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WisdomTree has compiled a Japan Strategist roundtable—a compilation of views from three top Japan investment
strategists. In separate one-on-one interviews, we asked these strategists to share their views on Japan’s equity markets,
the economy, government initiatives and the currency, and published our full discussion here. The strategists for our
Roundtable included: 1) Naoki Kamiyama – Head of Japan Equity Strategy at Bank of America Merrill Lynch 2)
Masatoshi Kikuchi – Pan Asia Chief Equity Strategist at Mizuho Securities Equity Research 3) Jesper Koll – Director of
Japan Equity Research at J.P. Morgan Japan In this introductory blog, we highlight some of the bottom line takeaways
and encourage you to read more to get the detailed takes. WisdomTree notes that forecasts and estimates have certain
inherent limitations and may not actually come to pass. We’ll continue with this blog series to highlight major topics of
discussion. Let’s start with the strategists’ ultimate bottom lines—the shorter-term outlook for the markets. The
most optimistic of the three strategists was Jesper Koll. Jesper believes we are in a structural bull market for risk
assets, with a target for the TOPIX of 1,600 in the next 12 to 15 months (current levels are below 1,200). One of
his main reasons: He is above consensus on his earnings outlook. Why? Jesper Koll: Margins are currently 4.1%.
Over the last decade, the high has been 5.1%, and I think that it’s very likely that margins will go back up to at least 5.1%.
You are in a sweet spot with a beneﬁt of higher productivity and cyclical pickup in output. Secondly, note that the capital
stock for the listed companies has actually fallen by about 7% over the last three years. So, ﬁxed cost gearing has
improved tremendously. You think that consensus earnings catch up with your view and that’s a driver for 2014
markets? Jesper Koll: Yes, this time last year, Japan was still undiscovered. People were still looking in the rearview
mirror and saying, “Oh, well. It’s just a one-day wonder.” By now, every manager has been to Japan, has visited
companies, and I think that certainly the global investment community now basically is afraid of being short Japan. While
investment is rising, it’s still underinvested. The naysayers say, on a risk-adjusted basis, the cost of engaging in Japan is
just very high. Look at it in U.S. dollar terms. The Nikkei was up about 25% last year, with a volatility of just slightly above
20%, while the S&P was up just shy of 30% with a volatility of about half of what Japan delivered. The reason for the
volatility is the fact that you’ve got no engagement from the domestic institutional investor. Japan is like an emerging
market in the sense that you’ve got global speculators playing against local retail investors while the domestic
institutional investors basically are sitting back. Masatoshi Kikuchi was more conservative in his outlook based on
the strong past gains of 2013. Masatoshi Kikuchi: Last year, the Nikkei 225 went up more than 50%. After a sharp
rally, my research shows the following years tend be more modest. Therefore, I expect more modest returns this year.
There were two exceptions when the stock market was strong in two or three consecutive years. First in 1951, an
exceptional year because there was a Korean War and special demand for the Korean War. The second exception was
1958 to 1960. At that time, it was a great economic expansion era to our 1964 Tokyo Olympics, where the stock market
rallied for three consecutive years. This second exception period—1958–1960—has been compared by some to the
current period. We have the 2020 Tokyo Olympics, therefore we have big spending or capital expenditures for six years
before the Olympics takes place in 2020. Some of the bullish people say the same thing could happen now. But I think
economic conditions are still quite different from the 1960s. Japanese economic growth rates were over 10%, but now
it’s just 1% or 2%. Therefore, my conclusion is that this year stock market returns will be more modest after very strong
performance last year. And from Naoki Kamiyama on his outlook for the market: Naoki Kamiyama: My year-end
target for the TOPIX is 1,420, so I think there is about a 19% upside potential from levels on February 4, 2014. Earnings
(EPS) growth is expected to be a little less than 10%—because of a consumption tax hike [from 5% to 8%] in April, I am
conservative on EPS. I think we get some P/E expansion, mostly from global expectations of a recovery—not only from
Abenomics, but a global economic recovery. Japan is outperforming other markets because its rate of change in EPS is
higher than other markets and it has a higher sensitivity to the global economic recovery. WisdomTree notes that
forecasts and estimates have certain inherent limitations and may not actually come to pass. How does the yen factor
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into your estimates? Naoki Kamiyama: Our year-end forecast for the yen/dollar exchange rate is 108. I used a
conservative forecast in coming up with EPS—I used 105 yen/dollar as average of the year. In my main scenario for the
markets, I expect market conﬁdence in the global recovery; especially the U.S. will improve. The last U.S. employment
report was not great, but I have stronger conﬁdence in the U.S. recovery. I think the yen will be weaker in the ﬁrst half,
and the market will be led by exporters. I have a bear scenario, where the yen trades down to 95, and that would be a
scenario if the U.S. recovery was weaker than expected and market participants were less conﬁdent in a global recovery
—and things would go back to the original position before Abenomics started around 95 yen/dollar. We will continue
to highlight sections of the Japan Strategist roundtable in a series of blog posts, but to see our full strategist
roundtable, please click here.
Importan t Risks Re late d to th is Article

Foreign investing involves special risks, such as risk of loss from currency ﬂuctuation or political or economic uncertainty.
Investments focused in Japan are increasing the impact of events and developments associated with the region, which
can adversely affect performance. Investments focusing on certain sectors and/or smaller companies increase their
vulnerability to any single economic or regulatory development. This may result in greater share price volatility. Fixed
income investments are subject to interest rate risk; their value will normally decline as interest rates rise. Fixed income
investments are also subject to credit risk, the risk that the issuer of a bond will fail to pay interest and principal in a
timely manner, or that negative perceptions of the issuer’s ability to make such payments will cause the price of that
bond to decline. Information provided herein should not be considered tax advice. Investors seeking tax advice should
consult an independent tax advisor. ALPS Distributors, Inc., is not afﬁliated with BofA Merrill Lynch, Mizuho Securities, or
J.P. Morgan Unless expressly stated otherwise the opinions, interpretations or ﬁndings expressed herein do not
necessarily represent the views of WisdomTree or any of its affiliates.
For more investing insights, check out our Economic & Market Outlook
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Margins : Focused on issues impacting the overall economic landscape as opposed to those only impacting individual
companies.
Nikkei 225 Stock Average Index : A price-weighted average of 225 top-rated Japanese companies listed in the First
Section of the Tokyo Stock Exchange.
Volatility : A measure of the dispersion of actual returns around a particular average level.&nbsp.
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.
Capital expenditures : Spending by a company typically made to enhance longer-term productive capacity.
Earnings per share : Total earnings divided by the number of shares outstanding. Measured as a percentage change as
of the annual Index screening date compared to the prior 12 months. Higher values indicate greater growth orientation.
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.
Bear market : A sustained downturn in market prices, increasing the chances of negative portfolio returns.
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