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Asset-price bubbles, 51-54

Asset pricing, liquidity risk and, 320-21

Assets, open market purchase of as defla-
tion cure, 184-85

Ball-Svensson model, 45-50, 74-77

Banking risk, liquidity shocks and, 321-22

Bank of Japan (BOJ), 3; chronology of
monetary policy decisions of (1999—
2004), 236, independence of, 141-42;
inflation targeting and, 163-67; macro-
economic policy of, 218-23; monetary
policy of, 132-33; monetary policy of
Fukui regime of, 151-52; monetary
policy of Hayami regime (1998-2003)
of, 140-51; ZIRP policy of, 143-51,
154, 164. See also Japan

Bank of Japan (BOJ) rule, 258-60

“Beggar thy neighbor” devaluations, 2

Bond-financed fiscal expansion, 290-93

Bubbles: affected by policy, 54-56; affect
of policies on growth of, 61-64; af-
fect of policies on probability of burst-
ing, 64—67; asset-price, 51-54; Ball-
Svensson model and, 45-48; bursting
of, Japanese economy and, 133-40;
case of rational, 77-79; different prob-
abilities of bursting exogenous, 59-61;
exogenous, 51-54; policymakers and,
48-50; recent literature on, 73-74;

results for exogenous, 56-59; sensitiv-
ity to model parameters of, 67-69. See
also Japan

Cash-in-Advance (CIA) model, 94

Central Bank in Taiwan. See Central Bank
of China (CBC)

Central Bank of China (CBC), response to
deflation in Taiwan by, 387-94

Chile, 181-83

China, deflation in, 1

Chonsei system, 5, 342-43; arbitrage con-
dition of, 347; financial vs. real asset
prices and, 347-48; overview of,
344-46; price data for, 353-58; vs. pur-
chase, 346-47; simple growth model
for, 348-53

Deflation, 3-4; bottom line on costs of,
162; cost of, for Japan, 158-62; cures
for, 172-85; difficulties in conducting
monetary policy and, 160—61; in East
Asia, 1-2; financial instability and,
159-60; in Japan, 205-11; Japanese
labor market and, 158-59; preventing,
162-72; productivity-driven, 161-62;
in Taiwan, 5; wealth redistribution
and, 159-60; zero bound for nominal
interest rates and, 160-61. See also
Japan; Taiwan
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East Asian crisis, 182

East Asian Seminar on Economics (EASE-
15), overview of, 1-5

Equity market liquidity. See Stock market
liquidity

Ever-greening, 138

Exchange rate policies, 2; in Taiwan, 389—
90

Exogenous bubbles, 51-54; different proba-
bilities of bursting, 59-61; results for,
56-59

Financial instability, deflation and, 159-60

Fiscal expansion: bond-financed, 290-93;
money-financed, 293-97

Fiscal policy: liquidity trap and, 236-37,
282-83; locally Ricardian, 241-42.
See also Monetary policy

Foreign exchange interventions, as deflation
cure, 179-94

Fukui regime, at Bank of Japan, 151-52

Hayami regime, at Bank of Japan, 140-51

“Helicopter drop” policies, 35-36, 279

Hong Kong, deflation in, 1

House prices, growth of in Korea, 341-43.
See also Chonsei system

Inadequate aggregate demand policy, 1

Inflation, determining optimal level of,
167-69

Inflation targeting, 163-67; for implement-
ing commitment solution, 256-61;
vs. price-level targeting, 170-72; prob-
lems of, 173-74

Instability, financial, deflation and, 159-60

Interest rate, neutral, 287-88

Interest rate smoothing, 16-17

Japan: assessing monetary policy of with
Taylor rules, 152-58; bond-financed
fiscal expansion for, 290-93; bubble
period of, 133-40; collapse of equity
prices in, 309-11; collapse of property
and stock prices in, 43-44; cost of
deflation for, 158-62; deflation and
nonperforming loan problem of, 211-
18; deflation in, 1, 3-4; economy of,
131-33,203-5, 233-37, 281-82; esti-
mating Phillips curve for, 209-10; fiscal
policy in (1999-2004), 261-70; gradu-
ally accelerating deflation in, 205-11;
history of monetary policy in, 3—4;

liquidity trap of, 279-80; macroeco-
nomic policy in, 218-23; model for
economy of, 284-90; monetary policy
in (1999-2004), 251-61; monetary pol-
icy of, 133-40; money-financed fiscal
expansion for, 293-97; reluctance to
use fiscal solutions in, 282-84; robust-
ness of results for economic expansion
for, 297-302; zero interest rate policy
(ZIRP) of, 132. See also Bank of Japan
(BOJ); Bubbles; Deflation

Korea, growth in house prices in, 341-43.
See also Chonsei system

Liquidity. See Stock market liquidity

Liquidity risk, asset pricing and, 320-21

Liquidity shocks, banking risk and, 321-22

Liquidity trap, 1, 4, 9, 233; fiscal policy and,
236-37; optimal commitment policy
in, 237-51; zero lower boundary and,
97-99

Locally Ricardian fiscal policy, 241-42

Macroeconomic policy, in Japan, 218-23

Market liquidity. See Stock market liquidity

MC rule, 20, 27-31

Monetary Conditions Index (MCI), 181-82

Monetary policy, 2; alternative experiments
in, 10-14; analytical issues of, 32-34;
calibration and, 22-27; common ap-
proaches to, 93-95; deflation and
difficulties in conducting, 160-61;
formation of, in Taiwan, 388-89; his-
tory of Japanese, 3—4; of Japan, 133—
40; Japanese (1999-2004), 251-61;
McCallum and Nelson model of, 17—
22; nonconventional, 176-85; shaping
term-structure of interest rates and,
91-93; simulation results of McCallum
and Nelson model of, 27-32. See also
Fiscal policy

Money-financed fiscal expansion, 293-97

National Bank of Hungary, 181

Neutral interest rate, 287-88

New Keynesian Phillips curve, 240-41
New Zealand, 181-82

Nonperforming loans, Japan and, 211-18

Open market operations in long-term
bonds, as deflation cure, 178-79
Operation Twist, 3, 74, 178-79
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Phillips curve, 300-302; estimating, for
Japan, 209-10; New Keynesian, 24041
Policymakers, bubbles and, 48-56
Price-level targets: as deflation cures, 172—
76; vs. inflation targeting, 170-72
Productivity-driven deflation, 161-62

Quantitative easing, 10, 177-78

Rational bubbles, case of, 77-79
Reserve Bank of Australia, 183
Reserve Bank of New Zealand, 182
Ricardian equivalence, 4

Short-term interest rates: determination of,
110-13; escape from zero, 113-14

Stock market liquidity, 4-5; alternative
measures for, 318-19; cross-sectional
evidence on, 322-26; descriptive statis-
tics for, 312-14; dissecting changes in
market turnover and, 314-15; mea-
suring, 310-12; measuring shocks to,
319-20; properties of, 315-18; time-
series evidence on, 326-31

Taiwan: causes of deflation in, 383-85;
causes of price divergence in, 385-87,;
deflation in, 1, 5, 371-73; global factors

affecting prices in, 381-83; macro-
price changes in, 378-80; recent politi-
cal and economic environment in, 373—
77; responses to deflation by Central
Bank of Taiwan, 387-94

Taylor rules, assessing Japanese monetary
policy and, 152-58

Term structure of interest rates, 3, 95-97;
in Japan, 255-56

Term-structure of interest rates: empirical
analysis of, 99-108; monetary policy
and, 91-93

Time lags, 110

Uncovered interest parity (UIP), 20; elimi-
nation of, 32-33

Wealth redistribution, deflation and, 159-60

Zero interest rate policy (ZIRP), 132, 143—
51,154,164, 179, 204

Zero lower bound (ZLB) situation, 1, 9-10;
deflation and, 160-61; liquidity trap
and, 97-99; policymakers and, 50-56;
rule for use at or away from, 14-17

Zero short-term interest rate, escape from,
113-14





