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The Bank of Japan decided to raise policy rates in January. We expect 
policy rates to rise to 1% in FY25. 

 

At the January 2025 Monetary Policy Meeting, the BOJ raised the policy rates from around 0.25% to around 0.5%, 
as the economy and prices have been performing well in line with the outlook. There were no surprises as the 
market had already factored in this rate hike due to the timing of the pre-Monetary Policy Meeting, when Governor 
Ueda and Deputy Governor Himino stated that they would discuss whether to raise rates at the next Monetary 
Policy Meeting, as well as a series of reports that the Bank was expected to raise rates in advance. Therefore, 
the market reaction immediately after the monetary policy meeting was generally limited, although the yen 
appreciated slightly and stocks and bonds weakened. 

The reasons behind the decision to raise interest rates this time were mainly (1) at the January 9 branch managers' 
meeting, many reported that “companies in a wide range of industries and sizes, including small and medium-
sized enterprises, have recognized the need for continuous wage increases under the structural labor shortage,” 
and (2) after Trump took office as U.S. President on January 20, the market has generally shown a calm reaction. 
In other words, in addition to the much anticipated wage hike in 2025, the market is not currently in a situation 
where it is greatly disturbed by President Trump's policy uncertainty, and this is believed to be the reason why the 
Bank decided to raise interest rates this time. In fact, there have been moves among small and medium-sized 
enterprises (SMEs) to raise basic wages, and according to a survey by the Shoko Chukin Bank, the percentage 
of SMEs planning to raise wages in 2025 has been steadily increasing (Exhibit 1 and 2). 

 

In its latest Outlook Report, the BOJ raised its outlook for prices in general from the previous report (Exhibit 3). 
This is due to the rise in rice prices as well as higher import prices resulting from the recent depreciation of the 
yen. Against the backdrop of a virtuous cycle between wages and prices (wages and prices mutually increasing 
each other), in addition to the improvement in the macro supply-demand gap, the BOJ expects underlying prices 
to remain roughly in line with the “price stability target of 2%” through FY2026. 

Looking ahead, from spring to summer this year, attention will be focused on whether wage increases will be 
concluded at a high level in response to RENGO’s (the Japan Trade Union Confederation) demand (5% or more 
overall and 6% or more for small and medium-sized enterprises) in the 2025 spring labor offensive. (The author 
expects the 2025 spring labor offensive to be generally strong, as the earnings environment for small and medium-
sized enterprises, in addition to large enterprises, is generally firm amid tight labor supply and demand due to the 
shortage of labor.) In the second half of this year, we expect the focus to shift to whether wage increases will lead 
to sustained price increases. 

If, as the BOJ assumes, the market is not greatly shaken by President Trump's policy uncertainty, and wage 
growth in Japan leads to higher prices as overseas economies follow a moderate growth path, the BOJ will 
continue to raise interest rates, albeit cautiously, toward neutral rates (rate level that will neither overheat nor cool 
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the economy). According to several models introduced by the BOJ, estimates of the real neutral rates (the natural 
rates of interest), the level of real interest rates that neither overheats nor cools the economy, range from ▲1% 
to +0.5%, but in a world where 2% inflation takes hold, the neutral rates would be at least +1%. We expect the 
BOJ to gradually raise the policy rates to 1% every six months at a cautious pace of 0.25% to ensure that the 
virtuous cycle between wages and prices is not interrupted. 

We believe that Japan's long-term interest rates are likely to rise gradually to around 1.5% in FY2025 as the BOJ 
steadily raises policy rates (Exhibit 4). The BOJ's gradual reduction in JGB purchases (QT) will also be a factor in 
a modest rise in long-term interest rates on the supply-demand side. Therefore, the yen is unlikely to depreciate 
further in the foreign exchange market, and USDJPY is likely to hover between 140-160. In the stock market, the 
rise in long-term interest rates is likely to continue to support some value stocks, such as financial stocks. 

 

Exhibit 1: Trends in Wage Increases in Small and 
Medium Enterprises (Regular Salary)  Exhibit 2: Regular Salary Planning in Small and Medium 

Enterprises 

 

 

 

Note: Small and medium enterprises have less than 100 employees. 
Source: Ministry of Health, Labour and Welfare, MUFG: Trust Bank 

 Source: Shoko Chukin Bank, MUFG: Trust Bank 

Exhibit 3: BoJ Outlook for Economic Activity and 
Prices  Exhibit 4: Japan's Policy Rate and 10 Year Bond Yield 

 

 

 

Note: As of January 2025. 
Source: BOJ, MUFG: Trust Bank 

 Source: Bloomberg, MUFG: Trust Bank 
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DISCLAIMER 

 
This document is issued by Mitsubishi UFJ Asset Management (UK) Ltd. ("MUFG AM (UK)") which is authorized and 
regulated in the UK by the Financial Conduct Authority (“FCA”) No. 121816. Information and Data within this document 
was originally provided by Mitsubishi UFJ Trust Banking Corporation. Information within this document may contain 
material that may be interpreted by the relevant authorities in your country as a financial promotion or an offer to purchase 
securities. Accordingly this information is only intended for persons who fall outside the scope of any law that seeks to 
regulate financial promotions in the country of your residence. The information provided in this document is not intended 
for any United States person or any person in the United States, any state thereof, or any of its territories or possessions. 
This report is prepared for professional investors and is not intended for retail clients as defined in the FCA rules. 
 
The information contained in this report has been taken from sources which we deem reliable but we do not represent 
that such information is accurate or complete in part or in whole. Any opinions expressed here reflect our judgment at 
this date and are subject to change.  Although we have taken all reasonable care that the information contained within 
this document is accurate at the time of publication, we make no representation or warranty (including liability towards 
third parties) express or implied, as to its accuracy, reliability or completeness. If you rely on this document, you do so at 
your own risk. We expressly disclaim any duty of care which we might otherwise owe to any person relying on this material. 
Any opinions expressed here reflect our judgment at this date and are subject to change.  
 
Any reference to past performance should not be taken as a guide to future performance. The value of investments may 
go down as well as up. 
Companies in the Mitsubishi UFJ Financial Group and connected persons may have positions in, or may perform or seek 
to perform advisory or banking services to companies whose securities are mentioned herein. Mitsubishi UFJ Asset 
Management (UK) Ltd. or related companies may have used researched material before publication and may have 
positions in or may be materially interested in any of the securities mentioned.   

This brochure does not constitute an offer or a solicitation of an offer to buy a security. Neither MUFG AM (UK) nor any of 
its related companies accept any liability whatsoever for any direct or indirect or consequential loss arising from any use 
of information or material contained herein.  

MUFG Asset Management is a brand of Mitsubishi UFJ Trust and Banking Corporation, along with its subsidiaries, 
Mitsubishi UFJ Asset Management Co., Ltd., Mitsubishi UFJ Real Estate Asset Management Co., Ltd., Mitsubishi UFJ 
Asset Management (UK) Ltd. and Mitsubishi UFJ Alterative Investments Co., Ltd.. 

The intellectual property rights of the indices in this document belong to the index providers. Please refer to the website 
below for details. https://www.tr.mufg.jp/houjin/jutaku/disclaimer.html 
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