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New Evidences on What Job Creation and
Job Destruction Represent

Carlos Henrique Corseuil (University College London /
IPEA) / Hidehiko Ichimura FF (The University of Tokyo)

An alternative measure for gross job flows, incorporating
within plant job reallocation, is proposed. Based on data
with detailed information about workers occupation, we re-
port the following results:

1. Most of the stylized facts about job reallocation do not
change when we take into account within plant job realloca-
tion.

2. Job creation and job destruction figures are decomposed
into job created (destructed) by new (dying) firms, job cre-
ated (destructed) by existing firms by expanding (contract-
ing) workers in existing jobs, and the jobs created (destruc-
ted) due to the birth (death) of job categories in incumbent
(surviving) establishments. We call the third component as
the job mix component. It turned out that the job mix com-
ponent corresponds to 30% (40%) of job creation (destruc-
tion).

3. Also, we describe patterns of job reallocation, and each of
the components, by job characteristics as opposed to workers
characteristics. The job mix component of both job creation
and destruction are concentrated among non-production ac-
tivities and managerial positions.

4. We interpret these results as evidence that organizational
change should be considered as one of the most relevant un-
derlying causes of the employment movements reflected by
job creation and job destruction measures.

5. Finally we evaluate the relevance of specific dimensions
of organizational change, such as intra-firm reallocation of
job categories, outsourcing, changes in the product mix, and
labor division. The results points to labor division as the
most relevant dimension of organizational change among the
ones considered.
http://www.rieti.go.jp/jp/publications/dp/06e023.pdf

Analysis of the Survey Response Behavior:
An experience from a pilot survey of the
health and living status of the 50s and be-
yond in Japan

Hidehiko Ichimura FF (The University of Tokyo) / Daiji Ka-
waguchi (Hitotsubashi University) / Satoshi Shimizutani FF
(Hitotsubashi University)

Exploiting a survey of aged population implemented in To-
kyo, we examine the targeted individual’s decision to re-
spond to the survey. The sampling of potential respondents

is based on the resident registry compiled by the local gov-
ernments that carries all targeted individuals’ information on
sex, age and exact street address. We matched this data with
the land price of the street address and the survey adminis-
trative information that records interviewer’s information.
Our empirical findings reveal that whether a targeted indi-
vidual responds to the survey or not depends on age, gender
and land price. Most significantly the decision critically de-
pends on interviewers’ unobserved heterogeneity. We specu-
late that the interviewer’s efforts to obtain responses crucial-
ly determine whether the targeted individual responds to the
survey. Given the random assignment of interviewers to the
targeted individuals, we argue that interviewers’ heterogenei-
ty can be used as an excluded variable for the Heckman sam-
ple selection correction.
http://www.rieti.go.jp/jp/publications/dp/06e035.pdf

An Optimal Rate of the National Burden in
an Aging Japan
Akira Okamoto (Okayama University)

This paper examines an optimal rate of the national burden
to establish guidelines for fiscal reform in Japan’s graying
society. The paper looks at Japanese tax and social security
systems through an extended life-cycle general equilibrium
simulation model. It explicitly considers the benefits that the
government provides to households, which enables us to
comprehensively evaluate the balance between benefits and
burdens. Simulation results show that an optimal rate of the
national burden is high when households put a great utility
weight on the benefits coming from public services, and that
it is low when the degree of publicness of government ex-
penditure is high. The results also suggest that an optimal
rate of the national burden would rise as Japan ages and may
exceed 50% during the rapid aging of its population.
http://www.rieti.go.jp/jp/publications/dp/06e036.pdf
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Licensing or Not Licensing?: Empirical Ana-
lysis on Strategic Use of Patent in Japanese
Firms

Kazuyuki Motohashi FF (The University of Tokyo)

In this paper, IP strategy at firm level is analyzed in a frame-
work of use of patent as a tool for maximizing firm’s reven-
ue, based on a dataset from JPO’s Survey of Intellectual
Property Activities in 2004. Descriptive regressions of IP
strategy indicators suggest a non-linear relationship between
firm size and licensing propensity. For a small firm with less
complementary assets, such as production facility and mar-
keting channels, tends to license more. At the same time, a
licensing propensity of large firm is also high due to the ef-
fect of cross licensing.
http://www.rieti.go.jp/jp/publications/dp/06e021.pdf

A Spatial Equilibrium Analysis of Transmis-
sion Charge Reform in Japan's Electric Pow-
er Industry

Shu-ichi Akiyama (Kushiro Public University) / Nobuhiro
Hosoe (National Graduate Institute for Policy Studies)

A key intention of the regulatory reform of transmission
charge schemes on Japan’s electric power market was to pro-
mote inter-regional competition between power suppliers by
lowering long-distance transmission charges with a postage-
stamp charge scheme. This can lead to extensive use of in-
ter-regional links and cause congestion. Congestion seg-
ments the market into several regional markets, making the
reform less successful. We developed a nine-region spatial
equilibrium model to simulate the reform at the peak-load
hour. We found the reform would lead to significant increa-
ses of inter-regional transmission and congestion at the link
between the 50-Hz area and the 60-Hz area.
http://www.rieti.go.jp/jp/publications/dp/06e022.pdf

The Shadow of Death: Pre-exit Performance
of Firms in Japan

Kozo Kiyota FF (Yokohama National University) / Miho
Takizawa (Hitotsubashi University and JSPS)

This paper examines the pre-exit productivity performance
and asks how productivity affects future survival, controlling
for firm size and unobserved firm heterogeneity. Based on
firm-level data in Japan for 1995-2002, we found that firms
did not face "sudden death" but there was a "shadow of

death." Future exiting firms had lower performance five
years before their exit. Moreover, unobserved firm heteroge-
neity had a statistically significant effect on firm survival
analysis. However, we also found that the effects of unob-
served heterogeneity were not very large and thus did not re-
verse the conclusion.
http://www.rieti.go.jp/jp/publications/dp/06e033.pdf

Determinants of the Profitability of Japa-
nese Manufacturing Affiliates in China and
Other Regions: Does Localization of Procure-
ment, Sales, and Management Matter?

Keiko Ito (Senshu University) / Kyoji Fukao FF (Hitotsuba-
shi University)

Does localization of procurements, sales, and management
contribute to the profitability of overseas affiliates? This
study examines this question by analyzing the performance
of Japanese multinationals’ manufacturing affiliates in China
using a comprehensive affiliate-level dataset for the period
from 1989 to 2002 collected by the Ministry of Economy,
Trade and Industry (METTI).

We find that even though foreign multinationals often seem
to enter China for the local market potential, affiliates with a
higher local sales ratio tend to be less profitable - a pattern
that is conspicuously different from that observed for Japa-
nese affiliates in other regions such as the USA or the
ASEAN-4, where local sales orientation has a positive im-
pact on profitability. On the other hand, we find that Japa-
nese affiliates’ profitability was positively associated with
their local procurement ratio.

Using the coefficients of the profit function estimated from
data on all Japanese manufacturing affiliates around the
world, we can calculate the effect of localization (local sales
and local procurements) on profitability by country, control-
ling for the level of GDP and per-capita GDP. In the case of
China, the localization effects are positive following the
country’s accession to the WTO, suggesting that both local
procurement and sales expansion contribute to higher profit-
ability in China.
http://www.rieti.go.jp/jp/publications/dp/07e001.pdf
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On Determinants of the Yen Weight in the
Implicit Basket System in East Asia

Takatoshi Ito FF (The University of Tokyo) / Keisuke Oirii
(Keiai University)

After the Asian currency crisis, most Asian economies have
adopted managed float regimes, with notable exception of
China, Hong Kong, and Malaysia. Various studies have ex-
amined the weights of the dollar, the yen, and the euro, re-
garding floating is loosely managed with reference to the
basket currency system. However, results are mixed, in that
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in some periods, the yen weight seems to be higher in some
countries, and in some other periods, the Asian currencies
seem to have gone back to the dollar peg. This paper seeks
the determinants of the yen weight in Asian currencies. It is
found that the yen weight tends to increase when the yen de-
preciates and when the domestic interest rates rise. The yen
weight tends to decrease when the US interest rate rises.
Asymmetry is observed among coefficients of variables be-
tween the lower and higher yen periods. In addition, the yen
weight is less susceptible to the overall position of the US
dollar vis-a-vis major currencies. It should also be noted that
the peculiarity among countries seems large in handling the
currency weights in the basket.
http://www.rieti.go.jp/jp/publications/dp/06e020.pdf

Chinese Exchange Rate Regimes and the
Optimal Basket Weights for the Rest of East
Asia

Etsuro Shioji (Hitotsubashi University)

China has recently announced its intention to fundamentally
reform its currency regime in the future. This paper studies
how the country’s choice of its exchange rate regime inter-
acts with the rest of East Asia’s choice. For that purpose, I
build a four country new open economy macroeconomic
model that consists of East Asia, China, Japan and the US. It
is assumed that both East Asia and China peg their respec-
tive currencies to certain weighted averages of the Japanese
yen and the US dollar. Each side takes the other’s choice as
given and chooses its own basket weight. The game is char-
acterized by strategic complementarity. It is shown that the
currency in which the traded goods prices are quoted plays
an important role. The paper considers two alternative cases,
the standard producer currency pricing (PCP) case and the
vehicle currency pricing (VCP) case in which all the prices
of traded goods are preset in the units of US dollars. In the
PCP case, trade volume is the important determinant of the
equilibrium basket weights, and the balances of trade are in-
consequential. However, in the VCP case, trade balances be-
tween the four economies are shown to play an important
role. Under VCP, and starting from realistic initial trade bal-
ances, the equilibrium basket weights far exceed what are
implied by Japan’s presence in international trade.
http://www.rieti.go.jp/jp/publications/dp/06e024.pdf

An Analysis of the Potential Economic Ef-
fects of Bilateral, Regional, and Multilateral
Free Trade

Kozo Kiyota FF (Yokohama National University)

This paper presents a computational analysis of the potential
economic effects of trade liberalization in various regional
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and bilateral free trade agreements (FTAs) that have been
negotiated in recent years and the negotiations currently in
process, as well as the effects of global (multilateral) free
trade. The analysis is based on the Michigan Model of
World Production and Trade. The major findings are sum-
marized as follows. First, the effects of regional FTA are
larger than those of bilateral FTA. Second, among FTA
member countries, small countries have larger benefits (in
terms of the percentage of GDP) than large countries. Final-
ly, the effects of multilateral free trade are significantly larg-
er than those of bilateral and regional FTAs.

http://www.rieti.go.jp/jp/publications/dp/06e027.pdf

Adopting a Common Currency Basket Ar-
rangement into the "ASEAN Plus Three"

Eiji Ogawa FF (Hitotsubashi University) / Kentaro Kawa-
saki (Toyo University)

East Asian countries, for example "ASEAN plus three coun-
tries" (China, Korea, and Japan), have been well cognizant
of importance of the regional financial cooperation since the
Asian currency crisis in 1997. They have established the
Chiang Mai Initiative (CMI) to manage currency crises.
However, the CMI is not designed for "crisis prevention" be-
cause it includes no more than soft surveillance process as
well as a network of currency swap arrangements. The sur-
veillance process should be conducted over intra-regional
exchange rates and exchange rate policies of the regional
countries in order to stabilize intra-regional exchange rates
in a situation of a strong economic relationship among the
regional countries. On one hand, the regional exchange rate
stability is related with an optimum currency area.

Based on a Generalized PPP model, which detects a cointe-
gration relationship among real effective exchanges rates, we
investigate whether the region composed of "ASEAN plus
three countries" is an optimum currency area. In the investi-
gation, our interest is focused on an issue whether the Japa-
nese yen could be regarded as an "insider" currency as well
as other East Asian currencies. Or, is the Japanese yen still
an "outsider" which is used as a target currency of foreign
exchange rate policy for other East Asian countries. We em-
ploy a Dynamic OLS to estimate the long-term relationship
among the East Asian currencies in a currency basket. Our
empirical results indicate that the Japanese yen works as an
exogenous variable in the cointegration system during a pre-
crisis period while it works as an endogenous one during a
post-crisis period. It implies that the Japanese yen could be
regarded as an insider currency as well as other East Asian
currencies after the crisis although it is regarded as an out-
sider currency as well as the US dollar and the euro before
the Asian crisis.
http://www.rieti.go.jp/jp/publications/dp/06e028.pdf

Progress toward a Common Currency Bas-
ket System in East Asia

Eiji Ogawa FF (Hitotsubashi University) / Junko Shimizu
(Meikai University)

Ogawa and Shimizu (2005, 2006a) have proposed a possible
way to create an Asian Monetary Unit (AMU) as a weighted
average of the thirteen East Asian currencies (ASEAN +
China, Japan, and Korea) and developed AMU Deviation In-
dicators for a surveillance process under the Chiang Mai Ini-
tiative. Both the AMU and the AMU Deviation Indicators
are important in helping the countries in the region to recog-
nize the necessity of moving toward a common currency
basket system. However, there remains an open question
about how to implement this system in East Asian countries.

The purpose of this paper is to compile the latest issues of
currency basket itself and to develop concrete steps toward a
common currency basket system in East Asia. Particularly,
we simulate possible individual currency basket weights
based on trade shares of each East Asian country and convert
them to G3 currency (the US dollar, the euro, and the Japa-
nese yen) basket weights. We also investigate the discrepan-
cies between the converted G3 currency basket weight of the
AMU and the weights of the common G3 currency basket,
which is to illustrate the reality of implementing a common
currency basket system. We propose a possible way to shift
from an individual G3 currency basket system to the AMU
currency basket system. In this process, we expect that the
Japanese yen would play a varying role at each stage toward
monetary coordination in East Asia.
http://www.rieti.go.jp/jp/publications/dp/07e002.pdf

Estimation Procedures and TFP Analysis of
the JIP Database 2006 Provisional Version
Kyoji Fukao FF (Hitotsubashi University) / Sumio Ha-
magata (Hitotsubashi University) / Tomohiko Inui (Ni-
hon University) / Keiko Ito (Senshu University) / Hyeog
Ug Kwon (Nihon University) / Tatsuji Makino (Hitotsu-
bashi University) / Tsutomu Miyagawa (Gakusyuin Uni-
versity) / Yasuo Nakanishi (Senshu University) / Joji Tokui
(Shinshu University)

The purpose of this paper is to explain the preliminary ver-
sion of the newly compiled Japan Industrial Productivity Da-
tabase (JIP 2006) and report some results of our growth ac-
counting analysis based on this database. The JIP 2006
contains information on 108 sectors from 1970 to 2002 that
can be used for total factor productivity analyses. These sec-
tors cover the whole Japanese economy. The JIP Database
was compiled as part of the RIETI (Research Institute of
Economy, Trade and Industry) research project "Study on
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Industry-Level and Firm-Level Productivity in Japan." The
original version of the JIP Database (ESRI/Hi-Stat JIP Data-
base 2003) was compiled in a collaboration between ESRI
(Economic and Social Research Institute, Cabinet Office,
Government of Japan) as part of its research project on
"Japan’s Potential Growth" and Hitotsubashi University as
part of its Hi-Stat project (A 21st-Century COE Program,
Research Unit for Statistical Analysis in the Social Scien-
ces). The authors are grateful to ESRI and members of the
Hi-Stat team for the support and cooperation provided for
our present RIETI project.

At this moment, the major data available are sectoral capital
service input indices and labor service input indices, includ-
ing information on real capital stocks and the nominal cost
of capital by type of capital and by industry, the nominal and
real values of sectoral gross output and intermediate input, as
well as some supplementary tables, such as statistics on
trade, inward and outward FDI, and Japan’s industrial struc-
ture. All real values are based on 1995 prices. For growth ac-
counting, nominal labor costs and nominal capital services
for 108 industries are also estimated. The sum of these two
values for each industry is not adjusted to be equal to the
value added of that industry at factor cost base.

The final version of the JIP 2006 is scheduled to be released
by November, 2006. The final version will include nominal
and real annual input-output tables, detailed information on
ICT capital services and some additional statistics, such as
R&D stocks and capacity utilization rates at the detailed sec-
toral level.

For scholars familiar with the JIP 2003, we here briefly sum-
marize the main differences between and the main similari-
ties of the 2006 and 2003 versions of the JIP.

The JIP 2003 is based on the 1968 SNA, while the JIP 2006 is
based on the 1993 SNA. The capital stock of the JIP 2006 in-
cludes order-made software, plant engineering, and assets ac-
cumulated by the search for minerals. The JIP 2003 uses SNA
statistics as control totals. Following Japan’s present SNA
statistics, capital stock in the preliminary version of the JIP
2006 does not include prepackaged and in-house software.
However, the final version of the JIP 2006 will include two
sets of statistics, one in which capital stock does not include
prepackaged and in-house software and one in which it does.
In the case of the JIP 2006, labor input data include detailed in-
formation on labor input cross-classified by categories of labor.
The paper is organized as follows: In the next section, we re-
port the estimation procedures of our annual input-output ta-
bles. In Sections 2 and 3, we explain the capital service input
data and the labor input data of the JIP 2006, respectively.
Finally, in Section 4, we analyze Japan’s sectoral and macro
TFP growth.

http://www.rieti.go.jp/jp/publications/dp/07e003.pdf
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SME Financing and the Choice of Lending
Technology

Hirofumi Uchida (Wakayama University) / Gregory F. Udell
(Indiana University) / Nobuyoshi Yamori (Nagoya Univer-

sity)

Using data from a unique survey in Japan, we investigate the
relevance of different lending technologies which are util-
ized in lending to small- and medium-sized enterprises. We
characterize loans from a technology point of view, and ask
(i) to what extent different lending technologies are used, (ii)
how complementary the technologies are, and (iii) what de-
termines the choice of each technology. We find that al-
though the financial statement lending technology is most
commonly used, multiple lending technologies are usually
used at the same time. This suggests the existence of com-
plementarity among lending technologies. We also find that
individual technologies have their distinct characteristics as
well, and, among other findings, smaller banks and banks
with a rich accumulation of soft information tend to lend us-
ing the relationship lending technology
http://www.rieti.go.jp/jp/publications/dp/06e025.pdf

Are Trade Creditors Relationship Lenders?
Hirofumi Uchida (Wakayama University) / Gregory F.
Udell (Indiana University) / Wako Watanabe (Tohoku
University)

Despite the importance of the hypothesis that trade creditors
may act as relationship lenders, it has been virtually impossi-
ble to directly test this hypothesis because of a lack of data.
We attempt to overcome this problem by using a relatively
new Japanese database on small and midsized enterprises
(SMESs) that contains information on the strength of the buyer-
seller relationship. We find some evidence that trade creditors
may be relationship lenders. However, we also find evidence
that trade creditors may be financial statement lenders. Our re-
sults are generally quite sensitive to model specification in
both our "quantity" and "terms of credit" regressions. Thus,
our results can only be viewed as suggestive of the possibility
that trade creditors acquire private soft information over time

and use this information to set the terms of trade financing.
http://www.rieti.go.jp/jp/publications/dp/06e026.pdf

Bank Size and Lending Relationships in Japan
Hirofumi Uchida FF (Wakayama University) / Gregory F.
Udell (Indiana University) / Wako Watanabe (Tohoku Uni-
versity)
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Current theoretical and empirical research suggests that
small banks have a comparative advantage in processing soft
information and delivering relationship lending. The most
comprehensive analysis of this view found using U.S. data
that smaller SMEs borrow from smaller banks and smaller
banks have stronger relationships with their borrowers
(Berger, Miller, Petersen, Rajan, and Stein 2005) (BMPRS).
We employ essentially the same methodology as BMPRS on
a unique Japanese data set but our findings are different in
interesting ways. Like BMPRS we find that more opaque
firms are more likely to borrow from small banks. Unlike
BMPRS, however, our methodology allows us to attribute
this to the ability of large banks to deliver financial state-
ment lending. Finally, quite unlike BMPRS we do not, on
balance, find that small banks have stronger relationships
with their SMEs. We offer some speculation on potential ex-
planations for these differences. One possibility is that the
credit culture and deployment of SME lending technologies
differ in Japan from the U.S. However, we note that strong
conclusions cannot be reached without more research.
http://www.rieti.go.jp/jp/publications/dp/06e029.pdf

Empirical Determinants of Bargaining Power
Hirofumi Uchida FF (Wakayama University)

This paper empirically investigates what determine bargain-
ing power between a lender and a borrower who have con-
tinuing transactional relationships. Bargaining power is
proxied by which side of the transaction, i.e. the lender or
the borrower, usually incurs a shoe-leather cost when they
have contact. The proxy is regressed on three types of vari-
ables that can potentially determine distribution: (i) lender’s
competition, (ii) the degree of informational asymmetry be-
tween the two parties, and (iii) borrower performance. Con-
sistent with theoretical predictions, we find that intensive
lender competition and borrowers’ good performance in-
crease the likelihood of the lender incurring the cost, or the
borrower’s power. We also obtain evidence suggesting that
some lenders enjoy a status of informational monopoly and
capture borrowers.
http://www.rieti.go.jp/jp/publications/dp/06e030.pdf

Loan Officers and Relationship Lending
Hirofumi Uchida FF (Wakayama University) / Gregory F.
Udell (Indiana University) / Nobuyoshi Yamori (Nagoya
University)

Theoretical and empirical work suggests that commercial
loan officers play a critical role in relationship lending by
producing soft information about their SME borrowers. We
test whether loan officers in the Japanese SME loan market
perform this role in a manner that is consistent with the theo-
retical predictions in the relationship lending literature.

While we find limited evidence that soft information may
benefit SME borrowers, we do not find evidence that is on
balance consistent with theoretical predictions that loan offi-
cers produce soft information that is not easily transmitted to
others within the bank. These results are consistent with al-
ternative explanations including the possibility that the so-
cial environment in Japan leads to a credit culture where it is
easier to transmit soft information from one loan officer to
another. It could also be consistent with the possibility that
the relationship lending may not be particularly important in
the Japanese SME loan market.
http://www.rieti.go.jp/jp/publications/dp/06e031.pdf

Centralization or Decentralization of Deci-
sion Rights?

Impact on IT Performance of Firms

Takahito Kanamori (RIETI / The University of Tokyo) / Ka-
zuyuki Motohashi FF (The University of Tokyo)

The effects of IT on the decision making structure of firms
has been a topic of debate for decades. On the one hand, IT
increases the information available to top management, and
the coordination advantages that it provides may lead firms
to centralize decision making. On the other hand, IT makes it
possible to disseminate global information of the firm to line
workers enabling them to make better decisions as well as
enhances management’s monitoring capability, favoring de-
centralization. In order to understand the economy wide ef-
fects of centralization and decentralization of decision rights
on the productivity effect of IT, we conduct an empirical
analysis to examine the change in the effects of IT perfor-
mance in firms that changed its decision making structure,
using a panel data set for 2,300 Japanese firms over 4 years.
Our results indicate that both centralization and decentraliza-
tion have a substantial productivity effect on IT for firms
that changed its decision making structure and the productiv-
ity effects are more marked for firms that conducted radical
change of decision rights. Moreover, we find evidence that
changes in decision rights have a more pronounced produc-
tivity effect on large firms. Finally, our results show that
productivity effects due to changes in decision rights are re-
alized only in the non-manufacturing sectors. This paper
sheds some light on the effects of decision rights on firms’ IT
performance and underscores the importance of organiza-
tional redesign accompanying IT investment.
http://www.rieti.go.jp/jp/publications/dp/06e032.pdf

Consolidation of Cooperative Banks (Shin-
kin) in Japan: Motives and Consequences
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We investigate the motives and consequences of the consoli-
dation of cooperative banks (Shinkin) in Japan during the
period 1984-2002. Our major findings are as follows. First,
less profitable and less cost efficient banks are more likely to
be an acquirer and a target, though even less profitable and
less cost efficient banks are more likely to be a target rather
than an acquirer. In addition, a larger bank is more likely to
be an acquirer and smaller one a target. These results are
consistent with the regulators’ motive for stabilizing the local
banking system. Second, acquiring banks improved cost effi-
ciency after the consolidation. M&As also raised the loan in-
terest rate and improved profitability and X-efficiency par-
ticularly since the latter half of the 1990s. Nonetheless, the
improvement of ROA after the merger was not sufficient to
fill in the initial gap of the capital ratio between merging
banks and peers, resulting in the deterioration of the capital
ratio of consolidated banks relative to peers. M&As did not
contribute to sufficiently stabilize the local banking system
despite the regulators’ motive. Third, the consolidation ten-
ded to improve the profitability of merging banks when the
difference in profitability and healthiness between acquiring
banks and target banks were large, which is consistent with
the relative efficiency hypothesis (e.g., Akhavein, Berger,
and Humphrey, 1997).
http://www.rieti.go.jp/jp/publications/dp/06e034.pdf
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