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Although the Bank of Japan (BoJ) has dialed back the pace of its bond purchases, the message from 
Governor Kuroda is that the BoJ remains fully committed to its accommodative monetary policy 
stance. When asked about how the BoJ would exit its current program of easing measures, Kuroda 
replied that policymakers there “haven’t reached the stage of thinking about how to handle an exit.” 

In practice, the BoJ has already been purchasing Japanese Government Bonds (JGBs) at a pace 
that is slower than the prescribed annual pace of ¥80 trillion (Figure 1). Earlier this month, 
financial markets interpreted a dialing back of bond purchases as a prelude to eventual policy 
normalization. The yen rallied when the BoJ bought ¥190 billion of long-term JGBs which was 
slightly smaller than the ¥200 billion purchased in similar operations for most of last year.   

Interpreting the communications of central bankers can sometimes be a delicate undertaking 
stressing nuance and subtlety; this was not one of those times. To the extent that financial markets 
are looking for clues in these operations, Kuroda was swift to quell any such notion explicitly stating 
that “Our operations do not indicate the future stance of monetary policy.” 

In this special report we update our read of the situation, which is that the BoJ is stuck in a mode 
where it must signal its intent to remain ultra-accommodative even though it must eventually (and 
arguably already has) dial it back. 

Figure 1 

 

 

Figure 2 

 

Source: Bloomberg LP, Bank of Japan, IHS Global Insight and Wells Fargo Securities 

Indeed, our currency strategists have noted a possible shift in the market’s focus to place more 
emphasis on the quantity of BoJ purchases and perhaps less emphasis on interest rates. That said, 
they would be careful not to overstate the diminishment of trends in bond yields as an important 
factor driving the yen. Given the BoJ’s repeated commitment to maintaining accommodative 
monetary policy, our currency strategists see only modest strengthening in yen valuation this year. 
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An Unchanged Forecast 
While the dovish guidance from the BoJ was arguably the top take away from the January meeting, 
another prominent aspect was that the BoJ also updated its economic forecasts. At a time when 
monetary policy is unchanged, the forecast update can take on additional significance. Even a 
modest change in the bank’s expectations around economic growth or consumer prices can offer a 
clue as to forward-looking bias of policy makers, especially in the context of the broad expansion of 
the BoJ’s balance sheet (Figure 3).  

As if to understate the unflagging dedication to an accommodative policy stance, there was no 
change to any of the forecast figures.  For the first time since 2014, the BoJ made no change to its 
forecast and still sees real GDP gradually moderating throughout the forecast period. Officially, the 
BoJ expects 1.9 percent growth in the current fiscal year (which ends in March), and 1.4 percent in 
fiscal 2018 before slowing to 0.7 percent in fiscal 2019.  

The forecast for CPI is unchanged as well, with 0.8 percent consumer price inflation expected in 
the current fiscal year, and 1.4 percent for both fiscal years 2018 and 2019. The lack of revisions in 
our view is further indication of the BoJ’s intent to broadcast a message of stability in the current 
course of monetary policy accommodation. 

While we are on the topic of forecasts, it merits noting that the International Monetary Fund (IMF) 
this week updated its own forecast for global growth. The IMF typically updates its forecast  
twice annually at scheduled release dates in April and October. From time-to-time, when conditions 
warrant it, the IMF will offer an interim update. It did just that on Monday of this week and 
announced the results of its revised forecast at the World Economic Forum taking place this week 
in Davos, Switzerland.  

A comprehensive breakout of the IMF’s forecast is beyond the scope of this report, but we do point 
out that for Japan, the IMF upped its forecast for 2018 GDP growth to 1.2 percent, up from just 
0.7 percent previously. Our own forecast for 2018 GDP growth in Japan is 1.3 percent, which 
happens to be right in-line with the Bloomberg consensus at present (the consensus has climbed a 
tenth of a percent since December). 

Figure 3 

 

 

Figure 4 

 

Source: Bank of Japan, IHS Global Insight and Wells Fargo Securities 

While it is true that full-year GDP forecasts are not directly comparable with fiscal year forecasts 
offered by the Bank of Japan, it is fair to observe that non-BoJ expectations for growth have been 
trending higher, albeit modestly in recent months. 

Indeed real GDP growth in Japan has expanded in each of the past seven quarters—the longest 
stretch of uninterrupted growth in 16 years (Figure 4). Admittedly the pace of growth is not terribly 
strong, however, for an economy that is typically given to fits and starts of expansion and 
contraction, the steady upward climb is notable. 
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In the third quarter of 2017, the last period for which we have data, the Japanese economy 
expanded at a 2.5 percent annualized pace. That was a slight slowdown from the 2.9 percent growth 
in the prior quarter. A retrenchment in consumer spending was partly to blame as the headline 
measure of private consumption declined 1.9 percent on the heels of a 3.7 percent pick-up in the 
prior quarter. The slower rate of consumer spending was also manifested in a modest pullback in 
imports. Growth on the exports side resulted in a 2.1 percentage point boost from trade. 

Business spending was modestly higher as well which also provided a slight boost. There is scope 
for business spending to start playing a more impactful role in driving growth in Japan. The Tankan 
survey of large manufacturers rose in the fourth quarter to its fastest pace of expansion since 2004. 
The trajectory here is not unlike the surging confidence seen in the manufacturing sector in the 
United States where the ISM has been on a run that is also unparalleled since 2004.   

Where Is the Wage Growth and Inflation? 
Amid a backdrop of rising corporate profits, the Japanese business sector has been doing rather 
well. Business spending has increased for six straight quarters in Japan, a feat last achieved during 
the initial rollout of Abenomics in 2013 and 2014.  

But, the surging business confidence and uninterrupted run of increased business spending has not 
yet found its way into a sustained increase of wages (Figure 5). 

Figure 5 

 

 

Figure 6 

 

Source: IHS Global Insight, Ministry of Health, Labour and Welfare of Japan, Ministry of Internal Affairs 
and Communications of Japan and Wells Fargo Securities 

Remarkably, the soft wage growth comes amid a period of respectable job growth and a trend 
decline in the unemployment rate. To some extent, this is a familiar problem for advanced 
economies in this cycle. In the United States, Europe, the United Kingdom and Canada, sustained 
2.0 percent inflation has been a fleeting objective for most central banks.  

Yet for Japan, there is an additional consideration. As Figure 6 shows, the trend decline in the 
jobless rate since 2009 to the current low rate of just 2.7 percent has occurred alongside a gradual 
decline in the population. As Japan’s working-age population is contracting, and the workforce 
ages, it stands to reason that a workforce skewed toward older workers would exhibit lower rates 
of unemployment. This is true in the United States as well, as the age cohorts get higher, the rates 
of unemployment go down.   

Given the fact that most of the world’s central banks have struggled to maintain target inflation in 
this cycle (Figure 7), and Japan’s older population, it is little wonder that the BoJ has had difficulty 
in maintaining CPI inflation at or above 2.0 percent. 

Structural reforms to increase female participation in Japan’s labor force have had some initial 
success and could be key to increase labor force participation and ultimately sustain consumer 
spending as the population continues to trend lower in coming years.  
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Figure 7 

 

 

Figure 8 

 

Source: Bloomberg LP, IHS Global Insight, Ministry of Internal Affairs and Communications of Japan and 
Wells Fargo Securities 

For now, CPI inflation in Japan remains well below the 2.0 percent target and on that basis we see 
no reason to doubt the BoJ and its intention to keep its current program of monetary policy 
accommodation intact.   

The BoJ is stuck to some extent. When it dialed back its purchases of longer-dated JGBs earlier this 
month, the surge in the yen was swift. A stronger yen, at the margin, can make it even more difficult 
for the BoJ to achieve its inflation target. With that in mind, policymakers must be careful not to 
steer expectations toward eventual policy normalization even a moment too soon. This may have 
been a factor in the BoJ’s full-throated commitment to maintaining its accommodative stance at 
this week’s meeting.   

The Bank of Japan will eventually normalize monetary policy, but it has no intention of 
telegraphing its intent to financial markets. As our foreign exchange colleagues observed, the 
market’s focus has arguably shifted to place more emphasis on the quantity of BoJ purchases and 
perhaps less emphasis on interest rates. Our forecast for slow but sustained GDP growth and below 
target CPI inflation warrant caution on the part of the BoJ, at least for now. Among our key areas 
to watch this year will be wage inflation as a harbinger for a broader pick up in prices.  
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