No Change in BoJ Policy in Prospect to Halt JPY Slide
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The JPY decline has extended to 136, with no sign of any major reprieve in the trend. The JPY decline is
prompting a fair degree of speculation about when the BoJ will “crack” and adjust monetary policy settings to
halt the slide but we don’t think a change in policy is likely anytime soon.
JPY negatives are significant. We can list these briefly as 1) Adverse interest rate differentials, 2) Weak terms
of trade and 3) Weak external accounts, reflecting surging import costs. In the context of point 1, Western
economies are experiencing a sharp acceleration in inflation, prompting more aggressive policy moves from
North American and European central banks—even those (SNB) we expected to remain sidelined for longer.
Headline inflation rates are surging and core inflation for these larger economies range between 4-6%
roughly.
Inflation has picked up in Japan; headline prices are above 2% but the BoJ does not believe price stability has
been achieved sustainably; core inflation measured 0.8% Y/Y in Japan at the last count, meanwhile, reflecting
still weak underlying price dynamics. Having only just (April) strengthened their yield curve control policy, there is little incentive for policy makers to adjust
settings at this point. Even if there was, the policy gap between Japan and the US would not close significantly and would not result in a major JPY
rebound—particularly while energy prices remain elevated (see points 2 and 3 above).
The weak JPY is, however, rising on the domestic radar. Upper House elections will be held on July 10th and polling suggests voters are unhappy with the
government and feel the BoJ should not continue its ultra-easy policy settings. This may not necessarily translate into a significant loss of support for the
government as polling also suggests opposition parties are not making much headway. The Prime Minister and the BoJ Governor got together last week but
the meeting did not appear to pressure the BoJ into doing anything differently. BoJ Governor Kuroda said he told PM Kishida that FX should reflect
economic and financial and financial fundamentals and move in a stable manner.
And there is the rub for Japan and the JPY. The JPY is reflecting (interest rate) fundamentals and these dynamics are unlikely to change anytime soon.
While price moves have been significant, USDJPY 3m historic vol at just above 10% is still well below historic peaks. If the BoJ is not going to adjust
monetary policy and it is not going to intervene (the case for unilateral intervention is weak and there is zero chance of multilateral support while other
central banks are tightening domestic monetary policy), USDJPY will have to find its own level. We expect the BoJ to pursue its monetary course for now; a
modest change is possible later this year if inflationary pressures pick up or if the yield curve control target becomes too disruptive for JGB markets. A
broader rethink of policy settings might not occur until after Governor Kuroda’s term expires next April and his replacement takes over.
We noted at the start of the month that USDJPY could rise to 140 and we still think that is a reasonable target for the next few weeks (the 1998 high at 147
is the next technical point on the charts above here). The JPY should stop falling when US yields and spreads stabilize but it might not recover unless or
until energy prices ease significantly. These events could occur more or less simultaneously; long term rates and energy prices could fall if global growth
trends weaken materially—perhaps later this year or early in 2023—in response to the current rise in central bank policy rates.

TM Trademark of The Bank of Nova Scotia. Used under license, where applicable. Scotiabank, together with "Global Banking and Markets", is a marketing name for the global corporate and investment banking and capital markets businesses of The Bank of Nova Scotia and certain of its affiliates in the countries where they operate, including Scotia Capital Inc., Scotia Capital (USA) Inc., Scotiabanc
Inc.; Citadel Hill Advisors L.L.C.; The Bank of Nova Scotia Trust Company of New York; Scotiabank Europe plc; Scotiabank (Ireland) Designated Activity Company; Scotiabank Inverlat S.A., Institución de Banca Múltiple, Scotia Inverlat Casa de Bolsa S.A. de C.V., Scotia Inverlat Derivados S.A. de C.V. – all members of the Scotiabank Group and authorized users of the mark. The Bank of Nova Scotia is
incorporated in Canada with limited liability. Scotia Capital Inc. is a member of CIPF. Scotia Capital (USA) Inc. is a registered broker-dealer with the SEC and is a member of the NASD and SIPC. The Bank of Nova Scotia is authorised and regulated by the Office of the Superintendent of Financial Institutions of Canada. Scotia Capital Inc. is authorised and regulated by the Investment Industry Regulatory
Organization of Canada. The Bank of Nova Scotia (London) and Scotiabank Europe plc. are authorised by the UK Prudential Regulation Authority. The Bank of Nova Scotia is subject to regulation by the UK Financial Conduct Authority and limited regulation by the UK Prudential Regulation Authority. Scotiabank Europe plc is regulated by the UK Financial Conduct Authority and the UK Prudential
Regulation Authority. Details about the extent of The Bank of Nova Scotia 's regulation by the UK Prudential Regulation Authority are available upon request. Scotiabank (Ireland) Designated Activity Company is authorised and regulated by the CBI Scotiabank Inverlat, S.A., Scotia Inverlat Casa de Bolsa, S.A. de C.V., and Scotia Derivados, S.A. de C.V., are each authorized and regulated by the Mexican
financial authorities.
This publication is not a research report and is considered a marketing communication only. Consequently this commentary is not governed by rules applicable to the publication and distribution of research reports, including relevant restrictions or disclosures required to be included in research reports and has not been prepared in accordance with EU legal requirements designed to promote the
independence of investment research. This publication is not meant to provide information sufficient upon to base an investment decision, or to replace any due diligence or analytical work required by you in making investment decisions. The information contained in this publication is not subject to any prohibition in the EU on dealing ahead of the dissemination of investment research. This
communication has been prepared and distributed by staff of Scotia Capital Inc.’s Institutional Equity Sales and Trading Desk (a Canadian Investment Dealer, member of IIROC) solely for the use of sophisticated institutional investors. Past performance or simulated past performance is not a reliable indicator of future results. Forecasts are not a reliable indicator of future performance. The opinions
and statements contained herein are intended for information purposes only and are subject to change without notice. In addition, the opinions and statements contained herein are based on information taken from sources believed to be reliable, but no representation or warranty, express or implied, is made as to their accuracy, completeness, or timeliness. Furthermore, the opinions expressed
herein represent the personal views of the writer and may not be shared by other members of the Institutional Equity Desk or other areas, units, divisions or affiliates of Scotia Capital Inc. Additionally, either the Institutional Equity Desk or other areas or divisions could trade in accordance with the views expressed or trade against these views. Any transactions by US Institutional Investors in any
security mentioned or referenced in this publication cannot be effected through Scotia Capital Inc. and must be executed with a U.S. broker-dealer, including Scotia Capital (USA) Inc., an affiliate of Scotia Capital Inc. Scotia Capital (USA) Inc. is a registered broker-dealer with the SEC and is a member of FINRA, the NYSE and SIPC.
Scotia Capital Inc., its directors, officers, employees, affiliates or clients may currently or from time to time own or hold interests in long or short positions in the securities referred to herein, and may at any time make purchases or sales of these securities as principal or agent. Scotia Capital Inc. or its affiliates may have provided or may provide investment banking, capital markets advice or other
services to the companies referred to in this communication. This email should not be construed as investment advice or as an offer to sell or a solicitation of an offer to buy any securities or other financial instruments. Neither Scotia Capital Inc. nor any of its officers, directors, partners, employees or affiliates accepts any liability for any direct or consequential loss arising from this publication or its
contents. Scotia Capital Inc. recommends that investors independently evaluate each issuer and security discussed in this publication, and consult with any advisors they deem necessary prior to making any investment.
If you are subject to the prohibition on third-party benefits in relation to portfolio management and independent investment advice under MiFID II (Directive 2014/65/EU and the accompanying Regulation (EU) No 600/2014) or the UK Markets in Financial Instruments (Amendment)(EU Exit) Regulations 2018, each as amended from time to time, and should not have received this communication,
please advise us in writing at trade.supervision@scotiabank.com.

