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Inflation Expectations Curve in Japan

Toshitaka Maruyama
Bank of Japan
Kenji Suganuma

Bank of Japan

Abstract

We estimate "inflation expectations curve" — a term structure of inflation expectations
— combining forecast data of various agents. We use a state-space model which considers
consistency among expectations at different horizons, and for relationships between
inflation rate, real growth rate and nominal interest rate.

We find that the slope of the curve in Japan is positive in almost all periods since the
1990s. In addition, looking at the estimated inflation expectations in time series, the
inflation expectations at all horizons rose in the mid-2000s and from late 2012 to 2013,
after the downward trend from the early 1990s to the early 2000s. Short-term inflation
expectations in particular have tended to shift upwards since the launch of Quantitative
and Qualitative Monetary Easing, while being affected by fluctuations in the import
price. Finally, a structural VAR analysis shows that the estimated inflation expectations
in Japan are largely adaptive, meaning their formation is affected by actual inflation

rates.
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The role of money and optimal monetary policy in a two-country economy

BRI R R
FARERIPN

The importance of the role of money is evident from the monetary policies of advanced
countries. This paper examines the effect of a non-separable utility between consumption
and real money balance on optimal monetary policy in a two-country framework. It
shows that relative real money balances between two countries affect the international
risk-sharing condition directly when considering the non-separable utility. Departure
from the separable utility function changes the structural equations in a two-country
economy with nominal rigidities. In addition, the shape of the loss function is different
from that of a standard loss function. Therefore, the assumption of a non-separable
utility affects the properties of optimal monetary policy significantly. The presence of a
non-separable utility function between consumption and money crucially changes the

termination date of a zero interest rate policy for both countries.
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Optimal Monetary and Fiscal Policy Rules, Welfare Gains,
and Exogenous Shocks in an Economy with Default Risk -

OKANO, Eijif Masataka Eguchi
Nagoya City University Komazawa University

This Draft: Jun., 2019

Abstract

We develop a class of dynamic stochastic general equilibrinm models with nominal rgidities
and we introduce defanlt risk in the model. We find that if productivity changes are observed,
policy authorities should be aware of default risk, although being aware of such risk 15 not
very important lollowing government expenditure changes. Welfare gains [rom awarencss of
default risk are nonnegligible if productivity changes, although welfare gains from awareness
of defanlt risk are tiny following government expenditure changes.

Kegwords: Sovercign Risk; Optimal Monetary Policy: Fiscal Theory of the Price Level
JEL Classification: ES2; E6Q
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Price Discovery and Liquidity Recovery:
Forex Market Reactions to Macro Announcements
NS G
o BT RF R

We examine the improvement of Forex market quality, measured by speed of price
discovery and liquidity recovery after macro announcements, with 20 years of high-
frequency data. We find that both measures have improved little over years. The price
discovery is positively affected by the impact of news surprise on returns, which does not
show a time trend. Despite improving liquidity, an increasing number of traders slows
down rather than fasten the price discovery. We fit a classical microstructure model for

explaining why: such fast traders behave like uninformed.

Keywords: Price discovery, Liquidity, Foreign exchange markets, Macro-announcements,
Market Microstructure
JEL: D43, D47, F30, F31, F33, G12, G15,
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Tariff Reduction and Its Effects on the International Wine

Trade: A Gravity Model Approach

Kimie Harada! and Shuhei Nishitateno®
May 2019
Abstract

This paper examines an extent to which import tariff reductions through bilateral free trade
agreements (FTA) are attributable to an increase in wine exports to East Asian countries. Our
empirical method involves estimating an augmented-version of gravity equation with a panel
dataset for 1990-2016 covering 28 exporters and Asian main three importers. We find that a 1
percentage point tariff reduction leads to 0.053 % increase in annual wine exports for bottled wine
and 0.082% increase for bulk wine exports. This implies that tariff reductions through FTAs have
significant positive effects on wine exports than MFN tariff reductions. Non-tariff measures also
have negative significant effects on wine exports for sparkling and bottled wines. The results
suggest that export growth induced by only tariff reductions through FTAs could account for
1.325% of global wine export growth during 1990-2016.

Keywords; Tariff reduction, wine, international trade, non-tariff barriers, gravity equation,

Poisson pseudo-maximum likelihood estimator.

JEL classification: F14, F69, 1L66

1 Professor, Chuo University, 742-1 Higashinakano, Hachioji Tokyo Japan,
kimieh@tamacc.chuo-u.ac.jp.

2 Associate Professor, Kwansei Gakuin University, 2-1 Gakuen, Sanda 669-1337 Hyogo
Japan, shuhei0828@kwansei.ac.jp.
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How Arbitrage-Free is the Nelson-Siegel Model under Stochastic Volatility?
Hideyuki Takamizawa

Chuo University

This study examines the effect of no-arbitrage on the Nelson-Siegel (NS) (1987)

model under stochastic interest-rate volatility. Unlike under constant volatility, in which
only a constant (convexity-adjustment) term of a yield function differs with and without
no-arbitrage, the loadings of the factors driving the yield curve also differ when the
volatility is spanned by the factors even after controlling for the drift of changes in the
factors. We specify the volatility as a linear function of the factors while keeping the
other components of the model unchanged, which allows for interpreting the spanned-
volatility model as an extension of the NS model. We consider two approaches for
examining the no-arbitrage effect. The first is the two-step approach in which the factors
are first extracted by fitting the NS curve at each point in time and then the dynamics
of the factors are estimated from the pooled data. These factor and parameter values are
fed into the no-arbitrage version of the models to compute the no-arbitrage yield curve,
which is compared to the original NS curve. The second is the one-step approach in which
the factor and parameter values are estimated simultaneously in both cases with and
without no-arbitrage and then compared between the two cases. We find in both
approaches that spanned volatility does not magnify the effect of no-arbitrage relative to
constant volatility on average, though it does when the level of interest rates is very high.
The finding implies that we can pursue practical benefits of the NS model, such as by
augmenting it with stochastic volatility after identifying the factors from the yield curve,
without much increasing the cost of the theoretical deficiency of allowing arbitrage

opportunities.
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Which type of institutional investors promotes CSR?

Yoko Shirasu
Department of Economics, Aoyama Gakuin University, Japan
Email: shirasu@cc.aoyama.ac.jp
Hidetaka Kawakita

Graduate School of Management, Kyoto University, Japan

Abstract

We provide an empirical analysis of the links between corporate social responsibility
(CSR) and ownership share of long-term investors. Our findings can be summarized as
follows. First, we find that we cannot see the precise characteristics of the higher owner
share of long-term investors, whereas the higher owner share of domestic short-term
investors improves CSR activities about governance and social. Second, the higher owner
share of long-term passive investors is positively significant for all CSR categories,
whereas, all short-term passive investors are insignificant. Also, we find that the long-
term growth and value investors interested in all classes of CSR activities, whereas short-
term investors are not interested in environmental activities. Third, long-term foreign
blockholder interested in CSR activities, positive effects on governance CSR categories,
and negative impact on environment categories. Finally, it seems that long-term foreign

investors use CSR as a tool for risk hedge during the crisis period.

Keywords: corporate social responsibility, long-term investors, stock share, foreign

investors, corporate governance
JEL Classifications: G11; G32; G39
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Effects of Bank Soundness on Lending Relationships Promotion Activities

PR REEMER
ERIFBERY: WARRAT

This paper examines the effects of the soundness of financial institutions on the
activities of financial institutions to establish or strengthen lending relationships with
small and medium-sized enterprises (SMEs) by using a unique bank-level dataset of 120
financial institutions in Japan. The major findings of this paper are the following three
points. First, sound financial institutions are more likely to take any activities to
promote lending relationships with SMEs. Second, among these activities, sound
financial institutions tend to take the following three activities: (1) increase target
number of frequencies of contact with current client firms by loan officers; (2) increase
in the decision power of branch managers in lending; (3) relax lending standards or
increase in credit limit amount. Finally, sound financial institutions are more likely to

take such activities particularly about loan officers from earlier periods.

JEL classification: GO1; G21
Keywords: Bank soundness; Bank activity; Lending relationships; Small and medium-

sized enterprises
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Financial Market Switching-Points and Economic Anomalies:
Evidence from S&P100

Yuan Yuan and Takayuki Mizuno
National Institute of Informatics

Abstract

In this paper, our aim is to clarify the statistical relationship between the switching
points of financial market and various economic indicators by using machine learning.
Using an extensive set of macroeconomic variables, we apply LASSO regression to select
the important variables which have important impact on switching-points and predict
the switching-points over the period of 2002-2016 of S&P100 by using the selected
variables. We find selected variables have good out-of-sample predictive power. Moreover,
we also apply ridge regression and predict the switching-points. Our study contributes
to both anomaly detection of financial market and applying high dimension data and

machine learning to financial market.
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Bank Lending Channel and International Capital Flows into a
Banking Sector in a Dollarized Economy
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Abstract

In this study, we study sensitivity of bank lending to foreign funding flows by
exploiting unique data which allow us to reveal the exact amounts of funds individual
Cambodian banks received from abroad. Specifically, we construct dataset from
balancesheets of commercial banks on a quarterly basis (2011Q4-2017Q4). Furthermore,
our paper develops the empirical model to identify a causality in the impact of foreign
funding flows by using the information of bank ownership and foreign countries’
economic and monetary conditions as instrument variables. As the result, we empirically
find that foreign funding flows are positively associated to bank lending as well as
domestic funding flows, and we also find the robust results with sub-sample of largest
banks, suggesting that the Cambodian banking sector is significantly dependent on the
foreign funding sources. Next, we demonstrate that the foreign funding flows are affected
by foreign countries’ economic and monetary conditions. Specifically, GDP growth in
home countries of the bank’s major shareholder negatively affects the foreign funding
growths for the Cambodian banks. Furthermore, deposit rates in home countries
temporally affect funding inflows in the sense that it has negative effects at first quarter,
and positive effects in the following quarters, reflecting that the effect of monetary policy
on funding flows is neutral in the long run. Lastly, we find that the causal impact of
foreign funding inflows on bank lending in the Cambodian banking sector. Those findings
suggest that the Cambodian banking sector is vulnerable to the external shocks.

Keywords: Bank Lending Channel, International Capital Flow, Dollarization
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ABSTRACT

We evaluate stabilizing effects of heightened and time-varying minimum capital
requirements on the financial sector and the economy. Under the current Basel
regulation with time-varying minimum capital requirements, when financial
intermediaries incur losses on capital, they can release extra capital accumulated in
advance during normal times. As a result, they do not need to contract credit supply in
order to keep the capital ratios high enough during bad times. Our simulation results
show that a taxing scheme which works as capital distribution constraints on
intermediaries significantly enhances the stabilizing effects of time-varying minimum
capital requirements. This evidence partly provides support for the current Basel III

counter-cyclical capital buffer regulations.

Keywords: Capital requirements; Basel III; DSGE model; Capital distribution

constraints; Counter-cyclical capital buffer
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Evolution of Real Estate Prices and Agglomeration:
Theory and Evidence from the Tokyo Metropolitan Area

Yukari Fukuda
**Keio University and Mitsubishi Economic Research Institute

Abstract

The purpose of this paper is to see the connection between real estate prices and
agglomeration in the Tokyo metropolitan area. In the theoretical part, we
investigate the model of a city with heterogeneous regions. We find that if the rent is not
sensitive to population growth, the population grows more largely in regions around the
city center. In contrast, if the rent is sensitive to population growth, the population grows
more largely in suburban regions of the city. In the empirical part, we test the implication
of the model by using municipal-level data in the Tokyo metropolitan area. We find that
the elasticity of the land price to population in the Tokyo Metropolitan area was greater
than two before the mid-1990s but was less than two after the mid-1990s. We also find
that in the Tokyo metropolitan area, the population had grown more largely in
suburban regions unti| the mid-1990s but had grown more largely in central regions
since the mid-1990s. These empirical findings are consistent with our theoretical

prediction.
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Search for Yield under Prolonged Monetary Easing and Aging

Yoshiaki Ogura

Waseda University

We find several facts supportive of the search for yield, i.e., the phenomenon that a
low loan spread encourages banks to extend less monitored and more risky loans, in
Japanese regional loan market, where banks experience the prolonged monetary easing
and the rapid population aging. We estimate the demand elasticity and the conjectural
variation in local loan markets simultaneously with a structural model. The estimates
show that the competition gets more intensified in the markets where the loan demand
is less elastic against lowering interest rates due to the rapidly aging population. The

banks in such competitive markets are driven to extend riskier loans.
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