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As we watch accounts of the massive devastation and human tragedy in Japan, our thoughts 
clearly go out to the Japanese people.  As expected, the global financial markets are reacting to 
the possible economic ramifications, escalating fears and creating a wave of selling.  
We are reviewing thoughtful commentary and analysis from a variety of research organizations 
that specialize in global macroeconomics, and though events are rapidly changing, we want to 
offer a summary of their current views and our thoughts: 
 

• The output loss in Japan’s economy could be significant and could trigger a recession in 
Japan.  However, the reconstruction spending will kick in sometime in the second quarter 
pushing up the growth rate for the Japanese economy. 

 
• Despite the sharp decline in the Japanese stock market, it should be noted that natural 

disasters rarely change the growth trajectory of an economy.  While the infrastructure 
damage is immense and there are legitimate concerns of radiation contamination, at this 
point the steep drop in Japanese stocks is at least partially due to panic.  The earnings of 
the corporate sector are unlikely to be significantly affected, and some value seeking 
investment managers are already planning to gradually increase holdings of Japanese 
companies. 

 
• The impact on the rest of the world’s economy should be small.  Japan’s contribution to 

global growth has averaged 2-3% over the last five years, so even if Japan does sink into 
a recession the impact on the rest of the world should be limited. This probably explains 
why declines in other stock markets have been muted so far compared to the Japanese 
Nikkei. 

 
• An important point to keep in mind is that global markets had already begun correcting 

prior to the earthquake.  The disaster has accelerated the speed of a global markets 
correction and added to investor anxieties over the crisis in the Middle East and renewed 
worries about the resolution of the European debt crisis.  Our sense is that the selling 
pressures are not over and volatility will continue to be high, but that the global economic 
expansion will remain intact.  From a cyclical standpoint, further declines in equity 
markets should be viewed as buying opportunities. 

 
In summary, the tragic events in Japan are yet another reminder of the uncertainty of the future, 
the corresponding need for broad diversification and the importance of focusing on risk 
management when investing.   
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Important Disclosure: Please remember that past performance may not be indicative of future results.  
Different types of investments involve varying degrees of risk, and there can be no assurance that the 
future performance of any specific investment, investment strategy, or product made reference to directly 
or indirectly in this memorandum, will be profitable, equal any corresponding indicated historical 
performance level(s), or be suitable for your portfolio.  Due to various factors, including changing market 
conditions, the content of this writing may no longer be reflective of our current opinions or positions.  
Moreover, you should not assume that any discussion or information contained in this memorandum 
serves as the receipt of, or as a substitute for, personalized investment advice from Capital Advisory 
Group, LLC.  Please remember to contact us if there are any changes in your personal/financial situation 
or investment objectives for the purpose of reviewing/evaluating/revising our previous recommendations 
and/or services. Please also advise us if you would like to impose, add, or to modify any reasonable 
restrictions to our investment advisory services.  A copy of our current written disclosure statement 
discussing our advisory services and fees remains available for your review upon request. 

 
 


