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Sep MPM: Dampens the idea that decisions have already been made
A reminder that the BOJ As expected, the BOJ kept policy on hold at its policy meeting last Friday. For a

manages policy untied comprehensive critique, see the 25 September report written by our chief market economist
to specific events, Mari Iwashita. Just as in 15 September report, "gap between BOJ Governor's statements
including Shunto and the market's interpretation, BOJ's thinking largely unchanged," there was virtually no

change in the BOJ's thinking between its two policy meetings. JGB bond yields declined
after the policy meeting results were announced, but then rose, led by the superlong sector.
A key takeaway from this policy meeting (including media reports) is that the BOJ has served
a reminder that it will manage policy without being tied to specific events. In this report, we
discuss two topics covered in the press conference, wages and rinban operations, while also
addressing the points made above.

€ Factors behind wage changes

During the press conference Q&A, there were several questions regarding wages. BOJ
Governor Kazuo Ueda answered that the sustainability of inflation was the most important
factor affecting wage increases, and that in the spring wage negotiations (Shunto), it was
first the large enterprises that raise wages, followed by other companies (SMEs). He also
said that the factors affecting those wage increases are understood to a certain degree, and
that the BOJ looks closely not only at the Shunto wage hikes but at the sustained changes in
specific variables, and that it does so on an ongoing basis. His answers were interesting for
the following two reasons.

First, they were a reminder that, as noted above, the BOJ's management of policy is not tied
to specific events. In our report, we said that two pre-MPM media reports following the 9
September interview with the Yomiuri Shimbun expressed the view that the BOJ wants to
disabuse the market of the notion that its decision to either maintain or change policy was
predetermined depending on specific events and factors, but rather that its management of
policy would be data dependent. Mr. Ueda's comments were in the same vein, pushing back
against the notion that the BOJ has already decided to keep policy unchanged until Shunto.
The BOJ's message may be that everything is on the table at each meeting, because it is
taking a multifaceted approach to reviewing policy, and even Shunto (although certainly an
important event) would not necessarily be a constraint on policy.

The second regards how the factors behind wage changes that Mr. Ueda says are
"understood" differ depending on the size of the firm. Previous review series papers on
wages published by the BOJ have touched upon differences in factors affecting wages
depending on firm size.
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For example, a 2016 review series paper noted that in large enterprises, particularly
among manufacturers, price changes (particularly the past rate of inflation in overall prices)
have affected base salary increases negotiated between labor and management. Among
SMEs, labor supply-demand and changes in margin price have large impacts. (Underlining
added by the author.) An analysis of labor supply and demand and margin price in the
same paper used the Tankan survey's employment DI and price DI as analytical
variables!(see Chart below). Mr. Ueda also noted at the press conference that strong
corporate earnings should have a positive impact on wages in 2024, although it is
important to confirm the data when following wage trends.
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€ Rinban operations and the commitment to overshoot

Concerning bond supply-demand, Mr. Ueda said the following regarding the BOJ's rinban
operations. "It is true as you say that rinban operations have continued at a high level. We
can only say that we will consider these from a long-term perspective." Later, he was
asked separately, "Forward guidance regarding the commitment to overshoot is backward
looking; does this relate to the timing for achieving the target in other forward-looking
guidance?" His answer was that these policies come in a single package, and although it
may be logical to eliminate only the base money targeting component because 2% inflation
has been achieved for an extended period, what matters is whether we expect to achieve
the broader inflation target.

As long as BOJ's current account balance is increasing because of purchasing operations,
large-scale JGB purchases and plans to increase the monetary base are two sides of the
same coin, making it difficult to argue that one or the other should be eliminated. Moving
first to eliminate monetary base expansion from forward guidance would fuel expectations
that the BOJ's other policies will be normalized. Until the BOJ makes a final decision to
normalize, it will probably be constrained to some extent in its ability to modify forward
guidance on expanding the monetary base or reduce substantially the amount of its rinban
operations. That being said, given that expansion of the monetary base is only a guideline,
this is not a major constraint. We think a path toward reducing the amount of purchasing
operations has opened to some extent as a policy tool to restore market autonomy and
affect exchange rates.

1 A more recent BOJ research paper, "Summarizing arguments regarding wage trends in Japan" (2023, in Japanese), pointed out that
increases in the expected growth rate contribute to sustained increases in nominal wages, especially at large firms.
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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.
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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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https://Izone.daiwa.co.jp/I-zone/disclaimer/creditratings.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
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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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