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Two consecutive days of currency intervention
shows that MOF is in earnest; what will BOJ do?

» Changes in BOJ’s current account balances imply intervention on

a scale of about Y2tn on 12 Jul, as well

> Line of defense for USD/JPY rate is around Y159; EUR/JPY trends

also warrant attention

» Opinions regarding Jul rate hike by BOJ may be divided, but, in

2022, easing was modified after intervention
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Yen-buying intervention on a scale of Y2tn may have occurred on 12 Jul, as well
In the forex market, the view has emerged that the government/BOJ implemented currency
intervention for two consecutive days on 11 and 12 July (Chart 1). Currency intervention

occurring on the 12th would be settled two business days later on the 17th. However, it is
possible to estimate the scale of intervention by using data at the BOJ and money market
brokers. According to our estimations based on projections for changes in current account
balances at the BOJ announced yesterday, yen-buying intervention on a scale of Y2tn may
have been implemented (Chart 2). As a reference, the scale of intervention on the 11th is
estimated to have been about Y3.4tn.

On 16 July, the BOJ announced that the projection for Treasury Fund and other sources of
changes in current account balances at the BOJ on the 17th was minus Y2,740bn. The
projection announced at the beginning of the month was minus Y600bn. Therefore, we
estimate that the difference, Y2,140bn, indicates the scale of yen-buying intervention.
Projections for Treasury Fund and other sources of changes in current account balances at
the BOJ fluctuate by several hundred billion yen. When large fluctuations occur, the
difference exceeds Y1tn, or Y2tn in very rare cases. Therefore, while it is difficult to say
with certainty, market participants likely have to recognize that currency intervention may
have been implemented.

The MOF is scheduled to announce data showing the scale of the actual intervention by
the monetary authorities at 19:00 on 31 July 2024. However, data will only be disclosed on
a monthly basis, showing the total amount for one month (from 27 Jun to 29 Jul).
Therefore, we will not know the details of that intervention (dates, amounts, and traded
currencies). The actual results, on a daily basis, for Apr-Jun that will allow us to confirm the
details are scheduled to be released in early August (1-7 Aug). This data will include the
interventions on 29 April and 1 May, but data for July will not be announced until early

November.

Chart 1: USD/JPY Rate and EUR/JPY Rate on 12 Jul
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Source: Bloomberg; compiled by Daiwa.

Chart 2: Divergence from Projections for Treasury Fund and
Other Sources of Changes in Current Account Balances at BOJ
Since Beginning of Month
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Source: BOJ, Ueda Yagi Tanshi; compiled by Daiwa.
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There were news reports on the morning of the 12th that the BOJ had implemented a “rate
check” against the euro. We are wondering whether euro-selling/yen-buying intervention
was implemented at this time for the first time? At the time when the rate check and actual
intervention appear to have been implemented, the EUR/JPY rate was at around Y173.
Going forward, we will have to carefully check the EUR/JPY rate as well as the USD/JPY
rate. If there had been no intervention on the 12th, we would have viewed something
around Y162 as the line of defense for the USD/JPY rate, but we now feel a need to lower
that to around Y159.

For reference, the euro-buying/yen-selling intervention conducted every year from 1999 to
2003 totaled Y1,075.3bn. At that time, the average EUR/JPY rate was around Y120.
Before that, dollar-selling/Deutsche Mark-buying intervention was conducted in August
1991 (Y13.9bn) and Deutsche Mark-buying/yen-selling intervention was conducted in
August 1993 (Y4.8bn).

Speculation about Jul rate hike by BOJ divided due to currency intervention

While the trend towards yen depreciation has been stemmed by growing speculation about
a September rate cut by the Fed and developments that appear to have been currency
intervention, some are of the opinion that it has become less likely that the BOJ will decide
to implement an additional rate hike at the July Monetary Policy Meeting (MPM). However,
others speculate that the BOJ will raise interest rates in line with the MOF’s decision to
implement intervention.

The grounds for putting off a rate hike are that (1) the BOJ would now have leeway to
carefully check price trends due to the sharp appreciation of the yen and (2) it would buy
time to implement measures in a piecemeal manner until the start of rate cuts by the Fed
(expected in Sep). Also, some are concerned that, if the BOJ hikes interest rates due to a
commitment to forex rates, it could face rate-hike pressure going forward due to a
weakening yen.

The grounds for a rate hike in July are that the BOJ would coordinate with the government
from a policy mix perspective. Furthermore, the Nikkei published an article on 15 July
entitled “Will BOJ be the next to respond to yen depreciation? It's looking like weak
consumption may spur a rate hike.” The article stated that awareness was taking root at
the BOJ that weak private consumption was caused by inflation, and that, therefore, a
stronger stance should be taken towards yen depreciation, the cause of weak
consumption.

While both arguments are persuasive, the latter turned out to be the case in 2022. Looking
back on that time, yen depreciation accelerated due to former BOJ Governor Haruhiko
Kuroda stressing continued easing at his post-meeting press conference on 22 September
2022, which was followed by yen-buying/dollar-selling intervention being implemented for
the first time in about 24 years. Even after that, the yen continued to weaken. Following
intervention on 21 and 24 October, Prime Minister Fumio Kishida and Mr. Kuroda had a
meeting on 10 November. At the December MPM, the BOJ made the surprising decision to
widen the fluctuation range of long-term interest rates.

The government and MOF are likely in agreement that, to paraphrase Deputy Finance
Minister Masato Kanda, it would be serious and problematic if the lives of ordinary people
were threatened by a rise in import prices due to yen weakness caused by speculative
behavior. To begin with, we cannot say that it is good to combine monetary easing and
currency intervention. We want to keep in mind that, as BOJ Governor Kazuo Ueda stated,
it is entirely possible for the BOJ to decide on a rate hike at the July MPM in line with the
MOF (depending on data) while also deciding on the details for measures to reduce JGB
purchases.
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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 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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