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Exchange rate regime switching in Malaysia and Singapore in
response to China’s move to a basket peg:
A DSGE analysis
SEEAT/ 7 VT FRBRITHIER « ik BICEBERFAEHIR
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EE LWVEEART v MOBITEHAT 5, TERDOFRILTIX, HBFHFEEHAWT, HDAEHIEND
BIDOABRIEICENT DI LIXEE LW E I 0ESHIT L TE % (Ite-Ogawa- Sasaki, Ogawa-Ito,
Kawai 330 . $7z. AT 285497 TiL. Dornbush E7/UIZR BN K 1T, [F U ARHIE
DT, BFRICED L DITEET D Z LBREE LWV oM Sz,

ZDFRXE, BEFORBHIENORRDEABHE (2 & 2 IXEEMSHN DEEESEHI~) 12, D
BREDORE LS T, EO K 5 iR Eil> TR I®E D Z L S E LV > (Loss Function TREA) %,
DSGE 7 VEHAWCEHTAZ L TH B,

FETIE. ARSITPBOO)RAHBREHEE L T\\5, BUREROT T, EOREDRR 20\ CEEM
BN ORIDAERIE (2L IINR Ty MBEEHIE) [ZFF> T ZEPFERFICE > TEE LW
D, oL, ARy MEERIPRE LW THuL, LOXIHIRY A M RV LTHITHZ &R
HFE LW E WS BRI, BERAYSENOH SN, ZHUIxHT 5 —o0f#& L LT, Chinaand World
Economy (Yoshino, Kaji and Asonuma(2014))i&3 Cid., 4F¥RBELEZNT T, RAITBEENR 7Y bD
UIA FEELISETWD ZEREELNZ LEEH LTV,

DE, PEPBEHIELRLAIIEE L W\ o7/23581, BOORET VT#E v AR—w
L—U7) otk EOX B BHELZ B 7= bOETRLITNE, BEOTHELEES 22 b
NBENEVWHBERIBHEN TS, Journal of Asian Economics $8#D Yoshino, Kaji and Asonuma (2016)
FRLERWT, YEOBIEED., RAICABHRIEEZ ARy MNEERIE T2 08, bo L biREE
RESES &V DSGE BT /U X BREREHE Lizu,

Table 8. Cumulative Losses and Optimal Values of Instruments

Policy (1) Policy (2) Policy (3) Policy (4) Policy (5)°
Stable regime Dollar peg Basket peg Basket peg Floating Managed floating
Adjustment — Gradual Sudden Sudden Sudden
Instrument value =434 v¥ =058 v¥¥ =().68 m*=0.016 m**=0.017
Cumulative loss (value) 17.04 1.80 1.91 2.67 2.31
Cumulative loss (percent of ( 7:2)")* 234 24 26 3:7 32

Source: Authors’ calculations

! Asian Development Bank Institute, Dean, Kasumigaseki Building 8F, 3-2-5 Kasumigaseki
Chiyoda-Ku, Tokyo, 100-6008, Japan. Tel:+81-3-3593-5527, Fax:+81-3-3593-5571,
nyoshino@adbi.org, (corresponding author). Professor Emeritus of Keio University

2 International Monetary Fund, Research Department, 700 19th Street, N.W. Washington D.C.
20431 USA tasonuma@imf.org.
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The 75t Annual Meeting of the Japan Society of International Economics

Plenary Session

“The Vicissitudes of the Doha Round Negotiations and the Future of the WTO”
(Draft: September 9, 2016)

Kiichiro Fukasaku* (Keio University)

Abstract

Since its creation in 1995, the World Trade Organization (WTO) has successfully attracted new
members, most notably China and Russia, and become a truly global trade body. While the Doha
Round commenced in November 2001 has brought negotiations on Trade Facilitation Agreement
(TFA) and Agricultural Export Competition and Cotton to successful conclusions as part of the
multilateral trade deal, the prospects for concluding the remaining Doha issues are not yet in sight
even after fifteen years of negotiations. Meanwhile, the mantra of “trade for development” in the
Doha Development Agenda has found suitable places in the broader UN-sponsored international
agenda on sustainable development goals (SDGs). However, the centrality of the WTO in the rules-
based world trading system would be lost unless it could fulfil its intrinsic role of “pedaling trade
negotiations among member countries” since the times of the GATT. Re-building confidence as the
forum of trade negotiations is the utmost importance for the future of the WTO. For that sake, G20
member countries would have to demonstrate their collective initiatives so as to (1) ratify and
implement TFA as early as possible, (2) implement ITA-2 as agreed, (3) bring negotiations on EGA
to fruition by the end of this year and (4) accelerate and conclude TiSA negotiations. Furthermore,
the WTO should engage itself in negotiations on global issues, such as international investment
facilitation and protection and e-commerce, through plurilateral trade negotiations based on MFN
clubs, in response to the expansion of supply chains across national borders and the rapid

development of the digital economy.

Key Words:
WTO, WTO Reform, Doha Round Negotiations, Plurilateral Trade Negotiations, MFN Club

*Project Professor (F{T-#d%), Faculty of Economics
(e-mail: fukasakukiichiro@gmail.com)
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Tariffs, Vertical Oligopoly and Market Structure

Tomohiro Arax
Fukushima University

Arghya Ghosh¥
University of New South Wales

September 2016
Abstract

What is the relationship between domestic competition policy and international trade pol- icy in the presence of
vertical specialization? Should the government liberalize entry in its domestic final-good market in order to enhance
an effect of liberalization in input trade? To address these questions, we develop a vertical oligopoly model in which
the relative thickness of upstream and downstream markets plays a key role in welfare evaluations. In our model, a
Home government imposes tariffs on imported input from Foreign upstream firms, and simul- taneously restricts entry
of Home downstream firms. Since Home and Foreign countries are vertically interdependent in this setting, trade
policy has a crucial impact not only on Foreign firms, but also on Home firms through “firm-colocation” effects. We
find that, in the short-run equilibrium, the optimal tariff is higher, the thicker is the Home final-good market (relative
to Foreign input market). In the long-run equilibrium, however, this relationship is overturned and the optimal tariff is
higher, the thinner is the Home final-good market. This finding sug- gests that reduction of import tariff for Foreign
input has its greater effect on welfare when accompanied by liberalization of entry in the Home final-good market in

longer-term perspec- tives.

Keywords: Tariffs, Vertical Oligopoly, Free Entry
JEL Classification Numbers: F12, F13 Very preliminary and incomplete

*Faculty of Economics and Business Administration, Fukushima University, Fukushima 960-1296, Japan. Email
address: tomohiro.ara@gmail .com.

"School of Economics, UNSW Business School, University of New South Wales, Sydney, NSW, 2052, Australia.
Email address: a.ghosh@unsw.edu.au
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Optimal Policy Coordination for Financial Regime

Stability under Informational Barriers
about Political Economic Fundamentals

Young-Han Kim* September, 2016

Abstract

This paper examines the conditions for effective financial regulatory policy coordination considering the
cross-border externalities caused by multinational banks and the political influences exercised by banking
sectors. We demonstrate that when the banking sectors are inefficient with higher loan monitoring costs,
the regulatory efforts are strategic substitutes between financial regulators, and therefore, the financial
regulator of each country tends to exert less regulatory efforts with higher incentives to free ride other
countries’ regulatory efforts. In case banking sectors shows higher efficiency with lower monitoring costs,
the regulatory efforts are strategic complements with lower incentives to free-ride. However, over-sensitive
responses to other countries’ policies tend to cause financial instability with multiple equilibria. The
introduction of informational barriers enables the refinement of multiple equilibria to a unique equilibrium
with policy implications that the cooperative financial policy coordination mechanism is more likely to
be sustained among more homogeneous countries with lower political influences of banking sectors.

JEL codes: F55, F42, E61

Key Words: Strategic complementarity and substitutability of financial regulatory policies, International
policy coordination, Cross-border externality, Capital adequacy requirements, Financial stability

*  Department of Economics, Sungkyunkwan University, 53 Myeongnyun-dong 3-ga, Jongno- gu, Seoul,
Korea, kimyh@skku.edu, Tel: 82-2-760-0615.

** This draft is prepared for the discussion at JSIE,2016.
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What Goes around Comes around:

Export-enhancing Effects of Import-tariff Reductions

Kazunobu HAYAKAWA (Institute of Developing Economies)
Jota ISHIKAWA (Hitotsubashi University)
Nori TARUI (University of Hawait)

Abstract
In international trade, transportation involves a round trip where the transport firm commits to capacity sufficient to
serve shipping in both directions. Trade theory indicates that, with market power, firms in the transport sector adjust
their freight rates when trading countries change their tariff rates; and hence reducing import tariffs by a country may
increase not only its import but also its export. Using tariff, freight rates, and trade data across approximately 150
countries in 2003-2007, we find evidence that supports these predictions. This finding indicates an extra impact of
import tariff reduction on exports through a channel that is unforeseen in the literature.
JEL Codes: F12, F13, R40
Key words: Transport firm; freight rates; tariffs
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Stabilization Effects of Taxation Rules in Small-Open Economies with Endogenous Growth

Been-Lon Chen
Institute of Economics, Academia Sinica, 128 Academia Road, Section 2, Taipei, Taiwan,
bchen@econ.sinica.edu.tw
Yunfang Hu
Graduate School of Economics, Kobe University. 2-1 Rokodai-cho, Nada-ku, Kobe 657-8501, Japan.
E-mail: yhu@econ.kobe-u.ac.jp
Kazuo Mino
Faculty of Economics, Doshisha University, Karasuma Higashi-iru, Imadegawa, Sakyo-ku, Kyoto,
602-8580, kmino@mail.doshisha.ac.jp

Abstract
This paper studies stabilization effects of nonlinear income taxation in small open economies with
endogenous growth. We show that in the standard setting where domestic households freely lend to
or borrow from foreign households under an exogenously given world interest rate, progressive
taxation gives rise to equilibrium indeterminacy, while regressive taxation establishes equilibrium
determinacy. These policy effects do not necessarily hold, either if the time discount rate is

endogenously determined or if the world interest rate is elastic.

Keywords: Taxation Rules, Equilibrium Indeterminacy, Small-Open Economies, Endogenous
Growth
JEL Classification-E62, 041



10/29(L) - &Faj 9 : 30~12 : 00—% 2 /%l& International Macroeconomics1 (1 E£E 6 [ 163 £ =)

Limited Asset Market Participation and Capital Controls in a
Small Open Economy *

Yongseung Jung!

May, 2015

Abstract

This paper sets up a canonical new Keynesian small open economy model with
limited asset market participation to financial markets. Households who cannot
have access tofinancial markets have difficulty in adjusting their consumption profiles
to the terms of trade change, resulting in unncessary fluctuations of trade balance.
The paper shows that there is room for government to improve welfare by
controlling international capital movement to productivity shocks in a flexible price
equilibrium with unitary elasticities of substitution, i.e. for the Cole-Obstfeld
preference, contrasting with Fahri and Werning (2013). This result reflects the fact
that the existence of limited asset market particiaption to financial markets entails
the unnecessary fluctuations of the economy to exogenous shocks by aggravating
the externality of the terms of trade. The paper also finds that the domestic price
stability is not optimal monetary policy in open economy with limited asset market
participation, contrasting to the result of Bilbiie (2008) in a closed economy where
the price stability is optimal monetary policy. Finally, it shows that the optimal capital
control tax leans against the wind. More- over, the resource allocations associated
with optimal time-varying capital control and monetary policy is more stabilized than
the ones without capital controls.

JEL classification: E52, F41

Keywords: Capital Control, Limited Asset Market Participation, Price Stability,
Welfare Loss

" Ithank seminar participants at Kobe University and Tohoku University for their helpful
comments. All errors are my own.

t Professor, Kyung Hee University, Visiting Professor at Kyoto Institute of Economic

Research, Kyoto University, E-mail: jungys@khu.ac.kr
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Does Foreign Aid Cause “Dutch Disease™?

: Case of Cambodia, Lao PDR, Myanmar and Vietnam

Ni Lar, JSPS Research Fellow
Hiroyuki Taguchi, Saitama University
Hiroaki Sakurai, Saitama University

Abstract

This paper examined the economic impacts of foreign aid from the Dutch-Disease perspective,
focusing on the economies of Cambodia, Lao PDR, Myanmar and Vietnam (so-called CLMV). The
CLMYV were targeted in this study since they have rarely been studied in the literature in this field
although their economies have still depended highly on foreign aid. We found no evidence that they
have suffered from the Dutch Disease, or rather identified a positive production effect of foreign aid.
We speculate that the major use of foreign aid in the CLMV has focused on economic infrastructure,
which has given little room for raising consumption and contributed directly to capital accumulation
there.

Keyword: Foreign Aid, Dutch Disease, CLMV, ODA, Tradables and Non-Tradables, Capital
Accumulation

JEL Classification Codes: F35; O53
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The Effect of Offshoring on Skill Premiums:

Evidence from Japanese Matched Worker—Firm Data

Masahiro Endoh

Keio University

Abstract: This study estimates the effect of offshoring on workers’ hourly wages and annual income
in Japan by constructing matched worker—firm data. | use two sets of dummies to take into account
two aspects of worker skills: field of skills and level of skills. Interestingly, the estimated scale of impact
from offshoring and exports on hourly wages and annual income of male low-skilled workers is
statistically insignificant in Japan. Regarding skill premiums, offshoring increases wage premium for
higher level of skill as well as that for science-oriented knowledge and administrative tasks.
Interestingly, exports decrease these skill premiums, meaning the increase of both offshoring and
exports partially offsets their effect on skill premiums. In addition, it is observed that the uneven
gendered effects of trade on hourly wage are leveled out to some degree by the adjustment of
working hours and bonuses. These findings imply that the shock of international transaction in a
particular firm is mitigated by its internal labor market.

Keywords: Offshoring; Skill premium; Matched worker—firm data; Japanese labor market; Wage;
Annual income; Female worker; Labor demand

JEL classification: F16; J23; J24; J31; L24
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Very Preliminary

Does Korea’s Official Development Assistance (ODA) Promote Its FDI?

Gil Seong Kang® and Yongkul Won*
Abstract

This paper empirically investigates whether Korea’s ODA promotes its FDI to recipient countries,
using a dynamic panel analysis over the period from 1995 to 2012. The regression results reveal that total
ODA, infrastructure aid, and technical assistance exert positive effects on Korea’s total FDI stock in the
recipient countries. At the sectoral level, differences between manufacturing and service sectors are
noticeable, implying that the so-called vanguard effect of ODA on FDI depends both on industrial sector
and on the type of ODA. The positive effects of ODA on manufacturing FDI are confirmed only in loan-
type ODA. Infrastructure-related aid shows no significant effects on FDI in services, but technical
assistance and humanitarian aid are positively associated with service sector FDI. Our empirical findings
suggest that Korea’s ODA plays a crucial role in facilitating its private investment flows in recipient
countries, and thus it is important to formulate appropriate ODA policies favorable for private capital

flows.

JEL Classification: F12, F14, F21, F35
Keywords: ODA, FDI, Korea, Gravity Model, Vanguard Effect

SFirst Author, Ministry of Strategy and Finance, Republic of Korea, e-mail: gilseong.kang@gmail.com
4Corresponding Author, Professor, Dept. of Economics, University of Seoul, Korea, e-mail: ywon@uos.ac.kr
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Exports and FDI entry decision: Evidence from Japanese

foreign-affiliated firms ™

Ivan Deseatnicov, Hitotsubashi University and JSPS, Tokyo, Japan
Konstantin Kucheryavyy, University of Tokyo, Tokyo, Japan
September, 2016

Abstract
Why does aggregate Foreign Direct Investments (FDI) fall with distance? To answer this question
we examine behavior of Japanese Multinational Enterprises (MNEs). We are interested in FDI entry
decision given export experience in foreign markets. We postulate that one of the firms' strategies is
learning the foreign market potential by exporting first, followed by establishment of foreign affiliate
if expected profitability is high enough. We suggest a theoretical model and test it empirically using
firm-level data from two basic surveys of Japanese companies: Basic Survey of Japanese Business

Structure and Activities and Basic Survey of Overseas Business Activities for a period of 1995-2013.

JEL Classification Number: F10, F14, F21

Key words: export dynamics, foreign direct investment, multinational enterprises.

* Address correspondence to: Ivan Deseatnicov Institute of Economic Research Hitotsubashi University 2-1
NakaKunitachi, Tokyo, 186-8603 JAPAN mobile: +81-80-6661-1663 e-mail: ivan_deseatnicov@yahoo.com
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Optimal Trade Policy and Production Location
Ayako Obashi (Toyo University)

Abstract

This paper studies the role of trade policies in a theoretical framework considering the firm’s global production
operation subject to trade costs. The production location potentially depends on a combination of trade costs, inclusive
of trade barriers, imposed on different stages of the production process. Meanwhile, the trade policy decision of a
government alters trade costs, and thereby affects the firm’s location decision on whether to offshore the production
base and the sourcing decision on whether and which intermediate inputs to source domestically or import from
abroad. A government might care about the impact of its trade policy choice on the locations of the firm’s global
production activities in order to better exploit its market power over world prices with trade policy intervention.

The paper features the assembly-relocation effect and the production-chain effect to explain incentives behind the
Nash trade policy intervention with cross-border unbundling of production processes: first, a government sometimes
would use an import tariff and/or export tax as a way to shift the location of the final assembly in its favor, forcing an
inefficient location, so that, conditional on the assembly relocation, it can maximize its ability to manipulate the terms
of'trade. Second, a rise in the tariff/tax on inputs could push up the world price of the final good through the production

chain.
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The effects of globalization on job choice and unemployment under labor search friction

Chihiro Inaba, Kobe University,
Abstract

Trade liberalization increases the import of foreign goods and makes local markets more
competitive. To survive the severe competition, local firms must improve the quality of production
factor, and employ more highly skilled workers than unskilled workers. An increase in the demand
for skilled workers encourages workers to pursue higher education. However, the recent employment
of highly educated workers is stagnant globally. Although trade liberalization enhances the demand
for skilled workers, it may not contribute to increasing their employment.

I analyze how trade liberalization affects the local employment of skilled workers, occupational
choice, and wage inequality. Firms can always produce low-quality goods by using only unskilled
labor. If a firm succeeds in employing an appropriately skilled worker, it can improve the quality of
the goods it produces. However, due to are search friction, matches are not always successful. If firms
and workers fail to match appropriately, the unmatched skilled workers remain unemployed and the
unmatched firms continue to produce low-quality goods. With this knowledge, workers choose their
occupations: and either remain to be unskilled or lean skills. Trade liberalization raises the skilled
wage rate and the successful probability of matching, which encourages unskilled workers to learn
skill but increase the number of the skilled workers after trade liberalization. Therefore, the

unemployment rate of skilled workers may increase after globalization.
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A Study on the Car Sales Management of Thailand
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Lee, Tae-Wang (Aichi University)
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A Study in Previous Studies of Smartphone’s Value Chain
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The relationship between the development of supply chains and R&D

spillovers in the East Asian regions
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A tentative analysis of foreign aid competition based on market structure
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The Effect of Information and Communication Technology on
CEQ’s Span of Control: Evidence from Japanese Firms

Hiroyuki Kuwahata T

Department of Humanities and Social Sciences, Hirosaki University;

September, 2016

Abstract

This paper examines the effect of information and communication technology (ICT) on
the number of employees who directly reports to the CEO (CEO’s span of control). We
exploit an original dataset of Japanese firms from 2008 to 2010 to ascertain the relationship
between the CEO’s span of control and investment in ICT. We find that the ratio of software
over total assets is positively associated with the CEO’s span of control. This result is
consistent with the theoretical prediction by Garicano (2000). In addition, R&D intensity is

negatively associated with the CEQ’s span of control.

JEL classification
D22; 032; 1.23
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On the trade, growth, and welfare effects of intellectual property rights protection

Yuki Saito (Graduate School of Economics, Osaka University)

Abstract

To examine how intellectual property rights protection affects trade, growth, and welfare, I develop a two-country
R&D-based growth model in which final goods firms in both countries determine the range of imported varieties in
the overall use of intermediate inputs. I show that strengthening patent protection in either country increases the
range of imported varieties of intermediate goods and stimulates economic growth in the country that strengthened
patent protection. Moreover, my welfare analysis of patent protection shows that welfare-maximizing patent
protection is stronger in an open economy with intermediate goods trade than in a closed economy without

intermediate goods trade.

JEL classification: F43, O31, O34
Keywords: Intermediate goods trade, Intellectual property rights, R&D-based growth model,

Welfare analysis
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Convergence or Divergence of Production Patterns in the EU: Empirical
Test of the Multiple-Cone Heckscher-Ohlin Model

Kensuke Suzuki (Nagoya University and JSPS)

Abstract

This paper attempts to examine empirically whether countries exhibit convergence or divergence
in production patterns over time. I employ the production side of the Heckscher-Ohlin (HO) model as
a theoretical framework. In particular, this paper focuses on the two types of equilibria; single- and
multiple-cone equilibrium. The single-cone equilibrium has all countries in the world producing all
goods. On the other hand, in the multiple-cone equilibrium, countries specialize in the distinct
subsets of goods according to their relative factor endowments. Since the HO model is fundamentally
built on the static framework, equilibrium is characterized by prevailing goods prices and production
technologies at each point in time. Consequently, changes in these parameters may alter the
equilibrium condition and the structure of cones as well. Moreover, those changes are likely to be
triggered by, for example, trade liberalization and broader economic integration.

In this paper, I estimate the relationship between countrywide capital--labor ratio and per capita
sectoral output, 1.e., development path for the single- and multiple-cone equilibrium. I make use of
data on factor endowments and sectoral output of manufacturing industries for the 22 European
Union (EU) member states. By adopting a empirical method introduced by Schott (2003), this paper
performs year-by-year estimation of development path from 1995 to 2006. By testing the single-cone
model against alternative multiple-cone model, I examine whether the structure of cone remains over
the sampled period.

Results reveal that the single-cone equilibrium is not rejected against the alternative multiple-cone
model for the years from 1995 to 1999. However, I find the strong empirical support for the HO
specialization in favor of the two-cone equilibrium after 2000. It suggests that production patterns in
the EU member states become more diverged in the 2000s. Due to the trade liberalization between
capital-abundant original member states and labor-abundant new member states, international
division of labor may have been enhanced in the EU according to countries' relative factor

endowments.

Schott, Peter K. 2003. “One size fits all? Heckscher-Ohlin specialization in global production.”
American Economic Review, 93(3): 686-708
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On the trade, growth, and welfare effects of intellectual property rights protection

Yuki Saito (Graduate School of Economics, Osaka University)

Abstract

To examine how intellectual property rights protection affects trade, growth, and welfare, I develop a two-country
R&D-based growth model in which final goods firms in both countries determine the range of imported varieties in
the overall use of intermediate inputs. I show that strengthening patent protection in either country increases the
range of imported varieties of intermediate goods and stimulates economic growth in the country that strengthened
patent protection. Moreover, my welfare analysis of patent protection shows that welfare-maximizing patent
protection is stronger in an open economy with intermediate goods trade than in a closed economy without

intermediate goods trade.

JEL classification: F43, 031, O34
Keywords: Intermediate goods trade, Intellectual property rights, R&D-based growth model,

Welfare analysis
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Population aging, retirement policy, and current account reversals
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Impacts of US Quantitative Easing on East Asian Currencies
Chikafumi NAKAMURA (Chuo University)
Abstract

This study investigates the impacts of Quantitative Easing (QE) in the US on currency behavior in
East Asia. Since the global financial crisis, the Federal Reserve Board (FRB) has promoted
untraditional monetary policies, including QE, in response to economic slowdowns in the US.
However, the enormous supply of the US dollar has global spillover effects on foreign exchange
markets, especially currencies in East Asia. Thus, it is noteworthy to focus on the relationships
between US QE and East Asian currencies to obtain some implications for the effects of the FRB’s
QE exit strategy on the currencies. For this purpose, we identify the contribution of US QE on the
dynamics of estimated currencies with a three-step approach, and then calculate the impulse
responses of East Asian currencies to US QE. The results lead to the conclusion that the FBR’s QE

exit strategy would appreciate most East Asian currencies.
Keywords: quantitative easing; currency behavior; spillover effect

JEL Classification: E52, F31, F41
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Trade Liberalization and Unemployment in Unionized

General Oligopolistic Equilibrium®

Keita Kamei®

Abstract

The paper investigates how trade liberalization affects the unemployment rate of low- skilled workers.
I construct a general oligopolistic equilibrium model in which all of the firms in the low-tech sectors
must (at the least) pay the union wage that is set by the sectoral trade unions. The model has two labor
markets: high-skilled workers and low-skilled workers. The sectoral trade unions determine the union
wage based on the number of employment and unemployment compensations, which is
endogenously determined by the equilibrium wage in each sector. I investigate the effects of trade
liberalization and compare two open economies: 1) a partially open economy and 2) a fully open
economy. In the partially open economy, all of the low-tech sectors are shielded and all of the high-
tech sectors are tradable. In this case, trade liberalization increases the unemployment rate of the low-
skilled workers and decreases welfare. In the fully open economy all of the sectors are tradable. In this

case, trade liberalization reduces the unemployment rate of low skilled workers and improves welfare.

Keywords: Unemployment; Trade Union; Wage inequality; Oligopoly

JEL classification: L16, F12, F16
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International Increasing Returns and Patterns of

Investment on Transport Infrastructure

Akihiko Yanase (Nagoya University)’
Masafumi Tsubuku (Nagoya University)®

Abstract

This paper develops a two-country model of intraindustry trade in which overseas shipping requires the use of an
international transportation service and national governments invest on the transport infrastructure. Investment on
the transport infrastructure reduces transport costs and thereby improves national welfare. This paper investigates
what patterns of public investment can be derived as equilibrium outcomes and whether these equilibrium

investment patterns are socially efficient.

Key words: Trade; Transport costs; Infrastructure; Coordination failure
JEL Classification Number: F12; H54; N70

5 School of Economics, Nagoya University, Furo-cho, Chikusa-ku, Nagoya 464-8601, Japan. Tel:+81-52-789-5111 E-mail:
yanase(@soec.nagoya-u.ac.jp
6 Graduate School of Economics, Nagoya University, Furo-cho, Chikusa-ku, Nagoya 464-8601, Japan. Tel:+81-52-789-5111 E-mail:

msfim.tbk@gmail.com
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Ports infrastructure and exports, evidence from Japan

2011 Tsunami

Masashige Hamano* and Wessel N. Vermeulent

2016

Abstract

The paper explores the implication of internal trade related costs. We extend the standard trade model with heterogenous
firms to have a multiple port structure where exporting is subject to port specific local transportation costs and port specific fixed
export costs as well as international bilateral trade costs. We derive a gravity equation with multiple ports and show that gravity
distortion due to firm heterogeneity is conditional on port comparative advantage and resulting substitution of export across
differentiated ports. Finally, we test the prediction of the model with Japanese custom data and detect a port substitution following
the 2011 tsunami disaster.

Keywords: firm heterogeneity, extensive margins, transportation cost, fixed costs

JEL classification:

*Sophia University and University of Luxembourg, CREA. Contact address: Sophia University, Yotsuya Campus, 2 go-kan, 1123, 7-
1 Kioi-cho, Chiyoda-ku Tokyo 102-8554 Japan. E-mail: masahige.hamano@gmail.com
T Newcastle University
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Exchange Rate and Utilization of Free Trade Agreement:

Perspective of Rules of Origin®
Kazunobu HAYAKAWA

Inter-disciplinary Studies Center, Institute of Developing Economies, Japan

Han-Sung KIM

Department of Economics, Ajou University,Korea

Taiyo YOSHIMF*

Department of Economics, Nanzan University, Japan

Abstract: This paper investigates how exchange rates affect the utilization of a free trade agreement (FTA) scheme
considering the importance of rules of origin (RoOs). Exchange rates affect exporters’ compliance with RoOs through
changing so-called value-added ratio, which is defined as one minus a ratio of non-originating input price to export product
price. We present theoretical demonstration on this potential linkage, and provide empirical examination with rich tariff-line-
level data onthe utilization of FTA schemes in Korea’s imports from ASEAN countries. Our theoretical framework
proposes that a depreciation of exporters’ currency against importers’ currency enhances FTA utilization through improving
value-added ratio, and those effects are stronger for products with higher demand elasticity. We also show strong empirical
supports to those theoretical predictions.

Keywords: Free trade agreement; Exchange rates; Exchange rate pass-through; Rules of origin

JEL Classification: F1;F3

$ We would like to thank the seminar participants at Research Institute of Economy, Trade and Industry (RIETT). This work
was supported by JSPS KAKENHI Grant Numbers 26220503, 15K13021. All remaining errors are ours.

#Corresponding author: Taiyo Yoshimi; Address: Department of Economics, Nanzan University, 18 Yamazato-cho, Showa-
ku, Nagoya-shi, Aichi-ken 466-8673, Japan; Tel.: +81-52-832-3111, fax: +81-
52-835-1444; Email: yoshimi(@nanzan-u.ac.jp.
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Convergence or Divergence of Production Patterns in the EU: Empirical
Test of the Multiple-Cone Heckscher-Ohlin Model

Kensuke Suzuki (Nagoya University and JSPS)

Abstract

This paper attempts to examine empirically whether countries exhibit convergence or divergence
in production patterns over time. I employ the production side of the Heckscher-Ohlin (HO) model as
a theoretical framework. In particular, this paper focuses on the two types of equilibria; single- and
multiple-cone equilibrium. The single-cone equilibrium has all countries in the world producing all
goods. On the other hand, in the multiple-cone equilibrium, countries specialize in the distinct
subsets of goods according to their relative factor endowments. Since the HO model is fundamentally
built on the static framework, equilibrium is characterized by prevailing goods prices and production
technologies at each point in time. Consequently, changes in these parameters may alter the
equilibrium condition and the structure of cones as well. Moreover, those changes are likely to be
triggered by, for example, trade liberalization and broader economic integration.

In this paper, I estimate the relationship between countrywide capital--labor ratio and per capita
sectoral output, i.e., development path for the single- and multiple-cone equilibrium. I make use of
data on factor endowments and sectoral output of manufacturing industries for the 22 European
Union (EU) member states. By adopting a empirical method introduced by Schott (2003), this paper
performs year-by-year estimation of development path from 1995 to 2006. By testing the single-cone
model against alternative multiple-cone model, I examine whether the structure of cone remains over
the sampled period.

Results reveal that the single-cone equilibrium is not rejected against the alternative multiple-cone
model for the years from 1995 to 1999. However, I find the strong empirical support for the HO
specialization in favor of the two-cone equilibrium after 2000. It suggests that production patterns in
the EU member states become more diverged in the 2000s. Due to the trade liberalization between
capital-abundant original member states and labor-abundant new member states, international
division of labor may have been enhanced in the KU according to countries' relative factor

endowments.

Schott, Peter K. 2003. “One size fits all? Heckscher-Ohlin specialization in global production.”
American Economic Review, 93(3): 686-708
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Title: Japan’s welfare gains through globalisation: An evidence from Japan’s manufacturing sector

Author: Tadashi Ito, Toshiyuki Matsuura, Takeshi Mizuta
Presenter: Tadashi Ito (Gakushuin University)

Welfare gain through international trade is a cornerstone of international economics literature.
However, it is only recently that the data and the methodologies become available to empirically
assess such welfare gain. Building on the recently developed methodologies of estimating elasticity
of substitution and computing welfare gains from trade, we estimate welfare gains of Japan from its
trade liberalization in manufacturing sector. To do this as precisely as possible, the elasticities of
substitution for HS 6-digit product code are estimated for various periods of time. The analyses show
that Japan’s welfare gains from trade liberalization took place especially from the 1990s, and reached

eleven percent vis-a-vis the autarky situation.
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International Joint Ventures between Recycling Firms and the

Environment

Yasuyuki Sugiyama* and Patcharin Koonsed**

Abstract
In this paper, we consider the South economy which consists of duopoly final goods and recycled materials markets,
where duopoly firms in each market are owned by North and South, respectively. First, we investigate the effects of a
subsidy to recycling firms and a recycling-rate target on the formation of a joint venture (JV) and the profit of each
recycler in the JV. Next, we examine how the price of final goods firms and the total amount of waste are influenced
by these recycling policies. Finally, we present the optimal recycling rate in the case where a JV is formed or not, and
then study the pattern of the optimal recycling rates. Therefore, under the assumption where the marginal cost of South
recycler is higher than that of the North, we obtain the following results. (I) North and South recyclers prefer the
formation of a JV to Cournot competition as long as both recyclers operate in the market. (II) Both of the recycling
policies increase the JV’s profit. However, the recycling-rate target decreases the South’s share from the JV while the
recycling subsidy increases the share. Moreover, the recycling subsidy increases both recyclers’ profits from the JV,
while the recycling-rate target increases (decreases) the profit of North (South) recycler. (III) Both these policies
increase the profits of the downstream firms although they decrease the price of final goods. (IV) The recycling-rate
target may curtail the total amount of waste if the recycling rate is higher than one-half. On the other hand, the recycling
subsidy increases the total waste. (V) The optimal recycling rates may be positive in both types’ recycling markets,
that is, the JV and a monopoly of North recycler. Moreover, the optimal recycling rate in the case of the JV is lower
than that in the North’s monopoly, and then the former may drop to a lower rate with an increase in the marginal cost

of South recycler.

Keywords: Recycling rate, Recycling Subsidy, Joint venture, Cournot competition, Oligopoly

JEL Classification: Q53, F20, L24

*Corresponding author: Faculty of Economics, Fukui Prefectural University, JAPAN. E-mail: sugiyama@fpu.ac.jp
**Department of International Trade Promotion, Ministry of Commerce, THAILAND. E-mail: patcharink@ditp.go.th
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August 19,2016

Multinationals, Intrafirm Trade, and Employment Volatility*

Yoshio Higuchi f
Kozo Kiyota §
Toshiyuki Matsuura §

Abstract
This paper examines the theoretically ambiguous relationship between the volatility of employment growth and the
foreign exposure of a firm. We use unique firm-level data for Japan for the period 1994-2012, which allow us to
examine the differences between 1) multinational firms, trading firms, and nontrading firms; 2) manufac-turing and
wholesale & retail trade; and 3) intrafirm and interfirm trade. One of the major findings is that, in manufacturing, the
effect of exports on the volatility of employment varies, depending on the share of intrafirm exports to total sales. In
contrast, in wholesale & retail trade, exports do not have significant effects on employment volatility. The results
suggest that intrafirm trade transmits the effects of foreign demand and supply shocks differently between
manufacturing and wholesale & retail trade.
Key words: Employment volatility; Multinational firm; Intrafirm trade; Wholesale and retail trade
JEL classification codes: F1; F16; L25; L81

*This study was conducted as part of the Project Microeconomic Analysis of Firm Growth undertaken at the Research
Institute of Economy, Trade, and Industry (RIETI). The study utilizes the micro data from the questionnaire in the Basic
Survey of Japanese Business Structure and Activities (BSIBSA), which is conducted by the Ministry of Economy, Trade,
and Industry (METI). The authors acknowledge helpful comments on earlier drafts from Kyoji Fukao, Kaoru Hosono,
Sebastien Jean, Michio Suzuki, and the seminar participants at EHESS (Ecole des Hautes Etudes en Sciences Sociales),
Musashi University, Okinawa University, and RIETI. K and M gratefully acknowledge the financial support received from
a JSPS Grant-in-Aid (JP26285058) and the MEXT-Supported Program for the Strategic Research Foundation at Private
Universities. K also acknowledges financial support received from the JSPS Grant-in-Aid (JP26220503). The usual
disclaimers apply.

T Keio University; E-mail: higuchi@fbc keio.ac.jp

I Keio University and RIETI; E-mail: kiyota@sanken.keio.ac.jp

§ Keio University and KU Leuven; Corresponding author: Keio Economic Observatory, Keio University,2-15-45, Mita,
Minato-ku, Tokyo 108-8345, Japan; E-mail: matsuura@sanken keio.ac.jp; Tel: +81-3-5427-1479.
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Inventing Around, Trade in Similar Products,

and Optimal Patent Breadths

Keisaku Higashida (School of Economics, Kwansei Gakuin University)*
Toshihiro Ichida (School of Commerce, Waseda University)

Abstract

This paper examines the effect of trade in imitated products, which are defined as products invented around, on
innovators’ behavior and patent breadths set by governments of trading countries. In particular, we compare unilateral
patent breadth with the global optimum. To this end, we adopt a two-country model (home and foreign) in which (i)
consumers are uniformly distributed on a circle in each country, (ii) there is one innovator in each country, (iii) there
are potentially many imitators that invent around. The location of each consumer represents preferences for
differentiated products.

We find that if both home and foreign countries are symmetric including patent breadths, a change from a closed
to an open economy increases the investment amounts of innovators. We also find that, given patent breadths set by
home and foreign governments, a change in investment of the home innovator in response to a small change in patent
breadth of home patent breadth may be larger or smaller in an open economy than in a closed economy. When “larger”,
the home government has a stronger incentive to adopt broader patent protection in an open economy than in a closed
economy.

Moreover, when both home and foreign countries are symmetric on innovators’ invention probability and imitators’
entry probabilities, unilateral patent breadth of each government is narrower, which means that patent protection is
laxer, than the global optimum. This result holds even when there is only a home innovator and all imitators are foreign
ones. However, when the foreign country has comparative advantage not in innovating but in producing similar

products, unilateral home patent breadth may be broader than the global optimum.

Keywords:Trade in imitation, innovation, patent breadth.
JEL Code: F12, L13.

*Corresponding Author: 1-155, Ichiban-cho, Uegahara, Nishinomiya, Hyogo 662-8501, Japan. Email:
keisaku@kwansei.ac.jp
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Industrial cluster policy and transaction networks:

Evidence from firm-level data in Japan

August 2, 2016

Toshihiro Okubo*, Tetsuji Okazaki@, and Eiichi Tomiura#

Abstract

Cluster policy is designed to facilitate inter-firm networking. We examine industrial clusters in Japan based on firm-
level transaction data. Firms in clusters expand transaction networks at a higher speed, but significantly only with
firms in the agglomerated core Tokyo, not with local firms within the same region. We confirm the robustness by
regional historical background as instruments. By disaggregating firms by their main bank types, we find that cluster
firms expanding networks are mainly financed by regional banks, not by banks with nation-wide operations. This

suggests the importance of intensive relationship with the main banks for inter-firm network formation.

Keywords: cluster policy; transaction network; relationship banking; firm-level data
JEL Classification: R11; R38; R58; 025

* Faculty of Economics, Keio University
@ Faculty of Economics, University of Tokyo

# Faculty of Economics, Hitotsubashi University
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Subsidy competition, imperfect labor markets, and the endogenous

entry of firms

Tadashi Morita(Kindai University)
Yukiko Sawada(Osaka University)
Kazuhiro Yamamoto(Osaka University)

Abstract
This paper constructs a model of subsidy competition for manufacturing firms under labor
market imperfection. Because subsidies affect the distribution of firms, they influence
unemployment rates, the number of firms, and welfare. In our model, governments always
provide inefficiently high subsidy rates to manufacturing firms. When labor market friction is high,
subsidy competition is beneficial, although subsidies under subsidy competition are inefficiently
high. We show that an increase in labor market friction always lowers welfare, while trade
liberalization always improves welfare. Finally, we find that a rise in labor market friction in a
country raises the equilibrium subsidy rate, affects unemployment rates, and lowers welfare.
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Inventory holding and a mixed duopoly with a foreign joint-

stock firm

Kazuhiro Ohnishi (Osaka University, Ph.D.)

Abstract

This paper investigates a two-period mixed duopoly model in which a state-owned firm and a foreign joint-stock firm
are allowed to hold inventories as a strategic device. The timing of the model runs as follows. In period one, each firm
non-cooperatively decides the level of production. In addition, each firm non-cooperatively decides the level of
inventory it holds for the second-period market. By holding large inventories, a firm may be able to commit to large
sales in period two. In period two, each firm non-cooperatively and simultaneously chooses its second-period
production. At the end of period two, each firm sells its first-period inventory and its second-period production and
holds no inventory. The purpose of this study is to trace out the reaction functions of the state-owned and foreign joint-

stock firms in the mixed duopoly model with inventories.

Keywords: Inventory holding, state-owned firm, foreign joint-stock firm, reaction curves

JEL classification: C72, D43, F23, L30
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Population Growth and Trade Patterns in Semi-Endogenous

Growth Economies

Hiroaki Sasaki
(Kyoto University)

Abstract
This paper builds a two-country, two-sector (manufacturing and agriculture), semi-endogenous
growth model and investigates the relationship between trade patterns and the growth rate of per
capita real consumption. Under autarky, the growth rate of per capita real consumption is higher in
the country where its population growth is higher than that of the other country. Under free trade,
if the home country produces both goods and the foreign country specializes in agriculture, then the
growth rate of the home country and that of the foreign country are equalized, and this trade
pattern is sustainable through time as long as the population growth of the home country is higher
than that of the foreign country. On the other hand, under free trade, if the home country
specializes in manufacturing and the foreign country specializes in agriculture, then the growth
rate of the home country is higher than that of the foreign country, and this trade pattern is
sustainable through time as long as the population growth of the home country is lower than that of
the foreign country. Moreover, our results are consistent with an empirical finding: the relationship
between population growth and per capita income growth differs for developed and developing

countries.
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The Impact of the Madrid Protocol on

International Trademark Transfers

Sho HANEDA*

September 2016

Abstract

This paper examines the effect of the Madrid Protocol on international trademark transfers by
conducting an econometric analysis using the difference-in-difference method with the data of
trademark applications over the period of 2004-2014. The Madrid Protocol was established in the
aim of the reduction in transaction costs of international trademark applications. In order to conduct
an empirical analysis on trademarks and the Madrid Protocol, we employ a concordance of Lybbert,
Zolas and Bhattachayya (2014), which develop a mapping method for ISIC, SITC and NICE
classifications. Our result suggests that the Madrid Protocol may reduce the transaction cost of TMs
applications, although its impacts are observed only in manufacturing sectors. Also, it shows that

inventors may use trademarks complementary as a protection of their patents.

JEL Classification: F13, F14, F23
Key Words: Trademarks, the Madrid Protocol, Patent, Innovation

*College of Economic, Nihon University. Email: haneda.sho@nihon-u.ac.jp
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Policy Uncertainty and Foreign Direct Investment:
Evidence from the China-Japan Island Dispute’

Cheng Chen® Tatsuro Senga’ Chang Sun'® Hongyong Zhang'!

Abstract

Can a temporary negative shock generate long-lasting effects on economic activities? To show
causal evidence, we utilize data from Japanese multinational corporations (MNCs) and explore the
economic impact of the unexpected escalation of an island dispute between China and Japan in 2012.
Our difference-indifferences (DID) estimation substantiates that a sharp, but temporary fall in local
sales of Japanese MNCs in China led to persistent downward deviation of foreign direct investment
(FDI) from its trend. Moreover, despite the quick recovery of local sales, Japanese MNCs in China
have continued to underestimate their local sales, which generates pessimistic and more dispersed
forecast errors after the island crisis. We view this as evidence for a belief-driven channel through
which a large and unexpected negative shock leads agents to revise their beliefs and start tail risk

hedging.

Keywords: Uncertainty, Forecasts, FDI, Geopolitical Conflicts, Business Cycles.
JEL classification: D84, E22, E32, F23

7 We are grateful to Arata Ito, Masayuki Morikawa, Makoto Yano and seminar participants in RIETI for their insightful
comments. Financial support from Hong Kong government and RIETI is greatly appreciated.
8 University of Hong Kong. Email: ccfour@hku.hk.
® Queen Mary University of London. Email: t.senga@qgmul.ac.uk.
10 Princeton University. Email: changsun@princeton.edu.
I Research Institute of Economy, Trade and Industry. Email: zhang-hong-yong@rieti.go.jp
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Theoretical Analysis of the Effect of Fiscal Union: Keynesian Two-Country Model

Masato Nakao**

Graduate School of Economics, Chuo University*

Summary

In this paper, we investigate the effect of fiscal union related to a Capital Markets Union for the euro
area in a Keynesian two-country model with a monetary union and imperfect capital mobility.

We find that the increase in capital mobility between countries by creating a Capital Markets
Union is a destabilizing factor, whereas an increase in fiscal transfers by creating a fiscal union is a
stabilizing factor. However, it is difficult for the periphery countries to adopt expansionary fiscal policy,
because periphery countries are required to obey fiscal discipline. Therefore, in order to have a
successful Capital Markets Union, it is necessary to create a fiscal union together.

Furthermore, we also find that an expansionary monetary policy implemented by the European
Central Bank and an expansionary fiscal policy have positive effects on the real national income of

both core and periphery countries.

Keyword: Two-country model with monetary union type, Economic stability, Fiscal union, Capital

Markets Union, Post-euro crisis

*a12.dm8h@g.chuo-u.ac.jp
**742-1, Higashi-nakano, Hachioji, Tokyo, 192-0393, Japan
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Can Microcredit Work to Alleviate Poverty in Developing Countries?
-A Case of the Grameen Bank of Bangladesh-

Naseer JAMADAR

The purpose of this paper is to examine the role of microcredit to alleviate poverty and empowering women. This
paper also analyses the trend and limitation of microcredit to alleviate the poverty. There is much debate on how to
assess or define the poverty level of a person, because some factors are very much related to defining poverty by
country or region, and by geographical condition and income and consumption. If an individual does not have place
to sleep, three meals a day, clothes to wear, access to education and health services or lack of adequate subsistence
due to a minimum income then it may considered living in poverty. The Grameen Bank started its microcredit program
in 1983, as a Rural Bank, since its activities have focused on the rural poor. Later, the Grameen bank’s success story
in poverty reduction in Bangladesh has resulted in widespread attempts of replications in many other countries,
including the United States and Canada. Over the last three decades microcredit has become an important instrumental
development tool. It now reaches more than two hundred million borrowers and most of them are women and poorest
of the poor. The replication of the Grameen Bank’s microcredit is steadily increasing worldwide, in Asia, Aftica,
Europe, and North and South American countries. More and more poor women are being engaged in small-scale
business. This is largely due to the poverty issue and traditional roles attached them which limit their opportunities for
employment in job markets. A large number of women are at a disadvantage in formal sector employment due to their
exclusion from education and skills training, traditional concepts of sexual division of labor, and the incompatibility
of wage employment with household responsibilities. Microcredit has claimed to foster economic development
through the providing of credit, creating a hope for it borrowers. It also empowering women through asset transfer
and social mobility to make poor people aware of their latent potential, and make them ready to actively participate in
improving the overall development of the poor people’s life at the grassroots level. Despite the ‘success stories’ of
microcredit there have been seen some negative impact when a borrower becomes over indebted, has business failure,

or otherwise finds unable to repay.

Keywords: Microcredit, Poverty Alleviation, Grameen Bank, Developing Countries
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The Impact of Informal Institutions on Tourism Development in Sri Lanka

Poornika Kumari Seelagama

PhD Candidate, Saga University, Japan.
Tourism has been recognized by both developing and developed countries as a cheap and effective strategy of
economic development. Thus, all destinations have implemented various types of formal (government and private
arrangements such as laws, regulations and policies related to the tourism sector) and informal institutions (all implicit
codes that govern human behavior such as norms, folkways, taboos, beliefs, values, customs and traditions) with the
primary aim of maximizing the benefits of tourism to the society. Despite the fact that both formal and informal
institutions are important for the smooth functioning of the tourism industry, Sri Lanka has underplayed the
importance of informal institutions, which has affected the functioning of the formal institutions, and the tourism

industry as a whole.

This study was conducted in four major tourist areas in Sri Lanka (Kandy, Kitulgala, Pinnawala and Arugambay) with
the following: to gain an insight into the level of satisfaction of foreign tourists with formal and informal institutions
pertaining to tourism goods and services in Sri Lanka; to understand attitudes of the host communities to tourism and
tourists; and to discern the level of community participation in tourism-related activities. The questionnaire and
hearing surveys suggested unfavorable informal institutions such as procrastination; lack of efficiency, etiquette,
cleanliness and cross cultural understanding; labelling, stereotyping and stigmatizing have hampered the efficient
functioning of formal institutions such as services at hotels and other tourism related organizations. It was observed

that professionalism was lacking in small, medium and micro level enterprises due to lack or total absence of training.

Human resource training was lagging behind mainly due to the attitude that tourism is an industry to make quick
money without qualifications or training. As a result, the industry attracts a large number of unqualified and
untrained people who resort to shortsighted methods to make money through tourism.  The study also found that the
host community could harbor resentful attitudes towards tourism and tourists when access to economic benefits
through tourism is blocked. This was most visible in areas where community participation, an essential ingredient
to ensure equitable distribution of economic benefits of tourism is absent or inadequate. This has resulted in
spawning a stereotypes and prejudices against types of tourists, which has increased discriminative treatment of
tourists by locals. It also observed that community participation in tourism is mainly limited to remunerated
activities or self-employment in tourism. A majority of stakeholders do not share any decision-making power nor
are they considered important in national tourism plans structured by formal institutions. Thus the study concludes
that informal institutions are critically important to improve tourist goods and services, and satisfy a larger number of

foreign tourists visiting Sri Lanka.
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