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How post-elections Japan could transition to consumption-led growth not seen in decades

Japan’s July upper house elections marked a pivotal moment in its political and economic trajectory.
While the ruling coalition’s loss raises concerns over fiscal discipline, it could steer Japan toward a
consumption-led economy. Japan could experience domestic-driven growth not seen in decades.

By Naoki Kamiyama, Chief Strategist
12 August 2025

Fiscal concerns valid, but potential for structural shift should not be overlooked

The upper house elections held late in July marked a major turning point in Japanese politics. The ruling coalition of
the Liberal Democratic Party (LDP) and Komeito lost its majority in the chamber, following on from its loss of the lower
house majority in 2024. This outcome reflects growing voter dissatisfaction driven by concerns over rising living costs,
the LDP’s political funding scandal, and a broader desire for fresh political alternatives. Many voters turned to newer
parties, signalling a shift in public sentiment.

From a market perspective, the coalition’s defeat was expected and did not trigger major volatility. Investors had
feared a more significant loss, so the market met the outcome calmly. The most notably point is that most parties,
regardless of their ideology, now favour fiscal expansion. The LDP, which would like to rein in spending, now has to
compromise with parties on matters related to fiscal stimulus. As a result, rather than industry-focused spending—
such as on Al, semiconductors and space—policy priority could shift to consumer-targeted measures such as
subsidies and tax cuts.

A shift towards greater fiscal spending raises two key points: the direction of long-term yields and the outlook for
Japan'’s credit ratings. First, fiscal expansion could lead to higher inflation, which in turn may accelerate the rise in
long-term government bond yields. Short-term rates, on the other hand, may not rise as much as the Bank of Japan
(BOJ) is expected to refrain from hiking interest rates until it can fully gauge the impact of increased fiscal stimulus.
Second, weakened fiscal discipline could lead to credit spread widening. However, such a risk may be temporary. As
inflation rises, tax revenues are expected to increase, helping to reduce Japan’s debt burden in real terms. This
dynamic could offset some of the pressure on credit ratings and mitigate long-term concerns about fiscal
sustainability.

While higher long-term yields and wider credit spreads present certain risks, the potential for a major structural shift
in Japan’s economy following the coalition’s upper house elections loss may warrant greater attention. A transition
to a consumption-led economy can help Japan move decisively away from its traditional reliance on exports and a
weaker yen. Such a shift would represent a major positive turning point, offering a rare opportunity for sustainable
domestic growth. Japan has already laid the groundwork for such a transition, with wages rising amid a persistent
shortage of labour—a dynamic that supports stronger household spending. A successful transition, however, will
depend heavily on the government’s ability to spend wisely to guide Japan towards a consumption-led economy. If
Japan can build a resilient, consumption-driven economy, it may be better positioned to withstand a stronger yen,
particularly if the dollar weakens in response to future rate cuts by the Federal Reserve.
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It must be said that there are risks to increased fiscal spending, notably inflation outpacing wage growth and
dampening consumer sentiment. However, government policies such as free tuition and subsidies for utilities could
help lower inflation and support real income growth. If these policies succeed, they could spark a virtuous cycle of
consumption and growth.

The most exciting aspect of the upper house elections outcome is that Japan may be on the verge of becoming a
country unlike anything investors have seen in decades. While concerns about Japan’s fiscal discipline and credit
rating are valid, the potential for a positive structural shift should not be overlooked. Due to its status as a minority
government, the coalition will have to engage in a gradual process of policy compromises with the opposition parties.
The process is likely to be slow and measured, helping Japan avoid a Liz Truss-style market shock similar to the event
the UK experienced in 2022.

Japanese equities rise in July on easing tariff concerns

The Japanese equity market ended July higher with the TOPIX (w/dividends) up 3.17% on-month and the Nikkei 225
(w/dividends) rising 1.44%. From early to mid month, the market trended downward amid uncertainty surrounding
the import tariffs that the US would apply to Japan, as well as the rise in long-term interest rates following extensive
news coverage of the struggles of Japan'’s ruling party in the recent upper house election, leading to expectations for
the opposition party, which supports expansionary fiscal policy, to gain influence. However, later in the month after
Japan and the US successfully bartered a trade agreement, expectations grew that the concerns regarding economic
deterioration triggered by the reciprocal tariffs would recede, which boosted Japanese equities. The market was also
supported by the BOJ leaving policy rates unchanged at its Monetary Policy Meeting.

Of the 33 Tokyo Stock Exchange sectors, 31 sectors rose, with Nonferrous Metals, Oil & Coal Products, and Banks
posting the strongest gains. In contrast, only 2 sectors declined: Other Products and Retail Trade.

Exhibit 1: Major indices Exhibit 2: Valuation and indicators

Valuation Mth- 3-mth 6-mth

/indicator end
Nikkei 225 41,069.82 14%  13.9% 3.8% OIHbS
JGB Yield 1557 4+0.125 +0.240 410312 Div. Yield (e) 2.6% 2.7% 2.3% 2.4% 2.3%
JPY/USD 149.95 4.0% 4.8% -3.4% Price/Earn (e) 17.0 14.6 15.6 154 30.0
JPY/EUR 171.53 15%  56%  6.7% Price/Book 14 13 14 13 12
MSCI World 4,076.04 12%  11.5% 6.2% ety ey ol £8 a2 W
Valuation Mth-end Market Cap. 1,016 971 935 956 615
TOPIX 2,943.07 32%  10.3% 5.5% MSCl World
DiV. Yield (e) 2.6% 2'7% 2'3% 2'4% Div. Yield (e) 1.8% 2.0% 1.7% 1.9% 2.1%
Price/Ear (€) i e e s Price/Eam () 213 190 217 203 259
Price/Book A - A o Price/Book 35 3.1 36 33 26

Source: Bloomberg, 31 July 2025
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personal recommendation and it does not consider in any way the objectives, financial situation or needs of any recipients. All recipients are
recommended to consult with their independent tax, financial and legal advisers prior to any investment.

This document is for information purposes only and is not intended to be an offer, or a solicitation of an offer, to buy or sell any investments or
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In any investment, past performance is neither an indication nor guarantee of future performance and a loss of capital may occur. Estimates of
future performance are based on assumptions that may not be realised. Investors should be able to withstand the loss of any principal investment.
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intended for distribution to persons in Japan. Registration Number: Director of the Kanto Local Finance Bureau (Financial Instruments firms) No.
368 Member Associations: The Investment Trusts Association, Japan/Japan Investment Advisers Association, Type Il Financial Instruments Firms
Association.

United Kingdom: This document is communicated by Nikko Asset Management Europe Ltd, which is authorised and regulated in the United
Kingdom by the Financial Conduct Authority (the FCA) (FRN 122084). This document constitutes a financial promotion for the purposes of the
Financial Services and Markets Act 2000 (as amended) (FSMA) and the rules of the FCA in the United Kingdom, and is directed at professional
clients as defined in the FCA Handbook of Rules and Guidance.

United States: This document may not be duplicated, quoted, discussed or otherwise shared without prior consent. An offering of any investments,
securities or investment advisory services with respect to securities may only be made by receipt of relevant and complete offering documentation
and agreements, as applicable. Any offering or distribution of a Fund in the United States may only be conducted via a licensed and registered
broker-dealer or a duly qualified entity. Nikko Asset Management Americas, Inc. is a United States Registered Investment Adviser.

Singapore: This document is for information to institutional investors as defined in the Securities and Futures Act (Chapter 289), and intermediaries
only. Nikko Asset Management Asia Limited (Co. Reg. No. 198202562H) is regulated by the Monetary Authority of Singapore.

Hong Kong: This document is for information to professional investors as defined in the Securities and Futures Ordinance, and intermediaries only.
The contents of this document have not been reviewed by the Securities and Futures Commission or any regulatory authority in Hong Kong. Nikko
Asset Management Hong Kong Limited is a licensed corporation in Hong Kong.

New Zealand: This document is issued in New Zealand by Nikko Asset Management New Zealand Limited (Company No. 606057, FSP22562). It
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List of Additional Disclaimers for use in the following countries

Kingdom of Bahrain: The document has not been approved by the Central Bank of Bahrain which takes no responsibility for its contents. No offer
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or public offering is, therefore, restricted in accordance with Decree Law No. 7 of 2010 and the bylaws thereto (as amended). No private or public
offering of the Strategy is being made in Kuwait, and no agreement relating to the sale of the Strategy will be concluded in Kuwait. No marketing
or solicitation or inducement activities are being used to offer or market the Strategy in Kuwait.

Kingdom of Saudi Arabia: This document is communicated by Nikko Asset Management Europe Ltd (Nikko AME), which is authorised and regulated
by the Financial Services and Markets Act 2000 (as amended) (FSMA) and the rules of the Financial Conduct Authority (the FCA) in the United
Kingdom (the FCA Rules). This document should not be reproduced, redistributed, or sent directly or indirectly to any other party or published in
full or in part for any purpose whatsoever without a prior written permission from Nikko AME.

This document does not constitute investment advice or a personal recommendation and does not consider in any way the suitability or
appropriateness of the subject matter for the individual circumstances of any recipient. In providing a person with this document, Nikko AME is
not treating that person as a client for the purposes of the FCA Rules other than those relating to financial promotion and that person will not
therefore benefit from any protections that would be available to such clients.

Nikko AME and its associates and/or its or their officers, directors or employees may have or have had positions or material interests, may at any
time make purchases and/or sales as principal or agent, may provide or have provided corporate finance services to issuers or may provide or
have provided significant advice or investment services in any investments referred to in this document or in related investments. Relevant
confidential information, if any, known within any company in the Nikko AM group or Sumitomo Mitsui Trust Holdings group and not available to
Nikko AME because of regulations or internal procedure is not reflected in this document. The investments mentioned in this document may not
be eligible for sale in some states or countries, and they may not be suitable for all types of investors.

Oman: The information contained in this document nether constitutes a public offer of securities in the Sultanate of Oman as contemplated by
the Commercial companies law of Oman (Royal decree 4/74) or the Capital Markets Law of Oman (Royal Decree80/98, nor does it constitute an
offer to sell, or the solicitation of any offer to buy non-Omani securities in the Sultanate of Oman as contemplated by Article 139 of the Executive
Regulations to the Capital Market law (issued by Decision No. 1/2009). This document is not intended to lead to the conclusion of any contract of
whatsoever nature within the territory of the Sultanate of Oman.

Qatar (excluding QFC): The Strategies are only being offered to a limited number of investors who are willing and able to conduct an independent
investigation of the risks involved in an investment in such Strategies. The document does not constitute an offer to the public and should not be
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reproduced, redistributed, or sent directly or indirectly to any other party or published in full or in part for any purpose whatsoever without a prior
written permission from Nikko Asset Management Europe Ltd (Nikko AME). No transaction will be concluded in your jurisdiction and any inquiries
regarding the Strategies should be made to Nikko AME.

United Arab Emirates (excluding DIFC): This document and the information contained herein, do not constitute, and is not intended to constitute,
a public offer of securities in the United Arab Emirates and accordingly should not be construed as such. The Strategy is only being offered to a
limited number of investors in the UAE who are (a) willing and able to conduct an independent investigation of the risks involved in an investment
in such Strategy, and (b) upon their specific request.

The Strategy has not been approved by or licensed or registered with the UAE Central Bank, the Securities and Commodities Authority or any
other relevant licensing authorities or governmental agencies in the UAE. This document is for the use of the named addressee only and should
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Republic of Korea: This document is being provided for general information purposes only, and shall not, and under no circumstances is, to be
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any person to acquire any financial investment product or service. The offering and sale of any financial investment product is subject to the
applicable regulations of the Republic of Korea. Any interests in a fund or collective investment scheme shall be sold after such fund is registered
under the private placement registration regime in accordance with the applicable regulations of the Republic of Korea, and the offering of such
registered fund shall be conducted only through a locally licensed distributor.

Canada: The information provided herein does not constitute any form of financial opinion or investment advice on the part of Nikko AM and it
should not be relied on as such. It does not constitute a prospectus, offering memorandum or private placement memorandum in Canada, and
may not be used in making any investment decision. It should not be considered a solicitation to buy or an offer to sell a security in Canada. This
information is provided for informational and educational use only.
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