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International Commentary: Bank of Japan leaves monetary policy unchanged but downgrades economic 
outlook 

 Yesterday's statement on monetary policy by the Bank of Japan (BoJ) was uneventful. The bank 
reiterated that it would continue asset purchases at a pace consistent with 80 trillion yen on an annual 
basis. Most importantly, the BoJ left interest rates unchanged, which seems to have disappointed many 
traders who were positioned for further easing in the lead up to the BoJ policy announcement. 

 Along with its update on monetary policy, the BoJ released revised forecasts for the Japanese economy 
that were broadly weaker than January's outlook, motivated mainly by weaker export growth due to a 
gloomier global outlook. The median forecast for 2016 growth on a fiscal year basis (April 1 to March 31) 
was revised down to 1.2% from 1.5%, and fiscal 2017 growth was revised down to 0.1% from 0.3%.The 
outlook for year-on year inflation was revised down to 0.5% from 0.8% for fiscal 2016, and revised down 
slightly to 2.7% from 2.8% for fiscal 2017. The weaker price outlook is consistent with forecasts for 
weaker GDP and wage growth. The leg down in economic growth in 2017 and jump in inflation builds in 
an expected increase in the value added tax. 

 Monthly indicator data for the month of March was mixed. Economic activity was generally stronger than 
expected, as soft household spending in March (-5.3% y/y; consensus: -4.1%) was countered by stronger 
than expected retail sales (1.4% m/m; consensus: 0.5%), a broad improvement in industrial production 
(3.6% m/m; consensus: 2.8%), and continued strength in housing starts (8.4% y/y; consensus: -0.6%). 
Despite stronger-than-expected activity, March inflation disappointed (albeit slightly), as prices fell -0.1% 
y/y while consensus called for no change. Underlying inflation (ex-food and energy) was similarly 
disappointing, printing at 0.7% y/y (consensus: 0.8% y/y).  

Key Implications 

 At first glance, downgraded forecasts for economic activity and inflation may appear inconsistent with the 
BoJ's decision to leave the stance of monetary policy unchanged. However, as BoJ governor Haruhiko 
Kuroda stated, the BoJ decided that two months was too short of a period to assess the impact of 
stimulus measures announced in January and that it wanted to wait to see the effects of increased 
quantitative easing and negative interest rates on the Japanese economy. Furthermore, BoJ governor 
Kuroda suggested that it should take less than six months for the effects of the additional stimulus 
measures to materialize, implying that the BoJ is actively evaluating its next course of action, particularly 
in light of the relative strength of the Japanese yen and its implications for domestic inflation. All of this 
suggests that if inflation continues to disappoint we could see further monetary policy easing measures 
announced as soon as the conclusion of the BoJ's next meeting on June 16. 

 The additional monetary stimulus announced in January should help the Bank of Japan move closer to its 
inflation target, although temporary factors such as falling energy prices and exchange rate movements 
continue to make it difficult to assess underlying trend inflation (see our March quarterly economic update 
for our outlook on Japan). However, the success of the BoJ in achieving its inflation target will rest largely 
upon the ability of the "Three Arrows" economic policies of Prime Minister Shinzo Abe's government to 
boost domestic demand. Household expenditures should be boosted by the continued tightening in labor 
markets, but this may take some time to materialize given the slow pace of wage increases. 
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