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March MPM focus: Risk assessment based on Middle East tensions, shifts in
rate-hike momentum

Escalating tensions in the Middle East have prompted the Bank of Japan (BOJ) to assess the
two-way risks to underlying inflation. It is weighing a downside scenario in which higher oil prices
erode real purchasing power and weigh on the economy, dragging down underlying inflation, and
an upside scenario in which rising oil prices push up inflation expectations and drive a sustained
rise in prices.

The key question for markets heading into the March Monetary Policy Meeting (MPM) was
therefore whether the BOJ would emphasize one or other risk scenario or continue to describe
upside and downside risks as balanced.

Meanwhile, internal BOJ discussions since the start of the year have gradually moved closer to a
next rate hike. At the previous January meeting, board member Hajime Takata proposed raising
the policy rate to 1%. In a 13 February speech, board member Naoki Tamura stated that "it is
quite possible that, as early as this spring, the price stability target of 2 percent can be judged to
have been achieved” if the BOJ gains a high degree of certainty about wage growth from the
2026 spring labor negotiations.

The BOJ has thus been laying the groundwork for rate hikes since the beginning of the year.
However, a key question for the March meeting was whether the emergence of fresh uncertainty
from the Middle East had affected the impetus for rate hikes.

Middle East tensions: Two-way risks in focus

The BOJ decided by an 8-1 majority to keep monetary policy unchanged at its 18—-19 March
MPM, as at the previous meeting. The meeting statement showed no major changes to the BOJ’s
baseline scenario, but noted that "in the wake of increased tension over the situation in the Middle
East, global financial and capital markets have been volatile and crude oil prices have risen
significantly," flagging that "future developments warrant attention."

On the price outlook, the BOJ noted that the rate of CPI increase "is then expected to come under
upward pressure, affected by the recent rise in crude oil prices," while retaining the language that
underlying CPI inflation is expected to increase gradually and, "in the second half of the projection
period of the January 2026 Outlook for Economic Activity and Prices (Outlook Report), be at a
level that is generally consistent with the price stability target." In other words, the BOJ’s
economic and price outlook is largely unchanged, and its basic position remains that it will
continue to raise interest rates if the economy and prices trend in line with its projections.

Important disclosures, including any required research certifications, are provided on the last page of this report.



Daiwa’s Economic View 19 March 2026

Daiwa

Securities

At the same time, the statement noted that "attention should also be paid to the impact of the rise
in crude oil prices on the outlook for underlying CPI inflation," and added "the future course of the
situation in the Middle East as well as developments in crude oil prices" as risk factors, signaling
its vigilance about Middle East tensions. The statement did not, however, give a read on how it
thinks the Middle East situation affects the balance of risks. We think the BOJ likely views risks as
broadly balanced at this point given the limited information available.

In short, we think the BOJ is essentially in watch-and-wait mode: while uncertainty is extremely
high, the lack of quantitative or qualitative information means that it has no choice but to stick with
its existing baseline scenario. However, as per Fed Chair Jerome Powell’s statement after the
March FOMC that the Fed will “learn a lot” by the next meeting, the BOJ will also have
accumulated considerable information through data releases and interviews by the time of the
April MPM. We will be watching BOJ communications closely to assess whether it is beginning to
put greater emphasis on upside or downside risks.

Current Assessment and Baseline Outlook for Japanese Economy and Prices (Mar 2026 BOJ MPM)

Current conditions Red lettering indicates corrections and additions = indicates status of revisions from previous meeting
Japan's economy Has recovered moderately, although some weakness has been seen in part. = Unchanged
Oversea.s Have grown moderately on the whole, although some weakness has been seen in part, reflecting trade and other policies in each
economies

Export/ Industrial
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jurisdiction. = Unchanged

Have continued to be more or less flat as a trend. = Removed wording on tariff impact

Has been on a moderate increasing trend. = Unchanged

Have remained at high levels on the whole, although downward effects due to tariffs have been seen in manufacturing.

= Unchanged

Has been resilient against the background of an improvement in the employment and income situation, although it has been
affected by price rises. =Unchanged

Has continued to be more or less flat. = Unchanged

Has been on a declining trend. = Unchanged

Have been accommodative. =~ = Unchanged

With moves to pass on wage increases to selling prices continuing, the yl/y rate of increase in the consumer price index (CPI, all
items less fresh food) had been above 2%, partly due to the effects of the rise in food prices, such as rice prices; however, the rate
of increase has recently fallen to around 2% due to factors such as the effects of the government's measures to reduce the
household burden of higher energy prices. Inflation expectations have risen moderately.

= Assessment of prices has been revised to reflect the current situation, while inflation expectations remain unchanged

Outlook

Japan's economy

Prices

Japan's economy is likely to continue growing moderately, with overseas economies returning to a growth path, and as a virtuous
cycle from income to spending gradually intensifies, supported by factors such as the government's economic measures and
accommodative financial conditions, while the economy is projected to be affected by trade and other policies
in each jurisdiction. However, in the wake of increased tension over the situation in the Middle East, global financial and
capital markets have been volatile and crude oil prices have risen significantly; future developments warrant attention.

The yly rate of increase in the CP! (all items less fresh food) is likely to temporarily decelerate to a level below 2%, with the waning
of the effects of the rise in food prices, such as rice prices, and partly due to the effects of government measures to address rising
prices. The rate of increase is then expected to come under upward pressure, affected by the recent rise in crude oil prices.
Meanwhile, the mechanism in which wages and prices rise moderately in interaction with each other is likely to be maintained.
Thereafter, it is projected that a sense of labor shortage will grow as the economy continues to improve and that medium- to long-
term inflation expectations will rise. In this situation, underlying CP! inflation is expected to increase gradually and, in the second
half of the projection period of the January 2026 Outlook for Economic Activity and Prices (Outlook Report), be at a level that is
generally consistent with the price stability target. Attention should also be paid to the impact of the rise in crude oil prices
on the outlook for underlying CPI inflation.

Risk factors

Risks to the outlook include the future course of the situation in the Middle East as well as developments in crude oil prices,
developments in overseas economic activity and prices under the impact of trade and other policies in each jurisdiction, wage-
and price-setting behavior of firms, and developments in financial and foreign exchange markets, and it is necessary to pay due
attention to the impact of these risks on Japan's economic activity and prices.

Source: BOJ; compiled by Daiwa.
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Rate-hike momentum within the BOJ

In view of the above positions expressed by BOJ executives, the next point of focus is what the
actions and statements of individual policy board members say about the momentum for rate
hikes.

Mr. Takata, seen as the most hawkish member of the board, opposed the BOJ’s description of the
inflation outlook and again proposed raising the policy rate to 1% on the grounds that "risks to
prices in Japan were skewed to the upside due to the second-round effects of price rises
stemming from overseas developments," despite escalating Middle East tensions. The proposal
was voted down. Mr. Tamura did not propose a rate hike this time, but he opposed the description
of the inflation outlook, considering that "underlying CPI inflation was likely to be at a level that
was generally consistent with the price stability target from the beginning of fiscal 2026."

The fact that Takata and Tamura maintain their hawkish views of inflation and continue to push for
rate hikes despite rising external uncertainty suggests that the impetus for rate hikes within the
BOJ remains at least unchanged. What matters more, however, is not the stance of individual
members but whether the overall policy board’s appetite for rate hikes has shifted.

The Summary of Opinions from the March meeting (due 30 Mar) will be an important gauge of
how many board members continue to favor rate hikes, and will offer valuable clues to future
policy decisions. We would also note that Minister of State for Economic and Fiscal Policy Minoru
Kiuchi, who serves as an adviser to the caucus for responsible proactive fiscal policy, attended
the meeting. With government pressure on the BOJ increasing, the stance it expressed at the
meeting and the tone of its comments are also worth watching.

Press conference focus: risk balance, maintaining rate-hike expectations

18 March marked the day when many employers responded to union demands in the spring wage
negotiations. A string of companies acceded in full to unions’ demands, making it more likely that
2026 wages will rise by a similarly high level to 2025. This confirms continued progress toward
achieving the feedback loop the BOJ views as key, in which "wages and prices rise moderately in
interaction with each other." We expect today’s press conference to affirm that economic and
price developments have been broadly in line with expectations.

However, we doubt that the BOJ has been able as yet to fully assess the economic and inflation
impact from the new uncertainty created by the Middle East situation. It is therefore unlikely to
provide a clear directional steer on the balance of risks at this point.

We therefore think the BOJ will emphasize a neutral stance at the press conference, citing two-
way risks in light of the Middle East situation to preserve its flexibility to respond to changing
conditions. If the BOJ were to overemphasize downside risks or a watch-and-wait posture,
markets could interpret this as telegraphing a more cautious monetary policy stance, triggering
yen weakness and ultimately constraining the BOJ’s freedom to implement policy. The press
conference requires careful communication that does not inadvertently roll back rate-hike
expectations.

We also expect questions at the press conference about checkpoints (specific data) for future
policy decisions. We expect the BOJ to explain that it will assess corporate behavior and the
initial impact through upcoming interviews, including the Tankan survey and the branch managers
meeting report, thereby leaving scope for a policy decision at the April MPM.

)

April MPM as major inflection point

The BOJ is at the stage of assessing how the Middle East situation will unfold and its impact on
the economy and prices. The Tankan survey (due 1 Apr) and the branch managers’ meeting
report (due 6 Apr) will be particularly important in gauging the impact on the corporate sector.

The April MPM will also bring the release of a new Outlook Report, with the projection period
extended by one year to FY28. We will be watching for revisions to the BOJ’s economic and price
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forecasts in light of the Middle East situation and for its FY28 inflation projection. In the event of
significant market turbulence heading into the April MPM, the language on the timing of achieving
the price stability target will also be a key focus.

At the April 2025 MPM, when concerns over US tariff policy were mounting, the BOJ retained the
language stating that its target would be achieved in the second half of the projection period,
effectively implying that the timeline had been pushed back. The upcoming April MPM thus marks
the point where the BOJ will reassess its economic and price scenario from a longer-term
perspective, and according to BOJ sources quoted by Bloomberg, whether to revise its scenario
could also become a focal point.

At this point, we expect the BOJ to maintain its rate-hiking path but think it views the April MPM as
a critical decision point given heightened uncertainty. To gauge the BOJ’s stance on the Middle
East situation, we would watch (1) the impetus for rate hikes among board members revealed by
the Summary of Opinions from the March meeting (due 30 Mah), (2) evidence of the impact
mainly on the corporate sector in the Tankan and branch managers’ meeting report, and (3) BOJ
communications ahead of the April MPM, including speeches and media reports citing BOJ
sources.
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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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