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Bank of Japan pauses but signals
normalisation will continue
The Bank of Japan unanimously decided to keep its policy rate
unchanged at 0.25%. Amid growing confidence in achieving its
sustainable inflation target, the BoJ will closely watch the impact of FX
movements on inflation. The timing of the next hike
remains uncertain, but we see a chance of a hike in December

Kazuo Ueda, Governor
of the Bank of Japan

0.25% BoJ target rate

As expected

Statement shows BoJ confidence in 2% inflation target;
importance of FX moves on prices
In the statement, the BoJ assessed that the economy has recovered moderately, benefiting from
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accommodative financial conditions. On the price front, services prices increased but the effects of
the pass-through of cost increases led by past rises in import prices waned and inflation
expectations rose moderately.

In terms of the outlook, the BoJ expects the economy to grow above its potential, supported by
moderate growth in the global economy and an improvement in consumption driven by solid
income growth. In addition, underlying CPI inflation is expected to increase gradually, and inflation
is likely to remain broadly in line with the price stability target.

In our view, the most interesting comment in the statement was presented at the end. It
read, “With firms' behaviour shifting more toward raising wages and prices recently, exchange rate
developments are, compared to the past, more likely to affect prices”. This means that FX
movements have become more important to the BoJ when deciding policy. We believe this means
that the virtuous cycle between income growth and consumption will eventually increase the
resilience of consumption to inflation, giving firms more flexibility to set prices to reflect changes in
input prices, including the impact of exchange rate movements.

The overall message of the statement was supportive of the continuation of policy normalisation,
but it didn't give a clear indication of the pace of normalisation. 

Governor Ueda suggests rate hike is NOT imminent
During the press conference, Governor Kazuo Ueda reiterated that the BoJ will continue to adjust
the degree of easing if the price stability outlook is achieved and the economy improves in line
with the BoJ forecast. In saying so, he clearly left the door open for further rate hikes in the future.
However, he did not seem to suggest that there was any reason for the BoJ to rush into a rate
hike. The BoJ will continue to assess the impact of two rate hikes this year, while upside risks to
prices from yen weakness have eased. It has no timetable for the next hike, but he has a strong
interest in October’s service prices and mentions the outlook for wages next year. This is in line
with our view that October inflation will be the key to gauging the timing of the BoJ’s next rate
hike.

3.0% Consumer price inflation (year-on-year)
Core inflation excl. fresh food: 2.8% YoY

As expected

August inflation came in line with market view
Headline inflation rose 3.0% year-on-year (vs 2.8% in July) and core inflation excluding fresh food
also rose 2.8% YoY (vs 2.7% in July). The pickup in August was already signalled by earlier Tokyo
inflation data due to base effects related to the utility subsidy programme, thus it was not market-
moving or would not have had much impact on the BoJ's policy decision. Fresh food prices rose
sharply to 7.7% probably due to severe weather conditions and utility prices jumped to 15.0%. On
a monthly basis, consumer prices rose 0.5% month-on-month, seasonally-adjusted, in August (vs
0.2% in July) with both goods and services prices increasing by 0.7% and 0.2%, respectively. We
found it encouraging that service prices rose for the third month in a row, which supports a
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sustainable inflation trend.

Over the next few months, the restart of the utility subsidy programme in September and the
usual price increases in October may cause inflation figures to fluctuate. In September, inflation is
expected to ease quite meaningfully to the mid-2% range as the government re-introduces the
temporary energy subsidy programme for the summer. October is typically the month for second-
half price increases, so it is worth looking at whether the recent solid wage growth and corporate
earnings have changed companies' price-setting behaviour. 

Service prices continued to rise in August

Source: CEIC

BoJ outlook
Having listened to Governor Ueda’s remarks and read the statement, we believe that the BoJ is in
no hurry to raise rates, but the option of a December hike is still on the table. The recent JPY
appreciation has clearly eased the BoJ’s concerns about the negative impact of rising import
prices, so the probability of an October hike is quite low. However, demand-driven price increases
are expected in the coming months, and this will be confirmed in the October inflation data. Thus,
the BoJ will take a wait-and-see approach for a few months to analyse inflation developments. We
believe that the BoJ is concerned about financial market stability as well. While short-term market
jitters will not prevent the BoJ from normalising policy, the pace of JPY appreciation and its impact
on inflation should be carefully monitored. In that sense, the Fed’s efforts to avoid a recession will
work in favour of the BoJ taking its time and responding cautiously. Going forward, the key data
developments should be October inflation along with wage growth and household consumption
data.
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BoJ and CPI outlook

Source: CEIC, ING estimates

USD/JPY corrects higher
USD/JPY has corrected higher on Governor Ueda's press conference. Probably two factors have
driven that move: the first is the sense that the BoJ is in no hurry to deliver the next rate hike and
still assesses financial markets as unstable. The second was Governor Ueda's comments that
upside risks to prices from yen weakness were fading - suggesting that the BoJ was a little less
sensitive to USD/JPY strength than it had been earlier this year. As we write this, USD/JPY is up
some 1.2% since Governor Ueda started speaking.

Yet we think the medium-term USD/JPY trend is down. Global interest rates (with a few exceptions
such as in Brazil) are converging on the low interest rates in Japan. US exceptionalism is waning
and the Federal Reserve has started a front-loaded easing cycle. A BoJ hiking cycle is certainly a
bonus, but not a necessity for a lower USD/JPY.  And we think the yen offers investors some
protection should US hard landing fears materialise and hit equity markets.

We doubt USD/JPY holds any gains over 145 near term and remain happy with a year-end target
at 140 - with risks to the downside.

Author

Min Joo Kang
Senior Economist, South Korea and Japan
min.joo.kang@asia.ing.com

Chris Turner
Global Head of Markets and Regional Head of Research for UK & CEE
chris.turner@ing.com

Disclaimer

This publication has been prepared by the Economic and Financial Analysis Division of ING Bank N.V. (“ING”) solely for information
purposes without regard to any particular user's investment objectives, financial situation, or means. ING forms part of ING Group
(being for this purpose ING Group N.V. and its subsidiary and affiliated companies). The information in the publication is not an
investment recommendation and it is not investment, legal or tax advice or an offer or solicitation to purchase or sell any financial

mailto:min.joo.kang@asia.ing.com
mailto:chris.turner@ing.com


THINK economic and financial analysis

Snap | 20 September 2024 5

instrument. Reasonable care has been taken to ensure that this publication is not untrue or misleading when published, but ING
does not represent that it is accurate or complete. ING does not accept any liability for any direct, indirect or consequential loss
arising from any use of this publication. Unless otherwise stated, any views, forecasts, or estimates are solely those of the author(s),
as of the date of the publication and are subject to change without notice.

The distribution of this publication may be restricted by law or regulation in different jurisdictions and persons into whose
possession this publication comes should inform themselves about, and observe, such restrictions.

Copyright and database rights protection exists in this report and it may not be reproduced, distributed or published by any person
for any purpose without the prior express consent of ING. All rights are reserved. ING Bank N.V. is authorised by the Dutch Central
Bank and supervised by the European Central Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority for the Financial
Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no. 33031431 Amsterdam). In the United Kingdom
this information is approved and/or communicated by ING Bank N.V., London Branch. ING Bank N.V., London Branch is authorised by
the Prudential Regulation Authority and is subject to regulation by the Financial Conduct Authority and limited regulation by the
Prudential Regulation Authority. ING Bank N.V., London branch is registered in England (Registration number BR000341) at 8-10
Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this report or effect transactions in any security
discussed herein should contact ING Financial Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of ING, and
which has accepted responsibility for the distribution of this report in the United States under applicable requirements.

Additional information is available on request. For more information about ING Group, please visit www.ing.com.

https://www.ing.com

