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BoJ decides to maintain current easing framework, quashing
speculation of policy changes

•
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•

Fixed-rate purchase operation was added after release of
official statement to discourage selling with continued large
bond purchases
BoJ only likely to modify stance if government requests policy
coordination to stop yen's decline

Bank upholds current easing regime and carries out another FRPO in
afternoon
The Policy Board met on June 17 and decided to uphold its current easing
framework, with a short-term policy rate of -0.1% and a guidance target of "around
zero percent" for the 10-year JGB yield. The top end of the permissible trading range
for the 10-year yield will stay at 0.25%, as the BoJ plans to continue conducting its
fixed-rate purchase operations (FRPOs) every business day (Table 1). The inflationovershoot commitment and forward guidance for policy rates were also left on hold.
After releasing the official statement for the meeting, the Bank’s Financial Markets
Department carried out another FRPO at 0.25% to prevent rates from rising. This
operation targeted both the on-the-run 10-year bond and the cheapest-to-deliver
issue (JB356).

TABLE 1: BOJ DECIDES TO MAINTAIN CURRENT POLICY AND MAKES NO
CHANGES TO FRPOS

Source: MUMSS, from BOJ

Contributed by Mitsubishi UFJ Morgan Stanley Securities Co., LTD.
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"Developments in financial and foreign exchange markets" mentioned in
section on risk factors
In its assessment of the economy and prices, the Bank upgraded its current view of
prices, noting that "with the effects of a reduction in mobile phone charges
dissipating, the year-on-year rate of change in the consumer price index (CPI, all
items less fresh food) has been at around 2 percent, mainly due to rises in energy
and food prices." In the section discussing individual demand items, it upgraded its
view of private consumption, saying that "private consumption has picked up,
particularly for services consumption, with the impact of COVID-19 waning."
Meanwhile, it downgraded its view of overseas economies and exports and industrial
production, noting that "exports and industrial production have continued to increase
as a trend, but the effects of supply-side constraints have intensified lately." In the
section on risk factors, it added that "it is necessary to pay due attention to
developments in financial and foreign exchange markets and their impact on Japan’s
economic activity and prices," probably in response to the yen’s sharp recent decline.
10-year JGB yield briefly climbed above 0.25%
YCC faced a real test as market speculation of BoJ policy revisions was rekindled
this month. Inflation concerns sent the 10-year UST yield higher, accelerating the
yen’s decline against the dollar. On June 10, the Ministry of Finance, the Financial
Services Agency, and the BoJ held an unscheduled meeting to discuss conditions in
international financial and capital markets and released a statement saying they were
"concerned" about the sharp recent downturn in the yen. Last week the Fed raised
the US policy rate by 75bp at the June 15 FOMC meeting, and the Swiss National
Bank announced a surprise 50bp rate hike on June 16 that lifted that country’s policy
rate to -0.25% from -0.75%. In the JGB market, the on-the-run JB366 exchanged
hands on June 13 at a yield of 0.255%, in excess of the BoJ’s 0.25% cap, and in the
morning session on June 17 it traded at a yield of 0.265%.
BoJ engaged in massive bond purchases last week
The BoJ sought to discourage any increase in the 10-year JGB yield by increasing its
bond purchases. On the 14th it held an additional bond-buying operation for bonds
maturing in 5-10 years. It increased the size of all regular operations on June 15 and
added super-long JGBs to the list of bonds it would purchase. On the 15th, it sought
to discourage selling of JGB futures by adding JB356, the CTD issue, to the FRPO
(purchase yield: 0.25%) and said it would conduct similar operations on the 16th and
17th. By the end of the morning session on Friday, June 17, the Bank had bought a
total of JPY10.9 trillion in JGBs (Graph 1*). Even so, the second day of the Policy
Board meeting was held amid continued upward pressure on yen rates.

GRAPH 1: BOJ BOUGHT TOTAL OF JPY10.9 TRILLION IN JGBS LAST WEEK

Source: MUMSS, from BoJ
*The

cutoff time for participation in the FRPOs is normally 3:30pm, but on the second day of the Policy Board meeting it was set to 11am

Contributed by Mitsubishi UFJ Morgan Stanley Securities Co., LTD.
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Bank reiterated that there was no need to withdraw easing
Ultimately the BoJ decided to leave its current easing policies in place. Its only
comment regarding the recent weakness in the yen was that "it is necessary to pay
due attention to developments in financial and foreign exchange markets and their
impact on Japan’s economic activity and prices." Governor Kuroda had previously
expressed the view that Japan’s economy is still recovering from the pandemic, that
sustainable 2% inflation with wage growth remained far off, and that there was no
need for a review of current easing policies, and no changes were made to that view
at last week’s meeting. If the Bank continues to purchase cash bonds, including the
CTD issue, in such large quantities, the amount of selling in the cash market will
necessarily decline. Speculators are also likely to unwind their short positions for
now. However, we think the sustainability of YCC will continue to be tested as long as
global inflationary concerns (and the resulting weakness in the yen) persist.
What might prompt changes to BoJ’s stance?
As noted in the June 16 Monetary Policy Navigator ("BoJ holds fast to YCC; revisions
would likely invoke Article 4 of Bank of Japan Act"), we think the only way the BoJ will
reconsider its determination not to withdraw easing is if the government requested
policy coordination to arrest the decline in the yen. Along with the statement from the
June 10 meeting of policy authorities, Prime Minister Fumio Kishida emphasized the
government’s intention to address rising prices at a June 15 press conference held
after the Diet adjourned. Natsuo Yamaguchi, representative for the Komeito party
that is a junior partner in the ruling coalition, said on June 16 that "we will leave the
job of managing the yen’s decline up to the BoJ." Although exchange rate policy is
within the purview of the Ministry of Finance, this statement suggests that
government and coalition officials are of the view that whether or not the yen
weakens further is up to the central bank.
Revisiting policy revision options: End to NIRP unlikely
What policy changes are possible? We see an end to negative interest rates (i.e., an
increase in the short-term policy rate) as an unlikely scenario. As the BoJ has
previously noted, Japan is still recovering from the pandemic, and rising commodity
prices are weighing on the economy. Lifting short-term rates would also affect bank
lending rates. We therefore see little likelihood of a short-term policy rate hike.
Shortening of YCC target maturity could trigger surge in 10-year JGB yield
We also think a shortening of the YCC target maturity—i.e., a shift of the target from
the 10-year JGB yield to the 5-year yield—is unlikely because that would imply a
willingness to allow the 10-year yield to increase without limit. Permitting the 10-year
yield to rise freely would probably be effective in stopping the yen’s decline. But with
domestic financial institutions now holding more yen interest rate risk, that could have
a serious impact on Japan’s financial system and might well paralyze financial
intermediation. An abrupt surge in JGB yields would also have a major effect on
fiscal policy, as the government is planning to compile an additional supplementary
budget this autumn. If the 5-year yield were targeted, the BoJ would be required to
buy large amounts of long- and super-long-term JGBs and would also have to
assume the interest rate risk currently held by private-sector financial institutions.
Easiest revision would be increase in permissible ceiling for 10-year JGB yield
We think the easiest revision to policy would be an increase in the ceiling of the
permissible trading range for the 10-year JGB yield. For instance, the BoJ could
leave the guidance target at "around zero percent" but raise the cap to, say, 0.40% or
0.50%. It could decide to respond to a surge in the 10-year JGB yield with bond
purchases or fixed-rate operations while saying that further increases in the ceiling
(i.e., revisions to its forward guidance for policy rates) were possible depending on
developments in financial markets (i.e., the yen). That would probably lead hedge
Contributed by Mitsubishi UFJ Morgan Stanley Securities Co., LTD.
5

22 June 2022

funds and other foreign speculators to unwind their short positions against yen rates
for now. Although the new upper limit for the 10-year JGB yield might come under
attack at some point depending on the situation overseas, we think the Bank would
be able to stop a one-sided decline in the yen by raising the cap and indicating that
further increases were on the table.

Contributed by Mitsubishi UFJ Morgan Stanley Securities Co., LTD.
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US Fixed Income: CPI still keeping the Fed in play
Macro Review: The May CPI print was a game changer. In our view the
idea that inflation was poised to peak soon in 2022 was upended in a big
way. Although the majority of the surprise in that update was with
categories tied to energy, overall inflation seems to be broadening and
unless the Fed pushes back harder they will run the risk of inflation
expectations, first consumer-based but then market-based, becoming
unanchored for good. With the misery index rising, gasoline prices
further eroding consumer purchasing power, and the dollar still hurting
US competitiveness, we raise our recession risk to 60%. If the Fed hikes
until inflation reverses (and not via base-effects and/or just lower energy
prices), they’ll likely trigger an even larger market correction for risk
assets, pushing the US economy into a recession ahead.
Fed Policy: This is a Fed that is clearly being driven by the market and
will hike until either inflation turns and/or they end up breaking some part
of the markets for good. We expect the Fed to deliver another 75bps at
the July FOMC. If the market is pricing in 100bps in July, then the Fed
will deliver on that too. In the short-run the Fed will avoid pushing back
on rate expectations until inflation shows signs of decelerating and/or we
see an even larger risk market drawdown. Thus, the next CPI print that
happens before the July blackout period will be key. If the CPI readings
remain high (or goes even higher) and markets are pricing in a level the
collective members are not pleased with, then expect speaking
engagements before the meeting to help guide the market lower if so.
Rates Views: Our path for rates remains under spot rates and forwards
(see link, pg. 20) as we believe the rates market is in an overshoot mode
and was oversold heading into and out of the last Fed meeting. That
said, as we have learned with inflation, peak pricing in rates is a process
too. In the end the US economy, housing, the corporate sector and most
importantly the US government cannot afford these rates (let alone even
higher ones). Our conditions stand unchanged, if 10yr rates stay above
3.25% through the end of this quarter and next quarter (i.e. two quarters
above the prior high from the last cycle) it will denote the end of the bond
bull run that has been with us since the early 1980s. If long-term rates
start to rally in anticipation of the upcoming recession towards the end of
the summer, that would negate such assessment.
Credit Views: We believe the issues mentioned above for the economy
and tighter policy as the Fed fights inflation, coupled with increased
market uncertainty will continue possibly for the rest of the year and
therefore we remain cautious on credit. That said the overall IG index
has been relatively stable versus the pressures seen in risk assets. For
now, it feels like credit spreads are consolidating but later in the year
there is a risk that spreads have one last leg wider, especially once
recession risks become more obvious. Therefore, we see IG spreads
potentially seeing a break towards 175bps or more in another risk-off
episode ahead.
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US MACRO AND UPCOMING FED VIEWS
Historically the fastest way to extinguish higher than target inflation rates is via a
recession. As see in chart 1, where compare headline and core CPI vs the Fed
Funds rates and growth (to denote recession as grey bars) whenever inflation gets
high and the Fed responds to it, shortly thereafter the economy falls into a recession
and that natural cleansing process will reduce aggregate demand and any sort of
pricing imbalances that was leading to higher inflation (and hence lowering inflation).
We have increased our recession odds now to a base-case among our scenario
analysis as the Fed is poised to frontload hikes while still draining liquidity via QT.
This double-tightening as we refer to it will become more onerous over the 2 nd half of
2022. Now a lot of this is likely priced into financial conditions, but unless the Fed
were to hint at either pausing and or if other global factors were to change, we think
market stress will persist and that will amplify the downturn for the economy ahead.
CHART 1: RECESSIONS CAN CORRAL INFLATION FAST

CHART 2: CUMULATIVE TOTAL HIKES PER FED CYCLE

Source: Bloomberg, MUFG U.S. Macro Strategy

Source: Bloomberg, BLS, MUFG U.S. Macro Strategy

July FOMC Meeting Expectations: Given that the June CPI print will likely be
another high print, the 4th hike in the latest Fed tightening cycle is poised to be
another 75bps move. However, as we heard in the June press conference, chair
Powell is still throwing conditionality to the pace of hikes when he stated “don’t
expect 75bp hikes to be common” and he offered a range of 50 to 75bps for July.
This meeting does not have forecast updates and so the updates to their views will
come in the form of the traditional statement and again the press conference. Fed
speakers claim to be ignoring the price action in the stock markets however if market
weakness were to persist, or get worse with larger drawdowns through the summer,
we argue that at some point the Fed will need to start pivoting its policy. July would
be a close call if that is the rational for going slower (and with smaller hikes) but as
the financial conditions tightening clamps down more, we expect that by September.
July FOMC Rate Implications: As we saw with the June meeting ramp up (where
market expectations were adjusted by the higher CPI print and a higher U-Mich
survey of consumer inflation expectations), if the CPI print comes in higher again in
July (for the month of June released on the 13 th of July) than markets will set the
price and level for which the Fed will hike at in July. Expect this market leading the
Fed to where they will process to continue until the Fed pushes back and/or once
inflation turns enough and/or stock markets suffer even larger losses ahead. So for
July the question comes down to a range of outcomes. We either get 50, 75 or
100bps. Yes 100 bps. If the internals of the CPI continues to see inflation pressure
broadening and if markets price in 100bps and hold it there until the July meeting,
that would be what the Fed deliver (as they avoid to create unnecessary volatility).
The saving grace this time is that the CPI happens outside of the blackout period so
if the Fed wants to push back on either a 75 or 100bp, they will have time to do so.
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US CREDIT: CONSOLIDATING BUT WIDENING MOVE NOT OVER
IG Credit Market Summary: Markets were quite volatile over the past month as
investors tried to assess the impact of high inflation and the Fed’s next moves.
Markets rallied at the end of May, spurred by less hawkish Fed minutes release on
May 25. The gains were short lived, however, after a higher than expected CPI
number in early June sent markets back in decline. The S&P 500 equity index initially
rose 5.5% in the first week of June, only to give it back and continue the sell-off and
officially enter a bear market, down 20% from its high in January on June 13 and
reaching its lowest level since December 2020. Equities continued their selloff
through June 16 after the Fed raised rates by 75 bps and both the Bank of England
and the Swiss National Bank raised rates following the Fed’s lead. Year to date, the
S&P 500 has declined 22.9%.
The IG bond market was similarly volatile over the past month, albeit not to the
extremes of equities. IG spreads tightened a surprising 19 bps in just 6 trading days
in late May, from 149 to 130. Again, the rally was short-lived after the CPI number
and Fed raise and spreads widened back out 14 bps by mid-June. The net change in
IG spreads over the month was tighter by just 4 bps, from 148 to 144 bps and is back
to the levels of around mid-March. However, there was more drastic movements in
the lower quality credit spectrum, with many BBB rated credits widening by 10-20 bps
in mid-June.
On a returns basis, the IG bond market was mixed, with the IG aggregate YTD
excess return recovering slightly from -3.35 on May 19 to -2.84% through June 16.
The IG Total Return YTD is -14.99%, down from -13.34% on May 19.
Pease refer to the chart below for more details.
This market volatility shows that the primary market risks have not changed over the
past 2-3 months and include: continued signs of high inflation; softer first quarter
earnings and guidance; supply chain disruptions; China COVID lockdowns; Russia’s
war with Ukraine; and the Fed both raising rates by 75 bps and beginning to shrink its
balance sheet.
Lower earnings guidance due to inflation continued in June and came from leading
companies in retail, technology, telecom, and auto manufacturing. Some of the
largest tech companies either missed earnings and/or lowered full year guidance
partly due to supply chain disruptions and weakness in personal PC demand.
Even some weakness began showing up in the media sector, after two large
companies said streaming subscriber estimates were weaker and costs higher due to
the heating up streaming wars and lower demand after the pandemic surge.
The one sector that has outperformed this market swoon is Energy, with the equity
sector index up a surprising 47% and on the credit side, the best YTD excess return
of -2.6% compared to -3.35% for the total IG market (please refer to Chart 3 below).
Obviously, the highest oil prices in 14 years drove the outperformance.
IG Spread Outlook: We believe the issues mentioned above coupled with increased
market uncertainty will continue possibly for the rest of the year and therefore we
remain cautious credit. That said the overall IG index has been relatively stable
versus the pressures seen in risk assets. For now, it feels like credit spread are
consolidating but later in the year there is a risk that spreads have one last leg wider,
especially once recession risks become more obvious. Therefore, we see IG spreads
potentially seeing a break towards 175bps or more in another risk-off episode ahead.
Sector Outlooks: In light of the continued market weakness and negative factors
mentioned above, we remain cautious on most sectors, but we remain constructive
on the Energy, Utility, and Pharmaceutical/Healthcare sectors.
The one sector that continues to outperform the market is Energy, with the equity
sector index up a surprising 34% and on the credit side, the best YTD excess return
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of -1.93% compared to -2.84% for the total IG market (please refer to the chart
below). Obviously, the highest oil prices in 14 years drove the outperformance.
CHART 3 – IG SPREADS, RETURNS, AND EQUITY RETURNS (AS OF 6/17/2022)
IG OAS AND SPREAD CHANGES
Sector
Total IG
Financial Institutions
Utility
Energy
Basic
Capital Goods
Technology
Communications
Consumer Noncyclical
Pharmaceuticals
Food/Beverage
Consumer Cyclical
Transportation

Total
Return

Excess
Return

Sector

Spread Variance

OAS

1 Month

YTD

1 Year

YTW

YTD (%)

YTD (%)

vs Total

144
146
148
157
165
137
127
173
133
111
136
125
143

-4
-1
-6
-6
-7
0
-4
-4
-6
-7
-7
-9
-7

51
63
41
41
50
51
46
54
45
36
47
46
45

63
75
55
55
64
61
61
70
55
46
57
56
53

4.79%
4.82%
4.87%
4.94%
5.02%
4.72%
4.61%
5.06%
4.69%
4.47%
4.73%
4.58%
4.79%

-15.93%
-13.26%
-18.61%
-15.10%
-17.73%
-16.09%
-15.81%
-19.54%
-17.66%
-16.86%
-17.86%
-14.86%
-18.92%

-5.14%
-2.47%
-7.82%
-4.31%
-6.94%
-5.30%
-5.02%
-8.75%
-6.87%
-6.07%
-7.07%
-4.07%
-8.13%

2
4
13
21
-6
-17
29
-11
-32
-8
-19
-1

Sector 5

S&P 500
Equity

Yr Avg Diff YTD Return

-8
0
37
29
-8
-21
26
-7
-20
-3
-7
3

-22.3%
-20.5%
-8.7%
33.9%
-17.0%
-18.8%
-28.5%
-31.2%
-10.5%
-14.6%
-10.5%
-33.6%
-18.8%

Source: Bloomberg, MUFG U.S. Macro Strategy
Secondary market trading trends: Market participants continue to be quite cautious
and seem to be better sellers of longer duration and prefer shorter maturities. We
have seen some opportunistic buying out of Asia, especially with the 2-year treasury
above 3% and with credit spreads relatively stable. Volumes have been muted,
however, along with limited liquidity. We believe one reason for buying interest may
be the lack of new issuance supply coupled with investors growing cash balances.
Overall, flows have been orderly and we haven’t sensed any panic in the IG market
so far. However, on an aggregate basis, IG fund flows reflected investors’
cautiousness, as YTD net fund outflows totaled $57.2bn, in stark contrast to last
year’s positive $101bn.
New Issuance: Reflecting the ongoing market weakness and uncertainty, IG new
issuance for May totaled just $86.5bn, far below the $135bn estimate and the slowest
month since 2012. This weaker trend seems to be continuing so far in June, with only
$51bn Issued through June 17, again well below the $105bn estimate for the month.
We attribute this weakness to many issuers postponing deals as they wait and hope
for some stabilization in rates. Year to date new issuance totaled $698bn, 18%
behind last year’s $850bn. We continue to wonder if the full-year estimate will be
reduced below the current range of $1.2 - $1.4 trillion range. Issuers have favored
shorter maturities due to the flatter treasury curve. Also, as seen in the table below,
new issue concessions have expanded to an average of 11 bps compared to just 2
bps last year.

YTD New Issuance
Issuance New Issue
Books
($ bn)
Concession Times Cvd
2022 $698.0
11 bps
2.8
2021 $849.9
2 bps
3.0
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FX
The US dollar on a DXY basis advanced to new highs this month – a
closing rate of 105.52 on 14th June was the highest close since 2002,
which was primarily fuelled by another stronger than expected
inflation print in the US that was one of the reasons for the Fed to
hike by 75bps in June. The fact that the dollar has weakened since
that large rate hike does suggest once again that we may be reaching
the limits of US dollar strength – certainly the limits of dollar strength
fuelled by rate hike expectations. Spreads have been moving in
favour of non-dollar currencies which will slowly undermine US dollar
performance at these more elevated levels. The 10-year US-EZ
government bond yield spread has fallen to close to 150bps, the
narrowest since early 2016 when the covid turmoil period is excluded.
Similar to our view last month, the primary upside risk now for the
dollar comes from a further tightening of financial conditions. Since
our last edition of this publication DXY is about 2% stronger. While
spreads have worked against the dollar, the sharp decline in global
equity markets has provided support. We remain of the view that
current market conditions are supportive of the dollar but that later in
the year the US dollar is likely to weaken on a more sustained basis.
BASE CASE EXPECTATIONS, JPY, EUR & CNY
USD/JPY – BULLISH BIAS
•

MUFG Bank, Ltd.
A member of MUFG, a global financial group

Range: 130.00-138.50

We were certainly premature last month in running with a bearish bias on the
tentative evidence that US yields were topping out and hence would prompt a larger
correction to the downside. The higher than expected CPI data for April put paid to
that view and the substantial jump in short-term rates in the US as market
participants positioned for a 75bp rate hike fuelled another sharp move higher in
USD/JPY. Since our last publication in May, the 2-year UST bond yield is over 70bps
higher with another 200bps of tightening by the Fed priced over the final four FOMC
meetings this year. We do not envisage the Fed having to deliver all of what is priced
and all of what was implied in the dots published in the Summary of Economic
Projections (3.375%).
But our bullish bias reflects the fact that the US rates market is unlikely to correct
dramatically lower over the very short-term. We could see some softening if
conviction over another 75bps hike in July diminishes but overall, the flow of
economic data is unlikely to deteriorate to such an extent that we see a meaningful
repricing of rate hike expectations at this stage.
Furthermore, the scope for a correction to the downside, like what we expected last
week, is less likely given the BoJ this month has in fact become even more explicit in
communicating its determination to maintain an ultra-loose monetary stance. Given
the SNB surprised the markets and hiked by 50bps this month and given there is now
close to 175bps of tightening priced for the ECB through to the end of the year, the
BoJ stance is even more stark than at any time since the global inflation spiral began.
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Last week the BoJ purchased a record JPY 10.9trn worth of JGBs with further
purchases today. It is clear that Governor Kuroda sees the global backdrop as an
opportunity for him to alter the “deflation mindset” that he has often referred to as
being ingrained in Japanese households psychic and what must be weakened in
order to see inflation and wage growth move higher more sustainably. Wage data in
Japan will be a key data point going forward. There are some tentative signs of pickup. Cash earnings on an annual basis were 1.7% higher in April YoY after a 2.0%
gain in March. Over those two months, that was the highest average reading since
2018 and the third highest since way back in 1997.
The fact that the US rates market rallied after the 75bp rate hike does suggest we
may be closer to a cyclical high. The dots profile is now a lot closer to market pricing
indicating that the Fed has now finally caught up with investors’ views on inflation
risks. This might mean we could see lower levels of rates volatility over the coming
months that could help draw Japanese investors back into US fixed income markets.
While these flows are not a driver of USD/JPY, at the margin it could be a factor in
providing support at lower levels.
Ultimately, risk-off and general tighter financial conditions remain a key catalyst for
further US dollar strength. The historic norm of USD/JPY falling in those market
conditions will only return if risk-off starts to influence US yields lower. That has not
been the case so far this year and hence the risk correlation with JPY is less robust.
We do not expect that to change over the short-term and hence we hold a bullish
bias on USD/JPY direction over the short-term. Elevated US rates and JPY valuation
should limit the scale of JPY depreciation from here. Furthermore, the statement this
month from the BoJ/MoF/FSA expressing concern over JPY depreciation may act to
slow or curtail JPY depreciation at higher levels closer to 140.00. In addition,
continued concerns over inflation and limited scope for US rates to correct lower
should provide support for USD/JPY, especially if rates volatility eases and Japan
investor buying of UST bonds starts to pick up again.

UNPRECEDENTED BOJ JGB BUYING A STRONG SIGNAL TO SELL JPY

Source: Bloomberg, Macrobond, MUFG GMR

EUR/USD – BEARISH BIAS
•

Range: 1.0200-1.0800

The EUR has been consolidating at weaker levels over the past month with the pair
continuing to test recent lows at 1.0350. Recent price action has been disappointing
for the EUR as it has failed to strengthen on the back of the hawkish repricing of ECB
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policy expectations. The European rate market has moved to price in a much more
aggressive rate hike cycle from the ECB. Market participants now expect the ECB to
raise rates by almost 175bps by the end of this year which brings it more into line
with expectations for Fed policy. As a result, yield spreads between the euro-zone
and US have been moving in favour of a stronger EUR as expectations for policy
divergence have narrowed. Those expectations for more aggressive ECB rate hikes
have been encouraged both by the Fed’s and SNB’s recent decisions to deliver
larger 75bps and 50bps hikes. It has even prompted market participants to price in
close to a 50:50 probability of the ECB kicking off their hiking cycle with a larger
50bps hike on 21st July.
We see room for those hawkish expectations to be disappointed. President Lagarde
has just reiterated that the ECB plans to deliver a smaller 25bps hike in July although
is open to a larger hike in September if the inflation outlook does not improve. The
ECB’s plans to release more details of how they will address fragmentation risks in
the euro-zone as they continue to tighten policy could prove even more important for
EUR performance in the month ahead. So far the ECB has attempted to provide
reassurance to market participants that they are prepared to act forcefully to contain
fragmentation risks including speeding up plans to create a new anti-fragmentation
tool and reallocating principal repayments from QE holdings. The ECB will be
pleased that their efforts have helped to partially reverse the sharp tightening of
financial conditions in more fiscally challenged euro-zone economies. The 10-year
yield spread between Italian and German government bonds has narrowed by
around 50bps from the recent peak of just over 2.4%.
The finer details of the ECB’s fragmentation policy response are expected to be
released by the July policy meeting, and will be closely scrutinized by market
participants to assess if they are sufficient to credibly contain fragmentation risks
going forward. The recent paring back of fragmentation risks has not yet been fully
priced into the EUR, and could offer more support the EUR in the month ahead if the
ECB’s plans are backed up by credible policy action. However, the EUR’s recent
failure to rebound on the back of the hawkish repricing of ECB rate hike expectations
and recent paring back of peripheral risks highlights that overall risks remain titled to
the downside in the near-term. The price action suggests that euro-zone growth
concerns continue to weigh heavily on the EUR especially related to fears over
greater disruption to energy supplies in the region. Those fears have been reinforced
by Russia’s decision to restrict gas supply to Germany and Italy. We are not
expecting a significant improvement on this front in the month ahead.

EUR PRICE ACTION HAS DISAPPOINTED RECENTLY

Source: Bloomberg, Macrobond & MUFG GMR
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USD/CNY – NEUTRAL BIAS
Range: 6.6000–6.8000
Some positive developments have been happening in China’s economy which
provided support for the CNY lately. Recently published May key economic data
surprised the market to the upside, in spite of a set of quite modest consensus
expectations. Production and investment did recover on the partial reopening in
Shanghai and policy stimulus in May. However, with IP expanding by 5.61%mom in
May after a 5.8%mom contraction in prior month, and FAI increasing by 0.72%mom
in May after a 0.85% decline in April, the levels of both IP and FAI in May were still
lower than their respective March levels. The economic activity didn’t fully climb out
of the impact of recent Covid-19 breakouts and related containment measures. The
worry was that retail sales improved very marginally by 0.05%mom in May. Entering
June, the stronger sales number of this year’s “Jingdong 618” shopping festival
signalled that national retail sales are likely to be stronger more noticeably this June
than May. But due to persisting uncertainties around Covid-19 and related challenges
in labour market, consumers are likely to remain cautious. The modest pace of
economic recovery is likely to persist in near term.
Another area of stress is the real estate sector. While there was a sequential rebound
in various indicators of the real estate sector, including property investments, sales
and activities this May, the year-on-year growths of these key indicators of real estate
sector still were rather weak, around -30~-40%yoy for floor space started, floor space
sold and etc. China’s new home prices in 70 cities continued to decline this May by
0.17%mom from the recent peak in August 2021, keeping home purchasers in wait
and see mode. May’s loan numbers also showed that intrinsic demand by corporate
for business investment and expansion wasn’t strong as well in May. The new
increase for credit was mainly short-term, and the medium-& long-term loan was
sizeably lower than May 2021 level.
That said, infrastructure FAI was the only major FAI sub-category with an accelerated
YTD FAI growth this May which offered support to the overall investments, in contrast
with the decelerated growth rates of YTD manufacturing, real estate and private
FAIs. The higher infrastructure FAI growth indicated that government’s policy support
was taking effect in this area. Echoing President Xi’s call for an all-out effort to boost
infrastructure this year, the infrastructure investments will continue to serve as a
means to help get economic recovery back on track. China's NDRC said last
Thursday it had approved 10 fixed-asset investments projects worth of USD18.1
billion in May, more than six-fold jump from April, as Chinese government sought to
stabilize a COVID-hit economy.
We expect China’s growth to accelerate in the second half of this year, with the
various stimulus policies implemented. In the first half of June, various ministries and
commissions made further deployments, disclosed the progress of the State
Council's 33 economic stabilization measures, including financial support for water
conservancy infrastructure, expansion of private investment, and speed-up of the
process of tax rebates.
Still, Covid-19 uncertainties are here, June 21’s News said that China’s Covid-19
outbreak is shifting to Shenzhen and Macau. Shenzhen had a city-wide lock down in
March. The recent flare-up in Shenzhen already caused lockdown in some
neighbour-hoods. Shanghai government said at a press conference on June 15 that
the entire Shanghai city will conduct mass testing drives every weekend until the end
of July, and residential complexes where infections are found will be temporarily
locked down. In Beijing, the local government said June 16 that workers in key
sectors including schools, hospitals and supermarkets, delivery drivers and people
who live near airports with inbound flights will need to be tested more often. The re-
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imposition of Covid-19 restrictions in Beijing and Shanghai in early June underscored
continued risks to the economy from fresh outbreaks.
Considering the modest improvement in economic fundamentals, and uncertainties in
China’s Covid-19 management and external, as well as near term movement of US
dollar, in near term, we expect market sentiment for the CNY to remain cautious and
for USD/CNY to move in a narrow range between 6.6000-6.8000.

RETAIL SALES REMAINED RATHER WEAK IN MAY

Source: CEIC, MUFG GMR

KEY RISK FACTORS IN THE MONTHS AHEAD

15

22 June 2022

•

The main downside risk for USD/JPY in the month ahead would be if the scale of
JPY weakness finally triggers a joint policy response from the government and
BoJ. But the scale of JGB buying by the BoJ last week suggests action to limit
yen weakness is unlikely over the short-term. A sharper correction in US rates
lower is another key downside risk and while we expect that to materialize later,
it is premature to expect that over the short-term with the primary focus of the
Fed still on tackling upside inflation risks.

•

The main upside risk to our bearish EUR/USD bias could be triggered by a
paring back of energy supply concerns in Europe. While we think this is unlikely
in the month ahead, the EUR appears well set up to stage a relief rebound if
euro-zone growth concerns ease. As we highlighted above, the EUR has not
strengthened as much as expected recently on the back of the hawkish repricing
of ECB rate hike expectations and narrowing of peripheral spreads. Further
upside could be unlocked if energy supply disruption fears are pared back, and
details of the ECB’s anti-fragmentation plans are judged as credible by market
participants.

•

The main risks to our range-bound view for USD/CNY in the near term still relate
to China’s Covid-19 breakouts and implementation of the country’s “Dynamic
zero Covid-19” policy. The upside risk for CNY could be a partial removal of
China tariffs by the US, and downside risks for CNY may be posed by the
pressure and risks surrounding real estate sector. In addition, a directional
movement of USD would also post a risk to our neutral bias for the movement of
USD/CNY.
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European Credit
Markets continue to trade in a volatile fashion, with this last week
being a prime example of markets melting on the back of numerous
concerns. Inflation and growth worries seem to be front and centre
and rates continue to spike higher. Plus there still isn’t any progress
towards peace in Ukraine and supply chain issues are not full easing
given ongoing lockdowns in China.
As a result synthetic indices sold off materially over recent weeks with
XO breaking 500bps, it is now at 551bps and Main is also materially
wider at 110bps, while by historic standards these look too elevated,
implying multiple defaults, yet they remain an easy hedge as
investors tackle a combination of risks and QT.

NO PLACE TO HIDE
Rates continued to sell off as central banks tighten monetary policy, the 10 Bund
yield is now at 1.65% and reached as high as 1.74% and the UST 10 year is now
3.22% having reached a high of 3.47% as the FED raised rates by 75bps and
continued its hawkish rhetoric.
Market and rates volatility has meant that new issue volumes since May have really
slowed down as we rapidly approach the summer holiday months. Credit funds have
had to contend with deeply negative total returns driven by a combination of rates
and spread performance with longer durations have suffered most, there really hasn’t
been a place to hide as all asset classes have sold off together with the exception of
commodities. Still in credit if one had exposure to shorter duration indices like high
yield, YTD performance has been less bad compared to the naturally longer dated IG
categories such as USD and GBP indices; however if we are approaching a
recession lower rated product may not be the place to remain as defaults will
eventually tick up.

2022 YTD TOTAL RETURN PERFORMANCE
Index

2022 YTD

2021

2020

£ HY Index

-9.99%

3.83%

4.59%

€ Financial Index

-11.24%

-0.61%

2.22%

€ Financial Subordinated Index

-12.73%

0.46%

2.79%

€ HY Index

-12.75%

3.35%

2.76%

€ Corporate IG Index

-13.05%

-1.22%

2.65%

$ US HY Index

-13.13%

5.36%

6.17%

€ Non-Financial Index

-14.06%

-1.24%

2.86%

€ Non-Financial Subordinated Index

-14.08%

1.49%

2.54%

$ US IG Corporate Index

-15.08%

-0.95%

9.81%

£ Corporate Index

-15.08%

-3.27%

9.30%

$ EM Corporate Index

-16.33%

0.22%

8.47%

$ EM Sovereign Index

-19.56%

-2.04%

5.67%

Source: Bloomberg, ICE BofAML, MUFG
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YTD 2022 TOTAL RETURNS BY ASSET CLASS
Source: Bloomberg, ICE BofAML, MUFG

Source: Bloomberg, ICE BofAML, MUFG
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EUROPEAN CORPORATES
End of CSPP
QT was always going to be difficult to unwind but in the backdrop of geopolitical and
macro risks it remains almost an impossible task to do cleanly. 2022 continues to be
a very difficult year for risk markets, and credit has not been spared. Given macro
troubles it’s no wonder credit investors are reeling from negative returns which has
been inflicted by a combination wider spreads and higher rates.
As we said before there is no shortage of reasons for the risk off tone and cautious
approach but given the relatively strong balance sheets, decent profitability and no
lack of balance sheet liquidity, we think IG is broadly well placed for slower growth
and a recession, if we get to that. Furthermore it feels like we have been waiting for
the end of CSPP corporate bond purchases for a very long time, but the dynamics
between the ECB and FED/BOE remain much different with no pressure of any nearterm selling of Euro the corporate holdings, with such significant balance sheet
(>€375bn) this should be taken positively in helping anchor spreads somewhat.

SPREADS AND YIELDS AT MULTI-YEAR HIGHS

Source: CSPP, MUFG
Euro Corporate Valuations
It is hard to say that valuation haven’t started to look interesting, looking at chart
above spreads have moved to multiyear wides, especially if one is to look at them vs
bunds. The aggregate index level is not far away from COVID wides, and if one is to
look further, absolute levels are back to 2012 levels, and these had been on a
tightening path following the European sovereign crisis. Absolute levels of yields are
also back to 2014 levels, we illustrated with the 6 year bund given that it matches the
duration of the iBoxx non-financial index.
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While there aren’t obvious catalysts for sentiment to turnaround in the short term, one
has to look at relative and absolute levels and consider what is investable in a given
scenario. As credit investors we see greater dispersion between issuers, sectors and
steeper credit curves as positive and we regard absolute yield levels interesting
enough that they have started to look investable.
Higher beta sectors or cyclicals such as like Real Estate, Consumer discretionary
and Automobiles have all decupled for one reason or another and low rated IG bonds
as well as corporate hybrids have lagged, on many of these we remain cautious
given the heavy technical, but we see value in pair trades being put on when one is
convinced of a story, or a situation is already compensating you for the fundamental
downside scenarios. Clearly, credits related to Russia remain of concern given the
relatively binary and unpredictable nature of the war, but thankfully most European
issuers exposed to the region are well diversified.
IBOXX € NON-FINANCIALS SPREADS PER RATING CATEGORY

Source: iBoxx. MUFG

As we said before, broadly we remain comfortable when looking at credit
fundamentals, most of our universe has solid liquidity and doesn’t have urgent needs
for funding, recent earnings performance has been promising and fairly solid balance
sheets help us to sleep at night. Still as we gravitate towards a late point of the
economic cycle and as we expect a recession we rather trade up in quality with a
preference for non-cyclical or defensive credit over cyclicals were spreads are
disjointed. It’s pretty clear that this year will be about managing volatility, but
managing liquidity hurdles will be just as important as the market rebalances. The
chart above illustrates how credit quality has decoupled, but for us we have a
preference of AA and A credit which has sold off relatively more on a historic basis
compared to the BBB bucket that naturally will be more susceptible to the down side
in a bear market.
In terms of duration we don’t have a strong view, but on risk-reward overall we favour
shorter and intermediate duration bonds. When we are confident on the name, in a
relatively less cyclical credit we like points further out the curve especially when
bonds are trading at a large discount to par.
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Corporate hybrids remains a very interesting sub asset class, clearly it has been
punished a lot in this sell off and rightly many investors are questioning incentives to
call and refinance upcoming maturities, with material and sometimes justified
concerns about extension risk. While it is very difficult to make broad market
comments on this class of subordinate debt, we feel that the market is suffering partly
due to the lack of liquidity in secondary markets and the one directional way many
bonds seem to be trading, we feel that this is a reversal of the reach for yield that we
saw in the QE days as investors extended down the capital stack when yields were
negative.
In terms of valuations, generally speaking we don’t feel like they have backed up
enough when compared to senior debt or recent history to justify too much optimism,
absolute senior-sub levels are still inside the wides we saw in 2016, 2018 and 2020,
one can argue that all in yields now are better and that is true but we rather be
defensively positioned going into an economic contraction. In terms of commitment
by issuers to refinancing calls, we would prefer to stick to shorter/intermediate calls of
issuers with a developed, large hybrids curves and/or those with high reset spreads;
in these cases we feel management will be more committed to calling and replacing
bonds due to reputational consideration, likewise we would tend to avoid the more
infrequent issuers given the increased optionality on the issuer side.
CORPORATE AND FINANCIAL SENIOR – SUB SPREAD BASIS

Source: Bloomberg, MUFG
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EUROPEAN BANKS
Still fundamentally solid but broader risk, negative technical and flight to
quality drive widening and de-compression
Last time we wrote that the Russian invasion of the Ukraine has changed both the
economic backdrop and the longer term geopolitical risk. Since European banks
have reported 1Q22 results and Central Banks have continued their monetary
restrictive policies, via rate hikes and/or accelerated tapering whilst earnestly
watching the inflation numbers.
The 2Q22 results indicated, once more, that individual banks continue to show strong
credit metrics. We would highlight the key take-aways from the results as follows:
•

Balance sheets are still very strong with no signs yet of real asset quality
erosion, albeit many banks moved more loans into stage 2, reflecting the general
more adverse macro outlook.

•

Managements start to adjust their expected cost of risk upwards as they expect
some asset quality deterioration following the persistently strong inflation and the
fall-out from this on economic growth (or recession).

•

The increasingly hawkish approach from Central Banks is benefitting the top
lines of banks already through stabilisation or even margin expansion.

•

Capital remains strong across the board as banks have accumulated capital
during the covid lockdowns; however, the RWA inflation and the elimination of
the capital relief actions conceded by the supervisors, along with other market
related adverse impacts on capital, have shown in banks reducing some of their
excess capital buffers.

•

Altogether we think that banks are in a solid position to face the upcoming
economic downturn, which is quite different from past downturns.

The longer term geopolitical fall-out of the Ukraine invasion provides for new
uncertainty for banks with global or with highly internationalised footprints, but even
domestic lenders are not likely to be completely shielded as inflation doesn’t stop at
the border. The persistently high inflation, has accelerated a more hawkish stance
by Central Banks, which, in turn, puts the strength of the post-covid economic
recovery into more doubt.
We reiterate the path of increases in rates is, to a good extent, welcome news for the
margins. Especially if the deposit rates return to zero, and above, from the current 0.5%. However, if there is slower growth or even stagnation, the impact on volume
growth would be negative, which would counteract the improvements in margins.
Furthermore there would be a risk of asset quality erosion, translating into higher
than expected cost of risk. The higher inflation also may turn out to lead to higher
than currently expected operating costs.
In summary, we believe that a cyclical down turn should be manageable for the
banks, as was also underscored by the resilient outcome of the 2021 EBA/ECB
European Banks stress test.
The chart here below sums up quite neatly how the shift in rates expectations have
had a positive impact on banks equity in January whilst having a negative impact on
the credit total returns YTD. The invasion of the Ukraine had a visible negative
impact on both equity and across the board in credit. Since March there has been a
partial recovery in equity and also in credit, leading to a YTD negative return both in
bank credit and equity. Going forward we expect the fluctuations to be mainly driven
by inflation numbers and, consequently, Central Bank guidance on rates and speed
of tapering.
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EUROPEAN BANKS EQUITY TOTAL RETURN VERSUS CREDIT
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Source: Markit, MUFG
Interestingly the YTD performance of AT1 and, to a slightly lesser extent, also the T2
are almost equally poor as the equity performance so far in 2022. This would suggest
that the sector is now at a much more attractive valuation than at the start of the
year. However the potential for further risk aversion could see further weak
performance.
As we’ve pointed out before, there is still massive funding support from the Central
Banks and the ECB in particular through the Long Term Refinancing Operations
(TLTRO III) which has now peaked at EUR2.2trn. TLTRO III had 10 operations done
every 3 months since 14 August 2019 at which point the outstanding was close to
EUR700bn, only when the pandemic hit, did the amounts shoot up to over
EUR2.2trn.
First maturities of TLTRO III are end Sep 2022 (followed by redemptions quarterly)
but more significant redemptions will only start in 2023, we expect the ECB to
smoothen this out to avoid cliff edges. However we expect that if left to its own the
dispersion between core and periphery is likely to further widen.

Valuation, we remain cautious in 2022
In recent months the rates market has continued to widen significantly across
currencies, mainly driven by the outlook on inflation and the acceleration of hawkish
policies by Central Banks. But in June also the credit spreads have had another
significant widening. In Euro the senior bank spreads widened by around 60bps
since June 6th, whilst the subs widened by 80-90 bps at the index levels. In Euro both
sub and senior spreads have now broken wider than the early 2019 levels, when the
Central Banks made a U-turn on their tapering plans. With the current inflation this is
not an option anymore. Add to that the increasingly bearish outlook on economic
growth and it is easy to see how, even at the current elevated yield levels, there is
still room for further “overshooting of spread widening” versus what the fundamental
quality of the issuers would require. It would take a U-turn in the Ukraine war and the
Russia sanctions, or any other clear dampening effect on the inflation to have a more
solid recovery.

EUR beta decompression
The EUR bail-in senior versus sub chart here below shows that year to date, there
has been a considerable decompression, both on absolute spread differential as in
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multiples. Since January 2022 the subs have underperformed the senior bail-in paper
by 70bps and the multiple increased from 1.5X to 1.9X.
We expect this to continue, mostly driven by core/periphery dispersion but in general
the higher beta names are more prone to underperformance also through the new
issue market, which may be even closed to them periodically, in moments of high risk
aversion. Even though the ECB has announced that it will develop some new tools
to limit the dispersion within the Eurozone we believe that the combination of a
potential recession and the Italian elections on the horizon are not going to contribute
to an inversion of the current dispersion for the Italian banks. Other periphery will
behave in sympathy.

USD and EUR markets now behave differently
The charts below show that the yankee banks behave in a more composed fashion
than in EUR. Part of that has to do that the yankee indeces contain less peripheral or
higher beta names than the EUR equivalent indeces. Hence the very different picture
in terms of de-compression. In USD the spread differential between sub and bail-in
senior is currently very close to what it was at the beginning of the year, whilst
absolute spreads have widened by around 80bps YTD in both USD senior banks and
sub banks. This means that there has been actual compression of sub versus senior
as shown by the multiple, down to 1.3X currently versus 1.5X in early Jan. This
makes the USD T2 space look quite rich.
Furthermore, looking at the yield and spread charts on the following page it is clear
that, whilst Euro spreads are now well wider than in early 2019 the USD spreads are
at, but not through the early 2019 wides. The resistance here is holding, helped by
the overall higher yield levels.
We expect during July and early August perhaps more stable spread levels, but
entering the post summer lull, there is still room for further widening as the TLTRO
money needs to be paid back, the investors may be nervous to put money at work in
the case of outflows and the general lower support from Central banks, amidst the
war in Ukraine and the approach of the winter with the relative demand for energy.
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BANKS EUR AND USD SUB-SENIOR SPREAD DIFFERENTIALS AND MULTIPLES

Source: Bloomberg, MUFG
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EURO AND USD BANKS SPREAD SUBORDINATED AND SENIOR YIELDS AND ASW SPREAD

Source: iBoxx. Bloomberg, MUFG
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MUS(ASIA), MUS(EMEA), MUS(USA), MUS(CAN), and MUS(SPR) are regulated under the laws of Hong Kong, the United Kingdom, the United States, Canada and Singapore
respectively, which differ from Australian laws.
MUFG Bank Ltd (“MUBK”), is a limited liability stock company incorporated in Japan and registered in the Tokyo Legal Affairs Bureau (company no. 0100-01-008846). MUBK’s
head office is at 7-1 Marunouchi 2-Chome, Chiyoda-Ku, Tokyo 100-8388, Japan. MUBK’s London branch is at Ropemaker Place, 25 Ropemaker Street, London EC2Y 9AN,
and is registered as a UK establishment in the UK register of companies (registered no. BR002013). MUBK is authorised and regulated by the Japanese Financial Services
Agency. MUBK’s London branch is authorised by the UK Prudential Regulation Authority (“PRA”) and regulated by the UK Financial Conduct Authority (“FCA”) with limited
regulation by the PRA.
General disclosures
This report is for information purposes only and should not be construed as investment research as defined by MIFID 2 or a solicitation of any offer to buy or sell any security,
commodity, futures contract or related derivative (hereafter “instrument”) or to participate in any trading strategy. This report does not constitute a personal recommendation
and does not take into account the individual financial circumstances, needs or objectives of the recipients. Recipients should therefore seek their own financial, legal, tax or
other advice before deciding to invest in any of the instruments mentioned in this report.
Certain information contained in this report has been obtained or derived from third party sources and such information is believed to be correct and reliable but has not been
independently verified. MUFG Securities does not make any guarantee, representation, warranty or undertaking, express or implied, as to the fairness, accuracy, reliability,
completeness, adequacy or appropriateness of any information or comments contained in this report. Furthermore the information may not be current due to, among other
things, changes in the financial markets or economic environment. MUFG Securities has no obligation to update any such information contained in this report.
This report is not intended to forecast or predict future events. Past performance is not a guarantee or indication of future results. Any prices provided herein (other than those
identified as being historical) are indicative only and do not represent firm quotes as to either price or size.
This report is proprietary to MUFG Securities and may not be quoted, circulated or otherwise referred to without our prior written consent. Notwithstanding this, MUFG
Securities shall not be liable in any manner whatsoever for any consequences or loss (including but not limited to any direct, indirect or consequential loss, loss of profits and
damages) arising from any reliance on or usage of this report and accepts no legal responsibility to any investor who directly or indirectly receives this material.
Country and region specific disclosures
This report is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or is located in any locality, state, country or other
jurisdiction where such distribution, publication, availability or use would be contrary to any law, regulation or rule.
In this regard, please note the following in relation to the jurisdictions in which MUFG Securities has a local presence:
• United Kingdom / European Economic Area (EEA): This report is intended for distribution to a “professional client” or “eligible counterparty” as those terms are defined in the
rules of the FCA and PRA. In other EEA countries, this report is intended only for persons regarded as professional investors (or equivalent) in their home jurisdiction.
• United States of America: This report, when distributed by MUS(USA), is intended for Institutional Investors (“Institutional Accounts” as defined by FINRA Rule 4512(c)). When
distributed by a non-US affiliate of MUS(USA), this report is intended for distribution solely to “major U.S. institutional investors” or “U.S. institutional investors” pursuant to Rule
15a-6 under the U.S. Securities Exchange Act of 1934, as amended. Securities referenced in this report may have been underwritten by MUS(USA) and/or its affiliates. Nothing
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in this report should be considered an offer or solicitation of an offer to buy or sell securities or any other financial product or a commitment of any kind with respect to any
transaction.
IRS Circular 230 Disclosure: MUFG Securities does not provide tax advice. Accordingly, any discussion of U.S. tax matters included herein (including any attachments) is not
intended or written to be used, and cannot be used, in connection with the promotion, marketing or recommendation by anyone not affiliated with MUS(USA) of any of the
matters addressed herein or for the purpose of avoiding U.S. tax-related penalties.
• Hong Kong: This report is only intended for distribution to a “professional investor” as that term is defined in the Securities and Futures Ordinance and should not be passed
onto any other person.
• Singapore: This report is only intended for distribution to an "institutional investor", "accredited investor" or "expert investor" as those terms are defined under regulation 2 of
the Financial Advisers Regulation. It is solely for the use of such investors and shall not be distributed, forwarded, passed on or disseminated to any other person. Investors
should note that, as a result of exemptions that apply when this report is distributed to "accredited investors" and "expert investors", MUSS is exempt from complying with
certain requirements under the Financial Advisers Act, including section 25 of the Financial Advisers Act (which requires a financial adviser to disclose all material information
on certain investment products), section 27 (which requires a financial adviser to have a reasonable basis for making recommendations on investments) and section 36 (which
requires a financial adviser to disclose any interests that it holds in securities that it recommends).
• Canada: When distributed in Canada, this report is distributed by MUS(EMEA) or MUSA. MUS(EMEA) operates under an International Dealer Exemption from registration
with the securities regulators in Alberta, British Columbia, Manitoba, Ontario and Québec. MUSA operates under an International Dealer Exemption from registration with the
securities regulators in all Canadian Provinces and Territories. This report is only intended for a “permitted client” as that term is defined under the National Instrument 31-103
in Canada and is not intended for re-distribution to any other person. The information contained herein is not, and under no circumstances is to be construed as, a prospectus,
an advertisement, a public offering, an offer to sell securities described herein, or solicitation of an offer to buy securities described herein, in Canada or any province or territory
thereof. Under no circumstance is the information contained herein to be construed as investment advice in any province or territory of Canada and is not tailored to the needs
of the recipient.
• Japan: This Note, when distributed by MUFG Securities affiliates located outside of Japan, is intended for distribution in accordance with Article 58-2 of the Financial
Instruments Exchange Act 1948 (“FIEA”) i) to a “Financial Instruments Business Operator” engaged in “Securities-Related Business” as defined in the FIEA or ii) to the
government, the Bank of Japan, a qualified financial institution defined in Article 209 of the Cabinet Office Ordinance Concerning Financial Instruments Business, Etc., or an
Investment Manager.
When distributed by Mitsubishi UFJ Morgan Stanley Securities Co., Ltd., this Note is intended for distribution to a “Professional Investor (tokutei-toushika)” as defined in the
FIEA.
• United Arab Emirates: This report is only intended for distribution to a “Professional Client” or “Market Counterparty” as those terms are defined under the rules of the Dubai
Financial Services Authority and only a person meeting the criteria for these terms should act upon this report.
• Australia: This Note is only intended for distribution to persons in Australia who are sophisticated or professional investors for the purposes of section 708 of the Corporations
Act of Australia, and are wholesale clients for the purposes of section 761G of the Corporations Act of Australia. This Note is not intended to be distributed or passed on,
directly or indirectly, to any other class of persons in Australia.
Other jurisdictions:
MUFG Securities also relies on local registrations or regulatory exemptions in order to undertake certain securities business in other countries. In Thailand, MUS(EMEA) has a
derivatives dealer registration with the Securities and Exchange Commission, Thailand. In Canada, MUS(EMEA) and MUS(USA) each operate under an international dealer
exemption registered with the securities regulators. MUS(EMEA) operates under the exemption in Alberta, Quebec, Ontario, British Columbia and Manitoba. MUS(USA)
operates under the exemption in all Canadian Provinces and Territories..
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