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Are Local Banks Needed for Local Economic Growth?
Evidence from Japan's Lost Decade
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New evidence on the volatility spillover between Chinese and major
international stock markets: A causality-in-variance approach

—HERFRFPE Sichong Chen
—HERFRFPE, FBAR TR TP Cheng Liu

This paper employs the CCF and multivariate GARCH (n the form of BEKK)
approaches to investigate the causality-in-variance linkage between Chinese stock markets
and major international stock markets by using the daily data of recent two years. We find
surprisingly that there is significant empirical evidence to show that the A-shares market
of China caused the international major markets in variance, indicating the volatility
spillover from the former to the latter, while there appears no feedback in variance in the
reverse direction. This result implies that China has been entering a new phase, not only in
the filed of international trade, but also in global financial markets. We can also observe
that the patterns of the information transmission from China's stock market to major
international markets are quite the same way. In particular, our results provide evidence
to show immediate causal effects in variance from the A-shares market of China to major
international markets within the same trading day, as well as with some lags, three
trading day's lag for the U.S market, and four trading day's lag for remaining international
markets. These results seem to suggest that investors in international markets may need
some time to evaluate the new information occurred in the A-shares market of China to be
reflected in stock prices of the global markets. Our results also verify the leading role of
the U.S. in the global markets. In contrast, B-shares and H-shares indices of Chinese
enterprises, in which more international investors participate, are not only affected by the
A-shares, but also significantly sensitive to the U.S. market. The inconsistent results
compared with the A-shares index seem to imply that there may be remarkable distortion
in the information enclosure and underestimated risks in the A-shares market of mainland
China, allowing potential room for sudden adjustments.  Unfortunately, this market still
seems to be climbing independently, which may put the swarming participants into the
potential accumulating risk. Therefore, the regulatory institution and investors in China
should be more alert to the potential danger.
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An Empirical Analysis of Stock Prices in Major Asian Countries
fEhfir Ky ik B

The Asian financial crisis that occurred in 1997 had various influences on not only Asian countries but
also the world economy through the exchange rate, the stock market and other elements. Ten years have
passed after the Asian financial crisis, and the capital inflows and outflows of the Asian stock markets
continue in expectation of high Asian economic growth. In this paper, interdependence in stock price
movements among the Asian countries such as Japan, Singapore and China from 1990 to 2007 is analyzed
by examining the correlation coefficients, impulse response and forecast error variance decomposition of
stock indexes. Furthermore, the influence of the Asian financial crisis on the Asian stock markets is also
analyzed. Based on the analysis results, suggestions for the Asian stock markets and the desirable Asian
economic relationships in the future are considered.

From the analysis, it has been revealed that interdependence in stock prices among the Asian countries
has risen after the Asian financial crisis. In addition, it was found that the Chinese stock market has played
an important role in the Asian stock markets.

Key Words: Stock Price, Asian Stock Markets, Asian Financial Crisis
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The Firm-Specific Volatility of Stock Returns, Credibility of Management
Forecasts, and Media Coverage: Evidence from Japanese Firms

Nagasaki University, Hiroyuki Aman

By using the data sourced from the Japanese market, this paper aims to explore
the determinants of firm-specific volatility and provide new evidence to the existing
literature in terms of corporate disclosure and the quantity of public information. In the
analysis, we examine how the credibility of management forecasts and the extent of media
coverage contribute to the firm-specific volatility of stock returns. The results indicate that
both the accuracy of the management forecasts and the extent of the total media coverage
are positively associated with firm-specific volatility. Further, with regard to the interaction
between the two key factors, we discover that the improvement in the credibility of
management forecasts drives the impact of media coverage in citing earnings performance
toward incorporating firm-specific information rather than market- or industry-wide

information.
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Executive Compensation and Firm Performance in Japan:
The Role of Bank-appointed Monitors
Osaka University, Hideaki Sakawa
Osaka University, Graduate Student, Naoki Watanabe

This paper examines the relations between role of bank-appointed monitors and
pay-performance sensitivity in Japan. Previous studies show that pay-performance
sensitivity is positive and almost same as the market-oriented system like US. However,
under Japanese bank-oriented system, pay-performance sensitivity is expected to be
controlled by bank-appointed monitors. Our findings in this paper are summarized as
follows. First, pay-performance relations are significantly positive for 1990s. Second, the
discipline mechanism of bank-appointed monitors are not well functioned in Japan for
1990s. Finally, there are differences of pay-performance relations between recessionary and
recovery period and bank directors help to decrease the pay-performance sensitivity in a
recessionary period and to enhance the pay-performance sensitivity is effective for loss
profit only in a recovery period.

JEL Classifications; M12; M52; J33; G30; 053
Keywords; Bank-appointed Directors; Business Cycle; Corporate Governance; Executive
Compensation; Firm Performance; Japan



58

AARDORAEFE GGRE—HEHEE) OFvrvyiavu—¢
BARa R MRERIZEE T2 REIRSRSIOHT (1960 4E4%~1990 £E4YX)

— ZFOREELaRX NOBFE —

TEERRART KR 1R

DOETIE, 1980 FARUTARFEARIZE G 2 AV, TORER L LTONT L & [FFEE &

T2 EBZ BT | 2000 FFERITHAICITER TO R BEMBLSRIE E 72 o7z, 2 OBZERE DR
EMZBIO DML, 7 R REEORDL, SREARTSGORE, a—FRL— - INF U R ED
RN HE DR SIVTN D, BEOEART A N EDOBIETIX, 7o & 2K - I
(2000) IF, T—RL— kBT APEYBORIC -2 DB TRY ., B 191 - 5k
(2001) 1E, 7V —F ¥ v a7a—lER e Ty 3 v 7Rk &7 VI E LLiskR
ZE L, @I (2003) TG RO AT~ L TV AR OER L= Z— U b H T 5,

AL (2005) 1%, RHIRERGICHEBEOHRS A oM 57203C 90 FROBZE RREDRE] & 5
HZETRRVTHY A E LTHA L D ETAIURTO R ETHD Z ERFRETH D Z L E
SELREHRT A UZEINCIE > TAEMED EA-% BRI NED EARHROND Z & 2R LT
WD, ZOMNMENE S Z BTN, 72 & 21X E 7K (2002) TR kR ESTRD .
IEEEORIERRERCAHIUL, MREDMEEEZRIICES TR L QW Z &1 b,

AHETIIREICAD X O, EE Fifg) CRUL, REFEIREICE (8h) 2385
K OWBERIARX NOFTERIEST=-D, BEFHFTND, ZIUL, AT Al Tima %6 L,
EPRE FH OO KBRS LB LT ZENERORIE R DD, H DT
(2L o> TR & 70 D EARTTHEORIE e ONEABRIT 5 = & T, B & — L ~OF5AaER &
R AR L OMEIE 2 T2 D Z L ITH D75 TS, Z D78, 7= & %13 Market for Control
EWVHID MEA 1T L AEFMDZAL (HSDZI L) ISREEDIERI RS2 2 ki
aim B R 52 D L3 uE, Accountability OORIEE A BV N CINERFEHIBRI Lo B 30
NHZ Ll b,

CAPM HHWNE3 7 7 7 X —FT /)VIPDRODHEART A Tl o4O =
DRI TETThAYEARTA N BRAGERIRIY ) ZZEDx78 g bl AHERI
HlL, ENE 3 2DET /L (EAMERL, BaiiE, EHERED OB L U THVREER.
HET/MIBNTHEAR A hORBEIEIIAR L ZaoTe, Jhud, REEOESEREMR - &%
FARDNEINIE DIESHK T ORI TIER< . Lo LATIHEIREROIK T4 2 2 hOHEND
b LTV RTREMEZ R L TN D,



59

Microfinance as a Strategy for Economic Development and the Pathway out of Poverty:
The Provision of Financial Service for the Poorest of the Poor
Saga University, Doctoral Student,
N.P Dammika Padmakanthi

The alleviation of poverty is necessary for economic development. Most of researchers
have pointed out that financial development and poverty alleviation have a positive
relationship. The provision of financial facilities for every person who needs financial
facilities will boost economic development and reduce poverty and also have inverse
relationship. However, most poor people suffer from a lack of financial facilities because
formal finance institutions are reluctant to supply financial facilities for these people
because of market failures and the lack of collateral. Therefore, financially destitute people
financially depend on informal sources with high interest rates and other barriers, which
push them to be poorer in the long term. However, without such sources their life may be
more miserable, since they cannot even meet their current financial requirements.
Therefore, it is worthwhile to introduce risk managed financial services for the poorest of
the poor. It is a common belief that the provision of financial services for the poor is not a
profitable business. However, some successful microfinance institutions have shown that
the provision of financial services to the poor is a profitable business while these
institutions remain as self-sufficient institutions.

The objective of this study is to discuss techniques which help to reach even the poorest of
the poor to eradicate poverty while microfinance institutions perform as sustainable
self-sufficient financial institutions.

Some techniques can be recommended to achieve this objective. One technique would
be to introduce more flexible low cost risk management varieties of financial services for
this segment of the population after carefully identifying their economic, financial and
social background. Further, instead of eliminating informal money lenders, they can be
employed as agents for formal financial institutions’ rural financial services by
implementing some rules and regulations. Further, microfinance institutions can introduce
special financial services for remittance and remittance transfer. Apart from these, it would
be worthwhile to introduce an insurance scheme according to the risks faced by poor. Also,
it would be cost-effective to supply other services, such as an advisory services, marketing
services and technical assistance along with financial services. These techniques
themselves are helpful for financial institutions to operate as self-sufficient financial
institutions. However, there are many reasons for poverty. By providing financial facilities
some problems can be overcome, but to eradicate poverty it is necessary to find solutions for
other structural problems in remote areas, along with the provision of financial services.

Key words: Microfinance, the Poorest of the poor, Poverty alleviation
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On the Problem of Indonesia’s Financial Stability:
Harnessing the Central Bank Independence

Saga University, PhD. Student, Syafriadi

Bank Indonesia (BI) legally received an independent status in 1999. It experienced a long
period of being influenced by the government. Generally, the endeavor to achieve the independence is on
the right track. BI tends to adopt monetary independence. However it must be understood that the statutory
independence is not a condition of being free and totally independent of the government (or free from
political matters). It should be seen as a simply separation of public function which calls for a peer to peer
dialogue and mutual coordination and information sharing between them, because there will be no total
independence for any central bank in this world. This paper also tries to observe the relationship between
the independence and the implementation of the open market operation, even though it is understood that
both stand on different pillars. This paper found that the relationship between the independence and the
open market operation in Indonesia have a close and a reciprocal relationship. The improvement in the
hemisphere of the open market operations inevitably influences the effectiveness of the central bank
independence. The open market operations are the significant tools of the monetary policy. What is
interesting is that the role of the Central Bank Certificates (Sertifikat Bank Indonesia — SBI) overwhelms
the monetary instruments, and influences the aggregate of Indonesian financial structure. The investigation
on the SBI as the primary monetary means is the heart of the observation on the open market operations. It
is observed that the main problem of the financial market lies on the excessive role of the SBI. Although
recently the government has also started to issue the government securities (Surat Berharga Negara— SBN),
but it has not been broadly used as a monetary means. The SBI is now undermining the commitment to the
independence, and spoiling the banking intermediary function. The intermediary is undermined as banks
prefer the SBI rather than overcoming the lending risk. As results, real sector financing is slowing and
sound banking system is decreasing. Albeit these problems, the SBI is playing an important role in the
financial structure. The results of the study suggest that: a. the open market operations must be well
reoriented to mainly transact the SBN in the long run; b. to achieve central bank independence a peer to
peer dialogue and mutual coordination and information sharing between the government and BI are
inevitable ways; and c. present condition is not an appropriate time to significantly decrease the amount of
the SBI, but the SBN should gradually play a significant role as a promising candidate of the monetary
instrument; and d. intermediation problem must be put as a priority to be resolved.

Keywords: Open Market Operations, Government Securities, Central Bank Independence
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How many did structural changes in the relation between the yield spread and future
real economic activity in Japan occur over time?
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