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Japanese risk assets—equities and real estate-are in a multi-year bull market, in our
view. We are bullish on Japan because we believe the fundamental allocation of national
assets—capital, Tand and labor-is beginning to change. If our thesis is correct, the net
result should be a rise in economy-wide productivity in general, and in return on equity
in particular. Public policy plays an important part in our structural bull thesis. The
good news 1is that, on top of the general brand “Abenomics,” more and more specific
policy initiatives are now coming to fruition. Specifically, Tlast week’s privatization
of Japan Post marks the beginning of a genuine privatization drive that confirms Japan’s
deep commitment to the pro-market and pro-private sector policy agenda. Japan’s Largest
Service Sector Network Company The Japan Post privatization has the potential to mark
the start of a genuine revolution 1in Japan’s service sector in general, and in its
financial services 1in particular. After all, Japan Post 1is Japan’s Tlargest employer, it
controls more branches and ATMs than all the private banks combined and is the second-
Targest holder (after the Bank of Japan) of government bonds. Although around 90% of the
group’s profits currently originate from 1its two financial services companies, Japan
Post Bank and Japan Post 1Insurance, the overall business portfolio is very well
diversified across the Japanese service sector-there are sizable operations 1in real
estate, Tlogistics and hospitality. For example, the Japan Post Group’s real estate
portfolio is similar in size to the major private sector realtors. The portfolio is well
diversified, with post offices 1in prime Tlocations offering huge potential for
redevelopment. Leveraging Japan Post Group’s high credit rating with its diversified
real estate portfolio creates potential for Japan real estate investment trust (J-REIT)
sponsorship with a wide range of opportunities, ranging from offices to hotels, health
care, rental homes and Togistics. Make no mistake: the size and depth of 3Japan Post
Group’s operations are significant enough to trigger change across the entire domestic
service sector 1in Japan. The Democratization of Finance Comes to Japan The most
immediate impact of the Japan Post privatization is poised to be in the financial
services. As of the end of March 2015, the Post Bank’s total assets stood at ¥209
trillion, which is similar to the three mega-banks. However, while the Post Bank has a
very high share in the deposit market, it has a barely 1% share in the Toan market.
Moreover, 1its security portfolio is dominated by Japan government bonds (JGBs). Senior
management has made it a clear objective to change this-the investment team is being
built out quite aggressively, first and foremost by the appointment of former Goldman
Ssachs Japan vice-chairman of to the position of chief investment officer (CIO) earlier
this year. Senior management is very vocal about wanting to promote an active and
diversified asset management culture, which suggests a portfolio rebalancing away from
government bonds and toward domestic equities and global securities. Here, it appears
that Japan Post Bank 1is following the lead of the Government Pension Investment Fund
(GPIF) public pension fund, which overhauled its Teadership (also appointing a new,
highly qualified CIO) and then dramatically revamped its asset allocation in Tate 2014.
The implications of this go beyond the positive potential for a new source of demand for
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Japanese equities and non-yen global securities. Because of its vast retail network of
24,000 branches, Japan Post Group has the potential to bring true democratization of
financial service to Japan. Senior management is openly seeking to Teverage this branch
network, Tlooking to provide a potentially new range of financial products to the mass
market retail investor. Retail Asset Shift In a nutshell: The Japan Post privatization
may finally bring about the Tong-awaited shift of Japanese retail assets out of deposits
(currently more than two-thirds of net financial wealth is in cash or demand deposits).
Put in perspective: A 1% shift in Post Banks asset allocation yields about ¥2 trillion
of new buying; 1if this were followed by a mere 0.25% shift in aggregate household
financial asset allocation, another ¥4.25 trillion would follow. The scale of this is
massive, as it adds up to roughly the total shift in the GPIF’s asset allocation toward
equities over the past 15 months. To be sure, we are only at the very beginning of the
privatization process, and the actual mobilization of new portfolio products and
strategies is bound to be a multi-year process. But the <important thing is that a
concrete path is now in sight. The democratization of Japanese finance has started, 1in
our view.

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.

Diversification does not eliminate the risk of experiencing investment losses.

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

Bullish : a position that benefits when asset prices rise.

Return on Equity (ROE) : Measures a corporation’s profitability by revealing how much
profit a company generates with the money shareholders have invested.

Abenomics : Series of policies enacted after the election of Japanese Prime Minister

Shinzo Abe on December 16, 2012 aimed at stimulating Japan’s economic growth.

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.

______ An assessment of the creditworthiness of a borrower in general terms
or with respect to a particular debt or financial obligation. Credit assessment and
evaluation for companies and governments is generally done by a credit rating agency
such as Standard & Poor’s, Moody’s or Fitch.

Japan real estate investment trusts (J-REITs) : Investment structure containing a
basket of different exposures to real estate, be it directly 1in properties or in
mortgages traded on the Tokyo Stock Exchange. Returns predominantly relate to changes in

property values and income from rental payments.

Rebalance : An index is created by applying a certain set of selection and weighting

rules at a certain frequency. WisdomTree rebalances, or re-applies its rules based
selection and weighting process on an annual basis.

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