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In this paper, I build up a model with multiple price settings in a line of financial transactions
by a theory of search and matching. Here, in each financial transaction, price settings by other
agents in other financial transactions hold effects on own price setting and vise versa.
Eventually, shocks in other markets have effects on own price setting. Moreover, a bargaining
power between a seller and a buyer changes a price setting behavior. In a model, a seller and
a buyer need to search for a counterpart in each financial transaction. There exists a search
friction in a financial transaction and this friction amplifies price variation. Moreover, once
one part of a line of financial transactions would be disrupted, a whole transaction stops all

contracts in the line and financial agents need to make a new line of financial transactions.

This model is applicable to analyze prices in residential mortgage backed securities and asset
backed securities. For example, in residential mortgage backed securities,
traditional/commercial banks first provide mortgage loans to households. Here, we have a
first negotiation to set a price, i.e., interest rate on housing loan. Then, banks securitize these
loans and sell these residential mortgage backed securities to investment banks. In this process,
we have a second negotiation to set a price, i.e., return on residential mortgage backed
securities. Furthermore, in some cases, investment banks wrap up residential mortgage
backed securities as one final financial product and sell it to investors. Here, we have a third
negotiation to set a price, i.e., return on a final financial product. In these financial
transactions, we observe financial transaction chain through a sequential price setting as

replicated in our model.

I first implement normative analyses to show model's properties. In particular, I change
separation rates in financial transactions, bargaining powers for interest rate settings among
banks, entry costs into financial markets, and matching elasticity. Price variations sensitively
change by these parameters and types of shocks. This implies that we have several ways to

design a policy to stabilize price variations.



Through analysis using a model, I reveal roles of financial regulations on financial system in
particular on financial transactions with long transaction chain such as mortgage backed
securities and asset backed securities. I discuss how we avoid large price variations under
financial crisis and evaluate what kind of policy tools are effective to stabilize price variations.
In particular, I focus on policies working on bargaining powers among banks in setting prices,
matching elasticity in frictional market, entry costs into financial markets, and separation rate
in financial contracts. Under monopolistic markets, monopolistic financial institution has a
large bargaining power and distorts pricings. For example, monopolistic financial institutions
tend to set misleadingly high prices (low yields) to investors as shown in the last sub-prime
mortgage crisis. Thus, such policies are necessary to stabilize prices. Moreover, if one of
financial institutions can play a role of a regulator as Japan Housing Finance Agency in Japan,
policies working on such as bargaining powers among banks are realistic and reasonable. I
show that price variations in financial markets can decreases to different types of shocks by

giving appropriate regulations.

Then, I apply the model to Japanese and US mortgage backed security data and estimate a
financial chain model using Bayesian methods. In particular, [ use mortgage backed securities
data issued by Japan Housing Finance Agency for Japan. Japan Housing Finance Agency buys
long-term fixed-rate housing loans, so called as Flat 35, from the private financial institutions
and issues mortgage backed securities that are backed by these trust assets. The outstanding
amount of mortgage backed securities issued by Japan Housing Finance Agency has increased
steadily and reached to about 14 trillion yen at FY2019 as shown in Japan Housing Finance
Agency (2020). On the other hand, many financial institutions, including main three
institutions of Fannie Mae, Freddie Mac, and Ginnie Mae, issue mortgage backed securities
in US and a market size is much larger than in Japan. The outstanding amount of mortgage

backed securities has increased to 11,671 billion dollars at the second quarter of 2021.

Using data, I show that prices of mortgage backed securities are more volatile than those of
safer assets in Japan and US. Estimation results uncover parameters such as bargaining
powers among financial institutions for price setting in a financial chain, matching elasticities
in financial markets, and entry costs into financial markets. By variance decomposition, I also
reveal what types of shocks are dominant to make price variations. One reason why I use
Japanese and US data is different market maturities and sizes for mortgage backed securities.
In US, a market for mortgage backed securities is much larger than Japan and there was a
financial crisis induced by mortgage backed securities. Another reason is that government-

related agencies participate in mortgage backed security markets in these countries and it is



realistic and feasible to consider policies for these markets through such agencies.

Then, by using a model, I show several ways to reduce price variations for mortgage backed
securities. As a static analysis, for example, to a final demand shock on mortgage backed
securities, price variations can decrease when I put a smaller bargaining power on Japan
Housing Finance Agency to final investors in Japan. Moreover, price variation can also
decrease when a bargaining power of Japan Housing Finance Agency decreases in a market
that originates mortgage backed securities with commercial banks. It is not straightforward to
have one conclusions to reduce price variations of mortgage backed securities in Japan since
such conclusions largely depend on types of shocks. We have a similar conclusion for US

mortgage backed security market.
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