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<{Summary)

The Dynamism of Economic Development

and Industrial Adjustment

Yukio Kaneko, Hiroshima University of Economics

A detailed study of the empirical application of the Leontief model
as applied to the Japanese economy puts into relief the industrial adjust-
ment that has been taking place since the oil crisis as well as the background
thereof. As a general conclusion, it can be said on the jne hand that between
1975 and 1980, the Japanese economy staged a recover in business conditions,
primarily supported by domestic investment and exports. In this process,
such export oriented industries as light electronics especially took an
important role. At the same time, the Japanese economy made progress in
terms of energy-saving, as required by the high price of oil. On the other
hand, between 1980 and 1984, adjustments within the Japanese industrial
structure were made in the aftermath of the second oil crisis. Light elec-
tronic machinery with a strong international competitiveness began to ac-
count for a higher percentage of Japanese exports.

Japan has been forced to go ahead with her industrial structural adjust-
ment while attempting to maintain a dynamism of economic development
suported by innovations in new frontiers. Taking account of the empirical
results on changes in the industrial structure as well, we can provide some
conclusions on how Japan should restructure her industries.

In order to establish a new international economic order based on coor-
dination between and solidarity of advanced countries, it is imperative that
Japan actualize a suitable industrial structure. Particularly, priority should

be given to correcting the bilateral imbalance between Japan and the U.S.
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{Summary)

Modern Economics and Internationalization

of Economic Policy

—Toward a Global Economic Policy

Sadao Tamura, Waseda Universits

1. While we have been able to observe many opportunities to work together
on national economic policies designed to attain stability and progress in the
world economy, appropriate instruments of economic policies with a global

viewpoint have been in short supply.

2. Economics of a Neoclassical Synthesis Keynesian approach was consi-
dered to be orthodox during the 1950s and 1960s. However, in the 1970s
when the world economy experienced violent structural changes, the Neoclas-
sical Synthesis Keynesian validity was seriously doubted. Namely, aggregate
demand management policy was imcapable of maintaining stability suitable
to encouraging growth in the economy, both at the naticnal and international
levels. Instead of an aggregate demand management policy, economists’ at-
tention was directed toward the supply side economic policy based on Neo-
classical Economics. New Orthodox Economics, also called “Anti Keynesian
Economics” has certainly added some analytical techniques to the Neoclas-
sical Economics. Nevertheless, the problems of market failure caused by the

policy implementation ¢f Neoclassical Economics remained unsolved.

3. Drucher has demonstrated a new approach to modern economics in
“Toward the Next FEconomics” in which he insists that macroeconomics
should treat the world economy while the economy at the national level
should be regarded as an intermediate economy integrated with the macro-
economy. In support of Drucher’s thesis, we presented a model of the global
economic policy which was developed according to a study of modern eco-
nomics and medicceconomics. Among other concerns of medicceconomics
which consider human activity and value judgement in relation to a glohal
viewpoint, it also aims to study the new welfare system theoretically and

empirically, from a viewpoint of physiology.
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Generally, LDCs are not high consumers of commercial energy. In the
Sudan, for instance, per-capita energy consumption in 1985 was about 36% of
the African average and only 7.5% of the world average.

Since 1980 the Sudan has had a trade imbalance with exports covering
considerable less than half the cost of imports. Oil bill is the largest item
in the import schedule: $130 millicn in 1985, accounting for 22.5% of all
imports and 29.3% of export.

It goes without saying that if the LDCs, regardless of the short effect
of the RRT system, intrcduced the RRT as early as the 1970s, they could have
explored and developed their petroleum resources which in turn would have

had tremendous effect on their balance of payments.

References:
1. Blitz, C.C., 1985, “0Oil Exploration in the Developing Countries: Poor

Geology or Poor Contracts?”, MIT Center for Energy Policy Research,
NRF, U.N., N.Y.

2. Barrows, G., “South and Central Africa-Basic Oil Laws and Concessi-
ons. Original Text. Various Issues.

3. Fawcett J. and A. Parry, 1981, “Law and International Resource con-
flicts”, James Nisbet and Co., Ltd.

4. Garnaut R. and A. Ross, 1975, “Uncertainty, Risk Aversion and the
Taxing of Natural resource project”, The Economic journal, Vol. 85.

5. Sudan Ministry of Energy, 1985, “The National Energy Plan 1985-
20007,
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{Summary’

Welfare Criterion and its Dynamic Extension

Takashi Natsume, Kobe University

1. The welfare criterion consists of two components, namely the efficiency and the
equity, the former being separated into the productive efficiency and the Pareto-effi-
ciency. Both of them preserve vector-ordering and take the initial distribution
of welfare as the basis of judgement. The equity criterion preserves, however,
scalar-ordering and has the two dimensions. One is the dimension of distribution ac-
cording to desert and the other is that of distribution to need. The equity takes the
form of equal distribution for the case of minimum subsistence. For the case above
this mmimum, equity criterion extends into many forms, such as the old and new
utilitarianism, envy-freeness and maxmin principle.

2. We can apply the welfare criterion to evaluate the market performance and to
make the policy recommendation. Pigou suggested the welfare criterion to point out
the market failure in the real world. On the other hand, Pareto-efficiency serves to
tell the success story of the competitive market performance. In face of the public
goods and external effect, the Pareto criterion must tell the story of the market
failure. As the criterion for the policy recommendation, Pareto-efficiency is applied
with compensation payment to the economic change. As the result of the consistency
controversy, the productive efficiency only comes to be used independently of the
distributional criterion as the basis of compensation principle. For practical policy
recommendation, however, Little combined the compensation principle with distribu-
tional principle and Pigou’s equality criterion has recently been revived by Mishan.
3. We can find the first dynamic extension of welfare criterion in Pigou’s stability
criterion and the more formal treatment in the pure theory of efficient capital ac-
cumulation and optimal economic growth. Formally, intertemporal efficiency is defined
as the maximization of intertemporal consumption vector with terminal capital
stocks, given the initial capital stocks and technology and it can be attained in
the spot market and intertemporal arbitrage. Practically, it is not easy for the Pareto-
efficiency to be applied to a dynamic setting because of the poor market performance.
In conclusion, efficiency criterion gives us a value system for the material basis of
the society, causing the unequal distribution as a result. On the other hand, the equity
criterion, especially the equality criterion, serves to create the commensality of the
society, causing the inefficient allocation. If the welfare criterion serves as the ideo-
logical adjustment to the economic development, then it becomes “an essential part

of a great complex” of economic dynamics (Boulding).
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Table 1

Production Split between Sudan and Foreign Oil Companies

| Production Cost Oil 1 Profit Oil |
b/d Chevron Eastern Burmah ‘ Govt Chev, ‘ Govt East. |Govt Burmah
Fm T. Prod ‘ 0% 0%  30% | | |
up to 450, 000 \ 70 30 — - =
up to 50,000 - — 125 89.5| 65 35
up to 750, 000 ‘ | 75 25 \ — — ‘ — —
up to 100,000 | | —  — |2 7 |ens 82
over 750,000 | | 80 20 | — = —
up to 200, 000 ‘ | — — 315 625! 70 30
more than 200, 000 . | — ‘ 50 50 ‘ 75 25

Source : Original Agreements

sharing system of the Sudan case with three selected foreign oil companies.

Risk Service Contract

Its most distinctive feature is that the companies are reimbursed in
cash, not in crude oil, although it may have provisions permitting the contrac-
tor to buy back an amount of crude oil at the market price equivalent to the
amount to be paid to the contractor. Contractors are subject to taxation
usually at general corporate rates.

Royalty
The oil company bears all the financial and technical risks. It receives

title to the property (resource) and in turn pays the hest country a royalty

rate which varies from 12.5% to 20% of gross production.

Alternative Fiscal Regimes

The fact which we could derive from the abovementioned traditional
petroleum arrangements is that the investor undertakes all risks; conse-
quently either to be granted the lions share or to veer away to another
riskless investment. On the other hand, if the host country should recognize
its disability in sharing the risks, it will have no choice but to accept sole
responsibility for a modest share of its resources.

Under these conditions, the only economic and political option for
LDCs to minimize investment risk with the view to attracting investment, as

well as the desire and necessity to reduce government financial risk exposure,
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is to rely on resource rent tax (RRT) or additional tax mechanism.

In a nutshell, the tax base in the RRT system is calculated by accu.
mulated expenditures and revenues at a specific discount rate. Each year
an annual cash flow is figured as:

Cash Flow=Assessable receipts—Deductible payments

In the initial years of exploraticn and development, the annual cash flows are
negative (the shaded zone in Figure 1). Once the accumulated net cash flows
(ANCF) reaches a positive value (break even) at 12% of internal rate of return
{IRR), a RRT of, say, 50% will be levied (E,). In addition, if it were
desired, at bonanza discoveries or price increases, tax beyond higher profit
rate thresholds at higher internal rate of return 159%, for example, a 30%
tax rate can be levied (Fy).

The advantage of the suggested RRT as a ‘second best’ for LDCs is
that it will escalate the government’s share, computed according to the
actual profitability in petrcleum operations in both ex-ante and ex-post stages
rather than traditional petroleum fiscal regimes. Moreover, the RRT attracts
investment by promising the risk-averting investor the opportunity to earn a
very reasonable return in a short period. This short pay-back period may
delay taxes but does not reduce them. Since the risks associated with this
system are almost nil, the resource extraction efficiency will not be distorted.
LDCs Policy : Sudan case
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servation principles and an alternative formulation of a continuous time macro
model, Economic Studies Quarterly 33, August, 111-125. Hayakawa, Hiroaki,
1984b, Balance Sheet Identity and Walras’ Law, Journal of Economic Theory
34, October, 187-202. Infante, Ettore F. and Jerome L. Stein, 1976, Does fiscal
policy matter ? Journal of Monetary Economics 2, November, 473-500. May,
Josef, Period analysis and continuous analysis in Patinkin’s economic model,
Journal of Economic Theory 2, March, 1-9. Turnovsky, Stephen J., 1977,
On the formulation of continuous time macroeconomic models with asset

accumulation, Internaiional Economic Review 18, February, 1-28.
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{Report)

Dichotomy in Oil Exploration Contracts

and LDCs Energy Policy

Ashgar A. Mattar, Nagoya University

Introduction

Many LDCs, two decades ago were distressed by internal social and
economic problems which were further aggravated by the oil crises in the
1970s. Unfortunately, the wishes of these countries to explore and utilize
their indigenous oil resources coincided with a poor response from multi-
national oil firms. The objective differences can be dichotomized into: a) the
emphasis of multinational oil companies on the high risk in ocil exploration
and development accompanied with investment constraints in LDCs; b) the
emphasis of the LDCs on a sovereign right over their natural resources,

despite their financial and technological inability to manage them.

Contract’s Fiscal Regimes

The lack of cooperation arising from the objective differences simply
can be attributed to the difficulties in reaching equitable contractual arrange-
ments regarding the distribution of risks, and fiscal regimes, further com-
pounded by uncertainty about contract sanctity.

Although a rigorous treatment of the petroleum arrangements and
related matters may take us beyond the scope of this paper, the existing

arrangements can be categorized as follows:

Production Sharing System

As it implies, this calls for the sharing of the production of crude oil
rather than the profits accrued from the sale of such oil. The essential elements
are : the exploration and development costs incurred before production starts
are totted up and carried forward. Once production starts the value of total
output is divided between “Profit Oil” and “Cost Oil”. Current as well as past
costs can be reimbursed to the company from the cost oil. After the deduc-
tion of cost recovery, production is divided between the host country and the
company. In addition, the companies are subject to national corporate

taxes on their share of the production. Table 1 demonstrates the production
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the relationship between the stability of the latter regime and the cumulative
impacts of fiscal policy tending to be paradoxical unless wealth effects in
aggregate demand are strong [e.g., Infante and Stein (1976), Christ (1978,
1979)]. Yet, this view is almost completely opposite from what Blinder and
Solow originally perceived in a ‘rock-bottom’ model.

While the exact implications of the two models differ in minor details,
they do suggest that the dynamic structure of debt-financed fiscal policy may
be far more complex than is often alluded in the literature. We note, tenta-
tively, the following outcomes: (1) Strong wealth effects in aggregate de-
mand are neither necessary nor sufficient for the stability of the debt-financing
regime. (2) The absolute levels of both the stock of money and the instantane-
ous rate of government expenditure and the equilibrium levels of both the
stock of government bonds and the interest rate are not neutral to the
stability of the same regime. (3) One cannot deduce from the stability con-
siderations alone that debt-financed gevernment spending should be more
expansionary in the long-run than its money-financed counterpart; this remains
to be the case even if strong wealth effects are present in consumption. And,
(4) there is no clear relationship between the stability and the sign of the
long-run equilibrium multiplier of government spending; the stability does
not require that the sign of this cumulative multiplier be definite in sign, be it
negative or positive. These results, standing in sharp contrast with the con-
ventional wisdom, suggest that there is much more to the mechanism of
crowding-out than is commonly believed to be.

Comments from the discussant: The paper received a number of useful
comments from Professor Toshihiro lhori of Osaka University. His com-
ments, however, were exclusively focused on the application aspects of the
paper. While he values our flow equilibrium theory as one that goes beyond
the conventional IS-LM framework, he questions whether the two tentative
models that we used to analyze the dynamic structure of debt-financed fiscal
policy succeeded in generating additional information on the efficacy ques-
tion of this policy. His comments are summarized as follows: [1] Basically,
what distinguishes Model II from the conventional Blinder-Solow type model
is the flow equilibrium specification of the money market. Hence, any differ-
ence in outcome should be attributable to this feature. But, because the con-
ventional LM schedule can be obtained as the integral of this flow equilibrium
specification, Model II does not illustrate well the usefulness of the flow
equilibrium approach of the paper. [2] Model II also differs from the con-

ventional model in the specification of disposable income in that capital gains
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are included. However, this is separate from the argument on stock vs flow
equilibrium. Moreover, the specification of disposable income does not seem
to be critical to the dynamic analysis of the paper. [3] The government
budget is balanced in equilibrium. Hence, if this property is taken into ac-
count, it can be shown that wealth effects in aggregate demand are necessary
for the stability of Model II as in the conventional analysis. Also, in Model
I, with the same property considered, it turns out that condition (61) is neces-
sary whereas condition (62) is irrelevant and condition (63) does not hold. [4]
In Model I, the relationship that holds in equilibrium between income and the
stock of financial wealth shows that the sign of wealth effects in the demand
for money may be crucial to the outcomes [see Eq. (49)]. [5] As a general
remark, a better understanding of fiscal policy may require that the structure
of the IS schedule be also reexamined and that liquidity preferences be given
more rigorous microfoundations.

Replies: Professor Thori’s comments are well taken. The two models
are not complete and the tentative results reported are to be reexamined in a
more rigorous context. However, as we have argued theoretically, there is a
serious problem in the logics of conventional model building to the extent
that it relies on the traditional interpretation of the balance sheet identity.
Any attempt to build a flow equilibrium model certainly requires that a
thorough ground work be carried out first to determine its proper specification
and that the relevant conservation laws be fully taken into account. The two
models analyzed leave much to be desired in this respect. It, therefore, re-
mains to be seen whether a properly specified flow equilibrium model may
yield surprising comparative static and/or dynamic information.

References : Blinder, Alan S. and Robert M. Solow, 1973, Does fiscal
policy matter?, journal of Public Economics 2, November, 319-337. Buiter,
Willem H., 1980, Walras’ Law and all that: budget constraints and balance
sheet constraints in period models and continuous time models, International
Economic Review 21, February, 1-16. Christ, Carl F., 1978, Some dynamic
theory of macroeconomic policy effects on income and prices under the
government budget restraint, Journal of Monetary Fconomics 4, January, 45-
70. Christ, Carl F., 1979, On fiscal and monetary policies and the government
budget restraint, American Economic Review 59, September, 526-538. Foley,
Duncan, 1975, On two specifications of asset equilibrium in macroeconomic
models, Journal of Political Ecoromy 83, April, 303-324. Hayakawa, Hiroaki,
1979, Does fiscal policy really matter in the context of variable prices?,
Journal of Macroeconomics 1, Fall, 321-346. Hayakawa, Hiroaki 1982, Con-
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<{Report)

The Efficacy of Debt-Financed Fiscal Policy
in a Continuous Time Macro Model

Consistent with Conservation Laws
Hiroaki Hayakawa, Nagoya Gakuin University

[{1}. An Overview

Despite a number of rigorous studies on two alternative specifications
of asset market equilibrium and conservation principles [e. g., May (1970),
Foley (1975), Turnovsky (1977), Buiter (1980), Hayakawa (1982, 1984)], one
popular view today seems to be that while conservation laws and differences
in the specification of asset market equilibrium may be important in deter-
mining the exact characteristics of a model analyzed, they should not upset
the fundamental structure of the so-called IS-LM apparutus, which consists
in representing the temporary equilibrium of a macro system by flow equi-
librium in the goods market and stock equilibrium in the asset market.

We question the validity of this view by pointing out that the tradition-
al interpretation of the balance sheet identity invites a theoretical impasse
that the system does not possess enough independent equilibrium relations to
determine its endogenous variables. We, therefore, suggest that the tem.
porary equilibrium of a macro system be represented entirely in flow equi-

librium terms by dwelling on Walras’ Law in flow form.

[2. The Balance Sheet Identity and a T heoretical Impasse

Take the traditional IS-LM apparatus. We see that the household budget
constraint and Walras’ Law transform into two constraints, the balance sheet
identity and the flow budget constraint or Walras’ Law in flow form. The
fundamental issue is whether the balance sheet identity yields additional in-
formation critical to either the comparative statics or the dynamics of the
ysstem as suggested by May (1970). This identity is interpreted to imply that
if un-1 assets are in stock equilibrium, so is also the remaining asset. This
interpretation supports the traditional IS-LM apparatus, in which the bond
market is treated as a mirror image of the money market and the stock
equilibrium condition in the latter is combined with the goods market equilib-

rium condition to represent the temporary equilibrium.
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But, what we find is that these two limiting forms are really equiva-
lent in information, and that any attempt to read more into the balance
identity leads to a theoretical impasse that the system is under-determined.
The equivalence can be seen by noting that income in stock dimension, Y (¢,
1), is implicit in the balance sheet identity and by differentiating partially
the balance sheet identity with respect to the first time index. The theore-
tical impasse, on the other hand, can be shown by first noting that the partial
derivative of any asset stock demand function with respect to the second
time index vanishes. This property then allows us to establish the equiva-
lence of stock and flow equilibrium forms.

Given this equivalence, we consider the case of two assets. Let which-
ever of the two asset flow equilibrium conditions be chosen as two indepen-
dent equilibrium relations while assuming that the traditional interpretation of
the balance sheet identity is valid. Because stock and flow equilibrium forms
are equivalent, the flow equilibrium condition of one asset is equivalent to its
stock equilibrium condition. But, this condition, via the balance sheet iden-
tity, is also equivalent to the stock equilibrium condition of the other asset,
which, in turn, is eguivalent to its own flow equilibrium condition. There-
fore, the excess flow supply rates of the two assets sum to zero; hence, by
way of Walras’ Law in flow form, the flow equilibrium condition of the goods
market must also be satisfied. That is, the chosen condition can account for
flow equilibrium not only in the remaining asset but also in the goods market;
but, one independent equilibrium relation is not enough to determine the
endogenous position of the system. Thus, we see that the traditional inter-
pretation of the balance sheet identity results, unavoidably, in a theoretical

impasse of under-determination.

[3). Flow Equilibriwm as an Alternative Specification

The IS-LLM apparatus is based on the traditional interpretation of the
balance sheet identity in its treatment of the asset market. If this inter-
pretation results in under-determination, an alternative approach to macro
model-building is to represent the temporary equilibrium cof a macro system
explicitly in flow equilibrium terms. To see some of the implications of this
approach, we dnalyze the dynamics of debt-financed fiscal policy using two
models that differ in the specification of the flow demand for money.

The crowding-out debate started by Blinder and Solow (1973) seems to
have precipitated to a now dominant view that while the money-financing

regime is stable, the debt-financing counterpart is likely to be unstable with
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(Maruo, N. 1971 and 1986)

As welfare policies and the welfare state in Japan were relatively under-
developed compared with those of European countries, so were theories and
discussions on them. However, econometric analyses of welfare and welfare
policies based on empirical data are unique to Japan and highly developed.
Moreover, discussions of the Japanese model of the welfare mix or welfare
pluralism which emphasises the importance of (1) human contact and im-
plicit social exchange in the informal sector, (2) efficiency and flexibility in
the private sector and (3) economic democracy and social concensus by
participatory systems will be of help in suggesting the way to reform the

conventional model of the welfare state.

Notes
1. In Japan “welfare policy” (Fukushi seisaku) usually means social security. But in
a broader sense it sometimes includes employment policy and housing policy. In this
paper social security is defined according to the definition of the ILO.
2. The Council on National Living (Kokuminseikatsu Shingikai)

Hiroshi Kato was a member of the council, and Kimic Uno and Maruo were mem-

bers of the working commitee of the council,
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¢: Unit cost of medicine and inspection

@: Quantity of medicine and inspection

F: TFixed cost

Discussions by Koichi Emi, Shigemi Jinushi, etc. on the merits and de-
merits of the “piece rate payment system” and other medical systems deve-
loped in the 1970s and 1980s.

Criticism of the “piece rate payment system” in health insurance was so
pervasive that the government has partially revised the system.

More recently critics of the health insurance system have shifted their
attention to another kind of “devil’s invisible hand”, namely, that induce
elderly people stay in hospital for an unnecessarily long time. This is the
case because the client’s cost of staying in hospital is far less than in
nursing home or old people home or even in his own home.

We may assume that this situation exists because medical care under the
social insurance system is well-developed while personal social services for the
elderly are still under developed in Japan. This imbalance was the main
reason of the “devil’s invisible hands” in this respect. Recently the govern-
ment, recognizing this imbalance, began to redress the imbalance by improv-
ing personal social services on one hand and by increasing the patient’s fee

for hospitalization of the elderly from zero to 400 yen per day on the other

hand.

VI. Econometric Analysis on Welfare Policy

Alongside discussions on the normative aspect of welfare policy, econo-
metric analysis of welfare policy has developed.

In 1972 Gendai S6go Kenkyushudan made a forecast of the cost of public
pensions and its percentage ratio in GNP for the next 20 years based on
government forecast of demographic change. The forecast assumed a revised
terminal funding scheme. The main purpose was to show that the pension
plan would be possible without placing too much burden on the Japanese
economy. Recently the government made more detailed forecasts of pension
costs and benefits, and social insurance premium as a percentage of regu-
larly paid wages. According to the latest forecast, the social insurance
premium as a percentage ratjo of wages will increase from 12.4%; in 1987 to
about 29% in 2020s when the proportion of the elderly (65 years old and
over) reaches its peak.

In 1977 Masahiro Fukao tried to explain the difference of the ratio of
social security cost in GDP by cross section analysis of countries and found
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that the demographic factor (the proportion of the elderly) and the size of a
family were important explanatory variables. (Fukaya, M. 1977) Time
series analysis was tried by Maruo. He explained the behaviour of the benefits
of social security as well as those of pension, medical services and personal
social services as a % of national income by regression analysis. He found
that in Japan demographic factors, the unemployment ratio and political
factor were major explanatory variables. The analysis suggests that politics
as well as demographic factors and economic factors “matter”.

Masako Murakami investigated the effect of income redistribution by
social security and found that in Japan there was a significant restributive

effect in favour of the low income class. (Murakami, Masako, 1984)

VII. On the Japanese Model of the Welfare State

In the 1970s when the government improved public pensions and health
insurance, it seemed that most of the Japanese people accepted the welfare
state as a national goal of the Japanese economic system. The Democratic
Socialist Party (Minsha To) has been an eager advocate of the welfare state
since its foundation. In 1950 the Democratic Socialist Institute was founded
and it published many books and booklets on the welfare state and welfare
policy. In 1980 it published a “Selection of Democratic Socialism” (5 vo-
lumes). Many econcmists and sociologists who supported the welfare state
contributed to the selection. Yoshihiko Seki, Mitsuo Muto, Hiroshi Kato,
Kazuo Goi, Taketoshi Nojiri, Kimihiro Masamura, Yoshitaka Fujita, Yasu-
hiko Nagayama were main economists who contributed the selection.

In the 1970s the Liberal Democratic Party and the Social and Economic
Congress of Japan suggested, respectively, the Japanese model of the welfare
state as a desirable society. (The Social and Economic Congress of Japan, 1983)

It seems that the Japanese model of the welfare state which emphasized
the importance of the private company sector and informal sector as the
providers of welfare services has some similarity with the so-called “welfare
mix” recently suggested by Richard Rose and Rei Shiratori. (Rose, Richard
and Shiratori, Rei, 1987)

The importance of welfare pluralism and participatory decision making
systems was emphasized by a group of economists at Kobe University such as
Koojiro Niino, Taketoshi Nojiri and Reishi Maruya. Maruo pointed out the
inherent dilemma of the welfare state in the early 1960s and has insisted on
the introduction of participatory systems in both decision making process and

in the growth of the assets of firms by means of capital sharing with workers.
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tween generation would be unfair. Noritake Takayama further warned that
if the present pension system continued, the pension finance would go bank-
rupt. These discussions had a helpful influence on the pension reform in
1986, which succeeded in coordinating pension systems as well as moderating
the future expansion of pension costs.

Noguchi showed it is easy to know that the present value of pension
insurance premiums is too low if we assume that the rate of income increase
is the same as that of the rate of interest of the accumulated pension funds.

However, this does not necessarily mean that the economic situation of
future generations will be worse than that of the present generation, for if
the present rate of increase in the take-home pay of workers is kept positive
in real terms, the take-home pay of future generations will also be larger
than at present. If this condition remains kept and if the benefits of social
security also increase in real terms, the economic situation of (1) the present
generation of workers, (2) that of future generations, and (3) that of the
present receipients of social security benefits will be better and, therefore,
this pareto-superior solution is likely to be accepted by these three parties.
(N. Maruo, 1987)

Another discussion was on the management of pension funds. As both
public and private pensions in Japan are maturing in the 1980s, the total
amount of public pension funds is more than 70 trillion yen (about 500 billion
dollars) in 1987. It increased, by around 7~8 trillion yen annually in recent
vears. Including occupational pension funds, the net annual savings from the
increase of those total pension funds amounts to about 3% of GNP. This is
one of the reasons which explains why macro-savings in Japan have been
much larger than the macro-investment in Japan. It is sometimes pointed
out that personal savings ratio declines when social security develops. (Feld-
stein, Martin, 1977) However, in Japan, the personal savings ratio in the
1980s has remained as high as in the 1950s and 1960s when the percentage
ratio of social security benefits in national income was between one third and
a half of the present ratio and when the rate of economic growth in real
terms was about 2.5 times high as now, this is a second reason why the
excess savings and the large surplus in international trade in contemporary
Japan. The third reason is that the annual rate of the increase in disposable
(take-home) income per worker in real terms between 1975 and 1986 was
only a little more than 1% whereas the annual rate of economic growth
was about 4%. The gap between the rate of wage increase and the disposable

income of workers households was partly caused by the gradual increase of
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the tax and social insurance burden on workers’ house-holds.

For these reasons aggregate savings in the Japanese economy were much
larger than that of aggregate investment. It is important to note that an
‘invisible hand’ which adjusts the ex ante equilibrium of aggregate savings
and investment did not work well and that the international balance of trade
was partly caused by the large surplus in the pension funds. (N. Maruo, 1987)
It should also be pointed out that if the existing pension insurance premium
is raised, as was suggested by Takayama, in order to redress the unfair
distribution between generations, excess savings and the surplus in the

balance of trade will be larger. (Takayama, 1980 and Rosa, ed. 1982)

V. On Health Services and Personal Social Services

In the field of medical care and public health insurance discussions by
economists have been mainly about reforming the health insurance system.

One of the problems of the public health insurance system in Japan
concerns the differential in medical charges paid by employees insurance
schemes and those of others. Another problem which has been much dis-
cussed in recent years is the economic irrationality of the health insurance
system or the irrational “devil’s invisible hand”. Individualistic and rational
behaviour motivated by self-interest did not lead to social saving but to
social waste. (K. Emi and H. Kato, 1980)

Two examples are well-known. One is the waste caused by the so-called
“piece rate payment system” (fee for services arrangement) of the public
health insurance.

Under the Japanese health insurance system, where the division between
hospital and pharmacy is not well developed, a doctor can get more money
from the social insurance account by selling medicine to his patients. A
similar mechanism works with medical inspection. Moreover an incentive to
use expensive equipment also exists as fixed cost of expensive medical equip-
ment becomes lower the more the equipment is used.

The simplified mechanism of the so-called “piece rate payment system”
in health insurance was shown by the following formulae,

Rz(p—c)QJr%uQ

={e-a+Lle

R: Revenue of doctor

p: Price of medicine and inspection
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quality of welfare in major seven countries by using welfare indicators.
(Domei, 1970)

Both the government and Domei conducted opinion surveys to supple-
ment the findings of objective social indicators. It was suggested that an
integrated survey of social indicators and opinion survey with the same goal
was desirable. Unfortunately the integrated survey was not realized, but since
then the government has published a set of social indicators and opinion
surveys on welfare every year. We may assume that these studies of social
indicators and the publication of social indicators in tabulated form have

contributed to making Japanese people more aware of those fields in which

Japan is less developed.

IV. Debate on Welfare Policy in Practice

In the 1950s and 1960s when welfare policy was still backward in Japan,
empirical studies on welfare policy were mainly concerned with research on
welfare policy in western Europe. The Fabian Institute of Japan which was
founded in 1950 by Soichiro Qohara, Hiromi Arisawa, Masao Takahashi,
Shigeto Tsuru, etc. played an important role in introducing the theory and
practice of social policy in Britain. Machiko Kubo, one of the members of
the institute, advocated the introduction of national minimum and universal
pension system. Kubo’s suggestion in the 1950s was apparently influenced by
the Bevered Plan and the social security system in Britain. In 1960 the
Japanese Institute for Social Studies on Sweden was founded by Shigeyoshi
Matsumae, then president of Tokai University and Teruo Nishimura, Yuzo
Takasu, Hidenori Naito and other members of the institute have contributed
to the dissemination of informations about economic and social policy in
Scandinavia. More recently, a governmental organization called Shakai
Hosho Kenkyusho (The Scocial Development Research Institute), which
publishes a few books in a year and a quarterly on social security research,
has become a central institute on social security research in Japan. These
three institutes had a visible influence on economic and social policy in
Japan. For example, the double decker pension plan which was introduced
1in 1985 was first suggested in 1973 in Japan was modelled on the Swedish
pension system. Gendai Sogo Kenkyushudan, which suggested the Swedish
type of pension plan in 1973, also tried to forecast the cost of the pension
plan for the following few decades in the report, showing that the plan was

quite feasible in Japan.
The same type of pension plan was suggested in 1975 and 1977 by the
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Social and Economic Congress of Japan, which was a non-governmental
organization composed of representatives of employers, employees, farmers
and consumers organizations. Scholars such as economists, sociologists, and
journalists, etc. participated the Congress.

In the same year the government Council on Social Security System at
the Prime Ministers Office published a recomendation suggesting a double
decker pension system and value added tax to finance the national basic
pension.

In the 1970s virtually it seemed as if every political party supported to
develop the welfare state as a national goal.

In fact social security developed remarkably in the 1970s. The ratio of
social security benifits in national income jumped from 5~6% in the 1970s to
14% in the middle of the 1980s. However a backlash of the welfare state
began in the 1980s reflecting the international tendency in political philoso-
phy. The Nakasone government between 1981 and 1987 tried to restrain the
social security expenditure and the government expenditure as a whole. The
government alleged that the restraint was necessary to reduce the large
deficit in the government budget which amounted to about 6% in 1979.
Dominant opinions of economists on welfare policy have changed reflecting
the changes of political philosophy and the increasing financial deficit. The
influence of the public choice school in Japan headed by Hiroshi Kato, Keio
University, has had some influence in reforming the X.-inefficiency in the
public sector as well as in promoting the privitazation of a few public corpo-
rations, such as The National Railway Corporation and Post and Telecom-
munication Corporation.

The government tried to integrate or coordinate the social security sys-
tem as well as restraining the easy expansion of social security expenditure.
The Ministry of Health and Welfare made a forecast to show that if the
present social security continued,the tax rate and pension insurance premiums
would be too much of a burden when population ageing peaks in the
2020s. For example, the Ministry of Health and Welfare forecast that the
social insurance premiums for the public pension would increase from ahout
11% in the middle of the 1980s to 39% of regularly paid wages in the 2020s
when the proportion of the aged (65 years old and over) would become about
249;. This forecast stimulated the discussions among economists. Yukio
Noguchi, Hitotsubashi University, pointed out that the present pension
insurance premiums were tco low compared with the present value of the

future benefits of public pension and that the distribution of the burden be-
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{Survey)

Development of Theory and Practice

of Welfare Policy in Japan
Naomi Maruo, Chuo University

I. Introduction

It was not until the 1970s that “welfare policy!” (Fukushi seisaku) and the
welfare state became a national issue in Japan. After experiencing a high
rate of economic growth for more than two decades, Japan came to realize
that economic growth itself was not a goal but a means for improving the
well-being of the people.

Welfare policy in practice developed remarkably from 1973, which was
called the first year of the welfare age in Japan.

Of course before 1973 there had been many theoretical studies on welfare
economics and research on social security system in foreign countries. Though
most of the theoretical studies had little to do with the actual economic
and welfare policies of those days, they nevertheless stimulated the develop-
ment and methodology of economics and welfare policy.

In this short survey, I shall first address some methodological issues on
economic and welfare policy and secondly, shall introduce the main debates in
Japan on the theoretical and practical issues of welfare policy and the welfare

state,

II. On Methodology of Welfare Economics and Welfare Policy

One of the main debates about welfare economics and welfare policy was
methodological. The focal point of the debate was how to treat the objec-
tives of economics and economic policy. In the 1960s Yuzo Yamada, who was
influenced by the methodology of Gunner Myrdal, criticized the intrusion of
value judgements into welfare economics and economic policy. His rigorous
attitude towards normative economics and its application to economic plan-
ning stimulated the discussion on the methodology of welfare economics and
welfare policy. Hisaoc Kumagai, Cho Moriyoshi, Yoichi Itagaki, Yasuo
Tamura, Takashi Natsume, etc. participated in the discussion and since then
have contributed to further developments in the methodology of economic
policy and economics of welfare.

Kenzo Kiga’s methodology was unique. He insisted that a logical analy-
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sis of policy goals was both possible and necessary. He argued that value
premises are relatively objective if they are positively supported universally.
He also showed that economic policy was closely integrated with politics and,
therefore, that the analysis of the political system should supplement eco-
nomic analyses. Hiroshi Kato, professor of economics at Keio University,
suggested that a democratic decision making process was a prerequisite in
order to ensure that policy goals were relatively objective. In the early 1960s
Kato and Maruo pointed out an analogy (similarity) as well as differences
between the market mechanism which is based on the exchange principle
and political democracy which is based on majority rule. (Kato, H. and
Maruo, N., 1960 and 1963)

They suggested that a participatory democratic process was a necessary
compliment to mitigate the conflicts. More recently they have integrated
their methodology with that of the public choice school of economics. Maruo
insists that good communication, information sharing, and a social contract
based on the exchange principle at participatory decision making levels are
necessary in order to improve the value consistency and relative objectivity
of the goals of economic and welfare policy and, therefore, that a Pareto

superior solution will be possible and practicable.

III.  Measurement of Well-being

In practice economists and government officials who discuss actual
economic policies assume policy goals explicitly or implicitly. This is mainly
because policy goals and/or policy criteria are a prerequisite when actual
policies are planned and implemented.

In the 1960s and 1970s the Japanese government was active in defining the
goals of economic policy. In the 19350s and 1960s the major national goal of
the economic policy was to catch up with western Europe in terms of GNP.
However, in the 1970s when this goal was nearly achieved, Japanese people
began to realize that Japan was still very backward in the quality of life and
the government began to attach greater importance to the improvement of
well-being and the quality of life of the Japanese people. A government
Council® composed of representatives of social interest groups and professio-
nal experts such as economists and sociologists, set goals for economic and
social policy and drew up a detailed system of social indicators.

In 1970, before the publication of the government report on social indi-
cators, Domei (All Japan Labour Federation) published a system of welfare

indicators in collaboration with economists and sociologists and compared the
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“Japanese Post-War Economic Policy” (1955)

“Post-War Economic Policy in the World” (1956)

“Objects and Methods of Economic Policy” (1957)

“Types of Economic Planning” (1958)

“Structural Analysis and Economy Policy” (1960)

“Government’s Role in the Present Economy in Japan” (1961)

“Economic Planning in Japan” (1962)

“Big Business and Economic Policy” (1963)

“Economic Policy of Regional Development” (1964)

“Change of Economic Structure in Japan” (1965)

“Economic Regimes in the World and Economic Policy” (1966)

“Economic Policy in Transformation Period” (1967)

“Economic Policy during Post-War Twenty Years” (1968)

“Capital Liberalization and Economic Policy” (1969)

“Oligopoly and Economic Policy” (1970)

“A Reappraisal of Recent Japan’s Economic Growth” (1971)

“Pollution and Economic Policy” (1972)

“International Comparison of Present Economic Policy” (1973)

“Internationalization and Industrial Organization” (1974)

“Contemporary Inflation and Distribution Policy” (1975)

“Resource Problems and Economic Policy” (1976)

“Welfare Policies under the Slower Rate of Economic Growth” (1977)

“Transformation Policy of Industrial Structure in Japan” (1978)

“Economic Policy During Thirty Years after World War II in Japan

—Prospect and Retrospect—" (1979)
“Efficiency and Justice in Economic Policy” (1980)
“International Cooperation and Economic Policy in Japanese Economy”
(1981)

“Pacific Ocean Community and Japanese Economy” (1982)

“Demand Side and Supply Side in Economic Policy” (1983)

“Science and Technology in Economic Policy” (1984)

“Regional Development and Economic Policy” (1985)

“Role of Government in Japanese Economy” (1986)

“Privatization and Government Regulation” (1987)
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.),
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K. Kojima (Prof., International Christian Univ.), T. Konishi (Prof., Kwansei
Gakuin Univ.), M. Komatsu (Prof., Waseda Univ.), 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. Masamune (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 chief editor 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.

— i —




A Positive Aspect of the Rigidity of BureaucraCye reerererrrearesnns Taro Ozawa
Value, Price Theory, and Economic Policies — the Meaning

of Imperfect Competition — «+rreeerriearein., Masayasu Yoshizawa
A Note of Social Equity — in connection with PP, P, —--Akinori Kumagai
Public Pension in Japan oo Satoshi Ushimaru
Health Care Cost and the Health Law for the Aged..-o-evreens Yoko Sasagawa
An Econometric Simulation Forecast on the Military

Expenditures in the Soviet 12th FYP-woror i, Haruki Niwa
Strategic Financing and Market-Mechanism in the Economic

Development of Korea and Thailand «+vereeerieniiinnninn Masumi Kishi

Estimate of North Korean Gross Domestic Product for 1956-1959--. Fujio Goto
Arms Transfers to the Middle East and Defense Spending--- Hirvoyuki Kosaka
Countermeasure of the Local Export Industry for the Rapid Exchange

Rate Fluctuations under Japan’s Economic Maturity.......-- Akio Nishimura
Evaluating Government-Supported Housing Finance

Programs ........................................................................ Muasaaki Komai
Policy of Fashion in Japagp: -«oeoreveereroinn i, Taketo Kinoshita
Scale Economies of Retail Shop; Revisited crorrerererieoncienn, Sukehiro Hosono
The Efficacy of Debt-Financed Fiscal Policy in a Continuous Time

Macro Wodel Consistent with Conservation Laws:co-oeoet Hiroaki Hayakawa
Dichotomy in Oil Exploration Contracts and LDCs

Energy POliCy e AS]lng A, Mattar

SPECIALIZED STUDY GROUP

The Behavior of Bureaucracy and Some Economic Meanings:

Related to Public CholCe crrrrrrereermcimrateereiiiieeeceisnianans Hivomi Teramoto
The Effect of Post-War Higher Education Policy on
Japan's Economic Growth-rreeimeri. Yukiro Watanabe

The Effects of the Economic Policy under Reagan: A Critique---Mari Nishino

Industrial Adjustment Problems and Disequilibrium Analysis..- Yoshie Yonezawa
BOOK REVIEWS

Ryuhei Wakasugi, Economic Analysis of Technological Innovation

and ]{(&D’ S T P Tomio ]guchi
Noriyuki Doi, Oligopoly and Public Policy -~ Domestic and
International CO;?ZfJ(ZZfZ.iZ.O;’Z, FOBG cerreerareaerianiieeisersciies e Hideki Ide

Takashi Matsugi, Regional Economics, 1986
SURVEY
Development of Theory and Piactice of Welfare Policy in
Japan oo Naomi Maruo

Sekio Sugioka

BrardN

CRRIERD £ 4 3 A A LB
—— AR B A XXXVI—

1983423 A25H AT LR (3, 8007
s % BRRBENR
I

o FRES AR
SERTCAE O IR XIUT— IR D A B AL T

ISBN4-326-54879-7

JAPAN ECONCMIC POLICY ASSOCIATION
NAGOYA UNIVERSITY, CHIGUSA.KU NAGOYA, JAPAN

TOKYO BRANCH : KEIO UNIVERSITY, TOKYO
KANSAI BRANCH: KOBE UNIVERSITY, KOBE
NISHINIHON BRANCH : FUKUOKA UNIVERSITY, FUKUOKA

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 Econo-
mic 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-four volumes of
annual reports have been published until 1985, except for the years interrupt-
ed by the War. Besides annual reports, the Association published the follow-
ing four books in Japanese which were the results of special group studies
organized by the Association in its commemoration of the 15th anniversary
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 & K. 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 the founding the Japan Economic Policy Association.

H. Kato, T. Fujii, K. Niino and M. Ito (ed.), Studies in Contemporary
Economic Policy, (1978).

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

“Conditions of Economic Independence for Japan” {1950)

“Patterns of Economic Control” (1951)

“Planning in Economic Policy” (1952)

“Industrial Structure and Economic Policy (1953)

“Policy for Self-supporting Economy of Japan” (1954)
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