Mitsubishi UFJ Morgan Stanley October 23, 2020

Debt Research
Fundamentals

[Fundamentals Navigator]
CPI for September 2020: Core CPI down for second straight
month

(original Japanese report issued on October 23, 2020)

Downtrend to persist through second half of FY20, with declines in energy and accommodation,
downward pressure from worsened supply/demand

Japan'’s nationwide core CPI for September was down 0.3% YoY, marking the second straight month of
decline. The modest improvement versus August (-0.4%) was due to a slower rate of decline in
accommodation fees. However, owning to the impact of discounts offered through the “Go To Travel”
campaign, accommodation fees were still down sharply, with a YoY decline in the 30% range. In food (ex.
fresh food), growth continued to slow, partly due to the absence of price hikes carried out in 2019. We expect
October figures to show a roughly 0.3ppt sharper drop in the core CPI, with earlier impacts from the October
2019 consumption tax hike and adoption of free early childhood education playing out. Even on an
underlying basis excluding such one-offs, we expect the core CPI to continue to fall in the second half of
FY20 due to continued downward pressure from energy and accommodation fees as well as downward
pricing pressure stemming from worsened supply/demand conditions.

(1) Overview: Japan’s Consumer Price Index (General index excluding fresh Results and market
food), or core CPI, for September was down 0.3% YoY, marking the consensus
second straight month of decline. The pace of decline was slower than in  Nationwide (September 2020)
August (-0.4%) and also slightly below market estimates. The core core Core CPI (ex. fresh food):
CPI (all items ex. fresh food and energy) was flat YoY, slipping out of a -0.3% YoY

downtrend for the first time in two months (-0.1% in Aug). Reflecting a (market consensus: -0.4% YoY)
drop-off in fresh vegetable prices from an earlier spike (+4.4% vs. Core-core CPI (ex. fresh food &
+24.3% in Aug), the headline CPI slowed to no YoY change (+0.2% in energy): 0.0% \((oY.

Aug). o

(market consensus: -0.1% YoY)

(2) Items that contributed positively: One item that contributed to (Market consensus:
improvement in the core CPI was accommodation fees (-30.0% YoY vs. Bloomberg)
-32.0% in Aug; change in contribution to YoY change in core CPI:
+0.08ppt [our estimate; same hereafter]). Accommodation fees plunged
in August, reflecting the effects of discounts offered through the
government’s “Go To Travel” campaign, and while they were down
sharply again in September, the pace of decline narrowed slightly, which
boosted the core CPI. Meanwhile, September figures showed a sharper
increase for clothing & footwear (+1.7% vs. +1.3% in Aug; +0.02ppt). This
seems to reflect an easy YoY comparison due to price cuts in September
2019. Apparel remained on a narrow downtrend after adjusting for the
consumption tax hike’'s impact. Discounts have likely been offered widely
in response to sluggish sales, but the CPI, which does not reflect price
fluctuations stemming from short-term sales discounts, appears relatively
settled.

If distributed within the United States: This document is intended for institutional investors and is not subject to all of the independence
and disclosure standards applicable to debt research reports prepared for retail investors. This report may not be independent of
MUSA'’s and/or MUMSS’ proprietary interests. MUSA and/or MUMSS trades the securities covered in this report for its own account
and on a discretionary basis on behalf of certain clients. Such trading interests may be contrary to the recommendation(s) offered in
this report.
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(3) Items that contributed negatively: Food (ex. fresh food) slowed for the
fourth straight month (+0.8% vs. +0.9% in Aug; change in contribution:
-0.02ppt). Rice, for which supply/demand conditions reportedly
worsened, was down YoY for the first time in a year (-0.2% vs. +0.8% in
Aug), and growth continued to slow for noodles and confectionery as
benefits from price hikes carried out in 2019 waned. Outside of food, the
pace of decline accelerated for overseas package tours (-6.5% vs. -3.2%
in Aug; -0.02ppt).

(4) Energy: With a 3.5% YoY decrease, September figures showed no
change from August. Gasoline was up MoM and the YoY decline
narrowed. In contrast, electricity bills fell more sharply YoY, offsetting the
smaller decline in gasoline prices.

(5) Outlook: We expect October figures to show a roughly 0.3ppt sharper
YoY drop in the core CPI, with earlier impacts from the October 2019
consumption tax hike and adoption of free early childhood education
playing out. Even on an underlying basis excluding such one-offs, energy
will probably remain on a downtrend for a while, and we also anticipate
continued downward pressure from accommodation fees due to the “Go
To Travel” campaign. Factoring in this, as well as downward pricing
pressure due to worsened supply/demand conditions, we expect the core
CPI to remain on a downtrend through the second half of FY20. The
Suga Cabinet is pushing for mobile service fee reductions, and we
estimate that a 10% decline in “mobile phones” as included in the CPI
would push the core CPI down by about 0.2ppt.

Figure 1. Consumer price indices
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Figure 2. Nationwide core CPI Figure 3. Nationwide CPI: Key categories
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securities or related financial products.
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country or other jurisdiction where such distribution, publication, availability or use would be contrary to any law, regulation or rule.

United Kingdom/European Economic Area(EEA): This report is distributed in the United Kingdom, by MUFG Securities EMEA plc.
("MUS(EMEA)"), a member of MUFG, contact number +44-207-628-5555. MUS(EMEA) is authorised by the Prudential Regulation
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