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JGB Insight 

Can Abe go on or not? 

 Due to the Moritomo issue, moves to topple the Abe administration 

appear to be gaining momentum. At the moment, we see that the chance 

of Prime Minister Abe’s survival is 50%. 

 If he steps down, JGBs could move both ways: upward amid unwinding 

Abenomics; and downward amid growing caution about the Abe-led 

commitment on “bold monetary easing.” 

 Strong uncertainty remains about the political situation, but the BOJ is 

likely to conduct the current monetary policy in a matter-of-fact stance. 

The downside of JGBs will continue to be supported well by the BOJ. 

 

 

 

 

Due to the Moritomo school-related document falsification scandal, moves to topple the Abe 

cabinet appear to be gaining momentum. However, given the close relationship between 

Prime Minister Shinzo Abe and Minister of Finance Taro Aso—especially Mr. Abe’s strong 

dependence on Mr. Aso, we think that the resignation of Mr. Aso alone is unlikely. It appears 

that Mr. Abe is in an either-or situation—i.e., both of them will survive or resign together. 

This is especially so, because the Aso faction is boasting the second biggest power within 

the LDP (Chart 1). Although Mr. Abe could be trying to clean things up most likely by using 

his privilege to dissolve the lower house, he appears to be in more critical situation than 

ever. Moreover, even if he makes it through, the probability of his winning the third straight 

term in September’s LDP presidential election would be lower than it has been. At the 

moment, we think that the chance of Mr. Abe’s survival is 50%. 

 

We would like to think about what if Mr. Abe steps down. In the case of the cabinet 

dissolution (i.e., without dissolution of the lower house), the LDP presidential election would 

be held immediately and then a new cabinet would be formed by a new prime minister from 

the LDP. Although it is also possible for Mr. Abe to run for the election, the probability of his 

victory appears quite low.  It would be so at the September LDP presidential election as 

well. On the other hand, in the case that he dissolves the lower house for a snap election, it 

is possible for him to keep the prime minister seat. Given the current power balance 

between ruling parties and opposition parties (Chart 2), we think that it is highly possible 

that the ruling parties win the lower house election. Then Mr. Abe could have not only a 

good reason to stay in power but also time to revamp it within the LDP toward the 

September election with public opinion. In that case, the probability would also increase that 

Mr. Abe will win the third straight term as the LDP president in September. 

 

Either way, if the Abe administration collapses, initial market reactions would be lower stock 

prices/strong yen to unwind Abenomics. On the other hand, the JGB market could move 

both upward and downward as market participants can take it that (1) the BOJ’s monetary 

policy stance is unlikely to change soon, irrespective of the political situation or (2) they may 

have greater caution about a weakening of commitment on “bold monetary easing”—one of 

“three arrows” under Abenomics. If the former becomes predominant, JGBs would rise in 

reaction to lower stock prices/strong yen, leading the JGB yield curve to flatten.  However, 

if the latter becomes predominant, downward pressure on JGBs may intensify, putting the 

curve under steepening pressure. 

 

Both Mr. Abe and Mr. Aso will attend the intensive deliberation on the Morimoto school issue, 

called by the upper house budget committee, on March 19. The opposition parties will also 

try to lead the discussion to take a vote on summoning Nobuhisa Sagawa, a former MOF 

official and the key person on the issue, for testimony. If the vote takes place, Mr. Sagawa’s 

testimony can be heard as soon as the end of the next week.  We may see a critical move 

in the political situation as early as the week of March 25. 
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While the political situation is getting chaotic, the government’s nomination for BOJ 
governor and deputy governors was approved at plenary sessions both at the lower 
and upper houses today (Mar. 16).  Governor Haruhiko Kuroda will start his second 
term from April 9 and Masayoshi Amamiya, a BOJ executive director, and Masazumi 
Wakatabe, a professor at Waseda University, will be deputy governors from March 20.  
Despite strong uncertainty about the political situation, the BOJ is likely to conduct the 
current monetary policy in a matter-of-fact stance. We think that the downside of JGBs 
will continue to be supported well by the BOJ. 
 

Chart 1: Breakdown of LDP Members by Faction  Chart 2: Political Party Approval Rating: March 2018 
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Note: Shinzo Abe is from the Hosoda faction. 
Source: Liberal Democratic Party 

  Note: based on the poll taken from March 9 to 11 
Source: NHK 

 

[BOX] March BOJ JGB Purchase Schedule 
(Yen billions)

BOJ offer

day / JGB

auction day

(BOJ start

day/  MOF

settlement

day)

Up to 1

year

Over 1 to 3

years

Over 3 to 5

years

Over 5 to

10 years

Over 10 to

25 years

Over 25

years

JGB

Linker

3/1/18 TH 3/20/18

3/2/18 F 3/6/18 250.9 330.6 450.6 25.3

3/5/18 M 3/7/18

3/6/18 T 3/20/18

3/7/18 W 1/10/18 250.2 330.5 191.3 70.7

3/8/18 TH 3/12/18

3/9/18 F -

3/12/18 M 3/14/18 450.4 190.9 70.4

3/13/18 T 3/20/18

3/14/18 W 3/16/18 250.2 330.3 451.3

3/15/18 TH 3/20/18

3/16/18 F 3/20/18 50.3 190.7 70.5

3/19/18 M 3/22/18 ◎ ◎ ◎

3/20/18 T 3/23/18

3/21/18 W -

3/22/18 TH 3/26/18 ◎ ◎ ◎

3/23/18 F 3/27/18 ◎ ◎ ○

3/26/18 M 3/28/18

3/27/18 T 3/20/18

3/28/18 W 3/30/18 ○ ◎ ◎

3/29/18 TH 4/15/18

3/30/18 F 4/3/18 ◎ ◎ ◎

Note: ◎  Scheduled by the BOJ, ○  Daiwa forecast; BOJ MPM (Day 1 on Mar. 8) in blue

Source: Bank of Japan, Ministry of Finance, Daiwa Securities

5Y JGB Auction

20Y JGB Auction

2Y JGB Auction

10Y JGB Auction

AEL (2Y, 5Y, 10Y and 20Y JGBs with over 1 to 5 years to maturity)

AEL (10Y and 20Y JGBs with over 5 to 15.5 years to maturity)

40Y JGB Auction

30Y JGB Auction

BOJ MPM (Day 2)

Public Holiday (Vernal Equinox Day)
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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.   

 
 

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 (including tax) 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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