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I had the opportunity to meet with Takeshi Yamada of the Market Intelligence Group at the Bank of Japan (BOJ), and I
attended a presentation at the Mizuho conference by Eiji Maeda, the director-general of the Research and Statistics
Department. For disclosure, the views reflected herein were their personal opinions and not those of the BOJ. I will recap
the conversations, giving attribution to the speaker in each case. Japan’s Economy Resilient Maeda believes the
Japanese economy is resilient and analysts should not get overly pessimistic about the consumption tax hike. There was
an acceleration of demand before the implementation of the consumption tax hike, and then a big drop. But if one looks
at a normalization of the trend in economic growth, Maeda shows about a 1.2% real growth in the economy, above
Japan’s 1% potential growth, reflecting strength in Japan’s economy to grow above its potential.   In rationalizing why
investors should not be as pessimistic on the consumption tax hike, he cited:   • Like the U.S., which was plagued by bad
weather in the first quarter, Japan had terrible weather in July/August that weighed on the economy and the subsequent
data releases. • A fiscal spending cut in 1997 had an impact, and there were big bankruptcies that shocked the country in
late November 1997. The fiscal drag in 2014 is quite different, and the Japanese banks are in much better shape.   Yet in
discussion with Yamada, he said the sustainability of growth in Japan’s economy is important and continues to be
assessed in an ongoing manner by the BOJ’s economics team. Yamada has stated that since the BOJ launched its
qualitative and quantitative easing (QQE) program, domestic demand has surged. Recent data shows that private
consumption is leveling off. There may be a weaker recovery in play compared to what many have expected. The third-
quarter gross domestic product (GDP) print will be quite important for deciding the relevance of the next stage of the
consumption tax. Yamada’s personal opinion is that if the government postpones the consumption tax hike, it could be
harmful to the economy and stock prices. Many are focused on the weak yen, and so is the BOJ: Yamada: In
April/May the BOJ held a meeting with the head of local bank branches. One leader mentioned further weakness in the
yen may not support manufacturing companies in his region. Yet Mr. [Haruhiko] Kuroda [the governor of the BOJ] has
argued that further weakness in the yen would not hurt manufacturing in general. A Statement on Japanese Yields —
Surprising Conviction: Yamada: Current interest rates cannot be justified. Interest rates should be a function of real
growth potential plus inflation expectations plus a risk premium. The numbers can be debated, but Japan’s growth
potential is approximately 0.5% to 1%, inflation expectations 1% to 1.5%, plus a risk premium for longer maturities. The
theoretical level of Japanese government bond (JGB) yields is thus much higher than the current levels. The BOJ always
thought QQE would put downward pressure on the whole yield curve. And the BOJ never had specific targets for JGB
yields, but the gap between theoretical level and actual level looks “too much.”   [Editor’s note: This is the second time I
have visited the BOJ when someone in the Market Intelligence Group commented that interest rates were surprisingly
low. While it is never couched in official BOJ policy and always reflects personal opinions, I feel there is something
important underlying the comments. These comments may reflect deeper thoughts within the BOJ and would explain
why it has not taken further actions to boost JGB purchases. To wit, why would the BOJ buy more bonds to drive yields
lower if it already thinks the yield gap is perhaps too wide already?   The QQE purchase program of monetary
accommodation comprises three types of securities: JGBs, real estate investment trusts (REITS) and exchange-traded
funds (ETFs). I see ETFs being the only one of its assets the BOJ would not be worried about increasing in volume of

purchases. The BOJ’s ETF purchases—at 1 trillion yen per year 1 —have been said to have almost no impact on the
market because they are so small relative to the size of the market. I would not be surprised if ETFs were the focal point
of adding further easing measures with a doubling possible and maybe even tripling.] For more insights from my trip to

Japan and discussions with market strategists, please see my roundtable here.         1Source: “Introduction of the
‘Quantitative and Qualitative Monetary Easing,’” Bank of Japan, 4/4/13.
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Important Risks Re lated to th is Art ic le   

Information provided herein should not be considered tax advice. Investors seeking tax advice should consult an
independent tax advisor. Investments in currency involve additional special risks, such as credit risk and interest rate
fluctuations. Investments focused in Japan are increasing the impact of events and developments associated with the
region, which can adversely affect performance.

For standardized performance and the most recent month-end performance click here NOTE, this material is intended
for electronic use only. Individuals who intend to print and physically deliver to an investor must print the monthly
performance report to accompany this blog.

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
Barrer, Anita Rausch, Kevin Flanagan, Brendan Loftus, Joseph Tenaglia, Jeff Weniger, Matt Wagner, Alejandro Saltiel,
Ryan Krystopowicz, Jianing Wu, and Brian Manby are registered representatives of Foreside Fund 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

Consumption tax  : Tax applied to spending on goods and services.

Real growth  : Refers to the rate of economic growth with the inflation rate subtracted from it.

Fiscal drag  : This occurs when a national government’s spending less any taxes does not meet the net savings goals of
the private economy. This usually leads to deflationary pressure in the economy.

Quantitative and qualitative monetary easing (QQE)  : A central bank monetary policy occasionally used to increase
the money supply by buying government securities or other securities from the market. Quantitative easing increases the
money supply by flooding financial institutions with capital, in an effort to promote increased lending and liquidity.

Gross domestic product (GDP)  : The sum total of all goods and services produced across an economy.

Yield  : The income return on an investment. Refers to the interest or dividends received from a security that is typically
expressed annually as a percentage of the market or face value.

Real growth potential  : Potential rate of growth for an economy given that a set of policy assumptions are realized.

Inflation expectations  : Expectations of inflation based on the pricing of nominal and inflation-adjusted bonds.

Risk premium  : Equity investments are not risk free, but it is thought that investors buy stocks because the returns they
expect are high enough to allow them to take the risk.

Japanese Government Bond (JGB)  : A bond issued by the government of Japan. The government pays interest on the
bond until the maturity date. At the maturity date, the full price of the bond is returned to the bondholder. Japanese
government bonds play a key role in the financial securities market in Japan.

Yield curve  : Graphical Depiction of interest rates on government bonds, with the current yield on the vertical axis and
the years to maturity on the horizontal axis.

Real estate investment trust (REIT)  : Investment structure containing a basket of different exposures to real estate, be
it directly in properties or in mortgages. Returns predominantly relate to changes in property values and income from
rental payments.
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