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Proactive fiscal policy accelerator/brake roles for both Cabinet
(compiles budget) and LDP (decides budget alongside Cabinet)
Coalition partner JIP restored Osaka Prefecture’s financial health
through stringent administrative and fiscal reforms
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On 21 October, an extraordinary session of the Diet was held to inaugurate the new
administration led by Sanae Takaichi, which was formed by a coalition consisting of the Liberal
Democratic Party (LDP) and the Japan Innovation Party (JIP). Prime Minister Takaichi is known
for her proactive fiscal policies. However, there are now proactive fiscal policy accelerator and
brake roles for both the Cabinet (compiles budget) and the LDP (decides budget alongside
Cabinet). The aim of this approach is to maintain the proper balance. Furthermore, coalition
partner JIP originated from the Osaka Restoration Association, which restored Osaka Prefecture’s
finances through thorough administrative and fiscal reforms. In general, the economic and fiscal
policies of previous administrations, which had prioritized the economy over public finances, will
remain in place, with a focus on strengthening the expansion of supply capacity.

Accelerator/brake roles for Cabinet’s proactive fiscal policy ~ Minister of
Economic and Fiscal Policy Kiuchi and Minister of Finance Katayama

Japan’s Constitution stipulates that the Cabinet holds the authority to formulate budgets.

The minister in charge of economic and fiscal policy is responsible for compiling economic
countermeasures within the Cabinet. Minoru Kiuchi has now assumed this role under the Takaichi
administration. He is known as an advocate of proactive fiscal policy and serves as an advisor
and finance director for the LDP’s “Parliamentary Association for Promoting Responsible
Expansionary Fiscal Policy.”

The Minister of Finance is responsible for reviewing budget requests for economic measures and
compiling budget proposals. Satsuki Katayama has now assumed that office under the Takaichi
administration. She endorsed Takaichi during the LDP presidential election. Takaichi promised to
increase the number of female Cabinet members, of which Katayama is one. Katayama is a
former MOF official and is well-versed in formulating budgets.

Katayama was MOF’s first female Budget Director and during her tenure she gained attention for
drastically cutting the defense budget. However, after becoming a politician, her stances changed.
For example, during the October 2021 Diet member testimony amid the COVID-19 pandemic, she
pressed then-Prime Minister Fumio Kishida to formulate a large-scale economic stimulus
package.

In 2023, she published the book “Plan for Doubling Wages and Achieving Nominal GDP of 1,000
Trillion Yen!” Her emphasis on growth investment is in line with Takaichi’s views. However, she
places greater emphasis on deregulation than on fiscal stimulus. She is unlikely to take a stance
that would not hesitate to issue massive amounts of JGBs for the sake of economic growth.
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Accelerator/brake roles for LDP’s proactive fiscal policy ~ Policy Research
Council Kobayashi and LDP Secretary-General Suzuki

Japan operates under a parliamentary Cabinet system, so the government advances budget
formulation while coordinating with the ruling parties in advance. This is because budgets that are
not approved by the ruling parties are not passed by the Diet.

The person responsible for compiling economic measures within the LDP is the Policy Research
Council Chairman. Takayuki Kobayashi, who ran in the LDP’s presidential election, has now
assumed that office under the Takaichi administration. Kobayashi is a former MOF official, but he
is known for pledging to promote expansionary fiscal policies in the 2024 and 2025 LDP
presidential elections.

Shunichi Suzuki, the brother-in-law of Taro Aso, was appointed as Secretary-General, a position
with substantive responsibility for party operations. Aso was instrumental in Takaichi’'s dramatic
come-from-behind victory in the LDP leadership election and he has once again become Vice-
President. Both are former Finance Ministers and are widely known for their emphasis on fiscal
discipline.

Administrative/fiscal reforms as key policies for coalition partner JIP ~ Exact
opposite of proactive fiscal policy

JIP, which formed a new coalition with the LDP under the Takaichi administration, is a political
party that places great emphasis on promoting thorough administrative and fiscal reforms. This
stance is fundamentally the opposite of proactive fiscal policy.

In 2010, Osaka Governor Toru Hashimoto and local assembly members from Osaka Prefecture
and Osaka City formed the Osaka Restoration Association. This association implemented
stringent administrative and fiscal reforms to restore Osaka Prefecture’s financial health. Not only
did Osaka realize financial soundness, but it also improved resident services through various
reforms.

Pushing through stringent administrative and fiscal reforms will inevitably impose hardships on
residents, such as reduced administrative services and increased taxes and user fees. The
Osaka Restoration Association implemented reforms ensuring that burdens were not solely
placed on residents. For example, lawmaker salaries were cut and the number of assembly seats
were reduced. Such activities have spread to municipalities within Osaka Prefecture, including
Osaka City, achieving results and earning the trust of residents.

JIP is the national political party that emerged from the Osaka Restoration Association. Their
basic approach to policy is essentially the same. The inclusion of reducing the number of Diet
members and social security expenditures as conditions for the coalition with the LDP were also
based on the same idea.

Basically, with JIP joining the Takaichi administration, it is unlikely that fiscal spending will become
even larger. Rather, we expect a portion of the fiscal expansion to be offset by the administrative
and fiscal reforms pursued by JIP. This can be seen in the prompt decision to implement a
comprehensive review of special tax measures included in the 12 items JIP requested as
conditions for forging a coalition with the LDP.
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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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