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Aims and Scope of the Journal:

The Journal of Economic Policy Studies (JEPS) is edited and published by the Japan
Economic Policy Association. Its purpose is broadly defined, comprehensive coverage of
both theoretical and empirical studies within the field of economic policy. The journal will
publish qualified rescarch articles, shorter papers or survey articles submitted by the
members of the association. It will also include specially invited reports on specific issues
of topical interest and book reviews.

Instructions to Authors:

The journal will be published twice annually. The submission of a paper will be held to
imply that it contains original unpublished work and is not being submitted for
publications elsewhere. For derails of instructions, visit:

hetp:/fwwwsoc.bil.ac.jp/jepa/index.heml
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Recent changes in Foundations of Economy and
their Implications to Economic Policy Studies
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Abstract

The Japan Economic Policy Association has not limited the scope of its research to effective-
ness analysis of various policy means under a given economic order, but has also been studying
the dynamics of the economy and various orders as well as the mutual relationships between
each order. The Association has also been conducting systematic analysis of how changes to the
base of economy affect the economic structure and processes, and how these affect what is
required of economic policy. In this paper, the significance of these two approaches will be
explained through an examination of the limitations of Neo-liberal or market fundamentalism
approaches that can be said to be their polar opposites. In particular, globalization, technologi-
cal advancements, and diversification of values will be examined in terms of changes to the
economic base, and challenges facing modern economic policy and policy theory will be
discussed in detail.

¥—7—F  HBENT7To—F, BFEIAT L, BFEE SETHHBRE KA VEER
Keywords: multi-dimensional approach, adjustment mechanism, economic base, reform
in the labor market, German economy
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A7 : SVR (2007) p.328, B 76.
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& SERNRG N5 OECD new scale 2 HM.
A7 : SVR (2007] Tabelle59 (—#8).
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H5% * Klause and Ritz [2006] p.160, Abbildung 2.
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10) Bundesregierung (2001, 2005).
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Regional Environment and Social Capital Formation:
An Empirical Analysis Using Micro Data -

N SBUFI VY —F&2vH1F 4 v 7 (1))**
Youhei KOBAYASHI, Mitsubishi UFJ Research & Consulting Co., Ltd.

g
ZLDEFTHRICEI ST, V=¥ rib s R EINNEFMEIEHEINTW S, 2OERER
EEFEMCOMLALDRBIREALRONL v, FRITIE, V-l 2 EINVEROE
BREPRELLLT, ARF—F 2HWEESTET-1.
SR, 6, BRE - BEHHomme, LRRERO LR, BEHOER, GHLOERY
EN, V=¥V R EINDEBREBEL TV EFELM -7,

Abstract
Though many preceding studies have pointed out benefits of Social Capital, few studies have
focused on Social Capital formation so far. In this paper, we construct a dynamic model of
Social Capital formation and tested it by utilizing micro data.
The results of analysis show that the formation of Social Capital is prevented by increase of
nuclear and single-person households, rise of crime rate, decline of local shopping streets and
progress in ageing.

X—T—F ! V—VrN - X EINDHRK, HMBEE, HEitRER, 2 Zf Tobit, Probit

Keywords: social capital formation, regional environment, optimal investment theory,
birariate Tobit, Probit
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[URE S -4 i k-4 msms 5.3 ESRE
thigg (F3-) -1430.5°° 709.7 -0.589°°* 0.147
fak - BHREED (3-) -714.1 690.7 -0.287° 0.165
k- BYER (£3-) 330.5 287.4 -0.092 0.074
KY - KEBEERED (F3-) - -235.7 375.3 -0.488°°* 0.090
ki - KRR (F3-) 387.4° 210.6 0.076 0.059
FDHYER (73-) -568.9 1845.9 -0.458 0.420
0/ (F3-) $01.7°** 292.2 0.414°°° 0.082
402X (F3-) 1028.0°°* 298.9 0.355°°* 0.089
SORRfR (F3-) 934.5°°* 280.6 0.120 0.088
60RXfT (3 —) -482.0 400.1 -0.622°°* 0.095
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it (3-) -438.6° 262.3 0.081 0.081
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KEXRMEDN (F3-) -0.807°°° 0.108
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#MINXiE 2015.6°°* 474.1
Censored Observation 2014
Uncensored Observation 1382
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AR (FA) 8.0E-05°** 5.2E-01 1.5E-05 2.8E-05
FAFB2R (FA) -2.1E.07** 9.0E08  -7.2E.08°* 3.1E-08
BREHY (Fi-) 0.020 0.069 0.007 0.024
*iE (F3-) 0.125°° 0.060 0.044°* 0.021
R (F3-) -0.253° 0.133 -0.082° 0.040
K - BUESS (F3-) 0.080 0.164 0.028 0.059
$ak - BMBAR (3-) 0.033 0.072 0.012 0.025
k¥ - KYREED (F3-) 0.116 0.097 0.041 0.035
K- KRS (F3-) 0.111° 0.060 0.039° 0.021
ZOMER (£3-) -0.029 0.400 -0.010 0.138
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=T 4 v T—NIRE -13.923 11.208 -4.865 3.916
EHN 0.803 1.875
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Log Likelikood -2025.6679
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1. Intreduction

After Aschauer (1989], a number of studies
have examined the economic effect of public
capital accumulation. This paper attempts to
identify the effect of public investment and
capital stock with one fundamentally distin-
guishing feature. That is, while earlier studies
such as Aschauer [1989], Munnel (1990), and
Holtz-Eakin [1994] have based their ana.
lyses on an aggregate production function,
this paper investigates the accounting feature
of the final resource allocation which is the
final allocation of GDP. In this sense, the
present work contrasts with other papers
focusing on the economic effect of stock
variables in a production function®. By link-
ing the input representation and final expend-
iture representation of the economy, this
paper attempts to distinguish the economic
effect of public physical investment on MFP
from that of public capital stock. Since in-
frastructure investment in due course is fully
depreciated after being counted as capital
stock and calculated as a cost, the accounting
feature of the present method is essentially a
cost-benefit analysis®.

1) For the results of Munnel [1990], see p.194, Table 2
of Munnel (1992).

2) Munnel (1992] points out that if we treat the public
capital as stock, we cannot evaluate its contribution to

2, Empirical Model

If we consider a homogeneity of degree one
characteristic of macroeconomic identity and
decreasing or increasing marginal productiv-
ity of the composed output of a sector, that is,
the GDP component, it is not unreasonable to
assume that the final resource allocation of
aggregate output can have the following
accounting base expression, which we call the
optimized government final resource alloca-
tion function.

Y"’=ﬁ(s"“”"‘"’ Tr(h=1 @

Here, Si represents the final expenditure for
the quantity of output allocated to sector i,
and N is the number of sectors in the econ-
omy®. 7 is the parameter of the output of
sector 7. Economic sectors dealt with in this
paper are GDP components; household, gov-

production in terms of cost effectiveness because stock
is not a cost.
3) For example, our estimation mode! can be expressed

as V(O=TH{AKELOY]™. Aschaver [2000]

presents the following type of production function in
labor intensive form as a representation of various
types of capital stock: y=All&¥ and Zaj<1.

4) If all Si's are multiplied by m, the overall output
becomes m times larger (i.e, constant returns to
scale). The final expenditure of the economy can be
shown as a macroeconomic identity, Y(¢)=2Si(¢).
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ernment and NPO consumption, private and
public investment, inventory change and
external balance®. For simplicity, the price of
the output of a sector is assumed to be unity.

In the resource allocation function, each
sectors’ outputs, which are the final alloca-
tion of GDP including the inventory change
and net external balance, are assumed to be
economically evaluated as consumption
equivalent substitution by individuals. The
usual resource allocation constraint for the
aggregate production function — the equal-
ity of marginal productivity of labor and
capital stock — is replaced by the condition
in which accounting-based marginal resource
allocation value is equal to that of any other
sector®. The following relationship holds
between sector 7 and sector ; if the resource
allocation is optimal.

fsin="siey i+i @

The optimal allocation based on the national
aggregate demand for each sector now fol-
lows S1(¢): S2(t): -+ SN(£)=7y1(£): 72(¢); -~
yN(¢)". Therefore, the larger the relative size
of a sector, the larger the estimated value of
its parameter should be. Further, a unit
increase in the output of a sector is expected
to show a greater impact on aggregate output
than that of other sectors®. If the parameters

5) Negative external balance is included in the argu-
ments as (Si)~7",

6) Because of the demographic change of population,
our resource allocation function does not assure the
optimized per capita resource allocation for different
generations. Rather it shows the optimal resource
allocation for the aggregate growth of the economy
during the sample period.

7) 9Y/3Si=3Y/as;.

8) A decreasing or increasing input-output relationship
of a sector as well as a cross-section input-output
relationship affects the aggregate output. A comple-

are constant for ¢=1,2,.., T, then from
equation (2) the following is obtained.

1@ o
This equation can be used to compare the
size of the parameters for a given country as
well as to compare the parameters across
different countries. Further, all the economic
sectors grow at the same rate as if the situa-
tion were under the golden rule of the Solow-
Swan economic growth model. In the growth
model assumed in this paper, final resource
allocation is determined by the level of
investment which satisfies politically deter-
mined feasible target growth?.

Our first estimation model is obtained by
taking logs in equation (1), and is used to test
whether the parameters are constant across
different periods within a country or across
different countries:

InY(k,£)=¢+71InS1(%,#)+ r2InS2(k,¢t)
+-+ yNInSN(k, )+ e(k,t) (4)

where £ is the country index. Further, if the
homogeneity of degree one assumption holds

mentary relation between one sector and other sectors
leads to increased output in the latter; a substitutive
relation leads to decreased output. Therefore, if output
of a sector is expressed with the function m{S1, ..., Sn),
the parameter for sector n is expressed by the follow-
ing equation.

Yy nfl | dlnf2 In/N

PO R R R e
C par are obtained for the period anal-
yzed empirically when the input-output relationships
across the sectors are roughly constant.

9) We assume complete foresight, and the future inter-
est rate is reflected in determining the amount of
investment. Hence, under the complete rationality
assumption, we just evaluate how the difference in the
resource allocation during the sample period affects
the final output.
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in equation (1), the elasticity coefficients
adjusted to the ratio of the economic sector
against GDP, which we call the transformed
coefficient, must be equal to the marginal
product estimated using GDP components
directly as explanatory variables.
Y(t)=g(ﬂﬂi)l—)5i(t). Syi()=1()
Y(#)
Further, by assuming competitive markets
where total factor payments exhaust the
value of aggregate output, we are able to
expand equation (4) to obtain the following
expression by moving capital and labor input
from the left to the right-hand side.

InA(k, 1)=&+ ¢1InS1(k,8)+ ¢2InS2(4,¢)
+++-+ ¢yNInS(k,¢t) + BlinKenvare( £, 1)

+ B2InKeoverment( K, 2) +ﬂ3lnL(k,t)
+e&(k,t) 6

Using this equation we estimate the impact of
each sector’s output and capital stock on
MFP. In the equation A(%, t) is MFP, Kervate
is the private capital stock owned by the
private sector, and Ksovermen: is the public
capital stock owned by the government. We
assume that capital stocks and labor input
independently contribute to MFP and expect
that when such contributions are constant
and common among the sectors, A1, 82, and
B3 can be measured as statistically signifi-
cant elasticity coefficients. As a result, the
coefficient for each sector contains the effect
on MFP resulting from the mutual effects of
capital and labor through labor productivity.

3. Estimation Method

Equations (4), (5) and (6) are the models
to be estimated. We conduct time series and
panel data analysis using the 1981-2003 data

for the Group of Seven (G-7) countries: the
US, Japan, Germany, the UK, France, Italy
and Canada!®. Germany is excluded from the
panel estimation of GDP and MFP owing to
the lack of data on public investment for the
1980-1990 period. Our results depend on the
co-integration relationship rather than the
OLS method in the estimation when the
dependent variable is judged to have a unit
root process. We do not place the homogene-
ity of degree one restriction on the coefficient
in the estimation. Instead, we conduct the
Wald test for a strict one-to-one comparison
of the coefficient in equations (4) and (5).
The data are obtained from the OECD, WDI,
and IMF for the 1980-2003 period. There are
some missing data. For cross-country com-
parisons, all the data are in purchasing-
power-parity-converted constant US dollars
based on the price of year 2000. All data
except money supply, the real interest rate,
and Japan's public physical investment are
based on the OECD data'®.

4, Estimation Results

The elasticity coefficients, showing the
effect of a 19 change of the resource alloca-
tion of sectors on GDP, of public and private
investment for panel G-6 countries are (.02
and 0.12, respectively, as shown in the left-
side column of Table 1'#. Strict one-to-one
comparison of the coefficients across sectors

10) Time-series analysis includes medical expenditures
in the explanatory variables except in the case of
France.

11) Japan's public physical investment is based on The
Annual Report on National Accounts (93SNA).

12) Those for the U.S,, Japan, Germany, the UK, France,
Italy and Canada are 0.07° and 0.065, 0.04°° and 0.19***,
-0.03 and 0.09°, 0.01 and 0.10°**, -0.13*** and 0.23***,
0.02** and 0.13°*, 0.18°** and 0.11°**, respectively.
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Table 1. G-6 Panel Results

Log-linearized Model

Non Log Model Log-linearized Model

Dependent Variable GDP

GDP MFP

trans-
coef. formed t stat.
coef.

Constant 447 3.55
Household consumption 0.57 0.92 8.74
Government consumption 0.05 0.29 153
Public investment 0.02 0.77 21
Private investment 0.12 0.93 8.67
Inventory changes 0.00 0.09 5.97
External balance 0.00 0.02 2.86
Euro_Dummy -0.01 -5.26
US_Dummy

Canada_Dummy
Labor (15-64 age)
Labor (over 65 age)
Capital stock (private)
Capital stock (public)

F-statistic 93979
Durbin-Watson stat 2,07
Observations 132

sig. coef. t stat.  sig. | coef. t_stat. sig.

*** | -31937.64 =306 *°* | -0.29 -0.28 *

i 111 5620  °°* | 064 1102 ***
0.91 1407 e | 014 413 e
b 1.28 861 °°* | 001 14

b 0.95 2334 °°*| 012 868

b 117 2041 °°c | 000 475 e

bt 0.88 1558 et | 000 278 e

b 000 -199
-683910.6 ~11.88  ***
35765.54 51 o

-0.95 -693 ***
=042 944 *°*
=103 -19.15 °°*

118 2245

1445504 9193
2.06 18
132 132

Not *e¢, **, * denote statistical significance of 1%, 5%, 10%, respectively.
AR(1) is included in all of the estimations in order to remove the slight serial correlaticn that remained.

by the Wald test using equation (3) shows
that a statistically significant difference is
not found between public and private invest-
ment but is found between government and
household consumption'®. The marginal
resource allocation effects of public and pri-
vate investment are 1.28 and 0.95, as shown in
the center column. The elasticity of public
and private capital stock on MFP are 1.18
and -1.03'Y. Those of public and private
investment are 0.01 and 0.12, respectively.
Lastly, we conduct homogeneity of degree
one tests: firstly one-to-one comparison of the

13) Strict similarity is found between private investment
and household consumption in panel G-6 as well as
time-series analysis of G-7 countries except in the case
of France.

14) Those for the U.S., Japan, France and Italy are 1.
99°** and -1.71°**, -1.20*** and 0.72°***, 1.13*** and -1.
49°*°, 1.28°* and -1.51**, respectively.

transformed coefficient in the left-hand side -
column with the coefficient in the center

column of Table 1, and secondly the sum of

the elasticity coefficient equal to one in the

left-hand side column in Table 1. The null

hypothesis is rejected except in the case of

private investment.
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