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Once a year, WisdomTree conducts a rebalance of its dividend-weighted stock Indexes that

adjusts positions based on changes in relative valuations. We measure these relative

valuations by examining stock price movements versus fundamentals in international

markets. The primary variable we are utilizing in our broad-based index strategies is a

company’s Dividend Stream®. 

 

At this year’s May rebalance, one trend we noticed is how Japan is leading the

international markets in terms of underlying dividend growth. Looking across regional

indexes, whether looking at the trailing three-year or trailing five-year changes in

dividends, Japan1 stands out from broad international indexes like MSCI EAFE or MSCI Euro

pe. The five-year numbers come in at almost double digits—very close to the U.S.

markets, while for the latest three years, Japan actually came out with a dividend

growth figure higher than the U.S. On a longer-term perspective, over the last 10 years—

and that is a period that includes the financial crisis that caused dividend levels to

sink across the globe—eurozone regional indexes still show lower overall dividends in

2017 than they did in 2007, but the three-year dividend growth shows a meaningful pickup

recently. 

 

Regional Dividend Growth

 

WisdomTree’s Japan Hedged Equity Index 

 

This year’s rebalance in the Japan index family did not result in large portfolio

allocation shifts—if anything, the shifts were rather modest. From a sector perspective,

Consumer Staples and Consumer Discretionary were two sectors that saw increases in

weight, and Industrials and Materials saw the biggest two reductions in weight. In a

way, this makes the Index modestly more defensive in nature due to historically lower be

tas of Consumer Staples companies, but this was only a modest change. 

 

Sector Comparison
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Relative Sector Weights vs. Pre-Rebalance

 

From a valuation perspective, the WisdomTree Japan Hedged Equity Index was already among

the lowest priced indexes that WisdomTree calculates for developed world exposure—and

the index rebalance did not change those statistics noticeably. The price-to-earnings (P

/E) ratio before and after was right around 13x earnings, and the dividend yield was

2.5%. Interestingly, that is approximately 25% higher than the 2% dividend yield on the 

S&P 500, and we saw dividend growth levels for Japan rivaling the increases in dividends

we see in the U.S. 

 

Given lower returns on equity (ROE) in Japan—but a renewed focus on improving these ROE

metrics—and high cash on the balance sheets among corporate Japan, it is our expectation

that Japanese equities still have room to increase dividends and buybacks at a pace that

rivals or can beat the U.S. 

 

Valuations Multiples

 

The combination of attractive valuations—the lowest P/E ratios in the developed world

regions and Indexes that WisdomTree covers—along with dividend growth among the highest

levels makes for a very positive dynamic and continues to suggest to me to over-weight

allocations to Japan. 

 

Unless otherwise noted, data source is Bloomberg, as of June 30, 2017.
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1Referencing the dividends of the MSCI Japan Index.

Important Risks Related to this Article

Investments focused in Japan increase the impact of events and developments associated

with the region, which can adversely affect performance. 

 

Dividends are not guaranteed, and 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 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.
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DEFINITIONS

Rebalance  : An index is created by applying a certain set of selection and weighting

rules at a certain frequency. WisdomTree rebalances, or re-applies its rules based

selection and weighting process on an annual basis.

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

Valuation  : Refers to metrics that relate financial statistics for equities to their

price levels to determine if certain attributes, such as earnings or dividends, are

cheap or expensive.

Fundamentals  : Attributes related to a company’s actual operations and production as

opposed to changes in share price.

Dividend Stream : Refers to the regular dividends per share multiplied by the number of

shares outstanding.

Dividend growth : The growth in trailing 12-month dividends for the specified universe.

Trailing three-year   : The most recent 3-year historical period from the current

analysis date.

Trailing five-year   : The most recent 5-year historical period from the current

analysis date.

MSCI EAFE Index : is a market cap-weighted index composed of companies representative

of the developed market structure of developed countries in Europe, Australasia and

Japan.

MSCI Europe Index    : A free float-adjusted market capitalization-weighted index

designed to measure the performance of developed equity markets in Europe.

Eurozone (EZ)   : Consists of the following 18 countries that have adopted the euro as

their currency: Austria, Belgium, Cyprus, Estonia, Finland, France, Germany, Greece,

Ireland, Italy, Latvia, Luxembourg, Malta, the Netherlands, Portugal, Slovakia, Slovenia

and Spain (source: European Central Bank, 2014).

Beta  : A measure of the volatility of a security or a portfolio in comparison to a

benchmark. In general, a beta less than 1 indicates that the investment is less volatile

than the benchmark, while a beta more than 1 indicates that the investment is more

volatile than the benchmark.

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.

S&P 500 Index : Market capitalization-weighted benchmark of 500 stocks selected by the

Standard and Poor’s Index Committee designed to represent the performance of the leading

industries in the United States economy.

Return on Equity (ROE) : Measures a corporation’s profitability by revealing how much

profit a company generates with the money shareholders have invested.

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

positively impact the share price.
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MSCI Japan Index  : A market cap-weighted subset of the MSCI EAFE Index that measures

the performance of the Japanese equity market.
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