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The Tlatest Bank of 3Japan (B0OJ) Tankan survey confirms five fundamental trends in
corporate Japan:

1. Forecasts for profits and sales have been cut again, which, in our view, confirms
that corporate managers have become extremely proactive to manage expectations.
Specifically, large companies—-which are basically the ones Tisted on stock exchanges
—are now forecasting a 6.1% fall in current profits in fiscal year 2018 (after a
17.3% rise in fiscal 2017). The principal driver 1is a sharp deterioration in sales
growth, now expected to rise a mere 1.9% 1in fiscal 2018 (after a 5.8% rise the
previous year). In our view, this is extremely conservative, and positive surprises
on top-line sales growth are 1ikely to force positive upward revisions to earnings
in coming quarters. After all, neither domestic nor global growth 1is decelerating
that dramatically. Note: for every 1% that sales come in above budgeted baselines,
profits should get boosted by approximately 8%.

2. Corporate budgets for foreign exchange rate assumptions underscore the drive to
caution. Large industrial companies are now budgeting for an average ¥107.3 against
the U.S. dollar for fiscal 2018, which is more conservative than the ¥109.7 expected
three months ago. Again, every ¥1 of yen weakness relative to the baseline generates
windfall profits of as much as 1%.

3. Business investment 1is tuning into a key demand driver. Capex plans were revised
up sharply. A1l industries are now budgeting for a 7.9% 1increase 1in business
investment in fiscal 2018, up from a .7% drop indicated in the previous survey three
months ago. Importantly, Japan’s newfound investment drive 1is Tled by investment in
productive capital, software and R&D, rather than Tand purchases. In fact, Tland
purchases are budgeted to drop 30.6% in fiscal 2018 (after a 3.3% drop the previous
year). This bodes well for future productivity growth, as well as top-line sales
growth for capital goods suppliers.

4. overall business conditions appear more or less stable, but two sectors report a
deterioration that deserves attention: among industrials, car companies reported a
sharp deterioration-the headline direct investment (DI) dropped from +22 to +15, a
clear early warning of the potential negative impact of U.S.-led protectionism
against Japanese carmakers. More worryingly, the retail DI plunged from +11 to O.
The fact that the DI for Service for Individuals surged from 27 to 37 suggests that
consumer spending is still accelerating smartly, but this continued rebound 1in
individual spending is bypassing the traditional retail outlets. while this makes it
difficult to assess the true strength of consumer spending, the probability of more
intense M&A and consolidation in Japan’s consumer services industry is growing.

5. Finally, price and inflation data suggests no change in the current Japan

equilibrium: there appears to be no significant inflationary pressures. If at all,
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the newfound corporate investment spending push combined with new retail channel
disruption suggests that the purchasing power of the Japanese people is 1likely to
rise further from here.

A1l said, we maintain our view that corporate profits are ready for a positive upward
revision cycle in the coming six months. our forecasts expect profits to rise by about
12% 1in fiscal 2018. The Tankan confirms very conservative corporate benchmarks that
raise the confidence in our positive forecast expectations.

All data sourced from the Bank of Japan’s June 2018 Tankan survey, released on
July 2, 2018.

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

Tankan : Short-Term Economic Survey of Enterprises in Japan issued by the Bank of Japan.

Capex : Funds used by a company to acquire or upgrade physical assets such as property,

industrial buildings or equipment. This type of outlay is made by companies to maintain
or increase the scope of their operations.

Inflation : Characterized by rising price levels.
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