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Aggregate demand-aggregate supply model: 
description of, 164-68; estimates from, 
169-81; sensitivity of estimates, 18 1-83 

Akaike’s information criterion, 106nl1, 107 
Anchor rate, 50-52, 60 
Arbitrage: between Japanese open and inter- 

bank markets, 20, 21f; in Japanese re- 
serve maintenance system, 50 

Bank loans: control through window guid- 
ance, 8-9, 2 I ; in Japanese transmission 
mechanism, 23: 28. See also Discount 
window lending: Keiretsu firms; Nonkei- 
retsu firms 

Bank reserves: in Japan, I ,  7-8, 11-12, 27; in 
United States, 7-8 

Bond market, Japan: development and func- 
tion of, 97-100; term structure of interest 
rates in, 1 11-13, See a/so Interest rates, 
long-term 

rates; Money markets 
Bond repurchase (gensaki). See Gensaki 

Borrower and lender of last resort, 50, 54 
Budget constraint, 37-38 
Business cycle, 134. See also Reference cycle 

Call market: Bank of Japan role in, 18-27; 
borrowing in Japanese, 18-19; definition 
of Japanese, 64113; in short-term money 
market, 33 

change in interbank, 64; determination 
of equilibrium, 12; direct pegging and 
clearing of, 18; factors controlling, 23; 

Call rate: central bank smoothing of, 122: 

as indicator of monetary policy, 2 1-24, 
134-51, 154; raising Japan’s, 17; as 
short-term interest rate, 96; stability 
of interbank, 13-14; target level of, 
16-20. See also Gensaki rates; Interbank 
rates 

Certificates of deposit (CDs): proposed re- 
purchase of, 54; in short-term money 
market, 33 

Commercial paper (CP): market in Japan, I ,  
67; operations in, 16; in short-term 
money market, 33: U.S .  market in ,  67 

Consumption: coincidence of cash seasonal 
high with, 131; seasonal rate of change 
in. 127-28 

Data sources: for aggregate demand-aggre- 
gate supply model, 168-69; in invest- 
ment analysis, 92 

Discount rate: as BOJ policy instrument, 
75-76; relation to call rate, 12. See 
also Discount window lending; Window 
guidance 

Discount window lending: by Bank of Japan, 
12, 16; as daily instrument in Japan, 8; 
in Federal Reserve System, 10-1 I ;  as 
instrument of monetary policy, 2, 3; in 
Japan, 12 

Expectations theory of term structure, 4 ,  
103-19. See also Forecasting; Interest 
rates, long-term; Interest rates, short- 
term 

Expenditures, seasonal, 126, 128 
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Federal funds rate: correlation with discount 
window lending, 16-17; factors influenc- 
ing, 10-1 1, 13-14; Federal Reserve con- 
trol of, 7-8; as indicator of monetary 
policy, 20-21, 23; volatility of, 13 

Federal Open Market Committee, 10 
Federal Reserve System: defensive operation 

Financial bills (FBs): operations in, 16; as 
of, 54112 1 ; operating procedures of, 9-1 I 

short-term government bills, 48; in 
short-term money market, 33 

Financial markets: deregulation of, 91, 96, 
98, 119; development of Japanese, 1; 
disintermediation of Japanese, 64. See 
also Money markets 

Investment; Keiretsu firms; Nonkeiretsu 
firms 

Firms. See Inventory management, Japan; 

Flow of funds, 66 
Forecasting: gensaki rates as tool in ,  107-10; 

power of monetary indicators for, 20-27; 
term structure as instrument for, 4 ,  I 11- 
19; using federal funds rate, 20-21 

Gensaki rates: defined, 96-97; response to 
regulatory changes, 97; term structure 
of, 105-10 

Government bills, Japan, 48. See also Finan- 
cial bills (FBs); Treasury bills (TBs) 

Government paper, 35 
Group firms! See Keiretsu firms 

Impulse response functions, 176-78 
Industrial prodution: seasonal rate of change 

in index of, 126-28; seasonal smoothing 
of. 129 

Information: in bond prices, 119; in bond 
yields, 95-96; in seasonal cycles, 126; 
in term structure of interest rates, 95, 
119; through transmission of anchor rate, 
5 1-52. See also Signals 

Interbank rates, Japan: central bank targeting 
of, 8 ,  12-16; clearing of, 78, 80; stabil- 
ity or volatility of, 14-16. See also Call 
rate 

Interest rates: alternative control mechanisms 
in Japan, 18-19; central bank smoothing 
of nominal, 122-26, 130-3 I ; elasticities 
of high-powered money components, 
14-15; expectations theory of term 
structure of, 4 ,  103-5; overnight rate for, 
55-58; signals in Japan determining 
market rates of, S O ,  5 1 ; targeted inter- 

bank, 13; term structure theory of, 56; 
volatility in United States, 13. See also 
Anchor rate; Call rate; Expectations 
theory of term structure; Interbank rates, 
Japan; Term structure 

and Japanese, 13-14; expectations of, 
56-58; forecasting power of, 4, 1 11-19, 
See also Bond market, Japan 

Interest rates, short-term: Bank of Japan con- 
trol of, 32, 49-52; call rate as, 96. See 
also Call rate; Gensaki rates 

market, 18-27; to control interest rates, 
48-52. See also Call rate; Window guid- 
ance 

Inventory management, Japan, 76-78, 80-82 
Investment: seasonal rate of change in, 127- 

28; window guidance effort on corpo- 
rate, 64-65, 82-89 

Interest rates, long-term: differences in U.S. 

Intervention: by Bank of Japan, 45; in call 

Kehaichi system, I8 
Keiretsu firms: bank relationships of, 74; 

classification scheme for, 83; response to 
window guidance, 65, 74; sources of 
capital for, 82-89 

Lending: dependence of Bank of Japan on, 
48; by financial institutions in Japan, 63; 
by Japanese financial institutions, 31; ra- 
tioning in Japan of, 12; short-term Japa- 
nese, 35, 37, 39-41, See also Invest- 
ment; Keiretsu firms; Nonkeiretsu firms; 
Window guidance 

Market clearing: of call rate, 18; of interbank 
rates, 78, 80 

Market operations: by Bank of Japan, 12, 35, 
37, 41-45, 48, 66; instruments for, 41, 
45, 48; in Japanese markets, 66; reform 
in Japan for, 58-60; reserve requirement 
system as basis for, 49. See also Open- 
market operations 

moral suasion as control mechanism, 5. 
7,  8 ,  19-20, 27-28; nominal interest rate 
smoothing by, 122; primary and second- 
ary instruments of, 3; shifts in U.S.  and 
Japan to tighter, 24-27; signal of tight- 
ening in Japan, 17; transmission mech- 
anism of Japanese and U.S . ,  20-27, 
144, 151-56; window guidance role in, 
65-75 

Monetary policy: effect of changes in, 13; 
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Money: with causality from call rate, 
134; different views of velocity of, 
134 

money, 134-35; components of, 14-15; 
endogeneity in Japan, 8, 16-18, 27; fac- 
tors influencing supply in Japan, 17-18; 
in Japan, 8 ,  32; surplus or shortage of 
Japanese, 35,  37-41 

terest rates in, 32; bond repurchase (gen- 
saki) in, 33; Japanese short-term, 33-35; 
maturities in commercial paper, 56-57; 
reforms in and characteristics of short- 
term, 33, 35, 36-37t, 58-60. See also 
Gensaki rates 

variables, 131; monetarist view of exo- 
geneity of, 122, 124, 134; response to 
business cycle fluctuations, 134-44; in 
seasonal cycles, 126-34; when endoge- 
nous, 122-26; when variables are inde- 
pendent of, 130 

Moral suasion, Japan, 5 ,  7,  8 ,  19-20, 27-28 

Money, high-powered: with causality from 

Money markets: Bank of Japan control of in- 

Money supply: changes coinciding with other 

Nongroup firms. See Nonkeiretsu firms 
Nonkeiretsu firms: response to window guid- 

ance, 65, 74; sources of capital for, 
82-89 

Open-market operatiohs: as control mecha- 
nism, 8; of Federal Reserve System, 
10-1 I ,  16; as instrument of monetary 
policy, 2, 3; objective of and basis for, 
37,39 

Operating procedures: Bank of Japan, 11-12; 
Federal Reserve Bank, 9-1 I 

Output: analysis of money supply shocks on, 
169-81; effect of monetary policy on 
real, 134-55; response to business cycle 
fluctuations, 134-44 

rate 
Overnight rate, 55-58, 60. See also Anchor 

Reference cycle, 169, 170-71f 
Regulation: of interbank rates in Japan, 19- 

20; in Japanese bond and money mar- 
kets, 97-98; reform of financial mar- 
ket, 91 

Repurchase market, U.S., 45 
Required reserve ratio, 54 
Reserve accounting system: in Japan, 2, I I- 

14, 16-18, 78: in United States, 13-14. 
See ulso Call rate; Federal funds rate 

Reserve progress ratio, Japan, 16-18, 52-53 
Reserve ratios, Japan, 49 
Reserve requirement system: anchor rate in, 

50-52; components of Japanese, 53; in 
Japan, 49; reserve demand in Japan, 32; 
in United States, 53-54 

nance period, 50-52; nonborrowed, 
10-12 

Reserve systems: carry-over in Japan and 
United States, 54-55; lagged and con- 
temporaneous, 49-54 

Reserves: demand at end of reserve mainte- 

Seasonal cycles: correlation of money supply 
and GNP in, 134; effect on nominal in- 
terest rates, 131, 133 

Signals: from Bank of Japan, 17, S O ,  52-53; 
in determination of interest rate, 56-57; 
official discount rate as, 58 

Smoothing: of nominal interest rate, 122-26, 
130-3 I ,  133; of production or consump- 
tion. 131 

Targets: call rate as, 8 ,  16-20; control in Ja- 
pan of operating, 32; of Federal Reserve, 
I I ;  interbank rates as, 8, 12-16; used by 
Federal Reserve, 8 

Tatene system, 18 
Term structure: expectations theory of, 4, 

Transmission mechanism: information in, 5 1- 
103-5; forecasting power of, 4, 1 11-19 

52; in Japanese and U.S. monetary pol- 
icy, 20-27, 144, 151-56; loans in Japa- 
nese, 9, 23, 28 

Treasury bills (TBs): Japanese market for, I ,  
11; operations in, 16; as short-term gov- 
ernment bills, 48; in short-term money 
market. 33 

Variance decompositions, 178-80 

Window guidance: effect of tight and accom- 
modative policy for, 68-75; effect on 
economic activity, 89-91; historical use 
by BOJ, 65-75; as instrument of Japa- 
nese monetary policy, 3,  5 ,  8-9, 21, 27- 
28, 63-65; response of keiretsu and non- 
keiretsu firms to, 74, 80; during tight 
monetary policy, 67-68; used by Bank 
of Japan, 63-65 


