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Currently, the Bank of Japan (BOJ) is adopting a monetary policy called quantitative and qualitative
monetary easing (yield curve control, or YCC) with manipulation of long and short interest rates. Although
this framework bears the same name as the Quantitative and Qualitative Monetary Easing (QQE), which
was introduced in 2013 under former Governor Haruhiko Kuroda, it is a framework in which the target of
market control has shifted from the monetary base to interest rates and is substantially different from
Kuroda’s QQE, which was centered on the monetary base target.

In fact, after the current YCC framework was adopted in September 2016, the volume of Japanese
government bond (JGB) purchases attracted considerable attention for a while, but after the so-called
stealth tapering, the rate of expansion of the monetary base is now hardly seen as a major problem.

Figure 1. Changes in Japanese Monetary Policy Since the Introduction of QQE
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In particular, after the transition to the administration of current BOJ Governor Kazuo Ueda and the removal
of the interest-rate section from the forward guidance, the main focus of attention on the Bank of Japan’s
policy management has shifted to developments in long- and short-term interest rates. In other words, in the
current monetary policy framework, the only variables that can be modified without determining the
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achievement of the price target are (1) the level of long- and short-term interest rates, (2) the level of interest
rates for limit operations, and (3) the policy of purchasing small amounts of assets such as exchange-traded
funds (ETFs), which is close to the traditional framework of interest-rate manipulation.!

When making policy adjustments such as interest-rate levels based on the judgment that the inflation target
has not been reached, the Bank of Japan is forced to choose between (1) making policy adjustments from a
technical perspective, as it did at the July meeting, and (2) making policy adjustments based on substantive
reasons such as economic price developments (which do not reach the inflation target). Of course, (3) there
is a way to view policy changes as a result of achieving the price target, but it is a realistic option to abolish
the YCC framework when achieving the price target, and for policy adjustments that do not reach this point,
the explanation of (1) or (2) should be used.

Here, it should be noted that in the case of a policy revision based on (1) or (2), the judgment must be fairly
qualitative and subjective, even if it is based on substantive reasons (for example, a firm economic situation
or a high price trend) as in (2). Of course, the BOJ continues to make judgments on the achievement of the
price target based on quantitative indicators such as underlying prices on the grounds of uncertainty in the
future (so to speak, based on qualitative judgments).

In other words, in predicting the Bank of Japan’s future behavior and timing, there is a limit to thinking from
the perspective of what kind of economic data will lead to policy adjustments, and it is hecessary to grasp
the criteria and views of each policy committee member.

The Bank of Japan’s official publication, “Summary of Opinions at the Monetary Policy Meeting” (hereafter,
the “Opinion”), provides an important clue when trying to gauge the views of Policy Board members and thus
the possibility of policy revision. This is an edited publication based on the “[clomments expressed by
policymakers and government officials at the Monetary Policy Meeting”, which “are summarized by the
speakers themselves within a certain number of characters”. Thus, unlike the minutes prepared by the
executive, this framework allows the Policy Board members to review summary statements in their own
words. Under current circumstances, where policy decisions are made without necessarily being based on
guantifiable criteria, it is an extremely useful source of information to learn about the views and perspectives
of Policy Board members.

For example, in July of this year, YCC flexibilities were adopted. As of June, more than half of the
respondents were bullish on the inflation situation (Figure 2). In addition, this bullish view on the price
situation has been consistent since January, when former BOJ Governor Kuroda was in power, and the
opinion at the July decision meeting was that there was finally only one bearish view on the price situation. If
we look at the opinions of the latest Monetary Policy Meeting in September, we can see that the views of the
Policy Board members on the price situation have been bullish, as the bearish opinion has remained at only
one position since July (and is thought to be by the same committee member as the bearish opinion in July).

On the other hand, among the opinions on the conduct of monetary policy, even in June, when the view on
the price situation was bullish, there were not necessarily proposals to revise the policy (maintaining the
status quo of monetary policy was unanimously approved). The current style of involvement of Policy Board
members in policy management does not necessarily indicate that they are confident and bullish on prices to
the extent that they propose opposing views, and it is likely that the initiatives of the executive have greatly
influenced the discussion.

1 In the forward guidance, neither the guidance on the framework (the guidance on the continuation of the YCC until achieving the price
target) nor the guidance on the volume (overshoot commitment to expand the monetary base to a point where actual consumer prices
continue to reach 2% above the previous year) can be revised without judgment on achieving the price target.



Figure 2: Policy Committee Members’ Views on Price
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Figure 3: Changes in the Opinions Seen on the

Executive Side

April

Although the rate of increase in the consumer price would be
over 2% for a while due to the increase of the import goods price,
the rate would go under 2% by the middle of this fiscal year,
reflecting the ceasing of price pass-throughs.

June

The rate of increase in the consumer price would decrease by
the middle of this fiscal year. There is considerable uncertainty
on the rate of increase in the consumer price, hence we need to
closely watch the continuity of wage increases.

July

The rate of the price increase would gradually decrease due to
the downward pressure caused by the decline of import goods
prices though it would face upward pressure along with the wage
increase. It would probably be after the recovery of overseas
economies.

September

Looking at the consumer price, the rate of increase in the goods
price is finally decreasing, following the decline in import goods
prices. Considering this, the rate of price increase in the goods

would gradually decrease in the future.

Source: Bank of Japan

Therefore, the content of the only remaining bearish opinion is important in predicting future policy management.
This is because the opinion is close to the official opinion of the Bank of Japan’s executive department on prices,
and is likely to have come from the governor or deputy governor. Figure 3 shows the changes since April of this
year, taking out the opinions that are closest to the Bank of Japan’s official position. Although the September
meeting continued to have a cautious tone regarding the outlook for prices, there is evidence that the BOJ has
gradually lost confidence in price developments over the second half of the year.

Given the current view of prices among policymakers, a policy revision could occur at any moment. In addition,
when policy amendments are made, they are likely to be surprise amendments by executive initiatives, such as
the July decision mentioned above. It will be necessary to pay closer attention to information dissemination on
the executive side than ever before.

Even if prices remain firm, the BOJ’s management currently believes that the sustainability of price increases is
necessary to determine whether the inflation target will be met, and the BOJ will place importance on wage
trends when assessing the sustainability of price increases. Based on this logic, it is possible to continue to
believe that the price target has not been met on the grounds of wage developments, even if price
developments continue to remain firm above 2%. Therefore, a sufficient increase in the number of members
with opinions that do not require a wage increase will also be necessary for a full-scale policy-revision decision.
Given that the BOJ is a single-mandate central bank whose sole responsibility is price stability, the number of
Policy Board members who do not place undue importance on factors other than prices will gradually increase.

In fact, the opinions of some Policy Board members are that achieving the price target is “clearly in sight”,
while others are not so bullish but say that “in order for expectations of achieving the price target to change
to confidence, in addition to corporate reform efforts, it will be necessary to strengthen business metabolism
and startup companies’ financing”, and there is an increasing number of opinions that do not necessarily
consider wage increases as a necessary condition for determining the achievement of the price target.

It should be noted that the possibility of a policy revision would be further increased if more Policy Board
members did not place undue importance on wage increases.
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Economic Outlook: 2023-2024 Forecast

Figure 1: Forecasts for Economic Growth, Inflation, and Unemployment Rates
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Real GDP growth is in QoQ annualized for U.S. and Japan, QoQ for euro area and YoY for China and India. Inflation rate is in YoY%. Inflation rate is YoY, % of core index (ex.
fresh food) for Japan, YoY % of PCE deflator for U.S., and total YoY% for the rest.

Figure 2: Forecast for Rates
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Figure 3: Forecast for FX and Oil Price

2023 2024 ‘
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

130.58 | 127.23 | 130.64 | 137.25 | 138.00 | 133.00 | 126.00 | 128.00 | 128.00
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quarter
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EUR/JIPY 148.40 | 145.67 | 158.00 | 159.76 | 162.00 | 155.00 | 149.00 | 149.00 | 150.00 | 150.00 | 162.00 | 155.00

End of
quarter
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3 Crude oil prices are averages for each period. Source: SMBC.
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