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Abstract 
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This paper first describes a condition for efficiency of government expenditure. Based 

on it, I show that if government underestimates(overestimates) people's preference for 

government consumption such as health and education, it can cause oversupply 

(undersupply) of public capital. In fact, the empirical analysis of Japan, the UK and 

France confirms results consistent with the cases. Particularly in Japan in the 1980s 

and 90s, people's preference for government consumption was underestimated by the 

government, which may have contributed to the oversupply of public capital. As a result, 

I conclude that the rapid shift from public investment to government consumption in 

Japan since the last few years of the 1990s will be appropriate at least for the time being. 
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