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Potential risk of Komeito leaving coalition deserves
more attention than DPP leader Tamaki’s political

future Koji Hamada
81-3-5555-8791
» Following Takaichi’s victory in LDP presidential election, market is focused kouji.hamada@daiwa.co jp

on potential coalition with DPP and future of its leader Tamaki, but
likelihood of Tamaki becoming Finance Minister or Prime Minister is small

The.more pr.e.ssing issue wgrranting .atter?tion is potential risk of Komeito Kenji Yamamoto
leaving coalition due to serious conflict with LDP 81-3-5555.8784
There are already emerging concerns about schedule for formulating kenji.yamamoto@daiwa.co.jp
budget and other matters being delayed; there would be sudden rise in . L
political uncertainty if Komeito actually left coalition Daiwa Securities Co. Ltd.

FICC Research Dept.

With Sanae Takaichi having become the president of the Liberal Democratic Party (LDP), the
market is focused on her party potentially forming a coalition with the Democratic Party for the
People (DPP). However, there is currently little chance of DPP leader Yuichiro Tamaki becoming
Finance Minister or Prime Minister.

The more pressing issue warranting attention is the potential risk of Komeito leaving the coalition
due to a serious conflict with the LDP. This conflict is already raising concerns about the schedule
for formulating the budget and other matters being delayed. If Komeito were to actually leave the
coalition, there would be a sudden rise in political uncertainty.

Concerns about Tamaki becoming Finance Minister or Prime Minister have
receded substantially

With the new LDP President Takaichi taking office and the LDP and DPP growing closer, the JGB
market is sensing that there is a risk that Yuichiro Tamaki could become Finance Minister or
Prime Minister. However, it is currently unlikely that Tamaki would be appointed to either position.

Firstly, with regard to the possibility of Tamaki becoming Finance Minister, it would be difficult for
the DPP to join the LDP-Komeito coalition after Takaichi had been appointed Prime Minister. The
Japanese Trade Union Confederation (Rengo), the DPP's largest supporting organization, has
clearly stated that the DPP’s participation in the ruling coalition would be unacceptable. With
many core members of the DPP being lawmakers from labor unions, the party cannot ignore the
views of Rengo on this issue.

Tamaki himself has cited the abolition of the provisional gasoline tax rate—an issue already
agreed upon by the LDP, Komeito, and DPP—as a prerequisite for joining the coalition. This
provisional gasoline tax rate will very likely be abolished as part of the Takaichi administration’s
economic measures. In other words, this would mean that the DPP would not be a part of the
coalition at the time of the start of the Takaichi administration.

And, regarding the possibility of Tamaki becoming Prime Minister, we think it is even less likely
that Tamaki could become a candidate for Prime Minister who would be able to create unity
among opposition parties. Tamaki himself has indicated that he is opposed to the idea, stating
that he could not partner with parties that have different fundamental policies. The Constitutional
Democratic Party of Japan (CDP) is pushing for a candidate for Prime Minister who could create
unity among opposition parties, but the gaps between the CDP and the DPP are significant,
particularly on energy and national security policies.

Important disclosures, including any required research certifications, are provided on the last page of this report.
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Deepening LDP-Komeito conflict; Komeito seriously considering leaving
coalition

The potential risk of the LDP-Komeito coalition dissolving is the political event that the market
should be focused on at the moment, rather than what is happening with Tamaki and the DPP.
The conflict between the two parties has become more serious since Takaichi won the leadership
election. However, the true point of contention is the LDP’s handling of political funding scandals,
not the conservative stance taken by Takaichi.

On 7 October, the LDP leader Takaichi and Komeito leader Tetsuo Saito held their initial meeting,
but, unusually, the agreement to continue the coalition was postponed. Komeito itself is not
involved in the political funding scandals. However, its coalition with the LDP causes it to be
viewed in a similar light by the public, which has become one of the reasons it has lost seats. In
the wake of their failure to secure a majority in the Upper House election in July, Komeito is
making forceful demands that the LDP tighten regulations on corporate donations and fully
disclose the details of the slush fund scandal.

The LDP and Komeito have been in a coalition for nearly 30 years, and this is not their first
conflict. However, the current confrontation appears to be very serious. It has been reported that
Komeito held a party meeting on the 9th in which opinions were split roughly fifty-fifty regarding
whether the party should stay in the coalition.

However, the LDP's position is that it is opposed to stricter regulations on corporate donations,
and that the slush fund issue has been settled through internal party discipline and the public’s
verdict in the election. The fact that President Takaichi and Vice President Taro Aso have almost
no ties with Komeito is exacerbating the situation. On the 9th, President Takaichi met with former
Prime Minister Yoshihide Suga, who has strong ties with Komeito, suggesting that she is
desperately searching for a solution.

Komeito plans to decide the direction of the coalition at a party leaders’ meeting on the 10th. The
LDP-Komeito coalition is truly at a critical juncture.

LDP-Komeito conflict is delaying nomination of prime minister, and also
affecting the timing of budget formulation

The conflict between the LDP and Komeito is also affecting the timing of the formulation of the
budget. The election to nominate the prime minister to be held in the extraordinary Diet session,
initially scheduled for 15 October, is now expected to be postponed to the 20th or 21st. Following
that, a series of diplomatic events are scheduled, making a short-term resolution necessary.

If the launch of the Takaichi administration were delayed, the entire schedule for formulating
economic measures and other tasks would also be pushed back. The cabinet’s decision on the
FY25 supplementary budget and the revisions to the JGB issuance plan are likely to be delayed
until December. Passage of the budget within the calendar year is now at risk. According to the
usual schedule, the FY26 initial budget would be decided by the cabinet in late December, along
with the JGB issuance plan, but this could also be affected.

Political situation would suddenly become highly uncertain if coalition
collapsed

Should the LDP-Komeito coalition actually collapse, the political outlook would become
completely unpredictable.

To begin with, it would be unclear whether the election to nominate the prime minister in the Diet
would result in Takaichi becoming Prime Minister. Even if a Takaichi administration were formed, it
would be an even smaller minority ruling party than the LDP-Komeito coalition, making it
extremely difficult to pass budgets and bills in the Diet.

If she were to call a snap general election, the LDP would lose Komeito’s powerful electoral
support, likely making a further reduction in the number of seats unavoidable.
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The Takaichi administration’s cabinet appointments and fiscal policy will become matters of
interest once the LDP-Komeito coalition is safely secured. The issue could be resolved if the LDP
were to compromise on the political funding issues. However, not all LDP lawmakers believe a
coalition with Komeito is indispensable, so there is a risk that we will not be able to rest assured
of a positive outcome to the situation. For now, the focus of attention should be on the fate of the
LDP-Komeito coalition.
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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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