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Will tariff policies bring stagflation to Japan? 

➢ Focusing on impact on Japanese economy of tariff policies, and 
economic trends in US and China 

➢ Japan's real GDP may be pushed down by about 0.4% 
➢ Tariff policies serve as upside risk for inflation in Japan 
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On 4 March, President Donald Trump imposed 25% tariffs on imports from Canada and Mexico 
(10% for Canadian energy) and decided to double the tariff rate on imports from China to 20%. In 
response to this, Canada, Mexico, and China declared that they would impose tariffs on US 
exports as a retaliatory measure. 
 
If tariff policies push down growth in US and other nations, it will also have 
significant impact on Japanese economy 
In this report, we analyze the impact on the Japanese economy of new US tariffs imposed on 
Canada, Mexico, and China. 
 
When tariffs are imposed on countries other than Japan, the Japanese economy is expected to 
be impacted mainly via such factors as (1) the impact on overseas production bases (e.g., 
reduced exports from production bases to the US) and (2) a decline in exports from Japan due to 
downward pressure on growth in countries subject to additional tariffs and the subsequent 
decrease in production in Japan. 
 
First, we analyze the impact on the Japanese economy of tariffs on Canada and Mexico. Based 
on our calculations using data from the Basic Survey of Overseas Business Activities, sales of 
Japanese overseas subsidiaries located in Canada and Mexico account for about 3.2% of total 
sales by Japanese overseas subsidiaries, which is relatively small. Furthermore, Japan's exports 
to Canada and Mexico account for about 3.3% of Japan’s total exports, also a small proportion. 
Given these figures, we forecast that the impact on Japan's macroeconomy via the above-
mentioned factors related mainly to Canada and Mexico will be minor (Charts 1 and 2). 
 
     
 

 Chart 1: Percentage of Sales by Japanese Overseas 
Subsidiaries by Nation 

 
Source: Ministry of Economy, Trade, and Industry (METI); compiled by Daiwa. 
Note: Data in 2022. 

 Chart 2: Percentage of Japan’s Exports to Various Nations 

 
Source: MOF; compiled by Daiwa. 
Note: Data in 2024. 
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From a more micro perspective, transportation equipment accounts for 50-60% of sales by 
Japanese overseas subsidiaries in Canada and Mexico. As such, we should note that the impact 
is concentrated in specific sectors (Charts 3 and 4). As automobiles produced in these nations are 
mainly exported to the US, they are particularly susceptible to the impact of tariffs. 
 
When looking at each carmaker’s global production volume by region in 2024 in particular, we 
find that their share of production volume in Canada and Mexico is significant—about 8% for 
Toyota Motor, 16% for Honda Motor, and 21% for Nissan Motor (Charts 5–7). 
 
If newly imposed tariffs reduce sales by overseas subsidiaries, that could lead to a decline in 
dividend income received by Japanese companies. Furthermore, company-wide consolidated 
earnings results may worsen, and companies may need to raise stock dividends in line with lower 
stock prices, which could have an impact on sentiment among Japanese companies, as well as 
resources for wage increases in 2026 spring wage negotiations. A slowdown in wage hikes at 
leading Japanese companies in particular could have an impact on wage-hike sentiment at other 
companies. Therefore, we likely need to pay close attention to the impact from a more micro 
perspective. 
 
Next, we calculate the percentage of sales accounted for by Japanese subsidiaries in China. 
While the percentage is relatively large, at about 17%, this is accounted for mainly by companies 
engaged in sales within China or exporting to Japan, with the percentage accounted for by 
exports to North America low, at 0.8% (Charts 1 and 8). Therefore, the direct impact on Japanese 
subsidiaries in China from newly imposed tariffs will be small, so, in this regard, the impact on the 
Japanese economy would seem to be minor. However, as the amount of Japan's exports to China 
is large, we need to be mindful of the impact on the Japanese economy via the decline in exports 
due to weaker domestic demand in China. 
 
Furthermore, given the fact that the US was the largest recipient of Japanese exports in 2024, we 
forecast that downward pressure on US economic growth due to trade wars will have a significant 
impact on the Japanese economy. Assuming that downward pressure on real US GDP were 
about 0.5% if there were no major impairment to US corporate sentiment or spending behavior, 
the impact on Japan’s real GDP would be estimated to be about –0.4% based on trial calculations 
of the negative impact on exports from Japan related to tariffs, and the resultant effects on 
production. Moreover, if tariffs were also imposed on Japanese automobiles in the future, the 
impact on real GDP could be –0.6% to –0.7%. That would constitute a substantial impact if 
Japan's potential growth rate were about +0.5%. 
 

Chart 3: Percentage of Sales by Japanese Subsidiaries in 
Canada by Industry 

 
Source: METI; compiled by Daiwa. 
Note: Data in 2022. 

 Chart 4: Percentage of Sales by Japanese Subsidiaries in 
Mexico by Industry 

 
Source: METI; compiled by Daiwa. 
Note: Data in 2022.  
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Chart 5: Percentage of Toyota Motor’s Production Volume by 

Region 

 
Source: Company websites; compiled by Daiwa. 
Note: Cumulative data in 2024. 

 Chart 6: Percentage of Honda Motor’s Production Volume by 
Region 

 
Source: Company websites; compiled by Daiwa. 
Note: Cumulative data in 2024. 

 

Chart 7: Percentage of Nissan Motor’s Production Volume by 
Region 

 
Source: Company websites; compiled by Daiwa. 
Note: Cumulative data in 2024. 

 Chart 8: Percentage of Sales by Japanese Subsidiaries in China 
by Destination 

 
Source: METI; compiled by Daiwa. 
Note: Data in 2022. 

 
Tariff policies serve as upside risk for inflation in Japan 
Tariff policies are basically seen as likely to exert inflation pressure on Japan via (1) depreciation 
of currencies (incl. JPY) due to the dominance of the US dollar and (2) disruptions in global 
supply chains. In particular, if high tariffs were imposed uniformly throughout the world, including 
on Japan, it would be hard to see the yen being purchased as a risk-off currency, and we could 
easily anticipate inflation remaining high in the short term accompanied by yen depreciation 
against the dollar. Consequently, it is highly likely that aspects of stagflation would intensify in 
Japan. 
 
However, if high tariffs were to lead to a global economic slowdown, supply/demand conditions in 
various international commodity markets could ease. This could serve as downward pressure on 
prices worldwide. Therefore, if high tariffs were applied over the long term, inflation would likely 
gradually decline due to sluggish demand. 
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IMPORTANT 
 
This report is provided as a reference for making investment decisions and is not intended to be a solicitation for investment. Investment decisions should be 
made at your own discretion and risk. Content herein is based on information available at the time the report was prepared and may be amended or otherwise 
changed in the future without notice. We make no representations as to the accuracy or completeness. Daiwa Securities Co. Ltd. retains all rights related to the 
content of this report, which may not be redistributed or otherwise transmitted without prior consent.  
 
Ratings 
Issues are rated 1, 2, 3, 4, or 5 as follows: 
1: Outperform TOPIX/benchmark index by more than 15% over the next 12 months. 
2: Outperform TOPIX/benchmark index by 5-15% over the next 12 months. 
3: Out/underperform TOPIX/benchmark index by less than 5% over the next 12 months. 
4: Underperform TOPIX/benchmark index by 5-15% over the next 12 months. 
5: Underperform TOPIX/benchmark index by more than 15% over the next 12 months. 
 
Benchmark index: TOPIX for Japan, S&P 500 for US, STOXX Europe 600 for Europe, HSI for Hong Kong, STI for Singapore, KOSPI for Korea, TWII for 
Taiwan, and S&P/ASX 200 for Australia. 
 
Target Prices 
Daiwa Securities Co. Ltd. sets target prices based on its analysts’ earnings estimates for subject companies. Risks to target prices include, but are not limited 
to, unexpected significant changes in subject companies’ earnings trends and the macroeconomic environment. 
 
Disclosures related to Daiwa Securities 
Please refer to https://drp.daiwa.co.jp/rp-daiwa/direct/reportDisclaimer/e_disclaimer.pdf for information on conflicts of interest for Daiwa Securities, securities 
held by Daiwa Securities, companies for which Daiwa Securities or foreign affiliates of Daiwa Securities Group have acted as a lead underwriter, and other 
disclosures concerning individual companies. If you need more information on this matter, please contact the Research Production Department of Daiwa 
Securities. 
 
Explanatory Document of Unregistered Credit Ratings 
This report may use credit ratings assigned by rating agencies that are not registered with Japan’s Financial Services Agency pursuant to Article 66, Paragraph 
27 of the Financial Instruments and Exchange Act. Please review the relevant disclaimer regarding credit ratings issued by such agencies at:  
https://drp.daiwa.co.jp/rp-daiwa/direct/reportDisclaimer/credit_ratings.pdf. If you need more information on this matter, please contact the Research 
Production Department of Daiwa Securities. 
 
 
Notification items pursuant to Article 37 of the Financial Instruments and Exchange Law 
(This Notification is only applicable to where report is distributed by Daiwa Securities Co. Ltd.)    
If you decide to enter into a business arrangement with our company based on the information described in this report, we ask you to pay close attention to the 
following items.  
 
 In addition to the purchase price of a financial instrument, our company will collect a trading commission* for each transaction as agreed beforehand with 

you. Since commissions may be included in the purchase price or may not be charged for certain transactions, we recommend that you confirm the 
commission for each transaction. In some cases, our company also may charge a maximum of ¥2 million per year as a standing proxy fee for our deposit of 
your securities, if you are a non-resident.  
 For derivative and margin transactions etc., our company may require collateral or margin requirements in accordance with an agreement made beforehand 

with you. Ordinarily in such cases, the amount of the transaction will be in excess of the required collateral or margin requirements**.  
 There is a risk that you will incur losses on your transactions due to changes in the market price of financial instruments based on fluctuations in interest 

rates, exchange rates, stock prices, real estate prices, commodity prices, and others. In addition, depending on the content of the transaction, the loss could 
exceed the amount of the collateral or margin requirements.  
 There may be a difference between bid price etc. and ask price etc. of OTC derivatives handled by our company.  
 Before engaging in any trading, please thoroughly confirm accounting and tax treatments regarding your trading in financial instruments with such experts as 

certified public accountants.  
 
* The amount of the trading commission cannot be stated here in advance because it will be determined between our company and you based on current 
market conditions and the content of each transaction etc. 
** The ratio of margin requirements etc. to the amount of the transaction cannot be stated here in advance because it will be determined between our company 
and you based on current market conditions and the content of each transaction etc.  
 
When making an actual transaction, please be sure to carefully read the materials presented to you prior to the execution of agreement, and to take 
responsibility for your own decisions regarding the signing of the agreement with our company. 
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