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warren Buffett made a splash in Japanese markets in August 2020 with the announcement of
a $6 billion investment in Japan’s five largest trading houses.

We highlighted the rationale for the prolific value investor to take stakes 1in these
companies on our blog at the time.

In the year-and-a-half since, foreign investor interest in Japan has been tepid, and the
S&P 500 has continued to outperform the TOPIX.

Buffett 1is known to have said, “be fearful when others are greedy, and greedy when
others are fearful.” If the 1lack of foreign dinvestor flows into Japan reflects
investors’ collective market fear, Buffett 1is reflecting his greediness by reports
indicating he may be doubling down on his Japanese equity purchases.

Berkshire Hathaway filed for a planned issuance of yen debt on January 5, with an amount
unspecified. Some market participants view this filing as an indication Buffett may be
boosting Berkshire’s stakes in the Japanese trading houses of Itochu, Marubeni, Mitsui,
Mitsubishi and Sumitomo.

Hedging Currency Risk

In our post following Buffett’s initial investment in the five Japanese trading houses,
our Global CIO, Jeremy Schwartz, wrote:

Buffett engaged 1in a very interesting yen-denominated bond 1issuance [in 2019]-
raising ¥430 billion of yen-denominated bonds (over $4 billion). If the yen declines
in value, his debt will decline in U.S. dollar terms, offsetting any Tlosses that
come from being inherently Tong the yen when buying these stocks. This allows
Buffett to 1isolate the true f‘equity opportunity’ without having to navigate a
separate currency bet.

Jeremy highlighted how the WisdomTree Japan Hedged Equity Fund (DXJ) could be a vehicle

for dnvestors to allocate to the 3Japanese market while aiming to neutralize the
fluctuation between the dollar and the yen-which was Buffett’s goal in dissuing yen-
denominated debt.

The decision to hedge FX risk was a prescient one for Buffett as the yen has depreciated
over 7% versus the dollar since the announcement of the investment at the end of August
2020. This yen depreciation has been offset for investors in DXJ, which has outperformed
the unhedged MSCI Japan Index by 19.62% and outpaced the S&P 500 by 717 basis points
since August 28, 2020.

Berkshire’s Tatest yen debt offering is an indication of a potentially similar currency-
neutral dinvestment in Japan that Berkshire will be (or has already started) making—
possibly increasing stakes on Buffett’s earlier investments, which are up 71% on average
(over twice the 28% gain of the sS&pP 500).
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Sources: WisdomTree, FactSet, MSCl. &/ 28/20 represents the final trading day prior to the public announcement of Barkshire Hathaway's stakes in thess companies.
You cannot invest directly in an index Past performance is not indicative of future retums. Buffett Basket: Average retums of [tachu, Manubeni, Mitsui, Mitsubishi
and Sumitomo. Berkshire baught raughly 5% stakes in each company.

A Value Investor’s Paradise

It should come as no surprise that Buffett would be finding Japan’s equities an
attractive buy. The MSCI Japan Index trades at 15 times forward earnings compared to 22
times for the S&P 500.

A more value-tilted Japan basket Tike DXJ-which screens for exporters and weights by
dividends—has even more attractive valuations at 10 times forward earnings and a dividen
d yield of 3.06%, a healthy premium to the 1.2% dividend yield on the S&P 500.

Dividend Yield Shn‘r;:rdlder Price-to-Earnings Forv;r:‘:‘rgi:e-to- ReEt: ::t;n Return-on-Assets
Dl 3.06% 274% 9.83 10.20 10.83% 157%
MSClJzpan 208% 208% 14.60 14.89 0.68% 141%
Buffett's Basket 372% 4.35% 773 6.06 13.59% 418%
Sumitome Corporation 470% 4.70% 10.83 5.49 712% 228%
Marubeni Corporation 4.24% 4.24% 585 ik 19.32% 463%
Mitsui & Co, Lid 3.30% 6.27% 6.71 6.04 14.19% 5.19%
Mitsubishi Carporation 278% 3.76% 9.18 6.62 10.04% 302%
ltochu Corporation 250% 274% 805 6.89 17.26% 5.76%
S&P 500 1.24% 2.58% 26.05 22.00 18.16% 196%

Saurces: WisdomTree, FactSet, MSC, S&R 12/31/21. Buffett s Basket represa nts a simple average of the valuations/characteristics of the companies, You cannat invest directly in an index. Performance is
historical and does nat quarantes future rasults. Current performance may be lower or higher than quated. Investment retums and principal value of an irvestment will fluctuate so that an investor's
shares, when redeemed, may be worth mare or less than their original cost. WisdomTree shares are bought and sald at market price not NAV) and are not individually redeemed from the Fund. Tatal
returns are calculated using the daily 400 pm. EST net asset value {NAV). Market price returns reflect the midpaint of the bid/ask spread as of the clase of trading onthe exchange where Fund shares
are listed. Market price retums do not represent the returns youwould receive if you taded shares at other times.

For the most recent standardized performance, 30-day SEC yield, and month-end performance click
here.

For definitions of terms in the chart above, please visit the glossary.
conclusion

For 1investors Tlooking to follow Buffett’s lead with a value-sensitive basket
that neutralizes currency risk, we would suggest an allocation to DX3J.

To Tearn more about our Japan 2022 outlook, please find a 1ink to our recently
posted outlook presentation and market insight.
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Important Risks Related to this Article
Please read the prospectus carefully before investing.

There are risks associated with investing, including the possible Toss of principal.
Foreign investing involves special risks, such as risk of loss from currency fluctuation
or political or economic uncertainty. The Fund focuses its investments in Japan, thereby
increasing 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 and derivative investments, which can be volatile and
may be Tess Tiquid than other securities, and more sensitive to the effect of varied
economic conditions. As this Fund can have a high concentration in some issuers, 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.

References to specific securities and their issuers are for illustrative purposes only
and are not intended to be, and should not be interpreted as, recommendations to
purchase or sell such securities.

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.

Related Funds
+ WisdomTree Japan Hedged Equity Fund

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 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 1its
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 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 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 investment 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

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.

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

weighted index that is calculated based on all the domestic common stocks Tisted on the
Tokyo Stock Exchange First Section.

Hedge : Making an investment to reduce the risk of adverse price movements in an asset.

Normally, a hedge consists of taking an offsetting position in a related security, such
as a futures contract.

Foreign Exchange (FOREX, FX) : The exchange of one currency for another, or the

conversion of one currency into another currency.

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

Basis point : 1/100th of 1 percent.

valuation : Refers to metrics that relate financial statistics for equities to their

price Tlevels to determine if certain attributes, such as earnings or dividends, are
cheap or expensive.

Dividend yields : Refers to the trailing 12-month dividend yield. Dividends over the
prior 12 months are added together and divided by the current share price. Higher values
indicate more dividends are being generated per unit of share price.
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