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Summary

Following the ruling parties’ failure to win a majority in both the lower and upper houses, we are
seeing an increase in the likelihood of fiscal spending, such as cuts to the gasoline tax and
consumption tax, and stimulus payments. On 4 August, in response to Yoshihiko Noda, the leader
of the Constitutional Democratic Party of Japan (CDP), stating that his party wanted to earnestly
discuss stimulus payments, tax cuts, and subsequent tax breaks with stimulus payments, Prime
Minister Shigeru Ishiba replied that he also wanted to do so. Since August, the ruling and
opposition parties have been negotiating about the abolition of the additional provisional tax on
gasoline.

Our trial calculations suggest that real GDP is estimated to be pushed up by roughly 0.3-0.4ppt in
the case of implementation of an economic package consisting of (1) the abolition of the
additional provisional tax on gasoline, (2) reduction of the consumption tax on food to 0%, and (3)
a uniform Y20,000 stimulus payment to the entire public plus an additional provision of Y20,000 to
children (those under 18) and households exempt from resident tax.

At present, we estimate that the Trump tariffs will push down real GDP by about 0.6ppt. Given the
tariff-driven drag, we forecast real GDP growth of +0.8% for FY25.

However, if gasoline tax cuts and/or stimulus payments were implemented early, the growth rate
forecasts could be revised upwards. We need to carefully watch both the downside risks from
tariffs and upside risks from fiscal policies at home and abroad.
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Prior studies of marginal propensity to consume (MPC)

When estimating the impact of gasoline and consumption tax cuts and stimulus payments, the
household marginal propensity to consume (MPC)—the ratio of increased consumption to
increased income—is an important parameter.

According to prior studies of the 2020 special one-off stimulus payments, household MPC is
estimated at 0.22 by the Cabinet Office (in 2023) and 0.10 by the RIETI (in 2021). In 2017, the
Cabinet Office’s study on premium vouchers and other measures (conducted in 2015) estimated
that MPC was 0.36.

The programs currently under discussion (cuts to gasoline tax and consumption tax on food) are
likely to have the effect of improving real disposable income via reductions in the price of
necessities. However, necessities tend to have low price elasticity and the immediate
consumption response is generally small, so we assume that the MPC of these programs will not
be high. Based on this, in our trial calculations, we adopted a conservative MPC of 0.20 for
each—the gasoline tax cut, the consumption tax cut on food, and stimulus payments.

Gasoline tax cut would push up real GDP by 0.07ppt, or 0.13ppt if combined
with tax cut on diesel fuel

The gasoline tax comprises the national gasoline excise tax and local gasoline excise tax. The
statutory tax rates are Y24.3 per liter (national) and Y4.4 per liter (local). The measures under
consideration would abolish the additional provisional tax rate introduced in 2008—Y24.3
(national) plus Y0.8 (local) per liter, for a total of Y25.1 per liter. Based on the tax revenue
forecasts in the initial FY25 budget, revenue from gasoline excise tax is approximately Y1.98tn
and that from local gasoline excise tax is about Y0.21tn. Therefore, the abolishment of the
additional provisional tax rate is estimated to reduce related tax revenue by around Y1tn.

For diesel fuel, the statutory diesel fuel tax is Y15.0 per liter and the provisional tax is Y17.1 per
liter. If the provisional portion is abolished for diesel fuel (similar to gasoline), tax revenue is
estimated to be reduced by around Y0.48tn based on the FY25 tax revenue forecast of Y0.9tn.

A gasoline tax cut would have an impact on households and companies via lower prices.
Particularly among households, the major transmission paths would be substitution effects in line
with lower prices (an increase in demand for gasoline) and an increase in real income due to a
decline in gasoline spending. Prior studies show that short-term price elasticities are small, so the
substitution effects are limited in the short run. Therefore, the direct impact on overall household
finances would likely be mainly to boost consumption via an increase in real income.

Based on input—output tables, approximately 60% of gasoline use is final household consumption
and roughly 40% is intermediate input by firms. Therefore, we estimate that the gasoline tax cut
would bring a benefit of around Y0.6tn to households and about Y0.4tn to companies. Regarding
diesel fuel, intermediate input by companies accounts for more than 90%, while household use
accounts for less than 10%. Therefore, a cut to diesel fuel tax would mainly produce a cost-
cutting effect for companies. We estimate that a diesel fuel tax cut would bring a benefit of about
Y0.04tn to households and about Y0.44tn to companies.

We estimated what the scale of the tax cuts would be for one year based on the above, as well as
household MPC and secondary spillover effects. The cuts to the gasoline tax and diesel fuel tax
are expected to boost real GDP by roughly 0.07ppt and 0.06ppt, respectively. The total effect on
real GDP is estimated to be about +0.13ppt.

If the additional provisional tax (about Y25.1 per liter) were removed from the retail price of
gasoline, we estimate headline CPI would be pushed down by roughly 0.25ppt. Because the
government already has a measure for a flat-rate reduction in fuel oil prices in place that reduces
headline CPI by around 0.1ppt, if that measure were to end when the gasoline tax cut took effect,
these changes would lower CPI by about 0.15ppt on a net basis.
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Breakdown of Taxes on Gasoline and Diesel Fuel (Y)

Statutory tax Provisional tax Total
Gasoline taxes (total) 28.7 251 538
Gasoline excise tax (national) 243 243 48.6
Gasoline excise tax (local) 44 08 52
Diesel fuel tax 15 171 321

Source: MOF, Ministry of Internal Affairs and Communications; compiled by Daiwa.

Cutting food consumption tax to 0% would boost real GDP by 0.15ppt

Some of the pledges made during July’s Upper House election included the CDP and the Japan
Innovation Party (JIP) proposing a temporary cut to the consumption tax on food to 0% and the
Democratic Party for the People (DPP) proposing a cut to the consumption tax to 5% across the
board. According to estimates by the MOF, annual tax revenue is expected to be reduced by
around Y4.8tn if the consumption tax on food were cut to 0%.

Because food is a necessity with low price elasticity, as with a gasoline tax cut, the direct impact
on households of a cut to the consumption tax for food is expected to be mainly seen via the
income effect (higher consumption in line with a rise in real income), rather than the substitution
effects (stronger demand due to price changes). Based on this, as well as household MPC and
secondary spillover effects, we estimate that a Y4.8tn annual tax cut due to a cut to the
consumption tax on food would boost real GDP by approximately +0.15ppt.

However, if the consumption tax were cut to 5% across the board?, annual tax revenue is
expected to decline by Y15.3tn based on the MOF'’s estimates. In this case, real GDP is
estimated to be boosted by about 0.69ppt.

A simple estimate of the impact on CPI indicates that cutting the consumption tax on food to 0%
would lower headline CPI by about 1.6ppt, while an across-the-board consumption tax cut to 5%
would lower headline CPI by about 2.7ppt.

Stimulus payments estimated to boost real GDP by 0.10ppt

The pledges made by the ruling Liberal Democratic Party (LDP) and Komeito during July’s Upper
House election included proposing a stimulus payment of Y20,000 per person as an inflation
measure, with an additional Y20,000 for children and for adults in households exempt from
resident tax. On the other hand, the CDP proposed a Y20,000 per-person “dining support”
stimulus payment be made until the cut to the consumption tax on food was implemented.

Based on demographics and the Comprehensive Survey of Living Conditions, the necessary
fiscal spending for the proposals by the LDP/Komeito and by the CDP are estimated at around
Y3.3tn and Y2.5tn, respectively. The economic effects of these stimulus payments are estimated
as follows—a uniform Y20,000 per-person stimulus payment alone would boost real GDP by
roughly 0.08ppt, while the addition of a Y20,000 stimulus payment for children and resident-tax-
exempt adults (on top of the uniform stimulus payment) would boost real GDP by about 0.10ppt.

On a net basis, the effects of economic measures would substantially ease
downward pressure from tariffs

We estimate that real GDP would be boosted by about 0.3-0.4ppt in total if the government
implemented (1) the abolition of the additional provisional tax on gasoline, (2) reduction of the
consumption tax on food to 0%, and (3) a uniform Y20,000 stimulus payment to the entire public,
plus an additional provision of Y20,000 to children (those under 18) and people exempt from
resident tax. These estimates assume there are no “barter” measures such as future tax
increases or spending cuts to finance the measures when these programs are implemented. We
should also take particular note of the fact that we must keep in mind that the existing program for
a flat-rate reduction in the price of fuel oil would likely be ended if a gasoline tax cut were
implemented.

" Qur trial calculation assumed MPC of 0.3.
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We currently anticipate that the Trump tariffs will push down the Japanese economy by about
0.6ppt. While we must keep in mind that the effect of these economic measures will emerge at
different times, we estimate that the economic package described above will largely mitigate the
tariff-driven drag.

The Apr—Jun 2025 GDP (published 15 Aug) posted a 0.3% qg/q rise (+1.0% annualized), indicating
solid economic conditions. Furthermore, retroactive revisions to base statistics raised the real
GDP growth rate in the Jan—Mar 2025 quarter from —-0.0% to +0.1% q/q, which lifted the FY25
growth baseline from +0.3% to +0.47%. We should keep in mind that, given these revisions, if
assumptions remain unchanged, the BOJ’s July Outlook Report projection of +0.6% for FY25
could be revised upwards to about +0.8%.

Assuming the impact from tariffs materializes going forward, we currently expect real GDP growth
of +0.8% for FY25 and +0.7% for FY26. However, these forecasts could be revised upwards if
gasoline tax cuts and/or stimulus payments are implemented early. It will be important to take
note of economic developments as well as the timing and scale of these policies while also
monitoring both the downside risks from tariffs and the upside risks from fiscal policies at home
and abroad.

Scale and Effects of Each Measure

Tax cuts/Stimulus Positive effects on real
payments (Y tn) GDP (ppt)
Gasoline tax cuts 1.0 0.07
Diesel fuel tax cuts 0.5 0.06
Reduction of consumption tax on food to 0% 48 0.15
Reduction of consumption tax to 5% across the board 15.3 0.69
Uniform Y20,000 stimulus payment to the entire public 2.5 0.08
Uniform Y20,000 stimulus payment to the entire public 33 040
+ Y20,000 stimulus payment for children and resident-tax-exempt adults ' ’

Source: Compiled by Daiwa.
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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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