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Efficacy of Fiscal Policy in Japan: Keynesian and Non-Keynesian Effects on

Aggregate Demand
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Using a nonlinear fiscal policy model, we analyze the efficacy of fiscal policy in Japan.
We also test whether the effect is linear or nonlinear, which has never been tested. Our
empirical results reveal that an increase in government expenditure causes a decrease
in private consumption when the government debt/GDP ratio is high. Also, the results
from our linearity test support a nonlinear effect of fiscal policy rather than a linear
effect. In addition, the estimated threshold value indicates that the Japanese economy

has been in the high ratio situation from around 1998.
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Can We Exploit Behavioral Biases?
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Michigan University, Tyler Shumway
Hitotsubashi University PhD student, Hidetomo Takahashi

Abstract

In this paper we test whether investors have behavioral biases such as tendency to be
caught by attention-grabbing events, a combination of overconfidence and
self-attribution, representative ness or conservatism, and loss-aversion. Employing a
Cox proportional competing risk model and using a trading data of Japanese online
investors, we show that they have tendency to be attention-grabbed, conservatism and
loss aversion. We also test whether strategy to exploit behavioral biases yields us
profits or not. Dividing our sample period into two halves, the former of which is used
in measuring the degree of behavioral biases and the latter of which is used in testing,
we long in stocks behavioral biased investors sold and short in stocks they purchased.
Our results show that strategy based on loss aversion and conservatism generate
strongly significant returns, about annually 9-10 percent in 3-6 months. But strategy
based on tendency to be attention-grabbed show insignificant return. These results
1imply that we can make profits if we ride on behavioral biases which we can't know
without using a trading data. Even if we try to exploit biases which are easier to find
such as attention-grabbed bias, we can't get any rewards. Information contained in a

trading data seems to be left unused by any market participants.

Keyword: Behavioral Bias, Individual Investor
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An empirical analysis of Asian currency system after reform on RMB’s
Exchange rate regime
WiaRE B
R RSER ST — AR

On July 21 2005, the People’s Bank of China(PBC) announced a reform of RMB’s
Exchange rate regime from dollar pegged exchange rate system to managed exchange
rate system with reference to a currency basket with undisclosed weights. This paper
aims to analyze how the Asian currency system changed after reform on RMB’s
exchange rate regime.

According to the previous studies using an empirical analytical method of Frankel
and Wei(1994), Asian currencies once were away from dollar block after the Asian
crises, but since the Malaysian Ringgit returning to fixed exchange rates for dollar,
they have gravitated back towards US dollar bloc(see Kawai,2002).

In this empirical analysis, we use elasticities estimated from daily exchange rates
as utilized in Ho et al.(2005). We found that the Asian currencies have moved in the
direction of an effective exchange rate orientation, and Asian currencies like Korean
Won or Taiwan Dollar, co-move more strongly with the trend of NDF(non-deliverable
forward contract) of renminbi than with that of the yen. It implies that an influence of
the RMBs among the regional currencies is growing and that a market expectation and
foreign capital movements play an important role in determining the exchange rates in
this region.

This paper then considers Asian exchange rates sensitivity to international capital
flows by relating daily changes in the region currencies to the daily changes of each
country’s stock prices. In addition to the market factor, it considers the fundamentals
factor, which influences the movement of the exchange rates. Analyzing the
determinants of such trend, we make a policy implication for the optimal currency

system in this region.

Key words: currency system, inflation targeting, international capital flows,

market volatility
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