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This week will bring the first Bank of Japan (BOJ) 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 toward a more credible

asymmetric bias to ease. Yes, the BOJ is more likely to go against the Federal Reserve (

Fed) than with it.

 

Specifically, we expect that the number of board members calling for added stimulus will

rise from one to two, with new Deputy Governor Masazumi Wakatabe 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 Goushi Kataoka, 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 suggest Japan’s

upside momentum has stalled and downside risks have risen.

 

Importantly, Governor Haruhiko Kuroda himself left no ambiguity in Sunday’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.” (See Governor Kuroda on CN

BC.)

 

In global markets, the BOJ has been suffering a growing credibility problem. Few believe

that Japan can afford to not follow the U.S. lead on interest rates. After a decade of

“synchronized” monetary policy, why should the BOJ be able to “decouple” 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, we expect no change in actual policy targets and operational tools

but do foresee 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 decoupling from the Fed-rate cycle should grow, which in turn should push

down the yen and pull up Japanese equities.
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Japan Private Bank Credit Growth, Year-over-Year 

 

 

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.

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. investors 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 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)
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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

Monetary easing policies    : Actions undertaken by a central bank with the ultimate

desired effect of lowering interest rates and stimulating the economy.

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

United States.

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.

G20  : Group of 20 of the world’s largest economies that meets regularly in order to

coordinate global economic policies.

Monetary 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.
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