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Market Watch

Japan’s election implications

Summary

Event: Japan’s ruling coalition failed to secure a majority in the upper
house election — the 47 seats won was shy of the 50 seats required
to maintain control. This marked the first time since 1955 that the
Liberal Democratic Party or its coalition lost its majority in both
legislative bodies. The narrow margin of defeat was widely expected
and Prime Minister Ishiba intends to stay on, at least for now.

Market reaction: Global and Japan markets have taken the results
in their stride, given the narrow loss for the coalition. USD/JPY pulled
back from a three-month high around 149 towards 147.5, while the
30-year Japan government bond yield inched higher towards 3.1%.
The Nikkei225 index rose as much as 1.2% before paring gains.

Investment strategy: The election defeat is mildly bearish for
Japan’s_government bonds and the JPY, and neutral for Japan
equities. The ruling coalition will have to work with opposition parties
to pass legislation and stay in power. This will entail agreeing to
opposition demands for sales tax cuts, which would further raise the
government deficit and delay BoJ rate hikes. A trade deal with the US
would partly offset some of the uncertainty caused by the election.

We maintain Japan equities as a core holding within a diversified
allocation, while we are Overweight Asia ex-Japan equities, given
attractive valuation. In bonds, we favour Emerging Market local
currency debt, which should benefit from rate cuts and a weaker USD.

Macro implications of the election results

Political and policy uncertainty. While a new coalition is yet to be
confirmed, diluted power of the existing ruling parties will likely impede
decision-making. For instance, the proposed JPY 3.5tr cash handouts
face hurdles, while potential partners will demand sales tax cuts.

Narrow path to 1 August US trade deadline. PM Ishiba’s decision
to stay on sustains the prospects for a trade deal with the US by 1
August. US Treasury Secretary Bessent expects a “mutually
beneficial” US-Japan trade deal. That said, agreement on politically
sensitive topics, such as automobiles and rice exports, is expected to
be increasingly challenging given the politically weakened ruling
coalition. While the odds are in favour of a trade deal, Japan faces a
25% tariff on all exports to the US if a deal is not reached by 1 August.

BoJ rate hike delayed. Expansionary fiscal policies by the ruling
coalition is likely to delay BoJ rate hikes. Japan’s exports contracted
0.5% vyly in June and the outlook remains uncertain until the
government reaches a trade agreement with the US. Rate hikes may
resume later this year as wages and price pressures remain elevated.
Money markets are pricing only a 15bps hike by end-2025.
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USD/JPY pulled back from a three-month high
around 149

18-22 July and 12-month asset class returns; as of 9:30am SGT
on 22-July-2025

Gold (41.6)

JPY/USD (6.5)

Hang Seng Index (41.9)
Nasdaq 100 futures (11.8)
EUR/USD (7.3)

CHF/USD (11.4)

US 10-year bond (0.4)
S&P 500 futures (8.8)
Nikkei 225 (0.8)

Japan 10-year bond (-3.2)
Euro Stoxx 50 futures (7.8)
USD (-6.1)

WTI crude oil (-7.7)
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Japan’s 30-year government bond yield inched
higher towards 3.1%, approaching the German 30-
year bond yield
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What does this mean for investors?
Bonds

Our View: Long term Japan government bond yields to stay elevated.
We believe investors can find better risk/reward in Emerging Market
local currency bonds and UK Gilts.

Rationale: Japan’s election results suggest that the ruling coalition,
comprising the Liberal Democratic Party (LDP) and Komeito, has
avoided the worst-case scenario of a significant loss of majority,
leading to a change in government. Prime Minister Ishida has vowed
to remain in office. We believe that the weakening of the LDP-led
government could lead to a more expansionary fiscal policy for Japan.
The Ministry of Finance (MoF) has previously signalled efforts to
stabilize the bond market by reducing the issuance of long bonds,
which may help ease upward pressure on long-term bond yields.

Thus, while we expect the 30-year Japanese government bond yield
to remain elevated near term, we see a low chance of it surpassing
3.2%, a level that was achieved prior to the election when the market
had expected a more severe loss for the LDP. That said, investors will
closely watch coalition negotiations, fiscal policy developments and
MoF actions to gauge the trajectory of yields in the coming months.

Equities

Our View: Japan equities remain as a core holding. Within Asia, we
prefer rotating into regions with attractive valuations and greater
domestic stimulus support, such as China and Korea.

Rationale: While early market moves on Tuesday (at the time of
writing) suggest that investors have largely priced the defeat of the
ruling coalition, political instability and uncertainty around the trade
negotiation with the US in the coming weeks will likely result in
heightened market volatility. Overall, Japan remains a core holding
within our global equity allocation. On the positive side, the
parliament’s emphasis on policy stimulus will likely support corporate
earnings. The government’s NISA program is also likely to improve
shareholder returns. Technology stocks in Japan are riding on the
global Al-wave. However, Japan equities face headwinds such as
muted Q1’25 earnings and policy uncertainty. Consensus earnings
growth projections for MSCI Japan are 2.3% for 2025 and 9.5% for
2026 — both below the 5-year historical average. Therefore, we would
add selectively to Japan’s technology sector on pullbacks, while
reallocating into Asia ex-Japan equities, where we are Overweight. In

Japan long bond yield to stay elevated while market
implied probability of a rate hike remains low

Japan 30-year bond yield and market implied probability of rate

hike by October 2025
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Japan’s earnings growth projections for both 2025
and 2026 are below the 5-year historical average
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USD/JPY uptrend is likely to resume, with next
resistance at 151

USD/JPY and technical levels

particular, we favour markets with attractive valuations and greater 165
fiscal support and political stability, such as South Korea and China. 160

155
FX 150

147.6

Our view: Expect rangebound USD/JPY with a bullish bias in the 145
near-term, with a test of resistance at 151. 140
Rationale: USD/JPY fell 1% on Monday from a three-month high 131"_24 Oct-24  Jan-25 Aprl-25 Juk-25
around 149 as the election loss for the ruling party was not as bad as
feared. USD/JPY had rallied heading into the election. However, the USD/JPY - - - - Support - - - - Resistance
uptrend is likely to resume, with the pair likely to test resistance at 151
in the near term as the markets price for a 40-year Japan government ~ Source: Bloomberg, Standard Chartered
debt sale and a dovish BoJ meeting.
Meanwhile, Japan’s trade deal with the US remains uncertain
following Prime Minister Ishiba’s election setback. The BOJ is likely to
hold rates this month given political and trade uncertainty. BoJ
Governor Ueda may find it challenging to provide any timeline for
when rate hikes will resume.
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incorporated in England with limited liability by Royal Charter 1853 Reference Number ZC18. The Principal Office of
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reproduced or distributed in any form by any means, or stored in a database or retrieval system, without the prior
written permission of CFRA, and such content shall not be used for any unlawful or unauthorized purposes. CFRA
and any third-party providers, as well as their directors, officers, shareholders, employees or agents do not guarantee
the accuracy, completeness, timeliness or availability of such content. In no event shall CFRA, its affiliates, or their
third-party suppliers be liable for any direct, indirect, special, or consequential damages, costs, expenses, legal fees,
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document may at any time, to the extent permitted by applicable law and/or regulation, be long or short any securities
or financial instruments referred to in this document or have material interest in any such securities or related
investments. Therefore, it is possible, and you should assume, that Standard Chartered Group has a material interest
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to Standard Chartered via e-mail. SCB Nigeria makes no representations or warranties as to the security or accuracy
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the Banking and Financial Services Act Chapter 387 of the Laws of Zambia.



