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Last month, the Cabinet of Japan approved an economic package including 29.1 trillion

yen ($199 billion) to combat accelerating inflation after core consumer prices (measured

by CPI) in Tokyo increased by 3.5% from October last year. It was the largest year-over-

year gain since 1989. 

Tokyo Metropolitan Area CPI, Year-over-YearTokyo Metropolitan Area CPI, Year-over-Year

The package seeks to ease economic and geopolitical troubles in the island nation, which

is the world’s fourth-largest exporter and the fifth-largest importer of foreign goods

like mineral fuels, machinery and food. 

Import costs have skyrocketed as the yen has fallen to historic lows versus the dollar

and the yuan. The United States and China are Japan’s two largest exporters, and

Japanese households are bearing the brunt of the impact. 

Looking at the performance of equities around the world in the past three years,

measured by the S&P 500 and various MSCI indexes in U.S. dollars, the United States was

the only region to have a non-negative return. Japan fared the worst among developed

markets, with a trailing three-year return of -3.23%. But, unlike the other regions, all

of its negative return was driven by the depreciation of the yen. 

If you measure the same return values in local currencies, Japanese equities returned

7.6% annualized over the same period. Though materially lagging U.S. equities, the local

currency return was far closer than the return including the depreciation of the yen. 

Trailing Three-Year Returns, Regional IndexesTrailing Three-Year Returns, Regional Indexes
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For definitions of indices and terms in the chart above, please visit the glossary.

By subsidizing household electricity and gas bills, among other efforts, the government

estimates that the injection will help reduce overall inflation by over 1.2 percentage

points and increase real GDP by approximately 4.6 points.

While Japanese consumers are plagued by sharp increases in costs of living and

stagnating wages, Japanese multinational corporations tell a slightly different story. 

Japan Inc. has increasingly been moving its production and manufacturing facilities

overseas since the 1980s, looking to take advantage of cheaper labor costs and to cater

more effectively to foreign demand. Today, such companies are seeing significant gains

when converting overseas profits to yen, despite floundering local sales. 

WisdomTree Japan Hedged Equity Index RebalanceWisdomTree Japan Hedged Equity Index Rebalance

The WisdomTree Japan Hedged Equity Index (WTIDJH) seeks to provide exposure to Japanese

equity markets while mitigating exposure to fluctuations of the yen versus the U.S.

dollar. The Index consists of dividend-paying companies incorporated in Japan and traded

on the Tokyo Stock Exchange, and excludes companies that derive 80% or more of their

revenue from Japan. By excluding such companies, the Index has over-weight exposures to

Japan’s most export-centered companies and sectors. 

Year-to-Date Performance, WisdomTree Japan Hedged Equity vs. Year-to-Date Performance, WisdomTree Japan Hedged Equity vs. MSCI Japan IndexMSCI Japan Index
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The annual rebalance of the WTIDJH saw the number of constituents increase from 474

names to 528, as well as overall improvements in profitability and trading multiples.

The Index shed some of its allocations to large caps, increasing its weight to mid and

small caps, and its dividend yield increased slightly from 3.72% to 3.83%.

Rebalance Changes, Index CharacteristicsRebalance Changes, Index Characteristics

The Index’s price-to-earnings ratio decreased from 8.51 times to 7.81 times, to almost

half of that of the MSCI Japan index (which trades at around 15 times), and is at a

discount to almost all developed MSCI country indexes.

WisdomTree Japan Hedged Equity Index vs. MSCI EAFE, Top 10 Constituent P/EWisdomTree Japan Hedged Equity Index vs. MSCI EAFE, Top 10 Constituent P/E

RatiosRatios
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The Index’s increase in ROE from 11.7% to 13.7%—currently the highest it has been since

inception—is particularly significant.

Until around a decade ago, many large Japanese companies were notorious for their low

profitability, bloated balance sheets and poor management. In 2012, then-Prime Minister

Shinzo Abe enacted a series of reforms, dubbed “Abenomics,” to revitalize tired Japanese

equities and make them more attractive to investors. 

WisdomTree Japan Hedged Equity Index ROEWisdomTree Japan Hedged Equity Index ROE
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The JPX-Nikkei 400 Index was launched in 2014 as a part of these initiatives and

included names based on metrics like ROE and cumulative operating profit. Nicknamed “the

shame index,” the JPX-Nikkei 400 highlighted the nation’s best-run companies as well as

its worst-run (along with its managers). From 2012 to 2018, ROE for Japanese stocks

jumped from around 5% to 10%. 

The WisdomTree Japan Hedged Equity Index’s post-rebalance ROE of 13.1% is testament to

Japanese companies’ efforts to improve capital efficiency and return more cash to

shareholders through dividends and buybacks. 

After years of reform, Japanese companies now have much stronger balance sheets and cash

reserves than they did a decade ago. In a cheap global market like today’s, those cash

reserves leave plenty of room for further improvements in shareholder-friendly

distributions. 

As central banks around the world step in to hold the rising dollar at bay, many eyes

are on the Japanese government to address the yen’s decline. The historically dovish

Bank of Japan has reiterated its stance to leave interest rates unchanged. Currency-

hedged investors stand to benefit from increasing profits for Japanese exporters from a

weakening yen while neutralizing the impact of the weakening yen on returns.

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.

View the online version of this article here.
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IMPORTANT INFORMATIONIMPORTANT INFORMATION

U.S. investors only: Click U.S. investors only: Click herehere to obtain a WisdomTree ETF prospectus which to obtain a WisdomTree ETF prospectus which

contains investment objectives, risks, charges, expenses, and other information;contains investment objectives, risks, charges, expenses, and other information;

read and consider carefully before investing.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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DEFINITIONSDEFINITIONS

Consumer Price Index (CPI)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

living.

S&P 500 IndexS&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.

MSCI Inc.MSCI Inc.  : An American finance company headquartered in New York City. MSCI is a

global provider of equity, fixed income, real estate indexes, multi-asset portfolio

analysis tools, ESG and climate products. It operates the MSCI World, MSCI All Country

World Index, MSCI Emerging Markets Indexes.

Gross domestic product (GDP)Gross domestic product (GDP)  : The sum total of all goods and services produced

across an economy.

MSCI Japan IndexMSCI Japan Index  : A market cap-weighted subset of the MSCI EAFE Index that measures

the performance of the Japanese equity market.

Price-to-earnings (P/E) ratioPrice-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.

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

profit a company generates with the money shareholders have invested.

Balance sheetBalance sheet  : refers to the cash and cash equivalents part of the Current Assets on a

firms balance sheet and cash available for purchasing new position.

AbenomicsAbenomics  : Series of policies enacted after the election of Japanese Prime Minister

Shinzo Abe on December 16, 2012 aimed at stimulating Japan’s economic growth.

JPX-Nikkei 400JPX-Nikkei 400  : is composed common stocks whose main market is the TSE 1st section,

2nd section, Mothers or JASDAQ market (in principle). The components are reviewed

annually to keep the representativeness of the market. The Annual Review shall be

conducted at the end of August as follows.(1)1000 stocks are selected based on trading

value in the past 3 years and the market value on the selection base date (the end of

June) of the Annual Review, (2)Each stock is scored by 3-year average ROE, 3-year

cumulative operating profit and market value on the selection base date with the weights

on the each indicator 40%, 40%, 20% respectively, (3)400 stocks are selected by the

final ranking with the scores calculated in (2) and qualitative factors from the

perspectives of corporate governance and disclosure. In case of delisting of the

components due to a merger or bankruptcy etc, new stocks shall not be added in

principle. When the Annual Review is conducted, the number of components is back to 400,

therefore the index is calculated with less than 400 components until then.

Central bankCentral bank  : Refers to the the monetary authority of any country.

DovishDovish  : Description used when stimulation of economic growth is the primary concern in

setting monetary policy decisions.
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