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Japan: Some policy tweaks but not a lot
Has the Bank of Japan strengthened its commitment to reaching the 2%
inflation target or conceded defeat in getting there anytime soon? Absent
a departure from an ultra-easier monetary policy stance, the 10-year JGB
yield should retrace its recent spike
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BoJ maintains ultra-easier monetary policy stance
As widely expected, there was no change to the Bank of Japan’s ultra-easier monetary policy
stance, though today’s policy meeting wasn’t a complete non-event. There were some policy
alterations aimed at enhancing the sustainability of its monetary policy, with more flexible market
operations towards the price stability target of 2%. But the changes were subtle.
As we expected, the BoJ didn't abandon its inflation target nor was there any reduction in the
asset purchases pace, both having grossly underperformed the 2% and JPY80 trillion targets,
respectively.

So what’s changed today?
1. Inflation: the downgrade of its inflation forecast for FY2018 to 1.1% from 1.3%, and that for
FY2019 and FY2020 to 1.5% and 1.6% respectively, from an earlier 1.8% forecast for both
years. The statement noted that “it is likely to take more time than expected to achieve the
price stability target of 2%”.
2. Forward guidance (introduced for the first time): the persistently low level of short- and
long-term interest rates for an extended period of time, depending on uncertainty regarding
economic activity and prices.
3. JGB purchases: some flexibility in the 10-year JGB yields around the 0% target, depending on
economic activity and prices. A gradual reduction in the current account balances of financial
institutions at the BoJ with the negative rate of 0.1%, from the current JPY 10 trillion.
4. Asset purchases: adjustment in the asset purchase amount depending on market conditions,
and a shift in ETFs allocation towards Topix from Nikkei.
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All boils down to inflation
However, everything boils down to achieving the price stability target. And after downgrading its
inflation forecast for this and the next two years, the key question is: has the central bank
conceded defeat on the objective of raising inflation to the 2% target level? Or just as today’s
statement notes at the outset, is the Bank actually strengthening its commitment to achieving
this target? Only time will tell.
Even with the planned consumption tax in 2019, meeting the inflation target by next year remains
a far cry, not only from the BoJ forecast but also from the consensus view. So is the unwinding of
stimulus. While inflation so far this year is on track to meet our 0.9% annual forecast, we are
reviewing our 1.8% inflation forecast for 2019 as well as the forecast timing of the start of tapering
by the end of next year. But for now, absent a significant departure from an ultra-easy monetary
policy stance, the 10-year JGB yield giving back its recent spike seems to be a reasonable
expectation.
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Disclaimer
This publication has been prepared by the Economic and Financial Analysis Division of
ING Bank N.V. ("ING") solely for information purposes without regard to any particular
user's investment objectives, financial situation, or means. ING forms part of ING
Group (being for this purpose ING Group NV and its subsidiary and affiliated companies).
The information in the publication is not an investment recommendation and it is not
investment, legal or tax advice or an offer or solicitation to purchase or sell any
financial instrument. Reasonable care has been taken to ensure that this publication
is not untrue or misleading when published, but ING does not represent that it is
accurate or complete. ING does not accept any liability for any direct, indirect or
consequential loss arising from any use of this publication. Unless otherwise stated,
any views, forecasts, or estimates are solely those of the author(s), as of the date of
the publication and are subject to change without notice.
The distribution of this publication may be restricted by law or regulation in different
jurisdictions and persons into whose possession this publication comes should inform
themselves about, and observe, such restrictions.
Copyright and database rights protection exists in this report and it may not be
reproduced, distributed or published by any person for any purpose without the prior
express consent of ING. All rights are reserved. The producing legal entity ING Bank
N.V. is authorised by the Dutch Central Bank and supervised by the European Central
Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority for the Financial
Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no.
33031431 Amsterdam). In the United Kingdom this information is approved and/or
communicated by ING Bank N.V., London Branch. ING Bank N.V., London Branch is
subject to limited regulation by the Financial Conduct Authority (FCA). ING Bank N.V.,
London branch is registered in England (Registration number BR000341) at 8-10
Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this
report or effect transactions in any security discussed herein should contact ING
Financial Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of
ING, and which has accepted responsibility for the distribution of this report in the
United States under applicable requirements.
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