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Daiwa’s View 

BOJ continues persistently with easing, which requires 

a thorough explanation 

 Jul BOJ MPM was uneventful, decisions on Covid-19 special 
financing operations were deferred 

BOJ continues persistently with easing, which requires a thorough 
explanation  
The BOJ held its Monetary Policy Meeting (MPM) on 20-21 July, which ended without policy 
revisions as expected. Amid the recent surge in the number of new COVID cases, the BOJ 
put off making any decisions about extending its “Special Program to Support Financing in 
Response to the Novel Coronavirus,” which is set to expire in September. In the July Outlook 
for Economic Activity and Prices report (Outlook Report), the BOJ raised its FY22 price 
projection to +2.3% from +1.9% as of April. According to the Bank, upside risks are strong 
for the time being, but it expects inflation to slow down to the 1-2% range from FY23, and the 
current price gains are temporary, and, therefore, easing needs to be continued. While the 
economic outlook by the BOJ is bullish compared to that in the private sector, the macro 
output gap explanation that attracted attention appears to have been toned down. 
Specifically, the explanation in the April Outlook Report read, “(Japan’s economy) is 
projected to turn clearly positive around the second half of fiscal 2022 and then continue to 
expand moderately,” but the word “clearly” was deleted from the same explanation this time. 
The timing, however, remained the same, being left at “around the second half of fiscal 
2022.” We are waiting to see if this projection holds true. 
 
At Governor Haruhiko Kuroda’s regularly scheduled press conference, there were many 
questions that linked price projections with policy. First, he was questioned about the reason 
why the sustainable price target has not been achieved. He replied that time was needed to 
shift the way of thinking and practices that had taken root due to the prolonged deflation. 
Companies’ moves to pass higher costs onto customers have become slightly more 
widespread, and medium/long-term inflation expectations have been rising moderately, in 
addition to short-term inflation expectations (Chart 2). This time, the BOJ raised core-core 
CPI projections, but Governor Kuroda mentioned that a further hike in wages was 
necessary. It can be said that this comment expressed a stance by the BOJ of continuing to 
provide support until then. Regarding exchange rates, he expressed the sentiment that the 
current depreciation of the yen was caused by the broad strength of the dollar, saying that 
he did not think that depreciation of the yen would stop even if interest rates were raised 
slightly. He emphasized that he was not about to implement rate hikes or change the trading 
range of the long-term yield, but he said that he was also giving sufficient consideration to 
functions of the bond market. 
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On 21 July, the ECB decided to implement a substantial 50bp rate hike at its Governing 
Council meeting, exiting from negative interest rates. Major central banks other than the 
BOJ have entered the rate-hike stage, which shines the spotlight on the BOJ, which is 
continuing persistently with easing. I think the BOJ needs to provide an easy-to-understand 
explanation to the public about the reason why only Japan does not need rate hikes. For 
example, in the process of aiming for the desired level of inflation, the BOJ can indicate 
points of reference for the wage index level to watch for. As such, it had better find more 
ways to allow the public to understand the current situation via coordination with the 
government. With 16 months having passed since the BOJ decided to clarify the trading 

band of the long-term yield (±0.25%) at its policy assessment meeting in March 2021, the 

global economic/price conditions have changed drastically. The BOJ also needs to provide 
a thorough explanation to the market regarding the appropriateness of this yield level. 
 

Chart 1: Trend of Output Gap Estimated by BOJ   Chart 2: Inflation Outlook of Enterprises in BOJ Tankan (all-size 
enterprises/all industries) 

 

 

 
Source: BOJ; compiled by Daiwa Securities. 
Note: Shaded areas indicate recessions. 

 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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