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BOJ OFFICIALLY COMMITS TO
DECOUPLING FROM THE FED

Jesper Koll — Senior Advisor
08/01/2018

The Bank of 3Japan (B0J) de-facto eased policy at this week’s board meeting. They
introduced “forward guidance” on top of their long-standing policy of QQE—quantitative
and qualitative easing. In short: the board now spelled out its commitment to allowing a
desynchronization between rising U.S. rates and Japanese rates staying anchored around
zero. They even committed to a timeline: rates will stay anchored around zero at the
very Tleast until the effects of the consumption tax hike in October next year have fully
played out. This suggests early 2020 as the earliest target date for any actual rate
hikes 1in Japan.

The official text of the board meeting says it all. It is entitled “Strengthening the
Framework for Continuous Powerful Monetary Easing,” and it reads, “The bank intends to
maintain the current extremely low Tevels of short- and long-term interest rates for an
extended period of time, taking into account uncertainties regarding economic activity
and prices including effects of the consumption tax hike scheduled to take place in
October 2019.”

Operationally, the B0OJ committed to maintaining its short-term policy rate target at
minus 10 basis points (bps) and for the 10-year JGB yield confirmed the same target rate
as before at “around zero.” In fact, a footnote in the board text spells out that “in
case of rapid dincreases 1in the yield, the Bank will purchase 3JGBs rapidly and
appropriately.” They also reconfirmed that added JGB purchases will come to around ¥80
trillion per year.

Meanwhile, the B0J’s equity ETF-buying program was also reconfirmed at an annual pace of
¥6 trillion, although the composition was changed away from the price-weighted Nikkei 22
5 Index toward the market cap-weighted TOPIX (the former was cut from ¥3 trillion to
¥1.5 trillion p.a., the Tlatter raised from ¥2.7 trillion to ¥4 trillion, with the
remaining ¥0.3 trillion going to the physical and human capital ETFs as before). The
change 1in portfolio composition is a modest positive for Japanese financials due to
their relatively higher weighting in the market cap-weighted TOPIX.

Interestingly, the policy board has revised down its central tendency forecasts for both
GDP growth and CPI inflation: board members now expect GDP growth to basically halve
from 1.5% in FY2018 to 0.8% 1in FY2019 and FY2020, while CPI inflation 1is forecast to
stay below 2% in both FY2019 and FY2020.

That said, the B0OJ board is sending a clear message to global markets: Japan 1is openly
committed to decoupling from the U.S. rate cycle. For markets, this creates a welcome
new tension and opportunity: the BOJ 1is encouraging long-term dinvestors to build up
global carry trade positions, i.e., funding in zero-rate yen and investing in higher-
yielding U.S. fixed income. At the same time, shorter-term speculators are bound to test
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the BOJ’s resolve from time to time. The result of this, in our view, should be rising
Tiquidity in both JGB and global markets, as well as a structural depreciation of the
yen against the dollar.

All data and quotes are sourced from the Bank of Japan announcement on July 31,
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

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

desired effect of lowering interest rates and stimulating the economy.

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

U.S., this generally 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.

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

companies Tlisted 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 1Index (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.

Gross domestic product (GDP) : The sum total of all goods and services produced
across an economy.

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.
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