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The Japanese media are speculating that Prime Minister Shinzo Abe may call a snap

election, possibly as early as October 22.1 Although Abe has, so far, not commented on

the speculation—and it is at the prime minister’s discretion to dissolve parliament—our

sources suggest a reasonable probability of an early election. If so, the key

implication for markets would be an almost certain change in Japan’s macro policy mix:

The probability of taxes going up in 2019 would rise, which in turn would raise the odds

that the Bank of Japan (BOJ) will have to do more for longer to ensure against the

inevitable recession that has always followed consumption tax hikes.

 

The political decision on the next consumption tax hike must be made in November or

December next year. This is by far the most significant macro policy decision Japan

faces because all tax hikes in the past forced recessions (as well as equity bear market

s).

 

Abe has already once used his powers to delay the unpopular tax hike as a bargaining

chip for voter popularity (2015). It seemed reasonable to assume he would do so again,

particularly since the tax hike decision basically coincides with when he must call an

election anyway (Japan’s lower house has a maximum term of four years, and the terms are

up in December 2018).

 

Under this scenario, which was more or less the consensus expectation before the last

couple of days, there was a possible window for the BOJ to exit by end-2018/early 2019—

if fiscal policy stays accommodative (by Abe delaying the tax hike once again), monetary

policy has the flexibility to change.

 

Now, if Abe plays the election card this year, the probability is very low that he’ll

call another election within little more than a year. That in turn makes a tax hike an

almost certainty, which leaves the BOJ alone in charge of accommodation and insurance

against a 2019 recession.

 

In our view, a possible snap election in the coming months would raise the probability

that the BOJ’s exit discussion will have to be pushed back further. For global money

flows, that raises the likelihood of “de-synchronized” monetary policy (i.e., the BOJ

staying hard on the accelerator while the Federal Reserve and the European Central Bank

test ever more assertively the monetary policy brakes). At the Group of Seven (G7) or in

bilateral discussions with the U.S., Japan’s position would actually strengthen, as it’s

hard to be accused of being a currency manipulator when changing the policy mix to

address fiscal imbalances.

 

A second policy effect from a snap election would be on the constitutional reform
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agenda. Right now, Abe’s Liberal Democratic Party (LDP) does have the necessary two-

thirds majority in parliament to attempt a revision of the constitution. Most pundits

expect Abe will easily win a simple majority in a snap election now but doubt the LDP

could maintain a supermajority.

 

If so, markets would probably cheer an early election, as many investors see

constitutional reform as a “vanity project” that has distracted Abe’s attention away

from the structural growth strategy. A solid but smaller parliamentary majority would

effectively kill the vanity project and thus might force a welcome refocus on economic

and structural reform.

 

However, in my view, one should not rule out the LDP actually maintaining its

supermajority for two reasons: The opposition parties are in disarray and face a severe

shortage of parliamentary candidates, and the combination of North Korean nuclear

ambitions and China’s response to those ambitions plays well into Abe’s fundamental and

emotional popularity base.

 

Be that as it may, for markets, what matters is that policy activism is back in Japan,

and an early election is bound to prolong the relentless liquidity creation by the BOJ

to ensure against a tax hike-induced 2019 recession, in our view.

 

 

 

 

1Source: Leo Lewis, “Shinzo Abe considers Japan snap election to shore up power,”

Financial Times, 9/17/17.

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 is 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. investors 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 investments in 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 its

affiliates, nor Foreside Fund Services, LLC, or its affiliates provide tax or legal

advice. Investors seeking tax or legal advice should consult their tax or legal 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 instruments 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 indication 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 its 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 liability for any direct, indirect, special, incidental, punitive,

consequential (including loss profits) or any other damages (www.msci.com)
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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

Macro : Focused on issues impacting the overall economic landscape as opposed to those

only impacting individual companies.

Bear market : A sustained downturn in market prices, increasing the chances of negative

portfolio returns.

Monetary policy   : Actions of a central bank or other regulatory committee that

determine the size and rate of growth of the money supply, which in turn affects

interest rates.
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