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This book elucidates the economic conditions and policies during the
post War Japanese economy from the view point of an influential
policy maker.

Dr. Osamu Shimomura is one of the most eminent economists in
Japan. He entered the Ministry of Finance and played a crucial role
in actualizing the High-Growth era from the late 1950s to the early
70s.

The Doubling Income Plan, which is issued by the lkeda cabinet,
originates from him.

It should be noted that while most economists held pessimistic
view on the future, Shimomura is brave and foresighted.
Shimomura's theory is not merely one of the pioneer works in
macroeconomics, but also suits the economic conditions of Japan.
Shimomura extends the principle of effective demand, which
means that his theory includes effects of capital accumulation to
production capacity.

While one may argue that Harrod (1939) and Domar (1946) have
already achieved that, Shimomura's theory centers policy
recommendations for sustaining the high economic growth against the
productivity growth that would cause excess supply in the market.
Succinctly, Shimomura is a Keynesian who believes the vigor in its
private sector but recognizes that Japanese economy urgently needs
the government's auxiliary macroeconomic policies.

This book emphasizes that the rapid Japanese growth owes mainly
to affluent entrepreneurship filled in the economy not to the sheer
government's planning. Dr. Shimomura's theory endorses our
assertion.

Source: Directly quoted from https://www.goodreads.com/book/show/35470799-dr-osamu-shimomura-s-legacy-and-the-postwar-

japanese-economy
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Economics of Shimomura

¢ Dr. Shimomura is well known in Japan. He was the first economist who
discovered that the Japanese economy would realize high (rapid)
growth in the 1960s.

- He also proposed that the government should take very positive fiscal
and monetary policies to attain high economic growth in Japan.

- He was one of the private members who assisted Prime Minister
Hayato lkeda and contributed significantly toward the framing of the
National Income Doubling Plan (1960-1970) of the government.

- The high economic growth policy of the lkeda administration was
successful and the Japanese economy began to grow very rapidly.

- People felt as if they were driving over the new expressway.

Source: Directly quoted from Horiuchi, K., & Otaki, M. (2017). Dr. Osamu Shimomura's Legacy and the Postwar Japanese Economy.

Singapore: Springer.
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Economics of Shimomura (cont’d)

- The vision, theory, and policy of Dr. Shimomura encouraged Japanese
who had lost confidence after World War II.

- People were zealous for economic expansion as if they were
participating in “economic Olympics.” They were interested to see
Japanese economy catching up with economies of the West

- The first oil crisis broke out in 1973. Dr. Shimomura dramatically
changed his vision of the Japanese economy immediately after the
crisis. He asserted that the high growth period was over and the
Japanese economy would be forced to divert discontinuously into a
“zero growth” (a very low growth) trajectory.

- He argued that economic agents, such as consumers, labor unions,
corporate managers, banks, and the government, should exercise
moderation and keep their own disciplines in the “zero growth” era.

Source: Directly quoted from Horiuchi, K., & Otaki, M. (2017). Dr. Osamu Shimomura's Legacy and the Postwar Japanese Economy.

Singapore: Springer.
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Economics of Shimomura (cont’d)

- In the era of great transition from high growth to “zero growth,” the
principle of laissez-faire would not guide the real economy to a stable
and equilibrium state.

- The economic agents should observe discipline by considering the
whole and exercising self-restraint.

- Dr. Shimomura emphasized that discipline on the part of major
economic players was critically important.

- Discipline is a code of conduct that must be adopted during an era of
“zero growth,” and has a lot in common with “sympathy”.

Source: Directly quoted from Horiuchi, K., & Otaki, M. (2017). Dr. Osamu Shimomura's Legacy and the Postwar Japanese Economy.
Singapore: Springer.
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Economics of Shimomura (cont’d)

« Currently, the Japanese economy as a whole is not on the right track.

- The fundamental issue is a lack of a holistic vision of the economy and
the corporation.

- Regrettably, economic agents neglected the warnings of Dr.
Shimomura. The Japanese economy is in a state of serious
disequilibrium.

 Dr. Shimomura passed away in 1989.

- Since then, for more than a quarter of a century, the Japanese
economy has been unstable and stagnant.

- This scenario will be analyzed closely by referring to the “zero growth”
vision.

Source: Directly quoted from Horiuchi, K., & Otaki, M. (2017). Dr. Osamu Shimomura's Legacy and the Postwar Japanese Economy.
Singapore: Springer.
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Career of Dr. Shimomura

- Dr. Shimomura was a descendant of the Samurai family. He had a strong
propensity to serve the public. He was a temperate man and liked to have an
independent view as an economist.

He was also very logical and preferred to argue with other economists.

He studied economics at the Tokyo Imperial University.

At that time, the Japanese economy was highly influenced by the Great
Depression. He thought economics could help people in hardship.

However, the Marxian economic teachings in the university made him realize
that economics was not beneficial for finding ways to overcome severe
depression.

- Concerning the period after the completion of his studies, it is believed that
he was advised to continue with his studies and become a scholar at the
university.

- However, he decided to work for the Ministry of Finance in 1934.

Source: Directly quoted from Horiuchi, K., & Otaki, M. (2017). Dr. Osamu Shimomura's Legacy and the Postwar Japanese Economy.
Singapore: Springer.
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Career of Dr. Shimomura (cont’d)

- He was sent to New York in 1936, as a practice of the Ministry of
Finance. At this time he obtained the first edition of The General Theory
by J.M. Keynes .

- At that time, he had expressed difficulty in understanding Keynes’ work
thoroughly. However, apparently, it was a turning point for his
understanding of macroeconomics.

- The theory of effective demand and multiplier effect constitutes a key
element of the Shimomura theory.

- In a wartime-controlled economy, Dr. Shimomura was engaged in
deciding the wages and salaries of workers and executives of private
corporations.

- This was a very strict incomes policy to control prices. Based on this
experience, he was convinced that a controlled economy does not work
well.

Source: Directly quoted from Horiuchi, K., & Otaki, M. (2017). Dr. Osamu Shimomura's Legacy and the Postwar Japanese Economy.
Singapore: Springer.
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Economics of Shimomura (cont’d)

- Immediately after the war, aggregate demand exceeded aggregate supply
in Japan.

- As a government officer, he had to cope with soaring inflation. His
economic policy was not aimed at suppressing aggregate demand but at
increasing aggregate supply.

- His favorable mindset toward economic expansion led to the development
of a high growth policy in the 1960s. Despite being a government officer,
he trusted the free activities undertaken by the private entrepreneurs.

- Concerning the research conducted as the economist, Shimomura (1951)
completed a theoretical paper on economic fluctuation and growth,
following the works of P.A. Samuelson, R.F. Harrod, and J.A. Schumpeter.

- This thesis formed the basis for the Shimomura theory. Later, he received
a doctor’s degree for his research on the subject.

- He became well known in the professional academic circle.

Source: Directly quoted from Horiuchi, K., & Otaki, M. (2017). Dr. Osamu Shimomura's Legacy and the Postwar Japanese Economy.
Singapore: Springer.
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Career of Dr. Shimomura (cont’d)

- In 1953, he was appointed as a member of the monetary policy
committee of the Bank of Japan while representing the Ministry of
Finance.

- In 1958, as an economist of the Ministry of Finance, he published a
famous paper to realize the economic growth in Japan.

- In the postwar Japanese economy, aggregate demand had exceeded
aggregate supply.

- However, he had recognized that the aggregate supply would tend to
exceed aggregate demand around the end of 1950s.

- |t was a historically important turning point for the Japanese
economy.

- He insisted strongly that the government should reduce tax and
increase expenditure to increase aggregate demand.

Source: Directly quoted from Horiuchi, K., & Otaki, M. (2017). Dr. Osamu Shimomura's Legacy and the Postwar Japanese Economy.
Singapore: Springer.
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Career of Dr. Shimomura (cont’d)

- He published a crucial paper that gave birth to The National Income
Doubling Plan of Prime Minister lkeda in 1960.

- In 1960, he was appointed as a member of the executive board of the
Japan Development Bank (JDB), and, in 1966, he became the first
director of the Research Institute of Capital Formation (RICF) of JDB.

- He was active in economic analysis and forecasts throughout his
lifetime.

- The Japanese entrepreneurs held Dr. Shimomura in high regard, and
paid attention to and appreciated his unique view.

Source: Directly quoted from Horiuchi, K., & Otaki, M. (2017). Dr. Osamu Shimomura's Legacy and the Postwar Japanese Economy.
Singapore: Springer.
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Career of Dr. Shimomura (cont’d)

- Several people referred to Dr. Shimomura and his works.

- Professor H. Uzawa had an opportunity to study under Professor N.
Kaldor, one of the leading disciples of J.M. Keyens. According to Uzawa
(1991 ), Kaldor and Shimomura had one thing in common.

- They used a simple number to express the core of economic analysis.

- In case of Dr. Shimomura, as we will see later, the output-capital ratio
of the Japanese economy was 1.0, and the annual rate of economic
growth was 10% in the 1960s and “zero” % after 1973.

- However, Uzawa pointed out that Shimomura was different from

Kaldor in having a sharp intuition in macro economy, which was
demonstrated in the famous growth controversy in 1959.

Source: Directly quoted from Horiuchi, K., & Otaki, M. (2017). Dr. Osamu Shimomura's Legacy and the Postwar Japanese Economy.
Singapore: Springer.
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Career of Dr. Shimomura (cont’d)

 Dr. Shimomura was well known in Japan as an economist who
formulated policies for high growth. He was a charismatic figure.

- Contrarily, he was almost unknown abroad.

- However, there is one exception. Hedberg, a Swedish journalist, wrote
in his book the Japanese Challenge ( 1969 ) that Dr. Shimomura was a
strong candidate for the Nobel Prize for Economics in the 1970s.

* In his life, Dr. Shimomura published 10 books.

- He also published many written materials, such as papers for
publication in economic journals; transcriptions of lectures, talks, and
debates with economists; and interviews by journalists, which in total
amounted to approximately 1,150.

Source: Directly quoted from Horiuchi, K., & Otaki, M. (2017). Dr. Osamu Shimomura's Legacy and the Postwar Japanese Economy.
Singapore: Springer.
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Shimomura Theory

- Dr. Shimomura had sharp intuition for grasping complicated
economic situations and making economic forecasts.

- He did not depend on fashionable theories or large-scale
econometric computer models.

- He used his slide rule and had his own economic
dynamics, which is referred to as the Shimomura theory.

- He had completed his theory before the commencement
of high economic growth.

- This enabled him to forecast the approaching era with
confidence.

Source: Directly quoted from Horiuchi, K., & Otaki, M. (2017). Dr. Osamu Shimomura's Legacy and the Postwar Japanese Economy.
Singapore: Springer.
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Shimomura Theory (cont’d)

-« During the immediate postwar period, Dr. Shimomura was in charge
of the price control policy in the Ministry of Finance and the
Economic Stabilization Board.

- Owing to the complex nature of the task, he experienced
recurrence of lung disease and had to take a long leave to receive
medical treatment.

- He started to write a thesis while he was bedridden.

- On completion of the work, the full text of the thesis appeared in
the monthly research journal of the Ministry of Finance in 1951.

+ In 1952, he published the thesis titled “Economic Fluctuation and
Multiplier Analysis”. He received a doctoral degree for the paper in
1956.

Source: Directly quoted from Horiuchi, K., & Otaki, M. (2017). Dr. Osamu Shimomura's Legacy and the Postwar Japanese Economy.
Singapore: Springer.
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Shimomura Theory (cont’d)

- In the preface of the book, Dr. Shimomura (1952) argued that the
theory of Keynes was effective to solve actual problems, but that it
was also necessary to develop the dynamics of the Keynes theory.

- Dr. Shimomura wrote as follows.

“When | was a staffer at the Ministry of Finance and later a member of
the Commodity Price Agency and the Economic Stabilization Board for
several years after the War, the thing that helped me most in tackling
my duties in analyzing actual economic trends and prescribing
measures to deal with them was the theory of Keynes. At the same
time, however, in the process | also became aware of the
incompleteness of the theory of Keynes”.

(Shimomura ( 1952 ), Economic Fluctuation and Multiplier Analysis).

Source: Directly quoted from Horiuchi, K., & Otaki, M. (2017). Dr. Osamu Shimomura's Legacy and the Postwar Japanese Economy.
Singapore: Springer.
Page 21




Shimomura Theory (cont’d)

- The main features of the “Economic Fluctuation and Multiplier Analysis”
are as follows:

(a) Economic fluctuation is different from economic growth. The former is
caused by responsive investment and the latter is realized by autonomous
investment.

(b) Profit of a firm fluctuates according to the changes in aggregate demand
and aggregate supply. The investment of a firm changes in response to
changes in profit. This is called as responsive investment, which causes
business cycle in the macro economy. Dr. Shimomura substituted the actual
data with parameters of his mathematical model and concluded that a
stable investment cycle of approximately 9 years exists in the Japanese
economy.

(c) Responsive investment changes as the profit changes. Through the
feedback system of his model, it realizes stability of the Japanese economy.
To conclude, although the capitalist economy fluctuates, it is considered
stable.

Source: Directly quoted from Horiuchi, K., & Otaki, M. (2017). Dr. Osamu Shimomura's Legacy and the Postwar Japanese Economy.
Singapore: Springer. Page 22
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Shimomura Theory (cont’d)

(d) Autonomous investment of a firm facilitates economic growth, which is
not influenced by boom and recession of the economy. An entrepreneurial
risk taker carries out investment with a long run perspective. This investment
concept is based on Schumpeter’s model, which embodies innovation and
technological changes. In his model, autonomous investment is expressed as
a function of time.

(e) The output-capital ratio estimated by Dr. Shimomura was 1.0. He used
1935 data from the Cabinet Statistics Bureau and calculated the ratio of

national income to industrial asset. In order to consider the potential of high
growth in the 1960s, it was very important that output-capital ratio is 1.0.

Source: Directly quoted from Horiuchi, K., & Otaki, M. (2017). Dr. Osamu Shimomura's Legacy and the Postwar Japanese Economy.
Singapore: Springer.

Page 23



L
Shimomura Theory (cont’d)

- Responsive investment leads to a stable business cycle. Dr.
Shimomura’s model dynamically demonstrated that the
capitalist economy was stable.

- He expressed confidence in the market mechanism.
Innovation results in autonomous investment.

- Dr. Shimomura developed this idea to formulate a high
growth theory, and Schumpeter completed the innovation
theory to explain business cycles.

- Dr. Shimomura was the first economist who explicitly used
autonomous investment to explain high economic growth.

Source: Directly quoted from Horiuchi, K., & Otaki, M. (2017). Dr. Osamu Shimomura's Legacy and the Postwar Japanese Economy.
Singapore: Springer.

Page 24



L
Shimomura Theory (cont’d)

- He developed a dynamic Keynesian theory, following R.F. Harrod and
P.A. Samuelson.

- However, Dr. Shimomura’s conclusion was different from Harrod’s in
that the latter emphasized the instability of the capitalist economy.
Dr. Shimomura’s model, referred to as the Shimomura theory,
attracted attention.

- He came to be known among the theoretical academicians. However,
he did not seem to be interested in developing his mathematical
model further.

- Instead, he chose a carrier as an economist who worked out solutions
to actual issues concerning the economy. He was interested in
economic forecasting for entrepreneurs.

- The Japanese economy entered a stage of high growth in the second
half of the 1950s, which was a one-in-a-million event.

Source: Directly quoted from Horiuchi, K., & Otaki, M. (2017). Dr. Osamu Shimomura's Legacy and the Postwar Japanese Economy.
Singapore: Springer. Page 25
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