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Tariff uncertainty recedes

Recent progress with tariff negotiations between the US and jurisdictions including Japan, the EU,
and South Korea has reduced uncertainty about US tariff policy, the greatest risk factor for the
global economy. The IMF raised its 2025 real GDP growth forecasts (released 29 Jul) from 2.8%
to 3.0% for the world and from 1.8% to 1.9% for the US to reflect lower-than-expected tariffs. It
also raised its 2025 real GDP growth forecast for Japan from 0.6% to 0.7%, though the figures do
not factor in US tariff agreements with Japan, the EU, or several other countries.

That said, we will be monitoring future trends given that tariffs' impact has yet to feed through to
Japan's real economy. The 29 July US-China trade talks in Stockholm also resulted in an

expected 90-day extension of the pause on US-China tariffs, which was previously set to expire
on 12 August. Uncertainty remains about both the final shape and the impact of US tariff policy.

Against this backdrop, the Bank of Japan (BOJ) unanimously decided to remain on hold at its 30-
31 July Monetary Policy Meeting (MPM). However, its latest Outlook for Economic Activity and
Prices report (Outlook Report) notes that progress with tariff negotiations has eased uncertainty
about national trade policies to some extent, from "extremely high" to "high".

That said, recent progress with tariff negotiations has been broadly in line with the BOJ's
expectations. In short, the BOJ is sticking with the scenario where its price stability target is
reached between 2H FY26 and FY27, with underlying CPI inflation "likely to be sluggish, mainly
due to the deceleration in the economy. Thereafter, however, underlying CPI inflation is expected
to increase gradually...[and in] the second half of the projection period, underlying CPI inflation is
likely to be at a level that is generally consistent with the price stability target." Progress with tariff
negotiations is giving the BOJ greater confidence that inflation is on track to achieve its target.

IMF Word Economic Outlook (yly %)

20z 2 prE\jfiLir: n;?ojgglizns 2028 prEvifiI)eur: n;reoj;rcot?;ns
World 33 3.0 0.2 3.1 0.1
Advanced Economies 1.8 1.5 0.1 1.6 0.1
us 28 1.9 0.1 2.0 0.3
Japan 0.2 0.7 0.1 0.5 0.1
Euro Area 0.9 1.0 0.2 1.2 0.0
Emerging Market and Developing Economies 43 41 0.4 4.0 0.1
China 5.0 48 08 42 0.2

Source: IMF; compiled by Daiwa.

Important disclosures, including any required research certifications, are provided on the last page of this report.
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Economic outlook: BOJ raises estimates to reflect macro trends

We focus at the recent MPM on the BOJ's economic and inflation outlook and risk assessment
based on recent macroeconomic conditions and tariff policy trends.

The BOJ raised its FY25 real GDP growth forecast (median of majority of Policy Board members'
forecasts) in the Outlook Report from +0.5% to +0.6%, but left its forecasts unchanged at +0.7%
for FY26 and +1.0% for FY27. We think the FY25 upward revision mainly reflected recent
macroeconomic data, which has yet to be affected by tariffs, and the revision was within the
range we expected. Given that recent progress with tariff negotiations has been broadly as the
BOJ expected, we doubt that the breakthrough in the Japan-US talks was the main driver of the
upward revision.

The BOJ maintains its scenario whereby "Japan's economic growth is likely to moderate [due to
the impact of] trade and other policies in each jurisdiction," but its "economic growth rate is [then]
likely to rise, with overseas economies returning to a moderate growth path." We think recent
progress with tariff negotiations makes this scenario considerably more likely (see "Conditions for
next rate hike" section).

Inflation outlook: BOJ raises forecasts on sustained rise in food prices

The BOJ raised its inflation forecasts (median of majority of Policy Board members' forecasts)
from +2.2% to +2.7% for FY25, from +1.7% to +1.8% for FY26, and from +1.9% to +2.0% for
FY27. This mainly reflects the impact of rising food prices. While its FY25 forecast rose more than
we expected, the revision for FY26 was broadly in line.

The BOJ is also increasingly focusing on the stickiness of recent food price inflation. The Outlook
Report notes the risk that "as recent price rises are also somewhat attributable to the pass-
through of increased personnel expenses and distribution costs to selling prices, it is possible that
the price rises will persist for longer than expected, depending on firms' wage- and price-setting
behavior."

However, the BOJ's baseline scenario remains that the "effects of the recent rise in food prices,
such as rice prices, are expected to wane". It raised its FY27 core CPI forecast from +1.9% to
+2.0%, but left its core-core forecast at +2.0%, suggesting that it does not expect underlying
inflation to pick up appreciably.

However, we would watch the potential for a sustained uptrend in food prices. A Teikoku
Databank survey published on 31 July confirmed that food prices are set to continue rising at
least through October. We see a growing risk of sustained food price inflation despite the easing
of external cost-push factors such as import prices.


https://drp.daiwa.co.jp/rp-daiwa/member/report/reportFile.do?research_id=1437039&report_type=html
https://drp.daiwa.co.jp/rp-daiwa/member/report/reportFile.do?research_id=1437039&report_type=html
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FY25-27 Forecasts of Majority of Policy Board Members (y/y %)

. (Ref)
Real GDP CPI (all items less fresh CPI (al items less
food) fresh food and energy)
FY25 +05 ~ +0.7 +27 ~ +28 +28 ~ +3.0
[+0.6] [+2.7] [+2.8]
+04 ~ +0.6 +2.0 ~ +23 +22 ~ +24
As of Apr
[+0.5] [+2.2] [+2.3]
FY26 +0.7 ~ +0.9 +1.6 ~ +20 +1.7 ~ +21
[+0.7] [+1.8] [+1.9]
+0.6 ~ +0.8 +1.6 ~ +1.8 +1.7 ~ +20
As of Apr
[+0.7] [+1.7] [+1.8]
FyY27 +09 ~ +1.0 +1.8 ~ +20 +20 ~ +2.1
[+1.0] [+2.0] [+2.0]
As of Apr +0.8 ~ +1.0 +1.8 ~ +20 +1.9 ~ +21
[+1.0] [+1.9] [+2.0]

Source: BOJ; compiled by Daiwa.
Notes: (1) Figures in brackets indicate the medians of the Policy Board members' forecasts (point estimates).

(2) The forecasts of the majority of the Policy Board members are constructed as follows: each Policy Board member's forecast takes the form of a point
estimate -- namely, the figure to which they attach the highest probability of realization. These forecasts are then shown as a range, with the highest
figure and the lowest figure excluded. The range does not indicate the forecast errors.

(3) Each Policy Board member makes their forecasts taking into account the effects of past policy decisions and with reference to views incorporated in
financial markets regarding the future conduct of policy.

Risks to economic/inflation outlook: Skewed to downside for economy,
balanced for inflation

The BOJ maintained its view that risks to its economic forecasts are "skewed to the downside" for
both FY25 and FY26. However, it revised its assessment of risks to its inflation forecasts to
"generally balanced" to reflect progress with tariff negotiations and the sustained uptrend in food
prices.

We think the BOJ's decision to maintain its assessment of risks to its economic forecasts despite
the progress with US-Japan tariff negotiations also reflects the IMF's view in its 29 July World
Economic Outlook that risks to the global economy are "tilted to the downside".

However, the BOJ clearly thinks that the uncertainty caused by US tariff policy has eased, with
the Outlook Report citing risks to the economic outlook from "trade and other policies in each
jurisdiction and developments in overseas economic activity and prices" while noting the "positive
developments in trade and other policies, such as negotiations between Japan and the United
States resulting in an agreement”. It also mentions the upside risk that "developments such as
recent moves toward fiscal expansion, particularly in the United States and Europe, could push
up the global economy."”

The BOJ indicates that risks to its inflation forecasts for FY25 and FY26 are generally balanced,
with three board members concerned about an overshoot and three concerned about an
undershoot. This confirms that several members remain concerned about downside risks amid
ongoing uncertainty about the final shape of tariff policy and its impact.

Conditions for next rate hike

We have thus far cited the following conditions for the BOJ's next rate hike: (1) a shift in the
balance of risks to the economy and inflation from "skewed to the downside" to "balanced" (lower
uncertainty about tariffs), and (2) careful assessment of the impact of tariffs on the Japanese
economy and prices. The recent outcome means that one of these conditions is close to being
met, in that uncertainty about US tariff policy, the biggest concern thus far, has now eased. The
BOJ's greater emphasis on the risk of a sustained rise in food prices also implies that the
conditions for a further move to normalize monetary policy within 2025 are falling into place.

We would note that trends in the US economy, the key source of final demand, are more
important in gauging tariffs' impact on Japan. Japanese firms' pursuit of value-added strategies
makes them more susceptible to the effects of US business sentiment transmitted through
income elasticity than to the loss of competitiveness from passing through tariff costs.

-3-
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Progress with tariff negotiations has reduced the risk of a sudden jump in the US's average
effective tariff rate. This has in turn eased concerns about US domestic inflation and a recession
and made a soft landing more likely. We will be monitoring the extent to which firms pass through
higher tariff costs to US end consumers over the summer and the impact on households and
companies. Summer trends in the US will likely be a key indicator of the Japanese economy's
ability to bounce back after its growth slump.

The positive US-Japan tariff agreement should also help mitigate the shock to Japan's economy
and inflation. If a soft landing for the US economy comes to look more plausible and Japanese
firms' earnings and capex remain upbeat through Oct-Dec, we think this would further increase
the BOJ's conviction about its next rate hike.

Governor Ueda's press conference: Expect hawkish message despite ongoing
uncertainty

We focus at today's press conference on whether BOJ Governor Kazuo Ueda emphasizes the
lessening of uncertainty driven by progress with tariff negotiations (including the US-Japan deal)
or the remaining uncertainty about tariffs' impact.

However, as noted, we think the press conference will project a more hawkish impression given
the growing likelihood of a limited impact from tariffs and the risk that food prices could continue
to rise. On the inflation front, we focus on Mr. Ueda's views about the impact on underlying
inflation from broader-based hikes to food prices to pass through higher costs.

Main Contents of Outlook Report

@ Baseline Scenario of the Outlook for Economic Activity
Jul 2025 Japan's economic growth is likely to moderate, as trade and other policies in each jurisdiction lead to a slowdown in overseas
economies and to a decline in domestic corporate profits and other factors, although factors such as accommodative financial
conditions are expected to provide support. Thereafter, Japan's economic growth rate is likely to rise, with overseas economies
returning to a moderate growth path.

(Apr 2025) Japan's economic growth is likely to moderate, as trade and other policies in each jurisdiction lead to a slowdown in overseas
economies and to a decline in domestic corporate profits and other factors, although factors such as accommodative financial
conditions are expected to provide support. Thereafter, Japan's economic growth rate is likely to rise, with overseas economies
returning to a moderate growth path.

<Risk balance>
Jul 2025 Risks to economic activity are skewed to the downside for fiscal 2025 and 2026.
(Apr 2025) Risks to economic activity are skewed to the downside for fiscal 2025 and 2026.

@ Baseline Scenario of the Outlook for Prices
Jul 2025 Underlying CPI inflation is likely to be sluggish, mainly due to the deceleration in the economy. Thereafter, however, underlying CPI
inflation is expected to increase gradually, since it is projected that a sense of labor shortage will grow as the economic growth rate
rises, and that medium- to long-term inflation expectations will rise. In the second half of the projection period, underlying CPI inflation
is likely to be at a level that is generally consistent with the price stability target.

(Apr 2025) Underlying CPI inflation is likely to be sluggish, mainly due to the deceleration in the economy. Thereafter, however, underlying CPI
inflation is expected to increase gradually, since it is projected that a sense of labor shortage will grow as the economic growth rate
rises, and that medium- to long-term inflation expectations will rise. In the second half of the projection period, underlying CP!I inflation
is likely to be at a level that is generally consistent with the price stability target.

<Risk balance>
Jul 2025 Risks to prices are generally balanced.
(Apr 2025) Risks to prices are also skewed to the downside for fiscal 2025 and 2026.
@ Conduct of Monetary Policy
Jul 2025 Given that real interest rates are at significantly low levels, if the aforementioned outlook for economic activity and prices will be
realized, the Bank, in accordance with improvement in economic activity and prices, will continue to raise the policy interest rate and
adjust the degree of monetary accommodation.
(Apr 2025) Given that real interest rates are at significantly low levels, if the aforementioned outlook for economic activity and prices will be

realized, the Bank, in accordance with improvement in economic activity and prices, will continue to raise the policy interest rate and
adjust the degree of monetary accommodation.

Source: BOJ; compiled by Daiwa.
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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.

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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