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Last week, Japanese prime minister Shinzo Abe presented an update on his economic policy

priorities for 2016 and beyond. The key takeaway brought no positive surprises that

could force upward revisions to the 2016 growth outlook. However, the new details of

Japan’s “Abenomics 2.0” policy discussion suggest to us that structural growth policy is

very much moving in the right direction, with Team Abe making concrete progress on

building credible alliances with business leaders for his growth strategy. Progress on

the political economy toward broad-based buy-in and consensus between government and the

private sector should not be underestimated as a key force driving the medium- to

longer-term momentum for the structural bull market in yen risk assets—“Japan Inc.” is

back, in our view.   The Hard Facts   On the numerical and factual front, last week’s

policy statements came well within what had been flagged over the past four or five

weeks in various media reports: • Abe formally instructed the Cabinet ministers to

compile a supplementary budget of around ¥3.5 trillion, or around 0.7% of gross domestic

product (GDP); • Abe de facto committed to cutting the corporate tax rate from 32.11% to

below 30%, effective fiscal year 2016; • Abe confirmed his determination to raise the

minimum wage by 3% every year to get it from the current ¥798 per hour to ¥1,000. In the

immediate future, the minimum-wage push and the supplementary budget are probably most

impactful for their positive influence on domestic demand in 2016 in general, and in

particular during the run-up to the July 2016 upper house elections. Specifically, the

supplementary budget is now confirmed to contain a cash subsidy to low-income pensioners

of as much as ¥30,000. Exact details are likely to be presented around December 10, but

given the high propensity to consume for low-income people, this could boost consumer

spending by as much as 0.25%, according to our estimates. The impact of the minimum wage

hike is likely to be of similar magnitude. The Cabinet Office estimates that around 5%

to 9% of Japan’s total payroll is on the minimum wage right now, so a 3% hike should

translate into a boost in aggregate incomes of around 0.35%. Again, the propensity to

consume could be relatively high, in our view.   The Return of “Japan Inc.”     More

important than the modestly positive growth arithmetic outlined above is the positive

and focused decision making dynamics that are driving the priorities of Abenomics 2.0.

After years of mistrust and noncooperation, last week’s announcements demonstrate the

revival of Japan Inc.—cooperation between the business leaders and the prime minister’s

office is starting to fall into place. Concrete, tangible results came through last

week:   • Japan’s Keidanren—the key large business association—agreed to commit to

raising both capital investment as well as workers’ base pay. Specifically, it promised

to boost capex from ¥71.7 trillion to ¥81.7 trillion over the coming two years, an

increase of around 7% per annum; at the same time, workers’ base pay is promised to be

raised by more than the 2% hike granted this year. • In return, the Keidanren got

agreement from Prime Minister Abe to focus and deliver on nine key policy priorities:  

• Early cut in corporate taxes (done; see above)

• Cut fixed asset tax on new equipment purchases

• Remain focused on pro-business deregulation

• Promote free trade potential of the Trans-Pacific Partnership (TPP) and expand free

trade further
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• Secure cheap and stable supply of energy

• Promote next-generation technology

• Expand tax support for research and development

• Promote more active labor participation among women, young, elderly and non-Japanese

• Raise labor market liquidity and mobility through deregulation

  It is important to note that Japan’s big-business lobby is now openly putting more

active labor participation on the agenda, including non-Japanese. In other words, slowly

but surely the de facto taboo of discussing immigration is beginning to erode. By now,

both policy makers and business managers are fully aware of how tight the labor market

has become, and sheer pragmatism is starting to come into play, in our view. While, in

our experience, many global investors remain focused on judging the progress of

Abenomics by whether Japan will start to rely on non-Japanese labor to boost the

domestic growth potential, the domestic priority is clearly tax code changes: Three of

the nine demands by the Keidanren involve tax reform (e.g., lower effective rate, lower

new equipment fixed asset tax and more tax support for research and development [R&D]).

As always, tax code changes are complex and need to be studied closely. Full details

will start to come through as the debate on next year’s national budget climaxes over

the coming three to four weeks. For now, what matters is that the headline rate will be

cut to below 30% next year, and the correct tax policies to engender more business

equipment investment and R&D spending are on the agenda, with the big-business lobby

committed to delivering more than 7% capex growth from next year—if Abe delivers on his

part of the bargain. For investors, growing transparency of concrete tax support for

equipment spending could mark a positive turning point for Japanese capital goods

companies after a disappointing 2015, in our view.   What about the Bank of Japan?    

Last week’s policy announcements did not involve the Bank of Japan (BOJ) directly.

However, indirectly, the growing certainty of a fiscal boost for both household incomes

and business investment has probably strengthened the case for added monetary policy

stimulus coming somewhat later, rather than sooner. An added factor in the timing of the

next move is the upcoming decision by the Federal Reserve (Fed) in December. Given BOJ

governor Haruhiko Kuroda’s vast experience and network in the international finance

community, he may very well take a wait-and-see approach. Clear speak: If the Fed can do

part of the BOJ’s job by changing relative monetary policy through higher U.S. rates,

Japan may get a “free ride” stimulus as rising U.S.-Japan rate differentials restart a

carry trade that pushes the yen lower and the dollar higher.   Just as Business 

Leaders, the BOJ Is an Integral Part of “One Team, One Dream” We maintain our call

that added monetary stimulus is likely from Japan, with the timeline now probably March

to May 2016, rather than in 2015. Here, we continue to emphasize that the principal

driver goes beyond the debate around “CPI inflation arithmetic” and what the proper

index basket should look like. It rests on our conviction that Prime Minister Abe is

leading all parts of Japan’s political economy—business leaders, fiscal policy leaders,

monetary policy leaders and regulatory leaders—toward “One Team, One Dream.” The most

clear-cut verification of our central thesis would be if the BOJ incorporates Abe’s ¥600

trillion nominal GDP target into its monetary policy target. More tangibly, the tools of

the BOJ’s 2016 pro-growth strategy contribution could be, in our view, boosting the

BOJ’s exchange-traded funds (ETFs) buying budget from ¥3 trillion to ¥6 trillion,

broadening the options of bonds eligible for BOJ purchases to include “zaito” and

regional government bonds, as well as possibly adopting negative rates to encourage

shifts in private sector cash balances toward productive and riskier assets. In our

view, all or part of these monetary tools are likely to be in place in Japan by mid-2016

at the latest.     Unless otherwise noted, source is WisdomTree as of 11/30/15.

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
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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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 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

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

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

Bullish : a position that benefits when asset prices rise.

Gross domestic product (GDP)     : The sum total of all goods and services produced

across an economy.

Equipment Fixed Asset Tax : A tax is charged on equipment part of the fixed asset.

Headline Rate : A basic rate of taxation before distorting factors have been removed.

Monetary stimulus   : refers to attempts to use monetary policy like lowering interest

rates or quantitative easing to stimulate the economy.

Carry  : The amount of return that accrues from investing in fixed income or currency

forward contracts.

Consumer Price Index (CPI)     : A measure that examines the weighted average of prices

of a basket of consumer goods and services, such as transportation, food and medical

care. The CPI is calculated by taking price changes for each item in the predetermined

basket of goods and averaging them; the goods are weighted according to their

importance. Changes in CPI are used to assess price changes associated with the cost of

living.

Japanese Government Bond (JGB)     : A bond issued by the government of Japan. The

government pays interest on the bond until the maturity date. At the maturity date, the

full price of the bond is returned to the bondholder. Japanese government bonds play a

key role in the financial securities market in Japan.
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