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Analysis of the effective Source of Revenue to Reconstruct the Stricken Region
of the Great East Japan Earthquake : Utilizing the Two-Regional CGE model

Mitsuru OKIYAMA (GENDAI Advanced Studies Research Organization)
Suminori TOKUNAGA (University of Tsukuba)

The purpose of this paper is to examine which of sources of revenue (tax money
re-allocated to local government, tax increase in indirect taxes or in direct taxes and
issue of reconstruction bonds) to reconstruct the stricken region (Iwata, Miyagi,
Fukushima and Ibaraki) is the most efficient way to proceed with reconstruction in
terms of maximizing economic ripple effects on the stricken region and minimizing the
negative impact on the other regions. Using the two-regional CGE model, we measured
the impacts of the transfer of income to the stricken region from central government for
reconstruction equaling 1.7627 trillion yen. As a result in any source of revenue, we
found that in the stricken region real GDP improved by 1.5%-3.9% and equivalent
variation (EV) also improved by 0.120-0.432 trillion yen, however, output value of
industrial sectors has decreased by about 1.5% compared with base-scenario. Among
four scenarios, the tax increase in direct taxes is most preferable to other scenarios in
the stricken region, however, is the way to maximizing negative impact on the other
regions. Thus, in a short term, the issue of reconstruction bonds is more efficient way to
proceed with the reconstruction, not only having a positive impact on the stricken
region but also keeping the negative impact on the rest of the country to a minimum.
However, our analysis found that output value of the manufacturing industry such as
the electronic and automotive component industries has decreased by not only more
than 10% in the stricken region, but also by 1.0%-1.8% in the other regions by
transferring income to the local government of the stricken region from the central
government. Based on these results, we tried to simulate that the subsidies for the
recovery of such production activities in the stricken region are increased. We found
that such production volumes have increased and the household utility levels in both
regions improved further.

These results imply that a reconstruction policy in which income is simply transferred
to the stricken region by the source of revenue to tap into the issue of reconstruction
bonds with the most efficient way mentioned above, will have a negative ripple effect on
industries in the stricken region and the other regions, and that structuring a frame
work of reallocation of the transferred income within the stricken such as increase in

subsidies 1s critical.



