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WEAKER YEN AND STRONGER BANKS
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Bank of Japan (B0OJ) action today confirmed that Japan wants: . Stronger banks « A
steeper yield curve « A broader and stronger stock market ¢ A possible overshoot on
inflation Specific Actions to Achieve These Goals: « No added negative rates,
i.e., no added “tax” on bank reserve deposits e Explicit board call for a steeper
curve, to be achieved by shortening duration of bond-buying program. Note here the
quantity of BOJ bond buying stays unchanged-despite a coming 1increase 1in Japanese
Government Bond (JGB) issuance from a fiscal package. The B0J also has no specific bond
yield target—it just wants a steeper curve to raise the banks’ margins. e Tilt the ¥6
trillion program to buy exchange-traded funds (ETFs) away from price-weighted Nikkei 225
(NK225) and toward cap-weighted TOPIX (TPX)—-(TPX weight up from 42% to 70% of all annual
ETF budget) e The commitment to the 2% inflation target was actually strengthened-the

board now explicitly seeks an “overshoot” to the target.l In short: Nobody is in any
hurry to taper or roll back quantitative easing in Japan. The message could not be
clearer. This 1is a positive for Japanese equities, banks and financials 1in particular-
and in my view, a negative for the yen. From here, a most interesting new challenge will
come from the fact that the B0J did not specify a numerical target for bond yields. A
steeper curve is desired, but how steep 1is steep enough? Personally, I think this is
good policy, as it adds uncertainty; in the coming weeks and months it will be
interesting to see whether certain yield Tlevels start triggering BOJ commentary. I have
no doubt that markets will want to test where Governor Kuroda’s possible pain points may
be. However, for now, the JGB yield rose and has room to run, in my view. Read more
about BOJ meeting implications. Read Jesper Koll’s research on the BOJ stance.

Isource: Bank of Japan, 9/21/2016.

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. idinvestors 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 its 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

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.

Inflation : Characterized by rising price levels.

Negative interest rates : Usually borrowers make regular interest payments to their
lenders for the money they owe. Under a system of negative interest rates this
relationship would be reversed and the lender would pay the borrower for the privilege

of Tending.

Duration : A measure of a bond’s sensitivity to changes in interest rates. The weighted

average accounts for the various durations of the bonds purchased as well as the
proportion of the total government bond portfolio that they make up.

Japanese Government Bond (JGB) : A bond issued by the government of Japan. 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.

Bond yield : Refers to the interest received from a bond and 1is usually expressed

Nikkei 225 stock Average Index : A price-weighted average of 225 top-rated Japanese

companies listed in the First Section of the Tokyo Stock Exchange.

Market capitalization-weighting : Market cap = share prices x number of shares

outstanding. Firms with the highest values receive the highest weights in approaches
designed to weight firms by market cap.

Tokyo Stock Price Index (TOPIX) : A free float-adjusted market capitalization-

weighted index that is calculated based on all the domestic common stocks Tisted on the
Tokyo Stock Exchange First Section.

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.
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