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Regional Income Inequality and Public Capital Allocation in Postwar

Japan

KATAOKA Mitsuhiko”

Abstract

The effects of public capital allocation on regional economies in postwar Japan has often
been the subject of theoretical discussions and empirical research due to the fact that Japan
has been able to decrease large regional income differentials while achieving remarkable
economic growth. One of the pioneering works in this field, Merad 19730 estimated
prefectural production functions and derived the marginal productivities of employment,
private capital, and public capital. Further, Yamano and Ohkawarall 20000] examined the
effects of the regional allocation of public capital on national growth and regional inequalities
through numerical simulations of several policy alternatives in the post oil-shock period.

The objective of this study is also to examine the effects of public capital on regional
economies; however, it focuses more on pre oil-shock period. This will be done using various
measurement and simulation techniques derived from the previous studies. One of the
major findings in this study is that the government alternatively took efficiency-oriented
policies and equity-oriented policies for public capital allocation in the postwar era.
Moreover, numerical simulations demonstrate that an efficiency-oriented policy under an
assumption of income-sensitive interregional labor migration simultaneously pursues to
achieve the higher national output and lessen the regional inequality. This finding confirms
the balancing regional income inequalities in the rapid economic growth period of the 1960s.
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