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Summarizing the Points of BOJ’s Theory of Monetary Policy  
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"Diagram 2: CPI Trend"

(Note)   Consumer Price Index (CPI) is All Items excluding fresh food.  Data period is from

January 2011 to September 2015. Figures from April 2014 to April 2015 are adjusted 

by excluding impact of the consumption tax hike. Figures from October 2015 to March

2017 are SMAM's forecast as of November 16, 2015. 

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

"Diagram 1: The Basic Theoretical Framework of the Reflationists"

Act upon the expectation under zero real interest rate environment

（The central bank sets inflation target and make a commitment on ample supply of monetary base）

↓

Inflationary expectation will rise

↓

Real interest rate will fall

↓

Total demand will increase

↓

Inflation will rise

(Note)  The above diagram is intended to illustrate the basic theoretical framework of the Reflationalists,

             therefore does not cover every detail of the theory.

(Source) SMAM, based on the BOJ and publicly available data

 

 There are observations that BOJ has already shifted their theory of Monetary Policy towards 

achieving its price stability target in a medium-term.   

 However, it seems that their basic theory to set the timing of achievement and act upon people’s 

expectations is maintained.   

 There is a possibility that a new theory of Monetary Policy may be introduced in future to 

change the operational targets and the timing of achieving them.   

 

There are observations that BOJ has already shifted their theory of Monetary Policy towards 

achieving its price stability target in a medium-term.   

 

   BOJ decided to maintain their current monetary policy at the Monetary Policy Meeting (MPM) 

held on 18
th

 and 19
th
 of November, 2015.  The market had a unanimous view there would not be 

any additional monetary easing as only 13 working days had passed since the last MPM held on 

October 30
th
.  Meanwhile, weaker-than-expected Japanese Jul.-Sep. real GDP growth was not a 

strong factor to urge BOJ’s additional easing, as its main reason was a decrease in inventory and 

both stock and currency markets remained stable after the GDP figures were released.   

 

   According to the Outlook for Economic Activity and Prices (Outlook Report) released on the 

same day as MPM, outlook on economic growth and prices were revised down and timing of 

achieving the price stability target was postponed.  Nevertheless, additional easing by BOJ has been 

left over since the previous MPM.  Because of this, there are observations that BOJ has already 

shifted their theory of Monetary Policy towards achieving the inflation target in a medium-term.  

Now, I would like to review BOJ’s policy theory to think over the future direction of its policy 

management.   

 

For Information Only 

 

4 December 2015 

Masahiro Ichikawa 

Senior Strategist 



 2 
 

However, it seems that their basic theory to set the timing of achievement and act upon 

people’s expectations is maintained.   

 

   Basic theoretical framework of the “Reflationists” adopted by BOJ is along the following flow; 

i) BOJ will act upon expectations in the market by setting an inflation target and making a 

commitment on ample supply of monetary base, ii) inflationary expectation will rise even in a zero 

real interest rate environment, iii) the real interest rate will fall and total demand will increase and iv) 

inflation will rise.  BOJ had set a price stability target of 2% and clearly stated that they will 

accomplish the flow from i) to iv) “in the earliest possible time with around 2 years in mind”. 

 

   As you can see, “acting upon expectations” plays an extremely important role in BOJ’s current 

policy theory.  Therefore, BOJ Governor Kuroda himself supports the theory that making a 

commitment on the specific timing of achieving the inflation target is a strong measure to exit 

deflation.  In other words, what is important for BOJ is to indicate concrete timing and actively 

implement policy rather than achieving the target on the set date itself.  Therefore, even if the 

timing of achieving the target were to be postponed due to the drop in crude oil price, as long as the 

flow from i) to iv) continues to work, additional easing is not required and the basic framework of 

their current theory is considered to be maintained.   

 

There is a possibility that a new theory of Monetary Policy may be introduced in future to 

change the operational targets and the timing of achieving them.   

 

   In Governor Kuroda’s speech on November 6
th

, he showed his expectations on capex and wage 

hike by corporations, as corporate earnings are at their record highs and the labor market is at full 

employment.  Since their pace of growths is slow, he expressed his concern that the broad 

“deflationary mindset” is not yet fully cleared.  I can sense the possibility of additional monetary 

easing from Governor Kuroda’s speech as BOJ aims at not only achieving the price target but also 

bringing up the economy as a whole, including wage growth, in a balanced way.  
 

 

   Prices are expected to accelerate their growth pace YoY as the low crude oil price factor will 

diminish (Diagram 2).  I think it is wise to take into account the possibility that additional monetary 

easing will be postponed because of price growth acceleration and BOJ’s stance to wait for the result 

of spring wage negotiations in year 2016.  Thinking about the future outlook of BOJ’s policy 

management, there is a possibility that they will announce a new theory of monetary policy changing 

their operational target from monetary base to interest rates and the timing of achievement from 

“around 2 years” to “medium-term”, as early as next year when price growth stabilizes.  Therefore, I 
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believe that the market’s focus on BOJ’s monetary policy will become even higher in next year than in 

this year.   

 

* Please note that this report is a translation of Japanese report written on November 19
th

, 2015. 
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Please read this disclaimer carefully.
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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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