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Executive Summary

Decision Made: The Bank of Japan (BoJ) maintained its policy rates in April. The BoJ board voted to keep
its short-term policy rate unchanged at 0.75% with three dissenters. The Bank signals gradual rate hikes
as inflation nears target and real rates remain low, with timing guided by economic and geopolitical
risks.

Policy Discussion: Governor Ueda said policymakers paused to assess what they still view as a
temporary supply shock, but signalled readiness to tighten if inflation rises and growth holds. The Bank
of Japan voted 6-3 to hold rates, with dissenters pushing for a hike to 1.0% on the view that inflation
risks are already skewed to the upside.

The Bank signalled a clear tightening bias: rate hikes could follow if inflation meets or exceeds forecasts
or confidence in the outlook strengthens, even with modest growth slowing. Ueda added that if
underlying inflation overshoots, rates may need to rise above neutral, implying more forceful tightening
despite higher volatility.

At the same time, heightened uncertainty—particularly from Middle East tensions—has weakened
confidence in the outlook, with downside risks to growth and upside risks to inflation. The Bank will
look through temporary shocks but act if second-round effects push underlying inflation higher,
maintaining a cautious but tightening-leaning stance.

Changes to Economic Forecasts: The BOJ has sharply raised its inflation forecasts and warned of
overshoot risks, pointing to a likely path of rate hikes. The economy is recovering moderately but
remains uneven: exports and industrial output are flat, while consumption is resilient despite price
pressures. Investment is gradually rising on solid business sentiment, labor markets are tight, and
financial conditions remain accommodative, even as inflation has eased to around 1.5-2%.

Higher oil prices are now passing through more broadly into goods and services, prompting upward
revisions to inflation and downward revisions to growth. Middle East tensions add a stagflationary risk
mix—weakening growth via profits, incomes, and supply chains, while pushing prices higher through
energy and broader cost pressures.

Key Picture: Bank of Japan Forecasts — 2025-2027 — From the January 2026 Outlook

2026f 2027f 2028f
Latest April January April January April
Reading Report Report Report Report Report
GDP
0.1 0.5 1.0 0.9 1.0 0.8
(real growth, y-o-y)
Inflation*
1.5 2.8 1.8 2.3 2.0 2.0
(%, y-0-y)

Source: Bank of Japan ‘Outlook for Economic Activity and Prices’ April and January 2026. Note: 1. Forecasts are for the fiscal year (FY) in

Japan from April 1 - 31 March of the following year; 2. Latest GDP reading for Q4 -2025; 3. Latest inflation reading for March 2026.
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Analysis

% DECISION MADE: On April 28, the Bank of Japan (BoJ) kept its policy rates unchanged. The BoJ kept its

key short-term interest rate at 0.75% with three dissenters, signalling rising concern over Middle East—
driven inflation pressures. Three BOJ board members (Makagawa, Takata, and Tamura) dissented, calling
for a hike to 1.0%.

In terms of forward guidance, with inflation nearing target and real rates still low, the Bank signals further
gradual rate hikes, carefully calibrating timing and pace in response to economic conditions and
geopolitical risks. The Bank of Japan assesses policy through a baseline outlook and key risks. Inflation is
projected at 2.5-3.0% in fiscal 2026, driven by higher oil prices and wage pass-through, before easing to
around 2% by 2028. Tight labor markets should sustain a gradual wage-price cycle, bringing underlying
inflation in line with the 2% target from late 2026 onward.

In terms of balance sheet policies, the BoJ agreed to gradually reduce its monthly JGB purchases to around
¥2 trillion by January—March 2027 —cutting about ¥400 billion per quarter until early 2026, then ¥200
billion per quarter from April 2026 onward. The Bank retains flexibility to intervene if long-term rates rise
sharply and may revise the plan at any policy meeting if needed. As of the June 2025 quarter, the Bank
of Japan is estimated to purchase approximately ¥4.1 trillion in JGBs each month.

POLICY DISCUSSION: Governor Ueda said policymakers paused to assess the fallout from what they still
see as a temporary supply shock, but signalled readiness to tighten if inflation risks intensify and growth
remains resilient. The board voted 6-3 to maintain its current policy stance. Governor Kazuo Ueda and
five members backed the decision, while three dissented. The dissenters argued that inflation risks are
already tilted to the upside: Junko Nakagawa pointed to persistent uncertainty and accommodative
conditions, Hajime Takata said the price target is largely achieved with rising second-round effects, and
Naoki Tamura called for moving rates closer to neutral. They proposed lifting the policy rate to around
1.0%, but the motion was rejected by majority vote.

The Bank of Japan signalled it stands ready to raise rates if inflation risks intensify and growth remains
resilient, with decisions guided by how shocks—such as disruptions in the Strait of Hormuz—feed through
to the economy and prices. Strengthening confidence in its outlook, or inflation meeting or exceeding
forecasts, could justify tightening even amid modest growth slowing. Governor Ueda added that if
underlying inflation overshoots, rates may need to rise above neutral, implying more forceful tightening
despite potential increases in economic volatility.

The BOJ says heightened uncertainty has reduced confidence in its outlook, with downside risks to
growth and upside risks to inflation, especially in fiscal 2026. Given unclear duration and impact,
policymakers will take more time to assess how the conflict shapes economic activity and prices before
adjusting their stance. The Bank will look through temporary, supply-driven inflation, but stands ready to
raise rates if second-round effects lift underlying inflation.

The Bank’s outlook stresses upside inflation risks, while Ueda’s remarks balanced these against downside
growth risks. Despite uncertainty over the yen, the broader tightening path remains intact.

CHANGES TO FORECASTS: The BOJ sharply raised its inflation forecasts and warned of overshoot risks,
signalling a strong likelihood of rate hikes in the coming months. Japan’s economy is recovering
moderately, with some softness linked to Middle East tensions. Exports and industrial output are flat,
while firms remain profitable despite tariff pressures on manufacturing. Business sentiment is generally
positive, supporting a gradual rise in investment. Consumption is resilient on improving incomes but
weighed by higher prices; housing is declining and public investment is flat. Labor markets remain tight
and financial conditions accommodative. Inflation has eased to around 1.5-2% after exceeding 2%, with
expectations rising moderately.
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Rising oil prices are now more easily feeding through into a broad range of goods and services, reflecting
a stronger pass-through than in the past. Against this backdrop, the board has sharply upgraded its
inflation outlook, projecting core CPI at 2.8% for fiscal 2026 (up from 1.9% in January), 2.3% for 2027
(from 2.0%), and 2.0% for 2028. At the same time, growth expectations have been revised down, with
real GDP seen at 0.5% in 2026 (from 1.0%), 0.7% in 2027 (from 0.8%), and 0.8% in 2028.

Middle East tensions pose two key risks. First, persistently high oil prices could worsen Japan’s terms of
trade, eroding corporate profits and real incomes, slowing growth, and weakening underlying inflation.
However, inflation risks remain tilted to the upside, as higher energy costs may pass more broadly into
goods and services prices, supported by stronger wage-price dynamics and rising inflation expectations.
Food prices could also rise further if fertilizer supply disruptions persist. Second, prolonged disruptions
to supply chains could hit production, particularly in sectors reliant on Middle East inputs, leading to
slower growth. While weaker activity could dampen inflation, supply constraints may instead push prices
higher, reinforcing upside inflation risks. Conversely, a rapid easing of tensions and lower oil prices would
reduce pressure on profits and incomes, supporting growth.

% OURTAKE: The BoJ may increase rates in coming months, if the economy holds up well. The pre-condition
for the BoJ to increase rates is that the economy holds up well: if inflation rises but the economy is weak,
it would be harder for the Bank to tighten its policy stance. If the situation remains as is, the BoJ will likely
rise rates in coming months, possibly as early as June.

% MARKET IMPLICATIONS: Ueda said the pause allows time to assess a temporary supply shock, but
signalled readiness to hike if inflation rises and growth holds; markets lifted the yen and priced in a
possible June move. Ueda struck a less hawkish tone than the statement, prompting the yen to trim early
gains despite an initially hawkish outlook and three dissenting votes. Still, he signalled a credible path to
further tightening, balancing that message with the need to justify holding rates at this meeting. The
decision comes amid rising bond yields, with the 10-year JGB recently hitting its highest since 1997. After
the announcement, yields held steady around 2.47%. The yen slumps despite hawkish tone. The BO)J
decision saw USD/JPY pull back from around 159.50 to near 159.00. Currently USD/JPY trades around
156.6. Japanese stocks closed lower. The Nikkei 225 index closed down 1.02% at 59,917.46 points.

R

ROSa & ROUBINI

ASSOCiaTes

Rosa & Roubini Associates Ltd is a private limited company registered in England and Wales (Registration number: 10975116) with registered office at 75 King
William Street, London EC4N 7BE,, United Kingdom. For information about Rosa&Roubini Associates, please send an email to info@rosa-roubini-associates.com
or call +44 (0)20 7101 0718. Analyst Certification: We, Brunello Rosa and Nato Balavadze, hereby certify that all the views expressed in this report reflect my
personal opinion, which has not been influenced by considerations of Rosa & Roubini Associates’ business, nor by personal or client relationships.We also certify
that no part of my compensation was, is or will be, directly or indirectly, related to the views expressed in this report. Disclaimer: All material presented in this
report is provided by Rosa & Roubini Associates-Limited for informational purposes only and is not to be used or considered as an offer or a solicitation to sell or
to buy, or subscribe for securities, investment products or other financial instruments. Rosa & Roubini Associates Limited does not conduct “investment research”
as defined in the FCA Conduct of Business Sourcebook (COBS) section 12 nor does it provide “advice about securities” as defined in the Regulation of Investment
Advisors by the US SEC. Rosa & Roubini Associates Limited is not regulated by the FCA, SEC or by any other regulatory body. Nothing in this report shall be deemed
to constitute financial or other professional advice in any way, and under no circumstances shall we be liable for any direct or indirect losses, costs or expenses
nor for any loss of profit that results from the content of this report or any material in it or website links or references embedded within it. The price and value of
financial instruments, securities and investment products referred to in this research and the income from them may fluctuate. Past performance and forecasts
should not be treated as a reliable guide of future performance or results; future returns are not guaranteed; and a loss of original capital may occur. This
research is based on current public information that Rosa & Roubini Associates considers reliable, but we do not represent it is accurate or complete, and it should
not be relied on as such. Rosa & Roubini Associates, its contributors, partners and employees make no representation about the completeness or accuracy of the
data, calculations, information or opinions contained in this report. Rosa & Roubini Associates has an internal policy designed to minimize the risk of receiving or
misusing confidential or potentially material non-public information. We seek to update our research as appropriate, but the large majority of reports are
published at irregular intervals as appropriate in the author's judgment. The information, opinions, estimates and forecasts contained herein are as of the date
hereof and may be changed without prior notification. This research is for our clients only and is disseminated and available to all clients simultaneously through
electronic publication. Rosa & Roubini Associates is not responsible for the redistribution of our research by third party aggregators. This report is not directed
to you if Rosa & Roubini Associates is barred from doing so in your jurisdiction. This report and its content cannot be copied, redistributed or reproduced in part
or whole without Rosa & Roubini Associates’ written permission.

wWww.rosa-roubini.com

© Rosa&Roubini Associates 2026 - All Rights Reserved. No duplication, reproduction, transmission or redistribution of this document and its
content, either in whole or in part, is by any means permitted without prior written consent of Rosa&Roubini Associates Limited.

Page | 4



