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International Commentary: Bank of Japan has its  "whatever it takes" moment, leaving interest rates 
unchanged but enhances its asset purchase program 
 
Details 
 

 The Bank of Japan's (BoJ) Policy Board left the policy interest rates unchanged but modified its asset 

purchases program. The new modified program, called "Quantitative and Qualitative Monetary Easing 

(QQE) with Yield Curve Control", has two objectives: maintaining yields on Japanese Government Bonds 

(JGBs) within a specific range, and a commitment to expanding the monetary base until CPI inflation 

exceeds 2% in a sustainable manner. 

 

 Under the yield curve control doctrine, the BoJ would purchase 10-year JGBs to ensure yields remained 

near 0%. However, the total annual purchase amount will remain unchanged at 80 trillion yen. The 

current average maturity guideline of 7-12 years will be abolished but JGBs of all maturities will still be 

purchased as part of the program. 

 

 The Bank of Japan also amended its ETF and Japanese real estate investment trusts (J-REITs) 

purchases, keeping annual purchases at roughly 6 trillion yen, but targeting 3 trillion yen at ETFs that 

track any of the following three indices: TOPIX, Nikkei 225, and JPX-Nikkei 400. The remaining 2.7 trillion 

yen of annual purchases will be targeted at ETFs that solely track the TOPIX.  

Key Implications 
 

 As we mentioned in our recent note on Japan, what the Bank of Japan needed was its own "whatever it 

takes" moment – one that would echo the ECB's 2012 pledge whereby President Mario Draghi declared a 

commitment to do whatever it takes to ensure the survival of the euro and to bring inflation back to target. 

Overnight, the Bank of Japan has done just that, with its open-ended commitment to expanding the 

monetary base until inflation overshoots the 2% target. Nevertheless, markets appear unimpressed with 

the new program. Despite initial enthusiasm that sent the USDJPY higher by about 1%, the yen has since 

reversed course, and is down about 1% on the day, suggesting that the BoJ has its work cut out for it in 

order to weaken the yen.  

 

 While on the surface the yield curve control doctrine appears novel, it's largely a reverse operation twist 

that markets were chatting about for the last few weeks. This implies that the BoJ will shift focus away 

from purchasing longer-term assets and instead work on the shorter end of the curve, including taking its 

deposit rate deeper into negative territory. Ultimately the BoJ seeks to increase the stimulative nature of 

its program by reducing short-term interest rates while ensuring that the yield curve maintains an upward 

slope that is consistent with anchored inflation expectations at the 2% target. 

 

 In their optimistic assessment of the effectiveness of monetary policy over the last few years, the BoJ 

revealed that the current output gap is estimated to be around 0%, and that their estimate of the real 

neutral rate of interest is also 0%. However, the failure of inflation to move towards the 2% target 

suggests that the real neutral rate has been much more negative, implying that monetary policy may not 
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have been accommodative enough in the past so as to stimulate aggregate demand and spur inflationary 

pressures.  

 

 The BoJ blamed the failure to achieve its annual inflation target of 2% on the fall in oil prices, the dramatic 

decline in consumption following the 2014 VAT hike, disinflation abroad, and the fact that inflation 

expectations in Japan were formed by assuming yesterday's rate of price growth would continue in the 

future. Once again, the BoJ's assessment of the 0% output gap seems overly optimistic. The current 

weakness in core inflation is more consistent with an economy that continues to exhibit excess supply 

instead of one that has absorbed it all. 

 

 With these tweaks to its policy toolkit, the BoJ hopes to squeeze more stimulative power of its asset 

purchase program. Together with fiscal stimulus and structural reforms intended to push trend growth 

higher, Japan appears to be finally getting serious about escaping its deflationary trap. 
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