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The BOJ's June Decision and What
Japanese Normalization Means for
Global Markets
The Bank of Japan is the last major central bank still exiting rate suppression. Its
expected June move to 1.0%, the highest since 1995, matters less for Tokyo than for
everyone who borrowed cheap yen.

MONETARY  POLICY

F IG.  1  ·  L INE  CHART  OF  JAPAN'S  10-YEAR  GOVERNMENT  BOND  Y IELD,  2019  TO  2026,  R IS ING  FROM  NEAR  ZERO
TO  2 .68%

Japan's central bank meets on June 15 and 16, and markets price a 25-basis-point hike from 0.75%

to 1.0%, with roughly 49 of 51 surveyed economists expecting the move. A rate of 1.0% would be the

highest in Japan since 1995.1 Supporting data has arrived: the 2026 shunto wage round settled at

5.26%, a third consecutive year of settlements above 5%, the kind of broad nominal wage growth the

BOJ long waited for2; the 10-year JGB yield trades near 2.68%, up from about 1.4% a year ago and

from a yield pinned near zero through the years of yield curve control (Figure 1)3; and the yen sits

close to 160 to the dollar.4 Domestically, the case is the easy part. The harder question is external. As

the last major central bank still exiting a regime of rate suppression, its exit is the channel through

which Japanese rates reach US Treasuries and global risk assets.

Normalization is justified on its own terms. Yield curve control was gutted in October 2023 and
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formally ended, alongside negative rates and the Kuroda-era asset purchases, in March 2024.5 Since

then the BOJ has tapered its JGB buying in steps, slowing the pace of reduction to ¥200 billion per

quarter from April 2026 and scheduling an interim review of the program at the June meeting.6

Inflation has eased toward the 2% target, with core at 1.4% in April,7 and three straight years of 5%-

plus wage settlements bring Japan the closest it has come in three decades to the self-sustaining

wage-price dynamic the BOJ spent years trying to manufacture. A central bank that sees its inflation

target within reach has every reason to move its policy rate off the floor. Its cost falls less on Japan

than on everyone who borrowed in yen.

First among transmission channels is the carry trade. For most of the past decade near-zero yen

funding financed leveraged positions in higher-yielding assets across the world, from US equities to

emerging-market debt. As Japanese rates rise the cost of that funding rises with them and the

spread that made the trade profitable compresses. That position is impossible to size cleanly, with

estimates ranging from a few hundred billion dollars to figures in the trillions, though its danger was

never gross size. It is concentration and speed. August 2024's unwind, when a single hawkish BOJ

surprise forced a violent rush to cover yen shorts and dragged down equity markets far from Tokyo,

showed how quickly a crowded position reprices. Speculative yen short positions reported by the

CFTC sit near multi-year highs, leaving the trade heavily crowded as the BOJ tightens further.8

A second channel runs through the Treasury market. Japan holds about $1.2 trillion in US government

debt, the largest foreign position, ahead of China.9 Higher yields at home change the arithmetic for

the Japanese life insurers and pension funds that have long parked savings in US bonds: once

domestic JGB yields rival what Treasuries pay after currency-hedging costs, the marginal yen stays

home. That shift is already underway and gradual. Japanese investors net sold about $30 billion of US

government and related securities in the first quarter of 2026, and dealer estimates point to a further

reduction on the order of 5% to 12% of holdings over two to three years, well short of a sudden

liquidation.10 Even so, a move from steady buyer to net seller could swing marginal Treasury demand

by tens of billions a year, enough to lift the 10-year yield an estimated 15 to 25 basis points over a 12-

to-18-month horizon.10 That is a slow drag on the US term premium layered onto an already heavy

federal financing schedule, well short of a cliff.

Both channels can fire together. That is the scenario worth watching. A disorderly carry unwind would

compress global risk assets at the same moment that repatriation lifts US yields, tightening financial

conditions from two directions at once. Sitting underneath both is a paradox. Despite a year of hikes

the yen still trades near 160 to the dollar, weakened by the still-wide gap between Japanese and US

rates and by sustained outflows, which keeps the Ministry of Finance and the BOJ watching the

currency closely after their direct intervention in 2024.11 A weak yen sustains the very carry incentive

that normalization is supposed to drain, so the faster the BOJ tightens to defend the currency, the

sharper the unwind it risks triggering. Currency dynamics and the carry trade pull policy in opposite

directions.

Risk lies in sequencing and speed, not in the destination. A policy rate near 1.0%, even the 1.25%

terminal that markets now price for year-end,1 is low by any historical standard and poses no threat to

global markets in steady state. Its threat is the path. A hawkish surprise could force a crowded carry

trade to unwind in days, or a yen snap-back could turn gradual repatriation into a scramble. A duller
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and more likely base case is a slow tightening of global liquidity as the world's last source of cheap

funding is withdrawn, felt as a persistent bid under US yields and a persistent headwind for the most

leveraged corners of the market. Three variables tell which path is unfolding: the pace of hikes toward

the terminal rate, the yen against the 160 line, and the monthly Treasury International Capital data on

Japanese holdings. Decisions in Tokyo will be small. Their transmission will not be.
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