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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.

Please direct distribution queries to Violet Lee
+65 68785281 violetleeyh@dbs.com

= BOJ continues to view wage—

inflation dynamics as the ke .

) i _ i On the interest rate outlook, Governor Ueda
determinant for further rate hikes.

noted that wage hikes are having an increasing
While April is the earliest plausible

impact on prices, and that April’s statistics will

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.

be a key factor when considering future rate
hikes.

In response to the surge in JGB vyields, 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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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%.
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Japan: Shunto wage target vs. actual wages
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JGB implications

The BOJ also appears ready to step in to
stabilize the JGB market in the event of an
exceptional surge in vyields 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
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holder of JGBs, accounting for over 40% of the
outstanding stock.

JGB and T-bill holdings, by investor
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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.

Japan: FX intervention operations
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Related reports:

Japan: 10 questions about JGB and JPY

2026 outlook: Separate paths
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Sources: Data for all charts and tables are from CEIC, Bloomberg and DBS Group Research (forecasts
and transformations)

GENERAL DISCLOSURE/ DISCLAIMER (For Macroeconomics, Currencies, Interest Rates & Digital Asset)

The information herein is published by DBS Bank Ltd and/or DBS Bank (Hong Kong) Limited (each and/or collectively, the
“Company”). It is based on information obtained from sources believed to be reliable, but the Company does not make
any representation or warranty, express or implied, as to its accuracy, completeness, timeliness or correctness for any
particular purpose. Opinions expressed are subject to change without notice. This research is prepared for general
circulation. Any recommendation contained herein does not have regard to the specific investment objectives, financial
situation and the particular needs of any specific addressee. The information herein is published for the information of
addressees only and is not to be taken in substitution for the exercise of judgement by addressees, who should obtain
separate legal or financial advice. The Company, or any of its related companies or any individuals connected with the
group accepts no liability for any direct, special, indirect, consequential, incidental damages or any other loss or damages
of any kind arising from any use of the information herein (including any error, omission or misstatement herein,
negligent or otherwise) or further communication thereof, even if the Company or any other person has been advised of
the possibility thereof. The information herein is not to be construed as an offer or a solicitation of an offer to buy or sell
any securities, futures, options or other financial instruments or to provide any investment advice or services. The
Company and its associates, their directors, officers and/or employees may have positions or other interests in, and may
effect transactions in securities mentioned herein and may also perform or seek to perform broking, investment banking
and other banking or financial services for these companies. The information herein is not directed to, or intended for
distribution to or use by, any person or entity that is a citizen or resident of or located in any locality, state, country, or
other jurisdiction (including but not limited to citizens or residents of the United States of America) where such
distribution, publication, availability or use would be contrary to law or regulation. The information is not an offer to sell
or the solicitation of an offer to buy any security in any jurisdiction (including but not limited to the United States of
America) where such an offer or solicitation would be contrary to law or regulation.

[#for Distribution in Singapore] This report is distributed in Singapore by DBS Bank Ltd (Company Regn. No. 196800306E)
which is Exempt Financial Advisers as defined in the Financial Advisers Act and regulated by the Monetary Authority of
Singapore. DBS Bank Ltd may distribute reports produced by its respective foreign entities, affiliates or other foreign
research houses pursuant to an arrangement under Regulation 32C of the Financial Advisers Regulations. Where the
report is distributed in Singapore to a person who is not an Accredited Investor, Expert Investor or an Institutional
Investor, DBS Bank Ltd accepts legal responsibility for the contents of the report to such persons only to the extent
required by law. Singapore recipients should contact DBS Bank Ltd at 65-6878-8888 for matters arising from, or in
connection with the report.

DBS Bank Ltd., 12 Marina Boulevard, Marina Bay Financial Centre Tower 3, Singapore 018982. Tel: 65-6878-8888.
Company Registration No. 196800306E.

DBS Bank Ltd., Hong Kong Branch, a company incorporated in Singapore with limited liability. 18th Floor, The Center, 99
Queen’s Road Central, Central, Hong Kong SAR.

DBS Bank (Hong Kong) Limited, a company incorporated in Hong Kong with limited liability. 11th Floor, The Center, 99
Queen’s Road Central, Central, Hong Kong SAR.

Virtual currencies are highly speculative digital "virtual commodities", and are not currencies. It is not a financial product
approved by the Taiwan Financial Supervisory Commission, and the safeguards of the existing investor protection regime
does not apply. The prices of virtual currencies may fluctuate greatly, and the investment risk is high. Before engaging in
such transactions, the investor should carefully assess the risks, and seek its own independent advice.
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