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Market Monitor — Japan

Road to Recovery Still Clouded by Downside Risks
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Japan’s economy sees mild rebound in 2021 but faces downside risks in GDP sees rebound in Q4

2022 2021 as state of emergency

, i . o , _ . is lifted, but market
With Covid-19 restrictions ending in October, Japan’s economy saw a solid rebound in generally expects to see

the last quarter of 2021. Ir? Q4 2021,.GDP rose at an annualised rate of 4.6% quarter on another quarterly

quarter, after a 2.8% drop in the previous quarter. As the economy reopened, household contraction in Q1 2022 as
consumption saw a strong rebound in Q4 2021, with an annualised quarterly growth of
10.2%. For 2021 as a whole, Japan’s GDP saw year-on-year growth of 1.6%, after a 4.6%
drop in 2020.

sixth wave of Covid-19
looms.

BOJ keeps policy rates on

Nonetheless, as the sixth wave of Covid-19 loomed in early January 2022, the hold at March meeting

government declared a quasi-state of emergency to curb the spread of the virus. At the
peak of the sixth wave, up to 36 of Japan’s 47 prefectures were under the quasi-state of
emergency. Consumer sentiment was negatively impacted. The country’s consumer
confidence index has fallen for three consecutive months to reach 35.3 in February, the
lowest level since May 2021. General market expectation is that Japan’s GDP will see
another quarterly contraction in Q1 2022. At the same time, inflation momentum is
picking up amid surging energy prices, though it is still mild relative to other advanced
economies. The consumer price index (CPl) saw year-on-year growth of 0.9%, the highest
yearly increase since May 2019.

Japan’s recovery trajectory
in upcoming quarters will
still be subject to
uncertainties despite
monetary and fiscal policy
support.

Japan GDP Annualized Quarterly
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Risk of prolonged Ukraine crisis and lingering Covid-19 impacts pose 30g
uncertainties for outlook .
10
As the sixth wave of Covid-19 is expected to impact the Japanese economy, the Bank of 2
Japan (BOJ) kept the benchmark policy rates unchanged at its March meeting as expected,
contrasting with rate hikes by the Federal Reserve (Fed) and Bank of England. The BOJ -10
also said that it needed to monitor how developments in Ukraine would affect Japan’s -20
economy through financial markets and commaodity prices. -30
-40
In late February, Japan’s House of Representatives approved a record JPY 107.6 trillion 2017 2019 2021
budget for the fiscal year 2022 to fund measures mitigating the impact of Covid-19 as Source: Bloomberg, data as of 31/3/2022)
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well as to meet rising social security and national defence costs. Going forward, with the
quasi-state of emergency being lifted in all remaining 18 prefectures from 21t March,
Japan is expected to see recovery in Q2 2022. Meanwhile, the continued accommodative
policy stance of the BOJ and fiscal support are also expected to provide support to the
economy in upcoming quarters. Nonetheless, the risk of a prolonged crisis in Ukraine and
heightened tensions between Russia and the US and its allies may pose uncertainties for
Japan’s economic recovery trajectory, as rising energy and food prices can adversely
impact corporate profits and household income. Higher energy and commodity prices
may partly offset the potential boost to Japan’s exports from a weaker yen.

Japan’s equity market corrects amid US rate hike expectation and
geopolitical tensions

Japan’s equity market saw a correction in the Q1 2022, mainly because global investors
increasingly priced in rate hikes by the Fed and because Russia’s invasion of Ukraine in
late February spurred risk aversion in the market. As of 31t March, the Nikkei 225 Index
recorded a 3.4% drop when compared to the level at the end of December 2021, while
the TOPIX saw a 2.3% drop over the same horizon.

In the foreign exchange market, the Japanese yen weakened against the US dollar, as the
Fed kicked off rate hikes and projected a more aggressive rate hike path at its March
meeting. As of 31 March, the yen had depreciated against the US dollar by 5.4% when
compared to the level at end of December 2021, reaching JPY 121.7per dollar.

In the bond market, the benchmark 10-year Japanese government bond yield continued
to rise alongside its US Treasury counterpartin Q1 2022, even though the BOJ maintained
a targeted upper limit for the 10-year government bond yield at around zero. To defend
the yield cap, the BOJ announced ‘fixed rate purchase operations’ to purchase unlimited
10-yeaar Japanese government bonds on 10t February and 28" March. The operation
announced on 28" March was to purchase bonds for three consecutive days. As of 315
March, the 10-year Japanese government bond yield stood at 0.21%, about 15 basis
points higher than the level at the end of December 2021.

Looking ahead, the performance of the yen will be impacted by the divergent policy
stances of the BOJ an d the Fed. Meanwhile, the performance of Japan’s equity market
will hinge on the development of the Ukraine crisis and the Fed’s pace of normalisation.
As US treasury yields will continue to edge higher amid ongoing interest rate hikes and
investors may carry on adjusting their fixed income portfolio, the 10-year Japanese
government bond yield may well continue to remain above the BOJ’s target of around
zero in the months ahead. However, as the BOJ may intervene the market, the rise of the
10-year government bond yield will be limited at around 0.25%.

MARKET MONITOR

April 2022

Japan Equity Indices

105 Index (30/12/2021 = 100)

100
95

90

85
1/22 2/22 3/22

Nikkei Index

Topix Index

Source: Bloomberg, data as of 31/3/2022

usD/JPY
126
124
122
120
118
116
114
112
110
108

1/22 2/22 3/22

Source: Bloomberg, data as of 31/3/2022

10-year Japanese Government Bond
Yield

0.28%
0.25%
0.22%
0.19%
0.16%
0.13%
0.10%
0.07%
0.04%

1/22 2/22 3/22
Source: Bloomberg, data as of 31/3/2022



& BEARDRIT

Economic Research April 2022

Disclaimer

This document is prepared by The Bank of East Asia, Limited (“BEA”) for customer reference only. Other than disclosures
relating to BEA, the content is based on information available to the public and reasonably believed to be reliable, but
has not been independently verified. Any projections and opinions contained herein are as of the date hereof, are
expressed solely as general market commentary, and do not constitute an offer of securities, nor a solicitation,
suggestion, investment advice, or guaranteed return. The information, forecasts, and opinions contained herein are as of
the date hereof and are subject to change without prior notification, and should not be regarded as any investment
product or market recommendations. This document has not been reviewed by the Securities and Futures Commission
of Hong Kong, Hong Kong Monetary Authority, or any regulatory authority in Hong Kong.

BEA will update the published research as needed and as required by the law. In addition to certain reports published on
a periodic basis, other reports may be published at irregular intervals as appropriate without prior notice.

No representation or warranty, express or implied, is given by or on behalf of BEA, as to the accuracy or completeness of
the information and stated returns contained in this document, and no liability is accepted for any loss arising, directly or
indirectly, from any use of such information (whether due to infringements or contracts or other aspects). Investment
involves risks. The price of investment products may go up or down. Past performance is not indicative of future
performance. The investments mentioned in this document may not be suitable for all investors, and the specific
investment objectives or experience, financial situation, or other needs of each recipient are not considered. Therefore,
you should not make any investment decisions based solely on this document. You should make investment decisions
based on your own investment objectives, investment experience, financial situation, and specific needs; if necessary,
you should seek independent professional advice before making any investment.

The views and opinions in this document do not constitute the official views of BEA.

This document is the property of BEA and is protected by relevant intellectual property laws. Without the prior written
consent of BEA, the information herein is not allowed to be copied, transferred, sold, distributed, published, broadcast,
circulated, modified, or developed commercially, in either electronic or printed forms, nor through any media platforms
that exist now or are developed later.

For more information, please visit our webpage at https://www.hkbea.com/html/en/bea-about-bea-economic-
research.html. For any enquiries, please contact the Economic Research Department (email: lerd@hkbea.com, tel: (852)
3609-1504, post: GPO Box 31, Hong Kong).
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