
 

Japan - Prospect of a loss of confidence a step closer.  

Recent policy adjustments in Japan were not part of the original plan.  

That plan was founded on an expansion of the Bank of Japan’s balance sheet that would 

“drastically change the expectations of markets and economic entities” (BOJ April 2013). A 

positive feedback loop was envisaged whereby a weakening of the Yen and an upward shift 

in inflation expectations, equity and real estate prices would lead to increased consumption 

and investment through higher wages and profits. As the economy strengthened, fiscal policy 

could be consolidated and structural reforms enacted improving medium and longer term 

growth prospects and bringing the worrisome debt to GDP ratio under control.  

The first attempt at fiscal consolidation has blown the economy off course. Real GDP is on 

course to contract in 2014 despite a 90% expansion of the BOJ’s balance sheet, a 1/3 

depreciation of the trade weighted Yen and a doubling of the Nikkei since late 2012 when the 

current government was elected.  

 Chart 1: BOJ Balance Sheet Expansion 

 

Given a projected budget deficit of 7.6% in 2014 the ratio of gross debt to GDP is likely to be 

close to 230% this year. Tighter fiscal policy has undermined GDP growth. Yet in the absence 

of fiscal consolidation gross debt will continue to expand. It’s not easy to see how the ratio can 

be turned around.  

The recent expansion of the BOJ asset purchase program together with this week’s decisions 

to postpone a further increase in the sales tax and to dissolve parliament emphasise the 

urgency of Japan’s predicament. The general election appears to be politically opportunistic 

and should be a positive in that politically unpopular structural reforms are more likely in the 

short term if the next election is in 2018 rather than 2016. Even so, Japan has a lot to do and 

one feels a loss of confidence in its capacity to extract itself from its predicament is a step 

closer. We remain short of the Yen.   

Conor O’Mara, Investment Director  
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PAST PERFORMANCE IS NOT NECESSARILY INDICATIVE OF FUTURE RESULTS                                                                                        
The information contained within this document is for information purposes only and is subject to change without notice. It is not an invitation to buy or sell a particular 

financial product or service and it should not be regarded as such. Three Rock Capital Management Limited (TRCM) does not represent that the information 

contained here-in is complete, fair or accurate. The opinions and views expressed are those of the creator and may not reflect those of TRCM. Futures are risky and 

leveraged financial instruments and should only be considered by investors who fully understand the risks and potential losses involved. Past performance figures 

contained in this document are not necessarily indicative of future results. This document should not be supplied, presented or distributed to retail investors. It should 

not be redistributed, supplied or presented in jurisdictions where the investments described may be restricted or prohibited by law and TRCM cannot accept any 

responsibility for such actions.  

Three Rock Capital Management is regulated by the Central Bank of Ireland. The firm is registered with the CFTC as a CTA and a CPO and is a member of the NFA. 


