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Stocks, bonds and the currency have all slid recently in Japan, as the
pace of change under the new Prime Minister has surprised many market
observers. However, whilst the radical stimulus agenda championed by
Sanae Takaichi represents short-term volatility, looking further ahead her
policy platform has one goal and one goal only — to breathe fresh life into
the Japanese economy and finally banish the deflation that strangled
growth since the great crash of the late 1980s. In the few short weeks
since her election, Japanese politics has been transformed almost beyond
recognition by Takaichi and her team. Where previously there was caution
and continuity, today there is energy, vigor and a genuine willingness to pull
all of the levers available to the government to get the economy moving
again. Markets have watched breathlessly as large-scale fiscal stimulus
has been announced, a new administration formed and set to work in rapid
fashion, and a newly confident Japan has re-entered the global arena.

However, all this change has generated substantial dislocations in the
markets for Japanese stocks and bonds, as well as the yen. In this article
we look at what impact these policy changes have had so far, and consider
if the so-called ‘triple depreciation’ underway today could represent an
opportunity for foreign investors.

What has happened so far?

* The Nikkei has slid recently, in our opinion largely due to the market
beginning to reappraise global Al-related stocks.

*  However, we expect the index to rebound over December after Nvidia’s
strong earnings report suggested the Al trade remains at least partly
intact.

+ Government bond yields have risen sharply. We suspect that this
increased selling activity is due to concerns about the fiscal situation
deteriorating as Takaichi’s stimulus package takes shape.

* To allay fears, the government should hasten to present a blueprint for
achieving fiscal stability in the medium-term to avoid a further sharp
rise in yields. In this regard, we hope that Takaichi’s team have fully
absorbed the lessons of the now infamous Liz Truss ‘mini-budget’,
where the short-lived UK Prime Minster suddenly unveiled a series of
large-scale, unfunded tax cuts which she promptly had to reverse out
of when the bond market reacted negatively.
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* Alongside both of these downward moves in the equity and
bond markets, the depreciation of the yen has continued. Our
view is that this is driven by concerns over fiscal deterioration
and speculation about at what level currency intervention will
become more likely. We see the situation today as highly fluid,
and if the yen depreciates further or the pace of the decline
accelerates, close attention should be paid to all statements
from senior Ministry of Finance officials.

Interpreting the ‘triple depreciation’

The situation above is best summarized as a synchronized
movement of ‘triple depreciation’ where stocks, government
bonds, and the yen are all being sold off simultaneously.

For investors, the simultaneous downward movement in stocks,
bonds and currency can be read in multiple ways, but as we will
argue below all three are a function of the radical reform agenda
launched by Takaichi. As such, investors who positively evaluate
this program might see the decline in prices of Japanese assets
as an opportunity.

As can be seen in the charts below, the movements in stocks and
bonds are closely correlated, with both asset classes finding more
marginal sellers than buyers recently leading to large downward
swings.

The trends of the Nikkei Stock Average and TOPIX
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*Note: Data is from October 31, 2025, to November 19, 2025. Indexed with October
31, 2025, set as 100.

*Source: Prepared by Sumitomo Mitsui DS Asset Management based on Bloomberg
data.
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The trends of the Japanese 10-year government bond yield
and the USD/JPY exchange rate

(%) (USD/IPY)
158
1.79
1.77
1.75 156
1.73

1.71
1.69

1.65 1 1 1 1 1 1 1 1 1 1 1 1 J 152
10/31 11/5 11/7 11/11 11/13 11/17 11/19

(MM/DD)
e Yicld on 10-Year Japanese Government Bonds (LHS)
USD/JPY Exchange Rate (RHS)

*Note: Data is from October 31, 2025, to November 19, 2025.

*Source: Prepared by Sumitomo Mitsui DS Asset Management based on Bloomberg
data

What this means for investors in the Japanese market
is complicated and needs to be put in the context of the
unprecedented political changes afoot in Japan today.

Firstly, regarding stocks, the Nikkei average fell by 3,873.64
yen (7.4%) from the closing price record set on October 31 to
November 19. Particularly notable in leading this decline were
the mega-cap of SoftBank Group, Advantest, and Tokyo Electron.
However, since this low point, the market has rallied effectively
and regained almost all of this lost ground. As such, we interpret
this downwards move as a short-term market response to the
increased policy dynamism of the new government, which once
market participants had had a little longer to digest was swiftly
reversed.

Focusing in on the names above, the decline in these three
stocks is believed to be influenced by the ongoing appraisal of
U.S. and global Al related stocks which are seeing significant
swings each way as investor grapple with the issue of how to
value these companies. The movements seen in these three
names effectively served to augment the decline in the Nikkei
average which is highly susceptible to movements in a small
number of high-priced stocks. For reference, the drop in the more
diversified and less influenced by single names TOPIX during
the same period was limited to 2.6%.
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How to handle the bond market?

Given that we see the increased selling of government bonds
as being due to concerns about fiscal deterioration, it is highly
important that the government soon presents their plans and
forecasts for how they expect to gradually steer towards fiscal
stability. The rise in yields has so far been very sharp, and it is
the next big test of the new government if they can successfully
communicate their intentions to the bond market to calm jitters
over debt and deficit sustainability.

As has been widely commented on already, the yields on long-
term and super long-term government bonds have recently risen
significantly. Our view is that this is a short-term and potentially quite
short-sighted response to the expected increase in government
debt issuance tied to Prime Minister Takaichi’'s hyper-aggressive
fiscal policy. It has been reported that the government is adjusting
the scale of its stimulus measures to around 17 trillion yen, but
on November 18, a group of Liberal Democratic Party lawmakers
requested Prime Minister Takaichi to expand the supplementary
budget for fiscal year 2025 to 25 ftrillion yen. With the precise
scale and targets of the stimulus package still to be finalized, it is
understandable that participants in the bond market has signaled
their concern. However, our view is that the stimulus package is
likely to be a net positive for the Japanese economy over a medium-
term horizon, and investors have generally reacted favorably to
the signs that the government is serious about restarting growth.

By the end of November, the interventionist policies including
measures to counter rising prices were provisionally approved at a
level of around 21.3 trillion yen. At this time, Prime Minister Takaichi ‘
stated, “Responsible aggressive fiscal policy must be trusted by M
the market.” It would be fair to say this is still a work in progress, oy
although Takaichi has done much already to allay fears around
fiscal irresponsibility. More will be needed on this, however, so we
see further announcements coming soon along these lines. -'-",._n; el
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How low is too low?

Lastly, regarding the yen, its depreciation against major currencies
has now become extremely pronounced, with the USD/JPY
exchange rate reaching as high as 157.18 yen per dollar on
November 19. In addition to concerns that Prime Minister Takaichi’s
aggressive fiscal policy could lead to fiscal deterioration, the yen
selling appears to be driven by anxiety of the sustainability of
Japan’s fiscal path.
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Our view is that in prioritizing growth over short-term stability, the
new government is making a bold and significant choice that will
have far-reaching consequences for the Japanese market. Whilst
it is too soon to say definitively what the outcome will be, her first
steps have been assured and confident, and as such suggest she
and her team have a coherent plan for the road ahead.

In the near term, we will be paying close attention to the levels of
speculative dollar buying and yen selling movements. These will
test the levels at which the government and the Bank of Japan
might intervene to support the currency by selling dollars and
buying yen. Looking further ahead, statements from senior Ministry
of Finance officials will be closely watched. Comments such as “no
options are off the table” or “we will take decisive action” suggest
an increased likelihood of intervention, while comments like “we
are always prepared” indicate that intervention might be imminent.
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General disclosure:
The material is intended for professional and institutional investors only.

This material is intended for information purposes only without regard to any particular user’s investment
objectives or financial situation and should not be construed as an offer, solicitation, recommendation, or
advice to buy or sell securities or pursue any investment strategy in any jurisdiction. Any examples used,
charts, and graphs are generic, hypothetical, and for illustration purposes only. Any forecasts, figures,
opinions, or investment techniques and strategies contained are for information purposes only, and are
based on certain assumptions and current market conditions that are subject to change without prior no-
tice. This material does not contain sufficient information to support an investment decision and it should
not be relied upon by you in evaluating the merits of investing in any securities or products. Nothing in
this material constitutes accounting, legal, regulatory, tax or other advice.

No representation or warranty is made as to the accuracy, completeness, fairness or timeliness of the
statements or any information contained herein. This material is not legally binding and no party shall
have any right of action against Sumitomo Mitsui DS Asset Management (UK) Limited, including our affil-
iates, in relation to the accuracy or completeness of the information contained in it or any other written or
oral information made available in connection with it. The views expressed are those of the author at the
time of the writing. The material is correct to the best of our knowledge at the date of issue and subject
to change without notice.

The intellectual property and all rights of the benchmarks/indices belong to the publisher and the author-
ised entities and individuals. All right, title, and interest in this material and any information contained
herein are the exclusive property of Sumitomo Mitsui DS Asset Management (UK) Limited, except as
otherwise stated.

This material is issued by Sumitomo Mitsui DS Asset Management (UK) Limited. Registered in England
and Wales. Registered office: 100 Liverpool Street, London, EC2M 2AT, United Kingdom; registered
number 01660184. Authorised and regulated by the Financial Conduct Authority.

This material and the information contained may not be copied, redistributed, or reproduced in whole or
in part without the prior written approval of Sumitomo Mitsui DS Asset Management (UK) Limited.

Risk warning: Investment involves risk, including possible loss of the principal amount
invested, and the value of your investment may rise or fall. Past performance is not a reliable
indicator of future performance and may not be repeated. An investment’s value and the income
deriving from it may fall, as well as rise, due to market fluctuations. Investors may not get back
the amount originally invested.



