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Bank of Japan pauses while hiking
inflation outlook

As widely expected, the Bank of Japan unanimously kept its policy
rate at 0.5%. Governor Kazuo Ueda emphasised the data-dependent
nature of the policy decision, but a notable upward revision to the
inflation outlook increases the likelihood of a rate hike in October
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As expected

BoJ pauses to evaluate how the trade deal will impact the
economy and inflation

Markets had widely anticipated there would be no policy action from the Bank of Japan, and also
expected upward revisions to CPI forecasts in its quarterly outlook report.
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Despite the recent US-Japan tariff agreement, the BoJ will need to take time to evaluate its impact
on growth and inflation before adjusting its policy rate, especially given fiscal policy uncertainty.
Thus, today's pause came as no surprise.

In our view, the BoJ has eased its concerns about trade uncertainty and will now focus on the
inflation mandate instead of risk management.

GDP forecast remains steady while inflation forecast rises

While it is still too early to gauge the economic impact of the trade deal, the Bank of Japan’s
assessment did not appear particularly negative.

The BoJ highlighted significant downside growth risks but raised its FY25 GDP forecast from 0.5% to
0.6%. Although 1Q25 growth was weak, the BoJ appears to view the economy as continuing to
recover as trade uncertainty recedes. The central bank also kept the outlook for FY26 and FY27
unchanged at 0.7% and 1.0% growth, respectively, with the BoJ believing no structural damage
will be caused by the tariffs.

Concerning inflation, upward revisions were anticipated due to recent increases in food and service
prices. However, the adjustment for FY25 (core inflation from 2.3% to 2.8%) exceeded
expectations, and the revised FY26 and FY27 outlook indicates that the Bank of Japan is
increasingly convinced that underlying inflationary pressures are persisting.

BoJ revises up inflation and GDP outlook for FY2025

% mFY2025 ©FY2026 wmFY2027

3.0 27 27
25 2.2

2.0 17 2
15

1.0 0.7 06 07 0.7 0808

0.5
0.0

Bolf (Apr) Bolf' (Jul) INGF Bolf (Apr) Bolf (Jul) INGF
GDP CPI excluding fresh food

Source: Source: CEIC, ING

A surprise rebound in June activity data supports the BoJ's
steady growth outlook

Industrial production recorded an unexpected rebound of 1.7% MoM seasonally adjusted in June,
beating the market consensus of -0.8%. This increase more than offset the previous month's
decline of -0.1%. Output in semiconductor-related sectors posted solid growth, driven by robust
investment in Al, while transportation excluding automobiles also showed notable gains.

Additionally, retail sales rose 1.0% in June (compared to -0.6% in May and a market consensus of
0.5%), with the increase being broad-based except for a decrease in fuel sales. Apparel sales grew
for the fifth consecutive month, and general merchandise registered its second monthly gain.
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With this strong recovery in economic activity in June, we have revised up the 2Q25 GDP forecast
t0 0.1% QoQ sa from 0.0%. While the pace of recovery remains moderate, the negative effects of
tariffs may prove less severe than previously anticipated.

Uncertainty surrounding domestic politics should be closely
watched

With the LDP and Komeito coalition recently losing the election, there have been growing concerns
over Japan's fiscal condition. For now, Prime Minister Shigeru Ishiba remains in office, so immediate
concerns seem to have been contained.

We expect the cash transfer programme to be executed in the autumn. This would boost private
consumption temporarily at least. However, eventually Ishiba will resign and there should be more
policy coordination required with opposition parties. As opposition parties advocated for
consumption tax cuts, this will keep JGBs under pressure.

Author

Min Joo Kang
Senior Economist, South Korea and Japan
min.joo.kang@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
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 BR0O00341) 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.

Snap | 31 July 2025 3


mailto:min.joo.kang@ing.com
https://www.ing.com

