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http://www.rieti.go.jp/jp/publications/dp/07j019.pdf
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http://www.rieti.go.jp/jp/publications/dp/07j020.pdf

Collateral Constraint and News-driven

Cycles

Keiichiro Kobayashi F/Tomoyuki Nakajima (Kyoto
University) /Masaru Inaba (RIETI)

The boom-bust cycles such as the episode of the
"Internet bubble" in the late 1990s may be described
as the business cycle driven by changes in
expectations or news about the future. We show that
such news-driven cycles can be reproduced by
models with collateral constraint. We assume that an
asset with fixed supply ('land") is used as collateral,
and firms need to hold collateral to finance their
input costs. The latter feature introduces an
interaction between the inefficiencies in the financial
market and in the factor market. The good news
raises the price of land today, which relaxes the
collateral constraint. It, in turn, reduces the

inefficiency in the labor market. If this force is
sufficiently strong, the equilibrium labor supply
increases. So do output, investment and consumption.
With augmented by adjustment cost of investment,
our model also generates procyclical movement in
Tobin's Q. We also show that when the news turns
out to be wrong, the economy may fall into a
recession, instead of simply jumping back to the
initial steady state. This is because, when the good
news arrives, borrowers sell their land, since they
need less land to achieve the desired value of
collateral. When the news turns out to be wrong, the
land price goes back to its steady state level, and
hence the total value of collateral becomes lower than
the steady state level. It follows that the financial
constraint becomes tighter, which increases the labor
market inefficiency, and reduces labor, output, and
consumption.

http://www.rieti.go.jp/jp/publications/dp/07e013.pdf

Bank Distress and Productivity of Bor-
rowing Firms: Evidence from Japan

Fumio Akiyoshi (the University of Tokyo) /Keiichiro
Kobayashi F

We investigate the effects of bank distress on
productivity of borrowing firms using micro data on
listed companies in Japanese manufacturing industry
during the 1990s. We find some evidence suggesting
that deterioration in financial health of banks, like a
decline in capital-asset-ratio, decreased productivity
of their borrowers during the period of FY1994-1996.
Although huge nonperforming loans had been a
serious problem in Japanese economy since the
collapse of asset prices bubble in 1991, resolution of
the problem was postponed during the early 1990s.
The Japanese economy plunged into serious banking
crisis from 1997 to 1999. Our finding is consistent
with the hypothesis that forbearance lending by
banks that was prevalent during the early 1990s
lowered the aggregate productivity of the economy.

http://www.rieti.go.jp/jp/publications/dp/07e014.pdf

Male-Female Wage and Productivity Differen-
tials: A Structural Approach Using Japanese
Firm-level Panel Data

Hirokatsu Asano (Asia University) /Daiji Kawaguchi FF
(Hitotsubashi Univeristy)

In an attempt to explain the male-female wage



differential, we estimated the relative marginal
productivity and relative wage of female workers
compared to those of male workers, using panel data
from Japanese firms. The estimation results indicate
that firms hiring 10 percentage points more women
produce 0.8 percent more given the total wage bill
and other inputs. Crosssectional estimates that neglect
firm fixed effects indicate that female workers'
marginal productivity is 45 percent of male workers',
while female wage is 30 percent of male wage. These
estimates indicate that part of the wage differential
cannot be explained by the productivity differential.
The estimation that allows for the correlated
productivity/demand shocks suggests the robustness
of the results. The IV estimator that allows for
firm-level fixed effects seems to suffer from the bias
due to the positive correlation between
productivity/demand shocks and female employee
proportion. Evidence found in this study rejects the
null hypothesis that the male-female wage differential
reflects the male-female productivity differentials.

http://www.rieti.go.jp/jp/publications/dp/07e020.pdf
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http://www.rieti.go.jp/jp/publications/dp/07j017.pdf
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http://www.rieti.go.jp/jp/publications/dp/07j018.pdf
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http://www.rieti.go.jp/jp/publications/dp/07j021 .pdf

Metanational Learning in TFT-LCD Indus-
try: An Organizing Framework
Kazuhiro Asakawa FF (Keio University)

Japan's dominance in TFT-LCD production share
has weakened over time, while Korea and Taiwan
have taken over the leading positions. After
reviewing conventional wisdom regarding the factors
influencing the decline in Japan's production volume,
we reframe the entire issue from the perspective of
"metanational” learning. Success behind Korean and
Taiwanese firms lies in the fact that they have
adopted the metanational approach: learning
knowledge from Japan and adopting the global
best-supplier policy for equipment and materials,
regardless of nationality (e.g. Samsung). We argue
that the relevance of the metanational approach (as
opposed to the domestic "black box" approach) is
determined by the competitive advantage of home
country/industry and company. While this approach
is generally considered appropriate for firms that are
trying to overcome their home country
disadvantages, we argue that the metanational
approach remains appropriate for firms which need
to cope with eroding country and industry
competitiveness, such as Japanese firms in the
TFT-LCD industry.

http://www.rieti.go.jp/jp/publications/dp/07e029.pdf
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http://www.rieti.go.jp/jp/publications/dp/07j014.pdf

lllegal Extractions of Renewable Resources
and International Trade with Costly Enforce-
ment of Property Rights

Naoto Jinji FF (Okayama University)
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Illegal extractions of renewable resources
threaten sustainable use of those resources. The
world community has recently paid increasing
attention to the issue of illegal logging. This paper
tries to explain why it is important to exclude
illegally logged timber from the international
market by using a stylized model in the literature
of trade and renewable resources. It is shown that
a fall in the price of timber may cause a switch of
management regime from enforced property rights
to open-access, expanding the supply of timber and
reducing forest stock. When several countries
export timber, an increase in illegal logging in one
country due to a regime switch may also increase
illegal logging in other countries. While conflicting
with the GATT/WTO rules for reasons of
discrimination by process and production methods
(PPMs), import restrictions only on illegally logged
timber will be effective to prevent the international
diffusion of illegal logging.

http://www.rieti.go.jp/jp/publications/dp/07e011.pdf

How Would China's Exports be Affected by a
Unilateral Appreciation of the RMB and a Joint
Appreciation of Countries Supplying Interme-
diate Imports?

Mizanur Rahman(RIETI / National Graduate Institute
for Policy Studies) /Willem Thorbecke SF

In 2005 55% of China's exports were "processed
exports' produced using intermediate goods that
came from other countries. The lion's share of the
volume of imports for processing and of the
value-added of processed exports came from other
East Asian countries. We investigate how a unilateral
appreciation of the RMB and a joint appreciation of
countries supplying intermediate inputs would affect
China's exports. To do this we estimate a panel data
model including ordinary and processed exports from
China to 33 countries. Results obtained using
generalized method of moments techniques indicate
that a joint appreciation would significantly reduce
China's processed exports while a unilateral
appreciation would not

http://www.rieti.go.jp/jp/publications/dp/07e012.pdf
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Market Access in FTAs: Assessment
Based on Rules of Origin and Agricultural
Trade Liberalization

Inkyo Cheong(Inha University) /Jungran Cho(Inha
University)

This paper tries to assess the quality of FTAs in
terms of tariff elimination for agricultural products
and rules of origin. While analyzing the improvement
of NTBs and trade rules is also important in
determining the quality of FTAs, this cannot be easily
evaluated in quantitative terms. This paper analyzes
market access in representative FTAs such as
NAFTA, EU-Mexico FTA, Australia-New Zealand
Closer Economic Relations (CER) , Japan-Singapore
Economic Partnership Agreement (JSEPA),
Japan-Mexico Economic Partnership Agreement
(JSEPA), ASEAN-China FTA, Korea-Mexico FTA
and Chile-Korea FTA. Chapter 2 discusses theoretical
aspects of ROO, and Chapter 3 provides the
evaluation results on the stringency (restrictiveness)
of rules of origin. In Chapter 4, FTAs are assessed in
the context of agricultural tariff elimination. Since
most FTA cases show that most manufacturing goods
are liberalized within 10 years of the implementation
of the FTAs, only the agriculture sector, which is the
most sensitive sector in FTAs, is taken into account
for the study. Finally, concluding remarks are
provided in the Chapter 5.

http://www.rieti.go.jp/jp/publications/dp/07e016.pdf

On the Comparison of Safeguard Mecha-
nisms of Free Trade Agreements

Akira Kotera FF (the University of Tokyo) /Tomofumi
Kitamura

Bilateral and regional safeguard mechanisms in
free trade agreements (FTAs) address only the
effects of trade liberalization initiatives under FT As,
and thus, in contrast with other trade remedies such
as antidumping, they enable the examination of their
nature and preferability to free trade independently.
We investigated selected bilateral and regional
safeguard mechanisms according to nine different
indicators, which represent the "conditions for
invocation," "conditions of application," and "procedural
conditions” for the safeguard measures. While the
safeguard mechanisms reveal specific characteristics
according to their political and economic backgrounds,
their nature is approximately summarized in the
following order of preferability: (1) No Safeguard

Type, (2) WTO Type, (3) NAFTA Type, (4)
GATT Type, and (5) European Type. Importantly,
however, in the overall understanding of the
significance of each safeguard mechanism, one needs
to be reminded of their trade liberalization ('safety
valve") functions. In that sense, any final remarks on
the subject can come only after assessing the level of
trade liberalization facilitated by the existence of the
mechanisms.

http://www.rieti.go.jp/jp/publications/dp/07e017 .pdf

An Analysis of the Restrictions on Foreign
Direct Investment in Free Trade Agreements

Shujiro Urata FF(Waseda University) /John Sasuya
(Waseda University)

The paper analyzes the quality of rules on foreign
direct investment (FDI) for seven free trade
agreements (FTAs): US-Australia, US-Singapore,
Japan-Singapore, Korea-Singapore, NAFTA,
Korea-Chile and Japan-Mexico, involving eight
countries. We examine the quality of FDI rules in
terms of their liberalization or restrictiveness in the
following six areas: (a) restrictions on foreign
ownership and market access, (b) national treatment,
(c) screening and approval, (d) management and
composition of board of directors, (e) entry of foreign
investors, and (f) performance requirements. The
results of our analysis revealed the following ranking
from high to low quality, (1) US-Australia, (2)
US-Singapore, (3) Japan-Singapore, (4)
Korea-Singapore, (5) NAFTA, (6) Korea-Chile and
(7) Japan-Mexico. Our analysis also revealed
differences in the quality of FDI rules between and
among the countries belonging to the same FTA,
leading us to further investigate the quality at
country levels. The analysis showed the following
rankings, (1) US, (2) Singapore, (3) Australia, (4)
Japan, (5) Korea, (6) Chile, (7) Mexico, and (8)
Canada. The most salient feature of restriction was
found on foreign ownership or the degree of
participation that foreign investors can influence the
enterprise. Among the sectors, the primary sector
(especially, mining and agriculture) and services
sector (especially, transportation, communications,
electricity, financial and insurance) are very
restrictive, while there are only a few restrictions on
manufacturing sectors.

http://www.rieti.go.jp/jp/publications/dp/07e018.pdf



Does Foreign Direct Investment Have an
Impact on the Growth in Labor Productivity of
Vietnamese Domestic Firms?

Le Thanh Thuy (Foreign Trade University, Hanoi)

Foreign direct investment has been considered a
very important factor in the recent growth of
Vietnam's economy and thus far has drawn a great
deal of concern from economic researchers in
Vietnam. However, studies on the impacts of foreign
direct investment on Vietnam's economy, especially
the technological spillovers, are still very scarce
compared with other developing countries. This study
makes an attempt to determine the main channels
and estimate the degree of spillover effects in
Vietnam using industry level data for the 1995-1999
and 2000-2002 periods. The linkage between foreign
investors and domestic private sectors is found to
play an important role for technological spillovers
from foreign direct investment in Vietnam.

http://www.rieti.go.jp/jp/publications/dp/07e021 .pdf

The Effect of Imports and Exports on Total
Factor Productivity in Korea

Sangho Kim(Honam University) /Hyunjoon Lim (Univer-
sity of Rochester)/Donghyun Park(Nanyang Techno-
logical University)

We investigate the effect of imports and exports
on total factor productivity in Korea during
1980-2003. We find Granger causality from imports to
total factor productivity (TFP) growth, but no
causality from exports to TFP growth. We then
investigate the impact of trade and other variables
on TFP growth. According to our results, imports
have a significant positive effect on TFP growth but
exports do not. In addition, our results indicate that
the positive impact of imports arises not only from
the competitive pressures associated with the
imports of consumer goods but also from
technological transfers embodied in imports of
capital goods from developed countries

http://www.rieti.go.jp/jp/publications/dp/07e022.pdf

Global Sourcing, Technology, and Factor
Intensity: Firm-level Relationships
Eiichi Tomiura FF (Yokohama National University)

This paper empirically examines how technology
and capital intensity are related with the firm's global
sourcing decision. Firm-level data are derived from a
survey covering all manufacturing industries in Japan
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without any firm-size threshold. Firms are
disaggregated by their make-or-buy decision (in-house
or outsourcing) and by their choice of sourcing
location (offshore or domestic). Capital-intensive or
R&D-intensive firms tend to source in-house from
their FDI affiliates rather than outsourcing to
independent suppliers. This paper also confirms that
high productivity is related with offshore sourcing.
These findings are basically robust even after
industry and firm-size are controlled for.

http://www.rieti.go.jp/jp/publications/dp/07e024.pdf

R&D and Export Intensities in Automotive
Parts Firms in China, Malaysia, Philippines
and Taiwan: Does Ownership Matter?

Rajah Rasiah (University of Malaya)

This paper seeks to examine the importance of
ownership in R&D intensities and export ownership
in the automotive parts firms in China, Indonesia,
Malaysia, Philippines and Taiwan. Consistent with the
portfolio and ownership, location and
internationalization theories of foreign direct
investment about asset specific advantages, the
pooled regressions show higher R&D intensities in
local firms than in foreign firms. Export-orientation
was only highly correlated with R&D intensities in
the local samples. The results also show foreign
ownership to be highly correlated with export-orientation
in the pooled regressions but not in the individual
country regressions.

http://www.rieti.go.jp/jp/publications/dp/07e025.pdf

Did U.S. Safeguard Resuscitate Harley David-

son in the 1980s?

Taiju Kitano (the University of Tokyo)/Hiroshi Ohashi
(the University of Tokyo)

This paper examines the effect of U.S. safeguard
on motorcycle imports in the period from 1983 to
1987. After receiving the temporary protection with
the maximum tariff of more than 45%, Harley
Davidson drastically recovered its sales. The paper
conducts structural analyses of the motorcycle
market, and finds that the safeguard contributed
merely a fraction of Harley Davidson's profit. This
finding is primarily due to small cross-price elasticity
of demand between American and Japanese
motorcycle models.

http://www.rieti.go.jp/jp/publications/dp/07e026.pdf
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Multiple Bank Relationships and the Main Bank
System: Evidence from a Matched Sample of
Japanese Small Firms and Main Banks

Kazuo Ogawa(Osaka University) /Elmer Sterken
(University of Groningen)/lchiro Tokutsu(Konan
University)

Based on a matched sample of Japanese small
firms and main banks, we investigate bank-firm
relationships in the early 2000s. We obtain some
remarkable new findings. First, small firms have
multiple bank relationships even though they have
their main bank relations. Second, firms tied with
financially weak main banks increase their number of
bank relations to diversify liquidity risk. Third, the
duration of a main bank relation has a positive effect
on the number of bank relations. This is interpreted
as either a reputation effect or firms' counterbalance
actions against the monopoly power of main banks.
To go further into this issue, we examine the effects
of a main bank relation on the design of loan
contracts. We find that firms with fewer bank
relations tend to pledge personal guarantees to their
main banks and are charged a higher interest rate.
Our evidence lends support for the hypothesis of
monopoly exploitation by main banks

http://www.rieti.go.jp/jp/publications/dp/07e027 .pdf

Do Larger Firms Have More Interfirm Relation-
ships?
Yukiko Saito(Umeno) (Fujitsu Research Institute) /

Tsutomu Watanabe FF (Hitotsubashi University)/
Mitsuru Iwamura(Waseda University)

In this study, we investigate interfirm networks by
employing a unique dataset containing information on
more than 800,000 Japanese firms, about half of all
corporate firms currently operating in Japan. First,
we find that the number of relationships, measured
by the indegree, has a fat-tail distribution, implying
that there exist "hub" firms with a large number of
relationships. Moreover, the indegree distribution for
those hub firms also exhibits a fat tail, suggesting the
existence of "super-hub" firms. Second, we find that
larger firms tend to have more counterparts, but that
the relationship between firms' size and the number
of their counterparts is not necessarily proportional;
firms that already have a large number of
counterparts tend to grow without proportionately
expanding it

http://www.rieti.go.jp/jp/publications/dp/07e028.pdf
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Oligopolistic Competition in the Japanese
Wholesale Electricity Market: A Linear
Complementarity Approach

Makoto Tanaka FF (National Graduate Institute for
Policy Studies)

Using a linear complementarity approach, we
simulate the Japanese wholesale electricity market as
a transmission-constrained Cournot market. Following
Hobbs (2001), our model adopts the Cournot
assumption in the energy market and the Bertrand
assumption in the transmission market. The Bertrand
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assumption means that generators consider
transmission charges as being exogenous, which can
be interpreted as a kind of bounded rationality. We
then present a simulation analysis of the Japanese
wholesale electricity market, considering eight areas
linked by interconnection transmission lines.
Specifically, this paper examines the potential effects
of both investment in interconnection transmission
lines and the divestiture of dominant players' power
plants

http://www.rieti.go.jp/jp/publications/dp/07e023.pdf
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Trying to write about the sum of my experiences while at RIETI was a daunting task. In the
past two months I have thought and felt so many things it would be hard to discuss it so briefly.
However, in recalling all that I have gained, I can think of one particular moment that is symbolic of my
time here.

I remember meeting with Mr. Kawamoto one afternoon in the main conference room. Not much
time had passed since I had arrived, maybe only 2 weeks into my internship. I remember him asking
about my assignments, to which I eagerly replied that I was finishing up something for Ms. Kimura, and
that I was learning about some interesting material. He replied with a surprised “really” , saying that
was nice because he didn’ t think that I would have much time to learn because I would be so busy.

I had been wondering much the same thing those first few weeks. I had arrived to Japan, and so
my internship, later than most of the other Harvard interns do to visa problems. When we had my first
bimonthly dinner as a group, about a week after I arrived here, I heard most of the other students
complain that they had been disappointed in their work. That it was rote and not stimulating. I had hope
that mine would be different, that it would be better. After all, I was an economics major working in an
economics institution. But nonetheless, I was worried or at least uncertain, and for good reason. This
would be my first internship and my first time working outside of the United States.

I can say without a doubt, that these past two months at RIETI not only erased any worries I
had, but exceeded all of the expectations I had built up while still in the U.S. While I wasn’ t learning
economics from a textbook, each of my assignments this summer gave me a chance to develop and
expand my knowledge of the subject in a unique way. Whether it was economic pathways with and
deficit reordering, or the actual influence of international law on investor perception with regard to trade,
I had the chance to learn first hand about significant economic issues that could add to both my past and
future work.

But none of the intensity I brought to my research or the enjoyment I felt while doing it would
have been possible without my coworkers. While individually, nothing would probably appear significant
to an outsider, together our interactions gave RIETI a rich familial atmosphere. I will cherish all the
times we had pizza in the break-room, eating the lunches we bought up on the roof of our building, or
the treats or conversations we shared in the office during the day. I am touched to say that while my
work gave me a chance to learn, they gave me a chance to grow as a person.
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