
Where would BOJ’s new monetary policy settle down?  

 It is difficult for BOJ to control both “interest rates” and “quantity” at the same time. If BOJ aims to 

proactively control “interest rates”, control of “quantity” will be given lower priority. 

 Mechanism of raising inflationary expectations by “inflation-overshooting commitment” seems to need 

more deep analysis. 

 Credibility of BOJ’s new policy rests on how successful this “Yield Curve Control” turns out, though 

raising inflation seems quite challenging.  
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It is difficult for BOJ to control both “interest rates” and “quantity” at the same time. If BOJ aims to 

proactively control “interest rates”, control of “quantity” will be given lower priority 

 

     “Quantitative and Qualitative Monetary Easing (QQE) with Yield Curve Control” was introduced by BOJ on 

21st September 2016. The new policy framework consists of two components; (i) “yield curve control” and  (ii) 

“inflation-overshooting commitment” for continuing quantitative easing until price stability target is decisively 

achieved. However, it seems difficult for BOJ to operate both (i) and (ii) at once, as BOJ Governor Kuroda 

himself stated that the pace of increase in the monetary base (“quantity”) may fluctuate under implementation of 

yield curve control (“interest rate”). 

 

      As long as BOJ aims to proactively control “interest rates”, control of “quantity” should become passive. In 

fact, there was no concrete commitment of pace of quantitative easing by BOJ, despite its statement to continue 

expanding the monetary base until YoY rate of increase in the observed CPI exceeds the price stability target of 

2% and stays above the target in a stable manner, in its “inflation-overshooting commitment”. Therefore in an 

extreme case, BOJ may still meet its commitment as far as monetary base increases even by amount of JPY 

10 trillion per year, which used to be about JPY 80 trillion in the past.  

(Note)   Data period is from 1st July 2016 to 23rd September 2016.  

(Source) SMAM, based on Bloomberg L.P. data. 

(Note)    Yield of i) 10 years to 15 years, ii) 15 years to 20 years and iii) 30 years to 

               40 years are based on time distribution.  

(Source) SMAM, based on Bloomberg L.P. data. 
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Mechanism of raising inflation expectations by “inflation-overshooting commitment” seems to need more 

deep analysis 

 

We do not expect pace of monetary base increase to sharply slow down immediately.  However, decrease in 

BOJ’s JGB purchase amount is possible as long as bond market remains stable as pace of purchase becomes 

flexible going forward. Therefore, we believe monetary base expansion (“quantity”) will become relatively less 

important in future. However, “Yield Curve Control” itself is not easy to implement (Chart 1). We expect BOJ 

will make adjustments in yield curve operation after October by analyzing market reactions. 

 

     Meanwhile, BOJ reiterated its view that rise in inflation expectation rate is essential for achieving the price 

stability target of 2%, in its comprehensive assessment result announced on 21st September 2016. Accordingly, 

afore-mentioned “inflation-overshooting commitment” was introduced and period of monetary easing was 

lengthened from “until when 2% increase (YoY) in the observed CPI can sustain in a stable manner” to “until 

YoY rate of increase in the observed CPI exceeds the price stability target of 2% and stays above the target in a 

stable manner”. However, more deep analysis is required as there is no explicit explanation on mechanism of 

raising inflation expectations.  

   

Credibility of BOJ’s new policy rests on how successful this “Yield Curve Control” turns out, though 

raising inflation seems quite challenging 

 

     As to USD/JPY rate, JPY temporarily strengthened against USD to 100.10 level on 22nd September 

2016 (Chart 2). USD weakened as Federal Open Market Committee (FOMC) indicated moderate pace of interest 

rate rise going forward by postponing it on 21st September 2016. Meanwhile, we think JPY has not weaken as 

market is not confident of BOJ’s new monetary policy framework as it is still not clear whether inflation will rise 

in Japan or not.    

 

     It must be noted that monetary policy adopted this time has to be considered as a policy mix with fiscal policy. 

Lengthening the period of monetary easing and “yield curve control” are expected to offset rise of interest rate 

and JPY (crowding-out effect). However, we think both stock market and currency market will pay more 

attention on yield curve going forward, since BOJ emphasized “yield curve control” as a pillar of its new 

monetary policy.  We therefore think credibility of BOJ’s new policy rests on how successful this “Yield Curve 

Control” turns out. 

* Please note that this report is a translation of Japanese report written on 26th September, 2016. 
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Disclaimer

Please read this disclaimer carefully.
This material is for non-Japanese institutional investors only.

The research and analysis included in this report, and those opinions or judgments as outcomes thereof, are

intended to introduce or demonstrate capabilities and expertise of Sumitomo Mitsui Asset Management

Company, Ltd. (hereinafter “SMAM ” ), or to provide information on investment strategies and opportunities.

Therefore this material is not intended to offer or solicit investments, provide investment advice or service, or to

be considered as disclosure documents under the Financial Instruments and Exchange Law of Japan.

The expected returns or risks in this report are calculated based upon historical data and/or estimated upon

the economic outlook at present, and should be construed no warrant of future returns and risks.

Past performance is not necessarily indicative of future results.

ŸThe simulated data or returns in this report besides the fund historical returns do not include/reflect any

investment management fees, transaction costs, or re-balancing costs, etc.

The investment products or strategies do not guarantee future results nor guarantee the principal of

investments. The investments may suffer losses and the results of investments, including such losses, belong to

the client.

The recipient of this report must make its own independent decisions regarding investments.

The opinions, outlooks and estimates in this report do not guarantee future trends or results. They constitute

SMAM’s judgment as of the date of this material and are subject to change without notice.

The awards included in this report are based on past achievements and do not guarantee future results.

The intellectual property and all rights of the benchmarks/indices belong to the publisher and the authorized

entities/individuals.

This material has been prepared by obtaining data from sources which are believed to be reliable but SMAM

can not and does not guarantee its completeness or accuracy.

All rights, titles and interests in this material and any content contained herein are the exclusive properties of

SMAM, except as otherwise stated. It is strictly prohibited from using this material for investments,

reproducing/copying this material without SMAM’s authorization, or from disclosing this material to a third party.
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