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Once a year, WisdomTree conducts a rebalance of its dividend-weighted stock indices which adjusts
positions based on changes in relative valuations. We measure these relative valuations by examining
stock price movements versus fundamentals in international markets. The primary variable we are utilising
in our broad-based index strategies is a company’s Dividend Stream®.

At this year’s May rebalance, we noticed how Japan is leading the international markets in terms of
underlying dividend growth. Looking across regional indices, whether looking at the trailing three-year or
trailing five-year changes in dividends, Japan1 stands out from broad international indexes like MSCI EAFE
or MSCI Europe. The five-year numbers come in at almost double digits—very close to the US markets,
while for the latest three years, Japan actually came out with a dividend growth figure higher than the US.
On a longer-term perspective, over the last 10 years—and that is a period that includes the financial crisis
that caused dividend levels to sink across the globe—Eurozone regional indices still show lower overall
dividends in 2017 than they did in 2007, but the three-year dividend growth shows a meaningful pickup
recently.
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Source: WisdomTree, MSCI, as of 6/30/17. Dividend growth is calculated in local terms. Past performance
is not indicative of future results. You cannot invest directly in an index.
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This year’s rebalance in the Japan index family did not result in large portfolio allocation shifts. From a
sector perspective, Consumer Staples and Consumer Discretionary were two sectors that saw increases
in weight, and Industrials and Materials saw the biggest two reductions in weight. In a way, this makes the
Index modestly more defensive in nature due to historically lower betas of Consumer Staples companies,
but this was only a modest change.

Click to enlarge

Source: WisdomTree. Pre-rebalance data as of 16/06/17. Post-rebalance data as of 19/06/17. Past
performance is not indicative of future results.

From a valuation perspective, the WisdomTree Japan Hedged Equity Index was already among the lowest
priced indices that WisdomTree calculates for developed world exposure—and the index rebalance did
not change those statistics noticeably. The price-to-earnings (P/E) ratio before and after was right around
13x earnings, and the dividend yield was 2.5%. Interestingly, that is approximately 25% higher than the
~2%2 dividend yield on the S&P 500, and we saw dividend growth levels for Japan rivaling the increases
in dividends we see in the US.

Given lower returns on equity (ROE) in Japan—>but a renewed focus on improving these ROE metrics—and
high cash on the balance sheets among corporate Japan, it is our expectation that Japanese equities still
have room to increase dividends and buybacks at a pace that rivals or can beat the US.

Valuations Multiples
Click to enlarge
Source: WisdomTree. Pre-rebalance data as of 16/06/17. Post-rebalance data as of 19/06/17.

The combination of attractive valuations—the lowest P/E ratios in the developed world regions and Indices
that WisdomTree covers—along with dividend growth among the highest levels makes for a very positive
dynamic and continues to suggest over-weight allocations to Japan.

Related articles:

+ Japan's pro-growth agenda—how "Abe-ism" will re-ignite "Abenomics"
+ Homegrown strength: Japan's CAPEX cycle accelerates

+ Japan outlook—Show me the money

+ Pivot to the Pacific? Is it “risk on” Asia?

1Referencing the dividends of the MSCI Japan Index.

2 Y Charts: https://ycharts.com/companies/SPY/dividend_yield

Unless otherwise noted, data source is Bloomberg, as of 30 June 2017.
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+ WisdomTree Japan Equity UCITS ETF - USD Hedged (DXJ)
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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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