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Abstract

The name of the welfare state was born at the end of the World War II in UK. The wel-
fare state was assumed as a mixed society composed of capitalist society and socialist so-
ciety. However, since then the concept of welfare state has been changed.

The proponents of the welfare state assumed that the government would work to reme-
dy the market failures. However, since the 1960s, the proponents of neo-liberalism and
public choice school pointed out that the defects of the government were more serious
than those of the market. The theory and actual welfare state, however, have changed
since then. The proponents of welfare state now insist that if both market and government
“fail”, the third sector or system, that is, the so-called informal sector or community sec-
tor is required to cope with the failures of both market and government.

The present economic theory for the welfare society is different from that of the tradi-
tional neo-classical theory in two points. Firstly, while the neo-classical theory is active
to show the necessary policies to cope with government defects and market failures,
while the Keynesian economists and proponents of welfare state not only point out the
market failures and government failures but also other defects of market system such as
the inequality of income and property ownership and over-shooting of economic fluctua-
tions such as depression and inflation.

Secondly, the present theory of welfare society assumes that the informal sector or
community sector as the third sector is required when both market and government “fail”.
They assume that in order to achieve the three main policy objects of economic system at
the same time, three subsystems are required as chart 1 suggests.
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Chart 1 Objects and Means of Economic System

. Policy objects Efficiency (Equath,eqmty Reciprocity, solidarity
Policy means and fairness) and sympathy
Optimum
Market system allocation of
resource
Political system Justice
Informal system Humanity
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