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Slower inflation means only gradual Bank
of Japan rate hikes
Japanese Inflation has fallen sharply, mainly due to fluctuations in
energy subsidy programs, but core prices remain firm. The Bank of
Japan is likely to take a cautious approach to rate hikes amid slowing
inflation and increased economic uncertainty

We expect the Bank of
Japan to opt for a 25bp
rate hike on 30 October

2.1% Consumer price inflation
Core inflation, excluding fresh food, rose 2.4%

Lower than expected

Inflation slowed mostly due to energy subsidies
Japan’s headline consumer price index inflation slowed to a 2.1% year-on-year pace in December
(vs 2.9% in November, 2.2% market consensus). Core inflation excluding fresh food also eased to
2.4% (vs 3.0% in November, 2.4% market consensus).
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The sharp decline stemmed from changes to the energy subsidy programmes over the past two
years. Not only were new subsidies introduced last month, but the expiry of energy subsidies in
November 2024 set a high base for December's figures.

Headline and core inflation are likely to decline in the first half of the year, supported by energy
subsidies, lower rice prices, and expanded social welfare programs such as free tuition. Rice prices
spiked 100% in mid-2025 but have since dropped to a 34% rate in December and are expected to
continue cooling. Global energy price gains are also projected to slow down. Prime Minister
Takaichi's fiscal policy will also provide a wide range of social welfare programmes, which are likely
to reduce some public service prices. 

Meanwhile, we will see quite sticky movements in core-core inflation, which excludes fresh food
and energy. It only edged down to 2.9% in December (vs 3.0% in November and 2.8% market
consensus), suggesting that, aside from monthly fluctuations caused by energy subsidy
programmes, underlying price pressures remain persistent. This is mainly due to strong wage
growth and a weak yen. 

We expect the BoJ to communicate a cautious tone about the economy's inflationary path.
Persistent core-core inflation could support further policy normalisation, but slowing headline and
core inflation may lead to a wait-and-see approach in coming months.

Tokyo inflation data is scheduled for release next week. We expect it to decelerate to 1.7% YoY
from 2.0% in December. This would likely reinforce our view that the Bank of Japan will maintain a
cautious approach regarding additional rate hikes.

Energy and food prices pulled down headline, but core-core
prices remained at an elevated level

Source: CEIC
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Disclaimer
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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
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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.
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