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A Public Finance Approach to Real Welfare

Professor Naohiko Jinno

Graduate School of Economics and Faculty of Economics, the University of Tokyo

The welfare state’s structure was largely put in place after the Second World War. It imposes taxes on the
market sector and transfers proceeds so as to guarantee the population’s livelihood. It is, in short, a system of
income redistribution that takes from the wealthy via taxes in order to transfer income to the poor.

However, the nation-state needs control over capital flows to levy taxes on high incomes. The war saw
institutional reforms that achieved this end, as Bretton Woods coupled free trade with income redistribution in
the domestic sphere. The system vested control over capital flows in the nation-state, which prevented capital
from fleeing tax burdens and for political reasons.

Yet we are now in transition from industrial society to a knowledge economy with information industries at its
core. This structural shift runs in tandem with globalization, which has in turn brought down Bretton Woods
and let loose a free flow of capital over national borders. These developments have eliminated the state’s
capacity to redistribute income and hence gravely weakened the underpinnings of the welfare state.

Resolving this crisis lies in centering the welfare state on benefits in-kind rather than cash, as the former does
not entail fiscal redistribution. Moreover, benefits in-kind is the basis of livelihood support at the local level, and
hence is a role properly left to local governments.

Indeed, not to reform in the direction will exacerbate inequalities and further weaken the social order,
hindering economic development. In addition, industrial society saw women largely relegated to the home and
unpaid labour, but the knowledge society affords them a direct avenue into labour markets. Goods previously
supplied by women in the home must perforce become social services lest we see an hourglass-shaped
bifurcation of labour markets.

Key words : globalization, welfare state, public finance



