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uncertainty over US fiscal and trade policies 
Both central banks grapple with the same uncertainties as 2025 approaches 
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Both interest rate decisions by the Federal Reserve (Fed) on 18 December and Bank of Japan (BOJ) the day after 
were in line with market expectations. The Fed cut the Federal Funds rate by 25 basis points (bps) to a target range 
of 4.25-4.5% and the BOJ held the uncollateralized overnight call rate at 0.25%. The messaging around these 
seemingly predictable decisions was the main focus in both cases. The Fed’s December Summary of Economic 
Projections showed a considerable upgrade in the Federal Open Market Committee (FOMC)’s outlook for growth 
and inflation and, consequently, in projections for the Fed Funds rate over the near term (a change to two 25bp rate 
cuts in 2025 in place of four). Perhaps more meaningfully, FOMC projections for longer-run interest rates also inched 
upward. The signalling sent stocks plunging in the US and pressured Japanese equity markets the next day.   

The dollar also reacted to the change in the Fed Funds rate projection and surged broadly following the FOMC 
meeting.  Although the BOJ was reluctant to acknowledge that its decision to keep rates on hold was influenced by 
the market reaction to the Fed’s statement, the market interpreted the decision, alongside a statement by BOJ 
Governor Kazuo Ueda, to mean that the central bank was in no hurry to implement further hikes. This interpretation 
pushed dollar/yen above its prior post-US election highs.   

BOJ and FOMC signal uncertainty as a hurdle to clear policy trajectories 
Dollar/yen may have surged, but the US-Japan interest rate differential did modestly narrow after the Fed’s rate cut. 
Despite seemingly divergent policy signals, there were similarities in parts of the messages delivered by Fed Chair 
Powell and BOJ Governor Ueda. Unfortunately, both Powell and Ueda focused on a topic that is unattractive to 
financial markets—uncertainties surrounding their respective policy outlooks. One prominent topic at both post-
monetary decision press conferences was US trade policy, and by extension, fiscal policy in 2025.  Strictly speaking, 
US trade and fiscal policy will remain unknown at least until president-elect Donald Trump is sworn in. However, 
recent headlines have made clear that tariffs will feature significantly in the incoming administration’s policies. This 
is expected to lead to inflationary effects within the US. Additionally, the US imposing tariffs could negatively affect 
the growth trajectory of Washington’s trade partners. Depending on the degree of retaliation, which is uncertain at 
this stage as both Powell and Ueda mentioned, retaliatory tariffs by trade partners could have negative 
repercussions for the US as well. 
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Fed raises growth and inflation forecast, hints of fiscal uncertainty 
Despite the aforementioned uncertainties, the FOMC’s summary of economic projections offered clear upgrades to 
the near-term US growth and inflation outlooks. The FOMC’s median 2024 growth projections were revised upward 
by 0.5%, to 2.5% from September’s projections. Projections for 2025 were upgraded more modestly to 2.1% from 
2%.  However, the projection for 2027 was downgraded from 2% to 1.9%. That said, the range of forecasts for 2027 
widened from those of September, possibly hinting at greater uncertainty over the longer-term ramifications of US 
fiscal and trade policy. Meanwhile, although unemployment was revised modestly downward from September’s 
figures for 2024 and 2025, median projections remained above the estimated longer-run rate of 4.2%, at 4.3% 
through 2027.   
 
Both headline and core PCE inflation projections for end-2025 were raised significantly, to 2.5% from 2.1% and 2.2%, 
respectively, from September’s figures. Fed Funds rate expectations for end-2025 were consequently revised to 
3.9% from 3.4%; for end-2026, they were revised to 3.4% from 2.9%.  It should be noted that although the median 
longer-run rate was only increased by 0.1% to 3%, there was a significant upgrade in the lower end of the central 
tendency range for the Fed Funds rate to 2.8%-3.6% from 2.5%-3.5% in September. As such, it may be said that there 
was an effective upgrade to the FOMC’s estimates of the “terminal rate”. Moreover, one dissenter—Cleveland Fed 
President Beth Hammack—favoured remaining on hold rather than meeting market expectations for a 25-bp cut. 
These combined factors may have triggered the stock market’s decline and the dollar’s surge. 

BOJ wants more information on wage momentum, US policy and Japan 
budget 
On its own, the BOJ’s statement cannot be classified as conclusively dovish. One reason for this is that the BOJ 
decision to remain on hold at 0.25% was not unanimous.  BOJ Board Member Naoki Tamura judged that economic 
activity and prices were indeed developing in line with the BOJ’s outlook. Furthermore, he believed that risks to 
prices had become skewed to the upside, leading him to favour a 25 bp hike to 0.5%.   
 
On this occasion, the majority of BOJ Board members did not agree.  BOJ Governor Ueda mentioned the need for 
further “momentum” on wages and favoured waiting for additional information about the “Shunto” spring wage 
round negotiations, which are due to be released in the first quarter. This, however, was not the only factor. During 
the post-meeting press conference, Ueda had to respond to numerous questions regarding US tariffs. Much like 
Powell, Ueda emphasised the uncertainty of the situation given the absence of clear data on concrete US trade 
measures and potential retaliation from trade partners.   
 
Meanwhile, market speculation was less preoccupied with BOJ rhetoric than with the ongoing negotiations 
between Japanese Prime Minister Shigeru Ishiba’s minority government and opposition parties over the coming 
year’s annual budget. This remains a source of fiscal uncertainty for Japan and provides one plausible reason for the 
BOJ to remain cautious. Positively, there are few signals that inflation is accelerating to an extent requiring 
immediate action, which may have also influenced the BOJ’s decision to stay on hold amid ongoing policy 
uncertainty at home and abroad. 

Dollar/yen impact on “virtuous circle” remains a wild card 
Uncertain near-term “momentum” on wages aside, Japanese data remain supportive of robust above-potential 
growth, therefore suggesting that the BOJ will continue withdrawing stimulus in 2025. Monetary policy remains 
unambiguously accommodative, thereby indicating that the BOJ has not yet hit “neutral”.  Although the differential 
between real interest rates and real growth has rebounded since the BOJ commenced its rate hike cycle, it remains 
in clearly negative territory (Chart 1). 
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Chart 1: Differential between real interest rates and real growth remains accommodative 

 
 
Source: Nikko AM, BOJ, CAO 
 
However, as dollar/yen heads higher, the central bank will also remain aware of the potential for higher imported 
inflation to be passed through to households, eroding the gains in real wages on which the “virtuous circle” of 
reflation is so dependent.  We discussed the heightened lagged impact of dollar-priced import prices on core CPI in 
our insight “The yen: how weak is too weak?”,“ which we believe is still relevant. We highlight that by both longer-
term (purchasing power parity) and short-term (relative interest rate differentials) measures, the yen remains under-
valued. A continuing weakening of the yen from the current already weak levels may spur the BOJ into action, much 
as it may have influenced its last rate hike in July, when dollar/yen broke briefly above the 160 mark. Meanwhile, we 
see a high likelihood that the BOJ will hike rates even prior to the culmination of “Shunto” talks in March 2025. 

Chart 2: the yen is undervalued against the dollar by several measures 
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https://en.nikkoam.com/articles/2024/the-yen-how-weak-is-too-weak-2024
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Important information: This document is prepared by Nikko Asset Management Co., Ltd. and/or its affiliates (Nikko AM) 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 Nikko AM’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. Nikko AM 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. 
Nikko AM 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 Nikko AM 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 Nikko 
AM 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 Local Finance Bureau (Financial Instruments firms) No. 
368 Member Associations: The Investment Trusts Association, Japan/Japan Investment Advisers Association. 
 
United Kingdom: This document is communicated by Nikko Asset Management Europe Ltd, 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.  
 
Luxembourg and Germany: This document is communicated by Nikko Asset Management Luxembourg S.A., which is authorised and regulated in 
the Grand Duchy of Luxembourg by the Commission de Surveillance du Secteur Financier (the CSSF) as a management company authorised 
under Chapter 15 of the Law of 17 December 2010 (No S00000717) and as an alternative investment fund manager according to the Law of 12 July 
2013 (No. A00002630). 
 
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. Nikko Asset Management Americas, Inc. is a United States Registered Investment Adviser. 
 
Singapore: This document is for information to institutional investors as defined in the Securities and Futures Act (Chapter 289), and intermediaries 
only. Nikko 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. Nikko 
Asset Management Hong Kong Limited is a licensed corporation in Hong Kong. 
 
New Zealand: This document is issued in New Zealand by Nikko 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. 
 
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 Nikko Asset Management Europe Ltd (Nikko AME), 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 Nikko AME. 
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