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This blog post is the third installment of a four-part series that examines the tactical
and strategic case for investing internationally despite a multi-year period of U.S.
equity outperformance.

Since the previous peak in Japanese markets, investors have long hoped for a so-called
“virtuous cycle” to finally take root in Japan. Despite some of the most accommodative c
entral bank policies in the world, Japan has experienced doggedly Tow levels of inflatio
n and even disinflation. with prices forecast to be lower in the future, consumers are
incentivized to forego consumption and dincrease their savings rate. For Japanese
companies, this results in anemic sales growth and a headwind for earnings. This cycle
may be ending now.

Like most other countries in the developed world, Japan has seen the Tingering impacts
of supply chain disruptions result in stubbornly persistent inflation. However, this has
also had the effect of incentivizing consumption today rather than 1in the future. As
economic activity increases, wages are also starting to rise. This combination of rising
wages and consumption creates a positive feedback Toop resulting in a virtuous cycle of
investment, Tabor productivity growth and potentially higher multiples for Japanese
stocks.

Big Catalyst: TSE Reform

For all of the reasons highlighted earlier, the same 1investment cycle also applies to
companies. One of big thorns in the side of global asset allocators was that Japanese
markets perpetually appeared cheap based on common value metrics such as price-to-book
value. Wwith future profits potentially crimped by low growth, many companies hoarded
cash as opposed to reinvesting in their businesses. This resulted in a high percentage
of companies trading at significant discounts to their book value. In response, the
Tokyo Stock Exchange (TSE) sent a public Tletter at the end of January 2023 to listed
companies 1imploring them to take steps to increase their book value per share through
share buybacks, dividend increases and capex investment.

The TSE published a report titled, “Action on Cost of Capital-Conscious Management and
other Requests” at the end of March 2023. This required companies to (a) 1increase
actions that are conscious of returns on equity (ROE) and cost of capital, (b) seek
improvements 1in ROE through investment 1in human capital, capex and business Tine
restructuring, (c) repurchase shares and hike dividends on a continual basis promoting
Tong-term growth and (d) increase dialogue with investors about corporate targets and
strategies for enhancing returns.

According to IJPMorgan, at the time of the announcement in January, there were 922
companies trading below book value. Since then, 308 of these companies have announced
share buybacks or dividend increases. It is also forecasted that many other companies
such as banks may be poised to do more on this front once the turbulence from the U.S.
regional banking crisis moves further out of memory. While many investors may fear that
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they have in effect “missed the trade,” we believe this may be the start of a multi-year
process that starts to see fundamental changes to Japanese company fundamentals and
multiples.

Looking under the Hood

As we show in the table below, one of the single biggest drivers of returns over the
Tast year has been this focus on shareholder yield: -dincreasing dividends and share
buybacks.

1-Year Attribution: WisdomTree Japan Hedged Equity Index vs. MSCI Japan Local
Index

over this period, companies ranking in the top quintile based on shareholder yield have
outperformed companies in the bottom quintile by nearly 40%! Additionally, WisdomTree’s
approach, which focuses on exporters and dividend payers, showed even more value versus
a market cap-weighted approach.

while 3Japan has experienced periods of false dawns in the past, we believe that we are
still in the early 1innings of a meaningful shift in Japanese corporate behavior that
focuses on shareholder returns. After being challenged publicly by TSE officials, many
companies have already responded. As profits continue to increase as part of a virtuous
cycle of growth in Japan, we believe an even more meaningful shift may soon occur. For
investors seeking targeted exposure, we believe the wisdomTree Japan Hedged Equity Fund
(DX3) may be poised to benefit from these trends.

For access to the complete developed international market insight, click here.

Important Risks Related to this Article

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 in Japan that can adversely affect
performance. Investments in currency involve additional special risks, such as credit
risk, interest rate fluctuations and derivative 1investments, 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.

For the top 10 holdings of DXJ please visit the Fund's fund detail page at https://www.w
isdomtree.com/investments/etfs/equity/dxj

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 Blogs
+ Thinking International: Sector Exposures Complement (and Complete) the Economic Cycle
+ Thinking International: Return Relationships that Bolster Long-Term Performance

Related Funds
+ WisdomTree Japan Hedged Equity Fund
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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

central bank : Refers to the the monetary authority of any country.

Inflation : Characterized by rising price levels.

Disinflation : Term used to describe dinstances of slowing inflation, different from
deflation in that price levels are still increasing overall, just at a slower rate.

Price-to-book ratio : share price divided by book value per share. Lower numbers
indicate an ability to access greater amounts of earnings per dollar invested.

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

positively impact the share price.

Return on Equity (ROE) : Measures a corporation’s profitability by revealing how much
profit a company generates with the money shareholders have invested.

Weighted average cost of capital (WACC) : The average rate that a business pays to

finance its assets. It 1is calculated by averaging the rate of all of the company's
sources of capital (both debt and equity), weighted by the proportion of each component.
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