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Last Thursday, the yen surged to an intraday high of ¥107.67, a level that effectively

erases all of the yen’s depreciation since “Kuroda’s Halloween surprise” in late October

2014 (when the Bank of Japan (BOJ) unexpectedly stepped up its quantitative easing (QE)

program).   From a Japanese perspective, the major forces for this reversal ofFrom a Japanese perspective, the major forces for this reversal of

fortune are: fortune are: • Perceptions that BOJ monetary policy has reached its limit: negative

rates have backfired and forced a “risk-off” rather than “risk-on” response from

domestic and global investors. Specifically, the tax on deposits is raising fears of

margin squeezes in the banking system, which in turn triggered a rush to lock in profits

on global or local risk asset investments. This is true for portfolio securities as well

as retained earnings from U.S. operations. In short: repatriation flows.   • Perceptions

that U.S. growth is weakening, with Fed chair Janet Yellen reported to delay further

interest rate hikes. Moreover, here in Japan the relative weakness in U.S. car sales

from January to March is seen as a potential leading indicator for more weakness to

come. Either way, Japanese investors now expect no added rate hike this year, with

several pro desks of the mega-banks happy to speculate that the next Fed move will be

down, not up.   • Perceptions that global country risk is rising, which manifests itself

in rising “home country/home currency bias” across global savers.   • Perceptions that

both G7 and G20 policy makers have reached a new powerful consensus that seeks to

minimize the risk of currency wars and competitive depreciations in general, and Chinese

devaluation in particular. While this does not have a direct impact on currency flows,

it significantly changes perceptions about possible policy tools—in Tokyo, everyone

believes it has become impossible for the Ministry of Finance to intervene to stop yen

appreciation (so once flows and momentum change, speculators see the potential for an

unlimited “bet”). As always with currencies, many complex forces come together; but now

momentum has reversed by so much that the vast majority of portfolio managers and CIOs

here in Tokyo appear to expect further yen strength ahead. In contrast, by the end of

2015, a vast majority was comfortable predicting dollar strength as a key thematic for

this year. In my personal view, the contrarian indicators appear to have swung from one

extreme to the other. This should build a base for the next cycle of yen depreciation

before long. Ultimately, the BOJ holds the key to the yen’s next move. We do not expect

added forays into deeper negative rate territory, but do expect rising visibility of

capital outflows from Japan, as the reality of negative rates begins to feed portfolio

reallocations. Greater clarity on the U.S. economic and policy outlook is the other key

element.

Important Risks Related to this ArticleImportant Risks Related to this Article

Investments focused in Japan increase the impact of events and developments associated

with the region, which can adversely affect performance.  

Investments in currency involve additional special risks, such as credit risk and

interest rate fluctuations.  

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.
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For more investing insights, check out our Economic & Market Outlook

View the online version of this article here.
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IMPORTANT INFORMATIONIMPORTANT INFORMATION

U.S. investors only: Click U.S. investors only: Click herehere to obtain a WisdomTree ETF prospectus which to obtain a WisdomTree ETF prospectus which

contains investment objectives, risks, charges, expenses, and other information;contains investment objectives, risks, charges, expenses, and other information;

read and consider carefully before investing.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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DEFINITIONSDEFINITIONS

Quantitative Easing (QE)Quantitative Easing (QE)  : A government 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.

Monetary policyMonetary 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.

Interest ratesInterest rates  : The rate at which interest is paid by a borrower for the use of money.

Federal ReserveFederal Reserve  : The Federal Reserve System is the central banking system of the

United States.

Rate HikeRate Hike  : refers to an increase in the policy rate set by a central bank. In the

U.S., this generally refers to the Federal Funds Target Rate.

G7G7  : The Group of 7 is a group consisting of Canada, France, Germany, Italy, Japan, the

United Kingdom, and the United States.

G20G20  : Group of 20 of the world’s largest economies that meets regularly in order to

coordinate global economic policies.
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