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Key takeaways

« BoJ to stand pat at 1 May MPM; Governor Ueda to strive for a balanced tone while
acknowledging downside risks.

« Rates: Bond market also focused on Governor Ueda's press conference; risk of curve
bear-flattening.

« FX: Watch BoJ guidance on potential for Jun/Jul hike; market is long JPY = further
rebound in USD/JPY possible

By Takayasu Kudo/Shusuke Yamada/Tomonobu Yamashita

Chart of the day: Number of Bo) rate hikes priced in by the market for each MPM
Market expectations for BoJ's rate hikes have significantly receded since the last MPM in March
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Bo) to stand pat: Focus on new forecasts, governor's

comments

The Bo)’s next monetary policy meeting (MPM) is scheduled for 30 April-1 May. We
expect the BoJ to keep the policy rate at 0.5%, and as of the time of writing the market
(OIS) concurred with our view, pricing in just a 2% chance of a rate hike. We think the
Bo) will be forced to adopt a wait-and-see stance given the drastic changes in external
conditions triggered by US tariff policy since the last MPM on 19 March. We think the
focus at the MPM will be (1) the BoJ’s new economic and inflation forecasts in its latest
Outlook Report, and (2) Governor Ueda's comments at the post-MPM press conference
on the outlook for economic activity and the path to normalizing monetary policy.

Trading ideas and investment strategies discussed herein may give rise to significant risk and are
not suitable for all investors. Investors should have experience in relevant markets and the financial
resources to absorb any losses arising from applying these ideas or strategies.

BofA Securities does and seeks to do business with issuers covered in its research
reports. As a result, investors should be aware that the firm may have a conflict of
interest that could affect the objectivity of this report. Investors should consider this
report as only a single factor in making their investment decision.

Refer to important disclosures on page 6 to 8. Analyst Certification on page 5. 12823006
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Outlook Report: Bo) to stick with basic stance, cut FY25

forecasts

The Bo) will release its latest quarterly Outlook report at the upcoming MPM. We think it
is unlikely for the bank to change its baseline scenario where it expects GDP growth to
exceed the potential growth rate, and underlying inflation to increase gradually. The Bo)
will likely stick to its rate-hiking cycle, in line with its previous statements that "if the
outlook for economic activity and prices...will be realized, the Bank will accordingly
continue to raise the policy interest rate and adjust the degree of monetary
accommodation.”

However, given the recent development of US tariff policy and its potential impact, we
expect the BoJ to revise down its economic and inflation forecasts for FY25 (Exhibit 1).
FY25 BoJ core CPI forecast (ex. fresh food and energy) will likely be lowered from +2.1%
in January to 2% or below, factoring in the recent yen appreciation and the impact of
free high school tuition from April. However, we expect the BoJ to forecast a return to
near 2% inflation once the economic impact of tariffs fades, maintaining its c. 2%
estimate for FY26 and adding a similar estimate for FY27. We will be looking both at the
BoJ's forecasts and at its assessment of individual risks (Exhibit 2) to get a read on
Policy Board members' current economic and inflation outlook.

Post-MPM press conference: Navigating a delicate balance
We expect questions at Governor Ueda's press conference to focus on how the drastic
changes in external conditions since the previous MPM could affect the BoJ's economic
and inflation outlook and monetary policy conduct. We expect Governor Ueda to
reiterate his view that tariffs represent a major downside risk for the Japanese economy,
as per his 16 April Sankei Shimbun interview, a 17 April speech by policy board member
Junko Nakagawa, and his subsequent Diet testimonies. At this point, we think he will just
reiterate his previous comments about carefully assessing the situation at upcoming
MPMs and continuing to make appropriate policy decisions.

Given the wide range of economic and inflation scenarios that could arise depending on
US tariff policy developments and the outcome of trade negotiations, we think he will
aim for a balanced message that leaves the BoJ with the broadest possible range of
policy options in the future.

We therefore think he will acknowledge that thus far the economy and inflation have
remained solid and on track with the BoJ's forecasts, while reiterating both the downside
risk to the economy from US tariff policy and the upside risk to inflation from rising
food prices.

We think the market will be looking to Governor Ueda's comments for clues about the
likelihood of a rate hike at the 17 June or 31 July MPM; it currently prices in a combined
30% chance of a hike. However, the BoJ's messaging could remain unclear due to the
need to acknowledge both upside and downside risks, and we doubt the upcoming MPM
will give the market a high clarity on the outlook for monetary policy.

-Takayasu Kudo, Japan Economist
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Exhibit 1: BoJ policy board GDP/CPI forecasts (median)
We expect the BoJ to downgrade its FY25 forecasts for growth and inflation
in the May Outlook Report

FY24 FY25 FY26 FY27

Real GDP

New forecasts* 0.7 0.7 0.8 1.0
January forecasts 0.5 1.1 10

CPI ex fresh food

New forecasts* 2.7 2.1 20 20
January forecasts 27 24 20

CPI ex fresh food & energy

New forecasts* 23 19 2.1 20
January forecasts 22 2.1 2.1

Source: Bank of Japan, Bloomberg, BofA Global Research *New forecasts are BofA's expectations
for the May Outlook Report
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Rates: Risks skewed toward bear-flattening

Exhibit 2: Risk assessment of CPI (ex fresh food) forecasts
BoJ's risk assessment as of January Outlook Report

FY24 FY25 FY26
28 AO
2.7 00000 A
26 AO A
2.5 A
24 (0]e)
23 AV
22 O
2.1 O AQOO
2.0 AO
19 oo
1.8 ov

Source: Bank of Japan, BofA Global Research; Note: The locations of O, A, and ¥ in the charts
indicate the figures for each Policy Board member's forecasts to which they attach the highest
probability. The risk balance assessed by each Policy Board member is shown by the following
shapes: O indicates that a member assesses "upside and downside risks as being generally
balanced," A indicates that a member assesses "risks are skewed to the upside," and ¥ indicates
that a member assesses "risks are skewed to the downside." The yellow-shaded figure refers to the
median of the Policy Board members' forecasts
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As noted, the market (including us) generally expects the BoJ to stand pat at the
upcoming MPM. It will likely look to Governor Ueda’s press conference for clues to the
timing of the next rate hike and the outcome of the BoJ’s interim assessment of its JGB

purchase reduction at the 16-17 June MPM.

However, as our Japan economist notes, a variety of scenarios for the Japanese economy
and inflation could emerge depending on future US-Japan trade negotiations, and we
therefore expect Governor Ueda to strive for a balanced message that leaves the BOJ as

many options as possible, as per his recent Diet testimony.

Some JGB market participants think the BoJ should accelerate its current ¥400bn per
quarter cuts to JGB purchases. However, the BoJ announced that it will hold a meeting of
the Bond Market Group on 20-21 May to exchange views on its JGB purchases. We
therefore expect Governor Ueda to limit his comments at the post-MPM press
conference to noting that it will make a decision after listening to bond market

participants' views (regarding cuts to JGB purchases from April 2026).

The 2yr forward 6-month OIS, which rose to around 1.2% at one point, has recently
fallen to around 0.8%, indicating that bond market participants' expectations for rate
hikes have retreated significantly. Media reports suggest that the potential for the
government to draw up a supplementary budget in the near future, which had driven
bear-steepening of the JGB curve, has now receded. While we expect the JGB curve to
remain steep due to a lack of demand, we think risks from the upcoming MPM are

skewed toward bear-flattening.

- Tomonobu Yamashita, Rates strategist

FX: Focus on Bo) guidance

We think the market will be looking to the Bo)'s upcoming MPM for hints at a potential
rate hike at the June or July meeting. The announcement of Trump tariffs abruptly
increased uncertainty about future BoJ policy. The market has backed off its rate-hike
expectations and now prices in a terminal rate of just over 0.75% (previously 1.25%),
with the timing for the next hike pushed back from June to the end of 2025. However,

we hear a variety of views from market participants:

1. The Bo) wants to raise interest rates while it can despite rising uncertainty, and could

hike as early as June/July.
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2. Growing downward pressure on the Japanese economy from tariffs and policy
uncertainty will prevent the BoJ from hiking again during 2025 (or FY3/26).

3. The BoJ could face pressure to quickly raise rates if realigning USD/JPY is part of the
agenda for Japan-US trade negotiations.

Our base case is (2). While we see (3) as unlikely (see Japan Viewpoint: US-Japan
negotiations — potential policy and market implications 17 April 2025), we think (1) is a
possibility and will be watching the BoJ's guidance.

Investor positioning is long JPY and overall sentiment on USD remains bearish. The
market continues to price in a moderate chance (just under 30%) of a rate hike in June or
July. The pricing looks fair but it should move by June in either way. While there are two-
way risks, we think the risk is skewed to a further bounce in USD/JPY given (1) record-
long JPY positioning among spec traders at CME and (2) stabilization in USD/JPY during
London trading hours.

Exhibit 3: Spec JPY positioning at CME Exhibit 4: USD/JPY cumulative change by trading zone (hours in Japan
Yen long at all time high Standard Time)
USD/JPY has been dragged down by USD weakness in Asia trading hour

e NON-cCOMmMercial JPY futures position (LHS) e USD/JPY (RHS, inverted) = Tokyo hour (8am-4pm) = ondon hour (4pm-midnight)
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- Shusuke Yamada, FX/Rates strategist
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Notable Rates and FX Research

« Global Macro Year Ahead 2025 - Stretching the rubber band, 24 November 2024

« Global Rates Year Ahead 2025 - Continental Drift, 24 November 2024

« G10 FX Year Ahead 2025 - Policy Uncertainty, 26 November 2024

o  Midweek LCBF: Real Money getting real, Liquid Cross Border Flows, 24 April 2025

Rates, FX & EM trades for 2025

For a complete list of our open trade recommendations as well as our trade
recommendations closed over the past 12 months, see the reports below:

Global FX Weekly: A new regime 25 April 2025

Global Rates Weekly: Double WAMmy 25 April 2025

Analyst Certification

I, Tomonobu Yamashita, hereby certify that the views expressed in this research report
accurately reflect my personal views about the subject securities and issuers. | also
certify that no part of my compensation was, is, or will be, directly or indirectly, related
to the specific recommendations or view expressed in this research report.
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Securities and other financial instruments referred to herein, or recommended, offered or sold by BofA Securities, are not insured by the Federal Deposit Insurance Corporation and are not
deposits or other obligations of any insured depository institution (including, Bank of America, N.A.). Investments in general and, derivatives, in particular, involve numerous risks, including,
among others, market risk, counterparty default risk and liquidity risk. No security, financial instrument or derivative is suitable for all investors. Digital assets are extremely speculative, volatile
and are largely unregulated. In some cases, securities and other financial instruments may be difficult to value or sell and reliable information about the value or risks related to the security or
financial instrument may be difficult to obtain. Investors should note that income from such securities and other financial instruments, if any, may fluctuate and that price or value of such
securities and instruments may rise or fall and, in some cases, investors may lose their entire principal investment. Past performance is not necessarily a guide to future performance. Levels and
basis for taxation may change.

Futures and options are not appropriate for all investors. Such financial instruments may expire worthless. Before investing in futures or options, clients must receive the appropriate risk
disclosure documents. Investment strategies explained in this report may not be appropriate at all times. Costs of such strategies do not include commission or margin expenses.

BofA Securities is aware that the implementation of the ideas expressed in this report may depend upon an investor's ability to "short" securities or other financial instruments and that such
action may be limited by regulations prohibiting or restricting "shortselling" in many jurisdictions. Investors are urged to seek advice regarding the applicability of such regulations prior to
executing any short idea contained in this report.

This report may contain a trading idea or recommendation which highlights a specific identified near-term catalyst or event impacting a security, issuer, industry sector or the market generally
that presents a transaction opportunity, but does not have any impact on the analyst’s particular “Overweight” or “Underweight” rating (which is based on a three month trade horizon). Trading
ideas and recommendations may differ directionally from the analyst’s rating on a security or issuer because they reflect the impact of a near-term catalyst or event.

Foreign currency rates of exchange may adversely affect the value, price or income of any security or financial instrument mentioned in this report. Investors in such securities and instruments
effectively assume currency risk.

BofAS or one of its affiliates is a regular issuer of traded financial instruments linked to securities that may have been recommended in this report. BofAS or one of its affiliates may, at any time,
hold a trading position (long or short) in the securities and financial instruments discussed in this report.

BofA Securities, through business units other than BofA Global Research, may have issued and may in the future issue trading ideas or recommendations that are inconsistent with, and reach
different conclusions from, the information presented herein. Such ideas or recommendations may reflect different time frames, assumptions, views and analytical methods of the persons who
prepared them, and BofA Securities is under no obligation to ensure that such other trading ideas or recommendations are brought to the attention of any recipient of this information.

In the event that the recipient received this information pursuant to a contract between the recipient and BofAS for the provision of research services for a separate fee, and in connection
therewith BofAS may be deemed to be acting as an investment adviser, such status relates, if at all, solely to the person with whom BofAS has contracted directly and does not extend beyond
the delivery of this report (unless otherwise agreed specifically in writing by BofAS). If such recipient uses the services of BofAS in connection with the sale or purchase of a security referred to
herein, BofAS may act as principal for its own account or as agent for another person. BofAS is and continues to act solely as a broker-dealer in connection with the execution of any transactions,
including transactions in any securities referred to herein.

Copyright and General Information:

Copyright 2025 Bank of America Corporation. All rights reserved. iQdatabase® is a registered service mark of Bank of America Corporation. This information is prepared for the use of BofA
Securities clients and may not be redistributed, retransmitted or disclosed, in whole or in part, or in any form or manner, without the express written consent of BofA Securities. This document
and its content is provided solely for informational purposes and cannot be used for training or developing artificial intelligence (Al) models or as an input in any Al application (collectively, an Al
tool). Any attempt to utilize this document or any of its content in connection with an Al tool without explicit written permission from BofA Global Research is strictly prohibited. BofA Global
Research information is distributed simultaneously to internal and client websites and other portals by BofA Securities and is not publicly-available material. Any unauthorized use or disclosure
is prohibited. Receipt and review of this information constitutes your agreement not to redistribute, retransmit, or disclose to others the contents, opinions, conclusion, or information
contained herein (including any investment recommendations, estimates or price targets) without first obtaining express permission from an authorized officer of BofA Securities.
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Materials prepared by BofA Global Research personnel are based on public information. Facts and views presented in this material have not been reviewed by, and may not reflect information
known to, professionals in other business areas of BofA Securities, including investment banking personnel. BofA Securities has established information barriers between BofA Global Research
and certain business groups. As a result, BofA Securities does not disclose certain client relationships with, or compensation received from, such issuers. To the extent this material discusses
any legal proceeding or issues, it has not been prepared as nor is it intended to express any legal conclusion, opinion or advice. Investors should consult their own legal advisers as to issues of
law relating to the subject matter of this material. BofA Global Research personnel’s knowledge of legal proceedings in which any BofA Securities entity and/or its directors, officers and
employees may be plaintiffs, defendants, co-defendants or co-plaintiffs with or involving issuers mentioned in this material is based on public information. Facts and views presented in this
material that relate to any such proceedings have not been reviewed by, discussed with, and may not reflect information known to, professionals in other business areas of BofA Securities in
connection with the legal proceedings or matters relevant to such proceedings.

This information has been prepared independently of any issuer of securities mentioned herein and not in connection with any proposed offering of securities or as agent of any issuer of any
securities. None of BofAS any of its affiliates or their research analysts has any authority whatsoever to make any representation or warranty on behalf of the issuer(s). BofA Global Research
policy prohibits research personnel from disclosing a recommendation, investment rating, or investment thesis for review by an issuer prior to the publication of a research report containing
such rating, recommendation or investment thesis.

Any information relating to sustainability in this material is limited as discussed herein and is not intended to provide a comprehensive view on any sustainability claim with respect to any
issuer or security.

Any information relating to the tax status of financial instruments discussed herein is not intended to provide tax advice or to be used by anyone to provide tax advice. Investors are urged to
seek tax advice based on their particular circumstances from an independent tax professional.

The information herein (other than disclosure information relating to BofA Securities and its affiliates) was obtained from various sources and we do not guarantee its accuracy. This information
may contain links to third-party websites. BofA Securities is not responsible for the content of any third-party website or any linked content contained in a third-party website. Content
contained on such third-party websites is not part of this information and is not incorporated by reference. The inclusion of a link does not imply any endorsement by or any affiliation with BofA
Securities. Access to any third-party website is at your own risk, and you should always review the terms and privacy policies at third-party websites before submitting any personal information
to them. BofA Securities is not responsible for such terms and privacy policies and expressly disclaims any liability for them.

All opinions, projections and estimates constitute the judgment of the author as of the date of publication and are subject to change without notice. Prices also are subject to change without
notice. BofA Securities is under no obligation to update this information and BofA Securities ability to publish information on the subject issuer(s) in the future is subject to applicable quiet
periods. You should therefore assume that BofA Securities will not update any fact, circumstance or opinion contained herein.

Certain outstanding reports or investment opinions relating to securities, financial instruments and/or issuers may no longer be current. Always refer to the most recent research report relating
to an issuer prior to making an investment decision.

In some cases, an issuer may be classified as Restricted or may be Under Review or Extended Review. In each case, investors should consider any investment opinion relating to such issuer (or
its security and/or financial instruments) to be suspended or withdrawn and should not rely on the analyses and investment opinion(s) pertaining to such issuer (or its securities and/or financial
instruments) nor should the analyses or opinion(s) be considered a solicitation of any kind. Sales persons and financial advisors affiliated with BofAS or any of its affiliates may not solicit
purchases of securities or financial instruments that are Restricted or Under Review and may only solicit securities under Extended Review in accordance with firm policies.

Neither BofA Securities nor any officer or employee of BofA Securities accepts any liability whatsoever for any direct, indirect or consequential damages or losses arising from any use of this
information.
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