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JAPAN’S YEN WEAKNESS HAS CHANGED
THE COMPETITIVE LANDSCAPE

Jeff weniger — Head of Equity Strategy
07/21/2022

wWe are Tiving through another chapter in the decade-old currency wars—-and 3Japan is
winning.

After a bold move from ¥103 to ¥138 per dollar in less than two years, suddenly the
Japanese yen is at a weakness level not seen since 1998.

The yen’s collapse is even more remarkable when you consider that Japan’s consumer price
inflation was 2.5% over the last year-a far cry from the 9.1% rate in the U.S. (figure
1.

Figure 1: Japanese Yen per U.S. Dollar

300
¥

280

/ Plaza Accord

250
40

220
LTCM + Asian
200 ..
Crisis
180

160
140 138.25

120 JRY
100 Strengthened
Until1995
80

60 2002 Devaluation

40
= woow [=]
= = = 3] g
XIS I 1) @ W
- =4 = = A

984
98
1988
99
99
99
99
99
2000
2002
2004
2006
2008
2010
2012
2014
20la
2018
2020
2022

Source: Refinitiv, as of 7/20/22.

Dollar-yen 1isn’t the only pair that matters. There is also a moment of truth happening
right now between the yen and the Chinese yuan.

Each country is the other’s Tlargest regional trade rival, so it’s notable that the yen
is attempting to break through ¥20.56 per cChinese yuan, which would mark uncharted
weakness for Japan’s currency (figure 2).

It has created a situation in which Japanese corporations are becoming increasingly
price competitive against companies based in cChina.

Figure 2: Japanese Yen to Chinese Yuan Exchange Rate
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Unlike the U.S., which may have to spend the next few years contending with a housing

market that appears to be rolling over, Japan’s speculative juices found their ugly end
over three decades ago (figure 3).

Figure 3: Japan’s Land Prices Are at 1983 Levels
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Source: Refinitiv, Japan Real Fstate Institute, as of Q1/22,
Interestingly, U.S. residential property prices appreciated more in the last 11 years

than Japan’s did in the final 11 years of its bull market, which were from 1980-1991
(figure 4).
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Figure 4: U.S. Residential Property Price Appreciation, 2011-2022, overlayed on
Japan
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Source: Refinitiv, as of Q122,

But because asset prices in the U.S. have melted up, now we have a relative value set-up
that favors Japan from a “TINA” framework.

The acronym means “There Is No Alternative” available to investors beyond just biting
their tongue and buying up stocks, because you couldn’t-past tense-find any yield in
U.S. bonds. Though the TINA arithmetic has faded in the U.S. because of rising rates,
Japan’s bond yields refused to follow along, owing to the country’s central bank bond
purchases (figure 5).

Figure 5: 2-yvyear Government Bond Yield
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Try this exercise: make a 1ist of all S&P 500 stocks that have an earnings yield that is
at least 10 percentage points higher than the yield on two-year Treasuries.

There are 38 such companies.

In Japan, if you run the same exercise on the TOPIX 500, the screen comes up with 133

stocks that have earnings yields that are 10 points higher than two-year JGBs (figure
6).

Figure 6: Number of Index Members with Earnings Yields More than 10% Higher than
Domestic 2-Year Government Bonds
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Figure 7 shows another stock-to-bond comparison: the broad market earnings yield gap
over 10-year sovereigns. Japan’s TOPIX 500 offers a spread of 737 basis points

over near-zero yielding JGBs, considerably more than the 161 bps spread offered by the
S&P 500.

Figure 7: Stock Market Earnings Yield Minus 10-Year Government Bond Yield

we have two Japan ETFs, one that hedges the yen and one that does not.
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If you want to avoid owning the stocks in yen, the one to review is the wisdomTree Japan
Hedged Equity Fund (DXJ).

For investors that want Japanese stocks without the currency hedge, consider the WwisdomT
ree Smallcap Dividend Fund (DFJ).

Important Risks Related to this Article

DXJ: There are risks associated with investing, dincluding the possible 1loss of
principal. Foreign investing involves special risks, such as risk of loss from currency
fluctuation or political or economic uncertainty. The Fund focuses 1its investments 1in
Japan, thereby -dincreasing 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 investments which can be
volatile and may be Tless 1liquid than other securities, and more sensitive to the effect
of varied economic conditions. As this Fund can have a high concentration in some
issuers, the Fund can be adversely impacted by changes affecting those 1issuers. Due to
the investment strategy of this Fund it may make higher capital gain distributions than
other ETFs. Dividends are not guaranteed, and a company currently paying dividends may
cease paying dividends at any time. Please read the Fund’s prospectus for specific
details regarding the Fund’s risk profile.

DFJ: There are risks associated with investing, 1including the possible 1loss 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
smaller companies or certain sectors increase their vulnerability to any single economic
or regulatory development. The Fund focuses its investments in Japan, thereby increasing
the impact of events and developments 1in 3Japan that can adversely affect performance.
This may result in greater share price volatility. Please read the Fund’s prospectus for
specific details regarding the Fund’s risk profile.

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 Funds

+ WisdomTree Japan SmallCap 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 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 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

Consumer Price Index (CPI) : A measure that examines the weighted average of prices
of a basket of consumer goods and services, such as transportation, food and medical
care. The CPI is calculated by taking price changes for each item in the predetermined
basket of goods and averaging them; the goods are weighted according to their
importance. Changes in CPI are used to assess price changes associated with the cost of
Tiving.

Bullish : a position that benefits when asset prices rise.
TOPIX 500 Index : A capitalization-weighted index designed to measure the performance
of the 500 most Tiquid stocks with the largest market capitalization that are members of
the TOPIX.

face value.
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