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Debt-Ridden Equilibria

—A Simple Theory of Great Depressions—
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IT Management of Chinese Firms:
Quantitative Analysis by Using Survey Data

2 Xiaoyang FENG (KZKZ)
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This paper presents quantitative analysis of
IT use, management, and organization at
Chinese firms, based on the "International
Comparative Survey of Firms' IT Strategies"
conducted by the Research Institute of
Economy, Trade and Industry (RIETI). The
results of analysis show that Chinese firms
have achieved remarkable progress with
regards to the ability of IT to support
business and strategies, and they have a clear
comprehension of information resources and
realize the importance of IT in some degree.

However, we cannot find significant impact of
IT use on firm profitability. This may be due to
the fact that application of IT in Chinese firms
is still in transition from the IT support stage
of development, and further efforts for
improving IT management are needed. In terms
of IT organization, the share of firms with a
chief information officer (CIO) is quite large,
but most of the CIOs are only IT department
managers. The status of CIOs in Chinese firms
is low, and their power to influence managerial
decisions at the company-wide level is still
weak.
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Comparative Analysis of

IT Management and Productivity
between Japanese and U.S. Firms
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This compares the use of IT at the firm level and
its management practices between Japanese and
U.S. firms, based on an analysis using data from
the "International Comparative Survey of Firms' IT
Strategies." According to our principal component
analysis for characterizing the firm-level pattern of
enterprise computing, three factors are identified:
(1) overall IT-use intensity, (2) the degree of using
information systems, and (3) the degree of using
mission critical systems for the back office. In
general, Japanese firms display high overall IT-use
intensity, while the degree of informational system
use is low. It is also found that the degree of
informational systems and of using mission critical
systems for the back office, instead of overall IT
intensity is correlated with the total factor
productivity (TFP) level of a firm, regardless of its
nationality.

08-E-004 (20084:02H)

Emissions Standard System:
A monetary regime for provision of global public goods
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This paper theoretically examines an imaginary
monetary regime in which the private provision of
global public goods that reduce greenhouse gases
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("emissions reducers," e.g., forests) is enhanced
and the public goods are held in the private
sector as monetary assets. We consider a
monetary regime where the government or the
central bank makes public goods a means of
payment by committing itself to conversion of
emissions reducer into cash (and probably by
adopting appropriate banking regulations). Using
a simple cash-in-advance setting, we show that
the monetary regime internalizes the externality
of public goods by endowing them with a private
function as a means of payment. In the monetary
regime, private agents buy and hold emissions
reducers voluntarily, and the government need
not impose caps on emissions nor pay any costs
for public goods provision. Moreover, in an
economic boom when greenhouse gas emissions
increase, emissions reducers may also increase
automatically. Due to the network externalities of
money, emissions reducers may become used as
money internationally and thus the international
free-rider problem may be mitigated.

Our results imply that the monetary regime may
be a promising extension of existing policy plans
for global warming.

08-E-003 (20084F02H)
Banking Crisis and
Borrower Productivity
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In this paper, we propose a theoretical model in
which a banking crisis (or bank distress) causes
declines in aggregate productivity. When borrowing

firms need additional bank loans to continue their
businesses, a high probability of bank failure
discourages ex ante investments (e.g., R&D
investment) by firms that enhance their productivity.
In a general equilibrium setting, we also show that
there may be multiple equilibria: one in which bank
distress continues and borrower productivity is low,
and in the other, banks are healthy and borrower
productivity is high. We show that the bank capital
requirement may be effective in eliminating the bad
equilibrium and may lead the economy to the good
equilibrium in which the productivity of borrowing
firms and the aggregate output are both high and
the probability of bank failure is low.

07-E-062 (20074E12H)
Collateralized capital and
News-driven cycles
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Kobayashi, Nakajima, and Inaba (2007) show
that in the neoclassical business cycle models
with collateral constraints, a boom can be
generated in response to an optimistic change
in expectations on the future state of the
economy. They call this business cycle a news-
driven cycle. In their models, land is used as
collateral, and borrowing for working capital is
limited by the value of collateralized land. We
simplify their model to one without land. We
show that in an economy where capital goods
are used as collateral, news-driven cycles can
be generated.
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Moore's Law, Increasing Complexity,

and the Limits of Organization:
The Modern Significance of
Japanese Chipmakers' DRAM Business
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The purpose of this paper is to identify the
organizational constraints on science
innovations in the midst of a bifurcating
tendency between knowledge conception and
implementation due to the increasing
complexity of technology and markets. For
this purpose, we scrutinize the rise and fall of
Japanese chipmakers in their commodity
DRAM business during the last three decades,
during which time all of them have been
deeply wounded. We take up this business
case mainly because the Japanese
semiconductor industry seems to be a
forerunner of various science-based
industries facing rapid globalization and could
provide instructive examples for them in an
age of speed-to-market. We think that the rise
and fall of Japanese chipmakers in their
commodity DRAM business has been deeply
influenced by three kinds of ever-growing
complexities: the growing market-complexity
triggered by the collapse of commodity DRAM
prices in 1996, the growing (manufacturing)
system-complexity boosted by the advent of
200mm fabrication plants (fabs) in the early
1990s, and the growing process-complexity in
fabrication technologies necessitated by 64Mb
commodity DRAMs. We explain how and why,
compared with U.S. and Korean competitors,
Japanese chipmakers could not respond to
these growing complexities in a systematic

and well-organized manner.
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International Production/Distribution
Networks and Domestic Operations
in terms of Employment

and Corporate Organization:
Microdata Analysis of Japanese Firms
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This paper empirically investigates patterns of
globalizing corporate activities and their domestic
operations and trade, using firm-level panel data on
Japanese firms in 1998-2003.

Journalistic literature in North America and Europe
often claims that the globalization of corporate
activities, particularly the expansion of operations in
less-developed countries, is prone to reduce
domestic corporate activities. This paper proves that
such a claim of industrial hollowing-out is
unwarranted, at least at the firm level, in the case of
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Japanese manufacturing firms investing in East Asia.

The manufacturing sector in Japan has had a
secular trend of reducing domestic employment in
the past decades. The regression analysis, however,
finds that manufacturing firms expanding operations
in East Asia are more likely to increase domestic
employment than other manufacturing firms, while
non-manufacturing firms, mostly in the wholesale
sector, do not present such a significant pattern; the
growth of domestic employment of globalizing
manufacturing firms is higher by as much as three
to eight percent.

As for domestic establishments and affiliates,
manufacturing firms expanding operations in East
Asia do not present any statistically significant
differences from other manufacturing firms, while
non-manufacturing firms tend to reduce it.
Furthermore, firms expanding operations in East
Asia tend to intensify export/import activities with
East Asia more than other firms, suggesting the
complementarity between trade and FDI. This is
further supporting evidence for expanding
fragmentation of production by Japanese firms and
their involvement in further development of
production/distribution networks in East Asia.

Overall, Japanese manufacturing firms globalizing
corporate activities seem to retain larger domestic
operations than other firms. Such tendency is
actually stronger in machinery industries in which
international production/distribution networks are
actively extended.
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Widening Deviation
among East Asian Currencies
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This paper investigates recent diverging
trends among East Asian currencies as well as
recent movements of the weighted average
value of East Asian currencies (Asian Monetary
Unit: AMU) and deviations (AMU Deviation
Indicators) of the East Asian currencies from
the average values. Our empirical analysis
shows that linkages with the US dollar have
been weakening since 2001 or 2002 for some
of the East Asian countries. On the other
hand, the monetary authority of China
continues stabilizing the exchange rate of the
Chinese yuan against the US dollar even
though it announced its adoption of a currency
basket system. It is found that the weighted
average of East Asian currencies has been
appreciating against the US dollar in recent
years while depreciating against the currency
basket of the US dollar and the euro. Also,
deviations among the East Asian currencies
have been widening in recent years, reflecting
the fact that these countries’ monetary
authorities are adopting a variety of exchange
rate systems. In other words, a coordination
failure in adopting exchange rate systems
among these monetary authorities increases
volatility and misalignment of intra-regional
exchange rates in East Asia.
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Offshoring and Trade in East Asia:

Statistical Evidences
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Japanese shares of export and manufacturing



value added in the global market have declined
significantly, whereas those in China have risen
sharply. Recent increase of global offshoring is
noteworthy as a factor to cause changes in the
structure of international trade and the
production-depth. This paper examines how
recent increase of offshoring by Japanese firms
relates to the changes in the composition of
export and manufacturing value added among
Japan, China, East Asian countries, the US, and
European countries, on the basis of our original
survey of Japanese firm’s offshoring and the
statistics of export and manufacturing
production of these countries. It also discusses
how the net cost saving of offshoring due to
wage differentials and institutional factors will
affect the sustainability of Japanese offshoring.
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On the Use of FTAs by

Japanese Firms

056 =% (@R

0 JEH FSRER FF

70> zo 8 FTAMRZ

[_1 URL http://www.rieti.go.jp/jp/publications/dp/08e002.pdf

The paper examines the use of free trade
agreements (FTAs) by Japanese firms. The
analysis utilizes information collected by way of a
questionnaire survey. The analysis finds that the
use of FTAs by Japanese firms is very limited.
Many Japanese firms do not take advantage of
free trade via FTAs as they think that benefits
are small because their trade volume with FTA
partner countries is small and because the tariff
differentials between most favored nation (MFN)
rates and FTA rates are rather small for many
products. Probit analysis of the determinants of
the use of FTAs reveals that large rather than
small firms do use FTAs, reflecting the high cost
of such practice. In addition, firms with close
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trade and FDI relationships with FTA partner
countries are found to use FTAs. Our findings
indicate the need to reduce costs of using FTAs
in order to expand their use by simplifying
application procedures and by providing
assistance through public and semi-public
institutions such as the Ministry of Industry,
Trade and Economy (METI); the Japan External
Trade Organization (JETRO); and the Japan
Chamber of Commerce and Industry. The paper
also argues that the Japanese government should
establish FTAs with Japan's large trading
partners, including the United States and China.
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Foreign Direct Investment,
Intra-Regional Trade

and Production Sharing in East Asia
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The aim of this paper is twofold. First, it
examines the trend and nature of East Asian
trade. The United Nations BEC classification is
utilized to categorize total trade into trade in
semi-finished goods, trade in components and
parts, trade in capital goods as well as trade in
final consumption goods. It shows that the
increasing importance of East Asia as a trading
region is due at least partially to the rising trade
in components and parts. Next, it tries to find
out if foreign direct investment plays a role in
the import and export behavior of East Asian
intra-regional trade. Using a gravity model, it
evidences that in general FDI is important in
explaining imports and exports of intra-East
Asian trade. In particular, FDI is especially
important in explaining trade in components and
parts, followed by trade in capital goods. This
helps confirm that FDI and trade associated with
production fragmentation in East Asia are
complementary.
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The Adoption of Poison Pills and

Managerial Entrenchment:
Evidence from Japan

) EE (RREXF)
I TE EN (ERRERKF)
A7OCIor eEFESROIOYT AT !
RRERFEL I/ NF 2V RDEH & PEBFHREDEE]
_| URL http://www.rieti.go.jp/jp/publications/dp/08e006.pdf

The purpose of this paper is to examine the effect
of poison pills on shareholder wealth using cases
of Japanese firms that announced the adoption of
poison pills between April 2005 and May 2006. We
find that announcements of poison pill defenses
reduce shareholder wealth by a significant amount.
We also investigate the relationship between this
negative stock price response to poison pills and a
manager’s incentive for entrenchment, using
conditional event study methods. We confirm that
the probability of adopting poison pills is higher if
CEOs have longer tenure or smaller shareholdings.
In such cases, we find that the stock price
responds negatively when the performance of the
firm is poor because pill adoptions deliver a signal
that reveals to investors the manager’s tendency
toward entrenchment.
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In the assessment and review of regulatory
reforms in the electric power market, price
elasticity is one of the most important
parameters that characterize the market.
However, price elasticity has seldom been
estimated in Japan; instead, it has been merely
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assumed to be as small as 0.1 or 0 without
examining the empirical validity of such a priori
assumptions. We estimated the regional power
demand functions for nine regions in order to
quantify the elasticity, and found the short-run
price elasticity to be 0.100-0.300 and the long-
run price elasticity to be 0.126-0.552. Inter-
regional comparison of our estimation results
suggests that price elasticity in rural regions is
larger than that in urban regions. Popular
assumptions of small elasticity such as 0.1 could
be suitable for examining Japan’s aggregate
power demand but not the power demand
functions that focus on the respective regions.
Furthermore, assumptions with smaller elasticity
values such as 0.01 and O could not be
supported statistically.
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