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BOJ’S NEW INFLATION MEASURE REVEALS MORE
THAN JUST NUMBERS

Monitoring Core Inflation
Traditionally, the indicator used to judge
the underlying inflation pulse in Japan has
been the consumer price index (CPI)
excluding fresh food—the so-called
Japanese-style core (the purple line in
Display 1). But a range of alternatives has
always been available, including a US-style
core CPI, which excludes food and energy
prices, and is sometimes referred to as
“core core” among Japanese market
watchers (the green line in Display 1).

Now, in its latest monthly economic review,
the BOJ has started to calculate and
publish an additional metric—a CPI
excluding fresh food and energy, that lies
in between the US-style and the Japan-
style measures.

This announcement has been greeted with
some cynicism. After all, the new measure
is currently running above the alternative
metrics, and trending up, rather than down
(see the orange line in Display 1), thus
suiting the BOJ’s narrative.

But the cynicism seems a bit extreme.
Rather, the new measure would seem to
stem from a recognition that both existing
measures are flawed. The Japan-style

version is impacted by swings in energy
prices, while the US one ends up taking
out almost a third of all items (Display 2).
So this “new core” measure represents a
good compromise. Yes, it’s running on the
higher side today, but as Display 1 shows,
that hasn’t always been the case. And over
the longer run, it hasn’t much mattered
which of these core CPI measures is used.
The characterization of inflation behavior is
roughly the same (Display 3, next page).

Watch Rent Inflation
What would make a bigger difference,
however, is the treatment of rent inflation.
This component—the lion’s share of which
is imputed rent, not actual payments—
accounts for almost 20% of this new core
measure. Its recent behavior has been
consistent, declining at around 0.4% per
annum (Display 4, next page). The view
propagated by the BOJ and others is that a
chunk of this decline reflects the failure to
appropriately adjust rental costs for quality.
This seems a bit arcane, but their

estimates suggest that rectifying this could
add a 0.2 or 0.3 percentage point to the
“new core” measure. And, with a CPI
rebasing due next year, this is a live issue.

The Bank of Japan’s (BOJ’s) new core inflation measure has generat-
ed some cynicism in the market, as it indicates that inflation may be
closer to the BOJ’s target than other measures suggest. We think
this distrust is misplaced. To us, the new measure emphasizes the
BOJ’s eclectic approach to judging the inflation pulse, indicating that
a tapering, not a further easing, will be the BOJ’s next move.

+ Guy Bruten, Senior Economist—Asia-Pacific, guy.bruten@abglobal.com
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Food and Energy Are a Large Part of
Japan's CPI
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What’s “The Vibe”?
In any case, this technical discussion
shouldn’t distract us from the main point,
which in our view is the idea that the BOJ
remains eclectic in its approach to judging
the inflation pulse. The addition of a new
metric needs to be seen in this light.
There’s now a good half dozen core
inflation measures to look at, along with a
range of inflation expectation surveys and
relevant economic behaviors such as
wage-negotiation outcomes.

In other words, the BOJ is not wedded to
any one measure. To quote from the great

Australian movie The Castle, it’s more
about “the vibe of things.” That is, what’s
the message coming from a broad range
of indicators? At this juncture, the BOJ’s
characterization is that inflation remains on
track to move higher. The “new core”
measure bolsters that characterization.

In turn, this continues to push us toward a
view that tapering—for fundamental
reasons, rather than technical consider-
ations—will be the BOJ’s next move, not
further expansion of its current quantita-
tive/qualitative easing program.

Display 3
Most Inflation Measures Behave
Alike in the Long Term
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Rent Has Subdued CPI

CPI and Rent (YoY % Change)
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