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Liquidity effects and international effects of the zero lower bound on nominal

interest rates

R R PR IR

Abstract

The tightening effect of the zero lower bound on the nominal interest rate is a
non-trivial topic in monetary policy: at the zero lower bound, responding to a rise in
money growth by reducing the nominal interest rate—what is called the liquidity effect
—1is not possible because the nominal interest rate cannot be further decreased.
However, the absence of the liquidity effect caused by the zero lower bound might
amplify the tightening effect of the zero lower bound. I call this tightening effect of the
zero lower bound through its liquidity effect on the economy the rebound of liquidity
effect, and demonstrate it quantitatively with a simple two-country dynamic stochastic
general equilibrium framework. This paper found that the zero lower bound mitigates
the effect of the domestic quantitative easing shock to the domestic economy, and affects
the dynamics of the foreign nominal interest rate after the period of the zero lower

bound through the structure which generates the liquidity effect.

Keywords: liquidity effect, zero lower bound, monetary policy
JEL Classification: E47; E49; E52



Determinacy condition under optimal monetary policy
with information from the Taylor rule

BEILABER S
W K

BT T /L ORERENE A Z B L7208 b AT AN @ 2 BUR 21T 5 70 lid En XL 5
\CER 2 E U vy, Tillmann (2012)13 2 OfWICE 2 TEB Y . BRIFETT VO
FEMEIZE R L TW D P RITTIE, BT AOERBORRY 2264 U 5 R L CEfd/e
—NVESHT DT, RESMEBIRZIT O BIITEMBORL— A0 6 DIFR b ST 2B
% (cross-checking optimal monetary policy) A2 E LWE& LTW5S, ZOEEEX, 74+ U —
RV 77087V TRENLRBORZ T T 258 E LD RENAAT AEMA 5 2
ENTEDMHTHD, L, £OX D kiR BRIV — Vi3 G BRI 2 — &I
WETEBNE I DOV TITENTIZAR,

AFalE, BEMIEESRBOR 2 FHi9 2 T REITNT A 7 ——0 O X5 I @fBok
=N BDIER BB DEEOS A OREMOMBEEE X D, KD F
Y= DRSO, e AT A T—HA (7 VRO EFL B B ES]E BT
X EW S FEAD Nz ST T, D X 5 72 cross-checking 72 @l B 57> b E vk
2 B it 70 )V — /RS BRI A 3 — ISR E DI LR S TW 2 &b o T,
LovL, BFEET VCEMTTHOME (AL - Froxi) ZMKT5E, a2 F
¥ U RV DN R E N E X (2L, cross-checking policy rule 134 FREGEAFF LT 0N — BTk
FLHEERD D Z LRI N, FOMRRITIZE 2T A T —RAIZTH LTzl LT
b, BEAIIRFIBE N IRREIC R D AR LTV D,

References
Tillmann, P. (2012) “Cross-checking optimal monetary policy with the information from the Taylor

rule,” Economics Letters 117, pp.204-207.



22

Inflation Stabilization and Default Risk in a Currency Union

Al BTN ORY: f Er i 1

By developing a class of dynamic stochastic general equilibrium models with nominal
rigidities and assuming a two-country currency union with sovereign risk, we show that
there is not necessarily a trade-off between the prevention of default risk and stabilizing
inflation. Under optimal monetary and fiscal policy, comprising a de facto inflation
stabilization policy, the tax rate as an optimal fiscal policy tool plays an important role
in stabilizing inflation, although not completely because of the distorted steady state.
Changes in the tax rate to minimize welfare costs via stabilizing inflation then improve
the fiscal surplus, and because of this and the incompletely stabilized inflation, the

default rate does not increase as much.
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The effect of ownership on the risk taking of Chinese firms
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Trade Credit in China:
Panel Evidence-based on the Survey of Industrial Enterprises
PP RFRFE A B dE

Abstract

Firms may use trade credit financing ways frequently from their partners who with
in a daily deal than financial institutions!. In China, we have three main modes for
corporate finance. One is bank loan, another is security issuance, and the last one is
trade credit. Compare with bank loan and security issuance, trade credit between
business partners is also an important method for corporates, especially for SMEs.
Using a large panel dataset of Chinese industrial firms, we found that SMEs especially
the small firms are more likely to use trade credit than financial institutions. We also
give a clear group divide with trade credit by supplier and demander. On this basis, we
check the relationship of using trade credit and using financial institutions. If the
coefficient on variables is negative and significant, it will suggest that trade credit is a
substitute relationship with using financial institutions. And if the coefficient is
positive and significant, it suggesting that trade credit is a complement relationship
with using financial institutions. Our evidence implies that small firms use more trade
credit, and have stronger substitute relationship with using financial institutions. We

also found ownership may not effect the use of trade credit expend.

1 Theories based on Petersen and Rajan (1997).



Effects of the Vietnamese Government’s Institutional Reforms on
Companies’ Capital Structure and Profitability:
Before and After the Lehman Shock

Hidenobu Okuda, Hitotsubashi University
Lai Thi Phuong Nhung, Graduate Student, Hitotsubashi University

Abstract

This paper investigates the extent to which companies listed on the Ho Chi Minh and
Hanoi stock exchanges have achieved corporate behaviors that conform to the market
economy under the Doi Moi policy by estimating their debt ratios and return rates using
the three-stage least squares method applied to samples taken from the panel data from
2006 to 2011 of 435 listed companies.

The estimation results show that, compared to Vietnamese small- and medium-sized
enterprises, the capital structures of listed companies are matched better to the features
explained by standardized corporate financing theory. While they were influenced by
excessive borrowing under weak corporate governance during the boom period of
2006-2008, they were normalized and more fitted to rationally expected financing
behaviors during the 2009-2011 period after the boom. However, the ability to provide
collateral still plays a decisive role in the procurement of long-term funds, which
suggests that asymmetric information and creditor protection issues must be addressed.
In addition, even in the Ho Chi Minh Stock Exchange, which is credited for having
pioneered many institutional reforms in Vietnam, government-controlled companies are
likely to have an advantage over non-government companies because of their close
relationship with government-controlled banks.

These findings suggest that reforming the Vietnamese market will require the
development of a system that ensures transparency of information and independent
corporate governance, and will require the increased privatization of
government-controlled companies, including those in the banking sector.

JEL Categories: G32, 016
Keywords: Vietnam, government-controlled companies, capital structure
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Financial markets in CEE countries and their role in transmission of

domestic and foreign monetary policy shocks

Ph.D. Student, Kobe University Agata Wierzbowska

Abstract
Large dependence of Central and Eastern European (CEE) countries on monetary policy
changes in euro area as well as globalizing financial markets raise questions on the role
of the latter in the CEE economies and transmission of monetary policy shocks. This
paper uses the VAR methodology for the analysis of stock, bond, and exchange rate
markets in six Central and Eastern European countries. First, we study the influence of
shocks occurring in each market on domestic economic conditions. Next, the
counter-factual simulation analysis is carried out in order to discern the role of the
financial markets in the transmission of domestic and European Central Bank’s (ECB)
monetary policy shocks into CEE economies. The main results point at large diversity
across CEE countries, both in case of the effects of financial market shocks on the
economy and the transmission channel study. We draw conclusions on the relatively
lower importance of bond market and higher importance of stock and exchange rate
markets in influencing CEE countries economic conditions. The study of transmission
channels also points at stock markets the main channel of transmission, especially in
case of output. Transmission of monetary shocks to inflation takes places mainly
through stock and exchange rate markets. The results provide implications for both

policymakers as well as investors concerned with financial assets of CEE countries.

Keywords: monetary transmission mechanism, financial markets, VAR, counter-factual
simulation
JEL codes: E44, E52, F36
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The Cointegration Analysis of the Long-term Bond Rates in Japan under

the Zero Lower Bound Problem
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Comparing Japanese Monetary Policy Effects
between the Low Interest Rate and the Normal Periods

Osaka Prefecture University = Minoru Tachibana

This paper compares macroeconomic effects of Japanese monetary policy between the
low interest rate (post-1998) and the normal (pre-1998) periods. To this end, we
estimate the sign-identified VAR model combined with the stock-returns equation, the
latter incorporated to measure the relative size of monetary policy shocks. The results
show that monetary policy effects in the two periods are qualitatively similar in that an
expansionary policy shock increases both prices and output with the highest
probabilities and decreases both variables with the lowest probabilities. However, the
effects are quantitatively different: when the size of monetary policy shocks is equalized,
monetary policy effects in the low interest rate period are from about one-sixth to
one-fifth of those in the normal period. This suggests that much more aggressive easing

would have been needed to escape from persistent deflation in Japan.



M

T AU I ~OEBREARTA & & DO BLR
BERBRFERT L PR

T AU TREITSND@MEEOSFIIRMNE > TR THAICH S, ZOFET k
LY RIE, —AICIZBOR RO KEERA 7 LR, &RIRTT 4 VT 4 —OEEIC L -
T EnD. Lo 0b, REIGHLFERICBERSF BT ML Fich s Z LTz
T, AT VRREGHRTT 4 VT 4 —=NURATLEERTRT L7 2 LTt TREER O
B —LTVITLEFBIETLTNEEEZEZILNDTEDTHD. ZNLDT 7 U HAUH
NADBNLZENITT L—F « FF L—3a v TN, BEHEROKT 2#3H4 %Ki
H72 R Td 5.

LU, KX T RICET T 7 7 v F A Z NV ADIRME R EATINZ T, T AV
THEAITSNDBMEFE T 5 EREARA S AEEF O FEM LEHEL TWHZ &%
HEMNZT D, T AU D~OEBERTAONRZHRT D L, HEKTAORN, FHL
THI 25%, Z DA TIE 50% LA EAERITHE T 2 BEAMA THEL SN TND Z END05.
F72, BT OEREHOFEE T TBEIIRE SHBEBHIL TWD H00, tHEeT
— Y x v —1#, GSE {RiFAE4:(GSE-backed Securities) (2% 92 &AWL OB A & X hind
HEFNEBE 25 DERE LTRRETZ LR TE R0,

AR TN & EREARAICE L CERNAREERR LT, 22 CTRRT
DA AR EE IS D EEEEARTIA DT — X TGRS DA X2 MOBE IS SN
WEITEMPRTRABIN TS, L0 H Db, BT TRHA S TV A EARTA
T2, O THREE OFEN D, WA X2 N &SRO OBRICEARTEA
EE/NGHELCLE Y BERH L0 TH L. AR ORTHBEZM2EEEARTAOT
—ZIITAT RO b D L AR TEFEOFm NS D LR > TN D.

WIZ, AR TIEEBEARA L SR OBBRICOVWTEIESTZEM L. £, U0
PRFHBERAR & TS D T DI HI R E T VIC L DHEEZIT o7, ZOHEEN D, BUREF
RATVR, GRRTT 4 VT —, KEBEBITESRFOERNEZ 2 fr—L L TH4
FEAF) & XIS 2 AR E Ik 2 EBREEARAORICADHBBEGRAED bk, 2h
N2 T, AR CIIEBEEOF = v 7 & e CEKM O LR E2 58 LIS E1ET
FTILECMIC LD HEEZ#ITo 72, ZOHEN D, B0 <2 < EHMIC b BRIk
D EAGMA & BIEF ORI A DHBEBRAFET 2 2 L 2B LT TE L.



42

Factors causing capital flows in emerging economies

Kinki University Takeshi Hoshikawa
Kyoto Sangyo University Masahiro Inoguchi
Abstract

This paper investigates how capital inflows and outflows in emerging
countries are affected by global shock variables such as the Volatility Index (VIX). We
categorize gross inflows and outflows as foreign direct investment, portfolio investment,
and other investment. In addition, we compare the factors that explain the movements
of gross capital flows for emerging and developed countries. Our main findings are as
follows. First, VIX has an asymmetric effect on other investment flows in developed
versus emerging countries. Second, FDI has been relatively less affected by the global
financial crisis.

Our results indicate that movements of capital flows, especially other
investment flows, differ between developed and emerging countries during high VIX
periods. When VIX increases, foreign investors reduce (increase) their purchases
(sales) of other assets from emerging economies, while the residents of emerging
economies reduce (increase) their purchases (sales) of other foreign assets. This implies
that developed country creditors tried to withdraw from emerging countries when the

global financial crisis occurred.
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A Comparison between Optimal Capital Controls under Fixed Exchange
Rates and Optimal Monetary Policy under Flexible Rates
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A New Solution to the Equity Premium Puzzle and the Risk-Free Rate

Puzzle: Theory and Evidence

Student, Kobe University Hideaki Tamura
Kobe University Yoichi Matsubayashi
Abstract

The method for solving the equity premium puzzle in accordance with Mehra and
Prescott (1985) needs to be simultaneously consistent with the method for solving the
risk-free rate puzzle presented by Weil (1989). That is, the reasonable estimated values
for the degree of relative risk aversion in the former solution and for the subjective
discount rate in the latter solution need to be plausibly within the experiential bounds.
This report indicates that a consistent solution is possible for the equity premium and
risk-free rate puzzles even when there is a standard CRRA type utility function. This is
possible by formularization of the Euler equation for consumption, taking into account
the precautionary saving effect based on Skinner’s (1988) expected marginal utility

model.

JEL Classification Number: E21, E44, G12

Keywords: equity premium puzzle, risk-free rate puzzle, uncertainty, Euler equation
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The Role of Options Market in Discovering Risk during the Subprime Crisis

University of Luxembourg  Theoharry Grammatikos
University of Luxembourg Thorsten Lehnert
Bank of Japan Yoichi Otsubo

The current paper examines how risk has discovered in the options and stocks markets
around the recent sub-prime crisis when means of indicating risk were strongly desired.
As the options markets explicitly price the risk of the underlying asset, the market is
expected to take the major role in risk discovery. In the present article, we measure the
risk by the moments of the return distribution. Volatility, skewness, and kurtosis are
estimated from both stock and option prices to examine the markets' risk informativeness.

To the best of our knowledge, we are the first to study the informational role of options
markets employing the implied moments in intraday basis. As the crisis has especially
destabilized the banking sector, our focus of the study will be particularly on risk discovery
of the stock price of global systemically important banks.

We compute the risk-neutral moments every five minutes from the options market and
calculate the realized moments in same frequency from the underlying stock returns. The
moment estimates obtained from option prices are derived by the methodology of Bakshi,
Kapadia, and Madan (2003). By further utilizing information share approach, we find
some evidence of the increasing role of options market in discovering risk after the crisis.

Information share estimates tell that the level of contribution in risk discovery by
options market varies greatly over time. The role of risk discovery is switching between
the two markets. In one day the risk discovery might solely take place in stock market,
and in another day it might dominantly takes place in options market.

Our analyses in sub-periods show that the distribution of the information share has not
been constant over time. The distribution has been shifted from the right tailed (mode in
the lowest category) to the left tailed (mode in the highest category). The finding implies
the transition of the risk discovery function from the stock market to the option market.

Our findings provide some evidence of the increasing importance of options market as a
risk discovery function. Further we find that the market activity variables cannot explain
the dynamics of the information shares.
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Marginal q and Firms’ Investments: Evidence from Time Series Data of
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<Abstract>

In this paper, we verify the predictability of marginal q on firms' capital
investments. We compare Granger's causality of four manufacturing industries with the
LA-VAR model and Vector Error Correction Model (VECM). We obtain the empirical
results that the null hypothesis of no Granger's causality from marginal q to
investments is accepted for the chemical industry and iron-steel industry, and it is
rejected for the transportation equipment industry. For the product machinery industry,
null hypothesis is rejected with the LA-VAR model, but accepted with VECM; it is not
robust result. These results indicate that the chemical and iron-steel, with higher
uncertainty and irreversibility, could not adjust their capital investments in response to
the fluctuation of Tobin's q, while the transportation equipment industry could do so.
Following the analytical implications by earlier theoretical studies, it is considered that
uncertainty and irreversibility restrain their capital investments, or firms with
uncertainty and disposal cost do not invest in equipment because of lower Tobin's q than
the threshold value. Thus, the role of uncertainty and irreversibility is important for

predicting capital investments by Tobin's q.
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Automobile Exports: Export Price and Retail Price
June 2014

Yuri Sasaki (Meiji Gakuin University)
Yushi Yoshida (Shiga University)

Abstract

Given recent theoretical emphasis on firm-level heterogeneity in international trade,
empirical investigations are required to use trade datasets in much finer disaggregation
than currently provided by national governments or international organizations. We
revitalize international trade datasets by matching with the geographical locations of
exporting firms within an exporting country. By this way, we transform a national-level
dataset to a quasi-firm-level dataset. First, coupled with Manufactured Suggested Retail
Price (henceforth, MSRP) in the US market, we examine the dynamic behaviors of
model-specific price margins for US distributors and Japanese automakers. We find the
heterogeneity among auto-models in price-margin behaviors even when we control for
automakers characteristics. Price margins for US distributors are substantially shrunk
especially when the US dollar depreciated after the Global Financial Crisis. Second, we
examine the price-setting behaviors of Japanese automobile exporting firms in
correspondence to fluctuations of foreign exchange rates. By restricting to the two
exporting ports, we are able to estimate the price-setting behaviors of particular one
Japanese automaker.

Keywords: Automobile; Exchange Rate; Export Price; Price Margin; Retail Price.
JEL classification codes: F14, L11
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Regional inflation, spatial locations and the Balassa-Samuelson effect

University of Tsukuba Jun Nagayasu

We empirically analyze regional inflation using data from Japan where there is
no regulation to impede the free movement of labor, capitals, goods and services across
regions. In particular, our analysis will focus on the geographical location of regions and
the productivity effect as explanation for the dynamics of regional inflation. Technically,
given that home inflation is often affected by that of neighbors, spatial models have
been employed in order to explicitly capture this spillover effect. Similarly, the
productivity spillover is modelled in the specification. Then we find that both spatial
locations and productivity are important determinants of regional inflation.
Furthermore inflation persistence is reported to play an important role in explaining

regional data.
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Do Faster Growing Economies Run Current Account Deficits? A Theoretical

Reappraisal of the Role of Utility Functions

Doshisha University
Shingo Iokibe

It is well recognized in the literature that economies that have higher output growth
prospects run current account deficits and that economies that have slower output
growth prospects run current account surpluses. This paper examines the robustness
of this hypothesis in a two-country framework from a purely theoretical point of view
and finds that the crucial presumption concerns variability in the elasticity of
marginal utility with respect to consumption. It also finds that the level of economic
development or relative per-capita output to the rest of the world is crucial.

When adopting two-period models, the hypothesis that a country growing relatively
faster than the rest of world (the ROW) runs a current account surplus is robust only
when the period utility function has a constant elasticity of intertemporal substitution.
However, once we assume that period utility functions have a variable elasticity of
marginal utility, the hypothesis does not always hold. If we assume a utility function of
which the elasticity of marginal utility increases with respect to consumption, less
developed countries that grow faster compared with the ROW, can then run current
account surpluses under selected conditions.

From a theoretical perspective, the present study shows that the sign of the current
account in consumption-saving models depends solely on the relative magnitude of the
intertemporal marginal substitution rate of consumption of the home country to the
foreign country. Moreover, the marginal substitution rate is determined solely by the
consumption growth rate and is unaffected by the initial level of consumption if the
elasticity of marginal utility is constant. However, the marginal substitution rate is
affected by the initial level of consumption as well as by the consumption growth rate if
the elasticity of marginal utility is either increasing or decreasing with respect to
consumption. These findings demonstrate why the conventional hypothesis cannot

always hold when the utility function has a variable elasticity of marginal utility.
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