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Japan’s GDP report was a nice, positive surprise. Real GDP accelerated 1.9% in the April–June quarter, which was about
half a percent better than consensus expectations. After the contraction in the previous quarter, this suggests an
underlying growth rate of around 1% so far this year. This is right around Japan’s growth potential—fast enough for
corporate profits to rise but not too fast to warrant changes in monetary policy. To wit: against consensus expectation for
zero-earnings growth, the April–June corporate results season has delivered a 14% rise in profits.
Japan’s macro growth drivers were consumer spending and business investment. The former was driven by another smart
acceleration in workers’ compensation growth—up 4.3% year-over-year between April and June, more than twice the
1.9% growth rate recorded in calendar year 2017. Last week’s report conﬁrms that wage and income deﬂation has ended
(see chart below).
Against this, the residential housing cycle shows no signs of reaching bottom. In fact, housing declined for a fourth
consecutive quarter and now stands 9% below last year’s level. The still-deepening down cycle in housing is a key reason
for why we think the Bank of Japan will not raise rates—housing is the most rate-sensitive sector in the economy, so
raising rates would be pro-cyclical—i.e., raise recession risks.
Going forward, the immediate growth outlook is clouded by trade policy uncertainties (which could mean delays or
cutbacks in capex plans) and supply disruptions forced by the recent ﬂood damage and the current heatwave. More
longer term, next year’s hike in the consumption tax and the expected fading of the 2020 Tokyo Olympic construction
boom suggest downside risks to next year’s outlook. As such, we remain conﬁdent that monetary policy stays put for the
foreseeable future.
End of Deflation: Japan’s Workers’ Compensation, Ytrn
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Unless otherwise specified, all data sourced from Japan Cabinet Office as of June 30, 2018.
For more investing insights, check out our Economic & Market Outlook
View the online version of this article here.
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IMPORTANT INFORMATION
U.S. investors only: Click here to obtain a WisdomTree ETF prospectus which contains investment objectives,
risks, charges, expenses, and other information; read and consider carefully before investing.
There are risks involved with investing, including possible loss of principal. Foreign investing involves currency, political
and economic risk. Funds focusing on a single country, sector and/or funds that emphasize investments in smaller
companies may experience greater price volatility. Investments in emerging markets, currency, ﬁxed income and
alternative investments include additional risks. Please see prospectus for discussion of risks.
Past performance is not indicative of future results. This material contains the opinions of the author, which are subject to
change, and should not to be considered or interpreted as a recommendation to participate in any particular trading
strategy, or deemed to be an offer or sale of any investment product and it should not be relied on as such. There is no
guarantee that any strategies discussed will work under all market conditions. This material represents an assessment of
the market environment at a speciﬁc time and is not intended to be a forecast of future events or a guarantee of future
results. This material should not be relied upon as research or investment advice regarding any security in particular. The
user of this information assumes the entire risk of any use made of the information provided herein. Neither WisdomTree
nor its affiliates, nor Foreside Fund Services, LLC, or its affiliates provide tax or legal advice. Investors seeking tax or legal
advice should consult their tax or legal advisor. Unless expressly stated otherwise the opinions, interpretations or ﬁndings
expressed herein do not necessarily represent the views of WisdomTree or any of its affiliates.
The MSCI information may only be used for your internal use, may not be reproduced or re-disseminated in any form and
may not be used as a basis for or component of any ﬁnancial instruments or products or indexes. None of the MSCI
information is intended to constitute investment advice or a recommendation to make (or refrain from making) any kind
of investment decision and may not be relied on as such. Historical data and analysis should not be taken as an
indication or guarantee of any future performance analysis, forecast or prediction. The MSCI information is provided on
an “as is” basis and the user of this information assumes the entire risk of any use made of this information. MSCI, each of
its afﬁliates and each entity involved in compiling, computing or creating any MSCI information (collectively, the “MSCI
Parties”) expressly disclaims all warranties. With respect to this information, in no event shall any MSCI Party have any
liability for any direct, indirect, special, incidental, punitive, consequential (including loss proﬁts) or any other damages (
www.msci.com)
Jonathan Steinberg, Jeremy Schwartz, Rick Harper, Christopher Gannatti, Bradley Krom, Tripp Zimmerman, Michael
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Services, LLC.
WisdomTree Funds are distributed by Foreside Fund Services, LLC, in the U.S. only.
You cannot invest directly in an index.
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DEFINITIONS
Gross domestic product (GDP) : The sum total of all goods and services produced across an economy.
Monetary policy : Actions of a central bank or other regulatory committee that determine the size and rate of growth of
the money supply, which in turn affects interest rates.
Macro : Focused on issues impacting the overall economic landscape as opposed to those only impacting individual
companies.
Capex : Funds used by a company to acquire or upgrade physical assets such as property, industrial buildings or
equipment. This type of outlay is made by companies to maintain or increase the scope of their operations.
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