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JAPAN
April 4th, 2013, the Bank of Japan announced “quantitative and qualitative monetary easing”, which included a
number of measures.
One of the measures was a CPI target
of 2%, measured by a year over year
change in CPI. While not achieving the
target the current 1.5% year over year
change in CPI has been significant.

Source: Bloomberg

The material depreciation of the Yen,
prior to the year ago announcement,
against the US dollar.

Source: Bloomberg

...and most global currencies has
driven import costs higher.

Source: Statistics Japan
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In the following table of 10 major CPI groups, released by Statistics Japan on April 4th 2014, the upward bias Fuel
has contributed to CPI is substantial, along with the explanation:
•
•
•
•

“Main factors behind the change of the price (index) in 2013
“Energy” such as “electricity” rose mainly due to rising import prices of crude oil and LNG, and increases of power rates
by major electric power companies.
“Food, less fresh food” fell when looking at the whole year 2013, though the monthly value become positive in
September, mainly due to a rise in “meats” such as beef, and a rise in “dairy products & eggs” such as “hen eggs”.
“Durable goods” continued to fall when looking at the whole year 2013 mainly due to falls in “TV sets” and “room air
conditioners”, though the monthly value become positive in November mainly due to a rise in personal computers.”

Source: Statistics Japan

All items, less food and energy
continue to decline

Source: Statistics Japan
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Japan’s inflation linked bond market,
illustrated here in the 5 year term,
shows that market expectations for
overall CPI inflation continue to
increase, on announcement day last
year, 5 year inflation breakeven spreads
were approximately 134 basis points
and are now currently trading at
approximately 240 basis points….an
increase of over 105 basis points.
Source: Bloomberg

Despite the material increase in overall
inflation, as measured by CPI, nominal
year over year GDP growth has
remained range bound.

Source: Bloomberg

Interestingly, unlike CPI levels, the
GDP deflator is still negative, but by a
lesser extent relative to year ago levels.

Source: Bloomberg
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Wage growth, as measured by base
earnings, is still negative… but less so
relative to recent periods:

Source: ZeroHedge

Government expenditures continue to
increase and erode the budget balance/
GDP metric…

Source: tradingeconomics.com /
Ministry of Finance, Japan

...and continue to increase the
need to fund through the Japanese
Government Bond market...

Source: tradingeconomics.com
/Ministry of Finance, Japan
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...making Japan the country with the
worst Debt/GDP metric in the OECD.

Source: Global Finance

In March, the Upper House
passed a record 95.88 trillion Yen
(approximately US$940 billion) budget
for next fiscal year. This is the biggest
ever approved budget. However,
the sales tax has been increased by
3 percentage points from 5% to 8%,
and is expected to provide a boost to
inflation measures, such as CPI. The
fiscal tightening effects of the tax
increase, is yet to be seen.
The Bank of Japan has continued to
buy large amounts of JGBs in the
execution of quantitative easing…

Source: Andrew Hunt Economics

…increasing the monetary base, a
narrow measure of money supply, by
over 73.8 trillion Yen (approximately
US$720 billion) from March 2013
to March 2014. This represents an
increase of over 50% over the stated
1 year horizon, on track to meet the
target of doubling the monetary base
over 2 years…

Source: Bloomberg
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…however, broader measures of
money supply such as M3, have
not responded as many would have
expected, or hoped…

Source: Bloomberg

…resulting in an unimpressive,
continued erosion in the velocity of
money.

Source: Bloomberg

Aggressive JGB buying by the Bank of
Japan has contributed to bond yields
remaining low interestingly, despite the
volatility in bond yields, as witnessed
in most global bond markets, the net
change in 10 year JGB yields from
March 31st 2013 to March 31st 2014
was an increase of 9.1 basis points.

Source: Bloomberg
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…with the increase, and expectations
for continued increases in CPI …real
yields measured through the inflation
linked bond market, are at new cyclical
lows (5 year term illustrated).

Source: Bloomberg

The shape of the yield curve, as
measured by 30 year and 10 year JGBs,
has been in a tight range, excluding the
initial reaction to the announcement
during April of 2013…
Are the results of Japan’s aggressive
experiment meeting expectations?
Uncertainty regarding the program’s
degree of success on the real economy
still prevails.
Source: Bloomberg
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