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Market views are divided on the Takaichi administration's “responsible, proactive fiscal policy.” 
Some see fiscal spending as likely to be smaller than feared, while others remain firmly on guard. 
 
Markets reacted strongly to Prime Minister Sanae Takaichi’s comments about "excessive 
austerity," but she used it in the context of advancing investments in “crisis management and 
growth.” 
 
Expectations for reflationary or high-pressure economic policies gained traction given their 
association with the positions held by private-sector experts appointed to two advisory bodies. 
However, these positions are separate from the administration's official policy decisions. 
 
The change to the fiscal consolidation target also drew attention, but the new target has long 
featured in the government's medium- to long-term projections.  
 
Much of the supposedly major shift in economic and fiscal policy in fact overlaps with the Kishida 
cabinet's approach. 
 
A key uncertainty is the scale of growth and crisis management investment, which will be 
managed separately from other budget items. Together with the new fiscal targets, it will likely 
feature in the Basic Policy on Economic and Fiscal Management and Reform (basic policy) to be 
published in June. 
 
The government’s approach to cost-of-living measures will affect the size of the FY26 
supplementary budget. 
 
The three defense strategy documents, due for revision this year, will set the direction of defense 
spending from FY27. 
 
Excessive austerity 
At her press conference announcing the snap Lower House election on 19 January, Takaichi said 
she would put an end to excessive austerity. Markets read this as a declaration of plans to sharply 
increase government spending and went on high alert. 
 
However, Takaichi has invariably followed mentions of "excessive austerity" with a warning about 
"underinvestment in the future." Read in full, her message is that excessive austerity has resulted 
in insufficient forward-looking investment, and that the government will therefore pursue spending 
on “growth and crisis management.” 
 
We would therefore avoid focusing on the phrase "excessive austerity" in isolation. 
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Reflation and high-pressure economic policy 
After Takaichi took office, she appointed private-sector experts who advocate reflationary or high-
pressure economics to the Council on Economic and Fiscal Policy (CEFP) and the newly 
established Japan Growth Strategy Council. This fueled market concerns that the government 
intended to pursue a similar path on policy. 
 
However, private-sector experts on the CEFP are not there to make policy decisions, and 
academic research supports this view. Their primary role is to present macroeconomic theories 
and analytical frameworks and to clarify the issues that underpin policy judgments. 
 
The Japan Growth Strategy Council sits under the Japan Growth Strategy Headquarters and 
serves as an entry point for policy deliberations. It is the Headquarters that will formally decide on 
growth and crisis management investments, including public-private partnerships and the 
direction regarding growth sectors (which we discuss in detail below). 
 
Takaichi's official statements and policy briefing materials to date contain no mentions whatsoever 
of “reflation” or “high-pressure economy.” 
 
Change to fiscal consolidation target 
The government’s change in its fiscal consolidation target, from achieving a primary balance 
surplus to reducing the debt-to-GDP ratio, also sparked market debate. 
 
However, the Cabinet Office publishes projections for the debt-to-GDP ratio alongside the primary 
balance in its “Economic and Fiscal Projections for Medium to Long Term Analysis.” We therefore 
do not see this as a particularly abrupt shift. 
 
We would also note that while a primary balance surplus has been the government's fiscal 
consolidation target, it has not automatically acted as a constraint on the budgeting process, 
particularly for supplementary budgets, where it appears not to have been used as a yardstick. 
The primary balance target has been in place since 2001, but the government has repeatedly 
pushed back the target timeframe for achieving it. 
 
That said, the nominal growth rate can only go so high, making an unrestrained increase in fiscal 
spending impossible. Reducing the debt-to-GDP ratio also requires keeping an eye on the 
primary balance. Whether the new target is effective in disciplining the budgeting process remains 
to be seen. 
 
Entirely new economic/fiscal policy framework 
Takaichi has stated (e.g., at her 19 Jan press conference) that she will launch an entirely new 
economic and fiscal policy framework. In practice, however, many of the policies overlap with 
those of the Kishida cabinet, and not all appeared out of the blue. 
 
For example, the Kishida cabinet advanced the concept of multi-year fiscal commitments and 
greater predictability for public-private investment in areas such as semiconductors and GX 
(green transformation), including establishing funds and issuing Y20tn in GX economic transition 
bonds over a 10-year period. The Kishida-era idea of "sound finances built on a strong economy" 
also overlaps in places with the Takaichi cabinet's “responsible, proactive fiscal policy.” 
 
Growth and crisis management investment 
Uncertainties remain about growth and crisis management investment. It is the Takaichi cabinet's 
top-priority policy, but has not been a major item in budgets to date. It will be targeted by new 
initiatives for which the necessary spending will appear in the initial rather than supplementary 
budget, and will be managed as a separate category from FY27. 
 
The amounts are not yet clear. A roadmap will be published from March, with figures likely 
appearing in the basic policy in June. This will be the key near-term focus for markets. 
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As noted, the Japan Growth Strategy Headquarters will decide the details and amounts. The 
Prime Minister chairs the Headquarters, and all cabinet ministers are members. Task forces 
covering 17 strategic sectors and five overarching themes will prepare roadmaps, each led by the 
responsible ministry. A key question will be whether ministries develop budgets through a bottom-
up process of coordination with fiscal authorities, or Takaichi sets them from the top. 
 
Cost-of-living measures 
Uncertainties also surround cost-of-living measures. Takaichi typically leads with growth and crisis 
management investment when explaining her policies, but cost-of-living measures are sometimes 
positioned as the top priority, for example in her policy speech to the extraordinary Diet session in 
October 2025 and in the LDP's manifesto for the February 2026 Lower House election. Cost-of-
living measures have made up a large part of the Takaichi cabinet's budgets to date. 
 
Rising prices have resulted in a prolonged y/y decline in real incomes that has put pressure on 
households’ livelihoods. Cost-of-living measures rank first among the policies the public wants. 
Given that the ruling coalition does not have a majority in both chambers of the Diet, we think it 
makes political sense for the Takaichi administration to prioritize cost-of-living measures and 
increase their budget allocations. 
 
What happens next is less clear. Much will depend on inflation trends, but we think the lack of a 
major national election in the immediate future gives the Takaichi cabinet considerable leeway to 
influence the size of the FY26 supplementary budget. 
 
Defense spending 
Uncertainty also remains about planned increases in defense spending. In December 2022, the 
Kishida cabinet fundamentally revised the three defense strategy documents (the foundation of 
Japan's defense strategy) and substantially increased defense spending from the FY23 budget. 
The Takaichi cabinet will again revise the three documents during 2026 and will likely increase 
defense spending further from the FY27 budget. 
 
Drastically strengthening Japan’s security policy is seen as a separate issue from responsible, 
proactive fiscal policy. The revision to the defense strategy documents, due during 2026, will 
significantly affect budgets from FY27. 
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 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 
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