
JAPANESE MARKET – HEALTHYJAPANESE MARKET – HEALTHY
CORRECTION, NOT FUNDAMENTAL ROTCORRECTION, NOT FUNDAMENTAL ROT
Jesper Koll — Senior Advisor

08/24/2015

Japanese equities dropped 5.5% last week, for their sharpest weekly loss in over 15

months. The market is still up 11.8% year-to-date1, and in our view, last week marks a

healthy—and overdue—correction. The multi-year bull market for Japanese risk assets—

equities and real estate—remains intact.   Why? Four Reasons: Why? Four Reasons: 1 ) Valuations 2)

Liquidity 3) Domestic demand 4) Pro-growth policies   Valuations are straightforward:

Today, the TOPIX is trading on a trailing price-to-earnings (P/E) ratio of 16.3x. This

is not just significantly below the more than 25x average P/E ratio reported over the

past decade but also below the 17.1x average trailing P/E ratio observed during the past

three years of Abenomics. To be sure, Japan’s valuations are not at the bottom end of

cheap: in April of last year the trailing P/E ratio briefly dropped below 14x; but in

our view, Japan continues to be perfectly respectable from a valuations perspective.

Liquidity parameters also point to a continued positive backdrop for Japanese equities.

At the front end, the Bank of Japan remains steadfast about expanding its balance sheet

by ¥80 trillion and base money is surging at a swift 33% year-over-year clip. There is

no discussion of "tapering" and ending the quantitative and qualitative easing (QQE). If

anything, the recent slippage of the Consumer Price Index (CPI) back toward zero is

beginning to increase the pressure on the Bank of Japan (which remains committed to

achieving a 2% inflation target). More importantly, evidence continues to mount that

Japan’s private banking system has pulled out of its “liquidity trap”: private credit

and lending is growing at a steady pace of just around 2.5%; and the broad liquidity

money supply has actually accelerated to 4.3% growth in July, up from around 3% at the

end of last year. Here, the portfolio shift toward domestic equities is one of the

drivers, with domestic mutual fund flows beginning to pick up over the past three months

(driven by rising wages and summer bonus payments). What about growth? There is no

question that growth appears to be getting increasingly scarce in the world. Japan, in

our view, has what it takes to become a source of positive growth surprises. Yes,

exports are poised to stay under pressure, in line with the slowdown in China and barely

noticeable offsets from a “new normal” America and a stagnating-at-best Europe. Japan’s

domestic demand, on the other hand, is poised for steadfast recovery and growth

momentum. Why? Because Japan’s labor market is tight and, for the first time in almost a

generation, wages and incomes are starting to rise: employment income rose 0.7% in the

recently released gross domestic product (GDP) statistics for the first positive quarter

in over a year. The same GDP report also showed robust private residential investment,

up 8% annualized, which in turn should feed a rising demand for durable goods in coming

quarters. All said, while export growth remains stuck in its correlation to global

demand, Japan’s domestic demand is set for an endogenous and steadfast recovery. Small

and medium-sized companies as well as the Japanese Financials and Healthcare sectors are

poised to benefit as the most tangible concrete investment beneficiaries, in our view.  

Yes, Abenomics; Yes, Pro-GrowthYes, Abenomics; Yes, Pro-Growth Finally, we remain convinced that the relentless pro-

growth policy bias of Prime Minister Abe and his team is poised to re-assert itself in

the autumn session of Parliament. Moreover, it is becoming increasingly likely that

Abe’s re-election as president of the Liberal Democratic Party (LDP) in September will

be uncontested, i.e., Abe’s grip on power is de facto strengthening. Note here that the
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prime minister is set to travel to New York at the end of September, not only to make a

speech at the annual assembly of the United Nations but also to meet with business

leaders and investors. More importantly, we expect concrete pro-growth policies to be

presented at the October start of the 2015/16 budget deliberations. Among the most

likely pro-growth targets are further cuts in corporate taxes, increased child

allowances and additional support for elder care. Politically, next year’s upper house

election (slated for July) may, in our view, raise the odds of Abe’s ruling party trying

to buy as much feel-good-factor growth insurance as possible. The bottom line is clear:

Pro-growth policy stimulus is poised to re-assert itself starting in late

September/early October. Combine this with reasonable valuations, growing liquidity and

rising visibility of domestic-demand growth, and you may comprehend our steadfast

conviction that this week marked a healthy market correction and the structural multi-

year bull market is poised to continue.     All sources are Bloomberg as of 8/21/15,All sources are Bloomberg as of 8/21/15,

unless otherwise stated.unless otherwise stated.         1Source: Bloomberg, as of 8/21/15. “Japanese

equities” refers to the Tokyo Stock Price Index (TOPIX), and returns are price change in

yen terms.

Important Risks Related to this ArticleImportant Risks Related to this Article

Foreign investing involves special risks, such as risk of loss from currency fluctuation

or political or economic uncertainty.

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 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

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

price levels to determine if certain attributes, such as earnings or dividends, are

cheap or expensive.

LiquidityLiquidity  : The degree to which an asset or security can be bought or sold in the

market without affecting the asset’s price. Liquidity is characterized by a high level

of trading activity. Assets that can be easily bought or sold are known as liquid asset.

TOPIX 500 IndexTOPIX 500 Index  : A capitalization-weighted index designed to measure the performance

of the 500 most liquid stocks with the largest market capitalization that are members of

the TOPIX.

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.

TaperingTapering  : A shift in monetary policy by which the Federal Reserve would begin

decreasing the amount of bonds it purchases.

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.

InflationInflation  : Characterized by rising price levels.

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

across an economy.

CorrelationCorrelation  : Statistical measure of how two sets of returns move in relation to each

other. Correlation coefficients range from -1 to 1. A correlation of 1 means the two

subjects of analysis move in lockstep with each other. A correlation of -1 means the two

subjects of analysis have moved in exactly the opposite direction.

Monetary stimulusMonetary stimulus  : refers to attempts to use monetary policy like lowering interest

rates or quantitative easing to stimulate the economy.

Tokyo Stock Price Index (TOPIX)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.
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