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Industry-Specific Real Effective Exchange Rates in East Asiaf

Yokohama National University Kiyotaka Sato

Gakushuin University Junko Shimizu

Yokohama National University Nagendra Shrestha

Ph.D. Student, Yokohama National University Shajuan Zhang
Abstract

In considering the empirical importance of the exchange rate on the
exporter’s price competitiveness and producer profits in specific industries,
the industry-specific real effective exchange rate (REER) is far more useful
than the aggregate REER. The novelty of this paper is we constructs a new
data set of the industry-specific REER (I-REER), based on the producer
price indices, for 8 Asian countries at a monthly basis from 2001 to the
present to provide a Dbetter indicator for the international price
competitiveness, but also to monitor the changes in international price
competitiveness across countries and across industries. The new dataset
reveals that there is a large difference in the level of REERs not only across
countries but also across industries. By conducting decomposition of
I-REERs, we show that the change of I-REERs in Asian countries tends to
be mainly driven by the movements in domestic price relative to those of

trading partners.

JEL Classification: F31, F33, F15
Keywords. Real Effective Exchange Rate (REER), Industry-Specific
Exchange Rate, Competitiveness
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Industry (RIETI), Center for Economic and Social Studies in Asia (CESSA) at Yokohama
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Grant-in-Aid for Scientific Research (C) No. 24530362.



Co-movements in real effective exchange rates: evidence from the dynamic
hierarchical factor model

University of Tsukuba Jun Nagayasu

We analyze and quantify co-movements in real effective exchange rates while
considering the regional location of countries. More specifically, using the dynamic
hierarchical factor model (Moench et al. (2011)), we decompose exchange rate
movements into several latent components; worldwide and two regional factors as well
as country-specific elements. Then, we provide evidence that the worldwide common
factor is closely related to monetary policies in large advanced countries while regional
common factors tend to be captured by those in the rest of the countries in a region.
However, a substantial proportion of the variation in the real exchange rates is reported
to be country-specific; even in Europe country-specific movements exceed worldwide

and regional common factors.
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Determinants of accessing, obtaining formal credit and formal credit
constraint: Evidence from Vietnamese Small and Medium Enterprises

Ph.D. Student, Kobe University Cao Thi Khanh Nguyet

Vietnamese Small and Medium Enterprises (SMEs) have been playing a very
important role in the economy of Vietnam. In 2012, Vietnamese SMEs accounted for
38.9% of total investment, contributed 40% to GDP, held 86.3% social labor, and
accounted for 60% export enterprises. Despite these contributions, SMEs have been
coping with many constraints, in which the lack of credit has become a major problem
hampering the growth of Vietnamese SMEs.

This study attempts to seek new evidence to determine SMEs’ credit access and
credit constraint. In addition to the advantage of having the most updated survey of
SMEs and Provincial Competitive Index data, we use the subjective perception in the
lack of credit for firms, the region business environment and investment as the
explanatory variables to describe the ability to apply for credit and find credit
constraints. Moreover, in looking for the factors determining firms’ credit constraint,
the process of applying for formal credit is described clearly in order to find out how
firms’ credit constraint’s different. The empirical results show that firms perceived
subjectively to lack credit despite good profit performance and had collateral tended to
apply for formal credit more than the others. In addition, regional business
environment was another key factor in applying for formal credit. Firms with high
level of investment obtained more loans from banks. In terms of credit constraint, the
study finds that firm’s credit worthiness reduced the probability of formal credit
constrained and firm with high debt ratio and high investment level was more likely to

get credit constrained.

Keywords: SMEs, Formal Credit, Credit constraint, Vietnam
JEL codes: C25, G21, G32
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Capital Requirements, Bank Behavior and Fair Value Accounting:
Evidence from Japanese Commercial Banks

Ph.D. Student, Hitotsubashi University Karen Lai Kai Lin

Hitotsubashi University Masaru Konishi

Abstract

Using data from dJapanese commercial banks during 2002-2012, we explore the
relationship between banks’ choice of capital buffers and prevailing macroeconomic
conditions. We find a positive relationship between capital buffers and the phase of the
business cycle, and further find that this positive relationship was weakened after the
implementation of Basel II. We also examine whether the gap between desired and
actual capital buffers, as well as the phase within the business cycle, affected banks’
balance sheet management behavior and lending activities. We find that during
periods of economic upturn, banks increased capital more than they increased lending.
These results are consistent with the countercyclical capital management behavior
exhibited by commercial banks. Moreover, we find that banks which adopting fair
value accounting (FVA) intend to behave more counter cyclically in their capital
management practice as compared to domestic banks.

JEL classification: G21; G28

Keywords: Capital buffers; Bank regulation; Procyclicality; Fair Value Accounting
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Debt market imperfection, capital structure and investment: An empirical
analysis through the credit supply shock of 2008 in Japan
— &R RF B T ARTEIE

This paper investigates how debt market frictions affect real firm behaviors such as
capital structures and investments differently based on whether the firm has access to
the public debt market, taking debt structure differences into account. To this aim,
using the natural experimental approach to examine the 2008 credit supply shock in
Japan, I show that firms without access to the public debt market face decreased
leverage and investment, accompanied by decreased bank debt, compared to firms with
access. Considering that firms without access to the public debt market are more
dependent on banks for their debt and are likely to have closer relationships with
banks than those with access, it is intriguing that bank-dependent firms face reduced
debt supplies from banks compared to other firms. Moreover, through investigation of
the regression of investments where the interaction term with different debt
structures is introduced, it is suggested that differences in debt structure or debt
maturity between firms with access to the public debt and those without also play an

important role in determining debt and investment.
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The Contagion Effect in Foreign Bank’s Lending during a Crisis:
Does Local Currency Market Development Promote Credit Stability?
H AR IEE v — Y S At

This empirical paper investigates whether financial and economic shocks from home
countries (advanced economies where globalized banks’ headquarters are located)
affect a host country (Indonesia). I find the evidence that there is the contagion effect
of shocks that a parent bank and a home economy suffer on foreign banks’ loans in
foreign currency. A change in a home stock market index and industrial production
appears to have a negative effect on growth rates in foreign currency loans of foreign
banks in the host market; high growth rates in the parent bank’s stock price in the
home market lead to an increase in foreign banks’ loans in foreign currency in the host
country. However, no contagion effect is observed in local currency lending, meaning
that local currency market developments plays a vital role in a stable credit supply in

the emerging Asia during a crisis.

JEL classification: F34; F37; 016
Keywords: Crisis; Currency Denomination; International banking; Financial Sector

Development.
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How Did Takahashi Korekiyo Rescue Japan from the Great Depression?
P R LRBEE
UG R PHEHEN

Abstract

A veteran finance minister, Takahashi Korekiyo, achieved an early recovery for Japan
from the Great Depression of the 1930s by prescribing a combination of expansionary
fiscal, exchange rate, and monetary policies. To explore the comprehensive
transmission mechanism of Takahashi's macroeconomic policy package, including the
expectation channel, we construct a structural vector auto-regression (S-VAR) model
with three state variables (output, price, and the inflation expectations) and three
policy variables (fiscal balance, exchange rate, and money stock). Our analysis reveals
that the exchange rate adjustment undertaken as an independent policy tool had the
strongest effect, and that changes in people's expectations played a significant role for
escaping from the Great Depression. During the second half of 1931, in particular,
speculation on Japan's departure from the gold standard and the inflation that was
likely to follow reversed the existing expectations: instead of expecting deflation,
people began to expect inflation, months ahead of the actual departure from the gold
standard, which occurred in December of that year. As a whole, the choice of the level
of the exchange rate was crucial for changing people's expectations as well as

promoting exports.

Keywords: Great depression; Japanese economy; Macroeconomic policy; Expectation;
Vector auto-regressive model; Commodity futures

JEL Classification: E52, E63, N15.
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Macroeconomic Policy for Stagflation
Yamagata University Kenichi Tamegawa

Abstract
If o1l price increases generate a stagflation, which means economic a coincidence of
recession and inflation, individual traditional macroeconomic policy is difficult to cope
with the stagflation. In this paper, we show that policy mix can completely counter the
stagflation. Our finding shows that such a policy mix must be a simultaneous
implementation of monetary tightening and fiscal expansion. To show the existence of
our policy mix, we construct a dynamic stochastic general equilibrium model and

analytically investigate effects of oil price shocks.

Keywords: oil price shock; stagflation; fiscal policy; DSGE modeling
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“Implications of Establishing Inventory and Accounts Receivable as
Collateral: A Case Study”
Kansai Gaidai University Aki Kinjo

Asset Based Lending (ABL) is a lending technology that uses business assets, such
as inventory and accounts receivable to secure the loan. ABL is an establish form of
lending in the US but was only recently introduced to Japan.

I argue that when such an asset is used as collateral, lenders can better generate
information and manage the creditworthiness of the borrower by properly assessing
and monitoring the collateral. That is the major contribution of ABL to the Japanese
banking market, which has not been understood or promoted as it should be. ABL
should not be regarded as a type of secured loan that simply substitutes the collateral
from real estate with collateral in the form of inventory and accounts receivables.

The role of collateral in ABL has a different feature compared to real estate.
Although real estate has been the predominant collateral used in Japan, its role has
been limited to loss mitigation and prevention of moral hazard for the borrower. ABL
provides unique features in addition to the role that real estate has traditionally
provided as collateral.

This paper articulates the unique characteristic of ABL and the implication it has on
Japan’s lending market by (1) discussing the role of collateral by reviewing related
literature, (2) presenting a case study conducted for a Japanese regional bank, (3)
comparing how regulators treat ABL in Japan and the US, and (4) concluding with

policy recommendations to further promote ABL.
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