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Nikkei 225: Political Reset Meets Bond Market Stress

e Political uncertainty and bond stress raise Japan’s equity risk premium.
e Rising yields threaten Nikkei’s top-heavy, rate-sensitive leadership stocks.

e Weak-yen tailwinds have turned into a two-sided risk, increasing next-quarter
volatility.

NIKKEI80 Is Shifting Into a “Macro Risk Premium” Regime
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The Political Reset: Snap Election Raises Fiscal Uncertainty
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The Real Constraint: Bond Market Stress and Rising Long-End Yields
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Why Nikkei Underperforms When Rates Rise: Concentrated, Rate-Sensitive
Leadership
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A Volatility Window, Not a Broken Story
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Political Reset: Election Volatility Raises
Fiscal Uncertainty

Japan’s snap election is not just headline noise—it is a volatility event because it
shifts the market focus from corporate fundamentals to policy credibility. The
Financial Times describes the election call as a bold gamble and notes market
concern about fiscal sustainability, especially as stimulus messaging includes
proposals such as suspending a food sales tax. Channel News Asia similarly
frames the snap election as a strategic gamble that injects uncertainty into
the near-term policy path.

The key issue is that election dynamics tend to push policy in a more
expansionary direction, precisely when the bond market is already fragile. This
makes equity upside harder to sustain: stimulus headlines can lift earnings
hopes, but they simultaneously widen the fiscal question and pressure yields,
which then compress equity valuations. In this regime, the Nikkei may struggle to
hold gains because the market is effectively pricing “policy upside” and “rate
downside” at the same time.

Exhibit 1: Election dynamics shift the market’s focus Exhibit 2: Japan Long-End Yield Repricing vs Nikkei 225
from fundamentals to fiscal credibility
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Bond Market Stress: The Core Macro Headwind for
Equities

The most important driver of our negative view is Japan’s bond market
repricing. Reuters reported a sharp selloff in long-dated Japanese government
bonds, with the move exacerbated by weak demand at a 20-year auction and
reluctance from traditional buyers such as insurers. This matters because a
destabilized long end pushes up the discount rate for equities and raises the
probability of forced policy responses that can disrupt risk appetite.

This bond stress is also no longer local. Japan’s selloff has shaken global bond
markets, increasing the risk that international investors reduce exposure not only
to Japanese bonds, but also to Japanese equities. When Japan shifts from
being a low-volatility funding market to being a volatility source, the Nikkei
typically loses foreign-flow support and becomes more vulnerable to drawdowns,
even if domestic earnings remain stable.
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FX Channel: Yen Tailwind Turns Into a Two-Sided
Risk

Historically, a weaker yen has been a clear positive for Nikkei performance
through exporter earnings translation. However, the current environment ties yen
moves to bond-market credibility, making FX less predictable. Recent yen
weakness—and renewed discussion of potential currency intervention—signals
that FX stability is becoming an active policy variable rather than a passive
tailwind.

For NIKKEI80, this creates a two-sided risk. Continued yen weakness can
support exporters, but it may also reinforce concerns that yields are rising for the
wrong reasons and that policy credibility is deteriorating. On the other hand, if
risk-off sentiment triggers yen strength, exporters lose support and the index’s
leadership weakens. Either outcome raises volatility and reduces the reliability of
the “weak yen = higher Nikkei” trade over the next quarter.

Exhibit 3: USDJPY Has Become a Rates-Credibility Exhibit 4: USDJPY Remains Elevated—Intervention Risk
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Index Reality: Nikkei 225 Is Rate-Sensitive and Top-
Heavy

Nikkei’s vulnerability is amplified by its structure. The Nikkei 225 is heavily
influenced by a small group of high-weight constituents, many of which are
long-duration and rate-sensitive. Holdings data for the 1321 ETF shows that
names such as Advantest, Fast Retailing, Tokyo Electron, and SoftBank sit
near the top of the portfolio, reinforcing that the index’s performance is tightly
tied to tech duration and risk appetite.

This composition matters because rising yields directly pressure the types of
stocks that dominate Nikkei leadership. Semiconductor testing and equipment
names are priced on multi-year growth visibility and capex cycles, while SoftBank
trades as a leveraged proxy for tech valuation and liquidity conditions. As yields
rise, even strong operating results can fail to support the share price because the
discount-rate effect overwhelms incremental earnings strength.
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Exhibit 5: Nikkei Is Top-Heavy—Rate-Sensitive Leaders  Exhibit 6: Most Highly Concentrated Markets (Top-10

Dominate (ETF 1321 Holdings) Weighting) — Data as of 14 Nov 2025
Portfolio Holdings 1321 More 1321 Holdings >
oy R . e Most highly concentrated markets
e ednes Index Weighting of top 10
Top 10 Holdings mqn:z:: MarketValue USD  Sector Nikkei 225 48.4%
A 138 T Technology FTSE 100 46.1%
Lol me saesoo 40.2%
SoftBank Group Corp 046 9188 Communication Services MSCI Asia ex Japan 35.6%
s - - MSCI Emerging Markets 31.5%
186 2658 Technology Euro STOXX 26.2%
1.76 2508 Basic Materials
159 268 Communicaton Senices MSCIACWI 25.6%
Chugai Pharmacautical Co Ltd 157 738 Healthcare
Sources: Morningstar Sources: trustnet

Near-Term Outlook: Why Underperformance Is the
Base Case

Our view is that the Nikkei 225 will likely underperform in the next quarter due to
a rising macro stress premium, rather than a sudden earnings recession. Political
uncertainty and bond volatility are simultaneously tightening the conditions under
which equities can re-rate, especially for an index whose leadership is
concentrated in long-duration growth.

The market may still see tactical rallies, particularly if stimulus headlines
dominate. But those rallies are likely to be fragile unless bond yields stabilize and
investors regain confidence that fiscal policy will not escalate the long-end selloff.
Until then, the dominant driver is not micro execution but macro risk control—
making a defensive stance on NIKKEI80 more appropriate into the next quarter.

Recommendation: Underweight (next quarter)

We are shifting our stance to Underweight on NIKKEI80 into the next quarter, as
the market setup is becoming increasingly constrained by a higher macro risk
premium driven by long-end JGB volatility and policy uncertainty. An upgrade
would require clear evidence that long-end yields have stabilized, auction
demand has normalized, and the election outcome reduces fiscal slippage
risk, allowing valuation support to rebuild. Conversely, downside risk remains
elevated if long-end JGB selling resumes, FX volatility intensifies amid
intervention risk, and foreign outflows accelerate, reinforcing a de-rating
environment for the index’s top-heavy, rate-sensitive leadership.
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GENERAL DISCLAIMER

Analyst Certification
Suwat Sinsadok, Register No. 020799, Globlex Securities Public Company Limited

The opinions and information presented in this report are those of the Globlex Securities Co. Ltd. Research Department. No representation
or warranty in any form regarding the accuracy, completeness, correctness or fairness of opinions and information of this report is offered
by Globlex Securities Co. Ltd. Globlex Securities Co. Ltd. Accepts no liability whatsoever for any loss arising from the use of this report or
its contents. This report (in whole or in part) may not be reproduced or published without the express permission of Globlex Securities Co.
Ltd.

RECOMMENDATION STRUCTURE

Stock Recommendations
Stock ratings are based on absolute upside or downside, which we define as (target price* - current price) / current price.

BUY: Expected return of 10% or more over the next 12 months.
HOLD: Expected return between -10% and 10% over the next 12 months.
REDUCE: Expected return of -10% or worse over the next 12 months.

Unless otherwise specified, these recommendations are set with a 12-month horizon. Thus, it is possible that future price volatility may
cause temporary mismatch between upside/downside for a stock based on market price and the formal recommendation.

* In most cases, the target price will equal the analyst's assessment of the current fair value of the stock. However, if the analyst doesn't
think the market will reassess the stock over the specified time horizon due to a lack of events or catalysts, then the target price may differ
from fair value. In most cases, therefore, our recommendation is an assessment of the mismatch between current market price and our
assessment of current fair value.

Sector Recommendations

Overweight: The industry is expected to outperform the relevant primary market index over the next 12 months.
Neutral: The industry is expected to perform in line with the relevant primary market index over the next 12 months.
Underweight: The industry is expected to underperform the relevant primary market index over the next 12 months.

Country (Strategy) Recommendations

Overweight: Over the next 12 months, the analyst expects the market to score positively on two or more of the criteria used to determine
market recommendations: index returns relative to the regional benchmark, index sharpe ratio relative to the regional benchmark and index
returns relative to the market cost of equity.

Neutral: Over the next 12 months, the analyst expects the market to score positively on one of the criteria used to determine market
recommendations: index returns relative to the regional benchmark, index sharpe ratio relative to the regional benchmark and index returns
relative to the market cost of equity.

Underweight: Over the next 12 months, the analyst does not expect the market to score positively on any of the criteria used to determine

market recommendations: index returns relative to the regional benchmark, index sharpe ratio relative to the regional benchmark and index
returns relative to the market cost of equity.
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