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Prime Minister Shinzo Abe’s Japan is a forward-Tooking, pragmatic bastion of stability
in an increasingly uncertain world. This week’s cabinet reshuffle cements the unique
position that Japanese politics and policymaking occupies relative to most other
democratically elected governments. Abe is in complete control of his destiny, picking
and choosing competent and loyal elected parliamentarians to further advance his agenda.

Right from the start in December 2012, the goal of “Team Abe” has been single-minded,
echoing the rallying cry that inspired the leaders of the Meiji Restoration: “Fukoku
Kyohei-Strong Country, Strong Army”. Don’t get me wrong-this is not about rearmament
Tike it was during the 19th century Meiji era. I draw attention to the Fukoku Kyohei
rallying cry to stress that Team Abe is perfectly focused and capable of using political
capital for both a strong economy and constitutional reform. In fact, without the first,
the second may never happen.

In my experience, Abe’s Teadership team has always remained relentless 1in pursuing
strategies that aim to restore Japan’s place in the world as a respected, admired and
worthy top-tier nation. They know that a strong, growing and competitive economy is the
most necessary condition to achieve that goal. The second condition is a stronger,
smarter and more independent sense of national self-determination and pride among the
Japanese people. This 1is where Team Abe is convinced constitutional reform is necessary
as a powerful symbol and catalyst for greater national unity and understanding of what
Japan is and wants to be.

The “Abe-Aso-Kuroda” Master Class in Policy Pragmatism Continues

First, for economic policy management, the Abe-Aso-Kuroda central axis got reinforced.
Nowhere else in the world of global policymaking can you find such a consistently well-
coordinated and decisive axis of power between the prime minister, the fiscal authority
( Finance Minster Taro Aso) and the central bank (Bank of Japan Governor Haruhiko
Kuroda). The Abe-Aso-Kuroda triumvirate will continue their master class 1in policy
coordination. Where the U.S. and Europe are wasting time debating terminology and
procedure, Japan is way ahead in actually implementing “fiscal dominance” and “modern mo

netary theory”. The Abe-Aso-Kuroda axis simply gets on with it because they have
something that both Europe and the U.S. appear to have lost: political and policy
consensus.

At Teast to this observer, Europe and the U.S. bring to mind the fumbling and growing
desperation that 3Japan went through during the Tong period of political dinstability
before strongman Abe arrived. To turn modern monetary theory 1into practice, you need
functioning and decisive fiscal coordination and plans that go beyond the expediencies
of annual budget cycles or election cycle pork-barreling. No fiscal policy vision, no
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fiscal dominance... make no mistake! Abe-Aso-Kuroda do know what they want to spend on.

In clearer terms, watch for a boost in fiscal spending if or when global or Tocal
economic momentum Tloses steam. The Bank of Japan will finance the added borrowing
requirement if excess savings fail to absorb it.

what About “Structural Reform”?

Here, the cabinet reshuffle opens the door for new ideas and initiatives. Both the
ministers for Economy, Trade and Industry (METI) and for Economic Policy have been
replaced with U.S.-educated, highly competent young leaders. It 1is right to expect a
pickup in the metabolism of structural reform policy proposals, with a particular focus
on boosting entrepreneurship, speeding up industrial reorganization (e.g., M&A, MBO and
spin-out rules), regional revitalization and special economic zones, etc. Importantly,
the new METI minister, Sugawara Isshu, served as vice-finance minister before, which
could lead to closer linkages between tax incentives and industrial reorganization. The
new minister for Economic and Fiscal Policy 1is Nishimura Yasutoshi, a former METI
bureaucrat who is well-known in Silicon valley and Israeli start-up and venture capital
circles. A1l said, what Abe-Aso-Kuroda bring for stability, Sugawara and Nishimura will
do for innovation and creative structural change.

Yes, Constitutional Reform is on the Agenda

Lead by the prime minister, Team Abe is now readying to take concrete steps toward
constitutional reform. Specifically, one of Abe’s closest allies and trusted friend,
Seko Hiroshige (previously the METI minister), has accepted a position away from the
cabinet to become chair of the upper house. This 1is not a demotion, but the strongest
signal that Team Abe is gearing up for the complex parliamentary procedures necessary to
pass constitutional reform (requiring a two-thirds super majority in both the upper and
Tower houses, followed a simple majority in a referendum). with an outstanding track
record as a creative and loyal mobilizer, Seko 1is now Abe’s chief whip charged with
getting the upper house politicians in 1line for the constitutional vote.

Here, the sense of urgency 1is growing. Although Abe’s Liberal Democratic Party
presidency ends in September 2021, and most people suggest a reform bill would probably
take at least 8-15 months to wind its way through Parliament, my suspicion is Team Abe
is getting ready to attempt a more expedited push over the next 6-12 months. There is
the temptation of riding the 1ikely popular tailwinds from next year’s Tokyo Olympics is
real, as well as the Machiavellian calculation moving before the next U.S. presidential
elections. However, while timing remains anyone’s guess, the focus on seeking to
maintain a strong “economic feel-good factor” 1is a certainty. Team Abe must have as
perfect a track record on economic management as possible to have a shot at persuading
voters to support the constitutional reform.

Getting Ready for Post-Abe?

In my view, it is still much too early to begin serious debate about a post-Abe Japan.
His grip on power 1is simply too strong and his political will to create a historic
Tegacy that goes beyond anything we have seen 1in post-War Japan 1is simply too
overwhelming. cChallengers are explicitly warned to stay out of the way. Yes, young and
popular Koizumi is now 1in the cabinet as minister for the Environment. Personally, I
hope he’11 turn this historically dull post into something relevant and inspiring. A new
Japan green deal may boost his popularity further, and if Koizumi can build a consensus
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together with the deeply entrenched industrial 1interests (energy policy, plastics
policy, etc.), he’l1l deserve to be taken as a serious contender. Ditto for Kato
Katsunobu, who now serves as minister of Health, welfare and Labor, and is charged with
creating entitlement reform. If Minister Kato can rein in Japan’s runaway costs for
social security and health care without dincurring a backlash among voters, he surely
deserves to become the top leader. It’T11 be interesting to watch these developments, but
for now the focus must stay on the prime minister and his relentless drive to build his
legacy as the leader who truly restores Japan to top-tier nation status.

AlTl said, Japanese politics in general, and policymaking in particular, is set to stay a
bastion of stability. Team Abe 1is 1in power, is not afraid to use power and most
importantly has an agenda that 1is pro-growth and pro-business. Sooner or Tater, this
should force a break-out from the current value trap Japanese financial markets have
been into since last year.

For standardized performance and the most recent month-end performance click here NOTE,
this material 1is 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. 1dinvestors 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 1investments 1in 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 1its
affiliates, nor Foreside Fund Services, LLC, or its affiliates provide tax or Tegal
advice. Investors seeking tax or legal advice should consult their tax or Tlegal 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 dinstruments 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 1indication 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 1its 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 Tiability for any direct, 1indirect, special, incidental, punitive,
consequential (including Toss 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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DEFINITIONS

Modern Monetary Theory (MMT) : a macroeconomic theory that suggests that economic
cycles can be managed by Targely by fiscal policy, since monetarily sovereign nations
(1like the U.S., Japan, Canada, etc.) can print as much money as they need to achieve

their economic goals.
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