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Japanese prices rise at record pace
By David Pilling and Lindsay Whipp in Tokyo
Published: January 25 2008 04:37 | Last updated: January 25 2008 08:44

Consumer prices in Japan rose in December at 0.8 per cent, double November’s pace, as higher oil
prices pushed up the index to another near-decade high.

The faster-than-expected inflation rate is causing a dilemma for the Bank of Japan, which is coming
under pressure to lower rates at a time when some board members are increasingly concerned at the
public’s inflationary expectations.

Toshihiko Fukui, BoJ governor, trod a fine line in parliamentary testimony Friday, conceding that
growth in the year ending March 31 would be in the “low 1 per cent range” against the bank’s
previously forecast 1.8 per cent, yet insisting that a virtuous growth cycle remained intact.

Mr Fukui rejected the premise of questions from Kozo Yamamoto, a long-time foe of the bank in the 
lower house, who called for the central bank to cut rates from 0.5 per cent immediately to stave off 
recession. 

Mr Fukui, referring to fears of a slowdown amid a sinking stock market and rising yen, said: “Even if a
sense of crisis grows, we will calmly examine conditions and make appropriate monetary policy
decisions.” The governor, whose term expires in March, added: “We will steer monetary policy based
on our belief that Japan can continue to post growth in a stable manner by keeping the current
accommodative conditions.”

The phrase was interpreted by many as signalling that although the bank was in no hurry to raise
rates, the next move was likely to be up rather than down. Pointing to minutes of the bank’s December
meeting, Richard Jerram, economist at Macquarie Securities, said the bank showed “growing concern
over inflationary pressures,” which should “undermine expectations of an interest rate cut.”

The minutes said that some members had noted that consumers were “gradually accepting price
rises” while companies seemed more willing to pass on rising input costs. “One member said that
careful attention should be paid to the possibility that the rate of inflation might be higher than
expected if inflation expectations among the public rose.”

Although the bank has maintained a reasonably hawkish tone even as the economy has slowed,
markets have begun to factor in the possibility of a rate cut. According to Credit Suisse’s calculations
of implied interest rates, markets Friday were expecting an 11 basis point cut over the next 12 months,
compared with an implied 17bp cut Thursday.

Core consumer prices, excluding fresh food, rose 0.8 per cent from a year earlier in December, 
according to the cabinet office, with rising energy prices accounting for nearly the whole increase. 
Excluding food and energy costs, consumer prices dropped 0.1 per cent, the same pace as 
November. 

Hiroko Ota, economy minister, reiterated her view that energy-related inflation is bad news. “Higher
crude oil prices cause Japan nothing good,” she said, adding: “They have a negat ive impact on
consumption as the prices of goods necessary for people’s daily lives have risen while wage increases
have been subdued.”

Japanese consumers are facing rising daily costs without the cushion of higher wages to offset them, 
leaving many households more reluctant to spend, according to recent surveys. 
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