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In June, the MSCI Japan declined due to concerns over monetary tightening trend across the world

and the global recession, though domestic stocks outperformed global ones due to the JPY

depreciation, the Bank of Japan (BOJ)’s commitment to accommodative monetary policies and

hopes for economic recoveries not only in Japan but also in China. The US Fed’s 75 basis point rate

hike following bigger-than-expected inflation rates in the US and decisions to follow suit by central

banks in Europe weighed on domestic stock prices. Decreased growth rates of leading indicators

mainly in the US also fuelled concerns over economic downturns. That being said, stock prices

rebounded temporarily when the consumers’ inflation expectations in the Michigan survey were

revised down from the flash figure, while the indicator prompted the US Fed to raise the policy rate

by +75 basis points previously. Some overseas investors were expecting a policy shift by the BOJ

given the first-rate hike in 15 years by the Swiss National Bank and the pace of JPY depreciation,

but the bank showed a firm stance to maintain monetary easing, which also shored up domestic

stock markets.

Policy: BOJ’s stance to maintain monetary easing is positive for Japanese stocks

The content of the latest BOJ Monetary Policy Meeting (MPM) in June were in line with the market

consensus

The BOJ decided to stick to the ultra-dovish policy as expected on 17 June. According to the

Bloomberg survey of economists as of 3 to 8 June, all the respondents were expecting the bank to

maintain the status quo. But concerns over the policy shift rose with the weaker JPY and the

deterioration of bond market functions as the policy meeting approached. Meanwhile, the BOJ cited

developments in financial/forex markets as a risk fact and included the language “it would pay due

attention to them and an impact of them on the domestic economy and prices” in its statement. The

bank might have added the language with the three-way meeting with the Ministry of Finance, the

Financial Services Agency in mind where they sounded an alarm about the sharp JPY depreciation.

BOJ Governor Kuroda stressed the need to maintain a dovish stance (monetary easing) at a post-

MPM press conference

Kuroda held a press conference on the same day and reiterated the need to continue monetary

easing. We believe Kuroda won’t change the current monetary policy until the end of his term in April

2023, which is positive for stock markets. There were few fresh comments on exchange rates. I will

cite his main remarks below.

Comments on monetary policies

• The bank is supporting the economic recovery by holding interest rates at a low level and

maintaining a target 10-year bond yield within 0.25 percentage points either side of zero with no

intention to change this stance.

• While this year’s wage growth following the spring labour offensive hit the highest level in a few

years, the bank doesn’t think the growth rate was enough. It will try its best to meet its price

stability target with the solid economic recovery and the full-blown wage growth.

• Rising food/energy prices is the main contributor to the current inflation, weighing down the

domestic economy. The bank’s policy shift from easing to tightening should add a further

downward pressure on the economy.

• The bank has no intention to expand the fluctuation range of 10-year government bonds,

because the behaviour would wane its monetary easing effect.
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Comments on exchange rates

• The recent sharp depreciation of the yen is negative for the economy as it not only deepens a sense

of uncertainty but makes it difficult for companies to develop business plans.

• It is desirable for foreign exchange rates to reflect economic fundamentals and to move in a stable

manner.

Comments on its commitment to maintain yield curve control (YCC)

▪ The bank will buy as much government debt as it needs to keep the adequate yield curve based on a

theory that it can maintain its bond yields low by increasing bond purchases and conducting fixed-

rate purchase operations even if other central banks start cranking interest rates higher.

▪ The bank doesn’t think its YCC policy has reached a critical limit.

▪ The bank manages its monetary policy including the YCC based on its review results in March last

year with a belief that further review is not necessary at this moment.

It seems most members of the BOJ Monetary Policy Meeting (MPM) agree with decisions at the latest

meeting.

The BOJ published a statement called “Main opinions at the MPM” on 27 June, which might be

comparable to FOMC minutes in the US. The bank is likely to shift its policy in three cases; namely when

the JPY weakened rapidly, when the inflation developed further or when the bank felt it difficult to

continue the YCC. But there was only one comment on exchange rates, while the bank can hardly

achieve its target with no worries about the sustainability of the YCC. I have an impression that most

members support the bank’s monetary easing policies.

I will cite the important comments below:

• The bank should maintain monetary easing policies persistently so that the economy can remain firm

and wages keep growing.

• Rising import prices is the cause of higher prices at home, so the current inflation should be

transitory. Given the supply-demand gap at the moment and the inflation outlook, it must be difficult

for the bank to steadily achieve its price stability target of 2%.

• The bank should step into further easing measures without hesitation whenever necessary. The bank

should also continue offering a forward guidance on policy rates.

Source: Created by SMDAM based on data from the Bank of Japan (BOJ) as of 1 July 2022.

Economy: Leading indicators slightly declined. We should keep a watch on their trend despite a

recognition that Japan’s economy is stronger than those of other regions.

The latest result of the Economy Watchers Survey, one of the most important economic indicators in

Japan, was released on 8 July. The average of current/ future economic conditions in June was 50.3,

down -3.0 points from 53.3 in May. It also missed the market consensus of 54.3. We can cite lower profit

margins at domestic companies and a decline in consumer sentiment amid rising raw material/ fuel

prices as well as a slump in auto production due to parts shortages as reasons of a dip of the indicator.

While we anticipate a rebound in auto production with a belief that Japan’s economy is stronger than

those of other regions, we need to keep a watch on the course of leading indicators, with caution to their

further declines.

Source: SMDAM based on Bloomberg as of 8 July 2022.
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The flash composite index of 11 leading indicators for May slightly declined from the previous month.

Source: SMDAM based on Bloomberg as of 7 July 2022.

When we look at each indicator of the index, improvement in consumer sentiment and new job offers 

pushed up the index, while an increase in inventories and declines in commodity prices dragged it 

down. While increased inventories signals a decline in production in the future, we think the next 

challenge for companies should be the production adjustment including offshore inventories given the 

gradual easing of disruptions to container ships. Therefore, we are bearish about companies with 

huge inventories while being bullish about those with few inventories such as automakers. 

Source: SMDAM based on Bloomberg as of 7 July 2022.

Investment Strategy

We expect that the Japanese equity market will advance in the short term on the back of the 

accommodative monetary policies, earnings growth and undemanding valuations. Over the long 

term, more open policies to overseas funds including the improvement in corporate governance as 

well as policies to boost the immigration intake are likely to support the market. We identify external 

factors, such as the outbreak of financial crises and another global recession, as major risks. Taking 

these into consideration, we will overweight the automobile sector on the hope for automobile 

production recovery.

Notes: Some statements contained in this material concerning goals, strategies, outlook or other non-historical

matters may be forward-looking statements and are based on current indicators and expectations. These

forward-looking statements speak only as of the date on which they are made, and the Company undertakes no

obligation to update or revise any forward-looking statements. These forward-looking statements are subject to

risks and uncertainties that may cause actual results to differ materially from those contained in the statements.

The Company and/or its affiliates may or may not have a position in any financial instrument mentioned and

may or may not be actively trading in any such securities.

The organisations and/or financial instruments mentioned are for reference purposes only. The content of this

material should not be construed as a recommendation for their purchase or sale. Charts and graphs are

provided for illustrative purposes only.
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Disclaimers

Issued by Sumitomo Mitsui DS Asset Management (UK) Limited. Registered in England and Wales

Registered office 100 Liverpool Street, London, EC2M 2AT; registered number 1660184. Authorised and regulated by the

Financial Conduct Authority.

Past performance is not a reliable indicator of future performance and may not be repeated. An investment’s value and

the income deriving from it may fall, as well as rise, due to market fluctuations. Investors may not get back the amount

originally invested.

This is a marketing communication.

The data contained in this document is for information purposes only. It is correct to the best of our knowledge at the date of

issue and may be subject to change. The client legal agreement will take precedence over this document. This document is not

legally binding and no party shall have any right of action against Sumitomo Mitsui DS Asset Management (UK) Limited, in

relation to the accuracy or completeness of the information contained in it or any other written or oral information made available

in connection with it. Nothing in this document or any related presentation shall be deemed to constitute investment advice, nor

shall we be deemed to be an investment advisor unless formally appointed as such, or as discretionary investment manager, by

way of written agreement.

The information contained in this presentation is to be used by the professional client that this document is issued to only.

Risk warning: On 1 January 2021 the UK left the EU transitional arrangements and no longer benefits from passporting

rights into EEA countries.

This document may not be copied, redistributed or reproduced in whole or in part without prior written approval from Sumitomo

Mitsui DS Asset Management (UK) Limited.
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