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PREFACE 

Jaoan 1 s economic ~rowth in the pre Seco~d W6rld 

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 inextricably )inked state to the process of 

economic ~rowth. In post Sec6nd World War period too, 

the state considered economic ~rowth as its fundamental 

goal and set to achieve this by following policies, 

mo s t · o f wh i c h were f o rm s o f con t r o l . 

The operation of the state can be throu~h direct 

intervention or throu~h indirect means. Japan during 

the early stage of industria\ization initated economic 

development throu~h direct intervention. At other times 

various indirect means wer~ used by the state to gain 

control over the economy such that major priorities 

could be ach~eved. The various indirect means used were 

laws and regulations, licensing, monetary and 

measures, administrative guidance and also 

fiscal 

public 

corporations. Public corporations form a substantial 

part of the public sector and are utiliz~d by the state 

to channelize funds ~o priority areas in both s~rategic 

industries and welfare programmes, to provide public 

utilities and public goods and to undertake projects in 
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high risk areas. The overlapping nature of the social, 

political and economic roles of the public sector tends 

to hinder a comprehensive analaysi~ of it. The task is· 

made even more difficult because of material and time 

constraint. Hence, the st~dy focuses on the p~blic 

corporations, an important component both in the 

functioning of the public sector as well as its control 

me~Chanism. The study undertakes to see which areas of 

the economy the public corporations penetrates and the 

nature of its controls. As public cotporation is a 

means of control, it is necessary to know how the state 

controls the public 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 mrtjor public corporations - The 

Japan National Rail~~ys and. The Nippon Telephone and 

Telegraph Corporation. 

The~~- two organisations have been chosen because 

they have a similar funct~on i.e. public .utility 

service~ and share.a similar history. Both of these 

were initially a direct government enterprise. The 

post Second World War saw these turning into public 

corporations. Of 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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Apart from introducing· the problem ·chapter I 

defines and classifies the Japanese public sector. . As 

mentioned above the state has played a vital role in 

Japan 1 s economic growth •. The state initially started 

off by directly controlling the economy. When this 

proved inefficient there was a shift to a policy of 

self control. Since self control took away the power 

of control from the hands of the government, public 

national companies were created to ensure' some control 

over , the economy. The post Second World War saw the 

emergence of a cooperative government - business 

relationship which 

flourish. By the 

allowed public 

end of the 1970s 

corporations to 

various 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 is provided in 

Chapter II. 

The public corporations h~ve been used as a means 

of control. They are often supervised by more than one 

ministry. This allows the ministries to gain 

substantial control over them. Chapter III looks into 

how the ministr.ies control the public corporations and 

guide their policies. 
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The policy of de-control has resulted in a move 

towards privatization. .The ~easons ·behind this policy 

and the process of it are the main focus, exemplified 

by the case studies in Chapier IV. 

Some concluding remarks are set out in Chapter V. 

I warmly appreciate the materials ~ade available 

·by Jawaharlal Nehru Uriiversity Library, Japanese 

Cultural and Information Library, Ratan Tata Library 

Delhi University., Foreign Pres~ Centre, Japan. 

I wish to thank Professor P.A. Narasirrha Murthy for 

patiently .supervising my work. Thanks are also due to 

Mr. H.S. Prabhakar for helping me ·with relevant 

literature. My deepest gratitude to Suma, Sujata 

and Smita for going through this work and providing 

valuable suggestions. I am indebted to Malu, Manab, 

Apala, Leena, Rasmi Ranjan, Aparna and Rasmita for 

constantly helping me with the manual work. I am 

thankful to Mr. Sanjay of rype-0-Graphic. Centre who 

carefully word processed this dissertation. Last but 

not least, I take this opportunity to express my 

humble gratitude to my par~nts whose support and 
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CHAPTER - i 

INTRODUCTION 

The atate as an organisational principle evolves 

with the coming into existence of human society. 

Originally the state was required to provide defence, 

iustice and corrrnunication. As man moved from 

traditional to feudal to mercantile society, the role 

of t4e state increased. It was required to provide a 

favourable environmen1 for the ruling class to co~duct 

its business. The state interfered mainly by making 

laws and regulations which favoured the ruling class. 

The internal . economy was allowed to func.t ion 

independently and perfectly ~here Prices and. wages 

reached equilibrium ·according to demand and supply 

forces and this invisible hand solved the central 

problem of the economy viz: What to produce, how to 

produce, and for whom to produce. 

Following the industrial revolution, the state 

began to take up new functions. In those societies 

that were the first to industrialize, 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 1 s main role was to provide an 

environment f6r growth of industries by protecting the 

1 



industries foreign competition: laws and 

regulations pertaining _to the work force. All this was 

• 
possible because in those societies. the capitalist 

class durin~ the mercantiliat stage had aecum~lated 

wealth which was invested by it in industri.es. B:.~t 

towards the end of the nineteenth century the state .· . 

took on re~ulatory functions in the interest of 

reducing excess competitions, consumer protection and 

so forth. · As Henry Jacob nuts it, "Once capitalism 

transformed the tradition~! way of life factors such as 

the effectivene•s of competition, freedom of movement 

and the absence of any system of social security 

compelled the state to assume responsibility fo~ the 

protection and welfare of the induvidual. Because each 

man was responsible for himself and because that 

individualism became a social orinciple, the state 
. 1 

remained.almost the only re~ulatorv authority." 

For the late industrializers, the motive of 

industrialization did not come from the roots i.e. 

individuals. The need for industrialization in these 
. 

nations arose from 1 a desire to assume full human 

status by taking part in an industrial civilization, 

participation in which alone enables a nation or an 

1. Chalmers 1ohnson: MITI and the Jaoanese Miracle -
the Growth of Industrial Polic~ 1925-1975; 
Standford University Press 1983. p.19. 
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indiv.'idual to compel others to 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 neighbors, administratively 

incapable of controlling its own citizens and 

culturally incapable of speaking the international 
. . 2 

ljnguage 1 Since inv~stment was not forthcoming from 

induviduals, industrialization wa s sou g h t t o be 

achieved by active participation· of th.e state. This 

meant the state in theie ·nations assumed greater 

responsibilitY: as it took over developmental functions. 

Thus the idea of the developmental state had its origin 

in situational t . 1 . 3 na 1ona 1sm. Since the late 

industrializers had the OPPOrtunity to studv the 

industrialization process of the other industrialized 

nations, their goals were invariably derived from· 

. . th t 1 f . 4 compar1sons Wl ex erna re erence econom1es. 

These two different types of orientation 

regulatory orientation and developmental o~iientation 

lead to two different kinds of government - business 

relationships. The regulation oriented state allows 

2. Chalmers Johnson: ibid P. 25. 

3. The sentiment and ideology of attachment to 
nation and to its interest conditioned 
circumstances. 

a 
by 

4; The ea~ly industrialized nations like U.K. & U.S.A. 
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market ~ationality to dominate. This means leaving the. 

economy to solve its problem in the most efficient 

manner •. The st•te is onfy concerned with fbrms a~d 

procedures of economic competition and stresses on 

rules and regulations fqr both domestic and foreign 

economic policy. The centre for decision making lies 

i~ the parliamentry assembly and change in policy is 

~.marked by strenuous parliamentary contests over new 

legislation and by election battles. On the other 

hand, the developmental state is a plan rational 

state 5 where the state sets up social and economic 

goals and goes about achieving this effectively even if 

at thP. cost of efficiency. Since, the developmental 

state is goal oriented, its indusrial policy plays a 

vital role in guiding the economy towards growth. In 

this system,. the decision. making proc~~s lies with the· 

elite bureaucracy and change i:. policy is marked by 

internal bureaucratic disputes factional infighting and 

conflict among ministries. 

Industrialization of Japan was not a consequence 

of individual effort but a conscious decision of the 

Meiji oligarchy. The s.i t u at ion 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. 
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·industriafization. was attempted necessiated.the state 

to dominate. The situational i~oerative~ were firstly, 

the fact that the economy l~cked a ~apitalist cl~ss 

willing to invest in modern industiies. 

nation lacked natural resources. Thirdly, 

Secondly, the 

the nation 

lacked a trained and effective workforce. Fourthly, 

being an island nation it needed foreign trade in which 

the private sector had not yet. developed adequate 

skills. In addition, Japan .was faced with unequal 

treaties which it was forced to conclude when Perry's 

gunboats had arrived. These treaties did . not allow 

Japan to exercise t~riff autonomy. This meant it could 

not use protective duties and other practices that 

other industrialized nations had followed. This left 

the ·Meiji rulers with no alternative but to directlY 

take up the process of economic development such . that 

J~pan was able to attain economic independence. 

Following, the Meiii Restoration of 1868, Japan 

emer~ed as a developmen.tal plan-rational state whose 

economic orientation was keyed to industrial 

development. Its main criteria was one of effectiveness 

in meeting goals of development. Howeve;tf did not have 

any ideological commitment to state ownership. Hence 

the role of state in Japan shifted b~tween active and 

P~ssive control according to the requirements of time. 
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The fundamental problem that a nation like Japan 

following state - guided high growth faces is that of 

the r~lationship between the bureaucra~y and privately 

owned business. Japan has found a solution to the 

conflict that arises between the state and privately 

owned business by implementing three forms of state 

intervention. They are (i)state control, ( i i ) self 

coritrol and (iii) cooperation. It is important to 

underst~nd these f~rms as thev feature freauentli in 

the study. 

State control attempts to seperate management from 

ownership and to put management under state 

supervision.· It was typically the form of relationship 

prefer~ed b~ the bureaucrats of the late 1~30s, during. 

post war reconstruction and early stages of high speed 

growth. This form allows the state priorities to take 

precedence over private enterpri~e. On the othei hand 

it .·promotes inefficiency in the economy and 

irresponsible management. 

Self control requires the state to re(egate its 

direct control to private sector. In this form, the 

state licenses private· enterprises to achieve 

developmental goals. The typical inst-iiution is the 

state sponsored cartel in which the state authorizes 
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cartels in industries designated as strategic and then 

leaves the private enterprises to operate the cartels. 

In this form the nation faces greater competition and 

efficiency as the management is in pfivate hands. Its 

greatest disadvantage is that it often leads to 

monopoly by big business houses. 

In Ja-pan , for a long time there was a tussle 

between, state control and self control. 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 r~quired to 

step in and direct the economy in its growth path. 

This has resulted in the forma~ion of public 

corporations, which allows for .indir~ct. 1ntervention 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 emer~ence of a government 

' - business relationship of a cooperative form. The 

fundamental advantage of the cooperative form is that 

it leaves ownership and management in private hands, 

thus allowing high levels of competition than that 

achieved under state control. At the same time it 

allows the state much greater degree of social goal 

setting and influence over private decisions. This 
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form is based on concensus building which means virtual 

agreement on economic objectives, among government, 

ruling political party, the business leaders, the 

working class. This the Japanese have perfected over 

the years. Their cultural capability has led many"l to 

term it as 11 rollin·g concensus 11 , private collec.t\vuWt 

11 Japan Incorporated 11 and so·forth. 

The 
b 

role of ~overnment in Japan today is to guide 

the economy without hindering activities of the private 

sector. The government, intervenes on the economic 

activity bf the ~rivate sec~or th~ough the following 

measures. They are the monetary measures which include 

longterm loans and. low interest rates for priority 

industries, the tax system which gives tax relief, 

rationalization of indu~tries, technology development 

and promotion of exports, the subsidies which the 

government gives to enterprises\·, the rationirig system 

by which government controls direct allocation. (It is 

mainly ~pplied in production a:l~cation ~nd shipping 

~!location) the licensing and approval system through 

which government grants permission to open business and 

approve rates to be charged; the admi~istrati~e 

6. 
of. t.onl-rol 

The shift from one formA to another as Japan 
developed is dealt in detail in Chapter-II. 

7. Richard Halloran, Hadley, Haitani and Kaplan. 
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guidance through which the government and the private 

rec o nC!..i lt-. their differences and achieve their 

obiectives. The public corporation operates in areas 

that are risky, having long gestation periods, where 

~rofits are either difficult to realise or is low. 

This form is also used to retain indirect control on 
I"< 

the private sector. 

It is important to realise that cooperative 

bus~ness relationship is hard to attain and difficult 

to retain. Japan has achieved this as a .result of 

historical development and because of social support 

system. The social support system th~t allows for the 

cooperative form.of relationshio.between government and 

business are firstly, the common education 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 1 old 

boy• network. Secondly th~ workforce which is 

fragmented amongst labour engaged in semi - lifetime 

employment, small scale sub contractors and enterprise 

Unions; Thirdly a distribution system which serves not 

only to retail goods but also to keep unemployed, the 

elderly working there by weakening the demand for 
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welfare stat~ 8 , Finally a system of collecting private 

savings through the postal system and channelizing it 

through government accounts to bureaucratically 

controlled budget (FILP) which in turn loans out to 

some public corporations. 

Definition of Public Sector 

Public sector encompasses a varie.ty of roles which 

the government undertakes either directly or through 

corporations and mixed enterprises to achieve its. 

goals. The ~ublic sector as an organisation takes 

three main forms. It can operate as a government 

department, as· a public corporation or as a joint stock 

company in which the government holds majority shares. 

The choice of corporate form is very popular among the· 

government bureaucrats as it enables them to seperate 

the costs of a particular aritivity from a general 

account budget. In addition, since public corporations 

are given freedom in management of their activity, they 

are often created to insulate an activity from 

parliamentary or bureaucratic politics or to channeliz~ 

capital and technology into areas that are too risky or 

unprofitable to attract private capital. Since public 

------~-----~-----------
8~ In Japan subsidies have never b~en an important 

fiscal measure. 
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corporations are a flexible form of the public sector· 

it can be used by the developmental plan oriented 

economy .to successfully attain its maier goals. In 

this study it is on this form of the public sector that 

attention will be focused. 

The Japanese have used public corporations since 

its indnstrialization and have perfect~d their· role ·to 

suit their own society overtime. Public corporations 

come in many forms in Japan. By definition only the 

special legal entities (T~kushu H5jin) can be called a 

public corporation. But to distinguish special legal 

entities from other forms of corporate enterprises it 

is essential to identify . other forms. Public 

corporations in Japan can be classified into six forms 

based on the proximity of an organization to its 

official government sponsor (a ministry or agency of 

the central government) and on the degree of direct 

control the official sponsor has over the corp~ration. 

The five catagories are, as follows. 9 

1. Di~ect government enterprise 

2. Special leg~l entitiei (T6kushu H5iih) 

9. This classification is in accordance with Chalmers 
Johnson typology followed in, 1 Japan 1 s Public 
Policy_ Companies (1978). 
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3. Auxiliary organs (Gaikaku Dantai), foundations, 

promotion associations and so forth. 

4. National policy companies, narro;,.,ly defined. 

5. National PO 1 icy- companies broadly clef ined. 

I. Direct Government Enterprises 

The government agencies that provide the public 

with services and products that could be supplied by 

-> either public or private corporate belong to this 

category. These are held in government monopoly. for 

various reasons like there are no private takers and 

also as a source of rev$AJue and government control. The 

history of direct government enterprises can be traced 

to the state - owned enterprises that existed during 

th~ initial phase of industrialzation. Before the ·war 

and during the war there were eight such enterprises. 

They were the po~tal service, the forestry service, 

government p~inting (including currency and stamps), 

the mint, a governmental monop~ly of ~anufactu.r~ of 

industrial alcohol, the national railways, the 

telephone and telegraph s~rvices, and a government 

monopoly over the production and sale of tobacco and. 

salt. The last three goveernment enterprises share an 

interesting history. They were made into Kosha 

(special legal entities) in 1949 and 1952 and 
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privatized in 1984~ The focus of thi~ study is on 

these enterprises. As can ~e seen, the direct 

government enterprises dominate relative!~ few 

activities in Japan. While postal service is a public 

utility servic~. 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 

genetal industrial sector. 

II. Special Le~al Entities 

Tokushu Hojin (literally 11 special iuridical 

person 11 ) generally referred to as special legal 

entities perform a variety of functions that penerate 

all sec.tors of the economy ranging from production, 

construction, providing services and social welfare 

programmes. They are basjcally an extension of the 

ce~tral goverrtment bureaucracy, (though not in the 

legal sense) .which is itself one of the most intensive 

public services in any open industrial society. The 

term lokusht.t Hoiin refers to corporations that have 

..... beeri created by seperate Diet - enacted Laws, which 

spell out the structure, governance, functions. and 

financing of the corporation. Those Tokushu H~jin that 
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come into 

agrees to 

existence because the Ministry 

pay for their establishment 

of finance 

and the 

Adminsitrative Management Agency of the Prime 

Minister 1 s Office is ready to designate them as special 

legal entities that come under the narrowly defined 

speci.al legal entities. Since these two official 

agencies have the power of financing or recognition, 

special legal entities are formed not as a matter of 

general policy is but often with an eye on political 

bargaining within the central government. In 

short,those public corporation created by special law 

and designated by th~ government as public enterPrise 

come under direct authorization of law. These public 

corporation tak~ the form of an· ordinary joint stock 

company, a foundation or a mutoal aid association. In 

a broader sense Tokushu-HOiin actua"lly includes a much 

larger group of corporations. It includes ·local public 

entities also. They receive around 20% of FILP loans 

and are on decline as national Tokushu Hojin are taking 

over their activities. 

The birth of special legal entities is mainly a 

feature of the post Second World War period. Their 

number reached its peak in 1976. These public 

corporations can be classified in several. ways; in 

terms of their functions, in terms of their sectoral 
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concern, in terms of the ministries that control them 

and in terms of their degree ·of independence which 

could probably provide a more critical view of the 

special legal entities. But the Japanese prefer to 

cl~ssify them according to Japanese terminology. The 

official classification of the special legal entitities· 

are as follows. 

1. Kosha 

2. Kooan 

3 • Jigyodan 

4. Koko 

5 • Tokushu Ginko 

6 • Kinko 

7 • Eidan 

8 . Tokush·u ·Kaisha 

9. Others (Kikin, Shinkokai 

Public corporations 

Public units 

Enterprise· units 

Public fi~ance corpo~ation 

Special banks 

Depositories 

Wartime term for Kodan 

Mixed public private 
enterprise 

Kenkyukai, kyosaikumiai) 
Endowments,Promotion 
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. control (Type I) to stall 

labour unionism. The kosha were the most public of all 

th~ Tokushu Hojin. Their asse~s were all government 

owned and. they were financially seli supportjng~ Day-
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today management was free from government interference. 

Although they maintained independent accounts they were 

subjected to Diet approval with regard to their budget •. 

The three Kosha were the Japan National Railways, 

Nippon Telephone and Telegraph €orporation and the 

Japan Monopoly Corporation for production and sale of 

salt and tobbacco. They were controlled by the Ministry 

of Tr~nsporation, the Ministry of Posts .and 

Telecommunication,· and 

respectively. While the 

the Ministry of Finance 

first two provided public 

utilities, the Japan Monopoly Corporation was the major 

revenue raising corporation. Contrary to the theory of 

the public corporations, these organisations were under 

heavy political pressure. Since the workers were paid 

from national treasury, they invariably had a different 

relationship with their employers from that of profit -

making private enterprises. The work atm~sphere 

res~lted in labour unionism. 

Kodan are more independent than Kosha. The kodan 

are only subject to the approval of their supervising· 

ministers. They are largely e.gaged in construction 

and public work proje~ts Kodan are involved in lar"e 

scale investment with social welfare as them main 
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obiective, and are mainly funded by Fiscal Investment 

and Loan Plan. 

The Ji~yodan are smaller-sized kodan and undertake 

economic and social activities which the government 

encourages. Jigyodan are partly funded by FILP. Most 

of their funds are directly appropriated through their 

controlling ministries. Thus they are less independent 

than the more financially secured kodah. 

Koko function in the ~ealms of loans and finance. 

All their capital are supplied by the government, and 

they make loans and investments on the basis of .t~e so 

- called 1 policy interest rates•. They· help 

financing risky ventures and aid clients who do not 

have access to any other source of credit. Koko are 

thus a supplementary to the general banking system. 

Being an operating arm of the central government in the 

realm~ of· public finan~e Koko are subject to both 

budgetary and annual plan approval by the Dieti In 

addition, the Koko often face interference by their 

supervisory ministries. 

Tokushu Ginko means special bank. The two special 

banks are Japan Export - Import Bank and Japan 

Deve l opme.n t Bank. These two banks have played a 

crucial role in Japan 1 s economic growth in the post war 
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period. Although these banks are officially c6ntro1led 

by. the Ministry of Finance, the Ministry of 

Internatior;al Tr:<tde and Industry .has a strong policy 

influence over them. These banks provide .loans· to 

private national policy companies.and · ~herefore tie 

these companies to· the government. T6kushu ~nkos 

operate under the same legal restrictions and apply the 

same ·policy interest rates as that of Kodan. But, the 

banks through repeated confrontation with bureaucracy 

have won greater 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 co~peratives. This Kinko does not have 

access to FILP funds. the Bank for Commerce and 

Industrial Cooperatives is the other Kinko attached to 

the Mi~istry of Int~rnational Trade and Industrt.· It 

gives loans to small and medium scale ent~rprises. 

Some 62.5% of its capital is held by the government~ 

and it takes loans from FILP. 
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The only surviving Eidan 10which were in plenty 

during wartime is the Teito Rapid Transit Authority. 

This is controlle~ by the Ministry 6f Transport and the 

Ministry of Conitruction. 

Tokushu Kaisha are mixed public private 

enterprises and are organized as joint stock companies. 

These ~ained popularity in the 1960s as they were 

alleged to be more efficient than purely public 

corporations. Tokushu Kaisha were not subject to Diet 

control but still required the approval of the 

cont~olling ministers on matters like, of .new stack, 

longterm borrowin~, disposal. of profits and on policy 

de~ision. Thus the government has powet to interfe~in 

these enterprise~ and some of them are e~ten~iobs 6f 
. . 11 

the official bureaucracy rather than the joint stock. 

Finally, the others include a horde of public 

corporations. whose activities are varied. They are 

controlled by ministries which sponsor them. These are 

formed in response to a diversity of problems and also 

serve as an opportunity 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 i·s. Japan Ammonium Sulphate Export 
Company where MITI holds substantial control. 
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II I. Auxi 1 iary Or~ans, Fou.nda t ions, Promotion 

Associations and Others 

The organisations under this category are formally 

private. They take the form of incorporated 

foundations, incorporated associations or unions. They 

are all nonprofitmaking enterprises or non comnercial 

enterprises. These organisations provide the business 

class and the governm~nt with good office to work out 

their differences. These organisations have quasi 

official status and.are often staffed by government 

officials and funded partly by government and partly by· 

the Liberal Dem6~ratic Party funds. 

A~xilia~y organs knowri as Gaikaku Dantai are used 

by various ministries and agencies to serve purposes 

not necessa~ily ecoriomic in nature. When a ministry 

·fails to convince the Minsitry of Finance about the 

need for creating a Tokushu Hojin, the ministry 

up Gaikaku Dantai 12 • These organs also serve 

sets 

as a 

placement for retired officials. They are often 

created as a forerunner to Tokushu Hojin. Further, 

many of them are wholly staffed by active government 

officials and are indistinguishabl~ in form and 

12. Information Technology Promotion Agency belong to 
this category was intended by MITI to be a Tokushu 
Hoi in 
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function from Tokushu Hojin and exists aS Gaikuku 

Dantai for political reason 

IV National Policy companies, Narrowly Defined 

Narrowly defined national policy companies are 

often referred to as Sokusei Saibai ( 1 raising o~t of 

season crops by artifical heat). They are located in 

sectors that the·government wants to develop as it is 

too risky or unprofitable for the private sector. The 

Japan Electronic Computer Company is one such 

organisation. 

It is important at this juncttire to .clarify that 

national public policy companies of prewar times were 

primarily 1 special companies' (Tokushu Kaisha). They 

were joint stock companies established by special laws 

and their ownership was shared between private 

organisations and the government. These companies were 

~stabl.ished· on government initiatives and financed by 

the governme·n t. 

The post war ·national companies (both narro~ly 

defined and broadly defined) have a kinship with the 

government which is lacking between government and 

private enterprises. 
·--~A, 
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V. National Policy Companies Broadly Defined 

There is very little difference between the 

narrowly defined and broadly defined national policy 

companies. If one considers this category the firms 

classified will fall in the blurred area be~ween 

enterprises launched by government initiative and those 

launched by purely private enterprises even though 

their business is regulated by the governments. The 

firms. are distinguished on the basis of concentration 

of retired bureaucrats on their board of directors, 

strong dele~ation of their executives on powerful 

government advisory corrmis.sions and a history of direct 

involvement with the ~overnment; such as Eovernment 

assistance at birth, administrative guidance, 

governmental subsidies and governmental brokera~e in 

effecting merge~s or joint ~entures 1 • 

These five catagories show what a large spectrum 

of industrial activity the government penerates. These. 

i~dustries can be described as public policy companies 

as they range from companie~ ha~ing most direct 

government connections to those having only tenuous 

connection. Among them are the special leg~! entities 

which cover a wide range of economic activities. By 

definition, the special legal entities represent the 
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clearest public corporate char~cte~, though the degree 

of conrol of the government varies widely among the 

different types withih this category. In this study it 

is to this category that reference is made when the 

term 11 public corporation 11 is used. 
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. CHAPTER · I I 

PUBLIC SECTOR IN JAPAN 

Public Sector in Prewar Japan 

Industrialization in Japan·was carri~d out by the 

state as the Meiji leaders wanted to achieve in a short 

span what took other countries a century or more. ·Thus 

Japan 'followed a distinctive industrial policy, where 

the state controlled all aspects of the economy. In 

the formative years Japanese capitalism was a 1 hot 

house variety growing under the shelter of state 

prot·ection 1 •. 

At the onset of industr.ializition it was realised 

that revival of the old industries could not provi~e 

the impetus for industrialization. The policy of the 

state during the for~ative years was to lay the 

foundation for large ·- scale industries and to 

modernize the traditional industries and equipin~ them 

to face world competition. The development of two 

types of industries presented two aspects. In the 

lar~e scale industri~s (arsenals, shipping, metallur~y, 

machinery and equipment) the state followed a force 

draft expansion. These industries ~rew out of 

1. John Livingston et. al (ed): Postwar Japin 1945 to 
·the present; New York Pantheon 1973. p. 117 
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government init.iative thr~ugh subsidy and pjotection. 

Here the ai~ of the state was to build enterprises 

essential for military preparedness and colonial 

development. Since the state was also the main 

financer, it had total control over these industries 

and guided their industrialization process. 

In the traditional sector consisting mainly of 

textile industries a more diversified and pervasi~e 

modernization policy ~as followed. V~rious types of 

governmental incentives, bank credit, technical 

edu~~tion were provi~ed. The maj6r problem in .this 

sector was that private financers were not willing to 

bear the risk of modernization. The initi~tive towards 

~odernizatibn was therefore taken up by the state. The 

state followed a policy of setting up model enterprises 

in vari~us industries. These model ~nterpris~s 

incorporated industrial skills and the techniques of 

Since private investment was not the · West. 

forthcoming, these model enterprises were owned and 

managed by the government. (Category I). The success 

of these enterprises ensured incorporation of the new 

techniques 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 about a decade and a half of direct state 

operations of the model enterprises, the Meiji leaders 

realised that these model enterprises were breedi~~ 

corruption, bureaucrat-ism and inefficient monopolies. 

At. the s?tme time a private capitalist class had emer~ed 

which was willing to invest in these model 

enterprises. The moment was opportune to end direct 

government-operated model enterprises and ~ransfer them 

As a ·result the law on Transfe·r of 

Factories was passed. The reason st~ted for the 

transfer was, 1 the factories - established· f6r 

encoura~ing industries are now well organised and 

business has become prosperous. 

abandon ownership which ought 

2 people 11 • 

So the state will 

to be run by the 

Thus, the state gradually transfered many of the 

government-owned enterprises other than ars~nals and 

lar~e •manufacturing industries. Tablel (Appendix 1) 

gives some of the early industries that were sold to 

private owners. This period 1880-1920, saw a relative 

decline of state control and consequently the public 

sector took a back seat. The role of the public sector, 

however, remained predominant in public utilities ~nd 
-------------~--------~-
2, W.W. Lockwood:.The Economic Development of Japan­

Growth and Structural change; Princeton ~niversitV 
Pr~ss; 1968~ p.l02. 
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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 

·industries that. emerged were, on the one hand that 

which was state protected and· on the other,· that which 

followed the principle of laissez faire. The 
,, 

distin~tion accordi~g to Nbrman wa~ that of, 1 diif~rent 
tf 3 

form of paternalism adopted by th~ state 1 The state 

retained its paternalism as befcire both in military and 

non-military enterprises· but in a form appropriate to 

~ach of these sectors. While in military industry, 

state con~ol was complete, in non-military enterprises 

the state retained control by maintaining contact with 

the major Zaibatsu houses. Byron Marshall has shown in 

detail how small a foothold the ideology of 

entrepreneurial indeperidence retained in prewar Japan. 

1 No' Japanese entreprenuer 1 he writes, 11 is recorded as 

ha~ing claimed the right to run hi~ enterpri~e as he 

f . t . t h t t . d . t . . t . 114 saw 1 w1 ou ou s1 e 1n erven 1on. 

3. · E.H. Norman: Japan 1 s Emergence as a Mod~rn State: 
Political and Economic· Problems of the Meiji 
Period; Institute of Paci-iic Relations, Inqu~ry 
series 1977. p.128. 

4. Byron K. Marshall in Chalmers Johnson: Japan 1 s 
Public Policy Companies; American Enterprise 
Institute for Public Policy Research, Washington 
D.C., 1978. p. 63. 
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In 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 expan~ion on 

the continent, a strong industrial base was required, 

and this could only be provided by the state. 

Though both 'milita~ist and industrialist groups 

agreed ·upon state intervention, they disagreed upon the 

type of control. The Zaibatsu-advocated self control 

with government role restricted to legal support from 

outside; it wanted cartelg to end excess competition. 

In adqition, cartels meant increase of Zaibatsu power 

of control. The state ·also advocated it because it 

could ensure rational use of resources and led to 

industrial rationalization. The outcome of this was the 

passing of Important Industries Control Law in August 

16,- 1931. The law legalised self control in the form 

of treaty like cartel agreements among enterprises to 

fix levels of production, establish prices and limit 

new entrants into an industry. The net result was that 

some tweritV six important industries were carteiized. 



As self control led to monopoly capitalism, it created 

apprehension in the minds of the people and the dollar 

scandal 5 served the final blow to the advocates of self 

control. 

The militarist on the other hand demanded state 

control ~s .it meant control of prices, qu~ntities and 

production facilities which was normally achieved by 

elaborate re~ulations and plans. With· self conttol 

failing, ~tate control gained ground. ~he mi.lita~ist~ 1 

first attempt at state control was made in colonial 

Manchuria in respect if the 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 

through joint public -private. enterprises which they 

termed as national policy companies (By our 

classification, these companies actually fall in 

.catagory II, Tokushu Kaisha, special le~al entities). 

The national policy companies were set up in line with. 

the Ayukawa's Manchurian Heavy Industries Development 

5. On September 21, 1931, .England announced that it 
was leaving · the gold standard . becaus~ of 
depression. Japan could not maintain ~old standa~d 
if. its trading competitors didnot abide· by ii. 
However, Japan didnot impose gold embargo and 
Zaibatsus bank took full advanatage of i~. 
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Corp~ration such that each ot these national policy 

compan~es held monopoly in their respective industries. 

The main national policy companies were the Imperial 

Oil Company (1941), the Japan Power Generation and 

Distribution Company (19j8), the Imperial Mining 

Development Company (1939),. the Great Japan Aircraft 

Company (1939), the Japan Coal Company (1939), th~ 

Petroleum Cooperative Sales tompany (1939), and· many 

others . set up in China. All these were ·joint publi"c-

private 

Zaibai;u 

1 Sp~cial Companies• which continued to serve 

interest but helped in rationalization and 

extension of government control. The second type of 

the public ·corporation was the 

---tl.-. T . k . . ose1 a1 

cartels 

which were really 

of 1931, the only 

•control association• 

the old self control 

difference 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 providi~g them 

with enough controlling power.· Apart from paying 

dividends to private capitalists, the laib~tsu were 

supplyin~ personriel other than presidents arid vice 

presidents, maintain~ng a substantial power in these 

companies. A. solution towards tightly controlled 
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defe~ce state was sought by passing the .~ational 

Gen~ral Mobilization Law' in 1938~ This l~w as a 

comprehensive mobilization statute intended to cover 

every aspect of.· war production. through controlling 

iabou~, e~iablishment of new companies, addition· to 

capital, mergers, changes of·produc~·. mix etc~ Of 

particular interest is Article'17 of the law which used 

public corporations as a move towards state control. 

This Article authorized the formation of cartels in 

industries for purposes of 'concluding control 

agreements which later formed the legal basis for 

control associations~ The control association were the 

old cartels of 1931, which were upgraded, expanded and 

made off.icial government organs. Takehashi Makoto 

writes, 11 A kind of compulsory cartels t·o fulfill 

·production quotas, carry 

materials and labour, 

out 

and 

assignments regarding 

the like, the control 

associations were empowered as agenci~s of state 

authority to exercise compulsory control over 

induvidual enterprises; .. Thev were also empowered with 

authority as a sort of state organ direct}y ~elongi.l)g 

to either the· Ministry of Commerc'e and Jndustry or the 

Munitions Ministry. On the other hand, however, these 

iP.stitutions were operated by representatives of the 
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major Zaibatsu, and virtually conducted on the 

principle of securin~ the interest of the Zaibatsu"
6 . 

As a measure of gaining control the bureaucrats 

created public corporation which excluded the Zaibatsu 

financial or mana~~rial 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 !he private sector. In reality these Eidan 

were used as a tool to control, 1 control associations 1 

(Toselkai) ·by regulating their supplies. There were 

seven Eidan, important among them were the Imp6rtant 

Material Control Corporation (1942) and the Industrial 

Facilities Corporation. (1941). 

In brief, from the Meiji restoration until the 

Second World War, state control through public· 

corporations and government departments was enforced to 

meet three· goals~ First, to foster industiialization; 

second, to aid militaris~; and third, to ·fadilitate 

colonial expansion. In the 

industrialization was undertaken by· the state with 

little help from the private sector. By 1880 the 

6. Takahashi Mota in Chalmers Johnson: ibid. p. 71. 
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private sector had established itself and demanded self 

control which became readily acceptable .. With a turn 

towards expansionist policy the militarists and 

bureaucrats felt it necessary to gain state control 

over the economy. Though facing resistance from the 

private sector, by the end of the Second 'World War 

militarists and bureaucrats had their hold over the 

national economy. The control comprised of three 

layers -- the General · M6bilisation Bureau of the 

Ministry of Munitions (looking after planning) the 
. . I 

control association, and the Eidan .. The in 1 t i a 1 

postwar period was in fact a continuation .of th~se 

organisations which were given greater power resulting . .. 
in bureaucrats achieving state control of which they 

were deprived during the.war time. 

Public Sector In the Post Wa·r Period 

The end of·the Second World War in August 1945, 

left the Japanese economy in total chaos. In a bid to 

divest the economy of totalitarian controls,··the Allied 

Powers sought to demilitarize, democratize and 

deconcentrate the economy~ They held the Zaibatsu and 

the militarists responsible fnr the war and the ·first 

step they took was to purge military officials and 

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

measures. 

(a) Restriction pf designated Zaibatsu connected 

firms~ 

(b) Dissolution of the Holding Companies. 

( c ) Elimination of excessive economic power. 

(d) Introduction of Antimonopoly Act. 

The above measures resulted in the dissolution of 

Zaibatsu cartels, reduction of their economic power and 

eliminiation of state patronage of domestic monopolies. 

Democratization of society was achieved by various 

reforms which touched all aspects of the economy. The 

main reforms were the land reform which led t-o a 

equitable distribution of land among farmers, 

labour reform which gave the un.ions, among 

things collective bargaining power along with the 

to strike, the education reform which did away 

ultranationalist curriculum ~nd allo~ed · for 

of individual consciousness 

more 

the 

other 

right 

·with 

the 

and development 

personality. In the industrial sector concern with 

"dem6cratization" led SCAP to enact the 'Nat ion a 1 

General Mob i 1 i za t ion 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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totalli adhoc for the fitst.y0ar of the Occupation 

Period. Following dissolution, the control 

associations reconstructed themselves and reappeared as 

trade associati6ns. These· associations were basically 

control associations in all but name only. 

A major goal of the Allied Powers was to stabilize. 

Japan, and put back the devastated economy into the 

growth path. ~unching on to econo~ic reconstruction, 

the Allied P6wers realised that investment from the 

private sector would not be forthcoming and therefore 

the burden of economic reconstruction was taken up by 

it. Lacking knowledge about the country and the people 

they were governing, the Allied powers .relied heavily 

on the. bureaucrats who took full advantage. Hata 

Ikuhito states, 1 n~ver h~s Ja~anese bureaucracy 

excercised greater authority than it di~ during ih~ 

Occupation Piriod 17 . The euphoria of democratization 

had resulted in adversely affecting the economy b~cause 

it had disinte~rated the economic control system. As a 

measure to. gain some control, SCAP dissolved the 

control association 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. 

35 



industries would benefit and also ensure prcduction of 

essential materials and goods. The Economic 

Stabilization Board, however, did not find acceptance 

among ministries primarily b~cause it cut into their 

jurisdictionJ thdugh the. reasori cited was that a similar· 

8 agency had existed during war time.· The Economic 

Stabiliiation Board having hardly any power, delegated 

its function~ to the control ass~ciation kno~n as trade 

associations. 

As economic conditions worsened due to shortage of 

food, fuel,· galloping inflation, and militant unionism, 

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 a 

result, the Temporary Demand and Supply Adjustment Law9 

was. passed on September 30, 1946 (similar to National 

General Mob~lization Law). This made the .state all 

pow~rful~ providing the government with ironclad 

economic control ~ewers. 

Along with this the SCAP turned to. st~engthening 

the Economic stabilisation Board by ord~ri~g the 

8. Cabinet Planning Board, the General Mobilization 
Board which were military - dominated. 

~. Though intend~d as a temporary measure it lasted 
till the end of Occupation Period, by then MITI 
had made new control laws. 
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Japanese government to withdraw power for distribution 

of ~aterials and product~ from the industries. The 

pub 1 i c char a c t e r o f the c on t r o 1 a s .s o c i a t i o ~ s ( i'o s e ik a i ) 

was increased by making th~m fully state financed and 

state operated and renamed as Kocian (A form of Special 

Legal Entity). From April to December 1947, by 

enactment of Diet Laws as many as fifteen Kocian 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 falter under state 

control because of the turbulent change th~t was going 

on in society in the wake of democratization. State 

control adversely affected economic development as it 

led to corruption, lowered efficiency, i n f 1 a t i on ., 

irresponsible management, growth of bureaucracy and 

inter-~inisterial fight. The w~ak~ess of state co~trol 

became ·evident. 

The first measure against direct state control 

came in the form of the 10 Dodge Line which 

substantially weakened some aspects of state control 

L like ·rati6ning, price control; price support, and 

10. Named ~fter 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 principle 

of maintainirig balartced and even o~er-balanced budget 

which became firmly entrenched in Japanese political 

culture. ·This had two important conseque~ces which 

explain the growth of public corporations in the 1950s 

and 1960s. The first consequence was that of three 

seperate ~ational budget head~ - the general accounts 

which ·remained balanced until 1965, the special account 

which was oriented towards named projects ·were 

segregated and audited, and the investment budget or 

Fiscal Investment Loan Plan which was used to finance 

public corporations. The· second consequence was that 

government being determined to keep its accounts in 

balanc~ followed a policy of putting new services 

demanded by people on 1 pay their own• basis.· This led 

to commercialization of governmental services by means. 

of public corp6rations. Furth~r public corporations 

with seperate management and accouniing iound to be an 

excellent means for atcomplishing this 11 • 

'Another factor that led the Allied Powers to 

venture into public corporatioris was the growing 

militant unionism which was hampering economic growth. 

The trend was strong in direct government enterprises 

11. Kiyohiko Yoshitake: An Jntroduction 
Enterprise in Japan; Nippon Hyoron 
publication, 1973 p.ll2. 
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because .of the charac·ter and nature of such 

enterprises. This was parti:-ularly stron~ in the 

National Railways. As a measure of weakening the 

unions the ~overnment 
,.. 

transfer ... ed the two direct 

government enterprise (National Railways and Salt and 

Tobacco Monopoly) and made them into Kosha (~overnment 

monopolies in corporate form falling under category 

II). 

Just as deficiencies of self control in the 1930 1 s 

had resulted· in the move towards state control, the 

experiment with state control which adversely affected 

the economy assured both bureaucrats and businessmen 

that a balancing of 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 speci~l l~gal eritities) while givin~ 

freedom to the management, ensured control by ·th~ 

government to direct economic priorities. Thus public 

corporations. became a popular 1 smokescreen 1 for 

government control. 

!apan regained its full soverei~nity in April 

1952. Sen~ing displeasure on the part of the p~ivat~ 

sector towards government powers of intervention, the 

government voluntarily gave up many of its functions by 
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creati~g mixed enterprises. T.hese mixed enterprises 

were essentially special companies which gave the 

gove.rnmen t substantial indirect .control. Special 

companies were cr~ated through joint public private 

financing They i.ncluded the Japan Airlihes, the 

Electric Power Development Company and the International 

Telephone and Telegraph Company (KDD). As a result 

their number grew from a mere 21 ·in 1945 to 33 in 

1955. The Nippon 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 exercise direct control over 

growing industries run by the private sector, by providing 

guidance and chann~ling imports and exports as well 

as through t~~hnology transfer. 

From 1955 through 1960 a rapid industrialization 

and greater diversification in industries took place. 

With the exception of agriculture and an extremely 

small percentage of industry, firms were able. to make 

independent decisions.· Though for all ,,utward purpose 

Japan became a private sect or economy, the government 

by using a battery of devices like tax benefits, 

~egislative power to promote economic development 
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. 
·created ~umerous .corporatio~ for the development of 

industrial infrastructure· and strategic industries. 

These corporations were c 1 ev'er 1 y de·lin·ked .from 

ministrie~ thus decieving the supporters af private 

sector economy. Ironically it was in this period, 

between 1955 to 1965, that public corporations grew by 

68% (see graph). 

In view of a strong and confident private sector 

the government came to rely upon a concensus decision 

making· process. The public corporation (special 

companies) incorporating a little of both public and 

private sectors proved useful as it ensured indirect 

control. Public corporations with less. business - like 

character dealing with social programmes, economic 

welfare, research and scient~fic matter~ not yet ripe 

for corrrnercial developments grew in number. They are 

the Kikin (endowments a·ssociations) Shinkokai 

(promoti9n associations) Kenkyukai (research ·associa-

tions). But it is the public corporations operating in 

strategic industries which were of importance. These 

public corporations were used as an operating arm by 

specific ministries to serve their purpose and steer 

industry such that it conformed to national priorities. 

A good example in case of public corporation in 

strategic industries is the Japan Electronic Computer 
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Company~ This is an outstanding ex~mple of a national 

policy company (Kqkusaku Kaisha). The creation of 

Japan Electronic Computer Company was not the result of 

longterm planning of the industry but an ou~come of a 

tussle between the government desire to control and the 

private sector desire to be independent. As a 

compromise between t~e Minis~ry of Finance, Ministry of 

'-.a-International Trade and Industry and the private sector· 

Japan Electroni6 Computer Company was established as a 

centralized but private joint venture computer rental 

company capitalized by seven firms. Japan Eleciornic 

Computer Company was to provide financial. backing, 

preve~t domestic price competition by standardizing the 

price, provide rental services, channelize the 

technology through discretion. This en~bled the 

government .to control ~rices. and influence the types of 

machines to be produced. Y~t as.a privat~ c~mpany that 

needed to survive on the demands of the market it 

pressurized the computer mikers to advance t~chnology 

and 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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providin~ a means for control by the gov~rnment and 

tho~e involved iri welfare-orient~d areas. This policy 

is followed by the Japanese government even ioday. 

An ·analysis of the Japanese public 

namely special legal entitities of 

corporations, 

this period, 

provides an insi~ht into how the government used the 

corporate form of organization to pursue diverse 

objectives. While public corporatiuns for public 

welfare and utility are created in large numbers there 

are also specific national public policy companies for 

the sole purpose of targeting strategic industries. 

The 1corporate 1 form which involves form).llation of 

lqngterm objectives and development of plan~ to achieve 

them was best suited for these strategic industries and 

national p_ublic 'policy companies and special companies 

provided the required stru~ture. As a governmental 

or~anisation it provided financial backing and as a 

p'rivate organisation it demanded that' firms of target 

industies make better product and cut cost in return 

for govern~ent aid. Being seperated from its parent 

ministry, its subsidies are largely invisible. It is 

this practice that results in a misnomer that the 

J~panese economy functions with a relatively small 

public sector. 
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The poliferation of public corporations 'in almost 

all areas of the economy caused dissatisfaction amongst 

people because of excessive govern~ental interference. 

Further since these were used as post retirement 

placement for top bureaucrats by the ministries many 

critic~ came to b~lieve that many of these public 

corporations exsisted for the benefit of the ministries 

and was a sure way of retaining control. 
' 

Growing 

concern over this issue led the government to form a 

Provisional Commission for Administrative Reform which 

submitted its report in 1964. This commission was a 

deliberative- organ set up by the Prime Minister's. 

Office in an eff6rt to reform the entire administr~tive 

system. This commission came up with a claim that 

there were many public corporations which were 

duplicate in nature and a consolidation, reorganisatiDn 

and abolition of some of the public corporations in 

several phases was called for .. A positive action was 

to dismantle those lacking grounds for exsistence or to 

consolidate those performirig similar functioris. But. 

the ti~e proved ~nappropriate .. Tapan was going through 

a phase of fast growth whi~h was credited to the 

various policies pur~ued b~ Ministry of I~ternational 

Trade and Industries and Ministry of finance. These 

ministries put forward a view that a shake up of the 
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system by consolidation .and elimination of pciblic 

corporations will adversely affect growth. I In truth 

these ministries ·were actually guardin~ a tool by which 

they could eff~ctively cont~rl the economy • This 

. projected view was well taken and there was . only' a 

mar~inal decline of· public corporations fro~ 113 in 

1967 to 108 in 1976. 

In the period between 1960-1970 Japa~ achieved 

full employment, modernisation of industrial structure, 

eclipse of dual economy and a current account surplus. 

By most criteria it had become a developed country. 

But it also showed many negative aspects like creeping 

inflation, problems of pollution and environmental 

hazards. This period was fruitful in terms of indirect 

state control as the ministries established ~any public 

corporations to direct and guide the private sector in 

' a fashion visualised by the ministries. Intervention 

of this kind came to stay. 

Three principle problems faced by 'the· Japan~se 
.· 

economy following the oil crisis in the ·1970s were 

first, shorterm adjustment to the disequilibrium 

engendered by the oil crisis. Second problems 

generated by growth in the previous period especially 
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pollutipn, and environment hazard. Third the change in 

industrial policies caused by oil price hike. 

In coming to terms with the above problems there 

was a shift in the policies which was made explicit in 

' 1vision for the 1970s 1 published by MITI. The policies· 

followed can be divided into those directed towards 

specific industries requiring protection and the 

de~lining and depressed indust·ries a~d into those 

affecting the whole range of industries. The latter 

policies concerned itself with environmental issues. 

For both the purposes ·apart from enacting laws, 

the government, used the public policy companies for· 

achieving desired result. In the case of depressed and 

declining 

{igyodan, 

industries, public corporations (Kodan, 

1fokushu Kaisha) were set up to consolidate 

and root out excess capacity. Their duties also 

included finding markets and bailing cut the 

unemployed·. The public cor~oration 4n spe~ialized 

fields was also created in. space de.~e 1 opmen t, 

constructioh and management of airport. 

A stagnation in the growth of publi~ corpo~ations 

occured from 1967 to 1975 (Sigure-1, see graph) and the 

weaknesses of the public cqrporations became evident. 

Man a g e r i a 1 i n - e f f i c i en c y , labour disputes, under 
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employment and production inefficiency, were some of 

them. Further, with the slo~ing down of economic 

growth there was ~rowing deficit. The government in. 

1979 decided upon a reform progr,::trrrne such that eighteen 

public corporations were to be consolidated or· 

abolished as found suitable. It was felt that there 

was a decrease of import~nce of the business carried 

out by .certain public corporations or that the privat~ 

sector had become mature enough to take up the 

functions of public sector· and thus e 1 imina te 

intervention. The 'Scrap and Build' principle 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 consolidation and 

elimination many lokushu ~aisha were reduced. As the 

rationalization _policy took shape in 1980 the three 

Kosha were privatized. They were the Japan National 

Railways, the Nippon Telephone and Telegraph 

Corporation. and the Japan Tobbacco and Salt Motiopoly. 

The rationalizaiion of management and erihan6ement of 

efficiency has been implemented al'ong with 

consolidation of these corporations. 

Analtsis of the present policy followed in Japan 

..i>~ shows·two distinct trends. While public corporations 
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involved in utility service (Kosha) are be in~ 

privatized, public corporations involved in business 

operations are expandin~ their role in various areas. 

In addition, public organisations su~h as 1 authorized. 

corporations created by invitation of private sector 

have been increasing. These corporations supplement 

~overnment functions and play an important role in 

investment and finance. This has ensured government 

control in important sectors. Privatization on the 

other hand has decreased gov~rnment 1 s budget defi~it. 

"'' The study of post war public sector shows that the 

Japanese have thought out advantages and disadvantages 

of state control versus self control. While state 

control by standard bureaucracies has been viewed as 

fuily effective controllable in the policy sense, it 

often proves in e f f e c t i ve i n competitive market 

operations. The private sector, though op~rationally 

efficient cannot be guided by publi~ policy. The 

Public eorporations have a highly flexible middle 

course, responding to both policy and political 

directives on the one hand,· 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 government as 

a means of achieving this cooperation. 

Since public corporations are used as a means of 

control it is i~portant to stud¥ how the state is able 

to control the public corporations. 
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CHAPTER Ill 

CONTROL OVER PUBLIC CORPORATIONS 

Theoretically speaking a pub 1 i c corporation 

carrying out public activity can be fully accountable 

and still achieve the effectiveness, efficiency and 

-political neutrality which is associated with the 

private sector. This can be achieved when the public 

corporations are free from ministerial control and 

parliam~ntry intrusions in its day-to-day man: agement. 

The political community ensures accountapility by 

requiring the corporation to submit itself to auditing. 

The board of directors are given full freedom to run 

the corporation, and operate,as a privet enterprise. 

The Public corpotation is thus judged partly by 

_quantitive tests of the .ma~ket, profitability and 

financial perform~nce unlike the dircet goVernment 

enterprises. 

The public corporation of Japan have been 

c r i t i c i s i z e d . on the s e very g r o u n d s • The J a p a n':,e s e have 

_o.__adopted the approach that the presumed management 

advantages of 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 and each 

statute defines not only the power which the 
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corporation may exercise but also the methods of 

supervision which the government will follow. Each 

corporation is placed under 

relevant ce~tral government 

the supervision 

ministry which 

of a 

wields 

substantial power. Each corporation is required to 

prepare a b~siness plan, a budget and a financial plan 

which .is reviewed by the supervisory ministry. Further 

they are subjected to parliamentary control and 

auditing. 

To understand the government 1 s control over the 

public corporation, it is best to divide the number of 

controls into_ 3 types~ 

(a) Parliamentary Control 

(b) Ministerial Control 

(c) Accountability through Audit. 

(a) Parliamentary Control: 

The following matters are under Parliamentary 

Control :-

i ) 

i i ) 

iii) 

Establishment 

Enterprises. 

or Abolition 

Sub~)nission of Financi.al Reports. 

Budget of Kosha and Kodan. 

of Public 

The first type of control exists in most other 

countries. This control often acts in ,favour of 
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, 
satistfying a particular pressure group. Many special 

legal entities (Kodan) persist even after their 

original purpose is served as they were set up for the 

convenience of a ministry, or a pressure gr~up etc. It 

is the third type of control that essentially pertains 

to the Japanese economy. In Japan the revenue and 

expenditure budget of Kosha. and Kodan are laid down 

before the parliament for voting. This hampers 

c<;mrnerc i a 1 q)era t ions of the Kosha and Kodan as they 

have to. publish their estimated results in ad~ance. The 

rates of JNR, NTT for example, were ·decided by 

parliament as these rates affected the national 

~conomy. This decision was but naturally guided by 

~olitical consideration rather than economic ones. 

(b) Ministerial Control: 

There are four ways by which ministerial control 

works :-

(1) Appointment of the Board of Directors arid their 

salaries (in some cases only). 

(2) Direction of general character. 

(3) Specific matters which .apply to the Ministry (e.g. 

new establishment, abolition of certain 

facilities.) 
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(4) Financial Control: 

i) Bond Issues. 

ii) Borrowing of Kosha, Kodan, Koko. 

iii) Terms of loans for Koko (Public Corporation 

of loan and finance). 

iv) Rates of Eidan.· 

v) Freight charges of Japan Airlines. 

The above ministerial control brings to light some 

characteristics of the control the public corporations 

are subject to. First is the large multiplicity of 

government control. The Public eorporation is subjected 

to control not only by the specific Ministry under 

which· it operates but also the Ministry of Finance, the 

Administrative Management Agency and the Board of 

Audit. Ver.y often., the ?ubll.c Corporations are under 

the authori'ty of three dif.ferent departments within the· 

specific Ministry or part of . .i.t is u.nder· different 

Ministry.· For example, the W2ter Resource Development 

Public Corporation is under the control of the Ministry 

of Contruction, and the Minister of Agriculture and the 

Prime Minister 1 s Office 1 . Second, financial.control is 

almost total. Item 4 shows that the government controls 

1. Kiyohiko Yoshitake: An Introduction 
Enterprise in Japan; Nippon Hyoron 
publication, 1973 p.273. 
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the public corporation, in te~ms of issu~n~ bonds, 

borrowing; terms of loan, disposal of surplus and 

mana~ement of funds. Thus tying the hands of public 

corporation 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 regard to borrowin~ and 

loans. Third, though mixed enterprises like Japan Air 

Lines or KDD (International Telecommunication Company) 

have greater degree of freedom in financial ~rea than 

.other public 

borrowing and 

surplus, they 

enterprises as they have no limit to 

have full authority over disposal of 

~re subjected to control with regard to 

issue of new stock, long term borrowings and workin~ 

progranrne as. it has to be a·pproved by the Ministry 

concerned. 

(c) Accountability through Audit: 

Japan follows a dual system of accounts. The 

~uditing of Auditor General .is .executed for almost all 

public corporations. 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 stricter audit and accounting compared 

to 6ther public corporations. Article 18 of 1 Law 

Concerning Estimates and Settlement of Accounts 1 (No •. 

99- Law 1951) regulates that each public corporati6~ in 

the field 6f ldans and finance m~st make a tinancial 

statement - Inventory, Balance sheet and profit and 

loss accounts - and after closing the account must 

submit them to the Ministry of Finance. 

Forth~ .local public enterprise, Arti~le 30 of the. 

1 Local Public Enterprise Act regulates the settlement 

of its accounts. According to this Article, the local 

public enterprise is required to s~bmit not only the 

fina~ accounts prepared according to the divisionof the 

budget but also financiat statements: Profit and loss 

Accounts, . Spare Money Calculation, Spare 

Disposition Calculation and Balance Sheet. 

The sy·stem of dual a·ccounting and. dual 

causes problems for the managemen.t' of 

Money 

auditing 

public 

corporati6n as they become answerable to two ~uditirig 

committees. This results in inefficiency, duplication 

and w·astage. Though the bureaucracy realises this, they 

continue with this method as it en~bles them.to control 

the public corp6ration. 
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This system. of control bec6mes · cle~rly 

understandable through the following c~se study of The 

Japan the National Railway ~nd The Nippon Telephone and 

Telegraph Corporation 2 

Japan National Railways (JNR) 

JNR was subjected to cont.rol on many important 

management matters. The Diet as well as the Ministry of 

Transport demanded reports on the working of JNR and 

made decisions on the basis of these reports. 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 Ministry of Transport· 

dictated its authority· through appointment and 

dismiss•l of the President, the Vice-Pressident and 

other board members and also in the construc~ion of new 

lines, suspension and abolition of any line under its 

operationi electrification and other major projects, 

and investment in allied enterprise. Accounts of JNR 

2. Both of these public corporations have privatized 
since 1984. Details in Chapter-IV. 
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wa.s made according to the ·trading principle drawn out 
I 

in Artic:le 38 of ' 1 The National Railway Laws. 

As a result, financial statements - Inventory, 

Balance Sheet, Profit and Loss Accounts were made, 

Additional report of the final accounts for the 

_business ye~r was prepared ~ccording to the division of 

the national budget 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 ~o be fixed, its 

investment and planning. 

Nippon Telephone and Telegraph Corporation 

Control over NTT busin~ss and financial aclivities 

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 year NTT submitted its annual 

budget to the Ministry of Post and Telecommunications. 
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This was {~en studied by the Miniitry of Finance and 

then submitted to the Diet through the Cabinet for 

approval. T~is was the main control of the Diet. 

Once the budget was approved by the Diet, the NTT 

submi~ed its financial programme to the Ministry of 

Post and Telecommunication, the Ministry of Finance and 

the Board of Audit. 

At the end ~f the year_, the NTT was r~quired to 

submit a financial state~ent .to the Ministry df Post 

and Telecorrmunication. On approval from this Ministry, 

it was to be submitted to the Cabinet which in turn 

sent it to the Board of Audit for the review of NTT 

financial transactions. After auditing, the Audit 

report was submitted to the Diet through the-Cabinet. 

Rates for NTT principle services were also 

subjected to Diet 1 s approval after proceduring through 

governmental organs, principally the Ministry of Post 

and Telecommunications. 

NTT was also subjected to inspection by the 

Administrative Management Agency. This Agency 

essentially inspected the activities carried out and 

made recommendations on the inspected matters as and 

when necessary. 
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In other aspects of NTT activities like 

investment, operation of certain facilities such as 

ship-to-shore corununication and corununication handled 

by rail - roads, the Ministry of Post and Te.lecorrrnuni-

cation had the firial authority over san~tions. 

Though NTT activities were .oased on. supervision at 

the above mentioned level it was com~aratively 

autonomous· and independent as compared to JNR. This 

corporation did not run into deficit nor did it incur 

heavy cost. Here, control did not ~esult in 

inefficiency in ·the working of the corporation. 

Indirect Control over the Public Corporation The 

system of 1 Amakudari'. 

So far we have seen the direct form of control 

that the Japanese government follows. This type of 

control is not peculiar to Japan alone. This ex.'ists 

in varying degrees in all mixe~ economies~ The system 

of. 'Amakudari 1 literally meaning 'heavenly descent 1 but 

more genera.lly refering to the practice of ret.ired 

bureaucrats finding landing spots in post retiremerit 

period, is a peculiar feature of Japan strongly 

connected to the system of employment followed by the 

government. 
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Each Ministry is a pyramidal structure with the 

head at the apex. The Japanese follow a rigid age-wise 

seniority system in its central goverments ministries 

and. agencies. This . usually means all Vice ~inisters 

have an equal length of service since they joined at 

the same time. As one oi them becomes the head of the 

Ministry, the others are obliged to retire. Thus 

retirement to many bureaucrats is not voluntary in 

nature but conditioned by the system. 

Upon retirement the~e bureaucrats can obtain new 

employment in the private sector co~porates, public 

corporations, politics or move into business. Of these . . 

four avenues open to them, there is a legal r~striction 

on the movement of the bureaucrats to the private 

sector and politics. The first legal restriction is 

on bureaucrat.s who seek post retirement employment with 

the private sector. Article 103 of the NPSC (Law 120 of 

~1947 amerided by the law of 1948) makes it clear that· 

·government offici•ls are prohibited for a period of two 

years after leaving public service from accepting or 

serving in any position with a profit - making 

ente~prise which involves a close connection with any 

agency of the state, ·with which such a person was 

formerly employed for more.than five years ~prior to 

seperation from service. The National · Personn~l 
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Authority .is entrusted with the job of scrutinizing a 

retired official 1 s employment ·in the private sector. 

The second legal restriction concerns bureaucrats 

seeking entry into politics. An amendment of May 10, 

1962 ·.(Law 112) to the Election Law prohibits certain 

bureaucrats, including the Vice Ministers of finance, 

agriculture and construction, from entering the first 

'House of Co~ncillors 1 election called after their 

re t·i remen t. 

These restrictions have resulted in diverting a 

certain number of officials into special legal entities 

or auxiliary organs for a few years. .The pressur~ is 

therefore very strong to maintain these auxiliary 

organs and special legal entities, purely as landing 

spots for the retiring officials. One analyst charged 

that, 
\\ 
about 10% of all auxiliary organs are sleeping 

legal entities - that is, foundations and associations 

with no other function than to pay salaries to retired 

IJ3 
bureaucrats . 

Since public corporations serve as landing spots 

for bureaucratic officials it is often cited as the 

reason for growth of public corporations iri the post-

3. Chalmers Johnson: Japan 1 s Public Policy Companies; 
American Enterprise ·Institute for Public Policy 
Rese~rch, Washington D.C., 1978. p. 103~ 
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war period. Since the Ministries use public 

corporations to provide well ~aid executive positions, 

informal norms have developed governing the assignment 

of available position in a single corporation. Usually 

a public corporation is directly under a specific 

Ministry and sometimes under two or three Ministries. 

Further whe~ a new public corporation is set up the 

Budget Bureau of the Ministry of Finane~ is also 

involved. This ·allows for each Ministry, involved in 

setting up the public corporation to gain position for 

their Ministry. The Vice Mini~ter. or the chief 

secretary plan their job allocation for ·his classmates 

and. juniors. What ensues is pressure politics as each 

Ministry tries to get· a spot or two depending on the 

jurisdiction in which the new corporation intends to 

operate. An exampl~ of ~his is the ex~cutive posts in 

the Ho~sing Loa~ Corporation •. ·Of the tota) of eleven 

posts six are reserved for 1 amakudari 1 bur~aucrats 

the Ministry of Construction controls the post of the 

President, Ministry of Finance controls the post of 

Vice President, the Ministry of Cqnstruction 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 corporations by facilitating the 

1 amakudar i 1 landing spots wield and indirect control 

over the area in which they operate. A mix of ex-

b~reau~rats on the Boa~d of Pirectors· is useful in 

getting the public corporation to toe the line of the 

specific Ministry. For example on the board of the 

1 Japan Electric Computer Company 1 MITI places its 

retired officials, who have steered the computer 

industry through turbu.lent waters, and their efforts 

have resulted in puiting Japan among the top ech~lon fn 

the computer industry. The old boy net work, developed 

by the amakudari system·has resulted in maintaining 

coordination ·and cooperativ~ interaction among the 

government .and the public corpoYatiori - an ~spect 6f 

what the Japanese c·a 11 1 nemawashi 1 (literally 

11 preparing the ground work 11 ) Cyril Black writes, 11 0ne 

of the best indicators of elite homogeneity in 

Japan is the frequency of 1 elite interpenetration 1 , by 

which the members of one segment of the administrative. 

leadership transfer to another with little difficuly, 

thereby creating overlaps that further enhance the 

system 1 s ability to respond to conflicts of interest 114 • 

Thus the amakudari system 

----------------------------
4 C ::J'~-i 1 E. P, I C\c.k : lhe. Y\ocltLr"n·, ZAhon 

.ftt'l-S' '¥tt'Y'k ifl"~e. \?1""~£- Itt ~S" p.~.2.f.'l. . 
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organizational value of frictionless decision making by 

ma~ntaining a bureaucratic old boy net work throughout 

the society. 

By the above means (both direct and iridirect) the 

govern~ent is assured of having enough 1 handles 1 on its 

public 6orp6rations to ·ensure the conformity of their 

policy. There is no doubt about the .e~istence terision 

between·a given corporation and a supervisbry Ministry, 

but then because of the top management coming from the 

bu~eaucracy a concensus is arrived at without much 

delay, ensuring •a smooth operation of 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 

. ye~rs ~overnment has assumed a ~reater role in the 

economic affairs of most countries. Macro economic 

planning· and management has· come to occupy a vi tal 

pl~ce in government p6licy. Accompanied with this 

policy has been the growth of· the public ~ector both in 

terms of size and expenditure. This ~ro'wth has been· 

due to an expansion in welfare pro~rammes, military 

expenditure and vast increases in the ran~e and scale 

of the public infrastructure and· service 1 •. This trend 

towards more government involvement in economic affairs 

has been accompani~d by policies which one way or the 

other rationalized public sector activity. 

Nationalization as a policy option has naturally been 

very common. 

By the be~inning of the 1980s most nations were 

questioning the validity of government runnin~ or 

mana~in~ many of their public corporations which were 

------------------------
1. Japan experienced this shift towards welfare 

oriented pro~ramme in 1970s. 
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proving to be, 1 white elephants 12
• Most of the public 

enterprises were running up huge deficits. In 

addition, redistribution through taxation and budgeting 

~as becoming a less attr~ctive policy . option and 

·probably more unfeasible for most governments, and 

privatization policy came as a new off-budget policy. 

One c~n. actually view privatization as a ~esult oi the 

development that began in the 1970s which includes 

technological advances, deregulation and 

internationalization which in turn has made public· 

corporation a less competent form of economic 

organization from the view point of growth and 

investment. 

Privatization has its. intellectual roots in the 

free market economic theory. Privatization theorists 

argue that the public sector has become too large and-

many 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. The 

-private sector, it is argued, will perform these 

fun~tions more efficiently and eco~omically than th~y 

2. Britain was the first country to ~tart th~ process 
of privatization in the world .. It started selling 
off state owned enterprises from 1979 under the 
conservative government headed by Margret Thatcher. 
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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 responses to market signals. These 

would . include price signals, demand and supply 

determined product and therefore, technology mixes, 

input and factor cost etc. Ad~inistrative_prices which 

are a feature of public enterprises would tend .. to 

interfere with thls process and hence lead to 

systematic inefficiencies: Morgan and England contend 

that 1 the private sector is inherently more efficient 

than the public sector, primarily because it brings 

increased competition and reduces bureaucracy and red 

·tapism 13 • It should be noted here that public sector 

and· private sector are viewed by these theorists as 

alik~ and as if subject. to the same· set of economic 

incentives and disincentives. 

To understand privatization it is important to 

distinguish between two functions of government 

producing and providing. Producing i~plies operat_ions 

like delive~ing, selling and administrating.Providing 

is a function. involving policy making _decisions, 

--------------------------
3. David R. Morgan and RobertE. England, (November/ 

December 1987}. 1 Two Faces of Privatization; Public 
Administration Review, p.979. 
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buying, regulating, franchising or subsidizing, 

Privatization ·essentially means handing over either of 

these functions to the private sector. Since 

production of a s~rvice i~ less complicated it is this 

function ihat is often handed over. 

Modes of Privatization 

There are four policy initiatives associated with 

privatizaiion and none of them is exclusive of the 

other. Th~ first is called 11 Load shedding 11 through 

privatization. This is an old concept which states 

that a network of private organisations in competition 

with one another creates an incentive for cost 

containment or even reduction.· Simply stated, .it m~ans 

transfer of a service or operation from public agency 

to private organisation. 4 ·The second is associated 

with stock or some other instruments that ~an be shared 

by. non~state or~anizations. In. ·some cases the 

government sells its share of ~tock i.e. goes .public. 

The third is privatization by sale of . assets i.e. 

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 deto~iated the service. 
By privatizing the unioni~m could be curbs. 
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privatization by contacting. 5 This concept becomes 

even le~s clear as th~re is 1.sector blutring 1 - an 

operational n~tion in which t~aditional responsibility 

of the government is maintained b~t con~uct~d by the 

private firm, and yet th~ government is ~es~onsible for 

both the policy and financial success of the private 

firm engaged in the activity. 

Objectives for Privatization 

The promoters of privatization usually argue that 

nearly all public sector activities are potentially 

amenable to being transfe'rN,rlto the pri·vate sector. 

·Therefore, the decisive criterion for alloting a 

certain service to either of the sectors will depend 

upon production or providing efficiency and/or cost 

efficiency. These then are fundamental objectives~ 

Apart from these there are other related objectives 

which serve the purpose and strengthen the pol icy of 

privatization. The objectives of privatization are 

stated bel.ow : -

1. To improve actual or potential economic 

performance of the aaset or service function. 

5 • This is 
Indian 
produce 
for the 

in a limited sense, 
industrial context, 

an entire or a part 
parent company. 

to sub-contracting in 
where smaller firms 
of the final product 
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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 sales of government enterprises~ 

s~ Reduction in the power of public union. 

6. To promote wider o~nership of assests by 

eliminating national ~onopoly. 

7 • Reducing Budget. Deficit. ·Virtually every 

government today is runn i'ng a deficit· and finds it 

increasingly difficult to meet growing demands of 

promoting existing and newer public goods. By 

bringing the private sector into producing public 

goods the government is able to con~entrate its 

appropriations in other areas where risks are high 

and pri~ate ~ector cannot be expected to provide 

an adequate supply of goods and services. 

Privatization therefore has the potential of a 

more effective allocation of limiteq government 

funds. 

Privatization Hurdles 

building up of public opinion which encourages this 

policy. This is essential because people may be 

th~eat· ened b th t f Y e prospec o .. private sector entering 
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public sector realms as public interest wili· be 

rele~ated to the background .leaving ten~re stage to 

profit maximization. Government can step in here by 

making laws that bind the private firms entering this 
. . 

field tow~rds public inte~est, the limit to which will 

be ·set up by the extent of decontrol envisaged. 

Bureaucratic administrations and employees of public 

enterprises are a strong section of the society who 

loathe privatization as it takes away security and 

power. To the bureaucrats and the employees working in 

a public corporation it guarantees them .employment, 

provides s6cial security and benefits, and.ensu~es post 

retirement security. To the bureaucrats,· the p~blic 

corporation, whether involved in producing or providing 

services is a means throurh which to control. the 

economy. even if on 1 y in a 1 imi ted s.~n se. Thus 

privatization to the bur~aucrats often means loss of 

power. This section df the society can be brought 

around by measures such as ownership of shares, 

incorporation of them into new firms, making other 

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 overloo~ed has become the aim of most 

nation-states. 

This· backdrop on privatization has been provided 

for a better understanding of Japan 1 s policy of 

privatization. To understand Japan 1 s privatization 

policy it is essential to look into the problems that 

arose which forced the government to look towards 

privatization. While dealing with privatization in 

Japan, two cases of major privatized companies, Nippon 

Telegraph and· Telephone and Japan National Railways, 

will be considered. 

Privatization in Japan 

The Japanese economy has been recovering from a 

slump which' it faced in the early 1980s. Many writers 

have attributed the slump to 1 endaka 1 - the sharp 

appreciation of the Yen •. Japan has experienced Yen 

appr~ciation three times since 1945. Th~ first time 
. a.ppnc.vo.+L..d 

(1971-1973) Yen :,·, · ' from ¥, 360 to about ~ 270 to the 

dollar. The second time (1976-1978) it appreciated 

from¥ 295 to about ¥. 200. In 1985 the Yen soared from 

¥ 240 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 t~e past 
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(1971; 1976-78) had not led to declining growth rates. 

While the growth rate faltered temporarily in 1971, the 

' 
econom~ grew 9% from the following year. In the second· 

period i.e. 1976-78 the growth remained at a low, but 

steady 5%. This time, howe~er, growth showed a steady 

decline from 5.1% in 1984 to 4.3% in 1985 and 2.6% in 

fiscal 1986 6 . The government in previous periods had 

pursued a policy of decreasing external surplus and 

balancing the budget without correcting the saving 

~nvestment imbalance, thus only affecting growth rate 

marginally. The third period also saw a growing 

deficit in central government budget and increasing 

debt ·servicing cost. To help the economy bounce back 

to life it became essential to overhaul the entire 

system. The then Prime Minister Nakasone Yisuhiro set 

~p the Second Special Administrative Research C6uncii 

to look into the major domestic issues apd consider 

ways and mean~ of reforming government finances and 

administration particularly · the bloated size of the 

central government and the tenden~y towards financial 

expansion. Further there was growing concern to 

maintain economic growth rate at 5%. The Economic 

Planning Agency was also concerned about how the new 

6. Ichio Takenaka : New gro~th through privatization 
Japan Echo. no.4, (1987), p. 47. 
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era would affect the lives of Japanese people and 

conducted a long-term study on the projected life style 

of the Japanese people in the 21st Centrury. The final 

report proposed that if circumstances remained as they 

.:Vere the fiscal deficit would swell to a colossal· scale 

resulting in fiscal breakdown. Among the lllany policy 

reforms suggested for· the domestic economy, 

privitization of three major public corporations and 

other special corporations was one. It became evident 

that if privatization wa9 done through sale ~f stocks 

in public corporations it could be used to pay off 

national debt, and realise a reduction in debt service 

cost. The impact on the financial market would be 

neutral, for the funds received from private sector for 

.the stocks of denationalized enterprises would be 

returned to the private sector to pay-off government 

bonds,. A study published in July 1987 by the Research 

7 Institute on National Economy estimated that the total 

value of stocks of 34 major government-controlled 

organizations (8 special entities, 13 public 

enterprise 12 financial institutions and postal 

saving system) to be between ¥ 171 trillion to ¥ 294 

trillion. And in either 6ase the estimate exceeded 

--------------~-------------

7. Ichio Takenaka : Japan Ec~o no.4, 
p. 50. 
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national debt. The social situation also favoured 

privatization. On April 26, 1982 1 Yomiuri Shinbun• 

published results of an opinion poll of 3,000 people 

condu~ted a few weeks earlier. Of many results derived 

from this opinion· poll, it is noteworthy that 

respondents who favoured split up of JNR i,nto a number 

of regi~nal networks run by smaller public or special 

corporations amounted to 22% while those who wanted to 

split it up and put it under p~ivate ~anagement 

amounted to 42%. Further, public corporat-ions were 

seen as a burden on the p~ople as they ran up deficits, 

failed to innovate, faced labour union problems and 

suffered from managerial complacency. 

In short the public sector in Japan was widely. 

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 utility. 

services provided by ~xisting public enteroris~s 

and those required by the peopl~ due to changi~g 

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

being matched by NTT. 

iii) In ~everal areas pri~ate corporations had come to 

coexist with public s~ctor enterpris~s and were 

seen ·to be more efficient. Privatization was seen 

as a remedy for existing ~nefficienc~ and high­

cost. 

On the international front Japan was facing a 

different problem. Iubalance of payments surplus was 

staggeringly high and it was pressurized 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 1 s domestic 

economy and participate in providing services. This 

would lead to a decrease in Japan 1 s external surplus. 

Japan, initiated pri~atization by sellin~ 

Nippon Telegraph and Telephone Corporation in 

off 

1984 

follow~d by privatization of State Tobacco and Salt 

Monopolies. Japan National Railways was privatized in 

1987 The case studies bf NTT and JNR would highlight 

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

The first. railway service in Japan started in 

For the next 40 years this single service 

multiplied into 17 privately owned lines . In 1906, the 

. government bought 'the 17 lines, integrated therh ·into a 

national netwtirk, and took control. Nationalization 

resulted in the.railways functioning as a government 

department. Formal responsibility for the execution of 

the budget lay with the Ministry of Railways and later 

with the Ministry of Trans~ort. 

A remarkable move in the postwar history of. public 

"'"t.,.,..n,..ic:P ic: thP int,..ntinrtinn 

. .S'fh.rt\ in Junt.. \OJ4~· · R().;J~js ~ 
nf Puhlic Cornoration 
& Vl..fA-rn. nJ ovJ. G.x\ ~ 

made a public corporation and renamed·as Japan National 

Railways. This move was initiated by the _Occupation 

offcials to serve two purposes. First, as a measure of 

democratization of the ~apanese economy. Second, as .a 
. 

soluti6n. to the urgent labour dispute of the Civil 

Servants Trade Union in 1948. The ~ailway .employees 

belonged to the Civil Servant Trade .Union which. had 

become ·militant and disrupted work by calling strikes. 

By separating rai I ways from other government 

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

was curtailed. 

Since JNR, was the first public corporation_ 

(Kosha) for the first three years there were no clear 

legal laws pertaining to t~is organisation • There was 

. no clear form of board system to control JNR 8 . The 

President of the JNR had monocratic power over the 

enti~e organisation. By 1952, ·it was ~~alised th~t tb 

run a public corporation powers should be well defined 

and distributed. A board system was constituted along 

more democratic lines in 1952. A 8oard of Directors 

com~rising. of an ex-officio (namely President of JNR) 

and five ordinary members was introduced. 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 tran•port, 

industry and commerce. These qualifications demonstrate 

that the Board was required to be a working form of a 

1 po 1 icy' board 1 • In cdntrast to the ambiguous 

iormulation and competence of the previous' board, the 

new Boa~d of Dir~ctors. system was ~!early decla~ed to 

be the highest policy making Grgan. 

8. An advisory cornnit.tee existed without a clear 
formulation of legal competence. 
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In 1956 some further changes were made which 

lasted t i 11 privatization of the organisation took 

place. The Japanese terminology of the board was 

changed from 1 Keiei iinkai 1 (literally meaning 

Managerial Corrrnittee) to 1 Riji Kai 1 (literally meaning 

Board of Directors). A ~ajor change was made in 

nomination of th~ Members of the Board. While earlier 

the Cabinet nominated the Soard members, the power of 

nomination was passed on to .the President . . of JNR. 

There was restructuring of the Board. On the ·top were 

the Board of Directors. 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 the Ministry 

of. Transport. Thus, the Ministry of Transport gained 

substantial control over JNR and were responsible for 

business activity in specialized field. An Audit 

Corrrnittee was also set up for the first time with 

members appointed by the Ministry of Transport. This 

cornnittee was responsible to the Ministry of Transport 

·and the Board of Directors. 

As retired bureaucrats moved into management of 

this organis~tion, the 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 subdivisions which operated separately. For 

example, instead of a sinile dep~rtment speciaiizfng in 

railway engineering, there were separate departments to 

handle technology pertaining to tracks, electric power 

and train operations. Further control departments were 

broken up into small units like business· management, 

labour management, materials and accounting. Each of 

th~se departments .acted as an independent government 

organ and regarded itself as the most important. This 

often ·resulted in inter~epartmen~al friction 

especially concerning 'budget allotment and affected 

efficiency. 

The JNR is an excellent lesson of how a profit 

making public 

large deficit 

organisation. 

corporati~n can end up accumulating a 

because of inefficient handling of the 

JNR had for the first 15 years provided 

service incomparable in terms of efficiency and 

development of rail road network. It had earned enough 

to ~ffset the growth of expenditure 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 JNR 

were regional monopoly in transport and high economic 

growth that the country faced. JNR held regional· 
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monopoly, during this period because of the problem 6f 

penetration of other modes of transport or lack of 

infrastructural facility. Economic growth allowed for 

larger transportation of new materials and goods and. 

also. demanded superior service. Thus the freight 

carrier service did a booming business during this 

period. Further, 

offing~ the JNR 

fortunate· enough 

with fewer government jobs in the 

employees considered. themselves 

to -be working ·in a gove.rnmen t 

department. They were more disciplined and efficient. 

The unions were not belligerent and relied·un arriving 

at a concensus with the management. JNR during this 

period became an impressive public service 

organisation. 

Unfortunately 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 

auto~obiles and construction of highways 

shifted to privately owned automobiles. 

many people 

The freight 

operations also moved in favour of road transportation. 

At the same time long distance travellers switched to 

air transport as new routes opened. Thus from a 

monopoly situation, JNR became a substitute and ·that 

too a poor third. ·It sta~ted losing ground and began 
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incurring deficit. By 1966 JNR had accumulated deficit 

of ¥ 5.36 billion. The oil crisis of 1973-74, was seen 

by many as a revival of the railways as other modes of 

transport would become more costly. Contradictorily oil 

price hike did not stem the tide of people~ choice. As 

a result of slow down of ~conomic gro~th, frieght 

operations also saw a d~cline. As government handled 

JNR finances it demanded JNR to cut dQwn e~penditu~e. 

Faced with challenges from other forms of 

transport it ·was essenti~l for JNR to narrow down its 

operations in areas in which it held a comparative ed~e 

over the others. This would have enabled JNR to earn 

profits and curtail its groWing deficit. This also 

·meant that an internal upheaval was necessary. 

Consolidation of managerial set up, cutting down of 

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 under the pressure of various un~ons.Gnly in 

1979, it adopted a policy of not hiring new employees 
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and by implementin~ various measures succeeded in 

reducin~ the bloated pay rol.l by an impressive ¥ 

127000. E~en then at the be~innin~ pf 1984 JNR 

employed 3-05000 people of whom 61000 were regarded as 

surplus. The efficiency and discipline for which JNR 

employe~s were once credited also declined overtime as 

unions g~ined strength in the organisation. Since the 

JNR ·employees worked as 

invariably had different 

~overnment employees 

relationship with 

they 

their 

employers. Being paid from the national treasury, 

their salaries werenot linked to profit. Railways bein~ 

divided between public and private sector (a .few lines 

one operated privately) often created conflict between 

the workers and the official as the workers compared 

th~mselve~ with the worker.of the private lines. 

A survey by the JNR made· of its own ·organisation 

in Aprll 1982 revealed that a lar~e number .of workers 

in d u 1 g e d in una u thor i sed 1 eave ~ d r i n k i n g d u r i n g work • 

This was possible because unions intervened in their 

favour in ca~es of both pro~otion and retrenchment. 

The survey ilso brought to light the shift of powe~ 

.fr6m the hands of the superior authorities to the hands 

of 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. 

Another important factor that allowed JNR to reach 

a level of bankruptcy was that its oper~tional funds 

were guaranteed by the government. This)allowed for 

lackadasical attitude on the part of management and 

misdirected allocation of, funds. Whenever deficits 

were registered, managers. looked towards the treasury 

for subsidies and loans wh{ch were made .availabl.e under 

poli~ical pressure. 

All this resulted in JNR becoming a burden on the 

government by 1984. When it went private, it had 

accumulated ¥ 12.28 trillion deficit. Its annual 

deficit . was ¥ 1.65 trill·ion and longterm debt ¥ 21.83 

trillion. The accumulated deficit and longterm debt 

combined ~xceeded 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 Corrrnission. This was based o~ reports of 

JNR ~eform (ommission .. The Japanese National Railway 

84 



• 

• 

JAPAN 

New Regional Companies after the ·Breakup & 
Privatization of the Japanese . Ngtional Railways 

'o ,.., 

r ,. 

Japan 

\ \ 
1 ~Hokka.OO 

N 



Reform Bill urged JNR- to undertake some drastic changes. 

su~h that it could be pulled out of the sorry state. 

Following were the basic policy changes pres~ribed : ~ 

. 
(a) Separation of the JNR 1.s passenger .and freight 

divisions. 

(b) The break up of the-passenger di~ision into six 

regional companies. 

(c)· In consideration of the special characteristics of 

freight transport, the establishmen~ of a single 

company to handle nationwide freight traffic. 

_(d) The four Shinkansen lines to be handled by a 

special body and lines leased to three new 

,regional firms. 

(e) The JNR passenger division divided into three 

private firms covering the Islands of Hokkaido, 

Shikoku, and Kyushu and three firms covering 

eastern Honshu, western Honshu and the Tokai 

r e g i on . (S e e rna p ) . 

The abov.e changes brought about ·structriral 
•' 

reorganization in the JNR which is expected 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 enterprises and approval of the Minister of 

Transport would not be required for matters like issue 

of stock, appointment and dismissal of directors and 

other important matters. The new firm~ would be free to 

diversify into a wide range of activities such as 

distribution and real estate. This worild ensure 

vertical integration of transportation. Privatization 

wo u 1 d a 1 s o g i v e. f u 11 s c ope t o t he new f i rm s to a t t r a c t 

consumers. 

Employment of Workers 

Unlike the NTT, JNR had surplus workers to the 

tune of 93,000. Government proposal claimed that 

32,000 would be distributed among the new companies for 

their new business activities, and the remain/\')~ 61,000 

workers would find jobs outside. Of the 61,000, 33% 

were to be retired, and the rest were to be taken on by 

the liquidation company which within three years was to 

find jobs in central government and related 

corporations, local government and private sector. 
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Financial Changes 

:As mentioned earlier, JNR 1 s long term debts and 

deficit combined to exceed JNR revenue. The government 

planned to repay these debts from earnings made by 

selling it to the ~private firms. Whether the 

g6vernment will be able to .pay back the debt depends 

upon the estimated value wh·i ch is yet unknown. 
• 

Privatization of JNR was long overdue. Success of 

the break up, and takeover by the new firms, remains to 

be seen in the future. For the moment one should 

appreciate the determination of the Japanese government 

in following this policy in view of resistance shown by 

the . corpqra t ion 1 s unions. The posibility of 

privatization was made real,due to the public opinion 

that the Japanese government had created in its favour. 

Nippon Telephone and Telegraph Corporation 

Telecommunication technology came to Japan from 

the USA. From its inception, public telecommunication 

' has b~en handl.ed by the government. It developed 

satisfactorily as a government enterprise unti.l Second 

World War. This industry wa~ nationally·managed and 

its expansion was determined by the ·governmeut 1 s 

financial position. It was regulated on the same lines 
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as a general administr~tive.organ. During the war, 

teleconmunication faced a tremendous set back as· its 

network was severely da~aged. After the war, the 

government continued to handle telecommunication which 

proved to be inefficient due to lack of promotion of 

technology and other institutional restrictions. In 

order to achieve swift and effective recovery, the 

telecommunication department became a public 

corporation, and thus a monopolist~c_ system was created 

in 1952. 9 Nippon Telephone and Telegraph was given 

monopoly in domestic service and Kokusai Denshin Denwa 

Company Ltd. (KDD) was given monopoly in international 

service. KDD was made a joint stock company, 

capitalized by the government and had greater freedom 

than NTT. As a public corporation NTT 1 s assets .were 

all owned by th~ government. The Presidenl was 

appointed by the government for a fixed .tenure and had 

freedom in day-to-day management. But government 

control over financial matters was total. 

Structurally, on top was the Board of Directors 

con s i s t in g· of seven members which included the 

President· and the Vice-President. 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 the other members. The othe~ fi~e directo~s 

were selected not on the basis of representation from 

within the field, but for their managerial ability. 

(Law of NTT Article 12). Under them were the General 

Managers and other managers who assisted or acted for 

the President and Vice-President. NTT also recruited 

two Auditors to audit business operations managed by 

the President and other officers. They were completely 

independent from the-executive body. 

NTT set itself two major goals when it began to 

·dperate independently as a public corporation; Tbe 

first was 1 elimination of backlog in, subscribers 

applications 1 ·and the second, 1 provision of long 

distance direct, dialing facility 1
• 

1 Irrrnediate 

installation, irrrnediate connection 1 was the motto. 

This was attained by late 1970. By 1984 the number of 

telephones in Japan was over 60 million, or 50 per 100 

persons. Thus by the 1980s Japan had become a 

sophisticated telephone society which provided free 

flow of information and also ensured privacy of 

corrrnunication. Having telecornmunciation under a 

monopoly also ensured orderely development of 

telepornmunication throughout the . country. As a 

government monopoly operating under the umbrella of an 

extremely generous rate structure in the world 1 s 
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expensive economy, NTT soon became the biggest 

telephone company in the world with revenu~s of about $ 

19.3 million (1984). 

Electronics and teleconmunication have 

revolutionized the flow ei£ information. Computer 

technology has added a new dimension to 

telecommunication. The technology today is such that 

many components in telecommunication can be 

individually produced.' ~rogr~ss 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 

society• 

extension 

has . come to play a vital role 

of NTT ser~ice. The 

"' 1 information. 

demanding an 

growth in. 

·telecommunication, it was felt, lies in h.ighl y 

sophisticated range of end use machines whi·ch NTT 

cannot provide by itself. 

For the NTT, its growth as a monopoly had reached 

its peak when it was privatized. Though it was 

generating almost 70% of its capital needs internally 
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its telephone business was· approaching a satura~ion. 

Money· making units like telegram and telex were on the 

decline as customers were shiftiri~ to facsimiles, data 

circuit and other advanced formats of communication. 

On the other hand forced by the Japanese custom of 

lifetime employment and pressure of the unions it was 

being forced to carry more employees than its 

productivity gains would warrent. 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 was almost a replica of 

JNR in 1970s. 

The privatization of NTT was thus a proof of 

considerable foresight on the·part of the policy makers 

to overcome any other JNR. 

An advisory cornrni t tee was· set · up to consider 

reforms of NTT. This committee adopted the following 

principles. 

(a) To abolish monopoly in telecorrrnunicat.fons in order 

to intr6duce 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' 

.said Hasashi Shinto 10 , 'is not an end in itself but a 

way of accelerating Japan's emergence as an information 

society' • 11 Capitalized at ¥ 780 billion and with over 

320,000 employees the new NTT is Jap~n's l~rgest 

private enterprise. At present government insists on 

holding 50% of NTT stocks and bans foreigners from 

buying NTT stocks. 

With privatization NTT. faces competition from such 

newcomers as Diani Denden Inc., Japan Telecommunication 

Company and Teleway Japan. ·Though NTT is in a much 

stronger positi~n because of its long experience, to 

ensure fair competition, the Ministry of Posts and 

Teleconmunications introduced changes that are 

advantageo~s to the new firms which plan to link their 

trunk cables 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 sheds moriopoly' 
in Telephone Engineer ~Management, p~ 143. 
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Structur~l Reorganization 

To overcome problems created by the erosi~n of .its 

monopoly, NTT is iniolved .in .restruct~ring itsel~. The 

public NTT was diyided into 11 regional 

telecommunications divisions. They have been turned 

into regional headquarters while the head office has 

been reorganized into 8 departments. This is to 

.install a business like approach. 

Empl~yment 

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 the workers 

would be re-employed (320,000) or be incorporated into 

the company 1 s subsidiarie~, they did not prpve a 

hurdle. 

Financial Changes 

Having been privatized the NTT will have to 

grapple with dividend payout policy, bond ratings and 

the great equalizer-the income tax. As ~ government 

organization NTT had to give a part of its earnings to 

Japan 1 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 th~ught otit policy. 

Though a profit-making organization, it was bulging in 

size and handling too many areas where private firms 

have capability. Its very size was bound to make it 

lackadaisical with no competitors. A thoughtful step by 

the admini~trative reformists has made competition 

.possible. How far NTT will continue as a profit making 

organization after fulfillin~ its obligation, in the 

face ,of severe competition, remains to be seen. 

To conclude, both of these public ·corporations 

were crucial for industrial development as they linked 

up the entir~ economy. The inception of these 

organisation was made under government monopoly not. 

only for the ~bove factors but also because of ecpno~ic 

reasons. These organisations deal in areas that.·have 

hi~h initial risk, 

scale investment. 

long gestation pe~iods and large 

Therefore, the private sector was 

not ready to provide this service. 

organistions have been privatized, 

Today, both these 

though at different 

leve·ls of their growth path. While JNR was privatized 

when it had accumulated a high deficit1 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 an'other JNR. Privatization was 

possible 

follow 

because while the government was 

a ~olicy of decontrol and 

wi 11 ing to 

sell these 

organisations, there were many private houses which. 

were willing to step in to provide these services. 

Thi~ is because these industries. These industries 

having expanded, matured and stabilized under the aegis 

of government agenies hav~ now become profitable 

ventures. ·In addition, technological changes have made 

investment in these industries profitable for private 

venture. 

The point that emerges from the case studies is 

that, though these organisation have been privatized, 

the government has withheld as much as ~0% of their 

stocks in its hand, 

foreign investors 

further, it has banned entry of 

from buying shares in these 

industries. Thus, the government has not effectively 

decontrolled these organisations. All it has done is 

to hand over these public corporations to the domestic 

private sector such that they become domestically 

competitive. As far as internationalization policy is 

concerned, privatization of these organisation has been 

futile. 

95 



CHAPTER V 

CONCLUSION 

The major goal of the Japanese state has been 

.economic growth and public corporations have been used 

as one of the means of control 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 where the 

private .sector for various reasons is not expected to 

develop. It also serves to channelize funds into areas 

which are considered to be vital. 

In the. 

corporations 

control over 

pre Second World Wir era, public 

were used by the militarists- to gain 

the economy·and to use them to further 

their expansionist policy. In the post Second World 

War period there has been successive growth and 

evolution of public corpor~tions. Though public 

corporations continue to operate as an instrument of 

control they have proliferated in areas with less 

'business like' character. Only from the 1970s, the 

Japanese government's policy of constraint and 'no 
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growth 1 of public sector has resulted in consolidation 

and reorganisation of the public corporation and has 

reduced· their number. This trend along with other 

factors has resulted in the 1 sell-off 1 of the Nippon 

Telephone and Telegraph Corporation and privatization 

6f Jipan National Railway~ 

From this study, two broad conclusions can be 

drawn. First, public corporations have been used as a 

means of control to guide the economy in its growth 

path. This in the post Se6ond World War period has 

often resulted in public corporations moving into 

strategic areas to provide shelter against 

international competition and to channelize technology. 

Second; overtime, especially since the 1970s there has 

been a blurring of the puijic and the private sector as 

the organisations meant for attaining public purposes 

are deliberately adopting public and 

characteristics. Most often the relationship 

private 

between 

public and private sector is viewed as a zero-sum. game 

where the increasing prosperity of one sectbr is 

achieved at the expense of the other. The public 

sector and the private sector· have come to depend upon 

each other and have inextricably linked themselves. 

This development of consensus and cooperation between 

the two sectors leads one to predict that in future the 
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size of the public sector will shrink providing 

services where private sector fails but it will 

increase .its power. and cont~ol by establishin~ laws 

ana re~ulations such that it has enou~h 1 handle~ 1 on 

the private sector to guide it towards economic ~rciwth. 

In theory a full measure of accountability can be 

imposed on a ·public auth6rity without requirin~ it to 

be subjected to ministerial control in respect of its 

mana~erial and economic activity. Chapter III shows 

that in Japan, however, public corporations are 

·subjected to control by the supervising ministries in 

varying de~rees. Apart from legal control the system 

of 1 amakudar~ 1 (literally meaning descent from heaven) 

which ensures retired bureaucrats post retirement 

employment in public corporat~ons acts as an indirect 

control as the bureaucrats pled~e their loyalty to 

their ministry. 

Privatization was reccmmended for various reasons 

like government budget deficit, inefficiency in pUblic 

corporations, labour union pro~lems, ·red~cing surplus 

balance of payment and also as a means of 

internationalzation. Privatization may have succeeded 

in creating efficiency, decreasing deficit and reducing 

labo"ur union problem but on the question of decreasing 
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surplus balance of payment and internationalization it 

has failed as the government has banned the foreign 

investors from buying the shares of the privatized 

orga~isations. Then by de-control the government has 

only allowed private domestic investors to move in and 

made these industries domestically competitive. 

By looking into the process of privatization in 

Japan one major observatiori that can .be made is that 

unlike many :countries (United Kingdom for instanc~) 

Japan hai had a smooth move towards privatization. 

This ~as possible because of consensus .building between 

the gdvernm~nt, management and the workers and creation 

of public opinion in its favour. The responsibility 

taken Up by the government to find reemployment for a 

. majority . of the workers was yet another factor that 

contributed towards the smooth process. 

The case studies of JNR and NTT show that 

privatization works best when it is seen as a positive 

process and not as a means of repairing damages. 

Though JNR was privatized to repair damages and make it 

product · efficient as well as cost efficient 

privatization also sought to spread wealth' among share 

holders and welfare among people. In case of NTT 

privatization was a foresight on the part of policy 
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makers. Bulging in size with decrea~ing profits it 

could have. soon become another JNR. The organization 

was working in an area where technology innovations and 

expanding demand of the public ·had made monopoly 

obsoiete.· Though the~e factors pointed towards 

privatization, the state could have continued to hold 

it, as its revenue was contributing significantly 

towards the budget and curbing deficit. By privatizing 

it, the state has shown a positive outlook towards 

privatization. 

A comparison 

organiiations and 

between privatization of these two 

the 1 sell off' of the direct 

government enterprises in the 1880s is interesting btit 

beyond the scope of this work~ The _direct government 

enterprises were operated by the state because private 

investment was not forthcoming as the area was 

considered risky. Once the capitalist class grew and 

the m~rket had established, the capitalists themselves 

demanded full control over these industries. 

Similarly, the two organisations at the time of. 

privatization had expanded their function, established 

themselves and created a stable market. The private 

investors were willing to invest in this area as the 

long gestation period and the risk period has been 

100 



taken catte of . by the government through 

nationalisation. Thus while government wa~ willing to 

sell, there were private investors willirig to invest. 

As mentioned elsewhere, ·the public sector in Japan 

will shrink in size by allowing priv~~e sector to move 

i n t o are a s where i t c an be· opera t i on a 11 y e f f i c i en t b u t 

the public sector will increase its power and control 

by establihsing laws and regulations. Direct control 

will slowly disappear except where private sector is 

unable to function. The public sector will continue to 

·remain dominant only in areas of national importaance. 

1 0 1 
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APPENDIX 1 

TABLE .I The table gives an indication of the low 

price of sale. The price of transfer is 
. 

compared. only to the expenditures of the 

Department of Industry on the ~nterpiise 

concerned. 

-----------------------------~------------------~-----------
Name of 
:ompany 

Ei'urukawa 
:ompany 

Cement 

Innai Mine 

Kosaka Mine 

Shinagawa Glass 
Ei'actory. 

Source 

Price of 
. Transfer 

250,000 

75,000 

200,000 

80,000 

Yen 

Yen 

Yen 

Yen 

E.H. Norman pg 131 (Footnotes) 

Government 
Expenditure 

468,000 Yen 

195,000 Yen 

547,000 Yen 

189,000 Yen 

"Japan Emergence as a modern state 11 • First 

Indian Reprint 1977. 
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