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If the Liberal Democratic Party (LDP)/Komeito coalition fails to secure a majority of seats in the
upcoming Upper House election, it could try to expand its coalition to include other parties. Media
reports have suggested that the Democratic Party for the People (DPP) could be a good option,
among others. In that case, upward pressure could be applied to JGB yields due to concerns
about possible large-scale fiscal stimulus. Amid such market conditions, attention will focus on the
actual effectiveness of policies compared to election pledges.

LDP/Komeito may consider expanding coalition if it loses majority

There have been some indications that the ruling LDP/Komeito coalition may look to expand its
coalition with the addition of a new partner, if it fails to secure a majority in the Upper House
election later this month.

Japan has a parliamentary cabinet system in which the ruling parties form the Cabinet and the
Cabinet prepares budget proposals and bills, which are then submitted to the Diet for approval. Of
particular note, only the Cabinet has the authority to submit budget proposals. On the other hand,
Diet members can also submit bills to the Diet.

When the Cabinet submits a budget proposal, the related legislation must be prepared and
amended. For example, a special bill is currently required in order to issue deficit-financing bonds,
but the deadline for that will expire in FY25. However, if the LDP/Komeito become a minority
ruling coalition in both houses of the Diet, they would be unable to pass not only the budget, but
related bills as well in the Diet, without the cooperation of opposition parties. In some cases,
budget-related bills with content different from the Cabinet’s budget proposal may be submitted
by opposition parties and passed. That would entail the risk of the Cabinet’'s budget compilation
process ceasing to function.

Considering the number of seats in the Lower House, it will be difficult for an opposition coalition
centered around the Constitutional Democratic Party of Japan (CDP) to take power. There is also
speculation that the LDP/Komeito ruling coalition could be joined by either the DPP, Japan
Innovation Party (JIP), or CDP to form an expanded ruling coalition. Once the Upper House
election is over, there may not be any national elections for some time. We think that opposition
parties may find it easier to explore the possibility of joining the ruling coalition (refer to 10 Jul
2025 Daiwa’s Economic View: LDP/Komeito may lose Upper House majority; possible upward
pressure on JGB yields due to additional coalition partner(s) and DPP’s “review of its campaign

QI’OITIISGS ).

Based on views of Diet members from each party, one option is LDP/Komeito
+ DPP

On 9 July 2025, the Asahi Shimbun announced the results of its joint survey conducted with the
University of Tokyo. Diet members from each party were asked about preferred coalition partners.
The results suggest that expanding the ruling LDP/Komeito coalition to include the DPP is one of
the leading options.
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A survey asked candidates from each party to name which parties they would prefer to invite to
form a coalition. The three options were “Coalition should be formed regardless of election
results,” “Coalition possible depending on election results,” and “Coalition impossible regardless

of election results.”

The only case in which both sides are open to forming a new coalition is the LDP/Komeito and
DPP. According to the survey, a large percentage of LDP candidates and Komeito candidates are
open to forming a coalition with JIP but only a small percentage of JIP candidates are open to
forming a coalition with LDP/Komeito. Meanwhile, the LDP and the CDP seem to have no
intention of forming a coalition with each other (Chart 1).

Chart 1: Views on Formulating Coalition After Upper House Election Held by Candidates in Each Party
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Source: Asahi Shimbun; compiled by Daiwa.
Note: Should form coalition (= Coalition should be formed regardless of election results), Possible (= Coalition possible depending on election results), and
Impossible (= Coalition impossible regardless of election results).

If PM Ishiba resigns, distance between LDP/Komeito and JIP, CDP could widen

Furthermore, based on a special series in the Nikkei (8-10 Jul), if PM Ishiba and his
administration were to step down based on the results of the Upper House election, it is possible
that the distance between LDP/Komeito and the opposition parties JIP and CDP could widen.
Conversely, depending on the next prime minister after Ishiba steps down, it is possible that the
distance between the LDP/Komeito and the DPP could narrow.

According to the Nikker's special series, there are close ties between PM Ishiba, Yoshihiko Noda
(CDP representative), and Seiji Maehara (JIP co-representative). Meanwhile, Ishiba seems to
have very little connection with DPP leader Yuichiro Tamaki. Within the LDP, former party
Secretary-General Toshimitsu Motegi and Senior Advisor Taro Aso appear to have connections
with the DPP.

Why the Nikkei decided to publish this special series at this particular time is unknown. However,
Motegi is likely to be one of the leading candidates to succeed Ishiba. He has served as Minister
of Economy, Trade and Industry, Minister of Economic and Fiscal Policy, and Chairman of the
LDP Policy Research Council, and is strongly committed to economic growth. In terms of
diplomacy, Motegi was instrumental in realizing the Trans-Pacific Partnership (TPP 11)
agreement, which had been widely considered impossible. US President Donald Trump also
called Motegi a “tough negotiator” during those Japan-US trade negotiations.

The LDP appears to be focusing all of its efforts on the Upper House election. Any discussions
about Ishiba’s future and his successor are likely to begin in earnest after the election. Depending
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on the situation, it is possible that the distance between the LDP and DPP (which has close ties
with the LDP’s Motegi and Aso) could narrow.

In case of LDP/Komeito/DPP coalition, DPP’s stance on its election pledges
key

If the LDP/Komeito ruling coalition expands to include the DPP, fiscal policy trends are likely to
capture even more attention on the JGB market. However, after that, the market response will
likely depend on the parties’ stances regarding their election pledges.

Under the coalition government (LDP + Japan Socialist Party + New Party Sakigake) formed in
1994, the Japan Socialist Party (currently the Social Democratic Party), which was the leading
opposition party at the time, changed its position on the constitutionality of the Japan Self-
Defense Forces from unconstitutional to constitutional. The Democratic Party of Japan, which
came to power in 2009, was unable to fully implement policies such as free expressways and
expanded child allowances due to a lack of financial resources.

The sharp rise in JGB yields is also now attracting attention in political circles. It will be interesting
to see the degree to which election promises regarding fiscal policy are actually implemented.
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IMPORTANT DISCLOSURES

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 TOPIX/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://drp.daiwa.co.jp/rp-daiwa/direct/reportDisclaimer/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://drp.daiwa.co.jp/rp-daiwa/direct/reportDisclaimer/credit _ratings.pdf. If you need more information on this matter, please contact the Research
Production Department of Daiwa Securities.

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
responsibility for your own decisions regarding the signing of the agreement with our company.
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