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Daiwa’s View 

The Kishida administration’s appropriate policy mix 

 While BOJ reins in rise in yields, government responds to inflation 
and yen depreciation through economic measures 

 

 

The Kishida administration’s appropriate policy mix 

At its Monetary Policy Meeting (MPM) held on 27-28 October, the BOJ maintained the status 
quo through a unanimous vote, as expected. In its October Outlook for Economic Activity 
and Prices report (Outlook Report), the BOJ lowered its growth rate outlook for FY22 and 
FY23, but raised its price projections for FY22-FY24. In particular, the FY22 core CPI 
forecast was raised substantially to +2.9%, from +2.3% as of July (Chart 1). That figure is 
expected to slow to 1.6% in FY23, and the projection for core-core CPI is also +1.6% (same 
as core CPI projection), indicating an absence of a boost from energy factors. The BOJ 
expects price growth to slow towards mid-FY23. In this report, the wording regarding risk 
balance was simplified—risks to economic activity were expressed as being "skewed to the 
downside," and risks to prices were described as being "skewed to the upside.” In both 
cases, the wording in the previous report "for the time being, but are generally balanced 
thereafter" was removed. This indicates a prolonged time frame until risks are balanced. 
Regarding the closely watched macro output gap (Chart 2), the BOJ maintained the wording 
in the July Outlook Report, again stating that the output gap is “projected to turn positive 
around the second half of fiscal 2022 and then continue to expand moderately” under its 
economic projections that are more bullish than those in the private sector. The output gap 
turning positive is something that is still awaited. 

 

At his regularly scheduled press conference, Governor Haruhiko Kuroda was asked many 
questions about his awareness of yen depreciation and questions linking price projections 
with policy. He was first asked once more about the impact of yen depreciation on Japan’s 
economy. He replied that he had previously said that, although, based on macro models, 
and the like, the weak yen’s impact on the economy was positive overall, provided it was 
stable, the impact was uneven depending on sector, corporate size, and economic entity. He 
stated that the recent rapid depreciation of the yen was not positive for the economy. As for 
the factors behind the weak yen, he stated that it was one-sided to explain recent forex 
trends only by focusing on the interest rate differential between Japan and the US, and that 
the difference in inflation rates and the slowdown in the US economy due to rate hikes had 
been overlooked. He also expressed the opinion that YCC was not bringing about 
depreciation of the yen. Since its June meeting statement, the BOJ has added the following 
to the risk factor section: “It is necessary to pay due attention to developments in financial 
and foreign exchange markets and their impact on Japan's economic activity and prices.” 
This wording has continued to be included since then. The BOJ is likely to keep a watchful 
eye on these developments. 
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.  
Chart 1: Trend of Core CPI Projections* in BOJ Outlook 
Report 

 Chart 2: Trend of Output Gap Estimated by BOJ 

 

 

 

Source: BOJ; compiled by Daiwa Securities. 
*Median of policy board members' forecasts. 

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

 

 

Meanwhile, when asked about the latest upward revision to price projections, he explained 
that while it was true that we had drawn slightly closer to the 2% target due to slight 
upward revisions to FY23 and FY24 figures from previous projections, this meant that core 
CPI growth would not reach 2% even in FY24. He also stated that, it was desirable to 
achieve a virtuous cycle with wages and prices, so authorities were conducting monetary 
policy with that as their aim, and that, as such, the BOJ had a stance of continuing to 
provide support until then. He emphasized that, for that reason, he did not think that we 
would see interest rate hikes or an exit right away. However, he stated that he wanted to 
continue to give full consideration to the functionality of the bond market. 
 

At 17:00, after the press conference by Governor Kuroda, the Financial Markets 
Department announced a partial revision to the Quarterly Schedule of Outright Purchases 
of Japanese Government Bonds (Competitive Auction Method) for Oct-Dec 2022. For 
November and December, the number of offers in the 10-25 year zone was revised to 
three times per month (two times in Oct, with purchase size per auction maintained at 
Y250bn). The number of offers in the over-25 year zone was revised to three times per 
month (two times in Oct, with purchase size per auction maintained at Y100bn). Compared 
to the previous figure, the total purchase amount in the superlong zone was increased by 
Y350bn. Due to this, it can be said that the BOJ showed its intention to rein in distortion of 
the yield curve and an excessive rise in yields in the superlong zone. 
 
At a Cabinet meeting after 17:30, the Kishida administration decided on comprehensive 
economic measures to ease the impact on consumers of soaring prices and achieve 
economic revitalization. The scale of the measures appears to have expanded in the end, 
as shown by all projects amounting to Y71.6tn with fiscal spending of Y39.0tn (Y29.1tn in 
the general account of the second preliminary budget). Given the fact that a large portion 
of the budget was not used up in the past and was carried forward to subsequent fiscal 
years, we think that the effect of boosting GDP by 4.6% (estimate by the Cabinet Office) is 
excessive. Nevertheless, there are items whose budgets are likely to be used in a planned 
way, such as subsidies, COVID-19 measures, and infrastructure spending to make Japan 
more disaster-proof. This is likely to prop up Japan’s economy amid a slowdown in the 
global economy in FY23. Measures to cope with inflation are expected to reduce the total 
burden of Y45,000 per standard household during Jan-Sep 2023 via (1) the introduction of 
measures to ease the burden of electricity and gas charges and (2) the continuation of the 
scheme to ease the drastic change in gasoline and kerosene prices. It is estimated that 
these measures will rein in the rise in headline CPI by around 1.2ppt. Reportedly, this 
figure does not include the effect of the support measures encouraging domestic travel 
(which pushed down Oct CPI in the ward-area of Tokyo by 0.2ppt). Based on these 
measures, the BOJ is expected to lower its FY22-23 price projections (shown in the 
October Outlook Report) in January 2023. Japan will be tested to see if it can achieve the 
virtuous cycle with wages and prices that the BOJ wants via continuous wage hikes by 
private-sector companies while the government implements inflation measures until 1H 
FY23. 
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The following is clearly stated in the final paragraph of page six in the document attached 
to economic measures. 
 
The government and BOJ share a common view of the economic situation, and work 
together closely through an appropriate policy mix of fiscal policy and monetary policy. 
 
The government expects the BOJ to thoroughly monitor the impact of changes in the 
financial and capital markets, and conduct appropriate monetary policy operations in order 
to sustainably and stably achieve its price stability target. 
 
 
Previously, I have pointed out that the BOJ would not change unless the Kishida 
administration changed its expectations of the central bank’s role. The statements above 
show that the top priority at the BOJ is to rein in the rise in interest rates. Even if this leads 
to depreciation of the yen and inflation, the government will respond through inflation 
measures (gasoline subsidies and support for electricity/gas charges) and measures to 
cope with the weak yen (stimulation of inbound demand, expansion of exports, and support 
for a return to investment in Japan). The government appears to have clearly stated that 
this division of roles is just the right policy mix of fiscal policy and monetary policy. In the 
near term, Japan’s inflation is expected to rise towards the upper 3% range. However, the 
rise will be contained from January 2023 onwards due to government measures to cope 
with inflation. Some market participants (mainly overseas investors) have firmly rooted 
expectations for policy revisions by the BOJ. However, the BOJ is unlikely to take action 
while Governor Kuroda is in office. Amid expectations for positive developments with next 
year's annual spring wage negotiations, the focus is expected to shift to the selection 
process for the next BOJ governor and deputy governors. 
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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 you’re 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. 
 
Corporate Name: Daiwa Securities Co. Ltd.  
Registered: Financial Instruments Business Operator, Chief of Kanto Local Finance Bureau (Kin-sho) No.108  
Memberships: Japan Securities Dealers Association, The Financial Futures Association of Japan, Japan Investment Advisers Association, Type II Financial 

Instruments Firms Association, Japan Security Token Offering Association  
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