January 22, 2014
Bank of Japan

Statement on Monetary Policy

At the Monetary Policy Meeting held today, the Policy Board of the Bank of Japan decided,
by a unanimous vote, to set the following guideline for money market operations for the

intermeeting period:

The Bank of Japan will conduct money market operations so that the monetary base will

increase at an annual pace of about 60-70 trillion yen.
With regard to the asset purchases, the Bank will continue with the following guidelines:

a) The Bank will purchase Japanese government bonds (JGBs) so that their amount
outstanding will increase at an annual pace of about 50 trillion yen, and the average
remaining maturity of the Bank's JGB purchases will be about seven years.

b) The Bank will purchase exchange-traded funds (ETFs) and Japan real estate investment
trusts (J-REITSs) so that their amounts outstanding will increase at an annual pace of about

1 trillion yen and about 30 billion yen respectively.

c) As for CP and corporate bonds, the Bank will maintain their amounts outstanding at about

2.2 trillion yen and about 3.2 trillion yen respectively.

Japan's economy has continued to recover moderately, and a front-loaded increase in demand
prior to the consumption tax hike has recently been observed. Overseas economies --
mainly advanced economies -- are starting to recover, although a lackluster performance is
still seen in part. In this situation, exports have generally been picking up. Business fixed
investment has been picking up as corporate profits have improved. Public investment has
continued to increase. With improvement in the employment and income situation, housing
investment has continued to increase and private consumption has remained resilient; in these
segments of the economy, the front-loaded increase in demand prior to the consumption tax
hike has also been observed. Reflecting these developments in demand both at home and
abroad, industrial production has been increasing moderately. Meanwhile, financial

conditions are accommodative. On the price front, the year-on-year rate of increase in the



consumer price index (CPI, all items less fresh food) is around 1% percent. Inflation
expectations appear to be rising on the whole.

4. With regard to the outlook, Japan's economy is expected to continue a moderate recovery as a
trend, while it will be affected by the front-loaded increase and subsequent decline in demand
prior to and after the consumption tax hike. The year-on-year rate of increase in the CPI,
excluding the direct effects of the consumption tax hike, is likely to be around 1¥4 percent for

some time.

5.  Compared with the forecasts presented in the October 2013 Outlook for Economic Activity
and Prices, the growth rate and year-on-year rate of increase in the CPI will likely be broadly

in line with the October forecasts.

6. Risks to the outlook include developments in the emerging and commodity-exporting
economies, the prospects for the European debt problem, and the pace of recovery in the U.S.

economy.Noe 1]

7. The Bank will continue with quantitative and qualitative monetary easing, aiming to achieve
the price stability target of 2 percent, as long as it is necessary for maintaining that target in a
stable manner. It will examine both upside and downside risks to economic activity and

prices, and make adjustments as appropriate."**?

Such conduct of monetary policy will support the positive movements in economic activity
and financial markets, contribute to a rise in inflation expectations, and lead Japan's economy

to overcome the deflation that has lasted for nearly 15 years.

INote 11 \s. S. Shirai dissented from the description in paragraph 6, suggesting that the pace of improvement
in the employment and income situation in Japan should be added.

INote 2] Ny, T. Kiuchi proposed that the Bank will aim to achieve the price stability target of 2 percent in the
medium to long term and designate quantitative and qualitative monetary easing as an intensive
measure with a time frame of about two years. The proposal was defeated by an 8-1 majority vote.
Voting for the proposal: Mr. T. Kiuchi. Voting against the proposal: Mr. H. Kuroda, Mr. K. lwata,
Mr. H. Nakaso, Mr. R. Miyao, Mr. Y. Morimoto, Ms. S. Shirai, Mr. K. Ishida, and Mr. T. Sato.



Forecasts of the Majority of Policy Board Members

(Appendix 1)

yly % chg.
ST I e
tax hikes
Fiscal 2013 +2.[5+t20. 7J32.9 +0.[7+t0c?7+]0.9
Forecasts made in October 2013 +2'E5+t2°.7“33-0 +0.[6+Bo.7431_0
Fiscal 2014 +0.E9+t10.431.5 +2.[9+t3c?3+]3.6 +0.[9+t10.3431.6
Forecasts made in October 2013 +O'[9+¥LO.531'5 +2-[53+?3433-6 +0.E3+'[1?3431.6
Fiscal 2015 +1.[2+t10.531.8 +1.[7+t2c?6+]2.9 +1.E)+t1c?94iZ.2
Forecasts made in October 2013 +1'€+t1°.531-8 +1-E3+t296+]2.9 +0.[9+t1c?9432.2

Notes: 1. Figures in brackets indicate the median of the Policy Board members' forecasts (point estimates).

2.

The forecasts of the majority of the Policy Board members are constructed as follows: each Policy Board member's
forecast takes the form of a point estimate -- namely, the figure to which he or she attaches the highest probability of
realization. These forecasts are then shown as a range, with the highest figure and the lowest figure excluded. The range
does not indicate the forecast errors.

. Individual Policy Board members make their forecasts assuming the effects of past policy decisions and with reference

to views incorporated in financial markets regarding future policy.

. The scheduled consumption tax hikes for April 2014 and October 2015 -- to 8 percent and 10 percent, respectively --

are incorporated in the forecasts. In terms of the outlook for the CPI, individual Policy Board members make their
forecasts based on figures excluding the direct effects of the consumption tax hikes.

. The forecasts for the CPI for fiscal 2014 and fiscal 2015 that incorporate the direct effects of the consumption tax hikes

are constructed as follows. First, the contribution to prices from each tax hike is mechanically computed on the
assumption that the tax increase will be fully passed on for all taxable items. The CPI for fiscal 2014 and fiscal 2015
will be pushed up by 2.0 percentage points and 0.7 percentage point, respectively. Second, these figures are added to
the forecasts made by the Policy Board members.

6. The ranges shown below include the forecasts of all Policy Board members.
yly % chg.
eicop | CPI{EteTstes [[Exchng e ffecs
tax hikes
Fiscal 2013 +2.51t0+3.0 +0.7 to +0.9
Forecasts made in October 2013 +2.6 to +3.0 +0.6 to +1.0
Fiscal 2014 +0.6 to +1.6 +2.7to +3.7 +0.7to +1.7
Forecasts made in October 2013 +0.5t0 +1.6 +2.6t0+3.7 +0.6 to +1.7
Fiscal 2015 +1.2to0 +2.0 +1.5t0+2.9 +0.8 to +2.2
Forecasts made in October 2013 +1.2t0 +2.0 +1.4t0+2.9 +0.7t0 +2.2




(Appendix 2)
Forecast Distribution Charts of Policy Board Members
(1) Real GDP
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Notes: 1. Based on the aggregated probability distributions (i.e., the Risk Balance Charts) compiled from the distributions
of individual Policy Board members, the Forecast Distribution Charts are compiled as follows. First, upper and lower
10 percentiles of the aggregated distributions are trimmed and second, colors indicated below are used to show
the respective percentiles of those distributions.

2. For the process of compilation of the Risk Balance Charts, see the box on page 9 of the April 2008 Outlook
for Economic Activity and Prices .
3. The circles in the bar charts indicate the median of the Policy Board members' forecasts (point estimates). The

vertical lines in the bar charts indicate the range of the forecasts of the majority of Policy Board members.
4. The forecast for the CPI excludes the direct effects of the scheduled consumption tax hikes.



(Reference)
Meeting hours:
January 21 : 14:00-16:36
January 22 :  9:00-12:15

Policy Board members present:
Haruhiko Kuroda (Governor)
Kikuo Iwata (Deputy Governor)
Hiroshi Nakaso (Deputy Governor)
Ryuzo Miyao
Y oshihisa Morimoto
Sayuri Shirali
Koji Ishida
Takehiro Sato
Takahide Kiuchi

(Others present)
January 21
From the Ministry of Finance:
Masatsugu Asakawa, Deputy Vice Minister for Policy Planning and Co-ordination
(14:00-16:36)
From the Cabinet Office:
Kenji Umetani, Vice-Minister for Policy Coordination (14:00-16:36)

January 22
From the Ministry of Finance:

Yoshihisa Furukawa, Senior Vice Minister of Finance (9:00 -11:59,12:08-12:15)
From the Cabinet Office:
Yasutoshi Nishimura, Senior Vice-Minister of Cabinet Office
(9:00 -11:59,12:08-12:15)

Release of the Monthly Report of Recent Economic and Financial Developments:
14:00 on Thursday, January 23 (Japanese)
16:30 on Friday, January 24 (English)
-- The English translation of the summary of the Monthly Report will be
released at 14:00 on Thursday, January 23

Release of the minutes:
8:50 on Friday, February 21



