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Japan: BodJ slightly more positive on the economy

m  Bank of Japan (BoJ) as expected left its leading interest rate unchanged at 0.1% and did
not see the need for further non-conventional easing.

B BoJ turned marginally more positive on the economy. However, the main message
continues to be that the economy is bottoming out.

®  The focus at the future monetary meetings will mainly be on changes in BoJ s view of the
economy. The next major change in outlook by the bank should be to regard the economy
as expanding. However, this change is unlikely to happen before the | atter part of Q3.

Details

Bank of Japan as expected left its leading O/N target rate unchanged at 0.1% in a unanimous
decision. No new non-conventional easing measures were announced and the target for the
purchase of treasury bonds was maintained at JPY 1.8 trn monthly. This was in line with
expectations too.

In its policy statement, BoJ upgraded its view of the economy dightly in a more positive
direction, see Complete policy statement. However it was only a minor move compared to the
May monetary meeting, when BoJ said that it believed the economy was levelling out and not
contracting as earlier stated. In today’ s statement it just added that it now believes the coming
months “are likely to show clearer evidence of levelling out”.

Concerning financial conditions, the BoJ message is unchanged compared to the May
monetary meeting: Financia conditions remains tight, but are improving.

BoJ's baseline scenario remains unchanged. The economy is expected to recover from the
latter half of fiscal 2009 (Q4 09 and Q1 10). This forecast is more positive than the current
IMF and OECD view. Neither expect the Japanese economy to recover before H2 10. In our
opinion the recovery in Japan will gain traction in Q3 and signs of expansion should already be
evident in data covering the latter part of Q2 09. BoJ still sees mainly downside risks to both
growth and inflation compared to its baseline scenario.

Assessment and Outlook

With the economy stabilising and financial conditions easing we do not expect further non-
conventional easing from BoJ. The most interesting aspect for future monetary meetings will
be the extent to which the BoJ changes its view on the economy. In that respect the next
monetary meeting in mid-July should be more interesting, because BoJ will publish revised
macroeconomic forecasts from the board members. However, the next important shift in BoJ s
view of the economy should be from “levelling out” to “expanding”. That shift is unlikely to
happen before late Q3.

In addition there will be increasing focus on how to unwind existing non-conventional easing
measures. However, in Japan this will only be a minor issue, as the size of non-conventional
easing there has been modest. Basicaly there has been little demand for using BoJ's
instruments (commercial paper and corporate bond purchase) and BoJ s balance sheet has only
expanded modestly (see chart)

We believe BoJ will start tightening monetary policy in Q3 2010. That said, an earlier
“technical” interest rate hike to support the functionality of the money market cannot be
completely ruled out.

Outcome of today’s monetary meeting

Act Con DB
O/N Target 0.1% 0.1% 0.1%
Treasury purch.* 1.8trn  na 1.8 trn

*Target for monthly purchase of treasury bonds
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Financial conditions are easing
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Quantitative easing so far modestin
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Benchmark 10-year treasury bond yields

2.00-

e uK>> %
L USA>>
1.60-
1.40- /

<<Japan

1.20-
1.00-

| 1 1 1 1 1 1
Jan Feb Mar Apr May Jun  Jul
09

-40

= G5

-3.0

-25

- 20

CPlinflation will remain negative for most of 2009
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Disclosure
This report has been prepared by Danske Research, which is part of Danske Markets, a division of Danske Bank.
Danske Bank is under supervision by the Danish Financial Supervisory Authority.

Danske Bank has established procedures to prevent conflicts of interest and to ensure the provision of high
quality research based on research objectivity and independence. These procedures are documented in the Danske
Bank Research Policy. Employees within the Danske Bank Research Departments have been instructed that any
request that might impair the objectivity and independence of research shall be referred to Research Management
and to the Compliance Officer. Danske Bank Research departments are organised independently from and do not
report to other Danske Bank business areas. Research analysts are remunerated in part based on the over-all
profitability of Danske Bank, which includes investment banking revenues, but do not receive bonuses or other
remuneration linked to specific corporate finance or dept capital transactions.

Danske Bank research reports are prepared in accordance with the Danish Society of Investment Professionals’
Ethical rules and the Recommendations of the Danish Securities Dealers Associations.

Risk warning
Major risks connected with recommendations or opinions in this report, including as sensitivity analysis of
relevant assumptions, are stated throughout the text.

Disclaimer

This publication has been prepared by Danske Markets for information purposes only. It has been prepared
independently, solely from publicly available information and does not take into account the views of Danske
Bank’s internal credit department. It is not an offer or solicitation of any offer to purchase or sell any financia
instrument. Whilst reasonable care has been taken to ensure that its contents are not untrue or misleading, no
representation is made as to its accuracy or completeness and no liability is accepted for any loss arising from
reliance on it. Danske Bank, its affiliates or staff, may perform services for, solicit business from, hold long or
short positions in, or otherwise be interested in the investments (including derivatives), of any issuer mentioned
herein. The Equity and Corporate Bonds analysts are not permitted to invest in securities under coverage in their
research sector. This publication is not intended for retail customers in the UK or any person in the US. Danske
Markets is a division of Danske Bank A/S. Danske Bank A/S is authorized by the Danish Financial Supervisory
Authority and subject to limited regulation by the Financia Services Authority (UK). Details on the extent of our
regulation by the Financia Services Authority are available from us on request. Copyright (C) Danske Bank A/S.
All rights reserved. This publication is protected by copyright and may not be reproduced in whole or in part
without permission.
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