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Economic Trends

OFinal demand in GDP has remained robust, and the economic recovery period may become the longest in the postwar era .

(OReal wages rose 2.1% year-over-year as of July, marking eight consecutive months of growth since December of last year.

OWhile the share of food expenses in total consumption is higher among middle- and low-income households, food prices in Japan have been
rising at a faster pace than overall prices or wages since the COVID-19 pandemic.
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(Note) Compiled based on the Ministry of Health, Labor, and Welfare’s “Monthly Labor Survey.”




Background of Rising Interest Rates (1)

OSince the invasion of Ukraine in 2022, major economies have raised policy rates to counter high inflation, causing long-term interest rates to rise as well. Since
then, constraints on crude oil supply and persistently high prices have continued; furthermore, factors such as increased investment in Al-related by
hyperscalers and rising fiscal demand due to changes in the security environment have contributed to persistently high interest rates worldwide.

Oln Japan, starting in 2024, amid policy changes such as the abolition of yield curve control (YCC) and a reduction in long-term government bond purchases, long-
term interest rates have risen, influenced by domestic economic and inflation conditions, overseas interest rates, and government bond supply and demand.
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(Note) Figure 1: Prepared using data from Bloomberg. Long-term interest rates are based on the yields on 10-year government bonds in each country (values for end of months).

Figure 2: Created using data from Bloomberg. Corporate bonds with maturities of over one year are indexed with issuance volume in CY2020 set to 100.

Figure 3: Data for the U.S. is from the Federal Reserve Bank of New York, “Treasury Term Premiums” (Adrian-Crump-Moench (ACM) model); data for Japan is from Jouchi Nakajima (Institute of Economic Research, Hitotsubashi University),
“Japanese Monetary Policy Data Site.” The term premium is a component of long-term interest rates other than expected interest rates; it corresponds to the additional interest rate investors demand in exchange for bearing liquidity and
interest rate fluctuation risks when holding bonds with longer maturities. Figure 4: Estimates by Dai-ichi Life Asset Management Economic Research Institute. The estimation period covers daily closing prices from 2024 onward. The
difference between the previous day’s 10-year interest rates in Japan and the U.S. is used. A two-variable VAR model with a one-period lag was employed, and the Cholesky decomposition was performed in the order of market close times
(Japan - U.S.). Standard deviations are based on 1,000 bootstrap resampling of the residuals. Values in [ ] indicate the 95% confidence interval. Solid lines indicate 1% significance, and dashed lines indicate 10% significance. 2



Background of Rising Interest Rates (Part 2)

Olooking at the relationship between changes in the primary balance (PB) and interest rates in 2022 and 2025, while interest rates
have risen in other countries as their PBs have deteriorated, Japan’s PB has improved the most among major economies.
Fluctuations in long-term interest rates cannot be explained solely by trend in the fiscal balance.

Olooking at the factors driving the rise in long-term interest rates from 2024 onward, multiple factors—including movements in
expected inflation rates, and real interest rates, monetary policy, supply and demand for government bonds, and overseas
interest rates—are having an impact.

Olong-term interest rates are generally influenced by various factors, including (1) monetary policy, (2) expected inflation rates,

(3) expected growth rates, (4) supply and demand for government bond and the fiscal situation, and (5) overseas interest rates,
demand for funds, and exchange rates. Regarding current interest rate trends as well, it is important to comprehensively
examine these factors.
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(Note) Compiled from Bloomberg and the OECD Economic Outlook. (Note) Created using data from Bloomberg. 3



The Impact of Rising Interest Rates

Oln the household sector, while there has been an increase in interest income from savings and other sources, the burden of debt, such as mortgage
loans, has also increased, particularly among households in their 30s and 40s. The impact varies depending on assets, liabilities, age, and income.

OLooking at the corporate sector, many companies currently report that their financial position is ample, and the financial conditions are generally
accommodative at this time; however, since the impact varies depending on factors such as company size, financial condition, and debt composition,
it may become apparent with a time lag.

Oln addition, it is necessary to closely monitor impacts through various channels, such as stock prices.
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