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Figure 7: Fuel Imports (as % Merchandise Imports)

Figure 8: Purchasing Power Parity9  (PPP) Over/Undervaluation vs. U.S. Dollar

Source: World Bank, 2018.

Additionally, at ¥109 to the dollar, the yen is one of the more competitive currencies in the developed world 
(Figure 8). For an export-focused economy, being 17.4% cheap to the U.S. dollar is a considerable advantage.

Source: Bloomberg, WisdomTree, as of 6/3/20, using an average of CPI-based and PPI-based PPP (Jan. 1982–June 2000 average values) and OECD Purchasing Power 
Parity. Past performance is not indicative of future results.

40%

0%

5%

10%

20%

30%

15%

25%

35%

China
World

Mid East &
 N Afric

a

Unite
d States

LatAm & Carib
.

South Afric
a

South Korea
Japan

India

European Union

Russi
an Federatio

n

Unite
d Kingdom

Canada

0.9%

8.1%
11.5%

18.6%

9.7%

13.4%

9.3%
12.1%

23.3%

10.5%

17.5%

35.3%

27.3%

Oil Producers Oil Consumers

20%

-30%

5%

0%

-5%

10%

-10%

-20%

-25%

15%

-15%

NZD DKKCHF EUR JPYNOK CADAUD GBP SEK

11.3% 10.8%
8.5%

2.2%

-3.6%

-11.1% -12.2%-11.7%

-17.4%

-24.0%

9	 Purchasing power parity: An economic theory that compares different countries' currencies through a "basket of goods" approach.
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THE NUMBER TWO THAT OFTEN GETS A ZERO

The largest component country of the MSCI All Country World Index10 (ACWI) is the U.S., at 58% as of May 31, 2020. U.S. 
stocks have outperformed the rest of the world for so long that Japan is way down the list at 7% of global equities, 
even though its stock market is the second largest on the planet.

Time and again we speak with investors who have zero or minimal exposure to Japan. For example, a portfolio that 
holds 80% in an S&P 500 tracker ETF, 10% in one for the MSCI EAFE Index and the remaining 10% in an MSCI Emerging 
Markets tracker will end up with just 2.6% of its capital in Japan.

Again, that is 2.6% in the world’s second-largest stock market.

The catalysts for Japanese equity performance are numerous:

+	 Japanese dividends are equal to or higher than U.S. dividends, depending on the index

+	 Due to more fortified balance sheets, Japan’s dividends may be more secure

+	 The Street is pricing in considerably lower Covid-19-related dividend cuts in Japan than in the U.S.

+	 Japan trades at a considerable discount to the U.S. on price-to-tangible book value

+	 Shareholder activism and pressure to boost return on equity could be on the docket, in sharp contrast to the anti-trust 
push that is becoming popular in the U.S.

+	 Collapsed oil prices are a boon to oil-dependent importers, and Japan is among the most reliant on external supplies

+	 At ¥109, the yen is competitive against the U.S. dollar, having weakened from as much as ¥75 to the dollar a decade ago

We have Japan ETFs in both currency-hedged and unhedged forms.

The big one is the WisdomTree Japan Hedged Equity Fund (DXJ), which takes the yen out. It focuses on export-
oriented firms, with holdings weighted by each company’s quantity of dividends as a proportion of the total pie.

The unhedged one is the WisdomTree Japan Small Cap Dividend Fund (DFJ). It has historically been characterized 
by low volatility due to the inverse relationship between the stock market and the yen (when stocks have gone down, 
the yen often has gone up, buffering losses).

The dividend yields on their underlying indexes are 3.2% (DXJ) and 2.8% (DFJ).

10	 MSCI All Country World Index: A broad global equity benchmark that represents large and mid-cap equity performance across 23 developed and 
emerging markets countries.




