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It is widely known that Japanese equities have an inverse relationship to the

performance of the Yen. Namely:

When the Yen is appreciating, Japan’s stocks face a stiff headwind and tend not to

deliver their strongest returns

When the Yen is depreciating, Japan’s stocks tend to find themselves in a much more

favourable environment and have delivered much stronger performance

When we look thus far at 2018, data from Japan’s Ministry of Finance has indicated that

more than $30 billion dollars has left Japanese equities from foreign investors1.

Clearly, foreign investors haven’t been happy with Japan as an allocation, and a

probable factor in contributing to this activity is that people have seen the headline

number for the Japanese Yen/US Dollar exchange rate touching below 105—quite a strong

level!

 

Warning: Yen does not move in a single direction

 

While foreign investors would clearly prefer to see the Yen/US Dollar exchange rate

touching levels above 110 and moving towards 120, we caution them to not forget about

Japan just because the yen is on the stronger end of its trading range. Markets can move

quickly, and during bouts of yen weakness, Japanese equities can be interesting tactical

trading ideas.

 

Example: 23 March 2018 to 20 April 2018 saw a 2.71% Yen depreciation—What did

the equities do?
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Source: Bloomberg.

Past performance is not indicative of future results. You cannot invest directly

in an Index.

 

Clearly, Japan’s equities reacted well to the downward movement in the yen. 

The WisdomTree Japan Hedged Equity Index focuses its approach on exporters—this

would lead us to expect that it should respond more strongly to the Yen’s moves. We

see here—admittedly over a short-term period—that this was the case relative to the

broader MSCI Japan Index. 

Key Relationships: The Yen & the US 10-year treasury note interest rates

 

Source: Bloomberg.

Past performance is not indicative of future results. You cannot invest directly

in an Index.

 

On the left side, we can see the clear relationship between a weakening Yen against

the US Dollar and the performance of the WisdomTree Japan Hedged Equity Index. This

is highly related to our first chart—it just shows a way to look at the relationship

from a more “across time” or “correlation” perspective

On the right side, we can see that there is also a relationship between the

WisdomTree Japan Hedged Equity Index and the level of the US 10-year treasury note.

Historically, we’ve seen a positive correlation between a rising US 10-year and the

performance of the WisdomTree Index shown here—and with the 10-year getting very

close to 3%, it is important to bring this relationship back out to the forefront.

In 2018, the Yen had been one of the strongest performing currencies, despite the rise
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in the 10-year.  In late April, the yen started coming under more pressure that

coincides more in sync with the rise in US vs Japan yield differentials. 

 

We’d point out that from a pure equity valuation perspective, we find Japan one of more

attractive markets globally. This starts with the compensation one takes to own equities

over safer assets like bonds. The earnings yield ‘risk premium’ over Japanese bond

yields is among the highest globally—given a 10-year Japanese government bond yield that

is anchored near zero and an earnings yield, on WisdomTree’s index that is almost 7.8%. 

The comparable ratio for the S&P 500 Index is below 2%  given a trailing 12-month PE

ratio that is over 20x and a 10-year bond yield that is approaching 3%. 

 

Japan’s equities look extremely attractive relative to government bonds

 

Source: Bloomberg. Data is as of 20 Apr. 2018. 10-Year Government bond yield for the Japan-focused equity Indexes is the 10-Year

Japanese Government Bond. For the S&P 500 Index, this refers to the 10-Year U.S. Treasury Note.

Past performance is not indicative of future results. You cannot invest directly

in an Index.

 

 

 

 If tensions over global trade recede, North Korea risk also seems to fade, Japanese

equities seemed poised for recovery. 

 

1 Sources: Bloomberg, Japan Ministry of Finance, based on data with 1 week lag in reporting, current as of 13 April 2018. 

 

You may also be interested in reading:

 

+ More Bank of Japan board dissent to raise credibility -- De-syncing from the Fed

cycle  

+ Sayonara Abenomics? Not so fast

+ All Eyes on the BOJ: From Down-Cycle Risks to Stimulus Action?

 

Related products

+ WisdomTree Japan Equity UCITS ETF - USD Hedged

+ WisdomTree Japan Equity UCITS ETF - CHF Hedged Acc

+ WisdomTree Japan Equity UCITS ETF - EUR Hedged Acc

+ WisdomTree Japan Equity UCITS ETF - GBP Hedged

+ WisdomTree Japan Equity UCITS ETF - JPY Acc

View the online version of this article here.
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https://wisdomtree.eu/~/link.aspx?_id=7F572F04124A4BF8B7C5CB6904998932&_z=z
https://wisdomtree.eu/~/link.aspx?_id=50C697F77E564940B29EFD5DCF5E10A7&_z=z
https://wisdomtree.eu/~/link.aspx?_id=2E3D3378B9D64F069D4EEF9582371C14&_z=z
https://wisdomtree.eu/~/link.aspx?_id=20179F95230D4AE89BA4B0DAB6B57D63&_z=z
https://wisdomtree.eu/~/link.aspx?_id=134CD73FA2B4452D90F729EEBFB762A6&_z=z
https://wisdomtree.eu/~/link.aspx?_id=5B3413076DA841AAABF1DF3E868CB747&_z=z
https://wisdomtree.eu/~/link.aspx?_id=375DA8AF60654703832D2A43A92F70AD&_z=z
https://www.wisdomtree.eu/en-gb/blog/2018-05-02/during-yen-weakness-dont-forget-about-japanese-exporters


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 offer for sale nor a           

solicitation of an offer 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 after          

seeking independent investment, tax and legal advice. 

The application of regulations and tax laws can often lead to a number of            

different 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 after 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 offering 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 affiliate, nor any of their respective officers,

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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