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A notable change seen at the Bank of Japanʼs June meeting 
At the Bank of Japanʼs Monetary Policy Meeting held on June 15‒16, the policy rate was raised by 25 
basis points to 1.0 percent, the highest level in 31 years, as markets had expected. The increase was 
explained by the BoJ as a response to the risk that underlying inflation could drift above the 2 percent 
price stability target, given that the economy is generally evolving in line with the central projection 
presented in the April Outlook for Economic Activity and Prices. Going forward, monetary policy is 
expected to remain focused on “adjusting the degree of monetary accommodation,” while gradually 
shifting the emphasis toward “containing inflation expectations and upside risks to prices.”  
 
Nonetheless, because confidence in the economyʼs resilience remains limited despite the decline in 
the sizable downside growth risks that were a concern in April, greater caution in adjusting the degree 
of accommodation will be still required. 
 
One notable change at the last meeting, which I highlighted previously, was in how the BoJ explains 
the “degree of monetary accommodation.” (1) Until now, the BoJ has typically relied on measures 
such as real interest rates and the neutral interest rate when explaining the degree of 
accommodation externally. However, the phrase “real interest rates are at significantly low levels” 
was removed from the policy statement, and Deputy Governor Uchida explicitly dismissed the 
practical usefulness of the neutral rate at the press conference, noting that its estimated values vary 
widely and are of limited use from the standpoint of conducting monetary policy (2)(3).  
 
If the BoJ moves away from relying on real and neutral rates, it will be important̶both for its policy 
judgments and for market communication̶to clarify how it will explain the “degree of monetary 
accommodation.” Two aspects will be especially important: the “measurement” (which indicators the 
BoJ monitors and analyzes) and the “communication” (which indicators the BoJ judges important for 
the monetary policy decision (4). 
 
Measurement: focus on Japanʼs bank-centered financial structure 
First, on measurement: compared with other countries, Japan has a distinctive financial and 
economic structure in which corporate funding depends heavily on banks, shinkin banks and credit 
cooperatives̶that is, a financial system centered on indirect finance. Therefore, when assessing 
the degree of monetary accommodation, it is important to look at both sides: firms as the demand 
side for funds, and financial institutions as the supply side for funds. 
 
The BoJ already examines both perspectives, of course, but the evidence suggests that surveys of 
firms have tended to receive relatively greater weight (5). As the interest rate increases proceed 
gradually, it will become increasingly important to pay close attention to the supply-side perspective 
of financial institutions. This is particularly true in the current phase, where large firms with access 
to direct finance appear more resilient while small and medium-sized firms that depend on 
intermediated finance are comparatively weak; under such circumstances, tracking changes in the 
perceptions and behaviors of financial intermediaries̶who play the central role in indirect finance̶
is essential. 
 
To gauge the viewpoint of financial institutions, the BoJ conducts a quarterly Senior Loan Officer 
Opinion Survey on Bank Lending Practices at Large Japanese Banks, which asks banks about lending 



demand, their lending stance and changes in lending terms, and then publishes the results. However, 
this survey has limitations: it cannot fully capture banksʼ perceptions in detail, the number of 
respondents vary considerably by question, and only a subset of responses is suitable for 
construction of time-series data.  
 
In contrast, major central banks abroad carry out more detailed and regular bank-focused surveys̶
such as the U.S. Senior Loan Officer Opinion Survey on Bank Lending Practices (SLOOS), the ECBʼs 
Bank Lending Survey (BLS), and the Bank of Englandʼs Credit Conditions Survey (CCS)̶which 
provide time-series data on banksʼ own liquidity and funding costs, economic outlooks, outlooks for 
specific sectors, competitive conditions, lending stances by lender type, and the factors behind 
changes in lending stance. It would be useful for the BoJ to enrich its own bank-oriented surveys, 
drawing on these international examples. 
 
Communication: refining how the Bank presents its assessments 
Second, on communication: there is room for improvement in how the BoJ communicates its 
assessment of the degree of monetary accommodation. The Outlook for Economic Activity and Prices 
is the BoJʼs most important publication for presenting the information underlying monetary policy 
decisions, but, as noted in reference (5) above, the analysis on financial institutions it contains is 
limited.  
 
To fill that gap, the BoJ could make greater use of the Financial System Report (FSR), which BoJ 
publishes it semiannually from a financial system stability perspective. The FSR already contains 
analysis that can shed light on changes in banksʼ lending behavior, such as their profitability, risk-
taking and interest-rate risk exposures. Given the rising importance of assessing the degree of 
monetary accommodation, the BoJ could̶alongside enhancing the detailed surveys described 
above̶more explicitly relate and publish its accumulated analyses and assessments of financial 
institutions in the context of monetary policy operations. 
 
To improve visibility, one option would be to build on the heat map approach used in the FSR (6). In 
addition to the 14 items already adopted, the BoJ could add indicators that are particularly relevant 
to judging the degree of monetary accommodation. During a phase of gradual interest rate increases , 
even though it is under an accommodative policy stance, for example, the BoJ could communicate to 
the public: “Overall we monitor these indicators, and in the current phase we are particularly vigilant 
about overheating in [indicator X], which could pose an inflationary risk from the perspective of 
[channel Y].”  
 
The BoJ could also consider presenting composite measures that synthesize multiple indicators into 
a single index. International organizations such as the IMF and the central banks of the United States 
and Europe publish composite measures called Financial Conditions Indices (FCIs). Japan could 
likewise develop an FCI tailored to its own financial and economic structure, reflecting the prominent 
role of intermediated finance. 
 
These enhancements to measurements and communications are particularly important during a 
period of monetary policy normalization through incremental rate hikes. Building and maintaining 
public trust and confidence in the central bankʼs policy during a rate-hike cycle is essential for 
achieving the price stability target. 
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