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JAPANESE STOCKS ARE RED HOT

Jeff weniger — Head of Equity Strategy
03/26/2024

It’s a Tlittle surreal, having Tooked at Tlong-term charts of the Japanese stock market
for my entire career, but here we are, seeing new all-time highs on the Nikkei 225. The
previous record had held since 1989, when many of us mid-career types were children.
Granted, the Nikkei 1is price-weighted Tike the Dow Industrials, so 1it’s a Tittle
blasphemous to cite such a poorly constructed index. Cut us some slack. Everyone is
talking about the Nikkei and it is the index they cite on CNBC. It’s a big psychological
win for Japan’s benchmark to surpass 40,000 for the first time.

Figure 1: Nikkei 225
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Source: Refinitiv, as of 3/19/24. Past performance is not indicative of future results. You cannot invest directly in an index.

Abenomics, the reform program implemented by former Prime Minister Shinzo Abe, is now
over a decade old. The first two planks of Abenomics’ “Three Arrows” were monetary
easing and fiscal stimulus. Considering the country is barely out of recession right
now, it is hard to argue Abenomics spurred some economic miracle.

Then again, even with the Bank of Japan’s barely positive policy rate, the attendant
collapse in the yen to ¥151 from ¥103 as recently as three years ago could be a set-up
for a competitiveness thesis. Still, it 1is not economic vibrancy that has the market
interested in allocating to Japanese stocks.

Abenomics’ third arrow, corporate governance reform, is driving sentiment. Progress had
been coming in fits and starts. But now Japan has the infamous “Name and Shame” Tist,
which still has the ink drying on it. Named are all the corporations who ignored the
Tokyo Stock Exchange’s (TSE) demand, namely that Tisted companies plot out explicit
business plans for boosting their profitability and stock prices.

we were pumped about Name and Shame because the TSE has been specifically hammering
companies that trade for Tless than book value, which are the types of stocks that tend
to find their way into dividend funds.
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we spent all these years trying, sometimes with success, sometimes in futility, to poach

business from unhedged Japan ETFs. Fortunately, the MSCI Japan Index has an aggregate pr
ice-to-book ratio of 1.55, while the wisdomTree Japan Hedged Equity Fund (DXJ) trades

for 1.29 times book.l we think we have an alpha generation case because we own more sub-
1.0 price-to-book companies.

Last year, we felt Tike few investors were paying attention to the TSE’s obscure memos,
which were aggressive in their demands for corporate reform. I would often discuss with
our Global CIO, Jeremy Schwartz, why it sometimes seemed like investors were not paying
attention to the steady stream of reforms.

But now we have the Nikkei drawing attention to a market that has been ignored by many..
with the exception of the M&A crowd (figure 2).

Figure 2: Japan Represents About One-Third of A1l Asian M&A Activity
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Source: Bloomberg, Dealmaking Booms in Japan as Most of Asia Suffers through Bust, 2/21/24.

Part of It (But Not A1l of It) Is “No China, Please”

Make no mistake: last year we saw a ton of ETF creations on DXJ and the WisdomTree India
Earnings Fund (EPI) because finvestors were selling china first and asking questions
later.

That was great news for our Japan and India strategies, but the risk was that the bull

run in those countries was based on portfolio clean-outs, not because our investor base
was truly enamored with them.

That brings me to figure 3, which is heartening because China rallied hard in recent
weeks. By the logic of “they’re selling China and switching to Japan and India,” we

should have seen material weakness, maybe Tosses 1in DXJ and . That has not been the
case. Maybe we overestimated how much of it was “no China, please.”

Figure 3: Performance since 1/31/24
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Source: WisdomTree PATH, as of 3/18/24. CXSE: WisdomTree China ex-State-Owned Enterprises Fund, EPI: WisdomTree India
Eamings Fund, DX.J: WisdomTree Japan Hedged Equity Fund, MXJP: MSCI Japan Index, 500: S&P 500 Index

Past performance is not indicative of future results. Investment return and principal value of an investment will fluctuate so that
aninvestor's shares, when redeemed, may be worth more or less than their original cost. Current performance may be lower or
higher than the performance data quoted.

For the most recent month-end and standardized performances and to download the
Fund prospectus, please click the respective ticker: CXSE, EPI, DXJ.

The Nikkei’s move to new all-time highs comes at an unusual time; Japan just released a
GDP report that skirted recession. It’s a bizarre situation in the country too, because
exports were up 7.8% in the year to February, while imports were largely flat, rising
just 0.5%. That comes back to the ¥151 exchange rate, which has helped DXJ because of
its cheap yen-reliant exporter screen.

Promisingly, Japan’s recession-mired economy may also have green shoots, if Tleading
indicators are to be believed. The Composite Leading Index is trying to get some footing
(figure 4).

Figure 4: Composite Leading Indicators Are Trying to Head Higher
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Japan Composite Leading Index
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Sources: Refinitiv, Japan Cabinet Office, Japan Statistics Bureau, Ministry of Intemal Affairs and Communication, as of
January 2024,

we have three Japan-oriented strategies:

e DXJ: WisdomTree Japan Hedged Equity Fund
e DXJS: WisdomTree Japan Hedged SmallCap Equity Fund

e DFJ: WisdomTree Japan SmallCap Dividend Fund, which does not have the currency
hedge

I didn’t get into it here, but Japan is also reforming retirement savings accounts. I
think this is an underappreciated bull catalyst. I’m working on a blog post for that
specific subject. Stay tuned.

1 price-to-book ratios are as of January 2024.

Important Risks Related to this Article

There are risks associated with investing, including the possible Tloss of principal.
Foreign investing involves special risks, such as risk of loss from currency fluctuation
or political or economic uncertainty.

DXJ: The Fund focuses its investments in Japan, thereby increasing the impact of events
and developments in Japan that can adversely affect performance. Investments in currency
involve additional special risks, such as credit risk, 1interest rate fluctuations and
derivative 1investments, which can be volatile and may be Tless T1liquid than other
securities, and more sensitive to the effect of varied economic conditions. As this Fund
can have a high concentration in some dissuers, the Fund can be adversely -impacted by
changes affecting those issuers. 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.

DXJS: Funds focusing their investments on certain sectors and/or smaller companies
increase their vulnerability to any single economic or regulatory development. This may
result in greater share price volatility. The Fund focuses its 1investments in Japan,
thereby dincreasing the impact of events and developments 1in 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
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and may be less Tiquid than other securities, and more sensitive to the effect of varied
economic conditions. As this Fund can have a high concentration in some 1issuers, the
Fund can be adversely impacted by changes affecting those issuers. Due to the investment
strategy of this Fund it may make higher capital gain distributions than other ETFs.
Please read the Fund’s prospectus for specific details regarding the Fund’s risk
profile.

DFJ: Funds focusing their investments on smaller companies or certain sectors 1increase
their vulnerability to any single economic or regulatory development. The Fund focuses
its investments 1in Japan, thereby increasing the impact of 0065vents and developments in
Japan 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.

EPI: This Fund focuses 1its investments in India, thereby increasing the impact of events
and developments associated with the region which can adversely affect performance.
Investments in emerging, offshore or frontier markets such as India are generally less
Tiquid and Tess efficient than investments 1in developed markets and are subject to
additional risks, such as risks of adverse governmental regulation and intervention or
political developments. As this Fund has a high concentration in some sectors, the Fund
can be adversely affected by changes in those sectors. Due to the investment strategy of
this Fund it may make higher capital gain distributions than other ETFs. Please read the
Fund’s prospectus for specific details regarding the Fund’s risk profile.

CXSE: The Fund focuses 1its investments in China, including A-shares, which include the
risk of the Stock Connect program, thereby -dincreasing the impact of events and
developments associated with the region which can adversely affect performance.
Investments in emerging or offshore markets are generally less Tiquid and Tess efficient
than investments in developed markets and are subject to additional risks, such as risks
of adverse governmental regulation and intervention or political developments. The
Fund’s exposure to certain sectors may increase its vulnerability to any single economic
or regulatory development related to such sector. As this Fund can have a high
concentration in some issuers, the Fund can be adversely impacted by changes affecting
those issuers. Please read the Fund’s prospectus for specific details regarding the
Fund’s risk profile.

For the top 10 holdings of EPI please visit the Fund's fund detail page at https://www.w
isdomtree.com/investments/etfs/equity/epi

For the top 10 holdings of CXSE please visit the Fund's fund detail page at https://www.
wisdomtree.com/investments/etfs/equity/cxse

For the top 10 holdings of DFJ please visit the Fund's fund detail page at https://www.w
isdomtree.com/investments/etfs/equity/dfj

For the top 10 holdings of DXJS please visit the Fund's fund detail page at https://www.
wisdomtree.com/investments/etfs/equity/dxjs

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.
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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 qinternal 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

Japan’s Nikkei : short for Japan’s Nikkei 225 stock Average, the Tleading and most-
respected index of Japanese stocks. It is a price-weighted index comprised of 3Japan’s
top 225 blue-chip companies on the Tokyo Stock Exchange. The Nikkei is equivalent to the
Dow Jones Industrial Average Index in the U.S.

Recession : two consecutive quarters of negative GDP growth, characterized generally by

a slowing economy and higher unemploymen.

MSCI Japan Index : A market cap-weighted subset of the MSCI EAFE Index that measures
the performance of the Japanese equity market.

Price-to-book ratio : share price divided by book value per share. Lower numbers
indicate an ability to access greater amounts of earnings per dollar invested.

Ccomposite Index of Leading Indicators : The Composite Index of Leading Indicators,
otherwise known as the Leading Economic Index (LEI), is an index published monthly by
The Conference Board. It is used to predict the direction of global economic movements

in future months.
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