
 

 
◆ While the BoJ is in a hawkish pause, it is uncertain when the 

next rate hike will come 

◆ The near-term focus for the JPY is likely to be risk appetite 
around US trade policy 

◆ The JPY may outperform ‘risk on’ currencies, but not the USD 
 
The JPY was the best performing G10 currency in the first two months of the year, 
but its outperformance has not continued into March. Indeed, USD-JPY has been 
rising since 11 March, as US-Japan yield differentials have stopped narrowing 
and even widened again recently (Chart 1). 

While both the Federal Reserve and the Bank of Japan (BoJ) kept their rates steady 
in March, the BoJ guidance suggests that rates are likely to rise further so long 
as the domestic economy progresses as expected. But it is still uncertain when the 
next BoJ’s rate hike will happen. Our economists’ base case is July, while markets 
are pricing in a c60% chance for this to take place in June (Bloomberg, 27 March 
2025). 

1. USD-JPY and its yield differential  2. Higher domestic yields may be 
more appealing to domestic investors 
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Meanwhile, some wonder if higher interest rates in Japan (Chart 2) could prompt a 
domestic pivot by local investors, leading to reduced portfolio outflows, if not outright 
repatriation inflows. A significant pivot by Japan’s Government Pension Investment 
Fund (GPIF) to domestic assets for the next five years (if it happens) could see the 
JPY strengthen. However, Nikkei reported on 11 March that the GPIF will not 
change its asset allocation targets. At the same time, Japanese Prime Minister 
Shigeru Ishiba’s government approval rating continued to fall (The Japan 
Times, 24 March 2025).  

Over the near term, we think the JPY may not be an entirely ‘clean’ safe haven 
currency since Japan is also exposed to US tariff risks (e.g. auto tariffs will come 
into effect at 12:01 am Washington time on 3 April, initially targeting fully assembled 
vehicles, Bloomberg, 27 March 2025). Nevertheless, the JPY may still outperform 
other currencies that are even more exposed to US tariff risks (like the EUR and the 
CAD) or are highly risk-sensitive (like the AUD and the NZD). We are also cognizant 
of the possibility that the JPY may be called out by the US administration for 
its undervaluation.  

All things considered; we see USD-JPY moving sideways over the near term 
before rising modestly later in the year when the US economy overcomes growth 
concerns and the BoJ is closer to its neutral rate range.  
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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 report is dated as at 28 March 2025. 

2 All market data included in this report are dated as at close 27 March 2025, 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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