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For the time being, we should carefully watch how BOJ will follow its new guidance
In the JGB market, which is looking for new levels after YCC revisions have been made, the 10-
year JGB auction was largely digested without trouble, with an average accepted yield of 0.594%
and a yield at the lowest accepted price of 0.603%, despite entailing a slight tail. After the auction,
the market did not collapse and closed at 0.59% (there were additional purchases worth
Y189.2bn in the Non-price competitive Auction II). Of course, implementation of non-scheduled
operations on 31 July when the 10-year yield was exceeding 0.6% was probably a significant
contributing factor. For the time being, we should carefully watch how the BOJ will follow its new
guidance of allowing the 10-year yield to exceed 0.5%—i.e., while the Bank will continue to allow
the 10-year JGB yield to fluctuate in a range of around +0.5% from the target level, it will regard
the upper and lower bounds of the range as “references,” and not as rigid limits. Today, five
Rinban operations are scheduled (1- to 3-year zone, 3- to 5-year zone, 5- to 10-year zone, 10- to
25-year year zone, and more than 25 years), which should provide a hint. As operations will be
implemented across the entire curve, they will become an important opportunity to learn how the
BOJ views JGB yields after the July Monetary Policy Meeting (MPM).

Under the circumstances, the BOJ made a new announcement yesterday that Deputy Governor
Shinichi Uchida would attend a Meeting with Local Leaders in Chiba Prefecture to be held today.
His press conference is also scheduled from 14:00-14:30. The BOJ probably arranged this event
in a hurry. We surmise that the BOJ intends to have the market digest the decisions at the July
MPM via this event. Of course, Deputy Governor Shinichi Uchida will not make remarks that
contradict the MPM statement or remarks made at Governor Kazuo Ueda’s press conference.
That said, in his press conference after the July MPM, Governor Ueda was asked if he intended
to entrust yield levels to market forces, and he responded yes, but that there was a question of
degree. He also replied that the volatility in other financial markets included the volatility in the
currency market. As such, he made remarks at a deeper level. | get the impression that the
market has not yet fully digested this aspect of the intentions behind this. We should monitor the
situation, together with Rinban operations, and see whether this becomes an opportunity to gain a
deeper understanding in this regard.

In the 7 July Nikkei interview with BOJ Deputy Governor Uchida, the Deputy Governor stated that,
if negative rates were removed, that would mean the BOJ had judged that it was appropriate to
prevent price increases by constraining demand in terms of the real economy. He also said that it
was a 0.1% rate hike, and that, from the standpoint of current economic and price conditions,
there was still a long way to go before making a decision about the issue. However, some market
participants, particularly those in the currency market, speculate that negative interest rates might
be forcefully removed if the BOJ were to induce appreciation of the yen. As such, there is an
atmosphere of growing speculation about whether the aforementioned remarks will be withdrawn.
When Governor Ueda made his reply, | think he was keeping in mind YCC'’s effect to amplify
currency fluctuation—i.e., a rise in overseas yields when the 10-year yield stays at the upper limit
of the YCC leads to rapid widening of the real interest rate differential, which causes rapid
depreciation of the yen. | do not think he was referring to currency market volatility or moves to
induce yen appreciation during ordinary times. Another point of interest regarding today’s press
conference by Deputy Governor Uchida will be whether or not a deeper understanding will be
gained regarding these remarks about exchange rates.
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