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‘Abenomics’and Bank of Japan
Aya Kato Ayako Ito Kanae Yato

Quantitative easing Policy in the Abenomics

The Abenomics refers to the economic policies that are declared in the Second
Abpe Cabinet, which was established in December 2012. This aims at the activation
of the Japanese economy that has fallen into the deflation for last 20 years. Its
policies are planned as three orientations, so-called "three arrows" program, the
"monetary policy" "fiscal policy" and "economic growth strategies ". Especially in
"monetary policy", the government decided to set a target of two percent inflation
rate, and to perform the quantitative easing policy to Bank of Japan. Above all a
quantitative easing policy is to increase a monetary base and increases quantity of
currency (money supply or money stock) increasing by trust creation in a market.
Monetary base is the sum of the issue amount of bank bills and the current amount
by Bank of Japan. As a result it is expected to stimulate economy.

Here, we would like to review a trend of the past Japanese economy and
exhibit two questions about the result that we can expect for this quantitative
easing policy.

The first is the relationship of the inflation rate and quantitative easing policy.
This can be considered by looking at the relationship between the monetary base
and the Consumer Price Index. At the time of the Koizumi administration, the index
was also increasing with the increase of the monetary base. However, after facing
the issue of the remarkable rise of oil prices after outbreak of the Iraqi War and
problem on the subprime loan, these two factors aren’t correlated.

From this, the first place is questionable to logical relationship at the stage of
policy setting of the Abe administration.

Then the second is the relationship between monetary base and money supply.
The direct reason why we research this relation is “Money supply dispute” which
occurred in Japan, in 1990s. This is a discussion occurred between Kikuo Iwata, the
present vice Governor of Bank of Japan, and Kunio Okina who has worked for Bank
of Japan, about the financial policy operation, and Iwata’s argument was similar to
a logic in the present Abenomics’ policy. He argued that Bank of Japan should
remove the interest rate, which was used mainly in many countries from the control
target, and instead by controlling the monetary base increase money supply, and try

stimulating the market economy. However, Okina countered that if it would have
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provided excess reserve one-sidedly, the short-term rate of interest would fall to zero,
the original function of the interest rate would be hindered, and credit creation cycle
would stop. Therefore, in order to confirm Okina’s assertion, we look at relative
change from last year of monetary base and money supply in this year. Then, it
became clear that compared with the rate of growth of monetary base, the one of
money supply is surprisingly bad and that the increase of monetary base is only
piled in the current account of Bank of Japan and perhaps is not on the market.
From these above-mentioned points, you'll see the risk of failure in

Abenomical financial policy.

The Amendment of the Bank of Japan Act

The Bank of Japan Act was totally amended in 1997. At the second Abe
Cabinet, it raised the possibility to revise the Bank of Japan Act. As a reason for
that, the Liberal Democratic Party insisted that the reason for that “the lost two
decades” occurred was that the government and the Bank of Japan couldn’t
establish concerted target by excessive independence of Bank of Japan. In fact,
under the old version of Bank of Japan Act which was made during World War 1I,
the discretionary policy of Bank of Japan controlled by the Ministry of Finance was
failed. Also under the current Bank of Japan Act, we feel that the Abe Cabinet chose
the Bank of Japan executives who support the policies of their own. Therefore, we
think the chances of success would be low.

It would show inefficiency and unproductivity of the relationship connected by
strong ties described in M. Granovetter’s "The Strength of Weak Ties"(1973). Now
the independence of Bank of Japan is under threat. We would like to request not
any independence of Bank of Japan but also transparency of information for the
Japanese people. We have to think how to construct not strong ties but weak ties
between the people, the government and the Bank of Japan, and lead to wise policy

decisions.
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The Validity of Quantitative Easing

Tezuka Miyuki Takano Junichi
Narita Tomohiro Goto Saki

Introduction

The Bank of Japan has made a decision of the introduction of “quantitative
and qualitative monetary easing” on April 4, 2012. Their aim is to increase the
amount of money in circulation on the market, and increase the liquidity of the
currency. And then, the Bank of Japan will increase consumer prices up to 2
percent.

However, is that policy effective for Japanese? We consider it by velocity of
money. Before we analyze its effect, we introduce quantity theory of money that is

basis on method of thinking of velocity of money.

The Quantity Theory of Money
The quantity theory of money is a hypothesis of economics. The velocity and
the total amount of money in circulation in the society determine the level of prices.
According to the article of Friedman, the price level depends on "supply
amount of currency". He said that the increase of the amount of money only
change the price level if we think of long term (he also assumes period of several

decades).

Velocity of Money

Now, if we understand the quantity theory of money, we can think about
velocity of money. We analyze the trends in the Japanese economy, using the
velocity of money. What is the velocity of money? That’s the numerical value of the
velocity represents how money circulates. We divided the output results into three

periods, and we analyzed each period.

(1) High Economic Growth and the Oil Crisis

During the period of 1971 to 1984, “oil shock”, which is the oil crisis, happened
twice and also it was the time when the economic growth came to an end. Japanese
economy fell into the worst recession in the postwar period. Although Japan
experienced the oil shock, Japan promptly recovered from this tough period.

The factors, in addition to the rise in oil prices and economic recovery in
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developed countries, attributed to an increase of demand in conversion of money
into goods due to monetary instability, poor harvest of cereals in the Soviet Union
and India, and the cold wave in Europe and the United States that caused lean crop
of grain.

Japan also went into soaring inflation. This means demand outstripping
supply, shortage of goods that would sell well whenever in circulation, and the

excess circulation of money.

(2)The Bubble Economy Starting from the Plaza Accord

It 1s 1985 when the Plaza Agreement was performed that currency liquidity
shows a big change. This is agreement aiming at strong-dollar correction. In Japan,
the government gradually established economy of the strong yen weak dollar by
performing high induction of the short-term interest rate. However, the export
industry of Japan caught a heavy blow by interest rate policy, and gradually fell into
recession.

Japanese government performed the reduction of an interest rate as measure
of recession. But contrary to an aim of the government, money management
technique (Zai-teku) was prevalent. Afterwards, the price of stocks and land
abnormally rose for a long term. As a result, bubble economy was completed. And
because of collapse of the bubble economy, Japan would enter into the recession

called the lost decade or two decades.

(8)Trend in Consume of Japanese Post-Bubble

I think of the propensity to consume taking up two earthquakes in Japan.

Consumer price index rose when the Great Hanshin Earthquake, but
decreased by the Great East Japan Earthquake. Although the amount of circulation
and currency circulation has increased, the change in the price index was not seen
in 2011.It shows that the consumption sense of Japanese has changed.

Great East Japan Earthquake caused an unprecedented situation, which is an
accident nuclear, power failure, such as the division of the supply chain. However, I
considered the Great Hanshin-Awaji Earthquake was also events substantial shock
that affect the purchasing consumer awareness. That does not increase consumer
price index and the diffusion index in proportion in 2011, will be able to infer

changes and have visited the consumption trend of Japanese.
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Conclusion

By some factors such as deflation of “the lost two decades”, Japanese people
are increasingly embedded in mechanism of economy. Abenomics’s effect does not
come to spread to household budgets, so a decline in the support rate of Abe
Cabinet is remarkable. The interest in Japanese is influenced in a way of being

involved in the movement of the mechanism of economic.
In (3), the way of quantitative easing to stimulate the circulation of money
would be difficult, because thought about consumption of Japanese has inclined to
safety-oriented. So, it would be important to make a place for money flow which is

produced by decrease of interest rates.
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The Pension System in Japan Today and its future

Osawa Aki Shigeta Naoko
Nagata Aya Yoshida Yuri

A Framework of Japanese Pension System

In Japan every people from 20 to 60 years old must become a member of
pension system. One of the characters of Japanese pension system is “three-tier”
system. The first tier is a Basic Pension, the second one is pension for employees,
and the third one is the company pension. Basic pension is for everyone who paid
pension; it includes students, self-employed persons, and unemployed persons. The
second one is for office workers and public employees. When we retire from our

working-lives, become handicapped or die, we can receive benefits.

The Problems of Pension System
We introduce the following five problems of the pension system in Japan.

1. Pension which can’t be identified
In 2007, it is revealed that 50million records of pension which proved that people
had paid it certainly disappeared. This caused abolition of Social Insurance
Agency, which had managed system of pension, and a new organization, Japan
Pension Service, was established.

2. Pension unpaid problem
It is a problem the number of people who don’t pay pension is increasing.

3. Welfare and basic pension
It is a problem of a fair supply between households of on welfare and pay
pension.

4. Pension of the irregular workers
There are so many irregular workers which do not participate in an employee
pension. This is an issue about how to expand the application of an employee
pension to them.

5. Pension of the housewife.
Presently full time housewives can receive pension however they don’t have to

pay it. Is it unfair? There is controversy on this subject for long time.

Various Pension System in Foreign Country

We introduce pension system in America and Sweden. American pension
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system 1is called “OASDI”, and for only general employees and self-employee persons.
Others like students or unemployed persons can’t become member of it. So,
American pension system is “one-tier”.

Swedish pension system is carried out a drastic reform in 1999, it become able
to correspond with aged society with a low birth rate. So some Japanese scholar

advocates introducing this “Swedish system” in Japanese pension system.

The Future of Pension

Here, we consider the structure of a financing scheme and the future of
Japanese pension system. The whole working generation at that time supports the
finances of the basic pension. There are five elements in the foundation of fiscal
recalculation. They are the population projections, the prospect of a labor force
participation rate, an economic premise, the number of the foundation (initial data
of the insured and a pensioner), experience assumptions about the trend of the
insured or a recipient. The factors that have the biggest influence on a financing
scheme are "population projections" and a "labor force participation rate." The
Ministry of Health, Labor and Welfare design the procedure at the time of changing
the trend of a decrease in the birthrate and economy. The macroeconomic slide
system 1is introduced from April 2005. Thus, Government and municipal offices are

looking over the financing scheme again and again in the many-sided process.

Conclusion

In 1985, the universal-pension-coverage system where the entire people joined
compulsorily was introduced. This is similar to the structure of the "embedding"
which Granovetter told. However, under the present circumstances, about 40% of
all the members are nonpayment. The present structure has a not suitable portion
in the present condition of Japan. We must recognize and be faced with the issue

that we are “embedded” in the system which called pension system.
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Economic Crisis in 2008
and
the Essence of Subprime Mortgage Problem

Ikeda Naoaki Matsuoka Nanae Kuwahara Rumi

Economic Crisis in 2008

The world economic market is always in the middle of “Storm of confusing”. As
regard in this confusing situation, we consider to study financial crisis happened
from subprime mortgage crisis in 2008, referring function and essence of
investment bank and rating agency, which these actors apparently related with this
crisis.

We would like to explain about investment bank and rating agency plainly.
Investment Bank is finance institution which has qualification of securities trading
and issue cooperate bond and stock. And it improved system integration in
accordance with the flow of time. For example, they deal with the non-cultural tasks
such as selling securitized paper or selling and trading works regarding with
institutional investor, hedge fund increased.

Furthermore, investor kept investing derivative based on a good interest from
background of enlarging the scale of institutional investor and increasing wealthy
people, and expanded invisible bonded-tie all over the world.

As investor expanding the scale of investment to securities of subprime mortgage

with high risk and disseminate invisible toxics commodity.

Investment Bank and Rating Agency

¢

Whereas, rating agency is private enterprise which “comprehensively’
analysis financial condition of issuers about bond or stock and quantify ability
whether they can pay on their mortgage or not. The most important point is that it
1s private enterprise which sways the destiny of companies and it pursued profit
and kept rating. The aspect of “private enterprise” worked to bad way and therefore
made the rate of subprime mortgage be higher than real and made people notice
that these are bad debt. How did rating agency deal with this worst situation? —
they suddenly rated questionable commodity down.

There, both investment bank and rating agency which tried to be “god” badly

unioned together and financial crisis had happened.
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Weak Ties between Financial Companies

And we here came to recognize “weak tie” is completely related with financial
companies, such as they skillfully use to the fullest each other for profit and do
business to share profitable information. However, no one expect that this
relationship between weak tie and financial cooperation is too complicated to take
back more than use each other for profit. After all, we systemize things it originally
cannot systemize and we basically had no knowledge to recognize the essence of
weak tie but focusing on base of the profit, subprime mortgage, the worst problem,

had happened.

Weak Ties between Investment Bank and Rating Agency

When it comes to weak tie with rating agency more, no one know the truth
why major rating agency such as Moody’s Investors Service Inc. and Standard
Poor’s rate subprime mortgage related commodities a good debt if they strived to
take time to search all resources and information and rated them. But here, we are
apparently able to see combine the relationship between authority “weak tie” and
them.And fundamental profit of rating agency is major financial institution, it is
nature reason which they rate softly to customer. Although they should be third
party, this fundamental circumstances let them centered of weak tie. Plus, the “tie”
surrounded by them is also tied up to effective financial institution at the same time,

so they have power to make crisis easily if they take a wrong step.

Conclusion

In this way, effective financial institution have had the idea of “All things
would be fine if I only can earn money.” Economic subject moved from people to
Institution, people to system. Even if computational finance exist and superficially
quantify financial system, we think that fundamental subject in economy is “a
connection between people” and they taking use of greed made financial crisis
happened. Therefore, subprime mortgage seemed that it was statue of limitation
of economy which lost weak tie that should be included between companies and
customers. Through these man-made disasters we should consider how actor at

financial industry should essentially be and do.
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