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On March 19, the Bank of Japan (BOJ) made three major announcements: 

1. A 0.1-0.2% increase in its policy rate (unsecured call rate) to a range of 0-0.1%. 
This ends Japan’s unique position as the last major developed market with 
negative interest rates. 

2. The abolition of its yield curve control policy, which aimed to suppress short- to 
medium-term rates (which affect corporate borrowers), without depressing long 
term yields too much (which would reduce returns for pension funds and life 
insurers) 

3. The end of the BOJ’s purchases of ETFs/REITs, which had formed part of its 
stimulus program. 

The market's response to the BOJ's announcement is best illustrated by the 
contrasting reaction of real estate and banking stocks - real estate stocks traded higher, 
while banking stocks declined. The reason for this divergence is the BOJ’s statement, 
which included the words "continued accommodative financial environment," easing 
fears of higher interest rates, which would have been a headwind for the real estate 
sector and a boon for banks. 

The team at Dalton had expected the continuation of accommodative monetary 
policy in Japan, based on the BOJ's emphasis on "underlying inflation", which continues 
to be less than 1% (Figure 1). On the other hand, we were happy to observe the number of 
recent wage increases exceeding 5%, perhaps indicating that the negative growth in real 
wages that has continued for more than 20 months is coming to an end. Our central 
expectation remains the beginning of a positive cycle benefiting the broad Japanese 
economy. We believe that changes in Japan's monetary policy and economic 
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environment will proceed slowly but steadily, contrary to market expectations for more 
radical shifts (which we have seen elsewhere in the world). 

Figure 1 - The BOJ’s assessment of “underlying inflation” in Japan 

 

Portfolio implications 

 In recent years, Dalton’s portfolios have been positioned with a general bias 
towards high quality export firms, which have seen the historically weak Yen provide a 
major boost to their global competitiveness. While we are not anticipating major changes 
in our portfolio, we believe that Japan’s recent significant wage increases are a key step 
towards the country overcoming its long-term deflationary cycle. There now emerges the 
possibility of a virtuous cycle of corporate performance, wages, and domestic 
consumption (including a benefit from inbound tourism). 

 In our portfolios we have already begun adding select opportunities in real estate 
and domestic consumer firms and expect continued idea generation in this area. As 
always, there are many potential challenges which could provide medium term 
headwinds (for example any political instability), but we continue to believe that the 
Japanese market is positioned to potentially deliver strong long-term returns, given the 
growth dynamics described above, the accelerating corporate governance reforms and 
the valuation opportunities available. 

Shiro Hayashi, Director of Research 
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This document is provided for informational purposes only, and does not constitute a solicitation of any shares in any investment 
vehicle managed by Dalton Investments.  Such solicitations can only be made to qualified investors by means of the private 
placement memorandums, which describe, among other things, the risks of making an investment.  Additionally, this presentation 
does not constitute investment advice of any kind.  

All of the information in this document relating to Dalton Investments or its affiliates (collectively, “Dalton” or the “Firm”) is 
communicated solely by Dalton, regulated by the U.S. Securities and Exchange Commission (SEC).  SEC registration does not 
imply SEC endorsement.  No representation or warranty can be given with respect to the accuracy or completeness of the 
information, or with respect to the terms of any future offer of transactions conforming to the terms hereof.  Certain assumptions may 
have been made in the analysis which resulted in any information and returns/results detailed herein.  No representation is made 
that any results/returns indicated will be achieved or that all assumptions in achieving these returns have been considered or stated.  
Additional information is available on request.  Opinions and estimates offered constitute our judgment and are subject to change 
without notice, as are statements of financial market trends, which are based on market conditions.  Unless otherwise indicated, 
figures presented are preliminary, unaudited, subject to change and do not constitute Dalton’s standard books and records.  

PAST PERFORMANCE IS NOT A GUARANTEE OF FUTURE PERFORMANCE. THE VALUE OF THE INVESTMENTS AND THE 
INCOME FROM THEM CAN GO DOWN AS WELL AS UP AND AN INVESTOR MAY NOT GET BACK THE AMOUNT INVESTED.  
THESE INVESTMENTS ARE DESIGNED FOR INVESTORS WHO UNDERSTAND AND ARE WILLING TO ACCEPT THESE 
RISKS. PERFORMANCE MAY BE VOLATILE, AND AN INVESTOR COULD LOSE ALL OR A SUBSTANTIAL PORTION OF ITS 
INVESTMENT. 

Any estimates, projections or predictions (including in tabular form) given in this communication are intended to be forward-looking 
statements.  Although Dalton believes that the expectations in such forward-looking statements are reasonable, it can give no 
assurance that any forward-looking statements will prove to be correct.  Such estimates are subject to actual known and unknown 
risks, uncertainties and other factors that could cause actual results to differ materially from those projected.  These forward-looking 
statements speak only as of the date of this communication.  Dalton expressly disclaims any obligation or undertaking to update or 
revise any forward-looking statement contained herein to reflect any change in its expectations or any change in circumstances 
upon which such statement is based. 

Please note that neither the Funds/Composites nor the Investment Manager/Investment Advisor complies with the requirements of 
the Alternative Investment Fund Managers Directive (“AIFMD”) of the European Union. No direct or indirect offering or placement of 
shares by or on behalf of the Funds/Composites or the Investment Manager may be made to or with investors in member states of 
the European Union in breach of either the applicable requirements under the AIFMD or the private placement regime in each 
relevant member state.  


