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¢ USD-JPY is near the highest level in four decades

¢ We think Japan’s Ministry of Finance will likely intervene at
some point to support the JPY

¢ But USD-JPY may have moved into a new and higher range
reflecting both external and domestic reasons

Continued JPY weakness

USD-JPY is near its highest level in c40 years. Finance Minister Katayama promptly said
the authorities would “respond... appropriately at any time” and that “bold actions” are
an “option” (Bloomberg). However, her language appeared less forceful than on 30 April
when she stated that “we are nearing [the] time to take bold action” (Bloomberg) —
comments that were followed by a sharp decline in USD-JPY later that evening.

Underlying assumptions

We changed our broad USD view after the 17 June FOMC meeting and now expect
the US Dollar Index (DXY) to trade in a new and higher range. In line with this, we
also anticipate further USD strength versus JPY through mid-2027.

Our view assumes the Bank of Japan (BoJ) will avoid rapid, hawkish rate hikes,
keeping nominal and real US-Japan rate differentials wide (see chart). We also
expect fiscal concerns to persist as authorities use fiscal policy to curb cost of living
pressures, boost investment and strengthen defence. In addition, we assume no
change in resident capital flow policies, allowing retail equity outflows to continue.

Finally, we think the Ministry of Finance (MoF) will continue resisting unfettered
JPY depreciation. A weaker JPY remains unpopular with the Japanese public and
raises the risk of renewed “triple sell” episodes across JPY, equities and bonds. That
said, the MoF’s tolerance for further weakness appears to have shifted slightly higher.
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Japan’s authorities may take
action to support the JPY

We expect USD-JPY to move
higher through mid-2027

Our view assumes US-Japan
rate differentials stay wide
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Higher intervention threshold

We see several plausible reasons for this slightly higher bar for intervention. The The MoF may have a higher bar
short-term “fair” value of USD-JPY, based on its correlations with underlying for intervention than previously
variables including the broad USD trend, has likely shifted higher alongside the

recent rise in the DXY.

Lower oil prices also reduce the urgency to curb imported inflation compared to
March-May. In addition, the MoF also typically aims to surprise the market, and past
episodes suggest subsequent intervention waves can occur at incrementally higher
levels (e.g. 1998, 2022 and 2024).
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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 03 July 2026.

2 All market data included in this report are dated as at close 02 July 2026, 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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HBAP is not responsible for any loss, damage or other consequences of any kind that you may incur or suffer as a result of, arising from or relating to your use of or reliance on this document.
HBAP gives no guarantee, representation or warranty as to the accuracy, timeliness or completeness of this document.

This document is not investment advice or recommendation nor is it intended to sell investments or services or solicit purchases or subscriptions for them. You SHOULD NOT use or rely on this
document in making any investment decision or decision to buy or sell currency. HBAP is not responsible for such use or reliance by you. You SHOULD consult your professional advisor in your
jurisdiction if you have any questions regarding the contents of this document.

You SHOULD NOT reproduce or further distribute the contents of this document to any person or entity, whether in whole or in part, for any purpose. This document may not be distributed to the
US, Canada or any other jurisdiction where its distribution is unlawful.

Greece

In Greece, this document is distributed by HSBC Continental Europe, Greece to its customers for general reference only.

Jersey, Guernsey and Isle of Man
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In Hong Kong, this document is distributed by HBAP to its customers for general reference only. HBAP is not responsible for any loss, damage or other consequences of any kind that you may
incur or suffer as a result of, arising from or relating to your use or reliance of this document. HBAP gives no guarantee, representation or warranty as to the accuracy, timeliness or completeness
of this document.
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