The Rise and Fall of QQE

Development of the BOJ Policy



Quantitative and Qualitative Monetary
Easing (QQE, 2013-2014)

* Initiated under Governor Haruhiko Kuroda in 2013, QQE shifted
the BOJ’s policy target from the uncollateralized overnight call
rate to the monetary base, increasing it through government
bond purchases.

* This led to significant yen depreciation and stock market gains
by spring 2014.

« However, a consumption tax hike from 5% to 8% in April 2014,

followed by the 2015 “China Shock,” caused a consumption

slump and global recession fears, prompting the Abe
administration to postpone further tax hikes (to 10%) from 2015

to 2019.




Failure to Achieve 2% Inflation Target:

* The 2% inflation target, expected to be met early, was not
achieved, sparking debates about QQE's effectiveness.

 Reflationists, including former BOJ Deputy Governor Kikuo
lwata, attributed this to the 2014 tax hike, arguing it disrupted

inflation progress.

 Claming fiscal policy is unfair, given reflationists’ emphasis on
monetary easing over fiscal measures.



Negative Interest Rates and Yield Curve
Control (2016)

* In response to ongoing stagnation, the BOJ introduced QQE
with negative interest rates and yield curve control (YCC) in
2016, targeting 10-year government bond yields at around 0%.

« A BOJ report estimated that these policies lowered yields by
about 1%. Yields fell to -0.28% in 2019 but rose to 1% by spring
2024, driven by yen depreciation-induced inflation, which hit 4%
in early 2023.



The Effects of QQE:

Lower Interest Rates (shaded area) and

The Weak Yen (since 2013)
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Policy Shift in 2024

* The BOJ ended negative interest rates and YCC in March 2024,
but delayed tightening due to its focus on wage growth as a
prerequisite for sustained inflation, waiting for 2024 spring wage
negotiations (shunto).

« Governor Kazuo Ueda’s “time-horizon policy” and political
constraints following Kuroda’s tenure contributed to this delay.

* The time-horizon policy refers to a monetary policy in which,
due to the non-negative constraint on nominal interest rates, if
there was a period in the past when interest rates could not be
sufficiently lowered, low interest rates are maintained for an
equivalent duration even after inflation rises.




Policy Adjustments and Market Dynamics
(July—October 2024):
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400 billion yen monthly, aiming
for a 7—8% reduction in bond
koie holdings by March 2026.

* Compared to Western central
banks, this pace is slow, |
maintaining an accommodative

stance.
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Market Reactions to BOJ Statements:

* In April 2024, Ueda’s remark that exchange rates had minimal
impact on inflation (“Yes” statement) was interpreted as
tolerating yen depreciation, leading to a USD/JPY surge from
155 to 158. Despite Ministry of Finance interventions, the rate
climbed to 161 by July.

« Ueda’s hawkish July 31, 2024, comments, suggesting flexible
rate hikes without a 0.5% ceiling, triggered market turmail,
culminating in a 4,000-point Nikkei 225 drop on August 5
(“Reiwa Black Monday”). The USD/JPY fell to 144.
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*Deputy Governor Shinichi Uchida’s August 7 reassurance that rate hikes
would pause during market instability calmed sentiments, though the
Nikkel had already begun recovering.



Administratio Shift 2024 from Kishida to Ishiba

* The “Ishiba Shock” followed Shigeru Ishiba’s unexpected LDP
presidential victory on September 27, 2024, over Sanae
Takaichi, who supported Abenomics.

* Ishiba’s hawkish stance on monetary tightening and asset
taxation led to a 1,849-point Nikkei drop on September 30.

* His later softening of this stance, alongside strong U.S.
employment data, stabilized the USD/JPY at 150 and the Nikkei
at 38,000 by mid-October.
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* The FRB (left) delayed rate hikes until spring 2022, when U.S. inflation
hit 7%, peaking at 9% in May 2022. By 2023, its policy rate exceeded
inflation by 2%.

* In contrast, the BOJ (right) maintained negative rates despite inflation
reaching 3% by summer 2022, only acting in March 2024.

 This two-year delay reflected the BOJ’s focus on wage growth,
influenced by Japan’s unique wage practices (shunto and bonuses).
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Wage and Inflation Trends: Japan

el Viage Japan » Wage growth peaked in December
101 2022, May 2023, and June 2024,
100 driven by bonuses and shunto
(Spring Offesive), but inflation

consistently exceeded the 2%

target from 2022 to 2024.

* Despite a downward trend post-

sprlng 2023, inflation remained
I above target justifying the BOJ’s
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rate hikes. The author dismisses
criticisms that raising rates during
declining inflation is misguided.
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Wage and Inflation Trends: United States

Real Hourl Ernings S (2014-100) e In the United States, real
wage levels fell below the
2020 pre_COV|D (2019) |eV6| Oﬂ|y

in 2022, and since then, real
\\/\/ wages have been higher
W than during the COVID

— B period.

« Unlike Japan, there is no
observed trend of real
wages declining compared
to the COVID period.

Data: U.S. Bureau of Labor Statistics, https://data.bls.gov/toppicks?survey=bls 13
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