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Global Strategy: Bulletin | April 28, 2016 

Japan and US: Foiled Again by Great Expectations 

Yesterday’s key monetary policy announcements – the Fed’s inaction and the Bank of Japan’s inaction – both 

reflect the international pressures to avoid “policy divergence.” This principal has been guiding central banks since 

at least the February G-20 meeting.  It also creates complexities in the outlook for world markets this year. 

Virtually no one expected the Fed to raise short-term interest rates yesterday. The immediate reaction in markets 

was therefore benign.  Assuming this should be a goal, the Fed successfully guided expectations by previously 

noting that an April tightening would make it seem the need for action was “urgent.”   

The Fed’s case for pause will be helped by today’s first quarter U.S. GDP data, which showed a mere 0.5% gain. 

However, this is little different from the 0.75% average seen in the current expansion-to-date for first quarter periods 

(see figure 1).  Subsequent 2Q periods have averaged nearly 2 percentage points stronger than 1Q. The recurring, 

soft-1Q output pattern reveals a new seasonal bias since the introduction of additional data sources around 2010. 

In contrast to the slow 1Q U.S. GDP, the 209,000 average gain for monthly employment last quarter exceeded the 

165,000 average for the previous six years.  Labor markets have gradually accelerated relative to GDP with a lag. A 

large labor strike will weaken April’s U.S. job headlines despite a 43-year low in new jobless claims this month (see 

figure 2). 

If current U.S. interest rates are somehow mismatched to long-run growth and stability goals, last year’s U.S. dollar 

strength, binary political challenges (i.e. the U.K.’s June 23 referendum) and mere expediency should keep the Fed 

on hold for much of 2016 (please see the April 22 issue of Quadrant called Central Banker Fears = Market Cheers 

for discussion). 

Figure 1. Average of U.S. GDP Growth and Net Job 

Gains by Quarter (2010-2015) 

Figure 2. Initial U.S. Jobless Claims and 

Recessions  

  

Source: Haver Analytics as of April 28, 2016. Sources: Haver Analytics as of April 28, 2016. 

https://www.privatebank.citibank.com/quadrant/v_2016_04_22.pdf
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Japan’s inaction, in contrast, came as a big surprise.  As a consequence, the yen strengthened a dramatic 2.7% 

today, a 4.1 standard deviation event.  Japanese equities plunged 3.6%.   

Citi Japan economists expected no action today as Japan will host a G-7 meeting in May.  As we’ve been 

documenting, the international pressure on Japan to avoid exchange rate spillovers has intensified.  However, if the 

idea is to avoid “disorderly” foreign exchange fluctuations, the BOJ’s communications and coordination with other 

central banks is not achieving it.  Given that the European Central Bank unveiled steps last month to offset the 

negative impact of a negative deposit rate on its banks, we believed simply matching the ECB’s steps would hardly 

represent a break from the currency war “cease fire.” 

The BOJ is far from sidelined.  Japan’s existing QE program is expanding the central bank’s balance sheet at an 

annualized clip that’s equal to 20% of GDP.  In 2017, the BOJ’s balance sheet will roughly match the size of the 

Fed’s with an economy that is one fourth the size (see figure 3).  We’ve always believed it takes a mountain of 

asset purchases to move forward by inches in real economic activity as the situation in Japan has not broken away 

so completely from the so-called liquidity trap of recent decades.  Yet it’s very difficult to imagine that this persistent 

asset accumulation – with no end date - is completely without consequence.  Given the negative average interest 

rate on Japan’s sovereign debt, Japan’s costs of a debt-financed fiscal expansion are surreally negative as well.   

The ECB shocked markets with inaction in October 2015, and subsequently did much more in March 2016 than it 

ever anticipated doing when it disappointed.  While there are legitimate concerns of “monetary policy fatigue,” 

Japan has already taken steps other developed market central banks have not, including accumulating equities with 

newly created reserves,  Japan owes massive debts to itself and it’s difficult to see the rest of the world valuing 

paper yen as an ever-appreciating real asset. 

More practically, Japan’s need to counter a building economic headwind from the yen’s appreciation will become 

clearer after today’s market shock (see figure 4).  Since early April, markets were greeted with a daily flow of 

commentaries from officials from the BOJ, Ministry of Finance and the cabinet office suggesting that a stimulus 

package was coming. As PM Abe stated that he intends to adhere to the February G20 agreement to avoid 

currency war, the announcement may need to wait for the G7 summit to be held in Tokyo on May 26-27. It is 

difficult for the BOJ to announce the monetary policy part of this package on its own ahead of the national 

package.  If so, market's enthusiasm for action today was not incorrect, just too early.  

Figure 3. European Central Bank, Fed and Bank of 

Japan Balance Sheets in USD 

Figure 4. Japanese GDP and Nominal JPY Trade 

Weighted Exchange Rate 

  

Source: Bloomberg as of April 28, 2016. Sources: Bloomberg as of April 28, 2016. Note: NEER = Nominal Effective 

Exchange Rate. 
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Notably though, Japan’s need for stimulus itself, troubling long-term demographics, and a large petroleum deficit in 

a time of rebounding oil are vulnerabilities that weigh against a long-term optimistic view.  Citi Private Bank’s 

overweight to Japan equities has been cut from a high of +6.0% in early 2011 to the current +0.2%.  If policy-

divergence reasserts as we expect, and Japanese policymakers follow a path of reactionary easing akin to the 

ECB, we would consider further paring our weighting.  Our position on negative-yield Japanese bonds remains 

deeply underweight and should remain so regardless of any appreciation (again please see Quadrant for 

discussion). 
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In any instance where distribution of this communication (“Communication”) is subject to the rules of the U.S. Commodity Futures Trading 
Commission (“CFTC”), this communication constitutes an invitation to consider entering into a derivatives transaction under U.S. CFTC 
Regulations §§ 1.71 and 23.605, where applicable, but is not a binding offer to buy/sell any financial instrument.  

This communication is prepared by Citi Private Bank, a business of Citigroup, Inc. (“Citigroup”), which provides its clients access to a broad array of 
products and services available through Citigroup, its bank and non-bank affiliates worldwide (collectively, “Citi”). Not all products and services are 
provided by all affiliates, or are available at all locations. Citi Private Bank personnel are not research analysts, and the information in this 
communication is not intended to constitute “research”, as that term is defined by applicable regulations.  

All views, opinions and estimates expressed in this communication (i) may change without notice, and (ii) may differ from those views, opinions and 

estimates held or expressed by Citigroup or other Citigroup personnel. Recipients of this communication should obtain advice based on their individual 

circumstances from their own tax, financial, legal and other advisors before making an investment decision, and only make such decisions on the basis 

of the investor’s own objectives, experience and resources.  

The investor must ascertain if they are suitable for each investment strategy based on their unique investment objectives and risk tolerances. 
Strategies discussed herein may have eligibility requirements that must be met prior to investing. Each investor should carefully view the risks 
associated with an investment and make a determination based upon the investor’s own particular circumstances, that the investment is consistent 
with the investor’s objective. Strategies described herein involve risk and may not perform as described.  

Citi Private Bank is a business of Citigroup Inc. (“Citigroup”), which provides its clients access to a broad array of products and services available 
through bank and non-bank affiliates of Citigroup. Not all products and services are provided by all affiliates or are available at all locations. Neither 
Citigroup nor its affiliates provide tax or legal advice. In the US, brokerage products and services are provided by Citigroup Global Markets Inc. 
(“CGMI”), member SIPC. Accounts carried by Pershing LLC, member FINRA, NYSE, SIPC. CGMI and Citibank, N.A. are affiliated companies under 
the common control of Citigroup. Outside the US, brokerage products and services are provided by other Citigroup affiliates. Investment Management 
services (including portfolio management) are available through CGMI, Citibank, N.A. and other affiliated advisory businesses. 

None of the financial instruments or other products mentioned in this Communication (unless expressly stated otherwise) is (i) insured by the Federal 
Deposit Insurance Corporation or any other governmental authority, or (ii) deposits or other obligations of, or guaranteed by, Citi or any other insured 
depository institution.  

The expressions of opinion are not intended to be a forecast of future events or a guarantee of future results. Past performance is not a guarantee of 
future results. Real results may vary. 

Citibank N.A., London Branch (registered branch number BR001018), Citigroup Centre, Canada Square, Canary Wharf, London, E14 5LB, is 
authorised and regulated by the Office of the Comptroller of the Currency (USA) and authorised by the Prudential Regulation Authority.  Subject to 
regulation by the Financial Conduct Authority and limited regulation by the Prudential Regulation Authority.  Details about the extent of our regulation 
by the Prudential Regulation Authority are available from us on request.  The contact number for Citibank N.A., London Branch is +44 (0)20 7508 
8000. 

 
Citibank Europe plc is regulated by the Central Bank of Ireland. It is authorised by the Central Bank of Ireland and by the Prudential Regulation 
Authority. It is subject to supervision by the Central Bank of Ireland, and subject to limited regulation by the Financial Conduct Authority and the 
Prudential Regulation Authority. Details about the extent of our authorisation and regulation by the Prudential Regulation Authority, and regulation by 
the Financial Conduct Authority are available from us on request. Citibank Europe plc, UK Branch is registered as a branch in the register of 
companies for England and Wales with registered branch number BR017844. Its registered address is Citigroup Centre, Canada Square, Canary 
Wharf, London E14 5LB. VAT No.: GB 429 6256 29.  
 
Citibank Europe plc is registered in Ireland with number 132781, with its registered office at 1 North Wall Quay, Dublin 1. Citibank Europe plc is 
regulated by the Central Bank of Ireland. Ultimately owned by Citigroup Inc., New York, USA. 
 
In Jersey, this document is communicated by Citibank N.A., Jersey Branch which has its registered address at PO Box 104, 38 Esplanade, St Helier, 
Jersey JE4 8QB. Citibank N.A., Jersey Branch is regulated by the Jersey Financial Services Commission. Citibank N.A. Jersey Branch is a participant 
in the Jersey Bank Depositors Compensation Scheme. The Scheme offers protection for eligible deposits of up to £50,000. The maximum total amount 
of compensation is capped at £100,000,000 in any 5 year period. Full details of the Scheme and banking groups covered are available on the States of 
Jersey website www.gov.je/dcs, or on request. 
 
In the United Arab Emirates and Bahrain Citi Private Bank operates as part of Citibank, N.A. 
 
In South Africa, Financial Service Provider, FSP 30513. 
 
In Hong Kong, this document is issued by CPB operating through Citibank, N.A., Hong Kong branch, which is regulated by the Hong Kong Monetary 
Authority. Any questions in connection with the contents in this document should be directed to registered or licensed representatives of the 
aforementioned entity. 
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In Singapore, this document is issued by CPB operating through Citibank, N.A., Singapore branch, which is regulated by the Monetary Authority of 
Singapore. Any questions in connection with the contents in this document should be directed to registered or licensed representatives of the 
aforementioned entity.  

 In Canada, Citi Private Bank is a division of Citibank Canada, a Schedule II Canadian chartered bank.  Certain investment products are made 
available through Citibank Canada Investment Funds Limited (“CCIFL”), a wholly owned subsidiary of Citibank Canada.  Investment Products are 
subject to investment risk, including possible loss of principal amount invested.  Investment Products are not insured by the CDIC, FDIC or depository 
insurance regime of any jurisdiction and are not guaranteed by Citigroup or any affiliate thereof.  

CCIFL is not currently a member, and does not intend to become a member of the Mutual Fund Dealers Association of Canada (“MFDA”); 
consequently, clients of CCIFL will not have available to them investor protection benefits that would otherwise derive from membership of CCIFL in 
the MFDA, including coverage under any investor protection plan for clients of members of the MFDA.  

This document is for information purposes only and does not constitute an offer to sell or a solicitation of an offer to buy any securities to any person in 
any jurisdiction. The information set out herein may be subject to updating, completion, revision, verification and amendment and such information may 
change materially.  

Citigroup, its affiliates and any of the officers, directors, employees, representatives or agents shall not be held liable for any direct, indirect, incidental, 
special, or consequential damages, including loss of profits, arising out of the use of information contained herein, including through errors whether 
caused by negligence or otherwise. 

This email contains promotional materials.  If you do not wish to receive any further promotional emails from Citi Private Bank, please send 
an email to donotspam@citi.com  with “UNSUBSCRIBE” in the subject line. Email is not a secure environment; therefore, do not use email 
to communicate any information that is confidential such as your account number or social security number. 

Citi, Citi and Arc Design and other marks used herein are service marks of Citigroup Inc. or its affiliates, used and registered throughout the 
world. 

IPhone and iPad are trademarks of Apple Inc., registered in the US and other countries. App Store is a service mark of Apple Inc. 

© 2016 Citigroup Inc., All Rights Reserved 
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