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Pro-growth economic policy making is poised to make a comeback in Japan over the coming
six to eight weeks, in our view. With the controversial new security bill now largely in
the rear-view mirror, “Team Abe”[1] will want to re-establish economic policy-making
credentials as quickly as possible. The sense of urgency is heightened by the fact that
both domestic and external demand has fallen below expectations 1in recent months.
Specifically, the cCabinet office now estimates that Japan’s “output gap” was stuck at a
deflationary -1.6% between January and March 2015, and the 1.6% contraction in gross
domestic product (GDP) from April through June must have pushed the output gap further
down the deflationary pit.[21

Yes, Fiscal Policy

The first focus of counter-policy is 1ikely to be added fiscal stimulus. Here, “shovel-
ready” public works projects have recently returned centre stage due to various typhoon-
damage related rebuilding needs. Specifically, the outdated and failing river dam
infrastructure in many regions has become a bit of a national embarrassment, as has the
growing awareness of outdated and idincreasingly dangerous road and rail tunnelling in
many of the regional economies. A1l said, a ¥2-3 trillion boost to public works via a
supplementary budget is probably in the cards. Add to that increased spending for more
general regional economic development and support for the elderly, and we are Tikely to
see a headline supplementary budget of at Teast around ¥5 trillion, i.e., around 1% of
GDP.

Yes, Monetary Policy

The Bank of 3Japan (B0J) 1is very 1likely to complement the supplementary budget and
increased public spending with stepped up liquidity provisions. A de-facto matching of
the increased fiscal deficit by added B0J bond purchases is very Tikely, in our view.
Philosophically, the BOJ, 1in our view, 1is very much opposed to using monetary
stimulus as the only added reflation tool, but it 1is not opposed to support a
reflationary policy push in combination with increased public spending. Increasing debt
monetization for specific projects is welcome, but not for general budget overruns.

In our view, the key to Team Abe’s credibility rests exactly here: to regain confidence
and credibility among market players, they must demonstrate that both the Ministry of
Finance and the B0OJ are indeed working toward the same goal of an all-out pro-growth
policy. This is the real challenge for Team Abe in the coming four to six weeks: one
team, one dream.

Timing & Catalysts

Timing upcoming policy events 1is relatively straightforward. First of all, Prime
Minister Abe 1is due to make several presentations to U.S. investors while in New York
for the UN General Assembly. Then, from mid-October on, the basic platform of a
supplementary budget is poised to be presented. Then, on oOctober 30, the B0OJ will
present its semi-annual review of 1its board members’ central tendency forecasts (which
is 1likely to result in further revisions to both the Consumer Price Index (CPI) and
growth outlook). whether the BOJ will act as early as October 30 depends primarily on
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the state of the supplementary budget debate. In addition, international money flow
developments 1in response to changing Federal Reserve policy will also be monitored
carefully, although the BOJ debate’s main focus is domestic, in our view.

In short, we think it Tikely that added stimulus from both money and fiscal policy will
be in place by the end of November.

Importantly, the coming policy activism in Japan is an extra effort, over and above the
normal budget and tax policy cycle that culminates in the presentation of a draft budget
by the end of December. Here, a cut in corporate taxes (expected to be around 3
percentage points to basically 29%) is the hallmark for investors, effective from next
fiscal year. For Team Abe, the key issue now is to demonstrate a sense of urgency to get
growth going again, and that requires the supplementary action outlined above. The
coming six to eight weeks are key, in our view.

Investors sharing this sentiment may consider the following UCITS ETF:

wisdomTree Japan Hedged Equity - USD Hedged DX3J)

All data is sourced from wisdomTree Europe and Bloomberg, unless otherwise stated.

View the online version of this article here.
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Important Information

Marketing communications issued in the European Economic Area (“EEA”): This
document has been issued and approved by WisdomTree Ireland Limited, which is authorised
and regulated by the Central Bank of Ireland.

Marketing communications dssued in jurisdictions outside of the EEA: This
document has been qissued and approved by WisdomTree UK Limited, which 1is authorised and
regulated by the uUnited Kingdom Financial Conduct Authority.

wisdomTree 1Ireland Limited and WwisdomTree UK Limited are each referred to as
“WisdomTree” (as applicable). our cConflicts of Interest Policy and Inventory are
available on request.

For professional clients only. The information contained in this document is for
your general information only and 1is neither an offer for sale nor a
solicitation of an offer to buy securities or shares. This document should not
be used as the basis for any investment decision. Investments may go up or down
in value and you may lose some or all of the amount invested. Past performance
is not necessarily a guide to future performance. Any decision to invest should
be based on the information contained in the appropriate prospectus and after
seeking independent investment, tax and legal advice.

The application of regulations and tax 1laws can often lead to a number of
different interpretations. Any views or opinions expressed in this communication
represent the views of wisdomTree and should not be construed as regulatory, tax
or Tlegal advice. WisdomTree makes no warranty or representation as to the
accuracy of any of the views or opinions expressed in this communication. Any
decision to invest should be based on the information contained 1in the
appropriate prospectus and after seeking independent investment, tax and Tlegal
advice.

This document is not, and under no circumstances is to be construed as, an advertisement
or any other step in furtherance of a public offering of shares or securities in the
United States or any province or territory thereof. Neither this document nor any copy
hereof should be taken, transmitted or distributed (directly or 1indirectly) into the
United States.

Although wisdomTree endeavours to ensure the accuracy of the content 1in this document,
wisdomTree does not warrant or guarantee its accuracy or correctness. Where WwisdomTree
has expressed its own opinions related to product or market activity, these views may
change. Neither wisdomTree, nor any affiliate, nor any of their respective officers,
directors, partners, or employees accepts any liability whatsoever for any direct or
consequential Toss arising from any use of this document or its contents.
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