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The Effect of the Bank of Japan’s Quantitative and Qualitative Monetary

Easing with a Negative Interest Rate Policy on Financial Markets

B RT: & BRI

We employ an event study methodology to examine financial markets’ reactions to the
announcement of the Bank of Japan’s Quantitative and Qualitative Monetary Easing
with a Negative Interest Rate. There are few empirical studies on this policy
announcement. We find that this announcement causes yen depreciation and fall of
interest rate. Moreover, stock prices in the banking sector decrease but stock prices in

the non-banking company sector generally increases after this announcement.

Keywords: Announcement effect; Event study; Negative interest rate policy
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Destination of Global Liquidity and Role of Foreign Banks

Doshisha University
Shingo Iokibe

When funding conditions for banks across the globe are extra-ordinary loose, or when
global liquidity expands, which countries is the global liquidity headed for? This paper
examines empirically this question.

Our conjecture is that one of the key determinants of the destination is foreign banks’
penetration rate in the host country’s banking system, captured by share of foreign
owned banks’ assets to total bank assets. As for cross-border lending, informational
asymmetry between lenders and borrowers is more severe, except in the case of
intra-group lending between parent banks and foreign affiliate banks. This implies that
if a bank in country X has foreign affiliates and/or branches in country Y, but does not
have them in country Z, a large fraction of cross-border credit by the bank in country X
might be extended to country Y while only a small fraction is extended to country Z.

We test this hypothesis by running cross-sectional regressions using data from 99
developed and emerging economies. The dependent variable is cumulative net inflows of
bank-to-bank cross-border credit to an individual country from the second quarter in
2004 to the first quarter in 2008, calculated from the Locational Banking Statistics of
BIS. The independent variables include a set of host country’s ex-ante variables like
foreign banks’ penetration rate in its banking system in 2004, average real GDP growth
rate in the preceding five years before 2004, regional dummies, and so on.

Our main findings are two-fold. First, during the global liquidity surge period in mid
2000s, the global liquidity flowed more into countries whose banking systems had been
more penetrated by foreign banks. This finding is consistent with “flight abroad effect”
in international syndicated loan market and with massive utilization of internal
cross-border funding by parent banks of global banking groups during the global
financial crises.

Second, the destinations of global liquidity during mid 2000s are unevenly distributed
in a specific region; EU member states were the main receivers of global liquidity, while
Sub-Saharan Africa is the region who received it least. This suggests that the

expression of “global” liquidity might be misleading.

Keywords: cross-border bank credit, foreign banks’ penetration, European Union
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The effect on performance and return of privatization:
A case of a Japanese railway company

RPN PN
BRTERT: AR

<HEEEF>

Major infrastructure businesses such as transportation, telecommunication, and

financial services have been privatized in Japan with the aim of improving economic

performance of those businesses and mitigating the Japanese government’s fiscal deficit.

In this paper we examine a recent case of privatization of a Japanese railway company,
Kyushu Railway Company (JR Kyushu), by means of stock sale. This case is unique in
that the sale of the whole shares was completed at one time as opposed to staged sales
over years, which enables us to examine the effect of privatization more clearly. We
show that the company’s performance, measured by operating profitability and return
on assets, significantly improved against its benchmarks, a close competitor in the same
region and a neighboring government-owned railway company. For this purpose, we
decompose an accounting maneuver which the company took before the listing. We also
measure stock return for investors after the privatization and find that the stock at

least delivers a fair market return to investors.
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Abstract

We investigate a cheap talk game between an analyst and an
investor where the analyst's information about true state is
imperfect and the combination of the optimistic bias and the
precision is heterogeneous.

Under specific conditions, there exists a Perfect Bayesian
Equilibrium  where the analyst's recommendation for
investment decision is optimistic, and the investor who is aware
of this bias still follows the recommendation.

Our result can give some policy implications on the
effectiveness of the European Union’s introduction of Markets
in Financial Instruments Directive (MiFID) Il, which mandates
the separation of brokerage and research.
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Abstract

This study has a purpose that through Volume-Synchronized Probability of
Informed Trading (VPIN), which is measured value of probability of informed
trading, it is to verify effectiveness of VPIN as an early warning indicator off
stock market crashes by using representative stock market crashes that recorded
short-term bottom point of KOSPI200 futures index and KOSDAQ150 futures

index in 2016, based on hypotheses of information asymmetry and liquidity

level. Also, this study analyzed time variable correlation coefficient between
VPIN and futures index, verified trends and structural changes of VPIN, and
analyzed significant matters of KOSDAQ150 futures index in order to research
general effects of the VPIN in 2016.

As the results of researches, when the information asymmetry is high, VPIN
showed preliminary signs of stock market crashes in both KOSP1200 futures
index and KOSDAQ150 futures index, so that this study could find that
VPIN would be effective as an early warning indicator. On the other hand,
when the information asymmetry is low, information that could cause stock
market crashes would be quickly reflected into bid-ask spread of selling-
buying so that there have been some cases that could not identify

preliminary signs of stock market crashes through VPIN.
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Abstract

| test whether there is a difference in the level of efficiency between
IPO stocks and a matched sample of seasoned stocks. My findings
show that IPO stocks are less efficient than seasoned stocks during my|
testing period of 175 trading days. | attribute the lower level of
efficiency for my testing period to the higher amount of information
asymmetry inherent in IPO stocks. | contend that the presence (or
quality) of financial intermediaries is related to the level of information
asymmetry for IPO stocks. Consistent with this argument, | find that
IPOs with prestigious underwriters, with venture capital backing, or
with large managing syndicates have a higher level of efficiency than
IPOs with less prestigious underwriters, no venture capital backing, or
small managing syndicates. Finally, | show that stocks with higher
levels of efficiency have higher long-run performance, consistent with
efficient stock prices being an important input for firms to make sound
financing and investment decisions.
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Monetary Policy Expectations and the Malaysian Deposit Market:

Analysis of Islamic Rates of Return and Conventional Interest Rates

Meiji University Takayasu Ito

ABSTRACT
This paper focuses on the impact of monetary policy expectations on deposit rates in
Malaysia. Comparative analyses of Islamic rates of return and conventional interest
rates are conducted. Bank Negara Malaysia has been successful to some extent in
communicating with financial markets because monetary policy expectations have
some impact on Islamic rates of return or conventional interest rates up to the
maturity of 12 months. Islamic rates of return and conventional interest rates
shape the short-term deposit market in Malaysia, and they are driven by monetary
policy expectations. Islamic finance is not different from conventional finance in
terms of the formation of deposit rates. Bank Negara Malaysia plays an important
role in the formation of Islamic rates of return and conventional interest rates in the

deposit market up to 12 months.

Keywords: Islamic finance, Malaysian deposit market,

monetary policy expectations.

JEL Classifications : E43, E52, 053
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Managerial Overconfidence, Conservative Accounting and Corporate Investment

Keiichi Shima (Mie University)

Jun-ichi Nakamura (Development Bank of Japan)

We examine the link between managerial overconfidence, conservative
accounting and investment. Using Japanese firm data, we estimate a g-investment
model incorporating real options effects. Consistent with the prior studies, we find that
managerial overconfidence increases investment-cash flow sensitivity. On the other
hand, we find mixed results regarding the relationship between managerial
overconfidence and real options. We proxy sales growth for investment return growth
and find that firms' investment is positively related to sales growth and negatively
related to its volatility. We also find that managerial overconfidence increases both
positive sensitivity of investment to sales growth and negative sensitivity of investment
to sales growth volatility.

In addition, we examine whether conservative accounting mitigates agency
costs and investment distortions after controlling for the effect of managerial
overconfidence on investment. Contrary to prior studies, we find that conservative
accounting increases investment-cash flow sensitivity. However, our results confirm
that conservative accounting significantly reduces investment-cash flow sensitivity for

firms with managerial overconfidence.
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Efficiency of QQE in Japan---with Negative Interest
Rates , YCC, Reserve Deposit, ETF and J-REIT---
Yoji Morita
Kyoto Gakuen University
Shigeyoshi Miyagawa
Professor Emeritus of Kyoto Gakuen University
E-mail: morita-y@kyotogakuen.ac.jp
Abstract
After the collapse of Lehman Brothers 2008, the _financial crisis attacked the world
economy. US Federal Reserve Board (FRB) and the Bank of England (BOE) adopted
the non-traditional monetary policy. The Bank of Japan (BOJ) decided to reintroduce
the QQE at the Policy meeting of April, 2013, since the suspension of the QE on April,
2006. On February and September of 2016, negative interest rates and YCC policies
were respectively introduced.

In this paper, the efficiency of QQE in Japan is investigated through SVAR
(Structural Vector Auto Regressive) model together with effects of ETF and J-REIT
purchased by the BOJ.

The efficiency of negative interest rate and YCC can be obtained by comparing
economic activities in (2014m4,2016m1) with those in (2014m4,2018m3). Reserve
deposit is shown to be effective in (2013m4,2018m3). ETF and J-REIT are effective in
(2012m4,2018m3) and (2012m4,2017m12) respectively.

Keywords: Efficiency of QQE, SVAR, ETF and J-REIT |
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The Time-Varying Volatility of Financial Shocks in Macroeconomic
Fluctuations
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In order to investigate sources of the Great Recession (Dec. 2007 to Jun. 2009) of the
US economy in the latter portion of the first decade of the 2000s, we modified the
standard New Keynesian dynamic stochastic general equilibrium (DSGE) model by
embedding financial frictions in both the banking and the corporate sectors.
Furthermore, the structural shocks in the model are assumed to possess stochastic
volatility (SV) with a leverage effect. Then, we estimated the model using a data-rich
estimation method and utilized up to 40 macroeconomic time series in the estimation.
In light of a DSGE model, we suggest the following three empirical evidences in the
Great Recession: (1) the negative bank net-worth shock gradually spread before the
corporate net worth shock burst ; (2) the data-rich approach and the structural shocks
with SV found the contribution of the corporate net worth shock to a substantial portion
of the macroeconomic fluctuations after the Great Recession, which is unlike the
standard DSGE model; and (3) the Troubled Asset Relief Program (TARP) would work
to bail out financial institutions, whereas balance sheets in the corporate sector would

still not have stopped deteriorating.
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Household Characteristics and Homeownership during the “Lost Decades”

Tohoku University, Jun Nagayasu

Abstract: Using household survey data from the recent economically depressed period,
we attempt to identify typical household characteristics by residential type and study
whether households change their residence in different stages of life. We find that the
general trend in residential choice is influenced by their socioeconomic backgrounds.
Multinomial probit estimation results show that the probability of homeownership
increases with age of household heads, income, and family size. This probability is also
higher in rural areas. In contrast, the probability of renting a home increases when
household residents are female and reside in urban areas. Furthermore, evidence is
obtained that the likelihood of selecting the rental option increases along with rising
mortgage rates. Finally, despite market imperfection, a significant tendency exists for
people to adjust residential size according to their needs in different stages of life.
Indeed, residential size tends to increase along with household age; however, this trend
becomes less significant for older households and in rural areas. In addition, the fact
that people, from the age of around 55 or more, start to reduce residential size is

confirmed by the differences-in-differences approach.

Keywords: Homeownership, Life-cycle, Dwelling size, Multinomial probit method,
Bayesian approach, Differences-in-differences, Japan, Lost decades
JEL classification: R3, C5
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Disentangling the effect of home ownership on household stock-holdings:

Evidence from Japanese micro data
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Using Japanese household micro survey data for the period 2000-2015, this study
examines the effects of home ownership on household stock holdings. To disentangle
the effect of housing assets (land value) and mortgage debt on a household’s portfolio of
stocks as a share of their liquid financial assets, we apply the instrumental variable
approach proposed by Chetty et al. (2017) that employs differences in average land
price indices across housing markets in the year in which household portfolios are
measured and those in the year in which the house was purchased. Our estimates
suggest that an exogenous increase in land value (while holding mortgage debt
constant) increases the portfolio of stocks, while an increase in mortgage debt (while
holding land value constant) reduces it. We also find that an increase in land value and
mortgage debt (while holding home equity constant) does not affect the portfolio of

stocks, but increases the repayment of mortgage debt.
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Offshore Bond Issuance and Noncore Liability in BRICs countries

AR A &

Abstract
In BRICs countries, in order to circumvent capital restriction, the use of offshore
affiliates as financing vehicles for accumulating low-yield US dollar liability has become
widespread. In order to analyze this issue deeper, we focus on noncore liability and
analyze whether the increase of offshore bond issuance by offshore affiliates can be a
source of the boom of noncore liability in BRICs countries. From VAR analysis, we found
that offshore bond issuance shock has a positive impact on noncore liability in China
and Brazil. But the above relation is weak in Russia. Finally, we analyze the Chinese
shadow banking sector which is similar with noncore liability. Since funds from offshore
bond issuance are used, although financial restriction is strict, shadow banking become
more vulnerable to turmoil in international market. Furthermore, due to currency
mismatch, depreciation of renminbi will further amplify the damage of the financial

shock.
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The role of financial regulations in financial inclusion: The case of a lending rate restriction
on microfinance institutions

Daiju Aiba (JICA Research Institute)

Financial regulations play a significant role in determining a market structure and behaviors of
financial institutions. In April 2017, an interest rate cap policy at 18% was newly introduced in the Cambodian
microfinance institutions (MFIs), where there has been no restriction on lending rates previously. The policy
was aimed at mitigating a rising issue of over-indebtedness for borrowers. However, in the literature of interest
rate cap, there are mixed results with effects of this policy on loan provision of financial institutions. In this
regard, we provide empirical evidence on effects of the interest rate cap policy by exploiting unique MFI-
district pair-wise data in Cambodia. The data allows us to investigate changes in MFI’s lending in detail,
especially in geographical outreach.

Although interest rate cap policy (sometimes also referred to as interest rate ceiling or usury laws) is a
widely common practice in both of developed and developing countries, a strand of the literature presents
mixed results of real effects of this policy on financial institutions and accumulation of evidence is not
sufficient. Alessie et al. (2005) find a positive impact on credit supply in Italian consumer markets, and
Benmelech & Moskowitz (2010) and Rigbi (2013) find a negative impact in U.S. loan markets of firms and
consumers. The theoretical argument of the regulation on the banking sector suggests that an interest rate cap
policy could have positive and negative effects, depending on conditions of loan markets, such as
competitiveness and current policies of governments. Thus, further empirical investigation into the effects of
interest rate cap is needed in the literature of interest rate cap policy.

In addition, it is noted that there is a paucity of studies on effects of financial regulation on MFlIs.
Most of prior empirical studies are focused on developed countries, especially on behaviors of commercial
banks and consumer loan markets. However, discussion in previous studies are not directly applicable to
financial systems in the developing countries, where MFIs play a significant role in providing credits with the
poor and SMEs. Originally, MFIs are aimed at addressing poverty reduction issues, and the nature of MFIs is
not only pursuing the profit, but also improving outreach to extend loans to the poor. Thus, regulations on
MFIs should be implemented with consideration of this MFI’s nature. However, there is no systematic
investigation into the effect of interest rate cap policy on MFIs. Our empirical findings are useful for the
policy-makers and shed a light on the debate on the effectiveness of financial regulation on the MFI sector.

As a result, we find that the policy introduction negatively affected MFI loan provision in the sense
that MFIs were likely to maintain profits by reducing the growths of humber of borrowers and increasing loan
sizes. In particular, MFIs with higher pre-regulated interest rates are more likely to reduce loan provision after
the policy implementation. In the meantime, the policy did not necessarily have harmful effects on MFIs’
outreach. After the policy introductions, MFIs with lower pre-regulated interest rate were likely to increase
growths of amounts of loans and numbers of borrowers in less developed areas. These results suggest that
interest rate cap policy affect MFIs differently depending on pre-regulated interest rate they charge on
borrowers, and MFIs with higher pre-regulated interest rates are more likely to be affected and to reduce loan
provision and increase the size of loans in order to maintain the lending policy toward profit-orientation.
However, MFIs with lower pre-regulated interest rate circumvent the policy, and further increase loan
provision to people in less developed areas. In other words, the interest rate cap policy lead to reduction in
outreach of MFIs with higher pre-regulated interest rate, while such reduction was compensated by increases
in outreach of MFIs with lower pre-regulated interest rate.



57

RIEXZEDOT-DITRD b 55 ARIEHS O®RE
—BHRERRIEHRT 7 — FAERREEICL T—

MERY: FHREE
MERT RERER

2018 £ 4 AITHEAT SAu7z TH/IME DR E OUEEI A RET D 72 O i/ IMe 35 AR
BRIEEDO—H 2 QUET DM Tk, B CE®DULED IR WAIZERERFED M (100%RFE)
231000 25 2000 HA~EGI&E EF b7 E, (ERRGEA @ U7CAIZE SR OIFA
HHOHNTWD, FEix, 29 LEEEAEL RN O, FRAREE > CAIZEZ L &
5 &S BLD LA DS EAE I IRAE S SO SRR IC K- T BT & 7, LA L7
5. AIZEICBEES D ORFEH] EE ORI FHE O EREIZOWTOREITATOIL T Z ol

Z 2T, Fexid, BRREMNGRGERGS LEEE L T RS2 L TW DA OHE%E
F 3,988t (BIZEBSEIRGE: & DRIZERZER T ORIEFMFIZINZ T, — MmOk
AEAFIR LIZAEEM oA Ee) IS L T20174E9 AT 7 — FilE 2 i L, 967
N BREIZEZGZ, RFETIE, 207 7 — FMREICESW T, AIERAIESEDORE %
KBS B0 DEREIED H Y T2 oW TR L7z,

FEREREBNTDHEROBEY TH S,

B FRFEZ W0 CHIH L2 BBUE £ TOMOREEBROREHEZ ., —EDRiEE B
WCTHE L THRIZEZA, M 1LTREER->TEY, FERHRGEOFHIZTARE TIE R0t
DD, PRAFIHEENEM 2 RE SHEOLTWD 2 LEAHRTE 7,

AR o0 FE A . (DAIZERT, AR, GBI, I THRATHIZE A,
(G &y | EAETE) ITAER. AERICBOLTRROLEETHY . Boihy Lok
DA 5 ZOND XD R XEPERICEHE THLZ ERbd, —FH, FELREIE
(BIfE) 12725 &, TE&KRY, EE&ME] OO -> TWDR, 1T 3 Al 1 A
DAIZEZICL > TILEF TH Y | Al T oMY 72 R O BB S PEI o T,

15 FRFER FIRFIZ R LT3 6 Bl ADMA B 20O R4 K T b, Ao Fizix, 5
MRFER SN L& 72 2 8RB O+ 53 AR ONFBIC L > THRIHTE 2 H D b
2\, W, EABSERIAO AU v M2 TH:|RATWDHA, HH LWL [4mii
B OEBINEEIZoTc) LDEENISDOTNTEEES>TWERTH D, RilFIH
Jefn 3 L SRR DO BIMR & RN EBAL T DN B EIEMEETE TN T L AR
LT\ 5,

ERRGER DY, 2 9 LT OVEIRAY 725t IS B8 2 & 2 F TUGE L TN 57073,
2018 4F 4 HIThAE o 728 LWMEIRGERIE DA DI F 2> TV DH EF R L 9,



58

Predicting the Probabilities of Default for Privately Held Banks: The Case of

Shinkin Banks in Japan

Brahim Guizanit
University of Jendouba
Wako Watanabe
Cabinet Office

Abstract
Using the statistical relationships between market values of banks’ assets and their
volatilities that are implied from banks’ shareholders’ values of publicly held banks and
their financial statement-based variables, which are used to compute banks’
probabilities of default, we conduct out of sample predictions for these two variables for
the sample of privately held shinkin banks. We, then, use estimates of these two
variables to estimate shinkin banks’ probabilities of default. We find that estimated
probabilities of default predict shinkin banks’ ex-post failures that are not predicted
based on such financial statement-based variables as the regulatory capital adequacy

ratio well.

Keywords: probability of default, privately held bank
JEL classification: G21, G22
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The Determinants of Operational Characteristics of Microfinance
Institutions: A Comparative Analysis of Cambodia and
the Philippines Using DEA and PCA

Hidenobu Okuda (Hitotsubashi University)
Daiju Aiba (JICA Research Institute)

This study is the attempt to found successfully several differences in management
characteristics and efficiency between Cambodian and Philippine MFIs. By applying
the analytical methodology adopted in Gutierrez-Nieto (2007) and Yuzawa (2009) to the
samples extracted from the MIX (Microfinance Information Exchange) database on
MFIs in 2009-2014, this study investigated the management characteristics and
management efficiency of Cambodian and Philippine MFIs. In addition, in order to
quantify the impact of the country specific differences in business environments on the
operational characteristics of MFIs, this study also investigate the factors which drive
MFIs to shift toward outreach-oriented operation by regressing the PC2 on the
environmental variables.

According to DEA and PCA, first, Cambodian MFIs tended to target sustainability
(profitability) oriented management, and Philippine MFIs tended to target outreach
(financial service to the poor) oriented management. Secondly, the large sized MIFs
tended to have higher overall efficiency than the small and medium sized MFIs in
Cambodia, but this tendency was reversed in the Philippines. Thirdly, Cambodian MFIs
used personnel expenses more intensively than other non-personnel expenses, but the
tendency was reversed in the Philippines. These findings are consistent with the
assertion claimed by Amenomori (2010).

Regression analysis suggests that (i) the development in formal financial sector
push the MFIs to more outreach-oriented operation, since the competition in the low
risky customer segment becomes intense, (ii) GDP growth increase the number of
potential customers for MFIs, especially the poor, and drive MFIs to focus on
outreach-oriented operation, (iii) if top commercial banks have high market power, the
MFIs are pushed to extend loans to the poor, (iv) there is a difference in the MFI’s
operation between Cambodia and Philippine, possibly because of regulatory or cultural

difference or differences in government policy relating to MFI sectors.

Keywords: Cambodia, the Philippines, MFIs, Operational Characteristics, DEA,
Principle PCA
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Importance of Awareness of Default Risk on Conducting Monetary and

Fiscal Policies

Okano, Eiji Masataka Eguchi

Nagoya City University Komazawa University

We develop a class of DSGE models with nominal rigidities and investigate importance
of awareness of default risk at the point of conducting monetary and fiscal policies. We
introduce the default risk in the model. The default mechanism is based on Uribe's
who show the trade-off between stabilizing inflation and suppressing default. We
assume two policy authorities: the policy authority who are aware of the default risk
and it who are not. If the policy authorities are aware of the default risk, the welfare
costs function which stems from second-order approximated utility function contains
the quadratic term of the premium difference which is difference between the
government debt yield and its coupon rate. If they are not, the welfare costs function
does not contain such a quadratic term. We analyze two policies: the exact and the
false policies. The exact is optimal monetary and fiscal policy and conducted by the

policy authorities which are aware of default risk. The false is optimal monetary and

fiscal policy and conducted by the policy authorities which are not aware of default risk.

We solve the LLQ problem and the model are solved numerically. Further, we calculate
coefficients of simple rules which are a class of Taylor rules and a class of Bohn rule.
We find that there is no distinction on simple rules between the exact and false policies
if the interest spread is low. However, if the interest spread in the steady state is high,
the policy authorities should give up to stabilize inflation and minimize the premium
difference. We calculate welfare costs under two policies. if the interest spread is low,
there is much difference on welfare costs between two policies. However, if it is high,
the difference on the welfare costs are not negligible and is very high. If policy
authorities are not aware of the default risk, the policy authorities introduce tighter
policy which generates much welfare costs. If the interest spread is high, policy

authorities should be aware of the default risk.
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Asset Pricing with Long-Run Durable Expenditure Risk:
Evidence from the U.S. and Japan

HUAN LI

— B RFER A
Abstract

Applying the model of Parker and Julliard (2005) to durable goods, this study investigates
the relationship between long-run durable expenditure risk and cross-sectional variation
of stock returns across two highly developed capital markets: the U.S. and Japan. A new
finding is that the long-run durable expenditure model can obtain a reasonable risk-
aversion parameter and estimate a smaller value than those obtained with the many novel
models proposed in recent years. The U.S. and Japan share a common relationship
between the pattern of business cycles and durable expenditure risk in the future horizon
following return; that is, durable expenditure risk over the long-run is countercyclical. The
ability to use data on consumption, for which households have true latitude in making

choices, could help to resolve equity premium puzzles.

JEL classification: G11; G12; E21

Keywords: Durable goods; Equity premium puzzle; CCPAM; GMM; Long-run consumption

risk
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Counter-cyclical capital requirements with a scheme of capital distribution
restraint: A DSGE approach

EEBER (BHEERFAZERYE)

Abstract

We assess the effects of the introduction of the time-varying capital requirements on the
financial sector and the economy during a simulated recession. We consider the time-varying capital
requirements which respond to the changes in the credit-to-GDP ratio. The simulation results
provide the evidence that the time-varying capital requirements work to mitigate the severity of a
recession. Our results also indicate that a scheme which discourages financial intermediaries from
distributing their capital during a recession significantly enhances the stabilizing effects of the time-
varying capital requirements. These results partly provide support for new macro-prudential capital
requirement regimes proposed in Basel 111 reforms.
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Quantifying the Effects of QQE on Long-run Inflation Expectations in Japan

Mototsugu Shintani
University of Tokyo
Naoto Soma

University of Tokyo (Graduate Student)

Abstract
We apply a simple time-series model framework to evaluate the effects of the
quantitative and qualitative easing (QQE) policy conducted by the Bank of Japan on the

long-run inflation expectations among market participants.

Keywords: Autoregressive model, inflation forecast, sticky information
JEL Classification: E5
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Identifying Unconventional Monetary Policy Shocks

NAREBEZ MPERY
B HARERT
FTEHE  FRRE

This paper proposes a novel method for identifying unconventional monetary policy shocks.
The method incorporates the movement of two unconventional monetary policy indicators,
namely, the size and composition of the central bank's balance sheet, after the bank makes
policy decisions. Under some restrictions imposed in the vector autoregressive model, we
identify two unconventional policy shocks, quantitative and qualitative shocks, as
anticipated shocks that best portend the current and future paths of the unconventional
policy indicators in response to the policy shocks. The qualitative easing shocks have
expansionary effects on the real economy, while the quantitative easing shocks have
contractionary effects.
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What Factors Caused the Increasing Currency Hedging Cost?

Sanae Ohno

Musashi University

Abstract

The increasing currency hedging costs have been highlighted in recent years.
The hedging costs to cover the US dollar exposures has been increasing at a faster pace
than the interest rate differentials, which indicates the violation of covered interest rate
parity (CIP). The deviations from CIP have become evident even though there has been
no symptom indicating worsened creditworthiness of global financial institutions as
well as the associated liquidity tightness observed during the past crisis period.

This study employs two empirical methodologies to examine the determinants
of CIP deviations by focusing on the gap of monetary policy stances across nations and
other macroeconomic structural factors. First, historical decomposition analysis is
implemented to detect a main factor bringing about the upward trend of the hedging
costs in the past few years. Second, panel data analysis is conducted to confirm the
relationship between CIP deviations and macroeconomic structural factors.

Results show that the cost of hedging exposure to foreign currencies,
particularly the US dollar, might arise from the increased outward securities
investments promoted by the difference of monetary policy stances across countries.
This study also reveals that macroeconomic structural factors were related to the
increase in hedging costs. The significant increase in the price of hedges for yen
investors might be driven by their biased preference toward the US dollar securities

1Investments.
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The trade rebalance effect and the exchange rate pass-through of renminbi

Pengfei LUO
Hitotsubashi University

Abstract
China’s trade imbalance (surplus) sharply had deteriorated in the 2000s and returned
to an acceptable level in the last decade. Referring to the large change of China’s
exchange rate regime in the last decade, this paper aimed to illustrate whether the
renminbi exchange rate effectively helped rebalance China’s large trade surplus in
2000s, especially after 2005 when China switched its exchange rate regime from the
dollar-peg to the managed floating regime. By employing structural vector
autoregressive (SVAR) model and time-varying parameter VAR (TVP-VAR) model, this
paper found that the appreciation of renminbi generally helped reduce China’s large
trade surplus during 1998-2016, but this rebalance effect varied over time. Moreover, I
found that the increased exchange rate pass-through could partially explain the

increased trade rebalance effect of the renminbi after the global financial crisis.

Keyword: renminbi, trade rebalance, exchange rate pass-through, TVP-VAR

JEL Classification: F31, F32
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Bank Characteristics and Bank Lending to New Firms

e RS KSR
FSARTE NAREATT

This paper examines the characteristics of financial institutions that provide
finance to new firms using a unique firm-bank match-level dataset of more than 3,000
unlisted small and medium-sized enterprises (SMEs) incorporated in Japan. We
employ a within-firm estimator that controls for unobserved time-varying firm
heterogeneity through firmstime fixed effects. We find that financial institutions with
many branch stores or employees are more likely to provide finance to new firms. We
also find that Shinkin banks tend to provide loans to these firms more aggressively
than profit-maximizing financial institutions. Moreover, we find that when financial
institutions provide finance to new firms from just after their incorporation, the
number of stores is more important than the case of lending to such firms in general.
Furthermore, we find that financial institutions with high capital adequacy ratios

continuously provide loans to the same new firms.

JEL classification: G21; L26; M13

Keywords: Bank characteristics; Bank lending; New firms
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Export Dynamics and Invoicing Currency

Kazunobu HAYAKAWA* Toshiyuki MATSUURA#
Institute of Developing Fconomies, Japan Keio Economic Observatory, Keio

University, Japan

Taiyo YOSHIMI Nuttawut LAKSANAPANYAKUL
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Japan Program, Thailand Development Research

Institute, Thailand

Abstract In this paper, using the finely disaggregated firm-level export data in
Thailand, we examine how firms’ export experience is related to the dynamic choice of
invoicing currency. We present an evidence that the majority of exporters do not change
invoicing currency for same product/destination during the sample period. This
evidence implies that changing invoicing currency requires significant burden of menu
cost. We also find that, even after controlling for export size, the probability of choosing
export country’s currency, or producers’ currency (PC), in the first export is significantly
higher than in the export of the second and subsequent products/destinations.
Assuming importers are risk averse, this finding implies that accumulation of firms’
export experience provides better know-hows of exchange rate risk management and
enhances the use of currencies other than PC in order to gain better profit. We also
propose a theoretical model which provides rationale for these empirical findings.
Keywords: Export dynamics; Invoicing currency; Exchange rate risk management;
Learning

JEL Classification: F1; F3
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Learning from Extreme Catastrophes
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This article studies the effect of extreme catastrophes on the expectation of
the likelihood of future events by investigating Japanese households’ earthquake
insurance take-up after the top two costliest disasters in history. Direct loss experience
led the strongest reactions to extreme catastrophes while risk belief updates were
nation-wide phenomena. Sharing personalized information contributed the strong and
persistent indirect experience effects. Both availability bias and representativeness
help explain the effect of past loss experience. Further, a dominating effect of gambler
fallacy in the sense of Tversky and Kahneman (1973) is observed after indirect

experience of a 1000-year earthquake.
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