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Japanese equities have been made great again by the Trump victory; they have

outperformed most global markets since November 8, with the TOPIX up 7.8%, compared with

the 3% rise in the S&P 500 Index.1 In my personal view, Japan’s recent performance is not

just a one-off adjustment but has the potential to develop into a broad-based

outperformance rally throughout the next 12 to 18 months. Personally, I think the TOPIX

may rise above 2,000 and the yen weaken towards ¥120 over the next four to six months.

In the coming weeks, any consolidation after the recent strong rally offers a great

opportunity for reconsidering a sizable Japan allocation to capture positive momentum

for dollar investors.

The post-election rally has demonstrated that, clearly, Japanese equities are the asset

class most geared to rising U.S. rates and rotation out of low-volatility into cyclicals

growth. But it is not just this global macro inflection that is pushing up Japanese

equities. Unlike Europe, Japan has endogenous forces supporting a bullish stance on risk

assets, equities and real estate.

Specifically:

Corporate earnings momentum is poised to turn positive over the coming three months.

This is because both domestic and global sales growth targets are now too conservative.

In addition, exporters are budgeting for ¥103, and every five yen of depreciation adds

back about four percentage points to earnings. In other words: Against a projected drop

in profits of 2% in the fiscal year that ends in March 2017, profits should rise by

around five percent this current fiscal year; and an added rise of 15% is likely for

2017 (assuming 2.5% global growth and ¥110).

The Bank of Japan (BOJ) is actively promoting a weaker yen. Specifically, it adopted a “

zero upper bound” policy and will cap the 10-year Japanese government bond (JGB) yield

at zero. This means that Japan could have the flattest yield curve among developed

countries, which in turn points to a weaker yen. The BOJ will likely keep the zero-yield

policy in place until CPI inflation overshoots the 2% target. In other words: The zero

yield is poised to be in place until at least the summer of 2018. The desynchronization

between U.S. rising rates and fixed-at-zero Japanese rates suggest the yen could weaken

well beyond the ¥125 level seen last year, in my view.

Domestic portfolio rebalancing is poised to accelerate. As the BOJ’s zero-yield fix

gains credibility, domestic insurance and pension funds may have no choice but to raise

equity allocations. In 2016, the primary allocation shift was from bonds to non-yen

securities. In 2017, domestic equities are set to become the Japanese asset of choice.

Why? Rising earnings visibility and attractive valuations. The trailing price-to-earning

s (P/E) is now around 17.5x, and forward P/E stands at around 12.5x.2  Against zero-bond

yield, the equity market earnings yield gap stands at historic highs. Moreover,

corporate governance changes are not just retrorockets but quantifiable reality; despite

the earnings recession over the past 15 months, the dividend and buyback stream has

actually risen. This is the first time in the history of corporate Japan that shareholde

r yield went up during a profits down-cycle.

There are added reasons to be bullish about Japan, again independent of the U.S. reflati

on trade—rising evidence of accelerating wage and income growth, proactive fiscal
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spending, an accelerating housing and real estate appreciation cycle, etc. 

Moreover, technically, the market is also attractive, with global investor positioning

at the lowest level in over five years. This creates upside potential while the downside

is de-facto protected by the BOJ—it recently doubled its market ETF buying budget from

¥3 trillion to ¥6 trillion. Add to this corporate buybacks running at around ¥9

trillion, and you get committed buying power equivalent to about 4.3% of TOPIX market

cap. To our knowledge, there is no other equity market in the world that offers this

sort of fundamental downside protection from central bank and corporate buying

commitment. 

In our view, 2017 could well become the year when Japan benefits from both domestic

investor and global investor buying.

 

1Source: Bloomberg 11/8/16–11/28/16.

2Source: Bloomberg as of 11/28/16.

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. 

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

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

weighted index that is calculated based on all the domestic common stocks listed on the

Tokyo Stock Exchange First Section.

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.

Bullish : a position that benefits when asset prices rise.

Zero-bound policy rates : central bank policy rates close to the 0% level.

Japanese Government Bond (JGB)     : A bond issued by the government of Japan. The

government pays interest on the bond until the maturity date. At the maturity date, the

full price of the bond is returned to the bondholder. Japanese government bonds play a

key role in the financial securities market in Japan.

Yield curve   : Graphical Depiction of interest rates on government bonds, with the

current yield on the vertical axis and the years to maturity on the horizontal axis.

Cleveland Median CPI : Instead of calculating a weighted average of all of the prices,

as the BLS does, the Cleveland Fed looks at the median price change—or the price change

that’s right in the middle of the long list of all of the price changes. According to

research from the Cleveland Fed, the Median CPI provides a better signal of the

inflation trend than either the all-items CPI or the CPI excluding food and energy.

Inflation : Characterized by rising price levels.

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.

Earnings yield : The earnings per share for the most recent 12-month period divided by

the current market price per share. The earnings yield (which is the inverse of the P/E

ratio) shows the percentage of each dollar invested in the stock that was earned by the

company.

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

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

positively impact the share price.

Shareholder Yield : A data point that references the combination of dividend yield and

buyback yield.

Reflationary : Characterized by an environment of rising price levels.
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