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PM Abe’s economic policy leadership credentials got a huge boost last week, with his

cabinet approving a massive extra fiscal spending package. This confirms Japan is a

standout amongst G7 countries—the only government capable and willing to enact rational,

pragmatic and decisive countercyclical fiscal policies. Where American and European

political leaders appear stuck and forced to compensate for their own inability to

actually design and implement targeted, innovative and timely fiscal policy by

constantly insisting that it is the central bankers who need to do more, Japan wastes no

time. “Team Abe” simply “gets it done.” For the 2020 outlook, Japan now has the lowest r

ecession risk.

Politically, it is tempting to contemplate why it is that Abe’s Japan and Xi’s China are

left as the only major economies where the ruling elite appears to have taken to heart

the lessons learned from the lopsided global obsession with monetary policy. Effective

crisis management—absolutely—but the diminishing economic returns and disproportionately

negative impact on social stability of all-out monetary dependency have been documented

all too well to not be taken seriously. In the end, both the Japanese and Chinese ruling

elite are far too united and pragmatic to entrust their nations’ futures to the “cut rat

es, buy assets and good things will happen” mantra. What do Japan and China share that

“the West” does not? Functioning government: China by undemocratic top-down dictate;

Japan by a de-facto supermajority in a democratically elected Parliament.

Financially, the positive impact of fiscal policy on market performance should not be

underestimated. Yes, size matters, and Abe’s new package is a massive ¥26 trillion,

equivalent to almost 5% of GDP. Of this, about half of the funds are poised to feed GDP

directly, primarily by rebooting public infrastructure spending. Here, one part is

almost immediate: shovel-ready projects to rebuild the destruction heaved by this year’s

incredible typhoon season; the other part will be phased in later in 2020, designed to

counter the post-Olympics downcycle. All said, 2020 GDP should get a boost of around

0.5–0.75%. Consensus forecasts for next year will have to be revised up.

So, “Team Abe” deserves a 10 out of 10 for timely, decisive and pragmatic

countercyclical policy action. But what about true structural policies that lift Japan’s

potential longer-term growth rate? Here, there is more to be done. 

Specifically, here are my top two suggestions for economic policy actions that should

significantly raise the chances of Japan’s future prosperity, as well as Abe’s historic

legacy as economic policymaker. On the first one, there is real movement; on the second

one, we’ll hear more in 2020.

First, create a “startup nation Japan” entrepreneurship ecosystem: Nothing ensures

sustainable prosperity like a thriving entrepreneur culture. Every 1% increase in the

number of entrepreneurs raises potential GDP by approximately 0.5% (which means Japan

could easily double her potential growth rate). Good news: The government tax council

just proposed a tax incentive for corporate investments in start-ups, with 25% of any

start-up investment eligible for a tax deduction (for investments up to $1 million). For

2020, this tax incentive is poised to turbocharge the already nascent trend of corporate

venture capital in Japan. Note: This tax incentive applies only to corporate VC
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investments, not to pure financial venture capital funds. Still, the net effect should

be a positive boost to Japan’s longer-term potential growth rate and, thus, corporate

profits.

Second, cut entitlements by introducing means testing. To introduce a greater sense of

social fairness and guarantee sustainability of Japan’s socialized medical and social

security systems, raising out-of-pocket contributions proportionally to net financial

assets is a pragmatic solution. In fact, post-Abe Liberal Democratic Party (LDP) young

leaders are beginning to seriously study how to get this done. For certain, for a nation

obsessed with actively minimizing the gap between the haves and have-nots, financial

means testing for public services should prove politically popular. If worked in tandem

with more deregulation in the medical services sector, the net impact should help boost

potential growth as well as reduce fiscal uncertainty.

All said, Japan is on track for exemplary policy pragmatism, with the immediate cyclical

outlook, as well as the longer-term structural one, poised to deliver positive upside

surprises for 2020 and beyond. Against a backdrop of attractive valuations and record-

high underweight positioning by both domestic and global investors, Japan could well be

poised to become a top performer in the 2020 Olympic year.

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.

WisdomTree BLOG ARTICLE

WisdomTree.com   1-866-909-WISE (9473)

https://www.wisdomtree.com/investments/performance
https://wisdomtree.com/-/media/7ae44b76bd3149b4a55e58a7694530b1.ashx
https://www.wisdomtree.com/investments/blog/2019/12/12/beyond-abenomics-japan-poised-to-outperform-in-2020


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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