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As Japan’s currency falls to its lowest level in over five years against the dollar, we look at
strategies used by ETF investors to play this currency trend.

— Japanese investors have piled over $670m in non-Japanese exposed ETFs over the last five

quarters

— Precious metals products have proved popular with Japanese investors over the last two years
— Currency investors have been busy taking profits from yen short ETPs

The macro level exposure afforded by ETF
investing gives insights into foreign exchange
expectations as currency swings can have
large impacts on underlying asset price
returns. By looking at asset flows in and out
of certain products, one can gauge investor
reactions to currency shift, and gain insights
on future expectations.

Looking at Japanese listed ETFs we see that
the country’s recent plunging currency has
seen investors add to internationally exposed
products, which benefit from a falling yen.
This comes as the country’s recent lacklustre
economic numbers have seen the dollar
outperform the Nikkei 225 by over 7% since
the start of the year.

Appetite strong for foreign exposure

The last two years, which have seen
Japanese listed ETPs which invest in
international markets prove popular in the
wake of the falling yen. While the asset class
has grown for every year in since the first
international fund was launched in 2007, last
year's onset of Abenomics saw Japanese
ETP investors add $470m to their
international exposure.

Markit Group Limited | Registered in England and Wales | Company no. 4185146

JapaneseListed International Funds

This looks set to continue in the current year
as these funds have seen $114m of inflows in
the first nine months of the year, nearly twice
their 2012 total inflow.

This growth in AUM is driven by both new
inflows into existing funds and new fund
launches as the number of Japanese
products with international exposure has
more than doubled in the last five years to 64.

Precious metals buck global trend

Precious metals, which tend to be
denominated in dollars, have proven to be the
most popular asset class investments within
the non-Japan exposed arena.
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AUM

Exposure Type (USD M)
Precious Metals 455.0
Large Cap 449.7
Large & Mid Cap 226.3
Volatility 195.7
Broad Market 121.8
Other 210.0
Total 1,618.5

Note that Japanese investors added to their
precious metal portfolio on the whole in 2013,
with just under $60m of inflows into Japanese
listed precious metal funds.

This runs against global appetite as investors
worldwide pulled over $40bn for products
which track gold and other precious metals in
2013, a trend which looks set to continue this
year as precious metal products have seen
$1.9bn of outflows.

Yen ETP investing

On a pure play basis, ETP investors look to
be in no hurry to reverse their bearish views
on the yen, as the aggregate assets managed
by funds benefit from a further fall in the yen
outperform those which rise when the
opposite occurs by over five to one. There is
currently $445m held by the three bearish yen
funds, while their bullish peers have seen
their AUM base atrophy to $95m in the last
seven years from over $1bn in 2007

Yen ExposedETPs

Yen Short Yen Long

Source: Markit

Yen bulls can take some solace from the fact
that investors have been paring back some of
their bearish views in the last few months as
the nine yen short ETPs have seen over
$200m of outflows since the start of the year.
This is mostly led by the ProShares
UltraShort Yen, which has seen its AUM base
fall by a third to $403m.
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