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Prior to Prime Minister Shinzo Abe coming to power in 2013 and the implementation of his

aggressive fiscal and monetary policy, also known as “Abenomics,” Japan did not compare

favorably to other major developed markets in terms of shareholder rewards, either

dividends or buybacks. Although Japanese companies have, on a historical basis, been

among the most prodigious cash generators in the developed world, they have also been

tight-fisted with that cash compared to their counterparts in the U.S. or the UK. A key

element to Abenomics, the effort’s third arrow, is private sector structural reform.

That effort is still in its nascent stages, but we see evidence that Japanese companies

are responding to efforts aimed at shoring up allocation of capital. In anticipation of

increased monetary stimulus from the Bank of Japan (BOJ), Japanese stocks rallied last

month after trailing broader developed market benchmarks for much of this year. However,

Japanese dividend growers outperformed during the rough patch for Japan’s equity

markets. As the chart below highlights, the WisdomTree Japan Quality Dividend Growth

Index outperformed the MSCI Japan Index by more than 350 basis points (bps) for the year

ended August 8.1   Year-to-date Outperformance  

 Knowing that

dividends are on the rise in Japan is only one part of the equation. Identifying the

sectors with the best combinations of recently impressive payout growth and the most

potential to consistently pay dividends over the long term is critical. The WisdomTree

Japan Quality Dividend Growth Fund (JDG) is designed to track the aforementioned

WisdomTree Japan Quality Dividend Growth Index after fees and expenses. This strategy

uses WisdomTree’s forward-looking dividend growers stock-selection methodology, which
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allows investors to access higher-quality Japanese dividend payers while potentially

lowering portfolio volatility. Clearly, the aim of JDG is to offer investors a viable

strategy for identifying the best opportunities of future dividend growth in Japan.

However, JDG also has had a favorable advantage on current dividend yield as it sported

a dividend yield that was 30 bps higher than the MSCI Japan Index as of August 8.2   

 Click here for

standardized performance of JDG. Focusing on dividend growth, we see advantages in JDG’s

methodology. In fact, the dividend growth rate of companies in JDG topped that of the

MSCI Japan Index over the trailing one-, three- and five-year periods. The average

dividend growth in JDG is nearly 14.3%, more than 40 percent above MSCI Japan’s dividend

growth trajectory. Since the implementation of Abenomics three years ago, weighting

Japanese stocks by dividends has proved particularly advantageous as JDG delivered

dividend growth of 17 percent, compared to around 12 percent by the MSCI Japan Index.

Sector allocations underscore some of JDG’s dividend advantage. Just look at Japanese

Consumer Discretionary names, which are predominantly exporters. JDG’s weight to that

group is currently more than 300 basis points than what is found in the MSCI Japan

Index. If we isolate the discretionary names in JDG, we not only find a higher dividend

yield than the comparable group in the MSCI Japan Index, but superior dividend growth

over the trailing one-, three- and five-year periods.   To Hedge or Not to Hedge? When

considering international investments, many investors think only about equity risk,

often not realizing that in an unhedged investment they are also making a currency bet.

That potentially diminishes returns during times of yen weakness. At WisdomTree, we

believe the yen is poised to remain structurally weak over the long term. The WisdomTree

Japan Hedged Quality Dividend Growth Fund (JHDG), which is designed to track the

WisdomTree Japan Hedged Quality Dividend Growth Index after fees and expenses, is one

avenue to tap that theme. A 50/50 strategy with both JDG and JHDG can be employed as

another strategy that hedges a portion of the yen risk but keeps some in the event it

strengthens.   Conclusion WisdomTree has been providing investors with efficient, low-

cost3 access to Japanese equities for more than a decade, and we’ve been expanding and

refining that toolbox over the past several years. With Japan delivering some of the

best dividend growth in the developed world over the past several years, investors

looking to access that trend can consider the WisdomTree Japan Quality Dividend Growth

strategies.         1Sources: Bloomberg, WisdomTree. 2Source: WisdomTree data, FactSet,

as of 8/8/16. 3Ordinary brokerage commissions apply.

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, regulatory or sector-specific

development. This may result in greater share price volatility. The Funds focus their

investments in Japan, which can be impacted by the events and developments in Japan that

can adversely affect performance. Dividends are not guaranteed and a company currently

paying dividends may cease paying dividends at any time. JHDG uses various strategies to

attempt to minimize the impact of changes in the Japanese yen against the U.S. dollar,

which may not be successful. Investments in derivative investments can be volatile, may

be less liquid than securities and may be more sensitive to the effect of varied

economic conditions.
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As these Funds can have a high concentration in some issuers, the Funds can be adversely

impacted by changes affecting those issuers. The Funds invest in the securities included

in, or representative of, their Indexes regardless of their investment merit, and the

Funds do not attempt to outperform their Indexes or take defensive positions in

declining markets. Due to the investment strategy of these Funds, they may make higher

capital gain distributions than other ETFs. Please read each Fund’s prospectus for

specific details regarding each Fund’s risk profile.

The Global Industry Classification Standard (“GICS”) was developed by and is the

exclusive property and a service mark of MSCI Inc. (“MSCI”) and Standard & Poor’s

(“S&P”), a division of The McGraw-Hill Companies, Inc., and is licensed for use by

WisdomTree Investments, Inc. Neither MSCI, S&P nor any other party involved in making or

compiling the GICS or any GICS classifications makes any express or implied warranties

or representations with respect to such standard or classification (or the results to be

obtained by the use thereof), and all such parties hereby expressly disclaim all

warranties of originality, accuracy, completeness, merchantability and fitness for a

particular purpose with respect to any such standard or classification. Without limiting

any of the foregoing, in no event shall MSCI, S&P, any of their affiliates or any third

party involved in making or compiling the GICS or any GICS classifications have any

liability for any direct, indirect, special, punitive, consequential or any other

damages (including lost profits), even if notified of the possibility of such damages.

 

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 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,
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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 policy   : Actions of a central bank or other regulatory committee that

determine the size and rate of growth of the money supply, which in turn affects

interest rates.

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

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

Dividend : A portion of corporate profits paid out to shareholders.

Buyback : When a company uses its own cash to purchase its own outstanding shares; may

positively impact the share price.

Third arrow policies : The part of Japan’s Abenomics process of reform that is focused

on structural changes intended to promote economic growth.

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

the performance of the Japanese equity market.

Basis point : 1/100th of 1 percent.

Quality : Characterized by higher efficiency and profitability. Typical measures include

earnings, return on equity, return on assets, operating profitability as well as others.

This term is also related to the Quality Factor, which associates these stock

characteristics with excess returns vs the market over tim.

Volatility : A measure of the dispersion of actual returns around a particular average

level.&nbsp.

Dividend yield : A financial ratio that shows how much a company pays out in dividends

each year relative to its share price.

Hedge : Making an investment to reduce the risk of adverse price movements in an asset.

Normally, a hedge consists of taking an offsetting position in a related security, such

as a futures contract.
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