BOJ’s hawkish hold: target reached, more rate hikes to come
Hawkish holds in Japan and the US keep inflation and rates firmly in focus

By Naomi Fink, Chief Global Strategist and Chief Economist
30 October 2026

As expected, on 30 October the Bank of Japan (BOJ) kept its policy rate on hold at 1.25%. The 8-1 vote—with board
member Hajime Takata dissenting by voting for an immediate hike—may be interpreted as modestly more hawkish
compared with September’s 7-2 split, when dissenters voted against a rate hike.

Hawkish dissent: The vote split is marginally more hawkish in that September’s dovish dissenters appeared to have
accepted the current policy rate, while known hawk Takata argued in favour of a stepped-up pace of accommodation
removal to bring rates more in line with “neutral”. Looking ahead, the BOJ Outlook Report reaffirmed that it will “keep raising
rates in response to the economy and prices”.

Inflation consistent with target, wary of overshoot: Importantly, the BOJ confirmed in its October Outlook report that
“underlying CPI inflation (is) at a level that is generally consistent” with the 2% price stability target. It warned that inflation
expectations and corporate pricing behaviour could push inflation above target.

Good conditions to normalise risk asset holdings: Another hawkish signal was the central bank’s announcement that
it would double the pace of ETF disposals as of 2027, although the rate of reduction, at an annual 0.1% of stock market
trading value (or roughly 860 billion yen on a book value basis), would still take 43 years to complete. The BOJ emphasised
current buoyant market conditions as a driver of the change, and also offered a caveat that sales may be adjusted or
suspended depending on future financial conditions.

Forecasts: upgrade to 2027 inflation more significant than growth

The BOJ raised its FY26 growth forecast modestly from 0.6% to 0.7%, while lowering its FY27 outlook from 0.8% to 0.7%.
More notably, it upgraded its FY27 core CPl median forecast from 2.4% to 2.6%, reinforcing concerns about upside risks
to its 2% inflation target.

Both inflation drivers and risks appear inflationary: The BOJ explicitly identifies the possibility of inflation expectations
and underlying inflation moving above target (which has now been reached). Energy costs, yen depreciation and Al-
related demand were identified as potential sources of upside pressure. Below, we illustrate the potential for additional
pass-through, although transmission is not automatic.
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Chart 1: Core inflation-will renewed import-price pressures propagate through to consumer prices?
Elevated input prices and measures of core inflation
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The BOJ expects consumption to remain relatively flat over fiscal 2026 before recovering as price pressures ease and the
income-spending cycle strengthens. This underscores that nominal wage gains alone are insufficient to restore household
confidence and that keeping inflation expectations contained is an important component of keeping real wage growth
expectations intact.

Chart 2: Japan’s nominal and real wages, year-on-year change (%)
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Overall, the BOJ’s October decision broadly supports our expectations for ongoing tightening, which, at the time of writing,
remain modestly below expectations for future hikes priced into the OIS market. In September, the median forecast of the
Amova Asset Management Global Investment Strategy Committee (GISC) was for two additional hikes from the BOJ in
the forthcoming 12 months, taking the policy rate to 1.75% by September 2027.

From GISC to FOMC: still over-weighting the US rate path?

Dollar/yen’s immediate moves after the 30 October BOJ policy decision have been limited, which may indicate that the pair
remains more influenced by expectations regarding the US economy and the Federal Reserve (Fed)'s corresponding rate
trajectory. On 28 October the Fed delivered its own hawkish hold (voting 10-2 to keep rates at 3.75% to 4%), similarly
emphasising upside inflation risks. Our own analysis indicates a rise in policy message alignment from the Fed, with an
increase in inflation emphasis. Despite the repeated mention of a belief that productivity may keep inflation contained, Fed
Chair Kevin Warsh explicitly acknowledged a need to refine his own understanding of US productivity via the upcoming Fed
Productivity and Jobs Taskforce on 16 November.

Chart 3: US-Japan 10-year yield spread and dollar/yen

2.0 180

? 15 A _JV | L 170

£

[ —

2 10 10 F

% []

£ L 150 2

[] [

8 0.5 o

8 - 140 g

© 0.0 -

o >

_§ - 130 &

S .05 a

3 120 8

o

Q.

o -1.0 - 110
A5 100

2020 2021 2022 2023 2024 2025 2026

US-Japan 10Y Spread e USD/JPY

Source: Bloomberg

As mentioned in the GISC, the ongoing risk-tolerant expansion in global markets is disproportionately reliant on the trifecta
of robust nominal US growth, extrapolation of currently buoyant earnings expectations and benign financing conditions,
which encompass the widespread risk tolerance that we believe underpins the “carry trade”. With time, we expect tighter
overall financial conditions to reduce the degree of accommodation buoying risk assets.

Appendix: Bayesian FOMC model update

The Fed kept rates on hold in October while retaining a hawkish message. We offer updates on specific criteria of interest
identified in August.

1. Policy-message alignment strengthened the most-Jackson Hole increasingly looks institutional, not personal:
October's Federal Open Market Committee meeting reinforces the view that Warsh’s Jackson Hole framework is
increasingly reflected in actual Fed communication and decision-making. While this strengthens our confidence that
the two are aligned on monetary policy, it is not proof that the Committee has adopted every part of Warsh’s economic
interpretation.

2. Inflation emphasis moved materially higher—the Fed is not using the productivity story to relax the inflation
constraint: This importantly reinforces the first factor of interest. The meeting and press conference are jointly read as
a hawkish pause, reinforced by the messaging at the press conference. Growth is tolerably strong (our employment
sensitivity indicator remains little changed), but inflation remains the binding policy constraint.


https://global.amova-am.com/institutional/insights/detail/2610-global-investment-strategy-committee-outlook-q4-2026
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3. Productivity conviction rose, but important questions remain: Warsh and the Fed appear more convinced of a
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durable supply-side improvement, but what they mean by “productivity” is still somewhat unclear. At times, the FOMC
has used “productivity” to refer to “labor productivity” while at other times it seems closer to “production”. Current
production can indeed reflect more capital and strong demand, but neither establishes a durable acceleration in total
factor productivity (which includes gains from technological innovation).

The bigger inconsistency would be the failure to address the possibility that if indeed productivity was rising in any
durable way, the r-star could also be higher. That would point to a higher, not lower, neutral rate. So, the inconsistency
here is that Warsh invokes the supply-side upside, but has not publicly closed the loop on the neutral-rate
implication.

Less forward guidance strongly confirmed: We had fairly high confidence to begin with that Warsh was not a fan of
forward guidance, so the modest reinforcement of conviction is not surprising.

Balance sheet and governance views remain weakly identified: These are mostly non-results. October did not
reveal much about longer-run balance sheet preferences or how Warsh actually governs the Committee.

Bottom line: confidence in alignment on inflation fighting is rising, but the productivity story has unresolved
holes

FOMC October 2026 Bayesian Update
Jackson Hole posterior used as prior; dashed line = October evidence signal
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Important information: This document is prepared by Amova Asset Management Co., Ltd. and/or its affiliates (hereinafter referred to as” the
Group") and is for distribution only under such circumstances as may be permitted by applicable laws. This document does not constitute
personal investment advice or a personal recommendation and it does not consider in any way the objectives, financial situation or needs of any
recipients. All recipients are recommended to consult with their independent tax, financial and legal advisers prior to any investment.

This document is for information purposes only and is not intended to be an offer, or a solicitation of an offer, to buy or sell any investments or
participate in any trading strategy. Moreover, the information in this document will not affect the Group’s investment strategy in any way. The
information and opinions in this document have been derived from or reached from sources believed in good faith to be reliable but have not
been independently verified. The Group makes no guarantee, representation or warranty, express or implied, and accepts no responsibility or
liability for the accuracy or completeness of this document. No reliance should be placed on any assumptions, forecasts, projections, estimates
or prospects contained within this document. This document should not be regarded by recipients as a substitute for the exercise of their own
judgment. Opinions stated in this document may change without notice.

In any investment, past performance is neither an indication nor guarantee of future performance and a loss of capital may occur. Estimates of
future performance are based on assumptions that may not be realised. Investors should be able to withstand the loss of any principal investment.
The mention of individual securities, sectors, regions or countries within this document does not imply a recommendation to buy or sell.

The Group accepts no liability whatsoever for any loss or damage of any kind arising out of the use of all or any part of this document, provided
that nothing herein excludes or restricts any liability of the Group under applicable regulatory rules or requirements.

All information contained in this document is solely for the attention and use of the intended recipients. Any use beyond that intended by the
Group is strictly prohibited.

Japan: The information contained in this document pertaining specifically to the investment products is not directed at persons in Japan nor is it
intended for distribution to persons in Japan. Registration Number: Director of the Kanto Regional Finance Bureau (Financial Instruments firms)
No. 368 Member Associations: Investment Management Association of Japan, Type Il Financial Instruments Firms Association.

United Kingdom: This document is communicated by Amova Asset Management UK Limited, which is authorised and regulated in the United
Kingdom by the Financial Conduct Authority (the FCA) (FRN 122084). This document constitutes a financial promotion for the purposes of the
Financial Services and Markets Act 2000 (as amended) (FSMA) and the rules of the FCA in the United Kingdom, and is directed at professional
clients as defined in the FCA Handbook of Rules and Guidance.

Ireland: This document is communicated by Amova Asset Management Ireland Limited, which is authorised under the European Union (Markets
in Financial Instruments) Regulations 2017 (S.I. 375 of 2017) (as amended) and regulated in Ireland by the Central Bank of Ireland (C565118)
and includes branches in Germany and the Netherlands. This document is for information purposes only and does not constitute an offer,
invitation, or solicitation to invest in any fund or investment product, or recommendation to sell any financial instrument, nor does it constitute
investment advice. This document is not intended for distribution to, or use by, any person in any jurisdiction where such distribution would be
contrary to local law or regulation and is directed at professional investors only.

United States: This document may not be duplicated, quoted, discussed or otherwise shared without prior consent. An offering of any
investments, securities or investment advisory services with respect to securities may only be made by receipt of relevant and complete offering
documentation and agreements, as applicable. Any offering or distribution of a Fund in the United States may only be conducted via a licensed
and registered broker-dealer or a duly qualified entity. Amova Asset Management Americas, Inc. is a United States Registered Investment
Adviser.

Singapore: This document is for information to institutional investors, accredited investors as defined in the Securities and Futures Act 2001,
and intermediaries only. Amova Asset Management Asia Limited (Co. Reg. No. 198202562H) is regulated by the Monetary Authority of
Singapore.

Hong Kong: This document is for information to professional investors as defined in the Securities and Futures Ordinance, and intermediaries
only. The contents of this document have not been reviewed by the Securities and Futures Commission or any regulatory authority in Hong Kong.
Amova Asset Management Hong Kong Limited is a licensed corporation in Hong Kong.

New Zealand: This documentisissued in New Zealand by Amova Asset Management New Zealand Limited (Company No. 606057, FSP22562).
It is for the use of wholesale clients, researchers, licensed financial advisers and their authorised representatives only.

Malaysia: This document is issued by AHAM Asset Management Berhad (Registration No. 199701014290 (429786-T)), a company licensed by
the Securities Commission Malaysia under the Capital Markets and Services Act 2007 to carry on fund management in relation to portfolio
management, dealing in securities restricted to unit trusts, and dealing in private retirement schemes. This document has not been reviewed by
the Securities Commission Malaysia.

Kingdom of Bahrain: The document has not been approved by the Central Bank of Bahrain which takes no responsibility for its contents. No
offer to the public to purchase the Strategy will be made in the Kingdom of Bahrain and this document is intended to be read by the addressee
only and must not be passed to, issued to, or shown to the public generally.

Kuwait: This document is not for general circulation to the public in Kuwait. The Strategy has not been licensed for offering in Kuwait by the
Kuwaiti Capital Markets Authority or any other relevant Kuwaiti government agency. The offering of the Strategy in Kuwait on the basis a private
placement or public offering is, therefore, restricted in accordance with Decree Law No. 7 of 2010 and the bylaws thereto (as amended). No
private or public offering of the Strategy is being made in Kuwait, and no agreement relating to the sale of the Strategy will be concluded in
Kuwait. No marketing or solicitation or inducement activities are being used to offer or market the Strategy in Kuwait.

Kingdom of Saudi Arabia: This document is communicated by Amova Asset Management UK Limited, which is authorised and regulated by
the Financial Services and Markets Act 2000 (as amended) (FSMA) and the rules of the Financial Conduct Authority (the FCA) in the United
Kingdom (the FCA Rules). This document should not be reproduced, redistributed, or sent directly or indirectly to any other party or published in
full or in part for any purpose whatsoever without a prior written permission from Amova Asset Management UK Limited.
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This document does not constitute investment advice or a personal recommendation and does not consider in any way the suitability or
appropriateness of the subject matter for the individual circumstances of any recipient. In providing a person with this document, Amova Asset
Management UK Limited is not treating that person as a client for the purposes of the FCA Rules other than those relating to financial promotion
and that person will not therefore benefit from any protections that would be available to such clients.

Amova Asset Management UK Limited and its associates and/or its or their officers, directors or employees may have or have had positions or
material interests, may at any time make purchases and/or sales as principal or agent, may provide or have provided corporate finance services
to issuers or may provide or have provided significant advice or investment services in any investments referred to in this document or in related
investments. Relevant confidential information, if any, known within any company in the group or Sumitomo Mitsui Trust group and not available
to Amova Asset Management UK Limited because of regulations or internal procedure is not reflected in this document. The investments
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.

Oman: The information contained in this document nether constitutes a public offer of securities in the Sultanate of Oman as contemplated by
the Commercial companies law of Oman (Royal decree 4/74) or the Capital Markets Law of Oman (Royal Decree80/98, nor does it constitute an
offer to sell, or the solicitation of any offer to buy non-Omani securities in the Sultanate of Oman as contemplated by Article 139 of the Executive
Regulations to the Capital Market law (issued by Decision No. 1/2009). This document is not intended to lead to the conclusion of any contract
of whatsoever nature within the territory of the Sultanate of Oman.
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