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MNI POV (Point Of View): Ensuring Corporate Liquidity & 
Not Much Else 
 
The BoJ’s June meeting should ultimately prove to be a very bland affair, with no changes in monetary policy 
expected. There are also no expectations for tweaks to the Bank’s overarching economic view and forward 
guidance, as it continues to fight the well-documented disinflationary forces in play in Japan. 
 
Expect arch-dove Kataoka to cast his usual dissenting votes in favour of more powerful easing, with most looking 
for the remaining reflationists to vote in line with the broader consensus. 
 
10-Year JGB yields have fallen since the BoJ formally outlined its permitted 10-Year JGB yield trading band for the 
first time (at the end of its March meeting and highly anticipated monetary policy review), with U.S. Treasury yields 
retracing from their recent extremes over the same period. While the trajectory and direction of the move back 
towards the 0% mark (the mid-point of the permitted band) will not faze the Bank, it will want to see a greater 
variance in intraday moves. Also, the fact that several benchmark bonds have failed to trade on some days since 
the March meeting will be a source of (at least) some concern, given its appetite to promote smoother market 
functioning. 
 
Outside of the usual plethora of monetary policy settings and forward guidance, most look for the Bank to extend 
the life of its special program to support financing in response to COVID-19 by 6 months (currently set to expire 
come the end of September). The Bank could of course delay this move until the July decision, but the 
government’s recent move to extend the life of its own support measures for corporate finance through the end of 
the year means that there is little reason to push back any such move. An extension of the Bank’s support for 
corporate finance would also dovetail nicely with government policy surrounding the matter, creating a more holistic 
environment. 
 
In sum, not much has changed since March and the Bank is set to be on hold for the foreseeable future as it looks 
to generate inflationary forces. 
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MNI State Of Play: BoJ To Look Through Sluggish Service 
Sector 
 
By Hiroshi Inoue 
 
TOKYO (MNI) - The Bank of Japan will again point to a recovery in the second half of 2021, boosted by a roll out of 
the vaccine programme, although policymakers will use this week's Board meeting to highlight that the economy 
has been weaker-than-expected in recent weeks, with the ongoing health emergency weighing on the service 
sector of the economy. 
 
Despite the ongoing state of emergency that keeps many social distancing measures in place, the BOJ will likely 
stand pat on monetary policy as its baseline recovery scenario remains intact 
 
The outlook for household spending is expected to be lowered, as the face-to-face services sector, particularly in 
the hospitality industry, is likely to remain in the doldrums for the rest of Q2. 
 
UNCHANGED 
 
Although policy settings will remain on hold, the BOJ is set to extend its lending facilities supporting smaller firms, 
which is currently set to end on Sept. 30, and could move as early as the June meeting -- the government has 
already extended its zero rate, no collateral loans scheme by 6 months to the end of this year. 
 
Bank economists expect auto makers to be hit by the shortage of semiconductors in May and June, putting 
downward pressure on production and exports, although the overall impact could be eased by solid demand for 
capital goods excluding transport equipment. 
 
As the vaccine rollout picks up pace across Japan, private consumption is expected to recover at some point in H2, 
although BOJ economists see the recovery pace and strength are difficult to predict particularly how much pent-up 
demand is likely to flow through. 
 
Outside the hospitality sector, many businesses in manufacturing and in some non-manufacturing firms, are 
already their fortunes recovering, the Bank's regional officers have noted.. 
 
CAPEX REVISIONS 
 
Bank economists now await the upcoming June Tankan to gauge whether capital investment plans are revised 
revised up from March, as normally happens, to gauge whether a virtuous cycle is still in place in the corporate 
sector. Capex plans by major firms are expected to rise 3.0% this fiscal year, above the historical average. 
 
If capex plans aren't revised higher, it will undermine the BOJ's baseline scenario, concerning bank officials that the 
could be a pause or a reversal to the virtuous cycle from income to spending. 
 
However, overall bank officials expect capex to kick off a fresh cycle of growth, supported by improved corporate 
profits, accommodative financial conditions and an expected pick up in GDP growth rates. Weak revised capital 
investment in Japan's gross domestic product for the first quarter is overshadowing an optimistic view on capex 
held by bank officials, but the BOJ will not change its assessment before the release of the June Tankan survey. 
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MNI INSIGHT: BoJ Sees Policy As Effective If JGB Yields 
Higher 

 
By Hiroshi Inoue 
 
TOKYO (MNI) - Bank of Japan officials believe the policy framework reviewed in March will be effective even if 
upward pressure on Japanese government bond yields strengthens due to a change in market and economic 
conditions, MNI understands. 
 
The BOJ is tolerant of a drop in JGB yields but its reviewed policy framework, which includes fixed-rate purchases 
for consecutive days, has highlighted its priority to keep the yield curve at low levels amid the coronavirus. The 
government is likely to issue additional JGBs as part of stimulus packages ahead of an expected move by Prime 
Minister Yoshihide Suga to dissolve the Lower House in September for a general election. 
 
FED INFLUENCE 
 
However, JGBs tend to be strongly influenced by U.S. Treasuries and yields will be kept in check by the view of the 
Federal Reserve and market players that the recent rise in consumer prices is temporary. 
 
Bank officials do not see the BOJ's huge JGB holdings, referred to as the "stock-effect," as impacting its reputation 
in the market. But they want to create an environment that encourages market players to buy and sell JGBs based 
on the outlook for economy and prices and not based on BOJ operations.  
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Sell-Side Views 

 
Bank of America: This should be a non-event. We expect the board to maintain the status quo on all key policy 
settings, including the +/-25bp band around the zero percent, 10-year yield target and ceilings for risk asset 
purchases. Reflecting the lingering threat of COVID to growth and corporate financing, the BoJ board will likely 
extend the September 2021 deadline for its "Special Program to Support Financing in Response to the Novel 
Coronavirus" by another six months. The pandemic-relief, which was introduced in May 2020, consists of (1) 
purchases of CP and corporate bonds; (2) special funds-provisioning measures to support financing, mainly of 
small and medium-sized firms. Total balances for the COVID-related funds-provisioning measures stood at 
JPY68.6tn (12.6% GDP) at the end of May, underscoring their importance for the economy. 
 
Barclays: We expect the BoJ to wrap up the MPM with a majority decision to retain current monetary policy 
centered around yield curve controls (YCC). With financial conditions remaining accommodative and stable, we 
expect support for the current policies even from most of the reflationist members of the Policy Board. At the same 
time, we expect the BoJ to extend the Special Program to Support Financing in Response to the Novel Coronavirus 
(COVID-19) by around six months from the currently scheduled end-date of September. The summary of opinions 
from the April MPM indicated a view that “it is necessary to proceed with discussions on whether to extend the 
duration” of the program “while taking into account such factors as the environmental changes surrounding 
corporate financing,” suggesting an extension was already under consideration at that stage. Separately, the 
deadline to apply for effectively zero-interest uncollateralized finance through government lenders was extended on 
25 May. Given the economic slowdown/recession under the state of emergency, we believe the BoJ will likely 
continue to coordinate with the government to support corporate finance. 
 
Goldman Sachs: We expect the BOJ to maintain the status quo across all monetary policy parameters. 
Meanwhile, its corporate finance support program in response to COVID-19 is due to expire at end-September. In 
view of the prolonged state of emergency, the BOJ is likely to extend it again by another six months at this meeting. 
 
J.P.Morgan: We expect the BoJ to decide on an extension of the special program to support financing in response 
to COVID-19 (purchases of CP and CBs: amount outstanding up to JPY 20tn, and special funds-supplying 
operations to facilitate financing in response to COVID-19) by another six months to the end of March 2022. This 
will be due to the fact that many firms’ activities are still restrained due to the state of emergency in major 
prefectures and the low vaccination rate (around 14%). This would be reasonable in that May bank lending 
suggested that loan demand from SMEs is still high. This would also be in line with the government’s decision in 
May to extend effectively interest-free and unsecured loans by another six months to the end of December 2021. 
As large firms’ financing demand is declining, some market participants are concerned about the BoJ’s potential 
over-presence in the CP and CB markets, but JPY 20tn (the upper limit) of CP and CBs would be achieved only in 
the event that large shocks come to the market. This extension, if realized, may be in contrast with the stance of 
the Fed partially starting to remove crisis measures, reflecting the difference of the speed of vaccination and the 
strength of the economic recovery. There is some risk that this decision will be delayed to the July MPM, but the 
decision at the June MPM is more likely to give a sense of security to firms facing COVID-19. 
 

• Aside from the extension of such corporate financing support, the BoJ likely will stay on hold. Compared to 
its views on economic growth and inflation at the April MPM, the BoJ likely will delay the timing of the 
economic recovery a bit reflecting the extension of the state of emergency until June 20, and continue to 
emphasize the downside risk of economic growth. However, while the manufacturing sector continues its 
solid recovery, it likely will expect the economic growth to start accelerating with pent-up demand for 
service consumption in a few months, assuming the state of emergency is lifted on June 20 as scheduled 
and the vaccination rate rises. Regarding CPI inflation, the BoJ likely will not change the picture that slightly 
negative growth will continue for the time being and its upward momentum will gradually appear as 
economic growth improves. 

• The BoJ is now reducing the JGB and ETF purchase amount rapidly, but this doesn’t mean a first step 
toward the exit, as the reduction of JGB purchases reflects the strong controllability of the 10yr rate and 
that of ETF purchases reflects prevention of BoJ’s financial risk and other side effects from increasing and 
preparation for future aggressive purchases when firms’ risk premia rise sharply. The BoJ likely will be the 
last DM CB to taper as the first step toward the exit, considering the BoJ’s lowest CPI inflation outlook until 
2023 among DMs. 
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• Separately, given the limit of usual interest rate control, we should check whether the BoJ will discuss the 
fund allocation channel of the monetary policy to support raising Japan’s potential growth at the Summary 
of Opinions and MPM minutes of the June MPM. Since last November’s MPM, the BoJ has discussed 
supporting corporates to strengthen their growth expectations and to raise their growth with R&D, business 
restructuring, DX, and carbon-neutral initiatives, but has not ventured into the use of monetary policy 
measures. At the April MPM a board member insisted the importance of considering necessary responses 
in line with its mandate. Deputy Governor Amamiya said that climate change is also strongly related to the 
BoJ’s mandates (price stability and financial stability) and that the BoJ would like to consider what it can do 
even from a monetary policy perspective. It is worth noting whether some Board members will start 
discussing monetary policy measures for these structural issues. 

 
Societe Generale: We expect the BoJ to keep its main monetary policy (YCC and ETF purchases) unchanged, but 
to extend “the Special Program to Support Financing in Response to COVID-19” – currently set to expire in 
September 2021 – to the end of March 2022, while emphasising its cooperation with the government. With the 
extension of the state of emergency, the business situation is becoming increasingly challenging, especially for the 
food services and accommodation industries. The government has decided to extend the deadline for businesses 
to apply to government-affiliated financial institutions for virtually interest-free and unsecured loans until the end of 
the year. The government and the BoJ will continue to do their utmost to support corporate financing. 
 

• Company demand for funds is currently settling down. However, there are uncertainties about the level of 
COVID-19 infections and the pace of the vaccination programme. In addition, it remains difficult to predict 
when profits in the customer-facing services industries will recover to pre-virus levels. 

• We believe the special programme is unlikely to be increased. The special programme is composed of 
outright purchases of commercial paper (CP) and corporate bonds, capped at JPY20 trillion, and special 
fund-supplying operations totalling JPY120 trillion, to fund loans from financial institutions on preferential 
terms. The outstanding amount of CP and corporate bonds held stood at just over half of the upper limit, 
which is set at about JPY10.5 trillion, while the amount raised by special fund-supplying operations stood at 
JPY68.6 trillion as at the end of May. 

 
TD Securities: Main focus for the BoJ meeting is whether they extend COVID aid for businesses past the current 
expiration date of Sep, with a high probability of such an announcement at this meeting. 


