WISDOMTREE BLOG

2024 Japan Dividend Rebalance

Published November 22, 2024

Hyun Kang
Research Analyst

Key Takeaways

« After the Bank of Japan’s surprise rate hike in July 2024, the MSCI Japan Index faced significant
volatility but rebounded to post a 12.4% year-to-date return as of September 30, 2024, underscoring
the resilience of Japanese equities.

*  WisdomTree's Japan Indexes outperformed their benchmarks over five years while maintaining higher
dividend yields, reflecting the strength of dividend-paying Japanese stocks amid macroeconomic
shifts.

e The October 2024 rebalances of WisdomTree’s Japan Indexes optimized sector allocations and
fundamentals, enhancing metrics like price-to-earnings ratios and return on equity, positioning these
Funds for continued performance.

Listen to the blog post below:

After its July meeting, the Bank of Japan unexpectedly hiked interest rates to 0.25%—the highest since
2008. The response was dramatic, as the MSCI Japan Index dropped 13.6% between August 1 and August
5. However, markets soon recovered, and the Index returned 12.4% for the year to September 30, 2024,
as shown in figure 1.

Figure 1: MSCI Japan Index Year-to-Date Return
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Sources WisdomTree, MSCI. Data, 12/31/23-9/30/24. Past performance is not indicative of future results.
You cannot invest directly in an index.

The WisdomTree Japan family of Indexes underwent their annual reconstitutions in October. These Indexes
are tracked by:

e The WisdomTree Japan Hedged Equity Fund (DXJ), which seeks to provide exposure to dividend-pay-
ing Japanese securities while mitigating the effects of exchange rate fluctuations

e The WisdomTree Japan SmallCap Dividend Fund (DFJ), which seeks to provide exposure to divi-
dend-paying small-cap Japanese securities

e The WisdomTree Japan Hedged SmallCap Equity Fund (DXJS), which is the hedged counterpart of
DFJ

Figure 2 shows us that these Indexes have historically had greater dividend yields compared to their
respective benchmarks.

Figure 2: Dividend Yields
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Sources: WisdomTree, MSCI, FactSet. Data, 9/30/19-9/30/24. Past performance is not indicative of future
results. You cannot invest directly in an index.

The WisdomTree Japan Hedged Equity Index, the WisdomTree Japan Hedged SmallCap Equity Index and
the WisdomTree Japan SmallCap Dividend Index, tracked by DXJ, DXJS and DFJ, respectively, have also
outperformed their respective benchmarks over the past five years as seen in figures 3 and 4.

Figure 3: WisdomTree Japan Hedged Equity Index Performance
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Figure 4: WisdomTree Japan SmallCap Dividend and Hedged Equity
Index Performance
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Though the rate hike caused a sharp spike in the JPY/USD exchange rate, the yen eventually weakened,
and Japanese exporters benefitted again from rates settling down. DXJ's Index, which tracks only
companies that generate less than 80% of their revenues domestically, captured these gains year-to-date.

As we can see in figure 5, export-focused companies saw greater returns than did companies that
generate more revenues domestically. DXJ's Index has a 100% allocation to export-focused companies
and outperformed the broad MSCI Japan Index during this period.

Figure 5: Year-to-Date Geographic Revenue Attribution

Attribution Components Average Category Weight Category Performance
Category
. Stock Total Index Benchmark WT Index |Benchmark
Allocation : s : : +-Wgt

Selection Attribution | Weight Weight Return Return

Export Focus 0.39% 3.88% 0.8454 £.11% 100.00% 82.40% 17.60% 20.67% 15.91%%

Domestic Focus 1.579% - - 1.57% - 17.59% -17.59% - T.34%4

Total 1.96% 3.88% 0.84% 6.68% - - - 20.67% 13.99%

Sources: WisdomTree, MSCI, FactSet. Data, 12/31/23-9/30/24. Past performance is not indicative of future
results. You cannot invest directly in an index.
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Rebalance Overview

Following its rebalance, DXJ's Index slightly increased its allocations to the Consumer Discretionary,
Health Care and Information Technology sectors, which is shown in figure 6. It decreased its allocations
to other sectors except for Real Estate, in which it maintained a zero weight.

Figure 6: Sector Changes, WisdomTree Japan Equity Index
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Sources: WisdomTree, MSCI, FactSet, as of 9/30/24. You cannot invest directly in an index.

In the case of DFJ's and DXJS's Indexes, which have identical compositions, allocations to the Consumer
Discretionary and Consumer Staples sectors increased, while allocations to the Industrials and Information
Technology sectors decreased. We see this illustrated in figure 7.

Figure 7: Sector Changes, WisdomTree Japan SmallCap Equity In-
dex/WisdomTree Japan SmallCap Dividend Index
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Sources: WisdomTree, MSCI, FactSet, as of 9/30/24. You cannot invest directly in an index.

Following their rebalances, each Index saw improvements in its price-to-earnings ratio, dividend vyield,
return on assets and return on equities as indicated in figure 8.

Figure 8: Fundamentals Changes

Related WisdomTree

Dividend Yield
ETF

Pre-Rebalance 2.67% 12.52% 1.57% 9.29%

Post-Rebalance 2.72% 11.69x 1.77% 9.51%
Pre-Rebalance 2.98% 11.61x 1.52% 3.16%

DXJS/DFJ
Post-Rebalance 3.10% 10.87x 1.73% 8.52%

Sources: WisdomTree, FactSet, as of 9/30/24. Past performance is not indicative of future results. You
cannot invest directly in an index.

Figure 9: Performance
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Cumulative Returns Average Annual Total Returns

Inception | Expense | 30-Day o Since 1- 3- 5- 10- Since
Date Ratio |SEC Yield Inception| Year | Year | Year | Year |Inception

WisdomTree Japan
DXJ Hedged Equity Fund 6/16/06 0.58% 2.06% -1.35% -5.59% 2047% 25222% 22.78% 22.18% 1941% 1148% T7.13%
(NAV)

WisdomTree Japan
DFJ SmallCap Dividend Fund  6/16/06 0.58% 2.14% 1.72% 8.30% 8.96% 12522% 19.19% 4.19% 6.05% 6.83% 4.56%
{NAV)

WisdomTree Japan
DXJS Hedged SmallCap Equity  6/28/13 0.58% 220% 0.34% -2.32% 1461% 25899% 2054% 17.36% 14.79% 11.43% 12.02%
Fund (NAV)

Source: WisdomTree, as of 9/30/24. NAV denotes total return performance at net asset value. 30-Day
SEC Yield = The yield figure reflects the dividends and interest earned during the period, after deduction
of the Fund’s expenses. This is also referred to as the “standardized yield". Past performance is not
indicative of future results. Investment return and principal value of an investment will fluctuate
so that an investor’s shares, when redeemed, may be worth more or less than their original cost.
Current performance may be lower or higher than the performance data quoted. For the most
recent month-end and standardized performances and to download the Fund’s prospectus, click
the ticker: DXJ, DFJ, DXJS.
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Important Risks Related to this Article

There are risks associated with investing, including the possible loss of principal. Foreign investing involves
special risks, such as risk of loss from currency fluctuation or political or economic uncertainty. Please read
the Fund’s prospectus for specific details regarding the Fund'’s risk profile.

DXJ: The Fund focuses its investments in Japan, thereby increasing the impact of events and develop-
ments in Japan that can adversely affect performance. Investments in currency involve additional special
risks, such as credit risk, interest rate fluctuations, derivative investments which can be volatile and may be
less liquid 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.

DFJ: Funds focusing their investments on smaller companies or certain sectors increase their vulnerability
to any single economic or regulatory development. The Fund focuses its investments in Japan, thereby
increasing the impact of events and developments in Japan that can adversely affect performance. This
may result in greater share price volatility.

DXJS: Funds focusing their investments on certain sectors and/or smaller companies increase their vul-
nerability to any single economic or regulatory development. This may result in greater share price volatility.
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, derivative investments which can be volatile and may be less
liquid 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.
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