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January meeting takeaways 

The Bank of Japan kept its policy rate 

unchanged at 0.75% at the January 23 meeting. 

On the economic outlook, the BOJ upgraded its 

growth forecasts, revising FY25 GDP growth to 

0.9% from 0.7% and FY26 growth to 1.0% from 

0.7%. Core-core CPI inflation forecasts were 

also revised higher, to 3.0% from 2.8% for FY25 

and to 2.2% from 2.0% for FY26. 

On the interest rate outlook, Governor Ueda 

noted that wage hikes are having an increasing 

impact on prices, and that April’s statistics will 

be a key factor when considering future rate 

hikes. 

In response to the surge in JGB yields, Ueda 

stated that the BOJ will conduct bond market 

operations nimbly in exceptional cases to 

promote stable yield formation. 

Regarding the weakening of the JPY, Ueda said 

that exchange rate movements may have a 

greater impact on inflation than before and 

therefore warrant close attention. 

Interest rate outlook  

 

The BOJ appears to continue to view wage–

inflation dynamics as the key determinant for 

further rate hikes. April looks to be the earliest 

plausible timing for the next move, once the 

initial results of the spring wage negotiations 

become available. However, the BOJ may 

choose to wait until June or July, when more 

comprehensive wage data are released. Rengo 
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▪ BOJ continues to view wage–

inflation dynamics as the key 

determinant for further rate hikes. 

While April is the earliest plausible 

timing, the BOJ may wait until 

June/July. 

▪ Final wage outcomes this year 

remain uncertain. Rengo has called 

for a 5% wage increase, but firms 

face a weaker profit environment. 

▪ BOJ appears ready to stabilize the 

JGB market in the event of an 

exceptional yield surge or market 

dysfunction, using a range of policy 

tools. 

▪ Managing interest rates, capital 

flows, and the exchange rate 

simultaneously presents a dilemma.  

▪ Stabilizing the yen would remain 

primarily the responsibility of the 

MOF through unilateral or 

coordinated FX interventions. 
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has publicly called for a 5% wage increase in the 

2026 spring negotiations, following last year’s 

strong outcome of 5.25%. That said, firms are 

facing a somewhat weaker profit environment, 

with corporate profits rising 6.5% y/y in 1Q–

3Q25, down from 10% in 2024. As a result, final 

wage outcomes this year remain uncertain. We 

currently expect the BOJ to deliver the next 

25bp rate hike in July, raising the overnight call 

rate to 1.00%. 

 

  
 

 

 
 

 
 

JGB implications 

 

The BOJ also appears ready to step in to 

stabilize the JGB market in the event of an 

exceptional surge in yields or market 

dysfunction. It has several tools at its disposal, 

including increasing bond purchases outside 

preset schedules, conducting fixed-rate 

operations, adjusting the pace of quantitative 

tightening, and potentially reactivating yield 

curve control. The BOJ remains the largest 

-3

-2

-1

0

1

2

3

4

5

Jan-21 Jan-22 Jan-23 Jan-24 Jan-25

Average monthly cash earnings

Scheduled

% YoY

Japan: Wage growth 

Sources: CEIC, DBS

-2

-1

0

1

2

3

4

5

Jan-21 Jan-22 Jan-23 Jan-24 Jan-25

CPI
CPI less fresh food
CPI less fresh food, energy

Japan: CPI inflation

% YoY

Sources: CEIC, DBS

0

2

4

6

8

10

12

14

2023 2024 2025 2026

Actual base wages

Shunto wage target

Corporate profits (t-1)

% yoy

Japan: Shunto wage target vs. actual wages

Sources: CEIC, DBS

0.00

0.25

0.50

0.75

1.00

1.25

1.50

1.75

2.00

2.25

2.50

Jan-25 Apr-25 Jul-25 Oct-25 Jan-26

1M 3M 6M

1Y 5Y

%

Market implied BOJ policy rate

Sources: Bloomberg, DBS



 
 
 
 
                   Japan: BOJ policy dilemma and market implications                                                          January 26, 2026  

 
  

 

 

   Page 3 
 

holder of JGBs, accounting for over 40% of the 

outstanding stock. 

 

 
 

JPY implications 

 

The BOJ faces a dilemma in managing interest 

rates, capital flows, and the exchange rate 

simultaneously. If it keeps short-term rates 

unchanged while stabilizing long-term yields 

through JGB market interventions, it may need 

to tolerate renewed depreciation pressure on 

the JPY. Yen stabilization would therefore 

remain primarily the responsibility of the 

Ministry of Finance, relying on unilateral or 

coordinated FX interventions. 

 

An automatic market stabilizer exists. If JGB 

yields rise above 3%, they would become 

relatively more attractive to Japanese banks 

and insurance companies compared with UST 

yields (assuming a 50% FX hedge ratio), 

prompting a rotation of assets from USTs to 

JGBs. Such flows by Japanese financial 

institutions could help to support the JPY. 
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Related reports: 

 

Japan: 10 questions about JGB and JPY 

 

2026 outlook: Separate paths 

 

 

 

 

  

https://www.dbs.com.sg/treasures/aics/economics/templatedata/article/generic/data/en/GR/062025/250602_insights_japan.xml
2026%20outlook:
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Sources: Data for all charts and tables are from CEIC, Bloomberg and DBS Group Research (forecasts 
and transformations) 
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