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Expect BOJ to maintain status quo, with no change to interest rate hiking
policy at next meeting

The BOJ will hold its next Monetary Policy Meeting on 30 April to 1 May. In his 16 April Sankei
Shimbun interview, BOJ Governor Kazuo Ueda commented on the tariff policy of the Trump
administration, saying, “The situation has been moving toward a worse scenario since February.”
He added that, according to the degree of downward pressure on Japan’s economy stemming
from tariffs, “A policy response would probably be required.” Here, he stressed that the Bank will
conduct policy in a flexible manner, presenting various policy response options, even interest rate
cuts.

At this juncture, the BOJ is carefully assessing US tariff policy risks. As such, a decision to
maintain the status quo for monetary policy is expected at the upcoming meeting. That said, we
expect the Bank to maintain its direction toward the underlying 2% price target, with no changes
to the existing policy of “proceeding with gradual interest rate hikes.” At its next meeting, the BOJ
will likely stick to the storyline of achieving its long-term price stability target of 2%, while keeping
a watchful eye on risks originating from the US.

The main reason for the BOJ to maintain its rate hiking policy is based on a scenario in which it is
“in a position to aim for its underlying price target of 2%,” even taking into account the impact of
tariffs. In addition, the following three factors are also possible: (1) recent higher-than-expected
rise in consumer prices, (2) forex risks, and (3) consideration of Japan/US negotiations.

The latest Tokyo CPI released on 25 April showed that consumer prices continue to rise at a
higher-than-expected clip, along with broader-than-expected cost-push inflation (passing on
higher costs to prices)._If the BOJ were to take an overly dovish stance under such
circumstances, there would be concerns that speculators could unwind their yen-buying positions,
leading to rapid yen depreciation and prolonged inflation. Such cost-push inflation could cause a
decline in consumer confidence, which in turn could become a downward risk for the economy
and prices. With the uncertainty caused by tariffs increasing, we feel that the BOJ intends to limit
further uncertainty as much as possible. Also, consideration of the “currency problem” that the
Trump administration has pointed to in tariff negotiations is also a reason for maintaining the
policy of raising interest rates.

Even as a normal central bank policy decision, in a situation where price risks are balanced
(details provided below) and the US tariff policy outlook is uncertain, “inertia due to uncertainty”
will kick in. Here, it would be appropriate to maintain the conventional policy of raising interest
rates, while maintaining a wait-and-see approach for now. Also, determining the impact of tariffs
on the Japanese economy will require careful assessments of future data and it will take a certain
amount of time to grasp the big picture. We believe that the next rate hike will be in Oct-Dec
2025.

Important disclosures, including any required research certifications, are provided on the last page of this report.
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BOJ meeting focal point (1): Outlook for economic activity and prices

Two points of interest at the upcoming Outlook Report are (1) outlook for economic activity and
prices and (2) the Bank’s wording for its future conduct of monetary policy in the Outlook Report.

First, our understanding is that the outlooks for economic activity and prices in the Outlook Report
are expected to be revised downward, but there were reports citing relevant parties saying that it
is hard to envision a situation in which wage hiking momentum and underlying price inflation
improvements falter. Even taking into account the impact of tariff policies, growth needed to
maintain the virtuous cycle of higher wages leading to higher prices is expected.

This scenario of a “sustained virtuous cycle between higher wages and higher prices” is also
supported by the International Monetary Fund’s (IMF) “World Economic Outlook” released on 22
April. The IMF expects Japan’s economic growth rate to be +0.6% in 2025 (previously +1.1%)
and +0.6% in 2026 (previously +0.8%). The impact of the tariffs has been limited to cancelling out
the effect of “higher household incomes — higher consumption” due to wage increases that
exceed price increases. The IMF uses the tariff measures announced through 4 April (including 2
Apr announcement of additional reciprocal tariffs) as its baseline scenario.

Based on these factors, we expect the economic forecasts in the Outlook Report to land at +0.7%
for FY25 (previously +1.1%), +0.8% for FY26 (previously +1.0%), and +1.0% for FY27. Under this
outlook, the view that the Japanese economy will maintain a certain level of positive growth
without any major shocks will probably strengthen, despite these downward revisions. Also, with
regard to the balance of risks in the economic outlook, it is likely that the downside risk is seen as
more significant from FY25 onward due to the tariff impacts.

Also, the price outlook is also likely to be revised downward due to an economic downturn caused
by US tariffs, yen appreciation, and lower oil prices, as well as the impact of free high school
education starting in April 2025. We think core CPI will land at +2.1% in FY25 (previously +2.4%),
+1.8% in FY26 (previously +2.0%), and +2.0% in FY27. Considering that the free high school
education will produce a 0.2% drag on the core CPIl in FY25 and FY26, the price inflation rate is
expected to hold at about 2% over the long run. Also, regarding the balance of risks in the price
outlook, there is currently a standoff between (1) the broadening trend of passing on higher costs
to prices (positive trend) and (2) decreased demand due to tariffs and other factors (negative
trend). As such, there is a good chance that risks could be generally balanced in FY25, while
there is also a good chance that downside risks will likely increase in FY26 onward, reflecting
reduced demand due to tariffs and other factors.

Chart 1: BOJ Policy Board Members’ Projections (median, yly %)

Real GDP Core CPI Core core CPI
Jan 2025*  Apr 2025** | Our forecasts| Jan 2025*  Apr 2025** | Our forecasts| Jan 2025*  Apr 2025** | Our forecasts
FY24 +05% +0.89% +0.8 % +27% +27% +27% +22% +23% +23%
FY25 +11% +0.7% +0.4 % +249% +219% +21% +21% +209% +209%
FY26 +1.0% +08% +0.7 % +209% +1.8% +1.7% +21% +19% +1.7%
Fy27 - +1.09% +099% - +209% +189% - +209% +189%

Source: BOJ, various materials; compiled by Daiwa.
*BOJ projections. **Our estimates for policy board member projections (highlighted in light blue).

As mentioned above, the economic and price outlooks are expected to fall within ranges that will
not impede the longer-term scenario of achieving the 2% price target, even taking into account
the impact of tariffs.

Meanwhile, as a technical point, we should note that the BOJ’s economic outlook includes a
growth rate “carry-over effect.” This growth rate “carry-over effect” refers to the phenomenon in
which a high GDP level at the end of the fiscal year pushes up the apparent annual growth rate
even when there is little substantial new growth in real terms. For FY25, it is estimated that there
will be a “carry-over effect” of about 0.4%, so even if the FY25 growth rate presented in the
Outlook Report is +0.7%, the actual growth will be only about +0.3%.
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However, even considering the impact of this carry-over effect, expectations are that the
downward pressure on prices due to the narrowing of the output gap should be limited. Chart 2
shows real and potential GDP based on our assumed GDP outlooks (lower than Outlook Report
forecast). Even when considering the output gap, which is the gap between the real and potential
GDP, downward pressure on prices due to tariff shocks will remain limited as compared to the
past. In addition, while it has been pointed out that the labor shortage may increase upward
pressure on prices beyond what the output gap suggests, it would be hard to assume at this point
that the improvement in the underlying price inflation rate will collapse.

Chart 2: Forecasts for Real GDP and Potential GDP
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Source: Cabinet Office; compiled by Daiwa.
Note: Potential GDP is a simplified estimate based on the assumption that 2024 growth trend will continue.

BOJ meeting focal point (2): Changes in wording for conduct of monetary
policy

While we do not believe that tariff policies will push Japan’s economy into a recession, such
policies will certainly add downward pressure on the Japanese economy and prices, at the very
least. As a result, achievement of the BOJ’s 2% price stability target will likely be pushed back. It
is very likely that there will be some delay in terms of the pace for interest rate hikes, as
compared to the previous assumption of a hike about once every six months.

In this regard, the most noteworthy point in the Outlook Report is how conduct of monetary
policy is expressed. The previous January report said that “In the second half of the
projection period, the rate of increase in the CPlI is likely to be at a level that is generally
consistent with the price stability target.” Such wording was taken to mean “levels consistent
with the price stability target (specifically, hiking interest rates to the neutral interest rate
level) from the second half of FY25 to FY26.” It will be interesting to see how the description
is worded when adding FY27 to the forecast period, as this would provide an excellent
opportunity to revise the wording. If the phrase “second half of the outlook period” is
retained, the period would automatically become “FY26 to FY27,” which would mean that the
interest rate hike could be pushed back by about six months.

Financial System Report justifies rate hike, but no need to rush

On 23 April, the BOJ released its Financial System Report. The report mentions the resilience to
rising interest rates among banks, firms, and households. Specifically, the report said: (1) Banks’
resilience to rising interest rates has improved compared to a while ago, (2) Firms’ resilience to
rising interest rates has generally been improving, reflecting the recovery in their profits, in
addition to a rising trend in the number of de facto debt-free firms, and (3) As for households’
resilience to rising interest rates, even though home loans are increasing among younger home
owners, their repayment burden is likely to gradually decline since increases in income are likely
to continue as their salary climbs up along the wage curve. All told, there is no clear indication
that interest rate hikes are having significant impacts on each entity at this time.
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Also, during his February speech, BOJ Policy Board member Hajime Takata said, “The viewpoint
of gradually shifting gears after the additional interest rate hike in January, in order to prevent the
risk of financial overheating from materializing, is important.” However, in the Financial System

Report, the Bank stated that, “No major financial imbalances have been seen in current financial
activities.”

At this juncture, rate hikes have not had any significant impacts on each economic entity and the
risk of financial overheating has not materialized. As such, the BOJ can conclude that there is
enough time to assess the tariff impacts while maintaining its policy of raising interest rates.

Chart 3: Heat Map for Financial Cycle
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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.

Corporate Name: Daiwa Securities Co. Ltd.

Registered: Financial Instruments Business Operator, Chief of Kanto Local Finance Bureau (Kin-sho) No.108

Memberships: Japan Securities Dealers Association, The Financial Futures Association of Japan, Japan Investment Advisers Association, Type II Financial
Instruments Firms Association, Japan Security Token Offering Association
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