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Employment of the Elderly

in an Aging Society
i SR L L

Atsushi Seike R B

President, Keio University
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Japan is beginning to undergo an unprecedented aging of so-
ciety, never before experienced by any country on earth. As
part of this transformation, the youth now poised to enter the
adult world are a generation witnessing astounding changes.
They are leading lives in which Japan’s population structure is
literally being turned upside down.

Let us consider the incoming freshmen who entered col-
lege this year. They were born around 1990, and in that year
12% of Japanese were 65 or older. So these youth were born
at a time when the ratio of senior citizens had just surpassed
one in ten. That percentage then suddenly increased, shoot-
ing up to one in five by around the time they graduated from
middle school in 2005. Thus in the short period from their
birth through the completion of their compulsory education
Japan’s elderly population ratio nearly doubled to 20%. In
2013, when these youth graduate from college, the ratio will
rise further to 25%. They will enter the work force in a soci-
ety where senior citizens constitute one-fourth of the popula-
tion. By the time they are in their 40s, at the height of their
work careers in the early 2030s, the percentage of elderly Jap-
anese will surpass one in three. Finally when they themselves
become senior citizens in the mid 2050s, the elderly popula-
tion ratio will be 40% -- their generation will grow old in a
society where two out of five Japanese are elderly.

Along with this tremendous aging, Japan’s social systems
will also have to be radically reformed. There is no point to
maintaining systems created when there were few senior citi-
zens and many young people under a population structure
with a large percentage of elderly and a small working-age
population. In that sense, it is only natural that the minimum
age for initiating pension benefits payments (the pensionable
age) is being raised to 65. The mandatory retirement age will
move up to 65 as well.

However, 65 will soon become unrealistic as the dividing
line between active workers and retirees. The average remain-
ing life expectancy at 65 is now 18.6 years for men and 23.64
years for women. For men, that is as long as the period from
birth through graduation from high school, and for women it
would run from birth through the completion of a master’s
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degree. No matter how you look at it, it is just too long a
period of time to live as “elderly.”

If the pensionable age is not raised further, it will not be
possible to maintain the fiscal balance of Japan’s pay-as-you-
go pension system. Even in the U.S., where the aging of
society is far milder than in Japan, the social security pension
eligible age for the payment of full benefits is being raised in
stages to 67. In the case of Japan, to limit the burden on the
working-age population and conversely ensure solid pension
payments for post-retirement life, the age should probably
be raised even higher to nearly 70.

In terms of employment, of course, that means Japan
must realize a society where people can continue working at
least until around age 70. That will demand radical changes
to current employment practices such as seniority-based
wages and seniority-based promotion systems which make it
difficult to hire older workers. It will also require approach-
es to work with a better work-life balance so that older em-
ployees can go on working and younger employees will not
dissipate their vitality and intellectual abilities by working
excessively long hours in their youth. The nation must ar-
range the requisite conditions, and greatly expand elderly
employment.

Expanded elderly employment is absolutely essential to
lessen the burden on younger generations. It is also an eftec-
tive strategy to check the decline in the nation’s economic
growth rate from decreasing manpower in an aging society.
Above all, in the case of Japan, elderly employment will pro-
vide meaning in life to the vast number of older people with
a strong desire to work.

Therefore the age which separates active workers from
the elderly, which is presently 65, should probably be in-
creased to at least 70. That one measure alone would eftec-
tively reduce Japan’s elderly population ratio by 5-6%. If the
definition of elderly was lifted further to age 75, which is
roughly five years below the average life expectancy for men
and 10 years below the average life expectancy for women,
Japan’s elderly population ratio would be about 10% today
and around 20% in 2030. Incidentally, the average life ex-
pectancies in Japan in 1960 when the national pension sys-
tem was launched with a pensionable age of 65 were 65.32
for men and 70.19 for women. In other words, the pension-
able age was roughly the same as the average life expectancy
for men and five years below the average life expectancy for
women. Compared with those initial conditions, there
should be nothing strange at all about raising the pensionable
age to 75 today.

Of course, it might be difficult to suddenly raise the age
standards all at once. Regardless, given the possibility that
this will be considered in the future, it would be meaningful
to conduct simulations on how such changes in the pension-
able age would impact Japanese industry and people’s lives. I
believe it would be profitable for the GCOE to address this
field of inquiry as an interdisciplinary research theme.
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Q International Conference: “Asian Economic Panel Meeting”

September 6-7, 2009

2009 9A6 - 7DMH., BERXEZAAXF=HF vV /{XICBEWLT
“Asian Economic Panel Meeting” DBEfES NIz, AREIE. I T D
H5E - SRR ZRLIC, PIYPDERICDVWCERZI DB CTHD. 5
BlFEREREZSH T, 13 HOMFRREIITHN.

MRS CTlE. 2008 FEKDHFRPICRAULGTEZ DO LT T TS
A LERIBHEICEDL D ICHNT 2D, BEEREERICEERICED ST
WDBEREBOBEFREICLKDERZRFA, TFIFLAED OFAILEE
Nic. BICHRERER (MBAERB). U LFEK FEREEE) O®
ETE. T T4 LERBHEICHT DHADEEDEROHAH;. 77 DR
RIEDWTEHBANE SN ce PIYTHODBMEICF. FrvIURYT - ¥
ABIKREAER., P7YI—F T4 - A4V RRYTVESEEE ek (B4
¥ RV HRIREIE) . FENEER (HARIT)., D7—Ds v - YvF
EYF—ZA NS UTPENLRZRFREE, PIYTEEORRESE - F52E
DEHSIL. EREERDEINC, ARWETIF. BEERBKZ R
XFJ0—/)VLCOE 7OJS LN OEHETIRY —5— (BERZKXT)
[CkD. HEDHR., RICERTBIE FCORHBEREEBOFRITO—EDY
VOEFAURBEET IVOREFRR. KRERBIE (REKZREMNIA)
L&D [MREOENSRIET I T4 LA0—EH] OMEHFEIN. iz
DEICHT 2BEDEEMEICEH U TEFRLFRONBHAT NI, ZOMICH
2HFRNEBHEE ST T TSA ARRBHRODT,. 7IT7HEICHITD
EEERSDHINANDTEDDHT. BHNBERRE S NN EERERDT Y
TIHAEZDERIMIL TH DD E DD DD, PEDEMEFHIEMDBD
DT IV RIEIH DR
BRATADICHDIES
BHICET DS, 1V RIC
BIFBHRREDY 3 vy
JE—IVHEREIRICED
FOBFEEDIESULIED
DT, BETHICEIT HE
BRBFFHNET JO—F K
ENRETN, SMEDO-T
TEFRERREIOE SN,

Y

Professor Kaliappa
Pillai Kalirajah

(The Australian
National University)
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(The Australian
National University)

One scene of participants in AEP meeting

The Asian Economic Panel Meeting took place Septem-
ber 6-7, 2009 at the Keio University Mita Campus. This
international conference is a venue for deliberations on
Asian policy, centered on Asian studies researchers and
research organisations. The meeting had a total of 13
presentations, including three special reports.

The presentations included discussions from vari-
ous angles on responses to the subprime financial cri-
sis, which had a severe impact worldwide from fiscal
2008, considering economic theory and the opinions of
the policy authorities engaged in actual implementa-
tion. In particular, the presentations by Takehiko Nakao
of the Ministry of Finance International Bureau and Yo-
suke Kawakami of the Deposit Insurance Corporation of
Japan clarified Japan's actual response to the subprime
financial crisis as well as the current conditions in Asia.

The Asian presenters and panel members included
former Thailand’s Minister of Finance Chalongphob
Sussangkarn, Indonesia Stock Exchange Chairman (and
former Bank Indonesia Deputy Governor) Anwar Nasu-
tion, Bank of Japan Deputy Governor Kiyohiko Nishimu-
ra, Australian National University Professor Warwick
McKibbin and other policymakers and economists from
each country, who engaged in lively discussions.

From the Keio University/Kyoto University Joint
Global COE program, Keio University Professor Naoyu-
ki Yoshino presented research on an economic model
which explains the linkage between public policy and
the issuance of government bonds, especially under
Liberal Democratic Party administrations, and Kyoto
University Institute of Economic Research Professor
Makoto Yano spoke on the topic of “Avoiding Another
Subprime-type Crisis in Financial Markets.” These pre-
sentations elicited vibrant debate concerning the prior
related research on market quality.

Other papers examined the subprime debacle
which became a global financial crisis, the influence on
tax revenues from piracy and infringements in the Asian
region, foreign direct investment and the independence
of bilateral trade within Asia, technology development
and employment in China, a new composite index to
measure economic integration in the Asia-Pacific re-
gion, how big shopping malls affect poverty reduction
in India, and an experimental economics approach to
trade negotiations, with lively exchanges of opinions
among the participants.




2 Comparative Analysis of Enterprise Data(CAED) 2009 Conference

October 2-4, 2009
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Professor Kozo Kiyota

(Keio University) (Yokohama National University)

The 2009 Comparative Analysis of Enterprise Data
(CAED) conference was held Oct. 2-4, 2009 at Hitotsub-
ashi Memorial Hall in Tokyo. The conference was host-
ed by the Hitotsubashi University Global COE program
Research Unit for Statistical and Empirical Analysis in
Social Sciences (Hi-Stat) and the Research Institute of
Economy, Trade and Industry (RIETI). The Keio /Kyoto
University Joint Global COE program participated as a
CO-SpONSOr.

CAED has been held every one or two years since
2003 as a global conference for research exchange on
the empirical analysis of enterprise data. This was the
fifth CAED conference, and the first one held in Asia.
The event was a great success with about 350 partici-
pants (including about 150 from overseas), presenta-
tions of the latest global research findings and vibrant
debate.

The Joint Global COE program is a major repository
for enterprise data from Japan and elsewhere in Asia,
and made a strong appeal at CAED for Japan as an im-
portant research base in this field. The International and
Economic Development Department was actively in-
volved from the conference planning stages, with Fuku-
nari Kimura, Toshiyuki Matsuura, Kozo Kiyota and Kazu-
nobu Hayakawa listed in the program as authors or co-
authors of the following five papers: (1) Kiyota, Kozo and
Okazaki, Tetsuji, “Industrial Policy Cuts Two Ways: Evi-
dence from Cotton Spinning Firms in Japan, 1956-
1964;" (2) Kimura, Fukunari, “The Nature and Character-
istics of Production Networks in East Asia: Evidence
from Micro/Panel Data Analysis;” (3) Kneller, Richard;
Inui, Tomohiko; Matsuura, Toshiyuki; and McGowan,
Danny, “The Role of Multinationals in Japanese Produc-
tivity Decline;” (4) Hayakawa, Kazunobu; Kimura, Fuku-
nari; and Matsuura, Toshiyuki, “Gains from Fragmenta-
tion at the Firm Level: Evidence from Japanese Multina-
tionals in East Asia;” and (5) Matsuura, Toshiyuki; Moto-
hashi, Kazuyuki; and Hayakawa, Kazunobu, “How Does
FDI Affect Performance at Home? An Activity-level
Analysis for Japanese Electrical Machinery and Elec-
tronics Firms.” Fukunari Kimura, Toshiyuki Matsuura
and Kozo Kiyota also led discussions in their roles as
session chairs.

Additionally, the International and Economic Devel-
opment Section arranged for the presentation of papers
by Chin Hee Hahn (South Korea), Dionisius Narjoko (In-
donesia) and Archanun Kohpaiboon (Thailand) through
liaison with the Economic Research Institute for ASEAN
and East Asia (ERIA), an international organization based
in Jakarta where Fukunari Kimura serves as Chief Econ-
omist, contributing to the further internationalization of
CAED, which has seen little participation from develop-
ing Asia.
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The Keio University International Economics History Research Conference:

"Market Infrastructure and Economic Development in Modern Asia"

August 27-28, 2009
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One scene of the presentation
at the conference

The Keio University international economics history research con-
ference “Market Infrastructure and Economic Development in
Modern Asia"” took place August 27-28, 2009 at the Nagasaki Mu-
seum of History and Culture. At the conference, economic history
researchers from inside and outside the university discussed how
the formation and change of market infrastructure impact eco-
nomic development and the nature of markets from such per-
spectives as transportation and telecommunications infrastruc-
ture, finance, distribution and trade.

A total of 11 research papers were presented over the two
days, giving empirical historical analyses on market diversities in
modern Asia and deepening discussions on the relation between
market infrastructure and market
quality from a historical perspective.

Following the conference,
participants toured the Mitsubishi
Heavy Industries Nagasaki Shipyard
& Machinery Works History Muse-
um at the invitation of General Af-
fairs Section Chief Akihiro Uesugi for
meaningful discussions and direct
examinations of historical materials
and displays.
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Historical Analysis Department \Workshop: “Resource Use and Resource Management in

Contemporary Asia”

November 7, 2009
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A historical analysis workshop, “Resource Use and Resource
Management in Contemporary Asia”, was held on November 7,
2009 at the Keio University Mita Campus G-SEC lab. The work-
shop was co-sponsored by the Keio University/Kyoto University
Joint Global COE and the Kyoto University Humanosphere Global
COE program grant-in-aid for scientific research basic research B
initiative, “Comparative Historical Research on the Relation be-
tween Deforestation and Environmental Degradation and the For-
mation of Fossil Fuel Resource Global Economics.” The work-
shop presentations were designed to clarify the historical changes
in resource management via analyses of both resource develop-
ment and resource use.

The theme of the first session was resource development and
resource management in contemporary Japan. Keio University
researcher Tomohiko Takayanagi and Rikkyo University Assistant
Professor Tomoki Shimanishi presented papers examining hot
springs resources and gravel resources, respectively.

The second session focused on forest resource development
and use. Niigata Seiryo University Associate Professor Tadayoshi
Taniguchi presented research on the role of the wood and char-
coal business in modern Japan, and in their paper Kyoto Univer-
sity Professor Kaoru Sugihara and Matsuyama University Associ-
ate Professor Takeshi Nishimura examined the commercialization
of forests in India under British colonial rule. In the discussion
session, participants discussed the quality of competition in re-
source trading.
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Mini Workshop on Micro-data Study on Liberalization of International Trade and Investment

October 1, 2009
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Dr. Dionisius Narjoko
(Economic Research
Institute for ASEAN
and East Asia)

A mini-workshop on the liberalization of international trade and
investment featuring invited researchers from South Korea, Thai-
land and Indonesia was held October 1, 2009 at the Keio Univer-
sity Mita Campus, with sponsorship from the Economic Research
Institute for ASEAN and East Asia (ERIA).

At the workshop participants discussed how changes in trade
and investment systems, which have a great impact on market
quality in developing countries, influence foreign direct invest-
ment and export behavior. The three invited researchers present-
ed reports concerning their respective countries, with Dionisius
Narjoko of ERIA addressing Indonesia, Associate Professor Archa-
nun Kohpaiboon (Thammasat University) speaking about Thailand,
and Chin Hee Hahn of the Korea Development Institute examining
South Korea.

The research reports on Indonesia and Thailand both exam-
ined technology transfer from multinationals to local companies,
with implications for the incentive policies developing countries
may pursue to lure multinationals. The report on South Korea ex-
amined whether or not export access to overseas markets boosts
productivity, and suggested that the likelihood of successful tech-
nology acquisition may be higher at factories with high concentra-
tions of skilled labor. Dr. Hahn's paper on
South Korea was also stimulating because
it made use of propensity score matching,
which is a relatively new analytical method
in the field of international economics.

The papers presented at the mini-work-
shop all used enterprise and business es-
tablishment level data analysis to indentify
how globalization improves economic wel-
fare, bringing renewed awareness of the

great potential for research based on mi-
cro-level data.

Professor Archunun
Kohpaiboon
(Thammasat University)

Q Intensive Lecture: “International Banking and Liquidity Allocation: Cross-

border Financial Services versus Multinational Banking”

October 3, 2009
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On October 3, 2009 Professor Uwe Vollmer of University of Leipzig
(Germany) presented a lecture entitled “International Banking and
Liquidity Allocation: Cross-border Financial Services versus Multi-
national Banking” at the Keio University main campus.

Professor Vollmer's lecture can be summarized as follows.
Bank statutory capital requirements are presently becoming a ma-
jor policy issue. In particular, the phenomenon of pro-cyclicality —
whereby banks lend aggressively during business expansions
because their share prices rise pushing up the value of their eg-
uity capital and conversely suddenly pull back on lending during
contractions because the value of their equity capital drops — has
been identified as a problem. Prof. Vollmer used case studies
from Europe, and noted how capital requirements have different
effects on banks advancing into foreign countries depending on
whether they form joint ventures or establish holding companies
for foreign market entry.

Over 30 students attended the lecture, which was followed by
a lively question and answer session.
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Keio University/Kyoto University Joint Global COE Program: Raising Market Quality—Integrated
Design of “Market Infrastructure” Research Results Presentation Meeting

October 37, 2009
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On October 31, the Joint Global COE program held a re-
search results presentation meeting at the Keio University
Mita Campus GSEC-LAB, with a committee of six outside
evaluators. The evaluators were National Graduate Institute
for Policy Studies President Tatsuo Hatta, Hitotsubashi Uni-
versity Executive Vice President Eiji Tajika, University of
Tokyo Graduate School of Economics Professor Shinichi Fu-
kuda, International Christian University College of Liberal
Arts Professor Naohiro Yashiro, Hitotsubashi University In-
stitute of Economic Research Professor Yukinobu Kitamura,
and University of Tokyo Graduate School of Economics Pro-
fessor Katsuhito Iwai (who was absent that day).

The meeting featured reports on research being con-
ducted by the Global COE in various research fields, with
comments by the five evaluators in attendance. It also in-
cluded an accounting report, and a report on links with grad-
uate school education and with overseas institutions.

The research reports concerning market quality in each
field included (1) “Theoretical Analysis of Japan's Securities
Market, which is said to be Savings Oriented and Ineffi-
cient” (Noda & Yano); (2) “Empirical Analysis of Labor Mar-
ket Quality Changes using KHPS Data” (Yamamoto); (3)
“Quantitative Analysis of Making Asian Production Markets
More Efficient by Forming Production Networks” (Kimura);
(4) "Development of Asian Policies to Gradually Improve
Market Quality through Government Bond, Infrastructure
Bond and SME Securitized Debt Markets” (Yoshino); (5)
"Market-format Indirect Financing Markets Related to the
Financial Crisis sparked by the Subprime Loan Problem”
(Ikeo); (6) “Chinese Cotton Trading Market Quality and
Fraud” (Setobayashi); and (7) “Theoretical Analysis of Lead-
er-Follower Model in Price Competition” (Komatsubara).

While the fields and substance of the research papers
were different, they all adopted market quality as the sub-
ject of analysis. The following figure illustrates the relations
between market quality and the research in each field.
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Research Presentation Meeting: "New Frontiers in Marketing Research”

September 24, 2009
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Professor Hidesuke Takata
(Keio University)

Professor Masaaki Kotabe
(The Fox School of Business and
Management, Temple University)
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The Management, Accounting and Commerce De-
partment held a research presentation meeting
“New Frontiers in Marketing Research” on Sep-
tember 24, 2009 at the Keio University Mita Cam-
pus, with two reports by project researchers: “Vac-
uum Areas in Brand Research” by Kousaku Morioka
and "Are the Main Determinate Factors in Channel
Integration Transaction Cost Factors or Capability
Factors?” by Hidesuke Takata.

The former reviewed brand research to date,
noted its limitations and demonstrated the impor-
tance of an synthetic approach through agent simu-
lations. The latter was an effort to theoretically, em-
pirically and systematically explain manufacturers’
channel selection, for which prior research has
reached disparate empirical conclusions, by intro-
ducing capability factors. Both were papers by
young researchers adopting ambitious subject mat-
ter toward the preparation of their doctoral theses.

The Washburn Chair Professor of International
Business and Marketing The Fox School of Busi-
ness Temple University (Keio University Graduate
School of Business and Commerce Visiting Profes-
sor) Masaaki Kotabe served as the meeting com-
mentator. Professor Kotabe, who is active globally,
provided comments on the research from the per-
spectives of (1) connection to real-world practice,
(2) academic contribution, (3) research interest to
those hearing the presentation, and (4) potential as
a theme for long-term investigations. While some of
the comments were critical, they contained useful
advice for advancing the research.

About 20 faculty and graduate students in man-
agement and accounting fields took part, and deep-
ened their mutual understanding. Professor Kotabe
also attended an informal social gathering following
the official program, where he gave additional ad-
vice to the presenters.

The Global COE project emphasizes the educa-
tion of graduate students, and the significance of
that emphasis is confirmed by gatherings like this
one. The department plans to continue holding sim-
ilar research presentation meetings in the future.

One scene of participants in the research presentation
meeting “New Frontiers in Marketing Research”
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Indonesia Seminar:“Development of the Corporate Credit Information

Database and Credit Guarantee System”

October 19, 2009
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A joint seminar, “Development of the Corporate Credit Infor-
mation Database and Credit Guarantee System” was held in
Bali, Indonesia on October 19, 2009. The event was co-spon-
sored by the ASEAN Secretariat, Bank Indonesia and the Min-
istry of Finance Japan.

This seminar was held to discuss specific policies toward
developing a database on SMEs in Indonesia. Our Keio/Kyoto
Joint Global COE is addressing systems and policy design to
reduce the information asymmetry of SMEs in financial mar-
kets as one research theme, and the seminar provided an op-
portunity to make policy proposals based on the results of that
research.

The Japanese speakers Naoyuki Yoshino (Keio University
Professor and Keio/Kyoto Global COE Project Leader), Yasuhi-
ro Maehara (Hitotsubashi University Professor and CRD As-
sociation Director) and Shigehiro Shinozaki (JICA [Jakarta Of-
fice] Expert to the Bapepam-LK) presented reports in the
morning session, followed by presentations from the Indone-
sian side in the afternoon. The matters discussed at the semi-
nar may be summarized as follows.

(1) Although SMEs account for large percentages of both the
number of companies and the number of employees in Asian
countries, loans to SMEs invariably decline when credit turns
tight because of the lack of accumulated SME credit data.

(2) Family businesses are not in the habit of keeping and stor-
ing daily management records, and many small companies
keep no books at all. For that reason, efforts must begin with
educating family businesses on accounting practices.

(3) In Indonesia, there are many government organizations
which implement SME policy and some data have been accu-
mulated, but with little data exchange between each organiza-
tion and the central bank. Moreover, the scale of existing cred-
it-guarantee organizations remains small.

(4) The compilation of a database to systematically collect, ac-
cumulate and organize credit data on Indonesian SMEs is es-
sential to stimulate SME financing in Indonesia, and the know-
how of the Credit Risk Data (CRD) Association of Japan should
prove useful. The Japanese CRD database, which is operated
by the CRD Association, began collecting SME data from 2001
and can now be used to calculate the bankruptcy ratio.

(5) The method of collecting corporate data is the key to im-
proving database reliability. In Japan, the data collection func-
tion is carried out by public credit guarantee associations (one
for each prefecture plus five in major cities), and this gives
SMEs an incentive to submit their business data. That is be-
cause the ability of SMEs to receive loans from financial insti-
tutions in Japan largely depends on whether or not they can
obtain guarantees from credit guarantee associations. So
SMEs must submit their own financial and non-financial data
to these associations to secure credit guarantees.

The seminar was attended by the senior deputy governor
of Bank Indonesia, the vice ministers of related ministries and
other Indonesian government officials, with lively discussions,
making use of the Japanese experience, on what steps should
be taken to advance the data collection process.
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Professor Takero Doi
(Keio University)

Finance and Money Department Goals and Progress

The purposes of the Finance and Money Department are to examine and
analyze the policy effects of financial policies designed to rectify market
failures. Correcting market failures is essential to realize high market
quality. The department uses enterprise, local government and other
panel data to analyze the economic effects of public works and other
fiscal expenditures and of tax reforms, and to prepare concrete propos-
als regarding the division of roles between government and markets and
regarding policy frameworks for improved market quality.

During Fiscal 2008-2009 the department organized KHPS and JHPS
data for fiscal policy analyses, analyzed the inter-government finance
system between the central and local governments using local govern-
ment finances panel data, carried out fiscal policy analyses based on
macroeconomic theory, and otherwise investigated fiscal policy systems
and fiscal policies to correct market failures.

In terms of improving market quality, market failures resulting from
information asymmetry, imperfect competition and externalities can be
rectified through building up suitable fiscal systems and devising ap-
propriate fiscal policies. The Finance and Money Department carries out
specific theoretical and empirical analyses on how fiscal systems and
fiscal policies to address market failures should be reformed, considering
the conditions of existing systems.

As one interim research result, in June 2009 department leader
Takero Doi presented an invited lecture entitled “Poverty Traps with
Local Allocation Tax Grants in Japan” at the annual spring meeting of
the Japanese Economic Assaciation. In his lecture, through panel data
analyses in an analytical framework constructed based on endogenous
economic growth theory, Professor Doi clarified how the local allocation
tax grants system, which is the main channel for fiscal transfers under
Japan’s national and local tax structure, incorporates disincentives for
local government bodies to reduce expenditures or work toward bringing
greater vitality to local economies creating natural revenue increases,
and thus obstructs economic growth over the long term (how it creates
poverty traps).

Also during Fiscal 2008 Keio University Department of Economics
Research Assistant Professor Kazuki Hiraga and Graduate School of Eco-
nomics doctoral candidate Masataka Eguchi published a joint research
paper “Fiscal Policy Effects focusing on Differences in Government Con-
sumption, Public Investment and Government Employment” which uses
a dynamic general equilibrium model framework to analyze the macro-
economic effects, respectively, from increased government expenditures
on public works such as roads and bridges which contribute to corporate
production activities, from increased non-monetary government benefits
which contribute to individual (or household) utility, and from increased
government spending on the salaries of public servants and other employ-
ment. Classifying government expenditures in this manner makes it pos-
sible to explain the phenomenon whereby higher government expenditures
result in higher private-sector consumption and sometimes in higher pri-
vate-sector investment, which cannot be explained by conventional neo-
classical models. In greater detail, while higher public works expenditures
lead to increases in both private consumption and private investment,
increased government consumption results in higher private investment
but lower private consumption. Meanwhile, increased government em-
ployment causes distortions in the labor market which lower productivity
and thus reduce both private-sector consumption and investment. These
impacts are consistent with the results of empirical analyses in Japan,
and indicate that government consumption, public investment and govern-
ment employment exert different macroeconomic effects through each
market. This point may be said to reconfirm the importance of improving
market quality via government policies to rectify market failures.

The Finance and Money Department will continue to examine and
research ideal fiscal policies to improve market quality, and to prepare
and present specific policy proposals.
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