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Yen Weakening Creating Positive Backdrop
for Earnings
■ In 1Q, the yen strengthened even though US bond yields increased.

However, over the past month, the inverse relationship between the yen
and US bond has resumed. Regression analysis suggests that if bond
yields increase to 3.25%, the yen is likely to weaken to ¥112.

■ It’s well known that Japan’s population is declining, but employment in
Japan is surging at the fastest pace in 45 years! Employment surged
+3.0% y/y in March and was clearly above its 1997 peak. Strong
employment gains and faster wage growth are key reasons why Japan’s
economy is likely to expand faster than generally discussed.

■ Despite likely increased odds of Abexit over the past month, the yen has
weakened and the Nikkei has rallied +5.4%. Listening to the market,
Abexit is a risk but so far, not damaging enough to derail this expansion.
Nikkei News just reported that Abe’s approval rating ticked up to 43%
in Apr from 42% in March.



 
 

 

SUMMARY 

 

 

INVERSE CORRELATION RESUMING: 

Yen Weakening With US Yields Increasing 

     During 2016 - 2017, the yen was inversely correlated with 

US bond yields: The yen weakened as US yields increased.   

     Then, between Jan of 2018 and Mar of 2018, this 

correlation clearly broke down.  The yen strengthening in the 

face of increases in US bond yields was puzzling but in part 

reflected the expectation that BoJ would start to raise rates.  

Kuroda has pushed back against this expectation repeatedly.   

     Over the past month, the inverse correlation between the 

yen and US bond yields appears to have resumed.  Since 

March 27, US bond yields have increased almost +20bp to 

2.96%, and the yen has weakened -3% to ¥109.0.   

     If this inverse correlation continues and US bond yields 

increase to 3.25% as we expect by year-end, then 

regression analysis suggests the yen would weaken to ¥112.  

This creates upside potential for exporters’ earnings. 
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INVERSE CORRELATION RESUMING: 

Yen Weakening With US Yields Increasing   Contd 

 
 

Upside Potential for Exporters’ Earnings Developing 

     Along with earnings reports, some cos last week revised 

their yen assumptions for the next fiscal year.    
Yen Assumption 

For FY 2019
1.   Fanuc ¥100
2.   Hitachi Construction Machinery ¥100
3.   Komatsu ¥100
4.   Nidec ¥100
5.   Honda ¥105
6.   Sharp ¥105
7.   Sony ¥105
8.   Yaskawa ¥105
9.   Canon ¥107
10. Mazda ¥107
11. Omron ¥107
Average ¥104  
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Upside Potential for Exporters’ Earnings Developing  Contd 

Most importantly, every company assumed the yen would 

strengthen from ¥108 in Apr, with a range from ¥100 to ¥107.  

The average assumption that cos use is ¥104 for their 

earnings projections.  So if the yen indeed weakens to ¥112, 

there will be a big ¥8 gap between the actual and assumed 

rates, creating room for upside earnings surprises.   

 

Strong Employment Gains  

A Key Reason Why Japan’s Economy Is Likely  

To Expand Faster Than Generally Discussed 

      Virtually every labor market indicator paints a strong 

picture.  Employment data in Japan are more volatile than in 

the US, but the data for March paint a particularly strong 

picture of the labor market.   

     Employment increased +480k m/m in March, clearly 

breaking above its 1997 peak.  It was up +3.0% y/y and has 

surged +1.41m over the past three months.  Adjusted for 

population, that’s equivalent to +3.62m increases in US 

employment over just three months.  The last time 

employment surged +3.0% y/y was in 1973.   
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Strong Employment Gains  

A Key Reason Why Japan’s Economy Is Likely  

To Expand Faster Than Generally Discussed    Contd 

 
It’s important to note here that this employment series does not 

include the number of foreign workers, which is also increasing 

rapidly.  The data for foreign workers are reported with a significant 

time lag, but as of Oct 2017, there were 1.28m foreign workers, 

increasing at a +18% y/y pace.  Assuming the same pace of 

increase in foreign workers, total employment would be 68.3m, up 

+3.2% y/y.  

    Wage data are not reliable and currently skewed by mix shifts of 

more female and workers of 65 years or older.  But assuming  

that average wage growth is +1.0% y/y, which is what the wage 

data suggest, and the workweek down -0.5% because of the work-  
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Strong Employment Gains  

A Key Reason Why Japan’s Economy Is Likely  

To Expand Faster Than Generally Discussed    Contd 

style reform to cut overtime hours, that still suggests roughly +3.5% 

income growth.  That’s a better consumer backdrop than generally 

discussed.  The last time employees’ compensation increased 

+3.5% y/y was in 1992, when nominal consumer spending 

increased +4.1%. 

     Turning back to employment, gains have been broad-based, but 

in particular, led by female and workers of 65 years or older.  First, 

female employment has surged +4.8% y/y in March and clearly 

making new highs, even though female population has been 

roughly flat for the past decade.  The labor force participation rate 

for women between 15 and 64 years has surged to 71.4%, higher 

than 67.8% in the US.  
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Strong Employment Gains  

A Key Reason Why Japan’s Economy Is Likely  

To Expand Faster Than Generally Discussed    Contd 

Second, employment of those 65 years or older has 

increased significantly, particularly over the past five years.  

Since 2013, employment for this age group has surged at a 

+7.4% a.r., which is more than three times faster than the 

growth rate from 1992 to 2012.  Along with increases in 

foreign workers, these employment gains have contributed 

and will continue to contribute to Japan’s potential growth 

rate.   
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Strong Employment Gains  

A Key Reason Why Japan’s Economy Is Likely  

To Expand Faster Than Generally Discussed    Contd 

Lastly, unemployment claims are not widely followed, but 

claims declined to record-low territory.  
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Japan Financial Conditions Improving  

But Still in Neutral Territory 

Over the past two weeks, EVRISI’s Japan Financial Conditions 

Index have improved from -0.10 to 0.05, helped by the Nikkei’s 

rally.  At 0.05, the FCI suggests financial conditions are neutral, 

ie, not particularly easy nor tight.  
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