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Following Shinzo Abe’s resignation over 
health issues, Yoshihide Suga was elected 
as the President of Liberal Democratic Party 
(LDP) and the 99th Prime Minister of Japan 
in mid-September. By design, Mr. Suga will 
serve out the remainder of Abe’s term as 
LDP leader, which officially ends in Sep 2021. 
A month later, Japan’s Lower House election 
is due to take place.
Political incentives for a snap election are 
strong. Polls indicate Mr. Suga started his 
term on a high note. His approval rating right 
after inauguration was higher than Abe’s 
in 2012 and the third highest since 2000. If 
history is any guide, his approval rate will 
start to fall and the waiting strategy won’t 
play out well. Instead, the new administration 
could utilize this honeymoon period, and 
consolidate power whilst it can. In addition, 
a snap election will leave the newly-merged 
opposition party CDP little time to bring the 
fractious opposition forces together.
End-2020 or early 2021 is more likely 
than a delay into summer. A snap 
election is likely to take place months 
before the Tokyo assembly elections in 
July and the Tokyo Olympics from 23 
July to 8 August. As a prelude, we expect 
to see Suga administration introduce a 
third supplementary budget in October. 
The administration has also hinted at an 
expansive fiscal stance for FY2021. That 
said, remarks from the ruling coalition 
party Komeito and Mr. Suga have ruled 
out an election in October. They stated the 
government’s top priority now is to bring 
Covid-19 under control.
Political stability is likely and will be 
supportive for markets. With a boost from 
the latest leadership reshuffle, the ruling 
LDP will likely hold onto power. Meanwhile, 
support for opposition parties has been 
fragmented. If LDP wins the general election, 
Mr. Suga will enjoy a greater chance to be re-

elected in the LDP leadership contest next 
year and remain in office until September 
2024. This provides a period of stability and 
policy continuity for Japanese markets in 
the medium term.
Essentially, Suganomics promises a 
continuation of Abenomics. But Mr. Suga 
is also believed to be capable to drive 
forward reforms, thanks to his extensive 
experience and network. He has panned out 
a reform agenda with a near-term focus on 
digitalisation. Other ambitious goals include 
restructuring regional banks, rejuvenating 
SMEs, and reshoring of Japanese production 
chains.

Market implications

With Mr Suga’s election as President of the 
LDP, the initial response of the JPY was to 
strengthen, as investors started pricing in 
a possible end of Abenomics. Although the 
programme failed to achieve its targets, a 
significant shift in domestic policies seems 
unlikely at this stage. Odds remain in fact in 
favour of policy continuity in the short term 
and, as a result, we believe the JPY would be 
mainly driven by external risk factors. With 
expectations of a global recovery in 2021, 
sentiment normalization should offset any 
potential upside coming from the increased 
focus on domestic reforms, Suganomics 
should bring going forward.
As far as the equity market is concerned, 
Japan is one of the most cyclical markets 
globally. Industrials, which should be among 
the winners of the coming cycle, account 
for 20% of the market vs. 9.6% for the MSCI 
World. Japan is therefore a natural candidate 
to increase the cyclicality of a Global Equity 
portfolio, especially as the BoJ program 
to buy ETFs is helping to reduce market 
volatility; the new political situation should 
not be a game changer in this respect.
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Japan: Policy continuity expected 
under Suganomics
Striving to consolidate power with a snap election, Mr. Suga vows continuity 
of Abenomics and hints at additional fiscal stimulus. Domestic politics aside, 
we expect global factors and positioning to play a key role for Japanese 
equities and currency. 
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