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Empirical Analysis of the Forward Premium:

Evidence from the Asia-Pacific Region
BUERY: kG 1%

(HREEEF)

This paper empirically analyzes the behavior of the forward premium for
Asia-Pacific countries. Unlike previous research, we adopt the panel data approach
(Bai and Ng 2004) which allows us to decompose the forward premium into common
and idiosyncratic (country-specific) components and analyze economic factors
influencing the common factors. Our data suggest the presence of one common factor
and the stationarity of both common and idiosyncratic factors, leading to a conclusion
of a stationary forward premium. The presence of the common factor implies
integration of the financial markets in these countries, and furthermore a large portion
of the premium fluctuation is due to a common factor which can be explained by

changes in economic and financial developments in the US.
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The Effect of Bank Relationships and Ownership Structure on Financing

Choices: Evidence from Japan

PhD course, Graduate School of Commerce and Management, Hitotsubashi University
Masaya Ishikawa
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Hidetomo Takahashi

Information Production by some agents and disclosure by firms are expected to
reduce capital cost. This paper examines the effect of various information producing
activities on financing choice. We consider three types of information producer which
are strongly related to firms, analysts, banks and firms themselves. We posit four
hypotheses: the information asymmetry problem on market choice, the pecking order
theory, the effect of reputation of relationships with banks, and the hold-up problem by
bank. As the precision of analysts’ and firms’ information, we employ the standardized
surprise of earnings forecasts. We use the long-term bank relationships variable as the
proxy of good creditability. To gauge the effect of these variables on financing choice, we
employ two nested logit models, security-market model and market-security model. Our
main findings suggest empirical evidence supporting hypotheses related to the
information asymmetry problem on market choice, the pecking order theory, and the
hold-up problem. The lower precision of analysts and/or firms information leads to
choice of private issuance, which is stronger in the case of equity. In public markets
firms with severe information asymmetry choose issuing debt, while firms with severe
information asymmetry choose issuing equity in private markets. These results imply
the complement role of analysts’ information and firms’ disclosure in mitigating the
information problems which stock market investors face. We cannot obtain the result
consistent with the reputation hypothesis, but the hold-up problem has strong effect on
market choice in debt financing. Firms are likely to choose private bond when they have
a longterm relationship with a main bank. We also find that the hold-up problem is
mitigated as dependence on bank loans gets lower. There are some implications other
than our hypotheses. It seems that the market timing and the agency problem affects

financing choice.
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Financial Development and Financial Amplification

BRVTRRATENHE 2 — P B

The traditional view about the relationship between the development of financial
markets and volatility of the economy is that financial development stabilizes the
economy. However, after the recent financial crisis of 2007/8, a new view appeared:
financial development destabilizes the economy by accelerating financial amplification.
Why do we observe such seemingly contradicting views? Does financial development
lead to instability while enhancing efficiency? This paper develops a theoretical model
to answer these questions and attempts to reconcile both classical and new views. We
find that the relationship becomes nonlinear: financial amplification initially increases
with financial development and later falls down. Moreover, we examine the role of

monetary policy to dampen amplification, and its welfare implications.
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External Adjustments and Coordinated Exchange Rate Policy in Asia *

Hitotsubashi University Eiji Ogawaz

Kobe University Kentaro Iwatsubo?

In this paper, we estimate structural VAR models with contemporaneous restrictions
based on neo-classical and Keynesian theories to investigate whether the cause of
current account surpluses for East Asian economies is a “saving glut” or undervalued
currencies. Analytical results show that the major determinant of the current account
is the real effective exchange rate for all East Asian countries with the exception of
China for which the major determinant is domestic GDP. Accordingly, the recently
requested revaluation of the Chinese yuan may not be an effective policy for reducing
the Chinese current account surplus, and may affect other Asian current accounts. We
also investigate whether a Chinese currency revaluation would contribute to the
improvement of current account imbalances in East Asia and find that a revaluation
would Improve the current accounts of Japan, Korea, Indonesia, and Thailand. Since
the trade structures of major East Asian countries are substitutes with that of China, a
Chinese currency revaluation might not lead to a decrease, rather that an increase, in
East Asian current account surpluses. Coordination of currency policy among East

Asian countries is, therefore, needed to solve the global current account imbalance.

* This paper is a revised version of the paper prepared for ACAES-RCEA Conference in
Rimini, Italy on August 29-31, 2008. The authors are grateful to participants at the
Conference for their useful comments.
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b Associate professor, Graduate School of Economics, Kobe University, E-mail:
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45

£ VA RBEOREER & 7 DT SEEEL AR b O

FOURE Ok P
THEMART MH B
(SN S S

BERT IHKIET

2008 A% YL KE DY 77T A MEtIThnn &5 LT EERGm a0 BN 28 5 &
O, SR @EOEITH, Rfafe ot iR s OBzt e% < O B REEOIE 2 —B &
BLTWS, M&EAAROEHEEOER 2B ST LA 2 ZOTREE L LT,
%< OHREEIK PR TR2— @ T TR 21T TV D 2 EBZET b D, e
L TEATHD K FLvm—a Oxf S T HUX, ZAUIFIY OFETIADED 5
ZLEERTLNOTHD, LrL, BEL— FOLHEE A ViR A RiEtR (fE - 22K0miE
BRI 5 2 5 B A BT 51203, LR Oimm e B8 5081 H 5,

B, RERAREEIMIETTRHEAZITOT, K MALa—a B TTEHATT S DO 5
AT, W D BRI K o THRETMEE Tl & 2 WITAMEE Tl 238 IR L T D00y, 5
=, BREHEFTFERICHREY R « ~y VOFEERMEL T, 2BV A7 ZFEHRTETND
DIEAH I, TS aEamalR LT, GHE - 2 ofth (2008)iX. BAD EHHAYE 10 th~o
LTV THEEBUT, A AR, ABEERRE LY X7 EBROBURICET 27— AR Z T
A HAT T, EORER, BRPEMNNBHTENZ B Y A7 OIS 572012, SettEm
B W CEHBREE TG 2, 17 U7 T8V Ok RV TR | A2 88 R 3 A
23552 &, SV EPTM (Pricing-to-Market) 1T7E1Z - T\ 5 Z EAVRENT-,

ARROBINL, B 7V U FHEO#RHEZ S HIZIERT D 2 Lok, g - Zofh (2008) T
BFonifbma S DITEER D LT 52 2Rl B0 2 L Th D, BIRAIZIL, FillElo BB,
RFERA—H—ITMNZ T, EFEHE, TIEEWRA — I —%5x5: & LTA AR A Z@EEEPUR
WA FFEEINCOT T2 2 L1080, A o R ZBERIROWESER & LT T D 6 5%
it U7z, OWRSMNBIHRE A~ OGS @REHI4H ) « e ORI, OMMERELLE,
@Ak BEbeER, @ FAVETIG |2 AL 3585, @BMBEDORERY X7 -~y D=
AN ThD, TNHIREERIL, HREEOERRMRFERIAZEE R 2R e 7Y > 7
BN BT A L 72D, W7 V7 CEIHUEEDNA VAR A AR & U GRIRS RV ER
D—2& LT, ODERTHL7 VT EEORRERBHRNET N0, SH%RT U7 IR
BT 25 HRAEZFEDBHIE NSRS 28 ) X7 ZfEnd 5720121, AARMHEREE S LTA
LHILEEE N T v M ABRT AN O ZBRBORFHRIC L0 SEDBRBRERMIC M2 D &M
s ns,

N



46

TP NANRL « 7T RIAVOAR RUVEBGERA DL &
—HRDT v 7 A R EENOBIER L DIREND DER—
ERSEEMIERT AR

HEBEZFEIL LT, RLOhEEEEE e T 50 FUBERIZ, 1990 FR 2@ T
T, BlEam o MEOER QBB ERIZI G S il B Z B S HIE D38 Rk
ROL D 7= Ry 7T 5FRE) NIFE2EF Tz, EREIZ 2000 Fl2x7 7 R,
AP NN RO LS ICHEBEEZFELL T, N oAZZEERE LT 58X RAACBOE
EHRATOEGHETE 72, L LR, 2000 4R LU ZHRAE O O BB 5 ) B O
DS FE & 722 2 TAR F/ABBER ~O B IR E IR T L TW D IRBLUC S 2,

H R K U 0D A R AR BOR O RIREICAR 2 SEATIIFEITEZ < & 578, ~ 7 v iR HEiR A
DEAE - BRFARAE T RHEDOBEER 2 im0 b ON KD 2 D TnWD, —J, Bk
DT TIE, TP AR BN « =7 T RAVOEE TS O ARE 72 RISV T DR
MR D SCHI AR T RVOBBANRHEE ST L 0 ) UIRTI_ A O D FENEL, £k
E~OBIGH e S 2 5 & T 208K FUHEBIR~OGRERN R IEH Z < R o d,

I OEOAR RIALESR D FEEEOBRAIZE WX, BOROFF O R Aal#itk(r v 7 A
VIR &S RZIEIN D BUABHI 72 RESLAN B E R EN 2 iz LTV DA, Z O S O FeATH
FEIMD TROLEN TN D, AFBETIE, AP ANRLEZS T RAOAR RAALBERD
BROBEREBZ HIZHT-> T, BIROFFO1 v 7 A VR & ENOBAERL ORI E
W% 8T DT RARBIZ 04T Lz,

AR RMEESRIZAEOBEEZFEL L CkRVOLEEEEEBE L THBURTH D
72IZ, BOROTRANTSZIEIC & 0 & ERBURHET 21 5 b D Th v YZEN TOBIR T
MHBDEBLENRAIRTH D, AN FALBERIIAN A HENIEF IR | o TN 72 m >
A VNRB DD, EOBORGEE ICARERERFOLAIRSLE VR ARNBEDZE LD R
25 720 Tl e < | RERIZRBOR O R EM & feff 3 5 B T H AR K LEOR 2 8475
LIEMICH D, —H TARBESLLERITEBCRICSOE T 2 A H Y, Znzis LIZEN
DEIRERSENBORIREICEE R EE 725 L TWD, TP AN RV TIEAIRE AIRO
AT A X —RLOME, =7 7 R TIRMEES & IIEH ORI XL L Wo 2B T B
(X572 2 BENOBURRILABOR ORI WEEL KT L2 B 2 b b,

HOR R CIIBEIZ X< b LS RALDSAR RAALEGR 28 L T B 08, K
B DOHEE D HETe o THAEFOR IR O BUR + &@l /) TIREA DR A TH DRI H
%o FloHKRHI LA O HEKRDOEIZENTEH, A RALBER O FHG % D < % ikiml 38
TERREHE D TEIE LRV TR Y | SH O KHIR OB EHIEDOTEY 2 H5 2 2 ITH
L TIAR FUHEER D o v 7 A VNROBURIIRAIR TH D & F 2 D,



47

o TR B ENB L ONEEITORhRIEST

AEHEE R KB RAs

BUER &7 Tl P9 2 A MEEERE N EATH Y . %< DIEGFITHIER
LTW5, A, aigaotris (DEA) ZFIM L. v o7 OENET & AMEERIT ORI
PEZFHI L7z, 7236, BB L CINHE—E 2 RUE L7238 O ERMIEIR, SAr9RhiE &
I, ARGE L7 WIGE ORRMEIT, MEMaOh == & FETN 5,

NP2 F T D BRICIT, A LPEHORENEE THDH, ZIUITIIRELFIFT3D
DT Ta—=FNbD, 1 DHIFEET 7o —FTh v, SUTITHIT O & @E LS L
HIREND, BANTHERE, BA, EHICEITRER, &R EPFIHEND Z 2%
WV, 2 DEIEMAT e —F Th Y, SUTITESORRFR L REEEROMIE & 7S
N, BAICIITEGRE, EHICITMEE R EPFIHIND, 3 DHIFFIRET 7r—F Th
0. BAITIISHAE, £ OMfs, FHHICIIBRE, RFEEZ2 ERFIsh D,
A TIEIANER T 7 —F 2R Lic, Zud, 47— EX OB OR#IZE L TI3FIZE
T7a—=FRENLTWDZ &, FlERORRIEZ B E L TEITHAEER L TWD 2 & EN
ZOHHTH D,

SHTEAT O RN, ENERAT EAEBRITOT —F IS 2 0, 0 THtrT %
DINEPTE LIRITIUL R 57220, 38T, Wilcoxon Rank-Sum 7 2 | Kolmogorov-
Smirnov 7 A N EATS TR, T — 2% 7=V L THH L TEEIXZINRNT &5 )
(27207,

RV TERIT O LG LTz, i RICE D &0 SMESRITO T8, EREITED b
BARHVDRIEDR SN E WO RERD G DN, £z, AEEEOZELZ Malmquist F550C K
DEH LT & 2 A, SMESITIZAE DR THm A R Oz, ZoZ b, SEEITE
ENEITONREZ, FHEET DT> TWD Z E R LN o7,

B2, SATORRMEDER Z | Tobit BUFIHTIC K - THEEH L, BLF DR L2
feole, 1) SHESMTIXENGT L0 bEIB R sl i b o7, 2) £A7 U
IR ZE TR, A7 VIR ZENRWEIT LY IR TH D, 3) KRER
BREAAT 28UTIZE, RADERDN D R dImR b5, 4) BEIEICED HREEOF
BOmmWEITIZ, BRI &S < R 5MmA R 67z, 5) ROA OmEmWEITIZELE,
BB Zh =R m D E S B ST,



48

Optimal Monetary Policy and Inflation Persistence in an Open Economy

MFERFRTEE JFE K

AfalE, =a—rA P70 2 BERERBIREET VBT, 7 L—a U OFf
BVEDNTFIET DA OREEMBIREZ SN L T\ 5, EHRNR=a—r A VT - T
MZBWT, A7 VEF a2 ETEERKHZRZLTNDLDIE=a—r A Y
Tve 740y T A#R (NKPC) ThoH, Lo L s, HEHER7Z NKPC X7+ 7 — K -
NNy F T THY Ny 7 U— Rl b SMEBCR ST 2175 L ZIZIIBETRETHD
LI TS, INETOEZA, Ny I U—FRf 7 b—varOflEbEEL
lema—0A V7 OERMBURIHTIL, PSERE COREMMNIEIEALETHY . B
DEBIBE I TV,

Z 2T, ARE. 2 ERBEEET VBN TA v 7 LOFHER W EICAET 556
DEHESRBOR A 00T L T2, BARBZIE, WEICBWTA v 7 LORFRMEDRFET D
e s, WEXHHE L CRBERZAT 256 L RE TIAT O %560 &b bR EARKEY
K< Ix BN DD EIHT L TN D,

AR THELNIRERIT, LTDOEBY THD, F LI, ATV T7+T— R LyF
YT IRRHCHRRIF R g v 7 BBAE LTSS BORWGIHT 2 03E 020 b b3 A 7
Lidya v 71 LTRELSBUET D, — T, A7 VARt 2o & 12k, B
FlFHE 2 v 712 L TA 7 VRIEEAERIG LR, 212, 2 AL T yiais
I BRELTGS, A7 Lid. RIFENRANy 7 U — RIZR 213 E X0 Frgiay 72 BUG & A
o, ZOMRIL, BERBHT 20 E0CELTBIESND, REICZ, 17 LREWE
Btk R OGE . WMENBORGRT 2 200074 k&< /b, Thbbh, EAH
FAIMEDNER T 256D BBERHH L 20 L0 &/h&< kD, LaLgn
O, A7 VR R < D12 E . BEURMHAN D DT A AN EL 25,

XF—U—NR: A7 VO, REeRECR, BORWH



49

BOORMBORIIRIC R 2 TR R
KRR ERE S E A

ClREZE)

AR, EAEMBORMIFEIC B W THITE R MBI TV 8 5 A EE L 72 K5
ST L. BAFEMBIFICBOWTEBR AR CTh 5 HERYEHeRE N AR SN L &,
BURAERIZE oo TIITITEHZZ LS T\, £, BHEZALIEHRREX
FATOMBEREIZ L > TR S TWDNE S DESFITME T — X O/RF T — & 2 Hun
THRELT-.

INFETORITHTED L 1L, BRREMEBOR O LR & U CHEEARE 2 7L
ORISR TH Y, BOKITIFEAENRERIE LR FEL TS, Z
X, Basflaikid s ERT 52 EAEETHY, BadflEiRid 2 BRI
H SRS EFE A 2 G920 2 LI ER e oo b0 H ZEEERL TS,

THUCR LT, AR TCIEHEYEES HEOH K L WD BEOIERICE 2RITEAEY
T%. 2L T, BOMKIIITEEMERICAEREELHZ TN Z &2 8ITME T —
B % AW SFOVERESHTIC Lo TR L. BRRICIE, AERM4EFEAR R %2 100 JEHH
MERT L X, P REITOEHZ 15.1% M5B 2> T\ Z ERbho Tz,
Flz, BEHEDN/ NS WEITITIREWERITICHENTEREZ LV ZEINsETEY, AR
BN DIV TIZZ WVEITICH R TRIHZ L 2 <MEETnizZ bbbtz =
WO ORERIE, BRI TR T, AEYEEEBEOBKE W) BOJERIZE S
FUTEHRBEPFEEL TV EZERL TV A,

ENERAT R TRIZEITE N OREEIT, 2005 EHFBETKTO—RE7-E->THEY, —
R 5 & B FIECR IR IS TR M L T2 & W O RERIEE TV b L
nig. UL, fEBIERITZ L ORIBESR TR D &, BEAFERBORITE ERBL /NS0
FUTORBRIEHEDL D2 WEITORHZ T XA TO2MRBH ST bbb, s, B
HAE 2 RIEICID STV 2 OB FERBL K & WETOR BN S WITTH Y, =
WO OEATOEH OB BENEAT A TRIZSITEHOBA G LT\ s Bz
bb.



50

FHSFET OEMBORZ & 5 R.5 %

PR R IER

WEFIE, THROESMBURITE 5 72> h——H HERE 10 52— ([ ] 2008
7 H5)ITBWT, MifTih 10 452868 L7237 B ERE T 0 A AT OSRBOR 2 e L,
LUF Ol 2720

B HEREMATHR O 10 FERICB XS AAREITOSMBORZIRVIRD &, RO X 5 25
FEEXHTZENTED,

1Y, REBMBORIZIZT > LTEBLQUI2LRWZ &, @BOROEEIL, &F
BORICH D, F£7-, BIEMEBORIL, RO, HROICHEES7ZT A A=< 1
A B4Rl O A RBOR T~ D Th > 72,

B 20%, SREBEREMRAOBEAREL ZELBVIEL T b &, ZOHEIC
b L O EEOMEIE, MEEOBEEOMIGTITR, BEAMOESDOHE 2 EHKT 2,
LT, BAMEOEGOME LD Z LIZRIUE, ZOEA ORI, BUFORREER 7
W UM ECECR IS BT D, B AT BUR 2> & OS2 R4 5 O ThuE, £ OBIRIL,
B ORRFBUR 70\ LITELBUR OIS ZR T H DO Th > TIR B0,

%31, MOLE &V D BUSBKAHRIZRDICE L, ZFRaeFERT 5720 DBUIRFB
&L TCOEFEERLARNCITHROHESE E VWO IfEZ & B2 b DO TH DL E, AARE
1T, SRBORZ FEMT 210 iz>T, ¥ - 47 - BUFY A F~OEEICHEY 3572
FTIERL, ERYVA PO b H+RRERY ZITRHIRETHDL LWV T L,

FAlL, BASUTIE, BoeflEck, SREERAEKRAOBEAME, o0, R
FNBER OBFIZHONT, WEIZ2REICE HRfEL, HROPREITICINESBEER L L
TARTREZ L, T D OEERP R O P JeglaT OESEIZERD & 7RS4 o o F 5] o
BRChoTFRIIMOE LT, 2oz &L, BARBITHHROFIREITICIWV L TRET
REYROBHE THDL EVDRITNIZR B0,

U bETHD0, 20O, FRBIZEDErERIBRORA & EIFERBER~OBIT & W
IHBEBMEZ LN TS, £72, BARSYTICE 5L a FIEIE~DE IR0 R B A B
KOBEANEOMEE L VO FELEZ ONRWVDIT TRV,

AHMEOHIL, 9 LIRBRICES LoD, &Ko H 25 NS BITHONT, HELE
< bxbHI LITRDBND,



51

A ARIZE T 5 BBIERIT S H 13550 Wik 3t o B R AE
BB EHER OFER & U = SR VISR EIC & B EZiEoir—

FARRE A K

AR, HARIZIW TR, HUGRRGE OB, HUS @I B3 2 RE R & #R 3 IC
G T2 L ORMBEENREES> TS, LNLERRL, BRI EICRITENTSZ o5
TENELELEREF OO, SFHTHERRILIZHE STV D & ) RN
KN EHE L2 D,

ZOX O RMEER S AR, AARICET 28TRHTSRRI Lol s T
WD DNENE, BB ST = Z MO RELEH T2 Z LICEVRGELTZ b D TH
Do

PRI O AT SR OFEZICK LT, Kao(1999) 2825 L= Sx L3 iy iE %
TR, BREREOT 2L TH 2 RERBAEESCEMNASH(~ X —)ER, Fofthz
W T CHITRHSRNCH B R EE 52, o, T OB IFI 0 BRI TFE
TLIENHER SNz, ZOFEIERERIL, BAROFITEHTSHIR I LITHosh T
LWVH L EBIRETLHDTH D,



52

£ BITRICBIT B AL v F 7 a X NOFHE
— BB A ERE&EECT — % Z#H\T—

MFRFRTF R T 6

AR CIEAR BAEMERIBE O 2 2 U0 ICe R O FmAEA T D, KRFMEIEA )
U E R D 2 RIE S, BRIIELEEZRETH L0, GBI 288HED
WD ORR AR DR T 72 &5 B A5 A0 E LG 78 £ O UG I B W TA R b i
AT L BEZ BID, TOX) RTGEE. H 25 WIERFERIOZEITZE OHIBIZ I 1T
HELF LMD FORSIBRICEEL 5 2, FRIZ ORI ENRE STV H1E G
FEE AMAICB W TIZORELZ 0TV, F 78 % o Hitthk 4Rl BA R 0 2K 53
FIBRICEEE 52X TNWDHEEZDND, 20X REEERLZ LT, 4% Eit
ZZ2 b AEREESCE MG E OISR OFRE Z429 5 L THERERFENRNY
L5,

2 TCARRTIEARZE - FATHRICBIT DAL v F o7 aX Mt L, £ OFHI S 7z A
Ay Frr7ax b EHITEAOER L EORIBIZI T 2B ERK, £ L TRIFRE L O
BREFAET 5, TNETAL vy F 7 ax MIET 583, B0 Th v EiE
IR AT 7, FZEAAL v F o 7 ax FOHEEBICET 0N TH 5, ARICE
JAEBKITEZE - BATHOAAS v F o T aXA MG 2 B E2 T LIzZ & ThY, BN
IR D EMBEDT =2 W T 21T o7, FOFEERFERL LT, A v F
Y7 AR EGUTHBNIY U PR ORI R BRA RS, ZHUIAAS v F o7 ax bo
BLED D ORGEHBNIFAET D2 L7220 ARSI DICHERT L EEZ LN ERSEDH
MK L CREE 525D Th D,



53

MU BAEREIC L 28 =t/ ¥ —BAEXELEKHEE

ENLEXEE  RE A

Ml 7 B is ] (SRS Fro 2 BRI 228 2008 R OWRE/X G S
E9ELTWE2R0T, BUFIE ”iﬁa&—(E%%&E%ﬁﬁﬂmgbfwé%A)
TR RO 1 D EAESIT I A A AR L XL D & LTnD (2008 40D
lﬁ_aﬁwtww&%ﬂﬁméhMMﬁ%%mﬁm&@ofwén_mﬁﬁ:@5@
RE ARSI 7ot =t 7 ¥ — 23K | EBRRA M O e 2 E TR T
TIRD oot ORBFITIEN2 B2, ZNIETIT, R 2 FZPER IR C & 2 Fufil A
ETDHIOIIE. ZHOE = 7 X —ERHELER ) O S CE R ER 2 OIS A 1E
%ﬂ?ﬂkﬁi#t#\_@ﬁuomf+”ﬁ@ﬁiﬁbhfwﬁm

= 7 X — ORRKEALER O EAE 2 VR O M TIE 0 IR D & 1990 AR LI, 42
RO 1%RENSEHEOXMG L oI E 2, ZOHE, 5T - Ly — ik

O3 B RO HIE BRI H 0 AT A0 KRR THIC 31T 2 A8 BHSBAE DVE N CTh o 72, £ 72,
ERVEE DT OFHIE ORIFEBFHIR NS Z L7 &5 T, ek 12 (2000) R LIRS
(X EREEB ORI THEARULER & FARIERC T STV D,

il 2 D =& 7 X — % K DAEFELEEP T ON D DENTEE KT L TE 2 AliEtEn d
LERIZ, 2 b- b, RESHOEFGLEEBICAND &, FH =7 7 —0 HHERE]
(Mt g o\yA]) 0 TREEDIRDL) (EBSR &, IUSME) 013, THHEFEOWREE] (IHEH
). MEHEFE OIRRE] (EHEEE. AWRMEHEEOFE) NENHDER-TL .

MR TRELERNON, FE=t7 X —ICHE L TWDLEIBKRD 5 HHERENRH K
VR (TEAHERE) ICEELEZERTHD, 295 LIZBIBERIE. B OO %Kk
B LoD, HE ORI A2 KD RN B ) 2 KE LT Ve Th D, BiK
F7e R & LTk, 8=k 7 2 —ICx 3 2BORSAE (B, BRHME. wMBhedsm) oIk
BLe . MEzEIREEE OMBCRG (VB MBOBEME) B onbd,

;ﬂ%@%lk%%@@%@ﬁ@ﬁﬂk@%M% LEEOMASIHEREDOF = s & —
2,460 fEOEZET —Z|ZHKSE, EEFE (Frby b ET7L) THOHL TR, £
@%%(Iﬁmgleﬂéﬂ%%kwﬁf BAR LR IAERK ZEAL TN ZDH
TR A & OB B ES 72358121, HEROE =% 7 ¥ —OfGE BN Thhic v
WO B, AEARE TR LN, T, o X — ORI, EHEE IR
T DFNEFEEOHMIZ LV T 5TV D & OREREIX, 5o iv7enoTz,

ZOEIBRONHRERERE 2 5 & M) AR OBARIC O W T, AR A B
TDMEPORE Z Al 2 DF =7 X —DARYEICENRD Z &I E S HRe, EHEEH O
FIFER SIS BT IR A 51 TN D 2 & Z i & LIZHSAZ Db D DZEPEEN | G &
RVFFE D,



54

Capital Ratios and Cross-Section of Stock Returns in Banking Industry

—FERFRKFPE  Chen Sichong

This paper empirically investigates the relationship between different capital ratios
and cross-section of stock returns in banking industry by using Japanese listed bank's
data from 1990 through 2008. The results show that market-valued capital ratios
associate negatively with average returns, while BIS capital ratios, widely used by
bank regulators, are showed to be positively related with average returns. We further
show that the dispersion in average returns sorted by several ratios could also be

largely explained by the Fama-French three-factor model.

Asset pricing theory have taught us that systematic difference in average returns are
due to difference in risk, provided stocks are priced rationally. If we decide our
understanding about financial market are pretty good and take the position to extract
information from asset prices, these facts imply that banks with higher BIS capital
ratios are more risky than those with lower BIS ratios, unless we want to probe the
possibility that bank's stocks are mis-priced systematically and persistently. On the
other hand, lower market-valued capital ratios seem to serve as an informative
indicator to identify risky banks,

In addition, asset pricing theory also suggests that risk priced in the financial market
could be relevant to bank regulators. The theory says that it is exactly the covariance
of an asset's payoffs with the growth of marginal value of wealth that measure risk
and generate risk premium in financial markets. Moreover, marginal value of wealth
is high generally when it is a bad time that investors desperately want more wealth by
giving up a lot of wealth in other time and states. Therefore, banks with higher risk
priced in the financial market are those who do badly, or in the worst case even go into
bankruptcy, in bad times such as when the banking system, or the whole economy
are in trouble. This is probably what bank regulators want to prevent from

happening by adopting capital ratio requirements to assess the safety of banks.
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Global Financial Crisis:
Difference in the Market Deterioration Mechanism and its impact in Capital Flow
AABCRERINE BAEE
Hiroshi Whatanabe, President & CEO, Japan Bank for Intemational

Cooperation (JBIC)

Difference in the mechanism of financial crises — The current financial turmoil originating from US market is

“Paper-Market Crisis in Bad securities” while the crisis in Japan one decade ago was “Banking Crisis in Bad loans
(NPL)”. This difference made the pace of deterioration faster and assessment of other institutions more difficult. And it
leads to higher anxiety and volatility in the market. They are not wiped out by the providing the liquidity nor lower
interest rate.

Financial Patriotism/Nationalism — The public support to the financial institutions including capital injection to them

induces the strong voice for demanding them to place high priority in domestic lending businesses. That reduces the
size of capital flow in interational market especially those supposed to be channeled into emerging economies.
Change in Business pattern — The basic income source of banking sector should return to be in the rate differential

between funding and lending, not commission and not capital-gain. Monitoring on Large Scale Financial Institution
and on Financial Conglomerates is a big challenge for the supervisory agencies,

Key Currency — The dominance by the US financial sector is eroded and the value of dollar is also depreciated. No
other currency, however, can not posses enough ability to take the position of key currency by replacing US dollar.
Euro has shown its weakness during the market deterioration in the last half year. We have to live with over-the-top
key currency for the time being. More aggressive arrangement for Regional Currency should be encouraged in East
Asia and Middle-East. (Over)
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