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How “Structure Matters” in investing in ETFs 

 

Japan & China: ETF Innovation  

 
Last week, on October 31, the Bank of Japan’s central bank (the BOJ) and the Government Pension Investment Fund (GPIF) 

took swift aggressive action and demonstrated that actions speak louder than words.  

 

As a review of the action that took place, the Bank of Japan essentially delivered a “bazooka” of easy money by: (1) increasing 

its annual Japanese government bonds (JGBs) purchase program to about Japenese Yen (JPY) 80 trillion from 50 trillion; (2) 

extended out its duration by 3 years for its bond purchases to 7-10 years; (3) increased its money base allocation to JPY 80 

trillion from 60-70 trillion. As an ETF strategist, I must also note that the plan calls for a tripling of the amount of equity ETFs 

purchases to JPY 3 trillion per annum; including JPY 90 billion dedicated to Japanese REITS. Essentially, it appears the BOJ is 

buying double what the government is printing or put differently essentially projecting to expand its balance sheet the 

equivalent of what the US Federal Reserve did with its combined efforts for QE1,QE2 and QE3.
1
 

 

Furthermore, in a statement of confidence and coordinated action the GPIF made two surprise major changes to its allocation 

targets that made the pension investment allocation more aligned with the anticipated success of the BOJ’s efforts. Specifically, 

the GPIF plans to reduce its holdings of JGBs from 60% to 35% and increase domestic stock exposure from 12% to 25%.  

 

In the world of ETFs, this action marked moves across the 30 ETFs of between positive 15.73% for WisdomTree Japan 

Hedged Capital Goods (DXJC) and negative 10.5% in the UltraShortMSCI Pro Shares fund (EWV). I am excited by the ability 

to get so granular although I admit that most investors in general may wonder why there is a need to allocate to Japan in so 

many different innovative ways.  My answer to those skeptics is that innovation allows for the  potential for differentiated 

alpha generating bets on currency, sectors and market cap size. Performance should be measured beyond the Nikkei, which is 

tracked by the Maxis Nikkei 225 ETF (NKY).  

 

Assets in ETFs focused on Japan are concentrated in 5 largest broad funds
2
 that make up almost 97% of the $27.85 billion, but 

as an ETF strategist and global tactical portfolio manager, I am pleased that I have the opportunity to make strategic “bets” 

within innovative sectors like technology (Wisdomtree  Japanese Hedged Technology – DXJT). With so much talk these days 

about Alibaba (BABA), having the ability to access a combination of innovative companies like Softbank (SFTBY) mixed in 

with stable core telco holdings intrigues me. I am similarly excited about the wide range of choices to allocate to China which 

has about $10.08 billion in ETF assets across 37 ETFs. While again the concentration of AUMs is mostly in the largest 5 ETFs, 

which have about 85% of the AUMs, the ability to invest in the next generation of products requires me to continue to refresh 

my research.   

 

 

 

 

 

 

                                                             
1 http://www.economist.com/blogs/banyan/2014/10/japans-quantitative-easing 
https://www.alliancebernstein.com/Instrumentation/Economic-Weeklies/EconPerspectives_20141031_JAPAN.pdf  
http://now.eloqua.com/e/es.aspx?s=495&e=73444&elq=212659b50f27483bafbc4f0401c9fbab 
 
 
2 Details about the concentration of AUMs in Japan and China can be found by going to the ETF.Com analytical screen. The 
symbols for the largest 5 ETFs focused on Japan are EWJ, DXJ, DBJP, YCS and DFJ. The symbols for the largest ETFs for China 
are FXI, MCHI, GXC, ASHR and PGJ.  

http://www.economist.com/blogs/banyan/2014/10/japans-quantitative-easing
https://www.alliancebernstein.com/Instrumentation/Economic-Weeklies/EconPerspectives_20141031_JAPAN.pdf
http://now.eloqua.com/e/es.aspx?s=495&e=73444&elq=212659b50f27483bafbc4f0401c9fbab
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How we chose our Japanese ETF exposure: 

 

In our investment process emphasis on how structure matters in choosing a country ETF we focus on a number of specific 

factors.   

 Alignment across sectors that would benefit by the Japanese economic policy, especially a weaker yen. This narrowed 

the choice between 3 ETFs (highlighted below in yellow).  

 We also did not want to be overly tilted towards financial and real estate which arguably are a weak part of the 

Japanese economy. This was a critical issue because one ETF (DXJ) is managed pursuant to an enhanced index while 

the other two (DBJP & HEWJ) are both managed to the same MSCI Japanese passive index which has 20% in 

financials and real estate while DXJ is only 11%.  

 Next was the question about yield. Since we bought the position in our Multi-Strategy & Income portfolio we needed 

a minimum yield. DXJ has a slightly higher yield than the other two similar ETFs.  

 We have traded DXJ a number of times and have experience with our indicators on certain chart patterns. Other 

factors that we generally consider in our decision making process is the number of holdings in the index, the index 

methodology (passive, rules based and active) and fee.  

 Fee to us is important, but the last factor to focus on because our expectation is that our selection process should add 

more value than the price differential of the fee, which generally is NIL to 30 basis points.  

 

Japanese Equity ETFs Symbol 
1 

Month 
3 

Month 1 Year 3 Year 5 Year P/E P/B Div Yld 

iShares MSCI Japan EWJ 2.46% 0.50% 2.75% 10.51% 6.51% 14.80 1.24 1.49% 

WisdomTree Japan Hedged Equity DXJ 2.87% 7.70% 16.32% 20.97% 8.89% 12.67 1.14 1.83% 

Deutsche X-trackers MSCI Japan Hedged Equity  DBJP 5.17% 9.59% 16.81% 23.92%   14.79 1.24 1.50% 

iShares Currency Hedged MSCI Japan HEWJ 4.68% 8.95%       14.72 1.23   

WisdomTree Japan SmallCap Dividend DFJ 0.91% -2.37% 2.68% 10.17% 7.70% 13.91 0.92 1.77% 

iShares MSCI Japan Small-Cap SCJ 1.29% -0.88% 2.91% 10.56% 8.41% 15.74 1.05 2.15% 

Maxis Nikkei 225 NKY 2.59% 1.07% 4.34% 11.55% 
 

19.42 1.52 1.09% 

WisdomTree Japan Hedged SmallCap Equity DXJS 3.64% 7.10% 16.20% 
  

13.83 0.91 1.00% 

iShares Japan Large-Cap ITF 2.54% 0.19% 1.50% 10.42% 6.44% 14.31 1.20 1.45% 

SPDR Russell/Nomura Small Cap Japan JSC 0.08% -3.11% -0.23% 8.72% 7.75% 15.39 1.00 2.83% 

First Trust Japan AlphaDex FJP 0.57% -2.47% 4.47% 7.76% 
 

12.48 1.12 0.93% 

ProShares Ultra MSCI Japan EZJ 4.53% 0.03% 1.71% 17.03% 8.03% 
  

0.00% 

SPDR Russell/Nomura PRIME Japan JPP 2.43% -0.13% 2.93% 10.36% 6.93% 14.91 1.20 1.35% 

WisdomTree Japan Hedged Real Estate DXJR 9.57% 10.81% 
   

19.37 1.49   

ProShares UltraShort MSCI Japan EWV -7.09% -3.88% 
-

13.61% 
-

27.20% 
-

22.81% 
  

0.00% 

iShares MSCI Japan Minimum Volatility JPMV 3.66% 1.66% 
   

16.42 1.40   

WisdomTree Japan Hedged Financials DXJF 6.45% 9.28% 
   

10.14 0.75   

Direxion Daily Japan Bull 3X JPNL 6.22% -1.03% -1.33% 
    

0.72% 

SPDR MSCI Japan Quality Mix QJPN 3.56% 1.53% 
   

14.85 1.40   
WisdomTree Japan Hedged Tech, Media and 
Telecom DXJT 4.45% 8.68% 

   
20.70 1.56   

WisdomTree Japan Hedged Health Care DXJH 5.37% 10.74% 
   

22.90 1.71   

WisdomTree Japan Hedged Capital Goods DXJC 1.50% 6.40% 
   

13.29 1.35   

 Source: ETF.Com                   
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Separately, our decision to buy the Kraneshares CSI China Internet ETF (KWEB) earlier this year in our private client 

dedicated emerging markets strategy was driven by structural issues related to both our holdings in SPDR China ETF (GXC) 

and Powershares Golden Dragon ETF (PGJ) and the opportunity to participate in Alibaba (BABA). The combination of these 

two ETFs made sense to us because we wanted a broad allocation that would be underweight financials and overweighted 

technology. Our investment process does not generally tilt towards specific stock selection, but we have always been cognizant 

of Apple (AAPL) exposure in strategies as its size can skew an investment outcome both positively and negatively. The 

exclusive focus that the Kraneshares people have on China also make them a source of information and research. We often say 

that ETFs are an information source as well as an investment tool. 

 

 

Conclusion: In October we bought the WisdomTree’s Japanese Hedged  Equity ETF (DXJ) which was up 5.3% for the month 

of October far less than the 12% that the WisdomTree Real Estate ETF (DXJR)
3
 was up. Humbly I ask, does this mean that we 

underperformed in our allocation? Maybe so, but frankly over the next few months we expect that we could see many global 

portfolio managers who are underweight Japan up there allocation in a parabolic panic. More to the point, we are pleased that 

our process can adapt to the benefits that the next generation of ETFs offer and are pleased with our position in our emerging 

market in Kraneshare CSI China Internet (KWEB). This year KWEB is the best performing ETF focused on China, up 8.78 

%YTD and again was the first China ETF to allocate to Alibaba (BABA) which presently is about a 11.7% holding.
4
   

 
 
 
 
 
 
 
 Disclosure: For Institutional Investors Only. 

Dan Weiskopf is a portfolio manager of Access ETF Solutions LLC, whose third-party ETF strategies are offered through IPI 

Wealth Management, Inc. (IPI). IPI is an SEC-registered investment adviser, with its principal office located at 226 W. Eldorado 

St., Decatur, IL 62522, 217-425-6340. Access ETF Solutions LLC was established in 2013 with a focus that structure matters in 

selecting ETFs.  Access ETF Solutions LLC is not affiliated with IPI.  Past performance does not guarantee future results.   

References to specific securities or market indexes are not intended as specific investment advice. However, at the time of 

the release of this interview two of the Access ETF model portfolios separately held positions in the WisdomTree Japan 

Hedged Equities (DXJ). The emerging market allocation is related to certain private client allocations that are managed as a 

separate strategy. These clients have positions in GXC, PGJ, KWEB and AAPL. They do not have direct exposure to BABA. 

Accounts managed by Access ETF Solutions also may be long WisdomTree (WETF) stock. The manager holds a position in 

WisdomTree (WETF) stock as well as call options.  

 

                                                             
3 Performance numbers were verified by ETF.com and XTF.com 
4 http://www.etf.com/etfanalytics/etf-finder?qt-tabs=1#qt-tabs  
http://kraneshares.com/kweb/ 

http://www.etf.com/etfanalytics/etf-finder?qt-tabs=1#qt-tabs
http://kraneshares.com/kweb/

