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Japan became an investors’ darling in 2013 on the heels of Shinzo Abe being elected in
December 2012 and enacting a platform of economic change and reform known as Abenomics,
which comprised Abe’s “three arrows.” The yen weakened considerably, and Japanese stocks
were the best performers in the developed markets in 2013. The first arrow of Abenomics
was achieved through aggressive monetary expansion, as the Bank of Japan (B0J) initiated
a bold monetary stimulus package—anchored by an all-in, “do whatever it takes” mindset
to achieve a 2% inflation goal on a sustained basis. In 2014, the market appears
frustrated that the BOJ has not enacted more monetary easing measures, but why should
it? At present rates, the B0OJ is already expanding its balance sheet by more than any
other central bank in the world-doubling the purchases of the U.S. Federal Reserve, with

an economy just one-third the sizel. Japan’s inflation readings have been heading higher,

and all signs are that the B0OJ’s policies are generally moving Japan 1in the right
direction. I believe Japan offers some of the best return prospects in the developed
world over the next three to five years. And this is not reliant on more central bank
actions. The case for Japan today is as a traditional value play. Japan’s earnings are
increasing more than stock prices—and I expect to see an 1increasing amount of capital
returned to shareholders 1in the form of higher dividends and buybacks. As will be
discussed below, 3Japan’s dividends reached a new peak, and I expect this trend to
continue. wisdomTree conducts an annual rebalance of its dividend-weighted Indexes once
a year. The developed world Indexes screen for data as of May 31 each year, and this
process provides a treasure trove of dividend data across time. As we review the results
and implications of this year’s dividend changes, we start a blog series by discussing
the overall trends 1in 3Japanese dividends and what sectors drove the major changes.
Figure 1: Japan Dividend Stream Growth
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Sources: WisdomTree, Standard & Poor's, 5/31/14. Dividend Stream is in billions. Dividends are not guaranteed and a company ‘s future abilities
to pay dividends may be limited. A company currently paying dividends may cease paying dividends at any time. « Japan D ividend
Stream Reaches New High - The Dividend Stream has reached a new high of ¥7.86
trillion, an increase of 14.6% from the 2008 high. In dollar terms, the Dividend Stream
also reached a new high of $77.2 billion, an increase of 4.5% from the 2012 high. The

most recent annual dividend growth was led by larger companies such as Toyota that are

typically more export focused and benefited from a weaker yen.? Even though the total
dollar value of dividend growth was up significantly more than the median or typical
stock’s dividend growth, growth was still broad based, with increases across eight out
of 10 sectors. Figure 2: Sector Dividend Stream Growth

wisdomTree.com = 1-866-909-WISE (9473) WISDOMTREF


https://wisdomtree.com/blog/glossary#abenomics
https://wisdomtree.com/blog/glossary#monetary-expansion
https://wisdomtree.com/blog/glossary#inflation
https://wisdomtree.com/blog/glossary#value
https://wisdomtree.com/blog/glossary#dividends
https://wisdomtree.com/blog/glossary#buybacks
https://wisdomtree.com/blog/glossary#dividend-stream%C2%AE-

wWisdomTree BLOG ARTICLE

o0%
51.6%
SO
A%
2% 2845
23.0% 22.3% 22.0%
; 20% 18.8%
10.5%
§ 10% . 8.7% 7.0%
| H =
A
-10%: .
-13.4%
- 2%
3% -26.5%
0%
Consumer  Materials  Consumer lapan Finarcials  Industrals  Information  Health Care  Telecom. Energy Unilities

Discretionary Staples Technology Services

Sources: WisdomTrea, Standard & Poor’s, 5/31/13-5/31/14. Dividend growth percentage displayed in yen.

e Cconsumer
Discretionary-Led Sectors - The sector displayed the highest percentage increase and
became the Tlargest cash dividend-paying sector at more than ¥1.8 trillion, representing
approximately 23% of the total Dividend Stream. The growth was Tled by Tlarge cash
increases among exporters such as Toyota Motor Corp., Panasonic and Bridgestone. Toyota
and Bridgestone also had significantly higher percentage growth than the Consumer
Discretionary sector, while Panasonic recently reinstated its dividend after canceling
it in 2012. e Utilities and Energy Lagged - Although both sectors saw double-digit
declines 1in percentage growth, neither was significant in terms of the total stream
because they represent the two Towest-paying sectors, each Tless than ¥100 billion.
conclusion Since Shinzo Abe was elected, Japan has been the best-performing regional
market. But I take comfort in the fact that the overall valuations of Japanese stocks,
even after impressive price gains, have actually become cheaper on a price-to-earnings
basis because earnings increased even more; note that this stands in stark contrast to
the situation of European or United States indexes, where smaller gains were all driven
by market price-to-earnings ratios rising. Two key initiatives from Abenomics’ third-
arrow reforms revolve around corporate governance and investor stewardship. Both reform
initiatives are designed to encourage companies to become better allocators of capital
and encourage them to use their stockpiles of cash, Tleading to more distributions to
shareholders. we see this trend of higher dividend payouts as sustainable for some time,
especially as profits continue to increase. To read the full research on our Japan Index

rebalance, click here. Isource:wisdomTree, Bloomberg, as of 05/31/14. 2Toyota was
a 0.98% weight in the wisdomTree DEFA Index as of 6/24/14

Important Risks Related to this Article

Foreign investing involves special risks, such as risk of loss from currency fluctuation
or political or economic uncertainty. Investments focused in 3Japan are increasing the
impact of events and developments associated with the region, which can adversely affect
performance. Dividends are not guaranteed and a company’s future abilities to pay
dividends may be T1imited. A company currently paying dividends may cease paying
dividends at any time.

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.

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

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 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 1its
affiliates, nor Foreside Fund Services, LLC, or 1its 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 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 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 investment 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

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

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

Monetary Expansion : Actions undertaken by a central bank with the ultimate desired
effect of lowering interest rates and stimulating the economy.

Inflation : Characterized by rising price levels.

value : cCharacterized by lower price levels relative to fundamentals, such as earnings
or dividends. Prices are Tower because investors are less certain of the performance of
these fundamentals in the future. This term is also related to the value Factor, which

associates these stock characteristics with excess returns vs the market over tim.

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.

stock buybacks : when a company uses cash to purchase shares of its own stock within
the market, which is thought to be supportive for the share price.

Price-to-earnings (P/E) ratio : share price divided by earnings per share. Lower

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