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BOJ July MPM Summary of Opinions: Step closer to
rate hike within 2025

» BOJ's July Summary of Opinions strikes hawkish tone

» Many opinions on economic activity and prices optimistic, cite
upside risks

» More opinions on monetary policy conduct advocate early rate
hikes

» Hawkish Summary of Opinions vs. dovish governor's press
conference
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The Bank of Japan (BOJ) released the Summary of Opinions from its 30-31 July Monetary Policy
Meeting (MPM) on 8 August. At its July MPM, the BOJ revised up its inflation outlook and balance
of expected risks to reflect the "great progress" of the US-Japan tariff deal, which it expects to
lead to reduced uncertainty, and rising food prices. However, BOJ Governor Kazuo Ueda's
comment at the post-MPM press conference that rising food prices alone "are not enough to

affect monetary policy" was taken as dovish.

Our main focus in the Summary of Opinions from the July meeting was how rising food prices and
substantial progress with tariff negotiations affected Policy Board members' economic and
inflation forecasts and discussions about additional rate hikes. We note that board members'
views on risks to FY25 and FY26 inflation forecasts in the July Outlook for Economic Activity and
Prices report (Outlook Report) were broadly balanced, with three members concerned about

upside risks and three about downside risks.

Views on economy: Some optimism despite remaining uncertainty

The BOJ's view on the economy is that progress with tariff negotiations "will lead to reduced
uncertainty" and means that "the likelihood of [its] baseline scenario being realized has
increased". One member also commented that "Japan's economy is entering a phase where the
effects of front-loading of exports seen thus far will dissipate and the adverse effects of the tariffs
will be seen." The BOJ’s view that uncertainty remains high reflects its awareness that the full
impact of tariffs has yet to feed through. Governor Ueda also commented at his press conference
that he expects some negative impact from tariffs to emerge in the second half of the year.

In gauging tariffs’ impact on the Japanese economy, the BOJ's main focus is global (chiefly US)
economic trends. The Summary of Opinions notes the need to "determine to what extent inflation
in the U.S. economy rises due to tariffs or to what extent consumers reduce consumption under
rising inflation." Another key determinant of the outlook for the Japanese economy will be whether
the abrupt US labor market slowdown shown by recent employment data turns into a rapid

downturn.

While the impact of tariffs remains uncertain, many board members stated that they expect
above-forecast economic growth or are optimistic. These include the views that "the global
economy's capacity to absorb the impact of U.S. tariff policy is remarkable" and that "Europe, the
United States, and China and other emerging economies have all leaned toward accommodative
policies on both the fiscal and monetary fronts in the current phase due to a global sense of risk.
Against this backdrop, the global economy could be pushed up or experience inflationary

pressure, leading to higher-than-expected economic growth."

We would also highlight the opinion that "regarding wage hikes, while focusing closely on wage
revisions in the annual spring labor-management wage negotiations, attention is also warranted
on various other developments." This suggests that the BOJ is not rigidly committed to waiting for
the results of the spring labor negotiations and is instead looking at a variety of indicators of wage

hikes.

Important disclosures, including any required research certifications, are provided on the last page of this report.
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0 Opinions on Economic Developments in Summary of Opinions at Jul MPM (8 Aug 2025)

Agreement in tariff negotiations between Japan and the United States represents great progress and will lead to
reduced uncertainty regarding Japan's economy. These developments do not require the Bank to change the
baseline scenario from the previous Outlook for Economic Activity and Prices (Outlook Report); meanwhile, the
likelihood of this baseline scenario being realized has increased.

Regarding trade policies, attention is warranted on the fact that Japan's economy is entering a phase where the
effects of front-loading of exports seen thus far will dissipate and the adverse effects of the tariffs will be seen.

The basic elements of U.S. tariff policy have been settled. It will be necessary to analyze and conduct research from
various perspectives to determine to what extent inflation in the U.S. economy rises due to tariffs or to what extent
consumers reduce consumption under rising inflation.

The global economy's capacity to absorb the impact of U.S. tariff policy is remarkable. That said, it will take some
time to see if such optimism is justified.

While policies that have a negative impact on economic growth, tariffs in particular, were introduced first, the
situation has now changed. This can be seen, for example, in the agreement in tariff negotiations between Japan
and the United States and the passage of U.S. tax cut legislation.

As was the case during the pandemic, Europe, the United States, and China and other emerging economies have
all leaned toward accommodative policies on both the fiscal and monetary fronts in the current phase due to a global
sense of risk. Against this backdrop, the global economy could be pushed up or experience inflationary pressure,
leading to higher-than-expected economic growth.

Regarding wage hikes, while focusing closely on wage revisions in the annual spring labor-management wage
negotiations, attention is also warranted on various other developments. It is necessary to examine factors such as
the degree of increase in the minimum wage, winter bonuses reflecting corporate profits, and developments in the
improvement of wages through job changes.

Opinions on upside risks to inflation stand out

On the inflation front, policy board members’ opinions notably emphasize upside risks. These
include "temporary factors that push up prices tend to have a large impact [on the inflationary
norm]" and "it is necessary to pay due attention to whether fiscal policy decisions will lead to a
pushing up of prices."

Other opinions state that "underlying inflation appears to be around 2% recently, taking into
account estimation errors and other factors," and that "inflation expectations can be considered to
have reached around 2 percent." The BOJ's baseline view seems to be that underlying inflation
has yet to reach 2%, but some board members think that it has.

We would also note that the BOJ continues to forecast high food inflation given its view that "rice
prices will remain relatively high, and upward pressure will continue to be exerted on other food
prices due to the spread of cost pass-through”.

The BOJ's July Outlook Report forecast higher-than-expected inflation in FY25, partly reflecting
its expectation for broader-based cost pass-throughs in food. We think the fact that three policy
board members noted upside risks even to the BOJ's upwardly revised forecasts reflects a
hawkish view of inflation.

We also highlight the comment that "it is possible that perceived inflation will not decline" despite
expectations for the y/y uptrend in rice prices to slow. This suggests a growing risk that underlying
inflation may not pause as the BOJ's baseline scenario assumes.

0 Opinions on Prices in Summary of Opinions at Jul MPM (8 Aug 2025)

It is likely that rice prices will remain relatively high, and upward pressure will continue to be exerted on other food
prices due to the spread of cost pass-through. There is a risk that the effects of the recent extreme heat and water
shortages could either push up or push down prices through factors such as supply-side constraints on food, a
decline in demand for goods and services, and the impact on productivity.

Some research suggests that actual price levels could affect inflation expectations. In light of this, it is possible that
perceived inflation will not decline, even if the year-on-year rate of increase in rice prices decelerates. While
underlying inflation appears to be around 2 percent recently, taking into account estimation errors and other factors,
there are also downside risks to prices, and attention is therefore warranted on whether underlying inflation will
remain at this level.
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More recently, however, while the impact of factors that push down prices -- such as a decline in import prices --
tends not to become widespread, temporary factors that push up prices tend to have a large impact. Developments
that lie behind this change may include the following: increasing labor shortages, the changing mindset of firms and
consumers with regard to price and wage setting and to cost pass-through, and rising inflation expectations.

With inflation remaining significantly above 2 percent for more than three years, inflation expectations can be
considered to have reached around 2 percent, and there is concern as to whether they will rise further.

It is necessary to pay due attention to whether fiscal policy decisions will lead to a pushing up of prices.

More opinions on monetary policy conduct advocate early rate hikes

The above opinions on the economy and inflation suggest that more board members favor a
near-term rate hike. One opinion stated that (after the two to three months the BOJ thinks are
needed to assess the impact of US tariff policy) "if the U.S. economy is able to withstand the
impact to a greater extent than expected, the downward effects on Japan's economy are likely to
remain minimal," and that "in that case, it may be possible for the Bank to exit from its current
wait-and-see stance, perhaps as early as the end of this year." Another opinion states that "the
Bank needs to bear in mind that it should not become overly cautious and miss the opportunity to
raise the policy interest rate."

There is also an opinion saying that "the Bank should...make policy decisions when more data is
available" on US inflation, the labor market, and monetary policy. The Japanese version of the
Summary of Opinions specifically says "a little more data", suggesting that the BOJ may make a
policy decision by the end of 2025 at the latest.

We also think the conditions for a near-term rate hike are falling into place from a risk-
management perspective—which involves positioning monetary policy as neutrally as possible
relative to upside and downside risks—now that progress with tariff negotiations has reduced
downside risk, and upside risks to inflation are growing. One board member argued that "the
Bank is now at a phase where it needs to place more emphasis on the upside risks to
prices...[and has] likely...entered a stage where it should consider its communications with the
view that the price stability target will be achieved," in a clear signal that it thinks the situation has
changed versus April.

The Cabinet Office (an observer at the MPM) also presented the government's view that "due
attention is warranted on risks from factors such as the effects of continued price increases." This
suggests that the government also has no intention of opposing rate hikes.

Interpreting hawkish Summary of Opinions vs. governor's dovish press conference

The Summary of Opinions shows some board members expressing support for rate hikes.
However, as noted, Governor Kazuo Ueda's post-MPM press conference was taken as signaling
a dovish stance. We think the mixed message reflects (1) changes in the balance of opinions
among policy board members, and (2) the desire to foster market expectations for rate hikes.

In short, while the BOJ's leadership is imagining a scenario where underlying inflation moderates
as GDP growth slows, the balance of opinions among policy board members may be skewing
increasingly hawkish. This polarization of opinions among policy board members could lead to a
rapid decision to raise interest rates once uncertainty about tariffs eases.

With Governor Ueda's dovish press conference and weak US employment data having
dampened expectations for another rate hike within 2025, the BOJ may also have chosen to play
up board members' hawkish opinions to encourage the market to price in a rate hike. Whatever
its intentions were, our base case remains for a next hike within 2025.
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Opinions on Monetary Policy in Summary of Opinions at Jul 2025 MPM

Opinions on Monetary Policy

If its 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. In this
regard, considering that high uncertainties remain, it is important for the Bank to judge whether the outlook will be
realized, without any preconceptions.

Even with Japan and the United States reaching an agreement on tariffs, the baseline scenario remains unchanged,
namely that Japan's economic growth will moderate and the improvement in underlying CPI inflation will be sluggish

2 | temporarily, and high uncertainties remain regarding trade policies and their impact. Given this, the Bank should, at this
point, maintain accommodative financial conditions with the current interest rate level and thereby firmly support the
economy.

There is not yet sufficient data from each economy to determine precisely the impact of trade policies. Moreover, it is
possible that the direction of U.S. monetary policy and of foreign exchange rates could change significantly, depending on
developments in consumer prices and labor market conditions in the United States. The Bank should therefore make
policy decisions when more data is available.

At least two to three more months are needed to assess the impact of U.S. tariff policy. If the U.S. economy is able to
withstand the impact to a greater extent than expected, the downward effects on Japan's economy are likely to remain
minimal. In that case, it may be possible for the Bank to exit from its current wait-and-see stance, perhaps as early as the
end of this year.

Since it can be considered that Japan's policy interest rate is lower than the neutral rate, unlike in the United States and
Europe, the Bank should continue to raise the policy interest rate when possible. With the stock market reacting positively
to the agreement in tariff negotiations between Japan and the United States, the Bank needs to bear in mind that it
should not become overly cautious and miss the opportunity to raise the policy interest rate.

Since rapid policy interest rate hikes will inflict considerable damage on Japan's economy, it is important from a risk
management perspective for the Bank to raise the policy interest rate in a timely manner.

Future developments in inflation expectations are important when considering monetary policy conduct. Unlike in the past
phases, actual inflation and inflation expectations in the current phase have both continued to rise accompanied by

7 | increasing corporate profits and wages. A rise in the price of items such as food, including rice, and gasoline tends to push
up inflation expectations, since consumers are likely to be attentive to the actual price levels of these items and feel that
prices are increasing.

When underlying inflation is substantially below 2 percent, it is considered to have greater significance than actual inflation
8 | for the making of policy decisions. However, as underlying inflation approaches 2 percent, the significance of actual
inflation gradually increases.

The Bank is at a phase where it should shift the core of its communications regarding price developments from underlying
inflation to actual price developments and the outlook for prices, to the output gap, and to inflation expectations.

While it is difficult to pin it down with one particular indicator, underlying inflation is an important concept for central banks
when conducting monetary policy.

There has already been a shift away from the deflationary norm, and medium- to long-term inflation expectations have
been rising. In this regard, the second-round effects of price increases are more likely to emerge, and underlying inflation
has been rising. A sense of economic well-being among households has been pushed down by inflation, and the Bank is
now at a phase where it needs to place more emphasis on the upside risks to prices. Given this, it is likely that the Bank
has now entered a stage where it should consider its communications with the view that the price stability target will be
achieved.

Yields on 10-year Japanese government bonds (JGBs) have been at around 1.5 percent recently. Considering factors
such as developments in economic activity and prices, financial conditions have remained accommodative.
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Regarding the Bank's balance sheet, it is necessary to consider factors such as its optimal size and the path by which that
is to be achieved, from the perspective of avoiding interference with the Bank's guidance of the short-term interest rate.

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.
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