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Japanese Prime Minister Sanae Takaichi’s Liberal Democratic Party (LDP) secured a decisive landslide victory in the lower
house election on 8 February, winning 316 of the 465 seats. Together with its coalition partner, the Japan Innovation Party,
the ruling bloc cleared the 350-seat threshold to secure a two-thirds super-majority, giving it significant legislative latitude.
The election represents a strong voter mandate for the ruling coalition.

The Takaichi administration now faces the task of converting political capital into market credibility. The key question is not
if the government will deploy more stimulus (something that equity markets have been reacting to), but whether Japan can
deliver credible, incentive-compatible fiscal choices while the Bank of Japan (BOJ) manages inflation risks—including
imported inflation via an extremely weak yen.

A crash course in incentive compatibility constraints

A strong LDP mandate expands the set of policy options that are feasible for the government. However, assuming that this
mandate automatically translates into a decisive fiscal easing impulse risks oversimplification. The temptation to embrace
populist vote-winning strategies may have been greater when political capital was scarce. Yet once political capital has
been greatly increased, the calculus shifts.

In economics, the coordination of fiscal and monetary policy typically relies on two sources of policy credibility. First, that
monetary policy is the most efficient tool for stabilising prices, and second, that this creates space for fiscal policy to manage
the country’s long-term finances. And while fiscal authorities face constant temptation to break with long-term fiscal rules,
markets may bring enforcement to bear. This makes deviation from fiscal responsibility more costly than the possible near-
term political gains from populist spending measures. Now is the time for the “real work” of policy coordination to begin.
Optimal policy under reflation may be more complex than it was under deflation, when both fiscal and monetary stimulus
were employed to lift both nominal and real growth.

The surprising calculus of political vs. fiscal credibility

As mentioned above, a strong electoral mandate broadens the administration’s range of policy options. However, it does
not eliminate the macro constraints. In fact, the political capital that the LDP secured under Takaichi may actually create
greater room for fiscal restraint, not more largesse. Under minority rule, the temptation to deviate from fiscal restraint and
pursue short-term, populist fiscal measures was stronger because the political returns from being fiscally credible are
smaller (the minority party has less to lose).
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A better economy means a tougher choice than under Abenomics

Although wages are yet to catch up with year-on-year price rises, the Japanese economy has been in recovery mode for
several years. Paradoxically, this may make today’s policy environment more difficult than during Prime Minister Shinzo
Abe’s tenure, when maximal fiscal and monetary stimulus were both elements of optimal policy.

Following the logic of incentive-compatibility constraints, the optimal mix now may mean allowing the BOJ room to fight
inflation independently, while keeping fiscal stimulus limited to short-term, cycle-smoothing measures. These steps could
allow growth to continue boosting corporate confidence until real wage gains buoy consumer confidence. The government
may need to spend its newly earned political capital by getting out of its own way. This would mean avoiding expansionary
fiscal policy that could work against the goal of reducing the cost of living, which remains the greatest challenge for
households.

Counter-intuitively, political capital may enable better fiscal quality

The election outcome may actually reduce tail risks—not by enabling sizeable fiscal stimulus as initially anticipated, but by
limiting it. The election results give the Takaichi administration the option for more disciplined, credibility-preserving fiscal
choices alongside a more autonomous BOJ. In fact, Japan may have edged further away from the feared “fiscal dominance”
scenarios than it was prior to the election. It now simply remains up to Takaichi’s administration to act on this mandate.

Important information: This document is prepared by Amova Asset Management Co., Ltd. and/or its affiliates (hereinafter referred to as” the
Group") and is for distribution only under such circumstances as may be permitted by applicable laws. This document does not constitute
personal investment advice or a personal recommendation and it does not consider in any way the objectives, financial situation or needs of any
recipients. All recipients are recommended to consult with their independent tax, financial and legal advisers prior to any investment.

This document is for information purposes only and is not intended to be an offer, or a solicitation of an offer, to buy or sell any investments or
participate in any trading strategy. Moreover, the information in this document will not affect the Group’s investment strategy in any way. The
information and opinions in this document have been derived from or reached from sources believed in good faith to be reliable but have not
been independently verified. The Group makes no guarantee, representation or warranty, express or implied, and accepts no responsibility or
liability for the accuracy or completeness of this document. No reliance should be placed on any assumptions, forecasts, projections, estimates
or prospects contained within this document. This document should not be regarded by recipients as a substitute for the exercise of their own
judgment. Opinions stated in this document may change without notice.

In any investment, past performance is neither an indication nor guarantee of future performance and a loss of capital may occur. Estimates of
future performance are based on assumptions that may not be realised. Investors should be able to withstand the loss of any principal investment.
The mention of individual securities, sectors, regions or countries within this document does not imply a recommendation to buy or sell.

The Group accepts no liability whatsoever for any loss or damage of any kind arising out of the use of all or any part of this document, provided
that nothing herein excludes or restricts any liability of the Group under applicable regulatory rules or requirements.

All information contained in this document is solely for the attention and use of the intended recipients. Any use beyond that intended by the
Group is strictly prohibited.

Japan: The information contained in this document pertaining specifically to the investment products is not directed at persons in Japan nor is it
intended for distribution to persons in Japan. Registration Number: Director of the Kanto Local Finance Bureau (Financial Instruments firms) No.
368 Member Associations: The Investment Trusts Association, Japan/Japan Investment Advisers Association, Type Il Financial Instruments
Firms Association

United Kingdom: This document is communicated by Amova Asset Management UK Limited, which is authorised and regulated in the United
Kingdom by the Financial Conduct Authority (the FCA) (FRN 122084). This document constitutes a financial promotion for the purposes of the
Financial Services and Markets Act 2000 (as amended) (FSMA) and the rules of the FCA in the United Kingdom, and is directed at professional
clients as defined in the FCA Handbook of Rules and Guidance.

United States: This document may not be duplicated, quoted, discussed or otherwise shared without prior consent. An offering of any
investments, securities or investment advisory services with respect to securities may only be made by receipt of relevant and complete offering
documentation and agreements, as applicable. Any offering or distribution of a Fund in the United States may only be conducted via a licensed
and registered broker-dealer or a duly qualified entity. Amova Asset Management Americas, Inc. is a United States Registered Investment
Adviser.

Singapore: This document is for information to institutional investors, accredited investors as defined in the Securities and Futures Act 2001,
and intermediaries only. Amova Asset Management Asia Limited (Co. Reg. No. 198202562H) is regulated by the Monetary Authority of
Singapore.

Hong Kong: This document is for information to professional investors as defined in the Securities and Futures Ordinance, and intermediaries
only. The contents of this document have not been reviewed by the Securities and Futures Commission or any regulatory authority in Hong Kong.
Amova Asset Management Hong Kong Limited is a licensed corporation in Hong Kong.


https://global.amova-am.com/institutional/insights/detail/2601-japan-snap-election-its-not-about-fiscal-dominance-yet

Japan snap election: Takaichi victory expands political capital; market credibility is the next test Admova

Asset Management

New Zealand: This document is issued in New Zealand by Amova Asset Management New Zealand Limited (Company No. 606057, FSP22562).
It is for the use of wholesale clients, researchers, licensed financial advisers and their authorised representatives only.

List of Additional Disclaimers for use in the following countries:

Kingdom of Bahrain: The document has not been approved by the Central Bank of Bahrain which takes no responsibility for its contents. No
offer to the public to purchase the Strategy will be made in the Kingdom of Bahrain and this document is intended to be read by the addressee
only and must not be passed to, issued to, or shown to the public generally.

Kuwait: This document is not for general circulation to the public in Kuwait. The Strategy has not been licensed for offering in Kuwait by the
Kuwaiti Capital Markets Authority or any other relevant Kuwaiti government agency. The offering of the Strategy in Kuwait on the basis a private
placement or public offering is, therefore, restricted in accordance with Decree Law No. 7 of 2010 and the bylaws thereto (as amended). No
private or public offering of the Strategy is being made in Kuwait, and no agreement relating to the sale of the Strategy will be concluded in
Kuwait. No marketing or solicitation or inducement activities are being used to offer or market the Strategy in Kuwait.

Kingdom of Saudi Arabia: This document is communicated by Amova Asset Management UK Limited, which is authorised and regulated by
the Financial Services and Markets Act 2000 (as amended) (FSMA) and the rules of the Financial Conduct Authority (the FCA) in the United
Kingdom (the FCA Rules). This document should not be reproduced, redistributed, or sent directly or indirectly to any other party or published in
full or in part for any purpose whatsoever without a prior written permission from Amova Asset Management UK Limited.

This document does not constitute investment advice or a personal recommendation and does not consider in any way the suitability or
appropriateness of the subject matter for the individual circumstances of any recipient. In providing a person with this document, Amova Asset
Management UK Limited is not treating that person as a client for the purposes of the FCA Rules other than those relating to financial promotion
and that person will not therefore benefit from any protections that would be available to such clients.

Amova Asset Management UK Limited and its associates and/or its or their officers, directors or employees may have or have had positions or
material interests, may at any time make purchases and/or sales as principal or agent, may provide or have provided corporate finance services
to issuers or may provide or have provided significant advice or investment services in any investments referred to in this document or in related
investments. Relevant confidential information, if any, known within any company in the group or Sumitomo Mitsui Trust group and not available
to Amova Asset Management UK Limited because of regulations or internal procedure is not reflected in this document. The investments
mentioned in this document may not be eligible for sale in some states or countries, and they may not be suitable for all types of investors.

Oman: The information contained in this document nether constitutes a public offer of securities in the Sultanate of Oman as contemplated by
the Commercial companies law of Oman (Royal decree 4/74) or the Capital Markets Law of Oman (Royal Decree80/98, nor does it constitute an
offer to sell, or the solicitation of any offer to buy non-Omani securities in the Sultanate of Oman as contemplated by Article 139 of the Executive
Regulations to the Capital Market law (issued by Decision No. 1/2009). This document is not intended to lead to the conclusion of any contract
of whatsoever nature within the territory of the Sultanate of Oman.

Qatar (excluding QFC): The Strategies are only being offered to a limited number of investors who are willing and able to conduct an independent
investigation of the risks involved in an investment in such Strategies. The document does not constitute an offer to the public and should not be
reproduced, redistributed, or sent directly or indirectly to any other party or published in full or in part for any purpose whatsoever without a prior
written permission from Amova Asset Management UK Limited. No transaction will be concluded in your jurisdiction and any inquiries regarding
the Strategies should be made to Amova Asset Management UK Limited.

United Arab Emirates (excluding DIFC): This document and the information contained herein, do not constitute, and is not intended to
constitute, a public offer of securities in the United Arab Emirates and accordingly should not be construed as such. The Strategy is only being
offered to a limited number of investors in the UAE who are (a) willing and able to conduct an independent investigation of the risks involved in
an investment in such Strategy, and (b) upon their specific request.

The Strategy has not been approved by or licensed or registered with the UAE Central Bank, the Securities and Commodities Authority or any
other relevant licensing authorities or governmental agencies in the UAE. This document is for the use of the named addressee only and should
not be given or shown to any other person (other than employees, agents or consultants in connection with the addressee's consideration thereof).

No transaction will be concluded in the UAE and any inquiries regarding the Strategy should be made to Amova Asset Management UK Limited.

Republic of Korea: This document is being provided for general information purposes only, and shall not, and under no circumstances is, to be
construed as, an offering of financial investment products or services. The Company is not making any representation with respect to the eligibility
of any person to acquire any financial investment product or service. The offering and sale of any financial investment product is subject to the
applicable regulations of the Republic of Korea. Any interests in a fund or collective investment scheme shall be sold after such fund is registered
under the private placement registration regime in accordance with the applicable regulations of the Republic of Korea, and the offering of such
registered fund shall be conducted only through a locally licensed distributor.

Canada: The information provided herein does not constitute any form of financial opinion or investment advice on the part of the Company and
it should not be relied on as such. It does not constitute a prospectus, offering memorandum or private placement memorandum in Canada, and
may not be used in making any investment decision. It should not be considered a solicitation to buy or an offer to sell a security in Canada. This
information is provided for informational and educational use only.



	A crash course in incentive compatibility constraints
	The surprising calculus of political vs. fiscal credibility
	A better economy means a tougher choice than under Abenomics
	Counter-intuitively, political capital may enable better fiscal quality

