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Punishing LDP Diet members for political funds

scandal could impact break from deflation

» LDP to punish lawmakers involved in political funds scandal on 4 Apr;
Last chance to win back public trust before 28 Apr Lower House by-
elections

» BOJ revised its monetary policy in Mar, citing virtuous cycle between
prices and wages; But, momentum for higher wages within business
community largely supported by Kishida administration policies Koji Hamada

> If Apr by-election results and other factors push PM Kishida out of office, Koui hamaz;gfjfvsa'iﬁ;
expect concerns about interrupting virtuous cycle needed for ending ' o

deflation, depending on new PM . A
Daiwa Securities Co. Ltd ‘

The ruling Liberal Democratic Party on 4 April plans determine punishments for lawmakers
involved in political funds scandals. Support for the Kishida administration and the LDP has
fallen to dangerously low levels and there are no signs of a rebound for support. This is
probably an indication of the public’s distrust stemming from the political funds scandal.

The LDP’s response until now has not satisfied the public at all. The upcoming disciplinary
actions will be the last chance for the ruling party to restore trust before the 28 April Lower
House by-elections.

The BOJ revised its monetary policy in March after confirming that a virtuous cycle
between higher prices and higher wages has started to turn. However, the momentum for
higher wages in the business community has been boosted by the policies of the Prime
Minister Fumio Kishida’s administration.

If Kishida’s party loses all three of the 28 April Lower House by-elections, that could set
into motion earnest efforts to oust the prime minister. If this leads to Kishida stepping
down, there could be serious concerns that the virtuous cycle toward overcoming deflation
will be interrupted, depending on his successor.

Support for Kishida Administration and LDP stalls due to political
funds scandal

Opinion polls conducted in March by various media outlets showed that the approval
ratings for the Kishida administration and the LDP remained at a low level considered to be
within the so-called political “danger zone.” Also, there are no signs of an imminent upturn
for support.

One reason for the Kishida administration’s sinking approval ratings is likely the decline in
real incomes for average citizens as prices of raw materials and crude oil soar while the
yen depreciates, resulting in higher prices.

On top of that, the LDP’s political funds scandal has accelerated the decline in support for
both the Kishida administration and the LDP. The biggest issues that the public tends to
reject are first consumption tax hikes followed by political funds scandals. It is easy to
imagine that politicians are misusing their power to pocket money and enjoy lavish
lifestyles while the common people are struggling to make ends meet.
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LDP’s response until now has not satisfied public at all

What the public wants to know regarding this scandal is who was in charge, as well as
when and by what means were political slush funds created. The public also wants
clarification as to whether or not the political funds entailed tax evasion. They also want the
legislators involved to be severely punished.

The LDP’s response to date has completely failed to satisfy the public.

In January Kishida announced the dissolution of his political faction. Other factions
followed suit and disbanded. However, the Aso and Motegi factions remain in place. There
is no unified response within the LDP and the truth behind the scandals remains clouded.

The LDP conducted questionnaire surveys and hearings targeting its members, but the
core problems were not revealed.

Party rules were revised at the 17 March LDP convention. The penalties for lawmakers
involved in political funds scandals were strengthened. However, these are measures for
future infractions, not a response to the current scandal.

From start to finish, those lawmakers who attended the Upper House and Lower House
political ethics committees explained that they knew nothing about the scandal and were
not involved with any transgressions.

Disciplinary steps last chance to restore trust before 28 Apr Lower
House by-elections

Campaigning for the 28 April Lower House by-elections will officially start on 16 April. So,
the disciplinary actions slated for 4 April will be the last chance to assuage the public’s
distrust before the by-elections.

The first point of interest is the extent to which the entire scandal will be revealed. Prime
Minister Kishida repeatedly stated that he cannot take disciplinary actions without first
knowing the full extent of the problem. He conducted his own hearings with the legislators
and other parties involved. So, any decision to hand down punishments this time would
mean that the entire scandal is now known.

The second point of interest is whether the public will be satisfied by the severity of any
punishments. The prosecutor’s office completed an extensive investigation and established
cases against the parties involved, which is legally problematic. As such, the “legal”
aspects have been handled for now. That said, even if those lawmakers likely to be
punished by the LDP are not facing any “legal”’ problems, the real issue is the degree of
“political” responsibility they must accept in consideration of the public’s anger.

Former LDP Secretary General Toshihiro Nikai announced his own decision to not run in
the next Lower House election. The 2 April edition of the Nikkei reported that the LDP is
considering recommending that party members Ryu Shionoya and Hiroshige Seko, from
the Abe faction, leave the party, which is the second harshest punishment. 39 people are
reported to be targeted for disciplinary actions.

However, opposition parties, eager to damage the LDP politically, are simply demanding
that those involved in the scandal should resign (harshest punishment). It will be
interesting to see if recommending that two members leave the party will be enough to
quell the public’s anger. There are concerns that the public’s expectations will not be
satisfied unless Kishida himself is punished (prosecutors have charged the Kishida
faction’s treasurer) or national tax investigation is conducted.
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Lower House by-elections will be held in April and many media reports indicate that the
LDP will not be able to field its own candidate in Nagasaki. There is also the question of
whether the LDP candidate in Tokyo can partner with the Tokyo Metropolitan Government’s
“Citizen’s First” campaign. In Shimane, the Constitutional Democratic Party of Japan has a
well-known former Lower House member running in the by-election, while the LDP’s new
candidate is reported to be struggling (20 Mar Mainichi Shimbun, others).

Risk of disrupting virtuous circle toward overcoming deflation if
Kishida steps down

The BOJ made a major monetary policy shift at its 19 March Monetary Policy Board
meeting. The Bank apparently concluded that the wage increases from the 2024 labor-
management negotiations will likely exceed that of the previous year with a virtuous cycle
between higher wages and higher prices starting to turn.

However, this virtuous cycle has been largely supported by the policies of the Kishida

administration, in addition to monetary policy. It seems that the persistent efforts of the
Kishida administration have changed the awareness of large and small/medium-sized

business owners in terms of hiking wages (Macropolicy Insight: Kishida administration
providing various support for higher SME wages [25 Mar 2024]).

At a press conference on 28 March, when the FY24 budget was approved by the Diet,
Kishida said, “We have a historical opportunity to make a full exit from deflation.”
Meanwhile, Kishida further stressed the need for policy support, saying, “Japan is still only
halfway to ending deflation” and “now is a critical moment that only comes along once
every few decades.” Kishida has present policies for raising wages and strengthening the
earnings power of small and medium-sized enterprises, where 70% of all workers are
employed, while doing everything possible to implement comprehensive and multifaceted
measures on that front. That is the biggest key.

In Nagata-cho (district in Tokyo where the Diet and the Prime Minister’s residence is
located, so synonymous with lawmakers), Kishida is seen as being largely insensitive in a
good way. He is expected to continue working tirelessly to win re-election as LDP president
in September, unfazed by the current approval ratings slump.

Still, Kishida will unlikely be the “face” (leader) of the LDP for next year’s Upper House
election or for the Lower House elections this year or next year. If there is growing
momentum for the view that a “new face” should be chosen at the LDP presidential
election in September, Kishida will struggle to maintain his post. If Kishida were to step
down, there could be the risk of interrupting the virtuous cycle, which has been helping to
end deflation, depending on the policies of his successor.
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IMPORTANT

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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