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“The fiscal multiplier theory” and the Japanese economy

Inukai Ryo  Kuribayashi Takahiro
Uchida Anna Umezawa Nobuhiko

Some Consideration for The fiscal multiplier theory

The fiscal multiplier theory is one of the most important theories in Keynesian
economics. The fiscal multiplier theory proves that government spending is the
economically right thing. Keynes was interested in The Great Depression. When he
wanted to recover the economy, he wrote “The General Theory of Employment,
Interest and Money”. He purposed the fiscal multiplier theory in the book.

The fiscal multiplier theory shows us that, when there is an increment of
investment, income will increase by an amount which is many times the increment
of investment. If national income is low and a government spends public investment,
government’s investment works better. Because when national income is low,
consumption’s rate is high. Fiscal multiplier’s rate depends on consumption’s rate.
Further, it’s obvious but national income in depression is lower than in boom.
Therefore, if we wish to get higher national income and to work out a solution of
recession, our government should spend public investment. Keynes tried to justify
public works in depression.

How did the fiscal multiplier theory work Japanese economy? From the next
section, our group show that the relationship between the fiscal multiplier theory

and Japanese economy work better or less in each era after the Second World War.

“The fiscal multiplier theory” in 1950s

The Japanese public works have come out for more economic development
through measures to the unemployed and allowances. The origin of this notion, that
public works grow the national wealth, was from “the fiscal multiplier theory” in the
Keynesian economics. It says that when consumption price occupies high rate in
one’s income, in other words, when people don’t have enough money to save, the
theory can work better.

In Japanese economic history, we can say that this theory work best in the



Japanese post-war economic miracle from 1954. Comparing with today’s situations,
the per capita income was clearly lower than that in this term. Indeed, we could
expect that the theory would be valid in this term.

On the other hand, the representative public investment toward the multiplier
in this term was “doubling national income plan” which had begun from 1960 to
1970 by the Prime Minister Hayato Ikeda. He appointed to invest max 4 trillion yen
more a year. Furthermore, the saving which has relation to population increase in
1950 onward helped to invest indirectly; the saving were loaned out to the
companies by the banks.

These elements supported the Japanese post-war economic miracle, and
accordingly the Japanese national income extended the number ten times in this

term.

“The fiscal multiplier theory” in 1970’s

In the 1970’s, the fiscal multiplier theory began to suffer a set back. Since the
high economic growth was over, the Japanese economy was confronted with two
problems. Two problems indicated with Yen appreciation in 1971 and the Oil crisis.
These problems damaged Japanese economy.

To solve these economic problems, Japan tried to improve its business condition
by its increasing the public investment. However, this economic policy had no
longer effect to increase Japanese people’s consumption. From 1976 to 1978, the
governmental capital spending’s growth rate had continued to increase, but the
gross national expenditure’s growth rate had not increased.

In the first chapter, when people can become to earn to some extent, investment
multiplier effect no longer has effects. We can apply this conclusion to the present
Japanese economy. In next chapter, we pick the topic of present Japanese public

works.

“The fiscal multiplier theory” in present-day’s Japan

In present-day’s Japan, the change in the structure of industry restricts the
spreading effect of Japanese public works on Japanese industry. Maintaining the

infrastructure and accumulating the social capital, marginal propensity to consume



in Japan would be low .Therefore public works in Japan would be not much
effective.

In the change of the amount of public works in Japan, in general since 2005 the
cost of public works has been tending to decrease. But the cost will increase in the
fund for the recovery from the Great East Japan Earthquake and the maintenance
of social infrastructures.

We would reconsider what public works should be. Here we need to shift from
the injection into the outside like infrastructures to the injection into the inside like

medical fields and care managements.
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What should we do for ‘more capitalistic’?

Tooru Umezaki Yuuki Kubota
Noriko Sakuma

The work of Hayek

Friedrich von Hayek proposes an ideal on the production system. It was called
‘more capitalistic’. In this summary, we consider the Japanese society in his theory
by giving examples and grasp conditions of this ideal. After that, we attempt to find
‘a more capitalistic market ‘ in the Japanese modern society. There are two cases
which he criticizes. However, they differ from his ideal because markets in their
cases are influenced by such public organizations as the government.

In first case, money is artificially invested into some stages of consumption. To
be concrete, such subsidies for citizens as “child allowance” or “cash handout” come
under this case.

In second case, money is artificially invested into the stage of production. We
can consider this case if we take up the TV businesses in today’s Japanese society.
In recent years, sales of the television remarkably are changing. It is caused by a
policy which started in 2003.

In this policy, Japan switched to the new TV system, terrestrial digital
broadcasting. So, people must have bought the new type televisions which are
adapted to the new system. As the result, the sales of the televisions are on the
increase temporarily.

Since 2011, when the switchover had been carried out perfectly, the sales have been
decreasing obviously. The policy had a serious effect on the TV market in Japan.

They should be cases in Japan which criticized by Hayek in his work.

In addition, Hayek suggests that there are two conditions aiming more
efficient economic status. This efficient economic status is called “more
capitalistic”.

First condition is matching natural rate of interest with market rate of
interest. We should start saving money to make such a situation. Hayek called it
“compulsory savings”.

Second condition forbids investment by unexpected money. If we get capital
which doesn’t go with own savings (like debt, benefit by economic stimulation and

so on), we should not invest such money in producer. His thought experiment
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confirmed investment by indefinite substance causes awful situation. So we can
say like the following, the measures for the promotion by government will be
invalidated under every situation.

From these terms, furthermore we can learn more his thought. In the first
place, the amount of consumption and the number of goods is decided by consumer
and investor. And he had thought this way is the best thing. In the second place, he
probably thought that decreasing investment or consumption is nature
phenomenon. It is derived by denying the promotion by government.

So, what was important for improving our economy? When decreasing proceed
and consumption, what change for the better? It is “technological innovation” like
the improvement from black and white TV to color TV.

Technological innovation needs rapid development of technique and rapid
consumption. But now, these are too difficult for most company. Is there the
product which passes these conditions?

At next chapter, we would like to answer this issue.

Is a more capitalistic market possible?

Nowadays, it became difficult to make a more capitalistic market. The major
reason for this is the innovation. Because innovation came to get less fascinating
than before, for example a change from the black-and-white television set to the
color one, it lost a consuming power to encourage people to purchase the new things.

Now we have to reconsider how to build a more capitalistic market. We looked
into the difference between a market of the PC and that of the car. Before 2009, both
the PC and the car market are more capitalistic. However, though the former
increased sales progressively year by year, the latter decreased. This difference
resulted from these following three reasons.

Firstly the consuming span of the PC is shorter than that of the car. Secondly,
innovation in the PC industry is more frequent than that in the car. Finally, the
compulsion to consume products in the PC market is bigger than in the car. For
instance, the release of new OS obliges customers to buy itself to some extent
because the new software adapted to the new OS can’t be installed in old PC
equipped old OS.

The OS, however, is not always result from the innovation. You can’t say all
function a newer OS has is not be realized when a older OS was released. So, it can
be said that consuming span is shortened artificially. By releasing a new OS, the

demands of the PC products are reproduced even if it decreased and few people
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wanted to purchase these products.

In the contemporary society, this model is the key to make a more capitalistic
market. To achieve this in other industries, it may be needed to raise the repair cost
or minor change frequently. Moreover, the regulation of the government will play an

efficient role to create the demands. What is important is how to inspire customers.
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Transition of Marshallian k and financial policy

Takeru Kamimura, Aria Saitou

Isamu Shida, Kotomi Suzuki

Marshallian & shows the percentage of the money supply to the normal GDP. We
calculated the rate from 1955 to 2011. Money is supplied in surplus when the
numerical value of each year is above the trend line. Money in the market is
insufficient when it is below the trend line.

The bank of Japan regulates the money supply by the financial policy
considering the economic situation.

We investigated how the economy and the financial policy since 1955 affected the
Marshallian k.

During the Japanese post-war economic miracle, which started in 1954, the
Bank of Japan decided to start a cheap money policy. This means monetary easing,
so Marshallian & globally rose in this period. Then the oil crisis occurred in 1973.
The discount rate was 4.5% but since the oil crisis caused shock rocketing prices,
the Bank of Japan raised the rate dramatically that it finally became 9.0% in 1974.
This made Marshallian & decline. In 1980’s, the Bank of Japan kept on enforcing
the cheap money policy until 1989. Then in 1991, the discount rate was pulled up
to 6%. Marshallian & increased during the bubble economy and drastically fell in
1991.

The collapse of the bubble economy caused long recession to Japan, which is
called the lost decade. The Bank of Japan lowered its discount rate to 5.5% to stop
deflation in July, 1991, and to 0.5% in September, 1995, it’s lowest in history then,
and continued to lower its rate. Moreover, the Bank of Japan adopted the
zero-interest-rate policy by cutting unsecured overnight call money rate. Still the
deflation didn’t stop. Therefore, the Bank of Japan adopted further policy, the
quantitative easing policy. As these policies, Marshallian & rose, the economy
improved. However in 2008 a financial crisis caused by the subprime loan crisis,
what we call the Lehman Shock attacked Japanese economy, so the Bank of Japan
spent about 70 trillion yen to perform monetary easing. However Japanese economy
hasn’t recovered from this shock yet, also Marshallian & is deviating from its
long-term trend line now.

Corresponding to an economic situation, the Bank of Japan has performed each
financial policy. But the financial policy by the Bank of Japan caused inflation like

the bubble economy and in spite of rising in Marshallian & it cannot subside

_40_



deflation after Lehman shock. In the latter case there are two reasons. One reason
is that more increase of the money supply is required and the other is that this
theory of Marshallian & and trend line cannot catch Japanese economic situation
after 2008.
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The EU crisis and the Denationalization of Money

Ajiro Yoshiharu Mohri Kento
Shono Aya Sugita Yuki

The monetary value and the real value

In economics, a market is mentioned to have two kinds of value. The first one is
the so-called monetary value that has a purchasing power, which the amount that
people have available to buy merchandises and services with units of a currency in a
given year or series of years. The second is the real value, which is the essential
value of one thing. In case of gold, the value of a fixed amount of gold is unlikely to
change however long time passes. When we think a currency, however, in the long
run changes of the value in units of a currency can happen because of movement of
various commodity prices. In short, we can express that the real value of a fixed

amount of currency is the product of time by an amount of money.

The source of the value

The source of the value is the reason why a currency is used as money at a
market. The root of the value of currency is common consciousness of people that
makes currency as money used at a market. The consciousness has three kinds. One

1s a transaction, another is a caution, and the other is a speculation.

The source of the value of U.S. dollar

Next, we describe the source of the value of U.S. dollar. Damaging by the
"Lehman Shock" it has evolved from the "sub-prime loan problem" is a lot of
individual investors. Therefore, we think that the American people are speculative
and it means "U.S. dollar is substitute that can be freely interchangeable with stock,
bonds and investment trusts". Then, this thought apply to "Motive of keeping

money", we comprehend it is "speculation".

The babble economy and the source of the value of Japanese Yen

The babble economy in Japan from 1989 to 1990 was caused by the Plaza Accord
(1985). In this accord, the G5 governments decided to depreciate the U.S. dollar in
relation to the Japanese Yen and German Deutsche Mark by intervening in currency
markets. Then, Japan and Germany cut the official discount rate because of economic

measures. As a result, Germany succeeded in the economic recovery satisfactory, but
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Japan failed and began the babble economy. The reason why Japan failed is too late to
raise the official discount rate. A lot of money supply made the babble economy. And
Japanese Yen's source of the value is "caution". So that Japanese people often maintain

their own assets as Japanese Yen.

The EU crisis and the value of Euro

What is the source of the value of Euro? The EU has GDP equal to America and
the vast area. Moreover, the movement of the capital market has been liberalization.
That is to say, because there are convenient surroundings for dealings in the EU, we
can conclude the Euro is valuable.

It also can be told from the EU crisis. It was caused by the disclosure of deficit
financing and downed the value of not only Greece’s national debt but also the Euro.
Why this influenced various countries in the EU? It must that they are closely

connected with each country for convenient surroundings for dealings.

Conclusion

We think the EU has three problems. First, a currency union like Euro doesn’t
have an ability to solve an economic inequality between an economical weak nation
and an economical strong nation. Second, the EU took priority of an economical
Integration to a political integration. Third, each nation has its own each financial

affair, but the whole EU has only one system on a financial policy.
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