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Branch managers’ meeting report indicates progress with Japanese economy
and prices on track with regard to BOJ outlook

On 6 October, the BOJ published its branch managers’ meeting report (Regional Economic
Report (Sakura Report)). At his reqular press conference in September, Governor Kazuo Ueda
stated that, given the high degree of uncertainty, the BOJ would carefully examine data and
information gathered from interviews as it became available, emphasizing the importance of
interview data in policy decisions. This latest branch managers’ meeting report serves as one of
those critical sources of information.

In this branch managers’ meeting report, the overall assessment was downgraded in one region
(Hokkaido) out of all nine regions. On the other hand, Osaka branch manager Kazuhiro Masaki
pointed out at the press conference on the 6th that the Japan-US tariff agreement had made it
easier for companies to take action, suggesting that uncertainty surrounding tariff policies had
decreased compared to the previous report. While uncertainties still remain, there is an increasing
feeling that the Japanese economy and prices are on track with regard to the BOJ’s outlook.

Economic progress made since previous report

Firstly, while there was a comment regarding exports and production pointing out that there was
last-minute demand due to US tariff hikes, and a subsequent reactionary decline due to that, as
well as a downward trend in orders for capital goods, it was also noted that there were numerous
reports indicating solid orders. This is consistent with the view expressed by Governor Ueda at
the press conference on the 3rd, when he stated that, although last-minute exports and
subsequent reactions to that were seen, the underlying trend was within a flat range.

With regard to capital investment, some mentioned that plans were postponed due to uncertainty
and rising costs, while many reported that an aggressive investment stance was being
maintained, indicating that the baseline for capex is solid. Furthermore, we saw an increase in the
number of positive comments by companies and other major players (by topic) in the Regional
Economic Report regarding exports, production, and capex compared to the previous report.
While uncertainties still remain, it is obvious that the economic assessment has improved.

Uncertainties remain regarding the setting of wages, but it is increasingly
likely high wage hikes will be maintained in 2026 spring wage negotiations

Of particular note are the comments regarding the setting of wages. Concerns were indicated in
the branch managers’ meeting report that wage hikes would have to be suppressed if corporate
profits declined significantly, and the report also included comments that there continued to be a
need for big wage hikes. Looking at the major comments from companies (by topic), we found
two comments stating that wage hikes next spring were expected to be maintained at a high level
similar to this spring, as well as two comments stating that wage hikes were expected to be
suppressed due to the deterioration of earnings.
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Branch manager Masaki also pointed out at the press conference that, while the major trend of
increasing wages would continue, downward pressure on corporate profits due to tariffs had yet
to manifest itself, and that there was insufficient information to talk about specific developments or
how high the wage hikes would be next fiscal year, suggesting that uncertainties remain.

That said, as indicated by the BOJ Tankan (Sep survey), the decline in corporate profits is limited,
s0, the possibility of a significant undershoot in corporate profits has decreased. While
uncertainties can never be completely eliminated in any economic environment, it should be
noted that the probability has increased substantially that high wage hikes will continue to be
maintained in the 2026 spring wage negotiations.

Price-setting behavior: No signs of increasing concerns about rising prices

There were also many comments regarding companies’ price-setting behavior stating that
companies were continuing to pass on rising costs, such as those for procurement, labor, and
logistics. On the other hand, there was also a comment stating that, with consumers becoming
somewhat budget-minded against the backdrop of rising food prices, developments were seen
such as curbing price hikes and bolstering lineups of low-priced products.

At his press conference on 3 October, Governor Ueda pointed out both upside and downside
risks regarding food prices, namely the possibility that inflation could last longer than expected
and that prolonged inflation could lead to a deterioration in household confidence. Similar risks
were also confirmed in the latest report. While the food service industry reports insufficient price
pass-through due to rising food procurement prices, food retailers and supermarkets point out
that the rate at which price pass-through is occurring is being suppressed due to consumers
being frugal.

Overall, while comments from companies have confirmed that inflation persists due to domestic
factors (such as personnel expenses), there are no signs that concerns about rising prices,
particularly those for food, are increasing. This suggests that prices are currently moving in line
with the BOJ’s projections.

Points to check for next rate hike: Overseas economies and political
developments

This branch managers' meeting report, which follows the BOJ Tankan (Sep survey), has
confirmed that the Japanese economy and prices seem to be on track with regard to the BOJ’s
outlook. While Governor Ueda mentioned three points to check in the near term in his press
conference on 3 October—(1) developments in overseas economies, (2) how US tariff policies
will affect profits and the wage- and price-setting behavior of Japanese firms, and (3)
developments in food prices—the branch managers' meeting report contains information that
reduces uncertainties, particularly regarding corporate earnings and wage- and price-setting
behavior.

That said, the report also suggested that these uncertainties remain high. This is consistent with
Governor Ueda's view at the press conference on 3 October, in which, despite acknowledging
robust corporate activity in the Tankan and stating that the probability was increasing that the
BOJ's outlook would be realized, he also remarked that this Tankan survey did not necessarily
contain strong information, and that uncertainties regarding the future remained.

Trends with overseas economies, particularly in the US, and the political situation following the
Liberal Democratic Party presidential election will be key factors to monitor regarding the
uncertainties surrounding making assessments about the next rate hike. If the uncertainties
surrounding these factors were to diminish, that would likely present Governor Ueda with
economic conditions that would allow him to proceed with a rate hike.
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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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