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Tug of War Between US Tariff Risks and Wage
Increases

Real GDP growth in January-March 2025 was -0.7% YoY
(+2.4% in October-December 2024), the first negative growth in
four quarters. The primary driver of the decline was a temporary
surge in imports, largely reflecting a rebound effect from the
previous quarter’s strong performance. Looking ahead, robust
wage increases achieved during the 2025 “Shunto” spring labor
negotiations are expected to support household consumption
through a rise in real wages. However, the potential adverse
effects of US tariff policy are likely to become increasingly
pronounced. In particular, attention should be paid to the
deterioration in corporate and household sentiment caused by
rising prices and US tariff policies.

Focus on Pricing Behavior Under US Tariff
Policies

The April CPI for Tokyo's 23 wards showed a significant
acceleration in growth, with the core index (excluding fresh food)
increasing by +3.4% YoY (compared to +2.4% in March). However,
this surge was largely driven by temporary factors, such as the
waning impact of Tokyo’s tuition-free policy for high school
education and should be interpreted with caution. Although April is
typically a month when price revisions are implemented, such
movements—excluding rents—have been relatively subdued. The
uncertainty surrounding US tariff policy may also be affecting
corporate pricing behavior. Going forward, close attention should
be paid to how US tariff policy influences domestic prices.

Growing Caution Among Businesses and

Consumers

In the April Economy Watchers Survey, which reflects the so-
called "street-level" economic sentiment, the DI for Current
Conditions fell to 42.6 (from 45.1 in March), and the DI for Future
Conditions declined to 42.7 (from 45.2 in March), both showing a
drop from the previous month. Some businesses expressed
concerns over the impact of US tariff policies, citing delays or
cancellations of planned projects. Looking at consumer sentiment,
the Consumer Attitude Index also continued to deteriorate, falling
to 31.2 in April (from 34.1 in March), indicating that the domestic
economy lacks momentum.

Rising Momentum for Consumption Tax Cuts
Among Ruling and Opposition Parties

As the Upper House election scheduled for July approaches,
economic policy is drawing increased attention, particularly in light
of persistent inflation and the implications of US tariff policies.
Calls for a consumption tax reduction are gaining traction not only
among opposition parties but also within the ruling Liberal
Democratic Party (LDP). Although the LDP leadership remains
cautious for now, a shift toward tax cuts cannot be ruled out given
the party’s declining approval ratings. By mid-June, both ruling
and opposition parties are expected to unveil their official
campaign pledges for the Upper House election, alongside the
government’s “Basic Policy for Economic and Fiscal Management
and Reform” (honebuto no hdshin). These documents will be
critical in shaping the fiscal policy debate and warrant close
attention.
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Plenty of Concerns, but Also Positive Signs

Although concerns over US tariff increases have subsided with
the significant reduction of tariff rates by both the US and China,
the 10% uniform tariffs and item-specific tariffs are expected to be
maintained. In the US, there are ongoing concerns about price
increases due to the passing on of costs and a potential drop in
demand following a rush to buy. On the positive side, a large-scale
tax cut is planned for the next fiscal year, which could provide a
meaningful boost to economic activity from October onwards.
Additionally, the global disinflationary trend and anticipated
monetary easing across major economies are expected to offer
further support to growth.

Dark Clouds Over Upper House Election Due to
Worsening Domestic Economic Sentiment

In Japan, concerns are mounting over the domestic impact of
US tariff hikes, compounded by surging food prices—particularly
rice—and broader inflationary pressures. These developments
have heightened uncertainty over the economic outlook. Public
dissatisfaction with rising living costs has contributed to a
downward trend in the Cabinet’'s approval ratings. As a result, the
ruling party is likely to face tough challenges in the Tokyo
Metropolitan Assembly election in June and the Upper House
election in July. However, the opposition party has pledged to
reduce the consumption tax as part of their campaign promises,
and even if the ruling party loses a significant number of seats, the
possibility of implementing tax cuts might prevent a negative
perception.

Corporate Earnings Slightly Underwhelming

Full-year earnings announcements for companies with March
fiscal year-ends have now been released. However, the outlook
for the current fiscal year appears generally subdued. This is due
to several headwinds: the fading impact of Yen depreciation that
had previously boosted earnings, growing uncertainty in overseas
economies—particularly the US—intensifying competition with
foreign firms, and rising costs such as labor expenses. Notably,
the automotive sector, which is highly exposed to tariff risks, has
significantly dragged down overall profit forecasts. However,
excluding the automotive sector, there are not many companies
forecasting substantial profit declines, and overall, the decrease in
profits is expected to remain in the single-digit percentage range.

Robust Shareholder Returns Continue to
Provide Downside Support for Equity Prices

Although many companies are experiencing lackluster
performance, the enthusiasm for enhancing shareholder returns is
gaining momentum. Factors such as requests from the Tokyo
Stock Exchange, progress in unwinding cross-shareholdings,
increased holdings by activists, heightened awareness of capital
efficiency, and actions by competitor companies may be
contributing to this trend. Recently, there has been a noticeable
increase in the number of share buyback announcements and the
scale of each buyback. Overall, companies have significant
financial capacity, and even if there is a slight slowdown in
performance growth, this trend is likely to continue, providing
strong support for stock prices.
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Interest Rates

Shifting Market Expectations for Rate Hikes

The future direction of the Bank of Japan's monetary policy
largely depends on the impact of US tariff policies on the domestic
economy and prices, drawing significant attention to the outcomes
of tariff negotiations among various countries. Amidst this
backdrop, progress in US-China trade negotiations has reduced
the downside risks to the global and Japanese economies posed
by US tariff policies. Consequently, market expectations for a rate
hike by the Bank of Japan have risen again, with the forecast for
the policy rate by the end of 2025 recovering to around 0.67%,
aligning closely with our prediction (next rate hike expected in
October 2025). However, remarks by Governor Ueda during the
May Monetary Policy Meeting, suggesting that the economy might
temporarily "stall" due to the impact of US tariffs, have indicated a
slower pace of rate hikes, preventing a full return to pre-
announcement levels of US reciprocal tariffs. Regarding long-term
interest rates, we anticipate a lack of clear direction while
monitoring tariff negotiations and economic trends among various
countries. Additionally, caution is needed regarding the risk of a
sharp rise in interest rates due to fiscal deterioration concerns
stemming from economic measures ahead of the July Upper
House election.

J-REI

J-REIT Market Shows Resilience

Since May, domestic long-term interest rates have risen to the
upper 1.4% range, yet the J-REIT market continues to show
resilience. Year-to-date, long-term interest rates have increased
from 1.09% to 1.48%, while the Tokyo Stock Exchange REIT
Index (including dividends) has risen by 6.2%. The improvement
in rental market conditions and the realization of rent increases
have driven internal growth, and supply-demand dynamics have
been positively evaluated due to measures such as buybacks of
own investment units.

Gradual Upside Expected

Recent earnings announcements have confirmed an increased
focus on dividend growth, driven by rent increases and property
sale gains, alongside a management approach conscious of
capital costs, including buybacks. Our company values the fact
that more entities are striving for "growth," overcoming negative
factors such as increased borrowing costs due to rising interest
rates. J-REITs, which are expected to provide stable and high
yields, remain attractive investment targets, with an anticipated
gradual increase in value.

Market Policy Interest Rate Forecast (end of 2025)
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Trend of the Tokyo Stock Exchange REIT Index
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Trend of the Dividend Yield for the Tokyo Stock
Exchange REIT Index
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This Presentation (“Presentation”) is furnished to its intended recipient (the “Recipient”) and is not for
redistribution or public use. The data and information presented are for informational purposes only. The
information contained herein should be treated in a confidential manner and may not be transmitted, reproduced
or used in whole or in part for any other purpose, nor may it be disclosed without the prior written consent of
Daiwa Asset Management. By accepting this material, the Recipient agrees not to distribute or provide this
information to any other person.

This Presentation is intended for use by professional investors only. Investors should independently evaluate
particular investments and strategies and seek their own investment advice. Daiwa Asset Management may not
be held responsible for any consequences resulting from any investment in any strategy or products discussed in
this Presentation. No investment strategy can guarantee performance results. Past performance is no guarantee
of future results. All investments are subject to investment risk, including loss of principal invested. For more
detailed information, in particular a description of the mentioned funds’ risks and rewards, please refer to the
prospectus of the UCITS, the key investor information document (KIID) and the most recent published annual
and semi-annual report.

This Presentation was made to provide information about the investment capability of Daiwa Asset Management.
It should not be construed as an offer or a solicitation to purchase or subscribe to the funds mentioned in this
material. This is a marketing communication. Potential investors should refer to and read the prospectus of the
UCITS and KIID for more detailed information prior to their investment decision.

The information, statements, forecasts and projections contained in this Presentation, including any expressions
of opinion, are based upon sources believed to be reliable, but their accuracy, correctness or completeness are
not guaranteed. The performance of investments, if referred to herein, is based on past data and is neither
necessarily an indication nor a guarantee of future performance of such investments. The performance data in
this material does not consider any tax or fees if there were any, and will not provide a final return for potential
investors. Daiwa Asset Management made all reasonable efforts to ensure that the information contained herein
is current, but it is subject to change without notice. Daiwa Asset Management, or any of its respective affiliates,
accepts no liability whatsoever for any direct or consequential loss arising from any use of this material or its
content.

The TOPIX Index Value and the TOPIX Marks are subject to the proprietary rights owned by JPX Market
Innovation & Research, Inc. or affiliates of JPX Market Innovation & Research, Inc. (hereinafter collectively
referred to as "JPX") and JPX owns all rights and know-how relating to TOPIX such as calculation, publication
and use of the TOPIX Index Value and relating to the TOPIX Marks. JPX shall not be liable for the miscalculation,
incorrect publication, delayed or interrupted publication of the TOPIX Index Value. No Licensed Product is in any
way sponsored, endorsed or promoted by JPX, and JPX shall not be responsible for any damage resulting from
the issue and sale of the Licensed Product.
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