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BOJ governor's speech in line with recent press conference

BOJ Governor Kazuo Ueda gave a speech at a meeting with business leaders in Osaka on
24 September. He had stated at his post-MPM press conference only the previous
business day (20 Sep) that the BOJ was in no hurry to raise rates as it seeks to carefully
assess the state of the US economy. Speeches soon after these regular press conferences
tend to be similar in content, and this time was no exception. We think Mr. Ueda's next
scheduled speech will be during a trip to Nagoya within the year.

In his speech, Mr. Ueda noted regarding future policy conduct that "if the outlook for
economic activity and prices...is realized, the Bank will accordingly raise the policy interest
rate", but also noted developments in the US and other overseas economies, financial and
capital markets, and the impact of rising interest rates as uncertainties for economic
activity and prices. He also stated that "the upside risk to prices reflecting higher import
prices has become smaller" and that "the Bank will need to carefully assess factors such
as developments in financial and capital markets at home and abroad and the situation in
overseas economies underlying these developments. We have enough time to do so".

In short, the BOJ's current policy reaction function is (1) whether the Japanese economy
trends in line with its outlook and (2) whether there is upside risk for consumer prices.
While US economic trends and corresponding developments in financial and capital
markets create uncertainty regarding point (1), the risk in point (2) is diminishing, giving the
BOJ time to carefully assess point (1).

Mr. Ueda also cited "the outlook for private consumption” as a risk to the economic outlook.
He noted that "a precondition for the scenario in which private consumption rises
moderately is that wages continue to show solid growth and household income increases".
On this point, even if there is no clear recovery in consumer spending data, confirmation of
the sustainability of wage hikes and an increase in household income would create the
preconditions for the BOJ's scenario and further solidify expectations for a consumer
spending rebound, which we think the BOJ would see as in line with its scenario.

Mr. Ueda also noted "[the impact of] developments in overseas economies and other
factors...on Japan's corporate profits and corporate behavior" as a risk to the inflation
outlook. He added that "the Bank will continue to closely monitor whether sustained wage
hikes and their pass-through to selling prices will be achieved in a wide range of firms and
whether the linkage between wages and prices will strengthen steadily”. In the near term, it
will need to assess the results of the BOJ Tankan (Sep survey; release 1 Oct), the level of
wage hikes demanded in the 2025 spring labor-management wage negotiations basic plan
(mid-Oct), and whether this year's substantial wage hikes are reflected in the Tokyo CPI
release (particularly service prices; 25 Oct).

Important disclosures, including any required research certifications, are provided on the last page of this report.
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Attention focusing on LDP leadership election

In Japan, the ruling Liberal Democratic Party’s (LDP) leadership election will take place
later this week (27 Sep). The cabinet is set to convene an extraordinary Diet session on 1
October to nominate a new prime minister, and the new prime minister could potentially
dissolve the Lower House and call a general election soon after (as early as 27 Oct).
Sanae Takaichi has indicated a markedly different stance on monetary policy than the rest
of the leadership candidates, and we therefore think the election is also drawing attention
as a clue to Japan’s monetary policy outlook.

Ms. Takaichi has repeatedly sought to discourage the BOJ from raising interest rates,
stating that interest rates should remain low to avoid a negative impact on consumer
spending and corporate capex. Mr. Ueda commented at his recent (20 Sep) press
conference that "the BOJ will continue to communicate fully with the new administration”,
but we think differences in direction between the government and BOJ could constrain the
latter’s ability to raise rates.

Another focus among political journalists appears to be a Nippon Television Network (NTV)
survey that correctly called the outcome of the 2021 LDP leadership election. NTV's 20-21
September survey of LDP members and supporters put Shigeru Ishiba in the lead with
31%, Sanae Takaichi second with 28%, and Shinjiro Koizumi third with 14%. Based on
these results, we think a runoff election between Mr. Ishiba and Ms. Takaichi is likely after
the initial 27 September vote.

Elsewhere, former prime minister Yoshihiko Noda was appointed as the new leader of the
Constitutional Democratic Party. Given the potential for a general election in the near
future and the Upper House elections scheduled for July 2025, we think LDP MPs could
favor Mr. Ishiba for his ability to go head to head with Mr. Noda and reduce the risk of a
change in government. Mr. Ishiba's popularity with the general public in opinion polls could
also boost his chances.

Chart 1: LDP Leadership Election: NTV’s Poll of Party Members/Supporters (as of 22 Sep 2024)
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Source: Nippon Television Network; compiled by Daiwa.
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BOJ Tankan (Sep survey, release 1 Oct): Focus on corporate
earnings/behavior

The results of the September BOJ Tankan survey will also be released on 1 October. The
survey will be key in confirming how the yen's rally and changes in overseas economic
conditions since August have affected corporate earnings and behavior. Within the survey,
we will be looking first at "recurring profits" (forecast) and "predicted exchange rates". We
look to confirm the impact of changes in conditions since the June survey (JPY rally,
concerns about slowing overseas economies) on profit forecasts mainly at exporters.

We think the September survey is unlikely to show a marked decline in profit forecasts
given that forex assumptions of Y144-145/$ in the June survey were close to recent levels.
However, if profit forecasts did worsen materially, this could limit companies’ ability to fund
wage hikes and impede 2025 pay increases. The yen's rally will also affect consumer
prices by reducing import prices. Forex movements have a broad-based impact on
corporate earnings and prices, which we hope to see the BOJ analyze in its October
Outlook for Economic Activity and Prices report (Outlook Report).

We also look for evidence from the output price DI of whether companies continue to pass
on rising costs as the stronger yen slows the uptrend in import prices. Elsewhere, we focus
on the impact of rising interest rates caused by BOJ rate hikes on the "financial position"
and "change in interest rate on loans" Dls. While we think the loan rate DI will unavoidably
rise, we look to confirm how the impact differs by company size.
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Chart 4: Output Price DI (rise - fall, all-size firms) Chart 5: DI for Change in Interest Rate on Loans*, DI for
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Note: Dotted lines indicate forecasts as of Jun 2024 survey.
*Rise - fall, **Easy - tight.
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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
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