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Policy Responses under Inflation Targeting:
A VAR Analysis with Sign Restrictions

Osaka Prefecture University Minoru Tachibana

This paper examines how inflation-targeting central banks of five countries
(Australia, Canada, New Zealand, Sweden, and the UK) have dynamically responded
to the underlying macro shocks. To this end, we apply VAR models with sign
restrictions, but minimum restrictions on the policy responses. The results show that,
not surprisingly, the IT countries strongly and persistently raise their policy rates in
response to a positive demand shock, meaning that they have attempted to stabilize
both output and price volatility when there was no trade-off between the two volatility.
On the other hand, no country shows strong, persistent monetary tightening in
response to unfavorable supply and oil price shocks. This suggests that, even under
inflation targeting, the countries have paid much attention to the output stability as
well as the inflation stability, and thus the IT countries are not characterized as

inflation nutters, but as flexible targeters.
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Loan Portfolio Adjustments of Regional Financial Institutions
to Regional Economic Conditions in the Japan’s Post-Bubble Period:

A Panel Cointegration Analysis
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Bank Deposit Interest Rate Pass-Through and Geographical Segmentation
in Japanese Banking Markets: A Panel Cointegration Approach
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Borrowing Behavior and Attitudes towards Risk and Time :

Experimental Approach

Ritsumeikan University  Hiroshi Izawa

Kinki University  Grzegorz Mardyta

We investigate experimentally potential links between individual propensity to
borrow and attitudes towards risk and time, the latter represented respectively by risk
aversion coefficient and individual discount factor. To obtain both above-mentioned
measures we employ a joint elicitation procedure using a multiple price list design. We
further employ a novel experimental construct akin to a consumption/financial
planning setting to examine individual propensity to borrow.

Straightforward cross-analysis of our participants’ intrinsic attitudes towards risk
and time against their exhibited borrowing behavior allows us to conclude that it is the
individual discount factor and not the risk aversion coefficient that could potentially
explain and predict individual borrowing. Whilst we find no correlation between
diversity in risk attitudes and inclination to borrow, higher individual discount factors
correlate significantly with number of loans undertaken. Moreover, this is only the
case whenever depreciation rates on the available consumption bundle match
individual discount rates — discount factors have no predictive power if the discount
rate on the value of consumption is exogenously set.

From the methodological perspective, this project offers support to the technique
of artificially shrinking a time-frame in a decision task in economic experiments. The
consistency between individual discount factors elicited in one stage of the experiment
and the decisions made in a later stage in a consumption/borrowing game based on the
earlier elicited coefficients strongly indicates viability of experiments with reduced
time-frames.

Finally, our results can be put to immediate practical use in the consumer finance
industry and have potentially important implications for policy-making. Knowledge of
individual time preferences should allow for better loan provision and more effective

regulations of the banking and finance industries.
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Balance of Payments Stages in the World over Three Decades

Seikei University = Masanori Ono

This paper classifies 175 countries over just 30 years according to the balance
of payments stages that Crowther (1957) used in proposing a hypothesis that the stage
depends on the progression in a nation’s development. This investigation demonstrates
that a nation’s stage in the balance of payments has a nonlinear relationship with its
economic development. A country at the stage of immature creditor-lender enjoys
higher GDP per capita than at any other stage in its development. It is also remarkable
to report that about 25% of countries in the world lend money to the rest of the world in

almost every year.
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The Effect of Financial Development and FDI Spill-over on Regional

Economic Growth in China: Analysis based on Provincial Panel Data

Graduate School of Economics, Kyushu University = Zheyi Liu

Through an FDI technology spill over absorptive capability function which
contains a variable of financial development and a variable of technology gap between
local and foreign enterprises, we study the relationship between financial development,
technology gap between local enterprises and MNEs, and regional economic growth.
Then we use China’s provincial panel data from 1998 to 2007 to carry out the
econometric tests. Both theoretical analysis and econometric test show that the level of
financial development and the technology gap between introduced foreign advanced
technology and local technology play an important role in one region’s absorptive
capability of FDI technology spill over effect, as well as in regional economic growth. At
present, the low efficiency of financial market and the introduced foreign technology
that is beyond local enterprises’ absorptive ability are not beneficial for the positive
effect of FDI spill-over. Therefore, regions need to improve the efficiency of financial
market in the allocation of capital. Meanwhile, when introducing FDI, regions should
estimate the level of existing technology and then introduce the most favourable
foreign investment which could bring the positive effect of FDI technology spill-over

and promote regional economic growth.

Key Words: financial development, technology gap, absorptive capability, regional

economic growth
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