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MNI POV (Point Of View): Keeping Things Liquid 
 
The Bank of Japan’s December meeting should provide a relatively sedate end to the calendar year, rounding off a 
tumultuous 2020. 
 
The Bank is set to leave its benchmark interest rate, 10-Year JGB yield target and broader asset purchase 
schemes unchanged. The Bank is also set to reaffirm its own brand of forward guidance, alongside its willingness 
to provide further easing, if required. 
 
We should expect the traditional dovish dissent from board member Kataoka. 
 
Focus falls on the potential for an extension of the Bank’s corporate liquidity provisions. Such a move is now 
expected, with most looking for a 6-month extension of the scheme, through September 2021. We would argue that 
the horizon of the extension that the Bank selects is relatively inconsequential, assuming it does extend the 
deadline beyond the current sunset of March 2021, as it will not represent a hard deadline for the scheme as it can 
always be extended/expanded. 
 
On the market side of the equation, 10-Year JGB yields have moved towards the mid-point of the Bank’s permitted 
range (0%) in recent weeks, while the curve has steepened, which will no doubt please the Bank (although a lower 
than potential issuance burden surrounding the latest supplementary budget has seen curves move off of their 
respective steeps). 
 
USD/JPY has consolidated below Y105.00 in recent weeks. The Bank hasn’t expressed anything in the way of 
notable discontent re: the move in the cross, as its velocity hasn’t been particularly fierce and has come against the 
backdrop of a generally softer USD. 
 
Looking ahead, expect the Bank to continue to provide ultra-loose monetary policy settings, as it looks to foster a 
steeper JGB yield curve and support the domestic economy as authorities grapple with the latest local spike of 
COVID-19 cases. 
 
Market participants continue to doubt the efficacy of any potential additional monetary loosening from the Bank, but 
trust that it will ensure its current ultra-loose settings remain in play for the foreseeable future. That means that 
focus is well and truly on the fiscal side of the coin at present, with Suga’s government looking to do what it can to 
support the economy. 
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MNI Preview: BOJ To Hold, Extend Facility; Jan Review 
Eyed 
 
By Hiroshi Inoue 
 
TOKYO (MNI) - The Bank of Japan board will likely stand pat on monetary policy when it meets next week but it's 
almost certain to extend the bank's lending facilities as it moves in lockstep with the government to prevent 
recession from returning and focuses on easing corporate funding strains, MNI understands. 
 
The central bank's current lending facilities are due to expire March end. The length of the extension will be closely 
watched - estimates are for six months - and whether the BOJ eases their criteria given the severe hit to the service 
sector from social distancing rules. 
 
The government announced additional economic stimulus measures on Tuesday to stop the economy from falling 
into a recession amid the upswing in coronavirus cases. 
 
Downside risks to the economy and prices remain large and the economy is likely to slow in coming months with 
reduced movement impeding economic activity. However, BOJ officials will keep the baseline scenario that the 
economy is likely to follow an improving trend. 
 
The central bank's two-day policy-setting meeting ends Dec. 18. 
 
OUTLOOK 
 
The BOJ board will review the medium-term outlook for economic growth and the inflation rate at its next meeting 
on Jan. 20-21 based on economic data available at that time. 
 
Bank officials are worried that prolonged economic weakness will restrict capital investment and increase the 
likelihood that businesses may lower retail prices to boost demand. The results of the BOJ's December Tankan 
business sentiment survey due Monday will be crucial in that regard. 
 
The BOJ will also incorporate the impact of the third supplementary budget into its outlook report. The cabinet on 
Tuesday approved a stimulus package worth roughly JPY73.6 trillion, aiming to shore up the economy. 
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Analysts’ Key Comments 
 
Barclays: Like much of the market, we expect the BoJ to extend its the Special Funds-Supplying Operations to 
Facilitate Financing in Response to the Novel Coronavirus (COVID-19), which was introduced in March and 
originally scheduled to conclude at end-March 2021. While supporting corporate finance, the BoJ will likely also 
continue its passive financial support of fiscal expansion through quantitative easing (QE) and yield curve controls 
(YCC). We retain our outlook for the BoJ to stick with current monetary policy while remaining biased toward further 
easing. 
 
Bank of America: The Bank of Japan (BoJ) wraps up its last policy meeting of the year on 18 December. We 
expect the board to leave its targets for rates and asset purchases unchanged. The economy faces short-term 
headwinds due to the COVID-19 third wave and inflation is expected to stay weak for the foreseeable future. 
However, the BoJ is cognizant of the limits of monetary policy in stimulating growth and inflation; reflecting this, its 
policy focus has gradually shifted over the years toward (1) keeping financial conditions loose for as long as 
possible so that the economic recovery can take root, while (2) reducing the side effects of these "low for even 
longer" policies. 
 

• In keeping with these aims, the BoJ is widely expected to extend the deadline for its COVID-19 corporate 
funding support program this week. The program, which was first rolled out in March and expanded over 
the course of the COVID-19 crisis, comprises (1) enhanced targets for commercial paper (CP) and 
corporate bond purchases, and (2) special funds-supplying operations to facilitate financing in response to 
the pandemic. Reflecting the stabilization of the economy since the spring, utilization of these facilities has 
slowed in recent months. Meanwhile, the December Tankan showed that financial conditions remain loose, 
and Japan Inc., as a whole, boasts healthy balance sheets. However, the facilities continue to serve as a 
powerful backstop for corporate funding, making it a relatively easy and low-cost decision to extend the 
program from its current deadline of March 2021 to at least September 2021. 

 
Commerzbank: Like his colleagues in other central banks, BoJ Governor Kuroda sees fiscal policy as the key to 
combating the consequences of the corona pandemic. In his view, fiscal measures are better suited to cushioning 
the short-term consequences of the crisis and the impact of weaker foreign demand, even if the country's limited 
fiscal room for manoeuvre requires "smart spending". 
 

• The BoJ has assured that it will take new measures if necessary. However, the BoJ is unlikely to change 
policy at its meeting on December 17-18. The yield curve control policy will continue to keep 10-year yields 
at 0.1%, while the target for securities purchases is likely to remain the same (an annual purchase target of 
80 trillion yen for government bonds and 12 trillion yen for equity ETFs). The BoJ currently has ETFs in its 
portfolio worth 35 trillion yen, equivalent to just under 7% of gross domestic product. If the interim price 
gains are taken into account, the BoJ is in the process of replacing the state pension fund GPIF as the 
country's largest shareholder. Moreover, the BoJ already holds half of the outstanding government bonds. 

• The economy is just recovering from the deep corona collapse. A revival in world trade is helping in this 
regard. As far as inflation is concerned, however, reaching the 2% target is moving further and further into 
the distance. In October the inflation rate (excluding fresh food) was -0.7%. The November price data for 
the greater Tokyo area point to an even lower rate in November. 

 
Goldman Sachs: We expect the BOJ to maintain the status quo across all monetary policy parameters, including 
short- and long-term policy rates (yield curve control), asset purchase programs (JGBs, ETFs, etc.), and forward 
guidance. 
 

• The BOJ might start to be concerned if the yen appreciates further, after breaching the ¥105/USD handle 

of late. However, exports, which are susceptible to forex, have rebounded firmly on the back of a robust 

global recovery. Moreover, share prices have risen markedly, despite the yen's appreciation. As such, the 

BOJ's tolerance for yen appreciation at present is likely to be higher than it was previously, in our view. 

• Amid this situation, market interest in the next MPM will likely focus on whether the BOJ extends the 

corporate finance support program in response to COVID-19, which provisionally was to run through until 

the end of March 2021. While we have argued that the extension would be only a matter of time, we expect 
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the BOJ to do so at the next MPM. Our baseline is a 6-month extension, but a 12-month extension is a 

possibility. 

• This program is made up of a special operation to support corporate financing and an increased purchase 

budget for commercial paper and corporate bonds. The balance of the former operation is still rising, albeit 

at a slower pace recently. Under this operation, the government provides companies with not only the 

interest payable on loans but also assurances from credit guarantee associations, while the BOJ provides 

liquidity to financial institutions, which actually extend loans to companies. We think that these 

advantageous conditions are stimulating financial institutions' incentive to lend, but at its core the continued 

usage of the program should reflect strongly-rooted demand for funds, chiefly among SMEs. 

• Uncertainty surrounding the economic recovery path is still heightened, with a resurgence in COVID-19 

infections recently. Under these circumstances, the BOJ feels that its mission is to prevent, as far as 

possible, the bankruptcy of SMEs, in particular, which could eventually scar the economy, by ensuring the 

smooth implementation of the corporate finance support program as before, in our view. Also, the BOJ 

likely wants to demonstrate that it is coordinating with the government by extending the program, following 

the government's announcement of a new economic stimulus package on December 8. 

J.P.Morgan: We expect the BoJ will extend the expiration date of the special program of up to JPY 140tn in total to 
support financing of firms and others in response to COVID-19 for six more months, from March 2021 to 
September 2021. Since the last meeting, both the demand for special funds-supplying operations and the issuance 
amount of CPs and CBs have remained at relatively high levels despite a significant slowdown of the growth pace. 
Furthermore, the number of COVID-19 cases in Japan has accelerated since late November, creating high 
uncertainty about the future course of COVID-19.  
 

• We don’t expect the BoJ to expand the upper bound of the amount outstanding for each program because 

it has already included all the pooled collateral for the BoJ’s funds-supplying operations and has expanded 

the maximum amount of loans for each counterparty to include the sum of the amounts which each 

counterparty makes through the government’s support program. In addition, the BoJ has so far used only 

around JPY 50tn out of JPY 120tn for special funds-supplying operations and around JPY 10tn out of JPY 

20tn for purchases of CPs and CBs, maintaining ample capacity to use more. With this extension, the BoJ 

would not need to revise the rate-path forward guidance which is linked to COVID-19 until next September 

as well. However, this action would not directly stimulate inflation. The BoJ believes that the current three-

pillar approach (supporting corporate financing, stabilizing financial markets, and reducing the risk premium 

of risk assets) is the most effective measure for the Japanese economy when it is not fully out of the 

COVID-19 crisis, and that it is impossible to quickly push inflation closer to the target level during this 

period. 

• The Bank seems to think that the more the low-for-long interest policy is prolonged, the more it has to pay 

attention to the potential side effects of the low rate policy. Indeed, the BoJ is concerned about the long-

term impact of declining profitability through domestic deposit-taking and lending activities and of structural 

factors like population decline on regional financial institutions, and decided as its financial system policy to 

introduce a special deposit facility on November 10, in which it will pay additional remuneration to the 

current account balances held by regional financial institutions to strengthen their business foundations so 

that they may firmly support regional economies and smoothly fulfill their function of financial 

intermediation. 

• Some board members also seem to think that while the government is actively promoting various reforms, 

some of which can be painful, monetary policy should act as a safety net by providing accommodative 

financial conditions. From these perspectives, it becomes more difficult to conduct deeper NIRP, much less 

the long-term rate target, unless large risks materialize in the economy. This would of course leave 

questions about the BoJ’s stance for raising inflation closer to the target over a reasonable time span, but 

fortunately, many Japanese market participants do not expect more aggressive easing anymore because 

they recognize that the BoJ has already conducted a lot of easing measures and actually faces limited 

room for further easing without producing side effects. 

Mizuho: We expect a majority of members will vote to maintain current policy settings. However, the Bank is likely 
to vote for a six-month extension of the special program to support financing in response to COVID-19, which is 
currently set to end on 31 March 2021; several media outlets have carried preview articles to that effect. We think it 
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would make sense for the Bank to extend the program now rather than waiting until next year since it will want to 
move in step with the government's latest stimulus package, which was approved on the 8th. 
 
Societe Generale:  
 
We expect the BoJ policy board to maintain the current easing framework. 
 

• With economic activity within Japan remaining resilient and signs of an economic crisis remaining low, we 
also do not expect any changes to the bank’s special programmes implemented in response to COVID-19. 
With no major change on the economic front, we expect the BoJ to maintain its easing bias and continue to 
emphasise its stance that “the Bank will closely monitor the impact of COVID-19 for the time being and will 
not hesitate to take additional easing measures if necessary.” 

• Economic fundamentals have remained resilient despite the COVID-19 impact lasting longer than we had 
anticipated at the onset of the pandemic. At the September policy meeting, the bank revised up its overall 
economic assessment, from the economy being in an “extremely severe situation” to the economy “has 
started to pick up with economic activity resuming gradually”. It also revised up its export and industrial 
production assessment, and simultaneously revised up its assessment of overseas economies as having 
”started to pick up from a state of significant depression”. With the patient count not increasing significantly, 
the need for the government to reintroduce draconian containment measures continues to remain low. At 
the same time, the government’s programmes to stimulate economic activity, including subsidies for 
tourism and eating out, seem to be having their intended effects. The economic data continues to point to 
an improvement in the economy, with further signs of strength since the September meeting. As a result, 
the downside risk to economic activity further weakening under the current state of COVID has likely 
decreased further. 

• We expect no major changes to the economic and risk assessment nor the outlook in light of the continuing 
strengthen in the economic data. The GDP and CPI forecasts could be slightly revised down given the 
continuing delay in the rebound in public investment and the technical headwinds to prices coming from 
government policies to stimulate economic activity. However, the underlying belief among the BoJ policy 
board members regarding the direction of the economy has likely not changed. The consensus view is that 
the economy has avoided a L-shaped recovery and that fiscal policy holds the key to whether a V-shape 
recovery will materialise. 

• More than a month has passed since PM Suga came to power, succeeding the seven-year administration 
under PM Abe. The new government’s message continues to be that it supports the Abenomics framework 
of easy fiscal and monetary policy to revive inflation and sustainable reaccelerate growth. Meanwhile, since 
PM Abe’s resignation, Governor Kuroda has continued to emphasise that the BoJ is committed to keeping 
its side of the joint commitment to achieve the 2% inflation target, as stated in the joint policy statement in 
2013. With Governor Kuroda’s term lasting until April 2023, and all members of the policy board supporting 
the current policy objective and direction, the hurdle to change the composition of the policy board to create 
a new majority to alter the current policy framework remains very high. Thus, we continue to believe the 
likelihood that the current policy direction will change anytime soon remains low. 

• However, with central banks around the world continuing to indicate they will remain accommodative for 
longer, the hurdle for the BoJ to adjust its easing policies has likely risen. 

 
TD Securities: 
 
The BOJ should be keep its main policy tools unchanged and downgrade its inflation forecast. With another wave 
of COVID cases surging across the world, the BOJ is likely to express a more cautious tone since its last meeting. 
The build in corporate profits prior to the pandemic is now eroding rather precipitously, which could prompt new 
avenues of BOJ support down the line. 


