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This study aims at reexamining unconventional monetary policy in Japan over the past 25 years,
thereby sorting out lessons learned for future monetary policy management.

Since the second half of 1995, the Japanese economy has been facing the effective lower bound
constraint of nominal interest rates for a long period of more than 25 years. Under these
circumstances, the Bank of Japan has implemented a wide range of unconventional monetary
policies, including the currently implemented Quantitative and Qualitative Monetary Easing Policy
with Yield Curve Control. However, there is no clear outlook on the path to achieving the price
stability target of 2%. In addition, it is becoming widely recognized that side effects of such long-
lasting unconventional monetary policy are mounting, such as the significant expansion of the
Bank of Japan's balance sheet and deterioration of profits for financial institutions.

In FY 2020, as the first year of the two-year plan, | proceeded with several research to verify the
effects of monetary policy through the analysis of yield curve dynamics. The yield curve model is
based on the Nelson-Siegel model, which is widely used in monetary policy analysis, and makes
more accurate estimates in the current ultra-low interest rate environment, such as its dynamic
extension and introduction of shadow interest rates. | have almost completed the papers on the
dynamic extension of Nelson-Siegel model, and a seminar was held at the Institute for Monetary
and Financial Research, Bank of Japan. | have also started preparing the paper on shadow
interest rates with preliminary estimation results.

For FY 2021, | plan for completing the papers mentioned above and publishing them as working
papers first. | will employ the estimation results of the yield curve model to carry out time-series
analysis on interactions with macroeconomic variables. | will also make use of daily data on yield
curve with the long sample period to analyze yield curve dynamics with long time perspectives.
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Lessons from Unconventional Monetary Policy in Japan
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This study aims at reexamining unconventional monetary policy in Japan over the past 25 years, thereby sorting out lessons learned
for future monetary policy management.

Since the second half of 1995, the Japanese economy has been facing the effective lower bound constraint of nominal interest rates
for a long period of more than 25 years. Under these circumstances, the Bank of Japan has implemented a wide range of
unconventional monetary policies, including the currently implemented Quantitative and Qualitative Monetary Easing Policy with Yield
Curve Control. However, there is no clear outlook on the path to achieving the price stability target of 2%. In addition, it is becoming
widely recognized that side effects of such long—lasting unconventional monetary policy are mounting, such as the significant
expansion of the Bank of Japan's balance sheet and deterioration of profits for financial institutions.

In FY 2020, as the first year of the two—year plan, | proceeded with several research to verify the effects of monetary policy through
the analysis of yield curve dynamics. The yield curve model is based on the Nelson—Siegel model, which is widely used in monetary
policy analysis, and makes more accurate estimates in the current ultra—low interest rate environment, such as its dynamic extension
and introduction of shadow interest rates. [ have almost completed the papers on the dynamic extension of Nelson—Siegel model, and
a seminar was held at the Institute for Monetary and Financial Research, Bank of Japan. I have also started preparing the paper on
shadow interest rates with preliminary estimation results.

For FY 2021, I plan for completing the papers mentioned above and publishing them as working papers first. I will employ the
estimation results of the yield curve model to carry out time—series analysis on interactions with macroeconomic variables. I will also
make use of daily data on yield curve with the long sample period to analyze yield curve dynamics with long time perspectives.
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