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Abstract

Democracies tend to experience changes in the governing party to adapt to the
structural changes in international economic relations and domestic industrial devel-
opments, while some countries see a party stay in the governing position for a long
time. Such longevity of a governing party is even more puzzling when the country
struggles with economic stagnation like in the case of Japan since the mid-1990s. How
has the Liberal Democratic Party (LDP) managed to stay in power in the face of a
changing economic environment? To answer this question, we propose our theory of
economic policy trilemma; choice of macroeconomic policy comes down to supply-side
growth strategy, distribution, and fiscal stability where the government can pursue only
two of these three goals. We argue the LDP has managed to exploit policy space for
the opposition parties under the trilemma and weakened their electoral positions. To
empirically capture the changes in policy goals, we analyze policy debate data in the
Diet from 1956 to 2022, quantifying the share of each policy goal in the debates for the
LDP and other parties. This study reveals the non-LDP’s economic strategy affects
the LDP’s policy choice, suggesting the incumbent party’s co-optation strategies.
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Introduction

Many democracies experience changes in the governing party to adapt to the structural
changes in international economic relations and domestic industrial developments, while
others see a party stay in the governing position for a long time. Such longevity of a
governing party is even more puzzling when the country struggles with economic stagnation,
as economic crises tend to defeat the ruling party and cause a transition of power (UK 1979;
South Korea 1997; France 2012, for example).

The case of Japan is particularly interesting as the country’s economy has transformed
quite drastically and experienced both rapid economic growth and prolonged economic stag-
nation over the course of the nearly seven decades of the Liberal Democratic Party (LDP)
rule since 1955 (with the exception of the total of four years; 1994, 2009-12). This “uncom-
mon democracy” (Pempel 1990) has been a focus of interest among scholars of comparative
politics. How has the LDP managed to stay in power in the face of a changing economic
environment for so long?

We argue that the LDP weakens opposition parties by co-opting their innovative pol-
icy proposals, thus exploiting the opposition parties’ own policy space and producing less
competitive elections. This is what we call the LDP’s “exploitation strategy.” To illus-
trate economic policy space, we define the economic policy choices in the three dimensions
as supply-side growth strategy, distribution, and fiscal stability, and propose the theory of
trilemma where the government can pursue only two of these three goals. The first goal is
economic growth capitalizing on the “old way of business” resorting to the supply-side of
producers and large businesses, and catering to the vested economic interests and clientelism
through public works such as infrastructure investment. The second goal puts the emphasis
on distribution with various types of hand-outs measures targeted towards wider demogra-
phy, as well as consumer-focused measures, such as time-limited suspension (or reduction)
of sales tax. Here we define distribution policy as a resource allocation toward the demand-

side of the Japanese economy consisting of consumers and workers, where the typical policy



menu is to implement a series of direct payments or reductions on income and sales tax. On
the other hand, the supply-side growth strategy focuses on the producers, industries, and
businesses where the government executes public expenditure programs to stimulate private
investments and exploit regulations. The third and final goal is the fiscal stability through
fiscal discipline of the central government. The LDP has managed to exploit policy space
for the opposition parties under the trilemma.

To empirically examine the policy positions of the LDP vis-a-vis the opposition parties,
we analyze the speech data of the Finance Committee in the lower house in the Diet from 1955
to 2022. Employing the semi-supervised topic model developed by Eshima, Imai, and Sasaki
(2023), we identify a visible pattern where the LDP has responded positively (i.e. moves
closer) to the non-LDP parties’ policy preferences among the three goals of the economic
policy trilemma discussed above. Furthermore, the text analysis from the Diet discussion
demonstrates that, although both political and economic crises have been the triggers of
shifting policy priorities, the LDP has largely tended to follow the non-LDP position on
supply-side growth at the time the country’s GDP is rising, while increasing government
debt reduces the LDP’s pursuit of distribution policy.

This study expands the theory of the political business cycle, which focuses on the in-
cumbent party’s use of fiscal instruments at the time of the election. We do so by examining
not the timing but the changing targets of the leading party’s fiscal expansion strategy for
their electoral objectives. In addition, we explicitly introduce the notion of three-way pol-
icy trade-off beyond the growth versus redistribution dichotomy by introducing the fiscal
dimension. Although fiscal resources are constrained by the country’s tax revenues, with the
changing economic foundations as well as the recent emergence of unconventional monetary
policy, fiscal maneuver has become a medium to long-term policy choice for the incumbent
government.

After this introduction, this paper proceeds by first reviewing the evolving macroeconomic

policy regimes of the Japanese government from 1956 through 2022 by dividing them into



six distinctive phases. Then, the third section discusses the existent theories related to the
political business cycle as well as the growth-distribution trade-off as we elaborate on the
theory of economic policy trilemma. The fourth section discusses the empirical strategies
using text analysis. The fifth section summarizes the results of the analysis that indicates
the LDP’s exploitation strategy of following the non-LDP’s policy discussion before the

concluding section where we discuss the policy implications and future course of this study.

Regimes of Japanese Macroeconomic policies

Japan’s post-war history of macroeconomic policy is a history of the government managing
and responding to shifting priorities based on the changing economic conditions. Since
the time when the Japanese leading party LDP formed in November 1955 into the 2020s,
the Japanese economy has grown by more than 100 times with various phases of different
GDP growth rate (Figure 1). Over these seven decades, Japan also experienced multiple
internal crises and external shocks that led to the country’s structural shift. Based on
these structural changes, we have divided the 1955-2022 time period into six major regimes
(See Table 1). The first period (1955-1972) was the time of political consolidation after
the country’s independence with strong economic growth known as the Japanese economic
miracle. The second period (1973-1993), which started with the surge of leftist parties
and the oil crisis, ended up with the LDP’s achieving at least temporary stability during

the bubble economy. The third period (1994-2000) was the time after the bursting of the

Table 1: Regimes of Japanese Macroeconomic Policies

Economic Oil Shocks and  The first Lost Koizumi The Years Abenomics
Miracle Plaza Accord Decade after Reform under and thereafter
Bubbule Burst and thereafter the DPJ

1955-1972 1973-1993 1994-2000 2001-2008 2009-2012 2013-2022
Primary Supply-side Distribution Supply-side Fiscal Distribution  Supply-side
Focus Stability
Secondary Distribution Fiscal Distribution Distribution Fiscal Distribution
Focus Stability Stability
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Figure 1: Real GDP Growth
Source: IMF

Japanese economic bubble, where the economy stagnated culminating in massive financial
crises. The fourth period (2001-2008) started with Prime Minister Koizumi’s reform aiming
for fiscal consolidation, and ended at the time of the global financial crisis and DPJ’s electoral
victory. The DPJ rule constitutes the fifth period of three years (2009-2012) where the party
tried to focus on distribution. Finally, the last period (2013-present) was the time mostly
under the Abe administration and also reflected the aftermath of the 3-11 triple disaster in
2011 of the massive Tohoku earthquake and tsunami as well as the Covid pandemic crisis

from 2020,

Economic Miracle: 1955-1972

L This historical narrative is largely based on Muramatsu and Kitamura (2010), Calder (1988), and
Kusano (2005).



This period was marked by economic recovery focused on supply-side growth and demand
creation through distribution. Only three years after the end of the US occupation, the LDP
emerged in 1955 after a politically turbulent time. Starting with the first “five-year plan for
economic self-support” issued in December 1955, Japan’s economic policy priority for this
period focused on these tasks. The government also announced two other economic plans:
New Long-Range Economic Plan for F'Y 1958-62 and the famous National Income Doubling
Plan for FY 1961-70. As supply-side growth policies, building roads and railways as well
as setting up urban infrastructure became the priorities in these efforts. Distribution issues
during this time were also addressed through the establishment of universal health coverage
in 1958 and starting of the social security plan in 1961. Especially until the mid-1960s, there
were no fiscal concerns for the economy due to rapid economic growth, the demographic
advantage of the young population without a large social security burden to the extent that

tax reduction was implemented (Yoshioka and Kawasaki 2016).

Oil Shock and Plaza Accord: 1973-1993

Facing the end of the rapid growth and political challenges, the LDP’s macroeconomic
priority shifted to distribution with fiscal stability. The urban-centric growth with massive
internal migration slowed by the early 1970s, and various external shocks including the 1973
oil shock and the foreign exchange rate realignment of the early 1970s all contributed to the
volatility?. Politically, the leftist parties, including the Japan Socialist Party, gained ground
during this period with a strong push for pragmatic welfare and redistribution platforms. In
response to the opposition party’s policy proposals, the LDP declared a “New Welfare State”
in the Economic White Paper in 1972. Distribution priority during this period focused on
the aging population, where the Law Concerning the Security of Healthcare Treatment for
Senior Citizens was passed in 1982 and the Gold Plan, a ten-year strategy to build capacity

to support the health and welfare of the elderly, was introduced in 1989. During this time,

2 A series of the government’s “Economic and Social Development Plans” announced in 1967 and 1970
focused on “balanced economic development” that would offset the overcrowding and drastic increase of land
prices in the urban areas.



we also see the Japanese government’s efforts to reallocate fiscal resources to rural areas
with strong political connections. Prime Minister Kakuei Tanaka (1972-74)’s famous “Plan
for Remodeling the Japanese Archipelago (nihon rettou kaizo ron)” launched to build an
extensive transportation network of highways and high-speed rails.

With a series of stimulus packages at the time of the oil crisis, the Japanese government
began to issue Japanese Government Bond (JGB) annually to cover the fiscal deficit from
19753, The Japanese government’s fiscal discipline (and the lack thereof) started to become
the centerpiece of political debate. Fiscal consolidation was Prime Minister Yasuhiro Naka-
sone’s (1982-87) major policy goal, where he led lengthy Diet discussions aiming to introduce
a sales tax. After multiple failed attempts, the effort finally led to the introduction of 3%

consumption tax in 1989%.

The First Lost Decade after the Bubble Burst: 1994-2000

Japan’s top macroeconomic policy priority was economic recovery after the burst of
Japan’s economic bubble in the early 1990s, which kicked off the intense efforts to boost the
economy through supply-side strategy as well as distribution. The LDP government faced a
series of financial crises and almost zero to negative GDP growth during the decade of the
1990s.> In response, the government rolled out a series of economic stimulus plans (eight
packages from 1992 through 2000) totaling ¥136 trillion (over $1.2 trillion based on the 1990s
exchange rate average). More than half of that amount was dedicated to public investment in
economic and social infrastructure, and all were targeted to stimulate the economy (Fukuda
and Kei 2002).

At the same time, the demand for welfare provisions also intensified during this period

resulting in a series of social policies from expanding child care to enhance both the prospect

3 The first deficit-financing bond (akaji kokusai) was issued in 1965 to cover the fiscal shortfall in the
post-Olympics recession.

4 The rate of the sales tax increased to 5% in 1997, to 8% in 2014 and 10% in 2019.

5 There were also multiple external shocks, including Kobe Earthquake (1995) and Ohmu Shirikyo
terrorist attacks (1995) and the Asian Financial Crisis (1997-98) as well as severe yen-daka episodes in the
middle of the decade.



of increased fertility and mothers remaining in the workforce, to introduction of elderly
care insurance in 1997. Meanwhile, despite the concern over ever-growing public debt and
an increase in the consumption tax from 3 to 5 percent in 1997, the government’s fiscal
discipline weakened during this period partly thanks to the loose monetary policy by the
Bank of Japan. As a result, the ratio of Japan’s public expenditure over GDP increased from
below 29.3 percent in 1990 to 38.6 percent by 1998 (Figure 2). By the end of this decade, the
concerns over such massive (and often wasteful) government expenditure to create demand
and massive increase in public debt (i.e. the large amount of Japanese Government Bond

issuance) led the government to re-evaluate its macroeconomic strategy.®

Koizumi Reform and Thereafter: 2001-2008

In 2001, a popular (and populist) Prime Minister Jun’ichiro Koizumi led the LDP with an
explicit mandate of fiscal consolidation and neoliberal reforms so to achieve a “small govern-
ment.” He was focused on cutting ties with LDP’s supply-side clientelism, and exploited the
opposition’s policy space by advocating fiscal stability. His “honebuto” (literally translated
as “big boned” as robust; its official title translated as “Basic Policies for Economic and
Fiscal Management and Reform”) policy first instituted in June of 2001 began the path of
growth through economic structural reforms (“structural reform without sanctuaries”) and
balanced budget. In the six sets of these basic policies announced during the Koizumi admin-
istration from 2001 to 2006, the strategies included financial market reforms, deregulation
and privatization of public and semi-public institutions with the focus on postal reform along
with fiscal consolidation including tax reform (Kaihara 2008). By the time Prime Minister
Koizumi stepped down, the central budget was clearly tightened reducing budget deficit as
percentage of the government spending from 36 percent of GDP in 2000 to 33 percent in 2007
(Figure 2), and shrinking the percentage of public works per GDP to 2.9 percent in 2008,

which is less than half of its peak in the late 1990s. Meanwhile, social spending expanded

6 For example, see the government’s 2001 economic white paper. Also  Min-
istry of Finance (2012) Nihon keizai no nagabiku teitai to saisei ni mukete
(https://www.mof.go.jp/pri/publication/policy,istory/series/hl — 12/191.pdf ).


https://www.mof.go.jp/pri/publication/policy_history/series/h1-12/1_2_1.pdf
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Figure 2: Government Expenditure, percent of GDP
Source: IMF

from 35 percent of the policy budget in 2000 to 48 percent in 2008 (Noble 2010, 247-51).

The Years under the DPJ: 2009-2012

Running on the platform of “from concrete to people,” the electoral victory of the Demo-
cratic Party of Japan (DPJ) in August 2009 was a historic event for Japan after more than
five decades of LDP’s near monopoly as the country’s leading party.” The DPJ promised
to wean the Japanese economy away from the traditional supply-side growth policy focused
on public investment and exports, with a priority on consumption and domestic demand.®
With the emphasis on employment, technology, environment, health, rural revitalization with

tourism and a focus on Asia, the DPJ’s new growth strategy was adopted by the cabinet

" For electoral analysis as to why the LDP lost, see Maeda (2010).
8 For example, Prime Minister Hatoyama’s policy speech at the Diet on October 26, 2009.



in December 2009°. Fundamentally resorting to the concept of “growth through welfare,”
the challenge for the DPJ’s economic policy was how to obtain long-term growth from the
welfare sector whose increased productivity is difficult to expect (Tanaka 2014, 26).

The DPJ installed the Government Revitalization Unit not only to review administrative
processes but also to “scrutinize all budgets and programs and eliminate waste and abuses
(Shinoda 2012, 802).” Reflecting the party’s advocacy against excessive public works and
in favor of social spending, the budget for F'Y 2010 saw 9.3 percent decline in public works
and 9.8 percent increase in social security spending. The DPJ administration also cut 48
dam projects in the first year in office (Pempel 2010, 229). In 2011, however, the 3/11
triple disaster (earthquake, tsunami and nuclear plant meltdown) in Tohoku area, whose
total damages were estimated to be 3.6 percent of the country’s nominal GDP at that time,
required fiscal commitment to its reconstruction through the Basic Act of Reconstruction
enacted in June 2011. In an effort to continue the fiscal consolidation, the Kan administration
did not issue a deficit bond to cover the immediate reconstruction expenses. Finally, in the
FY 2021 budget, a special account of ¥3.7 trillion was set aside to support the region’s

economic recovery (Sakiyama 2012).

Abenomics and thereafter: 2013-2022

Prime Minister Abe and his following administrations returned to supply-side priority in
Japan’s macroeconomic policies and also continued on DPJ’s distribution priorities, all at
the expense of fiscal stability. After the LDP’s landslide electoral victory in December 2012,
Prime Minister Abe launched an unconventional growth strategy called Abenomics. The
economic policy package combined three “arrows” of aggressive monetary policy (first ar-
row), flexible fiscal policy (second arrow) and structural reform to unleash economic growth
(third arrow).'® One of the important characteristics of Abenomics came in the form of very

aggressive monetary policy that lowered the interest payments on the government’s borrow-

9 For its full document, see Cabinet Office “Shin-seicho senryaku: Kagayaki aru Nippon he” December
9, 2009. https://www.kantei.go.jp/jp/kakugikettei/2009/1230sinseichousenryaku.pdf.
10" For a comprehensive analysis of the political economy of Abenomics, see Hoshi and Lipscy (2021).


https://www.kantei.go.jp/jp/kakugikettei/2009/1230sinseichousenryaku.pdf

ing.!! This allowed the government to expand its public expenditure by compressing its

interest payments, and set the ground for the return of supply-side stimulus oriented growth
strategy into the 2020s with a strong flavor of clientelism. For example, a large stimulus
package to emerge through “Building National Resilience ( Kokudo Kyoujin)” legislation was
enacted in early 2013, which ushered in various expenditures towards disaster-proofing the
Japanese infrastructure. Furthermore, the Tokyo Olympics scheduled in 2020 raised pub-
lic expectations of economic growth through construction and tourism. During this same
period, social programs especially in support of education and child care expanded.

The Covid-19 hit the Japanese economy in 2020 and Prime Minister Abe stepped down
in September. When Prime Minister Kishida came into the office in October 2021, two
unprecedentedly huge government stimulus packages totaling ¥234.2 trillion were already in

place raising Japan’s public debt to GDP up to over 260 percent by 2021.

Economic Policy Trilemma

Maintaining a stable economic environment, stimulating growth and allocating wealth are
major objectives of the macroeconomic policy. Within the policy tool kits, the fiscal policy
is associated with the public expenditure both routine and discretionary to meet the public
service needs and stimulate aggregate demand. Leading political parties can, on the one
hand, use these fiscal instruments to maintain a stable economy in support of citizens’
welfare. On the other hand, under democracy, the incumbent government will be held
accountable for worsening economic conditions if it does not respond adequately to economic
downturns or macroeconomic crises (Key 1966, 76). Furthermore, the long-term economic
structural changes and demographic shifts lead to changing electoral bases, and usually
influence electoral outcomes. Political parties are to respond to these changes in order to

stay in power. In this context, the class-based voting theory often predicts that the left-

11 For the impact of aggressive monetary policy that provided fiscal opening, see Amano and Katada
(2022).
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leaning parties support redistributional welfare policies and a “big” government, while the
right-leaning parties have free-market orientation with limited government intervention.

In order to increase its electoral odds, the incumbent government has fiscal expansions
at its disposal. To this effect, the theory of the political business cycle states that “elected
officials with fixed terms attempt to produce favorable economic conditions during election
years, even at the expense of higher unemployment or inflation at midterm”(Golden and
Poterba 1980, 696). Facing electoral cycles and sensitivities of the electorates to economic
bottom line, such rational behavior explains particular boom-and-bust policy cycles of many
democracies and emerging democracies (Block 2002, for example). Meanwhile, both external
and internal crises motivate the incumbent politicians to become more creative or innovative
with their policies (Polsby 1984), it is especially so as seen in countries where their sensitivity
to the threat of political changes is high (Calder 1988).

The widely discussed political business cycle theory explains temporary fiscal expansion
to meet the incumbent party’s electoral objective. It is essential, however, to identify who

2. Therefore, we focus on the purposes that fiscal resources

benefits from such expansion!
are dedicated to. Furthermore, given the inevitable fiscal constraints particularly in the
long-run, the government faces the trade-off among the variety of goals pursued by such
efforts.

To explain the long-term policy adjustment, we develop a theory of economic policy
trilemma and discuss the implication from the trade-off among the choices that the govern-
ment faces. As discussed above, the economic policy trilemma consists of three economic
goals, where the policymakers can only achieve two out of the three goals at the same time.
The first pillar is the economic growth capitalizing on infrastructure investments and public
works in support of supply-side consisting of producers and large businesses; The second con-

sists of distribution goal with social policies and various types of hand-outs measures some

targeted wider demography with focus on underserved, in addition to consumer-focused

12 Lohmann (1998) argues heterogeneity of voters and their information access but does not disaggregate
by the types of benefits.
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measures such as time-limited suspension (or reduction) of sales tax. The third is the fiscal
stability through fiscal discipline of the central government. In short, if policymakers want
to achieve growth that satisfies their specific producer clients and also pursue distribution
for the larger population, they have to compromise fiscal discipline (i.e. fiscal irresponsibil-
ity). If they stick to fiscal discipline, they need to prioritize only one of the two policy goals
(growth or distribution).

The trade-off between the first two policy goals, the one between supply-side focused
growth strategy and distribution, has been the topic of extensive research in the fields of
both economics and political science. In the late 1990s, “permanent austerity” (Pierson
2001), a precondition of policy credibility among the OECD countries, intensified the po-
litical conflict between the organized economic interests of businesses and the mass public
(especially in support of the welfare state). The seminal work by Przeworski and Wallerstein
argues that “governments face a trade-off between distribution and growth, between equality
and efficiency” (Przeworski and Wallerstein 1988, 13). That is particularly so when there
is prominent structural dependence of the state on capitalists since the performance of the
economy is the key for the legislators to achieve success in their re-election and maintain
their popularity (Swank 1992). In such a context, however, the ideologies of the political
parties play an important role in the choice within the trade-off. Generally, the conservative
parties (or the parties on the right) adopt supply-side growth strategy by increasing the pro-
ductivity of capital, while socialist governments (on the left) tend to depend on distribution
to increase the productivity of workers (Boix 1998). This is the world where “[p]olicy-makers
are constantly faced with decisions on how to allocate scarce public resources across budget
categories (Breunig and Busemeyer 2012, 923).” In this context, the electoral consideration
would loom large in the politicians’ minds.

It may be true that three economic goals could be achieved at the same time when the
economy is supported by the economic boom cycle (Dore 1994). We posit, however, that the

policy stance to pursue all three goals is impossible to realize and gain voters’ support in the
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long term because it is inevitable to have external shocks in the economy in the long term,
requiring to be “irresponsible” in fiscal policy. Therefore, a strategic party could propose
to fill in this new political space, by being a traditionally “irresponsible government” and
neglecting fiscal discipline, and pursue both supply-side growth and distribution with the
risk of inflation. Meanwhile, those parties that insist on fiscal discipline and stick to the two
traditional policy dimensions continue to face the trade-off.

We can form four sets of expectations based on the politics of the economic policy
trilemma. First is when there is room for fiscal expansion (either under good economic
times or severe crises where the fiscal expansion receives overwhelming support), one would
expect the leading party to pursue not only its traditional clientelism with supply-side growth
policy but also expand its support based through distribution policy. Second, when the fis-
cal space is limited either because of political commitment or market scrutiny, the choice is
limited to one of the two macroeconomic goals between distribution and growth. Third, the
incumbent party makes the choice between distribution and supply-side-led growth policies
based on the political conditions with the focus on electoral prospects as well as the macroe-
conomic conditions such as inflation, unemployment, growth, and the level of public debt.
Lastly, the incumbent party that takes an ambiguous stance on all three goals is unlikely
to gain voter support and will likely lose the election. Under this trilemma and in the face
of changing economic conditions through Japan’s post-War development, one would expect
periodic changes in the coalitions or majority parties to reward attractive policy priorities
and encourage adjustments. However, we argue that the longevity of Japan’s leading party,
LDP, is attributed, henceforth, to the party’s effective management of this economic policy

trilemma.

Testing the LDP’s strategy under Economic Policy Trilemma
Hence, by exploiting the three-way trade-offs, the leading party can prevail over the
opposition parties throughout the changing economic structure and in the face of internal

and external crises. We can present the following hypotheses based on these expectations.
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Hypothesis 1. As the amount of policy discussion on a particular macroeconomic goal in

the non-LDP increases, the LDP increases its focus on that policy goal.

One of the dominant views behind the LDP’s long-lasting single-party dominance focuses
on the LDP’s policy flexibility in the face of a changing economic environment, as the
LDP becomes a “catch-all” party (Curtis 1971; Pempel 1998) that has marginalized and
fragmented the opposition parties. In this sense, the “creative” maneuvering of policies has
allowed the LDP to survive the changes (Pempel 1982). For example, the government started
to do more on social welfare in response to declining LDP electoral fortunes from the 1970s,
and once increased provision was implemented, it became correspondingly more difficult to
reverse the trend (particularly with pensions in an aging society). The distribution policies
include wage policies, pension and medical care, as well as support for child care, many
of which were first promoted by left-leaning opposition parties, and became LDP’s policy
priorities. Furthermore, in our previous work (Amano and Katada 2022), we demonstrated
that this LDP’s strategy exploits the policy space for the opposition parties, especially the
CDP-JCP coalition, at the time of the 2021 lower house election. As the COVID-19 crisis
allowed the LDP to compromise upon the third goal, i.e. fiscal discipline, the LDP managed
to straddle between the two goals of growth and distribution. Therefore, as the LDP strives
to capture votes from those other than LDP clients or to avoid LDP supporters to shift their
support to non-LDP parties, the LDP members increase their interests in the macroeconomic

policies advocated by non-LDP politicians.

Hypothesis 2. The LDP’s exploitation strategy is contingent on both electoral supports
(election and approval rate) and economic conditions (employment, growth, stable prices,

stock market).

Hypothesis 2a. Under robust electoral support, the LDP is less likely to follow the non-

LDP’s discussion of all three macroeconomic goals.

Hypothesis 2b. When economy strengthens, the LDP is more likely to follow the non-

14



LDP’s supply-side cues, while the LDP is more likely to follow the non-LDP’s distribution

cues when the economy gets weak.

The LDP’s exploitation strategy has clear electoral goals to attract non-LDP voters.
Hence, when the LDP is on a solid electoral footing and economic conditions are favorable,
its members do not have to pay lip service and even the policy shift in favor of the non-
LDP’s proposals. Meanwhile, the LDP can doll out goodies in the form of public works in

competition with the non-LDP to maintain the LDP’s political base when the time is good.

The Electoral Reform in 199

There are multiple sources of the LDP’s electoral dominance from 1955 through the 2020s.
By empirically zooming into the period before and after 1994, nonetheless, we are able to
control for multiple variables on important dimensions of the electoral and political system
reforms. First and most consequential of the change in 1994 was that year’s introduction
of a new electoral system. This electoral reform transformed the lower house election from
the Single Non-Transferable Votes with the medium-sized constituency system to one that
combines single-member districts (a bit fewer than 2/3 of the seats) and proportional rep-
resentation (the remaining less than 1/3). The adaptation of this so-called Mixed Member
Majoritarian (MMM) system through this reform not only reduced the intra-party competi-
tion but also increased the hope of two-party system, where they would compete electorally
based on policies and programs as each candidate (in the single-member district) has to win
51 percent of the votes (Rosenbluth and Thies 2010).

At the same time, this change also took away the often-discussed LDP’s electoral ad-
vantage in multiple ways. One, the medium-size districts were valuable grounds for the
LDP to gain multiple seats, where the party was able to put forward several candidates
with strength in different areas such as construction or agriculture through intra-faction
coordination (Cox and Rosenbluth 1994). This also led the LDP to form numerous policy
channels of zoku-giin (policy tribe member politicians), through which requests for special

treatment for uncompetitive sectors (such as agricultural protectionism or subsidies to small
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and medium businesses) or pork for the connected were transmitted to and from the govern-
ment (Inoguchi and Iwai 1987). The LDP had been successful in solidifying its clientelism
and taking advantage of its pork-barrel politics (Fukui and Fukai 1996; Catalinac, Bueno de
Mesquita, and Smith 2020; Reed 2022, inter alia). In particular, the government (under the
LDP) has deployed public works projects, where this dominance of construction state dokken
kokka “puts much more public investment into the construction of public works than can
be realistically justified by public need” Broadbent (2002)'3. The electoral reforms, hence,
reduced incentives to pork barrel to specific narrow slices of interests.

Furthermore, malapportionment of votes between the rural areas of LDP’s strongholds
and the urban areas was also largely corrected through this reform!*. Therefore, if the
medium-size district system and its associated institutional advantages were the main source
of LDP longevity, the party would have suffered immediate and acute loss after 1994, requir-
ing them to transforms patronage politics from a particularistic one to a programmatic one,
as the leading party could continue to boost (or claim to boost) economy of the region and
provide jobs through supply-side policies.

Thus, when we split the data into pre-1994 and post-1994, we expect the LDP’s exploita-

tion strategy to be strengthened after 1994, drawing the following hypothesis.

Hypothesis 3. After the 1994 electoral reform, the LDP is more likely to increase its focus

on the policy goals that the non-LDP parties primarily focus on than before the reform.

13 The most often cited work on Japan as doken kokka is the book by Curtis and Ishikawa (1983), where
they cite Japan’s disproportionately large concentration of public investment in infrastructure as of 1980.

14 The malapportionment in the lower house reached its worst point in 1972 and 1983 at 4.99 and 4.40
votes in some rural prefectures to 1 vote in the urban area. The 1994 reform mandated that such discrepancy
should be kept at maximum 2 to 1.
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Preliminary Textual Analysis of the Diet Discussion:
Data and Measurement Strategy

We conduct quantitative textual analysis by using the speech data in the diet. We opera-
tionalize the parties’ focus on economic policy goals by quantifying the proportions of the
speech amounts of each policy goal by elected members of parliament (MPs). The National
Diet Library recorded and digitized all committee debates since 1947 under the new constitu-
tion established after World War II'>. We collect the speech data of the Finance Committee
in the lower house from 1955 to 2022. The Finance Committee, one of the oldest standing
committees, is the center of all discussions related to macroeconomic policies. We analyze
the debates of this committee from Session 23, starting November 1955, after the LPD was
formed.

To operationalize the parties’ focus on economic policy goals, we take three steps. First,
we collect all speech data in the Finance Committee and then employ the tokenizer MeCab
to extract all nouns that contain substantive arguments of speeches. 403,534 speeches yield
a corpus with an average of 52 words per document and a total of 904,081 unique words. The
maximum number of words for a document is 2287, while the minimum is 1. Second, after
cleaning the data, we classify each word to each policy domain using a semi-supervised topic
model developed by Eshima, Imai, and Sasaki (2023). Since classifying and coding docu-
ments manually needs lots of time and effort, political scientists increasingly rely on fully
automated content analysis based upon machine learning models (Grimmer and Stewart
2013). In particular, researchers have frequently used probabilistic topic models to explore
the associations between identified topics and meta-information like, in our case, macroe-
conomic policy domains (e.g., Grimmer 2010; Roberts, Stewart, and Airoldi 2016). The
semi-supervised estimations by the keyATM model enable us to classify the topics using

keywords that the researcher specifies ex ante. We rely on this approach to operationalize

15 We use R package kaigiroku to access to the Diet Library’s API (https://kokkai.ndl.go.jp/api.htmll).
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Table 2: Topic-identifying keywords

Distribution Fiscal Stability Supply-side
Topic Topic Growth Topic
Social ~ Education Pension Tax Fiscal Construction Public
Welfare works
society  education pension tax deficit road employment
welfare child consumption_ government_ construction public
equity student tax bond shinkansen project
benefit tax increase fiscal land
burden

the degree of the policy discussion. Referring to the classification by Catalinac (2016) and
Eshima, Imai, and Sasaki (2023), we identify 18 categories of policy domains that are not
exclusive to economic policies. In the topic model estimation, we also include five topics
without keywords to exclude the themes in texts that we cannot identify with the keywords.

Lastly, we aggregated into three macroeconomic goals: policy domains on Public Work
and Construction for Supply-side growth, Social Welfare, Pension, and Education for Dis-
tribution, and Tax and fiscal for Fiscal stability. The selected 7 to 13 keywords to identify

these policy domains are listed in Table 2.

Dependent Variable: Document-Topic Distribution

Our dependent variable is the proportions of the speech amounts of each policy goal by
MPs— Document-Topic Distribution. Figure 3 presents the proportion of discussion on three
goals for the LDP and the non-LDP by year as we set up our unit of analysis as party-year.
We also create monthly data as party-month unit of analysis for estimating different time
periods. In the following empirical estimations, because of the relative amount of discussion
on fiscal stability in the Finance Committee, we normalize the document-topic distribution
for each goal to underscore their changes over time, using the level of the document-topic

distribution of each macroeconomic goal for the LDP as our outcome variable.
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We also draw the level of the document-topic distribution of each macroeconomic goal for
two party-groups in the ternary plot space. The ternary plots help us understand the policy
constraints in the trilemma situations and the focuses of policy areas in each period. Figure 4
presents the relative relationship between three variables: Distribution, Fiscal Stability, and
Supply-side growth policy goals. The plot consists of three axes that intersect at a central
point, with each axis representing one of the variables.

The plot shows the positions of the LDP and non-LDP based on their proportion of each
policy discussion. For example, a party with a strong emphasis on supply-side growth might
have a point near the top of the supply-side axis and a lower position on the other two axes,
which is the top corner. Conversely, a party with a strong emphasis on distribution policy
might have a point near the top of the distribution policy axis and a lower position on the
other two axes, which is the lower right corner.

As we contract the plots based on the five (six including the DPJ period of 2009-2012)
period of the LDP rule discussed in the historical narrative, we can observe the following
trends. During the first period (1955-1972), there was a clustering of both LDP and non-
LDP discussions around distribution and supply-side growth with limited attention paid
to fiscal stability. Meanwhile, the debates in the second period (1973-1993) shifted more
towards fiscal stability. After a period of scattered discussions in the third period (1994-
2000), the period under Koizumi (2001-2008) put focus on fiscal stability and supply-side
growth'®. Under Abenomics (2013-2022), we see a clear shift of the discussion away from

fiscal stability towards supply-side growth seen in the policies of National Resilience Plan.

Explanatory Variables

Our main explanatory variable is the lag of the level of the document-topic distribution for
the non-LDP. Here we ask, on each goal of the trilemma, under what conditions the LDP

responds more readily to the non-LDP discussion. We expect that the LDP exploits the

16 This is, however, not consistent with our historical analysis. See Table 1).
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policy ideas from the opposing party, and thus the policy focus by the Non-LDP in the
previous year (t — 1) would affect the current (t) policy focus of the LDP.

We also control for the following covariates that are linked to the policy focus among
three macroeconomic goals of the LDP. As for the political factor, we include the LDP’s
vote share in the latest lower house election. In the economic conditions, we add the real
GDP growth rate, the proportion of the amount of government debt on GDP (logged), the
real GDP growth rate of the United States, the unemployment rate, and the number of
deaths by a natural disaster, which typically requires fiscal, distributional and construction

responses. All variables are lagged for one year.

Preliminary Results

Estimation for All Years under the LDP Administration

Table 3 presents the results of OLS regression models for the relations between the LDP’s
focus on each macroeconomic goal and non-LDP’s discussion in the previous year. We set the
outcome variables in three measures of the LDP’s focus on macroeconomic goals: demand
growth, fiscal stability, and supply growth. The primary independent variables are the lag
of the level of the document-topic distribution of each macroeconomic goal for non-LDP. We
estimate all years under the LDP administration from 1956 to 2022 and exclude years under
the DPJ administration from 2009 to 2012.

Each column in Table 3 corresponds to a separate regression model, including three
models with three different outcomes. The coefficients of interest are presented in the first
row of each regression model. The coefficients show the effect of the independent variables on
the dependent variables after controlling for other factors. The standard errors are presented
in the second row of each regression model.

The results suggest that the lagged non-LDP’s discussion has a positive and statistically

significant effect at 5 % level on the LDP’s discussion across three macroeconomic goals. We
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also note that the LDP’s vote share has a positive and significant effect on the supply-side
growth discussion, while it has no significant effect on demand growth and fiscal stability
discussion. This suggests that the LDP, all else equal, increases their supply-side growth
discussion when they have robust voter support in the previous elections. Likewise, the gov-
ernment debt to GDP ratio negatively influences the LDP’s distribution discussion, whereas
it positively correlates with their supply-side discussion.

In order to substantively interpret the results, Figure 5 highlights the relative risk of
the LDP’s discussion associated with each factor in Model 2 of Table 3. Each plotted
point shows the probability of changing the LDP’s focus on each macroeconomic goal when
each economic and political factor changes from the 25th to 75th percentile during the
sample period. The top bar in the left panel in Figure 5 indicates, all else equal, the
effect of changing the non-LDP’s discussion on distribution policies from less intensive (25
percentile) to intensive (75 percentile) increases the probability of increasing the LDP’s
discussion of distribution policies any given year by a statistically significant 60.9 % (95%
CI: 18.2% more likely to 2.2 times more likely). Likewise, the top bars in the middle and
right panel in Figure 5 show the non-LDP’s discussions on fiscal stability and supply-side
growth. Both are positive and statistically significant; the change in non-LDP discussion
increases the probability of increasing the LDP’s discussion of fiscal stability and supply-
side growth policies by 67.4 percent (95% CI:35.2% to 2.1 times) and 70.3 percent (95% CI:
38.4% to 2.1times), respectively. All results support our hypothesis (Hypothesis 1) that the
LDP increases its focus on the policy goal that the non-LDP increased to exploit non-LDP’s
policy space.

Looking at other political and economic factors, no other factors substantially change
the LDP’s discussion on fiscal stability goals, while changing the LDP’s vote share and the
government debt to GDP ratio increases the probability of altering the LDP’s focus on the
supply-side economic goal by a statistically significant 27.6 percent (95% CI: 6.5% to 55.2%)

and 3.3 times (95% CI: 42.8% to 8.8 times), respectively. On the other hand, the increase
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Figure 5: Relative risk of non-LDP’s macroeconomic discussion on LDP’s discus-
sion

Note: Each plotted point shows the relative risk of changing the LDP’s focus on each macroeco-
nomic goal when each economic and political factor changes from the 25th to 75th percentile during
the sample period.

Horizontal thin and thick bars are the 95% and 90% confidence intervals, respectively.

in the government debt to GDP ratio negative and statistically significant impact on the

LDP’s policy focus on the distribution policy.

Conditional Effects of the non-LDP discussion

We also expect the policy focus by the non-LDP may be effective under certain political
and economic conditions (Hypothesis 2a and 2b). To test these hypotheses, we interact the
non-LDP’s discussion with the LDP vote share and GDP growth in separate estimations.
First, we reestimate Model 2 in Table 3 by interacting non-LDP’s discussion with the
LDP vote share. Figure 6 shows graphically the marginal effect of the non-LDP’s discussion
of three macroeconomic policies on the LDP’s discussion contingent on the LDP vote share.
The solid line is the marginal effect, and the shaded areas indicate the 95% confidence
interval. The upward marginal effect means that the LDP is more likely to increase their

discussion by capturing the non-LDP discussion when they have more robust voter support,
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Figure 6: Conditional Effects of non-LDP’s macroeconomic discussion on LDP’s
discussion
Note: Shaded areas are 95% confidence intervals.

while the downward marginal effect suggests that the LDP is more likely to increase their
discussion when the voter support is not secured. The flat marginal effect means the effect
of the non-LDP discussion on the LDP’s discussion does not change by the voter support.
The left panel of Figure 6 indicates the contradicted results among three macroeconomic
goals. Our hypothesis (Hypothesis 2a) predicts the downward, but positive marginal effects:
the LDP is less likely to follow the non-LDP’s discussion of all three macroeconomic goals
under robust electoral support because the LDP does not need to capture the policy in-
novations from the opposing parties to gain political supports from the public. Consistent

with our hypothesis, the marginal effects of all policy goals are positive and statistically
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significant. However, the marginal effect of the fiscal stability goal and supply-side growth
goal discussion is upward-sloping, while the distribution policy goal shows a slight downward
marginal effect or almost no effect. This suggests that the LDP exploits the opportunity
to increase fiscal stability and supply-side growth policies when both the voters and the
opposing parties are supportive of doing so.

Likewise, the right panel of Figure 6 indicates the economic conditional effects of the
non-LDP discussion. Similar to the political condition, the marginal effects of the non-
LDP discussion on all policy goals are positive and statistically significant. Moreover, the
directions of the slopes are also consistent with our hypothesis (Hypothesis 2a): under strong
economic conditions, the LDP is more likely to follow the non-LDP’s supply-side cues, while
the LDP is more likely to follow the non-LDP’s distribution cues under weak economic
conditions. The marginal effect on the distribution policy discussion is downward sloping,
while the marginal effect on the supply-side growth policy discussion is upward, suggesting
that the LDP concerns more about distribution policy to gain support from the voters when

the economy is in a downtrend.

Subsample Estimation Before and After 1994

As discussed above, we hypothesize that the LDP’s exploitation strategy would be strength-
ened after the electoral reform of 1994. To test this hypothesis, we split the data into pre-1994
and post-1994. Because the sample size of the yearly data in the previous estimation is small
to estimate the two periods separately, we disaggregate the document-topic distribution of
each macroeconomic goal for LDP and non-LDP into monthly data. Thus, our outcome
variable and the primary explanatory variable are analyzed with monthly data. As such,
we also disaggregate the real GDP growth rate into quarterly data, and unemployment rate
into monthly data. The rest of the explanatory variables remain in yearly data.

The results are reported in Figure 7 and Table A1 and A2. Figure 7 highlights the relative

risk of the LDP’s discussion associated with each factor, modeling the covariates that are
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Figure 7: Relative Risk of Non-LDP’s Macroeconomic Discussion on LDP’s Dis-
cussion Before and After 1994

Note: Each plotted point shows the relative risk of changing the LDP’s focus on each macroeco-
nomic goal when each economic and political factor changes from the 25th to 75th percentile during
the sample period.

Horizontal thin and thick bars are the 95% and 90% confidence intervals, respectively.

the same as Model 2 in Table 3 and Figure 5. We find the results do not support our
expectation that the LDP should strengthen its exploitation strategy after 1994 (Hypothesis
3).

The top blue bar in the Figure 7 indicates that, all else equal, the effect of changing
the non-LDP’s discussion on each policies from less intensive (25 percentile) to intensive
(75 percentile) increases the probability of increasing the LDP’s discussion of distribution
policies any given month before 1994, while the red bars indicates those effect after 1994.
In the right panel, the top bars show the effect of non-LDP’s discussions on supply-side
growth are positive and statistically significant in both estimation periods. However, in the
middle panel, the top bars indicate that the effect of non-LDP’s discussions on fiscal stability
is statistically significant for the pre-1994 estimation, whereas the effect is not statistically
significant for the post-1994. Finally, the left panel shows that the effects of non-LDP’s
discussions on distribution are not statistically significant for both pre-1994 and post-1994

analysis. Thus, contrary to the hypothesis, the empirical analysis suggests that the LDP did
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not employ well its exploitation strategy for two of three policy goals: distribution and fiscal
stability policies.

One possible interpretation of this result is that, while the LDP was largely dominant
after the electoral reform in 1994, the failure of its exploitation strategy caused the regime
transition to the DPJ in 2009. Since 1993, the LDP had lost their one-party dominance and
was forced to find their coalition partner to maintain their regime. At the same time, the
LDP split up, and many new political parties were created. These instabilities among the
LDP together with the slow adoption process of the new electoral system may cause the
ambiguous policy stance under the economic policy trilemma. Another instability occurred
after the Koizumi administration when the prime minister changed every year, making the
policy stance ambiguous. Meanwhile, the several economic shocks, including the Great
Financial Crisis in 2008, the Tohoku Earthquake in 2011, and the global COVID pandemic
in 2020, may have evoked the LDP’s exploitation strategy, especially in the supply-side

macroeconomic policy under large fiscal stimulus packages.

Conclusion

How do leading political parties maneuver their macroeconomic policies, especially the allo-
cation of fiscal resources, so that they can continue to stay in power in the face of a changing
economic environment? This paper is the first cut in examining the shifting policy choices in
an evolving economy with a long-term view. We have developed a theory of economic policy
trilemma, where the parties can choose only two of the three policy goals among supply-side
growth, distribution and fiscal stability to understand the options and constraints that these
parties face in tackling the economic challenges and appealing to the voters. In the case of
Japan, the LDP has ruled the country as its leading party for over seven decades as the coun-
try’s economy transformed from a war-ravaged struggling one, to the economic juggernaut

to then a mature economy trying to revive growth. By examining the Diet debates using
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text analysis, we found that the LDP has indeed followed the focal debates conducted by
the non-LDP, and worked to capture the emerging issues particularly related to distribution
policies at hard times. Meanwhile, the regression results show a significant feature that the
LDP has advocated its clientelistic supply-side policies when the times are good. With the
fiscal window opening either under crisis-led fiscal stimulus or very loose monetary policy,
the LDP was able to choose both the supply-side growth policy and distribution policy,
further narrowing the economic policy space available to the opposition parties.

After 1994, the LDP’s ability to implement an effective exploitation strategy became
constrained where the LDP ended up opting for increasingly ambivalent positions among
the triple goals. It is only with the occasional but massive fiscal stimulus packages and
relying on its traditional supply-side strategy has the LDP (in the form of a coalitional
government) been able to maintain its electoral lead. The party’s first electoral defeat in 54
years to the DPJ was an illustration of such difficulty.

Policy implication of this study, therefore, is that it is electorally imperative to get the
mandates of economic policy trilemma right. Failing to take advantage of the leading party’s
prerogative to straddle the policy priorities and exploit the oppositions’ potential electoral
gains in such a context will cost the leading party dearly. From this perspective, Prime
Minister Kishida’s signature economic policy paradigm called “New Form of Capitalism” is
running such a risk. His administration advocates the “virtuous cycle between distribution
and growth,” while the actual policy does not seem to capture any policy opening advocated
by opposition parties. Meanwhile, Japan’s macroeconomic space in 2023 is tightening with
rising inflation rate and ballooning fiscal debt.

This project is at its early stage, where we apply the concept of economic policy trilemma
to the longevity of certain incumbent parties by detecting their successful economic policy
and strategies. Given the three-way trade-off among competing policies under resource
constraints (with the option of loosening such fiscal resource constraints), the political parties

face choices that determine their electoral fate. We see vast potential in theorizing these
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trilemma dynamics and their implication on electoral strategy. It is still premature to discuss
conclusively that the secret of the LDP’s successes lies exclusively in this maneuver, but we
hope to continue investigating this and related hypotheses. For that, we still have quite a
bit of work in front of us. In our next iterations, we will address the following three major
tasks.

First, we need to clarify further the dichotomy between supply-side/growth-oriented poli-
cies versus distribution policies. There are policies that can actually contribute to both
growth and distribution (certain consumer-oriented policies), while it is difficult to catego-
rize other important economic policies such as economic liberalization, in one category as
they have multiple effects from stimulating consumption through deregulation to restruc-
turing the economy. At this point, we assume supply-side growth is mostly emerging from
the LDP’s clientelistic policies. Nonetheless, infrastructure investment, a typical supply-side
measure of building roads and bridges in the rural areas (where the LDP support is the
strongest), can certainly have contributed to the redistribution of resources to the deprived
regions.

Second, we find that the Diet debates database is a valuable resource for analysis. How-
ever, we have not thus far investigated why the Diet members say what they say at the
committee sessions. So far, we take them at face value as they represent policy positions of
these politicians. Meanwhile, these discussions could also be a way to present politicians’
other concerns such as establishing intra-party consensus or a pro forma performance of their
expertise. These words can also emerge in response to hot topics in the media or a way for
each politician in appealing to their constituents (Kage 2017, 85-86). It would be important
for us to dig deeper into the data as we push this analysis forward.

Third, our ambition is to move beyond the case of Japan to see if this economic policy
trilemma and the incumbent party’s agenda manipulation could actually lead them to survive
tough economic times and shifting electoral challenges. In the world after the global financial

crisis and the COVID-19 crisis, when fiscal stimulus was the key instrument of macroeco-
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nomic policy, we believe that merging the analysis of fiscal politics with the distributional

and electoral strategy would lead to an important political insight for democracies.
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