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Last week, Japanese prime minister Shinzo Abe decided to step down for personal health reasons. His record-breaking
long and stable grip on Japanese power has set a very high bar for his successor. On both the domestic and global
stages, he’ll be a hard act to follow.
However, in the immediate future, neither Japan’s economic nor social policy is poised to be much affected because the
successor race is primarily determined by factional strength in the Liberal Democratic Party (LDP) and internal power
alliances. It is about personalities and personal promises, not policy. The elite bureaucracy, rather than inspired political
leadership and vision, is poised to dictate economic and financial policy making from here.
A General Election Within Four to Six Months?
Technically, Abe’s successor will be selected by the LDP, which is the ruling party, with a vote from the members of
parliament and some representatives from the local chapters. It is an inner-party affair, not a general election. However,
whoever gets selected by the party in coming weeks will only get to serve out Abe’s term, meaning they will have to be
reelected in the regular LDP party convention coming in September 2021. Also, there will have to be a general election
before October 22 of next year. So, whoever becomes party president and prime minister next will probably have to
prove their leadership power to the party’s rank and ﬁle by calling a general election sometime over the next four to six
months.
History shows that only a prime minister who can win a landslide victory from the general public is a strong prime
minister. Abe won two record-breaking super majorities in the three lower house elections the LDP fought under his
leadership, in December 2012, December 2014 and October 2017. If you cannot deliver victory, you’re out. And after a
long eight years of patient waiting, there are plenty of old and young contenders from within the LDP who will want to
keep Abe’s successor under pressure to prove their worth sooner rather than later. That’s why many observers, including
me, expect a relatively short-lived tenure for Abe’s immediate successor.
Abe’s Legacy—What’s at Stake
Rather than speculating on who will outsmart who in the upcoming LDP party leadership race—as I said, I expect a lot of
intense backroom dealing and power broking—let me suggest several “trip wires” to determine whether Abe’s legacy
survives.
Consumption Tax Moratorium:
Last summer, PM 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, in my view, 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
conceded to pressure from the treasury and allowed for a return to the “ﬁscal austerity through higher
consumption tax” debate.
Top Bureaucrats’ Personnel Decisions and Political Appointments to the Ministries:
In 2014, Abe installed a 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 power balance away from entrenched bureaucratic tradition and factionalism toward greater
accountability to the goals and objectives of the prime minister and his ministers. In addition, Abe consistently
appointed between ﬁve and seven political appointees to each ministry, a sharp departure from his predecessors’
practice of having only the minister and his deputy actually dealing day-to-day with their branch of the
administration. If Abe’s successor shows less enthusiasm for exercising political power over the technocracy, he (or
she) will ﬁnd it increasingly difﬁcult to govern in an effective and innovative way. Reduced competition between
political vision and a sense of urgency versus expert opinion and a sense of continuity would be a clear step
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backward.
Advisory Councils for the Prime Minister:
Abe installed no fewer than ﬁve councils advising him on his economic growth strategy alone, plus a number of
individual advisors for various other topics. This has signiﬁcantly shifted both strategic and tactical policy making
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 sense
of urgency never seen before into the policy making 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 policy making would rise.
Proactive Global Leadership
Abe 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, happy to roll up his sleeves and become a
dealmaker for Japan. Whether his successor has the personality and vision to continue that remains to be seen. Here, the
strong relationship Abe has been able to build with India will become a key litmus test for his successor.
And the Winner Is? Japan’s Elite Technocracy
All said, Japanese politics post-Abe is poised to become more inward-looking, with his immediate successor likely to
have their hands tied by having to prove their domestic leadership credentials ﬁrst, and by ﬁghting-off challenges from
within his party.
If you ask, the most worrying aspect of the post-Abe leadership race is the almost complete lack of private sector
interest. Nowhere have we seen a business or ﬁnancial leader voice an opinion or desire to actively inﬂuence the LDP. I
hope this will change as the race intensiﬁes, but it goes without saying that markets would beneﬁt from knowing what
kind of substantive policies Japan’s business and ﬁnancial leaders would like to see pushed by Japan’s next leadership
team. If business does not speak up, the technocracy will return to rule more and more uncontested, happy to divide and
rule an LDP leadership team focused on personal allegiances more than policy substance. That would be a big reversal
from the way PM Abe ran the country.
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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)
Jonathan Steinberg, Jeremy Schwartz, Rick Harper, Christopher Gannatti, Bradley Krom, Tripp Zimmerman, Michael
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Ryan Krystopowicz, Kara Marciscano, 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
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.
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