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Last week’s gross domestic product (GDP) report confirms that Japan’s economy has turned

into a bastion of stability, with both the rate and the balance of growth showing steady

improvement: GDP grew at an annualized 2.2% in the January–March quarter. This beat

expectations of 1.7% and, more importantly, confirms the fifth consecutive quarter of

growth, a feat of positive sequential expansion not achieved in over a decade. Better

still: all components of private demand—consumption, capex, housing and exports—

contributed positively while the public demand contribution was nil. 

From a policy maker perspective, it does not get much better than this: Japan’s economy

is entering a more balanced growth phase, with the rate of growth above potential but

not so fast as to warrant changes in monetary policy. The Bank of Japan’s “zero-rate

anchor” policy is here to stay for at least another 12–15 months, in our view.1  At the

same time, prime minister Shinzo Abe’s budget leaves a “war chest” for an added fiscal s

timulus boost.

From an investor perspective, the key question is whether Japan’s newfound growth and

policy stability deserves to be rewarded with higher multiples, both in absolute terms

and compared to other markets. Theoretically, the combination of accelerating and well-

balanced growth with continued monetary policy expansion should allow for price multiple

expansion, i.e., a drop in the risk premium. 

Specifically, Japanese equities have been trading at a discount vis-à-vis U.S. equities,

with the price-to earnings (P/E) ratio of the TOPIX (16.2x) trading below the S&P 500

ratio (21.0x). This relative “Japan discount” has been in place since mid-2014, forced

by both the steadfast rise in the “U.S. premium” and the drop in Japan’s intrinsic valua

tion levels. 

If we are right and Japanese growth has entered a new, more balanced and self-sustaining

up-cycle and, at the same time, Japanese monetary policy will stay the expansionary

course and anchor the risk-free bond yield at zero, Japanese multiples should have room

to expand. Despite the short-term jitters from policy uncertainty in the U.S., the

structural bull-case for Japan remains intact. A “Japan premium” is well deserved, in

our view.
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Unless otherwise noted, data source is Bloomberg, as of 5/18/2017.

 

 

1Refers to a policy of the Bank of Japan targeting a yield of zero on the benchmark 10-

Year Japanese Government Bond as part of a low-interest rate stimulus program.

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

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

across an economy.

Monetary policy   : Actions of a central bank or other regulatory committee that

determine the size and rate of growth of the money supply, which in turn affects

interest rates.

Fiscal Stimulus : Using fiscal policy as a tool to provide economic growth.

Multiple expansion : Term for a rising P/E ratio, meaning that share prices are rising

faster than earnings are growing.

Risk premium : Equity investments are not risk free, but it is thought that investors

buy stocks because the returns they expect are high enough to allow them to take the

risk.

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.

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.

Intrinsic value   : Value of a firm based on its operations, business practices and

profitability, which may or may not be closely related to the value of that same firm

based on its equity share price.

Bullish : a position that benefits when asset prices rise.
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