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Empirical analysis regarding employment promotion
policies for older workers and the effect of 1ncreasmg tax
and social insurance premiums

Yoshimi Adachi
(Department of Economics at Konan University)
Tomoki Kitamura
(Department of Business Administration at Tohoku Gakuin
University)

[Summary]

Due to the declining birthrate and aging population, the number of
workers is decreasing and pension benefits are increasing, and a
gerious shortage of taxes and social insurance premiums is an urgent
concern. To compe.ﬁsate for this situation, new policies have been
introduced: the normal pension age was raised; the level of public
pension benefits was lowered; older worker employment was
continued under the "Act on Stabilization of Employment of Elderly
People (hereinafter referred to as the EPA)." We study whether these
policies lead to an increase in tax revenue and social insurance
premiums forthe government:Specifically, first, using the "National
Survey of Consumption" of the Ministry of Internal Affairs and
Communications in 2009 and 2014 and employing the difference-in-
deterrence analysis, we examine whether the policies for promoting
older worker employment induce the increase of tax revenue and
social insurance premiums combined with the analysis of household
income and expenditure around retirement. Furthermore, in the
revision of the EPA in 2021, in addition to the traditional
employment system (extension of work and re-employment), the new
older worker employment systems are introduced including project-
based contracts and social contributions. The effectiveness of these
new systems depends on the worker's preference. Additionally, the
new system may decrease the household's utility due to the increase
of income fluctuations. Therefore, we examine the households'



preference for these new systems and whether the consumption plan
for older workers changes due to the risk of income fluctuations. We
find that, first, the increase of the normal pension age and the
revigsion of the EPA induce the increase of income tax, personal
residence tax, and pension insurance premiums that are levied on
wage income. Second, the introduction of project-based contracts and
social contributions in EPA revision in 2021 may not be effective to
promote employment for the older worker who wants to work for a
long time. In contrast, those who want to retire early (partially
retire) are willing to use the project-based contracts and social
contribution. In addition, the consumption plan may decrease for
older workers that use project-based contracts because it has higher
income fluctuations than conventional employment. Our results can
~ be used as basic evidence for the government to formulate a new
employment promotion policy for older workers, and, by continuing
detailed research, our results can contribute to the realization of
effective tax and social insurance premiums. From the conclusion of
this study, the preference of older workers for project-based
contracts and social contributions is low. Therefore, further
discussion including the level of income and its risks for these new
employment systems is required.



FHEREDORRPIRIRFRICE X 5E

— RARBRIC X 2] —

REWHEE  FPREHRYAMEYE Rt

HEPHEE WA AREREE G

REBZE T 74—

2006 FIC KR Tt (RFY) ZHUSHR. HAPIHRESRIIE A, KIKEEKX
FREFFAE 2 HE T, 2018 2 o AR R ARG 2~ A e D dE B

BlEmRe A O Ul d o RO FREATE 2 04T 2 B i3, R B R IcRE T

ZHEMN T Tu—FnHwONE, ZOT Fu—FTlk, VR 7P HEEEICER

T oRFEROREREREL e T v CRld L, Bolifif 283 % 2 & T, BFER

DEMHMBRETREZ S LD L, 22T, [VR7] L RERBERT 2HEELBEH O

Rz Hob L, RHEEMEL 2 DERERMORINEZNENDHOD LTS, 4)

FrcRp3 2 B TERCREFEAED Y X7 PAMEREICH S 281X, U R 7 [

. BEERBIFR A LD ANT A= 2B WS L TREOT oG, & bic, kK

FICBT RN LT 70 —F Tl BAERP —HL72) 27 L AR 2

BEZRF-oTWw3 e LT, MM dhTcnd, LaL, RERFE S CTORBIET —

ZRRRETCORMIND TR L R CH S & X, FETHERKZRIICRE



L72RIRDTT A3, 37X COIERIC X 0 RIREDSHADb S &3 2RI K D EeSHAE

BAEZRTREM A S 2 S LB S T d, 20X ) RIETIFEOMEIT. Tk

RIEDERIFICOVTHRESFAT 2 R, BEOKER - (K. XIROWES 72 &0

O 72 BREEE DS HER O RN E L T 3 AIREMEDR D B,

— T, EETEAHEEEO KL LT b ikl AI2AHRINS X

IR oTWD, TOWFERS7=DIE, TAARN=F - XT Ky 7R LTI DEE

BHiRTH D, ZORBETIE, PHORZ LY ROPIHRE & BEHSAFT 100 i

A>TV BRNEEZ S, CODEPLEFWMOVHLT, HO50UOIEELZADE

EUTHLEBED LR RNEE X S, RELEEDHIED o TwE L EIC

X, ZOVRRIIVAITORERERS, — /T, DX A>EDEEL D LR

EERICIIAMEEET OFERE VS ZLickhs, EBRTIE, L OWEREN) A7 DY

RO EBEFTHZe%RLT, TE. BORNCS 2EEGD DD S IR HEFE Y

RICH LT, BREDA-> T2 EEDRL R LD R RILEA X =Y L b ER-

REZLTR2HbDLEZLND, %L DYPSREDLAHERLRILEHS L) T Lid

AHESE MR L L CREO T o5,

AEEEEZET LT 2 7200, BERER ZHEERTH 0B CIRW T TiE, w2

DY Ry (Geoflcli, BENL VI R ZDDIFLREBRDVPENVI X7 DDIT) O

WFRICER L TW 2203055 ERUE L T b, BIEREE 1LY R 7 BICHERM



FEoZ e THEWVEE S SH L TS, Trautmann and van de Kuilen (2015) (.

HoEWERL b2 RAE, HRORRSLEEDERIEONZE LTHEFT w5, 72

&z, EWREHTIG IC 0 R IERTEASFED & g, MRS & IR 28 FOoA £

NBZRWICH > ThH, L ORERPENRATE~DRE LB hoTnd, ZOH

RiTF— L - AT R EME T, G AERCRFEHIER AL D 1oL E N

Tw3, ERIZ, Trautmann and van de Kuilen (2015) . 7 2V # A&KEFKIC 1AM

BROXY Y a — v PN & HFIRMO LB 2 Tl & & 2 KERZFM L 7225, 7

AV ANBEERITRTCOERCECTCHEOKRATSEO AR LRI DT e H

mE x5 e, AEOHATGOLE FHIlEZ 4 T2 X ) b@EIifFs 5 2 2oL

T3, ZNODRHRIZ. BRICEEEYEDH 2 ) A7 PARMEEED T 28 IFT 52 LD

ALEEL 2o TH Y, VA7 PAMERMEDIEWIF I L T ZFOZ L 2R LTWw5,

Holt and Laury (2002) 13, #EREADFEICEE L CEXR2EFHH» 3L T2o00DY 27

HCWINIEF I N2 2 PRE ICHEI 2 LI X ) HRE D) R 7 RBEZ M

ETLERMERBEL TS, Thbb, MEXREZENT L LAMED, Y X7 HO@EKH

AA Y FTEHEPOBEEDO ) A VREEMEL LI L L T2, o3 T HIckER

% 20 f&, 50 f&, 90 fFiciied C Lic kY, RYDPVEHOERTHIE I N Y RV HE

& DB 2 EIE L T\» B,



HOFEWEERFAAREDIIICELZTWE2ZHET 2ICH 7= - T, Baillon et al.

(2018) 13, =v F v VHERERIRE L, THEELRILEFIV A Y X7 2 HERE

AXEB LIk MAABAHEREREEZ ED LI IKIATV 222 EL XS & LT

2, v FVIHEREE, AHEEEL )R 7230V A EREEL S LIk Y,

WERE DAMEFEORMEZHO I L LS L T2DDTH S, BERE T PRI &

L. LEBERICHEEFEKAM 2 1% E EA L 7285412 3,000 HOEE2Z TS

EHTELRINNERTING, T oic, PHRE I LERRICH 2 ERpTHE 3,000

ME2ZTE2ZEBTEL Y R2BEIRENS, ZOMERpE AL EE2 L, WEE X

AHER LRI D Y A7 DT E L 2 0 BB ZNT 2MERZBIST 52 L3 T

X3,20% 0 SEBIFOLLIIMAABAEELLE YV 2208 x5 EHVES L5 iR (=

v F v THER) & 7= L IicfhiZe &7z, Baillonetal. (2018) %, = v F v JHEX )

bHVEWHICHT 2 HERRE L, EAHE O FERZEKICFHE L T2 b @EED

FREZENCFHE L T2 0% A2 REEZHEEL T2,

RIESEFICE VT RO ) R 7 A MEEZ ED LI IKRA T2 % R0

e LTk, 22O ESHITENE L) iKh>Twd, VAZICET B

SR & LT, Barseghyan et al. (2011) (%, HBHELRM & SRR DI AR A & FA D

YR I7REEZHEE L, F—AATH o THRIUCIG U THEE T 5 ) R 7 [l ic—H

RN &R LI LT3, Einavetal. (2012) 1. 7 A2V 7 OERIRMET 2



I BE T 2 5 O RBEIR & 401K TOR— b 7 4 VAER2 5. 5 30% O

ANB—B L)V A7EEZROZ L ZHL I LTWw5, X512, Fujii and Inakura

(2019) 1Z. HADEREEIMAT — &2 2o THEAD Y 2 Z7REEAHETE L. EREDM

ANTE 2 OHEE TN ) R 7 RBRE L ARARI 2 RS IC 2222 B kI DHEE I LD ) R 7

HEEICKRX ML DB L ZBHLPICLTWA, X 5IC, Innocentietal. (2019) |

HEH 7 & 11 2ET 10,000 AL Eicts@io T v — FEEZFEm L, BEICHERL 72

TRRRL T I DN T 4 775D, S HERROIMAZERICE 2 2R ZHEEL |

BRI T A EORESRE L b o 7 NICH AT, fERDH 5 AiE 25% DA

D LERBHLNZZEEZHALPICLTWS, 51T, KARPHAD X S ich&& DR

FTEOREEZ L7ZAZH > T3 ADTH 40%DIMABEROm EBRONE Z &%

ARLTW5,

AIFFEHAETIE, —HERICETHRE 200 220 RIcT7 v r— il Ex B %

Vv, BEHEEH ORI NIC K BB - ABED BV IFLE - KREL oA AT 4

TIREERE . SR - KN - FIADTRSRRL T 0T X Bl « ABEd 2\ I3RE - IR L

W A AT 4 TR OEH S EERR, TS E AR~ oM AB A S 2 5 2

ICOWTERET B, T — 220 Lafid, IARIERR L ERRIRICE T 2 50 %

WEICHTE 2 2 o DISTEICIZIEOHBENH B Z LR E T,



The Effect of the Source of Uncertainty on Insurance Demand

-The Examination of Economics Experiment-

Yusuke Osaki, Faculty of Commerce, Waseda University

Yoichiro Fujii, School of Commerce, Meiji University

When analyzing the demand behavior of insurance from the perspective of theoretical economics,
the normative approach by expected utility theory is employed. This approach, the decision
problem of individuals facing risk and uncertainty is described by a model, and the rational
demand for insurance is obtained by deriving as the optimal solution. Here, "risk" refers to a
situation in which the probability of an event occurring is known, while "uncertainty" refers to a
situation in which the probability is unknown. The preferences toward risk and uncertainty, which
are essential for analysis, can be characterized by using parameters such as risk aversion and time
preference. Furthermore, the normative approach in theoretical economics assumes that economic
agents have consistent attitudes toward risk and uncertainty in their analysis. However, the results
of large-scale data and laboratory experiments conducted in insurance economics suggest, for
example, that insurance policies that explicitly limit the causes of death may show higher
willingness-to-pay than those that assume that all causes of death will pay. The results of these
previous studies suggest that psychological distance, such as the context in which the damage
occurs, past experience and hearsay, and clarity of the context regarding the source of uncertainty,

may affect the perception of probability.

On the other hand, in recent years, "ambiguity" has been widely studied as an expression of
uncertainty. This has been initiated by the results of a thought experiment called the Ellsberg
Paradox. In this experiment, we consider a situation where there are 100 red and 100 black balls
in an invisible urn. If you take a ball out of the urn and hit a ball of a predetermined color, you
will win a prize. If the ratio of red balls to black balls is known, this urn is a risky choice. On the
other hand, when the proportion of balls in the urn is not known, it is an uncertain choice. The
experiment showed that most subjects preferred the risk than uncertainty. This is thought to be
due to the fact that they are making a decision while imagining a situation in which the percentage
of red balls is high or low for the uncertain urn in front of them. The fact that many subjects

dislike uncertain situations can be characterized as uncertainty aversion.

To model uncertainty, we assume that the decision maker does not know which of multiple risks
(in the previous example, a risk urn with many red balls or a risk urn with few red balls) she or

he is facing in a situation where the probability is unknown. Trautmann and van de Kuilen (2015)



cite situations captured by ambiguity as lack of information and conflicts between multiple
sources of information. For example, many investors invest in the domestic stock market even
when the domestic stock market is not sufficiently profitable and foreign stock markets offer
higher returns. This phenomenon is called the home bias, and it is considered to be one of the
puzzles that cannot be explained by expected utility theory. In fact, Trautmann and van de Kuilen
(2015) conducted an experiment in which American investors were asked to predict changes in
the Dow Jones Industrial Average and the Nikkei Stock Average in one week's time, and found
that American investors believed that their home stock market was more likely to be affected by
all events. They found that American investors believe that their own stock market is more prone
to all events. In addition, they found that when asked to predict temperature changes in their own
cities, they preferred to guess the predicted range of change in their own stock markets. These
results provide evidence of a preference for risks and uncertainties that are familiar to them,

indicating that they have a preference for sources of risk and uncertainty.

Holt and Laury (2002) proposed an experiment to measure subjects' risk attitudes by asking them
to choose between two risks by fixing the outcome to a small amount and moving the probability.
In other words, they try to estimate subjects' risk attitudes from where the preference between
risks switches while moving the probability. They further measure the robustness of the risk

attitude estimated for the first small prize by increasing the outcome 20, 50, and 90 times.

In measuring how individuals perceive ambiguity, Baillon et al. (2018) propose the matching
probability method, which attempts to measure how individuals perceive uncertainty by asking
subjects to answer the risk balanced against the uncertain situation. The matching probability
method attempts to clarify the subject's perception of uncertainty by asking the subject to answer
the probability that uncertainty and risk are balanced. Subjects are presented with an uncertain
situation in which they can receive a prize of 3,000 yen if the Nikkei Stock Average rises by more
than 1% in one week. In addition, the subject is presented with the risk of receiving the prize of
3,000 yen with a certain probability p in one week. When this probability p is changed, the subject
prefers the risk to the uncertain situation, and the probability of the change in preference can be
observed. Baillon et al. (2018) proposed a measure for ambiguity based on matching probabilities,
which can be used to measure the extent to which we overestimate low-frequency events or
underestimate high-frequency events. They estimate the extent to which we look at whether we

are assessing them.

Several studies have been published in recent years to look at how the insurance sector perceives

future risk and uncertainty. As a source in risk, Barseghyan et al. (2011) estimated the risk



attitudes of individuals based on their automobile and fire insurance coverage, and found that the
estimated risk aversion was inconsistent across situations even for the same individual; Einav et
al. found that about 30% of individuals have consistent risk attitudes based on their portfolio
choices in five types of healthcare-related insurance choices and 401Ks offered by American
companies. Furthermore, Fujii and Inakura (2019) estimate individual risk attitudes using
Japanese health insurance enrollment data and find a large discrepancy between risk attitudes
estimated from actual enrollment behavior and those estimated from questions on hypothetical
health care. Furthermore, Innocenti et al. (2019) conducted a common questionnaire survey of
more than 10,000 people in 11 countries, including the United Kingdom, to examine the effect of
negative past experiences, such as illness or injury, on the willingness to purchase income
protection insurance, and found that compared to those who had not experienced illness or injury
in the past The study found that those who had experienced illness or injury increased their
willingness to purchase insurance by 25% compared to those who had not experienced illness or
injury in the past. It also shows that those who know someone who has had a negative experience
around the respondent, such as a friend or acquaintance, show a 40% increase in willingness to

join.

In this study, a questionnaire survey was conducted on 200 employed people living in Tokyo and
three prefectures, and the results showed that negative experiences such as hospital visits,
hospitalization, unemployment, and absence from work due to illness or injury of the respondents
themselves and hearsay of negative experiences such as hospital visits, hospitalization,
unemployment, and absence from work due to illness or injury of family members, friends, and
acquaintances increased the willingness to enroll in medical insurance. This paper examines the
impact of negative experiences such as unemployment or job loss, and negative experiences such
as hospitalization, unemployment, or job loss due to illness or injury of family members, friends,
or acquaintances, on the trend of purchasing medical insurance and income compensation
insurance. The results of the data analysis show that there is a positive correlation between the

two indicators of ambiguity in income compensation insurance and medical insurance.
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Analysis of future employees' pension fund system and corporate retirement benefit
obligations

—Focusing on responding to changes in accounting standards (immediate recognition) —

Nobuyuki KABEYA

(Associate professor, University of Nagasaki)

[ Abstract]

The environment surrounding Japan's corporate pension and retirement benefit accounting has
been rapidly diversifying in recent years. The suitable-year system (abbreviation of qualified
retirement pension system, the same applies hereinafter), which has supported the corporate pension
system for many years, was abolished at the end of March 2012. In May 2012, the Accounting
Standards Board of Japan published "Accounting Standards for Retirement Benefits" and
"Guidelines for Applying Accounting Standards for Retirement Benefits". Furthermore, in June
2013, the government partially revised the Employees' Pension Insurance Law, and decided to
reform the other corporate pension and welfare pension fund system with a view to abolishing it in
the future.

These rapid changes in the environment require business owners to make important choices
regarding company performance and employee benefits. For example, due to the above-mentioned
appropriate age and the abolition of the welfare pension fund system, the system will be transferred
to the DC system (defined contribution corporate pension system, the same applies hereinafter) or
the DB system (defined benefit corporate pension system, the same applies hereinafter), or will be
abolished or dissolved. It is a decision of choice.

There are already many studies on the DC system and CB system (cash balance system, the same
applies hereinafter) in Japan, including research in the United States. However, the appropriate-age
system and the welfare pension fund system are pension systems unique to Japan, and it cannot be
said that much research has been accumulated on the factors for adopting these existing systems to
other systems. In addition, companies may not only move to other systems, but may also choose to
abolish or dissolve them.

Under these circumstances, this study attempts institutional analysis and empirical analysis of



two corporate pension plans that have already been abolished or are scheduled to be abolished. In
order to capture the welfare pension fund, it has become clear that comparison and examination
with the already abolished suitable age is indispensable, and hypotheses and estimation formulas
will be considered in detail based on the characteristics and actual data of both parties. For the
welfare pension fund, we conducted a factor analysis for the last few years, including before and
after the change in accounting standards.

The following is a summary of the analysis results and implications of this study.

Chapter 2 summarizes recent trends after organizing the outline of complex corporate pension
plans and retirement benefit plans. Japan's corporate pension system has many types and has a wide
variety of historical transitions and structures, and the institutional content organized in this chapter
is only one aspect. However, by organizing the appropriate years that have already been abolished
or scheduled to be abolished and the welfare pension fund, and discussing and examining the
processing method of changing accounting standards in recent years, the ideal corporate pension
system and future direction will be renewed. In terms of verification, I think that the research
significance was certain.

In Chapter 3, we have taken up previous studies in the United States and Japan and sought their
relevance to this study. Since the system contents of the suitable age and welfare pension funds,
which are typical DB types in Japan, are different from those of overseas DB types and CB types,
it is necessary to survey related research in Japan. As a result, we will point out problems and
propose analysis issues in Chapter 4 and the title.

In Chapter 4, we look back on the abolition of the first corporate pension, the appropriate year,
in March 2012, and analyze the factors for companies to implement new system selections in line
with the abolition of the system. It was. As a result of the analysis, some interesting things were
found. First, the companies that have transitioned to the DC system are characterized by those with
high retirement benefit obligations in the early stages and those with poor performance in the latter
stages. Second, some companies that abolish the pension system have poor financial and business
performance, but in the latter half of the year, some companies have low debt. Here, we are
conducting a detailed analysis of the three options of DC system, DB system, and abolition by
grasping the appropriate year in chronological order, and we think that it is significant as a degree
of contribution that was not found in conventional research.



In Chapter 5, the welfare pension fund, which is the central issue of this study, has been
empirically analyzed to clarify the factors. As a result of the analysis, some interesting things were
found. First, it can be seen that companies with less debt and debt are abolishing the pension system.
Secondly, regarding the difference in timing considering the impact of the AIJ incident, it can be
said that companies with less debt and companies with better performance have abolished the timing
earlier. Conversely, a company with a heavier debt burden means that the time to abolish the fund
will be delayed. We believe that the analysis results that provide such corporate characteristics are
of great significance.

One of the important contributions in this study is financial constraints, retirement benefit
obligations and business performance of other systems when the appropriate age and welfare
pension fund are transferred or abolished at the request of the system. It became clear that the above
debt was an equally important factor. This is because we were able to prove that financial
constraints would delay the transition or abolition of other systems. It was also found that
companies with better financial condition abolished the appropriate age and welfare pension fund
earlier, and moved to DC and DB if possible. The analysis of these long-term time-series data is
different from the previous research, and we hope that it will serve as a guidepost for future research.

Finally, I would like to touch upon the changes in retirement benefit accounting standards
announced in May 2012 and their impact on corporate pensions. The change in accounting standards
will change the conventional recognition of delays to immediate recognition, and the relationship
between corporate management and retirement benefit obligations will become even more
important. From the standpoint of stakeholders such as shareholders and investors, it is preferable
that the disclosure of corporate performance progresses due to changes in the accounting system.
In addition, from the standpoint of managers and employees, welfare programs are indispensable.
If a change in accounting standards affects the change or abolition of the pension system, it can be
an important issue for employees. Business owners are required to make more appropriate decisions
in response to various changes in the environment, so I think it is necessary to keep an eye on their

future whereabouts.
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Study on Old-Age Income Security in Super Aging Society
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[Summary]

The purposes of our study are firstly “analyzing the economic effects of income shocks” and
secondly “considering the optimal social security system” in super aging society. Social security
has been a core issue in the fields of Public Finance, Public Economics, and Macroeconomics,
where previous studies have demonstrated that it impedes capital accumulation and induces early
retirement (e.g., Feldstein 1974, 1977; Kotlikoff 1979). Literature shows that a fully funded
system is preferable over a pay-as-you-go system in a dynamically efficient economy, with the
former being superior to the latter when considering economic growth. However, the importance
of social security is based on the presence of uncertainty as it affects sharing risks and the
optimality of allocation under productivity and demographic shocks and improve social welfare
(e.g., Enders and Lapan 1982; Gordon and Varian 1988; Thegersen 1998; Demange and Laroque
1999; Wagener 2004; Gottardi and Kubler 2011).

To address the first aim of our study, we develop a simple overlapping generations model with
social security under productivity and demographic (labor supply) shock. We demonstrate that
the equilibrium growth rate under a unfunded system with saving credit may be larger than that
under a fully funded system, depending on the relative risk aversion. Saving credit gives incentive
to save more. With low relative risk aversion, people possibly prefer saving as it makes their
future return become large, and they also benefit from large returns with risks. Hence, the
unfunded pension is superior in terms of growth-enhancing. Under the Rawlsian welfare function,
the social welfare level under the fully funded pension system is the lowest as it does not provide
any benefit for the poorest people. The pay-as-you-go system with optimal interior social security
tax rate generates higher welfare level than fully funded.

Numerical analyses confirm the theoretical findings and quantitative implications. The results
provide illustrative examples of theoretical findings. In particular, if people are highly risk-averse,

they will choose pay-as-you-go regardless of the types of social welfare functions and distribution



of labor endowments. Under the Benthamite welfare function, the distribution of labor
endowments affects optimal social security tax under pay-as-you-go. The thick population of the
low-income class tends to increase the optimal tax rate. The calculated tax rates complement those
in the study by De Menil et al. (2016), although the setting differs. This implies that the
demographic structure (especially income class) significantly influences the optimal social
security tax rates.

To address the second purpose of our study, we incorporate public goods into an endogenous
growth model with altruistic overlapping generations. Gonzalez et al. (2018) theoretically proved
that the intergenerationally altruistic preferences exhibit future bias in an overlapping generations
model (Kimball 1987; Hori and Kanaya 1989). They also showed that future bias creates
incentives to legislate and sustain a pay-as-you-go pension system. The reason is that the future-
biased people prefer to receive transfer benefits in the future rather than do in the present.

The public goods supply rule under future bias is sub-optimal because it differs from the
optimal rules, which should be satisfied in the near future. The weight for the old in the present
time is lower than that in the future. Hence, the current consumption allocation (income
distribution) becomes more disadvantageous to the old than does the desired allocation in the
future. As public goods are means to improve the income distribution, the current government
determines the supply level of public goods depending on the inequality aversion and the current
and anticipated income distributions that the current government faces. Moreover, the current
government expects that the future governments will also do the same. Undesirable allocations
from the current government faces perspective will be chosen in the future by the future
governments. Hence, the government strategically chooses the investment level to compensate
for the misallocation of consumption resources.

Our findings explain why democratic governments ongoingly choose the same high or low
level of public goods supply. The governments do not have an incentive to repeal high- or low-
benefit welfare system because the future governments have to solve the same problem for the
governments before them. Furthermore, our results suggest not only the trade-off between high-
benefit welfare system and economic growth but also the coexistence of high-benefit welfare
system and high economic growth under certain conditions.

Lastly, we consider the future directions of our study. The Rawlsian social welfare function
provides a clear view of the redistributive policy. However, other criteria should be examined. In
relation to the optimal social security, democratic determination of the social security policy will
provide new insights. Furthermore, incorporating endogenous fertility into the model proves to
be interesting. Essentially, these extensions illustrate more realistic economic situations. Through
our analysis, we can postulate some conclusions of the extensions. For example, social needs for

redistribution will be weakened by the substitution of a political determination of social security



tax rate for the Rawlsian welfare function. Such an extension will decrease the optimal social
security tax rate and increase economic growth rate. Therefore, our study provides an analytical

basis of these extensive analyses.
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An impact analysis of COVID-19 on life insurers’
securities investments

Masayasu Kanno (Professor, Nihon University)

[Summary]

There has been growing interest in the risk contagion effect of the
novel coronavirus disease (COVID-19) on firms' financial health.
Hence, lack of both theoretical and empirical studies on the impact
of COVID-19 on firms and the industry network has become a major
issue worldwide.

COVID-19, originating from Wuhan, China, has spread worldwide.
On March 11, 2020, the World Health Organization (WHO) officially
categorized the COVID-19 outbreak as a global pandemic (WHO,
2020). This pandemic has had a substantial impact on each country
and the global economy. The June 2020 Global Economic Prospects
describe both the immediate and near-term outlook for the impact of
the pandemic and the long-term damage. The baseline forecast
estimates a 4.3 percent contraction in global gross domestic product
in 2020.

Former Prime Minister Shinzo Abe declared a state of emergency
for one month from April 7, 2020, covering Tokyo, Osaka, and five
other prefectures (Kanagawa, Saitama, Chiba, Hyogo, and Fukuoka)
amid the growing COVID-19 outbreak. This would empower
prefectures to impose restrictive measures. However, one month of
a state of emergency proved insufficient in controlling the outbreak
and the restrictions were extended.

Therefore, on May 4, 2020, the Japanese government encouraged
residents to maintain the “new lifestyle” even after the restrictive
measures had been relaxed following Prime Minister Abe's extension
of the nationwide state of emergency to May 25, 2020. The extension
of the state of emergency was not well received by workers in
industries such as hospitality and tourism; they appealed to the
government for more financial support.

To measure risk contagion effect from COVID-19 networks to firm
network, the risk parameters affecting infection spread must first
be calculated. Hence, as a preliminary analysis, we calculate



COVID-19 parameters using a susceptible-infected-recovered-dead
(SIRD) model to analyze the impact of COVID-19 infections in Japan.

To offer new insight into the impact of COVID-19 on life insurers’
securities investments, this study's research purpose is to assess the
contagion effect of COVID-19 on Japanese issuers of securities and
evaluate the measures undertaken by the Japanese government to
curb the spread of COVID-19, including the first declaration of a
state of emergency which lasted from April 7, 2020, to May 25, 2020.1

To cope with the research question, two main analyses are
conducted: correlation-based network analysis and credit risk
analysis.

Concerning correlation-based network analysis, three analyses
are conducted to validate the impact of COVID-19 on Japanese listed
firms. First, we examined the interconnection among returns on two
TOPIX Sector Indices. This analysis implies that WHO's global
pandemic declaration and the state of emergency declaration had
significant effects on Japanese firms' stock price performance and
the financial performance. Second, we investigated the correlation
between the TOPIX return and a COVID-19 parameter using TOPIX
Sector Indicesii and TOPIX data. This analysis suggests that TOPIX
bears an inverse relation to the weekly moving average basic
reproduction number (BRN) as a COVID-19 parameter. Third, we
analyzed the Japanese stock market's network structure around
WHO's declaration and the state of emergency declaration, using
network centralities and minimum spanning tree (MST). Regarding
network structure changes among the industrial sectors, the
analysis shows that the connections among related sectors
strengthened significantly during the two declarations.

Concerning credit risk analysis, we analyze all the firms listed on
the first section of the Tokyo Stock Exchange (TSE). In normal times,
shareholders place most importance on net profit in financial
statements. By contrast, in the sudden worsening of business
conditions, the firms cannot necessarily ensure their financial
soundness even if they are in the black.

To this end, we verify the significance of net cash as a proxy for a
firm's credit risk in the COVID-19 era. COVID-19 parameters are
almost the only risk factors impacting a firm's credit risk during this
period.



Additionally, regarding a preliminary analysis, we calculate
COVID-19 parameters using a mathematical model in epidemiology.
Especially, although the BRN is a well-known epidemiological
concept to measure the spread of an infectious disease, COVID-19's
number in Japan is not published. Hence, to measure the impact of
COVID-19 on Japanese firms and the financial market, this study
needs to calculate this parameter.

Finally, in terms of life insurers’ securities investments, this
study's analysis of risk contagion effect based on the interconnection
between the COVID-19 infection network and the Japanese firms'
stock market network, contributed to the existing knowledge

regarding risk management in the global pandemic context.

i Japan's version of an emergency is different from the type of “lockdown”
seen in Europe. Because of civil liberties enshrined in Japan's postwar
constitution, the government has no right to dispatch the police to keep
people off the streets, as has happened in countries including France, Italy,
and the UK. The main effect was to increase the prefectural governors'
powers. Under the emergency, a governor can urge local people to avoid
unnecessary outings, but residents would have the right to ignore such
requests, and there are no penalties for disobedience.

ii They are created by dividing the TOPIX constituents into the 33
industrial sectors defined by the Securities Identification Code Commaittee
(S1CCO).
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How do individual insurance sales performance
and sales opportunities affect the number of sales
staff in prefectures?

Hiroyuki Sasaki (Associate Professor, University of Yamanashi)

[Summary]

This study analyzes how Japanese life insurance companies
change the number of sales staff in each market by considering sales
performance and sales opportunities for the individual insurance
market in each prefecture. I used the number of new contracts as
the sales performance and the number of households divided by the
number of the sales staff of competing life insurance companies as
the sales opportunity. I constructed a panel data-set from FY1997 to
FY2018 with [prefecturel-[company] pairs as the unit of analysis. I
regressed the time-series changes within the unit of analysis using
a fixed-effects model.

1. Background

The sales staff is the primary channel for life insurance sales and
the most crucial resource for Japanese life insurance companies.
However, according to the Statistics of Life Insurance Business in
Japan published by Hoken-kenkyujo, the number of sales staff at life
insurance companies has declined from 367,000 in 1997 to 189,000
in 2019. A population problem in Japan may explain this decline.
While the population of rural areas is decreasing, the population of
cities continues to increase.

Therefore, this study statistically investigates how sales
performance in each prefecture affects the number of sales staff, and
how sales opportunities moderate this effect. Based on the
behavioral theory of the firm, I assume that changes from the
previous year to the current year affect the firm behaviors in the
following year. This study analyzes the effects of changes in sales



performance and sales opportunities from the previous year to the
current year on the number of sales staff in the following year.

2. Method

The sample consists of all life insurance companies in Japan from
FY1997 to FY2018. The sample also includes foreign life insurance
companies in Japan. I obtained all data in this study from publicly
available sources. The prefectural-level data in each company was
obtained from the Statistics of Life Insurance Business in Japan
issued by Hoken-kenkyujo. The company-level data, including
financial information, was obtained from the Summary of Life
Insurance Business provided by the Life Insurance Association of
Japan. The number of households in each prefecture was obtained
from the Ministry of Internal Affairs and Communications (MIC).
Since the Summary of Life Insurance Business was available from
FY1997, the sample period starts from FY 1997. In order to
eliminate the impact of the COVID-19 on business activities, the
sample period ends by FY2018.

I constructed the data as a panel data-set with [prefecture]-
[company] pairs as the unit of analysis. Because sales staff in the
head office may be engaged in jobs other than sales in the focal
prefecture, I excluded the observations in prefectures where the
head office locates. As a result of the above procedures, I got 14,500
company-prefecture-year observations in 47 prefectures for a total
of 85 companies.

The dependent variable is the number of sales staff at the end of
year t+1. To make the independent variable, I operationalize the
sales performance as the number of new individual insurance
contracts. Following the literature of behavioral theory, I created the
independent variable as a spline function of the sales performance
in year t minus the sales performance in year t-1 as the independent
variable.

Sales Performance Increase;

=Sales Performance; — Sales Performance;-;
if Sales Performance; > Sales Performance:-;



if Sales Performance; < Sales Performance;-;
Sales Performance Decrease;
= Sales Performance: — Sales Performance;-;
if Sales Performance: < Sales Performance;-;
if Sales Performance: > Sales Performance;-;
To create the moderator wvariable, I used the number of
households in each prefecture divided by the number of the sales
staff of competing life insurers in the focal prefecture as a sales
opportunity indicator. Same as the independent variable, I created
a spline function of the sales opportunity as a moderator variable.
Sales Opportunity Increase:
=Sales Opportunity: — Sales Opportunity:-;
if Sales Opportunity: > Sales Opportunity;-;
if Sales Opportunity; < Sales Opportunity:-;
Sales Opportunity Decrease;
= Sales Opportunity: — Sales Opportunity;-
if Sales Opportunity: < Sales Opportunity:-;
if Sales Opportunity: > Sales Opportunity;-;
Also, I added several control variables based on the prior studies.
The number of households and the number of sales staff in the rival

companies were created as prefecture-level control variables. The
number of the sales staff of the focal company was created as a



prefecture-company-level control variable. As company-level control
variables, I created variables for firm size, organizational slack, and
regional diversification, as well as a spline-functionalized variable
for company-level sales performance. Finally, I added a dummy
variable for each year to the model.

Changes within the unit of analysis were estimated using a fixed-
effects model within [prefecture]-[company], the unit of analysis.
The fixed-effects model allows the estimations to control for

[prefecturel-[company] specific effects that do not change over time.

3. Result

The results of the preliminary analysis are summarized as
follows. Result 1 and Result 2 are the main effects of the
independent variables. The coefficients and standard deviations of
independent variables in the main-effects-only model reflect the
slope and significance of the effects. Results 4, Results 5, and
Results 6 are the interaction effects of continuous valuables. After I
estimated a full model with four interaction terms, i.e., Sales
Opportunity Increase * Sales Performance Increase, Sales
Opportunity Decrease * Sales Performance Increase, Sales
Opportunity Increase * Sales Performance Decrease, and Sales
Opportunity Decrease * Sales Performance Decrease, 1 compared the
fit of a model that includes all of the interaction terms versus the fit
of a model that drops a particular term to test each interaction effect.

Result 1: The higher the sales performance relative to the previous
year, the higher the number of sales staff in the following
year. (p < 0.001)

Result 2: The lower the sales performance relative to the previous
year, the higher the number of sales staff in the following
year. (p < 0.001)

Result 3: Sales Opportunity Increase does not moderate the
relationship shown in Result 1.

Result 4: Sales Opportunity Decrease weakens the relationship



shown in Result 1.

Result 5: Sales Opportunity Increase weakens the relationship
shown in Result 2.

Result 6: Sales Opportunity Decrease weakens the relationship
shown in Result 2.

In the full model with all interaction terms, the results of the

Hausman test support the fixed effects model. 81.7% of the variation
in the dependent variable is attributed to fixed effects.
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(RM million)
Hh— FEES XiE
1 Federal Territory Islamic Council (MAIWP) 3141
& Center for Zakat Collection (PPZ)
2 |Zakat Pulau Pinang 14.52
3 Pahang Islamic Council and Malay Heritage 12.20
& Center for Zakat Collection of Pahang
4 |Kelantan Islamic Council 12.60
5 |Perak Islamic Council and Malay Heritage 14.35
6 |Terengganu Islamic Council and Malay Heritage 20.20
7 |Selangor Zakat Borad (LZS) 15.00
8 |Johor Islamic Council 7.40
9 |Kedah Zakat Borad 16.70
10 |Negeri Sembilan Islamic Council (MAINS) 4.30
11 |Zakat Melaka & Melaka Islamic Council 4.26
12 [|Peris Islamic Council and Malay Heritage 3.98
13 |Sabah Islamic Council 6.00
14 |Baitulmal Sarawak 6.00
AaEt 171.92
(¥44.7(EAMA=)
(HFR) Kisah Zakat Malaysia
F2xR YH—rZHOERSE (MAWPODT—XR)
(RM million)
5 — ~HEES ZREH xiE
1 |Manthly Financial Assistance 24,196 9.67
2 |Additional Special Zakat Assistance 24,196 12.10
3 |Respiratory Assistance fo Seven Hospitals 3.27
4 |Daily Food Assistance thru MCO 678 Boxes
5 |Pilow & Mattress for Homeless Center
=5 48,392 25.04
(H ) MAIWP
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Zakat’s Social Insurance Function in Malaysia

— in Copying with the COVID-19 Crisis —
Hiroshi Oikawa (Professor, Faculty of Business and Commerce, Kansai University)

[ Summary]
This paper examines the role and contribution of Zakat, a form of almsgiving to the
Muslim community, to alleviating economic difficulties caused by the COVID-19
combating policies in Malaysia.

Malaysia is one of the earliest countries in Southeast Asia that were affected by
COVID-19. Malaysia suffered from a spike in COVID-19 cases, due to a four-day
Islamic event held at Kuala Lumpur's "Masjid Jamek Sri Petaling" in the late February
2020. It was regarded as the major source of the COVID-19 cases not only for Malaysia
itself but also for its neighbouring countries. In response to the domestic rise in COVID
cases, Malaysian government announced that the country would enter into a partial
lockdown on 18 March 2020. The major instrument of lock down was a Movement
Control Order (MCO), including travel and border control, bans on mass gathering
events and dining in a restaurant, and other forms of social events. At the present
moment of October 2021, as the Pandemic still continues in Malaysia (see Fig.1 below),
the MCO measures are not completely lifted.

Figure 1. Confirmed New Covid-19 Cases in Malaysia
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MCO measures had a negative impact on the economy of the people in
Malaysia. According to Fabeil et. al. (2020), the impact was significant among
micro-enterprises in Malaysia. Entrepreneurs were forced to have difficulties such as
business cancellation and reduced income due to the closure of several supporting
sectors such as retails, services and transportation. Without some form of supports, they
might not be able to continue their business. Zakat institutions in Malaysia may help
necessitous persons to overcome the COVID-19 crisis. The following part of this paper
explains the Zakat system and its contribution to the COVID-19 crisis in Malaysia.

Zakat is one of the fundamental pillars of Islam that has direct economic
bearing upon others. It requires Muslims to distribute a part of their wealth among the
specified heads in order to achieve economic emancipation of the poor. Zakat in Arabic
means ‘to purify', 'to grow'- equivalent to a levy on ‘idle' wealth of 2.5% per year - the
determined share of wealth prescribed to be distributed among categories of those
entitled to receive it. Beyond the act of charity that we are familiar with, in Malaysia
Zakat is a compulsory duty of every wealthy Muslim, by which Zakat is intended to
transfer funds from the rich to the poor. The SIRCs (State Islamic Religious Councils)
have the authority to collect and distribute Zakat on locality and boundary within the
respective state jurisdiction. The transfer leads to higher spending by the poor which in
turn leads to higher production, more jobs and employment opportunities for the poor.

Sadaqgah is also a tool under the rule of distribution and redistribution that
achieves social justice. Islamic finance motivates those who are more economically able
and redeems the rights of the less able in the form of Sadaqah. Objectively, the rule of
distribution and redistribution in Islamic economics is to ensure that the wealth should
be circulated within the society and provides resources needed for the growth of the
economy.

Zakat also play its role as a fiscal mechanism. Zakat performs some of the
major functions of modern public finance, which covers social security entitlements,
social assistance grants for childcare, food subsidy, education, health care, housing, and
public transportation in a welfare state. It separates public welfare expenditures from
other budgetary items and puts the burden of meeting the economic welfare needs of the
society where it belongs.

Zakat is widely expected to be distributed to victims of natural disasters.
Undoubtedly, COVID-19 can be considered as a disaster; thus, it is highly desirable to
utilise Zakat funds to help people affected by COVID-19. In this sense, Zakat is one of

Islamic social security fund that is needed to stabilise the community.



Table 1. Zakat Distribution by States during the First Covid-19 Pandemic

(RM million)
Zakat Institutions Distribution
1 Federal Territory Islamic Council (MAIWP) 3401
& Center for Zakat Collection (PPZ)

2 |Zakat Pulau Pinang 14.52

3 Pahang Islamic Council and Malay Heritage 12.20
& Center for Zakat Collection of Pahang

4 |Kelantan Islamic Council 12.60

5 [Perak Islamic Council and Malay Heritage 14.35

6 |Terengganu Islamic Council and Malay Heritage 20.20

7 |Selangor Zakat Borad (LZS) 15.00

8 |Johor Islamic Council 7.40

9 |Kedah Zakat Borad 16.70

10 [Negeri Sembilan Islamic Council (MAINS) 4.30

11 ([Zakat Melaka & Melaka Islamic Council 4.26

12 (Peris Islamic Council and Malay Heritage 3.98

13 [Sabah Islamic Council 6.00

14 [Baitulmal Sarawak 6.00

Total 171.92

(Source) Kisah Zakat Malaysia

COVID’s negative impact on the economy has directly affected people’s
quality of life, leading to an increase in poverty. Zakat institutions have quickly stepped
in as an alternative source of assistance on top of government support to mitigate the
negative effects of COVID -19 on the public through Zakat. At the beginning of May,
2020, during the first pandemic, Zakat institutions distributed RM171.92 million
through the 14 independent state Zakat institutions in Malaysia (See Table 1 above).

According to Anshory et. al. (2020), Zakat institution had an important and
strategic role to assist the government in preventing COVID-19 pandemic given its
position as a philanthropic organization. This role could be carried out in various fields
including health, economy, social, Islamic preaching and education. Among the
recommendations for Zakat institution is in the health sector, Zakat institution supports
the study that entails the vaccine of COVID-19 to prevent the spread of the virus
infection.

In conclusion, the COVID-19 pandemic has a major impact on the lives of the

people in Malaysia. When the government imposed MCO, Zakat institutions in



Malaysia were expected to make efforts to assist the government in dealing with the
COVID-19 crisis. During the implementation of MCO, various types of Zakat
assistance were provided through various programs for people affected by the crisis.
This effort shows that Zakat institution has significant role in helping people during the
COVID-109 crisis.
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Stewardship Activities by Life Insurance Companies in

the UK and the Role of Trade Groups:

Focusing on the Association of British Insurers

Name: Akira Mizobuchi (Professor, Kagawa University, Faculty of
Law)

[Summary]
1. Introduction

In 2014, the Stewardship Code was introduced in Japan, based on
the U.K. Stewardship Code (the "U.K. Code"). This led to an increase
in engagement by institutional investors in the governance of the
Japanese companies in which they invest. One thing that attracted
particular attention was the exercise of voting rights by life
insurance companies, which have long been regarded as "silent
shareholders.” This report introduces analyses and insights of the
so-called “network theory!” regarding how institutional investors'
connections and incentives affect their voting behavior at
shareholder meetings. While there are various types of networks
among institutional investors, this report focuses on formal and co-
ownership networks. Formal networks include the Association of
British Insurers ("ABI") and its successor organizations, as well as
the Investor Forum ("IF") in the U.K. Code.

2. Voting rights and shareholder behavior at shareholder meetings

When publicly available information is neither skewed nor
misleading, and shareholders can use that information in a decision-
making process similar to the one they use to decide whether or not
to invest in a given stock, collective decision-making by voting at a

! Luca Enriques=Alessandro Romano, Institutional Investor Voting
Behavior: A Network Theory Perspective, 2019 U.I11.L.REV. 223(2019)



shareholders' meeting may yield better outcomes than decisions by
a board. This is an application of Condorcet's Jury Theorem
(hereafter referred to as CJT). CJT works on the four assumptions
that voters are informed, rational (i.e. able to make informed, logical

decisions about how to vote), sincere, and independent.

In reality, this last assumption of independence is rarely met, since
in most cases there exists pre-voting communications among group
members. In this regard, it is acknowledged that pre-voting
communication enhances the ability of group members to improve
their information set. However, pre-voting communication can
reduce the probability that the group will make the right decision
due to psychological factors that impact the individual's judgement.

There is a trade-off between independent decision making and the
goal of overcoming the collective action problem and minimizing
information gathering and processing costs. Of all the costs to voting,
the most important is the cost of obtaining information. Typically,
this cost manifests itself in free-riding shareholders who will vote in
accordance with what they are told. Without some coordination,
therefore, each shareholder has an incentive to free-ride on the
information investments (e.g. research time) of other shareholders,
creating a collective action problem. However, when shareholders
coordinate in the process of gathering and evaluating information,
the result is technically that the independence of the voters is
compromised. Since voting independence is one requirement for CJT
to hold, one might imagine that the ability of the group to make the
right choice would be reduced.

3. Network theory and Cooperation by Institutional investors

Cooperation is defined as the unified efforts of institutional
investors in making informed voting choices even when they are
expected to be rationally reticent. According to the literature on
social networks, if a group of agents is sufficiently interconnected,
cooperation that benefits others will persist even though the
interests of the cooperator are violated. Highly connected groups are
more likely to exhibit cooperative behavior. In fact, institutional
investors, who should be paralyzed by rational reticence, are



gathering information and engaging in cooperative behaviors that
provide benefits to the investors’ competitors despite the cost to

themselves.

According to the research on social network theory, high clustering
coefficients increase the likelihood of cooperation. If institutional
investors are embedded in a highly clustered network, i.e., one with
a high number of connections between investors, cooperative
behavior may be maintained. In the presence of such a network, we
can predict that they will tend to cast an informed vote, rather than
free-riding on other institutional investors. Among these networks
of institutional investors, some well-known formal networks include
the Institutional Voting Information System (IVIS), which inherited
the ABI's basic policy on voting, or the IF.

4. Networks through co-ownership

Some studies have demonstrated that competitors who are
connected to each other through co-ownership (i.e., holding shares
in the same portfolio company) can cooperate with each other. The
question is why they cooperate. This is because institutional
investors who hold common shares find it mutually beneficial to
divide their labor in gathering information about the companies they
invest in and providing each other with the information they obtain.
When investors can rely on each other to do this, a “clique” may be
formed.

A clique is defined as a network in which each member has a tie to
every other member in the mnetwork. Such a cooperative
relationship implicitly assumes that institutional investors can
process the information received from other members of the clique
at no cost. This assumption is unreasonable, unless the members of
the clique will blindly follow other clique members. Eventually, the
other members of the clique will process the information they receive
on their own. This verification step is indeed a cost, but in most
cases, it will be less than the cost of collecting and processing new
information. The members of the clique will cooperate only if the
cost savings from cooperation more than compensate for this
reduction in the probability of making the right decision. In other



words, institutional investors will cooperate within a clique only if
it benefits the clique members relative to other institutional

investors.

The above is a summary of my report, Stewardship Activities by Life
Insurance Companies in the UK and the Role of Trade Groups. As a
final note, I would like to express that while the strong focus on
network theory may at first appear to be a deviation from the
original research topic, the deeper I got into the research, the more
I recognized that network theory is foundational to a real
understanding of the role of ABI, IVIS and IF, and therefore,

deserved a full exploration.
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