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Japan Earthquake & Tsunami
At 2:46pm on Friday, 11 March 2011, Japan was hit by a devastating earthquake. The quake 
registered 9.0 in magnitude, the largest in Japan’s recorded history.

Preliminary estimates place economic losses in the range of ¥ 4 trillion to ¥6 trillion (US$50 billion- 
75 billion).

There is no change to the Firm’s equity asset allocation to Japan. We were underweight on Japan 
before the earthquake, due mainly to concerns over the strong Yen and of higher energy and input 
prices and perceived risk of margin pressures.

Because of the disruption, we have adopted a more defensive posture for our Japan investments. 
We have scaled back our exposure to the consumer sector and have raised our focus on the sectors 
and companies that could benefit from rebuilding, namely construction, metal products, building 
materials. 

As the experience from the Kobe Earthquake reveals (or Katrina in the US), the broader economy 
has the potential to get back on track relatively quickly following major catastrophic events. While 
this rebuilding process is expected to take years to complete, the benefits to the economy and to 
businesses positioned to help in the rebuilding process typically come sooner. We will look to invest 
in companies that can contribute to this process.   

Summary 
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Japan earthquake & tsunami     
At 2:46pm on Friday, 11 March 2011, Japan was hit by a devastating earthquake. The quake registered 
9.0 in magnitude, the largest in Japan’s recorded history. It occurred off the northeastern coast of 
Japan, causing a giant tsunami that impacted Miyagi prefecture, wide-spread damage, loss of life, 
power & transportation outages, and massive structural damage. Beyond the immediate impact 
of the earthquake and tsunami, several of Japan’s nuclear facilities were also hit by breakdown in 
cooling systems, and continue to pose a risk to their surrounding communities. 

Meanwhile, besides presenting an update to our investors, we would like to extend our deepest 
condolences to everyone who suffered from this catastrophe.

Compared to the 1995 Kobe Earthquake, the extent of the damage caused by the Tohoku Pacific 
Earthquake appears to be greater and covers a wider area. Preliminary estimates place economic 
losses in the range of ¥ 4trillion to ¥6 trillion (US$50 billion-75 billion).

To put this into perspective, the Kobe Earthquake resulted in approximately ¥10 trillion of losses. 
Beyond the losses of property, infrastructure was severely damaged, with ports, roads, and power 
infrastructure impacted. This will likely result in a sharp drop in manufacturing activity for the next few 
months, and some observers even suggest the possibility of a recession. However, activity levels 
should eventually recover as public-driven initiatives to restore infrastructure get implemented.

As mentioned earlier, the economic loss is forecast to exceed ¥ 4trillion, and a good portion of the 
losses will not be recoverable. This is because most earthquakes related insurance schemes are 
targeted at homeowners, and also, there are caps and limits on the coverage.

Under existing schemes, the liability limit for private-sector insurers is about ¥1.2 trillion. The 
Government via the Japan Earthquake Reinsurance Co and other secondary reinsurers is likely to 
be on the hook for insured losses of up to ¥4.3 trillion. So the insurance sector, with ¥1.0 trillion of 
contingency loss reserves, should be in a decent position to meet claims obligations. 

Top 5 Earthquake Reinsurance Claims Paid

Source: The General Insurance Association of Japan, BofA Merrill Lynch
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Meanwhile power outages and transportation disruptions will likely negatively impact production. 
Production and output were disrupted by about a month following the Kobe Quake. Given the more 
extensive damage to power infrastructure, it would be reasonable to assume that the disruption 
could be slightly longer this time around. 

The bigger risk is the knock-on effects from the meltdown at the Dai-Ichi Nuclear Power Plant in 
Fukushima. Japan has had a hugely successful nuclear industry, which accounts for over a quarter 
of electricity power generation. Given current oil price levels and the potential need to re-activate coal 
and oil fired power facilities, the balance for energy demand could shift. This could have implications 
on energy prices down the road, especially if the Japan earthquake triggers broader concern over 
the use of nuclear energy. 

Market Reaction
It is inevitable that Japanese equity markets will be impacted. At the time of writing, the Topix was off 
by nearly 7%. Following the Kobe Quake, the Topix slid by 22%, JGB bonds yields fell from 4.7% to 
2.6% and the Yen strengthened by 19%.

Policy makers are expected to respond aggressively to cushioning the negative economic impact 
of the earthquake. The Bank of Japan announced that it will pump in a record ¥12 trillion (US$146 
billion) into the financial system. This boost in liquidity should help to stabilize equity markets, and 
limit any further appreciation in the Yen. Unlike the 1995 Kobe crisis, when equity valuations were 
expensive, valuations are now very supportive. The Topix was trading at a 10-year cyclically-adjusted 
PER of 38x and P/BV of 2x in 1995. Today it is on 15x PER and 1.1x P/BV. 

Investment Strategy
There is no change to the Firm’s equity asset allocation to Japan. We were underweight on Japan 
before the earthquake, due mainly to concerns over the strong Yen and of higher energy and input 
prices and perceived risk of margin pressures. The current allocation is detailed in the following 
table.

Equity Allocation (2Q 2011)

Source: UOB Asset Management
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Japan Exposure
Because of the disruption, we have adopted a more defensive posture for our Japan investments. 
We have scaled back our exposure to the consumer sector and have raised our focus on the sectors 
and companies that could benefit from rebuilding, namely construction, metal products, building 
materials.

As the experience from the Kobe Earthquake reveals (or Katrina in the US), the broader economy 
has the potential to get back on track relatively quickly following major catastrophic events. The 
short term hit to output can quickly be overtaken by a significant initiative by both public and private 
sectors to rebuild and repair infrastructure. While this rebuilding process is expected to take years to 
complete, the benefits to the economy and to businesses positioned to help in the rebuilding process 
typically come sooner. We will look to invest in companies that can contribute to this process.   
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Contact Details

Address 80 Raffles Place UOB Plaza 2 Level 3 Singapore 048624
24-hour Hotline 1800 222 2228 (Local) • (65) 6222 2228 (International)
Fax (65) 6532 3868
Email uobam@uobgroup.com
Website uobam.com.sg

Regional Offices

Singapore
Institutional Investments
Dennis Siew
Senior Director

Retail Investments
Norman Wu
Senior Director

Regional Investments
Faizal M. Fazluddin
Senior Director

Structured Investments
Chong Jiun Yeh
Executive Director

International Business (China)
Jasmine Lim
Senior Director

Brunei
Kamal Muhd
General Manager

Japan
Masashi Ohmatsu
Chief Executive Officer

Malaysia
Lim Suet Ling	
Chief Executive Officer

Taiwan
Juang San Tay
General Manager

Thailand
Vana Bulbon
Chief Executive Officer
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Important Notice & Disclaimers

This publication shall not be copied or disseminated, or relied upon by any person for whatever 
purpose. The information herein is given on a general basis without obligation and is strictly for 
information only. This publication is not an offer, solicitation, recommendation or advice to buy or 
sell any investment product, including any collective investment schemes or shares of companies 
mentioned within. Although every reasonable care has been taken to ensure the accuracy and 
objectivity of the information contained in this publication, UOB Asset Management Ltd and its 
employees shall not be held liable for any error, inaccuracy and/or omission, howsoever caused, 
or for any decision or action taken based on views expressed or information in this publication. The 
information contained in this publication, including any data, projections and underlying assumptions 
are based upon certain assumptions, management forecasts and analysis of information available 
and reflects prevailing conditions and our views as of the date of this publication, all of which 
are subject to change at any time without notice. UOB Asset Management Ltd (“UOBAM”) does 
not warrant the accuracy, adequacy, timeliness or completeness of the information herein for any 
particular purpose, and expressly disclaims liability for any error, inaccuracy or omission. Any 
opinion, projection and other forward-looking statement regarding future events or performance of, 
including but not limited to, countries, markets or companies is not necessarily indicative of, and 
may differ from actual events or results. Nothing in this publication constitutes accounting, legal, 
regulatory, tax or other advice. The information herein has no regard to the specific objectives, 
financial situation and particular needs of any specific person. You may wish to seek advice from 
a professional or an independent financial adviser about the issues discussed herein or 
before investing in any investment or insurance product. Should you choose not to seek 
such advice, you should consider carefully whether the investment or insurance product in 
question is suitable for you.

UOB Asset Management Ltd Co. Reg. No. 198600120Z


