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The message from the current corporate results season is straightforward: Japan’s corporate earnings
power continues to rise. This is due to both higher top-line sales growth as well as positive tailwinds from
the exchange rate. Going forward, corporate guidance remains conservative, which in turn makes further
upward revisions likely over coming quarters. All said, we maintain our call for 25% EPS growth in the
current FY3/2018 (fiscal year ending March 2018), against the 13% now implied by the consensus. If
realised, this implies a TOPIX level of 2,000 as a reasonable target over the coming six months, in my
view.

Specifically, corporate guidance—which is closely followed by Japanese analysts—is still based on the
assumption that sales will rise 3.2% and the exchange rate against the Dollar will average Y110/$. With
this, TOPIX earnings should rise 13.1%. This is conservative because so far this year—which is April to
October, as Japan’s fiscal year starts in April—sales growth has averaged 4.5%, which on its own should
add almost 15% to profits if maintained in the second half of the year.

On FX, the base-line assumption of Y110/$ compares to a realised average of Y111.9/$ so far this fiscal
year. Every Y1 of Yen weakness basically adds back about 1% to profits, thus adding additional momentum
for positive earnings growth surprises from here.

The following matrix aims to pull it all together. It shows the implied fair-value TOPIX level given various
combinations of sales growth and FX assumptions. The current consensus is highlighted in blue—with FX
at Y110/$ and 3% sales growth, the implied EPS should come to 112, which in turn puts today’s TOPIX
on a multiple of 16x earnings. Note that throughout “Abenonmics,” the TOPIX PE fluctuated between 19x
and 13x.

Sources: WisdomTree, Bloomberg, as of 31/10/17.

All said, | maintain my bullish call for Japanese equities: valuations are attractive and positive earnings
momentum is poised to keep going. Japan is not a “value trap.” In my view profits can rise 25% in FY3/2018
which in turn suggest TOPIX at 2,000 is a reasonable fair-value target.

You may also be interested in reading...
+ The coming BOJ pivot to Banks

+ Stable politics—Dynamic economy—Japan Premium
+ Politics re-invented: Abe-Koike rivalry to bring supply-side reforms

+ "Koikenomics" to re-energise "Abenomics"
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Important Risks Related to this Article

Important Information

Marketing communications issued in the European Economic Area (“EEA”): This document has
been issued and approved by WisdomTree Ireland Limited, which is authorised and regulated by the
Central Bank of Ireland.

Marketing communications issued in jurisdictions outside of the EEA: This document has been
issued and approved by WisdomTree UK Limited, which is authorised and regulated by the United Kingdom
Financial Conduct Authority.

WisdomTree Ireland Limited and WisdomTree UK Limited are each referred to as “WisdomTree” (as
applicable). Our Conflicts of Interest Policy and Inventory are available on request.

For professional clients only. The information contained in this document is for your general
information only and is neither an oer for sale nor a solicitation of an oer to buy securities or
shares. This document should not be used as the basis for any investment decision. Investments
may go up or down in value and you may lose some or all of the amount invested. Past performance
is not necessarily a guide to future performance. Any decision to invest should be based on the
information contained in the appropriate prospectus and aer seeking independent investment, tax
and legal advice.

The application of regulations and tax laws can oen lead to a number of dierent interpretations. Any views or
opinions expressed in this communication represent the views of WisdomTree and should not be construed
as regulatory, tax or legal advice. WisdomTree makes no warranty or representation as to the accuracy of
any of the views or opinions expressed in this communication. Any decision to invest should be based on
the information contained in the appropriate prospectus and aer seeking independent investment, tax and
legal advice.

This document is not, and under no circumstances is to be construed as, an advertisement or any other
step in furtherance of a public oering of shares or securities in the United States or any province or territory
thereof. Neither this document nor any copy hereof should be taken, transmitted or distributed (directly or
indirectly) into the United States.

Although WisdomTree endeavours to ensure the accuracy of the content in this document, WisdomTree
does not warrant or guarantee its accuracy or correctness. Where WisdomTree has expressed its own
opinions related to product or market activity, these views may change. Neither WisdomTree, nor any
ailiate, nor any of their respective oicers, directors, partners, or employees accepts any liability whatsoever
for any direct or consequential loss arising from any use of this document or its contents.
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