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¢ On 19 March, the BOJ announced a few tweaks to its policy
easing framework, including a more explicit YCC range

¢ USD-JPY fell slightly as the clarified YCC range was larger
than what was widely assumed by the market earlier

¢ But we expect USD-JPY to quickly resume trading in line
with the broader USD direction

USD-JPY fell slightly in the wake of the Bank of Japan’s (BOJ) policy review on 19
March 2021.

Notably, the BoJ provided an explicit Yield Curve Control (YCC) range of +/-
25bp around 0% for 10-year yields. Although this range was larger than what
was widely assumed by the market in the past (+/-20bp) and was also
unexpected (based on a Bloomberg survey of expected outcomes on 11 March),
the announcement did not put much downward pressure on USD-JPY — not
yesterday when the Japanese media (Nikkei, 18 March) first reported on it, nor today
(19 March) when it was confirmed by the BOJ.

In our view, the BOJ timed its announcement well, against the backdrop of
rising US yields, thereby minimising (mis)perceptions of it turning less dovish or
being backed against the wall (running out of Japanese government bonds to buy).
Moreover, the BOJ strengthened its fixed-rate purchase operations (pledged to do it
for consecutive days), to emphasise its ability and determination to prevent yields
from rising. The BOJ also stressed it will, however, tolerate an undershooting of the
YCC range.

There were a couple of other unexpected changes that could have also
contributed to the slight decline in USD-JPY: (1) Scrapping the JPY6trn annual
target for exchange-traded fund purchases and specifying that subsequent
purchases will be focused on Topix ETFs (which caused a broader gauge of
Japanese stocks to decline) and (2) New incentives for banks — positive interest
rates — to promote lending.

Ultimately, we view these actions as tweaks to the BOJ’s monetary policy easing
framework. This review was not a game-changer but neither was it pointless. So, we
see it as a small distraction against bigger things happening externally. We expect
USD-JPY to quickly resume trading according to the broad USD direction. We
still see USD-JPY fluctuating with an upward bias over the near term before
correcting in 2H21 alongside 10-year US yields later.
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that could equal or exceed the amount invested. Value and income from investment products may be adversely affected by
exchange rates, interest rates, or other factors. Past performance of a particular investment product is not indicative of future
results.

HSBC and its affiliates will from time to time sell to and buy from customers the securities/instruments (including derivatives) of
companies covered in HSBC Research on a principal or agency basis.
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day is indicated in the report.

3 HSBC has procedures in place to identify and manage any potential conflicts of interest that arise in connection with its
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