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Japan has been a big focal point for global equity markets in 2013. As the yen

depreciated approximately 14% through May 31, the WisdomTree Japan Hedged Equity Index—

an Index specifically designed to mitigate the risk of exchange rate movements—has

returned nearly 30%. (Please note that past performance is not indicative of future

results.) Annual Rebalance  A crucial point of the methodology behind the WisdomTree

Japan Hedged Equity Index is a yearly (May 31) screening and rebalance, taking place in

June, that focus on: • Global Revenue Streams  : To gain membership in the WisdomTree

Japan Hedged Equity Index, firms must derive less than 80% of their revenues from inside

Japan. This gives the Index its tilt toward exporters, and this revenue screen is run

once per year to determine the firms that are eligible for membership. • Dividend

Growth vs. Price Movement   : Once constituent eligibility is determined, constituent

weighting is based on the concept of relative value. Typically:        o Firms whose

share prices have appreciated significantly but whose dividends have remained stable or

       declined will tend to see decreases in weight.        o Firms whose share prices

have declined or remained stable but whose dividends have increased will tend        to

see increases in weight. These two factors ultimately determine the changes seen at the

annual rebalance, and we believe that they keep the Index focused on global companies

and help steer it away from firms that may have seen big run-ups in share price but

whose fundamental value reflected by their dividend payments may not have grown

commensurately. Generally Small Shifts in Sector Weights      At the May 31, 2013,

rebalance screening, changes in sector weights were relatively minor.   Changes in

Sector Weights for WisdomTree Japan Hedged Equity Index        

   • Additions in

Weight: Consumer Discretionary was the greatest addition at 3.2%, with the greatest

single company addition being Fast Retailing Co., a .84% weight. This is an apparel

company best known for its Uniqlo brand. The Consumer Discretionary sector, among large-

cap exporters, is also one of the most globally sensitive sectors in Japan once the

export filter is applied (as discussed below). Industrials was the second-greatest

addition in weight, with a 1.2% increase, with Mitsubishi Corp. and Japan Airlines Co.

being the two largest single company additions in this sector, at 2.67% and 1.01%,
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respectively. • Reductions in Weight  : Health Care and Materials represented the two

greatest reductions in weight, at 2.2% and 2.1%, respectively. • Utilities and

Telecommunications: These two sectors contain firms that tend to derive more than 80%

of their revenues from inside Japan. Since the implementation of the 80% revenue filter

for this Index on November 30, 2012, no firms from either of these sectors have

qualified for inclusion, which is why neither is shown in this chart. Japan’s Global

Revenue Generators In the chart that follows, we compare the weighted average revenues

from inside Japan of the constituents of the WisdomTree Japan Hedged SmallCap Equity

Index and the WisdomTree Japan Hedged Equity Index. This is a useful comparison because,

while both Indexes consist solely of dividend-paying companies, the small-cap Index does

not filter out firms that generate more than 80% of their revenues from inside Japan.

These two Indexes are designed to provide contrasting and complementary exposures: the

small-cap one is focused on stocks more sensitive to the underlying local Japanese

economy, and the export-tilted Japan Hedged Equity Index is focused on those with a

global revenue base. Within every sector, the revenue filter applied to determine

constituent eligibility led to lower weighted average revenues being generated from

inside Japan, thereby indicating that its constituents are more globally focused in

their revenue base.   Revenues from Inside Japan    

   • While the

WisdomTree Japan Hedged SmallCap Equity Index derives 83% of its weighted average

revenues from inside Japan, the WisdomTree Japan Hedged Equity Index derives a little

more than half that (48%) from inside Japan. Conclusion Japan is gaining attention

primarily due to government activities aimed at promoting economic growth. When people

consider how these policies might impact equity markets, we recommend taking a step back

and noting the bigger picture. If one is interested in equities sensitive to domestic

Japanese demand, the WisdomTree Japan Hedged SmallCap Equity Index clearly has more of

its revenues coming from inside Japan. However, if one is interested in equities

characterized by global revenue streams, the WisdomTree Japan Hedged Equity Index could

better represent that economic view. Source is Bloomberg unless otherwise noted.

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 focusing 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. Investments focusing in

Japan thereby increase 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 investment risk and the effect of

varied economic conditions.

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
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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)
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 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

WisdomTree Japan Hedged Equity Index      : Index designed to provide exposure to

Japanese equity markets while at the same time neutralizing exposure to fluctuations of

the Japanese yen movements against the U.S. dollar. Constituents are dividend-paying

companies incorporated in Japan that derive less than 80% of their revenue from sources

in Japan. Weighting is by cash dividends paid.

Relative value : The relationship between a particular attribute, e.g., a dividend, and

the firm’s share price compared to that of another firm.
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