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Yen Expected to Appreciate to 146 Yen per Dollar by Year-End
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" Key Messages

* Yen is expected to appreciate to around 146 per USD by the end of 2026

* The Japan—US interest rate differential will continue to narrow on a real basis, supporting Yen
strength and USD weakness

* Risk-on driven Yen depreciation will slow, and exchange rates will move closer to levels
consistent with the interest rate gap

* Downside risk for Yen comes from “strong global economic growth”, while upside risk comes
from “potential US pressure to correct Yen weakness”

Y2025 Currency Review — Yen and USD Weaken, USD/JPY Edges
Higher

In 2025, USD/JPY started at 157.18, reached a high of 158.87 on January 10, and a low of 139.86 on
April 22, standing at 157.77 as of December 19. Against currencies other than US Dollar and Yen, both
Yen and US Dollar weakened. So far, Yen weakness has slightly exceeded US Dollar weakness, resulting
in USD/JPY being marginally higher compared to the beginning of the year.

From January to April, concerns over US Trump tariffs pushed US interest rates lower and weakened
the US Dollar. At the same time, global equity declines led to Yen appreciation in cross-Yen pairs. From
April to June, as concerns over US tariffs eased, Yen shifted from risk-off appreciation to risk-on
depreciation, but continued US Dollar weakness limited gains in USD/JPY. From July to September, further
easing of tariff concerns and rising expectations for US rate cuts drove equities higher and accelerated
risk-on Yen depreciation. After Ms. Takaichi was elected LDP president in October, Yen depreciation
accelerated on expectations of delayed BOJ rate hikes and concerns over fiscal deterioration, while
easing US-China trade tensions also contributed to Yen weakness and US Dollar strength.
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2026 FX Outlook — Yen Appreciation Driven by Narrowing Japan-US Real
Rate Gap and Slower Risk-On

In 2025, US real interest rates for 5- and 10-year maturities declined, while Japan’s real interest rates
rose, narrowing the Japan-US real rate differential. Although this led to Yen appreciation and USD
weakness in the first half of the year, the second half saw Yen depreciation and USD strength. This was
likely due to persistent risk-on pressure for Yen weakness alongside global equity gains. For USD/JPY in
2026, not only the Japan—US real rate differential but also market risk appetite will be key factors.

We expect the Japan-US real rate differential to continue narrowing in 2026. In the US, expected
inflation is trending lower and rate cuts are anticipated, while in Japan, real rates remain low and rate
hikes are expected, leading to a relative rise in Japan’s real interest rates. Based on the current 5- and 10-
year real rate differential, the USD/JPY level consistent with fundamentals is estimated at around
141-144 Yen, but by the end of 2026, we expect USD/JPY to move to a weaker USD level than that.

Currently, USD/JPY is more than 13 Yen above the level implied by the real rate differential. This gap
has widened due to risk-on sentiment and the launch of the Takaichi administration. However, as risk-on
pressure for Yen weakness fades, the gap is likely to narrow. US economic indicators increasingly fall
short of market expectations, signaling a weakening of the strong data that has supported risk-on
sentiment. The lingering negative impact of US tariffs may also weigh on global growth, slowing risk-on
driven Yen depreciation. Furthermore, the Takaichi administration is expected to view excessive Yen
weakness, high prices, and rising long-term rates as problematic, limiting further Yen depreciation
driven by fiscal expansion and higher rates. We forecast USD/JPY to move closer to the level implied
by the real rate differential, appreciating to around 146 Yen by the end of 2026.

Factors that could lead to greater-than-expected Yen weakness and USD strength include “strong
global economic growth”. If countries benefit from lower inflation and interest rates and global growth
exceeds market expectations, risk-on sentiment and rising US rates could push USD/JPY higher.
Conversely, factors that could lead to greater-than-expected Yen strength and USD weakness include
“US demands to correct Yen weakness”. President Trump criticized Japan, China, and others for
pursuing currency depreciation policies in March, April, and July this year. Currently, the Yen has fallen to
a weaker level against the USD than at that time, and if Yen weakness persists, the US administration
may demand corrective measures on Yen weakness and BOJ policy, creating a risk of Yen appreciation
and USD depreciation.

(Written by Yuji Kameoka, Research Department )
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Important Information

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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