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Economic and price projections, as well as risk balance, will be points of

interest at Jul MPM

On 23 July, Japan and the US reached an agreement on tariffs in which (1) reciprocal tariffs were

set at 15% on imports from Japan and (2) the additional sectoral tariff of 25% on automobiles was
halved to 12.5%, resulting in an effective tariff rate of 15%.

We view the following two points as important regarding requirements for the BOJ’s next rate
hike: (1) neutralization of downside risks to the economy and prices (i.e., reduced uncertainty
about tariffs) and (2) careful assessment of the impact of tariffs on the Japanese economy and
prices. The latest agreement is expected to significantly reduce tariff-related uncertainties in
Japan and the US, which should mitigate the negative impact on the Japanese economy and

prices.

Under the circumstances, the BOJ is likely to decide to maintain the status quo on the policy
interest rate at the Monetary Policy Meeting (MPM) on 30-31 July. While it is likely to maintain its
stance regarding raising rates in the future, the central bank will probably emphasize that there is
a high level of uncertainty given the continued need to discern the impact of tariffs. What should
be noted is the Outlook for Economic Activity and Prices report (Outlook Report) to be released
alongside the meeting, which will show economic and price projections and risk assessments,
reflecting recent macroeconomic conditions and tariff policy developments.

In the Outlook Report, the projection for the FY25 economic growth rate is expected to be revised
upwards slightly from +0.5% to +0.6%, but forecasts for FY26 and FY27 are likely to remain
unchanged. This upward revision reflects the fact that the impact from tariffs has not materialized

as much as initially expected.

Price projections are also expected to be revised upwards, particularly due to rising food prices.
Projections for core CPI are expected to be +2.5% for FY25 (previously +2.2%) and +1.8% for
FY26 (+1.7%), but the projection for FY27 is expected to remain unchanged.

Regarding risk balance, the previous Outlook Report stated that risks to economic activity and
prices were “skewed to the downside.” In light of the progress made with the US/Japan tariff
agreement, we forecast that the assessment will be revised to state that “risks are balanced” for
FY25 and FY26. (Details will be explained later in this report.)

BOJ Policy Board Members’ Projections (median, yly %)

Real GDP Core CPI Core core CPI
Apr 2025* Jul 2025** Apr 2025* Jul 2025* Apr 2025* Jul 2025
FY25 +0504 + 0.6 9% +2209% +259 +230 +269%
FY26 +0.79% +0.7 9% +1709 +189% +189 +199
FY27 +1009 +1.09 +19094 +199% +2009 +209%

Source: BOJ, various materials; compiled by Daiwa.

*BOJ projections. **Our estimates for policy board member projections (highlighted in light blue).

Important disclosures, including any required research certifications, are provided on the last page of this report.
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First point of interest at MPM: Economic outlook

As previously mentioned, the economic outlook for FY25 is expected to be revised upwards
slightly because the impact from tariffs has not materialized in the real economy as much as
initially expected.

In fact, real exports through June have remained solid across major export destinations. In terms
of production, as well, no significant impact has been observed in any industry (incl. transport
equipment).

On 18 July, a Reuters report (based on sources from those in the know) also stated that data
(currently not showing any apparent impact from tariffs) may be reflected in the wording of the
next report (Outlook Report) on the economic outlook and risks, as well as in the board's growth
projections.

The current tariff situation, including the US/Japan agreement, appears to be falling within what
was anticipated by the BOJ. This is because Governor Kazuo Ueda stated during his regular
press conference in May that the BOJ was assuming that tariff negotiations would not settle at
zero or only 10%, but slightly higher than that.

According to a speech by BOJ Deputy Governor Shinichi Uchida on 23 July, forecasts in the April
Outlook Report were prepared on the assumption that a certain degree of progress would be
made during negotiations between countries. Therefore, he stated that there were no major
changes to the overall structure. The economic and price projections in the upcoming Outlook
Report will likely reflect the US/Japan tariff agreement. That said, as the situation is progressing in
line with the BOJ’s projections, the latest agreement is unlikely to cause major revisions.
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Source: BOJ; compiled by Daiwa. Source: Ministry of Economy, Trade and Industry; compiled by Daiwa.

Second point of interest at MPM: Price outlook

Recent price trends have been stronger than expected, driven by the widespread passing through
of costs to food prices. In June, the nationwide CPI for food, excluding fresh food, surged by 8.2%
yly (+7.7% in May) or +0.6% m/m.

Price increases in processed foods (especially confectioneries) and beverages have contributed
to this trend. In the food sector, the rising cost of ingredients/raw materials is spreading to
processed food prices. Given the fact that the price of imports has continued to decline since the
beginning of 2025, we think the increase in the price of food is becoming more endogenous (i.e.,
home-made inflation).

This wave of rising prices is likely to continue until at least summer. According to surveys by
Teikoku Databank, the rising cost of logistics and labor have been cited as factors behind rising
prices, which suggests that the pass-through of higher costs to food prices may be becoming
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stickier. Deputy Governor Uchida also stated in his 23 July speech that the price-setting behavior
of companies has changed significantly compared to the past, at least with regard to food prices.

Considering these conditions, the BOJ is likely to make a significant upward revision to its FY25
price projection. It is highly likely that the FY26 projection will be raised slightly, reflecting a longer
period of higher costs being passed through to food prices.

However, the “Composite Index of Inflation Expectations,” a key indicator of underlying inflation, is
currently rising only moderately. Therefore, we forecast that the FY27 price projection will remain
unchanged.

Breakdown of Contributions to Nationwide Headline CPI Composite Index of Inflation Expectations
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Public's Views and Behavior), corporate inflation expectations (general price outlook for
the next 5 years in BOJ Tankan), and experts’ inflation expectations (CPI growth rates for
the next 2 to 6 years in ESP Forecast survey). In this estimate, the contribution ratio for
the first principal component was 0.753.

Third point of interest at MPM: Risk balance assessment

We point out the following three items as the main uncertainties regarding the outlook for the
Japanese economy and prices: (1) the outcome of tariff negotiations, (2) the impact of tariffs, and
(3) the government’s economic and fiscal policies. The BOJ is likely to regard its assessment of
these uncertainties as important when determining the risk balance.

(1) Outcome of tariff negotiations

While the US/Japan tariff agreement has significantly reduced downside risks due to tariff
policies, the US is still negotiating with Europe, China, and other regions. In his 23 July press
conference, Deputy Governor Uchida stated that, while the US/Japan tariff agreement reduced
uncertainties, the BOJ needed to continuously monitor downside risks, as well. Therefore, the
outcome of tariff negotiations still entails risks in both directions.

(2) Impact of tariffs

Due to the US/Japan tariff agreement, it appears that the impact from tariffs on Japan’s real GDP
will be limited, resulting in an estimated cumulative drag of only about 0.6ppt. However, this
analysis is still mechanical at this stage.

Under the circumstances, real economic trends must be closely monitored. However, no clear
impact from tariffs has been observed thus far, and recent macro data may influence the risk
balance assessment. In other words, we think downside risks have declined compared to the real
economic trends confirmed since the April meeting.

Japan’s price elasticity vs. the quantity of its exports may have declined in recent years. Price
elasticity is an indicator showing how much the quantity of exported goods changes when the
price of exports fluctuates. A price elasticity of 1 means that if the price increases by 15%,
demand will also decrease by 15%.
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Meanwhile, income elasticity vs. the quantity of exports may have risen. Income elasticity is an
indicator of how export volume changes in line with the economic conditions (income levels) of
the nation receiving the exports.

Based on the results of these analyses, even if Japan were to pass through the cost of higher
tariffs to prices, the impact on export volume would be limited. However, a slowdown in the US
economy would likely have a major impact on exports.

Therefore, US economic trends are increasingly important when evaluating the impact from tariffs
on Japan. A slowdown in the US economy could become a turning point with regard to the impact
from tariffs. Paradoxically, if the US economy were to remain solid, the impact from tariffs could
decline.

(3) Government’s economic and fiscal policies

The figures presented in the BOJ’s Outlook Report generally only reflect information that has
been finalized based on government policies. We assume that uncertain policies are treated as
variables of uncertainty. Therefore, the recent political situation, including the ruling coalition’s
loss in the Upper House election, could become a factor for uncertainty with regard to the
Japanese economy and prices in the future.

In his 23 July press conference, Deputy Governor Uchida stated that fiscal expansion could
support the economy and consumption, and that the increase in the upside potential depended on
the scale of fiscal spending.

Due to political instability, the ruling parties are forced to cooperate with opposition parties that
take the stance of implementing greater fiscal expansion. This is increasing the likelihood that
agreements will be reached on fiscal expansionary policies (i.e., upside risks).

Based on these three uncertainties, we think downside risks are decreasing and upside risks are
increasing. Furthermore, there is an increasing risk of prolonged inflation with food prices. We,
therefore, forecast that the risk balance for both economic activity and prices will be revised to
“balanced” for FY25 and FY26.

Economic and political developments warrant attention from summer through
to autumn

It will also be important to monitor how much of the tariff burden is passed on to consumers in the
US during the summer. US economic trends are important when assessing the impact of tariffs on
Japan. Therefore, we need to carefully monitor the direction the economy takes.

Furthermore, if other nations’ tariff negotiations are concluded by autumn, we will be able to
discern how corporate trends in Japan will be influenced by tariffs via the BOJ Tankan surveys
announced during the Oct-Dec period (to be released on 1 Oct and 15 Dec) and the branch
managers’ meeting report in mid-October.

On 23 July, Yomiuri Shimbun and Mainichi Shimbun reported about Prime Minister Shigeru
Ishiba’s possible resignation. The gathering of party members of both houses of the Diet to be
held by the LDP leadership on 28 July will be a point of interest in the near term. By autumn, we
should have a clearer understanding of developments regarding (1) whether Ishiba will step
down, (2) the selection of a new prime minister if Ishiba resigns, and (3) the direction taken in
coalition talks with opposition parties. There are a number of issues to monitor carefully on both
the economic and political fronts through to autumn.
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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
Instruments Firms Association, Japan Security Token Offering Association
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