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Japan got hit hard initially by the risk-off tsunami forced by Brexit. The force of the

hit was compounded by the fact that Japan was the first and only major developed market

that was open for business when the results of the vote were released—Tokyo became the

first shock absorber, operating amid peak uncertainty. I expect this “discount” to be

worked out next week, i.e., relative performance should normalize. For Japan Inc.,

London is primarily a financial center, not a commercial or industrial one. Japanese

banks and insurers rely on London markets for 25% to 35% of their non-yen funding.1 Fears

that this could now be in jeopardy will need to be proven wrong in the next couple of

trading days.   Counterparty Worries? Specifically, we need to have confirmation that

global macro volatility does not force a micro event. In other words, that European

banks will prove strong enough to absorb the losses forced by macro markets volatility;

and more fundamentally, European banks will have to demonstrate their creditworthiness

and future earnings power in the new Brexit reality. In my view, risk-off may prevail

until it is clear that a European “Bear Stearns” negative spiral does not occur.

Containing counterparty risk is the potential big challenge. Credit default swap (CDS)

pricing for European banks is probably a good lead indicator here, in my view.  

Marginal Impact on Japan Inc. Against this overriding focus on financials, the impact

of Brexit on Japan’s commercial and industrial outlook is relatively marginal.

Basically, corporate Japan has focused on Asia and North America as the principal growth

strategy, not on Europe. From this perspective, today’s sell-off is likely to prove

overdone. Specifically, Europe and the UK account for barely 5% of listed companies’

Earnings Stream. North America (U.S., Canada and Mexico) account for 24%; China for 11%

and Asia ex-China for 7% (my calculation, based on Ministry of Economy, Trade & Industry

(METI) and Ministry of Finance (MOF) data).2   Impact on  Abenomics It is highly

probable that the Brexit shock will depress consumer confidence and thus domestic

demand. If so, this is likely to expedite Prime Minister Abe’s supplementary budget

boost, which was already set in motion in late May, with full details of exact spending

items to be delivered September–October. If the Brexit shock does depress data in coming

months, Japan’s extra budget will likely come earlier and bigger, in my view. In other

words, rather than ¥5–8 trillion, an ¥8–12 trillion extra fiscal boost is likely, in my

view. Meanwhile, Abe himself is poised to use the external Brexit shock as a solid

argument that more aggressive Abenomics is needed. In my view, the Brexit shock could

well prove a positive catalyst for re-energized policy steps to boost domestic demand,

i.e., the need to isolate Japan from external shocks. From Brexit to Trump? The local

"chattering class" has decided to take Brexit as a positive lead-indicator that the

unthinkable can now happen anywhere. American voters following suit and electing an

outright protectionist president is now seen as more likely. But for markets, this means

that expectations for further U.S. dollar weakness in the run-up to the presidential

vote has probably risen here in Tokyo, sparked by the Brexit vote.         1Source:

Bloomberg, with data as of 5/31/16, with statistics available as of that point. 2Sources:

Ministry of Economy, Trade & Industry and Ministry of Finance, most recent available

data as of 5/31/16.
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Investments focused in Japan increase the impact of events and developments associated

with the region, which can adversely affect performance.  

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

or political or economic uncertainty.  

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,

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.

WisdomTree BLOG ARTICLE

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

https://wisdomtree.com/~/link.aspx?_id=629EA1A21F5646E3B6A5AD58E8AAAB5C&_z=z
https://wisdomtree.com/#externalLinkModal


DEFINITIONS

Brexit  : an abbreviation of “British exit” that mirrors the term Grexit. It refers to

the possibility that Britain will withdraw from the European Unio.

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

level.&nbsp.

Credit Default Swap : A swap designed to transfer the credit exposure of fixed income

products between parties. The purchaser of the swap makes payments up until the maturity

date of a contract. Payments are made to the seller of the swap. In return, the seller

agrees to pay off a third party debt if this party defaults on the loan.

Earnings Stream® : Earnings per share x the number of shares outstanding. For an index,

these totals are added for all constituents.

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.
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