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JPY: BoJ hikes rate and cuts bond purchase

¢ The BoJ hiked rates to 0.25% in July...
¢ ...and it will gradually taper its JGB monthly purchases

¢ USD-JPY had a volatile session, but it is worth noting that its
yield gap is still quite sizeable

On 31 July, the Bank of Japan (BoJ) raised its policy rate to around 0.25% from a )

range of 0% to 0.1%. This would mark the BoJ’s highest interest rates since The BoJ hiked rates to 0.25%
December 2008. The central bank also provided details on the tapering of its and unveiled plans to halve
Japanese government bond (JGB) purchases going forward. It will reduce monthly
JGB purchases by around JPY400bn per quarter, with an interim review at the
monetary policy meeting in June 2025. The amount of JGBs it buys per month will
fall to JPY3trn, half the current rough target, by 1Q26.

JGB purchases

This outcome seems to be more hawkish on interest rates, but a bit
disappointing on the tapering aspect. We noticed two important changes in the
BoJ’s statement and outlook report:

1. The BoJ provided some semblance of hawkish forward guidance in the final
paragraph of the statement: “if the outlook for economic activity and prices
presented in the July Outlook Report will be realised, the Bank will rates
accordingly continue to raise the policy interest rate”.

The BoJ may continue to hike

2. The BoJ added a new line in the FX section (the second risk to prices) of the
Outlook Report: “with firms’ behaviour shifting more toward raising wages and
prices recently, exchange rate developments are, compared to the past,
more likely to affect prices.”

Meanwhile, the newly appointed top currency official at the Ministry of Finance — Japan’s MoF thinks that FX
Atsushi Mimura — said on 30 July that demerits of a weak JPY are becoming more intervention is necessary to
noticeable, and that intervention is necessary to counter speculation .
(Bloomberg, 30 July 2024). It seems like the BoJ and MoF are becoming more counter speculation

aligned in their views about the JPY. Indeed, short JPY positions have been reduced
as of late (Commaodity Futures Trading Commission [CFTC], as of 23 July 2024).

USD-JPY has been volatile with a bit of a downward bias after the press USD-JPY once again started to
conference (Chart 1). The decline in USD-JPY actually started overnight on the back follow i ield diff ial
of NHK headlines hinting of a BoJ hike (NHK, 31 July 2024). It is also worth noting ollow its yield differentia

that USD-JPY is finally converging towards the US-Japan yield differential with
the latter still narrowing (mostly because of falling US rates), but the gap is still
quite sizeable (Chart 2).
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Disclosure appendix

Important disclosures

This document is for information purposes only and it should not be regarded as an offer to sell or as a solicitation of an offer to
buy the securities or other investment products mentioned in it and/or to participate in any trading strategy. Information in this
document is general and should not be construed as personal advice, given it has been prepared without taking account of the
objectives, financial situation or needs of any particular investor. Accordingly, investors should, before acting on it, consider the
appropriateness of the information, having regard to their objectives, financial situation and needs. If necessary, seek professional
investment and tax advice.

Certain investment products mentioned in this document may not be eligible for sale in some states or countries, and they may
not be suitable for all types of investors. Investors should consult with their HSBC representative regarding the suitability of the
investment products mentioned in this document and take into account their specific investment objectives, financial situation or
particular needs before making a commitment to purchase investment products.

The value of and the income produced by the investment products mentioned in this document may fluctuate, so that an investor
may get back less than originally invested. Certain high-volatility investments can be subject to sudden and large falls in value
that could equal or exceed the amount invested. Value and income from investment products may be adversely affected by
exchange rates, interest rates, or other factors. Past performance of a particular investment product is not indicative of future
results.

HSBC and its affiliates will from time to time sell to and buy from customers the securities/instruments (including derivatives) of
companies covered in HSBC Research on a principal or agency basis.

Whether, or in what time frame, an update of this analysis will be published is not determined in advance.

Additional disclosures
1 This reportis dated as at 31 July 2024.

2 All market data included in this report are dated as at close 30 July 2024, unless a different date and/or a specific time of
day is indicated in the report.

3  HSBC has procedures in place to identify and manage any potential conflicts of interest that arise in connection with its
Research business. HSBC's analysts and its other staff who are involved in the preparation and dissemination of
Research operate and have a management reporting line independent of HSBC's Investment Banking business.
Information Barrier procedures are in place between the Investment Banking, Principal Trading, and Research businesses
to ensure that any confidential and/or price sensitive information is handled in an appropriate manner.

4 You are not permitted to use, for reference, any data in this document for the purpose of (i) determining the interest
payable, or other sums due, under loan agreements or under other financial contracts or instruments, (ii) determining the
price at which a financial instrument may be bought or sold or traded or redeemed, or the value of a financial instrument,
and/or (iii) measuring the performance of a financial instrument or of an investment fund.
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HBAP is not responsible for any loss, damage or other consequences of any kind that you may incur or suffer as a result of, arising from or relating to your use of or reliance on this document.

HBAP gives no guarantee, representation or warranty as to the accuracy, timeliness or completeness of this document.
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You SHOULD NOT reproduce or further distribute the contents of this document to any person or entity, whether in whole or in part, for any purpose. This document may not be distributed to the
US, or any other jurisdiction where its distribution is unlawful.
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Miscellaneous

Notwithstanding this document is not investment advice, please be aware of the following for the sake of completeness. Past performance is not an indication of future performance. The value of
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