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The Global COE Market Quality Improvement Group brings
together outstanding professors pursuing top level research, but
since I am not familiar with the details of their individual en-
deavors, I will limit my comments to my own work.

I entered the University of Tokyo in the late 1960s. That
was a dramatic period which saw student unrest and student
movements against the Vietnam War and the U.S.-Japan Secu-
rity Treaty. I took seminars on the history of the Russian Revo-
lution in my freshman and sophomore years. I intended to
specialize in Russian or Chinese economic history from my ju-
nior year, and entered the department of agricultural economics
in the Faculty of Agriculture. However, I grew weary of the
student unrest and became attracted to mathematical econom-
ics, which presents objective results. I became acquainted with
Prof. Takashi Negishi and Prof. Yasusuke Murakami, and trans-
ferred to the Faculty of Economics.

Then, when I was a graduate student, Prof. Hirofumi Uzawa
was pursuing research on macroeconomic dynamics theory, and
just after that Prof. Katsuhito Iwai began researching disequilib-
rium dynamics and I became interested in their work. At that
time, I thought that the conventional models could not incor-
porate nonlinearity and demonstrate economic instability and so
I pursued that line of research from the time I studied in the
U.S., and by chance the results turned out to be much as I had
expected.

From around 1978 I was studying conditions in economic
dynamics under which non-normal solutions appear. I suffered
great difficulties since the methods I had learned up until that
time could not be applied. I began publishing in journals but
grew impatient for a while, feeling that no one was going to
recognize my work. Once I realized that I had developed my
own field, I felt psychologically freer, became more comfortable
and wrote research papers.

“Chaos” was first defined as a technical term in a 1975 paper
co-authored by the mathematicians James A. Yorke and Tien-
Yien Li entitled “Period Three Implies Chaos” (American Math-
ematical Monthly, Vol. 82). Yorke is a chaos expert who has
received the Japan Prize. Lee was then a graduate student under
Yorke’s supervision. Chaos had been researched in various fields
prior to that time.

Chaos research in various areas in the 60s and 70s was spurred,
in addition to the developments in mathematics, by the advances
in computers. The book The Chaos Avant-Garde: Memoirs of the
Early Days of Chaos Theory (edited by Ralph Abraham and Yosh-
isuke Ueda) conveys the difficulties encountered in pioneering a
new field. It vividly portrays the indifterent response of academ-
ic circles to the scientists who contributed to early chaos discov-
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eries and research. When the mathematician Yorke submitted an
article to Science, it was refused with the comment that, “Identical
equations are always true, so there is nothing to be learned from
them.” Similarly, the joint research by Tokens and Ruelle was
received coolly by physicists, and their paper was denied publica-
tion. When Yoshisuke Ueda discovered chaos in the first year of
his doctoral course at Kyoto University, his findings were dis-
missed by his academic advisor as almost periodic vibrations.
When Ueda announced his research at a symposium organized
by the Kyoto University Research Institute for Mathematical
Scientists, his ideas were rejected. He was told, “What you have
observed are just typical almost periodic vibrations, nothing
more. This is not a field for a young researcher like you.”

In economics as well, up until that time, the theoretical re-
search was in the direction of mitigating business cycles and
fluctuations or addressing them piecemeal. However, as com-
plex phenomena were discovered in biology and meteorology,
it seemed likely that such complex phenomena also arise in eco-
nomics, that is, human activity.

[ addressed the instability of solutions in several research pa-
pers I wrote from 1978 through the mid-1980s. Since 1990, 1
have been researching the complex behavior of dynamic general
equilibrium theory together with Professor Makoto Yano, and I
am presently focusing my research on equilibria indeterminacy.

From the beginning of the 21* Century COE, this joint
Keio University/Kyoto University COE launched a magazine
entitled International Journal of Economic Theory, which is pub-
lished by Blackwell Publishing. We started this international
journal covering general economic theory as a project with a
broad enough impact to raise the overall level of Japanese eco-
nomics. In conjunction with the magazine, we hold interna-
tional symposia on economic theory each year. In 2006, we
also organized “The International Conference on Difference
Equations and Applications” at Kyoto University in coopera-
tion with the Institute for Complex Adaptive Matter (ICAM)
of the University of California.

[ published a new book, The Advance of Economic Psychology,
about a year ago, and I have also been working on behavioral
economics and neuro-economics research. I became interested
and started working in these fields from around 1985, and moved
into full-scale research, including the measurement of brain ac-
tivity, from around 1992 to 1993. At that time, however, my
investigations had not proceeded sufticiently for publication as an
economics paper.

Economic behavior and all behavior diftfer from person to
person because individuals each have their own way of thinking.
Those ways of thinking arise from the working activity of the
brain. For that reason, brain activity research has become a cen-
tral issue, since behavioral choices may be restricted by brain
activity.

Thinking about education, when we discuss educational pol-
icies and approaches I believe it is important to keep the person-
alities of the children in mind. When you boil it all down,
different personalities are really just different ways of thinking,
which are unique to each individual. So I believe it is very dan-
gerous to implement uniform education throughout Japan. We
need to take note of the “incentives,” which are considered as a
matter of course in economics.

I think the abstract theory taught in economics is also truly
important and universal for all of society.
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6th International Conference on Economic Theory
“Market Quality Dynamics”

December 12-13, 2008
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6th International Conference on Economic

Professor Alberto Bucci (Universita
degli Studi di Milano)

Professor Guido Cozzi (University of
Glasgow)

Professor Harrison Cheng (University Professor Alain Venditti (GREQAM)
of Southern California)

The 6th International Conference on Economic Theory
took place at the Westin Miyako hotel in Kyoto on De-
cember 12-13, 2008. With the theme “Market Quality
Dynamics,” the conference was designed to deepen
understanding of the market quality improvement pro-
cess through research reports on the decision making of
economic bodies over time and the consequent chang-
es that emerge in markets. The conference invited re-
search academics not only from throughout Japan, but
also from the U.S, ltaly, France, the U.K. and South Ko-
rea for reports and lively discussions on the most recent
research.

Specifically, the conference included presentations
on dynamic macroeconomics fields such as the role of
learning in optimal economic growth under uncertainty,
the influence of changes in population growth rates over
time and of time discount rates on the path of capital
stock accumulation, the relations between social norms
and innovation, and how the expectations of economic
agents may drive business cycles, as well as dynamic
analyses of such microeconomic issues as the impor-
tance of bargaining power in auctions with resale, the
timing of enterprise price-setting, desirable rules for the
order of receiving services and financial transfers, and
the links between economic rationality and the sustain-
ability of bubbles. These reports demonstrated the di-
versity of theoretical analyses to market quality and their
importance, and stressed the necessity of pursuing
deeper research and finding new research directions.

Professor Hitoshi Matsushima (University of Tokyo) gives a pre-
sentation titled “Behavioral aspects of arbitrageurs in timing
games of bubbles and crashes”.
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Q Improvement of SME Financial Market's Quality by Use of

January 24-25, 2009
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Scene at the conference hall where partici-
pants from around Asia gathered and en-
gaged in lively discussions.

The ratio of small and medium enterprises is very high in
Asian countries. SMEs account for extremely high per-
centages of the number of employees, the number of
business establishments, and total sales in every Asian
country. However, SMEs face information asymmetry
problems, such as difficulties in borrowing funds from
financial institutions and the need to pay higher interest
rates than large enterprises, because of the insufficient
collection of SME data.

Asian SMEs have been hit hard under the present
global recession which stemmed from the subprime
loan problem, with curtailed bank lending and reduced
production.

Nations such as Japan and Thailand are now working
to expand financing to SMEs using credit guarantee sys-
tems, and the construction of credit guarantee systems
that do not create moral hazards for banks has become
an urgent necessity. The symposium examined and com-
pared the present conditions of the credit guarantee sys-
tems in Thailand, Malaysia, the Philippines and Japan.

The data on SMEs takes different forms in each
country. In Japan, the CRD (Credit Risk Database) was
founded five years ago to compile data on SMEs. When
participating credit guarantee corporations guarantee
bank loans to SMEs, they submit the data collected from
those SMEs for inclusion in the CRD. SME default rates
are derived from statistical analyses of the accumulated
data, and used for bank lending.

In other countries, SME data is collected by the cen-
tral bank (Bank Negara Malaysia) in Malaysia and by the
National Credit Bureau in Thailand. While various Asian
countries have begun to compile SME data, at present
Japan may be the only Asian country where that data is
used to calculate default rates as reference data for fi-
nancing.

Based on the experience in Japan, we must resolve
the issues of what types of institutions can compile
SME data, maintain confidentiality, and give SMEs in-
centives to disclose their data, and also determine how
equivalence can be maintained at institutions collecting
new data.

If the nations of Asia do compile SME information for
statistical processing, that would resolve the problem of
insufficient SME data and make it possible for superior
SMEs to easily obtain bank loans. Such data would also
facilitate securitized loans as products on Asian bond
markets.

We anticipate that the conclusions of this sympo-
sium will be reported at the ASEAN+3 Finance Ministers
meeting in Thailand this February. If the symposium re-
port is adopted at the Finance Ministers meeting, it will
then be advanced by the nations of Asia in actual gov-
ernment policies, so these efforts may lead to greater
sophistication in Asian SME financial markets.
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Q Strengthening Payment Systems in Asia
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Welcoming Remarks

Session | Capital Flows, Payment Systems in Asia
and its Relation to Financial Markets
Moderator: Worapot Manupipatpong, Director, Capaci-
ty Building and Training Department, ADBI
Payment Systems in Indonesia, Malaysia, Thailand

The international conference, Strengthening Payment
Systems in Asia — Toward Smoother Settlements and
Stronger Capital Flows Within Asia, was held in central
Tokyo on Feb. 10, 2009 with joint sponsorship from the
Asian Development Bank Institute (ADBI), the Keio Uni-
versity Global COE, and the Financial Services Agency’s
Financial Research and Training Center. This conference
has been held five times since 2006 to draw together
knowledge regarding the latest financial theories and fi-
nancial technologies, and form ties among industry, aca-
demia and government concerning practical financial
themes.

This year's conference was attended by a large num-
ber of domestic and foreign researchers and practitio-
ners, with research reports on the main themes, (1)
capital flows in Asia and relations with payment sys-
tems, (2) recent conditions and efforts to strengthen
payment systems in Asia, and (3) strengthening pay-
ment systems for smoother settlements and a more ac-
tive flow of funds within Asia.

In the first session “Capital Flows in Asia and Rela-
tions with Payment Systems,” participants from Indone-
sia, Thailand, China and other nations reported on the
development of payment systems in their respective
countries. The second session “Recent Conditions and
Efforts to Strengthen Payment Systems in Asia” fea-
tured presentations on the pres-
ent conditions of settlement sys-
tems inside Japan and in the sur-
rounding Asian region. The final
session “The Present Flow of
Funds in Asia, the Chiang Mae
Initiative and other Recent De-

and the Philippines
Discussants’ Comments
General Discussion

Session Il The Sophisticated Payment Systems,
Technologies and Associated Regulatory Issues
Moderator: Nobuhiko Sugiura, Professor, Graduate
School of Strategic Management, Chuo University
Recent developments in payment systems in Asia
Japan's efforts to enhance their payment and settle-
ment systems
General Discussion

Session lll Capital Flows in Asia and Recent Develop-

ments in Regional Financial Cooperation

Panel Discussion

Chair: Naoyuki Yoshino, Director of the Financial Re-
search and Training Center, FSA, Professor of Eco-
nomics, Keio University

Closing Remarks

Many researchers and business people participated in
the conference, which provided a forum for spirited de-
bate. Professor Naoyuki Yoshino summing up at the end
of the conference(top right) and a scene of the panel dis-
cussion (bottom right).

velopments” involved a report
followed by a panel discussion.
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Symposium “Subprime Loan Problem and Raising Financial Market Quality”

February 16, 2009

20090 20 160000000000 0DOOO0OO0OOOOOO
ooooodoboooooooOooooOodooOooooooooonog
oooooboooboobbo- obobobooobooboo coenOooOooOoO
oooooooooooOoboOoooOooOoO0oOoobocOooOoOoOoOoOoooboo
gooooboooboooboooooboobooboobooooooboooboo
oboooooooboooooooobooboobOooOooOoobOoOooboooo
gboooobobooobobooobooboobobobobooooo
ooooooooooooobooo@mobooooooooooonoo
oobooooooooooboOoOooOoOOoOooboOooOoOoOooOoOooog
goooooooooo
oooooooO0ooOoOoo0oooOooOoOoO0oOoOoOoObocOobOOoOoOonoO
gbooooooboobooobooooooooooobooooooobo
ooooooooooboooooboOoooobo400D00O0O0O0OO
gboooobooobooobooobobooobobobobOoooboon
ooboooOo Grvooooobooobooooooobobooooo
oobooooboooooooooooOodoooooooooooog
gbobooboooboobooooooooboobooboooon
oboooboobOooooocO0oooobOoOOooOOoOoOoboOobOoooOooOoo
gbobooobooobooooobooboooboobooooobooooo
obooooobooooooooooooooOooOoOoOooboOoobooOoooboo
goooboooooooboobmOboooooboboobooboobobo
gboooodbooobobobobooboboooobobobobooboo
oobooooOooO0oooO0oo0ooooOooOoOoOooOoboOooOoOoOooOoOooog
gboboooboooboobooobooooooobooboobooo

Mr. Takahashi Mr. Higuchi Mr. Monma

Professor Fukao

Professor lkeo

Professor Takemori Professor Yoshino Professor Yano

On February 16, 2009, the "“Subprime Loan Problem
and Raising Financial Market Quality” Symposium was
held at the Science Council of Japan Hall. The sympo-
sium was cosponsored by the joint Keio University and
Kyoto University Global COE, the Economics Commit-
tee of the Science Council of Japan, the Bank of Japan
Institute for Monetary and Economic Studies, and the
Ministry of Finance Policy Research Institute, and sup-
ported by the Nikkei Shimbun.

At the beginning of the symposium, Professor Kat-
suhito Iwai (Tokyo University, Science Council of Japan)
made some welcoming remarks, and in response to the
issues to be discussed, Professor Makoto Yano (Kyoto
University), the Theory Development Section Leader, de-
livered a keynote address on the relationship between
market quality theory and the subprime loan problem, as
well as the state of infrastructure in the financial markets.

This was followed by research reports by Professor
Mitsuhiro Fukao, Professor Kazuhito lkeo, Professor
Shumpei Takemori, and Professor Naoyuki Yoshino (all
of Keio University) aimed at delineating how the sub-
prime loan problem developed and studying the design
of desirable systems for domestic and overseas finan-
cial markets. In addition, Ministry of Finance Internation-
al Bureau Councilor Daikichi Monma reported on inter-
national policy coordination at the recent G7 meeting
and then conducted a panel discussion by offering more
detailed discussion of individual issues and responding
to questions from the floor.

In reflection of the strong interest in the recent sub-
prime loan problem, many more researchers, policy
makers and members of the public attended the sympo-
sium than was originally planned. Furthermore, the re-
sults of the symposium are to be pub-
lished by Keio University Press under the
provisional title of “Economic Debate:
The Subprime Finance Crisis”. This will
also include closing remarks and sum-
ming up by Bank of Japan Institute for
Monetary and Economic Studies Gener-
al-Director Wataru Takahashi and com-
ments and counterarguments by Shu-
nichiro Higuchi, Director-General, Minis-
try of Finance Policy Research Institute.

A larger number of public participants attended
the conference than originally anticipated.

07/



QDDDDDDDDDDDDDDDDDD
Joint Forum on University Education Reform Program

January 13, 2009
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Our Global COE participated in the poster session at the Joint Fo-
rum on University Education Reform Programs at Pacifico Yokoha-
ma on January 13, 2009, which was sponsored by the public corpo-
ration Bunkyo Kyokail and the Ministry of Education, Culture,
Sports Science and Technology (MEXT). The Joint Forum featured
a keynote address by Keio University President Yuichiro Anzai,
panel discussions, sessions on individual programs, and a poster
session on more than 500 different approaches. A large number of
individuals involved with education participated in the Joint Forum,
and our Global COE gained an opportunity to actively disseminate
information and exchange opinions through the poster session.

Our well-received poster booth summarized the ideals and ob-
jectives of our Global COE, centered on research findings concern-
ing market sophistication and integrated design of market infra-
structure, with panels showing at a glance how research on market
quality in various fields is interrelated and linked to theory, verifica-
tion, application and policy proposals.

Many of our Global COE members and researchers participat-
ed, including project leader Professor Naoyuki Yoshino (Keio Uni-
versity), theory development department leader Professor Makoto
Yano (Kyoto University), and panel data design analysis department
leader Professor Yoshio Higuchi (Keio University), and gave brief
presentations of our projects. The event was successful as numer-
ous MEXT staff and other participants visited our booth, engaged in
lively discussions about the research, and deepened their under-
standing of the Global COE.

Q GCOEOOUOOOO
GCOE Researchers Symposium

February 28, 2009
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The Keio University FY 2008 Global COE Researchers Symposium
took place on Feb. 28, 2009 at the Keio University Mita Campus.
This symposium was organized as a continuation of the 21st Cen-
tury COE Program symposia held throughout last year, designed to
summarize the research findings of young researchers participating
in the program and to further advance their research activities.

With market sophistication and integrated design of market in-
frastructure — which is the theme of this GCOE — as the central
theme, the GCOE researchers presented their research findings to
date. Researchers in the panel data design analysis department
presented 5 papers on such topics as the relation between long
working hours and mental health, and the impact on labor market
quality when workers reluctantly accept non-regular employment.

Researchers in the historical analysis department presented 3
papers discussing market quality from a historical perspective,
adopting such examples as the improprieties in cotton trading in
early 20th century China and the market for railroad ties in prewar
Japan.

Overall, a total of 16 theory, research reports were presented at
this symposium, including papers by GCOE researchers pursuing
such fields as finance, labor, theory, management and accounting.
The symposium was most meaningful as participants engaged in
animated discussions on the theory and verification of market qual-
ity, with many constructive comments regarding the direction for
young researchers addressing the GCOE theme.
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The 8th Conference on Panel Research took place at the Institute
for Research on Household Economics on December 24, 2008.
This conference has been held each year since 2001 for the pur-
poses of discussing the various problems related to panel research
implementation and analysis and reporting research findings. This
year, the conference was sponsored by the Global COEs at Keio
University, Osaka University and Hitotsubashi University, and by
the University of Tokyo Institute of Social Science. Our program
was represented by Global COE researcher Kinkin Ma and Profes-
sor Yoshio Higuchi (Faculty of Business and Commerce), who pre-
sented research results and made concluding remarks at the con-
ference, respectively.

This year’s conference featured six reports by researchers and
organizations implementing panel research. In the morning ses-
sion, speakers from the University of Tokyo Institute of Social Sci-
ence and the Global COEs at Keio University and Osaka University
presented outlines of the panel surveys they are implementing and
reported their research findings using those surveys. In a paper
entitled “Panel Data Analysis on Household Time Allocation — Based
on the KHPS,"” our program researcher Kinkin Ma introduced an
overview of the Keio Household Panel Study (KHPS) and reported
research findings regarding the allocation of housework and work-
ing hours between wives and their husbands. In the afternoon ses-
sion, researchers from Gakushuin University, Ochanomizu Univer-
sity, and Yokohama National University reported their research
findings.
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The Global COE history seminars are being held to advance discus-
sions regarding Asia’s diverse market systems. In the first seminar,
two research reports were presented on the theme of market effi-
ciency. These papers by Yasuo Takatsuki and Masaki Nakamura
both focused on the speed of price information transmission, re-
spectively adopting Osaka rice market in Tokugawa Japan and the
contemporary Yokohama raw silk market in the late 19th century as
examples showing efficient markets formed in Japan.

The second seminar featured reports on how systems are pres-
ently perceived in economic theory, with the reporters also voicing
their outlooks. Masatoshi Tsumagari examined the utility and limits
of the general equilibrium analysis and partial equilibrium analysis
of systems, touched on experimental economics, and concluded
that systems design must delve deeper into human psychology
and work this out as a constraining factor.

The third seminar addressed the theme of commercial treaties
and market order, with the presentation of two research reports.
Masako Matsui examined the process whereby the Capitulations
that regulated commercial relations between the Ottoman Empire
and Europe were integrated into the commercial treaties system in
the 18th century. Naoto Kagotani examined the formation of wide-
spread market order in 19th century East Asia focusing on net-
works with Asian merchants.
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Professor Yoshio Higuchi (Panel
Discussion Design and Analysis
Section Leader) speaking at the
Panel Survey Conference held
on December 24, 2008.
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The Panel Data Design Analysis Department, led by Profes-
sor Yoshio Higuchi (Faculty of Business and Commerce, Keio
University), uses panel data to verify market quality theory
and conducts research to elucidate the dynamics of improv-
ing market quality in the real world.

Market quality theory grasps the totality of laws, sys-
tems, organizations, culture, ethics, customs and other di-
verse factors surrounding markets as “market infrastruc-
ture,” and understands that appropriate coordination of
market infrastructure promotes the gradual improvement
of market quality. Conventional economic theory has ad-
opted a dualistic market theory with perfect competition
markets that achieve efficient allocation of capital on the
one hand and imperfect markets with the presence of mar-
ket failures on the other. Markets in the real economy,
however, must fall somewhere in between these two ex-
treme images, depending on the quality of the market in-
frastructure coordination function. Moreover, qualitative
changes in market infrastructure should also influence ac-
tual market quality. Based on this understanding, the
Panel Data Design Analysis Department is working to
clarify empirically the dynamic relations between market
quality and market infrastructure.

High-quality data is essential to grasp properly chang-
es in market quality and market infrastructure over time,
and to clarify the dynamic relations between market qual-
ity and market infrastructure in the real economy. With this
understanding, this foundation is now implementing the
Keio Household Panel Survey (KHPS), which covers Japa-
nese households nationwide, continuing from our predeces-
sor, the 21st Century COE program “Development of a
Theory of Market Quality and Empirical Analysis Using
Panel Data.”

Because panel surveys follow the same economic bod-
ies over time, they facilitate analyses on the dynamic be-
havioral changes of dissimilar economic bodies which are
not possible using aggregate and cross-sectional data. In
Japan, however, there were previously no household pan-
el surveys with comprehensive survey items and subjects
sufficient for verifying the research themes of this program.
The Keio Household Panel Survey (KHPS) has been imple-
mented continuously covering approximately 4,000 house-
holds (7,000 individuals) nationwide since 2004 to respond
to such research demands. From 2007, the KHPS initiated
coverage of an additional cohort of approximately 1,400
households (2,500 individuals).

Our department is also engaged in an entirely new ef-
fort to shed light on the market quality improvement process
from both the demand and the supply sides, in line with the
actual conditions on individual markets, by devising new
panel data that provides dynamic information on enter-
prises and linking it to the KHPS. Through this series of
efforts, the department can not only verify theoretical view-
points on market infrastructure and the improvement of
market quality, but also pursue new systems design and
prepare policy proposals based on market quality theory.

Vol. I~V of The Dynamism of Japan Household Budget Behav-
ior, which publishes the research results of the Panel Design
and Analysis Section. Volume V is due for publication in June,
2009.
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