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Daiwa’s Economic View  

 Principles and challenges for PM Takaichi’s 
“responsible expansionary fiscal policy” 
➢ Principle of reducing government debt-to-GDP ratio by increasing fiscal 

stimulus for GDP (denominator) is correct 
➢ Aim to achieve specific target each fiscal year? Should target be set at 

certain debt-to-GDP ratio level? Challenge lies in whether fiscal stimulus 
will reliably increase GDP 

➢ Measures to combat rising prices, support wage increases, revitalize 
regional economies, and other immediate challenges must also be 
addressed 

➢ Igniting Japanese companies’ investment mindset is a challenge 
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When Prime Minister Sanae Takaichi talks about “responsible expansionary fiscal policy,” what 
exactly does she mean? To put it simply, the principle of reducing the government’s debt-to-GDP 
ratio by increasing GDP (denominator) through fiscal stimulus is correct. That said, there are 
various challenges. Specific challenges likely include goal setting, assessing the effects of fiscal 
stimulus, addressing cost-push inflation, and fostering a more upbeat corporate mindset. 
 
This means attracting private investment, while using as little of the budget as possible, and 
placing the economy on a path to full-fledged growth. Faced with the immediate challenge of cost-
push inflation, it is imperative that the new administration quickly delivers results, while public 
support remains high. 
 
Principles are sound, but some issues in terms of goal setting 
The concept of fiscal consolidation (reducing government debt-to-GDP ratio) is already widely 
known. Domar’s theorem is often noted for the condition where the growth rate exceeds the 
interest rate, but it was originally derived as a condition for reducing “the government debt-to-
GDP ratio.” 
 
Achieving the government’s target of a primary balance surplus would enable it to (1) cover 
expenditures without relying on JGB issuance and (2) halt the growing government debt balance. 
The government setting a target year for achieving this goal demonstrates its commitment to 
fiscal consolidation. That said, if the primary balance achieves a surplus by the target fiscal year, 
there is a risk that additional issuance of JGBs during that process would not be viewed as 
problematic. The fact that a primary balance surplus keeps getting delayed without being realized 
by the target year makes it all the more concerning. 
 
The Takaichi administration aims to reduce the government debt-to-GDP ratio, but it is unclear 
whether it aims to achieve that target every fiscal year and whether it sets a target level for the 
ratio itself. The government debt-to-GDP ratio expands at a faster pace as the debt balance 
(numerator) increases, driven by rising interest payments. There are concerns that GDP growth 
(denominator) will not keep pace. 
 
Challenges verifying effects of expansionary fiscal policy 
Takaichi’s “responsible fiscal stimulus” aims to reduce the government debt-to-GDP ratio by 
increasing GDP (denominator) through growth investments and other measures. Historically, the 
amount of JGBs issued has decreased during periods of economic expansion when tax revenues 
increase. The notion of “prioritizing economy over fiscal policy” is probably correct. 
 
     
 

  



 

- 2 - 
 

  
Daiwa’s Economic View  30 October 2025 

 

The question is whether expansionary fiscal policy will actually increase GDP. It is unacceptable 
that reckless fiscal spending increases the government’s debt balance (numerator), while GDP 
(denominator) barely grows.  
 
Takaichi’s “responsible expansionary fiscal policy” means that the key to success lies in ensuring 
GDP growth through fiscal stimulus. This is reflected in the fact that fiscal stimulus has been 
limited to security-related and growth investments. 
 
However, it takes time for investments to translate into GDP growth. The attraction of TSMC to 
Kumamoto Prefecture appears to be invigorating local companies’ capex. Still, attracting 
semiconductor factories to other locations in Japan requires time for negotiations with the partner 
companies and securing suitable sites. 
 
It takes time for results to materialize, so verifying effectiveness also takes time. Thorough 
verification is required before investment results materialize (indeed, even before investment 
begins). 
 
Moreover, government fiscal stimulus merely serves as a spark to ignite private sector capex. 
Fiscal policy itself does not drive the economy. The challenge lies in how to best increase GDP 
with minimal spending, incorporating deregulation and other measures. 
 
Addressing the immediate challenge of cost-push inflation 
Former Prime Minister Fumio Kishida also championed the principle of “prioritizing economy over 
fiscal policy,” specifically working to increase GDP (denominator). His administration tried to 
create a virtuous economic cycle by supporting corporate wage increases. By establishing long-
term funds and issuing GX bonds, the government demonstrated that its support is not temporary. 
That helped to create an environment where companies can confidently invest in 
equipment/facilities. We believe that was the correct approach. 
 
However, rising global raw material costs and a weak yen caused prices to rise faster than 
wages, making life difficult for the general public. Political and financial scandals also erupted 
within the Liberal Democratic Party (LDP), which forced Kishida to step down before achieving 
economic results. 
 
The immediate challenge of addressing cost-push inflation has persisted, even after Takaichi 
became prime minister. The government has been forced to allocate a considerable amount of 
public spending on measures to combat inflation, which are “ineffective painkillers” for the most 
part. Measures to combat rising prices, support for wage increases, regional revitalization, and 
challenges related to disaster prevention and national resilience remain largely unchanged. 
 
Will public support continue until the fruits of robust economic growth are realized? The Takaichi 
administration, like the Kishida administration, is also facing a race against time. 
 
Challenge of responding to conservative, cautious management policies of 
Japanese firms 
Japanese companies, for the most part, are currently adhering to conservative and cautious 
management practices that prioritize financial discipline. Capex should generally not exceed the 
scope of a company’s cash flow. Many companies plan to reduce their financial leverage back to 
its original level during the remaining period of their medium-term business plans, even if they 
temporarily increase it through capex involving corporate bonds and bank loans. 
 
Japanese companies have repeatedly faced critical business environments, including the 
collapse of the asset bubble in the 1990s, Japan’s financial crisis, and the Global Financial Crisis 
triggered by the Lehman Brothers bankruptcy in the 2000s. That is why they maintain cautious 
management stances. 
 



 

- 3 - 
 

  
Daiwa’s Economic View  30 October 2025 

 

Corporate financial conditions improved significantly during the Abenomics era of the 2010s. This 
is why companies were able to overcome the COVID-19 pandemic of the 2020s, but sentiment 
that their financial bases are already sufficiently strengthened has not yet taken hold. 
 
In addition to this succession of crises, Japan’s projected population decline and nearly three 
decades of deflation have significantly dampened growth expectations for the domestic market. 
Globally, the US is now the only market expected to continue growing. 
 
In order to ignite Japanese companies’ appetite for domestic investment, it would be essential to 
instill confidence in future growth, as was the case when Japan lured chip manufacturing giant 
TSMC to Kumamoto. 
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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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