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Table 2.1 Comparison of Empirical Studieson Japan's TFP growth in 1990s

Capital services

Labor Services

Estimated annual TFP growth rate

Adjustment of Assumptions on Productiony
Study Period Outputs . . . Share deflator for IT technolog . Non-
Capital stock a:gescapltal service Capital utilization Labor quality Hours worked products market structure y Macro level Mansl;fcalf(:)trun " manufacturi ng
P sector
Net capital stock estimated by the Perfect Constant . "
Hayashi and Prescott GNP (basedon  perpetual inventory method. Net . . Adjusted by total '”9"’.“8 share . competitionin  returnsto 1983-91: 2.36%
1960-2000 : ? ) Unadjusted Unadjusted withinvalue  Unadjusted
(2002) 1968 SNA) foreign assets and inventories are hours worked ) both output and scale
; - ] added (fixed) . 1991-00: 0.19%
included in the capital stock. input markets (CRS)
Yoshikawaand GlDQZé N A)on Gross capital stock of private Income share comperfificgn in 1980-90: 1.20%  1980-90: 2.5%  1980-90: 0.5%
1980-1999 ! enterprises (statistics published Unadjusted Unadjusted Not reported withinvalue  Unadjusted et CRS
Matsumoto (2001) sectoral value X - ) both output and
dded by the Cabinet Office) added (fixed) input markets 1990-98: -0.90% 1990-98: 0.3%  1990-98: -1.39
Hattori and Mivazaki Gng'Zé N A)on Gross capital stock of private Adjusted by capacity- Adiusted by torg 'eOme share ComPen;(taic;n in 1987-93: 1.20%  1987-93: 1.61% 1987-93: 1.619
Y 1978-1997 ! enterprises (statistics published utilization rate only in the case Unadjusted ! Y withinvalue  Unadjusted pet CRS
(2000) sectoral value by the Cabinet Offi f facturi N hours worked added (fixed both output and
added y the Cabin ice) Of manuracturing sectors (fixed) input markets 1994-97: -0.60% 1994-97: 1.54% 1994-97: -1.43¢
Cabinet Office, Gng';é N A)on Gross capital stock of private utm?;iidrla)tye both ilrl1yt-he Adjusted by hours  Income share comPerfi(téic;n i 1981-90: 1.60% 1981-90: 2.1%  1981-90: 1.3%
Government of Japan  1981-2000 ! enterprises (statistics published . : Unadjusted workedineach  withinvalue  Unadjusted et CRS
(2002) sectoral value by the Cabinet Office) manufacturing sectorsand in sector added (fixed) both output and
added Y the non-manufacturing sectors input markets 1991-00: 0.20%  1991-00: 1.8%  1991-00: -0.3
Adiusted by age Adjusted by IT . . . .
- Sectoral value Net capital stock and service ] ] ! Y 808, Adjusted by hours deflator of the Perfect 1981-89: 2.67%  1981-89: 1.219
Nishimura and X . 3 Adjusted by assuming that the education . s
X X 1975-1998  added (based on prices of five capital goods o A ! worked in each Cost share us competitionin CRS
Minetaki (2003) 1968 SNA JCER datab capital isaquasi-fixed factor ~ attainment, and sect " ized  input market
) ( 250) type of occupation or (apa;:)ggrlj) Input markets 1990-98: 0.30% 1990-98: -0.26¢
Adjusted by capacity-
P . . -0 0, -90" 0 -90: 0,
GngF;:(%bgﬁ)on Net capital stock and service u::;ilfl;)cr: l:?ﬁlr;l:) :::.: gf Adjusted by hours Income share Coml';’)er;‘fifi(z:n 0 1981-90: 1.63% 1981-90: 2.81% 1981-90: 1.189
Miyagawa (2003)  1981-1999 § prices of five capital goods ) ng . Unadjusted workedineach  withinvalue  Unadjusted CRS
sectoral value adjusted by information on " both output and
(JCER database) S X sector added (fixed) .
added electricity input in the case of input markets 1991-99: 0.84% 1991-99: 1.37% 1991-99: 0.649
non-manufacturing sectors
Adjusted by capacity-
utilization rate in the case of ] . . .
based 1983-91: 0.40% 1983-91: 0.78% 1983-91: -0.15¢
Fukao. Inui. Kawai Gng';(g N A)on Net capital stock and service manufacturing sectors and Ad]::neg:gugc;ﬂgi' Adjusted by hours Perfect ’ ’
N N ', 1970-1998 § prices of 37 capital goods (JIP  adjusted by diffusion indices agea worked in each Cost share Unadjusted competitionin CRS
and Miyagawa (2003) sectoral gross 8 A attainment (JIP N
database) on excess capacity (BOJ) in sector input markets
output the case of non-manufacturing database) 1991-98: 0.03% 1991-98: -0.16% 1991-98: 0.27¢
sectors (JIP Database)
Net capital stock and service Adjusted by gender, Adjusted by IT
i 1 i 1975-90: 1.01%
Jorgenson and Based ontheir own  P11oS of 62 capnal goods plus - ] e education Adjusted (KEO deflator of the Perfeci .
X 1975-1998 N input of land, inventory stock, Not explicitly adjusted attainment, and Cost share us competitionin CRS
Motohashi (2003) definition of GDP . database) " . N
software, and durable type of occupation ("harmonized  input markets 1990-98: 0.89%
consumption goods KEO database) approach")
Adjusted by hours Private sector mar?uufrazbllﬁing
GDP (based on . . Changes in hours per worker is Adjusted by gender, worked in eac h 1980-90: 1.9 1980-90: 2.8% 1980-90: 1.6%
1968 SNA) Net capitdl stock and service oo oroxy for unobserved age and education S 0" (Statistics Parfect  psisnot 1990-08: 1.4%
1973-1998 N prices of 37 capital goods (JIP proxy agea published by the ~ Cost share Unadjusted competitionin - a7
sectoral gross changes in both labor effort attainment (JIP . N assumed. Non-durable
database) . R Ministry of input markets . R
output and capital utilization database) Welfare and Privatesector  manufacturing 1990-98: 2.1%
Labor) 1990-98: 1.9  1980-90: 1.7% o

1990-98: 1.9%

Source: Inui and Kwon (2004) and the papers listed.
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Table 3.3 Comparison of Total Factor Productivity Decompositions of Each Country's M anufacturing Sector Based on Foster, Haltiwanger, and Krizan Method

TFP

Contribution of each effect

Entry Exit effect

effect in total TFP growth.

2005/9/30

EE M&A

- Redistributio . Net entry . )
Source Country  Unit of analysis Period growth Within n effect Between - Covariance effect . effeq (|np luding
total (%) effect effect effect (including switch-out
subtotal subtotal S
switch-in effect)
a=b+c+f b c=d+e d e f=g+h g h

Ahn, Kwon, Fukao (2004) Korea Establishment 1990-98 28.1 11.35 0.63 -2.28 2.90 16.11 15.60 0.50

(0.40) (0.02) (-0.08) (0.10) (0.57) (0.56) (0.02)
Foster, Haltiwanger, and Krizan (1998) USA Establishment 1977-87 10.2 4.92 2.66 -0.82 3.48 2.66
(0.48) (0.26) (-0.08) (0.34) (0.26)

This paper Japan Firm 1994-2001 21 1.20 0.33 -0.09 0.42 0.61 1.13 -0.52
(0.56) (0.15) (-0.04) (0.20) (0.29) (0.53) (-0.24)

Barnes, Haskell, and Maliranta (2001) Finland Firm 1987-92 54 -5.08 6.37 2.86 351 4,10 2.92 1.19
(-0.94) (1.18) (0.53) (0.65) (0.76) (0.54) (0.22)

France Firm 1987-92 -7.7 -10.16 1.46 1.62 -0.15 1.00 0.92 0.08
(1.32) (-0.19) (-0.21) (0.02) (-0.13) (-0.12) (-0.01)

Italy Firm 1987-92 15.5 8.22 2.17 3.57 -1.40 5.12 5.43 -0.31
(0.53) (0.14) (0.23) (-0.09) (0.33) (0.35) (-0.02)

Netherlands Firm 1987-92 2.7 4.16 -0.16 2.46 -2.62 -1.30 0.16 -1.46
(1.54) (-0.06) (0.91) (-0.97) (-0.48) (0.06) (-0.54)

UK Firm 1987-92 -4.5 -6.93 1.40 -1.04 2.43 1.04 0.23 0.77
(1.54) (-0.31) (0.23) (-0.54) (-0.23) (-0.05) (-0.17)

NOTES. TTHE entry and eXIT eITects I tis paper and 1 Ann, Kwon, and FUKao (2004) IMCTUJE e SWITCH-1N and SWITCN-OUL ETECES, TeSpectivaly. VA UES IN par entneses Jenote te snare of eacn
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Figure 3.1 Start—up and Closure Rate of Establishments: Japan—US Comparison

Figure 4.1.Panel A. Start—up Rate: Figure 4.2.Panel B. Closure Rate:
Japan—-US Comparison % Japan—-US Comparison %

—&— All industries: US

—a&— All industries:
Japan

Wholesale, retail
and restaurants:
Japan

Services: Japan

e Manufacturing:
Japan

Both the US and the Japanese data are based on statistics of employment insurance program.

Sources: Small Business Administration, US Government (1998), Small and Medium Enterprise Agency, Ministry of
Industry, Trade and Industry, Japanese Government (2001), and Study Group on “Industry Hollowing—out” and Tariff
Policy, Ministry of Finance, Jap
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Figure 4.1 Diffusion Index of Business Conditions (" Favorable" minus" Unfavorable") in the
Manufacturing Sector: by Firm Size

60

40

— Large
- - - Small
—— Large minus Small

-20

-40

-60

Source: Bank of Japan 'Tankan (Short-term Economic Survey of Enterprisesin Japan)'

Notes: The BOJ revised the Tankan from the March 2003 survey onwards. In the case of the December 2003 survey, both the
data based on the old format and the data based on the new format are available. Using these data we linked the statistics
before and after therevision.

Before March 2004, small firms are defined as firms with 50-299 employees and lar ge firms ar e defined as firmswith 1000 employees or
more. After March 2004, small firmsare defined asfirms capitalized at 20 million yen or moreto lessthan 100 million yen and large
firmsaredefined as firms capnitalized at 1 billion ven or more.



Figure4.2 Labor Productivity in the Manufacturing Sector: by Firm Size, L ogarithm of
Value Added (in Million Yen) per Worker
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Sour ce: Ministry of Finance Statistics Monthly: Annual Financial Statements Statistics of Corporations,

Notes: Small firms are defined as firms capitalized at 10 million yen or mor e to less than 100 million yen.
Medium and large firms are defined as firms capitalized at 100 million yen and more.
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Figure 4.3 Changein TFP Gap by Industry and Industry Characteristics: 1994-2001
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Table4.7 Trangtion Matrix of Firms Rank: 1994-2001

TFP-level group in 2001

Lowest 2nd TFP 3rd TFP 4th TFP 5th TFP 6th TFP 7th TFP 8th TFP 9th TFP TIEE

TFP level level level level level level level level level

group group group group group group group group group -
Lowest TFP group 34.0% 17.3% 103% 9.0% 7.2% 68% 4.1% 4.1% 3.3%  3.9%
2nd TFPlevel group | 19.9% 18.8% 15.0% 128% 92% 73% 45% 51% 44%  3.0%
3rd TFP level group 12.7% 154% 149% 13.3% 114% 86% 95% 46% 55% 4.1%
TFP- | 4th TFPlevel group 93% 121% 141% 149% 132% 116% 93% 63% 51% 4.0%
level 5th TFP level group 58% 98% 12.7% 133% 14.1% 11.7% 12.0% 91% 7.0%  4.5%
yroup in[ 6th TFP level group 42% 9.6% 102% 11.2% 11.7% 139% 13.1% 108% 8.6%  6.8%
1994 | 7th TFPlevel group 37% 54% 9.0% 105% 10.3% 13.1% 14.3% 13.2% 11.8%  8.7%
8th TFP level group 39% 44% 49% 57% 91% 11.6% 145% 17.1% 17.3% 11.5%
oth TFP level group 33% 44% 51% 50% 79% 9.6% 104% 16.3% 18.6% 19.5%
Top TFP level group 24% 32% 36% 42% 62% 6.1% 79% 134% 182% 34.9%
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[able 4.8 Comparison of Firms Employment Growth and Firm " Exits" between the Top Firm Group and the Bottom Firm Group: Al

Manufacturing Firms

Below the 25 percentile in each industry Above the 75 percentile in each industry
Number of workers Number of workers
Growth rate of Percentage of Growth rate of Percentage of
Fiscal year All firms  thesurvivors Firms"exited" workersinthe| All firms  thesurvivors Firms"exited" workersin the
total workers firms "exited" total workers firms "exited"
a b c=bl/a a b c=bl/a
1994 825336 86358 10.5% 2475820 120704 4.9%
(3396) (556) (3419) (375)
1995 759593 -3.3% 86344 11.4% 2734449 -0.9% 141268 5.2%
(3559) (536) (3582) (370)
1996 694034 -2.2% 86792 12.5% 2743078 -1.1% 151256 5.5%
(3519) (523) (3541) (382
1997 728367 -0.8% 84792 11.6% 2620956 -0.6% 143750 5.5%
(3491) (533) (3515) (319)
1998 696177 -5.2% 68078 9.8% 2418887 -1.5% 182579 7.5%
(3479) (503) (3501) (348)
1999 679635 -3.0% 131938 19.4% 2381912 -1.5% 168144 7.1%
(3423) (768) (3448) (530)
2000 644740 -1.7% 69637 10.8% 2214509 0.4% 104466 4.7%
(3182 (469) (3206) (303)
2001 651308 -6.2% 2262099 -2.9%
| (3329) (3354)
Average value -3.2% 12.3% -1.1% 5.8%
Notes: The valuesin parentheses denote the number of firms.
2005/9/30 RE M&A 20
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MEXICTBWVWTHEREEDAEE
TEDRBRBEIEREFBE L TITHONT-

"able3.1" Entry" and " Exit" of Domestically-Owned and Foreign-Owned Firmsin the Manufacturing Sector
(number of firms, values in parentheses are total salesin billion yen)

E I KD KERGT EMEAKS

e

1994 2000
Based on 33.4% Cut-Off | Based on Location of Based on 33.4% |Based on Locatic
Total firms Point Parent Firm Total firms|  Cut-Off Point Parent Firm
Manufacturing Domestic Foreign Domestic Foreign Domestic Foreign |Domestic Foreic
Total 13731 13536 195 13614 117 13486] 13250 236] 13384 |
(250000) (238000) (12200)| (246000) (4082)] (265000)] (241000) (23700)] (260000) (4
irms that "exited" in 1994-2000 4207
(34044)
Breakdown of "exited" firmg| 4145 62 4161 46
(31900) (2124)]  (32900) (1095)
irms that "entered" in 1994-2000 3962
(32300)
Breakdown of "entered” firms 3889 73 3927
(31000)  (1221)] (31700) (
-irms that "stayed" in 1994-2000 9524 9524
(216000) (233000)
Breakdown of "stayed" firms
Stayed as domestically-owned] 9330 9439 9330 9439
(192200) (212000) (205700) (227600)
Stayed as foreign-owned| 102 53 102
(6785) (2680) (8285) (3
Changed from domestically-owned 61 14 61
to foreign-owned (13800) (516) (14100) (
Changed from foreign-owned 31 18 31 18
to domestically-owned (3215) (298) (4300) (323)
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F INRILT—RIZLBEMRAREIZBET BB ST

TFP
In(TFP)t-1 -0.309  -0.309 0.209 0.209
-78.74) | -78.75) | (26.61)  (26.62)
Out-In M&A ( 0.010 0.009
(1.33) (0.41)
Out-In M&A ( 0.022 -0.008
(2.26) (-0.25)
In-In M&A 0.004 0.004 0.001 0.001
(1.55) (1.52) (0.20) (0.21)
In( )t-1 0.009 0.009 -0.021  -0.021
(31.58)  (31.61) | (-32.09) (-32.11)
-0.037  -0.037 0.129 0.129
-19.74) | -19.77) | (28.82) (28.84)
yes yes
yes yes
63242 63242
) () t
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MRAERSIFI D /INTA—I U ATILDIETE

2H> 7 )L( N=127)

INDA—TAZEL D LLE AR TE

EDEH| tiE |@ERE
[l ( FE)
HEERETILEDE -0.091 | -2. 317 KK
T LEREEDE 0.033 | 0.875
EEXEFSLTIEEDE 0. 035 2. 591 KK
BeEARLLEDE 0. 136 4. 108 o
I N-INC N=96) QUT-I N( N=31)
EDEY| tE |HMARE|EDFEH| tE |mAKRTE
([l ( FE) ([El ( F5)
HEERETILEDE -0.079 | -1.563 -0.130 | -3.139 koK
TELEREERDE 0. 056 1. 223 -0.040 | -0. 708
EXNBRLEILLEDE 0. 038 2. 521 Kok 0. 027 0. 869
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DI (FE—FHAE)

MEARTZED/INTA—R UV RAIEEER LR EN LT HEC

—

il

<1> <2> <3> <4> <5>
KRERAIENL |jEEHE|ZLEEL|ELABL|RERNBSLE|BOEAE
IME2FEDEARE)| ek s b b b
OUT-INA=— -0.208 —0.131 0.075 0.052 0.107
(—2.066) ** (-1.304) (0.943) (0.746) (1.077)
MRAFZHE (B UNA —0.081 0.076 0.146 0.171 0.224
(-0.759) (0.720) (1.718)%|  (2.271)%x|  (2.146)%x
TOBS =— 0.055 0.167 0.014 -0.008 —0.071
(0.528) (1.600) (0.163) (-0.109) (—0.690)
HTHEPE (JFEE=1) 0.023 -0.107 -0.125 —0.142 0.041
(0.221) (-1.027) (-1.471)[ (-1.894)x (0.388)
BEIRIGE LS -0.039 -0.030 —0.030 -0.025
(-0.424) (—0.404) (—0.466) (-0.278)
EEIETENEE J=F -0.013
(-0.141)
G| HIE EFE —0.649
(—8.066)***
5| E AR 2R -0.727
(—10.372)%%*
WE|IRIEEEARLE —0.046
(-0.513)
R23E 0.204 0.206 0.513 0.619 0.248
F{E 1.209 1.224 4.714 7.288 1.474
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