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FX Insight
JPY - Will The Sun Set on Abe In 2019

PM Abe Faces Domestic And External Landmines Ahead

The path ahead for PM Abe is unlikely to be smooth but lay with
domestic and external landmines. Abe could face recrimination from
powerful agriculture group should he allow for greater access for US
agricultural products in his drive to reach a trade deal with Trump.
Further erosion of public support could come from the
implementation of the 2%-point increase in the consumption sales tax
that could result in an economic slowdown. The greater danger to
PM Abe’s hold on power is his obsession with amending the country’s
pacifist constitution to allow for a more assertive and outward
looking foreign and defense policies

Headwinds Could Potentially Push Abe Out Of Office

These headwinds could undermine PM Abe’s hold on power in 2019,
culminating in sharp losses in support in the regional gubernatorial
and Upper House elections in Apr-May and Jul 2019 respectively. The
failure to retain a two-third majority in the Upper House election in
the face of public angst over the LDP handling of the trade deal with
the US, the expected hike in the consumption sales tax, and plans to
amend the pacifist constitution could lead to more vocal opposition
to PM Abe’s continued leadership and trigger moves to oust him.

The JPY Returning To The 90-95 Levels Cannot Be Ruled Out

Should Abe leave the political arena, BOJ’s ultra-loose monetary
policy could be unwound. This should lead to flows back into
Japanese assets, particularly government bonds, as yields rebound
with the BOJ beginning to taper its asset purchases. The repatriation
of funds could support the JPY. Then as the BOJ begin to taper its
asset purchases, yields should rebound. Narrowing yield differentials
between UST and JGB should further weigh on USDJPY. In addition,
growing concerns that global growth could slow in 2020, could lead
to a re-rating of risk conditions and results in a global equity sell-off.
Safe-haven FX-proxy plays including the JPY could be in demand. The
unwinding of Abenomics could thus see the USDJPY back to the 90-95
levels - the level prior to the implementation of Abenomics.
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Risk of Sun Setting on Abe

The re-election of PM Shinzo Abe to a third term as president of the
ruling LDP on 20 Sep 2018 signalled the continuation of Abenomics,
including the BOJ’s extra-easy monetary stimulus programme. But this
optimism may be misplaced.

The path ahead for PM Abe is unlikely to be smooth but lay with
domestic and external landmines. These headwinds could undermine PM
Abe’s hold on power in 2019 and possibly even push him out of office.
The unwinding of Abenomics could see the USDJPY back to the 90-95
levels - the level prior to the implementation of Abenomics.

Domestic Landmines Ahead

The drive by PM Abe to reach a trade deal with the Trump administration
by allowing greater access for US agricultural products to Japanese
markets could leave the ruling party exposed to recrimination
particularly from powerful domestic agricultural groups. Negotiations are
scheduled to start in mid-Jan 2019. This could see support for the ruling
LDP and PM Abe wane. Further erosion of public support could come
from the implementation of the 2%-point increase in the consumption
sales tax. The Abe government hopes to avoid another recession by
implementing a slew of measures. All of these measures though do not
guarantee that consumers will hot come under pressure again, especially
should wage increases lag the tax rate hike. Together these could
weaken PM Abe and increases the risk of him losing his grip on power.

Amendment Of Pacifist Constitution Could Be PM Abe’s
Undoing

The greater danger to PM Abe’s hold on power is his obsession with
amending the country’s pacifist constitution to allow for a more assertive
and outward looking foreign and defense policies. To do so will require
not only the approval of two-third of the lawmakers in both houses of the
Diet, but also a majority in a referendum. While he could easily pass the
constitutional amendment in both houses of the Diet since the LDP and
its coalition partner - the Komeito Party - have a comfortable two-third
majority, PM Abe could face a greater hurdle in convincing a skeptical
public to amend the constitution, who worry that this could lead to
Japanese involvement in global armed conflicts. A loss in the referendum
could trigger calls from LDP lawmakers for new leadership.

Regional and Upper House Election Losses Could Seal PM
Abe’s Fate

Public discontent with PM Abe’s handling of the Japan-US trade
agreement, the implementation of the consumption sale tax increase and
attempts to amend the pacifist constitution could manifest in a sharp
loss of support in the regional gubernatorial and Upper House elections in
Apr-May and Jul 2019 respectively. While the LDP defeat in several
gubernatorial elections is unlikely to force PM Abe to step down, it could
lead to disquiet among LDP lawmakers and members regarding PM Abe’s
leadership. More important is the outcome of the Upper House elections.
The failure to retain a two-third majority in the face of public angst over
the LDP handling of the trade deal with the US, the expected hike in the
consumption sales tax, and plans to amend the pacifist constitution could
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lead to more vocal opposition to PM Abe’s continued leadership and
trigger moves to oust him.

Chart 1: An Extended Slippage In Approval Rating & Rise In
Disapproval Ratings Could Doom PM Abe & Drag The USDJPY Lower

USDJPY tends to track approval
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Note:

(1) graphs above are 10-day moving averages of the Abe

government’s approval and disapproval ratings; polls were
weighted by sample size adjusted for the number of days since a
poll was published.
(2) Major opinion polls conducted by Japanese media outlets
were aggregated to provide a more accurate picture of the Abe
government’s public approval rating.

Source: Sasakawa Peace Foundation USA, Maybank FX Research & Strategy

Some Risk of JPY Back To 90-95-Levels Against The USD

Should the driving force behind Abenomics leave the political arena, it is
unlikely that the BOJ under Kuroda would feel obliged to continue with
its inflation target of 2% amid concerns the existing monetary policy has
on financial institutions earnings. This should suggest that the BOJ’s
ultra-loose monetary policy could be unwound. This should lead to flows
back into Japanese assets, particularly government bonds, as yields
rebound with the BOJ beginning to taper its asset purchases. The
repatriation of funds could support the JPY. Narrowing yield differentials
between UST and JGB should further weigh on USDJPY. Previously under
the ultra-easy policy, yields had been suppressed, forcing Japanese
financial institutions to seek higher returns overseas, which in turn
bolstered the USDJPY.
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Chart 2: Demand For Safe-Have Assets Supported The JPY Within The
90-95 Range In 1995 And In The 2009-2013 Period
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Source: Bloomberg, Maybank FX Research & Strategy

Unwinding of QE To Weigh On Equities & USDJPY

Investor reaction to the risks of Abe’s departure from the political stage
and the concomitant reversal of Abenomics could reassert downward
pressure on Japanese assets prices, particularly equities. The sell-off in
equities should lead to the unwinding of hedges with investors buying
back the JPY and selling the USD, thus dragging the USDJPY lower.

JPY Could Lose Status As Funding Currency Of Choice

Thereafter, the risk of the BOJ ending its ultra-loose monetary policy
could see the JPY losing its status as the funding currency of choice. The
unwinding of stale net short JPY positions that has been in place since
end-2016 is expected to result in a sharp demand for JPY. This should
provide further impetus for JPY strength and could push the USDJPY
closer towards the 100-levels.

Risks of Global Slowdown in 2020 Another Drag For USDJPY

There are growing concerns that global growth could slow in 2020. This
could lead to a re-rating of risk conditions and results in a global equity
sell-off. Safe-haven FX-proxy plays including the JPY could be in demand.
This should put the USDJPY under even more pressure. We cannot rule
out a move by the USDJPY back toward the 90-95 levels by end-2019 in
such a scenario.
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Chart 3: Unwinding Of Net Short JPY Positions Could Chart 4: Sell-Off In The Nikkei Could Drag USDJPY
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DISCLAIMER

This report is for information purposes only and under no circumstances is it to be considered or intended as an offer to sell or
a solicitation of an offer to buy the securities or financial instruments referred to herein, or an offer or solicitation to any
person to enter into any transaction or adopt any investment strategy. Investors should note that income from such securities or
financial instruments, if any, may fluctuate and that each security’s or financial instrument’s price or value may rise or fall.
Accordingly, investors may receive back less than originally invested. Past performance is not necessarily a guide to future
performance. This report is not intended to provide personal investment advice and does not take into account the specific
investment objectives, the financial situation and the particular needs of persons who may receive or read this report.
Investors should therefore seek financial, legal and other advice regarding the appropriateness of investing in any securities
and/or financial instruments or the investment strategies discussed or recommended in this report.

The information contained herein has been obtained from sources believed to be reliable but such sources have not been
independently verified by Malayan Banking Berhad and/or its affiliates and related corporations (collectively, “Maybank”) and
consequently no representation is made as to the accuracy or completeness of this report by Maybank and it should not be
relied upon as such. Accordingly, no liability can be accepted for any direct, indirect or consequential losses or damages that
may arise from the use or reliance of this report. Maybank and its officers, directors, associates, connected parties and/or
employees may from time to time have positions or be materially interested in the securities and/or financial instruments
referred to herein and may further act as market maker or have assumed an underwriting commitment or deal with such
securities and/or financial instruments and may also perform or seek to perform investment banking, advisory and other
services for or relating to those companies whose securities are mentioned in this report. Any information or opinions or
recommendations contained herein are subject to change at any time, without prior notice.

This report may contain forward looking statements which are often but not always identified by the use of words such as
“anticipate”, “believe”, “estimate”, “intend”, “plan”, “expect”, “forecast”, “predict” and “project” and statements that an
event or result “may”, “will”, “can”, “should”, “could” or “might” occur or be achieved and other similar expressions. Such
forward looking statements are based on assumptions made and information currently available to us and are subject to certain
risks and uncertainties that could cause the actual results to differ materially from those expressed in any forward looking
statements. Readers are cautioned not to place undue relevance on these forward looking statements. Maybank expressly
disclaims any obligation to update or revise any such forward looking statements to reflect new information, events or
circumstances after the date of this publication or to reflect the occurrence of unanticipated events.

This report is prepared for the use of Maybank’s clients and may not be reproduced, altered in any way, transmitted to, copied
or distributed to any other party in whole or in part in any form or manner without the prior express written consent of
Maybank. Maybank accepts no liability whatsoever for the actions of third parties in this respect.

This report is not directed to or intended for distribution to or use by any person or entity who is a citizen or resident of or
located in any locality, state, country or other jurisdiction where such distribution, publication, availability or use would be
contrary to law or regulation.

Published by:

@) Maybank

Malayan Banking Berhad
(Incorporated in Malaysia)

3

S

@ Maybank

Saktiandi Supaat Christopher Wong Fiona Lim Leslie Tang
Head, FX Research Senior FX Strategist Senior FX Strategist Senior FX Strategist
saktiandi@maybank.com.sg wongkl@maybank.com.sg Fionalim@maybank.com.sg leslietang@maybank.com.sg
(+65) 63201379 (+65) 63201347 (+65) 63201374 (+65) 63201378

December 14, 2018



	ExDisclaimer
	FrontPage
	ToBeSaved06
	Title
	Rating
	ToBeSaved02
	ToBeSaved03
	ToBeSaved10
	ToBeSaved07
	AnalystTitle
	Analysts

