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March 31 marks the end of Japan’s fiscal year, making it a very important point from which to gauge how
Japanese stocks are behaving and, ultimately, whether Abenomics is having any real impact. Firms Very
Focused on Raising Return-on-Equity (ROE) During the 15 years of deflation from 1998 to 2013, Japan
became known for being a very low return-on-equity market compared to other global options such as the
U.S. or Europe. Firms simply hoarded cash on their balance sheets. In early 2014, the inception of the
JPX-Nikkei 400 provided a catalyst for an important change in behaviour, because the measure of ROE
(specifically averaged over the past three years) was a key metric for inclusion. Almost overnight, hoarding
cash went from being the accepted practice to a reason corporate management teams could face negative
attention by not having a high enough ROE to gain inclusion in the JPX-Nikkei 400, and no corporate
manager in Japan wants such a stigma attached to their firm. FANUC Exemplifies a Shareholder Return
Policy One of the first Japanese companies to report earnings for the period ending March 31, 2015,
FANUC announced an innovative shareholder return policy. The company had ¥991.2 billion ($8.25 billion)
in cash on hand, a figure that had increased 20% from the prior year. FANUC has a 50% global market
share of numerical control devices and an operating profit margin of 40%[1].

Source: Keita Sekiguchi, “In About-Face, FANUC Turns Friendly to Shareholders,” Nikkei Asian Review,
4/30/15

Payout Ratio from 30% to 60%: As FANUC doubled its dividend payout ratio, from 30% to 60%, its
dividend went from ¥170.06 per share to ¥636.62 per share—a big jump. This means that the company
believes it can sustain paying out more than half its profits to shareholders on an ongoing basis, which is
a very significant move. As of May 1, 2015, the aggregate dividend payout ratio for the Tokyo Stock Price
Index (TOPIX) was only about 27%, meaning that FANUC is making a strong statement.

Combining with a Flexible Buyback Plan: FANUC didn&rsgrsquo;t stop with the dividend policy; the
company also announced a flexible share buyback program. The way it's written allows for FANUC to
purchase greater amounts of its shares as it attains greater and greater profitability.

Ongoing Commitment to Shareholders Is New for Japan

These kinds of corporate shifts are what we find most exciting in Japan. FANUC's example is made even
more powerful given its ongoing commitment to shareholder returns rather than a single dividend raise or
buyback. Specifically, the five-year average total return ratio, meaning the ratio of combined dividend and
share buybacks, over the total amount of consolidated net profit over a five-year period, is aimed at not
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exceeding 80%. If FANUC is more profitable, shareholders should expect greater dividends and buybacks
with this policy, just as they should expect less if FANUC is less profitable. What'’s telling is that the firm
considers that the 20% of net income retained from this policy is still more than enough to represent
substantial future investment[1].

Corporate Reform Isn’t Only about Dividends and Buybacks

The concluding point that we'd like to make is that although the focus on shareholder returns such as
dividend and buyback increases has been an important catalyst and gets a lot of attention, it's not the only
part of the picture. Firms are also increasingly looking to appoint more outside directors to their boards, as
part of a government-led initiative to improve corporate governance. FANUC proceeded in that direction
as well, having appointed at least two independent board members to the company’s board[2]. We take
this as another positive sign that Japan Inc. is moving in the right direction for shareholders.

Investors sharing this sentiment may consider the following UCITS ETF:
WisdomTree Japan Equity UCITS ETF — USD Hedged (DXJ)

[1] Source: Keita Sekiguchi, “In About-Face, FANUC Turns Friendly to Shareholders,” Nikkei Asian Review,
4/30/15

[2] Source: Japan Exchange Group JPX-Nikkei 400 Methodology All data is sourced from WisdomTree
Europe and Bloomberg, unless otherwise stated.
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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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