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This dissertation consists of two separate empirical studies and three separate theoretical studies. The first
chapter focuses on the features of the nonprofit sector: the nonprofit sector size varies dramatically by locality.
The second chapter focuses on the features of the long-term care service providers. Chapter 3, 4, and 5 focus on
tax policy and the endogenous growth of the economy. The principal tools of the analyses are Econometrics
modeling techniques and Microeconomic theory for Chapter 1 and 2 and dynamic Macroeconomic theory for
Chapter 3, 4, and 5.

The purpose of Chapter 1 is to perform Corbin (1999)’s true test of the robustness of the government failure
theory. A core feature of the government failure theory is demand heterogeneity. Previous studies have brought
into question the robustness of the government failure theory, due to inconsistent results concerning the
explanatory power of demand heterogeneity. Therefore, in this chapter we revisit this important research agenda
using U.S. state level panel data. We find the two-way fixed effects model a suitable model for testing the
government failure theory’s robustness and present findings, which indicate that observable demand
heterogeneity has a positive effect on the size of the nonprofit sector. This chapter also empirically examines the
relevance of the complementary financing hypothesis in terms of the cooperative nature of the governmental and
nonprofit sector relationship; that is where governments delegate the production of quasi-public goods to the
nonprofit sector.

Chapter 2 focuses on the home-visit long-term care services (HLCS) market. The HLCS market is the only
market in Japan where nonprofit, for-profit, and public providers compete against each other for consumers.
They do so by competition of the quality of their services rather than by means of price, as the price is regulated
by the long-term care insurance system. The primary purpose of this chapter is to analyze the effects of provider
size and service quality on technical efficiency in HLCS production. These effects are estimated in a stochastic
production frontier analysis framework developed by Battese and Coelli (1995) and Battese and Broca (1997).
The empirical analysis shows that nonprofit providers produce HLCS most efficiently of the three. It is shown
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that both provider size and service quality have significant impacts on technical efficiency regardless of the
service providers’ organizational structure.

This chapter also investigates whether technical efficiency increases with provider size and service quality, we
find evidence which suggests this to be true. This implies that expanding éize and improving quality ameliorate
the technical efficiency of production. Thus for policy considerations, programs promoting growth in firm size and
improvements in the quality of service provided, will in turn promote technical efficiency.

Chapter 3 focuses on an endogenous growth model of increasing returns resulting from expanding product
variety developed by Romer (1987), (1990). In his model, the growth rate of centralized economy always grows
faster than that of decentralized economy. On the contrary, we identify the conditions for a decentralized economy,
which cause it to grow faster than a centralized economy under three types of representative governments. We
also identify the optimal tax/subsidy rates that lead the growth rates of the decentralized economy to converge
with those of the centralized economy. Then, using such tax/subsidy rates as benchmarks, this chapter shows _
that the decentralized economy can grow faster than the centralized economy under certain combinations of tax
policy.

Chapter 4 applies an endogenous growth model in a small open economy developed by Turnovsky (1996). This
chapter specifically introduces the effects of congestion and tax policy into Turnovsky’s model. We show that an
increase in the rate of tax on foreign bond holdings ameliorates the growth rate of capital. However, it
deteriorates the growth rate of consumption and wealth. On the other hand, an increase in the rate of tax on
capital deteriorates the growth rate of capital but has no effect on the growth rate of consumption. We also show
that a consumption tax has no growth effect on the growth rate of consumption, wealth, and capital. This chapter
also shows that the optimal tax policy is a production tax with consumption and foreign bond holdings being
untaxed when the government sets the government expenditure-GDP ratio arbitrarily. In this case, the
production tax rate should be equivalent to the government expenditure-GDP ratio. If the government sets its
expenditure rule optimally, then the optimal tax policy will give a production tax rate equivalent to the degree of
congestion when both consumption and foreign bond holding are untaxed.

Chapter 5 challenges Rebelo’s (1990) claim that an increase in the rate of a direct tax such as a capital income
tax deteriorates the growth rate of the economy, whereas an indirect tax such as a consumption tax has no effect
on growth. This chapter applies an endogenous growth model to show that consumption taxation could affect the
growth rate of an economy, as opposed to Rebelo’s (1990) findings. This chapter identifies consumption tax as
having a growth effect on private consumption when public consumption goods are dependent on private wealth
to some degree. This chapter also proposes that government expenditure should be fully financed by a
consumption tax when public consumption goods availability is independent of the private wealth level,

assuming that the government chooses an optimal level of public consumption.
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