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Japan: strong wage growth supports
Bank of Japan rate hikes
Labour cash earnings rose more than expected in December and the
November figures were all revised upwards. If Shunto results are as
strong as last year's, we expect the Bank of Japan to hike by 25 basis
points as early as May

4.8% YoY Labour cash earnings
Same sample earnings 5.2%

Higher than expected

Labour cash earnings rose more than expected in December
with upward revisions to November
Labour cash earnings growth (4.8% year-on-year) were stronger than expected mostly due to
strong bonuses and an increase in the minimum wage, but base earnings rose steadily by 2.5% for
a second month. Real cash earnings rose 0.6%, following a 0.5% gain in November despite the
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recent pick-up in inflation. We believe that real cash earnings are likely to stay positive in the
coming months, which will eventually lead to consumption growth. More importantly, the same
sample base earnings, which is the preferred measure of the BoJ, rose even stronger to 5.2% (vs a
revised 3.7% in November, 3.6% market consensus). Base earings have risen around 2.9% for the
past three months, which is quite close to the BoJ's view on sustainable wage growth of 3%.   

Labour cash earnings rose stronger than expected in December

Source: CEIC

Services PMI rose 53.0 (vs 52.7 in flash, 50 in December)
The strong services PMI continued in January, reaching its highest level since September 2024 and
remaining in expansionary territory for three consecutive months. Among the sub-indexes,
employment and prices charged rose in January, pointing to healthy labour conditions and
sustainable inflation in the near future. 

Bank of Japan outlook
Strong wage growth and an expansionary services PMI are supportive of the BoJ's policy
normalisation, as strong wage growth is likely to lead to consumption growth and keep inflation
above 2%. The market is currently pricing in another hike in July given the BoJ's cautious
approach, but we believe that an earlier hike in May is possible. We will be watching this year's
Shunto results to see if they are as strong as last year's. However, as the BoJ considers US trade
policy as a risk factor, it should communicate carefully with the markets to reduce market
volatility if any measures are announced. We have also raised the BoJ's terminal rate from 1.0% to
1.25% based on recent data outcomes and the BoJ's latest quarterly outlook revision, and we
expect two more hikes in 2025 (May and October), and a 25bp hike in 2026. 
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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
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 http://www.ing.com.
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