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Since the beginning of this year, when ending the BOJ’s negative interest rate policy
(NIRP) started to come into view, we have again received an increasing number of
questions about the structuring of the BOJ’s current accounts. In a previous report
covering potential new current account structures once NIRP is ended, we presented a
“two-tier structure” with different interest rates depending on the balance as our main
scenario (left chart: image (1)). However, once the BOJ actually modifies its current
account structure, we will need to consider cases other than the two-tier structure that we
presented, as other options are available. In this report we will examine the BOJ’s current
account structure before the introduction of NIRP, specifically a single-tier structure in
which an interest rate of +0.1% was applied to overall excess reserves (left chart: image

(2))-

We again confirmed that the purpose of NIRP, as it has been introduced so far, is to lower
the market interest rate by lowering into negative territory the interest rate (uncollateralized
overnight call rate) at which private banks lend and borrow among each other. If that is the
case, the important point when ending NIRP will be to move the uncollateralized overnight
call rate, which is currently in negative territory, into positive territory. Under that objective,
for example, a structure in which the BOJ applies a +0.1% interest rate to overall excess
reserves is conceivable. In other words, this would be the case of reverting back to the
structure used immediately prior to the introduction of NIRP (left chart: image (2)).

At this time, we would expect the uncollateralized overnight call rate to move close to the
applied interest rate (+0.1%). Actually, after the launch of the Complementary Deposit
Facility in 2008, the uncollateralized overnight call rate remained below the applied interest
rate level until NIRP was introduced in 2016 (right chart).
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Trading Incentives After Introduction of Complementary Deposit Facility
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Here, the balance of surplus funds belonging to investment trusts that do not hold current
accounts, as well as entities not covered by the Complementary Deposit Facility (entities
not receiving interest), are used for fundraising by depository institutions and other
financial institutions within the system at a level below the interest rate, as well as for
arbitrage trading utilizing current accounts (above chart).

However, a “single-tier structure” after ending NIRP would entail the possibility of
decreased incentives for conducting such arbitrage transactions. It is conceivable that the
unused allowances within macro add-on balances, in accordance with the amounts for
various operations, have played an important role in arbitrage transactions.

Usually, financial institutions have shouldered more negative interest rate burdens when
policy-rate balances increase. The policy-rate balance is the balance derived by
subtracting (1) the upper bound of the “basic balance” and (2) the upper bound of the

“macro add-on balance” from the current account balance, for which an interest rate is
applied. As such, the larger the “macro add-on balance,” the smaller the balance subject to
negative interest rates, which in turn reduces the burden on financial institutions.
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However, under a “single-tier structure” after ending NIRP, a uniform +0.1% will be applied
to excess reserves, which will reduce the incentive to use the operations offered by the
BOJ. Naturally, a decrease in the use of BOJ operations would reduce the money supply
and, as a result, put downward pressure on the monetary base. This could hinder
maintenance of the inflation-overshooting commitment, for which expansion of the
monetary base by the BOJ is a component. There are also concern that the effectiveness
of operations targeting specific sectors, such as the “Funds-Supplying Operations to
Support Financing for Climate Change Responses,” will be diminished.

As such, rather than a “single-tier structure,” we currently expect the BOJ to adopt a “two-
tier structure,” which maintains these effects.

However, this assumes that no changes at all are made to the BOJ’s current system.
When considering the possibility that the BOJ could adjust how it applies the various
operations, the Bank might, for example, consider changing the interest rate applied to the
“Interest Scheme to Promote Lending.” That would help to maintain incentives for using the
various operations provided by the BOJ.

Also, the “Summary of Opinions” for the January 2024 Monetary Policy Board meeting
suggested that the inflation-overshooting commitment could be revised when ending NIRP.

After all, it is impossible to predict what structure will actually be adopted after ending NIRP
as assumptions vary widely depending on how the overall system design will change.

On top of that, it appears that uncollateralized overnight call rate will remain at 0~+0.1%,
regardless of which current account structure is adopted.
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made at your own discretion and risk. Content herein is based on information available at the time the report was prepared and may be amended or otherwise
changed in the future without notice. We make no representations as to the accuracy or completeness. Daiwa Securities Co. Ltd. retains all rights related to the
content of this report, which may not be redistributed or otherwise transmitted without prior consent.

Ratings

Issues are rated 1, 2, 3, 4, or 5 as follows:

1: Outperform TOPIX/benchmark index by more than 15% over the next 12 months.

2: Outperform TOPIX/benchmark index by 5-15% over the next 12 months.

3: Out/underperform TOPIX/benchmark index by less than 5% over the next 12 months.
4: Underperform TOPIX/benchmark index by 5-15% over the next 12 months.

5: Underperform TOPIX/benchmark index by more than 15% over the next 12 months.

Benchmark index: TOPIX for Japan, S&P 500 for US, STOXX Europe 600 for Europe, HSI for Hong Kong, STI for Singapore, KOSPI for Korea, TWII for
Taiwan, and S&P/ASX 200 for Australia.

Target Prices
Daiwa Securities Co. Ltd. sets target prices based on its analysts’ earnings estimates for subject companies. Risks to target prices include, but are not limited
to, unexpected significant changes in subject companies’ earnings trends and the macroeconomic environment.

Disclosures related to Daiwa Securities

Please refer to https://drp.daiwa.co.jp/rp-daiwa/direct/reportDisclaimer/e_disclaimer.pdf for information on conflicts of interest for Daiwa Securities, securities
held by Daiwa Securities, companies for which Daiwa Securities or foreign affiliates of Daiwa Securities Group have acted as a lead underwriter, and other
disclosures concerning individual companies. If you need more information on this matter, please contact the Research Production Department of Daiwa
Securities.

Explanatory Document of Unregistered Credit Ratings

This report may use credit ratings assigned by rating agencies that are not registered with Japan’s Financial Services Agency pursuant to Article 66, Paragraph
27 of the Financial Instruments and Exchange Act. Please review the relevant disclaimer regarding credit ratings issued by such agencies at:
https://drp.daiwa.co.jp/rp-daiwa/direct/reportDisclaimer/credit _ratings.pdf. If you need more information on this matter, please contact the Research
Production Department of Daiwa Securities.

Notification items pursuant to Article 37 of the Financial Instruments and Exchange Law

(This Notification is only applicable to where report is distributed by Daiwa Securities Co. Ltd.)
If you decide to enter into a business arrangement with our company based on the information described in this report, we ask you to pay close attention to the
following items.

= In addition to the purchase price of a financial instrument, our company will collect a trading commission* for each transaction as agreed beforehand with
you. Since commissions may be included in the purchase price or may not be charged for certain transactions, we recommend that you confirm the
commission for each transaction. In some cases, our company also may charge a maximum of ¥2 million per year as a standing proxy fee for our deposit of
your securities, if you are a non-resident.

= For derivative and margin transactions etc., our company may require collateral or margin requirements in accordance with an agreement made beforehand
with you. Ordinarily in such cases, the amount of the transaction will be in excess of the required collateral or margin requirements**.

= There is a risk that you will incur losses on your transactions due to changes in the market price of financial instruments based on fluctuations in interest
rates, exchange rates, stock prices, real estate prices, commodity prices, and others. In addition, depending on the content of the transaction, the loss could
exceed the amount of the collateral or margin requirements.

= There may be a difference between bid price etc. and ask price etc. of OTC derivatives handled by our company.

= Before engaging in any trading, please thoroughly confirm accounting and tax treatments regarding your trading in financial instruments with such experts as
certified public accountants.

* The amount of the trading commission cannot be stated here in advance because it will be determined between our company and you based on current
market conditions and the content of each transaction etc.

** The ratio of margin requirements etc. to the amount of the transaction cannot be stated here in advance because it will be determined between our company
and you based on current market conditions and the content of each transaction etc.

When making an actual transaction, please be sure to carefully read the materials presented to you prior to the execution of agreement, and to take
responsibility for your own decisions regarding the signing of the agreement with our company.

Corporate Name: Daiwa Securities Co. Ltd.

Registered: Financial Instruments Business Operator, Chief of Kanto Local Finance Bureau (Kin-sho) No.108

Memberships: Japan Securities Dealers Association, The Financial Futures Association of Japan, Japan Investment Advisers Association, Type II Financial
Instruments Firms Association, Japan Security Token Offering Association


https://drp.daiwa.co.jp/rp-daiwa/direct/reportDisclaimer/e_disclaimer.pdf
https://drp.daiwa.co.jp/rp-daiwa/direct/reportDisclaimer/credit_ratings.pdf

