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Regarding the yield curve, Baba et al. (2005b) found that the level of CABs was significant in 
explaining the “expectations theory” component of interest rates, i.e., the market’s 
expectations of future short-term interest rates, but not the risk premium. They suggested 
that the level of CABs could have functioned as a signaling mechanism to strengthen the 
commitment effect. However, they cautioned that this correlation could be spurious, and that 
statements by the BoJ Governor made at the same time as the CAB level announcements 
could have been the main factor instead. On the whole, they concluded that the BoJ’s 
monetary policy worked mainly through the commitment channel in the period 1999–2004. 
Bernanke, Reinhart, and Sack (2004) found evidence suggesting that Japanese bond yields 
were lower than otherwise would have been expected, but their model did not differentiate 
between the impacts of the commitment effect and the CAB level. Interestingly, Okina and 
Shiratsuka (2004: 94) concluded that the instantaneous forward rate curve “…was hardly 
influenced by the increase in the target level of the current-account balance at the BoJ from 
over 6 trillion yen to 10–15 trillion yen on 19 December 2001. This indicates that the 
strengthening of quantitative monetary easing was not perceived as sufficient stimulus to 
curb deflation, coupled with low economic growth.” This suggests that there was little 
independent contribution from quantitative easing beyond that of the commitment effect, 
which did seem to flatten the yield curve. 

There is some evidence that the ample provision of liquidity did ease banks’ funding 
constraints and shrink credit spreads. Baba et al. (2005a) found a positive effect of 
increasing CAB levels on reducing the dispersion of bank credit spreads in the interbank 
market. They noted that as the BoJ had to fund successively higher CAB levels, it had to 
move further out along the yield curve to conduct its operations, which tended to flatten the 
yield curve. They concluded that both the commitment effect and quantitative easing 
probably tended to reduce credit spreads in the interbank market, although they were unable 
to quantify their relative contributions. 

Figure 5 shows the relationship between the CAB level (inverted) and the 10-year JGB yield. 
The impact of the CAB levels on bond yields is not clear, as bond yields began falling in 
2002 before CABs started to rise, and began rising again mid-2003, even though the CABs 
continued to rise until late 2004. Moreover, bond yields began to rise sharply in late 2005, 
well before the fall of the CABs in mid-2006. CABs have begun to rise again in 2009, but 
there has been little evident impact on bond yields. 

Figure 5: JGB Yield and Bank of Japan Current Account Balances 

 
BoJ = Bank of Japan; CAB = current account balance; JGB = Japanese government bond; LHS = left-hand side; 
RHS = right-hand side. 

Source: CEIC Data Co. Ltd. database. 

The Bank of England is the only major central bank to have adopted quantitative easing 
during the current global financial crisis, as it set a target of £75 billion for reserve deposits 


