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Prime Minister 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 counter-cyclical fiscal policies. Wwhere American and
European political Tleaders appear stuck and forced to compensate for their own inability
to actually design and implement targeted, 1innovative 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 Towest
recession risk.

Politically, it 1is tempting to contemplate why it is that only Abe’s Japan and Xie's
China are Teft as the only major political economies where the ruling elite appears to
have taken to heart the lessons learned from the Topsided global obsession with monetary
policy. Effective crisis management, absolutely; but the diminishing economic returns
and disproportionately negative 1impact 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’ future to the “cut rates, buy assets, and good things will happen” mantra. Wwhat
do 3Japan and china share that “the west” has not? Functioning government, China by
undemocratic top-down dictate, 3Japan by a de-facto supermajority in a democratically
elected Parliament — Those who can, do ; those who cannot, tweet...

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
Japanese Yen, equivalent to almost 5% of GDP. Of this, about half of the funds is poised
to feed GDP directly, primarily by re-booting public infrastructure spending. Here, one
part is almost immediate, shovel-ready projects to rebuild the destruction heaved by
this year’s qincredible Typhoon season; the other part will be phased-in Tater 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 will have to be revised up.

So, “Team Abe” deserves ten-out-of-ten for timely, decisive and pragmatic
countercyclical policy action. But what about true structural policies that 1ift 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
raise significantly the chances of Japan’s future prosperity, as well as Abe’s historic
Tegacy as economic policymaker. One 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: historically, nothing
ensures sustainable prosperity like a thriving entrepreneur culture. Every 1% dincrease
in the number of entrepreneurs raises potential GDP by approx. 0.5% (which means 3Japan
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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 tax deduction (for 1investments up to $1
million). For 2020, this tax incentive is poised to turbo-charge the already nascent
trend of corporate venture capital in Japan. Note - this tax incentive applies only to
corporate venture capital investments, not to pure financial venture capital funds.
still, the net effect should be a positive boost to Japan’s Tonger-term potential growth
rate and its corporate profits.

Second, cut entitlements by 1introducing means testing. To introduce a greater sense of
social fairness and guarantee sustainability of Japan’s socialised medical & social
security system, raising out-of-pocket contributions proportionally to net financial
assets is a pragmatic solution. In fact, post-Abe Liberal Democratic Party young Tleaders
are beginning to study seriously how to get this done. For certain, for a nation
obsessed with actively minimising 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.

A1l said, Japan is on track for exemplary policy pragmatism, with both the immediate
cyclical outlook as well as the Tonger-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 top-performer in the 2020 Olympic year.

The views expressed in this blog are those of Jesper Koll, any reference to “we”
should be considered the view of Jesper and not necessarily those of WisdomTree
Europe.

Reletad bogs
+ Japan fiscal boost coming?

View the online version of this article here.

wisdomTree.com * +44 (0) 207 448 4330 WISDOMTREF


https://www.wisdomtree.eu/en-gb/blog/2019-10-25/japan-fiscal-boost-coming
https://www.wisdomtree.eu/en-gb/blog/2019-12-16/beyond-abenomics

WisdomTree INSIGHT ARTICLE

Important Information

Marketing communications issued in the European Economic Area (“EEA”): This
document has been issued and approved by WisdomTree Ireland Limited, which is authorised
and regulated by the Central Bank of Ireland.

Marketing communications dssued in jurisdictions outside of the EEA: This
document has been qissued and approved by WisdomTree UK Limited, which 1is authorised and
regulated by the uUnited Kingdom Financial Conduct Authority.

wisdomTree 1Ireland Limited and WwisdomTree UK Limited are each referred to as
“WisdomTree” (as applicable). our cConflicts of Interest Policy and Inventory are
available on request.

For professional clients only. The information contained in this document is for
your general information only and 1is neither an offer for sale nor a
solicitation of an offer to buy securities or shares. This document should not
be used as the basis for any investment decision. Investments may go up or down
in value and you may lose some or all of the amount invested. Past performance
is not necessarily a guide to future performance. Any decision to invest should
be based on the information contained in the appropriate prospectus and after
seeking independent investment, tax and legal advice.

The application of regulations and tax 1laws can often lead to a number of
different interpretations. Any views or opinions expressed in this communication
represent the views of wisdomTree and should not be construed as regulatory, tax
or Tlegal advice. WisdomTree makes no warranty or representation as to the
accuracy of any of the views or opinions expressed in this communication. Any
decision to invest should be based on the information contained 1in the
appropriate prospectus and after seeking independent investment, tax and Tlegal
advice.

This document is not, and under no circumstances is to be construed as, an advertisement
or any other step in furtherance of a public offering of shares or securities in the
United States or any province or territory thereof. Neither this document nor any copy
hereof should be taken, transmitted or distributed (directly or 1indirectly) into the
United States.

Although wisdomTree endeavours to ensure the accuracy of the content 1in this document,
wisdomTree does not warrant or guarantee its accuracy or correctness. Where WwisdomTree
has expressed its own opinions related to product or market activity, these views may
change. Neither wisdomTree, nor any affiliate, nor any of their respective officers,
directors, partners, or employees accepts any liability whatsoever for any direct or
consequential Toss arising from any use of this document or its contents.
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