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Revisiting finance-trade linkage during the Great Trade Collapse*

Yushi Yoshida
Faculty of Economics
Shiga University

Abstract
We re-examine whether Japan’s export during the Great Trade Collapse is really affected
by financial channel. In this paper we focus on Japan’s regional export in which regional
exporters rely heavily on regional banks. The damage on local banks in different regions
exerted by the global financial crisis were heterogeneous. By examining the same
industry across all regions in Japan, we test whether the financial shocks in regional
banks affected regional exports differently. Our preliminary empirical evidence based
on cross-correlation analysis questions the validity of notion that financial turmoil in
developed countries should diminish their exports. However, after controlling incomes
of both exporting and importing economies, we find strong evidence that the finance-

trade linkage operated during the Great Trade Collapse.

Keywords: Bank loan, Great Trade Collapse, Finance-Trade linkage, International Trade,
Regional banks, Trade credit.
JEL codes: E44, E32, G21, F40

* This study is conducted as a part of the Project “Exchange Rate and International Currency
(ERIC)” undertaken at Research Institute of Economy, Trade and Industry(RIETI). Financial
support from Grant-in-Aid for Scientific Research (C26380295), JSPS, is gratefully
acknowledged. 1 thank seminar participants at the 2016 European Trade Study Group
Conference. The author is grateful for helpful comments and suggestions by Keiichiro
Kobayashi, Satoshi Koibuchi, Masayuki Morikawa, Atsushi Nakajima, Eiji Ogawa, Junko
Shimizu and other participants in ERIC seminar and Discussion Paper seminar participants at
RIETL
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Old Boy Network, Capital Injection and Banks’ Returns:
Evidence from Japanese Banks

Takeshi Osada, Saitama University
Kazuki Onji, Osaka University

David Vera, California State University, Fresno

We present a novel analysis of the relation between board's network structure
and mandatory reorganization in the context of Japanese banks. Using a unique data
set on individual board member characteristics, we estimate two affiliated networks
based on alma mater and hometown. Furthermore, we identify the fraction of former
employees of Bank of Japan (BOJ) and Minister of Finance (MOF) for each bank's board.
First, we are able to determine the effect of the capital injections on different aspect of
each bank's network (both based on alma mater and hometown) such as size and
average number of connections. Second, using the fraction of former employees from
BOJ and MOF we are able to instrument for capital injections and determine the effect
of injections on banks' returns.

Our findings suggest that network size and mean degree (the number of
connections for an average board member) for capital injected banks decreased
compared to the network size and mean degree of banks that receive no injection.

We add to different strings of the literature bank rescue operations, corporate
network structure, and network connectedness and firm's return. In the context of
Japanese banks rescue operations, Hoshi and Kashyap(2005) and Onji, et al. (2012)
found that injected banks were somewhat reluctant to carry some aspects of the
mandated restructuring. Our findings suggest that the injection of capital may have
disrupted the structure of board networks. We also add to the literature on board

network structure and firms returns, Khanna et al. (2015),

Keywords: Recapitalization program, Japanese banks, board network.

JEL classification: G21, J40
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An empirical analysis of the largest sovereign foreign wealth fund

investing in the Japanese Stock Market.

Yoshikatsu Shinozawa, University of London

Abstract

The objective of this paper is to identify what characteristics of a firm attract the
large sovereign wealth fund investing in Japanese shares and to examine the
possible impact on the target share performance. The focus of this paper is on the
sovereign wealth fund ranked as the fifth largest shareholder in the Tokyo stock
market whereas the published literature on this subject usually uses the
aggregated data of various sovereign wealth funds investing in many host countries.
Using sample firms from the top 500 companies in the Tokyo market from 2008 to
2013, the panel data analysis shows that the SWF prefers relatively small value
shares with high ROE from the large cap market index. The analysis also provides
little evidence of superior returns of the target firms, suggesting no impact on these
target firms. All in all, the investment strategy and subsequent impact of the SWF

in Japan should not cause concerns about political interference.

Note that this research is supported by a grant-in-aid from Zengin

Foundation for Studies on Economics and Finance.
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Oil shocks, Exchange Rate Shocks, and Japanese Stock Markets

Kohei Aono, Ritsumeikan University
Tokuo Iwaisako, Hitotsubashi University
Hayato Nakata, Meisei University

Abstract
We examine the importance of structural shocks behind crude oil prices and Yen’s
exchange rate in explaining Japanese stock market. We extend the structural VAR
model of Kilian and his coauthors to obtain the structural shocks, assuming four
structural shocks, namely oil supply shocks, global demand shocks, oil market specific
demand shocks, and pure exchange rate shocks. We find clear evidence that these
structural shocks except oil supply shocks do affect contemporaneous stock returns at
aggregate level. Then, we examine if structural shocks contain any useful information
in explaining contemporaneous stock returns and cross-section of individual stock
returns, in addition to Fama-French factors. Our empirical results suggest that the
answer is, probably yes. The results using the size-B/P sorted portfolios provides not
only negative, but also rather strange result. We conjecture this is because rather
special characteristic of the size-B/P sorted portfolios pointed out in the recent
literature on the reappraisal of cross-sectional tests of asset pricing models. The result
using the Beta sorted portfolios provides more intuitive result and we find oil market
specific demand shocks and pure exchange rate shocks are likely to contain some

additional information, not contained in Fama-French’s three factors.
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The Cost of Trading during Federal Funds Rate Announcements: Evidence
from Cross-listed Stocks

Bart Frijns, Auckland University of Technology

Ivan Indriawan, Auckland University of Technology
Yoichi Otsubo, University of Manchester

Alireaza Tournai-Rad, Auckland University of Technology

Abstract:

We investigate the behaviour of bid-ask spread components around the U.S. Federal
Funds Rate announcements for a sample of cross-listed firms in Canada and in the U.S.
We use transaction level data to decompose the spread into its three components,
namely, information asymmetry, order persistence, and order processing costs. We
observe that during news announcements, the information asymmetry component
increases more in Canada than in the U.S., indicating that trades in Canada are more
information-driven than trades in the U.S. Next, we find that the order persistence
component increases more in the U.S. than in Canada, indicating that there is a
temporary price pressure surrounding news announcement period in the U.S. These
differences may be due to the fact that small individual investors dominate the trading
of Canadian stocks in the U.S. while larger investors dominate the trading in Canada.
Finally, following the implementation of Regulation National Market System, we
observe that liquidity in the U.S. has increased, and subsequently more informed

traders are now present in the market, particularly during news announcement period.
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Inflation and Bubbles in the Japanese Condominium Market

Tohoku University Jun Nagayasu

We investigate the dynamics of condominium prices by using a new data set containing
national and regional data on prices and transaction volumes for Japan. First, using
left- and right-tailed integration methods to circumvent deficiencies in existing
approaches for economic analyses, we propose two definitions of bubbles and show that
the condominium market has experienced neither mild nor explosive bubbles since 2008.
The perception of bubbles can be influenced by the variables chosen to represent
economic fundamentals; however, the standard model specification suggests no bubbles
during that period. Second, consistent with this finding, we point to several economic
fundamentals; notably, the increase of Chinese residents in Japan is one reason for the
long-term trend in condominium prices. Third, we find that, among the explanatory
variables considered, transaction volume, particularly the volume of purchases of
companies from individuals, is relevant in explaining condominium price inflation. This

suggests that there is asymmetric information between trader types.

Keywords: Real estate market, condominium prices, market bubble, unit root,
cointegration, Japan

JEL classification: R1, C5
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Public investment and Stock Return: The Case of Japan

Kazuki Hiraga (Tokai University)
Masafumi Kozuka
(University of Marketing and Distribution Sciences)

Tomomi Miyazaki (Kobe University)

Abstract

This research examines the effects of public investment on stock returns in
Japan over the periods from 1980 to 2012. By doing this, we calculate the impulse
response function by local projection method using the sectoral panel data. The
empirical results show that public investment has a positive impact on stock returns.
Especially, we confirm a strong effect on a group of the primary and secondary
industries, as well as the periods after the 2000s, though the quantitative effects are
not so substantial. Our empirical evidence on the post high-growth era in Japan
suggests that public investment has been partly useful to support the revitalization of

stock market.
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Identifying the Dual Hypotheses in Lending Market: Evidence from
Japanese Regional Lending Markets

Kazuki Hiraga
Masashi Manabe
Naoyuki Yoshino

Abstract

This paper investigates the effect of oligopoly power to the lending rate in the regional
lending market using prefectural panel data in Japan and Herfindahl-Hirschman Index
(HHI) as the measure of the degree of oligopoly power. We construct the estimation
models of lending rate and outstanding lending which identify the borrowing demand
and lending supply. With this model, we capture the effects of HHI to the lending rate
and the outstanding lending. We obtain the negative correlation between lending rate
and HHI, and the positive correlation between outstanding lending and HHI. This
result implies efficient effects or scale effects is dominant to market structure effects

provided by oligopoly.
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When Japanese Banks Become Pure Creditors: Effects of declining
shareholding by banks on bank lending and firms' risk taking

SIE NN ZC PN
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Utilizing the regulatory change relating to banks’ shareholding in Japan as an
instrument, this study examines the causal effects of declining shareholding by banks
on bank lending and firms’ risk taking. Banks may hold equity claims over client firms
for either of the following two reasons: (i) gaining a competitive advantage by exploiting
complementarity between shareholding and lending activities, and (ii) mitigating
shareholder-creditor conflict. Exogenous reduction in a bank’s shareholding would then
impair the competitiveness of the bank’s lending activities and aggravate the risk-
shifting behavior of client firms. Using a firm-bank matched dataset of Japan’s listed
firms during the period 2001-2006, we empirically tested several hypotheses and obtain
the following findings. First, a bank’s removal from the list of major shareholders of a
client firm (extensive margin) and the reduction in the ratio of the bank’s shareholding
to the firm’s total shares on issue (intensive margin) decreases the bank’s share of the
firm’s loans. Second, a reduction in the extensive margin of a bank’s shareholding
increases the volatility of the client firm’s return on assets and reduces its Sharpe ratio.
However, we do not find the same effect when a bank reduces the intensive margin of

its shareholding.
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The Emergence of a Parallel World: The Misperception Problem
for Bank Balance Sheet Risk and Lending Behavior
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We examine the reason that there have coexisted the two opposing views on
distressed banks’ lending behavior in Japan’s post-bubble period: the one is the
stagnant lending in a capital crunch and the other is the forbearance lending to low-
quality borrowers. To this end, we address the measurement problem for bank balance
sheet risk. We define the credit supply and allocation effects of bank capital in the bank
loan equation specified at loan-level units, thereby finding that the parallel world, or
the above two opposing views, would emerge if the regulatory capital does not reflect
the actual condition of increased risk on bank balance sheet, while the fair value of
capital signals it. In the real world of Japan’s post-bubble period, banks with low
market-evaluated capital decreased the supply of credit, engaging in window dressing
of the regulatory or book capital. The parallel world can emerge whenever banks are

allowed to evaluate portfolio risk with their discretion.
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The Role of the Board of Directors in Companies in Gulf Arab Countries

TUTREFOIERT R Ml

Corporate governance initiatives in Gulf Cooperation Council (GCC) countries have
recently been established. In the case of GCC listed companies, the major feature of
corporate governance is that ruling families and family conglomerates control corporate
management through boards of directors. The purpose of this study is to analyze the
determinants of board structure and the influence of board character on the
performance of Gulf Cooperation Council (GCC) listed companies in 2015.

First, our estimate shows that companies with decentralized ownership or a major
government owner tend to have a large board. We also find that the role of outside
director becomes important in those companies with highly concentrated ownership. In
addition, governments operated by a ruling family send family members to affiliated
companies. Second, in our GCC company sample, corporate performance may be

affected by management factors, but not by board characteristics.
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The Benefit of Common Currency as a Medium of Exchange
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The effect of the 2015 renminbi reform on the relationship between
onshore and offshore exchange markets

REMETIE
—HERZFER A

Abstract

Under the background that the Chinese renminbi has depreciated since 2014,
the Chinese monetary authorities announced a reform of the quotation mechanism of
the policy fixing rate and enhanced the capital outflows to defend renminbi. The policy
changes have deeply affected both the onshore and the offshore renminbi markets. In
this paper, this policy effect is evaluated by comparing the relationship between onshore
and offshore markets from two perspectives: the time-varying correlations using a
DCCGARCH framework, and the adjustment mechanism of the pricing differential
using a SETAR model. The main findings are as follows. First, the conditional
correlations became averagely lower and more volatile, showing the market
segmentation after the reform. Moreover, the pricing differential became larger and

more consistent, and the arbitrage between the two markets may become more difficult.

Keywords: renminbi, offshore CNH exchange rates, DCC-GARCH, SETAR
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Hurst Exponent Analysis of Chinese and Japanese Stock Market

Meifen CHU
Kyushu University

Abstract

Hurst Exponent Analysis was proposed by a British hydrologist, Harold Edwin Hurst in
late 1960s. This methodology is originally used in measuring the long-range dependence
of time series. Now it has been widely applied in biology, medicine, engineering,
economics, etc. A number of researchers employ the Hurst Exponent Analysis in
studying foreign exchange rates and stock markets. In this paper, Hurst Exponent
Analysis is conducted in order to find out the characteristics of the Chinese and Japanese
stock market. Since the Shanghai Stock Exchange (SSE) and the Tokyo Stock Exchange
(TSE) represent their own country’s market respectively, in this paper, we adopt the
data from the Shanghai Stock Exchange and the Tokyo Stock Exchange. We find that
both SSE and TSE series display anti-persistent characteristics. However, in the long
term, the SSE series shows persistent pattern while the TSE series keeps its ant-

persistent feature.

Key words: Japanese Stock Market; Chinese Stock Market; Hurst Exponent Analysis;

Persistent; Anti-persistent
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Another Reason for Non-Neutrality of Financial Liquidity
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Abstract

This paper reinterprets the non-neutrality of financial liquidity
under a general equilibrium model with multiple financial
liquidities, but without price stickiness. Non-neutrality opens the
possibility of effective monetary or financial policy on the crisis-
prone real economy and thus revisiting its nature is worthwhile.
We find that models with only one asset and money limit our
perspectives to see the nature of financial liquidities interacting
with real economy. Departing from abstracting an economy with
only one interest rate allows us to see the underlying reason of non-
neutrality of financial liquidities, i.e., industry-specific rates of
return distinguishable from the representative rate of return.
Without the assumption of price stickiness but with a wider frame
of multiple liquidities, this paper provides another reason of non-
neutrality of financial liquidity and naturally clarifies the meaning

of money neutrality.
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Abstract

We study the cross-sectional stock return variation

when returns are conditioned on investors' belief difference
and book-to-market ratio. In the conditional cross-section,
returns decrease from low to high belief difference for all
book-to-market ratios, and increase from low to high book-
to-market ratio for all belief differences. Conventional risk-
based model struggles to explain the given conditional
return variation. We offer plausible economic explanations
based on characteristics that are related to investors' belief
differences and market frictions. While the short-sale
constraints and the max-return can help explain the decrease
in returns across belief difference, cash flow risk can help
explain the value premium across book-to-market ratios.
Our study calls for a new theoretical framework that can
account for investors' belief differences in explaining the
cross-sectional return variation.
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Abstract

In this paper, we analyze whether the monetary policy may
affect the long run expectation of non-stationary real interest
rate. That is conducted through Beveridge-Nelson trend
decomposition within a co-integrated vector autoregressive
model based upon New Keynesian frame work. For this, we
suggest an augmented test of conventional co-integration test
on the non-stationarity of real interest rate, which checks
whether the co-integration coefficient of inflation is one and
the output gap does affect the co-integration equilibrium of
nominal interest rate. Further we suggest to decompose the
long run expectation of non-stationary real interest rate as the
three trends of interest rate shock (including monetary shock),
inflation shock and output gap shock. According to the
empirical analyses using the monthly US data after Korean
war, we find that there is an interest rate shock trend in the
long run expectation of non-stationary real interest rate and
the impulse of federal fund target rate induces significant
response of the interest rate shock trend. However the interest
rate shock trend has very small portion in the long run
expectation of non-stationary real interest rate which may
explain why the monetary policy was not so effective to
recover the economy after global financial crisis.
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Takeo Hoshi and Anil K Kashyap (2001), Corporate Financing and Governance in
Japan: the Road to Future, MIT Press.

Raghuram G. Rajan and Luigi Zingales (1998) "Which Capitalism? Lessons from the
East Asian Crisis," Journal of Applied Corporate Finance, 11(3), pp.40-48.
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Market Concentration and Sectoral Inflation
under Imperfect Common Knowledge

Ryo Kato, Bank of Japan
Tatsushi Okuda, Bank of Japan

Abstract

This paper first provides empirical evidence that sectoral inflation persistence,
measured by autocorrelation of monthly changes in US producer prices, is starkly
dispersed and negatively correlated with market concentration in each sector. To
account for such empirical observation, we develop a dynamic stochastic model of
firms' pricing strategy in which monopolistically competitive firms set their prices
while receiving private signals on cost shocks. In the model, an increase in the
number of competing firms raises strategic complementarity among the firms in the
same sector. Using the model, we analytically show that, under imperfect common
knowledge, sectoral inflation persistence is monotonically decreasing in market

concentration.
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Delegating optimal monetary policy inertia in a small open economy: An

analytical investigation
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This paper seeks for delegating targeting regimes in a small-open economy model. It examines the
effect of an open economy on the coefficients for stabilization weights in the delegated objective
function of the central bank. We address the role of the exchange rate in delegating optimal monetary
policy. We analytically derive the condition that each targeting regime that this paper considers
coincides with a commitment policy. This paper shows that there are non-negligible effects of an

open economy on each coefficient in delegated targeting regimes.
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Forgiveness versus financing: The determinants and impact of SME debt

forbearance in Japan

Arito Ono, Chuo University

Yukihiro Yasuda, Hitotsubashi University

Abstract

This paper empirically examines the impact of Japan’s debt forbearance policies
with regard to small and medium-sized enterprises (SMEs) stipulated in the “Act
concerning Temporary Measures to Facilitate Financing for SMEs.” Using unique
Japanese firm survey data that identify firms that received “financing” (such as
through the deferral of debt repayments) and firms that received “debt forgiveness”
(such as through a reduction in principal and/or interest), we examine the determinants
and the effects of debt forbearance to test the theoretical predictions of Krugman’s
(1988) “financing vs. forgiving a debt overhang” analysis. We find, first, that banks
choose debt forgiveness for firms that are more creditworthy and more profitable, which
1s consistent with the theory of debt overhang. Second, among firms that received debt
forbearance, those that had received debt forgiveness had better access to new loans
and showed superior ex-post performance than those that received financing, which is
also consistent with the theory of debt overhang. Third, compared to firms that had not
received any debt forbearance, firms that had received financing were more leveraged
and exhibited worse performance, especially those whose forborne loans were covered
by public credit guarantees, while firms that had received debt forgiveness exhibited
better performance, especially those without public credit guarantees. This suggests
that the effectiveness of the SME forbearance policy is adversely affected by the moral

hazard generated by public credit guarantee programs.

Keywords: Debt forbearance, Debt overhang, Public credit guarantee programs

JEL classification: G21; G28; G33
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House price and credit cycles: effects of global liquidity and risk perception

B ER BN PR A/ E
FER A
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This paper explores the determinants of house prices and bank credit. An
empirical analysis of panel data of 22 developed countries during 1990-2015 reveals
cross-border bank inflows and risk perception in global markets as the key drivers of
house prices and bank credit. Moreover, it indicates that house prices in economies with
higher leveraged financial sectors and mortgage lending are more strongly associated
with risk perception. These results suggest that local financial cycles are exposed to
spillover effects of U.S. monetary policy, and that local banking sectors play key roles

in transmitting the effects to local house price cycles.
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Competing Financial Centres: Reflections from Europe

Alexis Stanfords

University of Portsmouth, Business School

Abstract

The Eurodollar market, launched in 1957, laid a platform for financial innovation,
regulatory arbitrage and ultimately resulted in the international money market we are
familiar with today. However, it also spurred a wave of competitive deregulation
between states, often dubbed as ‘Big Bang’ in several financial centres (such as London
or Tokyo). During the last few decades, and in line with the processes of globalisation
and financialisation, international financial centres have continued to strive to remain

competitive in relation to each other.

In light of the Japanese government’s ambitions to promote Tokyo as a leading global
financial centre, this talk draws upon a series of banking and trading floor anecdotes
from European (but also Asian) financial centres. Topics range from regulation and
taxation (London, Stockholm, Luxembourg and Geneva), global geopolitics and Brexit
(Singapore, Frankfurt, Amsterdam and Dublin) to languages and cultures (Paris,

Copenhagen, Tokyo and Hong Kong).

By doing so, it highlights some of the challenges in competing as a financial centre even
within narrow segments of international finance — let alone at a global stage. Moreover,
1t stresses the importance of viewing financial centres as ‘moving targets’, which always
will be strongly influenced by non-economic factors, such as languages, cultures and

social provision — in other words factors important to people working and living in them.



