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In the developed countries, public transfers and government consumption have been kept
increased since 1970s and, there except Japan, public investment cut back considerably. As a result,
the possibility that the level of public capital in such countries could be under the optimal, which
will cause the economy to grow not enough, has been a great concern since 1980s. In Japan, to the
contrary, the share of public investment to GDP was much higher than in the other developed
countries until the late 1990s. However, the Japanese government in 2000s appears to have adopted
the same policy as those taken by the other developed countries in 1970s.

Then we may have two questions about the way of the allocation between public investment
and government consumption in Japan since 1970s till the late 1990s and in the future. 1) Was the
policy of more investment and less government consumption appropriate? 2) Will the policy of
reducing public investment for increasing government consumption be appropriate?

Not so many existing researches to answer the questions have been accumulated. First of all,
we need a normative analysis on the efficiency of the allocation between public investment and
government consumption based on a dynamic general economic model. Moreover, we need positive
analyses based on such a model from the viewpoint of national welfare as well as economic

growth.
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