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Last August, warren Buffett’s Berkshire Hathaway made a surprising investment in five Ja
panese general trading firms, known as “sogo shosha.”

For a company the size of Berkshire Hathaway, with nearly $900 billion in assets, the $6
billion investment was relatively modest.

Perhaps because the amount is just a rounding error for Berkshire, the investment
garnered 1ittle public attention. There was initial optimism from some-like one article
from the Financial Times titled “why warren Buffett could lead other money managers into
overlooked Japan”-but that attention has waned.

And equity flows from international money managers certainly haven’t followed Buffett’s
lead. while there’s been a pickup in recent weeks, the cumulative ¥1.4 trillion (about
$13 bn) pales in comparison to the nearly ¥16 trillion in investments made in 2013, the
last year of significant foreign investor flows into Japan.
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Source: Japan Ministry of Finance, 8/4/20-4/23/21.

Beneath the radar, these investments have performed spectacularly. The average return on
these investments has been nearly 38% since they were made public-well above the broad
Japanese benchmark, the Topix, and the S&P 500.

Total Return, 8/28/20-4/30/21
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Source: WisdomTres, FactSet. Returns measured in local currency. You cannot invest directly in an index. Past performance is not

indicative of future returns.

Rising Cases and Slow VvVaccine Rollout

As we noted in a recent post, Japanese equities have had a strong stretch of performance
since the end of August. while this outperformance has largely been driven by its tilts
to more economically sensitive sectors T1ike Financials, 1Industrials and Consumer
Discretionary, the government’s robust fiscal and monetary response has also been a
tailwind.

Combined Fiscal and Monetary Response as % of GDP
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Source: Bank of America Investment Strategy, “The Flow Show" 4/15,/21

But in the past few weeks, the Japanese stock market’s reflection of optimism for a
global economic rebound has met challenges.

The country’s largest cities again entered lockdown phases to control the spread of the
coronavirus. This was done to prevent a rapid spread of the virus during the “Golden
week” holiday from April 29 to May 5.

Japan Daily New Cases of COVID-19
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Source: World Health Organization, 4/27,/21.
The virus 1is taking hold while the government has been among the slowest in the world to

roll out vaccinations.

Cumulative Vaccination Doses Administered per 100 People
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Source: World Health Organization, 4/27/21.

The double whammy of rising cases and a slow vaccination campaign have combined to pump
the brakes on the recent outperformance of Japanese equities.

Index Cumulative Total Returns
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index.

If the past year has taught investors anything, it is that current trends in virus case
counts can be wildly disconnected from stock market performance. For dinvestors worried
about Tow forward returns from high valuations in U.S. markets, Japanese valuations
continue to present attractive relative discounts.

Index Forward Price-to-Earnings
figure 7_Index Forward Price-to-Earnings_UPDATED

while valuations tell us Tittle about the prospects of relative performance over the
next six-to-12 months, they tend to matter greatly over time horizons of five-to-10
years.

And Japan’s recent challenges on the virus front-which we all hope swiftly reverse-have
created opportunity for investors. As Warren Buffet is famously quoted as saying: “Be
fearful when others are greedy and greedy when others are fearful.”

while there are any number of markets to point to in the world today that Took downright
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greedy, Japanese equities have signaled at least a touch of fear.

Important Risks Related to this Article

Japan Securities Risks:

There are risks that are 1involved when +investing in Japanese securities. Japanese
economy has only recently emerged from a prolonged economic downturn. Economic growth is
heavily dependent on international trade, government support of the financial services
sector and other troubled sectors, and consistent government policy supporting its
export market. Slowdowns 1in the economies of key trading partners such as the United
States, cChina and/or countries in Southeast Asia, 1including economic, political or
social instability in such countries, could also have a negative impact on the Japanese
economy as a whole. Currency fluctuations may also adversely impact the Japanese economy
and its export market. In addition, 3Japan’s Tlabor market 1is adapting to an aging
workforce, declining population, and demand for dincreased Tlabor mobility. These
demographic shifts and fundamental structural changes to the labor market may negatively
impact Japan’s economic competitiveness.

For standardized performance and the most recent month-end performance click here NOTE,
this material 1is 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.

Related Blogs
+ Japan: Opening Up the Playbook

Related Funds
+ WisdomTree Japan SmallcCap Dividend Fund

+ WisdomTree Japan Hedged Equity Fund

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

View the online version of this article here.
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IMPORTANT INFORMATION

U.S. 1dinvestors 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 1investments 1in 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 1indicative 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 Tegal
advice. Investors seeking tax or legal advice should consult their tax or Tlegal 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 qinternal 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 dinstruments 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 idinvestment decision and may not be relied on as such. Historical data and
analysis should not be taken as an 1indication 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 1its 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 Tiability for any direct, 1indirect, special, incidental, punitive,
consequential (including Toss 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

valuation : Refers to metrics that relate financial statistics for equities to their

price Tlevels to determine if certain attributes, such as earnings or dividends, are
cheap or expensive.
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