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In my last few Japan-centric research notes, I have been discussing takeaways from my
recent trip to Japan. Part of this trip 1involved meetings with various securities
brokerage firms, many of which are working directly with Japanese retail clients. One
question I had for four of the five largest brokerage firms I met with regarded the
progress they are seeing from the new initiative to change Japan’s investment culture, a
critical component of Abe’s “third arrow” policies. oOne bullish case for 3Japanese
equities shows a pie chart of the approximate $15 trillion in Japanese household assets,

over 50% of which is sitting in the bank, or under the proverbial mattress.l For every
$10,000, these bank assets earn a measly $1 of 1interest income, given today’s interest

rates.? Abe is trying to change the mentality; his slogan “From Savings to Investment”
summarizes an initiative referred to in Japan as “NISA,” or Nippon Individual Savings
Account. The NISA accounts offer Japanese citizens the opportunity to invest up to ¥1
million per year tax free for a period of five years. The expected increase in flow for
these assets out of the bank and into equities can be a potential driver for the equity
market going forward, so I wanted to get a gauge of the progress these new accounts are
making now that they have been open for two months. Some of the comments we received
from brokerage firms regarding NISA: 1) NISA accounts are thus far opened largely
by existing clients: oOne of the goals of the NISA accounts is to spur investment from
new investors who keep most of their assets in the bank. what the brokerage firms have
found thus far is that as much as 90% or more of new NISA accounts are from existing
clients, many of whom already have brokerage accounts and may be using the opportunity
to shelter some of their taxable gains. This may be as expected, as the program is still
only two months old and it takes time to change behavior. The government is pulling out
all the stops to encourage this change, 1including having famous 3Japanese actresses
participate in commercials for the new NISA program. 2) NISA 1investors have a
preference for dindividual high-dividend stocks: Japanese investors tend to have
NISA accounts primarily focused on Tocal Japanese stocks or 1investment strategies
focused on Japanese stocks with high dividend yields. we are seeing a higher demand and

better performance for Japan’s dividend-paying stocks this year.3 3) NISA, in its
current form, needs restructuring: a. Rebalancing needed: oOne of the features of
the NISA account is that it does not allow for portfolio rebalancing. In other words,
once an investor sells an investment 1inside the account, he or she Toses the tax-
preferential treatment going forward. As part of a regular and ongoing dialogue, the
brokers we spoke with are providing the Japan Financial Services Agency with feedback on

the program, which they hope can be amended in the future.* b. NISA needs extension in
period: The comments we heard universally agree that NISA accounts should be extended
indefinitely. The five-year window of tax preference is something the brokers think has
the potential to be extended as a first step, before 1it’s ultimately extended
indefinitely. Increasing Real Estate Wealth Is Another Key Driver while the
equity markets are an important indicator for both the government and the Bank of Japan
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(B0OJ) to judge the success of Abenomics, the chief executive of Monex Securities, Oki
Matsumuto, made an excellent point: Oon March 19, the results of an annual Tland appraisal
will be released. Matsumoto believes this year’s Tland prices are set to show the first
year-over-year increase in prices in a long time, which would indicate to the Japanese
people that the era of deflation may be coming to an end. Putting the importance of this
in context, Japan’s equity markets are worth $4-$5 trillion, and retail investors own

approximately one-quarter of those assets, or roughly $1 trillion.® The gains from the
“wealth effect” Tlast year of stock prices going up, fueling consumption, were definitely

evident. But the real estate market in Japan is worth over $25 trillion®, or more than
five times the equity market—-and many more citizens participate in that asset class. An
increase 1in real estate values has the potential to change both consumption and
investment behavior, as households feel their wealth increase. we will be watching that
March 19 1indicator very closely to see how a more positive wealth effect from real
estate gains fuels the markets and the economy-but chances are, it will show a positive
impact. As we know, the BOJ activities have a component geared to buying real estate
investment trusts (REITs), and their performance has been quite strong, bringing more
positive sentiment to that sector. A house is a big-ticket item—Matsumoto believes that
more money will flow into the equity markets as a result of the gains in real estate.

conclusion on Investment Progress In summary, while progress is just mixed so far on
the current NISA account structure, the brokerage firms believe NISA is quite important
to their future business, and they are doing all they can to attract new clients and
investors. NISA may be restructured in coming years, and I believe the wealth effect
from an improvement in real estate prices will help the progress along Abe’s mantra:

from savings to dinvestment. Isource: Bank of Japan, wisdomTree on Household Asset
Allocation Data. 2Source: Nicholas Smith, CLSA. 3Source: wisdomTree Japan Dividend Index.
4comments made at the CLSA Japan Forum 2014. Ssource: Bloomberg, as of 1/31/2014, for the
market capitalization of the TOPIX. °Source: Monex, as of 12/31/2013.

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 Japan 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 ability to pay
dividends may be T1imited. A company currently paying dividends may cease paying
dividends at any time. ALPS Distributors, Inc., 1is not affiliated with CLSA or Monex
Securities.

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 Outlook

View the online version of this article here.

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


https://wisdomtree.com/blog/glossary#abenomics
https://wisdomtree.com/blog/glossary#deflation
https://wisdomtree.com/blog/glossary#real-estate-investment-trust
https://wisdomtree.com/blog/glossary#tokyo-stock-price-index
https://www.wisdomtree.com/investments/performance
https://wisdomtree.com/-/media/7ae44b76bd3149b4a55e58a7694530b1.ashx
https://www.wisdomtree.com/investments/blog/2014/03/20/progress-on-abes-third-arrow-policies-from-savings-to-investment

wWisdomTree BLOG ARTICLE

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

Third arrow policies : The part of Japan’s Abenomics process of reform that is focused
on structural changes intended to promote economic growth.

NISA : Nippon Individual Savings Account. Nippon is the Japanese word for Japan.

Dividend yield : A financial ratio that shows how much a company pays out in dividends
each year relative to its share price.

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

Real estate investment trust (REIT) : Investment structure containing a basket of
different exposures to real estate, be it directly 1in properties or 1in mortgages.
Returns predominantly relate to changes 1in property values and dincome from rental

payments.

Tokyo Stock Price Index (TOPIX) : A free float-adjusted market capitalization-

weighted index that is calculated based on all the domestic common stocks Tisted on the
Tokyo Stock Exchange First Section.
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