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December rate-hike argument
» Building momentum for Oct rate hike; want to maintain balanced

perspective by deliberately examining benefits of waiting until Dec
» While Dec argument has at least five benefits, none are decisive in this

case

> High likelihood of additional rate hike (to 0.75%) decided at Oct MPM
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The BOJ’s Tankan survey (Sep) was released at 8:50 a.m. on 1 October. Of course, the Tankan
survey is always important, but even more so with the BOJ currently pausing interest rate hikes
due to concerns about downside risks. The Bank has also repeatedly stated that the Tankan
survey is a key indicator for resuming rate hikes. As such, the September survey is particularly
important.

€ Summary of Opinions at 18-19 Sep MPM (30 Sep 2025)
An examination of the Tankan (Short-Term Economic Survey of Enterprises in Japan) and anecdotal information
from firms is required to determine whether firms have maintained their active business stance.

On 16 September we released a report presenting our outlook for the September BOJ Tankan
survey. Following the US/Japan tariff agreement, we anticipated an improvement in the business
conditions of large manufacturers and we expected capex plans to remain at high levels. We
expect solid corporate performance confirmed by the data to further increase momentum for a
BOJ rate hike in October.

At this juncture, the current rate hike probabilities factored in by the OIS market are 67% for the
October Monetary Policy Meeting (MPM), 12% for the December MPM (cumulative 79%), and
24% for the January 2026 MPM (cumulative 103%). It is highly likely that an additional rate hike
will be implemented at the October MPM, provided that solid data is confirmed and the high
probability of rate hikes persists, from the perspective of avoiding a dovish surprise (we expect
rate hike in Oct). On 30 September, a speech by BOJ Deputy Governor Ryozo Himino, slated for
21 October, was added to the Bank’s schedule of speeches. This means that a total of three
speeches/press conferences by the BOJ Governor and deputy governors will take place before
the October MPM. As such, the BOJ is fully prepared to enhance communication ahead of a
possible rate hike.

Reviewing benefits of waiting until December

That said, under these circumstances, it is important to deliberately set aside the October
argument and re-examine the benefits of waiting until December, in order to maintain a balanced
perspective. So, what could be the benefits of waiting until December?

(1) The biggest benefit to come from waiting until the December MPM is that the BOJ would
have one more opportunity to review a Tankan survey before making a rate hike decision.
The BOJ’s December Tankan survey is scheduled to be released on 15 December, with the
full survey results scheduled for release on the 16 December. This Tankan schedule was
designed to come out just before the December MPM scheduled for 18-19 December. As
such, if there are any remaining concerns from the September survey (released on 1 Oct),
the benefits of waiting until the December MPM, when the December survey can be
confirmed, may become more apparent.
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(2) The BOJ can also check the first and second preliminary estimates for the Jul-Sep GDP. If
the September Tankan survey or information from hearings is weak, the benefit of confirming
the Jul-Sep GDP would become more significant.

(3) This would allow the BOJ to take more time to confirm the situation surrounding domestic
politics.

(4) Likelihood of avoiding any overlap with the Fed'’s rate cuts increases. The probability of a rate
cut at the December FOMC meeting, currently priced into the OIS market, is around 37%.
This means there is a 63% chance of avoiding an overlap (Japan rate hike at same time as
Fed rate cut). Moreover, the December FOMC meeting is scheduled for 9-10 December,
meaning it is more than a week apart from the BOJ’s MPM.

(5) If the release of September US employment statistics is postponed due to a US government
shutdown, the BOJ will have time to wait for the data to be released.

In this manner, the above five benefits can be taken into consideration for making a rate hike in
December. Taking these points into consideration, it is also true that December is not such a bad
option that it should be completely ruled out.

Cost vs benefits

That said, while acknowledging the existence of the above benefits, we believe there is no need
for the BOJ to wait until December. For example, point (3) (domestic political conditions seen as
leaning toward fiscal expansion (mitigating downside risks)) and point (4) (Fed rate cut for risk
management further enhancing likelihood of a soft landing for the US economy) are unlikely to be
decisive factors constraining the BOJ from hiking rates in this case (see our 24 Sep Daiwa’s View
“Will overlapping Fed and BOJ meetings and domestic political situation constrain rate hike by
BOJ?").

Also, as for point (5), the risk of delayed release of jobs report due to a US government shutdown
could also prompt the Fed, which is currently highly vigilant about downside risks to the labor
market, to cut rates in October. Here, downside risks to the US economy are likely to ease. If that
is the case, it is unlikely to be a decisive factor causing the BOJ to hold off on hiking rates in
October.

Ultimately, if we believe that Fed rate cuts will sufficiently address downside risks for the US
economy, the key factors for the BOJ (which is currently pausing rate hikes out of strong concern
about downside risks for Japan/US economies) would become (1) and (2), both of which are
domestic economic factors. Therefore, if the 1 October Tankan survey further “clears the fog,” the
benefits of waiting to hike rates would diminish, while the costs of waiting would steadily increase.
From a cost-benefit perspective, the likelihood of an October rate hike would increase.

Instincts

The difference in timing between an October and a December rate hike holds little significance
from a macroeconomic analysis perspective. One reason why our economists disclose their BOJ
rate hike forecasts on a quarterly basis, such as Oct-Dec, is that they do not find any significance
in terms of economic analysis in these slight differences in timing. The BOJ has already
effectively signaled an interest rate hike for the period through January 2026. Furthermore, we
think the economic analysis (= whether economy/prices on track) required for the decision to raise
rates from 0.5% to 0.75% has been completed for the most part. If that is the case, the skill
required for predicting the final, specific timing for rate hikes is the ability to assess the costs and
benefits of waiting. Or in other words, good risk management instincts (fundamentally different
from economic analysis skills).


https://drp.daiwa.co.jp/rp-daiwa/member/report/reportFile.do?research_id=1558373&report_type=html
https://drp.daiwa.co.jp/rp-daiwa/member/report/reportFile.do?research_id=1558373&report_type=html
https://drp.daiwa.co.jp/rp-daiwa/member/report/reportFile.do?research_id=1558373&report_type=html

Daiwa’s View: 1 October 2025

Daiwa

Securities

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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Memberships: Japan Securities Dealers Association, The Financial Futures Association of Japan, Japan Investment Advisers Association, Type II Financial
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