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Impact of restarting nuclear power plants on yen exchange rate

Inbound demand likely Last week the yen depreciated beyond USD/JPY136 to reach its weakest point in 24 years.
to have greater impact However, on 23 June the pair pulled back to a USD/JPY134.0-134.5 range as US Treasury
on improving yen yields continued sliding on concerns about a recession. Yen weakness until now has
supply/demand balance basically been attributed to the widening US/Japan interest rate differential. However, we
than restarting nuclear should not overlook the deteriorating supply/demand balance behind this yen weakness.

power plants
The main factor behind worsening yen supply/demand conditions is Japan’s large trade
deficit brought about by surging energy prices. The energy situation has dramatically
changed due to the Ukraine crisis and there has been talk of restarting nuclear power plants
as a promising way to resolve the short supply of power in Japan. The idea of bringing more
nuclear power plants back online has also attracted attention as a way to curb yen
depreciation. Against this backdrop, our Equity Research Department summarized the
current status and future prospects for nuclear power plant resumption and analyzed how
the macroeconomy would be impacted by bringing more reactors back online.

Based on that analysis, this report considers how restarting nuclear power plants would
impact the yen exchange rate. With FY24 in mind, our Equity Research Department
simulated the impacts of nuclear power plant resumption on Japan'’s trade balance and
current account balance for different scenarios. Specifically, they assume that the number of
nuclear reactors in operation will remain constant (10 reactors) until FY22, after which our
assumptions for the number of reactors in operation as of FY24 will change depending on
the scenarios provided below.

Nuclear power plant resumption scenarios
g SO (0 reactors): Scenario in which nuclear power plant output again reduced to zero
S1 (14 reactors): Main scenario in which current status of applications to restart plants considered
S2 (20 reactors): Scenario with relatively strong likelihood of restarting plants
S3 (25 reactors): Scenario with strong likelihood of restarting plants
S4 (30 reactors): Scenario including plants that have yet to apply for permission to restart

S1, our main scenario, considers the current status of applications to restart nuclear power
plants and is seen as the most probable. In the case of S1, we calculated that the value of
Japan’s imports would decline by about Y370bn each year through FY24. In the case of S4,
the most bullish scenario, the value of Japan’s imports would decline roughly Y1.03tn each
year, but the hurdles to realizing that scenario are quite high.

Important disclosures, including any required research certifications, are provided on the last page(s) of this report.
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While Japan's trade deficit is expected to swell to around Y10.0tn this year based on the
current energy prices, our calculations show that the restarting of nuclear power plants
would only reduce this deficit by about Y1.0tn annually even under the most bullish
scenario. This is because electricity accounts for about 40% of Japan's energy
consumption (nuclear power accounts for at most 20% of this total), and fuel imports used
for the remaining 60% of power consumption other than electricity (fuel for transportation
fuel, petroleum products, others) will not decrease with the restarting of nuclear power
plants.

Chart 1 shows trends for USD/JPY and Japan’s basic balance (current account balance +
direct investment), which reflects real demand among companies and individuals. We
estimated Japan's current account balance from 2022 based on recent resource prices and
the global economic outlook, assuming the number of nuclear power plants in operation
remains at the current 10 reactors. Direct investment is assumed to remain unchanged at
the 2013-2021 average and the estimated basic balance from these investments is the red
dotted line, which is the "current status." Also, the basic balance, calculated based on the
balance improvement from the above S4 scenario, is indicated by the solid black line. As
the chart clearly shows, the yen supply-demand balance will not improve much simply by
adjusting the "volume" of fuel imports associated with the restarting of nuclear power
plants.

Chart 2 compares estimates for the "current status" basic balance estimate and the basic
balance that reflects the trade balance improvement if fuel import prices were to decline to
2021 level and if fuel import prices were to decline to the 2015-2019 average price. Based
on this approach, we can expect that a decline in fuel import prices to the 2021 level would
improve the basic balance by about Y4.0tn and a decrease in fuel import prices to the
2015-2019 average level would improve the basic balance by about Y6.0tn.

As explained here, a decrease in the "volume" of fuel imports due to the restart of nuclear
power plants would not improve yen supply-demand conditions that much. Rather, a
decrease in energy "prices" is more important for improving yen supply-demand
conditions. However, Japan, which relies almost entirely on imports for its energy
resources, has no control over energy prices. There is very little that Japan can do to
address its worsening trade balance due to the increased value of fuel imports.

The deteriorating yen supply-demand balance is not only due to the trade deficit caused by
high energy prices. Indeed, the disappearance of foreign tourist demand due to the
coronavirus outbreak has also had an impact. While there is little that can be done to
address the current widening trade deficit, Japan probably has some policy control over
tourists entering Japan.

Chart 1: Basic Balance, USD/JPY (only improvement for fuel import ~ Chart 2: Basic Balance, USD/JPY (improvement for fuel import
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Source: MOF, Bloomberg; compiled by Daiwa Securities. Source: MOF, Bloomberg; compiled by Daiwa Securities.
Note: Basic balance is current account balance + direct investment. Current account

balance estimates provided by our Equity Research Dept. Direct investment

assumed to remain flat at 2013-2021 average.
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31.88mn foreign tourists visited Japan in 2019, before the pandemic. The travel balance
was a surplus of Y2.7tn, which was the amount of yen-buying demand generated in the
foreign exchange market. However, restrictions on entry into Japan following the
coronavirus outbreak caused a sharp decline in the number of foreign tourists and yen
purchases by these foreign visitors to Japan evaporated.

If the travel balance returns to the 2019 level, yen demand would increase Y2.7tn, an
impact nearly three times that resulting from restarting nuclear power plants explained
earlier. Furthermore, with global inbound demand continuing to grow as a long-term trend,
and taking into account the recent depreciation of the yen and other factors, the scale of
latent yen demand is expected to grow meaningfully.

If the international movement of people normalizes, the government's pre-pandemic goal of
60mn visitors to Japan by 2030 may be achieved. Even if that target is missed, there is still
plenty of room for inbound demand to grow. In terms of improving the yen supply-demand
balance from a policy perspective, a focus on increasing inbound demand is expected to
have a greater impact than restarting nuclear power plants?.

! Refer to Will reopening Japan to foreign tourists help strengthen yen? by Kenta Tadaide (Daiwa’s View dated 13 Jun 2022).
-3-


https://lzone.daiwa.co.jp/lzone/cv?LANG=J&id=DWVE1095

Daiwa

Securities

IMPORTANT

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 TOP1X/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://Izone.daiwa.co.jp/I-zone/disclaimer/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://lzone.daiwa.co.jp/I-zone/disclaimer/creditratings.pdf

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.

= |n 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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