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I recently visited the Japanese prime minister’s (PM) offices and met with several

senior decision makers to get a firsthand update on what lies ahead now that Prime

Minister Abe’s popularity has dropped to 35%–40% (from 50%–60% six months ago).1 As far

as I’m concerned, the key takeaway for investors is that the structural bull case for

Japan remains intact, with a relentless pro-growth policy bias poised to return center

stage starting in September/October, when the basic debate on next year’s budget and

economic policy initiatives will start. However, from a tactical perspective, several

unpopular political hurdles will have to be cleared between now and then, and everyone

in the PM’s office expects some further slippage in opinion polls.   Domestic AgendaDomestic Agenda

in Focusin Focus Specifically, the immediate domestic Japanese agenda looks like this:   WeekWeek

of July 27:of July 27: Upper House to start deliberations on the defense law and security bill

revisions. These unpopular bills did already pass the Lower House by a two-thirds

majority and will automatically become law by mid-August. However, Prime Minister Abe

will have to navigate continued media coverage on this unpopular topic.   August 3–5:August 3–5:

Likely decision on the Trans-Pacific Partnership (TPP) free trade zone. Here, Prime

Minister Abe and the vast majority of the ruling Liberal Democratic Party (LDP) are

firmly committed to tariff cuts and agricultural deregulation. However, a small minority

of old-style protectionist politicians are sure to raise their voice. The deal is done,

but the media spin is poised to put some additional pressure on Abe’s popularity.  

August 10:August 10: Possible restart of the first nuclear reactor (all reactors are currently

shut down due to post-Fukushima safety concerns). Similar to the defense and security

law revisions, nuclear restart remains unpopular, and the PM’s office expects large-

scale demonstrations, should the restart proceed as scheduled.   August 15:August 15: The 70th

anniversary of the end of the Pacific War. The focus here is on Prime Minister Abe’s

speech and the reaction from neighboring countries to the degree of the apology

presented.   Mid-September:Mid-September: LDP presidential election. The LDP presidency is a three-

year term, limited to two terms. Abe became president in September 2012, winning a race

against five contenders. For the upcoming election, those I spoke to consider it very

unlikely that Abe will be challenged. It goes without saying that Abe’s unanimous

reelection by his party would be a powerful symbol for investors to extend their trust

in Japan’s policy stability and consistency. From an investor perspective, the immediate

outlook for Japan’s agenda suggests a somewhat asymmetric short-term risk profile: until

late August/mid-September, politics will dominate, while economic policy initiatives are

unlikely to make headlines again until late September or early October.   Pro-GrowthPro-Growth

Agenda Remains Intact Agenda Remains Intact After my meetings, I remain very confident that there is

absolutely no lack of commitment for or focus on Abe’s pro-growth policies.

Specifically, all decision makers acknowledged that the recent drop in Japanese stocks2

was not just due to an external Greece and China "risk off" but that the sell-off was

caused in part by the slip in Abe’s popularity. This candor is very encouraging. More

fundamentally, Abe’s policy team knows that positive wealth effects from both the stock

market and the real estate market are a necessary condition for a true Japan revival. I

believe the start of the 2016/17 fiscal and tax debate should reassert the pro-

investment, pro-risk-asset policy. Here, concrete proposals should come in late
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September or early October, and concrete steps could come through special tax measures

with, possibly, a renewed focus on speeding up the intergenerational transfer of

household assets from old to young, from pensioner to spender, in my personal view.    

    1Source: Robin Harding, “Shinzo Abe’s Approval Ratings Fall to New Low,” Financial

Times, 6/15/15. 2Japanese stocks: Refers to the low the Tokyo Stock Price Index (TOPIX)

hit on 7/8/15. Source: Bloomberg

Important Risks Related to this ArticleImportant 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 INFORMATIONIMPORTANT INFORMATION

U.S. investors only: Click U.S. investors only: Click herehere to obtain a WisdomTree ETF prospectus which to obtain a WisdomTree ETF prospectus which

contains investment objectives, risks, charges, expenses, and other information;contains investment objectives, risks, charges, expenses, and other information;

read and consider carefully before investing.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)

 

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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DEFINITIONSDEFINITIONS

Structural bull caseStructural bull case  : Reasons to believe that an equity market is maintaining drivers

of long-term appreciation.

RiskRisk  : Also standard deviation, which measures the spread of actual returns around an

average return during a specific period. Higher risk indicates greater potential for

returns to be farther away from this average.

Risk-on/risk-offRisk-on/risk-off  : refers to changes in investment activity in response to perceived

risk. During periods when risk is perceived as low, investors tend to engage in higher-

risk investments. When risk is perceived as high, investors tend to gravitate toward

lower-risk investments.

Wealth effectWealth effect  : When individuals see their investment portfolio increasing in value;

even if they don’t sell and take profits, they tend to feel better about their potential

consumption due to these gains.
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