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Status Quo Likely the Way to Go - BOJ’'s June Meeting
Written by Katsutoshi Inadome, Senior Strategist

Probability of maintaining the status quo is high for this month's meeting

The results of the Bank of Japan (BOJ) meeting are scheduled to be announced on the 16th of this month
and are attracting attention from domestic and foreign investors. While many in the market expect the BOJ
to maintain the status quo at this month's meeting, some expect a Yield Curve Control (YCC) revision.
Based on an overview of market feedback and current indicators, we believe that the probability of

maintaining the status quo at this month's meeting is high, with only a small chance of policy revisions.

Most economists expect the status quo

Let's see what the market has to say about the timing of a possible YCC revision. 44 out of 47 economists
in the Bloomberg June Survey (survey period: 1st June to 7th June) released on 8th June expect the status
to be maintained at the June meeting. 16 respondents, the largest group, expect the policy to be revised
at the July meeting. About 60% of respondents (29) indicated that there would be a policy revision by the
end of the year. In the QUICK Monthly Survey for May (survey period: 23rd-25th May), which is released
slightly earlier on 29th May, the largest number of institutional investors (35) expected the policy revision
by July 2023, followed by 17 respondents forecasting October 2023 and 15 for December 2023. About
80% of respondents (90 out of 112) indicated that a correction would occur before the end of the year.
The next meeting in July will see the release of the Outlook Report, and with prices remaining high at the

moment, many expect the BOJ to move to revise its policy then.

Each indicator lacks impetus for the BOJ to move

To make a decision to change the policy, BOJ is paying attention to whether the bond market is
functioning and sustainable wage increase. In the May Bond Market Survey released on 1st June, the DI
for the degree of functionality of the bond market rose from the previous February survey (-64, the lowest
ever) to -46, as was expected by the market. The Bank of Japan is not overly concerned about a decline in
the bond market's functionality, as the market has not raised speculation of the YCC revision due to the

improvement in the DI.
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Figure1: Bond Market Functioning Diffusion Index (DI)
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Note: Bank of Japan requests the market participants to answer questions about whether the bond

3

arket is functioning.
Diffusion Index of answers to high minus low shows above %points.

Source: Bond Market Survey, Bank of Japan, SuMi TRUST AM (as of 15t June 2023)

The MHLW (Ministry of Health, Labour and Welfare) released the Provisional Report of Monthly Labour Survey
(April) on June 6, showing that total cash earnings were up 1.0% y/y, weaker than the market consensus
(Bloomberg-based) of +1.8% y/y. On a common office-base, which excludes the effect of sample reshuffling,
total cash earnings were up 2.0% y/y, slower than in March (+2.4% y/y) (See Figure 2). According to a survey
by the MHLW, only about 40% of all companies will reflect wage increases in their April payrolls, and the
results of the annual spring labour union negotiations are expected to be reflected in wages in a phased
manner going forward. Each indicator is seen as lacking in strength enough to elicit action from the BOJ at its
June meeting. Based on the above, the probability of maintaining the status quo at this month's meeting is

high, with only a small chance of policy revisions. We will continue to monitor developments at the BOJ
closely.
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Figure2: Total Cash Earnings, %
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Source: MHLW (Ministry of Health, Labour and Welfare), Provisional Report of Monthly Labour Survey, SUMITRUST AM (as of 6t
June, 2023)
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Disclaimer — UK

This marketing communication is issued by Sumitomo Mitsui Trust International
Limited (“SMTI"). SMTI is authorised and regulated by the United Kingdom'’s
Financial Conduct Authority (the "FCA"), whose address is 12 Endeavour Square,
London, E20 1JN, United Kingdom.

This marketing communication has been made available to you only because
SMTI has classified you as a professional client in accordance with the FCA's rules.
If you have received this marketing communication from a source other than
SMTI, you should contact SMTI before using it or relying on it. You must not send
this marketing communication to any other person without first having received
written approval from SMTI.

The information contained in this marketing communication (the “Material”) is
being made available for information purposes only and is designed to provide
information on the investment services which SMTI may offer to clients.

Nothing in the Material amounts to or should be construed as an actual offer by
SMTI to provide any investment services to any person. If SMTI agrees to provide
any investment services to any person, those services will be the subject of a
separate written agreement between SMTI and that person. Furthermore,

the Material has not been prepared with any consideration of the individual
circumstances of any person to whom it is communicated.

Accordingly, it is not intended to, and does not, constitute a personnel
recommendation in relation to the purchase or sale of, or exercise of any rights
in relation to, any financial instruments or advice in relation to any investment
policy or strategy to be followed. The Material also does not contain the results
of any investment research carried out by SMTI and is not intended to amount to
a financial promotion of any particular financial instrument which may be referred
toinit.

While SMTI uses all reasonable endeavours to ensure the Material is accurate, it
has not been prepared with a view to any person relying on it. Accordingly, SMTI
accepts no responsibility for any loss caused to any recipient of this document as
a result of any error, inaccuracy or incompleteness in the Material, nor for any
error in the transmission or receipt of this communication.

Any enquiries regarding the products should be made to:

Kei Ohashi

Head of Investment Management Department

Sumitomo Mitsui Trust International Limited

155 Bishopsgate, London EC2M 3XU, United Kingdom

Direct: +44 (0)20 7562 8412

Email: imd@smtil.com

Sumitomo Mitsui Trust International Limited is authorised and regulated by the
Financial Conduct Authority
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