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The end of an era

The global stock of bonds yielding sub-zero yields has been erased at the start of 2023, after peaking at
US$18.4Trn in late 20201. The fight over inflation has caused central banks from the US, Europe, UK and
across the world to exit their low to negative interest rate policy. Even the Bank of Japan — the world’s last
dovish monetary authority- has left the sub-zero club and is inching towards normalisation.

Source: Bloomberg, WisdomTree as of 4 January 2023.

Historical performance is not an indication of future performance and any investments may go
down in value.

BOJ policy shift

The Bank of Japan (BOJ) unexpectedly widened its target range for the 10-year Japanese Government
Bond yields (JGB) from £25Bps to £50Bps at its December 20th meeting. Since then, the surge in 10-year
JGB yields has caused a sharp rise of additional fixed rate and fixed amount purchases by the BOJ
amounting to ¥17Trn. Market participants are speculating that BOJ will be forced to tighten policy even
more in 2023.

Source: Bloomberg, WisdomTree as of 4 January 2023.

Historical performance is not an indication of future performance and any investments may go
down in value.

Political pressure alongside costly intervention forced the BOJ to tweak policy

In 2022 — despite the BOJ keeping the Japanese 0-10-year curve fixed, sharply rising yields globally led
the Yen to depreciate to a 24-year low, thereby stimulating Japanese net exports. This placed direct upward
pressure on Japanese inflation via higher import prices. Japan was no longer able to sustain its yield curve
control policy against a backdrop of ever-rising global yields because the interventions it needed to make
in its government bond markets to defend the rise in JGB yields were becoming too costly. In addition,
pressure from the Kishida administration due to concern about Yen'’s depreciation pushing up prices and
inflicting further damage on cabinet approval ratings.

Yen gains look capped as policy framework likely to be maintained for longer

The change in policy prompted the yen to appreciate to ¥130 versus the US dollar, a level last seen in early
August. The Yen's current rally marks a sharp turnaround from last year where investors were shorting the
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yen owing to the widening interest rate gap between the US and Japan. As illustrated below, an unwind
-63%?2 in net speculative short positioning helped drive the appreciation in the Yen towards the end of the
year.

If the BOJ were to make additional adjustments, it could spur further Yen appreciation. However, we feel
the BOJ probably wants to keep its modified framework in place for a longer time frame, especially now that
Yen versus USD stands at more comfortable levels. This was evident from its announcement of expansion
of JGB purchases to ensure yields stay in the new range.

Source: Commodity Futures Trading Commission (CFTC), Bloomberg, WisdomTree as of 27 December
2022.

Historical performance is not an indication of future performance and any investments may go
down in value.

Signs that current inflation isn’t sustainable

The more concerning reason is wages are failing to keep up with inflation. In November, inflation adjusted
pay slide 3.8% which was far worse than October’s 1.2% drop, marking the worst reading in 8 years3. 2023
wage growth depends largely on the results of annual spring negotiations between corporate management
and labour unions. We expect bigger raises in base pay this year than in 2022, however its likely to keep

up with inflation as the global economy slows.

Japanese economy could avoid a recession in 2023

Japan’s inflation is likely to remain low in 2023, resulting in less need to tighten policy further. Japan is likely
to avoid a recession in 2023. As it has yet to benefit from the re-opening trade that the Western economies
have witnessed over the last two years. Consumption is likely to benefit from the economic re-opening and
capex intentions are likely to rise on the back of pent-up demand for goods and services.

While goods exports could soften due to the global economic slowdown, services exports are poised to
steadily improve throughout the year, led by inbound spending following the lifting of border controls by the
Japanese government in October 2022. The government also launched a new economic stimulus package
in October to tame inflation and cushion the blow from rising raw material prices which should support the
economic recovery in 2023.

Factors underpinning the resilience in Japanese equity market performance

In the face of the global equity market turmoil in 2022, Japanese equities4 performance has been fairly
resilient (-11% versus -20%5 for global equities). Japan generates a large portion (nearly 52.7%6) of its
revenues from global markets. So, a weaker Yen supported its profit outlook thereby making Japanese
exporters more competitive than global peers. In 2022, a number of companies announced increased
dividend pay-out ratios as well as share buybacks, with the intention of protecting shareholder returns
amidst the global market volatility. Pay-out ratios rose to 63% from 40%7 at the start of 2022.
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Source: Bloomberg, WisdomTree as of 31 December 2022.

Historical performance is not an indication of future performance and any investments may go
down in value.

This material is prepared by WisdomTree and its affiliates and is not intended to be relied upon
as aforecast, research or investment advice, and is not a recommendation, offer or solicitation
to buy or sell any securities or to adopt any investment strategy. The opinions expressed are as
of the date of production and may change as subsequent conditions vary. The information and
opinions contained in this material are derived from proprietary and non-proprietary sources. As
such, no warranty of accuracy or reliability is given and no responsibility arising in any other
way for errors and omissions (including responsibility to any person by reason of negligence) is
accepted by WisdomTree, nor any affiliate, nor any of their officers, employees or agents. Reliance
upon information in this material is at the sole discretion of the reader. Past performance is not a
reliable indicator of future performance.

1 Bloomberg Global Aggregate Index of Debt as of 4 January 2023

2 Commodity Futures Trading Commission (CFTC), from 25 October 2022 to 27 December 2022
3 Bloomberg as of 3 January 2023

4 Nikkei 225 Index (Ticker NKY Index)

5 MSCI World Index performance as of 31 December 2022 (Ticker MXWO Index)
6 Source: Factset, MSCI Japan Index, as of 30 September 2022

7 Factset as of 30 November 2022
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+ WisdomTree Japan Equity UCITS ETF - USD Hedged (DXJ)

+ WisdomTree Long JPY Short USD 3x Daily (LJP3)

+ WisdomTree Long JPY Short USD (LJPY)

+ WisdomTree Short JPY Long USD (SJPY)
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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.

https://www.wisdomtree.com/gb/insights/blog/yens-gains-look-capped
WISDOMTREE



