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Relation between negative interest rate and bank stocks 
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(Note)     Data period is from January 2015 to July 2016. City Banks are Sumitomo Mitsui Banking Corporation, 

The Bank of Tokyo-Mitsubishi UFJ, Mizuho Mizuho Bank, Resona Bank and Saitama Resona Bank.

(Source) SMAM, based on Japanese Bankers Association data. 

"Chart 2: Outstanding Loan of City Banks"
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(Note)   Data period is from 4th January 2016 to 8th August 2016.

(Source) SMAM, based on Bloomberg L.P. data.

"Chart 1: Trend of JGB Yield and Bank Stocks"

 

 Negative interest rate policy has increased volatility in JGB yields and impacted bank stocks 

significantly. 

 Bank stocks have fallen over earnings concern due to possible margin squeeze caused by 

lowering interest rate. The fall of bank stocks have a significant impact on TOPIX. 

 Monetary policy can affect performance of bank stocks as it impacts banks’ financial results. 

We should focus on BOJ’s monetary policy review scheduled in September.  

 

Negative interest rate policy has increased volatility in JGB yields and impacted bank stocks 

significantly 

 

   At the policy meeting held on 28
th
 and 29

th
 January 2016, BOJ decided to launch “Quantitative 

and Qualitative Monetary Easing with a Negative Interest Rate”. From this policy meeting to today, 

each financial market in Japan saw salient price movement as i) JPY appreciated against USD in the 

currency market, ii) Nikkei 225 index and TOPIX had fallen in the stock market and iii) JGB yield 

curve had fallen significantly in JGB market in almost all period.  

 

   Taking a closer look at movement of JGB yields, we can observe that they have significantly 

risen across different terms after BOJ’s Monetary Policy Meeting (MPM) on 28
th
 and 29

th
 July 2016. 

This was due to reversal reaction of JGB market participants who had expected further cut in 

negative interest rate at BOJ’s MPM in the month but saw no extension to the policy. Introduction to 

negative interest rate had increased volatility of JGB yields and has also impacted bank stocks 

significantly in the Japanese stock market. 
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Bank stocks have fallen over earnings concern due to possible margin squeeze caused by 

lowering interest rate. The fall of bank stocks have a significant impact on TOPIX 

 

   Now, let’s see impact of negative interest rate on bank stocks. From 28
th
 January 2016 to 28

th
 

July 2016, 2-year JGB yield fell by 31.9 basis points (bp, 1bp=0.01%) and 10-year JGB yield fell by 

49.9bp. While TOPIX fell 6.1% during the same period, bank stock index out of total of 33 sector 

indices fell the most by 24.1%. Probably, this is due to deepening concern over decline in banks’ 

earnings as lowering JGB yields can cause margin squeeze (Chart 1). 

 

   Next, let’s check movement of JGB yields from 28
th

 July 2016 to 8
th

 August 2016. 2-year JGB 

yield rose 18.1bp and that of 10-year rose 22.4bp. During this period, TOPIX fell 0.1%, however, 

bank stock index out of total of 33 sector indices was the best performer with a 8.5% up. This is 

probably because earnings concern was mitigated, as the hike of JGB yields was expected to stop 

margin squeeze. The bank sector accounts for a larger part of market capitalization in TOPIX (7.7% 

as of 8
th
 August which is fourth in total of 33 sector indices), which apparently will have a certain 

impact on TOPIX as a whole. 

 

Monetary policy can affect performance of bank stocks as it impacts banks’ financial results. 

We should focus on BOJ’s monetary policy review scheduled in September  

 

  The media reported that aggregate of profit after tax of April-June 2016 of 5 major Japanese 

banks (Sumitomo Mitsui Banking Corporation, The Bank of Tokyo-Mitsubishi UFJ, Mizuho Bank, 

Resona Bank and Sumitomo Mitsui Trust Bank) declined 27% YoY to JPY 585.9 billion. While total 

income from lending of the 5 banks declined 16% YoY due to margin squeeze, trading income of 

bonds including JGB sales to BOJ increased 38% to JPY 2,163 billion. It is reasonable to assume 

that performance of bank stocks are influenced by the monetary policy as it apparently affects banks’ 

financial results. 

 

  Outstanding loans of the five major banks as of July end 2016 declined 0.7% YoY according to 

data released by Japanese Bankers Association (Chart 2), the first decline in 3 years and 9 months, 

which shows that despite negative interest rate environment, corporations’ capital demand is not 

increasing. In such environment, BOJ will conduct comprehensive review of the policy effect at 

MPM scheduled on 20
th

 and 21
st
 September 2016. Bank stocks may react vigorously depending on 

the result of BOJ’s review. 

 

 



 3 
 

 

 * We are not recommending any particular company mentioned in this report. 

* Please note that this report is a translation of Japanese report written on 9
th

 August, 2016. 

 

 

 

 

 

 

 

Disclaimer

Please read this disclaimer carefully.
This material is for non-Japanese institutional investors only.

The research and analysis included in this report, and those opinions or judgments as outcomes thereof, are

intended to introduce or demonstrate capabilities and expertise of Sumitomo Mitsui Asset Management

Company, Ltd. (hereinafter “SMAM ” ), or to provide information on investment strategies and opportunities.

Therefore this material is not intended to offer or solicit investments, provide investment advice or service, or to

be considered as disclosure documents under the Financial Instruments and Exchange Law of Japan.

The expected returns or risks in this report are calculated based upon historical data and/or estimated upon

the economic outlook at present, and should be construed no warrant of future returns and risks.

Past performance is not necessarily indicative of future results.

ŸThe simulated data or returns in this report besides the fund historical returns do not include/reflect any

investment management fees, transaction costs, or re-balancing costs, etc.

The investment products or strategies do not guarantee future results nor guarantee the principal of

investments. The investments may suffer losses and the results of investments, including such losses, belong to

the client.

The recipient of this report must make its own independent decisions regarding investments.

The opinions, outlooks and estimates in this report do not guarantee future trends or results. They constitute

SMAM’s judgment as of the date of this material and are subject to change without notice.

The awards included in this report are based on past achievements and do not guarantee future results.

The intellectual property and all rights of the benchmarks/indices belong to the publisher and the authorized

entities/individuals.

This material has been prepared by obtaining data from sources which are believed to be reliable but SMAM

can not and does not guarantee its completeness or accuracy.

All rights, titles and interests in this material and any content contained herein are the exclusive properties of

SMAM, except as otherwise stated. It is strictly prohibited from using this material for investments,

reproducing/copying this material without SMAM’s authorization, or from disclosing this material to a third party.
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