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First, we examine the relationship between public investment by local
governments and fluctuations in the regional economy in Japan.The empirical results show that the
local public investment decided by political factors does not necessarily amplify the fluctuations
in prefectural business cycles. Also, we examine the effects of government investment on private
capital formation, considering both regional and sectoral distinctions in Japan. The empirical
results show that a crowding-out effect is observed in rural areas for several industries that
contribute to regional economic growth.

In addition to these two researches, we examine the effects of public investment on stock returns
using Japanese cross-industry data. The empirical results show that public investment shocks have
strong and stimulating effects on stock returns when the nominal interest rate is at the zero lower
bound while negative responses dominate outside of the ZLB period.
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