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Japanese dividends attract foreign capital

Japan’s efforts to lure foreign investors to equity markets have thus far proven successful,
however, ETF flows have stalled after a 15% market rally.

— $15.9bn of inflows seen year to date into foreign domiciled ETFs exposed to Japan
— Foreigners flock to Japan, representing two-thirds of inflows and 50% of the Nikkei 400 ETF

AUM

— Nikkei 400 dividend growth expected to outpace the 225 as companies adjust policies

Foreign investors struck by Abe’s cupid
Japanese ETFs have seen tremendous
growth in the last five years with AUM
growing almost fourfold since 2010 from
$47.5bn to reach $198.1bn currently. Inflows
year to date, $47.8bn, have already exceeded
the total managed by the asset class only five
years ago. October did see the trend halt,
however, as Japanese funds saw their first
monthly outflow in over a year with $157m
worth of outflows.
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Outflows look set to continue in November as
local investors lock in profits after a ~15%
rally in Japanese markets while foreign
investors continued to buy into non-Japanese
listed ETFs. These foreign investors
represent a third of the year to date inflows
and a representative portion of the AUM of
Japanese tracked ETFs.
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Growth of the Nikkei 400
One particular type of product that has
resonated well with investors has been the
newly launched Nikkei 400.
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The index, aimed at attracting foreign capital
by including constituent companies that
deliver consistently higher returns and
corporate governance metrics, seems to be
working.

Nikkei 400 AUM by listing region
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Foreigners have made up two-thirds of year
to date inflows into Nikkei 400 ETF products
and represent 50% of current AUM, which
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now stands at $8.7bn. This represents 4.4%
of total Japan ETF AUM, after the index only
launched in 2014 with subsequent ETF
product launches.

Nikkei 400 paying dividends

In line with the Nikkei 400’s objectives of
higher shareholder returns, Markit Dividend
Forecasting is expecting dividend growth for
the Nikkei 400 to once again outstrip that of
the Nikkei 225 index in 2015. Dividend growth
of 17.8% and 16.2% is expected for the
Nikkei 400 and Nikkei 225, respectively, for
2015, though reducing thereatfter.
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Strong dividend growth in 2014 and 2015 has
been motivated by policy, aimed at attracting
capital and has been supported by large
exporters lifting pay-outs, in line with earnings
outperformance on the back of a depreciating
yen.

JPX-Nikkei 400 vs NK225 aggregate dividends
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However, Japanese companies’ capacity to
increase payments to shareholders s
expected to stall somewhat in the coming
fiscal year as the aggregate payments made
by Nikkei 400 firms is expected to grow by
5.4%, a third of the growth rate forecasted in
the current fiscal year.

Despite the slowing growth rate, the ¥8.6tn in
dividends forecast from  Nikkei 400
companies in FY 2016 is still over 50% higher
than the total paid by these firms in FY 2013.

Further strength in the US dollar on the back
of a potential rate rise could offset weaker
demand emanating from a cooling Chinese
market.

*To receive more information on Securities
Finance, Research Signals, Exchange
Traded Products, Dividend Forecasting or
our Short Squeeze model please contact us

To read this article on our commentary
website please click here.
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