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e The Bank of Japan announced to expand
the purchases of risky assets at today’s
meeting, including ETFs, REITs, CPs and
corporate bonds.

e The BOJ will also establish a new lending
program to help corporate financing

e Given the high degree of economic and
financial market uncertainties, further
easing remains likely

o Implication for our forecasts: We
maintain the forecast of a 10bps cut in
the short-term policy rate in 1H20.
Additional fiscal stimulus is also
expected ahead

Following the US Fed’s emergency policy move
overnight, the Bank of Japan (BOJ) brought
forward its regular meeting by two days and
announced a set of measures to support the
economy hit by COVID-19. These include:

1) Double the pace of ETF and REIT
purchases to JPY 12tn and JPY 180bn per
annum, respectively

2) Raise the upper limit of CP and
corporate bond purchases by JPY1tn
each, to JPY3.2tn and JPY4.2tn
respectively

3) Introduce a new lending program,
providing commercial banks with one-
year, zero interest rate loans using

corporate debt as collateral (JPY8tn)

The short-term and long-term interest rate
targets, however, were left unchanged at -0.1%
and 0% respectively. The quantitative target of
JGB purchases was also kept unchanged, at
“around JPY80tn” per annum.

An initial response to recession and deflation
risks

From the macro perspective, the BOJ is
responding to the risks of economic recession
and deflation caused by the COVID-19
outbreak. GDP growth already fell sharply by -
7.1% QoQ saar in 4Q19, dragged by the
consumption tax hike and typhoon. Growth
looks set to contract further in 1Q20, as the
COVID-19 epidemic hurts both overseas and
domestic demand. Exports to major markets
are likely to decline on a broad basis in 1Q20, as
the COVID-19 related disruptions spread from
China/Asia to Europe and the US. Domestic
consumption would also be hit badly, given the
steady rise in infection cases in Japan, the sharp
decline in the Nikkei, as well as the news about
a possible delay/cancelation of Tokyo Olympics.
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The BOJ’s monetary policy framework

Quantitative and Qualitative Easing

Yield Curve Control

Corporate

JGBs ETFs REITs Short-term Long-term
bonds
(JPYtn, (JPYtn, (JPYbn, (JPYtn, (%) (%)

per annum) per annum) per annum) outstanding) outstanding) ? 5
2013/04 60-70 1 30 3.2
2014/10 80 3 90
2015/12 33
2016/01 0.1
2016/07 6
2016/09 About 80 Around 0 (x10bps)
2018/07 Around 0 (+20bps)
2020/03 12 180 4.2

Sources: BOJ, DBS

On the prices front, Core CPI in Tokyo already
dropped notably to 0.5% YoY in Feb20, down
from 0.8% in Dec19. The ongoing deterioration
in the output gap and the collapse in oil prices
will likely bring deflation/deflation expectations
in the months ahead. Meanwhile, the Fed
slashed rates to zero and restarted QE at its
emergency meeting overnight. Aggressive
easing by the Fed could induce appreciation
pressure on the yen versus the dollar, which in
turn, compounds deflation pressures in Japan.

What’s the next?

Still, the BOJ’s policy decision failed to impress
investors today. The Nikkei closed 2.5% lower.
And the USD/JPY dropped by 1.4% to 106.4 as
of the time of writing. For now, the BOJ remains
cautious about pursuing more radical easing
measures — deepening the negative interest
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in focus

rate policy (NIRP), probably due to concerns
about the adverse impact on banks’ earnings.

Given the high degree of economic and financial
market uncertainties, we think further easing
remains likely in the months ahead. We
continue to expect a 10bps cut in the short-
term policy rate in 2Q20, which would be
accompanied by counteracting measures to
mitigate the side-effects on the banking sector.

Fiscal stimulus is also on the cards. The cabinet
has approved a sizeable supplementary budget
worth JPY4.5tn (0.8% of GDP) in Decl9, to
cushion the impact of the earlier consumption
tax hike and typhoon disaster. With Abe’s
government vowing to take bold steps to beat
the COVID-19 fallout, extra spending of JPY5-
10tn could be expected ahead.

8BDBS

Page 2


https://www.dbs.com.sg/treasures/aics/templatedata/article/generic/data/en/GR/022020/200217_insights_japan.xml
https://www.dbs.com.sg/treasures/aics/templatedata/article/generic/data/en/GR/022020/200217_insights_japan.xml
https://www.dbs.com.sg/treasures/aics/templatedata/article/generic/data/en/GR/022020/200206_insights_asia.xml
https://www.dbs.com.sg/treasures/aics/templatedata/article/generic/data/en/GR/022020/200206_insights_asia.xml
https://www.dbs.com.sg/treasures/aics/templatedata/article/generic/data/en/GR/022020/200206_insights_asia.xml
https://www.dbs.com.sg/treasures/aics/templatedata/article/generic/data/en/GR/022020/200206_insights_asia.xml
https://www.dbs.com/aics/templatedata/article/generic/data/en/GR/032020/200304_insights_asia.xml
https://www.dbs.com/aics/templatedata/article/generic/data/en/GR/032020/200304_insights_asia.xml
https://www.dbs.com/aics/templatedata/article/generic/data/en/GR/032020/200304_insights_asia.xml
https://www.dbs.com/aics/templatedata/article/generic/data/en/GR/032020/200304_insights_asia.xml

Japan: BOJ expands risky asset purchases

March 16, 2020

Group Research
Economics & Macro Strategy

Taimur Baig, Ph.D.
Chief Economist - G3 & Asia
+65 6878-9548 taimurbaig@dbs.com

Chang Wei Liang
Strategist
+65 6878-2072 weiliangchang@dbs.com

Nathan Chow
Strategist - China & Hong Kong
+852 3668-5693 nathanchow@dbs.com

Eugene Leow
Rates Strategist - G3 & Asia
+65 6878-2842 eugeneleow@dbs.com

Chris Leung
Economist - China & Hong Kong
+852 3668-5694  chrisleung@dbs.com

Ma Tieying, CFA
Economist - Japan, South Korea, & Taiwan

Radhika Rao
Economist — Eurozone, India, & Thailand
+65 6878-5282 radhikarao@dbs.com

Irvin Seah
Economist - Singapore, Malaysia, & Vietnam
+65 6878-6727 irvinseah@dbs.com

Samuel Tse
Economist - China & Hong Kong
+852 3668-5694 samueltse@dbs.com

Duncan Tan
FX and Rates Strategist - Asean
+65 6878-2140 duncantan@dbs.com

Philip Wee
FX Strategist - G3 & Asia

+65 6878-2408 matieying@dbs.com +65 6878-4033 philipwee@dbs.com

Sources: Data for all charts and tables are from CEIC, Bloomberg and DBS Group Research (forecasts and transformations).

GENERAL DISCLOSURE/ DISCLAIMER (For Macroeconomics, Currencies, Interest Rates)

The information herein is published by DBS Bank Ltd and PT Bank DBS Indonesia (collectively, the “DBS Group”). It is based on information obtained
from sources believed to be reliable, but the Group does not make any representation or warranty, express or implied, as to its accuracy, completeness,
timeliness or correctness for any particular purpose. Opinions expressed are subject to change without notice. Any recommendation contained herein
does not have regard to the specific investment objectives, financial situation & the particular needs of any specific addressee. The information herein
is published for the information of addressees only & is not to be taken in substitution for the exercise of judgement by addressees, who should obtain
separate legal or financial advice. The Group, or any of its related companies or any individuals connected with the group accepts no liability for any
direct, special, indirect, consequential, incidental damages or any other loss or damages of any kind arising from any use of the information herein
(including any error, omission or misstatement herein, negligent or otherwise) or further communication thereof, even if the Group or any other person
has been advised of the possibility thereof. The information herein is not to be construed as an offer or a solicitation of an offer to buy or sell any
securities, futures, options or other financial instruments or to provide any investment advice or services. The Group & its associates, their directors,
officers and/or employees may have positions or other interests in, & may effect transactions in securities mentioned herein & may also perform or
seek to perform broking, investment banking & other banking or financial services for these companies. The information herein is not intended for
distribution to, or use by, any person or entity in any jurisdiction or country where such distribution or use would be contrary to law or regulation.
Sources for all charts & tables are CEIC & Bloomberg unless otherwise specified.

DBS Bank Ltd., 12 Marina Blvd, Marina Bay Financial Center Tower 3, Singapore 018982. Tel: 65-6878-8888. Company Registration No. 196800306E.
DBS Bank Ltd., Hong Kong Branch, a company incorporated in Singapore with limited liability. 18 Floor, The Center, 99 Queen’s Road Central, Central,
Hong Kong.

PT Bank DBS Indonesia, DBS Bank Tower, 33rd floor, Ciputra World 1, Jalan Prof. Dr. Satrio Kav 3-5, Jakarta, 12940, Indonesia. Tel: 62-21-2988-4000.
Company Registration No. 09.03.1.64.96422

8BDBS page 3




