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YES, THE BOJ IS ALSO WORKING TO
PUSH THE YEN DOWN (NOT JUST THE
FED)
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11/21/2016

The yen’s drop back down toward ¥110 per US$ s driven not just by heightened
expectations for a Federal Reserve (Fed) rate hike, but also by Bank of 3Japan (BO3J)
action to enforce the “zero upper bound” on the Japanese 10-year bond yield. In coming
weeks, the greater the visibility of rising U.S.-Japan rate differentials, the bigger
the force pulling the yen down should get. In my personal view, a depreciation toward
¥120-¥125 per dollar over the next four to six months may be possible.

BOJ Credibility

This year, BOJ credibility has been seriously put into question. First, the adoption of
negative rates at the end of January backfired and sparked further yen appreciation, and
the Tatest board decision to change the policy target to a “zero yield for 10-year JGBs”
target was also greeted with skepticism. Several pundits speculated that this meant the
end of quantitative easing (QE) 1in Japan-the B0OJ would be forced to sell its bond
holdings to stop yields from falling further into negative territory. In fact, the BO3J
never contemplated doing so, because the zero-yield target was always designed to be
asymmetric: zero tolerance for yields above zero, but “flexible” on the other side.
Governor Kuroda’s speeches in September and October have made this clear, in our view.
From Talk to Action-Fixed-Rate Bond Buying

on November 17, 2016, the B0J conducted its first fixed-rate operation, offering to buy
bonds across the curve to counter rising yields. In our view, the B0OJ will become more
aggressive 1in micromanaging the yield curve by using the new unlimited fixed-rate
operation tool to flatten the curve and cap 10-year yields at zero. Make no mistake:
Japan will have the flattest yield curve among the major developed markets. The more
credible Trump’s reflation policies get, the harder the B0OJ will work to assert its own
credibility-the yen 1is bound to weaken further and further.

Two additional points: 1) The BOJ did make an additional change to its policy target at
the August meeting. It 1is now looking to maintain the “zero yield” policy until CPI
inflation overshoots the 2% target. with current CPI inflation negative, even the most
aggressive forecasters predict it will take at Teast two years for the CPI to climb back
to 2%. 2) Add to this the new “overshoot” policy, and you have reasonable prospects for
Japan’s zero rate cap to stay in place until the end of 2018.

A Weaker Yen

of course, yen depreciation depends to some extent on the pull-up from dollar strength,
which necessitates credible Trump U.S. reflation. But the yen’s depreciation dynamic is
now free of the month-in-month-out speculation about whether QE will be stepped up or
not at the next policy board meeting. Targeting zero yield means that any upward
pressure on yields will trigger “automatic” quantitative easing. This 1is different from
current European Central Bank (ECB) policy, and once the market sees steadfast BOJ
action, the downward pressure on the yen should outpace that of the euro, in our view.

A Stronger Stock Market

Finally, if we are right, the implication for Japanese equities 1is very positive: 10-
year bond yields capped at zero should trigger more portfolio rebalancing into yen
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equities. Private idinsurance- and pension portfolios are poised to buy more Japanese
equities in coming months, as the B0OJ’s “zero upper bound” policy gains credibility.
Unless otherwise noted, data source is Bloomberg, as of November 17, 2016.

Important 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.

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

Federal Reserve : The Federal Reserve System 1is the central banking system of the
United States.

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

U.s., this éenera11y refers to the Federal Funds Target Rate.

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.

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 Tiquidity.

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.

Yield curve : Graphical Depiction of interest rates on government bonds, with the
current yield on the vertical axis and the years to maturity on the horizontal axis.

Flatten : to effect a zero positio.

Reflation : The term is used to describe the first phase of economic recovery after a
period of contraction. This period is typically characterized by the act of stimulating
the economy through accommodative central bank policies and reducing taxes, to bring

growth and inflation back up to the long-term trend.

Consumer Price Index (CPI) : A measure that examines the weighted average of prices
of a basket of consumer goods and services, such as transportation, food and medical
care. The CPI is calculated by taking price changes for each item in the predetermined
basket of goods and averaging them; the goods are weighted according to their
importance. Changes in CPI are used to assess price changes associated with the cost of
Tiving.

Inflation : cCharacterized by rising price levels.
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