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The Japanese government’s gross debt to GDP ratio was estimated
at 233% as of the end of 2011 (IMF estimate), a level far higher
than the 166% in Greece, which has fallen into financial crisis (the
figures for Greece are prior to the March 2012 principal reduction
on government bonds held by the private sector; the same hereafter).
In terms of the net debt after deducting financial assets holdings from
gross debt, the ratio in Japan is 131% and rapidly approaching the 153%
in Greece. Japan’s annual fiscal deficit is also at an extremely high level,
and 1s estimated to have reached about ¥48 trillion and 10% of GDP
in 2011. Even if Japan’s consumption tax were raised ten percentage
points to 15%, the tax revenue increase would amount to around ¥24
trillion, and only reduce the deficit by half. Japan’s financial position
is becoming worse than that in the countries at the edge of Europe
which suffered financial crises and are receiving financial support.
Japan, however, differs from Greece in several respects.

First looking at the currency system, Greece does not have
an independent currency or central bank. So the government of
Greece cannot depend on a central bank as a lender of last resort in
raising funds. In contrast, when facing a financial crisis, the Japanese
government can maintain payments using borrowings from the Bank
of Japan by revising the Bank of Japan Act and other legislation, as a
last resort. This has the risk of sparking inflation, but it could happen
for the purposes of averting government default.

The conditions are also very different between Japan and Greece
in terms of the balance of payments. Greece has an ongoing balance
of payments deficit, and is a debtor nation. Over the 10 years to 2010,
Greece’s cumulative balance of payments deficit was 111% of GDP
(IMF statistics, the same hereafter). Moreover, that debt is denominated
not in Greece’s own currency, but in the common currency the Euro.
In contrast, Japan is a creditor nation, and recorded a cumulative
balance of payments surplus equivalent to 28% of its GDP over the
same decade. Most Japanese government debt is yen-denominated debt
held inside Japan. Moreover, because Japan is a creditor nation, even
if domestic investors were to consider the credit risk of the Japanese
government, sell yen which are their asset holdings and purchase
foreign currency, the subsequent depreciation of the yen would lead
to [yen-denominated| gains by companies, households and financial
institutions which hold foreign currency denominated assets. The
Japanese government also holds some $1.3 trillion in foreign currency
reserves (as of the end of February 2012), so it would reap substantial
gains from yen depreciation.

Since the conditions in Japan and Greece are so different in this
way, even if Japan’s fiscal deficit expands for reconstruction from
the earthquake disaster, there is little likelihood that the Japanese
government will fall into a fiscal crisis like the present crisis in the
Euro zone in the near future. Nevertheless, the following types of
different crisis scenarios are conceivable.

(1) Politicians fear the reaction of the electorate, continue putting off
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tax increases, and the government’s cumulative debt expands. As
a result, a rise in interest rates could lead to a growing risk of an
increased interest payment burden.

The elderly population segment 50 and older that owns most
Japanese financial assets slowly lose confidence in the Japanese
government and transfer their funds from yen to foreign currencies,
gold, stocks, real estate, etc.

The prices of long-term Japanese government bonds decline and
long-term interest rates begin to rise.

The government, facing an increased interest payment burden
from the issuance of new bonds and replacement of existing
bonds, shortens the maturity structure of issued bonds, and mostly
finances deficits with short-term bonds. As long as the Bank of
Japan maintains the zero interest rate policy, the government’s
interest payment burden does not increase and a fiscal collapse
is put oftf. At the same time, however, the shortening of the
government bond maturity structure brings a growing risk that
future increases in short-term interest rates will suddenly increase
the government’s interest payments.

The funds shift in (2) above accelerates with a worsening of
government finances. In particular, if the current account balance
turns to a deficit as the savings rate declines with the aging of
society and the fiscal deficit expands, there will be a growing risk
of a large depreciation of the yen. If, in fact, the yen then declines
and share prices rise, this could be positive for business conditions
and result in a bubble-like economic recovery. In turn, the inflation
rate would then begin to rise. An economic recovery would
increase tax revenues, and decrease the fiscal deficit. If a major
tax increase and deficit reduction could be achieved at that point,
it might be possible to avert fiscal collapse. If the government
hesitates to raise taxes, however, the economy might enter the
following scenario.

If the Bank of Japan raises interest rates to counter rising inflation
and implements monetary tightening, this could drastically increase
the government’s interest payments, and the government’s credit
could suddenly decline.

If the government intervenes in Bank of Japan monetary policy,
forces low interest rates, or forces purchases of government bonds,
inflation will accelerate further and government bond prices will
plunge.

With the sudden rise in interest rates, banks holding large
quantities of long-term government bonds would suffer massive
losses, and request financial assistance from the government.

If the government forces the Bank of Japan to underwrite
government bonds at low interest rates, the government could
avert a sudden increase in government debt from increased
interest payments. In this case, just like the inflationary period
immediately after the defeat in the Second World War, it would be
possible to greatly decrease government debt, and the government
would successfully restore the fiscal balance. In terms of income
distribution, however, individuals holding government bonds,
life insurance, personal pensions and other financial assets would
suffer a great loss from the loss of their real value. In this case, the
government could restore the soundness of government finances
through inflation tax. However, there would then be many people
who would face problems with money to live on because the real
value of financial assets would greatly decline.

In this way, loss of confidence in the government would bring

great confusion to the Japanese economy and financial markets, and
might cause severe damage to market functions. The maintenance of

“government quality” is a prerequisite to maintaining “market quality”.
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Ms. Fang He (Panel Data Section) Mr. Sung-ho Cho (Labor Section)

Dr. Asuka Yamaguchi
(Historical Analysis
Section)

The FY2011 Second GCOE Researchers Symposium
took place February 13, 2012 at the Keio University
Mita Campus. This symposium is held for young re-
searchers to present their research findings on “Rais-
ing Market Quality” which is the common theme of
this GCOE, and to further advance their research. A
total of nine papers were presented.

First, three papers were presented by research-
ers from the Labor Section and the Panel Data Sec-
tion investigating the effects of the Great East Japan
Earthquake. The Labor Section paper focused on the
changes in time allocation within Japanese house-
holds following the earthquake. The two Panel Data
Section papers used data from a special survey re-
garding the earthquake, and respectively analyzed
(1) the impact of the earthquake on job seeking be-
havior and (2) differences in the earthquake's impact
on working conditions by region and by individual
worker attributes.

Next, the Finance Section and the Management,
Accounting and Marketing Section each presented
one report. The former focused on the quality of Chi-
nese financial markets, and analyzed the changes in
the competitiveness of the banking industry making
full use of the latest data and highly versatile analyti-
cal methods. The latter presented a theoretical model
which complements the strengths and weaknesses
of conventional theory on customer satisfaction
in response to service recovery actions by customer
service staff.

Finally, researchers from the Historical Analysis
Section presented four papers. The first analyzed the
night soil distribution network in the outskirts of To-
kyo that re-formed in the pre-war era, and its impact
on Saitama Prefecture and Chiba Prefecture. The
second presented research on the pre-war Japanese
fishing market, centered on the development of
trawl fishing. The third focused on Tianjin and Shang-
hai during the 1920s and 1930s, and clarified the re-
lation between their respective interbank settlement
customs and the upgrading of settlement systems.
The fourth examined changes in the structure of the
market for conventional paper, which was a main
trade item in the trade across the Taiwan Strait from
the late 19th through the early 20th century.

The papers all contributed to the development of
the theory and application of raising market quality.
The audience provided constructive comments, and
this was a very significant symposium for the young
researchers.
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Keio University Joint Research Center for Panel Studies Symposium

“Education, Healthcare, Employment, Social Security and Tax Systems”

March 9, 2012
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The Keio University Joint Research Center for Panel Studies Symposium “Educa-
tion, Healthcare, Employment, Social Security and Tax Systems” took place March
9, 2012 at the Keio University Mita Campus. At the symposium, held for the third
time this year, five papers were presented with various empirical analyses using
the Japan Household Panel Survey (JHPS), which is implemented by the Keio Uni-
versity Joint Research Center, and the Keio Household Panel Survey (KHPS), which
is carried out by this GCOE.

In the first half, reports were presented on the effects of the 2010 tobacco tax
increase on smoking behavior, the effects of nursing care burdens on employment
behavior, and changes in people’s altruistic values and sense of well being follow-
ing the Great East Japan Earthquake. In the second half, one paper considered the
effects of minimum wage increases after 2007 on wages, working hours and em-
ployment opportunities. The other used the JHPS, KHPS and the Japan Child Panel
Survey (JCPS) to
examine the ef-
fects of children’s
attributes and fam-
ily background on
their study abili-
ties.

Professor Masao Ogaki
(Keio University)

Professor Yoshio Higuchi
(Keio University)
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International Conference “Empirical Investigations in Trade and Investment VI”

March 15-17, 2012
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The international conference “Empirical Investigations in Trade and Investment VI”
took place March 15-17, 2012 at the G-SEC Lab on the Keio University Mita Cam-
pus. It was co-sponsored by this GCOE, the Hitotsubashi University GCOE pro-
gram, and the Economic Research Institute for ASEAN and East Asia (ERIA).

This conference, held for the sixth time, is primarily organized by the Interna-
tional and Economic Development Section. The conference calls for empirical re-
search papers concerning trade and investment each year, and 15 are selected for
presentation. Over 120 papers were submitted this year from around the world,
demonstrating the growing prominence and recognition of the academic signifi-
cance of this event.

A total of 46 researchers participated, including 22 from overseas. The confer-
ence featured the presentation of cutting-edge research findings and in-depth dis-
cussions. It provided many theoretical and empirical clues for examinations of
“market quality” in international economics and development economics.
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Q International Conference "ltaly and the World Economy”

February 23, 2012
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The 17 euro zone countries implement a single monetary policy
because they use a common currency. Initially, because the inter-
est rates in each euro zone country were converging toward the
German interest rate, fiscal deficits were kept at a suitable level and
financial markets remained stable. As each country implemented
stimulus measures in response to the global financial crisis, how-
ever, interest rates rose in Greece, which has a large fiscal deficit,
government bond interest payments ballooned, and Greece fell into
danger of financial collapse. The establishment of fiscal discipline in
the euro zone is an urgent issue for Europe, and to provide support
to Greece.

This conference was held February 23, 2012 on the Keio Univer-
sity Mita Campus, with presentations by Professor Gianni Toniolo
(Bank of Italy Research Institute) on the historical development of
the Italian economy and by Professor Uwe Vollmer (Leipzig Univer-
sity) on the recent conditions of the
euro. From Keio University, Profes-
sor Shunpei Takemori explained in-
terest rate trends on the euro
market, Professor Sahoko Kaji com-
mented on the euro crisis and Pro-
fessor Naoyuki Yoshino compared
the fiscal deficits in Japan and
Greece. The presentations were fol-
lowed by lively discussions among
the participants and presenters.

® 136 GCOE L2 NU—t=F—

(BB ITHRFEOREZEEAD ]

13th GCOE History Seminar “Formation of the Postwar Order in Asia”

December 22, 2011
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The 13th GCOE History Seminar “Formation of the Postwar Order
in Asia” took place December 22, 2011 at the Keio University Mita
Campus. This seminar featured a research presentation by Sophia
University Associate Professor Taizo Miyagi, who is researching in-
ternational politics in postwar Asia, and was attended by research-
ers from inside and outside Keio University.

The reconstruction of order in Asia following the Second World
War, amid the development of the Cold War and Asian nationalism,
was important not only for defeated Japan and other Asian coun-
tries, but for the U.S., the U.K. and other Western powers as well.
The presentation explained the roles of the countries concerned in
the formation of the post-war order in Asia from the diplomatic per-
spective, and was followed by discussions on this diplomacy and
the relations between the economy and politics, such as the impact
on corporate behavior, and on the role of the government and the

state in the market.
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To establish and maintain high quality markets, it is necessary to focus
on the behavior of individual companies and consumers, which are
the market players. Within this field, my primary research area is
consumer behavior in service market.

Attempts to generalize the behavior of individual consumers into
market concepts are justified by emphasizing both theoretical and
empirical validity. | have conducted research with the axes of the
“expectancy disconfirmation theory” whereby service quality which
exceeds consumers’ expectations causes a (positive) disconfirmation,
and in turn, has a positive impact on consumer satisfaction, and the
“indebtedness theory” whereby the service receiver has a negative
feeling toward the service provider because of feeling indebted from
having received extraordinary service.

In my research to date, | have focused on spot service transactions
and found that service quality exceeding expectations causes not only
a positive disconfirmation, but also a sense of debt, and that the
latter decreases cansumer satisfaction.

In my future research, | will focus on long-term service transac-
tions, and | see the need for closer theoretical and empirical investiga-
tions, which have tended to be insufficient in the literature. By advanc-
ing the research in that direction, | hope to contribute to the develop-
ment of theory in marketing and related disciplines.
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| have researched the characteristics of resource management in
modern Japan and the circumstances of regional development and
growth via resource use, focusing on Japan's hot springs resources.
My research analyses the historical shifts in hot springs use and the
protection of hot springs resources, investigating how the order of
hot springs resources use, which was initially dictated by local society,
changed as modern land ownership rights came to be established
from the Meiji era forward.

While at this GCOE program, | researched Atami hot springs in
Shizuoka Prefecture as a case study, analyzed the conditions of the
trading of hot springs rights (rights to utilize hot springs resources)
which took place there, and clarified how the hot springs management
works implemented by the town based on municipal ordinances stan-
dardized hot springs rights trading and facilitated efficient resource
use.

| have since expanded my subject area to the locations of hot
springs nationwide including Kinosaki hot springs and Dogo hot
springs, and | am advancing analyses of the approach to hot springs
resource use at each location. The results of this research include the
publication of “Resource use conflicts during industrialization: a case
study of pre-war Joban Yumoto spa,” Socio-Economic History, lol. 77,
No. 4 (2012). I will now expand the research beyond hot springs, to
examine the other resources forests and fields, fishing grounds and
water, which are renewable resources, to clarify the historical devel-
opment of Japan's resource use from the perspectives of both resource
ownership and resource utilization.



=2 Awards

% 13 EEFAAOFZRFESE (2012 )

EuET

(BERPAZRBEZHHIE (BIE REEHEIO—/VUL COE S
SEHEERSE))

=2 Tsuya, Noriko O., Feng Wang, George Alter, James
Z. Lee (2010) Prudence and Pressure.: Reproduction and
Human Agency in Europe and Asia, 1700-1900, The MIT
Press

nnel Transfers

FHENT
B mEhE#HE S O0—/ UL COE RE (PD)
2012F 4 5 1 HEDFEAFRELS FEHM

IR

BB mEhEE S O—/ UL COE TRE (RA)

2012F 4 A 1 B& b BAZAMRESFSRIMzRE (J0—/0U0
COE)

EMRAE]
20124 481 B&DER REE#HIO—/)L COEFRRE
(PD)

ISR
20124 471 B&LDOER REE#HIO—/)VL COEFRRE
(PD)

ot
20124 471 B&LDER REE#HIO—/)L COEFRRE
(PD)

LN ES
20126471 B&LDER REEHIO—/)VL COEFRRE
(RA)

BREES
2012 48 1 B&LDOER REE#HITO—/)VL COEFHRE
(RA)

ERAE
2012F 43 1 BLOER R#BEHEIO—/VL COE KRS
(RA)

ntations of Degrees

JORR (B (BEF). BESZAE)

BEHR  SHBEIT

X L BRI ET)VIC L DBEERDIFT
FAES5H 2012438 1H

RAGT (B (BEP). BERBKAS)

FEEHUR | IR

MY L BBBERROHBRETHOI IO EREDNT
FAESH 2012 3823 H

Ahvy3y - R—)\— —&

of Discussion Papers

HrhizE
[HFEORITEICBVCEHERITEATLD D] DP2011-041.
20124 3R

Seko, Miki, Kazuto Sumita and Jiro Yoshida
"'Downward-Sloping Term Structure of Lease Rates: A
Puzzle," DP2011-042, March, 2012

tBOsKE - (K —E - BT
[FEEREAN SIEREANDGRICEDRAZEFEND]
DP2011-043. 20124 3 AH

ILOBRBE
[RHRECHITDAMFIA—1932 ~ 45 FOEFRITDIR
BEEEZFPILIC] DP2011-044, 201243 8

BRE

[BRICBITDRETHNDORBEE D —RAAKEXRICE{ED
dbofcdh] DP2011-045. 2012%F 4 A8
[HADHBARFOMIFEIAEE] DP2012-001. 201244 H
[N BB S HANDZE] DP2012-002. 20124 4 H
Cole, Matthew A., Robert J. R. Elliott, Toshihiro Okubo
and Ying Zhou

"The Carbon Dioxide Emissions of Firms: A Spatial Anal-
ysis," DP2012-003, May, 2012

1E—E
U= 3 v IR MMBNABEDREMERRBENR
DiREE] DP2012-004. 2012458

EERFRPALHERELMER - BEMER
RERFHE B FAmERS

20—/ COE 7O >/ Newsletter
g 2012, June, No.15
#7H 2012468248
KFxE WA/

T 108 —

8345

RREBX=H2 - 15 - 45 EERZ=EAMRZECLVI-T EHREHRLT 1 )

TEL 1 03 — 5427 —-1869

FAX:03—-5418 —6728

http://www.gcoe-econbus.keio.ac.jp/
http://www.kier.kyoto-u.ac.jp/



