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LDP-JIP "coalition" government launched, government management put to the test

October 20th, the Liberal Democratic Party (LDP) and the Japan Innovation Party (JIP)
reached a coalition agreement, and on the 21st, the LDP-JIP coalition government was
formed with the election of LDP President Sanae Takaichi as Prime Minister. During the
coalition negotiations, the LDP offered a cabinet post, but the JIP limited itself to providing
support outside the cabinet(Note). While the JIP claims to fulfill its responsibilities as a ruling
party, some believe that by providing support outside the cabinet, which would make it
easier to dissolve the coalition, it aims to use this as a driving force for the policies it
advocates. Meanwhile, it has been pointed out that neither party is completely unified
internally, and some say it is unclear whether they will be able to run a stable government.

The LDP and the JIP are two seats short of a majority in the House of Representatives and
five seats short in the House of Councillors, and for the time being they will have no choice
but to seek the cooperation of the opposition parties on a case-by-case basis, as was the
case with the previous Ishiba administration. While PM Takaichi currently denies the
possibility of an early dissolution of the House of Representatives, there is a possibility that
she may be motivated to call an election in order to stabilize her administration’s power
base, given the currently high cabinet approval rating in the 60-70% range. However, given
that Komeito's electoral cooperation is no longer available and the JIP's reluctance to
coordinate candidates with the LDP risks splitting the ruling party's support votes, the
hurdles to dissolving the House of Representatives are high.

The JIP, which aims for expenditure reform, may become a driving force behind
promoting efficient fiscal management

PM Takaichi advocates an approach of "responsible and proactive public finances" and
appointed Satsuki Katayama, a former Ministry of Finance official known for her proactive
fiscal policy, as Minister of Finance. PM Takaichi has designated tackling rising prices as a
top priority, and stated that she will address the abolition of the provisional gasoline tax
rate and electricity as well as gas subsidies during the current extraordinary Diet session.
The Takaichi administration also plans to design a system to revise basic exemption of
income tax in line with inflation, as well as a system of tax credit with benefits. Regarding
funding sources, Minister of Finance Katayama stated that the government will use higher-
than-expected tax revenues, but also acknowledged that issuing government bonds is
unavoidable if this is insufficient. The LDP-JIP “Coalition Agreement," includes provisions
reflecting the intentions of the JIP, such as the establishment of a "Government Efficiency
Bureau" responsible for abolishing ineffective policies. This suggests that the JIP's focus on
expenditure reform could potentially play a leading role in promoting efficient fiscal
management.

The growth strategy emphasizes "crisis management investment." AI, semiconductors, and
other areas essential for economic, food, energy and national security are designated as
strategic fields, and active investment will be made through public-private partnerships.
The aim is believed to be to transform Japan's economy and industrial structure into one
with high added value by providing products and services that contribute to solving global
issues.
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Regarding monetary policy, in a press conference after taking office, PM Takaichi stated
that "ultimate responsibility lies with the government," again suggesting increased
involvement. In a press conference after taking office as LDP president on the 4th, she also
acknowledged that "the Japanese economy is on the edge," which was interpreted as an
attempt to discourage the possibility of interest rate hikes suggested by some in the Bank
of Japan. While her economic policies are reminiscent of Abenomics, many have sounded
the alarm about pursuing a policy mix of active fiscal policy and monetary easing in the
current situation, which is different from the time of prolonged deflation.

Financial markets are trending with a weaker yen and higher stock prices compared
to before the LDP presidential election

After Takaichi was elected president of the LDP, short-term interest rates fell on
expectations that BOJ’s interest rate hikes would be delayed, while ultra-long-term interest
rates rose due to concerns about worsening fiscal conditions. Recently, long-term interest
rates in particular have returned to pre-election levels. In the foreign exchange market, the
yen weakened compared to before the election due to expectations that low interest rates
will continue for the time being. The Nikkei 225 rose compared to before the election due
to expectations of policy effectiveness.

(Note) Outside the cabinet cooperation is not included in the definition of a coalition, and is sometimes called a
“Rengo” government. Towards the end of the LDP, Socialist Party (later Social Democratic Party), and New Party
Sakigake coalition government in the 1990s, the Social Democratic Party and New Party Sakigake shifted to providing
cooperation from outside the cabinet.

Basic 
Policies

• The core of the growth strategy is "crisis 
management investment," in which the 
public and private sectors invest to address 
various risks and social issues.

• Responsible and proactive public finances
• Formation of regional industrial clusters and 

promotion of the digital transformation of 
areas outside major urban centers

• Enhance policy coordinating functions on 
foreign nationals in Japan

Economic 
Measures

• Abolish the provisional gasoline tax rate 
(2025 Extraordinary Diet Session)

• Passage of supplementary budget for 
electricity and gas subsidies, etc. (2025 
Extraordinary Diet Session)

• Design a system to revise basic exemption of 
income tax in line with inflation (by 2025)

• Design a system for tax credit with benefits 
(urgently)

• Two-year consumption tax exemption for 
food and beverages

• Establishment of a "Government Efficiency 
Bureau" responsible for abolishing ineffective 
policies

Takaichi administration's basic policies

 and economic measures

(Source) Government documents (Source) LSEG
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