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FISCAL DETERMINACY OF THE PRICE LEVEL: EVIDENCE FROM THE
FTPL

(Abstract)

TOHOKU UNIVERSITY

** University graduate student

In this paper, the relationship between public debt and the price level is studied for
a sample of 46 countries using annual data over a period ranging from 1960 to 2017. Two
different models are adopted. The first model is based on the FTPL valuation equation as
stated by Woodford (1994, 1998) and Cochrane (2005). The second model includes additional
variables based on the comprehensive theoretical framework suggested by Sims (2011).

We first use a panel VAR GMM model including the variables of the FTPL valuation
equation: public debt, present value of future primary balances, and the price level. The
model is estimated based on the methodology suggested by Sigmund and Ferstl (2017), along
with the generalized impulse response functions. As opposed to expectations, results
indicate that public debt induces a positive response of the price level only in emerging and
developing economies, while a negative response is observed for advanced economies.

As the valuation equation is insufficient in understanding the dynamics of the link
between public debt and the price level, we use a different panel VAR model, including the
additional variables of economic growth, and short-term interest rates. Such a model reflects
better the impact of the business cycle and monetary policy.

Results suggest that the link between inflation and the variables of economic growth
and interest rates can help interpret our initial findings. More specifically, an increase of
public debt is found to cause lower growth in all countries, but the response of prices to lower
growth is negative in advanced economies (consistent with a Phillips-curve interpretation),
and positive in developing countries (due to ensuing macroeconomic imbalances).

Also, a positive shock to public debt is followed by lower interest rates in the case of
advanced economies (consistent with the findings of Reinhart et al (2012)), but higher
interest rates in emerging and developing countries, while interest rates and the price level
appear to move in the same direction for the whole sample.
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Price Stickiness and Wage Stickiness in Generalized New-Keynesian Model

In this paper, we extend the standard New-Keynesian model to allow both staggered
price setting and staggered wage setting and derive a generalized New-Keynesian model
to study how these distortions affect the steady state and dynamics of model given
different target inflation rates. The main finding is that the imperfection of labor market
has more distortionary power on aggregate output and aggregate welfare given positive
target inflation rate. The change in structural parameters that represents the
monopolistic competition in intermediate-good and labor market result in asymmetric
distortion effect in the steady state of aggregate output and aggregate welfare. This
asymmetric effect is especially significant given high target inflation rate. Given the
same target inflation rate, wage stickiness is more distortionary than the price stickiness.
The existence of positive target inflation rate can also change the first-order dynamics
of model, amplifying or reducing the dynamic response of model according to the type of

exogenous shocks.

Key Word: price stickiness, wage stickiness, generalized New-Keynesian model,

distorion
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Effects of US Interest Rate Hike and Global Risk on Daily Capital Flows in
Emerging Market Countries

/RIETI

Abstract
The recent US interest rate hike cycle and the sharp surge of global risk aversion in 2018
have increased the suspense of capital outflows of emerging market (EM) countries. This
paper attempts to investigate the effects of US interest rate hike and global risk on EM
portfolio flows on a daily basis during 11 November 2015-2 October 2018. By employing
Vector Autoregressive (VAR) models, the main results are as follows. Firstly, we find that
both a higher US interest rate (either market rates or market expectations on future
interest hike) and a higher global risk aversion possibly lead to decreases in portfolio
flows (both equity flows and debt flows) in most EM countries, though not all are
statistically significant. Secondly, exchange rate depreciation of EM currencies and
plunges in EM equity prices significantly lead to portfolio outflows of most EM countries,
showing large driving power of EM portfolio flows. Thirdly, all EM portfolio outflows
(both in equity flows and debt flows) tend to significantly lead to further outflows,
showing the inertia of portfolio flows. Fourthly, we also find that the portfolio outflows
of EM countries will significantly deteriorate their domestic equity prices and depreciate
their currencies against the US dollar. Finally, we find the wide existence of contagions
of EM portfolio flows, showing that under a global EM portfolio outflows circumstance,
the EM portfolio outflows will be reinforced and become more serious, especially among

the EM countries with highly regional economic connections.

Keywords: Capital flows, High-frequency, Emerging economies, US interest rate hike,
Global risk, Contagion

JEL classification: E43, F32, F42, G11
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Gains from Policy Cooperation in Capital Controls
and Financial Market Incompleteness

We examine how the degree of financial market incompleteness affects welfare gains
from policy cooperation in capital controls. We find that when financial markets are more
incomplete, global welfare deteriorates under the Nash equilibrium, while the optimal
global policy mitigates the welfare loss due to financial market inefficiency. When
financial markets are more incomplete, the welfare gap between the optimal global policy
and the Nash equilibrium increases, and the welfare gains from policy cooperation in

capital controls then become larger.
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New Facts on the 'F-H Puzzle' in OECD countries: The Effects of
International Capital Flows on Domestic Savings, Investment and Growth

Hideaki Ohta

Ritsumeikan University

<Abstract>

This paper examines the post 1980 period during which ‘puzzle’ of Feldstein-
Horioka (FH) (1980) could not cover the period between 1960 and 1974, when domestic
savings maintained a significant correlation with domestic investment in 21 OECD and
G7 countries, which are examined separately. This paper attempts to examine whether
such a ‘home bias’ of resources for domestic investment still holds adding capital
inflows as explanatory variable together with external trade during the period from
1975 to 2017. This paper also examines the correlation between domestic savings and
GDP growth in OECD countries during the same period.

The analysis in this paper shows that domestic savings are still one of the major
factors for domestic investment, and that capital inflows and external trade would not
guarantee domestic investment and GDP growth in OECD countries. The results
indicate that while the correlation between domestic saving and investment has
constantly declined in OECD during 1990s and 2000s, the nexus of saving and
investment as well as GDP growth has gained significance, while capital inflows have
no positive correlation with GDP growth nor domestics investment in OECD countries
in the post-Global Financial Crisis (2010-2017).

The results could be interpreted that many countries now have become more
independent on their own resources and less dependent on external financial resources
for domestic investment and economic growth. The overall results in this paper show
that smaller countries with capital account and financial liberalization tend to have
been more affected by capital flows on domestic savings and investment, as well as

GDP growth.
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Financial stress in euro area: implications for real economy, monetary policy,
and financial integration

Agata Wierzbowska
Kobe University

Abstract

The problem of financial stress has been largely underestimated prior to the global
financial crisis. The post-crisis years, on the other hand, saw high interest in the
financial stress as important determinant of macroeconomic situation and monetary
policy stance. Financial stress during the global financial crisis and the European debt
crisis might have also affected negatively the financial integration in the euro area
which is crucial for the effective transmission of the ECB monetary policy stance.
Further, the impact of the stress might also change depending on the stress level: being
highest in high-stress environment, gradually building-up to the crisis, and extending
strong impact even after the stress levels go down. Thus, this paper employs
time-varying parameter VAR (TVP-VAR) model to analyse the changes in an impact of
the financial stress on the macroeconomic variables, monetary policy stance, and
financial integration in the euro area over the time. Comparison of the influence at
pre-crisis, financial crisis, debt crisis, and post-crisis time reveals that financial stress
indeed extends higher impact during the high-stress crisis periods, and that for output
this heightened impact does not disappear even when the financial stress already
subsides after a high-stress experience. Monetary policy stance eases after increase in
the financial stress, with the highest response at the time of the crisis. In case of the
measures affecting size of the central bank balance sheet, the increased sensitivity lasts
even after the stress diminishes. Finally, the financial integration does indeed fall due
to increase in the financial stress and for some measures the impact stays high even in
the lower-stress post-crisis environment. On the whole, the results confirm the need for
risk monitoring and institutional framework to prevent episodes of extremely high

stress that are being implemented in the euro area at the moment.
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Bank Soundness and Bank Lending to New Firms during the Global
Financial Crisis

This paper examines how the soundness of financial institutions affects bank
lending to new firms during the 2008 financial crisis by using a unique firm—bank
match-level dataset of 1,467 unlisted small and medium-sized enterprises incorporated
in Japan. We employ a within-firm estimator that can perfectly control for unobserved
firms’ demand for credit through firm=time fixed effects. The major findings of this
paper are the following four points. First, sound financial institutions are less likely to

provide financing to new firms. Second, our results suggest that sound financial

institutions are less likely to provide loans to new firms during the 2008 financial crisis.

Third, financial institutions are less likely to provide financing to new firms during
such crisis compared to those with the same soundness during non-crisis periods.
Finally, the lending to new firms that are established during the financial crisis by
sound financial institutions is more likely to be continued than such lending by

unsound financial institutions.

JEL classification: GO1; G21; L26; M13

Keywords: Bank soundness; Bank lending; New firms; Financial crisis
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Bank-specific Determinants of Capital Structure: New Evidence from Japan

Taku KINAI (Mitsubishi UFJ Research and Consulting)
Takeshi OSADA (Saitama University)

This paper is the first empirical research on the determinants of capital structure of
Japanese banks. Using the unbalanced panel financial data of all the Japanese banks
from 2000 to 2017, we estimated a fixed effects model to examine the effects of possible
factors on banks’ capital ratios: Ratio of capital to assets (Equity Ratio), Regulatory
capital adequacy ratio (Cap Ratio), and Tierl Ratio.

Focusing on the different business models between subsamples, we analyze whether
the determinants of capital structure are different among subsamples. By dividing the
full-sample into four subsamples; “International banks before the Global Financial
Crisis,” “Domestic banks before the GFC,” “International banks after the GFC,” and
“Domestic banks after the GFC”; we compare their estimation results.

The results and our analyses show that the determinants are different among banks
and eras even in one country: we do not get any determinants which can significantly
and commonly explain all the four subsamples.

Previous researches, such as Gropp and Heider (2010) and Kinai(2018), show that the
determinants of capital structure are different among countries or continents, or
between EU countries and US, and points out these differences are probably caused by
difference in business models due to their difference in cultural and historical
backgrounds. This paper contributes to this literature by showing the difference
among banks even in one country.

We provide new evidences which show that determinants of banks capital structure
vary and change in accordance with difference in business models among banks.
However, for more detailed investigation, we need to improve the estimation models,

data sets and so on, which leave for future research.
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Is Islamic Microfinance Serving the poor people compare to conventional
microfinance? An empirical study from Bangladesh

Islamic microfinance outreach is extraordinarily low in the world. Also in Bangladesh,
Rural Development Scheme (the largest Islamic microfinance institution [MFI]) covers
only 5 percent of total microfinance outreach. Even though its market penetration is still
very limited, the reason d'etre of Islamic MFIs can be justified if they financially include
the marginalized people. This paper aims to discuss about the reason detre by
investigating how Islamic and conventional MFIs include the poor people. This research
uses the poverty possibility index (PPI) score to assess the poverty status of the clients
of both Islamic and conventional MFIs. We find that Bangladeshi MFIs do not fulfill the
mission to fully empower the poorer and marginalized people. Meanwhile, conventional
MFIls are growing rapidly whereas Islamic MFIls are lagging far behind. We cannot
accept the hypothesis such that Islamic MFIs' very limited market share in the

microfinance industry is attributable to their outreach to the marginalized people.
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Does Liquidity Enhancement Auction improve the

Liquidity Condition in Japanese market?

Takahiro Hattori!

This Version: December, 2018
Abstract

We firstly analyze Liquidity Enhancement Auction, which is the unique auction
implemented in the Japanese Government Bond (JGB) markets. Under this auction,
Ministry of Finance, Japan (MOF) additionally issues the older bonds with the lack of
liquidity in order to improve the liquidity condition in the JGB market. Our results
imply that this auction significantly affects the liquidity in the JGB market. Moreover,
we empirically show this auction provides the persistent effect on the liquidity
condition.

JEL codes: D44, E43, G18, G28
Keywords: Liquidity, Japanese Government Bond, Liquidity Enhance Auction

1 Policy Research Institute, Ministry of Finance, Japan (hattori0819@gmail.com)
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Management Earnings Forecasts and Investor Trust:
Signaling Effect of Corporate Social Responsibility

Abstract

This study examines whether investor trust built through corporate social
responsibility (CSR) activities affects the relationship between the accuracy of
management earnings forecasts and investment performance, proxied by firm-specific
returns and idiosyncratic risk based on Fama and French (1993) three factor model.

From a long-term perspective, firm-level investor trust-building may influence
the association between management forecast reporting and market-based performance.
The present analysis investigates how investors perceive CSR intensity, and how it
influences investment performance in both market downturns and upturns in Japan
during the period 2007-2016.

The main results are as follows. First, high accuracy of management forecasts
is significantly related to high firm-specific returns and low idiosyncratic risk. Second,
investors pay the cost of CSR activities in an upturn market but are rewarded by
underpinned returns in a downturn market. Therefore, investors enjoy insurance
benefits from highly-trusted companies, which help assure the stability of returns in the
long run.

This study suggests that CSR strategies can be used by corporate managers to
signal trustworthiness in the capital market and may contribute to restraining
management bias in earnings forecasts reporting. This implies that non-financial
disclosure may improve the outcomes of financial disclosure by affecting investors’

attitudes.
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UK Banking Act 1979 and the Bank of England:
Policy Stance and Implications for the European Banking Union

Hideki Sato

Kanazawa University

Abstract
This paper discusses banking supervision and regulation in the UK through historical
analysis. It sheds light on historical aspects, particularly the developments in the 1970s
related to the preparation of the UK'’s banking legislation. It is evident that there are
disputable issues in the June 2012 European Commission’'s proposal for European
Banking Union (EBU). Although there are several factors to be clarified carefully
around issues such as the harmonisation of deposit guarantee schemes, such as the
European Deposit Insurance Scheme, we can observe a gradual progress of the EBU.
The UK was once an important member of the European Union (EU) as a non-Eurozone
member state. During the 2016 referendum, the UK voted to leave the EU and,
therefore, it has to deal with several inevitable issues with alacrity such as deciding on
a single market and Irish border in transitional period after its exit in March 2019. On
the other hand, the UK has been adjusting its banking regulatory and supervisory
systems in tune with the European Economic Community, European Community, and
EU. The process and features of the accumulated UK banking supervisory methodology
of the 1970s would contribute to finding indispensable implications for the current EBU.
The study uses the Bank of England Archives and partially the documents of the
National Archives in London. Despite the fact that 40 years have passed between the
1970s and the 2010s, we can explore the original aspects of the harmonisation of

banking supervision and regulation in the Eurozone.

Keywords: The Bank of England, Banking Supervision, Economic History
JEL Classification. F65 (Economic Impacts of Globalization: Finance), G28 (Financial
Institutions and Services: Government Policy and Regulation), N24 (Economic History:

Financial Markets and Institutions: Europe: 1913-)
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The Response of Corporate Financing and Investment to Expansionary
Monetary Policy: Evidence from China

Graduate School of Economics, Waseda University
Cai Yue (Graduate Student)

This article studies the role of heterogeneity in firms’ productivity in determining
the response of corporate financing and investment to monetary policy shocks. We
combine monetary policy shocks, measured using the exogeneous M2 growth rates,
with firm-level outcomes from yearly CSMAR (China Stock Market & Accounting
Research Database) data over the 2003-2013 period. Using regression of total bank
debt on the interaction between the monetary policy shock and the firm-level total
factor productivity (TFP) as well as various firm level outcomes, we find the coefficient
of interaction is negative and significant. One firm lies at the 90t" percentile of the TFP
distribution exhibits a 1.09 times larger elasticity of total bank debt with respect to
monetary policy shock than another firm lies at the 10t percentile of the TFP
distribution. Estimation of a linear investment equations shows that the coefficient of
the interaction between monetary policy shock and TFP is positive and significant. On
the investment dimension, firm lies at the 90th percentile of the TFP distribution reacts

an additional 7.8% more than the firm lies at the 10th percentile of the TFP distribution.

Our research reveals the need for policy makers to carefully consider the
distribution effect of monetary policy in the developing countries. Policies based on the
traditional credit channel of monetary policy may not achieve the goals: constrained
firms with high productivity will increase borrowing and investment in response to
expansionary monetary policy. The expansionary policy is, in this cases, even harmful
to the economy because it causes misallocation of credit across firms.
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Stock Lending Market and the BOJ's ETF purchasing program: Micro-
Evidence from ETF Balance Sheet Data and Equity Repo Trading Data

Junnosuke Shino (Waseda University)

Kou Maeda (Tokio Marine & Nichido Fire Insurance)

[Abstract]

The ETF (Exchange Traded Fund) purchasing program currently implemented by the
Bank of Japan (BOJ) has, in contrast to other asset purchasing programs, a unique
characteristic: stocks that constitute ETFs held by the BOJ can be lent freely by ETF
managers. This study (1) examines whether the ETF purchasing program actually
causes an expansion of the stock lending market, and (2) identifies the determinants of
stock lending (or equivalently equity repo trading). We focus on two different micro-
datasets of stock lending: ETF balance sheet data released by asset management
companies and equity repo trading data released by the Japan Securities Dealers
Association. Our empirical analysis of these datasets shows that the expansion of the
ETF purchasing program has caused the substantial growth of stock lending markets.
Panel regression results suggest that the size of equity repo trading tends to be larger
for stocks with (a) lower free-float rates, (b) smaller market values (both are proxies for
market liquidity), (c) higher valuations such as PBR, and (d) higher volatility. These
results also imply that the program has contributed significantly to activating stock
lending trades at the times of the bank’s decisions to increase the target amounts of
purchases of the program, as well as to influencing the sensitivities of the trades to

market liquidity and valuations.

[Keywords]

Stock lending, ETF purchasing program, Bank of Japan
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The Collateral Channel versus the Bank Lending Channel:
Evidence from a Massive Earthquake

lichiro Uesugi (Hitotsubashi University)
Daisuke Miyakawa (Hitotsubashi University)
Kaoru Hosono (Gakushuin University)

Arito Ono (Chuo University)

Hirofumi Uchida (Kobe University)

This paper examines the existence of the collateral and the bank lending
channels simultaneously and compare their economic significance, by taking advantage
of exogenous shocks to a firm's tangible assets and a bank’s net worth caused by the
massive Tohoku earthquake in 2011. We obtain the following findings: (1) damages to a
firm’s tangible assets and to the net worth of its primary banks lead to deterioration in
firm’s credit availability, which lends support to the existence of both the collateral and
the bank lending channels; (2) firms that faced a tighter credit constraint after the
earthquake have lower amount of borrowing outstanding and larger fall in the level of
production and sales activities; (3) in aggregate, the damage caused by the earthquake

and transmitted through the two channels substantially decrease output in the region.
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The financial effect of airport concessions: An empirical analysis

The purpose of this paper is to examine the financial effect of airport privatization by
means of concessions, a policy introduced in Japan in 2011. By financial effect, we mean
the ex-ante and ex-post change in the value of an airport under private management,
reflected in increase in market capitalization and improvement in financial performance.
We look at the granting of a concession for Japan’s Sendai Airport, the first such
concession to be made by the central government.

To measure the ex-ante value, we adopt the event study methodology and statistically
test for any rise in the stock price of the concessionaire, Tokyu Corporation, at the time
of the announcement of the bidding result. Additionally, we measure the ex-post value
by examining any improvement in financial performance and change in the number of
passengers using the airport after the concession. We find both a positive cumulative
abnormal return in the stock and an increase in the number of passengers with
statistical significance.

The originality of this paper lies in its finding a positive financial effect from an
airport concession granted in Japan, thus contributing to the existing literature on the
effect of privatizing public infrastructure. The paper also draws a policy implication in
proposing expanded disclosure as a means of removing the information advantage that

incumbents may have in future bidding processes.
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Evaluating the effectiveness of foreign exchange intervention
using counterfactual analysis:
Evidence from Japanese intervention episodes, 2010-2011

Taro Esaka(Kobe City University of Foreign Studies)
Takao Fujii(Kobe City University of Foreign Studies)

This paper presents an empirical method of using a synthetic control
method proposed by Ababie, Diamond, and Hainmueller (2010, 2015) to
evaluate the effectiveness of official foreign exchange (FX) intervention. By
applying the method to the data on Japanese FX intervention events in the
period from September 2010 to November 2011, we estimate the treatment
effect of a particular FX intervention on the yen-dollar rate. From this
analysis, we report three main findings. First, FX interventions characterized
by large, coordinated, and/or infrequent interventions are substantially
effective in moving the yen-dollar rate in the desired direction. Second, in
contrast to previous research, Japanese FX intervention has a relatively long-
lasting effect on the yen-dollar rate. Third, although the intervention amount
is the smallest, the lasting effect of coordinated intervention is the largest
and the most powerful compared to the other single intervention events.

JEL classication: F31; F33; F37; C14; C22

Keywords: Exchange rate; Foreign exchange intervention; Yen-dollar rate;
Counterfactual analysis; Synthetic control; Treatment effect
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International Portfolio Rebalancing and Equity Market Spillovers

January 7, 2019

Yushi Yoshida*
Faculty of Economics, Shiga University

Abstract:

Previous studies in the portfolio flow literature provide supportive evidence on the
effect of international portfolio rebalancing on returns of both equity and foreign
exchange markets. This study investigates whether international portfolio flows can
account for the observed co-movement of returns of equity markets across countries. We
decompose country’s portfolio inflows into regional component and idiosyncratic
domestic component and then examine how much of contemporaneous co-movement of
equity market returns of two countries can be attributable to the international portfolio
flows.

Keywords: Capital Flows; Equity Market Spillovers; Portfolio Investments; Portfolio
Rebalancing.
JEL Classification Codes: F32

Acknowledgements: Financial support was provided by KAKENHI15K03557.

* yushi.yoshida@biwako.shiga-u.ac.p. 1-1-1 Banba, Hikone, Shiga, Japan.
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Unemployment in a Balassa-Samuelson Model with Heterogeneous Job
Separations

Noel GASTON (University of South Australia)
Taiyo YOSHIMI (Chuo University)

Abstract. A small open economy model with tradeable and nontradeable sectors is used
to examine how unemployment and the real exchange rate are affected by productivity
growth. While labour is mobile, unemployment occurs due to search frictions. The
nontradeable sector includes the public sector. Sectors have different separation rates,
which gives rise to compensating wage differentials. Productivity growth leads to both
sectors expanding or to one sector expanding and the other contracting. Moreover,
depending on the sector in which productivity grows relatively more, unemployment may
rise or fall. We also find that the effect of relative productivity growth on the real
exchange rate, i.e. the Balassa-Samuelson effect, is mitigated or amplified by relative
expansion of both sectors. Simulations suggest that introducing intersectoral differences

in separation rates can improve the predictive ability of the Balassa-Samuelson model.

Keywords: Unemployment, compensating wage differential, job matching, Balassa-
Samuelson
JEL Classification: F31; F41; F66
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