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Introduction Findings

Research interests
MmET—<
» Asset Pricing (& E{fit&)

» How do institutional investors (mutual funds, pension funds,
insurance companies, etc.) invest?
HBERER (REEF Fa2iEe. RRERE) FED
EDICHETEZN?

» And how do they affect asset prices?
ZLTENLIEFEEMBICEDL D ICHET HN?

» Insurance (fR[R)

» How do insurance companies determine the types and prices of
policies that they sell?
RREE BRFTT HRROBEEMBZ ED K S ITRE
TEMN?

» What are important risks in the insurance sector?

RIREFRICBITZEZRY 7D ?

Summary
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Reference

» This talk is based on a recent working paper.
ZDOFRIFFIEDIMIICEITVTUVET,

» Koijen, Ralph S. J. and Yogo, Motohiro, “"Exchange Rates and
Asset Prices in a Global Demand System,” 2019. Available at
SSRN: https://ssrn.com/abstract=3383677.
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Why do exchange rates and asset prices move?

RBL— M ECEEMBIEREEHTE?
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US and Japanese 10-year yield
KE & BARDOIFEFD Y
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US and Japanese market-to-book equity

KE & BARDRKM
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Why do countries hold foreign assets?

REEINEEEZRBET DN ?

> Private savings.
EIARTE,

» Public pension funds: GPIF.
N

» Foreign exchange reserves: Japanese Ministry of Finance holds
foreign assets.

NE%ER : MBEPNEEEZFRELTWS,

7/21



Introduction

Findings Summary

Data on country-level portfolios

BB —

>

>

N2+ D)AFT—%

International Monetary Fund's (Ef@EEED)
Coordinated Portfolio Investment Survey.
Investment means
RE S
» Debt: Only foreign debt.
&% AERZFDH,
» Equity: Both domestic and foreign equity
B R & A ER
Foreign exchange reserves are aggregated across all central
banks for confidentiality.
HEREBIIBRBTOZDICETOHRRIBITICHIE>TE
HIhTwa,
Offshore financial centers (7> a7tz 4 —)
Ireland, Luxembourg, and Cayman lIslands.
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Introduction

Top ten investors by asset class

BEJVZARMNY T101ER

Short-term debt Long-term debt Equity

Billion Billion Billion
Investor US$ Investor Us$ Investor US$
Reserves 917 Reserves 4,398 United States 32,799
Ireland 527 Japan 2,176 China 8,192
United States 488 United States 2,165 Japan 5,343
Luxembourg 361 Germany 2,002 Hong Kong 4,198
France 215 Luxembourg 1,995 United Kingdom 2,867
Cayman Islands 188 France 1,489 Canada 2,846
United Kingdom 126 Ireland 1,317 France 1,965
Hong Kong 111 United Kingdom 1,038 Luxembourg 1,952
Singapore 84 Netherlands 909 India 1,826
Switzerland 55 Cayman Islands 834 Australia 1,641
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Why do exchange rates and asset prices move?

REBL— M ECEEMSIELAERETE?

1. Global demand for financial assets (debt and equity).
EMEE (BEF M) IKNTHEHRDFER,

» Macro environment drives demand.
YIOORBEIRBRICREZEA S,

» Latent demand: Investor expectations not yet realized in
macro variables.
BAERE : v/ OEHCRIFALRRINTRWVRERDH
%O
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:

Example: Demand for Japanese assets

Bl : BADEEICNY BF

» Higher demand for Japanese short-term debt implies that
BADEHEHFICHT2RENEXD &
» Yen appreciates (if short-term rates remain unchanged).
A&EIC 5,
» Higher demand for Japanese long-term debt implies that
BARORBBEHFICHT2FENEED &

» Long-term yield falls.
RESFIMETT 5,

» And/or yen appreciates.
ZLT/FLIEEZICARS,
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» Higher demand for Japanese equity implies that
BAOHMAICHT 2RENEEXD L

» Equity price rises.
MAEAS EAY B,

» And/or yen appreciates.
ZLC/ERIEABICAR S,
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Why do exchange rates and asset prices move?

REBL— M ECEEMSIELAERETE?

2. Government policy.

BT DER,

» Short-term rates.
HHAEF,

» Debt supply (foreign-held debt) through fiscal and monetary
policy.
MHBR S €RBERICL 284S DEIE

» Foreign exchange reserves: Central banks hold foreign assets.

NE#E  PRIBITHIAEEEZFRBELTWS,

13/21



Introduction Findings Summary

Example: Interest differential between Japan and the US

Bl - BRDEHZ=E

» Higher Japanese short-term rate, relative to the US short-term
rate, implies that

» Japanese debt becomes attractive to investors.
HADESIFERERICE > THBAMICAR S,
P Yen appreciates relative to the dollar.
A& RILRICA S,
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Interest differential and the exchange rate

EHEEREL—H
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Example: Supply of Japanese assets
Bl : BARDOEEDHKE

» Fiscal and monetary policy affects the supply of Japanese
debt.
MR E SMBRIFEARAOEBORBICHEEEZ %,

» Lower supply of Japanese long-term debt, relative to US

long-term debt, implies that
KEDORBEBICHRTHAERORBEEDHEI S &

» Long-term yield falls.
REASFMET T 2,

> And/or yen appreciates relative to the dollar.
ZLT/FRLEFASRILRICRS,

» Yen could depreciate if the supply of short-term debt increases
(in quantitative easing).

(BENEMBEMBRICEVWT) RHEGROHKBMER B

A, BRICRDFEREEDH S,
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Summary

Relative long-term debt quantity and price

XS REAEZSOWE & Mg
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Data across 36 countries
36 HEDT—%

» Data on global financial markets for 2002—2017.
20022017 F DA D E/TIFICET 2T — %,

» Exchange rates, asset prices, and macro variables across 36
countries.

BNEDREL— b BEMS LU IOXH,
» International Monetary Fund's (EFBREEED)
Coordinated Portfolio Investment Survey.
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Global demand system

HRF

VAT A

» Estimate a demand system to decompose exchange rates and
asset prices into

FBEVATLZHEL, RBEL - EEMBZDMELE

ER

1.

2.

Macro variables.

< U OEH,

Short-term rates.

EHIEF,

Debt supply (foreign-held debt).
BEADSDAEME,

Reserves.

HE%EE,

Latent demand.

ﬁﬁ%go
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Variance decomposition of exchange rates and asset prices

REBL— b CEEMSODED R

Exchange Long-term
Share of variance rate debt Equity
Macro variables 0.37 —0.02 0.63
Short-term rates 0.07 0.07 0.06
Debt supply 0.03 0.49 -0.03
Reserves 0.11 0.10 0.05
Latent demand 0.42 0.36 0.30
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Summary

£

» Macro environment important for exchange rates and equity
prices.

YOORBEABL—MEKMEICE >TEE

» Debt supply important for long-term yields.
BANSDABRIRBESMNICE>TES,

» Foreign exchange reserves are important for exchange rates
and long-term yields.

NAEEFRIREL — M ERBSMICE-TEE,
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