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Will overlapping Fed and BOJ meetings and domestic FICC Research Dept.

political situation constrain rate hike by BOJ?

» An additional "risk management" rate cut by the Fed and the new
administration's expansionary fiscal policy will serve as factors in
mitigating downside risks for US and Japanese economies

» This will be a tailwind for the BOJ, which has been on a short
pause from rate hikes due to concerns about downside economic
risks Eiichiro Tani, CFA

> Neither overlapping central bank meetings nor domestic political ichirotani@dave o
situation is expected to be a decisive constraint on raising rates in
Oct
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Some think that the BOJ will avoid implementing policy action at the same time as a Fed rate cut.
There are others who think that the BOJ will refrain from hiking rates until the new
administration's policy direction is solidified. While, at first glance, it may seem plausible that the

Fed's actions and domestic politics could constrain the BOJ, the central bank’s decision will likely
be made practically on a case-by-case basis. The following is my view regarding this issue.
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Will BOJ avoid implementing policy action at the same time as the Fed?

An additional 25bp rate cut by the Fed is widely anticipated at the October FOMC meeting. (The
OIS market puts the probability at 91%.) With the FOMC meeting scheduled for 28-29 October
and the BOJ's Monetary Policy Meeting (MPM) scheduled for 29-30 October, some market
participants think that the BOJ will forgo a rate hike at its October meeting in order to avoid
implementing policy action at the same time as the Fed.

To state my conclusion at the outset, in this case, | do not think that the fact that the two central
banks’ meetings overlap will become a decisive obstacle to the BOJ implementing an additional
rate hike.

Of course, if the US economy were on the brink of recession with a strong outlook for a series of
rate cuts into a zone below the neutral interest rate, there would be ample reason to be cautious
about conflicting with the Fed's policy actions. However, if the Fed were to proceed with an
expected additional rate cut at its next FOMC meeting, it would be seen as a front-loaded “rate
cut for risk management.” That would increase the probability of a soft landing for the US
economy, thereby easing the BOJ’s concerns about downside risks.

Coincidentally, the OECD announced on 23 September that it made an upward revision to its
economic outlook. The global growth forecast for 2025 was raised to 3.2% (+0.3ppt from the
previous forecast), and the growth forecast for the US and Japan were raised to 1.8% (+0.2ppt),
and 1.1% (+0.4ppt), respectively. Given these upward revisions, we think that the downside risks
to the US and Japanese economies, which have been a source of concern for the BOJ, are likely
to be further alleviated by the Fed's October rate cut (consecutive rate cuts).

The Fed's October rate cut means a reduction in such concerns by the BOJ, which has been on a
temporary “short pause” from rate hikes since July due to caution about “downside risks.”
Therefore, in this case, | do not think that the additional rate cut by the Fed for risk management
will become a decisive factor constraining an October rate hike by the BOJ.

Important disclosures, including any required research certifications, are provided on the last page of this report.



Daiwa’s View 24 September 2025 Daiwa

Securities

Will domestic politics constrain a rate hike?

There are others who think that the LDP presidential election—for which the casting and counting
of votes is scheduled for 4 October—will constrain a rate hike by the BOJ in October. While we
are unable to deny the possibility that the LDP presidential election could become a constraining
factor, | do not think that domestic politics will become a decisive obstacle in this case either.

This is because, with parties advocating for fiscal expansion, such as Sanseito and the
Democratic Party for the People, having gained momentum in the July Upper House election that
led to Prime Minister Shigeru Ishiba's resignation, the new administration’ s policy direction will
likely feature more expansionary fiscal policies than before. In fact, all five candidates have stated
that they would promptly formulate an economic stimulus package, including measures to
address inflation, after taking office.

Of course, the scale of fiscal expansion will differ depending on which candidate is chosen.
However, as long as the direction is more expansionary than the current stance, it will serve as a
factor in mitigating the BOJ’s concerns—downside risks to the Japanese economy and prices. A9
September media report based on sources from those in the know also noted the possibility of
upside potential for the economy and prices resulting from fiscal expansion.

€ Bloomberg article based on sources from those in the know (9 Sep)

= The contest in the LDP presidential election following Prime Minister Ishiba's resignation is expected to center on
former Minister for Economic Security Sanae Takaichi, who was one of the top contenders in last year's election, and
Minister of Agriculture, Forestry and Fisheries Shinjiro Koizumi. Those in the know pointed out the possibility of upside
potential for the economy and prices resulting from fiscal expansion.

(Note: The above is our translation.)

If this were the case, it would represent progress toward clearing one of the conditions for
resuming rate hikes for the BOJ, which is temporarily pausing rate hikes due to concerns about
near-term “downside risks.”

Ultimately, when considering this situation, it is important to understand what the BOJ currently
perceives as primary risks, and how new events (here, the Fed's rate cuts and the LDP
presidential election) will affect those risks. In this respect, the two factors discussed above are
likely to reduce the “downside risks” the BOJ is currently focusing on. Therefore, they are unlikely
to become a constraint on raising rates in this case. Upcoming events, such as speeches by
Governor Kazuo Ueda on 3 October and by Deputy Governor Shinichi Uchida on 17 October, will
likely make it clearer whether or not my view on this matter is correct.

Concerns about falling “behind the curve”

This is not my main scenario, but, if a new prime minister who favored large-scale fiscal
expansion were to come to power, concerns about “upside risk” could intensify. This could force
the BOJ to not only resume rate hikes, but to accelerate them. If that were to happen, and if the
BOJ were to postpone a rate hike in an inexplicable manner, and rumors spread in the market
that the new administration constrained a timely and appropriate rate hike by the BOJ, there
would be a risk of a resurgence of concerns about being "behind the curve," which have recently
subsided. Furthermore, if the BOJ considers concerns by some market participants about being
"behind-the-curve" to be a risk that cannot be ignored, we think that the chances are lower of us
seeing the scenario play out that the market is currently wary of, in which the election of a certain
new leader constrained a rate hike in October.
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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.
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