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Japan and Korea: Two Tiny Tigers
Take Two Taxis to Town

Japan’srally has been driven by political momentum
and fiscal expansion under Sanae Takaichi, while
South Korea’s surge has been fueled by heavily
leveraged retail investors concentrating bets in
major technology names such as Samsung
Electronics and SK Hynix.

Both markets now face the same external vulnera-
bility: heavy dependence on energy imports from
the Middle East, much of which must pass through
the Strait of Hormuz, making them particularly
exposed to disruptions linked to tensions with Iran.

For export-driven economies like Japan and South
Korea, a sustained rise in oil prices would quickly
translate into higher production and transportation
costs, eroding corporate margins and weighing on

Andrés Salamanca
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sentiment across manufacturing-heavy equity
indices such as the TOPIX and the KOSPI.

While the world has been fixated on the war in Iran,
two other market stories have been unfolding in
parallel. Japan and South Korea, one the seasoned
mentor, the other the export-driven tiger, have rallied
in recent months for very different reasons. But
after taking different roads higher, both markets
are now running into the same macro force: Iran.

Japan: Interrupted Honeymoon

Let’s start with the accomplished mentor. For nearly
seventy years, the Liberal Democratic Party (LDP) has
dominated Japanese politics. Because Japan oper-
ates under a parliamentary system, the party control-
ling the legislature chooses the prime minister. After
corruption scandals and falling approval ratings, the
LDP replaced Fumio Kishida with Shigeru Ishiba in
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2024, and later with Sanae Takaichi in October 2025.
Just three months into office, Takaichi, who is aligned
with the party’s more conservative wing, dissolved
the House of Representatives of Japan and called
elections. With little time to prepare, the opposition
struggled to respond, and the LDP won a sweeping
victory, securing roughly two-thirds of the seats, the
strongest parliamentary majority in the post-World
War |l era.

Markets reacted swiftly. Since October 2025, Japan’s
main equity benchmarks, the TOPIX and the Nikkei
225, have risen about 27% and 22%, respectively.
Takaichi’s growth agenda centers on expansionary
fiscal policy, with stimulus spending, tax relief for
households, and targeted public investment to
boost demand. It also prioritizes major investment
in strategic industries such as semiconductors,
artificial intelligence, and defense to strengthen
Japan’s industrial base and long-term productivity.
At first glance, the story looks entirely positive, but
that is precisely where the story becomes more

Graph 1: TOPIX Index — USD Adjusted performance since inception.
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complicated. Japanese equities have historically
moved in cycles tied to distinct political eras.

Over the past five decades, the market has passed
through several policy regimes, from the reformist
period under Yasuhiro Nakasone in the 1980s to the
better-known Abenomics launched by Shinzo Abe in
2012, and more recently the policy phase that began
under Kishida and now continues under Takaichi.

Measured in yen, the TOPIX has trended steadily
upward since the Nakasone era, but once returns are
converted into U.S. dollars, the picture changes
dramatically. As the chart below illustrates, a global
investor who bought Japanese equities at the peak
of the 1989 bubble would not have made a single
dollar of profit until September 2025. The pattern is
striking. Japanese equities often rally at the start of a
new prime minister’s term as markets price in reform
and growth, only to fade later when results fall short
of expectations. Today we are still in the honeymoon
phase of the Kishida—Takaichi policy era, but if history

Source: Bloomberg,
Insigneo as of 3/10/2026
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is any guide, that early optimism eventually gives
way to reality, and the market tends to correct.

So why is Japan’s political story now tied to Korea’s
surging tiger market? The answer lies in the waters
of the Strait of Hormuz.

Korea: It Was Fun...

Like Japan, Korea’s main equity benchmark, the KOSPI,
has been flying over the past year, delivering an aston-
ishing 75.6% return in 2025. While the index is heavily
exposed to semiconductors, electronics, and indus-
trial exporters, part of this outperformance can be
attributed to an unexpected factor: leverage.

So, what exactly is happening in Korean markets?

Over the past few years, South Korea has quietly
become one of the most active retail trading

Graph 2: KOSPI Index - Last 5 Years
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environments in the world. The country now has
more than 100 million trading accounts, backed by a
record USD 22 billion in margin financing. As key
sectors within the index, particularly semiconduc-
tors, began to outperform, retail investors increas-
ingly amplified the rally by deploying large amounts
of leverage, pouring fuel on the fire, carrying the
momentum into 2026.

Given the highly cyclical, export-driven nature of
South Korea’s economy, rising geopolitical tensions in
the Middle East, particularly the conflict involving Iran,
have started to cast a shadow over the stability of
KOSPI-listed companies. While some bullish investors
had been targeting the index to reach 6,500, the
market has started to correct in recent days.

In fact, trading had to be partially halted three times
this month to prevent cascading margin calls and

Source: Bloomberg,
Insigneo as of 3/10/2026
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forced liquidations. Korean markets are now caught
in a tug-of-war: foreign investors are reducing expo-
sure in search of safer assets, while highly leveraged
retail traders attempt to time the bottom. Even after
the index dropped by as much as 12% in a single
trading session, local investors continued to buy the
dip, betting that the selloff will prove temporary.

Yet, beneath the volatility lies a deeper issue. South
Korea s especially exposed to energy-market disrup-
tion because it relies heavily on Middle Eastern oil
and LNG, making higher oil prices and stress around
the Strait of Hormuz a direct concern for corporate
margins and market sentiment.

What About Iran? The Mentor and the Tiger
at the Gates of Hormuz

By now, we have all heard that approximately 20% of
the global oil supply goes through the Strait of
Hormuz, so any de facto shut down of this waterway
is consequential in its own right. However, the global
implications do not end there. Although the Strait is
not the only route to export oil and gas out of the
Middle east, it is by far the most important. If oil
cannot flow through the straight, countries in the
region must curtail production due to limited storage
capacity. In other words, if the storage tanks get full,
why keep producing when products cannot be
exported? However, the issue is even more conse-
quential for South Korea and Japan, both of which
remain heavily dependent on Middle Eastern crude.
Roughly 70% of South Korea’s oil imports come
from the region, while Japan’s reliance is even
greater, with close to 90% sourced from the Middle
East. That leaves both economies acutely exposed
to any disruption in the Strait of Hormuz. Given that
both of these countries are predominantly manufac-
turing-based economies, higher oil prices mean
higher input costs for the creation of new products.
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But the potential problems do not end there.

We all know that the U.S. Dollar has traditionally
been arelative safe haven in times of crisis. However,
this currency is also intrinsically tied to the oil
markets, as global oil prices tend to be quoted in
USD, and the commodity is traded in this currency.
As a result, a prolonged conflict could push the U.S.
Dollar higher, particularly against other currencies
that rely on oil imports, such as the Japanese Yen
and South Korean Won. In essence, both countries
are being hit through multiple channels by the
conflict in Iran. Higher oil prices raise input costs,
squeeze corporate margins, and increase macro-
economic instability. At the same time, rising oil
prices tend to support a stronger USD, which in
turn puts pressure on local currencies. A weaker
currency can, at the margin, help exports, but
because oil is priced in USD, it also makes already
elevated energy costs even more in local terms.

Let us further explore the potential effects for each
country. Starting with Japan, it is important to
remember that this country has two main equity
indices, the Nikkei 225, and the TOPIX. Although both
indices track Japanese companies, their composition
varies. Composed of roughly 230 companies, the
price-weighted Nikkei tends to have a higher concen-
tration in a smaller number of companies, much like
the Dow Jones Industrial Average index in the United
States. However, unlike its counterpart in the U.S,,
most companies in this index tend to fall in the tech-
nology or technology-related sectors. In contrast, the
market cap-weighted TOPIX is comprised of more
than 1600 companies, with the largest companies
representing a larger weight in the index. As a result,
Japan’s largest companies tend to have a higher
weighting in the index. Given that the country’s
largest companies tend to be in the industrial manu-
facturing sector, Topix has a high degree of exposure
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to established automotive companies such as Toyota
and Mitsubishi, as well as electronics companies like
Sony and Hitachi. Although differences in index
composition cause them to respond somewhat
differently across market environments, the conflict
with Iran will weigh on both, especially if it lasts longer
than expected. A recent study published by Morgan
Stanley showed that the duration of exogenous
shocks tends to impact different sectors in the
country in different ways. Initially, commodity-
oriented sectors tend to outperform at the onset of a
conflict; however, this outperformance tends to
retreat as the length of the conflict grows. This
dynamic makes sense, as the initial shock from the
onset of the conflict with Iran exerted a large degree
of downside pressure for Japanese indices, who are
light on commodity-oriented sectors, but heavy in
manufacturing and exports.

A similar dynamic applies to South Korean equity
markets, although with different undertones. Much
like Japan, South Korea’s equity index, the KOSPI, is
comprised of technology-oriented and manufac-
turing companies. In fact, approximately two-thirds
of the index is comprised of these two sectors. But
there is a twist. Although KOSPI is made up of more
than 700 companies, two behemoths in the tech-
nology sector, Samsung Electronics and SK Hynix,
comprise more than one third of the index. This over-
concentration makes it susceptible to large moves in
either company. To this point, the KOSPI was the best
performing global equity index in 2025, led by the Al
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boom. However, this year it has seen one of the most
significant pullbacks given the conflict in Iran. As
previously mentioned, another interesting dynamic in
this market is the tug of war between foreign and
domestic investors in Korea. However, this dynamic
can act as a double-edged sword, providing some
support when local investors step into the index as
foreigner investors exit, but also potentially exacer-
bating downward moves if both groups of investors
move in the same direction. So far, the push and pull
between both groups has provided some level of
support. However, if the conflict lasts longer than
expected, domestic investors who stepped in to buy
the dip could eventually exit the market as well,
pushing the KOSPI lower as they head for the exits.

History suggests that both Japanese and Korean
equities may still have room to run, particularly after
the recent pullback. But the next chapter for both
markets will be written by the duration and intensity
of the conflict with Iran. If tensions fade, the rallies
could resume; if the conflict drags on, today’s upside
could quickly give way to more meaningful down-
side risks such as higher oil prices, currency pres-
sure, and weaker sentiment begin to bite. B
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