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Non-Self-Averaging

in Macroeconomic Models :
A Criticism of Modern Micro-founded Macroeconomics
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URL: http://www.rieti.go.jp/jp/publications/dp/07e057 .pdf

Using a simple stochastic growth model, this
paper demonstrates that the coefficient of
variation of aggregate output or GDP does
not necessarily go to zero even if the number
of sectors or economic agents goes to
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infinity. This phenomenon known as non-self-
averaging implies that even if the number of
economic agents is large, dispersion can
remain significant, and, therefore, that we
can not legitimately focus on the means of
aggregate variables. It, in turn, means that
the standard microeconomic foundations
based on the representative agent has little
value for they are expected to provide us with
dynamics of the means of aggregate
variables.

The paper also shows that non-self-averaging
emerges in some representative urn models.
It suggests that non-self-averaging is not
pathological but quite generic. Thus, contrary
to the main stream view, micro-founded
macroeconomics such as a dynamic general
equilibrium model does not provide solid
micro foundations.
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Business Cycle Accounting

for the Japanese Economy Using

the Parameterized Expectations Algorithm
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We propose an application of the
parameterized expectations algorithm (PEA) to
business cycle accounting (BCA). The PEA has
an advantage in that it is simple and easier to
understand and implement than the other non-
linear solution methods for the dynamic
stochastic general equilibrium model.
Moreover, we apply BCA to the Japanese
economy using the PEA which relaxes the
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perfect foresight assumption and show that the
result is similar to the main result in the
deterministic BCA by Kobayashi and Inaba
(2006). The effects of the investment wedge
are not a significant cause of the persistent
recession during the 1990s. The output due to
the efficiency wedge roughly replicates actual
output, while the discrepancy widened during
the 1990s. The labor wedge had a large
depressing effect on output during 1989-
2005. The efficiency wedge explains the
recent economic recovery.
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Productivity in Japan, the US,
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Is Japan Falling Behind?
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Using the recently released EU KLEMS
Database (March 2007) and other statistics, we
examined whether Japan experienced similar
problem as the major EU economies with regard
to the introduction of ICT to market services.
The major results obtained through our analysis
are follows:
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[t is not the gap in TFP growth but
differences in factor input growth that
underlie the large difference in the economic
growth performance of France, the UK and
Italy on the one hand and Japan on the other
in the period after 1995. The four major EU
economies (Germany, France, the UK and
ltaly) and Japan experienced a slowdown in
TFP growth of a similar magnitude after
1995. The US was exceptional in
accomplishing an acceleration in TFP growth.

. TFP growth in the electrical machinery, post

and communication sector was still highest in
Japan among the six economies after 1995.
However, the problem for Japan is that, like
in other countries, the share of this sector in
the economy overall is not very large. The
largest declines in TFP growth in Japan
occurred in distribution services (retail,
wholesale and transportation) and in the rest
of the manufacturing sector (i.e., excluding
electrical machinery). The labor input shares
of these two sectors were very large (23.4%
and 16.8% respectively). The US and the
major EU economies except Italy recorded
high TFP growth in these two sectors.

. In manufacturing sectors, productivity levels

in Japan were on par with those in the US,
Germany and France. However, they were
very low in comparison with the three
countries both in market services and other
goods-producing industries. It therefore
seems that there is large room for
improvement in Japan's productivity in market
services and other goods-production
services through the adoption of already
existing technologies and better resource
allocation.

. The US and the UK experienced a very rapid

increase in ICT capital service inputs after
1995. In contrast with this, in Japan, the
contribution of ICT capital service input
growth declined in all sectors after 1995.
Across the six countries, we can observe a

2008 Winter

positive correlation between ICT capital
service input growth and TFP growth. This
fact supports the conjecture that Japan's
sluggish growth in ICT capital service inputs
is at least partly responsible for the slowdown
in Japan's TFP growth after 1995.

5. According to several recent studies, it seems
that in order to fully realize the direct and
indirect efficiency-improving effects of ICT
capital, the simultaneous accumulation of
intangible assets, such as human capital
and organizational capital, is indispensable.
Investment activity in intangibles is less
active in Japan than in the US and the UK,
although there are many high-skilled workers
in Japan. The relatively low level of
intangible investment may be a good
candidate to explain why the accumulation
of ICT capital and TFP growth stalled in
Japan.
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07-E-052 (20074:8H)

The Impacts of Free Trade Agreements
on Trade Flows :

An Application of the Gravity Model Approach
WEE FREFF (RREKAS)

HEE ER (REZEXE)

JOCIO N FTADMRIZEST D5
URL: http://www.rieti.go.jp/jp/publications/dp/07e052.pdf

The proliferation of FTAs appears to have affected
economic conditions in many countries through
foreign trade. We attempt to discern the impacts
of FTAs on foreign trade by using two
approaches. One approach is to examine the
changes in trade patterns before and after an FTA
by using indicators of intra-FTA interdependence.
The second approach is the estimation of a
gravity equation to discern the impacts of FTAs on
bilateral trade flows, i.e. trade creation and
diversion effects. In the latter approach we extend
the previous studies by enlarging the sample size
in terms of the time-period, and also undertake an
analysis by disaggregating the trade data with a
presumption that the impact of FTAs is different
for different sectors. The results of the analysis
revealed several interesting observations. Our
analysis of the total trade indicates that FTAs
bring about trade creation effect and that trade
diversion effect is limited. Besides, the results of
our analysis of disaggregated trade data show
different patterns among different products, and
they identify trade diversion effect for many
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products in the case of the EU, the NAFTA, and
the MERCOSUR but not for the case of the AFTA.

07-E-053 (20074E8H)

Assessing the Economic Impacts of
Free Trade Agreements :

A Computable Equilibrium Model Approach

WpE —H (RREBEKRF)
JO o FTADMRICET DR
URL : http://www.rieti.go.jp/jp/publications/dp/07e053.pdf

This paper presents assessments of the
economic impacts of free trade agreements
(FTASs) relating to Japan. The analysis relies on
a simulation with a computable equilibrium
model. The impacts of various combinations of
FTAs are assessed to draw policy implications.
This paper first reviews the theoretical
framework, together with the specifications of
the simulation model. Then, simulations in the
various cases cover both Japan's bilateral FTAs
and regional FTAs including Japan. The final
section is a short summary of implications from
the simulation work.

07-E-060 (20074£11H)
Dissecting Offshore Outsourcing
and R&D :

A Survey of Japanese Manufacturing Firms

mREE BEVS
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URL: http://www.rieti.go.jp/jp/publications/dp/07e060.pdf

This paper summarizes main descriptive results
from the survey on a wide range of offshore
outsourcing and R&D. This survey covers more
than five thousand large-sized firms across all
manufacturing industries in Japan. The principal
findings are as follows. Merely 21% of the firms
are outsourcing offshore. Nearly two-thirds of
the cases, firms are outsourcing production-
related tasks to East Asia. More than one-third
of the cases, especially often in R&D and
customer supports, tasks are outsourced to own
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offshore affiliates within the boundary of
multinational firm. Offshore R&D is often
integrated with corporate headquarters and is
motivated for supporting the production and
sales in the local market. The survey also
covers firm's evaluation of the intellectual
property rights protection in 56 countries.
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07-E-054 (20074E9H)
Varieties of Capitalism,

Varieties of Markets :
Mergers and Acquisitions in Japan, Germany,
France, the UK and USA

Gregory JACKSON (King's College London)
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This paper compares the characteristics of M&A
in 1991-2005 across five countries: Japan,
France, Germany, the UK and USA. We ask what
factors explain the growth of M&A markets
across these countries, and what similarities and
differences exist in the ways the M&A market
operates. We find that the growth of M&A
reflects a rather similar combination of sectoral,
international, and financial factors. However,
despite some convergence toward increasing
levels, we find important differences in the
characteristics of M&A transactions that reflect
institutional differences found within different
national 'varieties of capitalism'. We find
systematic differences between what Hall and
Soskice (2001) call liberal market economies
(UK and USA) and coordinated market
economies (Japan, France, and Germany)
across a wide range of in deal characteristics:
takeover bids, the size of stakes purchased, the
prior stakes held, the use of private negotiation,
degree of hostility, and takeover premium. In line
with theories of the social embeddedness of



markets (Granovetter 1985), we find that in
countries with 'coordinated" market economies,
M&A reflects greater 'coordination' of
transactions through on going business
relations. As such, the market for corporate
control does not necessary entail a convergence
of national business systems, but a pattern of
change influenced by strong continuities.

07-E-056 (20074E9H)

The Comparative Features and
Economic Role of Mergers and
Acquisitions in Japan

=5 XHIFF (BMEXZ)
TODIO N ESADTOVT 47 MRAE REFSADEEN T
URL: http://www.rieti.go.jp/jp/publications/dp/07e056.pdf

The Japanese economy is in the midst of a major
merger and acquisition (M&A) wave for the first
time in the postwar period. This paper puts a
spotlight on Japan's M&A activity, which has
surged since the end of 1999, and takes a look
at the factors that have contributed to the surge,
and its various economic dimensions. The paper
places Japan's M&As in an international context,
and identify the causes of the wave and its
structural characteristics (sections 2 and 3). It
also examines the economic role of M&A and its
pros and cons. We contend that M&As
contribute to raising the efficiency of resource
allocation and organizations (sections 4 and 5).
The last section addresses policy implications
and contains concluding remarks.

07-E-058 (20074:10H)
How Do Relationship Lenders Price

Loans to Small Firms? :
"Hold-Up" Costs, Transparency, and Private
and Public Security
R ANE (BICHRRKRE)
TAODIobh &5 BERY ND—UMRS
BELUOYM - EET AT IV IAMR=E
URL: http://www.rieti.go.jp/jp/publications/dp/07e058.pdf

We conduct a comprehensive examination on

how relationship lenders price loans to small
opaque firms using the rich matched data set
of Japanese firms and their main banks. Our
major findings are: 1. Neither measures for a
borrower firm's transparency to the public
(outsiders) nor measures for the firm's
transparency to its main bank affect the lending
rate. 2. A bank suffering from a greater ratio of
non-performing loans to total asset charges a
higher lending rate. 3. Treating the non-price
terms of a loan contract as endogenous
variables is crucial in consistently estimating
the lending rate.

07-E-059 (20074F10H)

Consolidation of Banks in Japan :
Causes and Consequences

ey E (FBRKAF)
IRHF A (HERZMHRER)
# JEREBSF
TODT O BB EFIEORENN  BENTA—T R -
RERESHDIZHODEE - HETHA1DHUA
URL: http://www.rieti.go.jp/jp/publications/dp/07e059.pdf

We investigate the motives and consequences
of the consolidation of banks in Japan during
the period of fiscal year 1990-2004 using a
comprehensive dataset. Our analysis
suggests that the government's too-big-to-
fail policy played an important role in the
mergers and acquisitions (M&As), though its
attempt does not seem to have been
successful. The efficiency-improving motive
also seems to have driven the M&As
conducted by major banks and regional
banks in the post-crisis period, while the
market-power motive seems to have driven
the M&As conducted by regional banks and
corporative (shinkin) banks. We obtain no
evidence that supports managerial motives
for empire building.
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East Asian Exchange Rates and China’s Trade Balance
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