
WRITE A DETAILED NOTE ON INFLATION ACCOUNTING IN JAPAN

Inflation accounting is a special accounting technique used during periods of costs provides a much more realistic
breakdown of profitability.

What should be clear is that the conduct of monetary policy is exclusively decided by majority vote at the
Monetary Policy Meeting, a regular meeting of the Policy Board. The direct share of imports is thus argued to
underestimate the impact of globalisation on the Japanese prices. On various occasions, commemorative coins
are minted, often in gold and silver with face values up to , yen. This is quite harmful to the macroeconomy
â€” just like unexpected inflation â€” and also to the functioning of capital markets. Sure enough, the
economy started to contract from October  Relative prices are certainly affected by innovation and
globalisation, but it does not follow that the general price level, such as that measured by the CPI, should
follow the trend of a small category of goods and services. The Board issued its statement at the conclusion of
the meeting. This is the mechanism of a deflationary spiral. A general price index is used to convert the values
of various items. Deflation now may cause people to expect further deflation in the future. Numbers are
restated to reflect current values in hyper inflationary business environments. Although one could interpret the
paragraph as a forward-looking inflation judgement â€” economic recovery results in price increases â€” there
is no explicit mention of this linkage. First, the inflation target ceiling rate is not specified. The Board also
challenged the market expectation that non-sterilised intervention would be pursued. When the ZIRP was
effectively reintroduced in March , the condition became more concrete: the CPI excluding fresh food was
identified as the right price index on which to focus. As the balance sheets of banks started to deteriorate
quickly in the mid s, the economic problem spread through the financial system. Accordingly, the majority of
members agreed that the economy had reached the stage where deflationary concern had been dispelled. The
financial markets suddenly shrank due to the failure of one large bank and two securities companies one large
and one medium-sized in November  In March , the target for current account balances was set at 5 trillion
yen, at the time when required reserves were about 4 trillion yen. At the same time, the current account target
was raised to 6 trillion yen or about 2 trillion yen of excess reserves. Japanese exports were costing too little in
international markets, and imports from abroad were costing the Japanese too much. In , the current type of
holed 5-yen was introduced, followed by bronze yen of the type still in circulation in  First, the ICT bubble
had already burst, and ICT stock prices in the US and Japan had already crashed, suggesting investment and
consumption would be adversely affected in the near future. Kuroda moved on to talk about the yield curve. I
identify four stages of action in the period from to Stage 1. The Lombard lending facility allowed for
automatic lending to banks with collateral at the official discount rate, so that the interest rate would be capped
at 0. With a zero nominal interest rate, the real interest rate increases as the expected inflation rate becomes
lower. Large fiscal stimulus packages were implemented in the mid s, and the call interest rate was lowered to
an unprecedented level of 0. The increase in the quantitative easing was aimed at the portfolio balance effect:
[as] the marginal value of liquidity services became zero, people would start to rebalance their portfolios by
investing in assets with higher marginal values whether these were real or financial assets, if the Bank
increased further its position of liquidity. These were replaced in by the current cupro-nickel type, along with a
smaller yen coin. Price stability was defined as a condition where there is no inflation or deflation.


