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Japanese yen Q&A

Mark Dowding talks us through Japanese inflation, trading the yen and his
thoughts on yield curve control.

What do you think the inflation rate in Japan will be if the
yen sinks to 100?

We saw inflation move above 2% in the April release. Over
the next few months, we believe inflation will remain above
this level and potentially move a little higher, partly on the
back of the Japanese economy improving as it emerges
from the pandemic. As such, we think that inflation will
push towards 3% and that number could be exacerbated by
further yen weakness.

There are many macro uncertainties at play that could
interfere with our predictions, but the one thing 1 can
express some confidence in is that inflation is set to remain
comfortably above the 2% target that the Bank of Japan
(Bo)) had previously established.

You’ve previously mentioned that you would increase
your JGP selling position if the yen depreciates at 130.
Have you sold down your position?

We modestly reduced our position because we thought that
the speculation of change policy in June always seemed
premature. We were a little bit surprised how markets were
almost speculating that the BoJ was going to change policy.
Into that speculation, we reduced our position, but in the
last few days, we’ve been building it back. We are actively
managing our position.

Do you believe it is possible for a central bank to
maintain control over long-term interest rates, as the
Bo) does?

1think the BoJ has demonstrated it managed to maintain
control over long-term rates using yield curve control - so
yes, it is possible. But in economics, we see that while you
can control one variable, this can lead to bigger moves in
other variables. If you maintain the long-dated bond, you
can’t necessarily control inflation or developments in the
currency market. So, while it is possible to anchor yields by
effectively buying all of the debt, this comes at a price.

Rising food prices have become a political issue in the
UK and Europe. Do you think the same situation will
occurinjapan?

1 think the answer is ‘not yet’. Japanese inflation remains
very low by international standards - just above 2%. What
we’re currently seeing is more consistent with what we
determine to be price stability.

1 don’t think that inflation, in aggregate, is going to be a
particular political issue, as we’d see further weakness in
the yen, and that weakness is something that starts to lead
to more of an inflation acceleration. If you had a scenario
in Japan where inflation was moving to 4% or 5%, then |
think it would become a bigger political issue. But at the
moment, I don’t think that this is something that’s going to
be correlating with the political agenda.

Given the Swiss National Bank has raised interest rates,
is this a reason to expect the Bo] to follow suit?

1 think we are quite a long way away from a point where

the bank will be thinking about raising rates. Ending yield
curve control is something that needs to happen first, and
then an ending to asset purchases probably needs to occur
before you're in a situation where you can really begin a
discussion around raising interest rates. 1 think that any
such discussion is still more than 12 months away.



If the yield curve control is not completed between July
and September, will you withdraw from selling JGBs?

It depends - we don’t have a fixed time horizon that it has to
happen in September. It could be that we get to September
and yields are still where they are, inflation is moving up
and we become more confident. We will continue to monitor
and evolve the position.

1 think the one thing that would cause us to close the
position would be if we saw weakness in the Japanese
economy and it looked like inflation was going back towards
0%. In that scenario, we can see that the Bank of Japan
would maintain the policy. That would be a bigger catalyst
for us to take the trade off.

Are investors around you interested in selling JGBs?

1 think that other overseas investors have come to a similar
conclusion that we have. A short position on JGBs is looking
interesting because everyone can see that the Bo) is the
last international central bank to change its policy. It feels
to many, 1 think, that it’s a question of when will the Bo)
change, rather than if. 1 think that this is a position that a
number of other investors will be maintaining.

However, 1 would argue that in many respects, it will always
be the actions of domestic investors that really dominate
in the market. And it’ll be interesting to see if more
domestic investors come to the same conclusion that many
international investors have.

From an investor’s point of view, how do you see the Bo)
trying to control the market? Is it unnatural?

Yes, it is completely unnatural. However, for periods it

has been necessary. We had a pandemic that we never
thought we would live to see - it’s been like living in a
disaster movie! Things have happened that we could never
have expected. So yes, you’ve seen some very unnatural
things occurring. But we think that we are now returning to
normality in everyday life and that monetary policy should
start to return to normal as well. That’s why we think that,
on a forward-looking basis, we’re going to see policy adjust.

So you’re saying that the Bo)’s policy was acceptable in
times of emergency, but now that the pandemic is ending,
it should start to revert to normal?

Yes exactly. It’s no longer required. If inflation is above 2%
and moving a little bit higher, the yen is going weaker, the
economy is doing a bit better. A policy of yield curve control
is no longer required.

Mark Dowding
Chief Investment Officer
[ BlueBay Fixed Income Team



RBC Global Asset Management Welcome to the new age of inflation

Portfolio Manager Perspectives

Our experts offer their perspectives on the latest developments in global credit and the state of the markets.

This document was prepared by BlueBay Asset Management LLP (BlueBay), which is authorized and regulated by the UK Financial Conduct
Authority (FCA) and is registered as an investment adviser with the US Securities and Exchange Commission (SEC), and as a commodity pool
operator and commodity trading advisor with the National Futures Association (NFA) as authorized by the US Commodity Futures Trading
Commission (CFTC).

In the United States, this document may also be provided by RBC Global Asset Management (U.S.) Inc. (“RBC GAM-US”), a SEC registered
investment adviser founded in 1983. RBC Global Asset Management (RBC GAM) is the asset management division of Royal Bank of Canada (RBC)
which includes BlueBay, RBC GAM-US and RBC Global Asset Management Inc., which are separate, but affiliated corporate entities. Copyright
2022 © BlueBay, is a wholly owned subsidiary of Royal Bank of Canada and BlueBay may be considered to be related and/or connected to Royal
Bank of Canada and its other affiliates. RBC GAM-US is a registered trademark of Royal Bank of Canada. BlueBay, registered office 77 Grosvenor
Street, London W1K 3JR, partnership registered in England and Wales number 0C370085. The term partner refers to a member of the LLP or

a BlueBay employee with equivalent standing. Details of members of the BlueBay Group and further important terms which this message is
subject to can be obtained at www.bluebay.com. All rights reserved. The registrations and memberships noted should not be interpreted as an
endorsement or approval of BlueBay by the respective licensing or registering authorities.

With respect to the investment performance presented, past performance is not indicative of future performance. Actual account performance
may or will vary from the performance shown because of differences in market conditions; client-imposed investment restrictions; the time of
client investments and withdrawals; tax considerations; economies of scale; portfolio turnover; the number, type, availability, and diversity of
securities that can be purchased at a given time; differences in the underlying currency of the assets in the account, and other factors. Client
assets managed using these strategies in separate accounts or different vehicles may be subject to restrictions, fees or expenses that are
materially different than those found in the non-US funds.

This document is confidential and, without BlueBay’s consent, may not be (i) copied, photocopied or duplicated in any form by any means or (ii)
distributed to any person that is not an employee, officer, director or authorized agent of the recipient.

Information herein is believed to be reliable but BlueBay does not warrant its completeness or accuracy. This document contains information
collected from independent third-party sources. For purposes of providing these materials to you, neither BlueBay nor any of its affiliates,
subsidiaries, directors, officers, or employees, has independently verified the accuracy or completeness of the third-party information
contained herein.

The information contained herein does not constitute investment, tax, accounting or legal advice. Recipients are strongly advised to make an
independent review with their own advisors and reach their own conclusions regarding the investment merits and risks, legal, credit, tax and
accounting aspects of all transactions. Any risk management processes discussed refer to efforts to monitor and manage risk but should not
be confused with and do not imply no or low risk. No chart, graph, or other figure provided should be used to determine which strategies to
implement or which securities to buy or sell.

RBC Global Asset Management (U.S.) Inc. %
Minneapolis | Boston | Chicago N
800.553.2143 | rbcgam.com RBCH


https://www.bluebay.com
https://institutional.rbcgam.com/en/us/insights/archive?type=archive&team=f5eee4af-9ad9-4d90-a4d2-876f02fc41c0

