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SUMMARY 

• Japan could see another year of moderate economic expansion in 2024, supported 
by the government’s fresh fiscal stimulus, a consumer recovery and corporate 
capex in selected areas. We expect Japanese GDP to grow by 1.1% in 2024 
following 1.8% expected in 2023. 

• Inflation in Japan will likely continue to decline in 2024 but may turn stickier. 
With improved wage growth as well, we expect the Bank of Japan to formally exit 
yield curve control in the second half of 2024. The central bank will also likely 
remove the negative interest rate policy in 2024. 

• We expect Japanese investors to continue to withdraw from the foreign bond 
market as domestic bond yields become more attractive and the cost of hedging 
currency exposure remains elevated. Along with the removal of the yield curve 
control (YCC) policy, this should contribute to the progressive normalisation of 
the Japanese government bond (JGBs) market by enhancing trading and liquidity. 
In this new era of normalisation, we would expect the 10-year JGB yield to trade 
above 1% and we have an end-2024 forecast of 1.2%. This means that JGBs are one 
of the rare segments of the fixed income market where we expect total returns to 
be negative in 2024. As such, we maintain our underweight stance on JGBs. 

GROWTH TO MODERATE BUT INFLATION TO REMAIN ABOVE BOJ TARGET 

Looking back at the Japanese economy in 2023, it could be seen as a year of two 
halves. The first half was characterised by strong growth powered by post-covid 
consumption, solid corporate investment, and resilient exports. But momentum 
weakened in Q3 as external demand continued to decline and corporates turned 
more cautious on capital spending. Consumption also softened as inflation eroded 
households’ real purchasing power. 
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Looking ahead, we expect Japan’s growth momentum to continue to moderate in 
the first half of 2024 before a possible rebound in the second half as the global econ-
omy recovers. For the full year of 2024, we expect Japanese GDP to expand by 1.1%, 
down from 1.8% expected in 2023. 

While headline growth in 2024 will likely be lower than in 2023, several factors 
could support the economy continuing to expand at a pace above its potential, 
which is estimated at about 0.5% per annum for the time being. 

First, the recent fiscal stimulus package announced by the Kishida administration, 
which includes cash handouts and cuts to income tax and residents’ tax. These 
measures amount to about JPY5 trn (or nearly 2% of annual aggregate disposable 
income) and could provide some meaningful support to the household sector in 
2024.  

Second, wage growth, which picked up pace in recent years, may stay on an upward 
trend and add some support to consumption going forward. As we argued in an ear-
lier publication (Japan at an inflection point?), structural changes seem to be happen-
ing among Japanese corporations in terms of their price- and wage-setting behav-
iours. The spring wage negotiation in 2023 resulted in an average pay increase of 
3.6%, which was significantly higher than the average of below 2% since 2000. We 
expect the pay increase out of the 2024 spring negotiation to be even higher. In our 
view, the forces that are currently driving wage growth in Japan are mostly struc-
tural in nature, including an acute labour shortage (see chart 1A) and structurally 
higher inflation. Such forces will likely stay despite a cyclical slowdown in growth 
momentum in the near term. 

Chart 1A: Unemployment and job-to-applicant 
ratio in Japan 

 
Source: Pictet Wealth Management, Bloomberg Finance 
LP, 04.12.2023 
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Chart 1B: Investment in software in Japan by se-
lected sectors 

 
Source: Pictet Wealth Management, Bloomberg Finance 
LP, 04.12.2023 

Third, while corporate capex as a whole is moderating, investment in digital tech-
nologies that are aimed at reducing labour cost continues to rise strongly, especially 
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in sectors with acute labour shortage (see chart 1B). Such investment will likely boost 
labour productivity and provide another support to growth.  

On the inflation front, we expect core inflation (all items excluding fresh food) to 
continue to decline in 2024. However, the main drivers of inflation will likely turn 
increasingly from imported sources (like food and energy) to domestic sources such 
as services (see chart 2). As a result, inflation will likely become stickier. Our full-
year core inflation forecast for Japan in 2024 stands at 2.0%, after 3.0% expected 
in 2023. If our forecast turns out to be correct, 2024 will be the third consecutive 
year when Japan’s core inflation stands above the Bank of Japan’s (BoJ) target. 

Chart 2: Changes in main components of Japanese CPI 

 
Source: Pictet Wealth Management, Bloomberg Finance LP, 04.12.2023 

BOJ: TIME TO EXIT YCC AND NIRP 

Given the structural changes underway in the Japanese economy (especially higher 
inflation) and a drastically different global economic environment compared to a 
few years ago (interest rates higher for longer), it is becoming increasingly clear that 
the BoJ will need to normalise its monetary policy. The tricky part is when and how.  

In our view, the BoJ has already started to dismantle its yield curve control (YCC) 
through a series of minor adjustments in 2023. In July, the BoJ effectively widened 
the trading band for the 10-year JGB to 1.0% from 0.5% previously and then in end-
October announced it would regard the 1.0% limit on 10-year JGB yield not as a hard 
cap, but only as a reference. These moves, in our view, have made YCC much less 
restrictive in practice. 

While the BoJ has gained temporary flexibility through these policy tweaks, the 
YCC, the centrepiece of the BoJ’s ultra-easing monetary policy, still remains (at least 
in name) and continues to attract controversies in various policy discussions. But to 
officially remove the YCC, the BoJ needs the right justifications. According to the 
BoJ’s policy statement, it needs to see “inflation sustained above 2.0% accompanied 
by wage increases”. It appears to us that Mr. Kazuo Ueda, the BoJ governor, is still 
not fully convinced that this objective is about to be achieved. Or at least, the 
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available data are insufficient to allow the Bank of Japan to draw a definite conclu-
sion. After all, the notable wage hikes following the spring wage negotiation in 2023 
have shown signs of softening (see chart 3), and it would be too early for the BoJ to 
claim victory without seeing the negotiation result in 2024. 

Chart 3: Japanese workers’ average nominal cash earnings and Japanese manufac-
turing PMI 

 
Source: Pictet Wealth Management, Bloomberg Finance LP, 04.12.2023 

Looking into 2024, we believe there is a fairly high likelihood that the BoJ will 
remove the YCC in the second half of the year, possibly in Q3. By that time, the 
trends of wage growth and inflation should be much clearer. Also, by that time the 
BoJ may have also completed its “review of the monetary policy from a broad per-
spective” that it started in April 2023. Alternatively, the BoJ could make such a move 
earlier, possibly in April, right after the spring wage negotiation outcome becomes 
available. But we think this is a less likely outcome as Mr. Kazuo so far has generally 
adopted a gradualist approach in his policy making, instead of resorting to hasty 
moves. 

On top of the YCC, we believe the BoJ’s negative interest rate policy (NIRP), 
which applies to the short-end policy rate, could also be removed in 2024 by 
hiking the policy rate from -0.1% to zero. This will likely happen at the same time 
as the removal of the YCC, or slightly afterwards. 

JGB: A RETURN TO NORMALITY?  

The BoJ’s recent adjustment to its YCC sent the yield on 10-year JGBs to an eleven-
year high of 0.96% on 1 November (see chart 4). Nevertheless, the recent decrease in 
global core government bond yields, with the US 10-year Treasury yield moving 
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sure on Japanese government bond yields as well. The 10-year JGB yield currently 
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positive territory to 0.03%, as market participants speculate that the central bank 
could potentially remove the NIRP in the coming months. 
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Looking at the year-to-date movements in the Japanese sovereign bond yield curve, 
the slope of the curve has steepened, with long-term yields moving up more than 
short-term yields, because these are still largely anchored by NIRP. By deciding to 
conduct YCC with more flexibility by widening the 10-year JGB yield trading range, 
the BoJ has sparked a slow normalisation of the JGB market. A normalisation that 
we expect to be fully completed by end-2024. 

Chart 4: 10-year JGB yield and BoJ’s yield curve control bands 

 
Source: Pictet Wealth Management, FactSet, as of 1 December 2023 

In a previous note (see The Japanese monetary tanker is slowly turning), we explained 
that the BoJ is the largest holder of JGBs (holding 48.5% of the total JGB market in 
Q2 2023), with pensions funds and insurers also structural holders, while Japanese 
banks retreated in the wake of the BoJ’s quantitative easing. 

Should the BoJ let go of its YCC policy next year as we expect, we believe Japanese 
banks could become one of the new marginal buyers along with other Japanese in-
vestors. In fact, the rising cost of hedging their foreign currency investments into 
yen, both due to the yen weakness against the main developed market currencies 
and the widening interest rate differential, makes hedged foreign bonds less attrac-
tive than domestic bonds. As of 1 December, the 10-year Japanese government bond 
yielded 0.69%, while the 10-year US Treasury bond hedged into Japanese yen was 
offering a negative yield of -1.50%, with -1.78% for the 10-year Bund. Similarly, euro 
and US dollar investment grade corporate bonds offer yields close to zero to Japa-
nese investors when hedged into yen, while the yield offered by investment grade 
Japanese corporate bonds stands at 0.91% (according to the ICE Bank of America 
Japanese IG index on 1 December).  

We expect Japanese investors to continue to withdraw from foreign bond markets 
as domestic bond yields become more attractive and the cost of hedging currency 
exposure remains elevated. Along with the removal of the YCC policy, this should 
contribute to the progressive normalisation of the JGB market by enhancing trading 
and liquidity. In this new era of normalisation, we would expect the 10-year JGB 
yield to trade above 1% and we have an end-2024 forecast of 1.2%. This means 
that JGBs are one of the rare segments of the fixed income market where we ex-
pect total returns to be negative in 2024. As such, we maintain our underweight 
stance on JGBs. 
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turity, market conditions and 
volatility, and the credit qual-
ity of any issuer or reference 
issuer. Furthermore, foreign 
currency rates of exchange 
may have a positive or adverse 
effect on the value, price or in-
come of any Investment men-
tioned in this document.  Ac-
cordingly, investors must be 
willing and able to assume all 
risks and may receive back 
less than originally invested.  
Past performance should not 
be taken as an indication or 
guarantee of future perfor-
mance and no representation 
or warranty, expressed or im-
plied, is made by BPCAL/Pic-
tet HK Branch regarding future 
performance. 
This document does not con-
stitute the investment policy 
of BPCAL/Pictet HK Branch, 
or an investment recommen-
dation, and merely contains 
the different assumptions, 
views and analytical methods 
of the analysts who prepared 
them. Furthermore, the infor-
mation, opinions and esti-
mates expressed herein reflect 
a judgment at its original date 
of publication and are subject 
to change without notice and 
without any obligation on 
BPCAL/Pictet HK Branch to 
update any of them.  
BPCAL/Pictet HK Branch may 
have issued or distributed 
other reports or documents 
that are inconsistent with, and 
reach different conclusions 
from, the information pre-
sented in this document. 
While the information and 
opinions presented herein are 
from sources believed to be 
reliable, BPCAL/Pictet HK 
Branch is not able to, and do 
not make any representation 
or warranty as to its accuracy 
or completeness. Accordingly, 
BPCAL/Pictet HK Branch ac-
cepts no liability for loss aris-
ing from the use of or reliance 
on this document presented 
for information purposes only. 
BPCAL/Pictet HK Branch re-
serves the right to act upon or 
use any of the information in 
this document at any time, in-
cluding before its publication 
herein.  
BPCAL/Pictet HK Branch and 
its affiliates (or employees 
thereof) may or may not have 
long or short positions in, and 
buy or sell, or otherwise have 
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interest in, any of the Invest-
ments mentioned herein, and 
may or may not have relation-
ships with the issuers of or en-
tities connected with Invest-
ments mentioned in this docu-
ment. BPCAL/Pictet HK 
Branch and their affiliates (or 
employees thereof) may act 
inconsistently with the infor-
mation and/or opinions pre-
sented in this document. 
The information used to pre-
pare this document and/or 
any part of such information, 
may have been provided or 
circulated to employees 
and/or one or more clients of 
BPCAL/Pictet HK Branch be-
fore this document was re-
ceived by you and such infor-
mation may have been acted 
upon by such recipients or by 
BPCAL/Pictet HK Branch. 
This document is provided 
solely for the information of 
the intended recipient only 
and should not be repro-
duced, published, circulated 
or disclosed in whole or in 
part to any other person with-
out the prior written consent 
of BPCAL/Pictet HK Branch.   
 
Singapore 
This document is not directed 
to, or intended for distribu-
tion, publication to or use by, 
persons who are not accred-
ited investors, expert investors 
or institutional investors as 
defined in section 4A of the 
Securities and Futures Act 
2001 (“SFA”) or any person or 
entity who is a citizen or resi-
dent of or located in any local-
ity, state, country or other ju-
risdiction where such distribu-
tion, publication, availability 
or use would be contrary to 
law or regulation or would 
subject BPCAL and any of its 
affiliates or related corpora-
tions to any prospectus or reg-
istration requirements. 
BPCAL is a wholesale bank 
regulated by the  Monetary 
Authority of Singapore 
(“MAS”) under the Banking 
Act 1970 of Singapore, an ex-
empt financial adviser under 
the Financial Advisers Act 
2001 of Singapore (“FAA”) and 
an exempt capital markets li-
cence holder under the SFA. 
Please contact BPCAL in Sin-
gapore in respect of any mat-
ters arising from, or in connec-
tion with this document.  

 
Hong Kong  
This document is not directed 
to, or intended for distribu-
tion, publication to or use by, 
persons who are not “profes-
sional investors” within the 
meaning of the Securities and 
Futures Ordinance (Chapter 
571 of the Laws of Hong 
Kong) and any rules made 
thereunder (the “SFO”) or any 
person or entity who is a citi-
zen or resident of or located in 
any locality, state, country or 
other jurisdiction where such 
distribution, publication, 
availability or use would be 
contrary to law or regulation 
or would subject Pictet HK 
Branch and any of its affiliates 
or related corporations to any 
prospectus or registration re-
quirements. If you do not want 
Pictet HK Branch to use your 
personal information for mar-
keting purposes, you can re-
quest Pictet HK Branch to 
stop doing so without incur-
ring any charge to you.  
In distributing an investment 
product as agent for a third 
party service provider, Pictet 
HK Branch distributes the 
product for the third party ser-
vice provider and the product 
is a product of the third party 
service provider but not Pictet 
HK Branch. In respect of an el-
igible dispute (as defined in 
the Terms of Reference for the 
Financial Dispute Resolution 
Centre in relation to the Fi-
nancial Dispute Resolution 
Scheme) arising between Pic-
tet HK Branch and you out of 
the selling process or pro-
cessing of the related transac-
tion, Pictet HK Branch is re-
quired to enter into a Finan-
cial Dispute Resolution 
Scheme process with you; 
however any dispute over the 
contractual terms of the prod-
uct should be resolved directly 
between the third party ser-
vice provider and you. 
 
Banque Pictet & Cie SA is a 
limited liability company in-
corporated in Switzerland. It is 
an authorized institution 
within the meaning of the 
Banking Ordinance and a reg-
istered institution (CE No.: 
BMG891) under the SFO car-
rying on Type 1 (dealing in se-
curities), Type 4 (advising on 
securities) and Type 9 (asset 

management) regulated activi-
ties. The registered address of 
Pictet HK Branch is 9/F., 
Chater House, 8 Connaught 
Road Central, Hong Kong. 
 
Warning: The contents of this 
document have not been re-
viewed by any regulatory au-
thority in Hong Kong.  You are 
advised to exercise caution in 
relation to the offer.  If you are 
in any doubt about any of the 
contents of this document, 
you should obtain independ-
ent professional advice. 
Please contact Pictet HK 
Branch in Hong Kong in re-
spect of any matters arising 
from, or in connection with 
this document. 
 


