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Fund suitability

This ETF is suitable for investors with a
medium risk appetite seeking exposure to
offshore stocks.

Fees

The fund has a total expense ratio of 0.87%.

Alternative funds

None

“Japanese households
are not used to inflation.
As a result, the
government has applied
populist measures,
including subsidies and
regulatory controls on
energy prices.”
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Equity markets had a challenging 2022
and Japan equities were no exception, as
indicated by the Nikkei 225 Index which
lost 11%. The country removed Covid
restrictions in late 2022, a move which set
a positive tone for 2023 and sent equity

markets higher.
Investment environment

The Nikkei 225 Index is up 9.4% year-to-
date and 30% over the past five years. In
addition, various asset managers such as
Lombard, Schroders and Invesco are

bullish on Japanese equities.

The MSCI Japan Index is trading at a price
to earnings ratio (PE) of 15.6x with a
divided yield of 2.5%, which is better than
the MSCI USA Index’s PE of 20.5x and a
dividend yield of 1.7%.

The Sygnia Itrix MSCI Japan Index ETF
weightings are tilted towards industrials
(22.1%) and consumer discretionary
(18%) with information technology
(13.7%), financials (12%) and healthcare
(9.4%) also strongly represented. The
consumer discretionary sector is poised
for growth after a challenging two years
due to the lockdown restrictions.
Companies in the industrials sector have
set aside significant amounts for capital
expenditure to ramp up automation,
according to Invesco, a move that might
potentially benefit investors over the long

term.

Toyota, the fund'’s largest holding, grew
revenue 18% for the nine months to 31
December 2022. However, operating
profit dropped 17.1% due to rising input
costs as well as supply chain disruptions.

The company expects its operating

income to decrease 19% in FY23. Despite
this, the automaker stuck to its forecast
for the financial year to produce 9.7-
million vehicles this fiscal year due to

strong residual demand.

Japanese households are not used to
inflation. As a result, the government has
applied populist measures, including
subsidies and regulatory controls on
energy prices. In late October 2022, the
government announced that it will spend
$200bn (39tn yen) on an economic
stimulus package to tame inflation and
soften the blow from rising input costs.
The stimulus includes subsidies to cut
household electricity bills by 20% from
January to September 2023. These
measures will curtail Japan’s inflation by
1.2 percentage points, according to the

government.

A panel consisting of about 100 business
executives, academics, key government
councils and union officials has expressed
concern that the BOJ’s policy tool of
managing the yield curve has become
unsustainable and is causing distortion as
well as making the bond market
dysfunctional. The panel advocates for
interest rates to be hiked in line with
economic fundamentals and interest rates
around the globe, as well as to normalise

the country’s bond market.

Prime Minister Fumio Kishida has
signalled the possibility of reviewing the
policy accord, given the public outcry. He
mentioned that the government and the
central bank must discuss their
relationship in guiding economic policy
once he appoints a new central bank

governor in April.
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The downside with the a combination of
extraordinary monetary easing and rapid
expansionary fiscal spending is that it
creates a policy mix that erodes market
trust in the yen. The weaker yen will have
an unintended negative outcome of
increasing inflation due to higher import
prices. In addition, Japan’s debt:GDP ratio
is among the highest in the world, at
263.9% in 2022, according to the ministry

of finance.

This ETF aims to provide investors with
exposure to large and mid-cap segments
of the Japanese market. It is suitable for
risk-tolerant investors who want to

diversify their portfolio outside of SA.

The fund returned 2.7% over the past
year and 11% over the last 10 years. The

underlying index is up 8.9% year-to-date.

This EFT has a portfolio size of R953m,
which implies that it can contend with
market volatility. However, it has a steep
total expense ratio of 0.87% as it is the
only JSE-listed fund that tracks the MSCI

Japan Index.

Investment term of the week: Imported

inflation

Imported inflation is a general and
sustainable price increase due to an
increase in costs of imported products.
This price increase concerns the price of
raw materials and all imported products
or services used by companies in a
country. Imported inflation is also

referred to as cost inflation.

Investment approach and portfolio composition Performance

Index performance to end-January 2023

This ETF aims to provide investors with exposure to large and mid-cap segments of the

Japanese market. It is suitable for risk-tolerant investors who want to diversify their portfolio

outside of SA
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Intellidex Disclaimer:

This research report was issued by Intellidex (Pty) Ltd. Intellidex aims to deliver impartial and objective assessments of securities, companies or other subjects. This document is issued for information

purposes only and is not an offer to purchase or sell investments or related financial instruments. Nor is it a ratings product or ratings advice.

Individuals should undertake their own analysis and/or seek professional advice based on their specific needs before purchasing or selling investments. The information contained in this report is based on

sources that Intellidex believes to be reliable, but Intellidex makes no representations or warranties regarding the completeness, accuracy or reliability of any information, facts, estimates, forecasts or

opinions contained in this document. The information, opinions, estimates, assumptions, target prices and forecasts could change at any time without prior notice. Intellidex is under no obligation to inform

any recipient of this document of any such changes. Intellide, its directors, officers, staff, agents or associates shall have no liability for any loss or damage of any nature arising from the use of this

document.

Remuneration:

The opinions or recommendations contained in this report represent the true views of the analyst(s) responsible for preparing the report. The analyst’s remuneration is not affected by the opinions or

recommendations contained in this report, although his/her remuneration may be affected by the overall quality of their research, feedback from clients and the financial performance of Intellidex (Pty) Ltd.

Intellidex staff may hold positions in financial instruments or derivatives thereof which are discussed in this document. Trades by staff are subject to Intellidex’s code of conduct which can be obtained by

emailing mail@intellidex.co.za. Intellidex may also have, or be seeking to have, a consulting or other professional relationship with the companies mentioned in this report.

Guide to recommendations:

A buy recommendation is made where the target price is 10% above the current price, a sell when it is 10% below the current price, and a hold recommendation when it is within 10% of the current price. The

risk measure is a subjective determination guided by the beta of the share price. We also examine the financial and operating leverage of the business. ©This document is copyrighted by Intellidex (save for
information contained in this document provided by third parties which may be copyrighted to them) and may not be distributed in any form without the express prior written permission of Intellidex.

Analyst declaration:

The research analyst who prepared this report (or a member of his/her household) has no financial interest in the securities, or derivatives thereof, issued by this company.
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