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As we continue to monitor the potential for the impact of Abenomics, we note the

potential intersection of two crucial ideas—ideas that may be central to the ultimate

efficacy of these programs.      • Bank of Japan’s (BOJ) 2% inflation target, reversing

the overall, entrenched deflationary expectations      • Investors beginning to shift

their assets from cash and savings accounts into equities In a deflationary environment,

there is no incentive to spend, since the purchasing power of the money increases with

the passage of time. As a result, Japan’s households are flush with cash in the bank.

However, as consumers start to expect higher inflation, they may increase purchases and

also invest their assets to receive some type of hedge against inflation—in things that

can increase in value as prices increase. Equities are one such option, as companies can

often increase their prices as their costs increase. And because part of the inflation

is coming from imports as a result of a weak yen, the Japanese also may look for assets

in other currencies to protect themselves from a drop in the value of the yen. Both

equities and foreign assets are thus two potential sources of inflation protection. NISANISA

AccountsAccounts Starting January 1, 2014, Japanese citizens will be able to buy equities in new

incentive accounts motivated to encourage risk taking—specifically the movement of money

from savings accounts and cash into things such as equities, where there is no guarantee

that its value will be maintained. Each citizen will be able to invest up to 1 million

yen per year for at least five years. The capital gains and dividend payments from these

equities will be tax free. These accounts were designed to encourage risk taking.

Importantly, Japanese government bonds (JGBs) are not eligible to be purchased in these

accounts. While we believe that taxation (or the lack thereof) is usually an effective

motivator for people to change their behavior, we believe that receding deflationary

expectations—in concert with the implementation of these accounts—can create a more

widespread and far-reaching motivation for Japanese investors to buy equities. An

additional motivation for Japanese households to get invested is that the income stream

offered from equities is at one of its highest levels in 40 years—and if investors

become more confident that the 25-year bear market in Japanese equities has finally come

to an end, the income choice offers attractive spreads versus Japan’s 10-year JGBs.  

What Motivates Japanese Citizens to Potentially Look Toward Japanese Equities?What Motivates Japanese Citizens to Potentially Look Toward Japanese Equities? 

 Spread over 10-YearSpread over 10-Year

JGBsJGBs Those looking at the trailing 12-month dividend yield of the MSCI Japan Index will
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realize that it is approximately 1.0% higher than that of the 10-year JGB. What this

ultimately means is that traditional avenues of fixed income investment in Japan are

looking expensive compared to equities. Fixed income, by definition, offers a fixed

payment of interest over time, whereas with equities, one has the potential to see

dividends grow over time. Over the last 10 years, dividend growth in Japan has averaged

about 7.6% per year.1 Dividend GrowthDividend Growth Those observing the dividend growth of the MSCI

Japan Index will note that, over the past 10 years, the level has been fairly similar to

that of the U.S., with U.S. equities represented by the S&P 500 Index. Interestingly,

inflation has been much higher in the United States (as measured by the Consumer Price

Index) than in Japan (as measured by the Japan Nationwide Consumer Price Index), so the

dividend growth of Japanese equities has been much higher, when measured against Japan’s

inflation, than has the dividend growth of U.S. equities (measured against U.S.

inflation).2 Percentage of Market Cap Earning More Than Government BondsPercentage of Market Cap Earning More Than Government Bonds One

statistic that has been cited in recent years is how many stocks in the United States

had a dividend yield ahead of the U.S. Treasury Bond. Since the start of the year, as

interest rates3 have risen almost 100 basis points, that percentage has declined, and

currently the dividend yield of the S&P 500 Index is approximately 50 basis points less

than the Treasury. However, given the 68 basis point 10-year JGB, the hurdle is much

lower for Japan. The fact that more than 96% of the MSCI Japan Index’s market cap is in

stocks with yields above that of the 10-year JGB is powerful—especially when combined

with the fact that 96% of the market cap of this index actually pays dividends.4 Just as

it was a motivator for many in the U.S. to buy dividend-paying stocks in a low-rate

environment, this can become more important for the Japanese as well. ConclusionConclusion After

so many years of hunkering down in cash and government bonds, Japanese households cannot

be expected to shift into equities wholesale. Many remember the bubble period of the

late 1980s and the long-term deflation they faced. However, as Prime Minister Abe’s

economic revival plans begin to take hold and inflation returns to Japan, the current

dividend yield spread for the MSCI Japan Index over JGBs and the potential for dividend

growth can begin to attract more Japanese to equities. And the NISA account establishes

some tax preferences that can also help contribute to slowly changing mindsets.  

1“Dividend growth in Japan” refers specifically to the trailing 12-month dividend growth

of the MSCI Japan Index from 9/30/2003 to 9/30/2013. 2Source: Bloomberg, with data

through 8/31/2013. From 7/31/2009 to 8/31/2013, the Consumer Price Index was higher than

the Japan Nationwide Consumer Price Index. 3Refers to the interest rate on the U.S. 10-

Year Treasury Note, measured from 12/31/2012 to 9/30/2013. 4Source: Bloomberg; data as of

9/30/2013.

Important Risks Related to this ArticleImportant Risks Related to this Article

Investments focusing on Japan increase the impact of events and developments in Japan,

which can adversely affect performance. Investments in currency involve additional

special risks, such as credit risk, interest rate fluctuations, derivative investment

risk and the effect of varied economic conditions. Neither WisdomTree Investments, Inc.

nor its affiliates, nor ALPS Distributors, Inc., or its affiliates provide tax advice.

Investors seeking tax advice should consult an independent tax advisor.

For standardized performance and the most recent month-end performance click here NOTE,

this material is intended for electronic use only. Individuals who intend to print and

physically deliver to an investor must print the monthly performance report to accompany

this blog.

For more investing insights, check out our Economic & Market Outlook

View the online version of this article here.
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IMPORTANT INFORMATIONIMPORTANT INFORMATION

U.S. investors only: Click U.S. investors only: Click herehere to obtain a WisdomTree ETF prospectus which to obtain a WisdomTree ETF prospectus which

contains investment objectives, risks, charges, expenses, and other information;contains investment objectives, risks, charges, expenses, and other information;

read and consider carefully before investing.read and consider carefully before investing.

There are risks involved with investing, including possible loss of principal. Foreign

investing involves currency, political and economic risk. Funds focusing on a single

country, sector and/or funds that emphasize investments in smaller companies may

experience greater price volatility. Investments in emerging markets, currency, fixed

income and alternative investments include additional risks. Please see prospectus for

discussion of risks.

 

Past performance is not indicative of future results. This material contains the

opinions of the author, which are subject to change, and should not to be considered or

interpreted as a recommendation to participate in any particular trading strategy, or

deemed to be an offer or sale of any investment product and it should not be relied on

as such. There is no guarantee that any strategies discussed will work under all market

conditions. This material represents an assessment of the market environment at a

specific time and is not intended to be a forecast of future events or a guarantee of

future results. This material should not be relied upon as research or investment advice

regarding any security in particular. The user of this information assumes the entire

risk of any use made of the information provided herein. Neither WisdomTree nor its

affiliates, nor Foreside Fund Services, LLC, or its affiliates provide tax or legal

advice. Investors seeking tax or legal advice should consult their tax or legal advisor.

Unless expressly stated otherwise the opinions, interpretations or findings expressed

herein do not necessarily represent the views of WisdomTree or any of its affiliates.

 

The MSCI information may only be used for your internal use, may not be reproduced or

re-disseminated in any form and may not be used as a basis for or component of any

financial instruments or products or indexes. None of the MSCI information is intended

to constitute investment advice or a recommendation to make (or refrain from making) any

kind of investment decision and may not be relied on as such. Historical data and

analysis should not be taken as an indication or guarantee of any future performance

analysis, forecast or prediction. The MSCI information is provided on an “as is” basis

and the user of this information assumes the entire risk of any use made of this

information. MSCI, each of its affiliates and each entity involved in compiling,

computing or creating any MSCI information (collectively, the “MSCI Parties”) expressly

disclaims all warranties. With respect to this information, in no event shall any MSCI

Party have any liability for any direct, indirect, special, incidental, punitive,

consequential (including loss profits) or any other damages (www.msci.com)
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 WisdomTree Funds are distributed by Foreside Fund Services, LLC, in the U.S. only.

You cannot invest directly in an index.
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DEFINITIONSDEFINITIONS

AbenomicsAbenomics  : Series of policies enacted after the election of Japanese Prime Minister

Shinzo Abe on December 16, 2012 aimed at stimulating Japan’s economic growth.

DeflationDeflation  : The opposite of inflation, characterized by falling price levels.

Purchasing power parityPurchasing power parity  : Academic concept stating that exchange rates should adjust

so that equivalent goods and services cost the same across countries, after accounting

for exchange-rate differences.

NISANISA  : Nippon Individual Savings Account. Nippon is the Japanese word for Japan.

Japanese Government Bond (JGB)Japanese Government Bond (JGB)  : A bond issued by the government of Japan. The

government pays interest on the bond until the maturity date. At the maturity date, the

full price of the bond is returned to the bondholder. Japanese government bonds play a

key role in the financial securities market in Japan.

Bear marketBear market  : A sustained downturn in market prices, increasing the chances of negative

portfolio returns.

SpreadSpread  : Typically refers to a difference between a measure of yield for one asset class

and a measure of yield for either a different subset of that asset class or a different

asset class entirely.

Trailing 12-month dividend yieldTrailing 12-month dividend yield  : Dividends over the prior 12-months are added

together and divided by the current share price. Higher values indicate more dividends

are being generated per unit of share price.

MSCI Japan IndexMSCI Japan Index  : A market cap-weighted subset of the MSCI EAFE Index that measures

the performance of the Japanese equity market.

S&P 500 IndexS&P 500 Index  : Market capitalization-weighted benchmark of 500 stocks selected by the

Standard and Poor’s Index Committee designed to represent the performance of the leading

industries in the United States economy.

Consumer Price Index (CPI)Consumer Price Index (CPI)  : A measure that examines the weighted average of prices

of a basket of consumer goods and services, such as transportation, food and medical

care. The CPI is calculated by taking price changes for each item in the predetermined

basket of goods and averaging them; the goods are weighted according to their

importance. Changes in CPI are used to assess price changes associated with the cost of

living.

Japan Nationwide Consumer Price IndexJapan Nationwide Consumer Price Index  : An index meant to measure price levels in

Japan that Japanese consumers face; upward values indicate a trend of increasing prices,

downward values indicate a trend of decreasing prices.

U.S. Treasury BondU.S. Treasury Bond  : a debt security issued by the United States government.

Basis pointBasis point  : 1/100th of 1 percent.
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