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PREFACE

Japan's: economic growth in the pre Seqohd. quid,
War and the post Second World War has been mostly
attributed to the state. 'Japan, a late industrializer
followed the policy of developmental plan-oriented
state which ine#tricably_linked state to the process of
economic growth. In post Second World War period too,
the state considered economic growth as its fundamental
goal and. set t§ achieve thié by following poiicies,

most ‘'of which were forms of control.

The operation of the state can be through direct
intervention or thfough indirect means. Japan during
the early stagé of industrialization initated economic
development through direct intervention. A£ other times'
variops indifectvmeans'weré used by the state tq g;in
-contrdl éver lthe economy such that .major“prioritiés
éouldAbe achieved. The various indirect means used were
laws and régulations, licensiﬁg, monetary and fiscal
measures, administrative guidance and also public
corporations, Public corporationsiform a substantial
' ﬁart-of the public sector and are utilized by the state
to channelize funds to priority areas in both strategic
industries and welfare programmes, to provide public

utilities and public goods and to undertake projects in



high risk areas. The overlapping nafure of the social,
political ana economic roles of the public sector tends
to hinder a comprehensive aoalaysis of it. The task‘is;
ﬁade even mofe difficult oecause'of material‘apo' time
”coﬁétrainf. Hence, tHeA‘stﬁdy focuéeslon'the public
oorpofations, ‘an important "component both in the
functioning-of the public sector as well as its control
mecihanism. The study‘ondertakes to see which areas of
.the economy the public corporations:penetrates ;nd the
'.natdfe' éf[ its controls.' As public corporation is  a
means of control, it is necessary to know how the state
controls the publio corporations. Finally, the study
‘addresses itself to the recent shift-of policy -towards
de-control through the process of privatization with.
two ‘case studies of major public corporations - The
Japon National Railways and The Nippon Tolephoné and

Telegraph Corporation. , 3

These  two organisations have been chosen because

they have a similar function i.e. public .utility
services and share.a similar history. Both of these -
were initially a direct government enterprise. The

post Second World War saw these turning into public
corpofations. .0f late these two have been privatized.

These organisations having gone through a whole range

-of control would provide an interesting study.
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Aparfl.ffom introdﬂcing- the problem ‘Chapter I
- defines and élassifies the Japénese public sector. '.As
mentionea above the state has played a vit#l; role in
;Japan's economic growth. ., The state initially started.
A off‘ by directly controlling the economy. When this
proved inefficiént there waé a éhift to a policy of
self .controlﬁ’ Since self control took away the power
bf control from the hanas of the government, public

national companies were created to ensure' some control

over ., the ecoﬁomy. The post Second World War saw the
emergence of a cooperative government " - business
relationship which allowed  public corporafions. to
flourish. By the end of the 1970s varioué economic

changes resulted in a move towards privatization. A
summary of the role of the state in various periods and
the growth of public corporations s provided in

Chapter I1.

The public corporations have been used as a means
‘of control. They are often supervised by more than one
ministry.  This . allows the ministries to gain
SUbsténtial‘cbntrol over them. lChépter,Illllodks into
how the ministries contfol the public corporatiops aﬁd

guide their policies.
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The policy of de-control has resulted in a move
towards privatization. .The reasons behind this policy
and the process of it are the main focus, exemplified

by the case studies in Chapter IV.
Some concluding remarks are set out in Chapter V.
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CHAPTER - I
INTRODUCTION

Ihe. state as an oréaniéationél brinciple evolveg
with the coming into existence of human society.
Originally the state was required to provide defence,
justice and communication. As man moved . from
traditional to feudal fo mercantile soéietv, the role
of the'state increased. It was required to provide a
favbuiablg ‘environmeﬁt_for the ruling class t§ conduct
its business. The state ihterfered mainlv”by makinq‘
laws ana fegulations which favoured the rﬁling class.
The inte?ﬁal . economy was . allowea to fﬁncfion
“independently ‘and perfectly Where oricés and,‘waées_
reached equilibrium "according to demand _énd supply
forces and this invisible hand solved the «central
problem of the economy viz: What to prpduée, how to

produce, and for whom to produce.

Following the industrial"revolutioh, the state.
began to take up new functions. In those societies
that ~were the first to indusfrialize} the state had
little' to do with the new forms of economic activity,
_and adopted a policy of laissez faire in the internal
economy. The state's main role was to Drovide an

environment for growth of industries by protecting the



industries from foreign competition, laws and

regulations pertaining to the work force. All this was

* .

oqssible' because 1in those-societies, the caﬁitalisf
class during thg meféantilist stage had -aqeumulated
weal{ﬁ which was,invested by it in industries. But
to&ards the end of ﬁhe'nineteehfh centﬁrv the state
tﬁok on réaulatbry fupctions in the interest of
'reducing excess competitions, consumer protection vana
éo forth. - As Henry Jacob puts it, ~ "Once capitalism
?ffansformed the tfaditional>way of life factors such as
the effectiveness of competition, freedom of movement
and the absence of any system of social securiﬁv
compelled the state to assume responsibility for the
protection and welfare of the induvidual. Because each
maﬁ_.was responsible for- himself and becauée that
iﬁdividualiSm became .é social orinciple, “the 'étate

remained almost the only re%ulatorv éuthority."

"For 4fhé Aiate .induétrializers, :'the_ motive of
_industrialization did not come from the roots- i.e.
individuals. AThe need for industrialization in -these
nations arose from 'a desire to assume full human
status by taking part in ;n industriai civilization,

participation in which alone enables a nation or an

1. Chalmers Johnson: MITI and the Japanese Miracle -,
the Growth of  Industrial Policy 1925-1975;
Standford University Press 1983. p.19. )



'individuai.A fo compel otheré éo treat it as an
individual, to compel others to treat it as an equal.
Inability to take part in it makes nations militarily
powerless against its neiqhbprs, administratively
incapable of contrélling its own citizens and
cuilturally incapable of speaking the international
laﬁgﬁaqe‘? -Since investment was nét forthcpminq “from
induviduals, industrialization was sought to be
achieved bv acti&e'oarticioatibﬁ'qf the stétef This
ﬁeanf .thé ‘state in théSe 'n;tions assumed 'zréater
responsibilify as it took over developmental funcfidns.
Thus the‘idea of the.develooméntal state had iés 6rigin
in situational nationalism.3 Since the late
»induétrializers had the opportunity to study the
industrialization process of the éther industrialized
nations, theif goals were 1invariably derived from

comparisons with external reference economies.

These ~two different types of orientation -
regqulatory orientation and develoomenfal orgientation
lead to two different kinds of government - business
rglationships. The regulation. oriented state allows

3. The sentiment and ideology of attachment to a
nation and to its interest’ conditioned - by
circumstances. ’

4. The early industrialized nations like U.K. & U.S.A.



market rationality to dominate. This means leaving the
economy- to éolve ifs-nroblem in the most efficient
manner. The state is only concerned wifh fOrms éhd
procedures Qf- economic competi££on and stresses on
rules and régulations for both domestic and. foreign
economic vpolicy. The éentre for de;ision making lies
in thg parliamentrv‘assembly and change in policy is
'ﬁarked' By.létrenuous parliamentary contesfs. over new
legislation and' by election battles. On the 6ther
hand, the developmental state is a plan rational
state where the state sets up social and ecénomic
- goals and goes about achieving this effectivel& even if
at.the cost of efficiency. Sinée,~ the deveIODmeptal
state .is'zoél oriented, its indusrial policy plays a
Cvital role in guiding the economy towards growth. In
this.system;. the deéision_mékinq procéésvlies with,the‘
elite bureauéraéy and chaﬁgeii¢ policy is marked by
internal bureaUcratic‘disputesVfactionaivinfighting and

conflict among ministries.

Industrialization of Japan was not a consequence.

of individual effort but a cdnscibus decision of the

~Meiji = oligarchy. The situation . in which -
5. A distinction must be made here. By plan oriented
economy one doesnot mean ‘'command economy' of

Soviet type. The plan oriented economy exists
within the capitalist economy.



'indusfrialiiafion. was attempted nécegéiated‘thé staté
to'dominate.i The situatioﬁal ihpeyativgs were,first}y,
the fact that the economy lacked a capitalyst - class
willing to invest inAmodern industries. ~ Secondly, the
.nation lacked ﬁatural fesoﬁrces. »Thirdly, the natiop
lacked a trained and effective workforce. Fourthly,
being an island nation it needed foreign‘trade in which
the private sector had not &et. developed adequate
skills. In addition, Japan was faced with unequal
treafies ‘which it was forced to conciude when Perry's
gunbo;ts had arrived. These treaties did .not allow
Japan to exercise tariff aufonomv. This meant it could
not use pfotective duties ahd- othef practices that
other industrialized nations had followed. This left
the‘ ‘Meiji rulers with no aiternative but fo directly

take up the process of economic development such - that

Japan was able to attain economic independence.

Followiné, the Meiﬁi Restof;tion of ‘1868, Jépan
emerged as ‘a developméntal plan-rational state whose
~‘economic  orientation Iwas keyed to industrial

developmeﬁt. Its main criteria was one of effectiveness
_invmeétingvgbals of development. Howevegﬁ did not have
any ideological commitment to state ownership. AHence
the' role of state in Japan shifted between active and

passive control according to the requirements of time.



The fundamental problem that a nation like Javan
‘folloWing state - guided high érowth faces is that. of
the relationship between the bureaucraéy and‘orivately
owned business. Japan has found a solution to the
conflict that arises between the'state'and privatgly -
dwﬁed business by implementing three forms of - state
.intervention. They are (i)state control, (ii) self
controlA and _(iii) _cqooeration. If is important_4to
understand 'these.fdrms‘as'thév feafure-‘freqqentiy ‘in 

the stuady.

State cantrol.attembts to seperate management from
ownership and to put management under state
éupervisioq.' It was typically the.fofm of relationship
sféferfed bV~the bureaucrat§ of the late 1930s, during-

‘post war reconstruction and early stages of high épeed

growth. This form allows the state priorities to take
brecedence over private}enternriée.' On the other hand
it  promotes inefficiency in the economy and

irresponsible management. -

Self. control requires thé state to relegate its
direct éontrol to- private sector. In this ‘form, fhe
state _liééhsesA Dfivaté‘ enternfiSe; - to . &chieve‘
developmental <¢goals. The tvoiéal.institution is the

state sponsored cartel in which the state authorizes



cartels in industries dgsignated as str;£eqic and then
leaves the ﬁrivate enterprises to operate the cartels.
"~ In this form the nation faces greater competition and
| .éfficiency as the management is in private hands. Its
- greatest :aiéadvantaqe is that it often leads to
monopoly by big business houses.
In. Japan, for a long time there was a .tussle
between, state control and self céntrdl. The Japanese

realized that both have disadvantages which * hinder

development. The state also realized that even if self.

control is advocated the state is often required to .

step in and direct the ecoﬁomy in its ‘growth path.
This: has ~ resulted in the vférmafion of - public

corporations, which allows for .indirect. intervention by

the state. ‘In the post war period dissatisfied by

either form, - the Japanese attempted to balance the

advantages and disadvantages of state control and self

‘control which resulted in the emergence of a government

- business relationship of a cooperative form. The

fundamental advantage'of the céoperative form is that
if leaves ownership and management .in private hands,
thus. allowing. high 1levels of competition Athan. that
achiev;d under state control. At thé same time it
allows the state much greater degree of social goal

setting and 1influence over private decisions. This

\



form i; based on concensus building which means virtual
"agreement on economic objectives, among government,
ruling political pérty, the business leaders, the
Qorking class. AThis the Japanese have nerfgcte& qver
the years. Their cultural capability.hasvled maniﬁ_té
term it as "rélliqg 1concensus",_ private colle@tivﬂm

"Japan Incorporated" and so-forth.

The role of governmen# in Japan today is to guide
tﬁe economy without hindering activities of the private
"sector. The gqovernment, intervenes on the economic
véctiyity' of'the private sector through the following
measures. Tﬁey are the mbnetary measures which include‘
longterm 1loans and. low interest rates for opriority

industries, the tax system which gives tax relief,

rationalization of industries, technology development
and promotion of exports, the subsidies which the
government gives to enterorises{} the rationing system

by which government controls direct allocation. (It is
"mainly applied in_production'allqcation and shipping
allocation) the licensing and approval system -fhrough‘

which government grants permission to open business and

‘approve rates to be charged: the admihistratiVe
, of conbrol
6. The shift  from one forma. to another as Japan

‘developed is dealt in detail in Chapter-I1.

7. Richard Halloran, Hadley, Haitani and Kaplan.



guidance throueh which the govefnment and the private

rec oncile their differences and achieve their
objectives. The public corporation operates in areas
‘that are risky, having long gestation periods, where

profits are either difficult to realise or 1is _low.
This form is also used tg’retain indirect control on

r

the private sector.

- It is important to realiée that cooperative
bﬁéiness relationship is hard to attain and difficult
to- refain. - Japan hés achieved this as a ,result- of‘.
_higtorical devel@pment and because 6f socigl support
systém. The social:éﬁopqrtlsvstém that gllows for_the-
cooperative form of relatiohshio‘between go?e?nmeqt gnd
business are 'firstly, the ‘commdn educatiqn“ which -
entails shared outlook between government officials and
industrialist and also the practice of early retirement
from government service and reemployment in public
corporations and' big business which allows for ‘'old
‘bqv! ‘network. Secondly the workforce which is
fragmented amongst.labour engaged in semi - lifetime
employment, small scale sub coﬁtractors and enterp}ise
Union;£ Thirdly a distribution system which serves not

only to retail goods but also to keep unemployed, the

elderly working there by weakéning ‘the demand for



-Welfafe st#tés, Finally a system of collecting private
savings through fhe postal system and channeliziﬁg it
through government accounts to bureaucratically
controlled budget (FILP) which in turn loans out to

some public corporations.

Definitioﬁ of Public Sector

Publié‘se¢t§f encompasses a variety of foles which
the government 'undertakésleitﬁgr direcfly or ‘thfough
corporations and mixed enterbrises to achievé its‘
goals. The public _sector aé an oréanisatién ‘takes
three main forms. It can operate as a governmenf
,depa?tment, as a public corporation or as a joint stock
company in which the qovernmeﬁt hélds majority shares.
The choice of corporate form is very popular among the-
gbvernment bureaucfafs as it enables them to seperate
the <costs of a particular aétivifv_ from a general
account budget; In addition, since public corporations
are given freedom in management of their activitv, they
are often created to insulaté an activity from
pdrliamentary or_bureaucratic polifics or to channelize
capital and technoloegy into'areas that are too risky or

unprofitable to attract private capital.  Since publiec

8. In Japan subsidies have never been an  important
fiscal measure. ' . : '
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corporations are a flexible form of the public sector
it éaﬁ be used by the . developmental planj oriented
eédnémy to successfully attain its majqr 'goals.' In
this study it is on this form of the public sector that

atténtionvwilllbé focused.

The _Jaoanesé have used publiq corpdrations - since
its indnétriaiization and have perfected thei:'role 'td
suit their own society overtime. Public corporations.
come’ in many forms in Jao;n. By definition only the
vspeciai legal entities (Tokushu Hojin) éan be called a
public cofporation. Rut to distinguish special legaL
entities from other forms of cérporate enterprises it
?s essential to identify  other forms. Public
corpérations ‘in Japan can be classified into six forms
based' on the oproximity of an oreganization to 1its
official government soonsdr (a ministry or agency of
the central government) and‘oﬁ the degree of direct

control the official sponsor has over the corporation.

The five catagories are, as follows.9

1. Direct government enterprise

2. Special legal entities (Tdkushu HBjin)

9. This classification-is in accordance with Chalmers
Johnson typology followed 1in, 'Japan's Public

‘Policy Companies (1978).

11



3,4 Auxiliary . organs (Gaikaku Dantai), foundations,

"promotion associations and so forth.

4., National policy companies, narrowly defined.
. 5.  National Dolicy'companies-broadly defined.
I. Direct Government Enterprises

The government agenéies that provide the public
with services and products that could be supplied by
) eifher.'puﬁlic'.or private Corporafe belong to this.
véategory. | These. are held in government monopoly  for
various reasons like there are no private takers and
also as a source of revgnue and government control. Tﬁe
histqry of direct zoverﬁment enterprise§ can be traced
fo the state - owned enterprises that existed during
thétiﬁitial phase of industrialzation. vBeforé the ‘war
and’ during the war there wefg eight such enferprises.
'They- were fhe posfalvservice, the forgsfry‘ service,
géverﬁﬁent- printing (inciuding curfenév and 'sfamﬁs),
the mint, a'governmental monopbly of -ménufacturé 'df
industriai alcohol, the national 'railwéyé, ' thé
telephone and telegraph services, and a government
mononély over th? production énd sale of tobacco and.
salt. The_last three goveernment énterprises share an
-interesting history. They were made into Kosha

(special legal entities) in 1949 and 1952 and

12



privatized7 in _1984; .Thg focus of this study' is~ on .
these enterprises. As can ke seen, .tﬁe direct
qovérnment enterprises dominaté félativelf‘. few

activities in Japan. .'While postal ser?ice'is.é public
utility service, printing (including currency and
stamp), mint, forestry and alcohol are revenue fetching
government activities. Further more none of these
"enterprises operates in areas’ that influence the

general industrial sector.

II. Special Legal Entities

Tokushu Hojin (literally ‘"special juridical
person') generally referred to as special legal -
entities perform a variety of functions that penerate

all sectors of the economy ranging from production,

construction, providing 'services and social welfare
programmes . They are basichlQ an ektension of the
central government bureaucracy, ~ (though not in the

légal sense)  whicH is itself one of the most intensive

public services in any oben industrial society. The
term 1ékushu Héjin refers to corporations thatl have
beén éfeafed_b& seperate Diét -- énacted Laws, which
'spell out the structure, governance, functions. and

financing of the corporation. Those Tdkushu H®jin that

-

13



come into existence because'the_Minigtry of Finance
aéreesv to pay for their esfablishment and the
Adminsitrative Management Aéency of the Prime
Miniétef's Office 1is ready to designate them as special
‘legal entities that come qnder the  narrowly defined
_sbeciﬁl iegai entities. Since these 'two official
agencies have the power of financing or recognifion,
special 1legal entities are formed not as a matter _of
general policy 1is but often with-an eye on political
ba;gaining within the central government. In
short,fhose public cprpdration created by spécial law
and 4designated by the government as public_‘enterﬁrise
come undgr direct authorization of law. These publiec
corporatiqﬁ také. the form of an‘ordinary joint stock
comoany, a foundation or'a mutuvual aid aéSocfatiﬁn. In
‘a broéder sense Tokushu-Hdjin aftually‘includesra- @uph
larger group of corpofations. It inclﬁdeS‘locél ﬁublic
entities also.  They receive around 20% of FILP loans
‘and ére on decline as national Tokushu HGjin are taking

over their activities.

The birth of special legai entities is mainly a
feature of the post Second World War period. Their
number feached its peak in 1976.v These publiec
corpbrétions can be classified in séveral. ways; in

terms of their functions, in terms of their sectoral

14



concern, in terms of the ministries that control them
~and in terms of their degree ' of independence which
could ’probabl? provide a more critical view of the
special legal entities. But the Japanese prefer to
classify them according to Japanese terminology. The
official classification of the special legal entitities’

are .as follows.

1. Kosha A . Public‘coroorations

2. Kooan _ | S ~~  Public units

3. Jigyodan - : Enteforise:units

4.‘ Koko ‘ ?oblic finance corporation
5. Tokushu Ginkov | ' Special banks

6. Kinko ' Depositories

Te Eidani o ' , ~Wartime term for Kodan

l8. .Tokoshu‘Kaisha - Mixed poblic‘private

enterprise
9. Others (Kikin, Shinkokai Endowments,Promotion
Kenkyukai, kyosaikumiai) Association, Research
Association and Mutual
Aid Association
respectively
The three kosha were formed in the post war period
by the. Occupation Authority by taking them away from
direct government'enterprises,controi (Type 1) to étall
labohr unioﬁism. The kosha were the most public of all.
the Tokushu'Hojin. Their asse‘s were all government

owned and they were financially self shbnorting; Day;

15



today managemént was free from governmént interference.
~Although they maintained independent accounts they were
subjected to Diet approval with:regard'to their budget.
Th; three Kosha were the Japan National Railways,
Nipbon Telephone and Telegraph eorporation and Fhe
Japan Monopoly Corporation fpr produétioniand sale of
salt and tobbacco. They were contrdlled by the Minislrv
of Transporatién, the Minisfry of Posts and
Telecommunication,: and the AMinistrv of Finance
respectively. While the first two provided opublic
ﬁtilities, the Japan Monopoly Corporation was the major
fevenué'raising corporation.~-Contfary to the thebry of
'fhe public cérpo;ations, these organisatiéné were ﬁnder
heavy political. pressure. Since the workers were paid
from national treasury, they invariably'had a differeht
relationship with their employers from that of profit -
makihg private enterprises. | The work étmdsohere

resulted in labour unionism.

Kodan are mofg independentlthan.Kosha. - The kodan
are  on1y sﬁbject.tO'tHe ;Dpfova1 of their supervising-
ministers. They ~are lareély'e.qaged in. construction
and public work projeRts Kodan are'invbived in laree'

scale investment with social welfare as them main

16



objective, and are mainly funded by Fiscal Investment

and Loan Plan.

The Jigyodan are smaller-sized kodan and undertaké
economic and social activities which the government
encourages. Jigyodan are partiy funded by FILP. .Most
of their funds aré directly appropriated tthugh their
controlling ministries. Thus they are less independent

than the more financially secured kodan.

Koko function in the realms of loans apd finance.
All their capital are supplied by the government, ana
they make loans and ihves;ments on the bgsis of .the so
—'called ioolipy interest fatesi. | They .help “in
financing risky ventures and aid clients who do 'not
Have access:to aﬂy other source of credit. Koko are
_fhus a supplementary to-the general banking system.
Being_an éperating arm of the ;ent;ai government in the
'reélmé "of‘ nublic finance'Koko are subject to both
budgetary and annual plan approval by the Diet. In
'addition, the Koko often face interference by their

supervisory ministries.

Tokushu Ginko means special banﬁ. The fwo snecial
banks are Japan EXport - Import Bank and Japan
Development Bank. These two banks have played a

cruqial rqle in Japan's economic growth in the post war

L 17



period. Although these bénks are officially cbnt;olled
by_' the | Ministry of‘ Finanée, the‘ Ministry lof<
Intérnational Trade and Indpétry,has a strong policy
infldence  6yef>>theﬁ. Thgse.banké pfévide loans to
private national wvpolicy comoanies_and; therefore tie
these rcbmpanies to the government,: Tékpshu @enkos
operate under the same legal restrictions and apply the
same'policy interest rates as that of Kodan. But, the
Banks fhrough repeated confrontation with bureéucracy
~ have won .greéter independence in . their internal

management.

There are two Kinko today which have survived from
the prewar period. They are the Central Cooperative

Bank for Agriculture and Forestry under the Ministry of

Agriculture. It gives loans to the numerous powerful
agricultural cooperatives. This Kinko does not have
access to FILP funds. the Bank for. Commerce and

Industrial Coopefativgs is the other Kinko attached to
the Ministry of IntérnationallTrade and. Industry.f 'if
gives loans ‘to“small and-medium scale enferbriséé.
Some 62.5% of its,caoital is held by tﬁe government,

and it takes loans from FILP,
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The only surviving Eidan 10which were in vplenty"
during wartime is the Teito Rapid Transit Authority.
This 1is controlleavby the Ministry of Transport and the

Ministry of Construction.

Tokushu Kaisha are mixed public private
‘enterprises and are organized aé joint stock companies.
These gained popularity in the 1960s as they were
alleged to be more efficient tﬁan purel% public
corporations. Tokushu Kaisha werevnot subject to Diet
coﬁtrol but -still required the approval of the
controlling ministers on métters like, of new stock,
longterﬁ borrowing, diqusal.of profits and on policey
decision. Thus the.governmeﬁt has' power to interfén@n'
these cnterpriseé and some of them are ektens1ons of

the off1c1a1 bureaucracy rather than the ]01nt stock. n

Finall&, the otheré_ include a horde of ‘public
corporations. whose act1v1t1es are varied. They are
'controlled.by @1nlstr1es which éponsor them. Theée are
" formed in responce to a diversity of problems and ‘also
serve as an oppertunity for the various ministries to

gain control.

"10.  Eidans are the models for post Second World War
kodan sponsored by SCAP.

11. A good example is Japan Ammonium Sulphate Export
Company where MITI holds substantlal control.
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I11I. Auxiliar? Organs, Féuhdations, Promotion

Associations and Others

The”organisatiqns under this category are formally
.ﬁrivate, ':fhey take the form of incorborated
 foundations; ingorporated associations or unions. The?
are all nonprofitmaking enterprises or non commercial
'enterprises. These organisations provide the bqsinéss
élass and the government with good office to work out
their -differences. These oréanisations have quasi
official status and,aré often staffed by §ov¢rnment.
officia1§ and funded pértly b§ government aﬁd bartly by -

the Libéral Democratic Party funds.

Auxiliary organs known as Caikaku Dgntai afe used
by various ministries and agencies t&nserve .pﬁrﬁoses
not necessarily ecoﬁomic in nature. AWhen a miﬁistry
'fails to convince the Minsitry of Finance about the
-need for creating a Tokushu Hojin, the ministry sets
up Gaikaku Danfailz. These organs also serve as a
placement for retired officials. They are often
created as a forerﬁnner to Tokushu Hojin. Further,
many  of them are wholly staffed by active government

officials and are indistinguishable in form and

12. Information Technology Promotion Agency belong to
this category was intended by MITI to be a Tokushu
Hojin
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H.~32L+1,

function from Tokushu Hojin and exists. as Gaikuku

‘Dantai for political reason

IV National Poiicy companies, Narrowly Defined

Narrowly defined nationai policy companies are
often referred to as Sokusei Saibai ('raising ohﬁ of
seasén crops by artifical heaf). Théy are located 1in
sectors tﬁat the government wants to aevelop as it 1is
too risky or unprofitable for the private sector. The
Japan Electronic 'Computer Companv is one . such

organisation.

It is important at this juncture to clarify that
national public poiic& compénies éf prewar times . were
brimarilyv 'special companies' (Tgkﬁshu Kaisha). They'
were joint sﬁéck gohpanies estaﬁlgshed.B? special laws

and their  ownership was shared between private

-organisations and the government. These companies were
established' on government initiatives and financed by

~the gbvernﬁeht.

"The post war national companies (both narrowly
defined and broadly defined) have a kinship with vfhe

government which is lacking between government and

private enterprises. T e
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V. National Policy Companies Broadly Defined

There 1is very liftle difference between the
- narrowly aefined and broadly definea national ©policy
.ﬁompadieé.  'If one considers this categofy'the firms-
classified will fall ~in the blurred area between
enterprises launched by government initiative and those
launched by purely private enterprises even fhdugh
their business is regulafed by the governmepts. The
firms‘ are distinguished on the basis of concentration
of retired bureaucrats on their board of ~direétors,’
stréng delegation of. their execu£ives -on powerful
government'éd?isory éomnissibns and a Historyldfldirect’
inVolveﬁent iwitﬁ thé qoverhmeﬁt; such. as government
assistance at birth, adminiétréfive -guidancé,'
governmental subsidies and governmental bfokérage in

effecting mergers or joint ventures'.

These five catagories show what a large spectrum
of industrial aétivity the government penerates. These.
ihdﬁstries canlbe described as public policy companies
. as they range from companies having most direct
government connections to those having only tenuous
connection. Among them afe the special legal entities
"which cover a wide range of economic activities. By

definition, the 'special legal entities represent the
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vcleareét public corporate character, though thé degree
of conrol of the government varies widely among the
different typeé within this category. In this study it
ié to this category that reference is made when the

term "public corporation' is used.
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. CHAPTER " 11
PUBLIC SECTOR IN JAPAN
Public‘Sector in Prewar Japan '

Industrialization in Japan was carried out by the
gtate as the Meiji ieaders wanted to achieve in a short
span what took other countries'a cenfury or more. Thus
Japan rféllowed»a distinctive industrial policy, where
the state controlled all aspects of the ecénomy. In
the formative vyears Japanese Capitalism was a ‘'hot
hoﬁse variety gfowing under the shelter of,lstaté

protectionl'.

At  the onéet of indhst%ialization jt.was rgalised
that révivél of the old iﬁdusfries’coﬁldi not provide
Fhe iﬁpetué for industrialization. The policy of the
;tate durihé the formative yéars was to  lay the
foundation | for large - scale industries and to
modernize" tﬁe traditional industries and equiping them
"to face vworla competition} The‘dévelopment éf two
tfpes of industries presented two aspects. In  the
rlarge scale industries (arsenals, shipping, metallurgy,
machinery and equipment)the state followed a -fofce
draft . expansion. fhese industries grew out  of

1. John Livingston et. al (ed): Postwar Japan 1945 to
the present; New York Pantheon 1973. p. 117
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government ‘initiative through squidy and protection.

Hére the aim of the state was to buiid enterprises

essential for military preparedness and colonial
_development. Since the state was also the main
financer, it had total control ovef these industries

“and guided their industrialization process.

In the traditional sector consisting mainly of
textile industries a more diversified and peryasive
modernization policy was followed; Various types of
govefnmental incentives, bank credit, ‘ techniéal
education were provided; The major problem in .this
sector wés that‘pfivaté finaﬁcers were.not willing to-
bear theirisk of modernizatidn.' The initiative towards
modernization Wa§ thérefofe taken up BQAthe_staté.- The
stéte followed a policy of setting up quel enterprises
in various industries. These model enterprises
incorporated industrial skills and the techniques of
fhe " West. - Since priv;te investment was not
'forthcdming, these model enterprises Qere owned and
managed by the government. (Category I)._ The success
of these enterprisés ensured iacorporation of the new
téchniques in the private sector. Slowly but surely a
new entreprenuerial class grew under the aegis of the
state | which gained experience and achieved self

~confidence under state protection.
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After -ébout a decade and a half of direct staté
operations of the model enterprises, the Meiji leaders
realised that these model enterprises were brgedihg
cérruption, bureaucratism and inefficient monopolies.
At.fhe<shme time a private capifalist class Had emerﬁed
which ‘wasr willing .to’ invest  in these model
enterprisés. Thg momént‘waé oppoftune to end direct

government operated model enterprises and transfer them

to -privaté'haﬁds. As a result tHe law on Tranéfer of
Factories ~was passed. The reason _stéted for the
transfer  was, '"the factories ™ established - for

encouraging industries are now well organised and
business has become prosperous. So the state will
abandon ownership which ought to be run by the

peoplez".

Thus, the state gradually transfered many of the
" government-owned enterprises dther than arsenals and
large :mﬁnufacturing industries. Tablel (Appendix 1)
gives some of the early industries that we?e sold to
privaée owners. This period>1880—1920, saw a relative
decline of state.control and consequently the _Dublié
sectbr took a back seat. Thé role of the‘public sector,

2. W.W. Lockwood: The Economic Development of Japan -
Growth and Structural change; Princeton University
Prass; 1968. p.102. '
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other areas where public control was essential for

political and social reasons.

This does not mean that ‘the‘ two types of
iﬁdustries that. emerged were, on the one hand thaf
which was state protected and on the othér, ~that'which
followed the - principle of laiéSez " faire. . The
distincfioﬁ-accordihg to NOrmén was that Qf,.wdifferenf
form of patefnalism adopted-by thé stater3. .The st#te
retained its paternalism as before both ;n.military and
non-military' enterprises but in a form appropriate to
~each of - these sectors. While in military inaustry,
,gtate.canoi'was complete,  in non-military enterprises
the state'refained controi-by maintaining contact witH
-the major Zaibatsu houses. Byron Marshall has shéwn in
detail how small a foothold the ideology of
ehtreoreneurial independence retaiﬁed in prewar Japan.
'No Japanese entreprenuer' he Writes, Nis recorded-as
havirig c¢laimed the rightvto run his enterprise as he .
éaw fit Qithout qutsidé interQention.”4. |

3. “E.H. Norman: Japan's Emergence as a ModernZState:
Political and Economic Problems of the Meiji
Period; Institute of Pacitfic -Relations, Inquiry
series 1977. p.128. ' o ‘ '

4,  Byron K. Marshall in Chalmers Johnson:  Japan's
Public Policy Companies; American Enterprise

Institute for Public Policy Research, Washington
‘D.C., 1978. p. 63.

27



Iﬁ the 1920s state intervention again became
dominent for ‘several reasons. The first was the
depression which set in after the First World War and
was exacerbated by the financial panic of 1927 and the
world economic crisis. Second, there was rising
opposition to monopoly capitalism from idealistic and
nationalistic military officers and economically
depressed classes. Third, to aid military expansion on
the continent, .a strong industrial base was réquired,

and this could only be provided by the state.

Though both 'militafisf and indusfrialist 'grqupé
agreed -upon state intervenfion,‘they disaéreea upon fhe
typé of control. . The Zaibatsu“advocatéd self control
with govern@ent role rgstricted to legal support from
- outside; 'it wanted cartels to end excess compétition.
vin addition; cartels meant increase of Z;ibatsu' power
of céntrol.' The state also advocated it ‘because if
could ensure rgtional use of resources and léd to
industrial rationalization. The outcome of this was the
bassing of Important Industries Céntrdl Law in Augﬁst
16,  1931. The law legalised self control in the form
of ~ treaty like cartel ;greements'among enterprises to .
fix leveis of production, ‘eétablish prices”and limit
new-entrénts into an industr?. " The net résult‘was that

some’ twenty six important industries were cartelized.
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As self control led to monopoly capitalism, it creatgd
apprehension in the minds of the peoplevand the dollar
scan_dal5 served the final blow to the advocates of self

control.

The 4mi1itarist on the other hand demanded .state4
confrol as.it meant control of prices, quantities énd
production ~ facilities which was norm;ily achieved by‘
elébor;te régulations and‘plané. 4 With'self control
failing, state‘control gained ground.  The militarists'
first attempt at st#te control was made in colonial
Manchuria in réspect if thé South Manchurian Railway
Company} As it turned out, the experiment failed and
the state had to seek help from the private financers.
The militarists resorted to ‘achieve state control
fﬁrough joint public - private enterprises which _they
termea as rational policy companies (By our
classification, these companies actﬁally . fall in
.catagory 11,  Tokushu Kaisha; special legal entities).
The national policy companieé Qere set up in line with.
fhe Ayukawa's'Mahchurian Heavy Industries Development

5. On September 21, 1931, England announced that it
was leaving - the gold standard  because ' of
depression. Japan could not maintain gold standard
if its trading competitors didnot abide by it.
However, Japan didnot impose gold embargo and
Zaibatsus bank took full advanatage of it.
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- Corporation such that each of these national policy

companieé held monopoly in their respective industries.

The main national policy companies were the Imperial

'Oii Company (1941), the Japan Power Generation and
Distribution Company (1938), the Imperial "Mininé
Development Company (1939), . the Great'Japan Aircraft

P {—

Company (1939), the Japan Coal Company .(1939), ‘the

Petroleum Cooperative Sales Company (1939), and  many
others . set up in China. All these were joint public-
private 'Special Companies' which continued to serve

Zaideu interest but helped in rationalization and

~extension of government control. The second type of

the public corporation was the 'control association'

.Téseikai ..which were really the old self control

cartels of 1931, the only differenée being- that

government started providing some of the top management

thus gaining indirect control.

With Japan following an expansionist policy, the

militarists and bureaucrats were frustrated by the fact '

‘that . national policy companies were not providing them

with enough confrolling‘ powef.' Apart from paying
dividends to private capitalists, the Zaibatsu were
supplying personnel other than presidents and vice‘

presidents, maintaining a substantial power in these

companies. A solution towards tightly controllea
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defence state was sought by 'passing the'.Nationﬁl
General Mobilization'_LaQ' in 1938. This law as a
combrehenéive mobilizafion Stétute intended' fo coyer‘
' evefy aépegt of - warAprodupfionA through COqtrolling'
iabouf,A eéf#blishmeﬁt of new'compéniéé,' addition to'
caﬁital, mergers, changes of'broduct; mix etc. 5Qf
particular intérest is Article 17 of the law Wﬁich'uséd
public corporations as a move towards state <control.
This Article authorized the formation §f cartels in
industries for - purposes of 'conclﬁding éontrol
_ agreements vwhiéh later formed the leg;l basis for .
controi aésociations;' The control association were the
oid cartels of 1931, which were upgraded, expandéd and
made official  government organs. Takehashi Makoto
writes: "A kind of compulsory cartels to fulfill

-production quotas, ~carry out assignments regarding

materials and labour, and the " like, the control.
associations were empowered as agencies of state
authority to exercise compulsory control oyei

induvidual éntefprises;..‘Thév were also empowered witH.
adtborit& ‘és a sort of sf;te 6rgén diréctjy 'belongfng
to eitﬁer the Ministry of Commerce and Tndustry or the
Munitions Ministry. On the other hand, however, these

institutions were operated by representatives of the
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major Zaibatsu, and virtually conducted on the

. . : . . 6
principle of securing the interest of the Zaibatsu' .

As a measure of gaining control the bureaucrats

created public corporafion which excluded the Zaibatsp_.

financial or managérial influence. Named as 'Eidan,
they were wholly government owned and 'government
managed special legal entities.  They were to provide

services which were non-profit making and difficult to

-perform by the private sector. In reality these Eidan
were qsed:as a‘toollto control, ‘control associations'
‘(Toseikéi)'-by regulating their supplies.- ‘There were

seven Eidan, important among them were the Important
Material Control Corporation (1942) and the industrial

Facilities Corporation (1941).

In brief, from the Meiji restoration until the
Second World War, . state control througﬁ public-

_corporations and government departments was enforced to

meet three goals.  First, to foster induétfialization;
'second, fo'aid_militarism; and third, to ‘facilitate
colonial expansion. In ‘the . formative - stage,

industrialization was undertaken by the étate' with

little help from the private sector. By 1880 the .

6. Takahashi Moto in Chalmers Johnson: ibid. p. 71.
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privaté sector had established itself and demanded self
control which became readily a;ceotable.‘ With a turn
towards expansionist policy the militarists and
bureagcrats felt it necessary to gain state céntrol
over the economy. Though facing resistance from the
privaté sector, by the énd of the Second ‘World War
"militarists and bureaucrats had their hold over the
national economy. The control comprised of three
layers == the .General "Mobilisation Bureau of the
Ministry of Munitions (looking after plannipg), the
control assotiétiop, ' and the Eidan.. The initial
Déstwar pe;iod ‘was in fact a cénfinﬁation “of thésé

orﬁanisétions'which were given gféater péwer:~ resu}ting
in bureau;réts aéhieving statevcontrol of which they

~were deprived during the war time.
Public Sector In the Post War Period

The end of the Second World War in August 1945,
left the Japénese economy in total chaos. In a bid to
divest the‘economy of tptalitarian'controls,wthe Allied
Powers sought to demilitarize, democratize and
decpncéntrate the economy. They held the Zaibatsu and
thé militarists respohsiblevfor the war and the first
step they took was to purge militéry officials and

decdncentrate economic power from the hands of . the
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Zaibatsu. The Deconcentration Policy consisted of four

'

measures.

(a) Réétriction of 'désignated Zaibatsu connected
fijms;

(5) Dissolution of the Holding{Cbmp#nies. ,

(¢) Elimination Qf excessive economic power.

(d) Introduction of Antimonopoly Act.

The,‘abbvé measures resulted invthe dissolution of
.'1aibat5u cartels, reductién of their economic power and
‘eliminiation of state patronage of domestic monopolies.
Democratization of society was ;chieved by varidﬁs
reforms which touched all aspects of the economy. The
maiﬂ reforms were the land reform which led to a m&re
equitable distributidn of land among farmers,. the

labour reform which gave the unions, among other:

- . ¢

things collective bargaining power along with the right

to Striké,‘ the~ education reform.Which'did away ‘with

‘ultranationalist curriculum Qnd ~allowed  for the
development .of indivi@ual consciouéﬁgss -~ and
personality. In the 1industrial sector concern with
"dembcratization"‘ led SCAP to enact the ‘National
'Generai Mobilization Law Abrogation Law, which

eliminated the legal basis of the control associations..

This meant the system of rationing and control became
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totally adhoc for the first ypar of the Occupation
Period. Following dissolutioﬁ, : the éontrpi~
associations reconstrﬁcted themselves #nd reapbeared as
trade associatiéns. These' associations were basically

control associations in all but name only.

A majof goal of the Allied Powers was to stabilize.
Japan, and puf back the devastated economy into the
_growth path. launching on to economic reconstruction,

the Allied Powers realised that investment from the
privaté sector would not be forthcoming and - therefore
"the burden of ecénomic reconstruction was téken up by
it. 'Lacking knowledée'about the cdunt;y and the people
fhey were govérﬁing, the Allied powers relied heavily
on the. bureaucrats who tooﬁ full advantage. Hata
Tkuhito stateé,  ‘never Hﬂs Japanese bureapcracf
e#cerciged ‘greaﬁer authority'thén'it &id. during the
Océupation Périod'7. The euphoria of demoFratization
héd resulted;in adﬁersely affecting the economy because
_if had disintegrated the économic control system, As a
measure to . gain some con@rol, SCAP dissolvgd the
cdﬁtrdl "association (Tosiékai) and established the
Economic Stabilization Board to plan, allocate and
ration material and product, such that priority

7. Chalmers Johnson: MITI and the Japanese Miracle -
the Growth of ‘Industrial Policy 1925-1975;
- Standford University Press 1983. p.176.
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industries would benefit and also ensure production of
essential materiais' and goods. K The EconomicA
Stabilization Board, however, did not find acceptance
amoné ministries primarily because it cut 1into their
jufisdictionjthdugh the reason cited was that a simiiar
agency8' had existéd during war 'time.'l The Ecéﬁomic
Stabilization Bo&fd having hardly any powgf; aelegatéd
its functions to the control association known as trade

associations.

As ecénomic conditions worsened due to shortage of
food, fuel,'galloping inflafion, and militant uniénism,-
‘which resulted in frequent strikes.SCAP realised " that
the government required economic control in its hand to
bring back the economy to the growth path. ‘As

~result, the Temporary Demand and- Supply Adjustment Law

was passed on September 30, 1946 (similar to National
General Mobilization Law).. This made the .state all
~powerful, providing the government with ironclad

economic control powers.

Along with this the SCAP turned to strengthening

the Economic stabilisation Board by ordéfing  the
8. Cabinet Planning Board, the General Mobilization
' Board which were military - dominated.

9. Though intended as a temporary measure it lasted’

till the end of Occupation Period, by-then MITI
had made new control laws.
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Japanesej government to witharaw power.for distribqtion
bf_ méteriéis énd products from the industries; The
public character of the controi associafioﬁs (foseikai)
was increased by making them fully state fiﬁanced énd
state operated and renamed as Kodan (A form of Special
Legai Entity). From April to December 1947, Dby
enactment of Diet Laws as man& as fifteen <Kodan were
established of which eight were involved in domestic
distribution, four in the field of foreign trade and

two in industry recovery.

The economy continued to faltér under state
’control because of the turbulent change that was going
on in society in the wake of democratization. Stat¢
control adversely affected economic development as it
led to corruption, lowered efficienéy,_ inflétion,
irresponsible management, growth of bureaucracy and
inter-ministerial fight. The-wéakheSS'ofvstate éohtroi

became evident.

The fifst ﬁeasuré against direct state <control
came in the form of the Dodge10 Line which
éubstaptiélly ~weakened some aspecﬁsiof state control
.like :ratiOning,- price cohtrol; price support, and

10. Named after Joseph M. Dodge, the Detoriot banker
who was serving as a SCAP financial advisor. '
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multi-tiered exchange rate. It advocated the principlé
of maiptainihg'balancéd and even qﬁer-balanced quget
wﬁich Beca@e firmly entrenched in Japénese 'politiéal
cuiture. +This had two importaﬁf consequences which
ekplain thgvgrowtﬁ of public corporations in the 1950s
aﬁd 1960s. The first éénsequence was that of three
éeperéte hatiqnai budget heads - theigeneral accounts
..Whiéh'}emained balanced until 1965, the special account.
which was oriented towards named projects - were
éegregated and audifed, and the investment budget or
Fiscal AInvestment Loan‘Plan which was used to finance
puBlic corporations. The second consequence was that
goQgrnﬁent being determined to keep its accéunts in
baiénce followed a policy of putting new services
'deManded.by people on 'pay their own | basis. . This led
to cbmmefciglization»Of govefﬁménfal sefvices by means:
of - public corporations. Further public corpofations
with seperatebmanagement and aceounfing foun§v§6'Se .gn.
excellent means for aécomplishing thisll. |
Another factor that .led the Allied Powers to
venturel into public corporations was the érowing
_ militant unioniém which was hampering economic growth.

The trend was strong in direct government enterprises

11. Kiyohiko Yoshitake: An Introduction to Public
' Enterprise in Japan; Nippon Hyoron Sha. Sage
publication, 1973 p.l112. '
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because of | the  character énd nature of such

enterprises. This was particularly strong in the
National Railways. As a measure of weakening the
unions the government transfeé&d the two direct

. government enterprise (National Railways and Salt and
. Tobacco Monopoly) and made them into Kosha (government
honopolies in corporate form falling wunder category

I1).

Just as deficiencies of self control in the 1930's
had ‘resulted" in the move towards sté@e control, the
experiment with state control which adversely affected
the economy assured both bureaucrats and Abusinessmen
that a balancing bf the virtues'of‘ both forms was
.essential. This could be achieved if a cooperation
between the two could be .arrived at. 'The public

corporations - (the special legal entities) while giving

freedom to the management, “ensured control by ‘the
government to direct economic priorities. Thus public
corporations. became '~ a popular 'smokescreen' for

government control.

Japan 'regained its full sovereignity in April
1952, Sensing displeasure on the part of the private
sector towards government powers of 1intervention, the

government voluntarily gave up many of its functions by
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creating mixed enterprises; These mixed 'enterprises
were- esséntially specigl companies which gave the
government substantiai indireét control.b Special
companies - were 'created through jpint public private
financing . They inciuded the Japan Airlihes, the
Electric Power Development Company and the International

~ Telephone and Telegraph Company (KDD). As a result
their number érew from a mere 21 -in 1945' to 33 in
_~?§55. 4The 'ﬁfppon Telegraph and Telephone was also

made into a Kosha.

Thus for the first 'time, public corporations
of a ‘genuine nature came into existence. But - the
government continued to  exércise direct control over
grdwing induétfies run by the pfivéte sector, by providing
guidaﬁce and. éhanngling imports .and exports .as well

as through tebhnology_fransfer.

From 1955 through 1960 a rapid industrialization'
and greater diversificafion ;n industries t&okkplace.
Wifh the exceptién of agriéulturé and an éxtremely
small peréentage of industry, firms were able to make
independent decisions.: Though for all outward purpose

- Japan became a private sector ecénomy, the government
by ﬁsing a battery of devices like tax benefits,

legislative power to promote economic development
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'creafed humerous-ﬁcorporatioﬁ for the develépment of
industrial"ihfrastru;turel ;nd stratéﬁic indﬁstries.
Theée corpofations were .clevérly vdelinked .from
ministries’ thus decieving the supporters of -private
sector economy. Ironically‘ it was in this period,
Setween 1955 to 1965, that ﬁublic corporations grew by

68% (seé graph).

_In view of a strong and confident private sector
‘tﬁe government camevto rely upon a concensus decision
‘making- process. The public' corpération (special
companies) inc&rpofafing a littlevof both public and
private sectors proved useful as it ensured  indirect
éontrol. Public corporations with less business - like
character dealing' with social programmes, economic
welfare, research and scieﬁfific matters not yet ripe
for commercial developments grew in number. They are
. the Kikin '(endonéﬁts : aésociétions)' Shinkﬁkai
(p:omotion associations) Kenkyukai (research 'associé-
tions). But ig is'the public corﬁérationé operating‘in
strategic industries~which were of importance. These
pgblic corporations were‘used as an operating arm by
sbecific ﬁiﬁistries .to serve their purpose and steer
ihdustfy suéh-that it conformed to nationalvpriorities.
A good example  in case of opublic corporatioﬁ in

strategic industries is the Japan Electronic Computer
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Company; This is an outstanding example of a nationai
policy company (quuéakﬁ'Kaisha). The creation of
J;pan Electronic Computer Company was not fhe'result;of
1oﬁgterm planhing of the industf? but an outcome of a
tﬁssle betweén thevgovefnment desire to control and the
_p;ivate sector desire to be independent. As a
compromiselbetween the Ministry of Fihance, Ministry of
;A—nfnfernﬁtional Trade and Inddstry and the private sector:
4Jap;n Electronic Computer Company was established as a
centralized but priQate joint venture computer rental
company. capitalized by seven firms. Japan Electornic
vComputer Company was. to provide financial. backing,
préyeptvdomestic price competition by standardizing the
priée, .prOVide renfal services, channelize vthe
.teﬁhnology through discretionf This en;bied the
government,to confrol\pricgs‘and iﬁfluence the types of .
@achines to be produced. Yet as.a private épﬁpany that
needed to survive on the demands of .fhe 'market it
pressurized the computer makers to advance téchnology
énd . reduce cost. Its dual public - private objective
forced ~a balance and eventually resulted in Japanese

computers outdoing IBM of America.

Thus two types of public corporation came into

exsistence. Those which catered to specific industries
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“providing a means for control by the government and
those involved iﬁ welfare-oriented areas. This policy

is followed by the Japanese government even today.

An -analysis of the Japanese ﬁublic corpofatioﬁs,
namely special legal egtitities of this ) period,
provides an insight into how the government used the
corporate form of organization to pursue diversé
objectives. While public corporations for ©public
welfare and utility are createa in large numbers there
are also specific national public policy companies for
the ‘sole purbose of targeting strategic industries.
The lecorporate' form which involves. formnlation of
longterm objectives and devélopment of plans to achieve
them was best suited for these étrategic industries and
lnationai ppblic policy companies and spe;ial companies
provided the required structure. As a govern@ental
ofganisation, it provided financial Backing and as a
privaté ofganisafion it demanded fhat'fifms}of Vfarget
industies make better product and cut qo;t in return
for goyernmgnt aid . Being sepérated from ‘its parent
ministry, its subsidies are lafgely invisible. It |is
.1this practjce that results in a misnomer that the
,Jépanése Aeéonomy functioné ‘with a relatively small

‘public seétor.
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The poliferation of public corporations 'in almost
"all areas of the economy caused dissatisfaction amongst
people because of excessive governmental interference.
Further since fhese were used as post retirement
placement for top bureaucrats by the ,ministries many
critics came to believé‘that many of these public
corporations exsisted for the benefit of the ministries
ana was a sure way of retainidg conftol, Growing
concern ovof this'issué led the government to form a
_P%ovisional Commission for Administrative Reform which
submittedllits.report in 1964. Tbié_commission was a
-:doliborafiVe- organ set uo by the Prime Minister's.
" Office in an effort to reform the entire administrative
system. This commission came up with a claim thot
there ‘were many public corporations which = were
‘duplicate in nature and a consolidation, reorganisation
and_laoolition of some of the public corporafions in
sovéral phases was called for. A positive”actioﬁ was
to'dismantle.those lacking grounds for;exsistence or to
conéolidatol thoso performidg similar - functions. But.
the time proved inappropriate. .Tapan wao goiog fhrough
a phase of fast growth which was o;editod“tor fhe-
various policies pursued by Ministry of 'Intefnafional
Trade and Industries and Ministry of finance. These

ministries put forward a view that a shake up of the
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s?stém by -consolidation and elimination _of pdblic'
corporatibns will adversel?vaffect growth. , In truth
these mini?tries'were actually guérding'a t061 by which
ithey‘ could.veffectively .contogl the économy; 'This
-projected view was well taken.and’thefe Qas 'bhly‘ a
marginal decline ofrpublic cbrporations f?om; 113 in

1967 to 108 in 1976.

In the period between 1960-1970 Japan échievea
full employment, modernisation of industrial structure,
eclipée of dual economy and a éurrent account surplus.
B& most criteria it had become a .developed country.
But ft also showed many negative aspects like creéping
inflat}on, problems of pollution aﬁd environmental
. hazards. This period was ffuitful in terms of indirect
state control as the-ministries‘established many public
éorporations to direct and guide the private sector in
a fashion visualised by the binistries. Intervention

of this kind came to stay.

Three prin;iple problems faced by»lthe‘ JapanEse
economy folléwing the oil criéis in the .1970s were
first, shorterm adjuétment to the disequilibrium
- engendered by the oii crisis. Second problems

genergted_ by growth in the previous period especially
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pollution, and environment hazard. Third the change in

industrial policies caused by oil price hike.

In comihg to tefms with the abovelproblems there
' &as‘ a shift iﬁ the policies which was made explicit in
\vision for the 1970s' published by MITI. The policies
foilowed can . be divided 'into those direcfed towards
‘specifie industriee requiring proteétien .and | the
deéliniﬁg and depressed industries and into those
affecting the whole range of iddustries. fhe latter

policies concerned itself with environmental issues.

For Befh - the eurposeseapart-from enacting laws,
"~ the gevernﬁeht, used the public policy cempanies “for
achieving desired.result. In the case of depressed and
declining industries, public corporations (Kodan,
j&gyodan, TQkushu Kaisha) were set up to consolidate
and "root out excess caeacity; Their duties also
ineLuded finding markets and ‘bailing out Athe
dnemployed} .-The public corporation in speéielized
. fields was also created in space -de&elopmeﬁt,

construction and management of airport.

A stagnation in the growth'of public corporafidns
occured from 1967 to 1975 (Figure-I, see graph)-and the
weaknesses of the public cqrporations became evident.

Managerial in- efficiency, labour disputes, under
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ehployment "and produdtion inefficiency, were some of
them. Fﬁrther,' with the slow}ng'down ~of economic
growth thé;e waé growing defiéif. The government in
1979‘decided'upoh a reform programme sucﬁ thaf éighteen
puBlic corporations were tol be cSnsolidated .'or-
abolished as found sﬁitablé. It was felt that there
was a decrease of importance of the business carried
out by certain public corporations'or that the oprivate
sector had becbme mature enough to take up the
functions of public sector - and thus eliminaté
intervention. The 'Scrap and Build' oprinciple was
adopted and it is hoped that By 1990 the the number of
public: corporation would be brought down to the 1965
level. Following a policy of consoliéation and
elimin#tion many {okushu Kaisha weré reduced. As the
ritionalizaticn ,bolicy took shape in 1980 the_.threé
Kosha were privatized. Tﬁey were the Japan National
Railwayé, " the Nippon Telephoné' vand Telegraph
Corporation. énd the Japan‘Tobbacco and Salt Monopoly.
The rationalization of management and enhancement  of
efficiency = has. been | implemented | along with

consolidation of these corporations.

Analysis of the present policy followed in Japan

a_ shows two distinct trends. While public corporations
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in?olvea in utility service (Kosha) are being
privatized, public corporations involved in business‘
operations are expandingltﬁeir role in various areas.
In addition, public organisationsvsuCh as 'authorized
corporations Acreatea by invifation'of private sector
have been increasing. These corporations sﬁpplemeﬁt
government functions apd play an impoftant role in
investment and finance. . This has ensured government
‘control in important sectors. Priv;tization on the

pfher hand has decreased government's budget deficit.

The sfudy of pos? war public sector shows that the
Japanese have thought out advantages and disadvantages
of state control versus self control. While stafe
cont?ol by standard bureaucracies has been viewed as
vfully effective controllable in the policy sense, it
offén. proves  ineffective in eompetitive ~ market
opératioqs. The private seétor, though operationally
efficient 'canngt ‘be' guided b? 'publig policy. The

Public @orporations have -a ‘highly fléxibie middle

course, responding to both ©policy “and political
directives on the onelhand,- and operational efficiency

on the other. The tussle between state control and

self control which existed from the Meiji Period has at-

last found its answer in a relationship of cooperation
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" between the government and the private sector. The
public corporations have been used by the govérnment as-

a means of achieving this cooperation.

Since public corporations are used as a means of
control it is important to studv how the state is able

to control the public corporations.
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CHAPTER - 111
' CONTROL OVER PUBLIC CORPORATIONS

Theoretically speaking a public corporation
-carrying out public activity can be fully accountable
and still achieve.the effectiveness, efficiency and
-political neutrality which 1is associated with the
private sector. Thié can be achieved when the public
corporations are free from ministerial control and
parliamenfry infrusions in its day-to-day man:agement.
The political community ensures accountagility by
feqﬁiring the cOrporatién to submit itself to auditing.
The board of dirgctors are given full freedom to run
the -corporation, and opefate,as a privet enterprise.
The Public corpotation 1is thus judéed partly by .
.quantitive teéts “of fhe .market, - profitability .and
fin;ncial performance unlike the. dircef gévérnmeﬁt

enterprises. } ' '

The sublic co?poration of Japan have been
criticisized on these very grounds. The Japan_ese have
;;}dobted' thé :abproach that'.the ﬁresumed' management
édvantages bf public corporation need not result in any
loss of political and policy direction. They have laid
down a base of common control elements by law andreach

statute defines not only the power which the

’
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corporation ma? exercise but also the methods of

sﬁpervision' which the government will follow. Each

corporation is placed under the supervision of a

relevant

‘

central ~government ministry which wields

substantial power. Each corporation is required to

prepare a

business plan, a budget and a financial plan

'whichfiS'reviewed by the supervisory ministry. Further

‘they are subjected to parliamentary control @ and

auditing.

To understand the government's control over the

public corporation, it is best to divide the'number of

controls into 3 types.

(a)

(b))’

(e)

Pariiamentary'Codtrol
Ministerial Control,

Adcountabiiity through Audit.’

(a) Parliaméntarx Control:

The

Control :-

i)
ii)
iii)

The

countries.

following matters are under Parliamehtary

Establishment or Abolition of Public
Enterprises.
Sub®mission of Financial Reports.

Budget of Késha and Kodan.

first type of control exists in most other

This control ' often acts in favour of
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N . ”
satistfying a particular pressure group. Many special

legal entities (Kodan) persist even after their
original‘purpoée is serQed.as they were set up for the
convenience of a ministry, or a pressure gréup etc. It
is‘ the third type of control that essentially pertains
to‘ the Jaﬁanese economy. In Japan the revenue and
expendifure budgét of Késha,and Kodan are laid .down
before  the parliament for voting. | This hampers
commercial 1pérations of the‘Kosha and Kodan as - they
have to publish their estimated results iﬁ ad?aﬁce. The
rates of JNR, NTT for examéie, were 'decidgd by
parliament as these rates affected the national
~economy. This decision. was but naturally guided by

political consideration rather than economic ones.

(b) Ministerial Control:

There are four ways by which ministerial control

works :-

(1). Appointment of the Board of Directors and their
‘ salaries (in some cases iny).
(2) Direction of general character.
(3) Specific matters which .apply to thg Ministry (e.g.
new ‘establishment; : abolition of certain

facilities.)
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(4) Financial Control:
| i) Bond fssues.‘
ii) | Bdrrowing of KosHa, Kodan, Koko.:
'iii)‘ Terms .bf loans for Koko (Publié Corporation
of loan and finance). r
iv) Rétes of Eidan.

v) Freight charges of Japan Airlines.

The abéVe ministerial control brings fo.light some'
characteristics of the control the public corporations
are subject to. First is the large multiplicity of
gdvernmént control. The public COrpbration is subjected
to control not only by the specific Ministry under
whi¢h-itvoperates but also the Ministry of Finance, the
Administfétive Managemént .Agéncy and the " Board of
‘Audit. Very ofteé, the Qublic.carporationsfare under
the authority of_thrée diffe;ent debarfhents wifhin_the'
speéifié Ministry or parf of .1t is under: different
Ministry.' For example, the Water Resource Deveiopmeﬁt
Public Corporation is‘under‘the contfol of fheiMinistry
of Contruction,.ahd the Minister of Agriculture and the
Prime Minister's Officel. Second, ‘financial control is

almost total. Item 4 shows that the government controls

1. Kiyohiko Yoshitake:. An Introduction to Public
: Enterprise in Japan; Nippon Hyoron Sha. Sage
publicaticn, 1973 p.273.
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the puElic corﬁoration, in fe:ms of .issuing bonds,
borrowing; terms of loan, dispoéal bf surplds and
management of funds. Thus.tying the hands of public
éorporation by‘financial control, the freedom in day-
today management issued by .law becomes a mockery.
Further each specific Ministry is required to consult
the Ministry of Finance with régard to borrowing and
loans. Third, though mixed enterprises like Japan Air
Lines. or KDD (International Telecommunication Comﬁany)
have éreater degree of freedom in finaﬁcial area than
.other opublic enterprises as they have no  1limit to
borrowing and have full authofity over disposal of
éurplus, they are subjected to control with regard to
issﬁe of new stock, long term borrowings and working
prbgramme as. it has to be approved By the Ministry

concerned.

(¢) Accountability through Audit:

Japan follows a dual system of accounts. The
aqditing of Auditor General is executed for almost all
public éorporations. - In addition all public

corporations are audited by the Board of Audit.

The public corporations dealing in loan and.
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finance face a sfricter audit and accounting compared
to other ﬁublic corpor#tions. Articxe. 18 of 'Law
Concerning Estimates andeettlement.of Accounts' (No.»
99-Léw 1951) regulates that'eﬁch public éorpotatidn in
the field bf_ldéns and finance must make a financial
statemeﬁt — Inventory, Balaﬁce'sheet aﬁd brofit and -
loss aécbunté ~— and afﬁer closing the account must

submit them to the Ministry of Finance.

Fbr‘the.local public_eﬁterprise, Article 30 of the.
'Local Public Enterprise Act regulates the settlement
of its accounts. According to this Article, the locgl
public .enterprise is rgquired to submit not only the
final accounts prepared according to the divisionof the
budget .but also financial statements: Profit;and loss
Acé@unts,  :Spare Money Calculation, Spare Mbney

Disbosition Calculation and Balance Sheet. .

Thg sfstem_of aual accounting anaP dual . addifing-
géuses problems for the ménagement' of ‘hublic
corporation as they become answerable to two"auditiﬁg
committees; Thié results in inefficiency, Vduﬁlication
and wastage. Though the buréaucracy realises this, they
continué with this method as it enables them.to éontroll

the public corporation.
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This v'sysfem. of  control  becomes  clearly
understandable through the following case sfudy,df The
Japan the National Railway and The Nippon Teiephone and

Telegraph Corporation2

Japan National Railways (JNR)

JNR was subjected to control on many important

management matters. The Diet as well as the Ministry of

'Transbort demanded reports on the working of JNR and

made decisions on the basis of these réports. Matters

‘subjected to Diet decision were mainly regarding the

compilation - of annual budget> and basic rates of
passenger fares - and freight charges. Since these
decisions were based on voting, the political factor

played an important role. The Ministfy of Transpért
dictated its aufhority' tﬁrough apbointmeqt.‘ and.
dismissal of the President; the“Vice-Préssiaent and
other board members and also in the construction of new

lines, suspension and abolition of any line under its

voperation;, electrification and other major projects,

‘borrowing Qf'operating funds and issuing railway bonds

and investment in allied enterprise. Accounts of JNR

2. Both of these public corporations have privatized
since 1984, Details in Chapter-1IV.
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. was made according to the trading principle drawn out

_ | n
in Article 38 of 'The National Railway Laws.

As a fesult; financial statements - Inventory,
Balance Sheet, Profit 'ﬁnd Loss Accounts were made,
Additional report of the final accounts for the

_bu;iness year'wa53prepared dccording to the division of
"the national budgét to which it applied. Thus JNR was
audited by the Auditing Committee of JNR and also by

the Board of Audit.

‘The above shows that JNR, was under total control
of the government. Though a public corporation, it. had
no . say in the matter of rates to be fixed, its

0

‘investmedt'and planning.

Nippon Telephone and Telégraph Cérpqratioh s

Control over NTT:business‘and financial aéfivities
were ‘exercised'by various -governmental bodies. The
chief supervisor of NTT was the Ministry of Post and
Telecommunication; Interrelations among the>government

“organs which concerned themselves with this public

corporations is discussed below.

In each ‘fiscal vyear NTT submitted its annual

budget to the Ministry of Post and Telecommunications.
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This was fheh studied by the Ministry of Finance and

“then submitted to the Diet through the Cabinet for

approval. This was the main control of the Diet.

Once the budget was approved by the Diet, the NTT
submited 1its financial programme to the Ministry of
Post and Telecommunication, the Ministry of Finance and

the Board of Audit.

At Athe end of the year,‘ the NTleas'required to
éubmit . a  financia1 statement to the Ministry df Post
and Telecommunication. On appro;al_ffom,fhié Miqistfy,
it was fo be submitted to the Cabinet which' in turn
sent it to the Board of Agdit for the review of NTT
finadcial transactions. After auditing, the Audit

report was submitted to the Diet through the.Cabinet.

Rates for NIT principle services were also
sibjected to Diet's approval after proceduring through
governmental organs, principally the Ministry of Post

and Telecommunications.

NTT was also subjected to inspectién by the
Administrative Management Agency. This Agency
essentially insﬁectéd the activities carried out and
made recommondations on the;inspected'matters as and

when necessary.
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.In other aspects of NTT activities like
inVestmént, operation of certain facilities;such as
shis-fo-shore communication and communication “handled
by rail - roads, the Ministry of Post and Telecommuni-

cation had:the final authority over sanctions.

Théugh NTT ;ctivities Qere.based opvsupervisionfat
the above mentioned level it was combaratively
autonomous - and indeﬁenden£ as compared to.'JNR. This
éorporation did not run inéo deficit nor did it incur
heavy cost. Here, control did not result in

inefficienc? in the working of the corporation.

Indirect Control over the Phblic Corporation : The

system of 'Amakudari'.

So far we have seen the direct form qf control
‘thaf ﬁhe Japanese government follows. This type of
control is not peculiar to Japan aione. This ex. ists
in varying degrees in all mixed economies. The system
of 'Amakudari' literally meaning 'heaveniy descent' but
more genera}l& reféring to the pfactice of retired'
bureaucrats finding landing gpots in post retirement‘
period, . is _é pgculiar. featuré' of Jépan strongly

connected to the system of employment followed by the

government.

59



Each Ministry is a pyramidal structure with the
head at the apex. The Japanese follow a rig%d age-wise
'seniority system in its central goverments ministries
' and. agencies. - This ‘usually means all Vice Ministers
hdave an equal length of service since they joined at
the same time. As one of them becomes the head of the
Ministry, the others are obliged to, retire. Thus
lretirement to many bureaucrats is not voluntary in

nature but conditioned by the'syétem.

Upon retirement theSe'bgreaucrats can qbtain. new
employment in the private sector -cofporates, publiélv
cqrporations,' politics or move intb busingés. Of these.
foﬁr aveﬁueé open. to them, there is a legalvréstrictiﬁn
on‘ the movement of the bureauéréts to the private
sector _and_ﬁolitiés. The first legal restrictidn is
oﬁ bureaucrats who seek pést retirement employment with
the private sector. Article 103 of the NPSC (Law 120 of
1947 aﬁeﬂdgd_by the law of 1948) makes it clear that -
‘government officials are prohibited for a period of two
years after leaving public service from accepting or
sérving_ in any position with a profit - making
enterprise which invol&es a close connect}onAwith any
agéqcy .of the state, ‘with which such a pefson was
fofmerly‘ employed fof more than five years_ﬂpridr. to

seperation from service. . The National 'Personnel
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Authority .is gnfrusted with the job of scrutinizing a
retired official's employment 'in the private sector.
The second legal restriction concerns bureaucrats
seeking entry into politics. " An aﬁendment of May 10,
1962 (Law 112) to the Election Law prohibits certain
bureaucfats, including the Vice Ministers Qf finance,
aériculture and construction, from entering the first
‘House of Counciilors' election <called after their

retirement.

These reétrictions havé resulted inl diverting é'
certain number of officiais into special lega; enfities
or aukiliary'ofgans for a few years. The pressure is
fherefore Qery étrong to maintain these auxiliafy
organs and special legai entities, purely as landing
spots for the retiring officials. One anélyst charged
that;'“abéut llO% of all aUxiiiar§ ofgans are sieeping

legal en&ities.- that is, foundations and aséociations

with no other function than to pay salaries to retired

bureaucrats .

Since public corporations serve as landing spots
for - bureauctratic officials it is often cited as the

reason for growth of public corporations in the post-—-
3. Chalmers Johnson: Japan's Public Polic§ Companies:
American Enterprise ‘Institute for Public Policy
Research, Washington D.C., 1978. p. 103. '
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war period. Since the ‘Ministrieé use publiq
corporations to provide well paid executive positions,
informal norms have developed governing the éssignment
of-available pbsition inva singlé.corporétion. Usuélly
a public cofpora£ion ‘is directly under a spécific
‘Ministry and sometimes under two or three Ministries.
Further &heh a new public corporatiﬁn is set up the
"‘Budgef Bufeau of the Ministry of Finance is .also
involved. This allows for each Ministry, involved in
setting up the public corporation to gain position for
their Ministry. The Vice Minister. or the chief
secretary plan their job allocation for his classmates
and juniors. What ensues is pressure politics as each
Ministry ‘tries to gef'a spot or two depending on lthe'
.jufisdictiqn in_Which the new corporation. intends to
operate. ‘An exaﬁple of thié is fhe executive posts in:
vthe Hohsing Loan Corporatibn."fOf the total of gleyen
posts six are reserved for ‘amakudéri' .buréaucfaﬁs K
the Ministry of Construction controls the post of the
President, Ministry of Finance controls the post of
Vice President, the Ministry of Construction supplies
two directors, . and the Prime Ministers office and the
Economic Planning Agency are allowed to send one

director each.
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The . public corporatigﬁs by facilitating fhe
‘amakudafi' landihg spéts wield and indirect <control
ovef‘ tﬁe. area in which they operate. A mix of ex-
iburééuCrgts 'on the Board éf Directors-is. useful in
getting.the public corporation to toe the line of the
specific Ministry. For example on the board of the
"Japén Electric Computer Company' MITI plgces 'its
retired officials,  who have steered the computof
induétry through turbulent waters, and theirv efforts
'have resulted in putting Japan among the tqprechélon in-
the computer inaustry. The old boy net work, developed
by the' amakud5ri system‘ﬁaslrésulted in' maintaining

coordination ‘and cooperative interaction among the

government .and the public corporatioﬁ - an aspect of
what  the Japanese call ‘nemawashi' - (literally
"preparing the ground work") Cyril Black writes, "One

of the best indicators of elite homogeneity in .......
Japan is thg ffequency of 'élite interpenetration', by
which the members of one segment of.the administrative
leadership transfer to another with little difficuly;
thereby creating overlaps that .further enhance thé-
systemis ability to respond to conflicts of interest"4.

Thus the amakudari system promoteé Japanese

_Cj\r—ﬂ E Black : -The. Moc‘&f‘h‘lm*'fgn ‘o{. I"‘fo‘“ ond . Rvssia‘,
MW¥WK;F_PQQ Bress 30{46-&”2-6‘} e A . ’
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organizational value of frictionless decision making by
maintaining a bureaucratic old boy net work throughout

the society.

By‘the’aboye means (both direct and iﬂdifeét) the
géyernment is assured of haVing_enough.'hagdles‘ oﬁ its
public Eorpdrgtioﬁs to 'ensure the céﬁformity-bf - their
ﬁolicy. There‘ is no doubt abéut'the existence}tension
between a gi&en corporation and a supervisory Ministry, -
but then because of the top management coming from the
bureaucracy a concensus‘ is arrived at without much
delay; ensuring -a smooth operation . ofl public

corporations.’
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CHAPTER - IV
DECLINE OF PUBLIC SECTOR : A MOVE TOWARDS PRIVATIZATION

The role performed by the public sector has turned
a full circle since the 1930s. Over the past fifty
.years 'goyernment has ;ssumed a greater rdle _in the
économié affairs of most éountries. Macro economic
ﬁlannihgg énd managemenklhas‘come to obcupy a vital
place .iﬁ'.govgrn@ent péljcy, Aéco@ﬁanied witH .tHis
policy has Seen the growth of the.pub1ic sector both in
terms of siée and expenditure. This grdwtb has been’
due to an expansion in welfare programmes, military
expenditure and vast increases in thé range and scale
of the public infrastructure'and'servicel.- This trend
towards mbre'government involvement in economic affairs
has been accompanied by policies which one way or the
'other rationalized public sector activity.

Nationalization as a policy option has naturally been

very common.

By the beginning of the 19805'most nations were .
questioning - the wvalidity of government running or

managing many of their public corporations which were

1. Japan experienced this shift. towards welfare
oriented programme in 1970s.
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proving to be, 'white elephants'z. Most of the public
enterprises were running up huge deficits. In
addition, redistribution through taxation and budgeting
- was becdming a less attractive vpolicy :option_ and
_iprobébly more unfgasible for most governments, and
 privatizétion policy came 'as a new off—budget' poli;y;
One can actually view privatization as a result of the
developﬁent' thaf‘ begant in the 19705 whiéh_ includes
ltecﬁnologicai advaﬁces,‘ deregulation and
internationalization which in-turn- has m#de public-
corporation a less .competent form of economic
organizatioﬁ from the view point of growth énd

investment.

Privatization has its intellectual roots in they
free market econbmic theory. Privatization theorisfs-
argue thatvthe public sector has become too large and
that man§ functions presently  performed by the
government can in reality be better ' performed by
private firms, directly or indirectly, by leaving
decision making to resolution of market forces. 'Thé‘
.private sector, it 'is argued, will perform these

functions more efficiently and economically than 'they

2. Britain was the first country to start the process
of privatization in the world. It started selling
off state owned enterprises from 1979 under the
conservative government headed by Margret Thatcher.

66



can be performed by public sector. The reason for this
lies in the theoretical premise that the most efficient

and buoyant point on the growth path can be only

achieved through reéponses to market signals. These
wbuld . include price signals, demand and supply
. determined product and therefore, technology mixes,

input and factor cost etc. Administrative’prices which

are a feature of public enterprises woqld.'tend' to

interfere with this process and hence lead to
systematic inefficiencies. Morgan and England contend
that -'the private sector is inherently more efficient

than the public sector, primarily becau;e it brings
increased competition and reduces bureaucracy and red
tapism'3. It should be noted here that pﬁblic sector
and ° private ‘sector are viewéd by these theorists as
alike: and as if subject to the same set of economic

incentives and disincentives.

To wunderstand privatization it is important to
distinguish between two functions of government —
producing and providing. éroducing.implies operations:
like 'delivering, 'Selling énd administratihg.Proviaiﬁg
is a .fuﬁction  involving. ﬁoligy m#kiﬁg " decisions,
3. David R. Morgan and RobeftE. England, (November/

December 1987L '"Two Faces of Privatization; Public
Administration Review, p.979.
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buying, regulating, fraﬁchising  or subsidizing,
Priv#tization ‘essentially means handing over either of
these functions to the private . sector. Since,
hroduction ,of a service iélless complicéted it is this

"function that is often handed over.

" Modes of Privatization

There are four poiicy initiatives associated with
'vprivafizafion and‘ none of them ié exclusive - of the
other. The first is called "Load shedding" through
privatization.’ This is aﬁ old concept which states
that a network of private organisations in competition
with one another creates an incentive fof cost
containment or even reduétion.' Simply stated,Ait means
 transfer of a service or operation from public agency
to pri?até organisétion’.4 " The second 1is #séociated
with stock or s§me other instrumen£s that can be shared
bf. nonﬁétate orgénizatibns. | - In some cases the
goverhment:selis its share of.utock iteJ goes public.
The third 1is privatization by éalé' of .asséts iLe.
liquidation of their cost value. The fourth |is

4, E.S. Saves in 'Privatizing the public sector: How
to shrink the government takes the the example of
picking solid waste in New York where the growing
influence of its union has detopiated the service.
By privatizing the unionism could be curbs.

.,
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'privatization by contacting.5 This concept becomes
even 1éss clear‘ as there ts'fsector blurring' = an
operatlonal notion in whlch tradltlonel responsibility.
of the government is malntalned but conducted by the
private firm, and yet the government 1s‘respons1b1e.for
both the policy and financial success of the private

firm engaged in the activity.

Objectives for Privatization :

The promoters of privatization usually afgue that
nearly all public sector activities are potentially
amenable to being transf erredto the private sector.
-Therefore, the decisive criterion fof alloting a
. certain service to either of the sectors will depend
upon production or pfoviding efficiency and/or cost
efficiency. These then lare fundemental objectives:
Apart from these there ere other related opjecttves_
whioh serve the purpose and strengthen'theA-polioy' of
'privetization; The objectives of privatization are

stated below : -

1. To improve actual or potential economic

performance of the asset or service function.

5. Thls is in a limited sense, to sub-contracting'in
Indian industrial context, where smaller firms
produce an entire or a part of the final product
for the parent company.
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2. Depoliticization of the economic decision.
3. To improve, revenue through sale receipts.
4, Reduce taxes and borrowings:by increasing receipts
‘through saleé of government enterprises.
5. . Reduction in thg power of public union.
6. To ‘promote wider -oWnership of ”aSseéts by
eliminatin? national monopqu.
7. Reddéing‘ Bﬁdgetl .Deficit. :'Virtuaily . every
wgoverﬁmenf today is funnihg a.deficitrand,finds it
increasingly difficult to meet growing demands’ of
promoting existing 'énd newer publié éoods. By
bringing'the private'sector into producing publié
‘goods the government is able to concentrate fts
appropriations in other areas where risks are high
and private sector cannét be expeéted to provide:
an adequate supply of éoods and services.
Privatization therefore has the potential of a

‘more effective allocation of limited government

funds.

Privatization Hurdles

building up of publiC'opinion which encourages this
‘policy. 'This is essential because people @ay be

threatened by the prospect of.private sector entering
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public sector realms as >pub1ic ipfereét' will be
lrelegated to the background'iéaving centre stage to
profit ma#imiz;tion.‘ Government can step in‘here by
~making laws that bind the private firms entering this
. field téwards public interest, ﬁhé limit to which will
vBe :sef_'up by the extént of decontrol envisaged.
Bureaucratic administrations and employees of ©public
enterprises are a strong section of the society who
-loatﬁe privatization as it takes away security and
power. To the bureaﬁcrats and the employees working in
' a,.pﬁblic corporation it guarantees them _émployment,'
‘pfovides social secdrity‘and benefits, andtenéu?és post.
fetirement secﬁrity. To the‘bureéucrats,‘ the public
cérpcratibn,_whéthér inyolved in.produqing ofvprqviding
services is a means throhrh which to eontrol: the
economy even if only in a limited sgnsé; Tﬁus_
privatization to the bureaucrats often means léss of
power. This section of the society can be brought
around by measures such as ownership of shares,
incorporation of thém into new firms, &aking othef

arrangement for the unemployed due to privatization.

A small, efficient government sector with certain

degree  of control over private sector such that vital
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interests are not overlooked has become the aim of most

nation-states.

This backdrop on privatization has been provided
for a better. understanding' of Japén's policy of
privatization. To understapd Japan's oprivatization:
policy it is essential to look into the problems that
arose which forced fhe'government 'to look towards
privatization. While dealing with privatization in
Japan, two cases of major pri?atized compaﬁies, Nipppn
Telegraph and " Telephone and Japan National Railways,

will be considered.

Privatization in Japan :

- The Jaﬁanese economy has:béen recovering ffbm a
.slump.which'it faced iﬁ.the early 1980s. Many1writers
have attributed the 'slump to ‘'endaka' - the sharp
gppreciafibn ‘of the Yen.. Japan has experienced Yen
appréciation three times‘since 1945, The first time

. at‘,\gm.dmtul
vi¢- > from ¥ 360 to about ¥- 270 to the

(1971-1973) Yen
dollar. The second time (1976-1978) it appreciated
from ¥ 295 to about ¥ 200. In 1985 the Yen soared from_
¥ 24Q to ¥ 140 (1987). The appreciation of the Yen was

bound to have a deflationary effect. But it is

interesting: to note that Yen appreciation .in the past
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(19%1; 1976~78) had not led t§ declining growth rates.
‘ Whilevthe growth rate faltered temporarily in 1971, the
eéonomy grew 9% from the foflowing year. In the second-
ﬁeriod i.e.. 1976-78 the gréwth remaingd‘at a lqw, bﬁt
étead& 5% . This>time, queVer, érowfh showed a steady
decline from 5.1% in 1984 to 4.3% in 1985 and 2.6% in
fiscal 19866. The governmentlin previous periods had
puréued a .policy of décreasing external surplus and
' balancing the budget without correcting the saving
inveétmeﬁt'imbalance, thug oﬁly.affecting.growth ‘rate
marginaliy. The third period also saw a growing
deficit in central government budget and 1increasing
debt_‘servicing cost. To help the economy bounce Sack
to life it became essential to ovefhaul the entire
syétem. The then Prime Minister Nakasone Yasuhiro set
o up ‘the Second Special Administrative Research  Council
to look into the majér domestic issues and consider
ways and  means'of reforming government‘ finances and
administfafioﬁ» particulérly 'the bloated size of the
central government and the tehdency tb&aras fihanEial
expansién. Further there was growing. céncérnv to
- maintain economic growth rate at 5%. The Economie
Plaﬁning Agency was also concerned about how the new

6. Ichio Takenaka : New growth through privatization
Japan Echo. no.4, (1987), p. 47.
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era would affect the lives of Japanese people and
conduéted a long-term study on the projected life style
of the Japanese people in the 21st Centrury. The finall
,reporf proposed that if circumstances remained as they
Wéré the fiscal deficit would swell to a colossal'scalé
résulting in fiscal breakdown. Among the many polic?
reforms  _suggééted - for: the’ domestic - economy,
pri&itizafion ‘of three ﬁajor public cbrpofationé and
other special corporations wﬁs one. 'Itvbécame.evident
that 1if privatization was déne through saie'of Astocks
in public corporations it could be used to pay. off
national debt, and realise a reduction in debt service
cost. The imbact on the finaﬁcial market would be
ngutral, for the funds received from private sector for
 the stocks of dénationalized enterprises wopld be
returned = to the private sector to pay-off government
bonds. A sfudy published in July 1987 by the Research
Institute on National Ec_ono_my7 estimated thgt the total
Qalue of stocks of 34 major government-controlled
organizations (8 special entities, 13 public
enterprise , 12 finaﬁcial institutions and postal
saving system) to be between ¥ l7l-frillion to ¥ 294l
trillion. AAnd in either case the estimate exceeded

7. Ichio Takenaka : Japan Echo no.4, (1987). Ibid.,
p.50. ‘ ‘ :

3
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national debt. The social situation also favoured

privatization. On April 26, 1982 'Yomiuri Shinbun'

published results of.an opinion poll.of 3,000 peqple‘
_coﬁdutted a few weeks earlier. Of many results derived
ffoh - this ~opinion- poll, it .is notewoffhy ' that_
réspondents who favoured split up of JNR’into a number
of reéidnal nétWorks run by émaller_publié or speci;l
cpfporatians.amounted to.22%twhile those who wanted to
split it up and put it under pfi&até management
amountea to 42%. Further, public ¢orpo£§tioné Qere
seen as a burden on the people as they ran up deficifs,
faiied to innovate, faced labour union problems and

suffered from managerial complacency.

In short the public sector in Japan was widelyl‘

percieved to be beset by several problems :

i) A bloated public sector (both in administrative
organs as well as the public corporations) had
affected efficiency in terms of producing and

providing services and also its cost.

ii) A mismatch between the goods and public wutility
services ©provided by existing public enterprises
and those required'by the people due to cHanging

socioeconomic <conditions. For example, greater
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overseas trunk dial service required by people not

being matched by NTT.

"iii) In SeQefal areas private corporations had come to
coexist wifh public éector enterprises and were
séen‘fé be more efficient. Privatizatiqﬁ‘was_seen
as a ;emeay for exisfiné_inefficiency, énd_ high-

cost.

On the internatidna} rfront Japan was facing .a
different problem. _ Its balance of payments surplus was
staggeringly high and it was pressurizéd to open its
economy essentially by the deficit countries like USA.
The Maekawa Report which looked into this problem came
up with many policy recommendations among | which
privatization' was one. It was felt that if Japan
privatized public corporations which were 'seen as a
monopoly, foreign firms would enter Japan}s domestic
~economy and participate in providing ser?ices. This

would lead to a decrease in Japan's external surplus.

Japan, initiated priVatization‘ by selling voff
Nippon Telegraph "and Telephone 'Corpofation _ih‘ 1984
followed by . pfivatization_of State Tobacco and S#lt
Monopolies;  Japan National Railways was p}ivatized in

1987 The case studies of NTT and JNR would highlight

some of the motives behind privatization.
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Japan National Railways (JNR)

The first railway service in Japan started in
1872. .For “the next .40 years this vsingle service
multiﬁlied into 17 privately owned lines. In 1906, the
government bought 'the 17'liﬁes, integrated them ‘into a
national netwdfk, and_tdok cqnjrbl. Nationalization
‘resulted in the.railways functioning 55 a4 government
-department.' Formal responsibility for the execution of
the budget lay with the Ministry of Railways and later

- with the Ministry of Transport.

A remarkablevmove in the postwar history of. public

entarnriae g the introdnction of Publie Corporation

Sykem in June 1949, 'Rm‘lmjs Wt Q'L\m”“‘u' ouk and

made a public corporation and renamed as Japan National
Railways. This move was initiated by the ,Occupafion
offcials to serve tWQ_pﬁrposes. First, as a measure of
democrafizafion of the Japanese economy. ‘Second, as a
sélutién.bto the urgent labour_dispute of the Civil
Servants Trade Union-ih 1948. TheuRailway .employees
Belonged to the Civil Sérvant Trade .Union which: had
become ‘milifant and disrupted work by callingvstrikeé.~
By separatiﬁg r#ilway; from other .government

departments, - the employees were separated from the
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Civil Servant Trade Unions and their bargaining power

was curtailed.

'Sincev JNR, was the first public corporation
(Kosha) for the first three years there were no clear
‘legal laws pertaining to this organisation. There was
‘no clear form of board system to control inr®, The
~President ‘of thé JNR had monocratic power ovér. the -
entire organisation. By 1952, ‘it wasvfeaiiséd thﬁt to
run a public corporation powér; should b; well defined
and distributed. A board system was constituted along
more democratic lines in 1952. A Board of Directors
_comprising.'of an.ex-officiO»(namely President of JNR)
and‘fivevofdinary members was introducedk These five
members were nominated by the Cabinet and ratified by
the. the Diet. These members were required to have wide
knowledge and experience in the field of transport,
.industry and commerce. These'qualifications'demonstrate
that the Board was required to be a working form of a
'poliéy' ‘board'. ‘In contrast to the ambiguous'
formulation and competence,of the‘previousf board, the
néw Boafd of Diréctors,s?stem was clearly déclafed ‘to

be the highest policy making ¢rgan.

8. An advisory committee existed without a  clear
formulation of legal competence.

78



In 1956 some further changes were made * which
lasted till oprivatization of the organisation took
place. The Japanese terminology of the board was
changed. from 'Keiei iinkai' (literally meaning
‘Managerial Committee) to 'Riji Kai' (literaliy meaning
Boérd “of 'Difectors). A major change was 'made i;
néminatién ofrthe Members of the Board. ~While earlier
.the'Cabinét nomiﬁated the Board ﬁembers, the'powgr of
nominétion‘ was passed on to the Presidgnf of JNR.
There was réstructuring of the Board. 1 On ﬁhe'fop were
the Board of Directofs. The number increased from 10
to 17 by 1980. The President was nominated by the
- Cabinet. While the other members were nominated by the
President . of the JNR with the approval of fhe Ministry
of Transport. Thus, the Ministry of Transport gained
éubstantial controi over JNR and were responsible for
business activity in specialized field. An Audit
Committée was also set up for the 'first time with
member§ appointed by the Ministry of Transéort. This
cémmittee was responsible to the Ministry of Transport

-and the Board of Directors.

As retired bureaucrats moved into management of
this organisation, thé JNR soon became a replica of the
government structure. Instead of there being a single

department in one aspect of the organisation, there
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were subdiviéionsr which operated separately. For
example;'instead of a single'department specializing in
railway’enéineering, there were separate departments‘to
handle technology pertaining to tracks, electric power
and train operations. Further control departments’&ere
broken up into small units like’ business: management,
labour management, materials and accountiﬁg1 ' Eaéh of
thesel departments acted as an independent government
érgan aﬁd regarded itgelf aé the most impoftént. This
often : "resulted ~in vfnterdepartmenfai friction
espegialiy_ concerﬁing ‘bpdget allotﬁént and"affectéd

efficiency.

The JNR 1is an excellent lesson of how a“profit
making public corporation can end up accumulating a
large deficit because of inefficient handling of the
organisation. JNR had for the first 15 yegrs provided
service incomparable in terms of efficiency and -
development of rail road network. It had earned enough
to offset the growth of expeﬁditure due to expansion of
each: department. This was possible because there was

increase of both freight and passenger transportation.

Two conditions that favoured the growth of JNRv
were regional monopoly in transport and high economic

growth that the country faced. JNR held regional
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monopoiy; ‘during this period because of the problem of
penetration of other modes of transport or lack of
infrastructural facility. Economic growth allowed for
‘larger transportation of new ﬁaterials and goéds and.
also demanded superior service. Thus the freight

carrier service did a booming business during this

perioa.' .Fhrther, with fewer government”jobs'in the
offing, . the  JNR ‘employees 'consideredf themsélves
fortunaté  enough: to 'be' working “in a - government
department; They were mére disciplined and efficient.

The unions were not belligerent and relied-on arriving:
at a concensus with the management. JNR during this
period became an impressive public service

organisation.

Unfortunétely the two essential conditions did not
last for ever. Regional monopoly held by JNR was the.
first to go. Around 1964, with the growth of
automobile; 'and construction of high@ays many people
shifted to privately owned automobiles.  The freight
6perationsAalso moved in favour of road transportation.
At the same time long distance travellers switched to
air transport as new'rouyes opened. Thus from a
monopoly situation, JNR became a substitute and 'tﬁat.

‘too a poor third. It started losing ground and began
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incurring deficit. By 1966

of ¥ 5.36 billion. The oil
by'many as a revival of the
transport would become ﬁore
pfice hike did not stém fhé

a result_ of

slowvdown of

JNR had accumulated deficit
crisis of 1973-74, was seen’

railways as other modes of

costly. Contradictorily oil

tide of people§ choice. As
frieght

economic growth,

- transport

operatiohs aIsQ saw a decline. As government ' handled

JNR finances it demanded JNR to cut down expenditure.

Faced with challenges from other ‘forms of

it was essential for JNR to narrow down its

operations in areas in which it held a comparative edge

over the others. This would have enabled JNR to

earn
profits and curtail its growing deficit. This aléo.‘
‘meant that an internal upheaval was .necessary.

Consolidation of managerial set up, of

cutting down

investment, reduction of business and cutback of labour

was essential. But with an organisation obssessed by

growth, lacking

leadership and internal control JNR

found itself incapable of pursuing any new policy

towards reduction of its operations to a well balanced .

scale.

Contradictorily, JNR  continued to employ . new

workers wunder the pressure of various unions.®nly in

1979, it adopted a policy of not hiring new employees
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énd by implémenting vgrious méasures succeeded 1in
.reducing -the ’bloated pay .roll by an impressive ¥
127000.  Even then at the ‘beginning of 1984 JNR
employed 305000'peop1e of whom 61000 were regarded as
surplué. The efficiency and discipliﬁe for which JNR
. employeésl_were'once credited also declined overtime as
hﬁioﬁs‘gained strength in the organisation. Since the
JNR employees worked as government employees they
invariably had different relationship with their
,emplo&ers. Being paid from the national treasury,
their salaries wereﬁot linked to profit.Railways being
dividéd between public and pfivate sector (a:few lines
6he‘ operated privatély) often created conflicf’bétweep
the workers and the official as the worke?s coméared

themselvgs with-the worker of the private lines.

A surQey by the JNR made'of its own ’organisaiion
in April 1982 revea}ed th?t a large numbgf-qf workers
-indulged in unauthorised leaveonidrinking during work.
This was possible because unions intervened in  their
favodf in casées of both promotion and retrenchment.
The survey also brought to light the shift of power
from the hands of the superior authorities to the hands
;f the workers which was a result of union strength.
With'guaranteed job and pay the workers had no interest

to increase productivity. On the other hand public
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protest through workers of various unions kept the
fares low. With neither an increase of productivity

nor of fares the deficit continued to grow.

iAﬁothef important factor that allowed JNR to reach
a level of bankruptcy was that its operafional funds
vwére guarahteed by the government. Thisjallowed for
‘lackadasical attitude on the pért of management and
misdirected allocation 6ﬁ funds. Whenever deficits
_were registered, managers, looked to&ards the treasurf
for subsidiés and loans which wefe made,availabLé under

political pressure.

A;l this resulted in JNR becoming a.burden on the
gbvernment by 1984. . When if went private, it had
accumulated ¥ 12.28 trillion deficit. Its vannual
'deficit',ﬁgs'¥ 1.65 trillion‘and longterm,debt‘¥ 21.83
trillioﬁ. The ‘accumulated deficit and longterm debt
combined -exceeded JNR revenue during fiscal 1984 by ¥

3.36 trillion i.e. over 10 times.

‘Reforms in JNR and its changes

JNR  went private in 1987 on the recommendation of
JNR Reform Commission. This was based on reports of

JNR Reform @ommission. . The Japaneéé'Nationél Railway
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Reform Bill urged JNR- to undertake some drastic changes.

such that it could be pulled out of the sorry state.

(a)

(b)

(c)

(d)

(e)

‘Following were the basic policy changes preséribea'.

Separation . of the JNR's passenger .and freight
divisions.
The break up of the passenger division into .six

regional companies.

In consideration of the special characteristics of
freight transport, the establishment of a single

company to handle nationwide freight traffic.

The four Shiﬁkansen lines to be handled by a

special body and lines leased to three new

regional firms.

The JNR passenger division divided 1into three
private firms'covering'tﬁe Isléﬁds of Hokkaido,
Shikoku, and Kyushu and three firms .covering
eastern Honshu, westérn Honshu and the Tokai .

region. (See map). -

The above changes brought about “structural

‘reorganization in the JNR which is expéétéd to undergo

further transformation over the next few years.
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- Relaxed Regulation :

.The' Bill seeks to relax'goVernment‘control of the
" new ‘enterpfises and approval of the Minister of
Transport woula'not be required for matters like issue
of stock, appointment and dismissal of director§ ‘and
other important matters. The new firms would be free to -
diversify into a wide rahgevof activities suchv as
‘distribution and real. estate. = This would ensure
vértical'intégrgtion df traﬁsportation. Privatization
' wéqld élso give full scopgitO'the new firm; to attract

" consumers.

Employment of Workers

Unlike the NTT, JNR had surplus workers to the
tune. of 93,000. Governmeqt proposal claimed that
32,000 would be-distributed among the new éompanies for
their new business activities, and the remainmﬁél,OOO‘
workers would find jobs outside. Of the 61,000, 33%
were to be retired, and the rést were to be taken on by
the liqﬁidation company which within three years was to
find jobs in central government aéd related

corporations, local government and private sector.
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Financial Changes :

ﬁAs. mentioned earlier, JNR's long term debts and
deficit combined to exceed JNR revenue. Th; government
ﬁlanned to repay - these debts from earnings made by
§elling it to the sprivate firms. Whether tﬁe
government will be ablé fozpay back thé debt depends

upon the estimated value which is yet unknown.

'?fiv;tization of JNﬁ,was long'ovérdﬁe.g_Success of
the b;eak up, and takeover by the new firms, reméins to
be seen in the future. For the moment one should
 appreciate the determinétion of the Japanese government
in following this policy in view of resistance shown by
the . coqur#tion's unidns.A The posibility of
privatizétion -was made real,due to the public opinion

that the Japanese government had created in its favour.

Nippon Telephone and'TelegraphvCorporation

Telecommunication technology came to Japan from
the USA. From its inception, public telecomhuﬁication
has been handied by the government. - Tt developed
satisfécforily as a govérn&ent enterbfise»until Second
World War.. This industry was nationally managed and

its expansion was determined by the 'government's

financial position. It was regulated on the same lines
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as a‘gegérai administrétive,orgaﬁ; | During the war,
telecommunication faced a tfémendous,set.back'as:vits
network was severely damaged. Aftgr tﬁé  war, “the
government continued to hgndle telecommunication which
proved to be inefficient due to lack_of promgtion of
techn§logy and other institutional restrictions. In
order to ach@eve swift and effective. recovery; the
:telecommunicafion department became a public'
. corporation, and thus a monopolistic_system was created.
in 1'952.9 ‘Nippon Telephone and Telegraph was given
monopoly in domestic sefvjce’and Kokusai Denshin Denwa
Company Ltd. (KDD) was given monopoly in international‘
service. | KDD - was made a jbint stock  company,
capitalized by’the government and haa greater freedom
than ‘NTT. As a public co;poration,NTT{s assets . were’
all owned 'bfv the 'goVernment." The Presideqt was
appointed‘by the government for a fixéd tenure and;-had
freedom in ~day—to-day managéMent. © But government
control ‘ over % financial matters was  total.
Structurally, on top was the Board of Directors
. consistipgg of seven members which included the
. Presidénf -and the Vicg—Pfesident. The President and

Vice-President were appointed by the Cabinet with

9. This was done in line with Tennessee Valley
Authority of USA which had proved very successful.
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consent of fhe other members. The other five directors
were selected not on the basislof rep}esentation from
within the field, bﬁt for their managerial ability.
(Law of NTT Article 12). Under them were the General
Manager§ :and othér managers-who assisted or acted for
the Preéident and Vice-President. NTT»also recruited
twol Auditors fo audit business operations manéged by
the President and other officers. They were completely

independent from the executive body. -

"NTT set itself two major goals when it began to
'épératg independently as a pubiic corporétion; The-
first was 'elimination of backlog in, subscribers
applicatﬁons"'énd- the sécohd; 'proQision_ of lqng
digtanﬁé | direct, diéling facility'. ilmﬁediate
installation, immediate éoﬁnection"‘was the motto.
This w;s attained by late 1970. By‘1984'thé nhmbér of
telephones in Japan was over 60 million, or 50 per 100
pefsqns. Thus by the 1980s Japan had become a

sophisticated telephone society which provided free

flow of information and also ensured privacy of
 communication. Having telecommunciation under 5
monopoly also ensured orderely development of
telecommunication throughout the  country. As a

government monopoly operating under the umbrella of an

extremely generous rate structure in the world's
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.expensive economy, NTT soon became the biggest
telephone company in the world with revenues of about $

19.3 million (1984). o

.Eléétrohics ana' _ telécomﬁﬁnicatioﬂ ' h#ve
revolutionized the flow of information. . Computer
technoiogy | has 4 addeﬁ T a new- dimgﬁsion to
telecommunicgtion. The technology today is such that
many components  in telecommunication can ‘be
indi&idually produced. Progress in technology of

interface between networks has made coexistence of
network possible. This has  encouraged ©private

enterprise to move into telecommunication business.

: Public needs for telecommunication has increased

and diversified. Specific services are .demanded for

various needs. Telecommunication in“ 'information.
society' has .come to play a vital role demanding an
'ex£ension : of NTT ‘service. The - growth in.
-télecbmmunication, .it was felt, lies in Highl?

. sophisticated range of end use machines which NTT

cannct provide by itself.

For the NTT, its growth as a monopoly had reached
its peak when it was oprivatized. Though it was

generating almost 70% of its capital needs internally
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its telephone business was' approaching a saturation.
Money’ making units like telegram and. telex were on the
decline as.custbmers'were shifting to facsimiles, data

-circuit and other advanced formats of communication.

Oﬁ the other hand'forced'by the Japanese custom of
lifetime:'employment and pressure of the unions_it was
' Béing i forced to carry‘ more employees than its
prodﬁctivity gains would warr;nt. Its profit —margin
having halved over.the years, it was predicted that NTT
.would‘ soon be in red. A. comparison of NTT with JNR
shows that its position in 1984 &as almost a replica of

: JNR in 1970s.

The privatization of NTT was thus 'a proof of
cqnsidérable foresight on the part of the policy makers

to overcome any other JNR.

An  advisory committee was set up to"conéider
reforms of. NTT. This committee adopted the- fdllowing

principleé.

(a) To abolish monopoly in teleCOmmunicatjoné in order

to introduce competition.

- (b) To reorganise NTT into a private entity.
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Reform of NTT

:Based on the above principles, NTT was privatized
on April 1, 1985. Through this it was thought that NTT
will undergo major transformation. "Privatization"
.saia Hasashi Shintolo, 'is not an end in itself but a.'
way of accelerating Japan's émergehce as an information
society'.11 Capitalized at ¥ 780 billion and with over
320,000 employees the new NTIT |is Japén‘s largest
brivate enterprise. At present government insists on

holding 50% of NTT stocks and bans foreigners from

buying NTT stocks.

With pri?atization NTT‘faces competition from such
’newcémers'as Diani Dendeﬁ Inc., iapan Télecqmmunication
'Compahy and Teleway Japan. 'fhough NTT is in a much
stronger position because of'its long egperience, to
ensure fair competitibn, the Ministry of Posts and
. Telecommunications introduced changes that are
'édvéhtagéopsv to the new fir@s Whi@h plan to link their
trunk cébles with NTT city cables. This will destroy
NTT monopoly on local city cables where high access

charges were made.

10. Hisashi Shinto was brought out of retirement to
rationalize NTT. '

11. Richard Phalon, May 1, 1985. 'NTT shedévmodOpoly'-
in Telephone Engineer & Management, p. 143.
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. Structural Reorganization

To overcome problems created by thé efosiod.of,its
monopol?,‘NTT is inVolved.in.restructhring‘itéelf. The
public NTT was divided into 11 regional
telécqmmunications divisions. They have been turned
into regional headquarters whilé the head office has
been reorganized into 8 departments. This is to

:install a business like approach.

Emplqymént

The best part about privatization of NTT is that
though there was initial scepticism on the part of the
union, once it was made clear that most of thé workers
Q&uld_ be re-employed (320,000) or be incorporated into
the company's subsidiaries, they 'didA not prer “a

‘hurdle.

"Financial Changes :

Having been privatiéed the NTT will -have to
.'grapple.with_dividénd payout policy; bond ratings 5nd
fhe 'gfeaf‘equalizer-the income tax. As a government
orgaﬁization NTT had to give a part of its earnings to
Japan's deficit budget. As a private company it will

‘be liable to 50% corporate tax.
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Privatization of NTT is a well tHoughf out.poiicY.
Though a profit—making organization, it w;s-bulging in
size and handling too many areas where private fifms
ha;e ~capability. Its very size was bound tq‘make it
lackadaisical with no competitoré. A thoughtful step by
the administ;ative reformists has made compefition
.possible. How far NTT Qill continue as a profit making
organization after fulfilling its.obligation, in the

face of severe competition, remains to be seen.

To conclude, both of these public ’cdrporations
were crucial for industrial development as they linked
up the entire economy. The inception éf these
ofganisation was made'undér government monopoly not.
only for the above factorslbut also Becaﬁse of eqoﬁomic
'reasﬁns. "~ These ‘organisations deal iﬁ areas_thét;ha&e
high initial fisk, long gestation pe;iods .and large
scale investment. Therefore; the privake sector was
not réady to provide this service. Today, both these
organistions have been privatized, though at different

'leveIS-of their growth path. While JNR was privatized

when- it had accumulated a high deficit, a situation
which calls for privatization, the NTT was privatized
at a time when it was earning surplus. But then its

profit margin had been narrowing over time because of

saturation of its business. Timely privatization was
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seen as a way to avoid another JNR. Privatization was
possible because while the government was willing to
follow a .poliéy of decontrol and sell these
‘organisations, there were many privaté houses which
"were willing to step in to provide these services.
This is because these induétries. These 1industries
having expanded, matured and stabilized un@er the aegis
pf government agenies have now become profitable
ventures. ‘In addition, technological changes have made -
investment 'in these industries profitablé for private

venture. ' ’

The point ﬁhat emerges frdm the case studies is
that, though these organisation have been .privatized,

the government has withheldvéé much as 50% of their

stocks. in‘its Hand, 'further, it has banned entry of
foreign investors from buying shares in these
: indﬁstries, ‘ Thus, the government has not effecti§ely
‘decontfqlléd these organisations. All it has done is

to hand over these public corporations to the domestic
privaté sector such that they become domestically
- competitive. As far as intérnationalization policy is
concerned, privatization of these organisation has been

futile.
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CHAPTER V
CONCLUSION

The major goal of the Japanese state has. been
leconomic'grqwth and public porporgtions have been wused
~as oﬁé of the means of confrol to achieve this. Public
corporations as a form of public sector organisation
has been necessarily the best instrument to gain
indirect conrtol over the economy. It is also used to
execute certain public purposes where operational
efficiency is a major conern and in areas @here the
ﬁriv;te sector for various reasons is not expectea to'
dévelopf It also serves to channelize fupds into areas

which are considered to be vital.

In the. pre Second World War era," public
corporations were used by the militarists  to gain

control over the economy-and to use them to further

their expansionist policy. In the post Second World
War period there has been successive érowth and
evqlution of public corporations. Though public

corporations continue to operate as an instrument of
control they have proliferafed in areas with less
'"business 1like' character. Only from the 1970s, the

Japanese government's ©policy of constraint and 'no
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growth'! of public sector has resulted in consqlidation
énd‘ reorganisation of the public_corporatioﬁ and has
?éducéd' their numbér. - This trend along with .othef'
factors has‘ resulted in the 'seli-off'_of the Nippdn
Télephone  and Telegraph Corporation and privatization

of Japan National Railway.

From this study, two broad conclusibqé - can Be
drawn. First, public corporations ha&e been used as a
means of control to guide the economy in its growth
patﬁ; This in the post Second World War. pefiod has
often reéultéd in public corporations moving into
:strategic areas to provide shelter against
intgrnational competition and to channelize fechnology.
Second, overtime, especially since the 1970s there has
been a blurring of the puldic and the private sector as
the organisations meant for attaining pubiic purposes
are deliberatel? adopting 'pubiic and private'
characteristicé. Most often the relationship between
‘public and private sector is viewed as a iero-sum_game'
wherg the 'iﬁcreasing présperity of éne sgctbr 'is
.achieved 'at the expense of the’ ofhef, The ‘public
sécto} and the private sector have come to depend upon
each othef and have'inextricébly linked themselves.
This development of consensus and cooperation between

the two'septors leads one to predict that in future the
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sizé_.pf the public sector will shrink providing
services; where pri?ate sector .fails bﬁt it _will
increasé " its pcwer. and coﬁtfol by ‘estéblishing laws
' and regﬁlétibns such that it haé en;ugh ‘hanales' én

the private sector to guide it towardstécohomic‘grdwth.

In»theory a full measure of accountabilify can be
imposed on a public authority without requiring it to
be subjected to ministerial control in respect of its
managerial and economic activity. Chapter IIl shows
that in Japan, however, public cofporations are .
‘'subjected to control by the supervising ministries in.
varying degrees. Apart fro% legal control the system
of 'amakudari' (literally meaning descent from heaven)
Which ensures retired bureaucrats post retirement
employment in public corporations acts as an indirect
control as the bureaucrats pledge their loyalty fo

their ministry.

Privatization’ was reccmmendgd for various reasons

like government budget deficit, 'inefficiency in public
éorborations, labour union prqblems; ~redgcing surplus
balance of payment and also as a means of
interﬁationalzation. Privatizatioﬁ may have succeeded
-in dreating effi;iency, decreasiqg dgficit and reducing

labour union problem but on the question of decreasing
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surplus balaﬁce of payment and internationalization it
 h§s failed as thé‘government has banned the foreign
investors from buying the shares of the privatized
orgaqisétioné. Then by de-control the government has
only allowed private domestic inwestors to.ﬁove in and

made these industries domestically competitive.

By looking into the process of privatization in
japan_ one major observation that qan.be made ié that .
unlike many .countries (United Kingdom for instance)
JapanA ha§ had a smooth move towardé .privatiﬁation.
This was possibie because of conéensus'bﬁilding between
"the goVernmgnt, management and‘the workers'and creation
Qf pﬁbiié opinion in its favour. The responsibility
-faken up by the government to find reemployment for a
-.majérity‘,of the wquers &as yef aﬁother factor that
contributed towards the'smooth process.

The case studies of JNR and NTT show that
privatization works best when it is seen ;; a pbsitive
process and not as a means of repairing damages.
‘Though JNR was privatized to repair damages and make it
pfoduct © efficient .'as © well as cost efficient
pfivatiza@ion also sought to spre;d wealth' among share
;hoiders_.and wélfare amoné people. In case ~of NTT

privatization was a forésight on the part of policy
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makers. Bulgiﬂg in size with aecreasing profits it
could 4havé_soon become anothef JNR. The organization
‘was wérking in an area where technology innovations and
_expanding . demand of the public ~had made monopoly
‘bbsoiete;l_ ‘Though theSé factors pointed towards
privatizétion, the state could have continued to hold
it, as 1its revenue was contributing significantly
_towards the budget and curbing deficit. By privatiéing
it, the state hasléhown a positive outlook towards>

_privatization.

A jcoﬁparison between privatization of these two
organizations  and the 'sell‘ off' of . the direct
government enterprises in fhe 1880s is interésting but
beyoﬁa the scspe of this‘workl The direct government
enterprises were operated by the ;tate becausev pri&afe,
investment was not fo;thcoming as the Qrea was
considered risky. Once'the capitalist class grew ana

the market had established, -the-capitélists themselves

demanded full control over these industries.
. Similarly, the two organiéations at the time of.
'privatization had expanded their function, established
theﬁselves and created a stable @arket, The érivate

investors were willing to invest in this area as the

long gestation period and the risk period has been
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‘tdken caye of by the government . through
nationalisation. Thds while government was willing to
séll, there were- private investors willing %o inveét.
As mentioned elsewhére,'the publicisecfor in.Japan
will shrink in size by allowing privéfe sector'fo’mové
into areas where it can be operationally efficiéht but
the' public sector will increase its power and. control
by establihsing laws and regulations. Direct control
will slowly di§appear except where private sector is
unable to function. The public sector will continue tb.'

remain dominant only in areas of national importaance.

101



BIBLIOGRAPHY

PRIMARY SOURCES :

1.

Annual report on economic summary 1970-1987
Foreign Press Centre Japan Inc.

Economic Survey of Japan 1970-71 to 1987-88
Economic Planning Agency , Government of Japan.

Information Bulletin 1984-1985 and 1986-87
Publiec Information Bureau, Ministry ' of Foriegn
Affairs, Government of Japan.

Japan Industrial Structure - a long range vision
Economic Planning Agency . Government of Japan.

Overseas Economic Cooperation and Development L
Industrial Policy of ~Japan. OECD Paris Conference
1972.

Techniques of Annual 'Planning : Special reference
to Asian Countries. U.N. publication.

SECONDARY SOURCES :

- BOOKS

1. ALLEN, G.C.: Japene-se Economy. London; Weidenfeld
and Nicolson. 1981,

2. BIEDA, K. ¢t The Structure and Operation of
Japanese Economy ; New York and Austrialia 1970.

3. BUNGE, M. Frederic (ed.) ¢ Japan - a country

: study. United States Government as represented by -
the Secy. of the Army 1982.

4. Bingman, Charles. F. : Japanese government
Leadership and Management. London ; The Macmillan-
Press Ltd. 1989, ' '

5.

Black, Cyril-gE. : The Modernization of Japan and
Russia, New york; Free Press 1975. .

102



10.
11.

12,

13.
14.

15.

16.
17,
18.

19.

BURKS, A.W. : Japan: A post - industrial power.
Boulder; Westview Press . 1984

GALBRAITH, J.K. : Economics and the Public
Purpose. Boston; Hogghton Mifflin. 1973.

HAHN ELLIOT J. : Japanese Business Law and the
legal System. Quorum Books. 1984. :

HAITANI' KANJI : Japanese Economic .system.
Lexington Books. 1976. o

HANKE H. STEVE (ed.): Prospécts for Privatization;
published by the Academy of Political Science,
Usa. - . ' '

HIGASHI C. & LANTER G.P. : The Internationaliza-
tion of the Japanese Economy; Kluwer Academic
Publishers 1987.

'IIAS. Tokyo Round Table Orgahizing, Committee
"Public Administrative Management 1982.

JOHNSON, Chalmers : Japan public Policy companies,

American Enterprise Institute for public Policy
Research, Washington D.C.,Standford Univ. 1978.

------- , ¢ MITI and the Japanese Miracle. The
Growth of Industrial policy 1925-1975 Callfornla"
stand ford University Press 1983.

LIVINGSTON, J. : (ed.) Postwar Japan 1945 to the
present New York; Pantheon 1973.

LOCKWOOD, W. WILLIAM (ed.) : The State and
Economic Enterprise in Japan .y Princeton

University Press; Princeton, New Jersey, 1965.

======-==, t The 'Economic Development of Japan.
Growth and Structural . change;  New Jersey,
Princeton University Press 1968. ' '

MAGERZINER, [.C. and HOUT T.M. : Japanese
Industrial Policy ; Berkley Institute of
International Studies; 1980.

MUSOLF, Liyod. D. : Mixed Enterprise - A

Development Perspective; University of California;
Lexington Books, 1972.

103



- 20.
21.

22

23.

24.

25.

26.

27.

28.

,NORMAN,, E. H. ; Japan's Emergence as a Modern
"State: Political and Economic Problems of the
Meiji =~ Period; Institute of Pacific Relations,

inquiry series 1977.

OHKAWA, K. and ROSOVSKY, H. : Japanese Economic
Growth Trend acceleration in the twentieth
century; Standford University Press Standford,
California. London: Lxford University Press, 1973.

PATRICK, H. (ed.) : Japanese Industrializa?ion'and
its Social Consequences:; University of California
Press, 1976.

RYUTARO KOMIYA, MASAHIRO OKUNO, KOTARO SUZUMURA
(ed.) :  Industrial Policy of Japan. . . Academic
Press Inc., Harecourt , 1988. o

SHIGETO .- TSURU: 'Eséays on Japanese ‘-Ecpnomy;
Kinokuniya Bookstore, 1957. ‘

SHIGETO TSURU: Essays on Economic Development ;
Kinokuniya Bookstore, 1968. : o

STOCKWIN, J.A.A. : Japan : Divided politics in
growthIWeidenfeld & Nicolson , 1975.

TAISHIRO SHIRAI: Contemporary Industrial Relations
in Japan. The University of Wisconsin Press, 1983.

YOSHITAKE KIYOHIKO: An Introduction to Public
Enterprise In Japan; Nippon Hyoron Sha. Sage

"Publication, Tokyo, 1973.

ARTICLES :

ANCHORDOGUY MARIE : The public corporation: A

potent Japanese policy weapon. Politécal Science
Quaterly winter 1988-89;

BORINS S.F. Management of the public Seétor in
Japan: Are there lessons to be learned. Canadian
Public Administration; Summer /986.

BOWMAN J.S.: Japanese Management Personal Policies
in Public Sectors; Personnel Management; Fall

1984,

104



10.
11,

12.

13.

14,

15.

16.

ELLIOT BERG: Privatization: Developing a Pragmatic
Approach . Economic lImpact 1987.

GERSHON « R . and GAWDUN' .M. : Reform of Japan's
Telecommunication operations. -Telecpmmunications;
Dec. 1984. ' :

HAROLD J.  SULLIVAN:  Privatization of Public
Service: A Growing: Threat to .Constitutional
Rights. . Public Administration Review Nov./Dec.
1987. | T

Japan Economic Research Centre : Conference on
Economic Planning and Macro Policy, Vol,Iand Vol,
II; Pub by Japan Economic Research Centre, 1970.

~—-f-4—-fj:Codference_ on Economic Growth: The
"Japanese Experience since the Meiji. Japan

Economic Research Centre, 1970.

KAKUMOTO RYOHEI: The JNR's Fallings as a Public
Organization. Japan Echo Vol. 1IX; No.3 1982.
Edited and published by Japan Echo Inc. :

KANO YOSHIKAZU: Privatization in " Global
Perspective; Japan Echo; Vol. XVI No.l, 1989
published by Japan Echo Inc. :

KATO HINOSHI : The End of the Line for the JNR.
Japan Echo, Vol. 1IX; No.3, 1982. Edited and
published by Japan Echo Inc. '

KOLDERIC TED: What do we mean by Privatization ?
Society, Sept. /Oct. 1987.

KOYAMA MORIYA: The new communication age in Japan:
Telecommunicationa Policy., Sept. 1985,

MAKINO YASUO: Telecommunications  1in Japan;
changing policies in a changing ~world. -
Telecommunications Oct. 1983. '

MORGAN D.R. AND ENGLAND R.E.: Two faces of
Privatization: Public Administration Review

Nov./Dec. 1987.

PECK AND OTHERS: Pickung Losers: Public Policy
towards declining industries in Japan; Journal of
Japanese Studies, Winter '1987. ' T

105



17.
18.

19.

20.
21.
22.

23.

24.

PHALON RICHARD: NTT Sheds Monopoly; Telephone
Engineer and Management; May 1, 1985.

RYUTARO KOMIYA: Industrial Policy of Japan;

. Japanese Economic Studies, Summer 1986.

TAKANAKA.ICHIO: New Growth Through Privatization;
Japan Echo; Vol. XIV No.4 1987; Edited and
published by Japan Echo Inc.

TBT REPORT: Restructuring Japanese Industry; Tokyo
Business Today, Jan. 1988.

TO - SHIYUKI MASUJIMA: Government Corporationa in
Japan, Govt. Affiliated Agencies (1 and 2);
Oriental Economist,XXXIV Nov. and Dec. 1966.

VENO HIROYA: Conception and Evaluation of Japanese
Industrial Policy; Japanese Economic Studies,
Winter 1976-77, Vol.V, No.2

WAKIYAMA TAKASHI:The Nature and Tools of  Japan's
Industrial Policy; Havard International Law
Journal, Vol.27, Spl. Issue, 1986, Pub. in Winter
and - Spring at Havard  Law - School Cambridge
Massachesett. ' ‘

YAMAMOTO SHUJI: Japan's Industrial Era-I, Long

Range Planning, Feb. 1980.

106



TABLE .1

 APPENDIX 1

The table gives an indication of the low

‘price of sale. The price of transfer is

compared. only to. the expendi%ures of the

Department of Industry on the enterprise

concerned.

- ——— e ——. o - - ———— -

Name of
Company

Furukawa Cement
Company

Innai Mine
Kosaka Mine

Shinagawa Glass
Factory

Price of Government

, Transfer : Expenditure
250,000 Yen 468,000 Yen
75,000 Yen 195,000 Yen
200,000 Yen 547,000 Yen
80,000 Yen 189,000 Yen

e e e - " - T - . - —

E.H. Norman pg 131 (Footnotes)

"Japan Emergence as a modern state". First

Indian Reprint 1977.
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