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Since the 1980s, there has been a major qualitative transformation
in the international division of labor and international trade.
The “1st Unbundling” whereby the division of production and
consumption came to transcend national boundaries took place
during the prior 100 years, when the international division of
labor by industry based on comparative advantages flourished and
national economies were established assuming international trade.
This was based on the development and spread of steamships,
railroads and other mass cargo transportation systems.

That was followed over the past 20-30 years by a rapidly
expanding “2nd Unbundling” which is the international division
of labor by manufacturing process or task. This is international
development with a fragmentation of production activities, and
it has been supported by the ICT revolution and the progress
of logistics linkages. East Asia is the region of the globe where
the 2nd Unbundling is the most advanced in the manufacturing
industry, and in the machinery industry in particular.

The international economy comprises goods, services, and
others that easily cross borders and others that do not, with a
coexistence among markets with different levels of quality. Private
firms determine the content and placement of their economic
activities taking into consideration that overall markets are not
integrated or of high quality. Locally, those activities sometimes
improve the quality of markets. In other cases, they may spark a
breakdown of the entire economic system.

The 2nd Unbundling of the manufacturing industry in East
Asia is an international division of labor by production process
or task (fragmentation theory) making use of the differences
in the development stages and locational conditions among
industrialized nations and newly industrializing economies and
developing nations. In that sense, it is an international division of
labor that has developed making use of low quality, non-uniform
markets. On the other hand, unless the service costs of linking
production blocs at distant locations are sufficiently low, the
merits of the fragmentation of production activities are lost. The
logistics links in East Asia are of much higher quality than those
in other developing regions, and they support the development of
the production network.

Additionally, the increase in transaction costs from
geographical separation promotes the formation of clusters
(spatial economics). In the case of East Asia, while the dispersed

location of production processes and tasks across national
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boundaries advances, industrial clusters are also forming centered
around companies with a division of labor that is not suited to
geographic distances. In countries and regions that have already
reached the income levels of semi-developed countries, the
industrial agglomerations show participation of local firms and
entrepreneurs in production networks, with vibrant technology
transfer. These may be interpreted as new movements assuming
non-uniform market quality.

The 2nd Unbundling of the manufacturing industry can also
contribute to slowing the hollowing-out of industrialized nations.
Research using individual data on Japanese manufacturing firms
shows that those companies adding overseas subsidiaries in East
Asia are also increasing domestic employment in Japan. Moreover,
both during normal times and during emergencies such as
international financial crises, the international trade of machine
parts and intermediate goods within production networks is far
more stable than the trade in other items. This also indicates that
distinctive economic systems have been formed to deal with the
uneven quality of different markets.

Policy efforts toward improving market quality in East Asia
are taking the shape of forming a network of free trade areas
(FTAs) with ASEAN as the hub. These initiatives have not gone
so far as to directly form a single market as in the EU, and the
liberalization of services and investment has not proceeded much.
Nevertheless, interpreting the economic integration of East Asia
as simply a shallow integration of just eliminating tariffs would
be a misunderstanding of its fundamental nature. The policy
measures explicitly place priority on the elimination of tariffs,
simplification of country of origin regulations, and facilitation of
trade to support the division of labor in the processes and tasks of
the machinery industry. The development agenda of improving
logistics and infrastructure is being advanced in parallel. Improving
the investment environment in newly emerging economies and
developing countries is also necessary for the 2nd Unbundling
in the manufacturing industry, and functionally aiming at this is
characteristic of the economic integration of East Asia.

Market quality theory provides an extremely useful
perspective for discussing the direction of the new international
division of labor and economic integration in East Asia.
Observations from this perspective do not show a simple uniform
transition from low-quality to high-quality markets. Rather,
amid a motley mixture of high and low quality markets, dynamic
private sector economic activities skillfully adapt to the uneven
economic environment and construct new economic systems.
These may suggest new development models, or conversely form
pitfalls where the entire economy can fall into crisis. Economic
integration aimed at improving market quality responds to the
background economic systems and may follow greatly different
paths in different regions. It is only once such a perspective is
adopted that we can understand the unprecedented progress of
de facto and de jure economic integration in East Asia, and develop

effective policy theory.
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Keio University Joint Research Center Seminar
“Panel Data Analysis Introductry Seminar”

March 13-16, 2012
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The Panel Data Analysis Introductory Seminar sponsored by the
Keio University Joint Research Center for Panel Studies was held
over the four days March 13-16, 2012 at the Keio University Mita
Campus.

This seminar is held to promote the use of the panel survey
data (Japan Household Panel Survey (JHPS) and Keio Household
Panel Survey (KHPS)) released by the Joint Research Center for
Panel Studies, with panel data analysis lectures and explanations
of how the data can be used.

The seminar used actual data (partially revised for seminar use)
from the KHPS, which is designed and implemented by this Keio/
Kyoto joint GCOE, with the statistical software Stata® for partici-
pants to practice. The contents included practical works and cov-
ered a wide range of topics including (Dbasic procedures such as
methods for the the compilation and handling of datasets, to @re-
gression analysis models, qualitative dependent variable models,
and panel data and other analysis methods using examples, as
well as @ways to address the various problems that emerge with
the use of panel data (such as respondent drop-out).

Applications to attend this seminar, which was being held for
the sixth time, once again exceeded the maximum capacity (60),
with many enthusiastic participants.

The participants came from diverse fields. In addition to under-
graduate and graduate students, those attending included workers
at government and private-sector think tanks and university facul-
ty, highlighting the strong interest in micro data statistical analysis
methods and panel data.

The intensive lecture-format seminar with three sessions (four
and a half hours) each day for four
days, making it possible to learn ev-
erything from data handling methods
through to data analysis in a short pe-
riod of time, was very well received.
Most of the participants attended
through the last day, and the seminar
was followed by a questionnaire to
participants on the seminar contents,
along with questions on the lecture
contents and consultations on partici-
pants’ own analyses, with busy activ-
ity until the seminar closed.
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The XVIth World Economic History Congress

July 9-13, 2012

2012789~ 13H. @77UADATUYRya
KZICBVTC, 16 AR ELFSR (The XVIth World
Economic History Congress LIF. WEHC) BNz,
WEHC [3HBRDSINT 5. BELEDEF CORRKDFERTHD.
SEHEFRADHAREICLOT 125 ADTY ¥ 3 VHHEEN
ATOTS LD SHEEDFTRASIMN U,

FESE 3RS 2009 FELD 153, - 5% - HiB0OE] &
UIeRZIT o CHED. ENTIFHERELFRE /8 @2EX
= (2009 FE) [CBVLWT/ RV - T Ahvy 3V zfUrc
(ZOHRIF [HHREERE] 765538 2010F118) [
BHE) . SOFZTDFERZEBRELEN S, FCICERADIRE
&4 % B MM A. ‘Governing the Quality of Goods in
Modern Asia: Information, Trust-building and the Self-
enforcement Mechanism of the Market” &ET DtV 3
V7L, RITEERDBEEERZR T, FRSN.

7 B 13HOFRICTTONIcEYY 3V Tld. BERERRAKRE
BEOEEMNF (BELo) ICXDBEFHPEDDE. FHE
n (FEXE. BEDM - Z550E) O 19 ikt~
20 MHCATF DR I P HEZWOD LIF, BBICHFDHERL
WRMIZE (BRAZE. BLEDHM - 20450F) RIS

KT, INSEREE I THRE UCAERWVD E DTS 7B U
THESINIcOh7ZE#R Uz, &z, Linda Grove (Harvard
University) (& 20 tHHcaIFOHE(ICH (T D FHEMm DR &
BT, RE (EEAZR) (& 20 tiesiEDhEICSITDHE
RS CEHRE. Robert Hellyer (Wake Forest University)
(F 19 HIBFEDT XUAICHIFD2EARDRE S REDEE
ZEM L. CNEFECEEDNMTEFFBRSNTCIED IcHC
BHRAZMNA L. &5, 2RE (REKXZF). Debin Ma
(London School of Economics). Giorgio Riello
(University of Warwick) [CKDEHRENDIAY MMTOY
WOSOB/RZDEIC, BRIFHERDBHINC, AFREHETR
FORELMREICE D THBEALDEVNT —YTH D ENRK
UoNsd. ROKRELF Y3V THol, (BIHRES)

Assistant Professor
Kensuke Hirai (Konan University)

Professor Kazuko Furuta
(Keio University)

The XVIth World Economic History Congress (WEHC) took place
on July 9-13, 2012 at Stellenbosch University in South Africa.
WEHC is the world's largest conference in the field of economic
history, and is attended by several hundred economists each
time. This year featured 125 sessions by researchers from all over
the world, including representatives from this GCOE program’s
Historical Analysis Department.

The Historical Analysis Department has been engaged in re-
search on “information, trust-building and market quality” since
FY2009, and formed a panel discussion on this topic at the 78th
annual meeting of the Socio-Economic History Society in Japan in
2009. (The results are included in the November 2010 edition of
Shakai-Keizai-Shigaku [Socio-Economic Historyl; Vol. 76 No.3).
This time the discussions were made more detailed by adding
four researchers from inside and outside Japan and organizing the
session “Governing the Quality of Goods in Modern Asia: Infor-
mation, Trust-building and the Self-enforcement Mechanism of
the Market,” which was selected by the organizing committee
through a strict screening process.

This session, which was held in the afternoon on July 13, be-
gan with an explanation of its objectives by Keio University Pro-
fessor (Historical Analysis Department Leader) Kazuko Furuta.
The discussions addressed the markets of East Asia from the lat-
ter half of the 19th century through the first half of the 20th cen-
tury, with Kensuke Hirai (Konan University, Historical Analysis
Department Research Collaborator) focusing on fertilizer in Tai-
wan, Masataka Setobayashi (Fukuoka University, Historical Analy-
sis Department Research Collaborator) focusing on raw cotton in
China, and Masaki Nakabayashi (University of Tokyo) focusing on
raw silk in Japan. The presenters discussed how the impropri-
eties that emerged in the trading of these commodities were re-
solved through various mechanisms. In addition, Linda Grove
(Harvard University) spoke about copying and technological inno-
vation of spinning machinery in early 20th century China, Wei
Zhang (Nankai University) addressed trade unions and information
distribution in early 20th century China, and Robert Hellyer (Wake
Forest University) discussed the quality and prejudice against
Japanese tea in the United States in the late 19th century, provid-
ing new perspectives not previously considered by the Historical
Analysis Department. This was a lively session including com-
ments on each presentation by Kaoru Sugihara (Kyoto University),
Debin Ma (London School of Economics), and Giorgio Riello (Uni-
versity of Warwick) and questions from the floor, demonstrating
the keen interest in these research themes among global econo-
mists. The session was very fruitful.
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The Midwest Macroeconomics Meetings (MMM) took place over the three
days May 11-13, 2012 at Notre Dame University (Indiana, U.S.). MMM is one
of the most important academic conferences in the field of macroeconomics,
and gathers top scholars leading macroeconomics research worldwide each
year.

In the International Macro | session held on May 12, Keio University Fac-
ulty of Economics Research Associate Masataka Eguchi presented the paper
“Optimal Monetary Policy in an Estimated Local Currency Pricing Model”
based on research conducted together with Chiba Keizai University Faculty of
Economics Associate Professor Eiji Okano and other researchers. Eguchi par-
ticipated in the MMM with assistance from the Program to Support Presenta-
tions of Research Results by Young Researchers, which is administered by
this Keio/Kyoto Joint GCOE Program Raising Market Quality — Integrated
Design of Market Infrastructure.

The paper analyzes optimal monetary policy using a two-country open
economy dynamic stochastic general equilibrium (DSGE) model. The prior
research mostly conducts analyses using producer currency pricing, in which
case stabilizing producer price index (PPI) inflation is ideal. In contrast, this
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Socio-Economic History Society 81st National Conference
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The Socio-Economic History Society 81st National Conference took place on
May 12-13, 2012 at the Nagoya University Higashiyama Campus. From this
GCOE program, Historical Analysis Department Research Assistant Hiroaki
Morota participated in the conference with support from the Program to Sup-
port Presentations of Research Results by Young Researchers, and present-
ed a research paper entitled “The Currency Supply Mechanism in Tianjin
during the 1920s and ‘30s and the Modernization of Financial Markets —
Centered on Relations with Shanghai and Analyses of the Tianjin Bankers and
Native Bankers Association Reserve Bank.”

The modernization of China’s financial markets stagnated in the 1920s
with political and economic divisions by military factions and resistance from
the gianzhuang Chinese native banks, which were the existing financial insti-
tutions. However, modernization rapidly advanced from the 1930s with the
trends of greater political stability, the decline of the Chinese native banks,
and the rise of modern banks. Prior research has stressed the roles of sys-
tems and laws arranged by the nationalist government for the financial mod-
ernization in this period. The general understanding is that uniform
modernization was achieved in each city under orders from Shanghai, which
was the center of national finance.

In contrast, this paper focuses on the Tianjin Bankers and Native Bankers
Association Reserve Bank, which played a central role in financial industry
settlement in Tianjin during the 1930s and was the parent body of the clear-
inghouse; examines how the process of its establishment and subsequent
administration had different characteristics compared with those in Shanghai,
and clarifies that there were aspects of diversity in the modernization of the
financial market in each city. From the 1920s through the mid-1930s, while
silver currency was required for the purchase of cargo, the use of silver for
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The Association for Public Economic Theory 13th Annual Conference (PET
12) was held on June 12-14, 2012 at Academia Sinica in Taipei. The ses-
sion “Crashes, Recovery and the Role of the Government” which took
place on the morning of the 13th was chaired by Keio University Research
Associate Kazuki Hiraga, with the following three presentations.

The first report was a paper by Che-Chiang Huang of the China Univer-
sity of Technology, “On the Non-equivalence of Specific and Ad-valorem
Taxation in Competitive Markets,” which was written together with Kun-
Kan Glen Ueng of National Chengchi University. The paper shows that
when there is tax evasion, the effects of specific and ad-valorem taxes
differ under a competitive equilibrium.

The next report by Nicolas Abad of Aix-Marseille School of Economics,
“Aggregate Instability Under Balanced-budget Rules and Standard Labor
Market,” was co-written with Thomas Seegmuller of the Aix-Marseille
School of Economics and Alain Venditti of the Aix-Marseille University.
This paper holds that when a balanced budget rule whereby the govern-
ment finances public spending by levying a tax on labor income is intro-
duced into a real business cycle (RBC) model, indeterminacy (an infinite
number of routes toward equilibrium convergence) emerges in the equilib-
rium path toward normal conditions, and the equilibrium path changes de-
pending on expectations which do not have fundamentals. The paper uses
an argument generalizing utility functions and production functions, and
shows the types of conditions under which indeterminacy emerges.

The last presentation by Kazuki Hiraga of this GCOE was entitled “How
Much Can Corporate Tax Reduction Contribute to Economic Growth, Em-
ployment and Feedback of Tax Revenue?” This paper quantitatively ana-
lyzes the long-term and short-term effects of reducing the corporate tax
rate by 5% and by 20% in terms of the economic benefits (increased pro-
duction and labor supply [higher labor force participation]) and costs (re-
duced tax revenues) using a macroeconomic model with a microeconomic
foundation.

Hiraga's presentation elicited comments regarding actual systems and
comparisons with other countries, as well as questions and opinions re-
garding consistency with empirical research on the effects of recent cor-
porate tax reductions on the economy. Aside from addressing the accuracy

of the reported research, these discussions heightened research problem
awareness regarding the effects of corporate tax rates on the market qual-
ity of production, labor and other markets.
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Research Associate Takuya Ishino
(Keio University)

The 17th Asian Real Estate Society (AsRES) and American
Real Estate and Urban Economics Association (AREUEA)
Joint International Conference, which addresses real estate
markets and urban economics, was held from July 7 through
10, 2012 at Marina Bay Sands in Singapore.

From this Global COE program, Panel Data Section Col-
laborative Researcher, Research Associate Takuya Ishino
(Keio University Faculty of Economics) participated with sup-
port from the Program to Support Presentations of Research
Results by Young Researchers. At the “Real Estate Devel-
opment and Pricing” session on the afternoon of July 8,
Research Associate Ishino presented a paper entitled “Earth-
quake Insurance Subscription Behavior of Japanese House-
holds after the Great East Japan Earthquake"” together with
joint researchers Research Associate Michio Naoi (Tokyo
University of Marine Science and Technology Faculty of
Marine Technology) and Professor Miki Seko (Keio University
Faculty of Economics).

The paper presents empirical analyses on household in-
tentions to purchase earthquake insurance and on the dissat-
isfaction with such coverage, clarifying the problems with the
use of Japanese earthquake insurance. Most households in
Japan do not have earthquake insurance, and thus such insur-
ance may not completely fulfill its social function of mitigating
the shock when major events like the Great East Japan Earth-
quake do occur. The paper'’s analyses focus on the household
economic factors and systems issues to determine why the
percentage of households with earthquake insurance cover-
age is so low.

This GCOE program conducted the “Special Survey on
the Great East Japan Earthquake” in June and October 2011
to examine changes in household behavior and opinions after
the earthquake, and the paper uses the results of the October
survey for its analyses. The analyses on the intentions of un-
insured households to obtain earthquake coverage indicate
that it is difficult for households without surplus funds to
make use of earthquake insurance. The analyses also indicate
that many households are dissatisfied with the current earth-
quake insurance system, including the amounts insured.

The paper drew responses from researchers from other
countries who are concerned about the issue of earthquake
insurance participation rates, and prompted discussions
about approaches to earthquake insurance and empirical anal-
ysis methods. Many researchers were also interested in the
theme of household behavior following the Great East Japan
Earthquake, showing the global concern regarding Japan
since the earthquake.
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Historical Analysis Department International Workshop
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The international workshop “Governing the Quality of Goods in Mod-
ern Asia: Information, Trust-building and the Self-enforcement
Mechanism of the Market” took place on February 25-26, 2012 at
the Keio University Mita Campus. Through analyses of goods mar-
kets in modern East Asia, this workshop examined the effects of
information asymmetry and trust building in trading activities on mar-
ket quality.

The workshop featured presentations of seven research reports,
including papers by members of the GCOE, with lively discussions
among domestic and foreign researchers.

The research findings of this workshop were later reported at the
XVIth World Economic History Congress (WEHC) held in July 2012
in Stellenbosch, South Africa.
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Empirical Applied Economics Workshop for Young Researchers
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The Keio/Kyoto Joint GCOE International and Economic Develop-
ment Section jointly sponsored the “Empirical Applied Economics
Workshop for Young Researchers” together with Nihon University
and Tohoku University on March 20, 2012. This workshop, which
was held at Tohoku University, featured diverse research presenta-
tions by seven young researchers on such topics as labor econom-
ics, medical economics, finance and geographical economics, with
lively discussions transcending the specialties of the researchers.
As one distinctive feature of the program, three of the papers con-
ducted analyses using structural estimations.

The workshop provided great stimulus to the presenters, with
the diverse participants including teachers and graduate students
from Tohoku University, Keio University, Yokohama National Uni-
versity, Nanzan University, Nihon University, Hosei University,
Osaka University, University of Tokyo, Waseda University and
Kobe University, together with think tank researchers, and faculty

and graduate students from other universities.



EFHRED ) HRFEEN

Introduction of Research Activities by
"Young Researchers”
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Fair income distribution is an important issue not only for economic
efficiency but for fiscal policy as well. There is a policy consensus that
facile government market interventions are undesirable because eco-
nomic efficiency can be achieved via the market (provided there are
no factors causing market distortions). Nevertheless, it is difficult to
achieve fairincome distribution through the market mechanism alone,
and appropriate government intervention is considered necessary.

| have been researching government intervention in the market
to correct market failures, especially fiscal policy. In particular, | have
conducted analyses on how tax system reforms affect household fi-
nances.

In recent years, there have been rising social demands to improve
such issues as the reduction in the labor supply caused by income
redistribution policies (for example, the problem whereby progressive
taxation reduces the labor supply by decreasing work motivation).
Reflecting these kinds of sacial values, systems reforms are advancing
in each country toward boosting economic efficiency by shifting from
income supplementation via public transfers to promating labor mar-
ket participation and economic self-sufficiency. | am presently con-
ducting research on fiscal policies that improve market quality focus-
ing on these points using panel data verification and simulation
analyses.

ReTOBER R ETHIZME  Household Asset Formation and Market Quality
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| have been conducting research on household asset formation. In
particular, | have been advancing those analyses from the perspectives
of systems which regulate assets, inter-generational income transfer
and individual values, considering the importance of these aspects
on asset farmation.

While at this GCOE program, noting that real estate is the great-
est asset held by many Japanese households, | used the Keio House-
hold Panel Survey (KHPS) to examine household choices on real estate
ownership and residence patterns. The analyses indicated that mort-
gage tax reductions may have promoted home ownership demand,
and clarified that the costs of housing are being shared by parents
and children. | summarized these findings in my doctoral thesis “Inter-
generational Income Transfer though Housing and Housing Demand”
(2011) to receive my PhD.

| am presently advancing research on changes in values and
behavior since the massive earthquake last year, using the Special
Survey on the Great East Japan Earthquake designed by this GCOE
program. As many Japanese saw the horrible damages from the
earthquake firsthand, the awareness of disaster prevention and the
tendency toward altruism — which gives priority to the interests of
others — may have changed. | would now like to see what sorts of
insurance and donation behavior these changes in values will be
linked to, and discuss whether effective market design (market qual-
ity) is being achieved in the earthquake insurance market and the
donations market since the earthquake.
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Journal of Economic Geography, 12 (4), 877-897, July, 2012.
Naoi, Michio, Miki Seko, and Takuya Ishino, “Earthquake Risk in Japan: Consumers’
Risk Mitigation Responses after the Great East Japan Earthquake,” Journal of Eco-
nomic Issues, 46 (2), 519-5630, June, 2012.
Nishimura, Kazuo, Akira Okada, Michiyo Inagawa, and Yoshikazu Tobinaga, “Think-
ing Patterns, Brain Activity and Strategy Choice,” Journal of Physics, Conference
Series 344, published online, March, 2012.
Nishimura, Kazuo, and Lakshmi K. Raut, “Family Expansion and Capital Accumula-
tion of a Dynasty,” Journal of Microeconomics, 1 (1), 107-124, 2012.
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“Energy-saving Regulations and Commodity Prices,” Environmental Eco-
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Motivations in Browsing Online Stores with Mobile Devices,” International Journal of
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Oshio, Takashi, Kayo Nozaki, and Miki Kobayashi, “Division of Household Labor and
Marital Satisfaction in China, Japan, and Korea,” Journal of Family and Economic,
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Perron, Pierre, and Tomoyoshi Yabu, “Testing for Trend in the Presence of Autore-
gressive Error: A Comment,” Journal of the American Statistical Association,
forthcoming.
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ity,” Regional Science and Urban Economics, forthcoming.
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Forum, 2012.
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June, 2012.
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Rate Pass-through and Inflation: A Nonlinear Time Series Analysis,” Journal of Inter-
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Emergency? Evidence from the 2011 East Japan Earthquake and Tsunami,” Eco-
nomics Bulletin, 32 (3), 1933-1941, July, 2012.
Yamamoto, Isamu, and Sachiko Kuroda, “Impact of Overtime Regulations on \Wages
and Work Hours,” Journal of the Japanese and International Economies, 26 (2), 249-
262, June, 2012.
—"The Era of the 24-hour Society?: Assessing Changes in Work Timing Using
a Japanese Time Use Survey,” Applied Economics Letters, 19 (11), 1035-1038, July,
2012.
Yano, Makoto, “The von Neumann? McKenzie Facet and the Jones Duality Theorem
in Two-sector Optimal Growth,” International Journal of Economic Theory, 8 (2), 213-
226, 2012.
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