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The coming two weeks are poised to go down as the first real insight into “Team Trump’s” global economic leadership
skills. At stake are the U.S.–China–Japan trade and investment dynamics, i.e., the future of economic relations in the Asia
Pacific region, the world’s most dynamic. Can the reality of “America First” go hand in hand with shared Asian
prosperity? The key agenda items are as follows and suggest that we’ll have some concrete answers by around April 23–
25. In my view, these events must be taken together, and amid high uncertainty, they have the potential to become a
positive catalyst for “risk-on” for global assets in general, and for Japanese risk assets in particular:

 

April 6–7: U.S. president Trump meets Chinese president Xi Jinping
April 14: U.S. Treasury publishes report on currency manipulation, the first under the new regime
Week of April 17: U.S. vice-president Mike Pence and commerce secretary Wilbur Ross go to Tokyo for the first
U.S.–Japan economic, trade and finance framework talk

 

The Trump administration has shown great ambition to rewrite the rules of global trade and investment. Here, the U.S.–
Japan relationship is a clear first mover: Prime Minister Abe already met President Trump twice; the April 17 talks mark a
shift from the abstract and toward concrete deals—trade rules, investment initiatives, specific infrastructure projects,
joint-ventures. 

 

Ambitions run high in Tokyo and Washington; Trump’s America and Abe’s Japan aim to create the first bilateral “Free
and Fair Trade & Investment Agreement,” a possible blueprint for other countries’ dealings with Trump’s America. Both
Vice-President Pence and Commerce Secretary Ross have extensive experience and networks in Japan. They also
negotiate from a position of strength—Team Abe is keen to make fast and concrete progress. The better the U.S.–Japan
economic relationship, the better U.S.–Japan security and defense relations, and the higher Abe’s popularity.

 

In contrast, the U.S.–China relationship is off to a more complex start. Both sides have lowered expectations consistently
by stressing their differences. The key question will be whether they can agree to set up a similar working level group for
economic and trade issues similar to the one between Japan and the U.S. A commitment to continued U.S.–China
dialogue is a minimum condition for global risk takers. The lack of commitment to a new framework of bilateral talks
would trigger “risk-off,” in my view. I am hopeful pragmatism prevails.

 

Currency Manipulator—Does the White House Coordinate with the Treasury?

 

Meanwhile, the Treasury will publish its report on global currency manipulation on April 14, the first one drafted by the
new regime. Here, Japan’s position is technically a bit weaker than China’s. It will be interesting to see whether
coordination between the White House and the Treasury could actually work in favor of Japan and/or against China.
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Currently, three criteria determine currency manipulation, as far as the Treasury is concerned:

 

A bilateral trade surplus larger than US$20 billion
A current account surplus in excess of 3% of gross domestic product Gross Domestic Product (GDP)
Persistent FX intervention

 

Both Japan and China exceed the bilateral deficit threshold: in 2016, the U.S. ran a US$347 billion trade deficit with

China, and a US$69 billion deficit with Japan.1

 

On the current account criterion, Japan showed a surplus of 4% of GDP (moving average of the final three quarters of
2016), while China’s surplus stood at 1.2% of GDP. So technically, that’s a hit on Japan. However, there is room for
interpretation: Japan’s current account surplus is primarily due to a very large factor income surplus that stood at 3.1% of
GDP in October–December 2016, while the trade surplus was only 1.2% of GDP. In other words, the current account is in
a deficit because of Japan’s large overseas investment position that generates good returns from holding U.S. treasuries
and creating U.S. jobs in Japanese-owned U.S. factories.

 

Meanwhile, Japan has not intervened  in FX markets since November 2011, while China runs an FX regime that de facto
has monetary authorities dictate constant and direct buying and selling in FX markets. However, over the last two years,
China’s managed exchange rate regime has been evolving away from a straight peg to the U.S. dollar to a multi-currency
basket peg, and in my personal view, there could perhaps be room for a more lenient interpretation (rather than calling it
currency manipulation).

 

That said, the time has come for Team Trump to demonstrate its global economic policy leadership. Failure to deliver a
professional, pragmatic and comprehensive outcome over the next three weeks could seriously undermine global money
flows and risk appetite: in contrast to U.S.–Europe economic relations, where nobody expects much progress or
movement soon, U.S.–Asia policy is very much in focus, with all players aware that this region is where much of the
global prosperity potential lies. In uncertainty lies opportunity, and in my personal view, Japan is poised to seize the
opportunity.

 

Current Account Surplus as Percentage of GDP—Q3 Moving Average
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1  Source: U.S. Census Bureau: “Trade in Goods with China” (https://www.census.gov/foreign-trade/balance/c5700.html)
https://www.census.gov/foreign-trade/balance/c5880.html 

Important Risks Re lated to th is Art ic le   

Investments focused in Japan increase 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

Risk-on/risk-off  : refers to changes in investment activity in response to perceived risk. During periods when risk is
perceived as low, investors tend to engage in higher-risk investments. When risk is perceived as high, investors tend to
gravitate toward lower-risk investments.

Trade Surplus  : occurs when the value of exports exceeds that of its imports of any one country.

Current account surplus  : A position in which a country is a net lender to the rest of the world, often driven by more
exports than imports.

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

Foreign Exchange (FOREX, FX)  : The exchange of one currency for another, or the conversion of one currency into
another currency.
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