Japan Fixed Income

Daiwa’s Economic View

Apr-Jun GDP: Economy still resilient despite

lingering uncertainties

» Japan's economy showed no impact from Trump's tariffs in Apr-Jun
2025, but be aware some may emerge from Jul-Sep 2025

» We forecast real GDP growth of +0.0% q/q (+0.2% annualized) for
Jul-Sep 2025
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The first preliminary real GDP estimate for Apr-Jun 2025, released on 15 August, showed a q/q
increase of +0.3% (+1.0% annualized), surpassing market expectations of +0.1% (+0.4%
annualized) and marking the fifth consecutive quarter of growth. By component, capex exceeded
expectations, while both personal consumption and exports also increased. However, inventory
changes, which had surged in the previous quarter, decreased. As a result, domestic demand
contributed -0.1% to overall growth. Excluding inventory changes, both domestic and external

demand remained strong.

There were concerns that Trump's tariffs would hurt capex and export volume in Apr-Jun, but their
effects have been limited thus far. We attribute this to companies, particularly in the automotive
sector, mitigating the negative impacts on export volume by reducing export prices.

Although the US-Japan tariff agreement on 23 July eased some uncertainties, tariffs are still
higher than they were, and we still see the potential for tariffs to impact the real economy from

Jul-Sep.

We currently forecast real GDP growth of +0.0% q/q (+0.2% annualized) for Jul-Sep 2025.
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Personal consumption: Gradually recovering, but high prices and reduced
working hours weigh on growth

Real private final consumption expenditure in Apr-Jun increased +0.2% q/q (same as Jan-Mar),
with durable goods consumption contributing positively. The private final consumption expenditure
deflator did not change q/q (compared to +1.6% in Jan-Mar), and this supported personal
consumption.

However, non-durable goods consumption continued to decline, by -0.5% qg/q (same as in Jan-
Mar), with rising food prices still dampening personal consumption. Service consumption
remained flat g/q (vs. +0.4% in Jan-Mar), while durable goods consumption increased by a robust
+2.6% q/q (vs. -1.0% in Jan-Mar), driven by higher automobile sales volume.

Looking ahead, and assuming inflationary pressures ease, we expect consumption to follow a
gradual recovery path. However, persistent increases in food prices and slower-than-expected
wage growth are factors that could slow the pace of recovery in FY25.

Nominal employee compensation only grew +1.3% y/y in Apr-Jun 2025, below the +1.8%
increase in Apr-dJun 2024. Monthly Labour Survey also indicate that wage growth is
underperforming expectations on reduced working hours, and this is likely to delay a turn to
positive real wage growth. Consequently, we expect personal consumption to continue its gradual
recovery, but still at a subdued pace.

Levels of Real Household Consumption by Type Forecasts for Real Wages
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Note: Actual figures based on data continuously collected from same establishments.

External demand: Exports strong in Apr-Jun, but look for downward pressure
from Jul-Sep

Real goods exports increased by 2.0% qg/q (+0.7% in Jan-Mar), as companies, particularly in the
automotive sector, reduced export prices to mitigate the Trump tariffs and support export volumes
to the US. By region, goods exports to the EU, NIEs, and ASEAN saw growth, while service
export growth also turned positive, rising 2.2% qg/q (vs. -3.2% in Jan-Mar), leading to growth in
overall export of 2.0% q/q (vs. -0.3% in Jan-Mar). However, due to the reduction in export prices,
nominal exports declined 0.8% qg/q.

Meanwhile, overall imports rose by 0.6% q/q (vs. +2.9% in Jan-Mar), with a decline in services
more than offset by an increase in goods. Thus, both exports and imports grew in Apr-Jun, but
exports contributed more. As a result, external demand contributed +0.3% to overall growth.

The export numbers for Apr-Jun do not show any clear impact from the Trump tariffs. However,
media reports suggest that the combined FY25 earnings forecast for the seven major automakers
will decline by approximately Y2.6tn, possibly owing to future price pass-throughs. If companies
do start reflecting tariffs in their prices, it could reduce the price competitiveness of their export
goods and possibly dampen export volumes. Additionally, a weakening US economy would likely
put further pressure on Japan's exports.



Levels of Real Exports and Imports by Type
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Recurring Profit Plans in Motor Vehicles Sector (BOJ Tankan)
(Yly %)
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Capital investment: Trump tariffs may have more impact in the future, but we
expect capex to remain somewhat resilient

Real private sector capex in Apr-Jun grew by a somewhat respectable +1.3% q/q (vs. +1.0% in
Jan-Mar), driven by structural investments in response to labor shortages and for digital
transformation (DX), as well as by increased construction investment. While there were concerns
about the impact of Trump tariffs on capex, no such impacts were evident during the quarter.

However, we expect the impact on capex to intensify from Jul-Sep, via declines in exports,
production, and corporate earnings. Nonetheless, we expect such factors as increased structural
investment demand and backlogs of orders to provide enough support to keep capex reasonably
strong.

Level of Real Private Non-residential Investment Backlog for Machinery Orders
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Economic outlook: We forecast GDP growth of +0.0% qg/q (annualized +0.2%)
for Jul-Sep 2025

Although the US-Japan tariff agreement on 23 July eased some uncertainties, tariff costs are still

higher than they were. In Apr-Jun, companies, particularly in the automotive sector, mitigated the

impact on export volumes by reducing export prices, but we expect the effects of the Trump tariffs
to become more pronounced from Jul-Sep, and therefore look for greater downward pressure on

exports, production, and capex.

However, as we noted earlier, we expect capex to remain reasonably strong on support from
structural factors. While the pace of recovery in personal consumption is likely to slow, we expect
domestic demand to remain strong overall. Based on the above, we currently forecast GDP
growth of +0.0% (annualized +0.2%) for Jul-Sep 2025.
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GDP deflator: Suggests continued price increases

The BOJ primarily looks at unit labor cost (ULC) and unit profit (UP) to confirm whether wages
and prices are rising in tandem. The ULC is the labor cost per unit of value added produced, and
thus represents the labor expenses necessary for a company to create value. Likewise, UP refers
to the profit earned by a company per unit of value added, and thus measures a company's
profitability. For price increases to be sustained requires not only that wages rise but also that
corporate profits grow, hence balanced growth in both is essential.

In Apr-Jun 2025, the GDP deflator was +3.0% yly (vs. +3.3% in Jan-Mar), as both ULC and UP
increased. A closer look at ULC indicates that productivity improvements have been partially
offsetting the cost increases from rising wages for about a year. If, as we expect, real GDP
remains positive in Jul-Sep, it would mark the fifth consecutive quarter of wage increases
accompanied by productivity gains. This could support the BOJ's case for hiking rates.
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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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