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The start of 2014 was a challenging time for the Japanese equity markets. Growth expectations for the U.S. were revised

down, causing U.S. interest rates to fall and the Japanese yen to rally.1 Japanese equity markets were one of the worst

performers globally for much of the first four months of the year.2 This can be partly attributed to the strengthening yen
and the persistence of negative correlation between equities and the yen. But recently things started to perk up. The yen

weakened from 102 to above 109.3 Japanese equities have clawed back their earlier losses in 2014, with the TOPIX
actually breaking through its December 31, 2013, highs. With all this change, what should we expect from the Japanese
markets going forward? I recently spent time in Tokyo and want to share my observations from the trip. I attended two
Japanese investment conferences, the Mizuho Japan Investment Forum and the Bank of America Merrill Lynch Japan
Conference. I also met with a representative from the Bank of Japan’s market intelligence group and heard the head of
its statistics department present at the Mizuho conference. I met with some of Japan’s top investment strategists: Jesper
Koll of J.P. Morgan, Masatoshi Kikuchi from Mizuho and Nicholas Smith of Credit Lyonnais Securities Asia (CLSA). I have
shared insights from those conversations to help frame the opportunity represented by Japan. Some bottom-line
takeaways from these conversations, fleshed out in much more detail in our full report: 1) Consumption Tax Hike
Impact: Economically, everyone is focused on the 5% to 8% rise in the consumption tax that occurred this year, and the
raging debate surrounds the issue of whether Japanese prime minister Shinzo Abe and his government will raise it from
8% to 10% as planned later this year. It is a close call, but I expect the hike will go through, and the conversations we
profiled in the piece shed some light on this thinking.   2) More Bank of Japan (BOJ) Action: One of the disappointing
factors for the equity markets earlier this year was that the BOJ was sanguine about the economy and did not undertake
additional monetary policy accommodation. Many believed the BOJ would take further action to support the economy
given that it had just instituted the first consumption tax hike. Despite this inaction, I believe there is scope for the BOJ to
expand its purchases of exchange-traded funds (ETFs) meaningfully. However, it may not expand the purchases of
Japanese government bonds (JGB) significantly. This is because the JGB yields have compressed even more than I think
the BOJ believes is warranted.   3) Improving Corporate Fundamentals and Valuations: As we have discussed in
numerous research pieces, Japan’s profits have been increasing steadily and valuations are getting less expensive. Abe’s
policies, commonly referred to as Abenomics, are focused on increasing corporate profitability, and a number of forces
even outside of government initiatives are accelerating these trends. I see Japan as having some of the best prospects for
equity markets over the next five to six years heading into the Tokyo Olympics in 2020.   4) Abenomics and the Growth
Strategy Is a Marathon—Not a Sprint: Abe’s policies are on track with meaningful reform that ought to support the
economy and asset markets.   We want to thank the participants in our roundtable for the great discussion with them and
hope you enjoy the conversations as much as we did. To read our full Japan Strategist Roundtable, please click here.      

  1Source: Bloomberg, 12/31/13 to 8/31/14. U.S. interest rates refer to the 10-Year U.S. Treasury note. 2Source:

Bloomberg, 12/31/13 to 4/30/14. Refers to TOPIX. 3Source: Bloomberg, 8/8/14 to 9/19/14. The levels refer to the spot
exchange rate between the yen and the U.S. dollar.
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Information provided herein should not be considered tax advice. Investors seeking tax advice should consult an
independent tax advisor. Investments focused in Japan are increasing the impact of events and developments associated
with the region, which can adversely affect performance. Investments in currency involve additional special risks, such as
credit risk and interest rate fluctuations.
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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

Correlation  : 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.

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.

Consumption tax  : Tax applied to spending on goods and services.

Fundamentals  : Attributes related to a company’s actual operations and production as opposed to changes in share
price.

Abenomics  : Series of policies enacted after the election of Japanese Prime Minister Shinzo Abe on December 16, 2012
aimed at stimulating Japan’s economic growth.
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