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The Money Section of Keio/Kyoto Joint Global COE Program
“Raising Market Quality — Integrated Design of Market
Infrastructure” is conducting analyses on how tax systems and fiscal
policy affect economic actors around markets. Among the three
fiscal policy functions of resource allocation, income redistribution
and economic stability, the resource allocation function is
expected to play the primary role in rectifying market failures.
The independent actions of private economic bodies may result in
market failures and a failure to achieve desirable resource allocation.
The question is how government fiscal policy should realize that
correction function.

Of course, government is not omnipotent, so there are also
concerns that “policy failures” could wind up amplifying resource
allocation distortions. Moreover, because market failures can be
rectified not only by fiscal policy but by regulatory reforms and
other approaches as well, there is no need for fiscal policy alone
to fulfill that function. From those perspectives, considering how
tax systems and other fiscal policies affect the market allocation
of resources is important in examining approaches to raise market
quality.

Since there is not sufficient space to present all the research
being conducted by the Money Section here, I would like to
introduce research related to a policy issue that is recently drawing
a great deal of attention — analysis of the income tax system. The
Japanese government is presently planning to implement a “Unified
Reform of the Social Security and Tax Systems.” This Unified
Reform covers not only social security reform but also fundamental
reform of the tax system, including an increase in the consumption
tax. The public debate tends to focus on this consumption tax
increase, but the reform plan includes reform of the income tax
system prior to the consumption tax increase. The FY2011 Tax
System Reform Proposals compiled in late 2010 after the change
of government to a Democratic Party of Japan administration show
the seeds of this reform policy.

The Fiscal Policy Section examined the effects of income tax
system reform on household finances through micro simulation
analyses using the Keio University Joint Research Center for Panel
Studies “Japan Household Panel Survey (JHPS)”.The results were
published in various journals, including the following papers.

Doi, Takero (2010), “Household Finances Impact Analysis from
Introduction of the Child Allowance—Micro Simulation
using the JHPS,” Keizai Kenkyuu, No. 61,Vol. 2, pp.137-
153.

Doi, Takero and Bomi Paku (2011), “Influence of Income Tax
Reforms on Household Finances — Micro Simulation
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of the FY2011 Tax System Reform Proposals” in Yoshio
Higuchi, Tamaki Miyauchi, C. R. McKenzie, and Keio
University Joint Research Center for Panel Students
(eds.), Policy Eraluation Analysis Using Panel Data 2
The Dynamism of Education, Health and Poverty, Keio
University Press, pp. 135-166.

Doi, Takero (2012), “Income Tax System Reforms—Means of
Rectifying the Gaps, as Desired,” Zeirz, Jan. 2012, pp. 41-50.

Here is a summary of the research findings. The research
examines the impact of the income tax system reforms planned
by the Democratic Party of Japan administration on household
finances. With the initiation of child allowance payments, the tax
exemption for dependent children was eliminated in the income
tax and residence tax systems, as well as the extra amount of the
deduction for specified dependents 18 or younger.

The FY2011 Tax System Reform Proposals include reviews of
income tax deductions, as well as an upper limit on earned income
tax deductions, with a maximum of ¥2.45 million for annual earned
income of more than ¥15 million.

The research uses January 2009 JHPS data to examine the
income tax burden on each household under the present tax system
(prior to the reform) and conduct a simulation on how that burden
on each household would change by instituting the proposed tax
system reforms, so it is called a micro simulation.

Income tax deductions are widely recognized in the Japanese
income tax system. Prior research has indicated that the taxation
base is being eroded because of these wide-ranging tax credits.
The analyses using the JHPS confirmed that on average 69%
of household income is exempt from income tax under the tax
deductions, so about 70% of the income has been removed, leaving
a small taxation base. This is larger than the approximately 60%
found in prior research, and that is believed to be because the use
of the JHPS enables a more precise computation of income tax
deductions.

The research also examined the impact of the child allowance
payments on households in each income segment. The micro
simulation showed that the middle and lower income segments
did benefit from the child allowance payments. On the other
hand, a comparison also showed that the income tax and residence
tax increases from eliminating the tax exemption for dependent
children and the extra amount of the deduction for specified
dependents 18 or younger were not sufficient to cover the costs of
the child allowance payments.

The next step was a micro simulation on the effects from
reducing earned income tax deductions and raising the maximum
tax rate. The analyses showed that the reduction of earned income
tax deductions would have a greater income redistribution effect
than raising the maximum tax rate. Because the maximum tax rate
only affects high-income earners with at least a certain taxable
income, only a limited number of households would be aftected by
that measure. In contrast, earned income tax deductions affect more
households than those earning at least ¥10 million per year and
paying the maximum tax rate, so reducing tax deductions would
have a wider impact and a greater income redistribution effect.

The Money Section will now advance analyses on the impact
from the planned consumption tax increase, which is the key item
under the Unified Reform of the Social Security and Tax Systems.
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Mr.Toru Kobayashi
(Panel Data Section)

Mr.Zhongling Qi
(Finance Section)

Mr.Takahiro Chiba
(Management, Accounting and
Marketing Section)

The FY2011 First GCOE Researchers Symposium took place
October 8 and October 15, 2011 at the Keio University Mita
Campus. This symposium is held to gather the findings of
young researchers at this GCOE and further advance their re-
search.

At the October 8 session, researchers from the Historical
Analysis Section presented four papers. The first elucidated the
changes in the market quality of the financial market in Tianjin,
China since the 1930s; the second reviewed the market mech-
anisms of the Japanese fish market before and after the Sec-
ond World War and analyzed its development; the third
compared the sewage treatment policies in Osaka City before
and after the Russo-Japanese War and verified the effects
gained from the policy of returning wastes to agricultural vil-
lages via the market; and the fourth verified—through examina-
tions of the “Council of Agricultural Managers of Sugar
Manufacturing Companies”—whether the Governor-General of
Taiwan improved the quality of the Taiwanese fertilizer market
under Japanese colonial rule.

At the October 15 session, researchers from the Labor Sec-
tion, the Panel Data Section, the Finance Section, and the Man-
agement, Accounting and Marketing Section presented a total
of five papers. The Labor Section paper used quantitative analy-
ses to clarify the cause-effect relationship as to whether moth-
ers in households which spend more on children’s education
are more likely to be employed, or is it because the mothers are
employed that the households must bear greater educational
expenses. The two Panel Data Section papers made use of the
special qualities of panel data to determine whether labor mar-
kets were damaged in the areas struck by the Great East Japan
Earthquake. The Finance Section paper used original data col-
lection and analysis methods to examine whether Chinese
state banks are improving the mar-
ket quality of China's financial mar-
kets. The Management, Accounting
and Marketing Section paper pre-
sented the results of empirical re-
search on the relation between
customer service and customer sat-
isfaction.

All of the papers concerned our
GCOE theme of raising market
quality. Participants asked ques-
tions regarding the research find-
ings from these types of
perspectives, and the symposium
was very significant in contributing
to the progress of future research
by the young researchers.
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The Eleventh Conference on Panel Research

December 21, 2011
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The Eleventh Conference on Panel Research took place at Ho-
tel Grand Hill Ichigaya on December 21, 2011. This conference
has been held each year since 2001 for organizations and re-
searchers engaged in implementing panel research to gather
together, discuss the various problems related to panel re-
search implementation and analysis, and present research find-
ings. This year the conference was sponsored by the Institute
for Research on Household Economics, and the Global COEs at
Keio University, Osaka University and Hitotsubashi University,
and the Institute of Social Science, the University of Tokyo. Our
program was represented by Keio University Faculty of Busi-
ness and Commerce Professor Yoshio Higuchi and Meikai Uni-
versity Assistant Professor Kazuma Sato, who both presented
research papers and closing remarks.

This year’s conference featured a total of five reports by re-
searchers and organizations implementing panel research. In
the morning session, researchers from our GCOE, the GCOE at
Osaka University and the Japan Society of Family Sociology
presented outlines of the panel surveys they have implemented
and reported their research findings using those surveys.

From our GCOE, Assistant Professor Kazuma Sato present-
ed research entitled “The Economic Effect of Raising the Mini-
mum Wage ? Panel Data Analysis” which he jointly conducted
with Professor Yoshio Higuchi and Researcher Toru Kobayashi.
He introduced an outline of the Keio Household Panel Survey,
followed by analyses on the effects of the 2007 revision of the
minimum wage on the wage levels of contingent workers and
on wage gaps in the market overall, as well as its impact on
employment loss and reduction of working hours.

In the afternoon session, researchers from the Institute of
Social Science, the University of Tokyo and from the Institute
for Research on Household Economics reported their research
findings.

Now that panel research is being implemented by numer-
ous research organs, this conference is becoming increasingly
important as an opportunity to share information and knowl-
edge on panel data survey and analysis methods.

Professor
Yoshio Higuchi
(Keio University)

Assistant Professor
Kazuma Sato
(Meikai University)
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Intensive Lecture: “The Euro Bond Market under Current Euro Crisis”

December 19, 2011
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Europe has fallen into a euro crisis which began from increased government
bond issuance and financial collapse in Greece, and the European govern-
ment bond market has also fallen into great confusion. The Keio-Kyoto Joint
Global COE invited one of the foremost experts on European bond markets
Jean-Pierre Pinatton, who serves as chairman of the French bond markets
association, to speak on the history and present conditions of European bond
markets.

In his lecture, Pinatton first outlined the changes in European bond mar-
kets from before the launch of the euro through the formation of the single
currency. He related how the policy limiting the ratio of government debt to
GDP under the Maastricht Treaty was loosened following the subprime loan
crisis, and explained the developments on the corporate bond market from
2010 to the present time. He also introduced the results of empirical analyses
on government bond market interest rate changes. Pinatton stressed how
the current approach of leaving fiscal policy up to the discretion of each coun-
try under a single monetary policy was one cause of the euro crisis.

The lecture was rich with content, providing specific and most recent infor-
mation explained based on the historical background and systems in Europe.

Q The Chukyo-Kyoto International Conference on International Trade
and Macro Economic Dynamics

November 18-20, 2011
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The Chukyo-Kyoto International Conference on International Trade and Macro
Economic Dynamics was held November 18-20, 2011 at the Nagoya Urban
Institute. The conference was cosponsored by the Chukyo University Institute
of Economics and the Kyoto University Institute of Economic Research. Many
renowned scholars from Japan and overseas participated, including University
of Pennsylvania Professor Wilfred J. Ethier and Kyoto University Professor
Makoto Yano from this GCOE. The conference featured many presentations of
cutting-edge theories and empirical research centered on the fields of interna-
tional economics and dynamic macroeconomics.

On the 19", the keynote address was delivered by University of Rochester
Professor Ronald W. Jones, a leading authority in international economics.
Professor Jones is friends with Paul A. Samuelsson and Eli F. Heckscher, and
may be considered one of the founders of international economics. His lecture
reviewed the history of
this field, looking back
at spending half his life-
time in the development
of international econom-
ics and casting light on
the connotations and
significance of various
theories. It presented
the real essence of in-
ternational economics.

) fli: !1/ f
Professor Ronald W. Jones
(University of Rochester)

Professor Wilfred J. Ethier
(University of Pennsylvania)
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Global COE Research Meeting : Management, Accounting and Marketing Section

December 9, 16, 2011
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Mr. Takahiro Chiba
(Keio University)

A GCOE Research Meeting with Keio University Graduate School of Busi-
ness and Commerce Visiting Professor Masaaki Kotabe as the commenta-
tor took place December 9 and December 16, 2011 at the Keio University
Mita Campus. The meeting was sponsored by the Japan Institute of Mar-
keting Science, and was centered on the Management, Accounting and
Marketing Section. This meeting is held each year to summarize and ad-
vance research on raising market quality being conducted by graduate stu-
dents both within and outside our GCOE program.

This year the meeting featured presentations of six research papers:
"Measuring the Paradoxical Effects of E-\WOM" by Master's Program stu-
dent Mai Kikumori, “Are Otaku Innovators or Opinion Leaders?” by Master's
Program student Park Yunjung, “Determinants of Customer Satisfaction with
Corporate Response to Consumer Complaints” by Doctoral Program student
and GCOE Research Assistant Takahiro Chiba, “Determinants of Delegation
of Authority under the Franchise System” by Master's Program student Hi-
detoshi Shiroishi, “Is the Use of Celebrities in Advertising Really Effective?”
by Master's Program student Kazuki Kubota, and “Forward Effect and
Feedback Effect in Brand
Extension” by Master's
Program student and
GCOE Cooperative Re-
searcher Shingo lketani.

The presentations
were followed by spirited
discussions with Profes-
sor Kotabe and the floor.

Professor Masaaki Kotabe (Temple University)
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The 12th GCOE History Seminar: “Development and Role of Vegetable Seed Dealers

in Modern Japan”

November 17, 2011
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The 12th GCOE History Seminar “Development and Role of Vegetable Seed
Dealers in Modern Japan” took place November 17, 2011 at the Keio Uni-
versity Mita Campus. This seminar featured a research presentation by No-
zomi Abe of the University of Tsukuba Graduate School of Life and
Environmental Sciences on the market changes in Japan under the rapid
modernization from the Meiji Era (1868-1912).

The report presented empirical analyses on the role vegetable seed
dealers—which are essential for developing improved seed varieties—
played amid the modernization of vegetable production from the Meiji Era,
as well as how the characteristics of the vegetable seed dealers themselves
changed in that process. The research noted the
development of systematic quality control which
enabled mass production, along with the expan-
sion of seed demand and the growth of the con-
sumer market, as wellas distribution developments
such as the specialization into wholesalers and re-
tailers. The presentation was followed by lively
discussions with the participants.
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Employment Recovery after the Great East Japan Earthquake
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The Great East Japan Earthquake of March 11, 2011 wrought massive
damage to all of Japan. The restoration of employment and income,
which directly concern people’s livelihood, are important issues to
recover from this disaster and rebuild individuals” lives. An accurate
grasp of the current conditions and identification of the issues based
on empirical analyses are also required for drafting government earth-
quake recovery support policy measures.

| am conducting research analyzing the employment recovery
following the Great East Japan Earthquake in terms of employment
conditions, labor income and working hours with a focus on deviations
by individual attributes or region. Specifically, | am conducting analy-
ses using data from the first “Special Survey on the Great East Japan
Earthquake” conducted by this GCOE program in June 2011.

Much of the research regarding the impact of natural disasters
on employment markets focuses on employment conditions overall.
In the Japanese labor market where contingent employment is in-
creasing, however, it is necessary to consider that natural disasters
may exert different effects on regular versus contingent workers. For
example, while contingent workers are highly likely to directly lose
their jobs, regular workers are most likely to maintain their employ-
ment, but with reduced working hours and labor income. My research
is clarifying the groups where employment is not recovering by at-
tributes and region, and examining measures to improve the use of
labor resources. A summary of these research findings will be pub-
lished in Dynamism of Household Behavior in Japan VI (scheduled
for publication in June 2012). | now plan to move ahead with research
on the effects of the earthquake disaster and changes in the labor
market using the results of the second Special Survey, which was
carried out in October 2011.
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| have investigated the distributive function of transaction systems,
which differ from price mechanisms in a pure exchange economy.

Through this investigation, | try to clarify qualitative changes in the
coordination function of markets.

During my research assistant years at the GCOE program, | con-
ducted theoretical considerations on why collusion, which intention-
ally excludes competition, emerges in markets. Based on case studies
of collusion in Japan and Western countries, | constructed a collusive
bidding ring members" internal auction (knockouts) model that deter-
mines the final owners and the allocation of profits gained from collu-
sion. By focusing on the distributive function of that auction, the re-
search illustrated how transactions within collusive bidding rings may
supplement market trading. This research was published in 7he B.E.
Journal of Theoretical Economics, 2010, vol. 10, issue 1 (contributions).

| am currently conducting research on the distributive function of
competitive markets in which transactions of indivisible goods are me-
diated by both middlemen and prices. There are markets where direct
transactions between sellers and buyers are difficult because of the
existence of transaction costs, but market transactions proceed smooth-
ly by having middlemen match the sellers and the buyers. In particular,
middlemen play such a role in the real estate and worker dispatch
markets.

I now intend to clarify the qualitative changes in the coordination
function of competitive markets with middlemen.

Toward this future research, | am analyzing the relation between
the price mechanism and the role of middlemen by introducing a com-
petitive market model with cost structure of the agents and with
middlemen whao deal with indivisible goods.
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