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BOJ likely to hike rates within this year

> Yen pushed up to USD/JPY 150 level as BOJ decision to maintain
Ryoma Kawahara

status quo disappoints markets 81-3-5555-8777
ryoma.kawahara@daiwa.co.jp

» This yen depreciation now biggest force for moving forward timing

of interest rate hike within this year
» BOJ Governor Ueda’s press conference left dovish impression, but Kento Minami ﬁ
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our forecast for rate hike in Oct-Dec remains unchanged kento.minami@daiwa.co.jp 2
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At its 31 July Monetary Policy Meeting, the BOJ left its policy interest rate unchanged at 0.5% and
significantly revised upward its price outlook for FY25 to 2.7%. However, the content of this
meeting was largely in step with the speech delivered by BOJ Deputy Governor Shinichi Uchida
on 23 July. As such, there were few surprises.

Daiwa Securities Co. Ltd.

During his post-meeting press conference, BOJ Governor Kazuo Ueda praised the US/Japan
tariff agreement as a “big step forward,” which was in line with comments in Uchida’s speech.
Ueda recognized that uncertainty has decreased and the likelihood of achieving price targets has
increased as a result of the US/Japan tariff agreement. This too fell in line with Uchida’s speech.
This recognition also was reflected in the July Outlook Report with the previous expression
“extremely high uncertainties” softened to simply “high uncertainties.” The upward revision for the
FY25 price forecast and changes for the balance of risks to prices were also as reported prior to
the meeting.

One noteworthy point is that despite the 2.7% price forecast for FY25 exceeding the expectations
of many market participants, Ueda dismissed that rate as a temporary factor. The rise in food
prices, particularly rice, was clearly reflected in the 2.7% forecast and Ueda said, “This upward
revision alone will not impact our monetary policy decisions.”
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The market perceived that statement as dovish. During his 23 July speech, Uchida indicated that,
“Consumer prices have risen by more than what the Bank or market participants had expected”
and he noted that changes in corporate price-setting behavior are spreading to related fields such
as restaurants. As such, the market had been increasingly expecting a risk management-oriented
interest rate hike to address the risk of sustained price increases. Given that the possibility of
preventive policy changes to avoid falling behind the curve had been recognized, Ueda’s cautious
stance was disappointing.

As a result, yen selling accelerated on the foreign exchange market with the yen depreciating to
the USD/JPY 150 level. This could be more than just a temporary reaction. The yen clearly
depreciated beyond the upper USD/JPY 148 range, which had served as the upper end of its
trading range since February 2025, while also breaking above its 200-day moving average.
Technically speaking, there is a strong possibility for a trend reversal due to the USD/JPY
breaking out of its range.

Another concern is the unwinding of yen long positions accumulated since February 2025. These
positions were entered at a stronger yen level than the current level and, considering the negative
carry due to the US/Japan interest rate gap, the break-even point could be at an even stronger
yen level. There is a risk that the unwinding of positions in response to the BOJ’s decision will
become a self-fulfilling prophecy, leading to further yen depreciation.

Ironically, this yen depreciation may prompt the BOJ to move forward the timing for its next
interest rate hike. This is because the BOJ will be forced to take early policy measures due to
rising import prices and higher profits for exporters. The possibility of an interest rate hike within
this year had already been high following the US/Japan tariff agreement, but the possibility of
bringing a rate hike forward from December to October has also become more realistic.

US-side factors are also important to consider. At the recent FOMC meeting, Fed Chairman
Jerome Powell maintained his cautious stance on interest rate cuts and market expectations for
interest rate cuts were revised downward from 1.8 times to 1.3 times this year. If the US
employment statistics due out on 1 August are solid, expectations for a rate cut will recede even
further and upward pressure on the USD/JPY may strengthen further. Given that forecasts among
FOMC members are currently split between zero and two rate cuts this year, there is considerable
room for significant fluctuations depending on the data.

Even though the tone of Ueda’s press conference was relatively dovish, the resulting yen
depreciation could paradoxically serve as a catalyst for the Bank to raise interest rates sooner
than expected. Market attention will now focus on the 1 August US employment statistics and
subsequent currency movements. The yen depreciation pressure unintentionally created by the
BOJ may end up constraining its own policy decisions.

(Kawahara)

Ueda’s press conference: BOJ seems to be aware of upside risks
despite dovish impression (Minami)

Following the 30-31 July Monetary Policy Meeting, Ueda held his regular press conference. He
described the US/Japan tariff agreement as a “big step forward” and said that “uncertainties have
receded,” but he also expressed the view that, “Uncertainty surrounding each country’s trade
policy remains high.” This view is consistent with that in the July Outlook Report.

On top of that, Ueda expressed the view that rising food prices are temporary. Here he said,
“What's happening in Japan now is that a considerable portion of higher prices is driven by supply
factors.” He did not mention risks described in the Outlook Report as, “It is possible that the price
rises will persist for longer than expected, depending on firms’ wage- and price-setting behavior.”
Here, Ueda said, “This upward revision alone will not impact our monetary policy decisions.”


https://drp.daiwa.co.jp/rp-daiwa/member/report/reportFile.do?research_id=1449658&report_type=html
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We believe that the risk of continued food price increases becoming apparent and impacting
underlying inflation is reasonably high. Furthermore, the fact that upside risks were not stressed
made the press conference seem more dovish compared to our expectations.

However, Ueda’s view was limited to simply stating the basic scenario of, “The impact of rising
food prices, such as rice, will subside.” Actually, as stated for the first time in the Outlook Report,
the BOJ also recognizes the risk that food prices could continue to rise. Meanwhile, rising food
prices pose a two-way risk, acting as a downward factor that suppresses consumption and cools
the economy, while also acting as an upward factor that impacts companies’ wage and price-
setting behaviors and inflation expectations.

That said, there is a strong likelihood that consumers are beginning to accept price increases to a
certain extent and rising food prices are likely to pose upside risks for underlying inflation. In
addition to the above-mentioned exchange rate trends, food price trends could be one reason to
adjust future policy interest rates earlier rather than later.

According to the BOJ’s analysis in its January 2022 Outlook Report, 10% yen depreciation would
have an impact of around 1% on core CPI after a certain time lag. Furthermore, the impact on
CPI could be even greater when considering the possibility of “Exchange rate fluctuations having
a greater impact on prices than in the past as companies become more aggressive in their wage-
and price-setting behaviors.”

Breakdown of Contributions to Headline CPI Impact of 10% Yen Depreciation on CPI (Jan 2022 Outlook
%) Repory . N .
5 1. Estimation Period: 2. Estimation Period:
1995/Q1-2019/Q4 2005/Q1-2019/Q4
4 4 impact on level, % impact on level, % 4
s 90 percent 90 percent
, 3 1 confidence intervals confidence intervals | 3
1 2 J ==Estimates = Estimates L D
0
1 - 1
1 /_—
2 0 e 0
13 14 15 16 17 18 19 20 21 22 23 24 25
-1 I T T T T N I T T R S T -1
mmm Other services =1 Other goods mm Accommodation
mmm Food (excl. fresh food) E==Fresh food —Energy Oqugrte%s 3456738 Oqu;rte?_s 345678

—CPI Source: Reprinted from BOJ materials.

Source: Ministry of Internal Affairs and Communications; compiled by Daiwa.

Key points to consider when assessing tariff impacts

In determining future interest rate hikes, the key factors to watch in terms of the real economy are
(1) Outcome of tariff negotiations between US/China, others and (2) Domestic/international
economic trends taking into account tariffs. Ueda also said during his press conference, “I would
like to see what kind of impact this will have on (Japanese) exports and production, US
employment, and other hard data.”

Ueda stated, “We expect some negative impacts to occur in the second half of the year.” As for
that assessment period, he indicated the importance of a data-driven approach and said, “At this
point, nothing definitive can be said. We will carefully monitor the situation without making any
assumptions.” However, positive factors for the Japanese economy are now increasing.

The first positive factor is the “big step forward” represented by the US/Japan tariff agreement,
coupled with the US/EU and US/South Korea tariff agreements, which were finalized at the same
level as the US/Japan agreement. This clearly mitigates the shock to the global economy caused
by tariffs, which is a positive development. The second positive factor is that, as stated in the
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Outlook Report, fiscal expansion centered on the US and Europe is likely to support the global
economy and mitigate the impact of any tariff shocks. In addition, Japan’s own expansionary
fiscal policy is increasingly likely to underpin the Japanese economy.

These growing expectation for a soft landing globally is also expected to contribute to the
resilience of the Japanese economy. Based on these points, the impact of the recent tariff policy
on the Japanese economy is likely to be limited to, “The mechanism whereby wages and prices
positively influence each other will continue unabated.”

As mentioned earlier, amid growing risks of upward pressure on prices, expectations for a soft
landing for the US economy are rising and, if Japan’s exports, production, capex, and corporate
earnings remain strong during the Oct-Dec quarter, the BOJ will become even more confident
about raising interest rates. There is no change to our outlook that the Bank’s next interest rate
hike will occur during the Oct-Dec quarter.

(Minami)

€ Jul Outlook Report (31 Jul 2025)
Baseline Scenario of the Outlook for Prices

The effects of the recent rise in food prices, such as rice prices, are expected to wane.
Risks to Prices

(Regarding food prices, such as rice prices), 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. Since consumers purchase food items on a frequent
basis, if the price rises persist, attention is warranted on the possibility that this may induce second-round effects on
underlying CPI inflation through changes in household sentiment and inflation expectations.
With firms' behavior shifting more toward raising wages and prices recently, exchange rate developments are, compared to
the past, more likely to affect prices.

Risks to Economic Activity

o There have been positive developments in trade and other policies, such as negotiations between Japan and the United
States resulting in an agreement. That said, high uncertainties remain regarding negotiations between jurisdictions and the
impact of trade and other policies on economic activity and prices at home and abroad.
Attention needs to be paid to the possibility that developments such as recent moves toward fiscal expansion, particularly
in the United States and Europe, could push up the global economy.
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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.
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