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BOJ’s narrative unchanged despite persistent policy revision speculation 

On 28 July, just four days away, the BOJ will announce the results of its July Monetary 
Policy Board meeting. Over the past month or so, we prepared for a JGB market swayed by 
hope and speculation up until this week’s “decisive Friday” due to deep-seeded expectations 
that the BOJ will revise its yield curve control policy (YCC). However, this was the first time 
that I has seen such clearly diverging market views of the same indicators and statements 
from BOJ officials. Former BOJ Governor Haruhiko Kuroda left behind a negative legacy of 
frequent surprises and the market has since become suspicious of the BOJ’s information 
dissemination. Unfortunately, the current BOJ led by new Governor Kazuo Ueda has so far 
failed to make a fresh start in terms of dialog with the market. As for the argument that the 
BOJ should revise its monetary policy, we believe that long-term and short-term yields 
should be differentiated and long-term yields should eventually be corrected first. That said, 
the timing is probably not right at this juncture, considering that the BOJ’s economic, price, 
and financial preconditions have not changed significantly. Ueda, who stresses 
fundamentals, still needs to wait for more data. On 21 July, one week before the July 
meeting, there was a string of media reports conveying the view that the Bank will refrain 
from making any policy changes at the July meeting. For example, there was a Bloomberg 
report with the headline “BOJ sees little need to act on yield control for now, sources say” 
and a Reuters report with the headline “Bank of Japan leaning towards keeping yield control 
steady next week, sources say.” 
 
In order for the Ueda-led BOJ to make logical policy decisions, it is important for the BOJ to 
first produce highly accurate economic and price outlooks. Then, the only way to rebuild a 
relationship with the market based on trust is to carefully and clearly explain how the BOJ 
views policy based on outlooks, as well as the relationship to policy decisions, in a manner 
that market participants can easily understand. The BOJ has the advantage of having 
information from hearings with companies. For example, in a situation in which plans have 
already been announced to hike food prices through to October, by conducting thorough 
hearings with food makers, the BOJ would be able to project sustainability. Moreover, each 
branch should be working actively to collect regional information. In addition to its survey 
abilities, the BOJ has a theoretical expert team1, and, therefore, an environment is in place 
for increasing the accuracy of price predictions. However, in his speech on 19 May, BOJ 
Governor Ueda explained that “the current rise in prices due to cost-push inflation is a 
temporary upward deviation from the Phillips curve.” Given the fact that inflation has actually 
risen more than expected in the US due to the coronavirus outbreak and the war in Ukraine, 
and interest rates have continued to rise, I was somewhat concerned whether the 
assumption of temporary situation is correct and it is questioned. Even in Japan there is the 
need to discuss compound inflation (considering coronavirus, climate change, war). 
Rethinking price forecasting models would also be desirable.  

 

                                                                    
1 The Bank of Japan Working Paper Series Nonlinear Input Cost Pass-through to Consumer Prices: A Threshold Approach (published 22 May 

2023) pointed out that “the pass-through to CPI inflation of increases in producer prices, exchange rates, and wages rises once the increase in 
each of these variables exceeds a certain threshold” and “the estimated impact of the nonlinear pass-through of wage growth tends to be 
persistent due to the observed higher inertia in wage growth.” 

Japan Fixed Income 
25 July 2023 

Japanese report: 25 July 2023 

 

Fixed Income Research Section 

FICC Research Dept.  

Chief Market Economist 

Mari Iwashita  
(81) 3 5555-8852 

mari.iwashita@daiwa.co.jp 

 
Daiwa Securities Co. Ltd. 

July market swayed by 
hope, speculation amid 
persistent YCC revision 
expectations 
 
Long-term yields should 
eventually be corrected 
first, but not now with 
data lacking  
 
Slew of reports one 
week before July 
meeting predicting BOJ 

won’t revise YCC 

Important to first create 
highly accurate 
economic/price outlooks 
 
How does BOJ view 
policy based on 
outlooks? 
 
Information from 
corporate hearings is a 
BOJ strength 
 
Need to discuss 
compound inflation 
impact in Japan as 
conditions possibly due 
to temporary supply 

shock 

https://www.boj.or.jp/en/research/wps_rev/wps_2023/wp23e09.htm


 
 
 

- 2 - 

 
 

 
 Daiwa’s View: 25 July 2023 

 

Amid these circumstances, the BOJ will release its July Outlook for Economic Activity and 
Prices report (Outlook Report) on 28 July. We expect a downward revision for its FY23 
economic growth rate forecast (median of majority of Policy Board members, Chart 1). The 
economy is unlikely to recover to pre-pandemic levels in the Apr-Jun 2023 quarter, which 
will serve as a rationale for the BOJ to maintain its monetary easing. For now, the BOJ will 
likely maintain its view that the downside risks for overseas economies are significant, 
while expecting moderate growth (slightly above 1%) to continue even from FY23. This 
time, we think the BOJ will revise its somewhat optimistic outlook, bringing it more in line 
with private-sector forecasts (such as ESP Forecast survey). Also, the macro-level output 
gap was -0.34% for Jan-Mar 2023 as estimated by the BOJ (Chart 4) and more time is 
needed before this gap can securely take hold in positive territory. The market focus is 
mainly on prices, but economic trends are also important in terms of making policy 
decisions. 
 
The G20 Outcome Document and Chair’s Summary (announced on 18 Jul) clearly stated 
that “global economic growth is below its long-run average and remains uneven,” “the 
uncertainty around the outlook remains high,” and “with notable tightening in global 
financial conditions, persistent inflation, and geopolitical tensions, the balance of risks 
remains tilted to the downside.” Once again, concerns were shared about the slowdown 
and high uncertainty for the global economy, as well as the downside risks to the global 
economy due to inflationary pressures. In a recent IMF blog, Managing Director Kristalina 
Georgieva wrote that strong actions from the G20 are needed. Specifically, she noted that 
international cooperation and coordination between monetary and fiscal policies are 
required. From the start, Ueda has been very concerned about the downside risks for 
overseas economies. For that reason, he has repeatedly made cautious statements about 
how the risk of missing a chance to achieve the 2% price target due to a hasty monetary 
tightening is much more significant than the risk of the inflation rate continuing to exceed 
2%. This likely confirms that Ueda’s cautious preconditions have not changed.  
The BOJ probably will not revise policy at the July meeting given that Ueda said (at press 
conference after 18 July meeting of G20 finance ministers and central bank governors), “If 
our assumptions are unchanged, our overall narrative on monetary policy will remain 
unchanged.” 
 

Chart 1: My Estimates for BOJ Policy Board Members’ Projections (median, y/y %) 

 
Source: BOJ, various materials; compiled by Daiwa Securities. 
Note: Figure in yellow column was revised upward from estimate as of 18 Jul. 
*BOJ projections.  
**My estimates for policy board member projections. 

 
Chart 2: Japan’s Growth Rate Forecasts   Chart 3: Japan’s Core CPI Forecasts  

 

 

 

Source: Cabinet Office, Japan Center for Economic Research; compiled by Daiwa 
Securities. 

 Source: Ministry of Internal Affairs and Communications (MIC), Japan Center for 
Economic Research; compiled by Daiwa Securities.  

Real  GDP Core  CPI Core-core  CPI

 Apr  2023* Jul  2023** My  forecast  Apr  2023* Jul  2023** My  forecast  Apr  2023* Jul  2023** My  forecast

FY23 ＋1.4 ％ ＋1.2 ％ ＋1.1 ％ ＋1.8 ％ ＋2.5 ％ ＋2.7 ％ ＋2.5 ％ ＋3.0 ％ ＋3.4 ％

FY24 ＋1.2 ％ ＋1.1 ％ ＋1.1 ％ ＋2.0 ％ ＋1.9 ％ ＋2.0 ％ ＋1.7 ％ ＋1.6 ％ ＋1.8 ％

FY25 ＋1.0 ％ ＋1.0 ％ ＋1.1 ％ ＋1.6 ％ ＋1.6 ％ ＋1.8 ％ ＋1.8 ％ ＋1.8 ％ ＋1.8 ％
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 Daiwa’s View: 25 July 2023 

 

Turning to price forecasts, Bloomberg reported on 24 July that the BOJ will likely 
significantly raise its core CPI growth forecast for FY23 to around 2.5%, citing multiple 
sources. We were surprised by the Bank’s low core CPI growth forecast of only 1.8% as of 
April. However, due to the subsequent spreading of price hikes to services and the 
increase in electricity prices, the BOJ is likely to raise its projection to around 2.5%, close 
to the private-sector forecast, in July Outlook Report (Chart 3). Still, the momentum for last 
year’s high resource prices and weak yen has slowed, while import prices have turned 
sharply negative y/y. Therefore, the BOJ’s main scenario will probably call for only a 
temporarily CPI rise with the y/y rate of increase peaking2. The rate of increase in FY24 will 
be lower compared to FY23 (Chart 3), suggesting that the FY23 increase was temporary. 
At the 28 June ECB Forum on Central Banking, BOJ Governor Kazuo Ueda said, “The 
underlying inflation rate is below 2%.” We expect core-core CPI, which the BOJ 
emphasizes, to fall below 2% in FY24 and beyond, even if the level for FY23 is high. 
 
Nevertheless, it is highly likely that a virtuous cycle with wages and prices will be achieved 
and that there is a high risk that prices will continue to rise mainly because (1) companies 
are continuing to pass higher costs onto consumers in a way that is different from before, 
albeit with a time lag due to small and medium-size companies being late to join in, and (2) 
momentum for wage hikes has spread. It is also true that there is now greater hope than 
before of achieving the 2% price stability target. However, we don’t yet have enough data 
in order to be more certain about the sustainability of wage hikes and the passing of higher 
costs onto customers. The y/y change in real wages announced on 7 July was -1.2%, less 
negative than the -3.2% in April, but it is necessary to wait until September for release of 
the July data, which should reflect 80% of the largest Shunto wage increase in 30 years 
(the Japanese Trade Union Confederation final tally was +3.58%). For the time being, both 
downside economic risks and upside price risks merit further watching.  
 
In response to the argument that YCC must be revised at an early date, I expect BOJ 
Governor Ueda to remain cautious and take a holistic approach to policy decisions that 
balances the economy, prices, and financial conditions. Still, we suspect the market will 
continue to speculate about potential BOJ moves at each meeting until the Bank actually 
revises policy. If the BOJ were to consider revising YCC, it would be a good idea for it to 
gradually water down YCC by reducing its grip in stages in order to avoid major market 
confusion. Rather than removing YCC all at once, the BOJ should think of other ways to 
handle the situation, such as providing a reference rate. 
 

Chart 4: Output Gap Estimated by BOJ   Chart 5: Japan’s Real Wages, CPI  

 

 

 

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

 Source: Ministry of Health, Labour and Welfare, MIC; compiled by Daiwa Securities.  

 

 
 

                                                                    
2 While there have been reports of further price hike plans through October, mainly for food products, BOJ expects prices to settle down 
thereafter. It will be interesting to see if the BOJ changes its expression “expected to fall below 2% in the second half of fiscal 2023.” 

-0.34

-8

-6

-4

-2

0

2

4

6

1
98

3

1
98

8

1
99

3

1
99

8

2
00

3

2
00

8

2
01

3

2
01

8

2
02

3

(%)

(Quarterly)

1Q23

-6

-4

-2

0

2

4

6

00 02 04 06 08 10 12 14 16 18 20 22

Real  wages CPI  (headline  excl.  imputed  rent)

(Y/y % )

(CY,  monthly)

-1.2%   (May  2023,  
preliminary)

Will BOJ raise FY23 
price outlook? Slower 
FY24 price growth vs 
FY23? 
 
Core-core CPI stressed 
by BOJ may fall below 

2% from FY24 

Lacking data needed to 
increase certainty of 
wage growth 
sustainability 
 
Need to view monthly 
labor data through July 
(reflects 80% of wage 

hikes) 

Responding to YCC 
revision calls, BOJ likely 
to remain cautious with 
overall assessment 
 
It would be a good idea 
to gradually water down 

YCC 



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. 

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 

https://lzone.daiwa.co.jp/l-zone/disclaimer/e_disclaimer.pdf
https://lzone.daiwa.co.jp/l-zone/disclaimer/creditratings.pdf

