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Daiwa’s View

Key points for press conference after June BOJ
meeting: Inflation expectation trends will determine
the future pace of rate hikes

» In response to upside price risks, the basis of policy decisions has
shifted from “certainty” to “risk balance

» Broadening of cost pass-through is confirmed in corporate goods
prices, with price pressures spreading to the midstream stage

» If 5-year ahead inflation expectations rise in Tankan, it could bring
forward the timing and shorten the intervals of rate hikes

BOJ's June MPM and materialization of upside price risks

12 June 2026

Daiwa

Securities

Kenji Yamamoto

81-3-5555-8784

kenji.yamamoto@daiwa.co.jp

Daiwa Securities Co. Ltd. ":l b

g,’
= e §)
B

-

At next week's June Monetary Policy Meeting (MPM), a hike in the policy interest rate to 1.0% is

considered a done deal. Financial conditions remain accommodative, and real interest rates are
still at low levels. On the price front, upside risks originating from the rise in oil-related prices are

intensifying.

The May Corporate Goods Price Index, released on the 10th of this week, showed that the rise in

crude oil and naphtha prices that occurred in April has begun to spill over into chemical and

plastic products. While April's price increases were mainly observed in the upstream stage, the
notable point in May was the spread of this impact to the midstream stage. The rise in naphtha
and basic chemical prices is being passed on to resin prices with a time lag, indicating that the

wave of cost increases is feeding through to downstream.

Import Price Index, Corporate Goods Price Index (CPGI), and CPI (goods)

(Yly %) ——CPI (goods)

1 ——CPGlI (8-month lead)

10 Import Price Index (12-month lead, right)

5 ,’/\

o O _a bl !

5 |

v

-10

02 04 06 08 10 12 14 16 18 20 22

it 77 Q\ﬁmﬁ/\ _____

Source: Ministry of Internal Affairs and Communications, BOJ; compiled by Daiwa.
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These movements suggest that price pass-through among companies is proceeding more rapidly
than before. In recent years, corporate price-setting behavior has changed in response to rising

raw material and labor costs, creating an environment where cost increases are more easily

reflected in sales prices. Given the price hikes at the import stage, it is unlikely that the upward
pressure on corporate goods prices will subside in the short term. It is possible that this pressure

will spread to an even wider range of items through synthetic resins and plastic products.

Important disclosures, including any required research certifications, are provided on the last page of this report.
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The BOJ had previously analyzed the pass-through from "upstream" (crude oil prices) to
"downstream" (consumer prices) as taking about a year. However, one senior official noted with
growing caution that, "looking at the current situation, there is a possibility that the speed of price
pass-through may accelerate" (Jiji Press).

Underlying inflation and change in reaction function

As MNI pointed out yesterday, the perception of the strength of underlying inflation is growing
within the BOJ. In the data series that excludes the effects of the government's price-suppressing
measures, the underlying inflation rate is believed to be maintaining strong growth. This situation
is positioned as a factor supporting the need for a rate hike.

However, the BOJ's traditional reaction function was dependent on an increasing “certainty” in the
baseline scenario that “underlying inflation would converge to the target in the second half of the
projection period (from the second half of FY26 to FY27).” But at present, uncertainty is high
due to the situation in the Middle East, forex rates, and resource price trends, with both upside
and downside risks coexisting for prices and growth. For this reason, it has become difficult to
make policy decisions based solely on the increasing “certainty” of the baseline scenario.

In this regard, the BOJ has come to place more emphasis on “risk balance (risk management)”
when making decisions. As a result, heightened uncertainty in itself is no longer a reason to defer
rate hikes. In phases where upside risks to prices are in focus, there is greater room to
preemptively pursue normalization, or an adjustment in the degree of monetary accommodation.
Unless extreme downside events such as war or an energy shock occur, the basic policy direction
would lean toward tightening.

Pace of rate hikes and the distance from the market

Even if the policy rate reaches 1.0% with this rate hike, it will still be below the neutral interest rate
range (from 1.1% to 2.5%). Therefore, this policy change is still positioned as part of the
normalization process. As the continuation of additional rate hikes is assumed, the market has
substantially priced in a rise in the policy rate to the low 1% range by December. Accordingly, this
rate hike itself is unlikely to be a major policy surprise.

On the other hand, the hurdle is high for the BOJ to deliver a message that is more hawkish than
market expectations. For a meaningful surprise, the BOJ would need to suggest an acceleration

in the pace of rate hikes or tightening to a level exceeding the neutral rate, but such a scenario is
unlikely.

Furthermore, the FOMC meeting under new Warsh leadership is scheduled right after the BOJ
MPM, making it very risky for the BOJ to significantly change its stance independently.
Considering consistency with the external financial environment, the baseline scenario is likely to
be that, even after raising the policy rate to 1.0%, the BOJ maintains its previous assessment of
“extremely low real interest rates,” keeps its policy guidance itself of “in response to
developments in economic activity and prices as well as financial condition,” and preserves
discretion.

At the April meeting, the BOJ already added the phrase that it “will consider the timing and pace
of adjustment, while closely monitoring the impact of the future course of the situation in the
Middle East on Japan's economic activity and prices and examining the likelihood of realizing the
baseline scenario of the outlook for economic activity and prices and the risks to the outlook,” so
there is no need to revise the guidance.
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0 April BOJ Outlook for Economic Activity and Prices report (Outlook Report: 28 Apr 2026)
As for the conduct of monetary policy, given that underlying CPI inflation has been approaching 2 percent and real
interest rates are at significantly low levels, the Bank will continue to raise the policy interest rate and adjust the
degree of monetary accommodation, in response to developments in economic activity and prices as well as
financial conditions.
In this regard, it will consider the timing and pace of adjustment, while closely monitoring the impact of the future
course of the situation in the Middle East on Japan's economic activity and prices and examining the likelihood of
realizing the baseline scenario of the outlook for economic activity and prices and the risks to the outlook.
With the price stability target of 2 percent, the Bank will conduct monetary policy as appropriate from the perspective
of sustainable and stable achievement of the target.

Key points for the press conference: How much detail will he provide
regarding the BOJ's view on upside price risks?

As Governor Kazuo Ueda will be absent, Deputy Governor Shinichi Uchida will handle the post-
meeting press conference. The biggest focus of this conference will be the extent to which he
comments on upside price risks. In other words, this will show the BOJ's current price perception
ahead of the price review in the July Outlook Report.

At present, the weak yen and rising crude oil prices are pushing up import costs and
strengthening inflationary pressures through corporate price-setting behavior. Solid consumption
allows companies to continue passing on higher costs to their sales prices. The progress in price
pass-through confirmed in the corporate goods price data is a factor suggesting that the spillover
to consumer prices may be brought forward.

Given this situation, the focus of the press conference will be on how much detail is provided
regarding the response if underlying inflation strengthens more than expected. In other words,
attention will be on whether he will explain the judgment for additional rate hikes as being based
on a risk balance, decoupling it from the conventional scenario-dependent approach.

0 BOJ Governor Ueda (3 Jun 2026)
With regard to the situation in the Middle East, in addition to these upside risks to prices, there is also a possibility
that underlying inflation will be pushed down due to factors such as a deterioration in the output gap stemming from
an economic slowdown. However, based on the data and anecdotal information available thus far, the upside risks
to prices appear to be greater overall and are likely to emerge sooner.
The Bank considers it necessary to pay particular attention to whether the rise in actual prices will push up people's
inflation expectations and whether this will cause underlying CPI inflation to deviate upward to a level above the
price stability target of 2 percent.

Implication: Seeds of an accelerated pace of rate hikes remain

Overall, it is highly likely that the meeting will result in a decision to raise rates by 25bp and
maintain the current guidance. However, the perception of price risks is changing within the BOJ.

The early pass-through of costs confirmed in corporate goods prices, the strength of underlying
inflation, and the shift to a reaction function that can continue tightening even under high
uncertainty all indicate the possibility of upward pressure on the future pace of rate hikes. The
size and timing of policy hikes are becoming more dependent on how quickly the BOJ responds
to changes in the distribution of price risks, rather than on the certainty of the outlook.

The BOJ is also paying close attention to trends in inflation expectations. In Japan, long-term
inflation expectations have not yet reached a state of being anchored near 2%, and if upward
price pressure continues, there is room for them to fluctuate above this level. In such a case, rate
hikes may become necessary at an earlier timing and at shorter intervals than currently assumed.

In this regard, BOJ officials are attentive to the possibility that 5-year ahead corporate inflation
expectations could rise further in the June Tankan survey, scheduled for release on 1 July (MNI).
If such a movement is confirmed, it would be an early sign that inflationary pressures are stronger
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than previously assumed and could trigger a revision of the price perception in the July Outlook
Report and consideration of bringing forward subsequent additional rate hikes.

BOJ Tankan: Inflation Outlook of Enterprises (all-size enterprises, all industries)
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Source: BOJ; compiled by Daiwa.

For the BOJ, the stable achievement of the 2% price target remains the top priority. If the BOJ
allows inflation expectations to remain persistently above this level, it may be forced to implement
a more significant tightening in the future. For this reason, if underlying inflation accelerates more
than expected, policymakers may be forced to adjust at a faster pace.

At present, it is difficult to assume a sudden hawkish shift. However, if upside price risks continue
and a rise in inflation expectations is confirmed, the pressure to review the pace of gradual
normalization will surely mount. The June meeting and press conference will be a good
opportunity to assess to what extent this change is materializing in its early stages.
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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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