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Measurement and Contribution to Economic Growth

FUKAO Kyoiji FF (Hitotsubashi University) /HAMAGATA
Sumio (Central Research Institute of Electric Power
Industry) /MIYAGAWA Tsutomu FF (Gakushuin Univer-
sity) /TONOGI Konomi (Hitotsubashi University / RIETI)

The purpose of this paper is to measure intangible
assets, to construct the capital stock of intangible
assets, and to examine the contribution of intangible
capital to economic growth in Japan. We follow the
approach of Corrado, Hulten, and Sichel (2005, 2006) to
measure intangible investment using the 2006 version
of the Japan Industry Productivity Database. We find
that the ratio of intangible investment to GDP in Japan
has risen during the past 20 years and now stands at
7.5%. However, the ratios of intangible investment to
GDP and of intangible to tangible investment in Japan
are smaller than the values estimated for the US by
Corrado et al. (2006). In addition, we find that the
growth rate for intangible capital in Japan declined
from the 1980s to the 1990s, which is in stark contrast
to the high growth rate for intangible capital in the US
in the late 1990s. Therefore, the contribution of
intangible capital to total labor productivity growth in
Japan is substantially smaller than in the US.

http://www.rieti.go.jp/jp/publications/dp/07e034.pdf

Choice for FDI and Post-FDI Productivity
ITO Yukiko (Tokyo Keizai University)

We highlight the difference between the service
sector and the manufacturing sector in regard to the
determinants for a firm to start FDI and the




productivity growth it achieves. This paper analyzes
two questions: (1) whether a certain level of
productivity explains a Japanese firm's choice to be a
multinational firm (by starting FDI), and (2) how the
productivity of such a multinational firm changes over
time after FDI. Using the longitudinal panel data on
Japanese firms from 1980 to 2005, We trace some
firm-level decisions over several decades. This research
contributes to the discussions where empirical evidence
i1s not yet profoundly available: how the TFP of the
service and that of manufacturing sectors present
difference for the choice of overseas activity, and how
much productivity gain firms may achieve by intrafirm
and cross-border reallocation of firm resources. We
have found the following results: (1) compared by year
and by industry, the TFP in manufacturing does not
explain a firm's choice for starting FDI, but the TFP in
the service sector does, then a low level of productivity
deters a firm from pursuing FDI; (2) in the
manufacturing sector, the size and profitability of firms
are positive factors for their future choice in FDI, but
these do not matter in the service sector; (3) after FDI,
entrants in the service sector show 1.4 times higher
annual productivity growth than those in the
manufacturing sector. The productivity in service is
also on average higher than that of selected domestic
firms for counterfactuals.

http://www.rieti.go.jp/jp/publications/dp/07e049.pdf
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Enforceability in Trade Credit:
Financial Aspects of Transactions with FDI
ITOH Seiro (Institute of Developing Economies) /WATANABE

Mariko (Institute of Developing Economies) /YANAGAWA
Noriyuki (the University of Tokyo)

This paper documents financial aspects of
transactions and trade credit supply behavior with
foreign direct investment (FDI) among small- and
medium-sized enterprises, based on two original
surveys. The surveys, conducted in four cities in
China in 2003, were designed to uncover the nature of
inter-firm transactions, trade credit and other financial
conditions. Literature on FDI mainly refers to
technology transfer, employment, or investment. This
paper focuses on the role/significance of FDI in the
supply of trade credit due to its enforcement
technology of trade credit.

Yanagawa, Ito, and Watanabe (2006) developed an
incomplete contract model wherein when the seller
has a higher enforcement technology or the buyer has

richer liquidity, both trade credit and transaction
volume will increase. In this paper we first compute
the "enforcement probability" of each seller then test
the propositions of the model. We confirm that (1)
FDI and G firms provide larger trade credit. (2) This
is due to their higher enforcement probability in trade
credit. Furthermore, (3) higher enforcement
probability has a positive external effect in enhancing
the trade credit and transaction volume of indirect
transaction partners.

However, we also find that (4) in order to raise the
probability of "no default," enhancing the ratio of cash
on delivery is a necessary measure. (5) A more
competitive supplier will prefer cash on delivery
payment and consequently will provide less trade
credit to the economy. (6) With a shorter transaction
period, the supplier will provide larger trade credit.
This implies that firms with a stronger bargaining
power prefer providing no trade credit though they
can expect higher enforcement probability, thus
reduces the volume of economic activity. These
negative forces against enhancing trade credit and
economic activity exist at a substantial level in China.
Because of this force, a strategic default problem
persists in China even 30 years after the transition
began.

http://www.rieti.go.jp/jp/publications/dp/07e031.pdf

Bank Restructuring in Asia:

Crisis management in the aftermath of the Asian
financial crisis and prospects for crisis prevention
-Korea-

ITO Takatoshi FF (the University of Tokyo) /HASHIMOTO
Yuko (Toyo University)

This paper analyzes the Korean bank
restructuring process that started in the wake of its
currency crisis of 1997. Korea suffered a heavy
currency crisis that was accompanied, if not caused,
by acute shortage of dollar liquidity of Korean banks.
The currency crisis was essentially banking crisis.

This paper covers topics such as the scheme of
capital injection to weak banks, nationalization of
insolvent institutions, and setting up a strong financial
restructuring agency. Structural problem as well as
liquidity problem in banks' balance sheets became



serious as the currency crisis deepened. On April 14,
1998, the Government announced the basic
restructuring framework aiming to stabilize financial
markets. The government's restructuring framework
included capital injection to financial institutions,
mergers and/or closing down of banks, and asset
sales. Regulatory institutions, such as the Korea Asset
Management Corporation (KAMCO), the Korea
Deposit Insurance Corporation (KDIC) and Financial
Supervisory Commission (FSC) were also
reorganized or newly created around 1997 and 1998.

Bank restructuring in Korea, after all, in the
aftermath of the Asian currency crisis is almost over.
The focus of government-led bank restructuring is
now shifted to create market-oriented reform, to
ensure peace-time operation, and to strengthen
Korean banks so that Korea will no longer have
financial crisis. It should be pointed out that decisive
actions with massive public funds to restructure the
financial sector in crisis are important for a strong
recovery possible in the medium term.

http://www.rieti.go.jp/jp/publications/dp/07e038.pdf

Bank Restructuring in Asia:

Crisis management in the aftermath of the Asian
financial crisis and prospects for crisis prevention
-Malaysia-

ITO Takatoshi FF (the University of Tokyo) /HASHIMOTO
Yuko (Toyo University)

This paper analyzes the bank restructuring
process in Malaysia from the currency crisis of 1997
to present. Even though the banking sector in
Malaysia had relatively lower NPLs compared to
other Asian countries, financial sector suffered
financial crisis and various problems emerged.

This paper covers topics such as setting up
financial restructuring agencies, a scheme of capital
injection to weak banks, and a corporate
restructuring process conducted by the Malaysian
government. Plans of Mergers/ closures of banks,
setting up an asset management company, a
recapitalization agency, and a corporate debt
restructuring committee, such as Pengurusan
Danaharta Nasional Berhad (Danaharta), Danamodal
Nasional Berhad (Danamodal), and the Corporate
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Debt Restructuring Committee (CDRC), were
accompanied by several policy measures such as an
exchange rate system pegged to the U.S. dollar,
capital controls, and a fiscal stimulus package.

Through these measures, the authorities, to some
extent, succeeded in bringing down NPLs and in
merging several banks to some extent. The reform
was considered basically completed by 2002. The
banking sector was reorganized with 10 banking
groups, and two of the restructuring agencies were
closed by 2003.

http://www.rieti.go.jp/jp/publications/dp/07e039.pdf

Exchange Rate Pass-Through and Do-
mestic Inflation:

A Comparison between East Asia and Latin
American Countries

ITO Takatoshi FF (the University of Tokyo) /SATO Kiyo-
taka (Yokohama National University)

Currency crises, accompanied by large devaluation,
tend to have significant impacts on the domestic
economy. If the exchange rate also depreciates in real
terms, the economy can take advantage of the export
price competitiveness to promote its exports. In
contrast, if the currency devaluation induces an increase
in domestic inflation, the currency value in real terms
will return toward the pre-crisis level, which results in a
loss of the export price competitiveness and, hence, a
slow recovery from the severe economic downturn.
This paper analyzes the degree of domestic price
responses to the exchange rate changes in crisis-hit
countries in East Asian and Latina American countries
and Turkey in order to reveal why the post-crisis
inflation performance was very different across
countries. The structural vector autoregression (VAR)
technique is applied to examining exchange rate
pass-through. The degree of exchange rate
pass-through is found to be higher in Latin American
countries and Turkey than in East Asian countries with
a notable exception of Indonesia. In particular,
Indonesia, Mexico, Turkey and, to a lesser extent,
Argentina show a strong response of CPI to the
exchange rate shock. More noteworthy is that excessive
supply of base money played an important role in
increasing the domestic inflation rate in Indonesia, while
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such effect is not observed in other countries, which
indicates the importance of credible monetary policy
committed to price stability in order to prevent the
post-crisis inflation. Shock transmission from import
prices or PPI to CPI is quite large in Indonesia, Mexico
and Turkey. This finding implies that the channel of
shocks at different stage of pricing chain may be an
additional factor in high domestic inflation.

http://www.rieti.go.jp/jp/publications/dp/07e040.pdf

Impacts of Japanese FTAs/EPAs:
Post Evaluation from the Initial Data
ANDO Mitsuyo (Keio University)

This paper attempted to assess impacts of existing
Japanese EPAs in their initial years and to draw policy
implications for possible future FTAs/EPAs. Our
gravity model estimations as well as detailed analysis
on trade and actual tariff reduction by EPAs
demonstrated that the Japan-Singapore EPA has
almost no direct impact on trade since actual reduction
of tariffs by the EPA is quite limited. On the other
hand, our empirical investigation confirmed a certain
degree of positive impact of the Japan-Mexico EPA on
trade, particularly on the export side, and investment.
Several important outcomes of the EPA beyond tariff
removal are also revealed. Discussion on future designs
of FTAs/EPAs includes issues on some possible abuse
of phasing out tariffs, desirable structure of EPA tariffs,
effective utilization of EPAs beyond trade liberalization,
and the relationship with multilateral trade
liberalization.

http://www.rieti.go.jp/jp/publications/dp/07e041 .pdf

Intertemporal Distribution of Foreign Aid
TAKASE Koichi (Waseda University)

We analyze the dynamic effects of foreign aid on the
economic growth and welfare of a recipient countries.
Based on an overlapping generations model with a
productive capital, foreign aid is characterized by its
uses: whether it takes a form of income compensation
(income aid) or capital stock (capital aid) , and by its
recipients: which generation (s) or institution hold (s)
its ownership. We found some different results from

those of the traditional wisdom of foreign aid. First,
foreign aid tends to be less efficient without any
condition to the recipient. Second, capital aid can be
more efficient than income aid, and its efficiency could
be even higher when capital aid is loaned in stead of
being granted. Third, a stable relationship between the
donors and the recipient may harm the efficiency of
foreign aid.

http://www.rieti.go.jp/jp/publications/dp/07e048.pdf
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http://www.rieti.go.jp/jp/publications/dp/07j032.pdf
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Does Corporate Culture Matter?
An Empirical Study on Japanese Firms
HIROTA Shinichi (Waseda University) /KUBO Katsuyuki

(Waseda University) /MIYAJIMA Hideaki FF(Waseda
University)

Corporate culture does matter. Using Japanese
firms' data from 1987-2000, we have shown that the
strength of corporate culture significantly affects
corporate policies such as employment policy,
management structure, and financial structure. We
have also confirmed that the culture and its embedding
contribute to better corporate performance. These
culture effects are found to be considerable in
magnitude and at least as large as those of other
factors. We suggest that it is important to recognize
the existence of the culture for understanding
corporate policies and performance.

http://www.rieti.go.jp/jp/publications/dp/07e030.pdf

Debt Structure and Bankruptcy of Finan-
cially Distressed Small Businesses

TSURUTA Daisuke (National Graduate Institute for Policy
Studies/CRD Association) /Peng XU (Hosei University)

Using a large sample of financially distressed small
firms in Japan, we find that a distressed firm goes
bankrupt faster if it uses proportionately more trade
credits. Financially distressed firms experiencing a
sharp decrease in trade payables are also more likely
to go bankrupt. This suggests that coordination failure
among a large number of dispersed trade creditors
contributes to the bankruptcy of financially distressed
firms. This finding supports the hypothesis that
suppliers have an incentive to acquire credit
information on distressed firms, and are able to do so
more quickly than banks. Accordingly, they withdraw
credits more quickly because trade credits, unlike bank
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loans, are unsecured.

http://www.rieti.go.jp/jp/publications/dp/07e032.pdf

Traditional and Innovative Approaches to
Legal Reform:

'The New Company Law'

Joseph A. McCAHERY (Tilburg University) /Erik P.M.
VERMEULEN (Tilburg University) /HISATAKE Masato

CF (Ministry of Economy, Trade and Industry) /SAITO
Jun (Nikon Corporation)

In this paper, we have distinguished three different
positions along the reform strategy spectrum of
company law. The first position is located on the left
side of the spectrum and closest to stasis - where
virtually no effective legal changes can occur and where
only the idea of reform clashes with legal tradition and
standardization pressures. An example of a jurisdiction
that takes this position is Germany. Along or near the
mid-point of the spectrum, company law changes are
less impeded by tradition and standardization factors,
but more influenced by interest group pressures. We
see England occupying this position. Japan can be seen
as a more adaptable jurisdiction located toward the
right end of the spectrum and therefore better able to
create and introduce more functional legal rules and
institutions that turn the traditional view of company
law around. It is submitted that Singapore is located on
the right side of the spectrum as its legislature is aware
of the need to adapt the legal system to international
business practices in order to develop a distinct
jurisprudence, acclaimed for its efficiency and integrity,
which is set apart from the English legal system.

http://www.rieti.go.jp/jp/publications/dp/07e033.pdf

Debt-Ridden Equilibria

— A Simple Theory of Great Depressions—
(Incomplete and Preliminary)

KOBAYASHI Keiichiro SF/INABA Masaru (RIETI)

The US Great Depression and Japan's Lost Decade
in the 1990s are both characterized as persistent
stagnations of economies with debt-ridden corporate
sectors subsequent to asset-price collapses. We propose
a simple model, in which increases in corporate debt,

and/or fluctuations in expectations about the future
state of the economy, can account for these episodes.
Key ingredients are the assumptions that firms are
subject to collateral constraint in borrowing their
working capital, or liquidity, for financing the inputs
and that the firms can hold other firms' stocks as their
assets and use them as the collateral. That the
corporate stocks are used as collateral generates the
following interaction between stock prices and
productive efficiency: higher stock prices loosen the
collateral constraint and lead to higher efficiencies in
production, which in turn justify the higher stock
prices. Therefore, the stocks have an additional value
as collateral due to this interaction. Assuming that this
additional value is externality for the stock-issuer firms,
we show that there exists indeterminacy in the
equilibrium paths: Since optimizations by agents alone
cannot specify the path of the economy, the
expectations (or social norms) which are exogenously
given are necessary to pin down the equilibrium path
uniquely. There also exists a continuum of steady-state
equilibria indexed by the amount of corporate debt: A
steady state with a larger debt can be called a
debt-ridden equilibrium, since it has more inefficient
factor markets, produces less output, and is
characterized by lower stock prices. The model
provides the policy implication that debt reduction in
the corporate sector at the expense of consumers (or
taxpayers) may be welfare-improving when the firms
are debt-ridden.

http://www.rieti.go.jp/jp/publications/dp/07e035.pdf

Bank Consolidation and Soft Information
Acquisition in Small Business Lending

OGURA Yoshiaki (Hitotsubashi University) /UCHIDA
Hirofumi (Wakayama University)

We empirically examine the impact of bank
consolidation on bankers' acquisition of soft information
about borrowers. Using a dataset of small businesses,
we found that bank mergers have a negative impact
on soft information acquisition by small banks while
those by large banks that have less interest in
acquiring soft information irrespective of mergers have
no impact. Detailed analyses of the post-merger
organizational restructuring show that the measures of



an increase in organizational complexity have a
negative and significant impact on soft information
acquisition by small banks, while the measures of
cost-cut do not have any significant impact on soft
information acquisition. This result implies that the
increase in organizational complexity by bank mergers
hindered soft information acquisition, which is
consistent with Stein's prediction [2002, J. Fin.] on the
comparative advantage of simple and flat organizations
in acquiring and processing soft information.

http://www.rieti.go.jp/jp/publications/dp/07e037 .pdf

Understanding the M&A boom in Japan:
What drives Japanese M&A?

ARIKAWA Yasuhiro (Waseda University) /MIYAJIMA
Hideaki FF(Waseda University)

In this paper, we examine the causes of the first
merger boom since the late 1990s in Japan. Using
industry-level data, we show that mergers and
acquisitions (M&As) are driven mainly by economic
shocks. While industries with higher growth
opportunities are likely to have more M&A activity,
industries facing negative fundamental shocks, such as
rapid sales declines, also experience larger M&A deals.
These results suggest that the recent merger wave in
Japan is mainly explained by the neoclassical model. At
the firm level, we find that the bidder is the firm with
the higher growth opportunity, and the target is the
one with the lower growth opportunity. This means
that Japanese firms improved their efficiency through
merger activity since the 1990s. Lastly, we find that
internal funds for the acquiring firm play a very
important role in bidding activity, while a high
probability of being targeted for M&A is associated
with high leverage.

http://www.rieti.go.jp/jp/publications/dp/07e042.pdf

Credit Contagion and Trade Credit Supply:
Evidence from Small Business Data in Japan

TSURUTA Daisuke (National Graduate Institute for
Policy Studies and CRD Association)

In this paper, using microdata in Japan, we
investigate whether credit contagion decreases trade
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credit supply for small businesses. In 1997-98 the
Japanese economy experienced a large recession, and
the number of dishonored bills and the number of
bankruptcy filings caused by the domino effect
increased. During a period of credit contagion, if firms
possess higher financial claims than other firms, the
possibility of default becomes higher. Therefore, if the
problem of credit contagion is serious during such a
period, suppliers withdraw trade credit from customers
with higher trade receivables. They might also
withdraw more trade credit from customers even
though the credit risk of the customers is low. We find
that during a recession, suppliers reduce trade credit
more for small businesses with higher trade
receivables. Additionally, in the manufacturing trade,
credit is reduced for both risky and non-risky small
firms. This effect in other industries, however, is weak.

http://www.rieti.go.jp/jp/publications/dp/07e043.pdf
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Andrea GOLDSTEIN (Senior Economist, OECD Directorate for Financial and Enterprise Affairs)
Commentator : Pietro GINEFRA (Chief Representative, the Bank of Italy)

"Lenders or Owners? How Surplus Countries are
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