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Fiscal policy with Fumio Kishida as the new LDP leader

Keys will be size of the On 29 September, the LDP elected Fumio Kishida as its new party leader. Attention will be
FY21 supplementary on the economic package and the size of the FY21 supplementary budget it requires, as well
budget and as on the initial FY22 budget, both when it is formed and what permanent redistribution
redistribution in the policies it contains. Assuming an economic package of around Y30 trillion that is paid for
initial FY22 budget with a FY21 supplementary budget and FY22 initial budget, total JGB issuance looks likely

to remain roughly the same it was for the FY21 initial budget, after the FY21 supplementary
budget, and with the FY22 initial budget. The economic package will likely be passed in
December, but the question is whether the FY21 supplementary budget and FY22 initial
budget will also be formed by December.

Regarding the size of the economic package, when campaigning for LDP president Mr.
Kishida repeatedly argued that it should be several tens of trillions of yen and he posited the
same number in his acceptance speech and initial press conference as the new LDP leader.
After an online interview with young business leaders on 29 August he suggested it should
be around Y30 trillion. How big will it ultimately be? When Prime Minister Suga still wanted to
run for reelection, the media reported that the outlines of an economic package would be
shown prior to the general election. Assuming no change in trajectory, the broad outlines
and rough size of the economic package should become clear by end-October.

A FY21 supplementary budget will be formed to accommodate this economic package, but
there will also be an upward revision to tax revenue estimates, surplus funds from the FY20
budget, and a reduction in FILP bonds to reflect the unused FILP budget, and this will have a
downward impact on the amount of JGB issuance. Additionally, in debates with other
candidates for LDP president, Mr. Kishida, while noting that without growth there is no
redistribution, and without redistribution there can be no future growth, he proposed support
for housing expenses and tuition fees for households with children and raising the wages of
doctors, nurses, nursing care workers, kindergarten teachers, and child day care workers.
The question is whether these policies will be limited to a single supplementary budget or
whether they will be made permanent and thus included in the initial FY22 budget along with
tax reforms. Also important is whether the economic package is funded only by the FY21
supplementary budget or will extend into the initial FY22 budget. Spending increases and tax
cuts in the initial FY22 budget will likely be covered to some extent by natural increases in
tax revenue brought by the economic recovery. Accordingly, although there is uncertainty
over the amount of refunding bond issuance, if the total size of the economic package
funded by both the FY21 supplementary budget and the FY22 initial budget is about Y30
trillion, total JGB issuance would be about the same in the FY21 initial budget, after the
FY21 supplementary budget, and in the FY22 initial budget. Our impression at this point is
that if there are changes in calendar-based market issuance, they would mostly be focused
on changes in maturity composition. We will update these numbers if any further news
comes out.

Important disclosures, including any required research certifications, are provided on the last page(s) of this report.
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Media reports on the upcoming calendar suggests the general election is likely to be held
on 7 November, with 14 November also a possibility. We expect it will choose the earlier
date, while the LDP, still benefiting from the attention cast its way during its leadership
election, is maintaining relatively high approval ratings due to celebration for the new prime
minister, after the COVID-19 state of emergency is lifted but before the next wave of
infections. In his acceptance speech and initial press conference as LDP president, Mr.
Kishida commented that an economic package would be crafted by December. It is
guestionable, however whether the Cabinet can reach a decision on the FY21
supplementary budget and initial FY22 budget by December. Although implementing policy
early is preferable, nothing can be done until the Diet passes a budget. During the LDP
presidential debates, Ms. Takaichi said she wanted to pass a supplementary budget in
December rather than craft a 15-month budget as was done in FY20. It will be interesting
to see whether the new prime minister has the same sense of urgency.
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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.

Ratings

Issues are rated 1, 2, 3, 4, or 5 as follows:

1: Outperform TOPIX/benchmark index by more than 15% over the next 12 months.

2: Outperform TOPIX/benchmark index by 5-15% over the next 12 months.

3: Out/underperform TOPIX/benchmark index by less than 5% over the next 12 months.
4: Underperform TOP1X/benchmark index by 5-15% over the next 12 months.

5: Underperform TOPIX/benchmark index by more than 15% over the next 12 months.

Benchmark index: TOPIX for Japan, S&P 500 for US, STOXX Europe 600 for Europe, HSI for Hong Kong, STI for Singapore, KOSPI for Korea, TWII for
Taiwan, and S&P/ASX 200 for Australia.

Target Prices
Daiwa Securities Co. Ltd. sets target prices based on its analysts” earnings estimates for subject companies. Risks to target prices include, but are not limited
to, unexpected significant changes in subject companies’ earnings trends and the macroeconomic environment.

Disclosures related to Daiwa Securities

Please refer to https://Izone.daiwa.co.jp/I-zone/disclaimer/e_disclaimer.pdf for information on conflicts of interest for Daiwa Securities, securities held by
Daiwa Securities, companies for which Daiwa Securities or foreign affiliates of Daiwa Securities Group have acted as a lead underwriter, and other disclosures
concerning individual companies. If you need more information on this matter, please contact the Research Production Department of Daiwa Securities.

Explanatory Document of Unregistered Credit Ratings

This report may use credit ratings assigned by rating agencies that are not registered with Japan’s Financial Services Agency pursuant to Article 66, Paragraph
27 of the Financial Instruments and Exchange Act. Please review the relevant disclaimer regarding credit ratings issued by such agencies at:
https://lzone.daiwa.co.jp/I-zone/disclaimer/creditratings.pdf

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 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
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