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BoJ maintains easing policy, leaves forward guidance
unchanged
(original Japanese report issued on September 22, 2022)

Key points

BoJ decides by
unanimous vote to
maintain monetary
easing policy



BoJ decides by unanimous vote to maintain monetary easing policy



Decides to phase out of special coronavirus support ops, announces
somewhat puzzling unlimited funds-supplying ops against pooled collateral



Postpones end of special coronavirus support ops, sees no need to change
forward guidance wording

The BoJ decided to maintain its current monetary easing policy at its Monetary
Policy Board meeting on September 22. The decision was unanimous with new
members Hajime Takata and Naoki Tamura, who were appointed on July 24, also
voting in favor of this motion. The Bank also decided to phase out its "Special
Funds-Supplying Operations to Facilitate Financing in Response to the Novel
Coronavirus" (hereafter referred to as "special coronavirus support operations") by
end-March 2023. The Bank had previously had planned to conclude these operations
at the end of September. At the same time, the BoJ announced its "Provision of an
Unlimited Amount of Funds under the Funds-Supplying Operations against Pooled
Collateral" (hereafter referred to as "unlimited funds-supplying operations against
pooled collateral"). No changes were made to the wording for its policy rate forward
guidance, which includes an easing bias. The decisions to extend some of the
special coronavirus support operations and implement unlimited funds-supplying
operations against pooled collateral left us with "dovish" image of Japans central
bank. Following the outcome of this meeting, the yield on the newly issued 10-year
JGB declined 2.5bp to 0.225% and the yen was sold off on the forex market,
weakening to USD/JPY145.37. The main results from this meeting are as provided
below.
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Table 1: Unanimous decision to maintain current easing policy
Yield curve control 【No change, unanious vote】
Short-term policy interest
rate
Long-term policy interest rate
Conduct of fixed-rate
purchase operations for
consecutive days
Asset purchases

The Bank will apply a negative interest rate of minus 0.1 percent to the Policy-Rate
Balances in current accounts held by financial institutions at the Bank.
The Bank will purchase a necessary amount of Japanese government bonds (JGBs) without
setting an upper limit so that 10-year JGB yields will remain at around zero percent.
In order to implement the above guideline for market operations, the Bank will offer to
purchase 10-year JGBs at 0.25 percent every business day through fixed-rate purchase
operations, unless it is highly likely that no bids will be submitted.

【No change, unanimous vote】

ETFs and J-REITs

The Bank will purchase exchange-traded funds (ETFs) and Japan real estate investment
trusts (J-REITs) as necessary with upper limits of about 12 trillion yen and about 180 billion
yen, respectively, on annual paces of increase in their amounts outstanding.

CPs and corporate bonds

The Bank will purchase CP and corporate bonds at about the same pace as prior to the
novel coronavirus (COVID-19) pandemic, so that their amounts outstanding will gradually
return to pre-pandemic levels, namely, about 2 trillion yen for CP and about 3 trillion yen for
corporate bonds.

Policy stance

【No change, unanimous vote】

Continuation of YCC

Inflation-overshoot
commitment

The Bank will continue with "Quantitative and Qualitative Monetary Easing (QQE) with Yield
Curve Control," 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 continue expanding the monetary base until the year-on-year rate of increase in the
observed CPI (all item less fresh food) exceeds 2 percent and stays above the target in a
stable manner.

For the time being, while closely monitoring the impact of COVID-19, the Bank will support
Forward guidance for policy financing, mainly of firms, and maintain stability in financial markets, and will not hesitate to
rates
take additional easing measures if necessary; it also expects short- and long-term policy
interest rates to remain at their present or lower levels.

Source: MUMSS, from BoJ

(1) Amid accelerated
rate hikes by
overseas central
banks, BoJ sticks to
NIRP

The BoJ left its short-term policy rate at -0.1% and its 10-year JGB yield target at
"around 0%," while maintaining its fixed-rate JGB purchase operations for
consecutive days (Table 1). On September 21, the FRB again decided to raise its
benchmark rate by a large 75bp and other overseas central banks are accelerating
their rate hikes. Indeed, the Swiss National Bank is expected to raise its short-term
policy rate from -0.25% to 0.25% or perhaps even 0.50% at its September 22
meeting. In that case, the BoJ would be the only remaining central bank with a
negative interest rate policy (NIRP). Still, the BoJs stance of maintaining its existing
easing policy has not wavered. Looking at recent statistics, August nationwide core
CPI growth accelerated to +2.8% YoY. Still, the BoJ maintained its view that the
"persistent implementation of easing policies is appropriate as current price
increases are in the form of unsustainable cost-push inflation and Japan's economy
is still recovering from the coronavirus impacts." Such developments at this meeting
were all in line with the market consensus, including our forecasts.

(2) Phasing out
special coronavirus
support ops may
indicate more
cooperative stance
with government

The handling of the special coronavirus support operations was somewhat
surprising. We had assumed that since the government decided to conclude its
"virtually interest-free and unsecured loans (zero/zero financing)" at the end of
September, the BoJ was likely to follow suit and decide to end its special
coronavirus support operations at the end of this month as scheduled. Instead, the
BoJ decided to (1) extend by six months (until end-Mar 2023) the implementation
period for the fund-provisioning against loans that financial institutions make on
their own ("non-government-supported loans") in response to COVID-19, mainly to
SMEs, and (2) extend by three months (until end-Dec 2022) the implementation
period for the fund provisioning against loans that financial institutions make on the
back of government support ("government-supported loans") in response to
COVID-19, mainly to SMEs, in the form of a phased terminations in both cases
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(Table 2). As of the end of August, the balance of operations for (1)
non-government-supported loans executed since April 1, 2022 came to
approximately JPY850 billion and (2) government-supported loans amounted to
roughly JPY2.6 trillion. The BoJ's decision to partially extend these programs in the
form of phased terminations was probably made in consideration of the fact that the
impacts of the coronavirus outbreak have not been completely eradicated, while the
soaring resource prices and weaker yen have placed new burdens on the
operations of SMEs. On September 9, the government determined additional
measures to combat high prices and it plans to formulate comprehensive economic
measures by the end of October. Amid such developments, the BoJ could be trying
to show its willingness to cooperate with the government in terms of corporate
financial support.
Table 2: Extended periods of Special Funds-Supplying Operations to Facilitate
Financing in Response to the Novel Coronavirus (COVID-19)

Source: MUMSS, from BoJ

(3) Implementing
unlimited
funds-supplying ops
against pooled
collateral

Along with its phased termination of special coronavirus support operations, the BoJ
announced plans to implement unlimited funds-supplying operations against pooled
collateral from the perspective of "shifting to fund-provisioning that would meet a
wide range of financing needs" (Table 3). These funds-supplying operations against
"pooled collateral," as the name implies, are backed by pooled collateral deposited
at the BoJ by financial institutions. The pooled collateral operations employ both a
variable-rate method and a fixed-rate method for determining the interest rates for
loans. BoJ determines the loan durations (within ten years) for each offer. Currently,
the BoJ is offering a two-week operation with a fixed loan interest rate of 0%. The
offer amount has remained at JPY2.0 trillion, but this new measure sets the offer
amount as "unlimited."
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The amounts of bids received for the unlimited funds supplying operations against
pooled collateral have remain below the amounts offered (= insufficient bids), so the
funding needs do not seem strong enough to warrant an "unlimited" supply of funds.
Also, these operations against pooled collateral are not subject to the "2X additions
to macro add-on balances," which the BoJ grants to (1) the fund-provisioning
measure to stimulate bank lending and (2) the coronavirus support operations
(non-government-supported loans portion). That said, as the coronavirus support
operations are phased out, funding demand for corporate bonds and other collateral
pledged to the BoJ may shift to the pooled collateral operations. This operation was
probably introduced with that point in mind.
Table 3: Unlimited funds supplying operations against pooled collateral

Source: MUMSS, from BoJ

Slight digression
from main subject:
Maximum loan
duration extended
six years ago

As a matter of fact, the current maximum loan duration of "shall not exceed 10
years" for the funds-supplying operations against pooled collateral was set six years
ago when the BoJ introduced its yield curve control policy (until that time, duration
period was "shall not exceed one year"). At that time, the BoJ introduced fixed rate
purchase operations and long-term funds-supplying operations against pooled
collateral (Table 4) as the main tools to use when it needed to curb rising long-term
JGB yields. For example, whenever the 10-year JGB yield rose to 0.25%, the BoJ
would offer 10-year zero-interest loans against pooled collateral. The (assumed)
logic is that if market participants use these zero-interest loans to buy 10-year JGBs
with a 0.25% yield from the market, they could secure loan-to-deposit spreads for
ten years and as such arbitrage trading would lower the 10-year JGB yield.
Meanwhile, the purpose for introducing unlimited funds supplying operations
against pooled collateral this time is "support financing, mainly of small and
medium-sized firms with a view to meeting a wider range of financing needs" and
not curbing long-term JGB yields. There is probably no need to read too much into
that wording, but we wanted to provide a reminder of the BoJs original intention for
extending the maximum loan period for funds supplying operations against pooled
collateral six years ago.
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Table 4: Excerpts from BoJ's Statement on Monetary Policy released following the
Board meeting at which YCC was decided (September 21, 2016)

Source: MUMSS, from BoJ

(4) Forward
guidance likely
unchanged until end
of Kurodas term

The exact wording for the monetary policy forward guidance, including that for the
BoJs easing bias, was left unchanged from that used at the previous meeting. We
thought there was potential for the BoJ to delete the wording "closely monitoring the
impact of COVID-19" as the special coronavirus support operations were scheduled
to conclude at the end of September. We also felt that the Bank could potentially tie
its easing bias to "uncertainties" and other factors. We think that the need to revise
its forward guidance did not arise this time due to the decision to push back
termination of the special coronavirus support operations to the end of March 2023.
This would suggest that the current wording of the Banks forward guidance could
remain unchanged for the remainder of BoJ Governor Haruhiko Kurodas term in
office, which will end on April 8, 2023.
The results of the September meeting, particularly the announcements that the BoJ
will (1) phase out the special coronavirus support operations rather than terminating
them outright and (2) provide unlimited amounts of funds under its funds-supplying
operations against pooled collateral left us with the impression that Japans central
bank is "dovish." The difference between the approaches taken by the BoJ and the
accelerated rate hikes among overseas central banks has become even more
pronounced. Speculation about potential BoJ policy revisions will likely resurface at
each Monetary Policy Board meeting until global inflationary pressures recede and
the FRB stops hiking rates.

Naomi Muguruma
Chief Fixed Income Strategist
14:00 JST, September 22, 2022
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