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Daiwa’s View 

Implementation of double backstops 

 BOJ to strengthen control of front end via two tools 

 

Happy New Year! Your continued support for Daiwa’s View is greatly appreciated. 
 
Implementation of double backstops 

Of the many operations conducted by the BOJ at the end of last year, the most surprising 
were the “Funds-Supplying Operations against Pooled Collateral” (to be conducted on 4 
Jan), which will offer Y1tn in loans with a duration of two years. Since the introduction of the 
yield curve control (YCC) policy, the BOJ has used fixed-rate purchase operations when 
defending the upper limit of yields. Fixed-rate funds-supplying operations—one of the 
‘double backstops’ put in place when the YCC policy was introduced—was set aside as an 
option for later use. It is noteworthy that the BOJ has finally decided to conduct the fixed-rate 
funds-supplying operations, and that it is being done in the form of 2-year loans. 

 
Conduct of Funds-Supplying Operations Against Pooled Collateral (4 Jan 2023) 

 
Source: Reprinted from BOJ materials. 

 
When the BOJ decided to introduce the YCC policy in September 2016, it introduced two 
tools: (1) fixed-rate purchase operations and (2) fixed-rate funds-supplying operations for 
periods of up to ten years1. As we can see from this, fixed-rate funds-supplying operations 
are one of two powerful tools (the other being fixed-rate purchase operations). Its use in this 
case will have the effect of pulling yields with residual maturities of up to two years towards 
0%. 
 

 New Framework for Strengthening Monetary Easing: "Quantitative and Qualitative Monetary Easing with Yield Curve Control" 
(21 Sep 2016) 

The Bank decided to introduce the following new tools of market operations so as to control the yield curve smoothly. 
(i) Outright purchases of JGBs with yields designated by the Bank (fixed-rate purchase operations) 
(ii) Fixed-rate funds-supplying operations for a period of up to 10 years (extending the longest maturity of the operation from 1 year at present) 

 
One characteristic of these fixed-rate funds-supplying operations is that it allows investors to 
ensure that yields are effectively contained, even if they don’t think the BOJ will continue this 
policy. (The other characteristic is that is does not result in an increase in the amount of 
JGBs held by the BOJ.) With these operations, two-year funds are raised at an interest rate 
of 0%. So, if financial institutions using the operations buy JGBs carrying positive yields in 
maturities corresponding to the loan period, they will be able to secure risk-free profit 
margins. (Purchases of JGBs can be made without any concerns about collateral bonds to 
the BOJ as purchased JGBs can be used as collaterals.) 

                                                                    
1 More specifically, the longest maturity for fixed-rate funds-supplying operations was subsequently extended from the original one year to ten 
years. 
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 Daiwa’s View: 4 January 2023 

In that sense, it can be said that fixed-rate funds-supplying operations are the most 
suitable tool for yield control in the current yen bond market, where doubts and concerns 
have been mounting since the BOJ surprisingly decided to widen the trading band at the 
December meeting. Combined with fixed-rate purchase operations, fixed-rate funds-
supplying operations for a period of up to two years expresses the BOJ’s intention to 
defend at all cost the front end of the curve, which has a strong easing effect. 
 

 A countermeasure against further turmoil? 
Among the opinions on economic and financial developments in the Summary of Opinions 
at the Monetary Policy Meeting on 19-20 December (released on 28 Dec 2022), a 
statement was made regarding prices indicating “progress toward achieving a situation 
where Japan's economy will not return to deflation.” The wording “Japan's economy will not 
return to deflation” is in line with the government’s definition of an end to deflation2—
Japan's economy emerging from a situation in which prices continually fall, and being 
unlikely to return to such a situation (i.e., declaration to end deflation). 

 

 Summary of Opinions at BOJ Monetary Policy Meeting on 19-20 Dec 2022 (released on 28 Dec 2022) 
Consumer prices in Japan are approaching the state seen before the deflationary period, as suggested by the price change distribution for CPI 
items and by the level of the CPI excluding fresh food and energy. This could be considered a sign of progress toward achieving a situation 
where Japan's economy will not return to deflation. 

 
In some speculative articles at the end of last year and beginning of this year, the media 
reported about the emergence of a suggestion that the BOJ raise its FY24 price projection 
to nearly 2% in the next Outlook for Economic Activity and Prices report (Outlook Report). 
The supposed absence of the government’s measures to cope with inflation is cited as a 
factor behind the upward revision for FY24. Therefore, it would not necessarily mean that 
the 2% price stability target would be achieved in a sustainable manner. However, the fact 
that 2% was projected in the final fiscal year of the Outlook Report could become a factor 
that would be considered when shifting to a ‘normal mode’ of monetary policy. 
 
We need to understand this ‘normal mode’ in relation to the YCC. When explaining the 
appropriateness of controlling long-term interest rates in his January 2017 speech, then 
BOJ Executive Director Masayoshi Amamiya referred to “the dichotomy between normal 
and crisis periods,” such as “during the crisis periods—or phases of overcoming long-
lasting deflation, like the case of Japan.” Based on this dichotomy, the above-mentioned 
statement from the Summary of Opinions suggests a shift towards a normal period in 
accordance with the government’s declaration to end deflation that would be equivalent to 
the removal of the YCC policy. 
 
When considering the fixed-rate funds-supplying operations, which are being conducted for 
the first time, together with this related information, we need to also keep in mind that, in 
addition to it providing stronger control of the front end of the curve, which is equal to a 
measure for further accommodation, the BOJ has reminded us that there are measures 
available to it that allow it to respond in case of further turmoil in the yen bond market (due 
to factors such as speculation about the Outlook Report) that won’t lead to an increase in 
its balance sheet due to an increase in the amount of JGBs held by the BOJ. 
 

 Speech by BOJ Executive Director Masayoshi Amamiya: History and Theories of Yield Curve Control (11 Jan 2017) 
I believe the dichotomy between normal and crisis periods is a good starting point for the normative discussion of long-term interest control. If 
this dichotomy holds, during the normal periods, the central bank should control the short-term interest rates exclusively and let the long-term 
interest rates be determined by financial markets so that the price discovery function operates; during the crisis periods -- or phases of 
overcoming long-lasting deflation, like the case of Japan -- it should employ policy measures that are different from those adopted during the 
normal periods. 

 

                                                                    
2 From materials submitted by the Cabinet Office at the Upper House Budget Committee on 15 Mar 2006. 
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