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For much of 2014, Japan disappointed investors who were expecting greater stimulus from

the Bank of Japan (BOJ). Prior to its most recent action on October 31, the majority of

economists expected no additional action from the BOJ1. The surprise easing announcement—

which consisted mostly of tripling its purchases of exchange-traded funds (ETFs) and

real estate investment trusts (REITs)2 —sent the yen down and stocks up. The timing of

these additional measures followed less monetary easing by the U.S. central bank3 as well

as a transition from the Japanese Government Pension Investment Fund (GPIF)4. Talk about

a powerful one-two punch—in one move, the BOJ offset worries about declining global

liquidity out of the U.S. central bank and provided support to the GPIF (as it sells

Japanese government bonds) while helping to boost equity purchases. This puts the focus

back on the macro trades that worked well in 2013: a weak yen championed by BOJ

stimulus, supported by inflows of more than $150 billion of foreign money into Japan’s

equity markets that sent Japan’s markets soaring.5 So where should macro trades be    

focused? To start, we believe currency-hedged strategies are a great way to focus on the

pure equity opportunity represented by Japan. As a reminder, traditional international

exposures typically involve two sources of risk: equity risk and currency risk. Further,

in the case of Japan, there is an inverse correlation between the yen and the equity

markets—i.e., when the yen is on the decline (as it currently is), equities tend to

rise. WisdomTree launched currency-hedged ETFs to help neutralize the foreign exchange

rate risk from impacting returns to U.S. investors. Now let’s review the performance of

different parts of the Japanese market, all on a currency-hedged basis.   Figure 1:

Average Annual Returns of WisdomTree Japan Hedged Indexes (as of 9/30/14)         

   Figure 2:

WisdomTree’s Japan Hedged Indexes Respond to the Bank of Japan’s 10/31/14         
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Announcements   For

definitions of Indexes in the chart, please visit our glossary. We see three main  

categories of interest for macro investors: 1) Exporters: that benefit from a weak

yen. Japanese companies are expected to increase their focus on profitability metrics

like return on equity (ROE), and more dividends and buybacks are expected as companies

better manage the cash on their balance sheets to be more globally competitive. The

WisdomTree Japan Hedged Equity Fund (DXJ), the ETF built to track the performance of the

WisdomTree Japan Hedged Equity Index, is symbolic of this current market theme and

offers investors access to its multinational exporters. 2) Small caps: are a more local

Japanese economy play, and if Shinzo Abe, the prime minister of Japan, is successful at

generating wage growth, these stocks could have some longer-term suport despite

unfavorable demographic trends. And despite fears of a consumption tax hike, small caps

were outperforming their large-cap global peers prior to the stimulus provided by the

BOJ.6 The WisdomTree Japan Hedged SmallCap Equity Fund (DXJS), the ETF designed track the

WisdomTree Japan Hedged SmallCap Equity Index, provides investors with access to this

important segment. Further, the total price-to-book-ratio of this Fund is just 0.91—

which means in aggregate terms the companies within the Index are selling at a price

below liquidation value, or net assets7. Two hundred eighty-five of the 599 companies and

more than 45% of the weight of the Fund have a price-to-book ratio less than 1.0.8 3)

Financials and Real Estate: Some of the most direct beneficiaries of the BOJ stimulus

were financial and real estate companies, which were up more than 6% on the day of the

announcement (see Figure 2). Real estate companies received direct support, as the BOJ

was directly buying REITs. Real estate9 was the second worst performing sector prior to

the BOJ announcement10, so it is not a surprise that it popped on the news. Financials11

were the worst performer, down more than 10%12, and that sector too popped more than 6%

on the news. If the macro trades are back on, these two sectors may continue to be

beneficiaries. The WisdomTree Japan Hedged Financials Fund (DXJF), the ETF designed to

capture currency-hedged Japanese financials by tracking the performance of the

WisdomTree Japan Hedged Financials Index, and the WisdomTree Japan Hedged Real Estate

Fund (DXJR), the ETF designed to capture currency-hedged Japanese real estate by

tracking the performance of the WisdomTree Japan Hedged Real Estate Index, provide

investors with access to these opportunities. For more information on the rest of the

Japanese sector offering, click here.         1Source: Andrea Wong, “Yen Declines to 7-

Year Low on BOJ Monetary Easing,” Bloomberg, 10/31/14. 2Source: “Expansion of the

Quantitative and Qualitative Monetary Easing,” Bank of Japan, 10/31/14. 3Source: Chris

Matthews, “Are we Really Saying Goodbye to QE Forever?” Fortune, 10/29/14. 4Source: Adam

Haigh, Yoshiaki Nohara and Shigeki Nozawa, “Japan Pension Fund Said to Unveil Asset
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Allocations Today,” Bloomberg, 10/31/14. 5Source: Bloomberg, for period 12/31/12–

12/31/13. 6Sources: WisdomTree, Bloomberg, 12/31/13–10/30/14. 7Sources: WisdomTree,

Standard & Poor’s, with data as of 10/31/14. 8Sources: Bloomberg, Standard & Poor’s, with

data as of 10/31/14. 9Refers to the WisdomTree Japan Hedged Real Estate Index. 10Measured

against the other WisdomTree Japan Hedged Indexes for the period 12/31/13–10/30/14.

11Refers to the WisdomTree Japan Hedged Financials Index. 12Measured against the other

WisdomTree Japan Hedged Indexes for the period 12/31/13–10/30/14.

Important Risks Related to this Article

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

investing involves special risks, such as risk of loss from currency fluctuation or

political or economic uncertainty. Funds focusing their investments on certain sectors

increase their vulnerability to any single economic or regulatory development. This may

result in greater share price volatility. The Funds focus their investments in Japan,

thereby increasing the impact of events and developments in Japan that 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. Derivative investments can be volatile, and these

investments may be less liquid than other securities, and more sensitive to the effects

of varied economic conditions. As these Funds can have a high concentration in some

issuers, the Funds can be adversely impacted by changes affecting those issuers. Due to

the investment strategy of these Funds, they may make higher capital gain distributions

than other ETFs. Please read the Funds’ prospectuses for specific details regarding the

Funds’ risk profile.

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.

WisdomTree BLOG ARTICLE

WisdomTree.com   1-866-909-WISE (9473)

https://www.wisdomtree.com/investments/performance
https://wisdomtree.com/-/media/7ae44b76bd3149b4a55e58a7694530b1.ashx
https://www.wisdomtree.com/investments/blog/2014/11/10/japan-macro-and-flows-trade-back-on


IMPORTANT INFORMATION

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

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

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)

 

Jonathan Steinberg, Jeremy Schwartz, Rick Harper, Christopher Gannatti, Bradley Krom,

Tripp Zimmerman, Michael Barrer, Anita Rausch, Kevin Flanagan, Brendan Loftus, Joseph

Tenaglia, Jeff Weniger, Matt Wagner, Alejandro Saltiel, Ryan Krystopowicz, Jianing Wu,

and Brian Manby are registered representatives of Foreside Fund Services, LLC.

 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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DEFINITIONS

Monetary easing policies    : Actions undertaken by a central bank with the ultimate

desired effect of lowering interest rates and stimulating the economy.

Real estate investment trust (REIT)      : Investment structure containing a basket of

different exposures to real estate, be it directly in properties or in mortgages.

Returns predominantly relate to changes in property values and income from rental

payments.

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.

Macro : Focused on issues impacting the overall economic landscape as opposed to those

only impacting individual companies.

Risk  : Also standard deviation, which measures the spread of actual returns around an

average return during a specific period. Higher risk indicates greater potential for

returns to be farther away from this average.

Correlation : Statistical measure of how two sets of returns move in relation to each

other. Correlation coefficients range from -1 to 1. A correlation of 1 means the two

subjects of analysis move in lockstep with each other. A correlation of -1 means the two

subjects of analysis have moved in exactly the opposite direction.

Return on Equity (ROE) : Measures a corporation’s profitability by revealing how much

profit a company generates with the money shareholders have invested.

Qualified dividends   : Dividend paid by corporations meeting certain criteria defined

by the Internal Revenue Service and therefore eligible in certain instances to be taxed

at rates below a tax filer’s tax bracket on ordinary income.

WisdomTree Japan Hedged Equity Index      : Index designed to provide exposure to

Japanese equity markets while at the same time neutralizing exposure to fluctuations of

the Japanese yen movements against the U.S. dollar. Constituents are dividend-paying

companies incorporated in Japan that derive less than 80% of their revenue from sources

in Japan. Weighting is by cash dividends paid.

WisdomTree Japan Hedged SmallCap Equity Index       : Designed to provide exposure to

Japanese equity markets while at the same time neutralizing fluctuations of the Japanese

yen movements against the U.S. dollar.

Price-to-book ratio   : Share price divided by book value per share. Lower numbers

indicate an ability to access greater amounts of earnings per dollar invested.

WisdomTree Japan Hedged Financials Index      : An index weighted by float-adjusted

market capitalization, designed to provide exposure to Japanese financial companies

while at the same time neutralizing exposure to fluctuations between the yen and the

U.S. dollar.

WisdomTree Japan Hedged Real Estate Index       : An index weighted by float-adjusted

market capitalization, designed to provide exposure to Japanese real estate companies

while at the same time neutralizing exposure to fluctuations between the yen and the

U.S. dollar.
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