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I boarded my flight from Newark Liberty Airport to Narita, Tokyo, just as early results

of the recent election were rolling in. The first headline I read said it all: “Abe’s

Bloc Wins Big in Japan’s Upper House Vote.” As I left Tokyo on Friday to return home,

the headlines were dominated by that morning’s inflation reading, which turned positive

at +0.4%, slightly higher than expectations and an indication that Abe’s policies are

having an impact in the battle against deflation and falling prices1. My trip to Japan—to

discuss with institutional investors six WisdomTree exchange-traded funds (ETFs) that

have filed notifications with the Financial Services Agency of Japan (FSA)—was packed

with meetings and shared insights. Many investors discussed their views on Abe’s

policies. The early economic indicators look quite positive. At 4.1%, Japan’s first-

quarter gross domestic product (GDP) growth came in better than expected2. Earnings

expectations are rising. And there was this latest positive inflation news. With the

Liberal Democratic Party’s latest election victory in the Upper House, Abe does not have

to worry about another election for three years. This type of political stability in

Japan is in stark contrast to the revolving door of prime ministers that characterized

the political scene over recent years. Abe has gone “all-in” with his economics strategy

and wants to waste no time in getting his three-arrow growth strategies in place.

Investors should take Abe seriously—he and his partners at the Bank of Japan (BOJ)—will

continue to do whatever it takes to end deflation and stimulate real growth in the

Japanese economy. A Policy Brief from the BOJ One of the highlights of our trip was a

meeting with BOJ representatives to hear about its monetary policies in person. These

representatives used very comforting words: The BOJ would continue to do “whatever it

takes” to achieve its goal of stimulating 2% inflation. Like Abe, the BOJ is fully

committed to its policies—double the monetary base , buy risky assets, including

exchange-traded funds and real estate investment trusts (REITs) —and it has no plans to

back down. A stated goal of these BOJ policies is to change investor behavior, stimulate

asset prices and thereby improve consumer sentiment. The BOJ cannot say they are

targeting a weaker yen exchange rate against the U.S. dollar, but of course the yen is a

critical variable to this overall picture. The BOJ representatives reinforced to us that

higher asset prices stimulate consumer sentiment. Bears on Japan equities should also

take note: The BOJ has put its cards on the table—and I believe its plans are clear: It

will do whatever it takes to keep consumer sentiment improving, including further

measures to stimulate asset prices, if necessary. Potential Risk: Will Abe Get   

Distracted? A number of observers worry that there are two sides to Abe, a fact that

risks getting him distracted. There is the three-arrow, economics oriented Abe. But

there is also a nationalistic Abe, who has caused rumblings with China over disputed

island territories and a plan to revise Japan’s pacifist constitution. Critically, in

order for Abe to revise the constitution, he needs a two-thirds majority in the Diet. A

Japan Times article3 stated that Abe could get the required votes for amending the

constitution, yet it also noted that Abe appeared realistic that more debate was needed

on this topic. Many believe Abe is now quite practical. He himself has said that he

failed to properly prioritize his agenda in his last bid as prime minister and that he
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would not make that mistake this time around. He has travelled the country and found

that people’s top concern was the resurrection of the economy. Thus it has become his

primary mission. The practically minded Abe should see that creating a riff with China

is counterproductive. China accounts for 20% of Japanese exports and has become Japan’s

largest trading partner4, and I believe this practical Abe will end up winning the day

and will not cross the line with China. Is This Time Really Different?     Japanese

investors—both institutional and retail—are supportive of Abe yet largely remain

skeptical of Abenomics. Can you blame them? They have been plagued by a 23-year bear

market, where the Nikkei 225 Index declined from about 39,000 to its current levels of

around 15,000, and 15 years of deflationary forces5. The Japanese have taken to heart

that it is quite dangerous to say, “This time is different.” Yet things do appear

different in Japan this time. Nowhere in the world are the government and the central

bank as coordinated in their attempts to lift the economy and financial markets as they

are in Japan. Both the BOJ and the government believe that equity markets are key

drivers of consumer sentiment, and they are thus both explicitly targeting higher asset

prices through their policies. I believe it takes a brave soul to fight this path and

that local Japanese investors will eventually come around to this view, providing

further demand for Japanese equities. Looking Forward to Returning I left Japan tired

yet invigorated—there were a lot of meetings and much sushi and sake consumed. Sushi in

New York, with all due respect, is just not the same. I also left Tokyo knowing that I

would have to return to Japan soon (if not for more sushi). Interest in WisdomTree’s

Japan ETFs, given our recent notification filing with the FSA, is growing. In my next

blog I will explore in more detail why this is the case.   1Ben McLannahan, “Japan Posts

Highest Inflation Rate since 2008,” FT.com, July 26, 2013. 2Ben McLannahan, “Japan Posts

Highest Inflation Rate since 2008,” FT.com, July 26, 2013. 3“Upper House Election

2013/Challenges Await Abe at Home, Abroad,” The Japan News, July 29, 2013. 4Takashi

Nakamichi, “Japan Trade Suffers amid China Dispute,” The Wall Street Journal, October

22, 2012. 5Source: Bloomberg.

Important Risks Related to this Article

You cannot invest directly in an index. Investments focusing in Japan thereby increase

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.

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)
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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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DEFINITIONS

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

Gross domestic product (GDP)     : The sum total of all goods and services produced

across an economy.

Monetary Base : For a particular economy, the sum total of all cash and bank deposits

in circulation. Increasing this number is one way to stimulate economic growth.

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.

Nikkei 225 Stock Average Index     : A price-weighted average of 225 top-rated Japanese

companies listed in the First Section of the Tokyo Stock Exchange.
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