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Upward revision of price outlook, increased rate-hiking pressure 
In its January Outlook for Economic Activity and Prices (Outlook Report) the BOJ revised its FY26 
projection for core-core CPI (traditionally important reference indicator for underlying rate of 
inflation) from “y/y rate of increase in the CPI is likely to be temporarily below 2%” in October” to 
“y/y rate of increase is likely to decelerate to around 2%” in January. The median outlook was 
raised from 2.0% to 2.2%. Furthermore, despite this being the final year of the forecast period, the 
price outlook for FY27 is projected to exceed 2.0%, with an expected growth rate of 2.1%. The 
inflation rate has remained above 2% since the 3.0% level was reached in FY25 and it is now 
projected to exceed 2% even in the final year of the forecast period. This suggests achieving the 
price target ahead of schedule or the risk of overshooting it. 
 
The primary cause of the upward revision in prices is believed to be the government’s fiscal 
policies and the resulting yen depreciation. The Outlook Report now states, “Such moves could 
affect underlying CPI inflation through changes in inflation expectations.” Ueda also stated, “Even 
if the magnitude is similar to before, we will pay close attention to small movements.” This 
indicates that the impact of yen depreciation on interest rate hikes has become greater than 
before 
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Source: Bloomberg; compiled by Daiwa. 
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The premise of the exchange rate underlying the BOJ’s price outlook is based on the assumption 
that the yen will strengthen toward around USD/JPY150 by the end of the fiscal year. If the yen 
exchange rate remains flat or weakens against the dollar, the BOJ may be forced to again revise 
upward its price outlook. To prevent inflation from overshooting the 2% anchor, the Bank could be 
compelled to raise interest rates at a faster pace. 
 
Policy mix contradictions and mechanism behind rising yields 
The background driving these inflation and rate hike pressures lies in the issue of the policy mix. 
The Takaichi administration’s “responsible expansionary fiscal policy” is a high-pressure economic 
policy that aims to increase future supply by stiumulating demand. Over the short term, it tends to 
lead to currency depreciation through inflation caused by an overheated economy. At her 19 
January press conference, Takaichi said that she would end “excessive austerity.” That has led to 
increased market concerns about an expansion in policy scale and accelerated or prolonged 
execution. 
 
In this situation we can anticipate a scenario in which inflation concerns trigger yen depreciation, 
which in turn fuels further inflation concerns, creating a vicious cycle that pressures central banks 
to raise interest rates. By simultaneously pressing the accelerator of fiscal policy and the brake of 
interest rate hikes, a scenario could unfold where yields rise while the tightening effect remains 
scarce. 
 
In addition to these yen depreciation pressures, the terminal for US policy interest rates priced 
into the market has risen since December 2025 and the US/Japan interest rate gap has 
narrowed. This has made it harder for fundamental factors to curb yen depreciation. Addressing 
such yen depreciation pressure is difficult through just domestic policy measures. 
 
Changing circumstances due to rate checks 
Amid this situation, it was reported that the New York Fed recently conducted a rate check. The 
US, concerned that turmoil in the JGB market could spread to the US Treasury market, appears 
to have indicated its willingness to cooperate in stabilizing the market. Given these movements, 
yields have been rising at a “fairly rapid pace” over just a short time and a considerable amount of 
future increases have already priced in. So, the possibility of a correction for the recent sharp rise 
in yields cannot be ruled out. 
 
That said, in exchange for the US cooperating to stabilize the market, Japan may face certain 
demands. Treasury Secretary Scott Bessent has long called for interest rate hikes rather than 
intervention to correct the weak yen. If an accelerated rate-hiking pace is required, the tightening 
effect would be greater than previously anticipated, acting as a factor for yen appreciation 
(tightening + inflation suppression). In that case, the changing perspective regarding “behind the 
curve” concerns will become a flattening factor. 
 
Meanwhile, reports also indicate that a demand for a 5% defense spending target may be made 
during Under Secretary of Defense Elbridge Colby’s visit to Japan. If this comes about at an early 
stage, it will act as a factor for fiscal expansion and yen depreciation (economic stimulus + 
inflation), as well as a yield rise steepening factor. 
 
Outlook 
Fundamentally, we anticipate that rates will rise while remaining difficult to tighten due to 
contradictions within the policy mix. However, if the pace of rate hikes in Japan accelerates at the 
request of the US, that scenario could change. In any case, the long-term upward trend for yields 
is expected to persist. That said, over the short term there is potential for adjustment as yields 
may have risen too much. Yield volatility is likely to remain elevated as currency sentiment 
fluctuates. 

(Kawahara)   
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BOJ Gov Ueda’s press conference: Acceleration of rate-hiking timeline? 
(Minami) 
At his press conference following the January Monetary Policy Meeting (MPM), BOJ Governor 
Kazuo Ueda made such statements as, “The future path and pace for interest rates will depend 
on future developments” and “At each meeting we will make appropriate judgments based on the 
various data and information available at that time.” These statements demonstrated a data-
driven stance and a continuation of the Bank’s free rein approach to policy. Meanwhile, his 
remarks also included expressions suggesting an awareness of a potential early interest rate 
hike. 
 
Forex concerns 
Regarding the impact of yen depreciation on prices, Ueda indicated that, “Domestic prices may 
be reacting more strongly to exchange rate movements.” This point was even raised during the 
regular press conference following the December meeting and so cannot be viewed as a more 
hawkish statement. However, he noted that the underlying rate of inflation is approaching the 2% 
target and said, “Even if it’s the same size as before, we must pay attention to small movements.” 
Here, he reiterated his sense of caution regarding the weak yen. 
 
This is seen as the Bank’s stance in terms of allowing a certain higher-than-expected upside to 
raise the underlying rate of inflation to 2% at a time when it is well below 2%. Meanwhile, this 
indicates the Bank’s stance that it should respond more rigorously to higher-than-expected price 
pressures when underlying inflation approaches 2%. 
 
Also, In the January Outlook Report, the BOJ revised its views on the prices to a more hawkish 
stance, projecting core-core CPI for FY27 at +2.1% (up from +2.0% previously), exceeding the 
2% target. Given that the price outlook already exceeds 2%, there is little room to tolerate further 
yen depreciation or the risk of upward price pressures stemming from a prolonged yen 
depreciation. 
 
Conditions for next rate hike 
Regarding the next interest rate hike decision, Ueda said, “As prices and wages rise slowly, now 
is time to use various indicators to determine whether this will continue.” He added, “We want to 
consider the impact of the previous rate hike as well.” Meanwhile, regarding the impact of rate 
hikes, Ueda conveyed his understanding that, “The Bank should not wait for the effects to appear 
in the final data” and expressed the Bank’s intention to gather information through interviews with 
companies regarding financial conditions, equipment, and housing investment. 
 
While market interest rates such as TIBOR, which serve as reference rates for corporate lending, 
have already risen, the short-term prime rate is expected to be raised by many financial 
institutions in February. Also, many variable-rate mortgages are likely to see higher rates in April, 
which is the typical adjustment period. As such, if the BOJ wants to wait for data on rate-hike 
impacts, a certain observation period would be required. 
 
Governor Ueda has indicated his intention to confirm initial signs during corporate hearings. Such 
trends could possibly be confirmed from the Tankan survey due out on 1 April, as well as reports 
from the BOJ’s branch managers’ meeting reports in early April. Furthermore, during his post-
meeting press conference, Ueda said, “We will conduct monetary policy appropriately to ensure 
we do not fall behind the curve.” Given these considerations, the timing of the next rate hike is 
likely to be moved forward.   

https://drp.daiwa.co.jp/rp-daiwa/member/report/reportFile.do?research_id=1764559&report_type=html
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TIBOR, Shor-term Prime Rate 

 
Source: Bloomberg; compiled by Daiwa. 
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Source: Reprinted from BOJ’s “Financial System Report” (Oct 2025). 

 
Proposals for April rate hike could be growing 
At the BOJ’s January meeting, policy board member Hajime Takata proposed raising the policy 
interest rate to 1%. He argued that, “Considering that the ‘price stability target’ had been more or 
less achieved and that, with overseas economies being in a recovery phase, risks to prices in 
Japan were skewed to the upside.” If we conclude that the 2% price stability target has been 
achieved, the logic follows that the policy interest rate should be aligned with the neutral rate of 
interest to respond flexibly to upward or downward price fluctuations. We expect Takata to 
continue proposing rate hikes as long as the financial environment is viewed as remaining 
accommodative. 
 
Meanwhile, the Summary of Opinions for the December 2025 meeting included the view that if 
wage increases remain at a high level during the 2026 spring labor-management wage 
negotiations, that could be viewed as “underlying inflation trend has reached 2%.” This view at 
least is probably not Takata’s assertion that the “price stability target” has already been reached. 
 

◆ Opinions on Prices in Summary of Opinions at Dec MPM (29 Dec 2025) 
 If it is confirmed next spring that the wage growth rate will be at a level in line with the price stability target for the 

third consecutive year, it can be judged that the underlying trend in prices has reached 2 percent.  

 
In other words, if the first tally for the 2026 spring labor-management negotiations, announced on 
23 March, confirms high-level wage increases, the BOJ may conclude that the underlying rate of 
inflation trend has indeed reached 2%. This could lead to a proposal for an additional rate hike at 
the April meeting. If proposals for early rate hikes gain traction, the timing for such rate hikes 
could also move toward earlier dates. 
 
Based on Ueda’s press conference, if upside risks to prices via exchange rates materialize, the 
BOJ could implement an interest rate hike as early as April. Meanwhile, if upside risks recede, we 
could expect a rate-hiking pace of roughly once every six months, in order to assess the impact of 
previous hikes. Barring any major shocks that would significantly alter the outlook, the timing of 
the next rate hike is now largely narrowed down to April through July. 
 
High hurdles for BOJ’s response to surging long-term yield 
At the press conference, there were also questions regarding the BOJ’s awareness of the current 
surging yields and its response. Ueda described the recent upswing for yields as “rising at a fairly 
fast pace.” This reflected a heightened sense of caution compared to his “somewhat fast pace” 
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assessment” in December 2025. Meanwhile, Ueda simply stated the Bank’s basic view that “In 
the case of exceptional circumstances, we may also nimbly conduct (open market) operations.” 
 

◆ Ueda’s testimony at lower bouse budget meeting (9 Dec 2025) 
 Long-term yields have been rising at a somewhat faster pace recently. I understand that market participants 

attribute this movement to the various factors I just mentioned. 

 
Also, in terms of the background factors driving yields higher this time, Ueda cited, “Market views 
on the outlook for the economy and prices, fiscal policy, and monetary policy, along with the 
unstable supply and demand for super-long JGBs associated with the fiscal year-end.” 
Meanwhile, if the rising yields are primarily driven by inflation risk premiums stemming from fiscal 
policy, implementing unscheduled JGB purchasing operations to lower real yields could 
accelerate yen depreciation, potentially creating a vicious cycle that further heightens inflation 
risks. Given these circumstances, we can say that the hurdle for the BOJ to proceed with 
unscheduled JGB purchasing operations is quite high at this juncture. 

(Minami) 
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