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YOUR GOALS, 
OUR COMMITMENT. 

The Bank of Japan (BOJ) lifted interest rates for the first time in 17 years in March, making a historic 
departure from negative interest rates. We provide an overall evaluation of its decision, discuss 
how long accommodative monetary conditions could still last, analyse the yen’s potential policy 
impact and assess the BOJ’s options after halting ETF purchases. 
By Naoki Kamiyama, Chief Strategist 
8 April 2024 

Overall evaluation: BOJ’s communication efforts pay off 
In March, the BOJ took a momentous step towards normalising its monetary policy by ending negative interest rates. 
It also scrapped its yield curve control and ETF-purchasing policies. Considering the significance of its decision, the 
BOJ’s move was met with relative calm and did not cause market volatility. For this the central bank can be credited 
for effectively communicating its intentions to the market well in advance of its decision. Led by Governor Kazuo 
Ueda, the BOJ repeatedly expressed its intent to wait for a sustained rise in wages—a key factor in Japan’s exit from 
a low inflation environment. The “shunto” negotiations, which are wage talks between unions and large companies 
held every spring, resulted in the most substantial wage hike in 33 years and likely gave the BOJ enough confidence 
to lift rates. The central bank was also helped by stronger-than-expected Q4 2023 capital expenditure data, which 
resulted in an upward revision of Japan’s Q4 GDP. By this time, the central bank’s data-dependent stance had been 
absorbed by the markets, and the robust capex data gave participants another reason to anticipate a change in policy. 
All in all, the BOJ’s decision to lift rates in March could be seen as a natural progression.  

More hikes on the horizon, but nominal rates likely to be kept below inflation 
The BOJ’s Ueda noted that the central bank will maintain accommodative monetary conditions for the time being. 
Ueda essentially meant that the central bank could hike again, but that it will keep interest rates below the inflation 
rate, retaining a condition known as real negative interest rates. The BOJ wants to see sustainable inflation before 
lifting its accommodative stance, and it could take another year, possibly two, before the central bank feels that such 
a condition has been met. Until then, it is expected to keep interest rates below Japan’s “neutral” rate of interest. The 
neutral rate, also referred to as “r*”, is an in-the-middle rate where monetary policy neither stimulates nor restricts 
economic growth. The neutral rate is not released officially and estimates vary widely, but the current consensus 
appears to be around 0.7% for Japan. It is worth bearing in mind that even if inflation stabilises at around 2%, the BOJ 
is unlikely to immediately raise interest rates to that level when the neutral rate is taken into consideration. 

Yen expected to have a greater policy impact 
The yen is expected to receive more attention from the BOJ than before. Ueda stated after the March policy 
decision that the central bank would respond with monetary policy should currency market fluctuations significantly 
impact inflation. Instead of appreciating, the currency has weakened since the March rate hike on the prospect of 
Japan’s interest rates remaining low compared to those of other countries for the foreseeable future. Gone are the 
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days when a weak yen was generally welcomed. The currency’s depreciation is now often blamed for increasing living 
costs by making imports more expensive. Some even view this trend as a national security issue as Japan faces more 
challenges in purchasing staples such as grains due to a weaker yen. Lawmakers are also increasingly focusing on the 
demerits of a weaker yen. Traditionally, the central bank has not specifically targeted currency movements when 
conducting monetary policy. However, it is mandated with maintaining economic stability, and its efforts to tackle 
higher import costs could hasten its next rate hike. 

BOJ’s ETF options: several possibilities, all likely to span over the long-term 
The BOJ is estimated to have accumulated approximately 70 trillion Japanese yen worth of ETFs over the past 14 years 
as part of its unconventional monetary policy. The BOJ is believed to hold around 80% of Japan's ETFs and 7% of its 
equity market. Naturally, concerns have arisen about potential negative market effects if the central bank starts to 
divest these assets from its balance sheet. 

The primary scenario envisages the BOJ gradually selling its ETFs, essentially reversing its previous approach. This 
would involve selling when stock prices are high to minimise market impact. While the sale of ETFs is sure to influence 
the market to some degree, it could be a decade or more before the BOJ begins selling its holdings. The BOJ's 
unconventional monetary policy phase, during which it made substantial purchases, can be credited for aiding the 
equity market's recovery. The central bank may wish to proclaim its ETF operations a success. However, if the BOJ 
were to start selling ETFs prematurely, it could be blamed for market downturns even if the cause lies elsewhere, 
thereby undermining its own success. 

Market speculation is currently focused on how the BOJ might sell its ETFs. One method raised as a possibility is to 
break down ETFs into individual shares and sell them to interested buyers. However, this strategy could be logistically 
challenging and may expose the BOJ to unnecessary risk, making it an unrealistic option. Another envisaged solution 
is the transfer of ETFs to a government-established fund. This fund could then take several decades to sell the holdings, 
either as indexes or as individual shares. More unconventional suggestions include offering individual investors the 
opportunity to purchase the ETFs at a substantial discount. While the likelihood of these aforementioned methods 
being implemented seems rather slim, the final approach could potentially be a combination of various ideas. This 
would enable the BOJ to offload its ETFs over different time frames. 

Japan equities gain in March as BOJ’s accommodative stance provides support 
The Japanese equity market ended March higher with the TOPIX (w/dividends) up 4.44% on-month and the Nikkei 
225 (w/dividends) rising 3.78%. In the first half of the month, stocks were weighed down by mounting expectations 
for the BOJ to scrap its negative interest rate policy. The BOJ did indeed eliminate its negative interest rate policy and 
end purchases of ETFs. However, the central bank indicated the continuation of the accommodative monetary 
environment for the time being and this supported equities.  

Of the 33 Tokyo Stock Exchange sectors, 28 sectors rose, with Real Estate, Mining, and Oil & Coal Products posting the 
strongest gains. In contrast, 5 sectors declined, including Marine Transportation, Precision Instruments, and 
Pharmaceuticals.

Exhibit 1: Major indices 

Index 
Mth-end 1-mth 3-mth 6-mth 

Nikkei 225 40,369.44 3.1% 20.6% 26.7% 
JGB Yield 0.727 +0.018 +0.113 -0.038 
JPY/USD 151.35 0.8% 7.3% 1.3% 
JPY/EUR 163.30 0.4% 4.9% 3.4% 
MSCI World 3,437.76 3.0% 8.5% 20.5% 
Valuation Mth-end 1-mth 3-mth 6-mth 
TOPIX 2,768.62 3.5% 17.0% 19.2% 
Div. Yield (e) 2.2% 2.4% 2.4% 2.6% 
Price/Earn (e) 16.1 14.1 14.1 13.1 
Price/Book 1.4 1.3 1.3 1.2 

 Source: Bloomberg, 29 March 2024   

Exhibit 2: Valuation and indicators 

Valuation       
/indicator 

Mth-
end 

3-mth 6-mth 1-yr 5-yr 

TOPIX      
Div. Yield (e) 2.2% 2.4% 2.4% 2.6% 2.5% 
Price/Earn (e) 16.1 14.1 14.1 13.1 12.6 

Price/Book 1.4 1.3 1.3 1.2 1.2 
Daily Turnover 104 95 87 79 58 

Market Cap.  989 915 815 745 617 
MSCI World      

Div. Yield (e) 1.9% 2.0% 2.2% 2.2% 2.5% 
Price/Earn (e) 19.4 18.6 17.1 16.9 16.2 

Price/Book 3.1 3.1 2.7 2.7 2.3 

Source: Bloomberg,  29 March  2024 
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Important information: This document is prepared by Nikko Asset Management Co., Ltd. and/or its affiliates (Nikko AM) and is for distribution 
only under such circumstances as may be permitted by applicable laws. This document does not constitute personal investment advice or a 
personal recommendation and it does not consider in any way the objectives, financial situation or needs of any recipients. All recipients are 
recommended to consult with their independent tax, financial and legal advisers prior to any investment. This document is for information purposes 
only and is not intended to be an offer, or a solicitation of an offer, to buy or sell any investments or participate in any trading strategy. Moreover, 
the information in this document will not affect Nikko AM’s investment strategy in any way. The information and opinions in this document have 
been derived from or reached from sources believed in good faith to be reliable but have not been independently verified. Nikko AM makes no 
guarantee, representation or warranty, express or implied, and accepts no responsibility or liability for the accuracy or completeness of this 
document. No reliance should be placed on any assumptions, forecasts, projections, estimates or prospects contained within this document. This 
document should not be regarded by recipients as a substitute for the exercise of their own judgment. Opinions stated in this document may 
change without notice.  

In any investment, past performance is neither an indication nor guarantee of future performance and a loss of capital may occur. Estimates of 
future performance are based on assumptions that may not be realised. Investors should be able to withstand the loss of any principal investment. 
The mention of individual securities, sectors, regions or countries within this document does not imply a recommendation to buy or sell.  

Nikko AM accepts no liability whatsoever for any loss or damage of any kind arising out of the use of all or any part of this document, provided 
that nothing herein excludes or restricts any liability of Nikko AM under applicable regulatory rules or requirements.  

All information contained in this document is solely for the attention and use of the intended recipients. Any use beyond that intended by Nikko 
AM is strictly prohibited.  

Japan: The information contained in this document pertaining specifically to the investment products is not directed at persons in Japan nor is it 
intended for distribution to persons in Japan.  Registration Number: Director of the Kanto Local Finance Bureau (Financial Instruments firms) No. 
368 Member Associations: The Investment Trusts Association, Japan/Japan Investment Advisers Association. 

United Kingdom: This document is communicated by Nikko Asset Management Europe Ltd, which is authorised and regulated in the United 
Kingdom by the Financial Conduct Authority (the FCA) (FRN 122084). This document constitutes a financial promotion for the purposes of the 
Financial Services and Markets Act 2000 (as amended) (FSMA) and the rules of the FCA in the United Kingdom, and is directed at professional 
clients as defined in the FCA Handbook of Rules and Guidance. 

Luxembourg and Germany: This document is communicated by Nikko Asset Management Luxembourg S.A., which is authorised and regulated in 
the Grand Duchy of Luxembourg by the Commission de Surveillance du Secateur Financier (the CSSF) as a management company authorised 
under Chapter 15 of the Law of 17 December 2010 (No S00000717) and as an alternative investment fund manager according to the Law of 12 July 
2013 (No. A00002630). 

United States: This document may not be duplicated, quoted, discussed or otherwise shared without prior consent. Any offering or distribution of 
a Fund in the United States may only be conducted via a licensed and registered broker-dealer or a duly qualified entity. Nikko Asset Management 
Americas, Inc. is a United States Registered Investment Adviser. 

Singapore: This document is for information to institutional investors as defined in the Securities and Futures Act (Chapter 289), and intermediaries 
only. Nikko Asset Management Asia Limited (Co. Reg. No. 198202562H) is regulated by the Monetary Authority of Singapore. 

Hong Kong: This document is for information to professional investors as defined in the Securities and Futures Ordinance, and intermediaries only. 
The contents of this document have not been reviewed by the Securities and Futures Commission or any regulatory authority in Hong Kong.  
Nikko Asset Management Hong Kong Limited is a licensed corporation in Hong Kong. 

New Zealand: This document is issued in New Zealand by Nikko Asset Management New Zealand Limited (Company No. 606057, FSP22562). It 
is for the use of wholesale clients, researchers, licensed financial advisers and their authorised representatives only. 

Kingdom of Bahrain: The document has not been approved by the Central Bank of Bahrain which takes no responsibility for its contents. No offer 
to the public to purchase the Strategy will be made in the Kingdom of Bahrain and this document is intended to be read by the addressee only 
and must not be passed to, issued to, or shown to the public generally.  

Kuwait: This document is not for general circulation to the public in Kuwait. The Strategy has not been licensed for offering in Kuwait by the Kuwaiti 
Capital Markets Authority or any other relevant Kuwaiti government agency. The offering of the Strategy in Kuwait on the basis a private placement 
or public offering is, therefore, restricted in accordance with Decree Law No. 7 of 2010 and the bylaws thereto (as amended). No private or public 
offering of the Strategy is being made in Kuwait, and no agreement relating to the sale of the Strategy will be concluded in Kuwait. No marketing 
or solicitation or inducement activities are being used to offer or market the Strategy in Kuwait.  

Kingdom of Saudi Arabia: This document is communicated by Nikko Asset Management Europe Ltd (Nikko AME), which is authorised and regulated 
by the Financial Services and Markets Act 2000 (as amended) (FSMA) and the rules of the Financial Conduct Authority (the FCA) in the United 
Kingdom (the FCA Rules). This document should not be reproduced, redistributed, or sent directly or indirectly to any other party or published in 
full or in part for any purpose whatsoever without a prior written permission from Nikko AME. 

This document does not constitute investment advice or a personal recommendation and does not consider in any way the suitability or 
appropriateness of the subject matter for the individual circumstances of any recipient. In providing a person with this document, Nikko AME is 
not treating that person as a client for the purposes of the FCA Rules other than those relating to financial promotion and that person will not 
therefore benefit from any protections that would be available to such clients.  

Nikko AME and its associates and/or its or their officers, directors or employees may have or have had positions or material interests, may at any 
time make purchases and/or sales as principal or agent, may provide or have provided corporate finance services to issuers or may provide or 
have provided significant advice or investment services in any investments referred to in this document or in related investments. Relevant 
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confidential information, if any, known within any company in the Nikko AM group or Sumitomo Mitsui Trust Holdings group and not available to 
Nikko AME because of regulations or internal procedure is not reflected in this document. The investments mentioned in this document may not 
be eligible for sale in some states or countries, and they may not be suitable for all types of investors.  

Oman: The information contained in this document nether constitutes a public offer of securities in the Sultanate of Oman as contemplated by 
the Commercial companies law of Oman (Royal decree 4/74) or the Capital Markets Law of Oman (Royal Decree80/98, nor does it constitute an 
offer to sell, or the solicitation of any offer to buy non-Omani securities in the Sultanate of Oman as contemplated by Article 139 of the Executive 
Regulations to the Capital Market law (issued by Decision No. 1/2009). This document is not intended to lead to the conclusion of any contract of 
whatsoever nature within the territory of the Sultanate of Oman.  

Qatar (excluding QFC): The Strategies are only being offered to a limited number of investors who are willing and able to conduct an independent 
investigation of the risks involved in an investment in such Strategies. The document does not constitute an offer to the public and should not be 
reproduced, redistributed, or sent directly or indirectly to any other party or published in full or in part for any purpose whatsoever without a prior 
written permission from Nikko Asset Management Europe Ltd (Nikko AME). No transaction will be concluded in your jurisdiction and any inquiries 
regarding the Strategies should be made to Nikko AME.  

United Arab Emirates (excluding DIFC):  This document and the information contained herein, do not constitute, and is not intended to constitute, 
a public offer of securities in the United Arab Emirates and accordingly should not be construed as such. The Strategy is only being offered to a 
limited number of investors in the UAE who are (a) willing and able to conduct an independent investigation of the risks involved in an investment 
in such Strategy, and (b) upon their specific request.  

The Strategy has not been approved by or licensed or registered with the UAE Central Bank, the Securities and Commodities Authority or any 
other relevant licensing authorities or governmental agencies in the UAE. This document is for the use of the named addressee only and should 
not be given or shown to any other person (other than employees, agents or consultants in connection with the addressee's consideration thereof).  

No transaction will be concluded in the UAE and any inquiries regarding the Strategy should be made to Nikko Asset Management Europe Ltd.  

Republic of Korea: This document is being provided for general information purposes only, and shall not, and under no circumstances is, to be 
construed as, an offering of financial investment products or services.  Nikko AM is not making any representation with respect to the eligibility of 
any person to acquire any financial investment product or service.  The offering and sale of any financial investment product is subject to the 
applicable regulations of the Republic of Korea. Any interests in a fund or collective investment scheme shall be sold after such fund is registered 
under the private placement registration regime in accordance with the applicable regulations of the Republic of Korea, and the offering of such 
registered fund shall be conducted only through a locally licensed distributor. 
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