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Takaichi’s landslide victory has given the LDP a rare, standalone 
supermajority, allowing her administration to push forward pro-growth, 
defence, productivity, and governance reforms with minimal political 
obstruction. This strengthens policy predictability and reinforces Japan’s 
reflation and corporate-governance narratives—an overall positive backdrop 
for investors. 
 

---------------------- 
Japan’s Prime Minister Sanae Takaichi has led the LDP to a historic win of at least 316 seats 
in the Japan’s Lower House of parliament. The LDP now has a super majority that gives it 
control over all Diet standing committees and, crucially, the ability to overturn decisions of 
the Upper House where it does not have a majority.  

Our Chief economist, Ray Farris views the victory as positive for Japanese equities. 
Takaichi is now likely to shift fiscal policy to a somewhat expansionary stance both by 
cutting Japan’s consumption tax and by providing fiscal support to defence and strategic 
industries. Expectations for this have supported total returns to the Value style that we 
prefer in Japan with Bloomberg’s measure up 3.1% since Takaichi called elections on 
January 23, just behind Momentum, up 3.4%.  

Japan Value outperforms 
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Japan’s economic outlook was healthy before the elections – we had forecast capex and 
export led growth of about 1% this year – and any new fiscal stimulus is likely to bolster and 
prolong growth. We expect earnings estimates for 2027 to begin being revised up. Although 
the new government will have the ability to pass a supplemental budget, the most likely case 
is that a consumption tax cut will take effect in April 2027. Takaichi has so far talked about 
discussing tax cuts around mid-year and tabling measures in October.  
 
Higher JGB yields are a likely cost of new stimulus and we expect 10-year JGB yields to break 
above 2.4% in the next couple of quarters. We argued in our recent weeklies that the rise in 
JGB yields has been mainly an adjustment to expectations for inflation to remain above 2%. 
New fiscal stimulus would work to support the underlying inflation trend, even if 
consumption tax cuts lower headline inflation on a one-off basis in early FY27. It would  
also threaten to slow or reverse the recent trend of falling public debt. 
 
Inflation vs 10y term premium 

Source: 
LSEG Datastream, 6 Feb 2026 

This mix of inflation and concern about public debt is potentially bearish for the JPY exchange 
rate. Rate checks by the BoJ and the Fed on January 23 around 158.50 are likely to cap 
USDJPY in the short term. However, markets will look for guidance from policy on two fronts:   
 

1) Whether PM Takaichi stresses “responsible” or “proactive” in her “responsible and 
proactive fiscal policy”. She has said that she wants any consumption tax cut to not 
increase deficit financing bond issuance. However, suggestions for financing 
alternatives have been vague so far and mainly on accessing unrealised gains on 
Japan’s FX reserve assets. Larger stimulus with less offsetting financing would be 
bearish for the yen.  

 
2) Whether the BoJ responds hawkishly to signals of fiscal expansion. Markets currently 

price only a 51% chance of a 25bps rate hike at the April monetary policy meeting. 
Given that Japanese corporates annual price setting is concentrated in April, we 
think the BoJ will wait for the April CPI data to come out in May before hiking in June. 
However, any signal of pulling forward the next hike to April would be yen 
supportive.  

 
Our bias is now to expect the yen to remain soft and ultimately retest 160 vs. the USD. 
Takaichi campaigned in large part on cuts to the consumption tax and a vigorous defence 
policy. Her resounding victory gives her a mandate to pursue both. These will probably 
require counterbalance from more hawkish monetary policy to support the yen. 
 
 

Earnings estimates for 2027 are likely 
to be revised up 
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Investment Implications from the Japan equity team 
 
Market reaction thus far this morning is essentially a “déjà vu” of Takaichi’s surprise victory in 
the LDP elections in early October. As of 10:30am today, the Nikkei 225 is +4.4%, TOPIX 
+2.3%, and MSCI Japan +2.6%. While the overall market is bullish, the usual AI/semiconductor 
and defence “suspects” are leading the market once again.  
 
Looking ahead, we believe overall market sentiment is likely to remain bullish (barring 
exogenous shocks), with policy support and certainty acting as a stronger tailwind. While the 
market may continue favouring the narratives around AI/semiconductors and defence, a 
potentially underappreciated area is the continued enforcement/tightening around 
corporate governance.  
 
More pressure may be applied to companies with cross-shareholdings, low return on equity, 
low price to book, and inadequate board independence. Businesses may also divest low-
return assets as they optimise their portfolios. With companies reporting near record-high 
levels of net profit margins in the latest earnings, this can induce an increase in share 
buybacks.  
 
In short, while the election outcome should bring another wave of optimism to the market, 
we see many positives beyond this, such as real wage growth, strong corporate earnings and 
governance reforms that reaffirm our constructive stance and our positioning. 
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Important Disclosure Notes 

The information and views expressed herein do not constitute an o�er or solicitation to deal in shares of any securities or financial instruments and it is 
not intended for distribution or use by anyone or entity located in any jurisdiction where such distribution would be unlawful or prohibited. The 
information does not constitute investment advice or an offer to provide investment advisory or investment management service or the solicitation of 
an o�er to provide investment advisory or investment management services in any jurisdiction in which an o�er or solicitation would be unlawful under 
the securities laws of that jurisdiction. 

Past performance and the predictions, projections, or forecasts on the economy, securities markets or the economic trends of the markets are not 
necessarily indicative of the future or likely performance of Eastspring Investments or any of the strategies managed by Eastspring Investments. An 
investment is subject to investment risks, including the possible loss of the principal amount invested. Where an investment is denominated in another 
currency, exchange rates may have an adverse effect on the value price or income of that investment. Furthermore, exposure to a single country market, 
specific portfolio composition or management techniques may potentially increase volatility. 

Any securities mentioned are included for illustration purposes only. It should not be considered a recommendation to purchase or sell such securities. 
There is no assurance that any security discussed herein will remain in the portfolio at the time you receive this document or that security sold has not 
been repurchased. 

The information provided herein is believed to be reliable at time of publication and based on matters as they exist as of the date of preparation of this 
report and not as of any future date. Eastspring Investments undertakes no (and disclaims any) obligation to update, modify or amend this document 
or to otherwise notify you in the event that any matter stated in the materials, or any opinion, projection, forecast or estimate set forth in the document, 
changes or subsequently becomes inaccurate. Eastspring Investments personnel may develop views and opinions that are not stated in the materials 
or that are contrary to the views and opinions stated in the materials at any time and from time to time as the result of a negative factor that comes to 
its attention in respect to an investment or for any other reason or for no reason. Eastspring Investments shall not and shall have no duty to notify you 
of any such views and opinions. This document is solely for information and does not have any regard to the specific investment objectives, financial or 
tax situation and the particular needs of any specific person who may receive this document. 

Eastspring Investments Inc. (Eastspring US) primary activity is to provide certain marketing, sales servicing, and client support in the US on behalf of 
Eastspring Investment (Singapore) Limited (“Eastspring Singapore”). Eastspring Singapore is an a�liated investment management entity that is domiciled 
and registered under, among other regulatory bodies, the Monetary Authority of Singapore (MAS). Eastspring Singapore and Eastspring US are both 
registered with the US Securities and Exchange Commission as a registered investment adviser. Registration as an adviser does not imply a level of skill 
or training. Eastspring US seeks to identify and introduce to Eastspring Singapore potential institutional client prospects. Such prospects, once 
introduced, would contract directly with Eastspring Singapore for any investment management or advisory services. Additional information about 
Eastspring Singapore and Eastspring US is also available on the SEC’s website at www.adviserinfo.sec. gov. 

Certain information contained herein constitutes "forward-looking statements", which can be identified by the use of forward-looking terminology such 
as "may", "will", "should", "expect", "anticipate", "project", "estimate", "intend", 

"continue" or "believe" or the negatives thereof, other variations thereof or comparable terminology. Such information is based on expectations, 
estimates and projections (and assumptions underlying such information) and cannot be relied upon as a guarantee of future performance. Due to 
various risks and uncertainties, actual events or results, or the actual performance of any fund may di�er materially from those reflected or contemplated 
in such forward-looking statements. 

Eastspring Investments companies (excluding JV companies) are ultimately wholly-owned / indirect subsidiaries /associate of Prudential plc of the United 
Kingdom. Eastspring Investments companies (including JV’s) and Prudential plc are not affiliated in any manner with Prudential Financial, Inc., a company 
whose principal place of business is in the United States of America. 
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