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Raising Market Quality-Integrated Design of “Market Infrastructure”

Foreword: Theoretical Research of Market Quality

Activity Report

1. FY2012 First GCOE Researchers Symposium

2. Asian Economic Panel Meeting

3. Panel Data Research Center Symposium
“Impact of the Great East Japan Earthquake on Psychology, Values and Behavior”

4. Keio University Joint Research Center Seminar for Panel Studies

“Panel Data Analysis Introductory Seminar”

2012 Global Marketing Conference at Seoul

The Society for Environmental Economics and Policy Studies 2012 Annual Conference

The 17th International Conference on Cultural Economics

Socio-Economic History Society “Next Tide Workshop 2012"

The International Academic Symposium

“Change of China’s Economic Development Model and Relation with Sino-Japanese Economics and Trade”

10. Summer Meeting on Game Theory 2012

11. The “Furusato Investment Fund” Research Presentation Meeting

12.TheChmeseAcademyofSomaISmenceshwnnﬂeofVVoHdEconmnmsandPohncs_

13. Workshop at China’s University of International Economics

Introduction of Research Activities by “Young Researchers”

Presentations of Degrees, List of Discussion Papers and Information
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Market quality is a new way of thinking not considered in
conventional economics. The Keio/Kyoto Joint GCOE pro-
gram, which places this way of thinking at the core of educa-
tion and research, has now entered its fifth and final year.
Counting from the 21" Century COE program jointly initiated
by the Keio University Graduate School of Economics and the
Keio University Graduate School of Business and Commerce,
this education and research on market quality has been advanc-
ing for a long period of 10 years.

A very large number of professors have provided assistance
and support over that time, and we have also received help
from many young researchers including graduate students.
Moreover, research projects with market quality as the central
theme have been launched at several universities aside from
Keio and Kyoto (e.g., Chukyo University: Lead Researcher As-
sociate Professor Yuichi Furukawa; Chiba Keizai University:
Lead Researcher Professor Hiroshi Fujiu), spreading the breadth
of the research. My honest feelings are that I cannot possibly
thank all these people enough for their cooperation.

While we speak of the market as a single concept, there are
markets that are good and markets that are bad. The “market
quality theory” that I have now advocated for nearly 20 years
is based on this type of understanding. We pose the theoretical
proposition “High quality markets are essential for the sound
growth of the modern economy” as a thesis that can be inves-
tigated, and this can be summarized in the proposition “The
formation of high quality markets requires appropriate market
infrastructure design” (Yano, 2009). We have created household
panel data and made full use of generally available data to veri-
fy these propositions, and worked to construct a new policy
paradigm. At the same time, we have also invested great efforts
in fostering the development of young researchers who can
consider economics and economic policy from the market
quality perspective.

Back when we began the 21" Century COE program, the
concept itself was unknown and many questioned market qual-
ity as a research theme. For example, some asked if the quality
of markets could really be formulated, or if market quality was
not just another term for market efficiency. I have subsequently
been busy with the administration of the COE program and
the education of young researchers, so it has unexpectedly tak-
en me a great deal of time to respond to such criticism. As our

program has now entered its final year, while the content is a
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Yano, Makoto, “Competitive fairness and the concept
of a fair price under Delaware law on M&A,"
International Journal of Economic Theory 4, 175-
190 (2008).

Yano, Makoto, “The foundation of market quality
economics,” Japanese Economic Review 60, 1-31,

(2009).

bit specialized, I will now explain the concept of market quali-
ty developed in prior papers (Yano, 2008; Yano, 2009; etc.).

What constitutes a good market? Many who have studied
economics would likely answer “A market that achieves an ef-
ficient allocation of resources is a good market.” This answer is
not incorrect. However, it is hard to believe that this answer
fully expresses the characteristics of good markets.

Market quality is not just efficiency in the allocation of re-
sources. Rather, I think it is determined reflecting the fairness
of the trading process. Fairness may be defined as “conforming
with generally accepted rules in a game or other competition”
(from the entry for “fair” in Webster’s Third New International
Dictionary, Unabridged [1981]). Markets are only formed once
there is competition, and competition can only happen with
rules. Thinking along these lines, it soon becomes clear that it
is appropriate to use the concept of fairness to measure the ad-
equacy of price setting.

Then how should we define the fairness of market compe-
tition? First we assume a market composed with ideal funda-
mentals, and determine fairness based on the fundamental rules
defined there. We should then determine fairness in each actual
market in reverse, using induction. That is my understanding.
This approach to the definition of fairness is adopted by John
Rawls and other philosophers. It is also reflected in the legal
system in the relations among the Constitution, laws and regu-
lations.

I believe that markets should be governed by the following
fundamental rules.

1. Observance of property rights

2. Respect of autonomous decision-making, including par-

ticipation or non-participation

3. Non-discrimination in the treatment of trading partners

4. Universality of rules

In markets that are supported by ideal fundamentals, com-
pliance with these four rules ensures the essential fairness of
market competition. Yano (2008) develops the new theory of
open market bargaining, and reaches the conclusion that “envy-
free prices are formed when the fundamental fairness of market
competition is guaranteed.”

The idea of market competition fairness reaches back to
the work of Alfred Marshall. Marshall held that prices formed
through competition among potential market participants are
normal and fair. This follows the lex mercatoria traditional
body of commercial law from the medieval period which states
that the fairness of a specific transaction is determined by simi-
lar transactions at other locations, and is the conceptual ap-
proach at the base of today’s M&A laws in the U.S..

Raising market quality is an urgent issue in Japan, which
has neglected to improve its market functions for many years.
It is also an important issue that needs to be considered now
for the economy of Asia, which continues to develop rapidly.
Market quality may also provide a major direction to overcome
the ongoing financial crisis since 2008. I sincerely hope that
market quality research will develop further to resolve these

problems.
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The FY2012 First GCOE Researchers Symposium took place on September
29, 2012 at the Keio University Mita Campus. This symposium is held so
that young researchers can perfect their theses and develop new research
by presenting their research findings.

The symposium was divided into Groups A and B. At Group A, research-
ers from the Historical Analysis Section, the Policy Design Section and the
Theory Development Section presented eight papers. The three Historical
Analysis Section papers presented research analyzing the development of
trawl fishing and marine resources in pre-war Japan, examining the munici-
palization of sewage treatment in pre-war Nagoya, and analyzing silver cur-
rency and domestic exchange in China from 1910 through the 1930s. Next,
the two Policy Design Section papers presented an analysis of the impact of
global monetary policies on oil market quality, and research seeking the
determining the optimal share for sovereign Government Bonds. Finally, the
three Theory Development Section papers presented research verifying the
relationship between approximate common knowledge and robust equilib-
ria, an analysis of the effect of the environmental externality on production
in an OLG economy, and an examination of the relationship between tech-
nological change and volatility of minor metal price.

At Group B, researchers from the Labor Section, the Finance Section,
the Panel Data Section, the Money Section, and the Management, Account-
ing and Marketing Section presented a total of eight papers. The Labor Sec-
tion paper analyzed the impact of the change in attitude from the Great East
Japan Earthquake on time allocation of household, and the Finance Section
paper examined the income redistribution effect of Earned Income Tax
Credit in South Korea. The two Panel Data Section papers examined the
effects of the normalization plan for 26 specialized works under the Working
Dispatching Act, and analyzed the effects of changes in the ratio of men to
women on single women's employment and decision-making about mar-
riage. The two Money Section papers analyzed the fusion of banking and
insurance in China centered on “bank insurance,” and researched the cur-
rent conditions and issues in the management of China’s foreign reserves.
Finally, the two Management, Accounting and Marketing Section papers
analyzed the transformation of consumer knowledge in the purchasing de-
cision-making process, and examined the research issues and outlook of
the services market, incorporating social exchange theory

The reports presented at the symposium concerned “market quality”
from a variety of perspectives. The vibrant discussions held after the paper
presentations will be significant for the presenters’ future research.
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(Policy Design Section)

Mr. Farhad Taghizadeh Hesary ~ Ms. Tarintoya
(Finance Section)

@ « Y

3

Mr. Ahmad Danu Prasetyo
(Policy Design Section)
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(Theory Development Section)
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Presentation of Professor Makoto Yano (Kyoto University)

The Asian Economic Panel Meeting took place on October 5-6, 2012 at
the Keio University Mita Campus. The meeting was jointly sponsored by
the Keio/Kyoto GCOE program, the Earth Institute at Columbia University,
the Korea Institute for International Economic Policy, the University of
California Davis, Tokyo Financial Transaction Exchange, and Nomura
Holdings.

As joint research with Columbia University Professor Jeffrey Sachs,
the Asian Economic Panel Meeting publishes Asian Economic Papers
(MIT Press), a refereed journal with the research theme of policies con-
cerning market quality in each country of Asia and at a global level includ-
ing Europe.

This conference gathered parties involved in policy research centered
on Asia, including a former finance minister of Thailand, a former deputy
governor of Bank Indonesia, a former deputy governor of Central Bank of
Malaysia, the director of the Asian Development Bank Research Institute,
the director of the Center for East and Southeast Asian Studies at Lund
University (Sweden), the vice president of the Korea Institute for Interna-
tional Economic Policy, and professors from Australia National University
and the University of California.

From this GCOE, Kyoto University Institute of Economic Research
Professor Makoto Yano presented theoretical analysis on market quality,
while Keio University Professors Naoyuki Yoshino and Sahoko Kaji pre-
sented a paper on regional support using revenue bonds toward improv-
ing the quality of regional financial market quality.

The presentations by Asian researchers included quantitative analysis
on the influence of FTAs on Asian trade behavior, a paper that verified the
paths of the ripple effect for the impact of the European debt crisis on
Asia using business cycle data from each Asian country, and quantitative
analysis on the decline of market quality from regional disparities in China.
The gathering drew together research findings applying market quality to
diverse research fields.

The meeting was attended by a total of more than 50 graduate and
undergraduate students, and had an educational effect as they learned
through this international conference such skills as how to write research
papers in English, how to present research, and how to answer questions
in English.

Hometown Investment Trus Fund

After Tsunami Disaster of Jagan

Professor Naoyuki Yoshino (Keio University)
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“Impact of the Great East Japan Earthquake on Psychology, Values and Behavior”

July 12, 2012
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The Panel Data Design and Analysis Center symposium “Impact of
the Great East Japan Earthquake on Psychology, Values and Be-
havior” took place on July 12, 2012 at the Keio University Mita
Campus. At the symposium, a total of five reports were presented
on the theme “What were the changes in psychology, values and
behavior among the same individuals before and after the earth-
quake?” The papers used data from the Japan Household Panel
Survey (JHPS) and the Keio Household Panel Survey (KHPS), which
are conducted each January, and from the Special Survey on the
Great East Japan Earthquake (”Special Survey”), which was con-
ducted on respondents to those surveys twice after the earthquake
in June and October 2011. The symposium program began with an
introduction to the Special Survey on the Great East Japan Earth-
quake (“Special Survey") together with the opening greetings, fol-
lowed by two research reports in the first session, three research
reports in the second session, questions and answers, and closing
remarks.

In the first session, the first report presented analytical results
regarding the type of people whose psychology, values and behav-
ior showed especially large effects from the earthquake disaster.
The report indicated that young people in particular were greatly
affected by the earthquake for several items. The second report
focused on people’s voluntary activities, with analyses on whether
there were changes in the volunteer behavior mechanism before
and after the earthquake. This research suggested behavioral fac-
tors aside from economic rationality since many people volun-
teered to participate in disaster relief efforts after the earthquake,
even when paying high opportunity costs.

In the second session, the third report examined changes to
people’s subjective sense of happiness and sense of health. The
fourth report analyzed changes not only in the sense of well-being
but also in people’s values, and introduced changes in people’s
psychology and values from normal times immediately after the
earthquake (in June when the first Special Survey was conducted).
Finally, the fifth report presented detailed analysis on the role of
insurance in earthquake disaster risk,
the current effects and use of disaster
insurance and earthquake insurance,
and their future roles.

In the subsequent question and
answer session, opinions from many
viewpoints and perspectives were
shared from the floor with lively dis-
cussions until the close of the sympo-

Professor Yoshio Higuchi (Keio University) Professor Akiko Kamesaka
(Aoyama Gakuin University)
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Keio University Joint Research Center Seminar for Panel Studies
“Panel Data Analysis Introductory Seminar”

September, 10-13, 2012
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Professor Yoshio Higuchi (Keio University)

The Panel Data Analysis Introductory Seminar sponsored by the Keio
University Joint Research Center for Panel Studies Panel Data
Research Center was held over the four days September 10-13, 2012
at the Keio University Mita Campus.

This seminar is held twice each year, in spring and autumn, to
promote the use of the panel survey data (Keio Household Panel
Survey (KHPS) and Japan Household Panel Survey (JHPS)) provided
by the Joint Research Center for Panel Studies under the GCOE's
purpose of compiling, analyzing and releasing reliable data. The
seminar presented explanations on how to use and how to conduct
data analysis.

GCOE program members Postdoctoral Fellow Kayo Nozaki,
Postdoctoral Fellow Shiho Yukawa, and Keio University Graduate
School of Economics Associate Professor Kazuyasu Sakamoto took
the stage and used the statistical software Stata® to lead practice
using data from the KHPS, which is designed and implemented by this
GCOE.

To make the presentation easy to understand for beginners, the
contents started from basic procedures such as methods for the
compilation and handling of datasets, and then proceeded to
explanations of regression analysis models, qualitative dependent
variable models, panel data models, and survival models using
examples. In addition to analytical methods, the lecture covered a
wide range of topics including such practical items as ways to address
the various problems that emerge with the use of panel data (such as
respondent drop-out).

Beyond arranging lecture contents that are suitable for beginners,
the program members were always available during the course to
support participants in understanding the contents.

Applications to attend this seminar, which was held for the seventh
time, exceeded the maximum capacity (60) for the third consecutive
session, with a large number of applications received. The participants
came from diverse fields and included workers at government and
private-sector think tanks and university faculty as well as
undergraduate and graduate students, highlighting the strong interest
in panel data analysis.

The intensive lecture-format seminar with four and a half hours
each day for four days, combining explanations with practice of
analysis methods, was highly efficient and particularly well received
by working participants with limited time. Most of the participants
attended through the last day. There was a lively exchange of ideas
after the end of the program, including a response to a question on
empirical analysis outside the lecture contents. The seminar was
most meaningful for the participants.
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The 2012 Global Marketing Conference took place over the four days
July 19-22, 2012 at COEX in Seoul, South Korea. This conference was
organized by four academic societies from Asia, Oceania, Europe and
North America. Keio University Professor Ikuo Takahashi, who is a coop-
erative researcher in the Management, Accounting and Marketing Sec-
tion of this GCOE, served as a conference co-chair representing the
Japan Society of Marketing and Distribution, which was one of the orga-
nizers.

In addition to Professor Takahashi, the conference was attended by
Management, Accounting and Marketing Section research collaborator
Keio University Professor Akira Shimizu, Keio University Professor
Akinori Ono, Chuo University Associate Professor Tomokazu Kubo, and
Chuo University Associate Professor Sho Yuki. In addition, Manage-
ment, Accounting and Marketing Section researchers Takahiro Chiba,
Keio University Graduate School of Business and Commerce doctoral
student Makoto Ono, participated and presented papers.

Many of the presentations by the researchers who gathered from
around the world concerned the market activities of companies, and
were closely related with our GCOE program theme of “raising market
quality.” The reports presented by the participating members from our
program were followed by lively discussions involving the floor and ses-
sion chairs, and the conference was significant for these participants.

At the awards ceremony which closed the conference, the academic
society and research activities of the GCOE program'’s participants were
appreciated. Professor Takahashi was given the “Excellent Service
Award” for his great contributions to the conference through an out-
standing research, symposium, and conference hosting. Professor Shi-
mizu was given the “Best Conference Paper Award” for his research
paper “Brand Evaluation in the Age of Information Gaps: A New Con-
cept of Brand Evaluation.” These awards are the result of the appropri-
ate response to the internationalization and increasing sophistication of
research by the members of the Management, Accounting and Market-
ing Section.

Professor Akira Shimizu
(Keio University)

Professor lkuo Takahashi
(Keio University)
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Professor Eiji Hosoda
(Keio University)

The Society for Environmental Economics and Policy Studies 2012 An-
nual Conference took place on September 15-16, 2012 at the Tohoku
University Kawauchi-Kita Campus. The conference was preceded on Sep-
tember 14 by a program to view the current conditions of Higashimatsu-
shima City and other areas that suffered damages in the Great East Japan
Earthquake. Also a public symposium was held on the afternoon of Sep-
tember 15, “Toward Interdisciplinary Research to Respond to Climate
Change: Experiment in Dialogue Across Research Fields,"” with lively dis-
cussions among researchers representing economics, legal studies, soci-
ology, and international political science. The conference participants
from this GCOE were Keio University Faculty of Economics Professor Eiji
Hosoda and Theory Development Section Postdoctoral Fellow Eiji Sawa-
da, who participated with support from the Program to Support Presenta-
tions of Research Results by Young Researchers.

Professor Hosoda presented a paper “Environmental Friendly Produc-
tion and Disposal of Waste in a Multi-Sectoral Economy” in the morning
session “Environmental Economics Theory — Model Analysis” on Sep-
tember 16. This paper extends the classic multi-sectoral economic growth
model by focusing on the mutual relations between the upstream and
downstream areas of the resource cycle, and examines DfE (Design for
Environment) as well as what types of policies may be effective to pro-
mote appropriate processing of waste products. Because Professor
Hosoda's research has great practical importance and there is very little
research addressing similar issues, it is viewed as making a great contri-
bution to both the practice and the development of the theory of environ-
mental economics.

That same morning in “Climate Change — Post 2012 |ll,” Postdoctoral
Fellow Eiji Sawada presented his joint research with Yosuke Arino of Fer-
ris Girls" Junior and Senior High School, “Climate Change Policy in the
Agricultural Field.” This paper carries out economic model analysis on the
introduction of climate change mitigation policies and adaptation policies
in agriculture deemed desirable from an economics perspective. Specifi-
cally, the research focuses on the impact from the burden placed on farm-
ers from policy introduction, and clarifies that relationship. There were
many comments following the report regarding the economic model used
for the analysis and the interpretation of the analysis results, with a spir-
ited exchange of opinions on how climate change in agriculture should be
characterized by economic models.

Mr. Eiji Sawada
(Theory Development Section)
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The 17th International Conference on Cultural Economics in Kyoto
took place on June 21-24, 2012 at Doshisha University. From this
GCOE, in the session on Performing Arts and Music Markets,
Research collaborator (Keio University Graduate School of Economics
graduate student) Miyuki Taniguchi presented a paper entitled “The
Impacts of Local Governments’ Cultural Policy on the Demand for
Private Music Concerts in Japan.” The research uses econometrics
methods to analyze how the spread of culture and arts by prefectures
through cultural projects and the adoption of private-sector
management approaches at public halls affects the demand for
private-sector concerts. This paper was originally presented at the
Asia Creative Economics Workshop held in November 2011, and the
econometrics model was revised for the presentation at this
international conference based on the useful comments on improving
the model given by various researchers at the workshop, which is one
event held in preparation for the international conference.

The International Conference on Cultural Economics is highly
interdisciplinary, and this conference gathered researchers from
diverse fields aside from economics, such as sociology, political
science and arts management. The panels were not necessarily made
of researchers pursuing similar approaches. For example, one of the
panelists for this presentation is a researcher who analyzes music
entrepreneurship from a social science perspective.

The holding of such discussions provided a good opportunity for
the presenters and the participants to learn different perspectives
aside from economics.

The excursion following the conference was also meaningful in
providing an opportunity for the researchers who had not had time for
exchange during the conference itself, including those from overseas,
to discuss their respective research and exchange opinions on
common problems.

The conference achieved great results, including the opportunity

to hear ideas from the perspectives of diverse academic disciplines.
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Socio-Economic History Society “Next Tide Workshop 2012"

September 16-17, 2012
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The Socio-Economic History Society “Next Tide Workshop 2012" took place
on September 16-17, 2012 at the Osaka University Nakanoshima Center. To
address the problem whereby opportunities for research exchange are
decreasing with the greater compartmentalization of individual empirical
research, this workshop aimed at discussion of common major themes
among young members of the society. From this GCOE, Historical Analysis
Section Postdoctoral Fellow Asuka Yamaguchi, Historical Analysis Section
Postdoctoral Fellow Takanori Hoshino, and Historical Analysis Section
Research Assistant Hiroaki Morota participated in the conference. The
workshop theme was “global economic history,” with examinations of how
the development paths of economies have changed due to natural conditions
and the amounts of factor endowments.

The first day began with a lecture by University of Tokyo Professor Kaoru
Sugihara. Based on a thesis distributed beforehand, the lecture discussed the
conditions and issues in recent global economic history, and how young
researchers should address this theme. Following a break, the program then
proceeded to presentations by young researchers. Kyoto University graduate
student Atsushi Kobayashi discussed the rice trade in Southeast Asia in the
19th century and the integration of the regional economy. Doshisha University
Assistant Professor Keisuke Nishi examined the development process of the
bicycle industry in Germany in the 19th and 20th centuries. Japan Society for
the Promotion of Science Postdoctoral Fellow Yusuke Takeuchi discussed
the soybean distribution channels in East Asia during the first half of the 20th
century. The participants then broke up into three groups for discussions
regarding the merits and demerits of wide-area histories versus national
histories, and about the future direction of global economic history based on
the lecture by Professor Sugihara and the presentations by the young
researchers.

The second day began with a lecture by Keio University Professor Shinya
Sugiyama. Based on his book Japanese Economic History: Early Modern
Period to the Present (lwanami Shoten, 2012) which was published this May,
Professor Sugiyama examined the relations between Japanese economic
and management history and global economic history. The lecture was
followed by a discussion among all the participants, bringing the workshop to
a successful conclusion.

Professor S. Sugiyama
(Keio University)
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The International Academic Symposium “Change of China’s Economic Development
Model and Relation with Sino-Japanese Economics and Trade”

September 8-9, 2012

20129 B 8 ~9H. HADHEREZF
REFERBTAFRIEBREMRE YD
HETEEL. [TERERBETTILDEEE
hHPEBZER] CEUCERRA MY Ry
DAPREIRF THRESNC, BADS(EH
ERFFRRRODFMERLE (BFLUFERK
%) ZIFUs 18 ROMBENEEL. ZDDS
516 ZPHRE LI, FENSD. SHDFE
BRUEZHDEL - BTHRIEOFENERE L.
ZFM55 11 &hRE Ul

MEDRREFHIFERRO/INS VA, BRNE
MHOHBERE, FEOWNE S DEEZE1L.
FREDRITREDA A ESEE (CHc>T
o0& o7O00mERN ST UHRE Ulc.
ZUT. HEREDPENSVERRZEHER S
BDIeHIC. ERDBVEERENNERICIKTT
ITRDERETILN O, HEZIFUHHNBFEED
HEETIANEGRBETDNEND DT (DN
T, HBORBZERFOENTE .

VUIRIDLTIE, BEFMRARAERSIIE T
OJ5LDEMZERT,. BIE REESEIO—
JUL COE O£FIFMERE (PD) OFHE(C
&b, [TEORITECEFRFREGEDST
W2aDh] DERETI.

FETEREERITOIFDEZNEIT DD
[C. IRMTERICHBIT2HRPREZENE Lick
BEEDSNTEBEENFRIBZE R, 5%
AMERTLLERAINTVD [IEBENT 7
O—F] & [BENr J0—F] OFEZAN
T, PERTEOMERZEEGVOSHAIZ S
foo DTUICHER. SNERITOERNEEICHT
D|HEDBEES Nz 2006 F£LUBED. REIR
TEOFEEAVIFRELELULEEFELVLA
el REEE > T ULAEANEATVSIE
BH RSN ST,

CDHREICHW LT, HEED LEFRITODE
HEIC KD URTICDVNTEFRIENHTHNE
THdTE. IBENT TO—FDIEZEICDN
TESICRNTDUEN DD EEE, BEL
OXY b &N

HEDIFD. TU—0EDREKZEFIRULT.
HAREFEDS FIFEHAREDIIMD TE.
SHBEBRNCIBRIRE MR ETDOEZE
HERITDEEFRERLY VRIDAEE ST,

The international academic symposium “Change of China’'s Economic Develop-
ment Model and Relation with Sino-Japanese Economics and Trade"” took place
on September 8-9, 2012 at Heilongjiang University. The event was jointly spon-
sored by the Japanese Research Association for Chinese Economy and the Hei-
longjiang University Northeast Asia Research Center. The symposium was
attended by 18 Japanese scholars starting with Japanese Research Association
for Chinese Economy Chairman Aoyama Gakuin University Professor Katsuji Na-
kagane, 16 of whom presented papers. The conference was also attended by
many Chinese scholars and graduate students, 11 of whom made presentations.

The Japanese and Chinese researchers presented analyses from both the mi-
croeconomics and macroeconomics perspectives regarding each issue, including
balanced regional development, gaps between rural villages and cities, structural
changes in China's foreign trade, and the direction of bank reform in China. They
reached a common understanding that to maintain its comparatively high eco-
nomic growth rate China will have to shift from its existing development model
which depends on high investment and overseas trade to a development model
that emphasizes consumption and other domestic demand.

The symposium included a presentation “ls the Competitive Environment
Changing in the Chinese Bank Industry?” by GCOE Finance Section Postdoctral
Fellow Zhongling Qi, who attended with support from the Program to Support
Presentations of Research Results by Young Researchers.

Based on the history whereby China has advanced reforms of the banking in-
dustry toward promoting competition to address the inefficiencies of state banks,
the paper measures the level of market competition in China’s banking industry
using the non-structural approach and structural approach methods widely ad-
opted in prior research. The analysis results indicate it is difficult to claim that the
competitiveness of China’s banking industry has changed much, even after the
2006 removal of regulations on the domestic operations of foreign banks, and that
conversely the level of oligopolization has recently been advancing.

The participants provided useful comments about the report, including the
need for specific analysis on the risks from oligopoly by state banks, and for fur-
ther examinations of the indices under the non-structural approach.

In addition to the research reports, the symposium was also highly significant
for the exchanges among various Japanese and Chinese researchers during the
breaks and other opportunities, including some researchers who promised to ac-
tively exchange information and conduct academic exchange in the future.

Mr. Zhongling Qi (Finance Section)
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The Summer Meeting on Game Theory 2012 was held on August 31
and September 1, 2012 at the Ashiwada Hotel on Lake Kawaguchi
(Yamanashi Prefecture). The meeting was attended by faculty and
young researchers from Tokyo Institute of Technology as well as Keio
University, Waseda University and Gakushuin University, and from
Seoul National University in South Korea and National Tsing Hua Uni-
versity in Taiwan, with diverse research reports regarding game theory.

From this GCOE, Research Assistant Chaowen Yu, who partici-
pated with support from the Program to Support Presentations of Re-
search Results by Young Researchers, presented a paper on the
robustness of equilibria in Bayesian games. It has long been known
that in Bayesian games even a slight difference in a player’s informa-
tion structure can cause a large deviation in the equilibrium behavior,
but it has remained unclear specifically in what type of Bayesian
games this phenomenon occurs. The paper presents a means of judg-
ing games to know whether or not this phenomenon will occur.

The paper was followed by a question and answer session with
spirited discussions, including valuable comments and suggestions
about the paper from the participants.
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The “Furusato Investment Fund” Research Presentation Meeting

September 30, 2012
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The "Furusato Investment Fund” research presentation meeting was
held on September 30, 2012 at the Keio University Mita Campus.

The "Furusato Investment Fund” is being advanced as part of Ja-
pan's national growth strategy as one measure to raise the quality of
Japanese financial markets, where the provision of risk money is de-
clining. At this GCOE, Keio University Professor Naoyuki Yoshino has
been conducting and building up research on the use of revenue
bonds for regional projects. The “Furusato Investment Fund” is a fund
applying the research findings to date in this field to actual policy. It is
being advanced by the Council on National Strategy, with support from
former State Minister of National Strategy, Economic and Fiscal Policy
Motohisa Furukawa.

The presentations at the meeting included (D theoretical analysis
regarding the provision of risk money to regions, @ the fund to sup-
port SMEs in the Tohoku Region using the Earthquake Reconstruction
Fund, and ® examples of investment funds in Asia. The gathering had
a strong educational effect for the participating students from Asia and
regions worldwide, who were given an opportunity to learn about in-

vestment funds which are a new channel for risk money in Japan.
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The Chinese Academy of Social Sciences Institute of

September 11, 2012
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The Chinese Academy of Social Sciences Institute of World Economics and Poli-
tics (IWEP) held a workshop on September 11, 2012. IWEP International Finance
Division Assistant Director Ming Zhang served as the chairperson. From this
GCOE, Finance Section Postdoctral Fellow Zhongling Qi attended and presented
a paper “Analysis on the Investment Management of China’s Foreign Reserves.”

The paper notes the fact that China’s central bank, the People’s Bank of China
(PBC), has foreign reserves posted on its balance sheet, analyzes how the PBC
intervenes in the foreign exchange market, and estimates the paper profit or loss
on China’s foreign reserves assuming that the foreign reserves are all invested in
short-term (three-month) U.S. government bonds (treasury bills) and that the
funds for foreign exchange market intervention are procured using central bank
bills. The analysis shows a cumulative foreign reserves valuation loss of 4.3 tril-
lion RMB since 2001, equivalent to nearly 20% of the bank’s overseas assets.

The paper drew many valuable remarks from the floor, which included com-
ments noting the need for more re-
fined assumptions regarding the in-
vestment method to reflect the ad-
vanced diversification of China’s
overseas reserves investment, and
the fact that operating profits are not
included in the foreign-denominated
assets posted on the PBC's balance
sheet.
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Workshop at China’s University of International Economics

Septernber 13, 2012
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A workshop was held at China's University of International Economics and Busi-
ness, School of Insurance and Economics on September 13, 2012. Researchers
and doctoral students from that institution participated. Finance Section Post-
doctral Fellow Zhongling Qi attended from this GCOE, and presented a paper
entitled "Analysis on the Level of Competition in the Chinese Banking Indus-
try.”

The paper analyzes changes in the level of competition in China’s banking
industry, mostly since 2006 when restrictions on the domestic operations of
foreign banks inside China were removed fulfilling a pledge made when China
became a member of the WTO. The analyses using the CRn (market share of
top banks), the Herfindahl-Hirschman Index (HHI) and the H value under the PR
model concluded that the competition in China’s bankmg industry remains at its
prior low level even after the full-scale entry
of foreign banks into China, and that there
are signs in recent years that oligopoly is
growing stronger.

The paper received useful comments
from the audience regarding, for example,
the instability of the market concentration in-
dex and the need for caution regarding the
significance of the parameters when making
estimates using the PR model.

Mr. Zhongling Qi
(Finance Section)
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Environmental Externality in an OLG Economy
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The purpose of this research is to analyze the effects of the environ-
ment that influence the economy over a long time, and consider
methods of response. Analyzing the relationship between the environ-
ment and the economy is a classic theme, as represented by the re-
search of Coase and Pigou. The existing methods, however, may not
be effective for issues, which have emerged in recent years, like
global warming that will be problems over an extremely long time.
When the agents who emit pollution and the agents who suffer dam-
ages exist on different period, it is not possible to implement compen-
sation through income transfer between the parties.

This research examines what sort of economic level is desirable
for environmental problems including the time element, as well as
methods toward achieving optimal conditions. The analyses are
mostly conducted from two aspects: the allocation of resources be-
tween agents in different period using an overlapping generations
(OLG) model, and the question of who should bear how much burden

within the same generation in the provision of public goods.
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| am conducting research on how the fertilizer market was designed
and functioned in pre-war Japanese colonies. In Taiwan and Korea,
as a result of a transfer of intensive agriculture by Japan comparable
to the modern “green revolution,” the proper functioning of the fertil-
izer market, which greatly affected agricultural productivity and farm
management, became an important issue.

During my time at the GCOE, | studied the fertilizer market for rice
cultivation in Taiwan. The farmers, who were the fertilizer consumers,
faced the financial problem of a lack of funds as well as rampant
dishonesty in the problem of fraudulent fertilizer. The design and up-
grading of the fertilizer market was the process of forming a system
to resolve these problems. The agricultural societies established to
encourage agriculture were ariginally responsible for these functions,
but as the fertilizer market grew they could no longer accommodate
the scale, and these functions were taken over by the Taiwanese rice
merchants.

| have now extended my research to cover Korea as well. While
both Taiwan and Korea were being pushed to boost their agricultural
productivity, the functional levels of these two fertilizer markets are
believed to have been greatly different. Based on the perspective of
market quality, which is the theme of this program, | would like to
examine what sorts of factors caused the differences in the designs
of each fertilizer market, and how this influenced the respective fertil-
izer market quality.
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_— —E5 List of Discussion Papers

Endoh, Masahiro

*Return Differentials of Foreign Investment among OECD Countries,” DP2012-016, October, 2012
IHF B

[£5F9 26 EHFBEIE L 75 Y DIREHBTHENDFE] DP2012-017. 20124 10 8

Masuzawa, Takuya
*Punishment-Dominance Condition on Stable Two-Sided Matching Algorithms,” DP2012-018, November, 2012

Motori, Daisuke and Yukitami Tsuji
“Arbitrage Trading Based on Cointegration,” DP2012-019, November, 2012

Okubo, Toshihiro and Eiichi Tomiura
*Skew Productivity Distributions and Agglomeration: Evidence from Plant-level Data,” DP2012-020, November, 2012
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WEAI “10th Biennial Pacific Rim Conference”
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Western Economic Association International ™% 10 [B] Biennial Pacific Rim Conference B 2013 % 3 8 14 ~ 17 HICEFE
BRIEAXFZ=AFT v /A THESINT T, BREBEZDROBAEEDED. E£5H:E8E & U T BN 5IE Robert Engle ##% (2003
winner of the Sveriges Riksbank Prize in Economic Sciences in Memory of Alfred Nobel) t> George G. Kaufman % (Loyola
University Chicago). ERD' SIFFEREFIR RRKE) FEOHRZRKRITIRBEFEZTFELCHBDFT., BH. DIV TF
LY RIFERE  REGEEL T O—/)L COE TJOJ T LADOHERBEDHE UTCMHEDIFTHD., BADRKICINA TEED GCOE (tE T v
2avEARIDFECT. GCOE DIEMRZILSHRICHEKRT DIBFORAET DL OBERE—BLEHVLTEDFT,

Date : March 14-17, 2013

Venue : Keio University, Mita Campus Tokyo, Japan

Hosted by : Keio University, the Tokyo Center for Economic Research, and the Keio-Kyoto Joint Global COE Program

The Western Economic Association International 10th Biennial Pacific Rim Conference will be held at the Keio
University Mita Campus on March 14-17, 2013. Following introductory remarks by Keio University President Atsushi
Seike, the conference will feature leading world economists including keynote speakers, New York University Professor
Robert Engle (winner of the 2003 Nobel Memorial Prize in Economic Sciences) and Loyola University Chicago Professor
George G. Kaufman from overseas and University of Tokyo Professor Takatoshi Ito from Japan. This conference has
been positioned as a venue to report the research achievements of the Keio/Kyoto Joint Global COE program, and is
scheduled to include various types of GCOE planning sessions in addition to the individual research presentations. The
parties involved with the event are all working hard to make this an ideal opportunity to broadly announce the GCOE
research findings to the world.
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