15 January 2026

Japan RiedinCETE Japanese report: 15 January 2026

Daiwa
Daiwa’s View Securities

FICC Research Dept.
Impact of Lower House dissolution on 10yr JGB

yield

» Impact of Lower House election on JGB term premium
» We anticipate 11-16bp yield rise due to deteriorating fiscal
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10yr JGB yield hits highest level in 27 years amid Lower House dissolution
reports

Since the launch of the Takaichi administration in October 2025, the 10-year JGB yield has
continued to steadily rise. The BOJ’s December rate hike pushed the 10-year JGB yield above
2% and the 9 January speculative media report regarding a dissolution of the Lower House
pushed this yield up to 2.18% (as of 14 Jan close, simple yield), marking the highest level in
roughly 27 years. This can be described as a term premium-driven yield rise brought about by
concerns over increased government debt due to the Takaichi administration’s pursuit of proactive
fiscal policy. A Lower House election is now expected sometime in the first half of February. So, in
this report we want to quantitatively grasp the election’s impact on the 10-year JGB yield and
examine key points going forward.
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Important disclosures, including any required research certifications, are provided on the last page of this report.
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Fiscal sentiment and JGB term premium

In our 5 November 2025 Daiwa’s View (“Impact of fiscal policy and QT on JGB term premium”)!
we analyzed the factors influencing the JGB term premium, which represents the risk premium
component in the 10-year JGB yield, and reported that it is impacted by JGB volatility, the 10-year
UST yield’'s term premium, the outstanding balance of JGBs, and the amount of JGBs held
(purchased) by the BOJ. Meanwhile, it can be said that this outstanding balance of JGBs and
JGBs held by the BOJ are known information on the market (already priced in). So, by
incorporating into this model the Fiscal Policy Uncertainty Index (FPU)? introduced in our 13
January report, we aim to visualize the impact of fiscal sentiment on JGB yields.

The specific results of our quantitative analysis are shown in Chart 3. In the case of Model (1), as
variables explaining the JGB term premium, we added the logarithm of the fiscal uncertainty
index® to a simple model consisting of the JGB VIX index and the UST term premium. As a result,
the coefficient is significantly positive, indicating that a per unit increase in the logarithm of the
uncertainty index raises the term premium by 11bp. Also, even in Model (2), which incorporates
the BOJ’s holdings of JGBs and the outstanding amount of JGBs (both as % of GDP), this result
does not change significantly. Rising fiscal risks will push up the JGB term premium.

Chart 3: Analysis Results

Explained variable
Explanatory variables JGB term premium: TP_JGB
Model (1) Model (2) Model (3)
JGBVIX 12.41 b 11.68 b 8.03 b
JGBV] (0.000) (0.000) (0.000)
UST term premium 0.25 b 0.37 e 0.13 b
TP_UST (0.000) (0.000) (0.000)
Fiscal Policy Uncertainty Index (log) 11.10 * 14.04 > 18.88 b
LN_FPU (0.025) (0.025) (0.004)
Ratio of BOJ's JGB holdings to GDP 0.03
BOJ/GDP (0.819)
Ratio of outstanding JGBs to GDP 0.97 b
JGB/GDP (0.002)
Constant term -80.29 * -25263  ** -78.95 *
Intercept (0.000) (0.000) (0.000)
Determination coefficient 0.7303 0.7699 0.4425
Degrees of freedom 210 210 109

Source: Various data; compiled by Daiwa.

Notes: (1) One, two, and three stars (*) indicate statistical significance at the 10%, 5%, and 1% level, respectively.

(2) P-value shown in parentheses.

(3) Monthly data from Aug 2008 to Dec 2025. Model (3) excludes period from Apr 2013 to Dec 2022.

This analysis utilizes data from 2008 through the end of December 2025. As introduced in our 13
January Daiwa Memorandum (Japanese only), during the period of large-scale monetary easing
by the BOJ, the impact of finances on JGB yields was likely diminished due to the Bank’s massive
purchases of JGBs and the implementation of yield curve control (YCC). As such, Model (3) is a
regression analysis conducted excluding the period of large-scale monetary easing, defined as
the timeframe from April 2013, when former BOJ Governor Haruhiko Kuroda initiated QQE, to
December 2022 when the YCC range was expanded. As a result, the FPU is significantly positive
and its coefficient consists of a large value compared to Model (1). Therefore, as large-scale
monetary easing comes to an end and the process of monetary policy normalization unfolds, we
can say that fiscal sentiment is now exerting a greater influence on JGB yields.

" Shun Otani (5 Nov 2025). Daiwa’s View: Impact of fiscal policy and QT on JGB term premium.

2 Elif C. Arbatli, Steven J. Davis, Arata Ito, and Naoko Miake, Policy Uncertainty in Japan, 10 January 2022.

3 Indices like the FPU tend to have a positive skew that spikes with each event and they are generally analyzed using logarithmic

transformation.


https://drp.daiwa.co.jp/rp-daiwa/member/report/reportFile.do?research_id=1630060&report_type=html
https://www.policyuncertainty.com/media/Japan_EPU_Index.pdf
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Points of reference for a rise in 10yr JGB yield

Based on the above models, our aim is to understand the quantitative impact of deteriorating
fiscal sentiment on JGB yields. The coefficients of the FPU logarithm were 11.1 for Model (1) and
18.88 for Model (3). The actual FPU value as of December 2025 was 140.3. The value was 252.4
in July 2025 when the last Upper House election was held. In May 2025, when super-long JGB
yields surged, the figure reached 325.5, marking the recent high. Converting these into
logarithmic values results in 4.94, 5.53, and 5.79, respectively. As for the Lower House election
expected sometime during the first half of February, if fiscal risks are perceived as they were last
spring and summer, the FPU logarithmic values are projected to rise by approximately 0.59 (=
5.53 — 4.94) and 0.85 (= 5.79 — 4.94), respectively. Multiplying these figures by the coefficients in
Model (3) results in values of roughly 11bp (= 18.88 x 0.59) and approximately 16bp (= 18.88 x
0.85), indicating an expected 10-year JGB yield rise of just over 10bp.

The impact of this Lower House election on the 10-year JGB vyield, particularly the term premium,
is expected to fall between 11bp and 16bp. The 10-year JGB yield just before the speculative
media report on the evening of 9 January was approximately 2.10%, with 2.20% to 2.25% likely
serving as points of reference for a rise.

Chart 4: Fiscal Policy Uncertainty Index
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Source: Arbatli, Davis, Ito, and Miyake (2022); compiled by Daiwa.

Key points going forward

In the 2024 Lower House election and the 2025 Upper House election, policies to alleviate
burdens became key issues as citizens struggled amid the first significant price increases in 30
years. The proposed policies included raising the tax-free annual income threshold, consumption
tax cuts, and handouts. Meanwhile, gasoline prices have been falling recently, partly due to the
abolition of the provisional gasoline tax rate. Furthermore, the rise in rice prices has also started
to level off. Prime Minister Sanae Takaichi has set a goal of reducing the ratio of outstanding
government debt ("approximately equal to outstanding JGB issuance) to GDP as part of her
“responsible proactive fiscal policy.” Given Japan’s current political environment, “austerity” and
“fiscal consolidation” are unlikely to win votes. During the election period, as each party promotes
fiscal spending, fiscal sentiment is likely to deteriorate, placing some upward pressure on the 10-
year JGB yield. The subsequent developments will depend on the election results, but should the
Takaichi administration prevail, the market will surely test the responsibility of its “responsible
proactive fiscal policy.”
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€ PM Takaichi’s 24 Oct 2025 policy address

My cabinet regards as fundamental the principle that the economy is what enables fiscal spending. In order to build a
robust economy, we will strategically employ fiscal policies as we endeavor to raise incomes, transform people’s
mindsets regarding consumption, and boost tax revenues without raising tax rates as business earnings increase, all in
keeping with our approach of responsible and proactive public finances. By realizing this economic virtuous cycle, we will
enable the public to feel the fruits of economic recovery in a tangible manner, thereby changing worry into hope.
Following this path, we will curb the rate of growth of Japan’s outstanding debt balance so as not to exceed the rate of
economic growth and lower Japan’s ratio of outstanding government debt to GDP. This will bring about the sustainability
of public finances and ensure trust from the markets.
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IMPORTANT DISCLOSURES

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.

Corporate Name: Daiwa Securities Co. Ltd.

Registered: Financial Instruments Business Operator, Chief of Kanto Local Finance Bureau (Kin-sho) No.108

Memberships: Japan Securities Dealers Association, The Financial Futures Association of Japan, Japan Investment Advisers Association, Type II Financial
Instruments Firms Association, Japan Security Token Offering Association
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