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Even though the ruling parties lost their majority in the Upper House election, Prime Minister
Shigeru Ishiba announced that he will remain in office. Meanwhile, uncertainty surrounding the
political framework and fiscal policy is growing. That said, Ishiba may step down by September
following US/Japan tariff negotiations or due to demands from within his own party. With Ishiba’s
future still uncertain, the post-election administrative framework remains unclear. The scale of
fiscal stimulus will become clear in the economic measures and budget compilation process due
out between this autumn and the end of the year.
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Ruling parties lose majority in Upper House race; criticized for high prices

As predicted, the ruling parties lost a significant number of seats in the 20 July Upper House
election. Specifically, the Liberal Democratic Party (LDP) lost 13 seats and its coalition partner
Komeito lost 6 seats. As a result, the ruling parties won only 47 seats, falling short of the 50 seats
needed to lock up a majority (Chart 1).

Chart 1: Upper House Seats up for Re-election and Election Results by Party

No. of contested Election results ~ Change

seats
Liberal Democratic Party (LDP) 52 39 -13
Komeito 14 8 -6
Constituional Democratic Party (CDP) 22 22 0
Japan Innovation Party (JIP) 6 7 1
Democratic Party for the People (DPP) 4 17 13
Japanese Communist Party 7 3 -4
Sanseito 1 14 13
Reiwa Shinsengumi 2 3 1
Social Democratic Party 1 1 0
NHK Party 1 0 -1
Conservative Party of Japan 0 2 2
Team Mirai 0 1 1
Independents 7 8 1
Total 117 125 8

Source: Compiled by Daiwa.

Important disclosures, including any required research certifications, are provided on the last page of this report.
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In opinion polls conducted by various media outlets, the percentage of respondents who wanted
the government to address high prices was consistently high. Apparently, price increases
exceeding income growth led to criticism of the administration. The LDP’s political funding
scandals and its policy of distributing cash handouts to the public just before the election may
have contributed to criticism of the administration.

Such criticism of administration boon for DPP and Sanseito

The opposition parties that significantly increased their number of seats were the DPP (+13 seats)
and Sanseito (+13 seats). The number of seats was unchanged for the Constitutional Democratic
Party of Japan (CDP), up only one seat for the Japan Innovation Party (JIP), and down four seats
for the Japanese Communist Party. Criticism of the ruling parties mainly benefited the DPP and
Sanseito, which like the LDP, are very conservative (Chart 1).

The DPP and the Sanseito lack experienced Diet members and their organizational bases across
the country are still weak. However, with favorable tailwinds this time, these parties rapidly
increased their clout. Still, it will probably take some time before they can run the government.

Meanwhile, there are now questions about how the LDP will respond going forward. High prices,
social security burdens, Trump tariffs, and the virtuous cycle of higher wages leading to higher
prices are all major challenges. If this situation is not handled properly, political instability will
continue due to multi-polarization involving minority parties. Pressure for fiscal expansion, such
as demands for tax cuts from the public, is also likely to continue.

Ishiba will not resign even after ruling parties lose their majority

Even though the LDP and Komeito fell short of the 50 seats needed to secure a majority, Ishiba
did not announce his intention to resign. Likewise, in the Lower House election last October, the
ruling parties lost their majority, but Ishiba did not resign. The LDP also lost a significant number
of seats in the Tokyo Metropolitan Assembly election in June of this year. There seems to be
considerable criticism within the party regarding Ishiba’s decision to remain in office despite these
three consecutive defeats in important elections.

We see two possible scenarios for the future. First, Ishiba announces his resignation after
wrapping up US/Japan tariff negotiations. The deadline for negotiating tariffs with the US is 1
August. If Ishiba announces his resignation now, there is a possibility that US President Donald
Trump will not agree to negotiate before the deadline. Therefore, he is not mentioning his
resignation at this time. It is possible that he will announce his resignation after negotiations are
implemented, or in conjunction with the expiration of the terms for three top LDP officials in
September.

Second, it is also possible that Ishiba has no intention of resigning. In that case, we think there
will be a serious movement within the LDP to remove him from power.

There were also reports that certain LDP candidates did not want Ishiba to join them on the
campaign trail ahead of the Upper House election. The government’s approval rating in opinion
polls fell again just before the Upper House election. If the opposition parties prepare for a Lower
House election, a Cabinet no-confidence motion would likely pass. If Ishiba remains in office and
fails to achieve any notable results before a general election is called, there would be concerns
that the LDP could lose even more seats.

Article 6, Paragraph 4 of the LDP’s party rules stipulates provisions for special party presidential
elections. If a majority of the party’s Diet members and representatives of prefectural branches
request such a party presidential election, it would be held even before the end of the term. That
would essentially be a recall. If Ishiba has no intention of resigning, it is highly likely that the LDP
will aim to hold a party presidential election before the end of Ishiba’s term.
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Scale of future fiscal stimulus to be clarified between autumn and end of this
year

The CDP, the Democratic Party for the People (DPP), and JIP have so far denied any intentions
to join the coalition. This is a natural reaction given that it is immediately after the election and
Ishiba’s future is uncertain.

In an interview during the vote counting, Ishiba hinted at his intention to cooperate with the CDP
to pass future budgets. However, it is still unclear how long Ishiba can remain in power. Before
the Upper House election, we had assumed that an LDP party presidential election would take
place in August. However, considering the tariff negotiations with the US, the terms of office for
three LDP party leaders, and the procedures for holding a presidential election mid-term, there is
a possibility that such a move could be pushed back to September.

Before confirming Ishiba’s future and his successor, it would be difficult for opposition parties to
decide whether (1) some parties will join the ruling coalition or (2) they will cooperate with the
ruling coalition on individual policies.

Considering the results of the Upper House election, pressure for fiscal expansion is likely to
intensify going forward. However, there is no change to our view that the scale of the measures
will only become clear with the economic measures due out this fall, the FY25 supplementary
budget, and the initial budget for FY26 in December. Concerns over fiscal expansion are likely to
continue to smolder as a factor pushing up JGB yields from this autumn through the end of the
year.

For further information on the frameworks for ruling and opposition parties’ administration and the
outlook for fiscal policy, please see our 15 July 2025 Daiwa’s Economic View entitled “Points
regarding Upper House election and subsequent fiscal policy.”
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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.

Corporate Name: Daiwa Securities Co. Ltd.

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