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I JAPAN

Japan: Consumer inflation continues to
rise, mainly due to higher energy prices

Consumer price increases speed up but look to be nearing their peak.
Meanwhile, market expectations of further tightening increase.

3 80/ Consumer price inflation
® o % YoY

Lower than expected

Consumer inflation is nearing its peak

In November, headline CPI inflation rose 3.8% YoY (vs 3.7% in October and 3.9% market
consensus). The government’s travel subsidy programme partially eased the pressures on
service prices, yet continued price hikes in utilities pushed up overall inflation.

We expect consumer prices to hit 4.0% in December but to slow from next January, for the
following reasons: (1) The government plans to provide electricity subsidies from January
(estimated to reduce electricity bills by 20%), (2) nuclear power is expected to increase next
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year and to also likely lower the burden on electricity bills,(3) the JPY will likely remain strong
for a while, (4) global energy prices are expected to stabilize, (5) spring salary negotiations will
not likely catch up with real wage increases, and (6) higher market interest rates are expected
to eventually curb inflation.

Consumer inflation accelerated, mainly due to cost-push
factors

Yoy Headling CPl == Core CPlexd Fresh food TeMoM, sa Goods mServices
5.0 15
40 10

1.0 0.5 |

] 1N
20 0.0 | - i -
Lo 05
00 —N ' F 10
-10 15
-20 20

zn 25
1990 1995 2000 2005 2010 2015 2020 Jan20 Jonzl Jan22

BoJ watch

After the Bank of Japan’s unexpected policy tweak earlier this week, the market apparently no
longer relies exclusively on what the Bank of Japan mentions to predict the BoJ's future policy
actions. Governor Kuroda may have rescued the effectiveness of YCC policy in the financial
markets, but in return, it has hurt the credibility of the BoJ and continues to elevate market
speculation and uncertainty on future policy direction.

We still expect the BoJ's policy rate to remain unchanged in 2023 - the BoJ is unlikely to move
until it meets its mandate of inflation targeting. Governor Kuroda will lead policy decision
meetings in January and March before he finishes his term in April, and we expect the BoJ to
take a wait-and-see stance on how the recent adjustment will affect financial markets. As
mentioned above, Japan’s unusually high inflation looks temporary and should see a decline
next year - we think the BoJ will have time to take its next step. The policy pivot should come
with proper procedures - we think that policy review should come after the new Governor
comes on board and then we will have a clearer view of the BoJ's next move.
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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 N.V. 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. 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 authorised by the Prudential Regulation Authority and is subject to requlation by the Financial Conduct
Authority and limited regulation by the Prudential Regulation Authority. ING Bank N.V., London branch is registered in England
(Registration number BRO00341) 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.

Additional information is available on request. For more information about ING Group, please visit www.ing.com.
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