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O 1: Chronology of Monetary Policy Decisions in 1999-2006

Dates Events

09/09/98 The BOJ reduces the target O/N rate to 0.25 from 0.50 percent
02/12/99 The BOJ introduces a zero interest rate policy (ZIRP)
04/13/99 Governor Hayami announces the BOJ will continue the ZIRP

until “deflationary concerns are dispelled”

10/13/99 The BOJ expands the range of money market operations
08/11/00 The BOJ terminates the ZIRP.

The target O/N rate is set at 0.25 percent

02/09/01 The BOJ introduces Lombard-type lending facility
and reduces the official discount rate to 0.375 from 0.5 percent
02/28/01 The BOJ reduces the target O/N rate to 0.125 percent

and the official discount rate to 0.25 percent

03/19/01 The BOJ announces to introduce a quantitative easing policy
and continue it until “the core CPI records a year-on-year
increase of zero percent or more on a stable basis.”

The target current account balance (CAB) is set at 5 trillion yen

08/14/01 The BOJ raises the target CAB to 6 trillion yen
09/18/01 The BOJ raises the target CAB to above 6 trillion yen
12/19/01 The BOJ raises the target CAB to 10-15 trillion yen
10/30/02 The BOJ raises the target CAB to 15-20 trillion yen
04/01/03 The BOJ raises the target CAB to 17-22 trillion yen

04/30/03 The BOJ raises the target CAB to 22-27 trillion yen

05/20/03 The BOJ raises the target CAB to 27-30 trillion yen

10/10/03 The BOJ raises the target CAB to 27-32 trillion yen.

The BOJ announces more detailed description of its commitment
regarding the timing to terminate quantitative easing policy
01/20/04 The BOJ raises the target CAB to 30-35 trillion yen

03/09/06 The BOJ terminates quantitative easing policy

07/14/06 The BOJ terminates the ZIRP.

The target O/N rate is set at 0.25 percent
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0200000000000000000

0000  Entire sample period 1992/1/1-2001/12/18 2001/12/19-2006/3/9

Constant -0.016 -0.006 -0.046
(0.009)* (0.011) (0.020)**
I 0.188 -0.004 0.389
(0.103)* (0.151) (0.116)***
R? 0.052 0.016 0.162
OBS 3496 2461 1035

Notes: Heteroskedasticity-and-autocorrelation-consistent (HAC) standard errors
are given in parentheses. *, ** and *** represent statistically significant at the
10-percent level, at the 5-percent level, and at the 1-percent level.

U3 000b0ooooobooog

00000 2003/5/20-2006/3/9

Constant 10.226
(0.966)***
Ry 4 0.646
(0.033)***
R4 -0.012
(0.007)*
Ii_o 0.459
(0.091)***
Rr? 0.832
OBS 690

Notes: Heteroskedasticity-and-autocorrelation-
consistent (HAC) standard errors are given in
parentheses. *, ** and *** represent statisti-
cally significant at the 10-percent level, at the
5-percent level, and at the 1-percent level.
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:o0oboboooobobooobod

Sample period

Eq. (4)

2001,/12/19-2006/3/9

Eq. (5)
2001,/12,/19-2006/3/9

Constant

Ry

Ii_s

Gy

GP,

GR;

R?
OBS

2.653
(0.369)%**
0.834
(0.025) %+
0.473
(0.092) %+
0.206
(0.019)%+*

0.992
1034

2.647
(0.368)***
0.833
(0.025) %%
0.481
(0.091) %+

0.240
(0.038)***
0.191
(0.023) %%
0.992
1034

Notes: Heteroskedasticity-and-autocorrelation-consistent (HAC)

standard errors are given in parentheses.

* F*k and *** represent

statistically significant at the 10-percent level, at the 5-percent
level, and at the 1-percent level.
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Os5 0000000000o00o

B,000 30000000 B,O@®OOOO BO®OOOO

oono k=0.5 k=0.6
gooad 2003/1/15-2006/3/9 2003/1/15-2006/3/9  2003/1/15-2006/3/9
Constant -0.0000 -0.0003 -0.0003

(0.0004) (0.0002) (0.0002)
St—1 — St—2  -0.0599 -0.0429 -0.0431

(0.0358)* (0.0365) (0.0365)
si—1— s, 0.0071 -0.0050 -0.0050

(0.0052) (0.0041) (0.0041)
(1-By)I;  -0.0005 0.0014 0.0013

(0.0001 )*** (0.0020) (0.0020)
B I, 0.0195 0.0027 0.0029

(0.0064 )*** (0.0011)** (0.0012)**
OBS 752 752 752

Notes: Heteroskedasticity-and-autocorrelation-consistent (HAC) standard errors are
given in parentheses. * ** and *** represent statistically significant at the 10-percent
level, at the 5-percent level, and at the 1-percent level.

13



1: BRAAZFEDHRE

Trillion Yen

20

15 ¢

05

-

2001/1 2002/1 2003/1 2004/1 2005/1 2006/1 2007/1

Note: The sample period is from January 1, 2001 to March 31, 2007.
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Notes: The BOJ decided to introduce its quantitative easing policy on March 19, 2001. The
target level of current account balances at the BOJ was initially set at ¥5 trillion. After the initial
level had been set at ¥5 trillion in March 2001, this was raised to ¥6 trillion in August 2001. By
December of that year, the target level was further increased to a range of ¥10-15 trillion, and
this range continued to be raised at relatively short intervals until it finally reached ¥30-35
trillion in January 2004. See also Table 1 for chronology of monetary policy events.

Source: Bank of Japan.
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during the period when the target range was ¥30-35 trillion, i.e., from January 20, 2004 to
March 9, 2006. To compute the probability density function, we use a normal kernel and the
likelihood cross-validation method to select the bandwidth (See Silverman (1986)).

Source: Bank of Japan.
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