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3. MAMROME

(1) The political economy of internationalization of the Chinese renminbi

The development of the Chinese renminbi into a global currency seems unlikely in the near future. The
international political power of the United States, China’s limited economic size and its persistent current

account surplus are likely to be a significant obstacle to global expansion in use of the renminbi.

(2) The role of the military during the Great East Japan Earthquake

The Great East Japan Earthquake has created a set of challenges which require improvement of our ability to
deal with natural disasters. This study has investigated the lessons learned, both positive and negative,
regarding Japan's response to the 3/11 with the focus on activities and operations of the Self-Defense Forces,

the US forces in Japan, and Australian forces.
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Hyoung-kyu Chey, “Can the Renminbi Rise as a Global Currency? The Political Economy of Currency



Internationalization.” GRIPS Discussion Paper, No.11-20, pp.1-14, 2011.

5. TOH (ARBRRELTHEITRNEER)

To advance research on the role of the military during the Great East Japan Earthquake, in addition to
conducting interviews in Japan and with JSDF, the examination of JSDF cooperation with American and
Australian forces is carried out also through interviews the US (Department of Defense, other
defense/security-related institutions) and Australia (Department of Defense, Department of Foreign Affairs
and Trade) in the period between the end of February and March 2012. The results of the research will be
included in a report with tentative title “The Role of the Military in Humanitarian Assistance and Disaster

Relief during the Great East Japan Earthquake: Operational and Strategic Dimensions.”
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Financing Japan: Population Aging, Taxation and Labor Policy

1. Aim of the Project

The original (main) goal is to continue our project from last year to investigate the impact of population
aging on financing the National Health Insurance and the public pension system, as well as on aggregate
economy. Potential policy reforms to reduce workers’ burden and other negative impacts will be also
analyzed.

An additional goal, responding to the 311 earthquake, is to investigate what approach is better for
financing the recovery in Japan after the big earthquake and the nuclear crisis. There is a debate on taxation
methods for financing recovery activities. Using income tax is widely viewed more fair compared with
consumption tax in the society. However, the advantages and disadvantages of each method are not
completely investigated.

Based on our project from last year, we find although income tax is viewed more fare, it has a distortion
effect on labor supply particularly in an aged economy. Consumption tax has less distortion on labor, but a
sudden and general increase in consumption tax might affect the low-income and retired individuals largely.
It is necessary to perform a more comprehensive investigation on those financing methods for the recovery
activities as well as for the existing social programs.

Therefore, this project will have two separate topics although the analysis approaches will be similar
based on our previous establishment from last year: (1) Financing Japan’s recovery — income tax vs.

consumption tax; (2) Financing Japan’s health care and pension — population aging and labor policy.

2. Member of the Project
Minchung Hsu, GRIPS (Project Leader)
Gary Hansen, Professor, University of California, Los Angeles

Tomoaki Yamada, Assistant Professor, Meiji University

3. Summary of the research results

We have done a paper that is aimed at providing a quantitative analysis of the impact of population aging in
Japan on financing its universal health insurance system and potential reform policies. We construct a
general equilibrium life cycle economy that is used to study the impact of an aging population on
household’s work and savings behavior, as well as on aggregate output and welfare. In particular, taking
2010 as an initial steady state, we calculate the transition path predicted by our model as the population
structure changes and medical costs increase. We also evaluate various policy alternatives designed to lessen
the negative impact of aging on the economy. We show that even though the potential reforms improve the
welfare of the future generation significantly, there is a political difficulty to implement any of the reforms.

We are updating the final results and will submit it to an international journal.



4. Other — presentations

Name Title Name of the Report Date Venue
workshop
Minchung Hsu Financing National Health ASSA 2012 Annual  January, Chicago
Insurance and Challenge of Meeting (CEANA 2012
Fast Population Aging session)
Minchung Hsu Financing Health Care in Seminar, Bank of November, Tokyo
Japan: A Fast Aging Japan 2011
Population and the Dilemma
of Reforms
Tomoaki Yamada Financing Health Care in Seminar, Academia August, Taipei
Minchung Hsu Japan: A Fast Aging Sinica 2011
Population and the Dilemma
of Reforms
Tomoaki Yamada Financing Health Care in Congress of the August, Oslo
Japan: A Fast Aging European Economic 2011
Population and the Dilemma Association
of Reforms
Tomoaki Yamada Financing Health Care in Society for Economic  July, Ghent
Minchung Hsu Japan: A Fast Aging Dynamics 2011 2011
Population and the Dilemma Annual Meeting
of Reforms
Minchung Hsu Financing National Health Royal Economic April, London
Insurance and Challenge of Society 2011 2011
Fast Population Aging Conference



Estimating the impact of government subsidies on Biofuel
production and carbon sequestration in Japanese farms

1. Aim of the Project

The overall purpose of this project is to estimate the impact of government subsidies on the production of
biofuels and food crops, as well as on the carbon sequestration of Japanese agricultural soils. The plan for
the first year is to (1) gather a database and (2) study how crop production responds to government

subsidies.

2. Member of the Project
Member 1 (Leader): R. Leon, Associate Professor, National Graduate Institute for Policy Studies (GRIPS)

Member 2:  A. Leon, Research Fellow, National Institute for Agro-Environmental Sciences (NIAES)

3. Summary of the research results

1) Construction of a Database

We gathered a longitudinal database of 1822 municipalities covering all of the 47 Japanese prefectures. The
database includes information on the production of 116 crops and their respective revenues inclusive of
subsidy. The data is publicly provided by the Ministry of Agriculture, Forestry and Fisheries (MAFF)
through its official webpage. We wrote computer code to make several computers download, combine and

make the data ready for statistical analysis.

2) Estimating the Effect of Subsidies on Crop Production

We have written a first paper to answer this question. In this paper we study the viability of price subsidies
and some other policies to increase the production of biofuel crops. Firstly we estimate the elasticity of
supply of Japanese agriculture with respect to price (inclusive of per unit of production subsidy). For this
purpose we use the longitudinal database of 1822 municipalities covering all of the 47 Japanese prefectures.
The database includes information on the production of 116 crops and their respective revenues inclusive of
subsidy. Using panel data regression techniques we find that even though the long run supply of some crops
is highly elastic, the conditional long run supply of a crop, holding other crops constant, is highly inelastic.
Thus, an increase in the price of a biofuel crop will induce greater supply but mostly at the expense of lower
production of other crops. That is, if we were to hold production of other crops constant, the capacity to
increase the supply of biofuel crop would be very small. This indicates that an increase in the demand for
biofuel will cause substantial price increases of Japanese agricultural products, crowding-out to a large

extent demand for food crops.

We then discuss the viability of other policies such as using waste agricultural products as inputs for biofuel,
and encouragement of agricultural practices such as multiple cropping and cultivation of recently abandoned

land. Instead of using abandoned land, which has a lower yield, we recommend a system of rotation in



multiple cropping of rice and wheat. In our empirical analysis we found wheat to be responsive to price
stimulus. In addition, wheat is a crop that can be planted in the paddy field after harvesting rice. In this sense
it seems an optimal agricultural practice that will increase the amount of biofuel crop without decreasing the
amount of rice produced for food. Although to a lesser extent, we also found sweet potatoes to be responsive
to price, and this crop could also be combined with rice in crop rotation. We find that multiple cropping (i.e.
growing more than one crop in a field during a year) has been decreasing over time in Japan. We therefore
suggest that before using abandoned land it would be better to encourage the practice of multiple cropping
with crop rotation. It has been showed in previous research that the soil carbon sequestration of a system of

multiple cropping is higher than leaving the field fallow.

However, although these measures will increase biofuel crop production to some extent in the short run, they
will not be sufficient to meet the goal of producing 6 million kiloliters of bioethanol by 2030 (MAFF 2007).
Full scale biofuel crop production could only take place after substantial reforms that increase the production

capacity of Japanese agriculture.

References:
MAFF 2007: Large-scale increase in domestically produced biofuels.
http://www.maff.go.jp/j/press/2007/pdf/20070227press_1b.pdf.

4. Other
Leon, A. and R. Leon, “The Scope for Increasing Biofuel Crop Production in Japan: An Analysis of

Alternative Policies,” GRIPS discussion paper Report No: 12-10.
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* Oum, T. H., Yamaguchi, K., Yoshida, Y. “Efficiency Measurement Theory and its Application to Airport
Benchmarking” ““A Handbook of Transport Economics edited by Andre de Palma, Robin Lindsey, Emile
Quinet, and Roger Vickerman, Edward Elgar Publishing” Ch.13, pp.298-318, 2011.(3%)

* Yoshida, Y. “Pricing, Capacity, and Construction Boundary of a Congestible Highway with an Elastic
Demand: Social Optimum, Second Best, Privatization, and Vertical Disintegration” **Japanese Economic
Review” Vol. 62( No. 3), pp.401-424, 2011.(3%)

*k Barros, C. P., Managi, S., Yoshida, Y. “Heterogeneity on the Technical Efficiency in Japanese Airports”
““Singapore Economic Review” Vol. 56(No. 4), pp.523-534, 2011.(3%)

*k Akiyama, S., Hosoe, N. “A Spatial Equilibrium Analysis of Japan's Electric Power Network™ “Review of
Urban & Regional Development Studies™ forthcoming. (3%¢)

*k Tanaka, T., Hosoe, N. “What Drove the Crop Price Hikes in the Food Crisis?” “GRIPS Discussion Paper”
11-16, pp. 1-32, 2011.
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*k Daisuke Ichinose, Masashi Yamamoto, and Yuichiro Yoshida, “Productive Efficiency Measurement of
Solid-Waste Logistics in Japan via Data Envelopment Analysis,” GRIPS Discussion Papers, No. 11-25,
GRIPS Research Center, February 2012.

*kHa, H. K., M. Yamamoto, Y. Yoshida, and A. Zhang, 2011, “Underestimation of Inefficiency in Social
Efficiency Benchmarking with Non-Parametric Methods of Production Technology Identification: A Note,”
GRIPS Discussion Papers, No.11-15, November 2011.

*k Ha, H. K., Y. Yoshida, and A. Zhang, “Social efficiency benchmarking of Japanese domestic transport
services: a comparison of rail and air,” Transportation Research Part D: Transport and Environment,
Volume 16, Issue 7, pp. 554-61, October 2011. (&#td V)

*k Daisuke Ichinose, Masashi Yamamoto, and Yuichiro Yoshida, “The Decoupling of Affluence and Waste
Discharge under Spatial Correlation: Do Richer Communities Discharge More Waste?” GRIPS Discussion
Papers Report No0.11-07, GRIPS Research Center, July 2011. (under revision for publication in
Environmental and Resource Economics.)

*k Hirofumi Fukuyama, Shunsuke Managi, and Yuichiro Yoshida, “Modal Choice between Air and Rail:
Approach from Social Efficiency Benchmarking considering CO2 Emissions,” Environmental Economics
and Policy Studies, Vol.13, pp.89-102, 2011. (& #id V)

% Yamamoto, M. (2011) “On the Cost Structures of the End-of-life Product Logistics,” Journal of
International  Logistics and Trade,” vol. 9(2), pp. 57 -76.(Z&FtH V)

*IUAFEE (2012) TEJRIEER O @ AL & BT O BB R FOH R [RF] SFEE, 4 A
5. GEF)

k— /WK (2012) [Hius i pE i BEER 2 H O 7o HUE R PE SE B EW HE N & D HEFH- LI IR 4 Mg
BNZ-)  [BREE AT HGRE i DR A - STl F1EDBA%E]  Discussion Paper/H-bZA s TR
% pp. 1-11.
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(1) ZERAHBZ BRE LT2E T V&t L7 R, [A—#E R ICETE S 2 #7 B IR R 3 BEZE B
RICBW TR R TIE AL TR RICONTOMECERPBNE NI Z R, mAAR T
TV aRBREE b O WIEER T FE®T IV EZERT T —E T IVOREINOH BTz, (B
|-, Daisuke Ichinose, Masashi Yamamoto, and Yuichiro Yoshida, “The Decoupling of Affluence and Waste
Discharge under Spatial Correlation: Do Richer Communities Discharge More Waste?” GRIPS Discussion
Papers Report No. 11-07, GRIPS Research Center, July 2011. under revision for publication in
Environmental and Resource Economics.)



(2) BRIZITZEBBE A2, LV DIFEDORNTHEHBEO/NS WG L2 2L FFOREMNRE LT
Feldy, g, [, WA ERHT 6D, ZbH D BT TITBEIEMINLEE 0 fe/ )N i A pE R
(minimum efficient scale)% kT2 Z ENEHELWEE X BND, T HDOEIZOWTIIAEREATRENE:
70T 4 7 % TR D BEIEWALER D A FERFRAME U DERL S LTV RN 2 & BRI 5 FHAIGS SR A
B oz, (DL L, Daisuke Ichinose, Masashi Yamamoto, and Yuichiro Yoshida, “Economic Geography and
Productive Efficiency of Solid-Waste Logistics in Japan's Prefectures: Measurements via the Data
Envelopment Analysis,” GRIPS Discussion Papers, No. 11-xx, GRIPS Research Center, February 2012.)"

4. TO. ARRRE L THEIREFEH
K7y =7 b OBSEMENTED LI AMFITEE (&l Y i@ )

*k Tae Hoon Oum, Katsuhiro Yamaguchi, and Yuichiro Yoshida "Efficiency Measurement Theory and its
Application to Airport Benchmarking,” A Handbook of Transport Economics edited by Andre de Palma,
Robin Lindsey, Emile Quinet, and Roger Vickerman, Edward Elgar Publishing, Chapter 13, 2011, pp.
298-318.

*Y. Yoshida, "Pricing, Capacity, and Construction Boundary of a Congestible Highway with an Elastic
Demand: Social Optimum, Second Best, Privatization, and Vertical Disintegration,” Japanese Economic
Review Vol. 62, No. 3, 2011, pp. 401-424.

*k Carlos Pestana Barros, Shunsuke Managi, and Yuichiro Yoshida, "Heterogeneity on the Technical

Efficiency in Japanese Airports,” Singapore Economic Review Vol. 56, No. 4, 2011, pp. 523-534.
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