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Remain Bullish JPY Eyeing Shifting Political Risks Into PM Election Oct 21 & BoJ Meeting Oct 30 
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Japan’s political situation remains a source of critical uncertainty for the yen as the 

Liberal Democratic Party (LDP)’s October 4 election of the divisive Sanae Takaichi 

appears to have fractured a political alliance that had helped to govern Japan’s 

lower house for much of the past 26 years. The alliance fell apart on Friday (October 

10) and delivered an impressive bullish reversal in the yen as market participants 

began to fade some of the weakness that had been observed in response to 

Takaichi’s win. 

The new LDP leader is a known fiscal and monetary dove, and markets have 

expressed concerns about the implications of her premiership in terms of its impact 

on the BoJ, its independence, and policymakers’ ability to carry out the tightening 

that it they been communicating to markets over the past month or so. 

Japan’s parliament, the Diet, will elect a new Prime Minister on October 21 and the 

LDP’s main opposition parties are looking to form a coalition to oppose Takaichi. 

The opposition coalition would be expected to favor fiscal stimulus while respecting 

conventional concepts of central bank independence and thus would be expected to 

deliver JPY strength—as the BoJ would be expected to proceed with tightening. 

The BoJ’s next meeting is scheduled for October 30, and markets are currently only 

pricing in about 3bpts of tightening for the meeting and a cumulative 14bpts by the 

December meeting. This marks a material decline from the 14bpts and 19bpts that 

had been priced for Oct. and Dec. on October 3, the day before the LDP leadership 

election. An October 21 win for the opposition coalition would be bullish JPY. 

We have maintained a bullish JPY (bearish USDJPY) forecast on the basis of relative 

central bank policy and an outlook that includes both BoJ tightening and Fed easing. 

In terms of fundamentals, the narrowing of US-Japan yield spreads has offered 

critical support to the yen. However, the latest period of domestic turbulence has 

delivered considerable volatility in the JPY as market participants have responded 

to shifting political risks and their implications for a tighter BoJ stance.  
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