28 April 2025

Japan RixedEaE Japanese report: 28 April 2025

Daiwa
Daiwa’s Economic View Securities

FICC Research Dept.
Emergency measures for US tariffs decided, focus

remains on consumption tax cuts Koji Hamada
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budget before Upper House election is unlikely
» Attention now shifts to Upper House campaign pledges and post-
election negotiations between parties Kento Minami ﬁ
> The biggest focal point is consumption tax cuts; differences 81-3-5555.8789 S
between parties become key to tie-ups with ruling parties kento.minami@daiwa.co.jp

» Government measures likely to push FY25 CPI down about 0.1ppt
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On 25 April, the government decided on measures to respond to higher US tariffs. The size of the
measures is kept at a level that does not require a supplementary budget before the Upper House
election. Thus, it seems unlikely that an extra budget will be compiled before the election.

Daiwa Securities Co. Ltd.

Going forward, attention will shift to campaign pledges for the Upper House election and
negotiations between the ruling and opposition parties on tax cuts after the election. In particular,
consumption tax cuts will be the biggest focal point. While opposition parties are all demanding
the implementation of tax cuts, the level of enthusiasm differs party by party, which will become a
key to cooperation with the ruling parties.

Subsidies for gasoline and other items as a part of the economic measures are expected to push
down FY25 CPI by about 0.1ppt.

Government decided on emergency measures for US tariffs, supplementary
budget before Upper House election unlikely

On 25 April, the government decided on an “emergency package” in response to higher US tariffs.
This time, the package mainly consists of programs that can be implemented within the FY24
supplementary budget or the initial FY25 budget. Specifically, they include a cut in gasoline prices
(Y10/liter) and support for electricity and gas bills limited during Jul-Sep 2025.

The government has announced “immediate measures.” The ruling and opposition parties are
unlikely to have enough time to coordinate additional measures before the Upper House election.
Thus, we can say that the possibility of the government announcing a supplementary budget
before the election has virtually disappeared.

Focus will shift to campaign pledges and negotiations on tax cuts between
ruling and opposition parties after the election

That said, the package is unlikely to be regarded by the public as sufficient to cope with rising
prices. Some forecast that the ruling coalition may lose its majority in the July Upper House
election. For this election, the Liberal Democratic Party (LDP) and Komeito already hold 74
uncontested seats (a majority in the Upper House requires 125 seats). The ruling coalition may
lose its majority if the ruling parties win fewer than 50 seats (contested seats and currently vacant
seats) in the election and the opposition parties win close to 80 seats.

Going forward, attention will be paid to campaign pledges for the Upper House election and
negotiations between the ruling and opposition parties on tax cuts after the election. The
upcoming pledges will influence not only an FY25 supplementary budget (autumn to winter) but
also the FY26 tax reform and the FY26 initial budget (in Dec). This is because opposition parties
are requiring tax cuts in areas such as gasoline tax and consumption tax. If the ruling parties are
in a minority after the Upper House election, the budget can no longer pass the Diet without
approval from some opposition members.

Important disclosures, including any required research certifications, are provided on the last page of this report.
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In the JGB market, the sense of caution about the issuance of additional JGBs has
recently subsided. However, this could become a topic once again from before the
election through the end of the year.

The biggest focal point is consumption tax cuts

Going forward, the biggest focal point remains consumption tax cuts. As the public is increasingly
seeking action against inflation, debate on consumption tax cuts is accelerating among the ruling
and opposition parties.

Most opposition parties actively support consumption tax cuts. On 25 April, the Constitutional
Democratic Party (CDP) decided at its extraordinary executive meeting to include consumption
tax cuts in its Upper House election pledge, which has a particularly strong impact. Although
President Yoshihiko Noda was initially opposed to cuts, it appears that he was unable to ignore
pressure from within the party. As a result, opposition parties are now all calling for consumption
tax cuts, and the ruling parties cannot avoid discussions on this topic when negotiating with any
opposition party.

Democratic Party for the People (DPP): Across the board cuts to 5%

Japan Innovation Party (JIP): Cuts of tax on foodstuffs (which had already been lowered to
8%) to zero for two years

CDP: Temporary cuts of tax on foodstuffs to zero for a limited period of time (without relying
on deficit-financing municipal bonds)

Within the ruling parties as well, calls for consumption tax cuts are growing.

: Komeito: Leader Tetsuo Saito stated on 24 April that “a [further] cut to the lowered tax rate is
also an option”
LDP: On 24 April, Upper House Secretary-general Masaji Matsuyama submitted policy
requests for Upper House election to party leaders
In an LDP Upper House member survey, 80% called for consumption tax cuts, of which 70%
requested a cut of the lowered tax rate for foodstuffs.

This is a matter that is still a little ways off for the moment, but if consumption tax cuts are to be
implemented, the differences in the approach among parties could be a key when deciding on
which opposition parties will cooperate with the ruling parties. This will eventually affect the size of
the issuance amount of JGBs.

Targeted items for tax cuts (across the board or only foodstuffs)

Extent of rate cuts (to what percent, including zero)

Duration of tax cuts (limited short period of time or open-ended)

Resources to cover tax cuts (secured or deficit-financing bonds)

Gasoline subsidies in economic measures to push down FY25 CPI by around
0.1ppt

In the latest emergency package, a fixed reduction is to be implemented for gasoline and diesel
prices (Y10/liter) and for heavy oil and kerosene (Y5/liter). These measures are scheduled to take
effect on 22 May, after a notification period of about one month, which is expected to push down
FY25 core CPI by around 0.1ppt.

Meanwhile, the details of support measures for electricity and gas bills are likely to be decided in
May. As the support is to be applied to Jul-Sep bills, the downward effect on CPI is expected to
appear in Aug—Oct. This is because Jul-Sep refers to the period when electricity and gas are
used, with the bills actually being sent in Aug—Oct.
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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.

Corporate Name: Daiwa Securities Co. Ltd.

Registered: Financial Instruments Business Operator, Chief of Kanto Local Finance Bureau (Kin-sho) No.108

Memberships: Japan Securities Dealers Association, The Financial Futures Association of Japan, Japan Investment Advisers Association, Type II Financial
Instruments Firms Association, Japan Security Token Offering Association


https://drp.daiwa.co.jp/rp-daiwa/direct/reportDisclaimer/e_disclaimer.pdf
https://drp.daiwa.co.jp/rp-daiwa/direct/reportDisclaimer/credit_ratings.pdf

