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<{Summary,

On Some Shortcomings in Keynesian Policies
Mitsuharu Ito, Kyoto University

The “theory of income determination by saving and investment” pioneered
by Keynes' General Theory has now been established as an important analytical
apparatsu in modern economics. But there are many defects in “Keynesian
policies” as measured against depression.

Firstly, it is often very difficult to realize Keynesian policies as counter-
cyclical measures in the face of the realities of politics, and consequently
government securities go on accumulating. The reason is that financial surplus
in the prosperity period is easily passed on to expenditure to get votes while
measures against depression are never popular in the political field.

Secondly, politicians often resort to public investment as a measure against
depression in our country. But the construction companies contracting for
work now have more tangible fixed assets per regular employee than before.
As a consequence, it is financially difficult in the prosperity period to cut
down production capacity expanded in the depression pericd. This determines
policies and makes the counter—cyclical policies impractical. What shall we
do to sever the close relationship between politics and construction companies?

Thirdly, it is difficult to put measures against depression into practice in
a prompt and timely manner. In fact, a lot of budgets have been passed in
the Diet which no longer suit the actual state of the economy.

Fourthly, they often confuse measures against depression in particular
types of industries with measures enhancing the aggregate demand of society
as a whole.

We must conceive of a tax system that produces financial surplus at full
employment and at the same time secures tax revenue without an excessive

reflation policy. This is the high road to sound Keynesian policies.
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External Imbarance and Macroeconomic
Policies

Mitsuharu Inage, Nagoya University

This paper examines the role of macroeconomic policies in the simul-
taneous attainment of internal and external balances, and the related problems.
We find that shifts in demand, i.e., reduced demand in deficit countries and
increased demand in surplus countries, and real exchange rate adjustment,
i.e., real depreciation in deficit countries and real appreciation in surplus
countries, are not substitutes, but necessary complements.

Specifically, this paper addresses the following four questions. (1) the
causes of external imbalances, (2) the feasible policy target of external balance
in the long run, (3) the persistence of external imbalances, and (4) the neces-
sity of discipline and coordination in macroeconomic policies.

It is shown that the model of debt dynamics in LDC, is also usefully
applied to the advanced countries, like U.S. economy, in the discussion of
feasible external target problem. We conclude that, especially in relation to
the persistence of external imbalances, the problem of exchange rate pass—
through, i.e., the phenomenon whereby changes in the value of foreign ex-
change are reflected in changes in export and import prices, is important in
the shert run, but the relative price effects of exchange rate changes to
industrial structures are much more important in the long run adjustment

process.
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Contemporary Problems of Economic Policy

— The Share Economy and Employee Share Ownership

Naomi Maruo, Chuo University

The major schools of contemporary economics may be devided into the

following groups according to difference in economic stabilization policy.

I
Factors to which each school ‘
attaches great importance

S

(1) Keynesian economics - aggregate demand

(2) Monetarist economics <=« money supply

School of economics ‘

(3) Supply-side economics:::: supply-side factors
(savings, work incentive, etc.)

(4) Post-Keynsian economics--+--: distribusion and structure

This paper is close to group (4), for it suggests that wage fixing as well
as the distribution of assets have become important factors not only to
achieve economic justice but also for economic stabilization as the proportion
of wages to national income and that of assets to national income increase.
In Japan the total value of shares of listed companies has increased from 29%
of GNP in 1975 to more than 130% in 1988. Now a 1% increase of listed
company shares corresponds to a 2. 5%, increase of employees compensation of
4.5 million of employees. As the proportion of assets to national income
increases, the changes in asset values have greater effects on economic justice
and stability.

Firstly, the asset effect on private comsumption has become greater. Se-
condly, the relation between money supply and consumer price increases has
become less direct, for a larger part of money is used for the transaction of
assets such as land and company shares. In the last few years the annual
rate of money supply in Japan was around 10%, while the rate of consumer
price increases was less than 1% per year. It is assumed that a large part of
the money supply was used for asset transactions and caused an inflation in
land and stock prices. Thirdly, the dilemma between a balanced and steady
economic growth and economic justice has become more serious, for workers

do not share in the growth of asset value unless they have their own person-
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al assets. Since the middle of the 1970s Japan has succeeded in maintaining
a balanced economic growth without causing inflation and serious unemploy-
ment. But the inequality of asset ownership has increased remarkably, for
the rate of increase of asset values was much larger than that of wages.
This paper suggests that workers participation in the growth of company
assets combined with gain sharing will be helpful to overcome or at least

mitigate the dilemma.
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Prospect and Reprospect of Post-War
Japanese Industrial Policy

Kojiro Niino, Kobe University

The post-war Japanese industrial policy has undergone a gradual change
during these 40 years. In the period of after-war reconstruction (from 1945
and during 50%), the zaibatsu was dissolved and the anti-monopoly law was
introduced. On the other hand, the parasitic landlord system was also dis-
solved and democratic labor-capital systems were established. In these com-
petitive surroundings, very strong economic incentives emerged in Japan and
the Japanese government, especially the Ministry of Trade and Industry car-
ried out a very strong industrial policy.

An industrial policy is defined as one which intends to exert direct eflect
on the conduct and performance of firms and industries; it consists of the
following three policies. Namely (1) policy for the consolidation of industrial
infrastructure, (2) policy for industrial organization, for example, anti-monopoly
law, and (3) policy for industrial sequences such as output prices, investment
and employment of firms.

MITI placed their stress on the policies (1) and (3) in the early part of
this era. Nearly the same policy was followed at least in the early period of
high rate economic growth in 1960’s. But in the midst of that period, many
problems emerged. Firstly, environmental problems broke out, and also MITI
was obliged to give up its industrial policy which had attempted to control
industries according to MITDs investment criteria, because of the insurgency
of formerly controlled enterprises and that the liberalization of trade and
capital was requested by foreign countries.

In the period of the petrol-crisis, MITT tried to promote industrial adjust-
ment. But as it is often cited, the Japanese industrial policy was inconsistent.
In the field of manufacturing industries, some impostant steps were taken to
adapt to the international requests, but in the field of agriculture and service
industries such as banking and insurance, enough measures to adapt the
chnage of situation were not taken. Japan is now asked to reorganize her
industrial policy.

The purpose of this article was to clarify the characteristics and porblems

of Japanese indusirial policy and suggest some ways to reorganize that policy.
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{Summary)

Transformation of Economic Foundation
and the System of Economic Policy

Taketoshi Nojiri, Osaka-Gakuin University

It was 1944 that K. Polanyi published his book under the title of “The
Great Transformation.,” This expression applies better to our day than to
Polanyi’s, because today the economy is changing on a massive cultural and
worldwide scale more rapidly than ever befor. In such an era of transforma-
tion, one cannot effectively grasp the actual economic trends by using pure
economic theory. Instead, one must also include non-economic factors in
making a comprehensive economic analysis to accurately evaluate the factors
which constitute and determine the actual economy. The stratum-theory of
economy (Schichtenlehre der Wirtschaft), which has developed in German-
speaking countries, does precisely this.

In this paper, the writer tries to offer a schema of his own stratum-theory
of economy, from the viewpoint of which he will analyse the realities of
structural and fundamental changes of the Japanese economy, and elucidate
how the problems and their focus in both practical and theoretical economic

policies do, and must, change commensurately with such radical transforma-
tions in society.
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Review of Forty Years Post-War
Japanese Economy and Future Prospects

Saburo Okita, International Univ. of Japan

1 was a graduate of Engineering Faculty of Tokyo University. 1 later
turned into an economist and involved deeply in the process of post-war
economic policy formulation. Right after the end of the World War II served
with Research Bureau of the Ministry of Foreign Affairs, Economic Stabiliza-
tijon Board, Economic Planning Agency, Overseas Economic Cooperation Fund
(President), Foreign Minister (1979-80), Government Representative for Ex-
ternal Economic Relations and served on many international Commissions and
Committees.

In Spring 1988 NHK (Japan Broadcasting Corporation) made a TV pro-
gram on Japan’s Postwar Economic Recovery and 1 gave a series of five lectures.
They were i) From defeat to reconstruction ; ii) Income Doubling Plan and
high growth ; iii) Oil shocks-ordeal; iv) Trade frictions and strong yen; and
v) International community and Japan.

The following paper is mainly based on this TV program.

Immediately after the end of the World War II, in 1945, 1 served as
secretary of a Study group of eminent economists at the Research Bureau of
the Ministry of Foreign Affairs. The group published a report in March
1946, “Basic Problems of Japan’s Economic Reconstruction” which served as a
blue print for the economic policy planning. Unofficial translation of this
teport was made later by Japan Economic Research Center.

In preparing the review of postwar years my book “Tohon Seiso” was
useful. English translation of this book was published by the Australian
National University in 1983, entitled “Japan’s Challenging Years-Reflections on
my Life-time.” China’s International Cultural Publishing Company published
a Chinese translation of the book (1985) and in Argentina Spanish translation
was published by Editorial Universitaria de Buenos Aires with the title “De
Aqui Para Alla~Autobiografia” (1988).

{Summary)

The Functions of the Japanese Government
Finance in the Postwar Period

Masazo Ohkawa, Tokyo International University

As a rule goverment finance reflects faithfully the stage in capitalistic
development. Specifically, government finance of postwar Japan has been
characteristically planned depending on the developing stage of the postwar
Japanese economy.

First of all, immediately after the end of the war, Japanese government
finance played the role of energy originator to stimulate reconstruction works
by providing an investment fund available to key industries.

During the high-growth period realized by a record-breaking amount of
private investment, the Japanese goverment finance was satisfied to be a sup-
porting actor for private investment.

In the next phase when we could not have enough demands to fully
utilize the rapidly increased productive capacity, the Japanese government
finance tried to stabilize the national economy by filling up the demand defjcit
with debt-financed expenditures.

The stabilizing policy, so-called fiscal policy, combining increased expen-
ditures with bond issues, is very attractive to almost all groups of participants,
that is, business managers, politicians, goverment officials, labor union leaders
and so on. They used to look at the benefits of a stabilizing policy, but neg-
lect the costs.

During the past ten years the costs have gradually shown themselves.
The most important among them is the rapidly mounting debt-service expen-
diture. It cannot bt easily identified. However, ] am sure that the budget-
deficit and the resulting debt-service expenditure must be reduced in order to
restore the Japanese economy to stable capitalistic development. Here we have

to take a tax-increase policy into serious consideration.
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« combination of reliance on market forces and planning. While the exact
policy mix that is best for a particular nation will depend upon its demo-
graphic and social conditions, size of the domestic market, stage of development,
resource endowment, and other givens, planners need to keep the difference
between being economically self-supporting and being economically self-
sufficient in mind. As I tried to explain in discussions with a group of
Indonesian economists in Jakarta in 1984, the quest for economic self-sufficiency
carries the danger that comparative advantage and other economic imperatives
will be ignored as matters of national pride, whereas being economically self-
supporting means that the country is mindful of comparative advantage and
seeks a balance between exports and imports, exporting to earn the foreign
currency to pay for its imports. Economic self-sufficiency seeks to insulate
the country from the world economy, economic self-support to integrate it in
the global community. Although my explanation floundered on the fact that
the Indonesian language has no vocabulary to make this distinction, 1 have
been told by Indoonesian friends that this distinction has often been recalled

and referred back to there.

3. Policy Objectives in Japan’s Plan to Double National Income
Back in 1960 when I was Director General of the Economic Planning
Agency’s Planning Bureau, 1 was charged with drawing up a plan for doubl-
ing Japan’s national income. Given Japan’s economic potential at the time, I
felt it would be easy to double national income and was more concerned with
the question of clarifying the policy priorities for this effort. After extensive
discussions among many people, we came up with a short list of five priority
goals. As Lester Thurow has written in The Management Challenge: Japanese
Views (MIT Press):
Consider the five elements in the Japanese economic strategy at the begin-
ning of the income-doubling decade: strengthen social overhead capital,
push growth industries, promote exports, develop human ability and tech-
nology, and secure social stability by mitigating the bual structure of the
economy. The list could easily serve as strategic objectives for the A-
mercican economy by the year 2000.
While 1 agree that these could serve as strategic objectives for the industrial
countries, 1 believe it is even more important that they be considered by the
developing countries trying to formulate and implement long-term development
policies.

There does not seem to be any general or universal key opening the door

— viii —

to economic development. However, I believe that each situation has its own

key and that the key can be found. Nevertheless, given our highly inter-
dependent international community, it would be wrong to seek the key
either in what the industrialized countries can do for the developing coutries
or in what the peoples of the developing countries can do to further their
own cause. Rather, the key is to be found in the cooperative efforts of all

nations, developed and developing, to create a better future for this planet
we call home.
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policy issues, but I have been called upon from time to time to represent the
government of Japan in global negotiations, to lead economic study missions,
and otherwise to make my experience available, including serving as head of
the Japanese delegation to the Special Session of the United Nations General
Assembly on the Critical Economic Situation in Africa in May 1986.

In 1982, I became president of the newly established International Univer-
sity of Japan. This university is a postgraduate institution and offers courses
in international relations (economics, management, and politics) and in four
area studies (Asia, North America, Middle East, and Japan). Approximately
two-thirds of the students are Japanese and the other one-third from overseas.
The bulk of the Japanese students are young staff members sent by large
Japanese corporations for intensive training. Most of the courses are taught in
English. The overseas students include people from the developing countries
of Asia, Africa, and Latin America, and the study of development and North-
South issues is an important part of the university curriculum.

In 1980, 1 attempted to put some of the lessons 1 had learned together in
a book entitled The Developing Economies and Japan: Lessons in Growth
(University of Tokyo Press). The next year, 1 published Tohon Seiso: Wata-
hushi no Rirekisho, which was later published in English translation by Aust-
ralian National University under the title Japan’s Challenging Years: Reflec-
tions on my Lifetime and in Chinese translation in Beijing.

In May 1986, 1 had the honor of being invited to deliver the Paul Hoffman

Memorial Lecture on “The Role of the Human Element in the Development
Process: Japan’s Experience” under the auspices of the United Nations Deve-
lopment Programme at the United Nations headquarters in New York.

As should be clear from this recital of my career, 1 have long been highly
interested in the problems of development. While I know that my own views
have been largely shaped and honed in discussion with people of many nations,
1 hope that my experiences and opinions based upon the Japanese process
have been of some value to the people of other countries as they formulate
their own strategies for development. While there is much to say, the follow-
ing three points are the main concerns that I would like to convey to other

students of development.

1. The Importance of the Human Element
Development theory in the wake of World War II stressed the relation-

ship between investment and economic growth, and there was a great deal of

discussion on natural resource development, infrastructure improvement, and
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modern plant construction. It has been my experience, however, that these
physical aspects of development are not as important as such intangibles ag
the mindsets of the people who actually engage in economic activity and the
systems that regulate and influence their behavior. The most important thing
in development seems to be how determined the people themselves are to
work hard to achieve it, and assistance from outside can do no more than
facilitate these indigenouse efforts. As I stated at the close of my XV Azad
Memorial Lecture on December 13,1977 (as collected in The Developing
Economies and Japan) :
In my view, the ecomomic development of a country should be carried
out by paying due regard to many traditional factors. It is wrong to
regard these factors only as deterrents to economic growth. What is
needed in fact is to think of ways in which these factors may be usefully
employed for the purposes of economic growth. Here again, I would like
to emphasize the importance of education in development and close my
lecture by quoting from an ancient Chinese sage who stated impressively
the importance of education: “If you give a man a fish, he can eat it once ;

if you teach him how to fish, he can eat fish for the rest of his life.

2. Industrialization Strategies: From Import Substitution to Export Pro-

motion

Import substitution was the mainstream of industrialization policy fairly
soon after the war’s end. Now, however, as the examples of Korean and
Taiwanese economic development have become better known, it has become
more common for people to point out the importance of export promotion. If
a country is to export goods, it is imperative that it select industries in which
it has comparative advantage, that it bring its costs down to internationally
competitive levels, that it recognize the primacy of market forces, and that it
heed the many other factors that are so important to exporting successfully,
By contrast, these factors tend to be neglected in the quest for import sub-
stitution, all too often with the results that they foster inefficiencies. How-
ever, for the developing countries to depend simply on market forces and
export promotion may well prove an impediment to balanced industrial deve-
lopment, lead to socially destabilizing disparities in income distribution, and
generate an excessive reliance on foreign capital. There is also the possibility
that protectionist measures in the major export markets may slam the door on
export-led development.

Accordingly, it seems to me that the developing countries need a proper
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What My Work Has Taught Me

Saburo Okita, International University of Japan

I was thirty years old when the Second World War ended. Yet even
before the war ended, it was clear to me that this was a war Japan would
lose, and 1 was already focusing my attention on the important issue of what
Japan could do after the war to assure its survival. Believing that the post.war
reconstruction should center on industry and technology, a group of like-
minded economists and other experts gathered together to form the Committee
for Research into Postwar Problems. This organization was inaugurated on
August 16, 1945-the day after surrender—with myself as coordinator. Shortly
thereafter, in 1947, 1 was appointed Chief of the Research Division of the
Economic Stabilization Board and put in charge of economic analysis.

Having been born in Dairen (now Dalian) in the northeast part of China
and raised there until the age of 12, I have long been interested in Japan’s
relations with the rest of Asia. Although the Allied Occupation that followed
Japan’s wartime defeat meant that Japan did not have any diplomatic relatu.)ns
with any neighboring countries, I tried to collect materials pertaining to Asian
issues in connection with my studies for the reconstruction of the Japanese
economy. In 1950, even though Japan was still an occupied nation, 1 had
the opportunity to visit United States, Europe, India, Thailand, and Hong
Kong as part of a world economic survey 1 was doing. This trip was very
beneficial in that it spurred me to think about the problems of development.
In 1951, 1 traveled to Lahore, Pakistan, for the Seventh General Session of
the United Nations Economic Commission for Asia and the Far East (ECAFE,
in 1974 renamed the Economic and Social Commission for Asia and the Pacific
or ESCAP), and the next year I attended the Eighth General Session of
ECAFE in Rangoon, Burma.

Between these two ECAFE meetings, the San Francisco Peace Treaty
was signed in September 1951 to restore Japanese independence as of April
1952. 1 was appointed to the staff of the ECAFE Secretariatin Bangkok in
early April 1952 and worked there for about two years. During my service
with this United Nations organization, I had the opportunity to work together
with people from many different nations, most of them from other Asian

coutries. Returning to Japan in 1953, I was appointed to the Economic Plan-
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ning Agency and had a hand in drawing up the plan to double national in-
come and other economic plans and development policies. Yet despite my
duties in Japan, I continued to be interested in the problems of development
and attended the First Asia-African Conference in Bandung and a number of
other conferences on development.

Following my years of service with the Economic Planning Agency, I
was appointed president of the Japan Economic Research Center, continuing
my studies as a private-sector economist, organizing international conferences,
and traveling frequently overseas. During this period, for example, I worked
as a member of the United Nations Committee for Development Planning and
bad a hand in the drafting of Partners in Development as a member of the
Pearson Commission. I was an especially familiar fact at conferences on Asian
development, and got to know many of the leading lights in the field. When
work was underway on the establishment of the Asian Development Bank,
the person in charge of this for the ECAFE Secretariat, which was handling
arrangements, was my old friend from ECAFE days Mr R. Krishnamurthi,
and I was able to assist by recommending people from Japan and in other
ways. In 1971, T took on the duties of president of the International Develop-
ment Center of Japan when it was established to do project surveys and to
educate development economists. In 1972, the ECAFE’s Policy Assessment
Group (PAG) was established and I was appointed a member of the Group to
evaluate and suggest areas of activity for ECAFE. As a result of these efforts
and my other work to date, I was awarded the Magsaysay Prize in recogni-
tion of my contributions to international understanding,

In 1973, 1 was appointed to the presidency of the Overseas Economic
Cooperation Fund, the organization that oversees the disbursement of Japan’s
official development loans, and served in that post for four years. 1 served as
Minister for Foreign Affairs from November 1979 through July 1980 in the
second Cabinet formed by Prime Minister Masayoshi Ohira. When Prime
Minister Ohira died suddenly in June 1980, 1 was appointed proxy head of
the Japanese government delegation at the seven-nation Venice Summit.
Soon afterward, Prime Minister Zenko Suzuki came to office and 1 served as
Government Representative for External Economic Relations, which I did until
the end of the following year. During my stint as Government Representative
for External Economic Relations, I had the opportunity to continue my in-
volvement in development by heading the Japanese delegation to the 11th
Special Session of the United Nations General Assembly in 1980. Today, I

am again back in the private sector researching domestic and international
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“The Dynamism of Economic Development and Welfare Criteria” (1988)
The Association is administered by a board of 25 members elected every three
years. Present members are: M. Ito (Prof., Kyoto Univ.), M. Uekusa (Prof.,
Tokyo Univ.), K. Echigo (Prof., Shiga Univ.), H. Onoe (Prof., Osaka Industrial
Univ.), H. Kato (Prof., Keio Univ.), T. Kashiwazaki (Prof., Waseda Univ.),
K. Kojima (Prof., International Christian Univ.), T. Konishi (Prof., Kwansei
Gakuin Univ.), M. Komatsu (Prof., Waseda Univ.), K. Goi (Prof., Chuo Univ.),
Y. Sato (Prof., Keio Univ.), Y. Shimizu (Prof., Kanagawa Univ.), T. Suzuki
(Prof., Kinki Univ.), T. Taneoka (Prof., Fukuoka, Univ.), H. Nakamura (Prof,,
Senshu Univ.), K. Niino (Prof., Kobe Univ.), T. Nojiri (Prof., Kobe Univ.), M.
Noda (Prof,, Meiji Univ.), T. Noma (Prof.,, Doshisha Univ.), Y. Hara (Prof.,
Aoyama Gakuin Univ.), T. Fujii (Prof,, Nagoya Univ.), K. Masamura (Prof.,
Senshu Univ.), N. Maruo (Prof., Chuo Univ.), H. Yokoi (Prof., Nagoya Gakuin
Univ.), T. Yoshida (Prof., Nihon Univ.).

Prof. T. Fujii was elected the president of the Association in 1986 and
appointed as the administration of the head office, while Prof. K. Omiya was
appointed as a chief editor of annual reports.

The Association adopts as one of its objectives co-operation with similar
foreign associations, though the society has not yet to realized effectual steps
towards this aim. However, the Association welcomes from time to time some
foreign scholars who show their interest and attend the annual meeting. The
Association is now intending to broaden international leaisons in various forms

as extensively as the budget permits.
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NIHON KEIZAISEISAKU GAKKAI-Japan Economic Policy Association
was founded in 1940 in Tokyo by about 300 professors and researchers inter-
ested in the scientific study of economic policy. At present there are more
than twenty associations for the study of various fields of economics, most of
which were established after World War II. Thus The Japan Economic
Policy Association is one of the few academic associations for economic study
established before the War in Japan.

The Association publishes annual reports in Japanese, each containing
reports done at each annual meeting and resumes of the discussion about each
report, including other articles written by members. Thirty-six volumed of
anpnual reports have been published until 1988, except for the years inter-
rupted by the War. Besides annual reports, the Association published the
following four books in Japanese which were the results of special group
studies organized by the Association in its commemoration of the 15th anni-
versary of the Japan Economic Policy Association.

T. Ito(ed.), Post-War Industrial Policy in Japan, (1957). T. Yamanaka &

M. Cho (ed.), Analysis of Post-War Japanese Economic Policy, (1958). K.

Miyata & Fujita (ed.), Development of Japanese Economic Policy, (1958).

H. Matsuo & K. Yamaoka, A Chronological Table of Japanese Post-War

Economic Policy, (1962, enlarged ed. 1969).

The Association also published the following book which was the proceedings
of the conference held by the Association in the commemoration of the 30th
anniversary of founding the Japan Economic Policy Association.

H. Kato, T. Fujii, K. Niino and M., Ito(ed.), Studies in Contemporary

Economic Policy, (1978).

The Association also published the following two books in commemoration of
the 40 th anniversary of founding the Japan Economic Policy Association.

Japan Economic Policy Association (ed.), The Making of the Science of

Economic Policy, The Development of the Science of Economic Policy, (1988).

The Association’s themes printed in the annual reports are as follows:

“Conditions of Economic Independence for Japan” (1950)
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