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In this research project, | made progress on two studies.

The first study examines the impact of the Bank of Japan’s holdings of exchange-traded funds
(ETFs), using various data, including individual stock returns. The analysis finds that the impact is
substantial and continues to distort the market. Based on feedback received, | added a number of
new analyses and significantly revised the paper, which has now been submitted to an academic
journal.

The second study first measures the sensitivity of long-term interest rates to changes in economic
activity and prices, using forecast data on the long-term interest rate, inflation, and other variables
from individual economists. The results show that this sensitivity has varied greatly over time. The
study then investigates how Japan’s long-term interest rate and the exchange rate have responded
to U.S. monetary policy. Typically, when interest rates rise in the U.S. due to monetary tightening,
Japanese interest rates also rise, and the yen depreciates. The depreciation of the yen occurs
because Japanese interest rates do not increase as much as U.S. rates, leading to a widening
interest rate differential and downward pressure on the yen. However, the analysis finds that this
relationship tends to weaken as the sensitivity of Japan’s long-term interest rate to inflation
increases. The finding that higher inflation sensitivity is associated with lower interest rate co-
movement between Japan and the U.S. suggests that when the Bank of Japan adjusts long-term
interest rates in response to inflation, it dampens the influence of other factors such as U.S.
monetary policy. The results also suggest that, as the inflation sensitivity of the long-term interest
rate is higher, the yen becomes less likely to depreciate even when the interest rate differential
widens to a larger extent in response to an increase in U.S. interest rates. One possible
explanation is that further yen depreciation would raise expectations of future inflation through
higher import prices, leading to expectations of higher long-term interest rates and yen
appreciation, which in turn makes market participants more cautious about selling the yen. In
FY2024, | presented this research at two academic conferences and received valuable feedback,
which led to substantial improvements in the analysis. | plan to complete the first draft of the paper
in the early part of FY2025.
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2. MAKRREEOHE (F:R)
In this research project, | made progress on two studies.
The first study examines the impact of the Bank of Japan’ s holdings of exchange-traded funds (ETFs), using
various data, including individual stock returns. The analysis finds that the impact is substantial and continues
to distort the market. Based on feedback received, | added a number of new analyses and significantly revised
the paper, which has now been submitted to an academic journal.
The second study first measures the sensitivity of long-term interest rates to changes in economic activity and
prices, using forecast data on the long-term interest rate, inflation, and other variables from individual
economists. The results show that this sensitivity has varied greatly over time. The study then investigates how
Japan’ s long-term interest rate and the exchange rate have responded to U.S. monetary policy. Typically,
when interest rates rise in the U.S. due to monetary tightening, Japanese interest rates also rise, and the yen
depreciates. The depreciation of the yen occurs because Japanese interest rates do not increase as much as
U.S. rates, leading to a widening interest rate differential and downward pressure on the yen. However, the
analysis finds that this relationship tends to weaken as the sensitivity of Japan’ s long-term interest rate to
inflation increases. The finding that higher inflation sensitivity is associated with lower interest rate co-
movement between Japan and the U.S. suggests that when the Bank of Japan adjusts long-term interest rates in
response to inflation, it dampens the influence of other factors such as U.S. monetary policy. The results also
suggest that, as the inflation sensitivity of the long-term interest rate is higher, the yen becomes less likely to
depreciate even when the interest rate differential widens to a larger extent in response to an increase in U.S.
interest rates. One possible explanation is that further yen depreciation would raise expectations of future
inflation through higher import prices, leading to expectations of higher long-term interest rates and yen
appreciation, which in turn makes market participants more cautious about selling the yen. In FY2024, |
presented this research at two academic conferences and received valuable feedback, which led to substantial
improvements in the analysis. | plan to complete the first draft of the paper in the early part of FY2025.

3. AMEHREIZET HHK

EMERTE
e SE RS e =
%) (FEE4 - HE) (BHEBRTH - BEHZER) (EERTE
H - #EFER)
— = The Expected Sensitivity of the Long-term Yield |SWET 2024%E 8 A
to Macroeconomic Conditions 9H




The Expected Sensitivity of the Long-term Yield
to Macroeconomic Conditions

Australasian Public Choice
Conference

2024F12R2
H




