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The Bank of Japan (BOJ) kept interest rates on hold at its June meeting as widely expected. However, the decision 
mildly disappointed market participants who had expected an imminent reduction in the BOJ’s monthly Japanese 
government bond (JGB) purchases. They anticipated a decrease from the current Japanese yen (JPY) 6 trillion to a 
range of JPY 5 to 6 trillion, and the ensuing disappointment drove dollar/yen modestly higher. The BOJ did indicate 
that it planned to reduce its bond purchases, but not until its next policy meeting in July along with the release of the 
next quarter’s Outlook for Economic Activity and Prices.  

The market had also anticipated a more detailed guidance on upcoming rate hikes, given the overnight rate’s central 
role as the BOJ’s main monetary policy tool. The central bank, however, did not provide such guidance. At the post-
policy meeting press conference, BOJ Governor Kazuo Ueda did not give much further forward guidance either 
regarding the central bank’s balance sheet reduction or rate hikes. Ueda clarified that plans to reduce the BOJ’s 
balance sheet is to return interest rates and bond price determination to the market. When asked about factors that 
could drive the next rate hike, including a weak yen, Ueda gave a very general reply. The governor said that the BOJ 
would remain dependent on data, particularly on whether there is an increased likelihood of achieving its 2% inflation 
target (if inflation rises in line with the central bank’s outlook). Ueda did not rule out the possibility of a rate hike in 
July if the data justified such a move. 

Until the BOJ provides more details in July, the central bank will continue its JGB purchases as announced at the March 
policy meeting, which marked the end of its negative interest rate policy, yield curve control (YCC) scheme and 
purchases of ETFs and REITs. The central bank governor reiterated at the post-meeting press conference that the BOJ 
will consult market participants and thereupon announce a plan following its July policy meeting to reduce bond 
holdings on the BOJ’s balance sheet over the next one to two years. 

Unlike the Fed and ECB, the BOJ has more flexibility with time 
Indeed, the BOJ’s reluctance to provide additional guidance on bond purchase reductions contrasts with the more 
time-sensitive opinions expressed at its April meeting. It was stated at the time that given the gradual exit from YCC 
facilitated a smooth exit from the previous policy framework, it was important for the BOJ to proceed reducing its JGB 
purchase amounts in a timely manner. 

BOJ takes a slow, steady approach to reducing 
bond purchases 
Slow stance may disappoint some, but the BOJ is relatively more flexible with time 
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Nonetheless, as one policy board member had pointed out at the time of the BOJ’s departure from its prior policy 
framework in March, the risk of falling into wage inflation—as seen in the US and Europe—was low and there was 
time to encourage more lasting pass-through by small and mid-size firms in particular. 

Additionally, amid a generally robust recovery picture, there remain a few uncertainties regarding the domestic as 
well as external outlook that might have been behind the BOJ’s decision to buy additional time before withdrawing 
additional stimulus. For example, consumption and private investment dragged Q1 Japanese GDP into negative 
territory, although it remains to be seen how much of this was the impact of temporarily-stalled auto production. 

Additionally, while there is ample evidence of labour supply shortages and upward wage pressures, led by the 
“Shunto” round of wage negotiations in spring, increases in real wages have yet to materialise. This is because 
consumption has primarily increased as households have reduced their savings. The next turn of the “virtuous circle”, 
including actual rises in real wages, remains to be seen, although it is reasonable to expect these increases to occur 
eventually. 

Referring back to the Summary of Opinions from the BOJ’s April meeting, a key factor in considering further 
adjustments to monetary accommodation was the central bank’s need to observe “positive corporate behaviour 
through this summer”. Specifically, the BOJ was looking for continued solid business fixed investment and an 
improving trend in private consumption led by wage hikes toward the second half of this year. This point is consistent 
with the BOJ’s decision to remain on hold until July when additional data on corporate and household developments 
may be available. 

What about dollar/yen? 
Although the temporary spike in dollar/yen to above 160 was met by intervention from the Ministry of Finance, the 
BOJ has remained much more circumspect about the potential for yen weakness to damage Japan’s purchasing 
power. Looking beyond short-term cost-push factors, the BOJ also highlighted in its April Summary of Opinions the 
potential benefits of increasing production and income, such as a rise in inbound tourism and manufacturers moving 
their overseas production sites back to Japan. 

As we highlighted in our article The yen: how weak is too weak?, the Japanese currency weakening slightly from 
current levels may not be sufficient enough to undermine Japan’s virtuous circle. The BOJ would likely be more 
concerned about a sustained trend toward further yen weakness, rather than the dollar/yen pair briefly spiking to 
new highs. 

What’s next?  QT in July less likely to disappoint 
What we do know is that the BOJ, given all else remains equal, had signalled a reduction of bond purchases in July. 
We believe that such a reduction is likely to be less disappointing for  market participants than today’s meeting.  The 
reason for this is that the BOJ’s plans to conduct “Bond Market Group” meetings with bond market participants, who 
might express their expectations to the central bank.  Given that the BOJ is keen to avoid causing dislocations in the 
bond market, we believe that the primary function of these meetings is for the central bank to gauge expectations 
about the magnitude and timing of quantitative tightening (QT), so as to align their proceedings closely with market 
expectations. 
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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 Secteur 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. An offering of any investments, 
securities or investment advisory services with respect to securities may only be made by receipt of relevant and complete offering documentation 
and agreements, as applicable. 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. 
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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 
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 
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