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The Topic of This Month

BOJ Tankan; Japan manufacturer sentiment dims
In December

The Tankan is a statistical survey conducted every three months by the Bank of Japan (BOJ),
which includes not only business trends of enterprises but plans for revenues, income, capital
investments and employment. The bank collects data from approximately 10,000 enterprises in
Japan, thereby contributing to the appropriate implementation of monetary policy. The headline
diffusion index (DI) for business sentiment among large manufacturers is closely watched above
all others. The latest Tankan, published on 13th of December, showed that the DI of business
conditions among large manufacturers fell to zero, which is 4th quarter of consecutive
deterioration.

Japan business sentiment showing weaker sentiment

According to the Tankan for December, the DI of business conditions among large manufacturers
fell to O from 5 for September, falling below even the market consensus of 3. It declined for the
fourth consecutive quarter, marking the lowest reading since March 2013 (-8), which seems to
reflect the US-China trade disputes and the global slowdown. However, the DI over the next
three months is expected to remain flat at zero.

On the other hand, sentiment among large non-manufacturers slid to 20 from 21, topping the
market consensus of 16. While the index declined for the second consecutive quarter, it still
maintains a high level with strong domestic demands and only a minor impact of the consumption
tax hike. The DI for the forecast of business conditions is 18, down from 20.

Solid capital investment plans; Assumed exchange rate for
the FY2019 at JPY107.83 per USD

Capital investments across industries and corporate sizes are set to increase 3.3% in this fiscal
year. In the previous survey, it was expected to grow 2.5%. Growth in software investment by
10.1% was noteworthy. This seems to reflect the need for labor-saving investment amid labor
shortages in Japan.

As for the assumed exchange rate of large manufacturers is set as JPY107.83 to the USD for the
fiscal year 2019, which indicates the modest yen appreciation from the previous survey, which
was 108.68.

The BOJ is expected to maintain the current monetary policy
While the latest Tankan showed that the weakness in external demands weighed on the DI for
business sentiment among large companies, hurting manufacturers in particular, it also showed
an underlying strength in non-manufacturers with a limited impact of the consumption tax hike.
When we compare these data with those in June 2014 when the consumption tax rate was raised
from 5% to 8%, the DI among manufacturers declined by the same magnitude (5 vs. 5) but the
magnitude of the decline of the one among non-manufacturers was much smaller (4 vs. 1) with
strong capital investments.

We believe the BOJ will maintain the monetary policy at the next monetary policy meeting as the
survey result appears to be conforming to its outlook.
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