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This spring, central banks will likely take action carefully and nimbly 
About three weeks have passed since the start of the Russian invasion of Ukraine on 24 
February. With no hint of a resolution in sight, the rise in crude oil prices has accelerated. On 
7 March, the WTI reached $130 at one point, but prices have gradually regained stability as 
shown by the recent drop to below $100. Nevertheless, we have to make upward revisions 
to crude oil prices, which are a precondition for economic/price projections for CY22 
(overseas) and FY22 (Japan). However, the obvious differences between now and before 
are that: (1) inflation has been sustained due to supply constraints caused by the COVID-19 
pandemic, since before the emergence of the geopolitical risk, (2) prices of resources other 
than crude oil have also been rising (greenflation), and (3) the pandemic cannot be said to 
have come under control just yet. Even if (1) the current surge in crude oil prices is 
temporary and (2) prices decline after peaking out, they may remain high. 
 
With Western nations gradually tightening economic sanctions against Russia, due to its 
geographic proximity to Russia, the resulting impact on the economy of Europe (especially 
Germany, the Netherlands, and Italy), which is highly dependent on Russian natural gas, will 
be large. There are large disparities among nations with regard to the rate of inflation with 
energy prices and the price of goods, so the emergence of differing opinions among ECB 
members is unavoidable. Under the circumstances, the ECB Governing Council meeting on 
10 March decided to taper asset purchases ahead of schedule, moving against advance 
market projections. Meanwhile, the ECB separated the timing of rate hikes from the timing of 
the end of asset purchases by revising forward guidance for policy interest rates. Since her 
days working for the IMF, President Christine Lagarde has been well known as a tough 
negotiator. I respect the wonderfully balanced approach she took amid greatly divided 
opinions and escalating tensions in Ukraine. A hint of her courage and strong determination 
is evident in the following remarks she made during a Q&A session. Rather than doing what 
the market expects, it is important for central banks to provide a careful and predictable path, 
without adding further uncertainty through their own actions. I feel this also applies to the 
Fed and BOJ. 
 
 
 
 
 
 

ECB President Christine Lagarde (10 Mar 2022)   
(Question) I would like to ask you a question on the surprise factor you actually introduced today, because most of your watchers were completely convinced that 

you are going to pause and not change anything because of that heightened uncertainty. Perhaps you could elaborate a little bit on the thinking in the Governing 
Council on that issue to now reduce the pace of the APP, and why didn't you wait another month? 

 

Suffice to say that watchers are not those who make Governing Council decisions. It is the Governing Council, 25 sensible people around the 
table, who look at what the mandate is, what the projections deliver, what the medium-term outlook for inflation looks like, what the risks are, 
what the uncertainty is, and on the basis of all that, who are trying to deliver a predictable course while being very cautious. That's really what 
we did and doing what you have to do should be the predictable thing. Adding uncertainty to an uncertain situation would not have been the 
right answer. 
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The FOMC meeting on 15-16 March is expected to decide to finally begin rate hikes. At the 
congressional testimony on 2-3 March, Fed Chair Jerome Powell repeatedly mentioned 
that he would “support a 25bp rate hike” at the March FOMC meeting. This reassured the 
market, indicating a careful first step by the Fed while beginning rate hikes in order to rein 
in inflation. The US CPI for February (released on the 10th) was +7.9% y/y (+7.5% for Jan). 
If crude oil prices continue to rise, CPI could rise to the 8% level. Therefore, the market 
has started to become concerned about further upside risk. While consecutive rate hikes 
appear to be a done deal, flexibility is required when considering the pace, based on price 
trends and resource prices. The key words will be “careful” and “nimble.” A key focus of 
attention in the near term will be whether crude oil prices (WTI) stay fixed at a level above 
$100. Steering monetary policy is definitely difficult, but responding via monetary policy 
alone has always had its limits. When various risks emerge, the market tends to rely/focus 
on monetary policy. However, as a long-time central bank watcher, I think monetary policy 
is neither a panacea nor a magic wand. With the economic structure changing substantially 
due to the pandemic, things are not moving according to theory. This is even more so the 
case in the current urgent situation with the Russian invasion of Ukraine. 

 
 

Fed Chair Jerome Powell (2 Mar 2022)   

• The near-term effects on the U.S. economy of the invasion of Ukraine, the ongoing war, the sanctions, and of events to come, remain 
highly uncertain. Making appropriate monetary policy in this environment requires a recognition that the economy evolves in unexpected 
ways. We will need to be nimble in responding to incoming data and the evolving outlook. 

 
In Japan, the sixth wave of COVID-19 infections that began at the beginning of 2022 
appears to have peaked. However, due to the double whammy of the current rise in 
resource prices and the weaker yen, worsening terms of trade due to cost-push inflation 
will likely reduce corporate profits and hit household incomes in Japan, which is a 
resource-importing country. After the lifting of restrictions on daily activities, this could 
restrain the pace of economic recovery from April. These new uncertainties will make 
economic and price forecasting even more difficult. Over the medium and long term, we 
think Japan needs to take measures early on to revise its energy policy and improve food 
self-sufficiency. 
 
 
According to a 7 March Reuters report entitled “BOJ may offer bleaker view on economy,” 
the BOJ will likely downgrade its assessment of private consumption. This report also 
pointed to the potential for concerns about an economic slowdown (due to tensions in 
Ukraine) acting as a factor that could potentially lead to a downgrade of its overall 
assessment (Chart 3). However, the BOJ is likely to maintain a subsequent recovery 
scenario. 
 

Chart 1: Japan’s Trading Gain/Loss   Chart 2: Breakdown of Nationwide Core CPI (goods and services) 

 

 

 

Source: Cabinet Office; compiled by Daiwa Securities.  Source: Ministry of Internal Affairs and Communications; compiled by Daiwa Securities. 
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 Daiwa’s View: 16 March 2022 

Over the past year, private consumption has been bumpy from quarter to quarter as Japan 
has struggled to contain the coronavirus. Japan's GDP growth rate tends to swing up and 
down depending on trends with consumption, which accounts for just under 60% of GDP 
and can lead to forecast revisions. As such, the wording used for economic assessments 
has been revised repeatedly. We feel that earnest discussion regarding price momentum 
towards the BOJ’s 2% inflation target, as well as a “virtuous cycle,” is not possible unless 
private consumption stabilizes and returns to a recovery path. In terms of these bumps, 
consumption should pick up in Apr-Jun after a slump in Jan-Mar. Then, the real test will be 
whether consumption can continue growing (avoid declining) in Jul-Sep. This will probably 
depend on the situation in Ukraine settling down and a lull in the sharp rise in energy 
prices. 
 
At the Monetary Policy Meeting (MPM) on 17-18 March, the BOJ will once more discuss 
the economic impact from rising prices/interest rates globally and the situation in Ukraine, 
given market trends (especially USD/JPY exchange rate levels) following the March FOMC 
meeting. In any event, the March MPM will be positioned as an opportunity to prepare the 
release of its April Outlook for Economic Activity and Prices report (Outlook Report). 
Current policies are expected to be maintained. With new economic/price projections 
(FY24 projections to be established), full-fledged discussions will be had in April. If we 
continue to face high resource prices and yen depreciation, cost-push inflation is likely to 
serve as a factor in pushing down the economy. Instead of well-balanced 2% inflation due 
to wage hikes and a narrower GDP gap, bad inflation—an inflation rate staying at the 1% 
level after rising to 2%, which is a scenario the BOJ does not anticipate (Chart 2)—may be 
prolonged unexpectedly. Currently, with Japan’s economic activity still not having returned 
to pre-coronavirus levels, Governor Haruhiko Kuroda is likely to stress the need for 
continued easing at his press conference. Thus far, Kuroda has repeatedly mentioned his 
opinion that the weak yen is generally positive. However, he needs to take a careful 
approach in order to prevent his own messages from leading to bad inflation. With the risk 
of further depreciation of the yen being one of the factors for uncertainty regarding the rise 
in inflation in Japan, expressing an opinion that takes that risk into account would be one 
option. Also, if the USD/JPY exchange rate tops Y120, it will be important to emphasize a 
stance of carefully watching the rate by holding three-way meetings between the Ministry 
of Finance, the Financial Services Agency, and the BOJ. 
 
 
 

Chart 3: Change in Description of BOJ’s Economic Assessment on Current Conditions  

Source: BOJ; compiled by Daiwa Securities. 
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IMPORTANT 
 
This report is provided as a reference for making investment decisions and is not intended to be a solicitation for investment. Investment decisions should be 
made at your own discretion and risk. Content herein is based on information available at the time the report was prepared and may be amended or otherwise 
changed in the future without notice. We make no representations as to the accuracy or completeness. Daiwa Securities Co. Ltd. retains all rights related to the 
content of this report, which may not be redistributed or otherwise transmitted without prior consent.  
 

Ratings 
Issues are rated 1, 2, 3, 4, or 5 as follows: 
1: Outperform TOPIX/benchmark index by more than 15% over the next 12 months. 
2: Outperform TOPIX/benchmark index by 5-15% over the next 12 months. 
3: Out/underperform TOPIX/benchmark index by less than 5% over the next 12 months. 
4: Underperform TOPIX/benchmark index by 5-15% over the next 12 months. 
5: Underperform TOPIX/benchmark index by more than 15% over the next 12 months. 
 
Benchmark index: TOPIX for Japan, S&P 500 for US, STOXX Europe 600 for Europe, HSI for Hong Kong, STI for Singapore, KOSPI for Korea, TWII for 
Taiwan, and S&P/ASX 200 for Australia. 
 

Target Prices 
Daiwa Securities Co. Ltd. sets target prices based on its analysts’ earnings estimates for subject companies. Risks to target prices include, but are not limited 
to, unexpected significant changes in subject companies’ earnings trends and the macroeconomic environment. 
 

Disclosures related to Daiwa Securities 
Please refer to https://lzone.daiwa.co.jp/l-zone/disclaimer/e_disclaimer.pdf for information on conflicts of interest for Daiwa Securities, securities held by 
Daiwa Securities, companies for which Daiwa Securities or foreign affiliates of Daiwa Securities Group have acted as a lead underwriter, and other disclosures 
concerning individual companies. If you need more information on this matter, please contact the Research Production Department of Daiwa Securities. 
 

Explanatory Document of Unregistered Credit Ratings 
This report may use credit ratings assigned by rating agencies that are not registered with Japan’s Financial Services Agency pursuant to Article 66, Paragraph 
27 of the Financial Instruments and Exchange Act. Please review the relevant disclaimer regarding credit ratings issued by such agencies at:  
https://lzone.daiwa.co.jp/l-zone/disclaimer/creditratings.pdf 
 
 
Notification items pursuant to Article 37 of the Financial Instruments and Exchange Law 

(This Notification is only applicable to where report is distributed by Daiwa Securities Co. Ltd.)    
If you decide to enter into a business arrangement with our company based on the information described in this report, we ask you to pay close attention to the 
following items.  
 
 In addition to the purchase price of a financial instrument, our company will collect a trading commission* for each transaction as agreed beforehand with 

you. Since commissions may be included in the purchase price or may not be charged for certain transactions, we recommend that you confirm the 
commission for each transaction. In some cases, our company also may charge a maximum of ¥2 million per year as a standing proxy fee for our deposit of 
your securities, if you are a non-resident.  

 For derivative and margin transactions etc., our company may require collateral or margin requirements in accordance with an agreement made beforehand 
with you. Ordinarily in such cases, the amount of the transaction will be in excess of the required collateral or margin requirements**.  

 There is a risk that you will incur losses on your transactions due to changes in the market price of financial instruments based on fluctuations in interest 
rates, exchange rates, stock prices, real estate prices, commodity prices, and others. In addition, depending on the content of the transaction, the loss could 
exceed the amount of the collateral or margin requirements.  

 There may be a difference between bid price etc. and ask price etc. of OTC derivatives handled by our company.  
 Before engaging in any trading, please thoroughly confirm accounting and tax treatments regarding your trading in financial instruments with such experts as 

certified public accountants.  
 
* The amount of the trading commission cannot be stated here in advance because it will be determined between our company and you based on current 
market conditions and the content of each transaction etc. 
** The ratio of margin requirements etc. to the amount of the transaction cannot be stated here in advance because it will be determined between our company 
and you based on current market conditions and the content of each transaction etc.  
 
When making an actual transaction, please be sure to carefully read the materials presented to you prior to the execution of agreement, and to take 
responsibility for your own decisions regarding the signing of the agreement with our company. 
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