wWisdomTree BLOG ARTICLE

JAPAN STRATEGIST ROUNDTABLE:
MASATOSHI KIKUCHI ON THE
PROGRESS OF ABENOMICS

Jeremy Schwartz — Global Chief Investment officer
10/09/2014

As part of a trip to Japan 1in early September, I had the pleasure of attending the
Mizuho Japan Investment Forum. The conference 1included sessions with government
officials who lead and advise Prime Minister Abe’s economic agenda, a head of the
statistics department at the Bank of 3Japan (B0OJ), professors and companies. The
conference was very educational. I also had the opportunity to speak with a number of
Mizuho’s strategists, including Masatoshi Kikuchi, the Pan-Asia chief equity strategist
at Mizuho Securities Equity Research. Below are the most salient points from my
discussion with Mr. Kikuchi. Question: The government has discussed Towering
corporate tax rates. How do you think this will progress? And will it also raise
the consumption tax from 8% to 10% as planned? Kikuchi: I think the government
will cut the corporate tax rate 2% every two years over a period of six years—-to target
Germany levels of taxes over a period of several years. Twenty-five percent is the Asian
average tax, and Japan’s government says it is not necessarily competing with other
Asian companies, so we may not get down to 25%. on the other hand, to not raise the
consumption tax, the government needs to change the law. Technically, it already has
been decided really, and it will be complicated politically to go back and get a new law
to reverse the rise in the consumption tax. Furthermore, the market opinion 1is that it
will go through, and this matters to the Abe government. I did a survey on several
global 1investors. The survey showed 80% of 1investors expect a hike in the consumption
tax. If the government postpones the hike, I think the market will be disappointed;
therefore I think the hike happens as planned. The government, of course, needs to come
up with stimulus measures to push it forward. It will come up with a supplementary
fiscal budget. The government also has plans to change the Government Pension Investment
Fund (GPIF) asset mix, and there 1is a special committee to publish corporate governance
code. I think these are three weapons to prop up the stock market even with the
consumption tax hike. Question: Wwhat is your outlook for the markets? Kikuchi: I
have a stock market outlook through next fiscal year. I think we will see a strong
market through the middle of next year. But the bull market has Tlasted more than five
years, and we may see correction with the hike of U.S. interest rates, which I believe
is Tikely to occur 1in the middle of next year. There is an LDP [Liberal Democratic
Party] presidential election in September next year. Stock market prices are important
to Abe, and he will try to keep strong prices until then. Question: There has been
some discussion of expanding tax-deferred savings accounts beyond the Nippon
Individual Savings Account (NISA). Kikuchi: Already the government 1is discussing
increasing the contribution Timits 20% for the existing NISA (to 1.2 million yen per
individual per year), while also allowing NISA to be set up for children (up to 80,000
yen per child). But there 1is also thought of expanding defined contribution (DC) plans
more generally. Current assets in Japan DC plans are only 7 trillion yen. This 1is just
one-eightieth of DC plans in the U.S. I hope Mr. Shiozaki changes this. Discussion of DC
plans 1is just getting started and should be part of overall welfare/pension reform.
There are a Tot of political obstacles. Social welfare reform is big [on the] agenda,
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but Abe intentionally avoided. 0ld people have vested interests, and Abe was focused on
national security issues. Question: How is Abe’s popularity faring? Kikuchi: After
the cCabinet reshuffle, Abe's popularity went up. The appointment of five females to
minister positions was quite popular. The stock market 1ikes Shiozaki, who is overseeing
the GPIF, as the most popular appointment. But ordinary people don’t care about the
stock market that much. Ms. [Yuko] Obuchi, the minister for trade and industries, is
widely expected to be the first prime minister as a female and was a well-received
appointment. She is the daughter of a former prime minister and has two children, also
part of the reason why she 1is popular. Question: Your outlook report for 2020
suggested you expect the Japanese government bond (JGB) yield to rise to 3%. Do
you still believe that? Kikuchi: JGB yields are quite difficult to forecast. I think
3% is most 1likely. The government wants to reach a primary budget balance to be cut in
half next year and then go from deficit to surplus by 2020. If the government is
successful, 3% 1is the most Tikely scenario and positive. If the Japanese government
fails to fix the deficit and personal savings goes down, then 3Japan may Took Tike
Greece, and the 10-year bond rate goes up to 8%. Another risk scenario 1is Japan goes
back to deflation and the rate stays at 0.5%. But overall I see it going toward 3% in a
positive manner. wWe want to thank Masatoshi Kikuchi for spending time with us and
Mizuho for hosting a fantastic conference. For more insights from Mr. Kikuchi and some
of the other strategists and economists we spoke with in Japan, please see our full
roundtable here.

Important Risks Related to this Article

Information provided herein should not be considered tax advice. Investors seeking tax
advice should consult an 1independent tax advisor. Investments 1in currency 1involve
additional special risks, such as credit risk and dinterest rate fluctuations.
Investments focused 1in Japan are increasing the 1impact 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 1is 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. 1dinvestors 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 1investments 1in 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 1its
affiliates, nor Foreside Fund Services, LLC, or 1its affiliates provide tax or Tegal
advice. Investors seeking tax or legal advice should consult their tax or Tlegal 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 dinstruments 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 1indication 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 1its 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 Tiability for any direct, 1indirect, special, incidental, punitive,
consequential (including Toss 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.

Fiscal budget : is a period used for calculating annual budget requirements for a
country or an organization or company.

Government Pension Investment Fund (GPIF) : Japan’s Tlargest public pension fund.

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

Tax-deferred savings accounts : Accounts that allow for the postponement of certain

types of taxes for specified periods of time.

NISA : Nippon Individual Savings Account. Nippon is the Japanese word for Japan.
Defined contribution : Type of retirement plan where participants decide to defer part
of their current compensation into the plan and assume the risk of having sufficient
future assets in retirement.

Japanese Government Bond (JGB) : A bond issued by the government of 3Japan. 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 : The income return on an investment. Refers to the interest or dividends received

from a security that 1is typically expressed annually as a percentage of the market or
face value.

Deflation : The opposite of inflation, characterized by falling price levels.
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