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JAPAN UPDATE: POST APRIL 4THANNOUNCEMENT
As you are all aware the Yen
depreciated significantly prior to the
formal announcment date
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...as one would expect, Yen-sensitive
sectors have improved export data
...which has contributed to improving
GDP.

Source: Bloomberg

Implications of policy expectations
and the formal announcement have
materially increased the YoY%
change in the monetary base, a key
measurement the BoJ is targeting
to double over a 2-year period (the
narrowest measure of money) ...but
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...increases in broader measures
of money supply have been less
impressive (M3 YoY%)

Source: Bloomberg

...combined with continued erosion in
the velocity of Money ...the last data
point is December 2012 and the next
will be for June 2013.

Source: Bloomberg

Post April 4, 2013 announcement:
Initially depreciating postannouncement, the Yen has reversed
course and appreciated against all
major currencies since reaching its low
point vs the US dollar (103.74 on May
22 - also the recent high of the Nikkei
and Bernanke comments re. QE...)

Source: Bloomberg
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...almost unchanged relative to the JPY
USD cross rate on the announcement
date. In fact, the Yen has been one of
the best performing major currencies
since the policy announcement date
(April 4th start date)...

Source: Bloomberg

...and has been the best performing
major currency since May 22nd. (Also
Nikkei high and Bernanke comments
regarding QE):

Source: Bloomberg

Despite the formal announcement
to increase bond buying, bond yields
(using the Japanese 10-year as an
example) have risen, not declined...

Source: Bloomberg
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Also, despite the increased term to
maturity of the buying, targeting
an increase in the average term to
maturity of JGB holdings on the
central bank balance sheet - initially
flattening the JGB curve (as measured
by 30s vs 10s)...

Source: Bloomberg

...the yield curve has re-steepened post-April 4th announcment, not flattened.
Lastly, inflation expectations WERE rising in Japan, as measured by 5-year inflation break-even rates. Five-year
break-evens were moving towards the announce 2% target, reaching a wide of 183 bps post-announcement (May
15). Inflation expectations have been declining since and have declined, via this measure, over 50 bps (moving
closely with the strengthening Yen), joining the global reductin of inflation expectations.
Given that it has been less than three
months into the formal program, is the
aggressive easing program experiment
in Japan working as planned?
Arguably, far from certain at this point.

Source: Bloomberg
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