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Fiscal spending for a backup capital scheme
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The Japan Innovation Party (JIP) has listed achieving its scheme for establishing a backup capital
as a condition for forming a coalition with the Liberal Democratic Party (LDP). Firstly, it is
necessary to determine what discussions surrounding a backup capital are about.

If one of the major objectives of the backup capital scheme were to be to foster regional economic
hubs, the focus of government spending would be for fiscal support. In that case, authorities
would likely consider balancing that with the Y200bn in regional revitalization grants in the initial
FY25 budget.

Even if a bill for the backup capital scheme were passed in the 2026 ordinary Diet session, the
selection process could take several years. Notably, if the metropolitan ward system were to
become a prerequisite for the backup capital, no applicable prefecture would emerge until a
referendum on the Osaka Metropolis Plan was approved.

First of all, what would a backup capital be?

Japan's capital is Tokyo, which constitutes both a metropolis and a prefecture. However, if
another prefecture were to be designated as a backup capital, what would the conditions for that
be? Specifics in this regard are not necessarily defined in detail in the JIP’s backup capital
scheme.

The LDP-JIP coalition government agreement stipulates the following:
The two parties shall establish a joint consultative body during the 2025 extraordinary Diet
session with the aim of building a backup system for the capital’s crisis management
functions, decentralizing capital functions, and forming decentralized, multipolar economic
zones. Once the responsibilities and functions of the capital and backup capital have been
determined, the plan shall undergo prompt study, and a bill for it shall be passed in the 2026
ordinary Diet session.

In short, the LDP and JIP will discuss what a backup capital would mean going forward.

The backup capital would basically function as a backup for the primary capital when the primary
capital faced a crisis. We would need to determine what kind of facilities and operational
structures would be necessary for this backup function, how these facilities would be used during
normal times, and whether there would be a relocation of central government ministries and
agencies, something that is said would reduce administrative efficiency.

Would the main objective be to foster regional economic hubs?

The formation of decentralized, multipolar economic zones would be another objective of the
backup capital. Looking at the JIP’s various policy documents, a major objective appears to be to
diversify the economy, away from its extreme concentration in Tokyo, and towards multipolar
economic zones.
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According to the backup capital vision promoted by Osaka Prefecture and Osaka City, it would act
as a backup for the capital’s functions in emergencies. During normal times, it would aim for
economic growth and the enhancement of urban functions as a growth engine for Japan.

In this case, the majority of government spending might be used to provide fiscal support for the
backup capital’s economic growth. The problem would be balancing this with regional
revitalization, which is a key policy of the LDP. The amount allocated for regional revitalization
grants up until the FY24 initial budget was Y100bn/year, and several tens of billions of yen have
been added in supplementary budgets. For FY25, the amount in the initial budget was doubled to
Y200bn.

Even if the Takaichi administration were to increase the budget for regional revitalization grants
tenfold, it would amount to Y2-3tn. If this were the total budget for all regions, several hundred
billion yen in fiscal support for the economic development of a backup capital would seem like an
appropriate balance.

When would the backup capital project begin?

The LDP-JIP coalition agreement states that a bill shall be passed in the 2026 ordinary Diet
session. However, it is unlikely that the backup capital would be decided or a budget for it
allocated through this bill.

Other prefectures besides Osaka may also express interest, particularly if one of the objectives of
the backup capital were to be to provide fiscal support for developing a regional economic hub.

Multiple cities considered entering discussions for the development of IR sites (integrated resorts
that develop complexes incorporating multiple facilities, such as international conference centers,
hotels, shopping malls, and entertainment venues), and it took several years before Osaka City
was chosen as the first location. It would be reasonable for the backup capital to be selected after
conditions had been examined from various perspectives. It would not be surprising if it took
several years until the government’s budget for the plan were allocated.

Furthermore, the metropolitan ward system was reportedly included as a prerequisite for the
backup capital when the JIP was considering a coalition with the LDP. Currently, the only place
with special wards under the metropolitan ward system is Tokyo, with its 23 wards. The only other
entities aiming for this system are Osaka Prefecture and Osaka City. They held two referendums
on their metropolis plan, but both were rejected.

If the metropolitan ward system were to become a prerequisite for the backup capital, Osaka
Prefecture and Osaka City would need to hold a third referendum, and have it pass. This is said
to be something that would be very difficult to achieve. In other words, even if a system for
establishing a backup capital scheme were created, no applicable prefecture for implementing the
scheme may emerge for the time being.
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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.
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held by Daiwa Securities, companies for which Daiwa Securities or foreign affiliates of Daiwa Securities Group have acted as a lead underwriter, and other
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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.
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following items.
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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
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= 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.
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