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Daiwa’s View  

 
BOJ becoming aware of both upside, downside 
risks 
➢ One reason behind July rate hike was “risk management 

approach” 
➢  As Japan (BOJ) has seriously monitored only downside risks for 

past 25 years, we have impression that market slow to follow 
BOJ’s recent change to also monitoring upside risks 

➢ Increased political uncertainty (US presidential election, LDP 
presidential race) to reinforce need for risk management; does not 
necessarily mean setback for BOJ rate hikes 
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At its July Monetary Policy Meeting, the BOJ said (1) “We will continue to raise rates if our 
outlook for economic and price data is on track,” (2) “Yen depreciation is a factor that 
increases upside risks for the price outlooks,” and (3) “We are aware of upside risks to 
prices.” This recognition and these policy reaction functions were reiterated by both BOJ 
Governor Kazuo Ueda during his testimony before a closed Diet session on 23 August and 
BOJ Deputy Governor Ryozo Himino during his 28 August speech. In addition, their 
statements completely adhered to the basic awareness presented in BOJ Deputy 
Governor Shinichi Uchida’s 7 August speech in which he said, “When there is instability in 
the international financial and capital markets, we will closely monitor the effects and 
reflect them in our policies” and “We are not behind the curve at all and can choose the 
best time.” These statements by Governor and deputy governors contained no 
contradictions and were completely predictable. After all, the only real changes from the 
July meeting are points pertaining to market fluctuations (particularly exchange rates). The 
BOJ’s stance itself appears to be essentially unchanged from the July meeting. 
 
Market yet to digest BOJ’s “risk management approach” 
We feel that since the July meeting, the market has not fully digested the Bank’s new 
references such as balancing “upside risks” and “falling behind the curve,” or in other 
words, its new “risk management approach.” Over the past quarter century, the BOJ has 
been seriously concerned about only the downside risks. Therefore, we are left with the 
impression that market participants have yet to catch up with the BOJ’s shift to focusing 
more on “upside risks” along with “downside risks.”  
 
It is almost obvious that the BOJ is currently not behind the curve. Meanwhile, there have 
been structural changes to Japan’s labor market, as well as new changes in the form of a 
stronger impact from the weaker yen on prices. As such, it has become harder to say for 
sure that the possibility of the BOJ falling behind the curve in the future, triggered by the 
emergence of upside risks due to the excessive yen depreciation and other factors, is zero. 
In that case, “From the standpoint of the risk-management approach, only the appropriate, 
risk-neutral level of the policy interest rate should rise” (from June meeting minutes). It was 
probably one of the main themes at the July meeting, as there was excessive yen 
depreciation beyond the USD/JPY160 level since the June meeting. 
 
The BOJ’s handling of both upside and downside risks is a natural change as Japan 
transitions to a “world with interest rates” and there is probably a need to become 
accustomed to that change. If the “upside risks” and “behind-the-curve” status mentioned 
by Ueda during his press conference after the July meeting feel like changes, in a sense, 
we could say that it was a necessary reaction. 
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Dealing with rising political uncertainty  
We have now entered September and there are just four months remaining before the end 
of 2024. The focus of attention this week will be on whether US jobs indicators 
(employment statistics, JOLTS, ISM manufacturing/service employment DI) impact the 
degree to which the Fed cuts rate. The world’s biggest political event for this year, the US 
presidential election, is just two months away. Meanwhile, in Japan, the ruling LDP’s 
presidential election, which will effectively decide Japan’s next prime minister, will be held 
later this month (which could be followed by dissolving the Lower House for a snap 
election). Naturally, the BOJ is keenly aware of this political uncertainty, in addition to 
economic trends. This is especially true if the BOJ adopts a stronger risk-management 
approach that takes into account both upside and downside risks. 
 
However, strengthening its risk management approach and being cautious do not 
necessarily mean that the BOJ’s rate-hiking ambitions will stall. Upside risks are likely to 
decrease due to the recent rapid appreciation of the yen, which has corrected the 
excessive yen depreciation back to a level almost in line with corporate expectations. At 
the same time, Himino clearly confirmed in his speech that the Bank’s on-track progress (= 
rate-hiking path) is not being impeded. After all, the only thing that has changed since the 
July meeting is the part related to market fluctuations (particularly exchange rates). The 
reduction in upside risk brought about by the correction for the excessively weak yen has 
given the BOJ more time to take a somewhat wait-and-see stance from a risk management 
perspective. At the end of last week, the BOJ released a new research paper on trends 
and functionality of short-term financial markets under excess reserves. It will be important 
in the long run for the BOJ to properly finish the broad-perspective review of its monetary 
policy within this year and allow the market time to digest that view. 
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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://drp.daiwa.co.jp/rp-daiwa/direct/reportDisclaimer/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://drp.daiwa.co.jp/rp-daiwa/direct/reportDisclaimer/credit_ratings.pdf. If you need more information on this matter, please contact the Research 
Production Department of Daiwa Securities. 
 
 
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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