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US/Japan tariff talks: Rice market liberalization, investment in US help lower 
reciprocal tariffs to 15% 
On 23 July (Japan time), US President Donald Trump announced that he had agreed to impose 
reciprocal tariffs of 15% on imports from Japan. The agreement came as a positive surprise, 
considering there were concerns that the negotiations could drag on following the ruling party’s 
defeat in the Upper House election. 
 
Even more surprising was the agreement to halve the additional sectoral tariff of 25%, or 12.5%, 
on automobiles, bringing the total rate to 15% when combined with the original US auto tariffs of 
2.5%. Even though we had believed that reciprocal tariffs could be reduced to 15-20%, we 
considered it difficult to achieve a reduction in automobile tariffs due to Trump’s strong stance on 
that issue. 
 
The Japanese side seems to have indicated its intention to open up its market to automobiles and 
agricultural products, such as rice, in addition to investing $550bn in the US, as a bargaining chip 
when negotiations with the US. Describing the agreement, Trump said, “We just completed a 
massive deal with Japan, perhaps the largest deal ever made.” 
 
The reduction of reciprocal tariffs announced since July 7, from 25% to 15%, and the reduction of 
additional sectoral tariffs on automobiles, which are considered to have a significant impact on the 
Japanese economy, to 12.5%, can be viewed as a favorable result for the Japanese economy. 
 
Impact on the Japanese economy: Roughly 0.6ppt drag on real GDP? 
In addition to reciprocal tariffs of 15%, if the already in effect 50% tariffs on steel and aluminum 
remain in place, along with the sectoral 12.5% tariff on automobiles, as well as the additional 
12.5% sectoral tariff on pharmaceuticals and semiconductors, the total impact on Japan’s real 
GDP is estimated to be a cumulative drag of about 0.6ppt vs the case in which no additional 
tariffs are imposed. That said, if reciprocal tariffs of 25% had remained in place and if the sectoral 
25% tariff on automobiles was not lowered, there could have been a cumulative drag of roughly 
1.1ppt on Japan’s real GDP. Based on this agreement, the impact of tariffs can be considered to 
have been reduced by almost half. 
 
With this tariff agreement in place, it is now possible that the FY25 real GDP growth rate will 
remain within its potential growth rate. 
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Impact of Tariff Policy on Japan’s Real GDP 

 
Source: Compiled by Daiwa. 
Note: Regarding additional product-specific tariffs in the case of 25% reciprocal tariff, our 

simulation assumes (1) 50% on steel and aluminum and (2) 25% on autos, auto parts, 
semiconductors, and pharmaceuticals. 

 Our Forecasts for Real GDP Annual Growth Rate 

 
Source: Compiled by Daiwa. 

 
That said, the above-mentioned figures are estimates based on the assumption that the price 
elasticity of export quantities is 1. Price elasticity is an indicator that shows how much the quantity 
of exported goods changes when the price of exports fluctuates. Price elasticity of 1 means that if 
the price increases by 15%, demand will also decrease by 15%. 
 
This price elasticity may have declined in recent years. If this assumption is correct, the impact on 
export volumes could be limited even if Japan passes on tariff costs to prices. The actual impact 
on the Japanese economy may be smaller than the above-mentioned estimates. 
 
Actually, looking at current macroeconomic indicators, the impact on the real economy, such as 
Japanese exports and production, has not yet become apparent. Also, the US/Japan tariff 
agreement is expected to alleviate uncertainty among companies and consumers to a certain 
extent, thereby limiting the impact on spending (such as capex and consumption). 
 
Price/Income Elasticity of Exports to US 

 
Source: MOF, BOJ, US BEA; compiled by Daiwa. 
Note: Three stars indicate statistical significance at the 1% level, and for convenience, we multiply a price elasticity by –1. 

 

Monetary policy implications 
The assumption of 15% reciprocal tariffs is close to the image presented by Governor Kazuo 
Ueda during his 1 May post-meeting press conference when he said, “Rather than assuming that 
the result of tariff negotiations will be zero or only 10%, assume that the result will settle at a 
slightly higher level.” This is viewed as consistent with the BOJ’s on-track tariff assumptions as of 
May. 
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Also, a 22 July media report citing related parties said that the BOJ believes that even if a 25% 
tariff were imposed on Japan, that would not significantly lower Japan’s real GDP below its 
potential growth rate. This expressed the Bank’s recognition that even with reciprocal tariffs of 
25%, its policy of hiking interest rates would not be hindered. Furthermore, these reports suggest 
that the BOJ, “Fully anticipated the possibility of 25% reciprocal tariffs.” As such, in addition to the 
reduction of reciprocal tariffs to 15%, the reduction of additional sectoral tariffs on automobiles to 
12.5% can be considered a positive surprise for the BOJ. 
 
We identified the following two conditions for the BOJ’s next interest rate hike: (1) neutralization of 
economic and price risk balance (= reduced tariff uncertainty) and (2) assessment of tariff impacts 
on the Japanese economy and prices. 
 
An 18 July Reuters article (in English) citing relevant parties reported that “Such data (showing no 
apparent impact of tariffs at present) may be reflected in the next report (Outlook Report)'s 
language on the economic outlook and risks, as well as in the board's growth projections.” Also, 
given the current situation in which tariff uncertainty has decreased as a result of the recent 
US/Japan tariff agreement, there is a strong possibility that the risk balance for the economy and 
prices will become neutral in the next Outlook Report. 
 
However, at this juncture there are only rough estimates for the tariff impacts. It will be difficult for 
the BOJ to immediately raise interest rates because it needs to first carefully assess the impact of 
tariff policies in light of the recent US/Japan negotiations. However, from an economic 
perspective, after carefully confirming corporate trends in the BOJ’s Tankan survey due out during 
the Oct-Dec 2025 period (1 Oct and 15 Dec), as well as the BOJ branch managers’ meeting 
report in mid-October, we believe that conditions are in place for an interest rate hike without 
waiting for the outcome of next year’s annual spring labor-management wage negotiations. 
 
Furthermore, prices are rising more sharply than expected. Given the situation in which the 
relationship of “tariff negotiation progress ≈ interest rate hikes” is becoming established, as 
pointed out on 22 July by our Chief Strategist Eiichiro Tani, there is the possibility that an interest 
rate hike within the year will be taken into consideration at the July meeting, with the increase in 
positive factors, although uncertainty remains.  
 
Based on the above considerations, we now forecast the next interest rate hike to be 
implemented in the Oct-Dec 2025 quarter (previously Jan-Mar 2026 quarter). 
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