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In the coming months, Japanese politics are poised to become more exciting. With little

more than a year left before Prime Minister Shinzo Abe’s Liberal Democratic Party (LDP)

presidency ends in September 2021, slowly but surely the post-Abe succession race will

intensify.

Discussions with global investors suggest that they’re even worried about a possible

snap election coming before the end of this year because Abe’s popular support rate has

dropped below 40% in recent months. I doubt that anyone is bold enough to challenge Abe

before the U.S. presidential election. After an unprecedentedly long iron grip on power

for more than seven years, however, it is now prudent to recall the wisdom of ex-Prime

Minister Yasuhiro Nakasone: “In Japanese politics, three inches ahead there is

darkness.”

If politics are more uncertain now, what about the economy? Do we have to worry that a

personality change in the prime minister’s office will bring change to the way the

economy is run? The answer is not really, because, after all, this is Japan, where

economic policymaking is dominated by an entrenched and able technocracy.

Japan succeeds because of its systemic strength, not because of “great men” forcing

their vision on the country. Japan’s strategic pragmatism and efficiency are anchored by

its administrative state. It makes Japan the envy of the world, not least because it so

successfully defends the nation against the powerful temptations of populism and

narcissism modern democracies seem to demand from their leaders.

Unfortunately, it is not enough to be a “bastion of stability” against an increasingly

uncertain and tumultuous world. The line between stability and stagnation is thin. To

assure Japan’s future prosperity and success, open-minded, strong and decisive political

leadership is necessary. In fact, here lies the true legacy of Abe’s leadership style.

He and his team have always been exceptionally open to new ideas, outside opinions and

unorthodox proposals. Born out of a deep personal and national existential crisis, Abe

was always clear that “business as usual” was not an option.

At the risk of being too macro-focused, let me point out the key success stories of

Abenomics. In 2014, Abe and his team changed the basic operational framework at the

major ministries (and the Bank of Japan) by enforcing Cabinet Office-led top bureaucrat

selection, thus making the elite administrative state more accountable to the prime

minister and his Cabinet. The Government Pension Investment Fund was also shaken up and

empowered to reinvent itself as the world’s biggest and most progressive sovereign

wealth fund.

Make no mistake, for economic and financial policy, what Abe’s team did is about as deep

and fundamental as it gets. Change the way the biggest pension fund in the world—Japan’s

national pension fund—allocates capital, and chances are you change the way your entire

nation allocates savings into investments. Without it, Japan’s ongoing revolution in

corporate governance and capital stewardship would have been impossible.

Change the way the central bank and the Finance Ministry cooperate toward a common goal,

and chances are you don’t just escape the traditionalists’ austerity trap, but actually

end up raising national purchasing power. An added bonus is that both the U.S. Federal

Reserve and the European Central Bank followed your role model when they merged their
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monetary and fiscal policy during the recent crisis.

At the same time as forcing deep changes onto Japan’s macroeconomic flows and

policymaking, Abe also revolutionized Japan’s foreign economic policy. He set himself a

target of making one official overseas trip every four weeks. Here, in addition to

relentlessly marketing Japan to global investors—“buy my Abenomics”—the prime minister

always insisted on bringing along a delegation of corporate leaders with explicit

strategies and goals for the promotion of Japanese projects in the country visited.

To my knowledge, Abe was the first Japanese prime minister to do so. He was happy to

roll up his sleeves and become a dealmaker for Japan. Moreover, under Abe’s leadership,

Japan clearly became more proactive in the global arena, a leading force in saving the

Trans-Pacific Partnership free trade agreement following the pullout of the United

States and, more recently, on track for a historic first trade agreement with the new

post-Brexit United Kingdom.

Last but not least, the rapidly intensifying and deepening bilateral relationship

between Japan and India is poised to become a key force shaping the future of Asia and

the world. Under Abe’s leadership, Japan has opened up on the global stage and turned

into a trustworthy, proactive alliance builder. The world now respects and expects

Japanese leadership.

All said, we should not underestimate how high a bar Abe has set. On both the domestic

and the global stages, he’ll be a hard act to follow. I am confident his eventual

successor will have what it takes, but here are the key economic policy markers to watch

in assessing whether Japan’s next leader will be a success.

Consumption Tax MoratoriumConsumption Tax Moratorium

Last summer, Abe enshrined into the LDP policy platform the promise to not raise the

consumption tax again for another 10 years—i.e., not before 2029. This is good policy

not just because every time the tax goes up the economy goes into recession, but more

importantly because consumers crave peace of mind and certainty that their purchasing

power won’t get cut by higher taxes. It would be a serious red flag if Abe’s successor

gave in to pressure from the Finance Ministry and allowed for a return to the “fiscal

austerity through higher consumption tax” debate.

Top Bureaucrat Personnel DecisionsTop Bureaucrat Personnel Decisions

In 2014, Abe established the Personnel Affairs Bureau at the Cabinet, which grants him

direct control over more than 600 elite bureaucrat appointments. He and his inner circle

have used this new tool aggressively, thus fundamentally shifting the balance of power

away from entrenched bureaucratic tradition and factionalism toward greater

accountability to the goals and objectives of the prime minister and members of his

Cabinet.

Advisory Councils for the Prime Minister Advisory Councils for the Prime Minister 

Abe established no fewer than five councils to advise him on his economic growth

strategy alone, plus a number of individual advisors for various other issues. This has

significantly shifted the center of both strategic and tactical policymaking away from

the ministerial deliberation councils, where laws used to be drafted almost exclusively.

Abe’s advisors and councilors are predominantly drawn from the private sector, thus

injecting real-world experience and a new sense of urgency into the policymaking

process. If Abe’s predecessor were to reverse course and became more inward-looking and

less open for private sector or outside ideas, the risks of Japan falling back toward

uninspired policymaking will rise.
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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

AbenomicsAbenomics  : Series of policies enacted after the election of Japanese Prime Minister

Shinzo Abe on December 16, 2012 aimed at stimulating Japan’s economic growth.
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