong and consistent excess returns 
The Strategy has delivered an annualised gross of 
fee return of +8.32% over the five-year period, which 
represents an outperformance relative to its primary 
benchmark, the MSCI Japan Equity Index.1 Over the same 
period, the MSCI Japan Index grew by an annualised return 
of 5.61%, while the Tokyo Stock Price Index (TOPIX) grew by 
6.48%, achieving broadly similar performance (Exhibit 1). 

Good hunting ground for active investment 
managers
The Team believes the Japanese equity market provides 
a good hunting ground for active investment managers. 
It is a relatively under-researched market, across all 
market capitalisation sizes. On average, an Asian or U.S. 
publicly-listed company would have at least 40%-50% more 
sell-side analysts than its Japanese peer of a similar size 
(Exhibit 2). This is a direct result of the post 1990s Japanese 
equity bubble bursting and the subsequent “lost decades” 
for the equity markets. As global institutional interest in 
Japan waned, stock coverage levels in equity dramatically 
declined.

1 As at 31.03.2019. Past performance is not indicative of future results. Returns may increase or decrease as a result of currency fluctuations. Returns do not reflect the deduction of 
advisory fees and will be reduced by advisory fees and other expenses. Net calendar returns can be viewed in the GIPS Appendix.  Inception of the GIPS performance record is 01.04.2014. 
Performance is presented as supplemental to the “GIPS Compliant Presentation” which contains additional information regarding calculation of performance data. 

Exhibit 1: Performance relative to MSCI Japan 
and TOPIX

Source: RBC Global Asset Management, MSCI, eVestment. Data 
as at March 31, 2019. Past performance is not indicative of future 
results. Returns do not reflect the deduction of advisory fees and will 
be reduced by advisory fees and other expenses. The information 
presented is supplemental to the “GIPS Compliant Presentation” 
appendix which contains additional disclosures and important 
information regarding calculation of performance data. The MSCI Japan 
and TOPIX Indices are presented for illustrative purposes only.

Exhibit 2: Sell-side coverage comparison across Japan, U.S., and Asia

Source: RBC Global Asset Management. Bloomberg. Data as at January 31, 2020.
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Since then the narrative has been dominated by factors 
such as deflation and the starkly negative demographic 
outlook in one of the world’s most quickly aging societies. 
However, contrary to popular belief, Japanese equity 
offers investment opportunities in much more than just 
Japan domestic economic growth. While Japan has a 
sizeable domestic market, there is also a strong demand 
for high quality Japanese products and services outside 
Japan. With the growing middle class in China and other 
parts of emerging Asia, consumers outside Japan are 
showing sustained interest in Japanese products as a way 
to enhance their lifestyles or get more value for money. 
Quality Japanese companies have been growing revenue 
abroad with their competitive offerings and their EPS 
growth has shown divergence with domestic consumption. 
Of the top 100 Japanese companies, 41% of the total 
aggregate revenue is earned overseas, and only 21% of the 
companies are driven by purely domestic sales (Exhibit 3). 
In fact, many of the companies that the Strategy invests in 
generate more than half of their revenue overseas.

Inbound tourism is an added component of domestic 
consumption which helps to offset weak demographics. 
The total number of inbound tourists increased since 
year end 2012 due to the easing of visa requirements, 
depreciation of the Japanese yen and rising income levels 
across Asia. The Japanese government continues to 
promote tourism and has announced a target of 40 million 
annual inbound tourists by 2020.2 In 2017 spending by 
foreign tourists to Japan increased by 17.8%, from a year 
earlier, rising to a record ¥4.42 trillion (US$39.9 billion) as 
the number of visitors rose to an all-time high (Exhibit 4).3

Unprecedented change is under way today in Japan. 
Enduring decades of economic challenges and deflation 
has made Japanese firms stronger, continuously having 
to produce high quality products at low costs. We believe 
these strong companies are now increasingly focusing on 
profitability and shareholder returns. With more investor 
engagement, companies are becoming more productive 
and profitable.

Exhibit 3: Japanese companies have a strong international presence

Source: RBC Global Asset Management. Tokyo Stock Exchange, FactSet. Data as at 2018. Top 100 companies ranked by FY2017 revenue. Domestic sales 
defined as less than 10% sales contribution from international sales.

Exhibit 4: Structural growth of inbound tourism in Japan

Source: RBC Global Asset Management. Bloomberg. Data as at December 31, 2019. Left hand chart: Japan National Tourism Organization as at January 
2019. Right hand chart: World Tourism Organization as at January 2018.  

2 The Japan Times as at 31 August 2018. 
3 Japan National Tourism Organization as at December 2017.
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Engagement – Environment, Social & Governance 
(ESG)
A meaningful part of the Team’s efforts in managing 
the Strategy is regular engagement with investee 
companies, in addition to other key stakeholders such as 
competitors, suppliers, industry experts or regulators. 
This helps the Team to understand the business from a 
long-term, broader perspective, which both formulates 
and challenges the Team’s own views and convictions. 
Responsible investment is an important consideration that 
drives this Strategy.

Historically, corporate Japan has had a poor reputation for 
corporate governance, but the Team sees tangible changes. 
The government and society have made a commitment 
to bring corporate governance standards closer to global 
norms. A chronic issue for Japanese companies, cross-
shareholdings has dropped from over 30% in the 1990s to 
circa 10% in 2018.4 Annual share buybacks have increased 
to ¥6tn in 2016 from ¥2tn in 2013, while dividends continue 
to grow steadily.5 Over 90% of companies have two or 
more independent outside directors today, a remarkable 
improvement compared to 18% in 2013 (Exhibit 5). Improved 
corporate reporting standards are also promoting more 
informed and responsible investment.

The Team believes responsible investing through active 
engagement will continue to be an important driver for 
alpha generation in Japan. As Japan’s Government Pension 
Investment Fund (GPIF) increases capital commitment 
to Japanese equity, performance of this asset class will 
become critical to the sustainability of Japan’s pension 
system. GPIF and other active investors continue to push 
corporates towards profitability and transparency. 

The Team’s own experience interacting with current 
investee and prospect companies has also been 
encouraging. In the last couple of years the Team has 

been sending surveys relating to investee companies’ ESG 
efforts and has been pleasantly surprised at the levels of 
engagement from the corporates, and moreover a more 
positive approach to capital structure and governance in 
general. In meetings companies ask for the Team’s view on 
their ESG ratings and what their multi-year plans are in this 
respect. The Team believes proxy voting is a core part of its 
fiduciary duty and generally votes all shares in accordance 
with RBC GAM voting guidelines.

Disciplined approach to high conviction investment 
ideas
The Team manages the Strategy based on in-house 
fundamental research, and focuses its efforts on high 
conviction stock selection. The Team’s philosophy is 
to identify businesses that are managed by committed 
high-quality management teams and that can compound 
their cash flows and profits more quickly than peers over 
a sustained period of time. The Strategy invests more 
proactively in small cap ideas to capture under-researched, 
under-owned alpha opportunities. This investment process 
systematically narrows the broad opportunity set in the 
universe down to the 50-70 stocks in the Strategy (Exhibit 
6).

Consistent performance amid volatile markets
The market environment in Asia for both businesses and 
investment has been particularly challenging over the 
past five years, amid the macro-economic backdrop of 
situations such as the trade war between the U.S. and 
China and the U.K.’s Brexit negotiations with the E.U.

The Strategy has exhibited strong performance relative 
to other actively-managed strategies that use the same 
benchmark. It is worth noting that while its volatility has 
been high (near the top 25%), the Strategy has also ranked 
highly on returns and risk-adjusted returns. The Strategy 
captures more capital appreciation when compared to 

Exhibit 5: Japan is going through a multi-year ESG reform

Source: RBC Global Asset Management. The Equities Forum, Making Japan Inc work for investors. Data as at July 2, 2018. Left hand chart: Nomura 
Institute of Capital Markets Research, as at July 2018. Right hand chart: Nikkei Asian Review as at 2019.  

4 The Financial Times, Nomura Institute of Capital Markets Research. Data as at June 11, 2018.
5 The Equities Forum, Making Japan Inc work for investors. Data as at July 2, 2018.
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the peer group, or the benchmark, during ‘up’ markets. In 
‘down’ markets also, it has repeatedly done a better job of 
preserving capital than its peers (Exhibit 7).

Future targets
The outlook for Asia remains challenging, but we believe 
it also offers a huge amount of potential for the future. We 
do not expect trade frictions to disappear in the near to 
medium term but rather we believe that we have moved to 
a world where regional blocs and bilateral relationships 
may prove to be more relevant than the more globalised 
trade systems of previous decades. This will create both 
risk and opportunities for Asian countries and investors in 
the region. 

Irrespective of geopolitics and specific macro-economic 
challenges, we continue to believe strongly that the Japan 
equity market offers attractive structural opportunities and 
that our Team and process are well positioned to capture 
those investment opportunities over the next five years. 

Exhibit 6: Portfolio characteristics

Source: Source: RBC Global Asset Management, MSCI Index. Data as at March 31st, 2019. Information is based on the representative account in the 
composite. The representative account is the account in the composite that most closely reflects the current portfolio management style for this 
strategy. 

Exhibit 7: Performance relative to peer group 

Source: eVestment Alliance. Past performance is not indicative of future results and is calculated in USD. Returns may increase or decrease as a result of 
currency fluctuations. Last 5 years through to 31 March 2019. Created on 13 February 2020 from a universe of 108. Returns do not reflect the deduction of 
advisory fees and will be reduced by advisory fees and other expenses. 1MSCI Japan Net of Dividends, 2FTSE 3-Month T-Bill.
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Description of the Firm: For the purposes of Global Investment Performance Standards (GIPS®), RBC Global Asset Management is the asset 
management division of Royal Bank of Canada (RBC), operating under the following brands: RBC Global Asset Management (RBC GAM) in Canada, 
the U.S. (institutional), the U.K. and Hong Kong; Phillips, Hager & North Investment Management (institutional); and BlueBay Asset Management 
(institutional). With offices around the world, RBC GAM offers a full range of global investment solutions in cash management and fixed income, 
equity, balanced, alternative and specialty investment strategies through mutual funds, hedge funds, pooled funds and separately managed 
accounts. The RBC GAM group of companies has more than C$417 billion (US$331 billion) in assets under management as at December 31, 2017. 
RBC purchased Phillips, Hager & North Investment Management, including the assets of BonaVista Asset Management, on May 1, 2008, and 
BlueBay Asset Management on December 17, 2010. A complete list and description of the firm’s composites and performance results is available 
upon request.

Compliance Statement: RBC GAM claims compliance with the Global Investment Performance Standards (GIPS®) and has prepared and 
presented this report in compliance with the GIPS® standards. RBC GAM has been independently verified for the periods January 1, 2002 through 
December 31, 2017. Verification assesses whether (1) the firm has complied with all the composite construction requirements of the GIPS® 
standards on a firm-wide basis and (2) the firm’s policies and procedures are designed to calculate and present performance in compliance with 
the GIPS® standards. The Emerging Markets Equity - Value (USD) composite has been examined for the periods July 1, 2013 - December 31, 2017. 
The verification and performance examination reports are available upon request.

Composite Description: The Emerging Markets Equity - Value (USD) Composite includes all portfolios that invest in emerging market equities that 
provide regular dividend income through securities with above average dividend yield by RBC GAM directly. Prior to June 2014 the composite was 
presented as the Emerging Market Equity Dividend composite.

Benchmark: The benchmark is the MSCI AC Asia ex Japan index. The Index is designed to measure the equity market performance of emerging 
markets. Index returns are provided for comparison purposes to represent the investment environment existing during the time periods shown. 
An index is fully invested, includes the reinvestment of dividends and capital gains, but does not include any transaction costs, management 
fees, or other costs. Holdings of each separately managed account in a composite will differ from the index. An investor may not invest directly 
in an index. Gross of Fees: Gross of fees performance is presented gross of all fees, but after all trading expenses. Returns are presented net of 
withholding taxes on dividends, interest income and capital gains where applicable.

Net of Fees: Net of fee performance is calculated using the maximum stated annual fee of 0.95% calculated and applied monthly. Performance 
Calculations: Results are based on all fully discretionary accounts meeting the composite definition, including those ac- counts no longer with 
the firm. Returns are shown in U.S. Dollars, and include the reinvestment of all income. Performance shown for the Emerging Markets Equity 
Dividend Composite is based on information generated by RBC Global Asset Management’s internal perfor- mance systems, which may differ from 
the performance shown in official books and records of certain investment funds which form a part of the composite. Official books and records 
for certain investment funds which form a part of the composite include the impact of a fair value for market timing that is applied to certain 
securities as of the close of trading for the fund. For the purposes of calculating the Emerging Markets Equity Dividend Composite, we prepare a 
separate performance stream for such funds that eliminates the impact of this fair value adjustment. This second performance stream is used to 
calculate performance of the composite in an effort to better align the methodology for calculating composite performance with the methodology 
applied to calculate the benchmark. Additional informa- tion regarding policies for valuing portfolios, calculating performance, and preparing 
presentations is available upon request. Past performance is not indicative of future results.

Composite Dispersion: The composite dispersion of annual returns is indicated by the performance of individual accounts representing the equal 
weighted standard deviation of returns. Dispersion of returns is calculated for portfolios included in the composite for the full year.

3-Year Standard Deviation: Periods with less than 3 years of data will show “n/a”.

Derivatives, Leverage and Short Positions: The portfolios may use derivatives for hedging purposes, and may also use derivatives such as options, 
futures, forwards and swaps for non-hedging purposes as a substitute for direct investment, as long as the portfolio’s use of de- rivatives is 
consistent with its investment objectives. Currency hedging is used primarily as a risk management tool to limit the volatility of portfolio returns 
and may be used tactically to enhance returns. Currency hedge ratios can range between 0-100%, depending on asset class and mandate. No 
leverage has been used in any of the portfolios contained in the composite.

Fee Schedule: The management fee schedule is as follows: For U.S. clients: 0.95% for the first US$50m, 0.85% on the next US $50m, and 0.80% for all 
assets over US$100m. Advisory fees are described on this page and on Form ADV Part 2A. RBC GAM reserves the right to negotiate all advisory fees.

Minimum Account Size: Currently there is no minimum account size in order to be included in this composite. Creation Date: This composite was 
created on July 1, 2013 and has an inception date of July 1, 2013.

GIPS® is a registered trademark owned by CFA Institute.
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eVestment Alliance, LLC and its affiliated entities (collectively, “eVestment”) collect information directly from investment 
management firms and other sources believed to be reliable, however, eVestment does not guarantee or warrant the 
accuracy, timeliness, or completeness of the information provided and is not responsible for any errors or omissions. 
Performance results may be provided with additional disclosurses available on eVestment’s systems and other important 
considerations such as fees that may be applicable. Not for general distribution and limited distribution may only be made 
pursuant to client’s agreement terms. All categories not necessarily included, totals may not equal 100%. Copyright 2012-2018 
eVestment Alliance, LLC. All rights reserved.

This document is being provided by RBC Global Asset Management (UK) Limited, part of RBC Global Asset Management. This 
document may not be reproduced in whole or part, and may not be delivered to any person without the consent of RBC Global 
Asset Management. This document is not a solicitation of any offer to buy or sell any security or other financial instrument 
or to participate in any investment strategy and should not be construed as tax or legal advice. Not all products, services or 
investments described herein are available in all jurisdictions and some are available on a limited basis only, due to local 
regulatory and legal requirements.

Past performance is not indicative of future results. The information contained in this report has been compiled by RBC 
Global Asset Management and/or its affiliates from sources believed to be reliable, but no representation or warranty, 
express or implied is made to its accuracy, completeness or correctness. With all investments there is a risk of loss of all or a 
portion of the amount invested. 

This document contains the current opinions of RBC Global Asset Management and is not intended to be, and should not be 
interpreted as, a recommendation of any particular security, strategy or investment product. Unless otherwise indicated, 
all information and opinions herein are as of the date of this document.  All information and opinions herein are subject to 
change without notice.

RBC Global Asset Management (RBC GAM) is the asset management division of Royal Bank of Canada (RBC) which includes 
RBC Global Asset Management (U.S.) Inc. (RBC GAM-US), RBC Global Asset Management Inc., RBC Global Asset Management 
(UK) Limited, BlueBay Asset Management LLP, BlueBay Asset Management USA LLC and RBC Global Asset Management (Asia) 
Limited, which are separate, but affiliated corporate entities.

RBC Global Asset Management (UK) Limited is authorised and regulated by the Financial Conduct Authority. 

®/™ Trademark(s) of Royal Bank of Canada.
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