Market Letter

PM Takaichi Set to Dissolve Lower House at Start of Ordinary Die
10-Year JGB Yield Approaching 2.2%, a 27-Year High

January 14, 2026

Fiscal Expansion and Inflation Pressures Rise on Expectations of
Lower House Dissolution

It was reported that Prime Minister Takaichi informed senior LDP officials of her intention to dissolve the
House of Representatives at the opening of the Ordinary Diet Session convening on January 23. This
timing came as a surprise, as a spring dissolution—after the passage of the FY2026 budget—had been
widely viewed as the most likely scenario. Many observers believe the prime minister aims to secure a
firmer political base by calling an election while cabinet approval ratings remain high, thereby gaining
enough additional seats to maintain a slim majority. However, it remains uncertain to what extent the high
cabinet approval rating will translate into broader support for the LDP, whose party approval rating
continues to languish. In addition, Democratic Party for the People (DPP) leader Yuichiro Tamaki has
suggested that if the dissolution is timed in a way that jeopardizes passage of the budget within the fiscal
year, the party may reconsider its cooperative stance toward the the administration. This underscores that
the decision requires careful consideration even for the administration. As a result, a high degree of
uncertainty remains as to whether a snap election will actually be called.

Against this backdrop of rising expectations for a Lower House dissolution, long-term interest rates
increased, particularly in the super-long end of the JGB curve, with the 10-year JGB yield approaching
2.2%. In the foreign exchange market, the Yen weakened further, trading in the JPY 159 per USD range.
Behind these moves is the view that if the LDP—coalition government were to gain additional seats through
the election—thereby strengthening the Takaichi administration—fiscal expansion, particularly demand-
boosting measures, would accelerate. Combined with continued wage increases driven by structural labor
shortages and sustained Yen weakness, inflationary pressures could intensify further, potentially forcing
the Bank of Japan to consider earlier rate hikes. At the same time, the possibility remains that worsening
Japan-China relations—such as China'’s tightening of export restrictions to Japan—could adversely affect
Japan’s economy and prices. We believe these developments warrant continued close monitoring.
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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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