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December Tokyo CPI: Signs of disinflation are finally

emerging

» Weak results even after excluding the effects of government’s
inflation measures

» Signs of disinflation are emerging in food prices Kento Minami
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Results confirm disinflation

December core CPI (all items less fresh food) in the ward-area of Tokyo slowed from +2.8% for
November to +2.3% y/y, undershooting the market consensus (+2.5%). Core-core CPI (all items
excluding fresh food and energy) also slowed to +2.6% y/y (+2.8% for Nov).

» While goods prices appear to have peaked out, services inflation

Regarding the impact of the government's measures to address inflation, the absence of the
base effect from the electricity and gas fee support implemented last year, along with the gradual
expansion of gasoline subsidies from mid-November as a transitional step towards the abolition of
the provisional gasoline tax rate at year-end, pushed down the y/y growth rate of core CPI. In
total, these factors had a downward impact of approximately 0.35ppt in December compared to
November CPI (y/y). Even after excluding this effect, the results of December Tokyo CPI were
weak.

Core-core CPI (seasonally adjusted) was also flat m/m. By item, a decline in inflation rates was
confirmed across a wide range of categories, including food products like rice and chocolate,
goods such as clothes, footwear, furniture, and household items, as well as services related to
communication and culture/recreation.

At the press conference following the December Monetary Policy Meeting, BOJ Governor Kazuo
Ueda stated, “Several board members pointed to the possibility that the recent depreciation of the
yen could affect underlying inflation,” indicating a growing concern about the exchange rate.
However, the December Tokyo CPI has reinforced the BOJ’s view that the inflation rate will
moderate going forward, suggesting a reduced likelihood that upside risks will be highlighted in
the January Outlook for Economic Activity and Prices report.

Breakdown of Contributions to Core CPIl in Ward-area of Tokyo Impact of Inflation Measures on Tokyo CPI

(%) (%) m— Electricity charges Gas charges Water charges
50 07

Children daycare fees Gasoline subsidies' ~ ====Total of policy effects

06
05
04
03
02
04
00

04

02

03

04

0.5

C—Elimination of basic water fee C3School fees

===Program to mitigate fuel oil price fluctuation =3I Nationwide travel support program 0.6

FZFAProgram to mitigate fluctuation of electricity/gas bills =3 Energy (excl. gov't programs) 07

C—1Accommodation (excl. gov't programs) === Other services Apr-25 U5 0ct25 Jan-26 Apr-26 Juk26 Oct-26 Jan-27 Apr-27

mmm Other goods ——Core CPI (yly %) e . v o " : . o o
Source: Ministry of Internal Affairs and Communications (MIC); compiled by Daiwa. Source: MIC, various media reports; compiled by Daiwa.

Note: Base effects are included.
*Indicates the impact on gasoline prices since implementation of the “flat-rate fuel oil price
reduction measure” in late May 2025.
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The yly increase for food prices is likely to slow going forward

The yly increase for food excluding fresh food slowed to +6.2% (+6.5% for Nov). The y/y increase
for rice also declined to +34.7% (+37.9%), with its contribution to the overall index falling to
+0.25ppt (+0.28ppt). Furthermore, the y/y increase for processed food products slowed to +5.4%
(+5.7%), confirming that broad-based food inflation is subsiding.

By item, prices appear to be falling for a wide range of products, including chocolate, rice
crackers, cup noodles, and sweet red-bean bread. Fresh food also saw a sharp drop in prices,
with the y/y rate falling to -4.4% (+0.5% for Nov), in reaction to the large price hikes in December
2024.

Going forward, it is highly likely that y/y food price inflation will continue to decline due to several
factors: (1) Teikoku Databank's survey on food price hikes indicates that price pass-through for
food products is expected to calm down in 2026; (2) an increase in rice inventories makes it
highly probable that rice prices will follow a flat or slight downtrend; and (3) costs of raw materials,
including fresh food, are settling down.

That said, continued vigilance is warranted, as the recent yen depreciation could trigger another
wave of price pass-through with a time lag.
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Service inflation likely to continue

The yly increase for headline CPI (all items, less food [less alcoholic beverages] and energy)
slowed to +1.5% (+1.6% for Nov). This was due to a decline in both goods and services prices.
By item, lower price levels for women's long-sleeved sweaters and women's coats contributed to
the overall slowdown. In addition, mobile phone communication fees declined y/y in reaction to
price increases last year, and a drop in accommodation fees contributed to the decline in
communication and culture/recreation-related service prices. On the other hand, items such as
private rent, imputed rent for owner-occupied housing, fire/earthquake insurance premiums, and
mobile phone handsets contributed to the increase.

As a result, the y/y increase for general service prices slowed to +2.3% (+2.4% for Nov).
However, the growth rate of general service prices remains high, and we still think that
endogenous service inflation, driven by rising labor costs, is continuing and taking hold. Notably,
in the Tokyo area, the growth rate of private rent reached 2% y/y (+1.8% for Nov). While
nationwide spillover may still be some way off, the uptrend in rents—a high-weight component—
raises the probability of achieving a sustainable and stable 2% inflation rate.

In the 2026 spring labor/management wage negotiations, wage increases are likely to remain
high, similar to 2025. In addition, under the Takaichi administration, measures such as raising
medical service fees have been implemented. Accordingly, we expect services price inflation to
continue going forward.

Y/y Changes in Headline CPI (all items, less food and energy), Service Prices
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Inflation of goods (incl. food) has peaked; focus on price trends in early 2026

Also, in order to gauge the progress for passing on higher costs to prices, we looked at the
proportion of items with rising and falling prices. The proportion for items with rising prices in the
December core CPI decreased to 64.2% (66.5% for Nov). The proportion of items with price
increases was 76.1% for food excluding fresh food (79.5%), 55.8% for goods excluding food
(58.0%), and 61.4% for services excluding dining out (62.3% ). As such, all categories showed a
decline.

In terms of the number of items with rising and falling prices, the breadth of service price
increases remains solid, while price increases in food and other goods appear to be moderating.

Overall, the December Tokyo CPI results have reinforced the BOJ’s view that inflation will settle
down going forward. The key question will be whether this is merely a single-month move or
whether the disinflation trend becomes clearer as we move into early 2026. However, if yen
depreciation accelerates, another wave of price pass-through could arrive with a time lag. We
should pay particularly close attention to inflation and forex trends in Jan-Mar 2026.
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Percentage of Tokyo Items for Which Prices Rose/Fell (food
excl. fresh food)

100%

80%

60%

40%

20%

0%

23 24 25

m % of items where prices rose % of items where prices fell No change

Source: MIC; compiled by Daiwa.

Percentage of Tokyo Items for Which Prices Rose/Fell (services
excl. eating out)

100%
80%
60%
40%

20%

0%

22 23

24

25

m % of items where prices rose % of items where prices fell No change

Source: MIC; compiled by Daiwa.




Economic Commentary: 26 December 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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