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This week will bring the first Bank of Japan policy board meeting with the newly appointed deputy
governors. In our view, it won't be “business as usual”. There’s a good chance we'll get a shift in the board’s
decision making balance towards more bias to ease. Yes, the BoJ is more likely to go against than with
the Fed.

Specifically, we expect that the number of board members calling for added stimulus will rise from one to
two, with new deputy Governor Wakatabe Masazumi expected to live-up to his ultra-reflation reputation
which, after all, got him elected to the board in the first place. He would join board member Kataoka Goushi
who has been the steadfast lone voice calling for added ease since joining the board in late July 2017
(there are nine voting board members).

In fact, failure of the new deputy to live up to his credentials and reputation would come as a negative
surprise. For any monetarist (like Wakatabe), the drop-off in bank credit growth from peak growth rates
of 3.3% last summer to barely 2% in recent months must be a red-flag, a possible leading indicator for a
cyclical downturn (see chart). While overall activity data has been less negative than the money and credit
statistics, the roll-down in the domestic TANKAN business conditions, the residential housing recession,
and the recently highly volatile industrial production reports do suggest Japan’s upside momentum has
stalled and downside risks have risen.

Importantly, Governor Kuroda himself left no ambiguity in yesterday’s warning at the end of the G20
meetings in Washington: “There is still a long way to achieve the 2% inflation target... but the risks are
skewed to the downside”.

In global markets, the Bank of Japan has been suffering a growing credibility problem. Few believe that
Japan can afford to not follow the US lead on interest rates. After a decade of “synchronized” monetary
policy, why should the BoJ be able to “de-couple” from the Fed? In our view, Governor Kuroda has already
given the answer — Japan will not stop before actually meeting the inflation target.

On Friday April 27, when Governor Kuroda concludes the first BoJ board meeting with his new deputy
governors, | expect no change in actual policy targets and operational tools, but a clear sign that now two,
not just one, of the nine board members are calling for added ammunition to credibly hit the 2% inflation
target. If so, confidence in the BoJ’s de-coupling from the Fed-rate cycle should grow, which in turn should
push-down the Yen and pull-up Japanese equities.

Japan Private Bank Credit Growth Year-on-Year

Source: Tradingeconomics.com — Bank of Japan.
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Important Risks Related to this Article

Important Information

Marketing communications issued in the European Economic Area (“EEA”): This document has
been issued and approved by WisdomTree Ireland Limited, which is authorised and regulated by the
Central Bank of Ireland.

Marketing communications issued in jurisdictions outside of the EEA: This document has been
issued and approved by WisdomTree UK Limited, which is authorised and regulated by the United Kingdom
Financial Conduct Authority.

WisdomTree Ireland Limited and WisdomTree UK Limited are each referred to as “WisdomTree” (as
applicable). Our Conflicts of Interest Policy and Inventory are available on request.

For professional clients only. The information contained in this document is for your general
information only and is neither an oer for sale nor a solicitation of an oer to buy securities or
shares. This document should not be used as the basis for any investment decision. Investments
may go up or down in value and you may lose some or all of the amount invested. Past performance
is not necessarily a guide to future performance. Any decision to invest should be based on the
information contained in the appropriate prospectus and aer seeking independent investment, tax
and legal advice.

The application of regulations and tax laws can oen lead to a number of dierent interpretations. Any views or
opinions expressed in this communication represent the views of WisdomTree and should not be construed
as regulatory, tax or legal advice. WisdomTree makes no warranty or representation as to the accuracy of
any of the views or opinions expressed in this communication. Any decision to invest should be based on
the information contained in the appropriate prospectus and aer seeking independent investment, tax and
legal advice.

This document is not, and under no circumstances is to be construed as, an advertisement or any other
step in furtherance of a public oering of shares or securities in the United States or any province or territory
thereof. Neither this document nor any copy hereof should be taken, transmitted or distributed (directly or
indirectly) into the United States.

Although WisdomTree endeavours to ensure the accuracy of the content in this document, WisdomTree
does not warrant or guarantee its accuracy or correctness. Where WisdomTree has expressed its own
opinions related to product or market activity, these views may change. Neither WisdomTree, nor any
ailiate, nor any of their respective oicers, directors, partners, or employees accepts any liability whatsoever
for any direct or consequential loss arising from any use of this document or its contents.
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