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Tokyo inflation cooling, but still elevated
enough to keep BoJ normalisation on
track

Japanese government efforts to moderate inflation are working,
though underlying Tokyo price pressures remain elevated. Even so,
the Bank of Japan is expected to stay on hold next week. Its quarterly
outlook report will be closely watched
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Lower than expected

Tokyo headline CPI cooled more than expected

Tokyo inflation rose 2.9% year on year in July (vs 3.1% June, 3.0% market consensus). The
moderation was mainly related to the Tokyo government’s water charge waiver for the summer
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and falling commodity prices. Core inflation, excluding fresh food and energy, stayed at 3.1% for a
second month. The overall inflation trend peaked in May, and then moderated for the past couple
of months largely thanks to government subsidies. Utilities fell 4.5% in July from a recent peak of
7.6% in April. Rice prices also came down to 81.8% from 90.6% in June as the government released
public stockpiles.

We expect inflation to be a bit volatile over the next few months due to base effects related to the
government's energy subsidy programme last year. But, earlier gains in food prices will pass
through to manufactured food prices and the costs of eating out. Thus, inflation should stay
elevated throughout the year.

Core-core inflation (excluding fresh food and energy) stayed at
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BoJ watch

We believe that the BoJ will hold rates steady at next week’s 30-31 July meeting. This put the
focus on the BoJ's quarterly outlook report and its post-meeting communications on the recent
US-Japan trade deal. We expect the BoJ to revise upward its core inflation, excluding

energy, forecast from the current 2.3% to 2.5% for fiscal year 2025 and from 1.8% to 1.9% for
FY26. Also, the recent trade deal between Japan and the US should still be negative for the
economy. Yet, the BoJ might assess it positively as it removes uncertainty. It's a close call, but we
continue to believe October is a likely time for the rate hike. This assumes that services and
manufactured food prices will rise and manufacturing and exports will recover modestly over the
coming months.
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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.
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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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