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Next major political event on 8 Sep: Will LDP hold FICC Research Dept.
party leadership election?

> At the LDP’s 2 Sep joint plenary meeting, PM Ishiba announced his intention Kog:_gsasgrgzgga:

to remain in office; also indicated his intention to ask Secretary-General kouji.hamada@daiwa.co.jp
Moriyama, who had expressed his intention to resign, to stay in office

> Next focus on whether LDP will hold extraordinary party leadership election
(announcement expected on evening of 8 Sep) .

» If extraordinary LDP party leadership election shelved, market concerns over Keniji Yg??;ggg};
fiscal deterioration should ease; Once decision to hold election is made, kenji.yamamoto@daiwa.co.jp

caution regarding fiscal expansion would persist
Daiwa Securities Co. Ltd.

At the Liberal Democratic Party’s (LDP) 2 September joint plenary meeting of party members of
both houses of the Diet, Prime Minister Shigeru Ishiba announced his intention to remain in office.
Ishiba also indicated his intention to ask Secretary-General Hiroshi Moriyama, who had
expressed his intention to resign, to remain in office. The focus on political developments will shift
to whether an extraordinary LDP party leadership election will be held (announcement expected
on evening of 8 Sep). If an extraordinary party leadership election is shelved for the time being,
market concerns over fiscal deterioration should ease, making it easier for JGB yields to stabilize.
Meanwhile, if there is an extraordinary LDP party leadership election, the risk of higher yields
would persist due to concerns about fiscal expansion.

PM Ishiba, Secretary-General Moriyama (who intended to resign) likely to
remain in office

On 2 September, the LDP held a joint plenary meeting to review the outcome of the July Upper
House election. The results of that meeting were announced on that day. A key focus of this
meeting was on Secretary-General Moriyama’s future. There was the belief that if he resigned,
functioning of the Ishiba administration could become more difficult. However, Ishiba indicated his
intention to remain in power under an Ishiba-Moriyama framework.

Prime Minister Ishiba first apologized for the July Upper House election drubbing, but then
outlined policy issues to be addressed going forward and expressed his intention to continue
governing.

The four top party officials expressed their intention to resign, but Secretary-General Moriyama
left his own future to Ishiba’s discretion. Ishiba expressed his intention to retain Moriyama, shifting
the political focus to whether an extraordinary LDP party leadership election will be held.

Possibility of extraordinary party leadership election currently unclear

The possibility of an extraordinary LDP leadership election is unclear at this juncture. Requests
for such an election must be submitted by 8 September with the results announced on that day.
Opinions are divided at this stage on whether or not such an election will be held. Many LDP
lawmakers and prefectural chapter representatives seem to be waiting to see how the joint
plenary meeting on 2 September unfolded before making their decisions. So, the situation is likely
to become clearer by 8 September (when requests for such an election are submitted).

A combined majority (172 votes) derived from the party’s 295 lawmakers and one representative
from each prefectural chapter (47 representatives) is needed for an extraordinary leadership race
to be held. According to an opinion poll released by the Yomiuri Shimbun on 31 August, as of 30
August, 128 respondents were in favor and 33 were opposed to holding an extraordinary LDP
leadership election. Those in favor of holding a party leadership election significantly outweigh
those opposed to such an election, but the majority threshold of 172 has not yet been reached.
Roughly half of those who have not clarified their position (in favor or oppose election) seem likely
to make a decision after reviewing the 2 September post-election review of the July Upper House
election and statements from Ishiba and others at the joint plenary meeting.
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Opinions are currently divided on whether an extraordinary LDP party leadership election will be
held.

There are three main reasons why holding an extraordinary LDP party leadership election seems
difficult.

First, polls following the July Upper House election show the government’s approval rating has
risen and more people now favor Ishiba remaining in office.

Second, the voting system entails some disadvantages for lawmakers favoring an extraordinary
LDP party leadership election. Specifically, Diet members must sign and affix their seal to the
form and personally deliver it to party headquarters between 10:00 AM and 3:00 PM on 8
September. Furthermore, the names of lawmakers and prefectural chapter representatives that
make such requests will be made public, raising concerns that they could face disadvantages
should the Ishiba administration remain in power.

Third, there are calls for cabinet members holding positions such as ministers, vice ministers, and
parliamentary secretaries to resign if they are in favor of an extraordinary party leadership
election.

Meanwhile, according to the aforementioned Yomiuri Shimbun survey, support for an
extraordinary party leadership election is growing, particularly among mid-career and young LDP
lawmakers. Current opinion polls include many comments that there is no need for Ishiba to step
down. However, the ruling parties do not hold a majority in the Lower House and, if opposition
parties submit a motion of no confidence in the cabinet, it is highly likely to pass. If a snap general
election is held without any new developments, the LDP would risk losing even more seats to the
Democratic Party for the People (DPP) and Sanseito. It would not be surprising if lawmakers with
weak electoral bases took steps to replace Ishiba as the “face of the party.”

Market focused on vote counting results (evening of 8 Sep)

Financial markets were watching closely for any indication of Secretary-General Moriyama’s
future at the 2 September joint plenary meeting. However, with his continued tenure now looking
likely, attention will probably shift to whether an extraordinary party leadership election will be
held, with a decision expected on 8 September.

If the extraordinary party leadership election is shelved for now, the Ishiba administration will
remain in place for the time being. The administration will likely consult with the Constitutional
Democratic Party of Japan (CDP) and aim to pass the FY25 supplementary budget and the FY26
initial budget. A possible consumption tax cut is concerning. There is the concern that once a tax
cut is implemented, even if for just one year, reinstating the former tax rate would become difficult.

However, both the Ishiba administration and the Constitutional Democratic Party of Japan are
generally cautious about large-scale fiscal stimulus. In the JGB market, excessive caution over
fiscal deterioration will likely ease, leading to more stable JGB yields, particularly for long and
super-long maturities.

If an extraordinary LDP party leadership election is held, political uncertainty could surge
dramatically. Fiscal policy could change significantly depending on the new LDP party president
and the political framework, so caution over worsening finances would likely persist on the JGB
market. Once the contents and scopes of budgets and various tax cuts are finalized, JGB yields
will begin to reflect those new developments. Compared to maintaining the Ishiba administration,
however, decisions on economic measures and the compilation of the supplementary budget
would likely to be delayed as a leadership election takes time.
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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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