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The BoJ Hikes to 1.25% and Cools Expectations of a 18 September 2024
Steady Run of Rate Hikes

The Bank of Japan (BoJ) raised its policy rate by 25bp to 1.25% by a 7-2 vote, with the

two members appointed by Prime Minister Takaichi dissenting. The statement repeats

the assessments, risks and guidance of June and July, with no new hawkish signals.

Ueda described a new phase of monetary policy, moving from supporting underlying ~ Research Department
inflation to stabilising it at 2%, but avoided committing to a sequence of hikes, and

markets read the message as less hawkish than expected. We expect the next 25bp

hike in January, with a move brought forward to December only in the event of a

marked acceleration in the inflation measures excluding institutional factors. Macroeconomic Research

The 7-2 vote crystallises the leanings of the Board members. Asada called for unchanged rates
because inflation excluding fresh food remains below 2%, Sato because prices and activity have
not accelerated significantly. Takata and Tamura voted with the majority but, as in July,
contested the assessment of underlying inflation, which they consider already in line with the
target. The two hawks' terms expire in July 2027 and those of Ueda and the two Deputy Governors
in spring 2028, which suggests that the Board's leaning could become more accommodative
from the middle of next year.

Riccardo Bellesia
Economist

The statement is almost identical to the previous ones in its assessment of the economy. The Bank
notes that inflation excluding fresh food has risen moderately into the 1.5-2.0% range and that
pressures in business-to-business transactions are beginning to spill over into consumer prices, with
underlying inflation approaching 2%. The three risk factors are the same as in July, and the
sentence on the risk of an overshoot of the target with adverse effects on the economy is lifted
almost verbatim from the Outlook Report. The guidance retains June's conditional formula, with
hikes fied to the economy, prices and financial conditions, and with fiming and pace to be
assessed. The only addition is the importance of stabilising underlying inflation at around 2%, a
rewording of July's warning rather than a signal of faster tightening.

At the press conference Governor Ueda said that the phase of monetary policy has changed,
with underlying inflation close to 2% and the goal now being to stabilise it at that level, but added
that this phase has only just begun and that it will take time to assess its effects. He denied any
pre-set pace, deferring to a meeting-by-meeting assessment. He stressed that financial
conditions become less accommodative with each hike and that the October Outlook Report
will quantify the effect of the hikes delivered so far. Markets took the absence of commitments
as a less hawkish tilt than expected. The yen weakened from 155.9 to 157.3 against the dollar and
the two-year yield fell 4bp, while OIS still price an 85% probability of a further 25bp hike in
December.

The risk factors for prices remain the geopolitical and energy shock, Al-related demand and the
exchange rate, together with wage pressures. The Bank is operating between two constraints. An
overly hawkish message would fuel expectations of a higher terminal rate and add pressure on
JGBs, already strained by successive expansionary fiscal packages, while an accommodative
tone would risk pushing the yen back towards the 160 threshold, which could trigger renewed
currency intervention.

Official inflation continues to understate actual price pressures. In August both headline CPI and
the index excluding energy and fresh food held steady at 1.9% y/y, instead of rising by a tenth as
expected, and the index excluding fresh food alone unexpectedly slipped to 1.7% from 1.8%.
These measures remain biased downward by government measures, which subfract around six
tenths from inflation (the BoJ's own indices excluding institutional factors stood in July at 2.3% for
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the index excluding fresh food and 2.2% for core-core). The gradual unwinding of these measures
should push inflation to 2.7% in Q4 and to a peak of 3.5% in early 2027. Looking ahead, we
continue to expect the next 25bp hike in January, although a move as early as December cannot
be ruled out in the event of an acceleration in inflation excluding institutional factors or renewed
downward pressure on the yen. We then expect the tightening cycle to continue gradually
towards 2.00% by end-2027.

Ex. 1 - Markets have aggressively repriced BoJ expectations after Ex. 2 - We expect the hiking cycle to reach its end point at 2% by
summer events end-2027
20 2.50 1
o //
5 1.5 R 2.00 A
[2%4
8 / 1.50 #;
'—é 1.0 .
= 1.00 1
o 0.5
o
0.50 1
0.0 T T T T T T T T T T T T T T T T T T T 1
Spot 2 4 6 8 10 12 14 16 18 0.00 T T T T T T T T T T
b o A DD > D
6/26 7/26 8/26 9/26 AN ER GP\ P NN U A
e |SP Forecast Consensys e Forward (OIS)
Source: Intesa Sanpaolo, LSEG Datastream Source: Intesa Sanpaolo, LSEG Datastream

Produced by the Intesa Sanpaolo SpA Research Department



Macro Rapid Response 18 September 2026

Appendix

Analyst Certification and Other Important Disclosures

The analysts drafting this report state that the opinions, forecasts, and estimates contained herein are the result of independent
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Pursuant to the provisions of Delegated Directive (EU) 2017/593, this document can be qualified as an acceptable minor non-

monetary benefit as it is:
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Method of distribution
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Persons who receive this document are obliged to comply with the above indications.

Valuation Methodology

Comments on macroeconomic data are prepared based on macroeconomic and market news and data available via
information providers such as Bloomberg and LSEG Datastream. Macroeconomic, exchange rates and interest rate forecasts are
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Information Barriers, to restrict the flow of information, namely inside and/or confidential information, to prevent the misuse of such
information and to prevent any conflicts of interest arising from the many activities of the Intesa Sanpaolo Banking Group which
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and for disclosure of particular interests or indications of conflicts of interest as subsequently amended and supplemented, the
FINRA Rules 2241 and 2242 as applicable, as well as the FCA Conduct of Business Sourcebook rules COBS 12.4 - between the
Intesa Sanpaolo Banking Group and issuers of financial instruments, and their group companies, and referred to in research
products produced by analysts at Intesa Sanpaolo SpA is available in the "Rules for Research " and in the extract of the "Corporate
model on the management of inside information and conflicts of interest" published on the website of Intesa Sanpaolo SpA,
webpage https://group.intesasanpaolo.com/en/research/RegulatoryDisclosures.

As for the disclosures, please note that one or more of the companies of Intesa Sanpaolo Banking Group:

M trade or may trade as a principal in the securities (or in related derivatives) that are the subject in this report;

B plan to solicit investment banking business or infend to seek compensations from the securities that are the subject of this
report in the next three months.

Furthermore, in accordance with the aforesaid regulations, the specific company-related disclosures of the Intesa Sanpaolo Banking
Group's interests and conflicts of interest are available through webpage
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