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July Tokyo CPI: Decline yly on policy effects, strong willingness to pass
higher costs to food prices

The Tokyo core CPI (headline excl. fresh food) for July 2025 was +2.9% y/y, down from +3.1% in
June and in line with the median market forecast of +2.9%. The core-core CPI (headline excl.
fresh food and energy) was +3.1%, unchanged from June.

The y/y slowdown for July CPI was largely due to the resumption of government subsidies to cut
electricity and gas costs. The base effect of electricity and gas subsidies, as well as the impact of
Tokyo’s decision to scrap water charges, resulted in a downward effect of about -0.01% for CPI in
June. However, that downward effect increased to -0.24% in July. Therefore, the y/y decline in
core CPI growth (3.1% to 2.9%) can be explained almost entirely by the effect of the government
policies. In addition, the CPI for August is also expected to decline y/y due to government
measures to address high prices.

Core-core CPI (seasonally adjusted) was flat m/m at +0.0% in July (+0.1% in June). This was due
to the reactionary pullback from last year’s sharp rise in the price of non-glutinous rice, as well as
a decline in medical/welfare-related services, such as nursery school fees, along with recreation
& culture-related services, such as golf green fees. That said, higher costs continue to be passed
to food prices, which was a key factor pushing up core-core CPI.
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Cost pass-throughs for food continue, rice price decline likely limited

Excluding fresh foods, food prices rose 7.4% yly (+7.2% in June), marking the seventh straight
month of price growth. Looking at specific food items, price increases can be seen across a wide
range of items, including beef (domestic), grilled eel, potato chips, and pre-cooked curry. Also, the
cost of dining out was +5.6% y/y, increasing from +5.5% in June. This trend of passing on higher
costs to food prices is expected to continue in August.

Meanwhile, the price increase rate for rice narrowed to +81.8% y/y (+90.6% in June). However,
the index (price level) for rice remained almost unchanged at 208.2 (208.3 in June). Therefore,
the yly narrowing of price increases is mainly due to the reaction to the sharp price jumps during
the previous year. According to POS data released by the Ministry of Agriculture, Forestry and
Fisheries, the price level for rice is falling and there is a gap between the CPI rice price and the
actual price.

This price gap is due to the fact that POS data indicates the average price of rice sold at
supermarkets and other stores, while CPI captures the price levels of a few representative
specific items. If consumer spending shifts to blended rice, including cheaper stockpiled rice, the
impact would not be fully reflected in the CPI data, but would likely be reflected in POS data.
Based on that point, the decline in rice price levels in the CPI will likely remain limited going
forward, as well.

Meanwhile, nursery school fees decreased 5% y/y (+0% in June), while golf green fees declined
0.6% (+5.4% in June), contributing to slower growth for medical & welfare-related services and
recreation & culture-related services.

Limited cost pass-through movements for non-food items

The key points to watch in terms of prices are the continuity of cost pass-throughs for food
products and the extent to which such movements spread to other items. In order to better
understand the progress of cost pass-throughs, we confirmed the percentage of items with rising
prices to those with falling prices. In July, the percentage of items with rising prices in core CPI
was 69.7%, a slight decrease from 70.1% in June.

Looking at individual items, the percentage of items with price increases among food products
excluding fresh food was 80.1% (77.8% in June), the percentage of items with price increases
among goods excluding food was 65.4% (68.4% in June), and the percentage of items with price
increases among services excluding dining out was 61.4% (60.5% in June). Overall, the trends
are somewhat mixed. In other words, even though strong cost pass-through trends continue for
food products, we have not observed any signs of further strengthening of cost pass-throughs
among other items.

The July CPI for the Tokyo also confirmed the continued passing on of higher costs to food prices.
BOJ Deputy Governor Shinichi Uchida touched on that point during his 23 July speech. He
commented that, “At least with regard to food prices, firms’ price-setting behavior has changed
significantly compared to the past.” This seems highly likely. That said, the strength of prices is
currently limited to food products. Under such conditions, even taking into account the July CPI
for Tokyo, there is no change to our outlook that CPI is expected to decline to around 2% y/y
toward the end of 2025.

Based on the latest CPI figures for Tokyo, our nationwide core CPI forecast for July is +3.1%
(+3.3% in June).
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Percentage of Tokyo Items for Which Prices Rose/Fell (food
excl. fresh food)
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Percentage of Tokyo Items for Which Prices Rose/Fell (services
excl. eating out)
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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.

Corporate Name: Daiwa Securities Co. Ltd.

Registered: Financial Instruments Business Operator, Chief of Kanto Local Finance Bureau (Kin-sho) No.108

Memberships: Japan Securities Dealers Association, The Financial Futures Association of Japan, Japan Investment Advisers Association, Type II Financial
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