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Daiwa’s Economic View  

 JIP to work with LDP outside of cabinet, avoid 
expanding supplementary budget 
➢ Takaichi administration assured as Japan Innovation Party (JIP) to 

cooperate with LDP outside of cabinet 
➢ Challenges include stabilizing policy cooperation outside of 

cabinet, securing Upper/Lower House majorities 
➢ LDP-JIP coalition to diminish risk of bigger FY25 supplementary 

budget 
➢ Focus to shift to securing majorities, increasing initial FY26 budget 

as demanded by JIP 
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The LDP and Japan Innovation Party (JIP) have agreed to form a coalition with JIP participating 
outside of the cabinet, ensuring the launch of an administration led by Sanae Takaichi. 
Challenges remain regarding the stability of policy cooperation outside of the cabinet, as well as 
securing majorities in both houses of the Diet. However, the risk of a bigger supplementary 
budget for FY25 due to this coalition is small. The focus will now turn to securing a majority 
through alliances with smaller parties, as well as whether the initial FY26 budget will further 
increase based on JIP demands. 
 
Coalition talks likely to conclude with JIP providing support outside of cabinet 
The LDP and JIP are expected to sign an agreement on the afternoon 20 October, following 
coalition talks, with the JIP to provide cooperation outside of the cabinet. This makes the launch 
of a Takaichi administration all but certain. As such, the risk of important bills, including those 
related to the budget, as well as no-confidence motions against the cabinet being passed solely 
by the opposition parties will remain limited for now. 
 
The LDP has been seeking cabinet cooperation from JIP (involving participation of senior political 
appointees from JIP). However, the JIP wants to cooperate on policies without joining the cabinet 
(support from outside of cabinet). 
 
Ties between ruling parties are weaker when one party works outside of the cabinet, leaving 
concerns about the stability of policy coordination among the ruling parties. Parties cooperating 
outside of the cabinet are not required to participate in cabinet decisions on budget proposals and 
bills. As such, they have no obligation to support such actions. The threshold for dissolving a 
coalition is also low. 
 
However, the LDP plans to have JIP’s Diet Affairs Chief Takashi Endo serve concurrently as an 
assistant to the prime minister to facilitate communication between the two parties. It has also 
been reported that the LDP and JIP have reached a coalition government agreement and JIP will 
participate in the preliminary review of bills submitted by the government. With this arrangement, 
even if JIP cooperates from outside of the cabinet, the risk of JIP opposition after bills are 
submitted to the Diet becomes smaller. 
 
Moreover, the LDP and JIP alone fall just short of a majority in both houses of the Diet, leaving 
the risk that budget proposals and bills could be rejected or that demands from other parties 
might have to be accommodated. However, forming parliamentary groups with minority parties 
could reduce those risks. The LDP formed a parliamentary group in the Upper House on 15 
October that included the sole member of the NHK Party. A parliamentary group entails looser 
connections between parties than a coalition, but they essentially vote together in the Diet. The 
LDP’s future outreach to minority parties should attract attention. 
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LDP-JIP coalition seems likely to avoid increasing scale of supplementary 
budget 
Even if the JIP agrees to work with the LDP outside of the cabinet, there is little concern about 
any additional expansion of economic measure component of FY25 supplementary budget. It 
appears the impact will be limited to fiscal expansion under a Takaichi administration. 
 
During the coalition talks, JIP called on the LDP to adopt 12 policy areas. Of these 12 areas, only 
the abolition of the provisional gasoline tax rate and measures to combat high prices are relevant 
to the FY25 supplementary budget. These two measures would very likely be implemented even 
under an LDP-only government. As such, the supplementary budget assumption at the time of 
Takaichi’s appointment as new prime minister will remain unchanged (economic stimulus 
measures of Y16-18tn, calendar-based market issuance that is flat or up only a few trillion yen 
[see our 6 Oct 2025 Daiwa’s Economic View “Fiscal policy of new Takaichi administration and its 
impact on JGB market”]). 
 
On 17 October, the LDP informed the Constitutional Democratic Party of Japan that, if Takaichi 
becomes prime minister, a draft FY25 supplementary budget bill would likely be submitted to the 
Diet around early December. The cabinet decision on the supplementary budget and the revision 
to the JGB issuance plan will likely take place around early December. 
 
Initial FY26 budget if coalition increases expenses 
If an LDP/JIP coalition leads to fiscal expansion, that would impact the initial budget for FY26, but 
the impact is expected to be limited at this juncture. 
 
Among the 12 items that JIP requested from the LDP, the full implementation of tuition-free high 
school education could be the primary factor impacting the initial FY26 budget. According to JIP, 
the required budget for that initiative is estimated at Y600bn. The scale of the free elementary 
school lunch program is unclear, but it may be comparable to the free high school program. 
 
The key issue is the proposal to lower the food consumption tax to 0% for two years. If realized, 
that proposal would require an annual funding source of Y4.0~5.0tn. However, considering the 
preparation period required by businesses, implementation starting in April 2026 would be 
difficult. If the preparation period is six months starting in October, the required funding for FY26 
would be halved. Also, in the first place, cutting the consumption tax was not a high priority 
among the JIP demands. Given that the proposal lacks immediate effectiveness as an inflation 
countermeasure, it could not be implemented. 
 
Also, while LDP President Takaichi is also supportive of tax credits with cash transfers, that would 
require income verification and so would likely take two to three years to implement. Many have 
pointed out that social security reforms are difficult and JIP wants to reduce social insurance 
premiums by the amount saved through healthcare cost reductions. At this juncture, that is not 
expected to lead to increased issuance of JGBs. 
 
We should note that uncertainty remains regarding future negotiations with the JIP, as well as 
negotiations with other parties needed to secure a majority. 
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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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