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Japanese Consultations.

Part I1.

1. In the summary on page "you ought to add:
a) to the end of the first paragraph and
b) to the end of the third paragraph

the amounts of various types of US aids in 1955 and the corresponding
figures for 1953 and 1954.

At the end of paragraph 3 it may perhaps be enough with the
reference to whatls said at the end of the first paragraph.

2. Page 8. Are the retention quotas tied to certain goods or to the trade
of certain countries? If so, give a short explanation in parentheses or in
a footnote.

3. Page 8. Is it really an ‘‘export” rights system? Is it not rather an
import rights system combined with the export of certain goods or anything
to Indonesia and Turkey?

4 In the summary there ought to be a reference to the economic

effect of a) rearmament
b) the redueed U.S. forces

Part I.

Page °. Are you speaking of the overall budget or of the current
budget?

Page 6. The question is how will the money be raised that is not provided
for in the budget? What can be borrowed in the capital market? Has the
Bank of Japan to provide some money and if so, to what extent?

How are the deficits of the local governmentcovered?

Page 8. I would be interested to get a summary of the liquidity rules for the
Japanese banks. It need not be written in Part I. But I think it ought to be

mentioned in Part II.

Page 10. Is ship-building not competitive? Are the prices too high? Does
Tapan get its orders only because the delivery dates are shortér than in other
countries?



= =

Page 12. If you have any idea of to what extent the existing stocks are reduced,
it ought to be mentioned both here and when you speak of the holdings and the
increase of the foreign reserves of Japan.

At the end of Page 12, you ought to mention the amounts of
United States aid.

Page 13. You ought to mention what Japan gets from U.S. forces over
and above procurements.

Page 14. It must be indicated why this year the receipts have been
doubled.

Mention the reparations agreement with Burma and the
negotiations going on with Indonesia and the Philippines.

Page 16. With a few words, refer to the increased trade with the
United States.

Page 23. We must add something to the effect that the liquidation of the
trade arrears by Indonesia are expected to disappear when the agreement on
reparations is made. As it now stands, one is inclined to believe that Indo-
nesia will soon increase its export to Japan.

Page 30. Point 2. Indicate that there is also much hidden unemployment.
It is not the budgetary deficits that give any reason for worry.

It is only when it is covered in an inflationary way that we should be concerned.
The subject has to be elaborated upon.

October 31, 1955
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‘@; Office Memorandum N

TO . Mr. Ivar Rooth DATE : Aug. 29,1955

-
rrow  : T. Yumoto—.—,y/%‘\

susjecr: Bank of Japan - New Official Rates

In view of the attention being drawn to the recent raise of official
interest rates by the Bank of Japan, I send you herewith a section of the
"Fortnightly Letter" of the Bank of Japan dealing with the change in the
official interest rates, which, I believe, will interest you for the purpose
of such change.

"The Benk of Japan revised its rates on discounts and loans on August 9th,
effective the following day. Along with this, the Bank decided on an over-
all revision of its 'higher rates application system!® (progressive rates on
discounts and loans), effective August 1T7th.

Revised Rates on Discounts and Loans (% p.a.)
( ) = Former Rates

Discount on Commercial Bills 7T.30 5.84)

o " Export Advance Bills 5.84 5.84

Loans Secured by Export Advance Bills 6.21 6.21)

» * " Import Settlement Bills, T.30 6.21)
Import Freight Bills

. ” " Gov't Bonds, Designated 1.67 (6.21)

Local Gov't Bonds, Designated

Corporate Bonds and other

Securities, Agri. Bills
Other Secured Loans 8.03 (6.573
Overdrafts 8.k0 (7.67

The aim of the current measure is to normalize the Bank of Japan money rate
structure and to apply official rates as the principal instrument in credit
controls instead of the former progressive rates. As eredit extensions from
the Bank of Japan reached enormous amounts to meet abnormal post-war conditions,
credit controls by the Central Bank were effected by the imposition of higher-
than~official rates on borrowings in excess of the basic credit lines. More
recently, however, the trend has been toward financial normalcy, and borrowings
from the Bank of Japan have dwindled sharply. Hence, the credit control
mechanism was regularized by raising the rates on discounts and loans and imposing
penalty rates only in exceptional cases. Consequently, the Bank of Japan
effective rate has remained unchanged.

The rate on export advance bills (heretofore exempted from the higher rates) was
left unchanged. The former effective rates on import settlement and freight
bills were applied as official rates.

Direct effects of this financial normalizing measure on bank rates are believed
negligible, although a gradual decline in call money rates is envisaged (call rates
were strongly affected by the former *higher rates application system'). Moreover,
it is hoped that a further normelization in bank rates will follow." (Fortnightly
Letter dated August 16, 1955. )



August 31, 1955

My dear Yumoto:

Thank you for sending me a copy of the pamphlet
"lajor Foreign Policy Speeches" by Mr, Shigemitsu, issued
on the occasion of his official visit to Washington. It
was very thoughtful of you.

Sinecerely,

Ivar Rooth
Managing Director

. T. Iwh'
Executive Director for Japan,
International Monetary Fund.

UDMF'MJ Lewd G e Qo ‘k
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AUG 17 1955

imay Jdvrs:

1 am writiog in repdy to the “sbasey's note of Auguet 1,
1955 with regard to certeln sspeets of tie Ueavention on the
rrivileges and Issualtles «f %0+ Specialised sgenciss,

Tie note sebs forth ine understanding oi the overnvent
of Japan ag te the agplication of eertain previsions of the
Lonvention and requests the Yund's views thereem, The
in guesticn aret Sectiow 7, drvicle iil, desling with {reedom
fren restristions, and Seeticnas 9(b) apd 10 of the same Artiecle
desling with exempticns [rom taxes, dutles and restricticns en
imports sne exporis,

is you kmow, the ‘und's Articles of Agrecment, unlike the
inited Natioms' “harter snd tis constituent instruments of sest
other international orgesdsations, provide for speciiic privie
leges, imsunities and exew;tisns, Asmex V to the Jomvestiom
mmtnauwmummmmunm
operate subject Lo the provisions of tue énnex, end Faregreph 3
of the Apsex prevides:

"ihe provisions of tos Usaventios (imeluding this
sanex) 9o oot wedily or amend or require the medifie
cation or smendment of the Articlies of Agrecsment of
the Yund or impalr or limit any of She ri
iemunlties, privilegss or exenptions ‘ uPOB
virsetoers, alternates, officers or empleyess by the
WﬁhtthﬂW?Mmeuum,
law or regulation of say sesber ol the Fund or any
put?ummmawmm.wm

article il of tie Arsicles of dgrossent of the Fumé contains
provisi-ns gréamting w9 rund jesunities, privileges and aXempe
wions in respest si restrictions (Sestion 6) amd taxatiom

(boetion F)o Xow will wnderstand t2at tiege privileges, ise-

nities ond spempticns are not iepalred or limited in suy way by
the @l the Comvention and ¢anpot be imgaired or
lisited by anneunted of reservations sade by
agoeding to the Comvention, I should aAlee note that any
mk.m-
“lmlmi
'F.M



-d -

ol interpretation of Lhe abeve-jueted yrovisions of the
Arcicles of Agresment of the Fund weuls have 10 be resolved
suant te Article KVILLI of those Articles, e non-applicability
of Suetion 32 ef the Uonvention to such questions of interpretation
is expressly recopnised by Paragraph 2 of the Anmex,

Ihe provisions of the (onventlen afleet the Ffunc's pesitisn
enly % the extent that they secerd te it privileges, lmeunitics
and exeaptions adaitienal to those acuorded to the Fund by i%e
Articles of Agressent, Sectices 7, #(b) and 10 of Article LIl of
Convention do Dot in subatence appesar to socord to the Fund
privilege, imsunity or wxemption shich ie not slready accerded
the Foni's Articles of Agreement, I dees it desirable to state
M‘. in our view tne spplication of the guoted sections as preposed

transeitted from bime to time to Whe governments of sll states
- which bhave accsded to the Cenventiom in respeet of the Fund,

Sinserely yours,
ivar keoth
Yanazing Uirector
Lubasuy ol Jagan
Wg Loy



Office Memorandum

T0 : The Managing Director pATE:  August 16, 1955
FROM :  Richard B, Brenner /‘»B
SUBJECT : Privileges & Immunities - Japan

Attached is a reply to a note from the Japanese Embassy forwarded to
the Fund by Mr. Yumoto on August 3, The inquiry relates to certain pre-
visions under the Convention on Privileges and Immunities of the Specialized
Agencies. It has been our policy in the past to stress with members that
the Fund has its own set of privileges and immunities conferred by the
Articles of Agreement and, since our interest in the Specialized Agencies

Convention is so small, to avoid getting into questions of interpretation
of ite

The reply has been prepared in consultation with the Bank, and I under-
stand that the Bank will send an identical reply to the Japanese Embassy.

You may wish to show the reply to Mr. Yumoto before sending ite.

—— Y
g



Mr. T. Yumoto July 19, 1955
Ivar Rooth

Japan - 1955 Consultations

1 am designating the following to be the staff team for the
Article XIV consultations with Japan:
Irving 8., Friedman, Chairman
H. L. Dey, Deputy Chairman
Henry C. Murphy, Asian Department
Edgar Jones, Exchange Restrictions Department
C. C. Lisng, Asian Department
M. Kumashiro, Asian Department
Y. C. Wang, Exchange Restrictions Department
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% Office Memorandum

£y

T0 : Mr. Ivar Rooth OATE: September 9, 1954
FROM  : H. L. Dey Hra

SUBJECT :

Japan--Annual Report (1953) of the Policy Board of the Bank
of Japan

I am forwarding for your signature the attached letter in reply to the
covering letter dated August 16, 195, addressed to you by Mr. Ichimada,
Governor and Chairman of the Policy Board, Bank of Japan, enclosing a copy
of the Annual Report, 1953, of the Policy Board.

Mr. Ichimada's letter and brochure are enclosed herewith for your perusal.

Attachments



May 27, 195L

Dear Mr, Kitamura,

Thank you for your letter of May 20 in which
you advise me of Mr, Katsuro Ueda's appointment to the
Embassy of Japan in Washington. I shall be very happy
to meet Mr, Ueda and to offer him any assistance I can
give when he arrives in Washington.

Yours very sincerely,

R

Ivar Rooth

Mr, Kojiro Kitamura
Kangyo Bank Ltd.,
Tokyo, Japanm.

Your ref: RSF:3L459



THE NIPPON

A‘%N@W@ BANK HEAD OFFICE

. " HIBIYA TOKYO JAFAN
ERTIN LIMITED

CABLE ADDRESS

Established 1807

RSFz 3459

In reply please refer to

Tokyo , May 20,195,
VIA AIR MAIL

Mr, Ivar Rooth

Managing Director
International Monetary Fund
Washington D.C.

Dear Mr. Rooth:

You will find enclosed a copy of letter of introduction
which I have addressed to you on behalf of my young friend:-

Mr, Katsuro Ueda,

formerly Chief of Foreign Debt Section, Financial Bureau, Ministry
of Finance, who will leave Tokyo in due course for the United State
as the First Secretary of Embassy of Japan in Washington D.C.

Probably Mr. Ueda will have opportunity of being presented
to you officially by Mr. Takeo Yumoto, Director of I.M.F., however,
I wish to take liberty of introducing him to you rather informerly
as one of your old friend, as I believe this gentleman is, though
still young, one of the most promising officer of Japanese Government.
It will be of great advantage for him to have your personal influence
not only during his stay in Washington D.C. but also all through his life,

I thank you in advance for any courtesy you may be good enough
to render my friend.

I am always pleased to learn that you are actively working for
intermational ecoromy. I wish you many successes and good health.

Yours very sincerely,

/M"%%ZZl L S

Kojiro Kitamura
Visor



THE NIPPON

CABLE ADDRESS KANGYO B ANK HEAD OFFICE
“KANGIN” LIMITED HIBIY A TOKYO JAPAN
Codallesdeed 1897
RSF: 3458

Tokyo, May 20,19%
Mr, Ivar Rooth
International Monetary Fund
Washington D.C.

Dear Mr. Rooth:

Letter of Introdg‘ct;m

It 18 a great pleasure for me to fptroduce and

~commend to your courtecus attention the 4\01‘ this letter:-

Mr. Katsuro Ueda

formerly Chief of Foreign Debt Se s Financial Bureau,
Ministry of Finance of Japanese ment, who has been appointed
to the First Secretary of Hmbassy of vapan in Washington D.C.

I have known for years and estimated him highly
as one of the most promisi fficer of Japanese Government and

we expect he will s$how consummate tact in his new position. In any
respect, I am suyg, it wil! be best for him to make your acquaintance
and to have your \\pf while he resides in Washington D.C.

I should deeply appreciate any courtesy and assistance
you may give Hr. Ueda, which will be regarded as shown to myself, amd
I shall be always happy to reciprocate it.

Very sincerely yours,

Kojire Kitamura
Advisor



Mr. Shigeo Matsumoto

requests the pleasure of your company

to introduce

Myr. Hiromu Yamamoto

Representative

The Bank of Japan
New York Office

Tuesday, May eighteenth

Sheraton Carlton Hotel
North Lounge

Washington, D. C.

R. S. V. P. .
Cocktails
TWENTY PINE STREET

NEW YORK 5, N.Y, six to eight o clock



¥ay 10, 195k

Wr, Ivar Rooth
thanks Mir, Shigeo Matsumoto for his kind
invitgtion to meet Mr, Hiromu Yamawoto
on Tuesday, May 18th, but regretsthat he
is unable to accoept as he will be in
Europe on that date,



EXTRACT from WHALEY-EATON Foreign Letter Ne. 1812, January 5, 1954

"JAPAN'S quest for additional Werld Bank loans has drawn
a warning from the Bank that the country must change its ways or risk
econemic ruin, The "Financial Times" (Lenden) lists these things
which the Bank says Japan must do: (a) Balance the budget; (b) cut
spending while keeping capital imvestment high; (c) lower taxes,
despite increasing Federal expenditures; (d) cut corporate rather
than personal taxes; (e) raise the official discount rate.

"It is not known if the Bank has made approval of further
Japanese credits conditional on these changes in policy. But it is a
firm rule of the Bank that only "bankable" loans are made, The
concern is that Japan's balance-of-payments may get so out of hand
as to make repayment on time impossible,®



EXTRACT from WHALEY-EATON Fereign Letter No, 1812, Jamuary S, 1954

"JAPAN'S quest for additiomal Werld Bank loans has drawn
a warning from the Bank that the country must change its ways or risk
economic ruin. The "Financial Times" (London) lists these things
which the Bark says Japan must do: (2) Balance the budget; (b) cut
spending while keeping capital imvestment high; (¢) lower taxes,
despite increasing Federal expenditures; (d) cut corporate rather
than personal taxes; (e) raise the official discount rate,

"It is not known if the Bank has made approval of furthe
Japanese credits conditional on these changes in policy. But it is a
firm rule of the Bank that only "bankable" loans are made. The
concern is that Japan's balance-of-payments may get so out of hand
as to make repayment on time impossible,"
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To: The Managing Director 4
28152 mmr};f“
=24psens Staff Coments on Jepanese Propossl
1.(a) For a voluntary repurchase in gold to restore the Fund's holdings of
yen to the amount necessary within the gold tranche, ¥ Executive Board
approval is required, The staff would recommend acceptance of such payment,
The subsequent drawing of sterling 22 million would entail the service
charge of 1/2 of 1 per cent equivalent to $308,000,
(b) A voluntary repurchase in U.S. dollars would require Executive Board
approval, The staff would recommend to the Board acceptance of the dollar
payment, A subsequent drawing of sterling 22 million would entail the
service charge of 1/2 of 1 per cent equivalent to $308,000,
2*. A member may purchase the currency of another member from the Fund
for gold in accordance with Article V, Section 6(a). In such cases the
member may be required to assume the estimated cost that would be incurred
by the Fund ._15 it used the gold so acquired to purchase the currency it has
sold (Rule G=7). The cost of acquiring sterling for gold amounts according
to the Exchange Control Act to two shillings per ounce for good delivery
bars in London, or sterling 176,000 equivalent to $492,800, In addition,
t(::{ seller o{f‘&?ld would have to assume the cost of shipment to London.,‘vﬁ 4«»‘&—« ol
Furthermore, there might be additional cost to Japan if it does not have
gold available for a transaction under Article V, Section 6(a). In that event,
Japan would have to buy gold from the Upited States for dollars, and would
thus incur an additional charge of 1/4 per cent. TN w
On the other hand, the Fund is not compelled to levy/ charges under Rule G=7.
The power under that Rule is discretionary, although so far the Fund has
indicated that it would levy the charges. The reason for this is that the sale

of dollars for gold has been contemplated, The sale of sterling for gold would

*“M\Mtwm WMM\MJ\Q. 2% ddlann X{ﬂ‘u‘i Marul d a yuwdann

'\"’W‘x" oqoitand ekl cohammh ahadt 'y % 2807



- 2 o
be a different case since this would result in a net hardening of the Fund's
resources. This might induce the Fund to waive any G-7 charges. The approval of the
Board would be required. On the assumption that Japan has no available gold
and that the Fund levies no charges under G-7, the total cost to Japan would
be the 1/4 per cent involved in purchasing the gold from the United States,

i.e., $154,000 plus the small U,S. handling charge,

December 9, 1953
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1953/12/9

M E M O T. Yumoto

(1) Contemplated amount of pound sterling to be obtained
from IMF

& 22,000,000 or $61,600,000
N.B. (1) Swap transections to be due in December and
January is £21,270,000

(2) Gold tranche
of Japan $62, 500,000

(2) Procedures contemplated
(1) To purchese the amount in excess of the gold tranche.

jy (ii) To purchese the amount within the gold tranche after
the outstanding purchase is volumtarily repurchased,

V (1ii) To purchase the amount for gold,

ng
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SECRET SECRET

INCOMING MESSAGE

INTERNATIONAL MONETARY FUND
WASHINGTON, 25,D.C.

1O: ___ JVAF ®OOTH INTERFURD

rrom: _BISATO ICHIMADA MINISTER OF FINANCK, TOKYO

FILING TIME:_ 1730 NOVEMBER 23, 1905

VIA: Ro Co -"io s L

021745

Number ; - 3 -

dE OFFER T) FEPURCHASE WITH U.S. DULLARS OF OECEMBIR STH AND
DECAMBFR 2TH AMOUNT OF JAPANESE CURPENCY EQUIVALENT TO U.S. DOLLARS
32,437,897.17 AND U.S. DOLLARS 30,000,000 RESPECTIVELY.

PAYMENTS TO BE CONSIDERED DISCHARGES OF REPUPCHASE OBLIGATION AS

OF APRIL 30TH 1955 IF SUCH WAS INCUPRED. IF AKY ADJUSTMENT IS
WECESSAPY ACCORDING TO SCHEOULE B SUCE ANJUSTMENT WILL BR MALE
PURSUANT TO EXECUTIVE BOARD JECISION OF MEETING 643,

9h9

HISATS ICHIMALA MINISTER OF FINANCE

Approved.: Qug
Test mumber checka:

Y320 AM November 28, 1955

Received in Code Room : _



OFFICIAL

OUTGOING MESSAGE

OFFICIAL

FOR PREPARING OFFICER
[C] Night Letter
[C] Ordinary
D Code

SPECIAL INSTRUCTIONS

'GODE & CIPHER

ol e
Drafted By mh/m

]
Bl Treasurer's

Date 12/4/53

AUTHORIZATION

27 CIE

—2 7

‘Sig nature

Second Signature When Required

FOR CODE ROOM
Time Received 12‘!&
Time Dispatched ___ 33100 F8&
Number of Words _ 31
Log lém
Route ___ WA ]

Operator o

(W
i

R e e T ¢ AT e

To:

INTERNATIONAL MONETARY FUND

Federal Reserve Ramk ol New lork

New York, Hew York

Ho. _i£5

under cable adviee to us,

Test Ko. 653

We understand th:ot you heve received instructions frem
Hinietry of Fimmnce, Covernment of Japam, to transfer to our
Gold ageount with you gold bars containing not less than

1,729 fine ounces. Fleese sccept this gold for our secount

INTTRFUND

cC: MQ‘. Dj.?‘o
Den. Mg. Dir,
dr, Ywioto
THE
Asian Dept,
LG
RES
B0

SEG

I

r,



OFFICIAL

OUTGOING MESSAGE

FOR PREPARING OFFICER
D Night. Letter
D Ordinary
] Code

SPECIAL INSTRUCTIONS

CODE & CIPHER

¢ 4 py, WFHalsh/jbh

Ireasurer's |

Department

¥
12/4/53

Date

AUTHORIZATION .
”;iZES/O%ZT
P e
&pﬁgnaturo :

'd

A ; & ‘%

Second Signature When Required

FOR CODE ROOM

Time Received

Time Dispatched B!3Q PM
Number of Words __L—_
Log m—
Rout-.————————-—mM————

GEB

Operator

INTERNATIONAL MONETARY FUND

s Bank of Japan

OFFICIAL

Tokyo, Japan

Hoe. _3

Pund has sold pounds sterling 4,300,000 to linistry of

Finanece value December 7. C(n same dute you will receive the

equivalent of the above amount caloulated in terms of Fund
Circular No. 7, namely yen Z,334,400,000 from liinistry of
¥inance which please aceept for Lhe eredit of the Fund's No. 1

Account under cable adviee to us.

INTERFUND

Test No. 861

co: Mg. Dir,

Dep. Mg. Dir.
Mr. Yuuoto
TRE

Asian Dept.
LEG

RES

ERD

SEC
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OFFICIAL

OUTGOING MESSAGE

OFFICIAL

FOR PREPARING OFFICER
O Night Letter
D Ordinary
[] cCode

SPECIAL INSTRUCTIONS

CODE & CIPHER

b-"ed By _WFWaleh/{bh
Department Tressurer's
Date 12/1 /53

AUTHORIZATION
S A AR
K e =

- /

rSig nature
/

YO

Second Signature When Required

FOR CODE ROOM
Time Received 11235 AM

Time Dispatched 122 50 PM

Number of Words a1

Log 14703
Route }mgm
Ope rator Gm

5e

INTERNATIONAL MONETARY FUND

To: t ¥i

Tokyvo, Japan

Reference your eable 1°° °°

%e have instructed Bank of England to transfer pounds

sterling 4,300,000 to your aegount with themselves,

value December 7,

Plense instruot Bank of Japaen tc credit Fund's Fumber One
dccount value December 7, with the equivalent of the above ameunt
calculated in terms of Fund Ciroular No. 7 namely yen

4y 334,400,000,

We note thst gold for serviee charge on this tramssction

1s beling transferred to the Fund's Gold Acoount with Federal
keserve Pank of New York.

Fund notes your Government's underta¥ing te comply with

the prineiples set forth in sub-paregrephs 4,B,C and D of
paragrapy 2 of the deciaion of the Executive Board of the Fund

at meeting 52/11 February 132, 1952,

INTERFUND
Test No. 525 cor Mg, Dir,

Dep. Mg. Dir.
Mr, Yumoto
TRE

Asian Dept,
LEG

RES

ERD

SEC



SECRET

INCOMING MESSAGE

SECRET

INTERNATIONAL MONETARY FUND
WASHINGTON, 25,D.C.

B . . R
FrOM: —__ BANK OF JAPAN, TOKYO, JARPAN
FILING TIME:__1930 NOVEMEER 13, 1953

VIA: R.C.A, 017013

TO:

Number ; - h -

ACCORDING TO INSTRUCTIONS IN YOUR CABLE OF NOVEMEBER 12TH NO 2
WE EAVE CREDITED YOUR NUMBER ONE ACCOUNT TODAY WITE THE SUM OF
YEN 13,104 MILLION

569

BANK OF JAPAN

Qrigs TRE
ses Bg. Dir,

?hp. .ﬁfg. 1-:":"4
“r. Yumoto
Aalsn Dept,
SRD
LD
RES

Teost mumber checks: EEC

Appboved:

Received in Code Room: 9230 AM Naovember 13, 1953



BRI INCOMING MESSAGE [T

INTERNATIONAL MONETARY FUND
WASHINGTON, 25,D.C.

TO: e R

troy. _ BANK OF JAPAN, TOKTO, JAPAN 017141

1930 DECEMEER 7, 1953

FILING TIME:

Number : 5

ACCORDING TO INSTRUCTIORS IN YOUR CABLE OF DRCEMEER 4TH NO. 3 WE NAVE CREDITED
YOUR NUMBER ONE ACCOUNT TODAY WITH TEE SUM OF YEN b, 334 MILLION 400,000.
ALTEOUGH VALUE DATE TEST WORD MUTILATED WE NAVE COMPLIED WITHK YOUR INSTRUCTIONS
CEECKING UP INSTRUCTIONS IN YOUR WIRE OF IECEMEER 4TH TO MINISTRY OF FINANCE
PLEASE CONFIRM OUR ACTION BY CABLE

680

BANK OF JAPAN

Orig: TRE
ocy Mg, Dir,

Dep. Mg. Dir,
Mr. Yumoto
Asian Dept,
LEG
RES
ERD

SEC
Test mumber checks:

Approved:

Received in Code Room : giBO_A._I. !!2!!2'1‘ 1: 1953
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JILHM INCOMING MESSAGE BRI

1.

2.

Y

- INTERNATIONAL MONETARY FUND

WASHINGTON' 25,D.C. Orig: Asian Dept,

\') ce: }150 Diro
to: _ IVAR ROOTN - INTRRFUND Mr. Yumote
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AS FISCAL AGENCY FOR TEE GOVERRMENT OF JAPAN, WE BESIRE 10 PURCEASE FROM THE
INTERNATIONAL MOMETARY FUND FOUNDS STERLING %,300,000 IN ACCORPANCE WITE THE TERMS OF
ARTICLE V, SECTICN 3, OF THE FUND AGRKNMENT, PLEASE OREDIT THIS AMOUNT 70 TEE ACCOUNT OF
MIKISTER OF FINANCE OF THE JAPANESE GOVERMMENT MAINTAINED WITH BANK OF ENGLAND, LOKBON,
WE 00 MEFEBY REPRESENT THAT THIS CURRSNOY IS PRESENTLY NEEIRD FOR MAKING IN SAID
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JUND CIRCULAR NO. 7, NAMELY YEN 4,334 MITLION 400,000 WILL 3§ PLACED 90 TME CREDIT OF
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52/11, FEERGARY 13, 1952, AND TEAT WE WILL COMPLY WITH TNR PRINCIPLES SET YORTH IN SUB-
gzmmn,n,cmnormzormmm. ;
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@ Office Me;n%:andu

T :  Mr, Ivar Rooth OATE: November 10, 1953
FROM : [, LK Deyy # . Doy
&
SURIECY 5 Use o?“fgg Term "Loans and Investments" in the Japanese Drawing
Memorandum

You asked for further information concerning the sense in which the
term "loans and investments® is used in the Japanese drawing memorandum., The
term is used in thalt memorandum in the same sense as throughout International
Financial Statistics (see, for example, lines 31 and 41 on the country page
for Japan), In this sense, the term includes all loans and securities,
irrespective of the character of the securities, When "loans" and "invest-
ments" are stated separately, there is always some ambiguity, as short-term
securities might be classified either as loans or as investments, depending
on national custom (in the United States they are always classified as
"investments"), The total of loans and investments combined is more signifi-
cant analytically than either of them separately, as it is this total which
affects the volume of deposits and of money supply. It would, of course, be
of especial interest if a substantial portion of the investments of a banking
system consisted of "equity" or share securities., This is not the case in
Japan, however, where the investments appear, on the contrary, to consist
exclugively of debt-type securities,

The principal iteme included in the loans and investments of the
Bank of Japan at the end of 1952 (using the deseriptive titles employed in
Economic Statistics of Japan) were as follows:

(in millions of Yen)

Bills Discounted ' 179,048
Loans 44y, 227
Loans in Foreign Exchange 04,486
Advance to Government 38,389
Government Bonds 286,140

Less detail is available concerning the composition of the loans
and investments of other banks, The same source, however, breaks down the
loans and investments of these banks, as of the end of 1952, into
2,128,022 million for loans and discounts, and ¥236,054 million for
securities,
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Mr. Ivar Rooth DATE:  Nov. 10, 1953
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Loans in Foreign Exchange by the Bank of Japan

This memorandum is in response to your request for further

information concerning the item "Loans in Foreign Exchange" on the
balance sheet of the Bank of Japan, This item was, as indicated
in the memorandum, copied word-for-word from the English column
heads in the report Economic Statistics of Japan, published by the
Bank of Japan,.

The loans in question are made in dollars or sterling by the

Bank of Japan to commercial banks on the security of loans which

these banks make, in turn, also in dollars or sterling, to their

importer customers. The Bank of Japan acquires the necessary

dollars or sterling from the exchange control authorities. The

loans, although denominated in dollars or sterling, are finally

settled by payment of their yen equivalent, The amount of these ,//4‘;rl-j
loans held by the Bank of Japan at the end of 1952, amounting to i

¥94.5 billion (equivalent to about US$262 million), was equal to ‘uﬁmﬁvaAvs
about 13 per cent of total Japanese imports of US$2,028 million in 4@&&,,
1952. At an earlier date these loans had been much larger. They

were ¥154.5 billion (equivalent to about US$Hi429 million) at the end Axyiﬁﬁx&
of 1950 and ¥138.3 billion (equivalent to about US$384 million) at . "

the end of 1951,

M,
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DOCUMENT OF INTERNATIONAL MONETARY FUND AND NOT FOR PUBLIC USE

INTERNATIONAL MONETARY FUND
1953 Consultations -- Japan

Prepared by the Exchange Restrictions
and the 4sian Departments

(Reviewed by the Committee on Article XIV Consultations)
Approvedlhy Irving S. Friedman and H, L. Dey
August 24, 1953

A Fund Mission, headed by Mr, H. Merle Cochran, and consisting of
Messrs. J. Gonzalez del Solar, C. C. Liang, and Ernest 4, Wichin, and
Miss Roberta McKay, Administrative Assistant, visited Tokyo from July 1
to July 12 for staff discussions in connection with the consultations
prescribed under Article XIV of the Fund Agreement. In that period, ten
formal meetings and four working party sessions were held with representa-
tives of the Ministries of Finance, International Trade and Industry, .and
Foreign Affairs, and with representatives of the Bank of Japan and of ‘the .
Economic Stabilization Board. Also, there were discussions with the
Ministers of Finance, International Trade and Industry, and Foreign
Affairs, and with the Governor and Vice Governor of the Bank of Japan,. .

Since this was the first visit of a Fund Mission to Japan, and also
the first Article XIV consultation to be held with the new member, a
considerable amount of ground, beginning with prewar developments, was
covered. The Japanese representatives furnished the Mission with ample
information and materials, a summary analysis of which is presented in
this memorandum., The background material on the Japanese restrictive
system is presented separately as Appendix 1 of this paper.

I. Economic Background

A rapidly expanding population, large dependence upon imports of food-
stuffs and raw materials, domestic inflationary pressures resulting in high
prices for her exports, and the necessity of expanding trade and invisible
items in order to equilibrate foreign payments in the face of diminishing
extraordinary exchange earnings are the main problems with which the
Japanese economy is confronted today. Some of these serious problems can
be ascribed to the adjustments involved in the process of reconstruction
and rehabilitation following the devastation of the war, Others, however,
are of a much deeper Character and are intrinsic in the country's economic
structure and the general conditions prevailing in the world of today.
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For a better understanding and evaluation of Japan's present problems,
it seems advisable to recount briefly the situation before 1952, beginning
with the prewar period.

1. Prewar Developments and Their Relation to the Present Economic
Situation

As a consequence of the war, Japan has lost 40 per cent of its prewar
territory. In 1950, its population was 83.2 million which is equivalent
to a density of about 3,596 persons per cultivated square mile, or more

han twice as much as that of China (1,639) and the U.K. (1,763). The
rate of increase in population has been estimated at about 1 million
persons per amnum. The pressure of its fast growing population led Japan
during the decade of the 1930's to make extraordinary advances in develop-
ing its internal economy as well as its foreign trade, on which it
depended heavily, In 1934-36, total foreign trade represented around
36 per cent of the national income. Japan imported around 10 per cent of
the coal, 90 per cent of the crude oil, 40 per cent of the copper, 90 per
cent of. .the lead, 60 to 70 per cent of the zinec, tin and aluminum, 100 per
cent of the nickel and 15 per ceant of the food grains consumed. The prewar
overseas territories and the neighboring areas of continental and southeast
Asia, constituted a basic and relatively near source of raw materials and
foodstuffs with lower shipping charges. These areas also were among the
main outlets for Japan's expanding export trade. A4side from the foodstuffs
and raw materials which Japan proper obtained from Formosa, Korea,
Kuantung and Karafuto, China supplied about all of the Japanese imports
of soy beans, half of the salt, about 70 per cent of the coal, about 30
per cent of the iron ore, and similarly important proportions of other
essential products. Manchukuo and British Malaya were the chief sources
of imported iron ore; tin came from Malaya and China; antimony came also
from China. It has been estimated that in the prewar years these areas
absorbed around 60 per cent of Japanese exports and supplied about 40 per
cent of its imports, and in January 1939 a four-year plan was announced to
increase trade with the so-called "yen bloc" countries. An active merchant
fleet, together with income from investments abroad and other invisibles,
provided <¢nough earnings to cover the trade defiecit traditionally resulting
from the heavy dependence on imports, so that the overall balance of pay-
ments over the years did not seem to have any intrinsic element of
disequilibrium. In the decade of the 1930's Japan had overall balance of
payments surpluses, accumulated reserves, and also exported capital.

The fact that the nearby areas supplied raw materials and also ab-
sorbed a large proportion of Japan's exports was one of the basic reasons .
for the development in the 1930's of a Japanese economy devoted largely
to manufacturing. The population engaged in agriculture tended to decrease
proportionately over the entire decade. By the end of the 1930's, Japan
could meet most of the domestic demand for manufactured goods and equipment
like railway equipment, automobiles, trucks, engines, etc., and Japanese
export industries had obtained a sizable share of foreign markets by
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producing at low prices and adopting for its products many of the
characteristies of western manufactures. The production of steel, coal,
machinery, electric power; aluminum, and chemicals developed greatly.
Steel production rose from 2,3 million tons in 1932 to about 7 million
tons in 1939, Coal production expanded by an estimated 70 per cent in

the same period. Factors contributing to the country's industrial develop-
ment were the degree of economic and political integration achieved with
neighboring areas; the low-cost labor made possible, in part, by the
agricultural crises of the 1930's; the ability to adopt many of the pro-
duction methods of the western countries; the existence, at the same time,
of small-scale producing units where overhead costs were kept to a minimum;
and the existence of social and economic conditions conducive to the
maintenance of low levels of consumption and to the creation of a sizable
volume of domestic savings capable of sustaining a relatively high degree
of capitalization., In 1934-36, private capital formation represented 21.4
per cent of GNP, with 19,7 per cent accounted for by industrial capital.
In addition to these factors, the 1932 devaluation of the yen placed
Japanese industry in a better competitive position in world markets; and
in subsequent years, special forms of taxation and direct subsidization

of some export industries permitted the country to compete actively in
foreign markets to the point of arousing restrictive retaliatory measures
by many importing countries. (P

. Japan's industrial development passed through two different stages
during the 1930's, Until 1936, the development was. primarily in those
fields in which increases in efficiency and productivity made possible a
strong competitive position in the cdomestic as well as foreign markets.
After that year, however, priority was given to the armaments program,
which caused shortages in the domestic markets and strong inflationary
forces that lowered the real consumption level of the Japanese; according
to some estimates, that level declined in 1936 by about 20 per cent. The
armaients program also demanded large imports of metals and other raw
materials at higher costs which apparently worsened the terms of trade for
Japan and further impaired its competitive ability in many lines. These
developments resulted in changes in the structure of industrial production
which tended to reduce the importance of textile and other consumers'
goods manufacture and to increase the importence of the production .of
machinery and other heavy manufactures.

But even though in the later years of the prewar decade, the efficiency
and healthy development of the Japanecse economy was impaired to the point
that there were no. increases in real per capita income, by developing
industry and trade on the basis of integrating the economy with that of
the neighboring Asian regions, Japan sought a possible answer to the
pressing problem of maintaining -~ if not improving -~ .the standard of
living of its fast-growing population, Political and strategic considera-
tions impaired the most fruitiul and advantageous implementation of these
basic economic trends.. But aside from these factors, economic developments
during the 1930's have proven the ability of the country to generate the
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volume of savings necessary to sustain and to expand production and
income. However, the extent to which the striking growth of Japanese
industry and trade was due to a depressed agricultural sector, relatively
easy access to the raw materials of annexed territories, and subsidization
of some industries is stlll to be determined.

2. Rapid Reconstruction after the War

The reconstruction and rehabilitation of the Japanese economy after
the war are striking. In spite of the devastation of productive facilities,
of the loss of 40 per cent of its territory (parts of which constituted
important sources of supply of raw material imports), of the 6 million
increase in population since 1946, and of the rupture of connections with
nearby markets, Japan's production had been reconstructed by 1951 to the
point of even surpassing the prewar levels. All this was accomplished in
the midst of deep social and political changes, many of which touched
heavily upon some of the factors which had made possible the development
of a low cost production structure before the war.

After the cessation of hostilities in August 1945, the occupation
authorities concerned themselves primarily with dismantling the remains of
Japan's war economy and with providing the population, through U.u. aid,
with the necessary foodstuffs and consumer goods. This period was character-
ized by severe inflation and almost chaotic conditions. The process of
reconstruction began to take shape in 1947 and the pace at which the economy
recovered was spectacular until 1951. Industrial production rose to a level
four times that at the end of the war, national income doubled, and the
quantity of exports rose tenfold.

The Japanese authorities attribute the rapid rehabilitation of the
economy to both internal policies and international developments. The U.S.
aid program played a central role by financing the balance of payments
deficits. Until 1950, U,S. aid imports amounted to approximately $2,100
million, or roughly 40 per cent of all imports; in 1947 alone, they were
about 77 per cent of the year's total. These imports helped to relieve
the acute food shortages which occurred before 1947; and in later years,
they supplied Japan with the raw materials and equipment necessary to
restore production, After U.S. aid imports terminated in 1951, they were
replaced by a new source of exchange funds, namely, special procurement
connected with the Korean effort and expenditures of military personnel
stationed in Japan. As a result, Japan has had sizable balance of payments
surpluses in recent years, and has accumulated reserves amounting to
$1,024,1 million at the end of May 1953.

Also of importance in the reconstruction process was the fact that
certain productive facilities were susceptible to quick restoration with
relatively minor investment. Textile manufacturing was the first industry
to achieve full production, followed by metal manufacturing and chemicals.



..5‘.i

Iron and steel production, which was heavily dependent upon ore and
coking coal imports, as well as on domestic coal production, took longer
to regain full strength. The lack of savings,and the consequent shortage
of investment funds in the early postwar period, was overcome by the use
of U.S. Aid Counterpart Funds as well as by the inflationary credit expan-
sion of the Bank of Japan, which financed the operations of the
Rehabilitation Finance Corporation, a governmental agency charged with
long-term finanecing., These inflationary policies activated the domestic
economy. The wholesale price index (base January 1948) rose from 56 in
1947 to 150 in 1948 and to 245 in 1949. In order to develop exports,
multiple exchange rates were used.

In 1949, a strong stabilization program was inaugurated, providing
for reduced government investment, increased taxes, balancing of the
budget, eurtailing credit expansion, and replacing the multiple exchange
rate system with a single rate of ¥360 per dollar, which is the present
parity. The inflationary credit policy of the Bank of Japan and of the
Rehabilitation Finance Corporation stopped and the main source of invest-
ment funds came to be the Counterpart Funds, the savings accruing to
several private and governmental financial institutions and concentrated
in the Trust Fund Bureau (a government agency), and the ordirary government
revenue diverted to the so-called Special Accounts. Voluntary savings,
which had been reduced considerably from the prewar level, were to be
stimulated, and an effort was to be made toward inducing corporations to
rely on their own funds as the main source of capital accumulation. Also,
the securities market was to'be developed, and banks were to be cautious
in their investment policies.

The immediate effect of the stabilization program was to stop the
excessive expansion of money supply, which in 1949 increased by only ¥11.4
billion as against ¥123.4 billion in 1948, By March 1950, one year after
the stabilization program had been put into effect, the first signs of a
recession were felt; the index of marnufacturing production was at the same
level as in March 1949; inventories had begun to accumulate and prices were
rising at a moderate pace. This deflationary trend might have had adverse
consequences in some sectors of the economy if the Korean war had not acted
as a strong stimulant.

The Korean boom gave the Japanese economy a new impetus to consolidate
the gains achieved prior to 1950 under inflationary conditions. By 1951,
the index of industrial production was 30 per cent above the 1934-36
average, while agricultural production had fully achieved the prewar level.
National income rose from an average of ¥14.5 billion in 1934-36 to about
¥4,849 billion in 1951; in real terms, the increase was from ¥14.5 billion
to ¥16.8 billion, or about 15 per cent, but on a per capita basis real
income in 1951 was only 95 per cent of the 193/4-36 average. The consumption
level was only about 86 per cent of the prewar average. The recovery of
foreign trade lagged much more, however, the volume of exports in 1951 being
only 36 per cent of that in 1934-36 and the volume of imports only 50 per
cent.



Table 1 ~ Japan - Recovery Levels of the Economyé/

Base: 1934 - 1936 = 100

15 1951

Industrial productiong/ 105 131
A bLeH valbad  Hredtiet 18aL/ 101 100
Export vdlume (totalj 31 36
Special brocurementg/ . 4 5
Import volume?/" L SOF (. g2 ¢ L9
Consumption levell/ 82 86
Industrial Investmént levelgfé/ - 119 119
Real Income, per capital/ 86 93
Total population?/ 120 122

1/ Calendar year
2/ Fiscal year (April-March)
3/ Estimate based on actual supply of industrial funds.

Source: Economic Survey of Japan, 1951-52; Economic
Stabilization Board.

Because of the rise in international demand and prices, Japan
increased her exports from {509.7 million in 1949 to ,820.1 million in
1950 and to $1,354.5 million in 1951. Imports lagged because of restric-
tions as well as on account of the lack of bank credits which continued
restricted until September 1950. Thus, in 1950, imports amounted to
$974.3 million (as against 1,904.8 million in 1949) but in 1951 they rose
to $2,217.4 million. The receipts on account of special procurement and
expenditures of military personnel, which started in mid-1950, amounted
to 278 million that year and in 1951 they reached $656.5 million. Thus,
although Japan incurred in 1951 in its largest trade deficit (,862.9
million) it also achieved its largest payments surplus (563 million).
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This new expansionary pericé in the Japanese economy resulted in an
irvestment boom. Gross private capital formation rose from 16,9 per cent -
of G.N.P in 1950 to 20,9 per cent in 1951; bank loans rose from ¥1,408,1
billion to ¥2,112,2 billion and tie ccmestic wholesale price index (base -
April-June 1950 = 100) rose from 124.1 in December 1950 to 150.0 in June
1951 and to 155.5 in December 1951, Despite the fact that fiscal operations
resulted in net absorption of funds from the public in 1951, money supply
increased by ¥138.4 billion., Most of these domestic inflationary trends
continued in 1952 despite the fact that the Korean boom was over and
contributed to keep the economic activity at a high level. These develop-"
ments have resulted in overinvestmsnts in certain industries, in arti-
ficially high prices, and in the appearance of serious inflationary
pressures that threaten the development of exports and the attainment of
early payments equilibrium in the face of diminishing exports and extra-
ordinary exchange earnings.
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II. Internal Developments in 1952 and 1953

. Even though the fast recovery of the Japanese production in the post-
war years can be termed as remarkable, the country has not attained as yet
equally striking degree of success in overcoming the fundamental structural
weaknesses of her economy., Furthermore, the recovery process has generated
certain distortions in the structure of production and has resulted in 1952
and 1953 in inflationary pressures which threaten the competitive position
of Japanese exports in world markets. The domestic econcmy has not at-
tained as yet the structure that may make it possible to achieve an adequate
level of consumption and to generate enough savings so as to maintain an
adequate rate of growth without recourse to inflationary financial policies.

These problems have forcefully come to the fore in 1952 and 1953, Des-
pite the reduction in international demand and prices which began to be
apparent since the middle of 1951, the index of industrial production in
Japan continued to increase, rising by 14.2 per cent between March 1952 and
March 1953, The main reason for this continued improvement in the face of
falling international demand and prices were the stimulus arising from the
continuation throughout 1952 of the expansion in investments and productive
capacity which began with the Korean war. To private investments, con-
sisting primarily of additions to the existing capacity of some industries
and rationalization of others, government investments for the development
of public services and such facilities as power were added. The financing
of these investments was made in no small portion by governmental loans
and by the extension of bank credits, which increased by 40 per cent in
1952, The corporation's own profits financed only 20 per cent of the
industrial investments., The direction of the investments has not been well
balanced and excess capacity has resulted in some fields such as textile

Wand iron and steel production. These industries were forced to curtail
their production when the reduction in the international demand was felt
early in 1952 and reductions in output were made by other important indus-
tries in subsequent months., The financial policies of the government
underwent a significant change, In 1951 they had largely contributed to
offset the inflationary impact of the balance of payment surplus and of the
credit policy of the Bank of Japan by absorbing funds from the publiec,
while in 1952 fiscal transactions were "neutral" and in 1953 became expan-
sionary. These developments have resulted in an expansion of 18 per cent
of the money supply in 1952 and together with the increase in wages con-
tributed to maintain at a high level the consumers' demand. Japanese
wholesale prices declined by only 1.7 per cent since December 1951 and by
April 1953 they were 52.8 per cent higher than in June 1950, while the
level of comparable indexes in the U,S. and in the U.K. was only 9.6 and
16,8 per cent higher than on that date.

In the first half of 1953, these problems have become more acute,
Demand for Japanese exports has not increased and the excess capacity in
meny industries is more evident now than before. There is a recession in
many branches of production., On the other hand, the plans for rationalizing
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production and for the attainment of a more balanced and efficient
preductive structure have to be sarrisd on in order to correct the

present distortions which are to 2 large extent responsible for the

high costs of production of many industries. Lower costs will improve

the competitive position of Japanese exports in world markets and will
help to close the gap in the balance of payments. These policies require
large investments, which the economy mey not be prepared as yet to finanee
with its own savings, despite the efforts of the government to induce
accumulation of voluntary savings and to promote self-financing by the
corporations through tex reductions. Furthermore, the -expansion of 49

p2r cent in the money supply and of 48 per cent in bank credit which has
teken place since the end of 195C makes it difficult to continue at this
time expansionary finaneial policies without risking the country's domestic
monetary stability. . Thus, the financing of the investments r=quired to
rationalize domestic productior, in the light of high domestic prices and
of reduced foreign exchange earnings, offers the most immediate challenge
to Japan. '

1. Trends of Output and Prices

By the end of 1952, industrial activity was about 43 per cent above
the prewar (1934-36) level while agricultural production had increased
only 6 per cent over the prewar mark, Grains production (rice, wheat and
barley) has increased by about 10 per cent over the prewar figure and
forestry (lumber) production even more (about 18 per cent), but silk
production has declined to be only 30 per cent of the 1934-36 average.

The Japanese authorities have expressed concern about the structure
and direction of the industrial development. Until now, the emphasis has
been placed primarily on the heavy and chemical industries, both of which
have a high earning ratio in terms of foreign exchange, However, both
industries have basen able to expand because of the impetus arising from
the high internaticnal demand and prices created by the Korean boom, and
now both industries face serious competition in world markets. Further-
more, these industries consist of large corporations, many of which have
not adopted as yet the efficient and modern methods of production of
western countries, but which have to carry on substantial additional costs
emerging from the social reforms dating from the occupation period, all
of which contributes to create a high cost of production structure. In
addition to this, the maintenance of a low rate of utilization of the
industrial capacity contributes presently to high costs (Table 2). On
the other hand, the lighter manufacturing industries and the smaller
business concerns, which constituted in the prewar period one of the
basic elements of the low cost of production structure of Japan, and which
gave Japan a competitive advantage in world markets, have not developed
sufficiently., For 1952, the index of capital goods production (1934-36=100)
was 169,7 while the index of consumers' goods production was only 108,2.
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The government believes that a rationalization of the industry is
necessary and to this effeet no new investments will be encouraged or
financed unless they will tend to reduce cost and increase efficiency
rather than to expand productive capacity. Simultaneously, investments
in industries supplying raw materials and power to the industry as a
whole will be encouraged. A typical example is the case of domestic coal
production.

Table 2, Ratio of Output to Capacity in Selected Industries in Japan

1950t/ - 19511/ 19521/

Pig iron oL 96.1 G0.6

Steel ingot 79.8 87.2 83.5
Ammonium sulphate 75.3 67.8 7443
Cotton, spinning 94.8. 80,8 7.1

1/ End of fiscal year, that is, end of March of following calendar year.
Source: Ministry of Finance, Japan, based on data of MITI, ECB, and Cotton
: Spinners Association,

The Japanese authorities believe that the high industrial costs are
largely due also to the abnormally high price of domestic coal. Since
many basic industries depend upon domestic coal production, a lowering of
coal prices through rationalization of the industry involving substantial
investments is urgently needed. They have indicated, however, that if the
extensive use of electric power made in 1952, instead of eoal, continues,
it may not help to reduce the cost of coal production. Because of the
substitution of electric power, the coal industry was depressed in 1952
and was forced to accumulate inventories. The greater use of electricity
was made possible in 1952 by heavy rainfall which permitted an expansion
of output; but if increased electric power output is to be maintained in
the future, substantial investment will also be required.

As to prices, the wholesale index remained almost stable in 1952 at
the high level they attained in 1951, After the outbreak of the Korean
war, Japanese prices advanced at a faster rate than prices in the United
States and the United Kingdom; and the declining tendencies since the
middle of July 1951 seem to have been more pronounced in the United States
and the United Kingdom than in Japan, In fact, the Japanese price index
?eems to)have shown again an upward tendency in the first quarter of 1953

Table 3).
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Table 3. Wholesale Price Indices . for Japan, the United States, .and
the “1*+°g Klngdom _ :

1/

Japa:xn=
Consumers' Producers' Combined $ELE 2 .
goods goads index U.S.g/ U.K.;Z_
1950 June 100,7 100,2 100,5. 100. 100
Sept. 108.2 119,2 113.9 106,9 106.9
Dec. 3il.de 135.9 12441 185 9o, eaoE P8
1951 March 125.5 165.3 146.1 116.3 118.9 .
June 125:7 1726 15050 114.9 1205
Sept, 132.0 19%4.5 154.0 123+2 116.9
Dec. 1315 illplr S 1555 11353 il 2
1952 March 1278 178.,9 154,1 11241 118.9
June 130.,0 172.0 1518 B0 118.5
Sept. 128l 17445 152.1 1135 116.6
Dec. 126557 171,6 - - Jra.6 b R N | Vit e
1953 March 307 174.4 253.3 109.7 116.5
April 130.8 17 3ds 162.8 - 109,6 - N ke

1/ Bank of Japan index of Tokyo wholesale prices of some 300 items based
April-June 1950 = 100.

2/ U.S. Department of Labor figures converted to June 1950 basis.

}/ The Economist figures converted to June 27, 1950 basis.

Source: Ministry of Finance, Japan.

The inerease in Japanese prices has been greater for producers' than
for consumers' goods. Since the middle of 1951, the consumers' goods
index has been about 30 per cent, and the producers' goods index about 75
per cent above the June 1950 level. Apparently the consumers' goods index

" has been influenced heavily by the stability in prices of foodstuffs and

clothing, while the producers' goods index has been influenced first by
the impact of rising prices of imported raw materials, as well as by the
international demand for producers' goods, and later, when the inter-

national demand for producers' goods /b c;che demestic investment program.
* receded;

The high domestic, and conseqguently the high export, prices are one
of the main problems of Japanese industry and trade. This problem is
discussed quite fully in Section IV (The Restrictive System). It is
sufficient here to say that the future of Japan's price level depends, to
a great extent, not only upon the prices of raw material imports and the
substitution of domestic for imported raw materials, but also upon the
lowering of domestic costs and the reduction of domestic inflationary
pressures by means of a more judicious domestic investment policy in both
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the private and government sectors. However, the plans for ratiénali-
zation of the industry indicate that investments this year may continue
to exert some pressure on the production level which, in turn, may
contribute toward maintaining the present relatively high price level,

2. Income and Investment

Japan's national income increased from 3,683.7 billion yen in 1950 -
to 4,849.4 billion in 1951 (Table 4). Judging by the production trends,
the increase in 1952 must have been less substantial,  Per capita real
income rose from 187 yen in 1950 to 199 in 1951, an increase of 6.4 per
cent. Sinee the population increased in 1952 while the rate of expansion
in production slowed down somewhat and prices remained almost constant,
the per capita figure for 1952 may well be lower than that for 1951.

Table 4. Real National Income of Japan

1934-36

Average 1950 1951
National income (billion yen) R455 o 0T 368BWT 4y849.4
Population (1,000 persons) 68,644 83,167 84,550
National income per capita (yen) 211 44,4293 57,355
Deflator 1.0 237 288
Real incnme (billion yen) S 15.5 16.8
Real income per capita (yen) 211 187 199

Source: Ministry of Finance, Japan.

Per capita real income in 1951 was 94 per cent of the 193/4-36 average

of 211 yen, while real individual consumption in 1951 was 86,5 per cent

of the prewar level. This indicates that a large share of total income
was devoted to investment: in 1951, savings represented 34 per:cent of
income, against 23 per cent in 1934-36, For 1952, the proportion may
possibly be lower, reflecting a decline in corporate profits; the ratio

of earnings to capital declined from 10.35 per cent in 1951 to 4,45 per
cent in 1952; and the ratio of earnings to sales dropped from 5.07 per
cent to 2.42 per cent,

Aside from the traditional thriftiness of the Japanese people,
important elements in the high savings ratio are the high ratio of total
taxes to national income and the tax policies of the Government. In the
fiscal year 1951 (April 1951-March 1952), total taxes represented about
21.2 per cent of national income, and in fiscal 1952 the proportion
declined to 20,7 per cent; for fiscal 1953 it is estimated at about 20 per
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cent, Taxes and other public levies represented 8.9 per cent of the
worker's income in 1952, against 0,6 per cent in 1935. Voluntary savings
do not seem to have increased in the postwar years to the level and pro-
portions of the prewar period, and the corporations are still relying .
heavily on borrowed funds to increase their capitalization.

Table 5, Private Gross Capital Formation in Japan
as a Percentage of Gross National Product

1934~-36 1949 1950 1951 1952

Gross national product 100 100 100 100 100
Private capital formation 21,4 12.0 16.9 20,9 1 203
Housing XL ik s 1 1.4 1.6 248
Industrial capital 19.7 10.9 15.5 19.3 18.5
Equipment 1150 el 6,6 8.1 7.6
Inventories 827 6.8 8.9 et 10.9

Source: Ministry of Finance, Japan.

Since 1949, the rate of private capital formation has increased sub-
stantially, and in 1952 it was approaching the prewar level of 21.4 per
cent (Table 5), The proportion of investment in private housing rose in
1952, while capitalization in the form of industrial equipment and inven-
tories, which were the main reasons for the substantial increase in 1951,
tended to slow down. -

3. Source of Investment Funds

The Government plays, in Japan, an important role in supplying invest-
ment funds to the industry, agriculture and to financial institutions.
From the total revenue of the General Account (about ¥850 billion a year
or 2.6 billion) a portion is devoted to public works and other expenditures
and the rest is devoted to finance investments through the so-called
"Special Accounts". Thus, part of ordinary taxes may be used for investment
purposes. In addition, the Government has managed until October 1952 the
U,S. Aid Counterpart Account, whose assets at the end of March 1953 amounted
to $375.6 billion (§765.5 million), This account is now entrusted to the
Development Bank, an official agency which may also receive governmental
funds but whose main source of funds will be the securities market.
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The Postal cavings funds, some funds from insurance companies and
also resources from official accounts and private sources are entrusted
to the Trust Fund Bureau, a governmental agency which is charged with
channeling these funds either directly through loans to local governments
or industries or through the subscription of debentures and bonds issued
by the government-owned banks or by private long-term banks. The assets
of the Trust Fund Bureau amounted to ¥627 billion (4l.5 billion) by March
1953. '

The above figures, which do not include other governmental financial
agencies and accounts, give an idea of the imnportance of the fiscal opera-
tions in connection with the supply 6f funds to the industry and agri-
culturs as well as with the stability of the money market. Although the
analysis of the fiscal operations in Japan becomes complicated because of
the duality of the governmental budget, the authorities provide data on
the net monetary effect of all governmental transactions with the public
and its relationship with the expansion or contraction of the currency
issue of the Bank of Japan, Thiese figures are analyzed later on., Addi-
tional data indicating the effect of governmental transactions in supplying
or  withdrawing funds from the banking system is not available.

The most important source of investment funds in Japan has been the
commercial banking system, which has received the full pressure of a
heavy demand for loans because the government operations, although very
important in magnitude, had resulted until recently in absorption of funds
and also because of the lack of institutions specially suited for long-
term finaneing, The private corporations have not provided for their own
finaneing on sufficient scale, neither have found it feasible to recourse
to the bond market to obtain long-term funds.

The Japanese Government has estimated that the total amount of indus-
trial funds available to industry for investment purposes in 1952 was
¥1,369.6 billion., The 1952 increase of ¥268 billion (or 24 per cent) over
1951 (Table 6) was about ¥50 billion smaller than the expansion of 1951,
and was due entirely to larger funds obtained from external sources, among
which loans from private finaneial institutions were the most important
(an inerease of ¥259 hillion). Corporations' own funds declined in 1952
by ¥38 billion,

A comparison of the figures for 1952 and those estimated for the
period 1934-36 (Table 6) shows clearly that in the postwar period the
capitalization of corporations has been prisarily through borrowing from
banks and financial institutions and through government loans rather than
through the use of retained profits or their own earnings. The impact of
these developments on the structure of the banks' portfolios, as well as
on the banking situation, is an important feature of Japan's financial
position in the postwar period. The Japanese authorities attribute the
reliance of corporations on borrowed funds to their low level of earnings
in the early postwar years, as well as to the low level of assets, which
did not make it possible for the corporations to avail themselves of the
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depreciation allowances whlch the tax laws have granted to 1ndustr1al
enterprises. Furthermore, the corporations have not succeeded in placlng
a substantial portion,of their shares and bonds on the market, since the
relatively low level of private voluntary savings has prevented development
of the absorption capacity of the securities market. As a result, commer-
cial banks have had to supply funds more and mere to business enterprises,
and the banks, in turn, have had to increase their indebtedness to the

Bank of Japan since their deposits and capital have act increased in the
same proportion as the demand for funds. From the carporation's standpoint,
the reliance on borrawed funds tends to increase their cost of prcduction
because of the high interest rates prevailing in Japan, The maximum rate
chargeable by commercial banks on commercial bills is 7.67 per cent, while
the comparable rate in the United States is 2,31 per cent and in the
United Kingdom 3 per ecent,

Table 6. Supply of Industrial Capital in Japan
(In billions of yen)

1934-36 1950 1951 1952
Amount % Amount % Amount % Amount %
Total 1,745 100 783.6 100 1,101,3 1001,369,6 100
Internal sources 508 30°135,2 17 310,0 28+272,0 20
Retained profits 508 30 84.0 10 179.0 16 156.0 11
Depreciation 9.2 7 131.0 12°°%16.0 9
External sources 1,237 70 648.4 83 791.3 72 1,097.6 80
Government funds 15 27,5 2 P54 T-H22.7° 9
Reconversion Bank -12,1 -2 -11.0 -1 -=- -
US aid counterpart fund 28,6 3 48,3 4 31,6 2
Development Bank - - W2 2 376 3
Eximbank of Japan 1.0 == 5.9 1 8.0 --
Agricultural Bank - . 1240 X2 20,5 1
Other - - - - 25.0 2

Private funds
Loans of fin. inst. 1,222 69 630,9 80 715.9 65 974.9 70
Shares, bonds & trusts 999 57 76,6 10 100.8 10 162.0 10
Loans, Foreign Exch. Fund 147.3 19 -88,1 -8 11.0 1

Source: Ministry of Finance, Japan.

4. The Impact of the Government and Banking Operations on the Money Sﬁpply

The expansion in bank cresdit was one of the main elements that made
possible the increase in capitalization and production in 1951 and 1952.
Total bank loans increased by 52.7 per cent (¥523 billion) in 1951 and by
40,2 per cent (¥610,2 billion) in 1952. In 1951 particularly, the credit
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expansion was larger than the inerease in deposits, and the Japanese
banking system continued the trend toward "overlending" that had beéen
noticeable in early postwar years. The ratio of total loans to total
general deposits, which had increased from 87 per cent in 1948 to 108,8
per cent in 1950, rose to 112.6 in 1951, Although ‘in 1952 total bank -
deposits rose more than in 1951, loans were still ‘above deposits and the
ratio declined only slightly to 105.5 per cent. ' b

The expansion of the money supply also has been substantial: ¥138,4
billion (26,2 per cent) in 1951 and ¥122 O billion (18.3 per cent) in
1952 (Table 7). By the end of February 1953, there was a small decline
from the December 1952 level, probably because of seasonal factors.
However, the rate of increase showed signs of SIOWiﬁg“dowﬁ.

Table 7. Money Supply ("cash and deposit currency") in Japan

(In L:llions of yen)

End of - . Depositsl/  Currencyg/ o e
1947 XS T I R [\ T T T
1948 : BT ~ 332.9 16,6
1949 98,1 329.9 428.0
1950 1284 " 400,8 5292
1951 : - 854 482,2 667.6
1952 248.8 540.8 789.6
Feb., 1952 173.3 r . 422.8 596.1

Increase over previous year

1950 ' . 2 70.9 101.2

% 30, 9% 21.5% 23.6%

1951 57.0 81,4 138.4
% Lb o b 20,3% 26, 2%

1952 ‘ 63.% : 58.6 122.0
' % T CBhe2% 12,2% 18.3%

Feb, 1953 41,2 ' 54.8 96.1
% e 23.8% SR - g 16,1%

;/ Current deposits less bank holdings of checks and bills.
2/ Currency issue less currency noldings of financial institutions.
Source: Ministry of Finance, based on figures from the Bank of Japan.
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The expansion in 1951 was due largely to an.increase of ¥8l.4 billion
in eurrency in circulation; bank deposits increased by only ¥57.0 billion.
In 1952, however, the opposite was true, bank deposits accountlng for over
half (¥63 4 billion) of the total expansion,

The movements of currency in circulation corresponds: roughly to the
changes in the total note issue of the Bank of Japan, which increased by
¥58.4 billion in 1952, compared with ¥61,3 billion in 1951 (Table 8). But,
while the inecrease in 1952 was less than in 1951, it reflects a change in
the anti-inflationary character of government operations. In 1951, govern-
ment transactions absorbed ¥21,2 billion and partly counteracted the large
increase of ¥99,9 billion in loans of the Bank of Japan, whereas in 1952
the loans of the Bank of Japan increased by ¥63.4 billion and was almost
fully reflected in the increase of ¥58.4 billion in the note issue. - In the
first four months of 1953, there was a contraction in thelending policies
of the Bank of Japan (loans of the Bank of Japan declining by ¥14.2 billion)
and an expansion (or ¥15,9 billion) in government operations, so that. the
net effect was an increase of ¥1.,7 billion in the total note issue.

Table 8, Factors Affecting the Currency Issue in Japanl/

(In billions of yen)

‘ Fisecal Fiscal Fiseal
year ‘year year April
' 1L tend 1950 -1951 1952 1953
I - Govt. operations £46.0 =21,2 - 0.4 £15.9
II - Bank of Japan £39.0 £82.5 £58.8 =14.2
Loans to banks #419.1 #£99.9 £63.4, -18.5
Purchase or sale of bonds £24,.0 < 049 -1.0 #1647
Bank deposits - 7.5 £ 2.6 - 0.9 - 1.3
Others £ 3.4 -19.7 - 2.7 -10.3
III - Increase or decrease
of bank notes £85.0 £61.3 £58.4 #2197
IV - Bank note issue 396.3 457.6 516.0 5177

1/ A minus sign (-) indicates funds absorbed, and a plus sign (£) funds
released. Fiscal years are those beginning in April of the year in-
dicated.

Source: Ministry of Finance, Japan.
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Aside from the lending operations already mentioned, Government
operations in-Japan include the purchase and sale of exchange by the
banking system on.government account by using special funds shifted to a
Special Account from the Government's General Account:(revenue). This -
fact gives special relevance to the anti-inflationary impact of government
operations in 1951 and 1952, -at a time when foreign exchange reserves were
increasing very.rapidly, -and also explains the magnitude of the excess
disbursements in 1953, which has more than offset the absorption of yen
funds from the publie resulting from the deeline in reserves in the first .
mopths of1953. : dpis ; — P PR e - :

5. Fiscal and Monetary Policies:igil953;SA o

~

For the fiscal year April 1953-March 1954 the Japanese authorities™
expect that fiscal transactions with the-public will result in net dis-
bursement of funds, thus continuing the trend observed since the middle of
1952, The General Account (ordinary) Budget contemplates expenditures of -
¥968,2 billion (an increase or ¥35.8 billion over the 1952-53 budget) - '
while, on the other hand, revenue from taxation will decline by about
¥102 billion from the actual amounts collected in the last fiscal year.

To cover the deficit the government will resort to using past surpluses
as well as to the issuance of Special Tax Reduction National Bonds and

i
i detentures.

The increase in General Account expenditures is the result of a new
financial policy of the government tending towards increase in so-called
expenditures of constructive nature, that is mainly investments in public
works, housing, and agricultural development, all of which are financed
primarily with funds from the General Account. Expenditures of "consumptive
nature" are reduced and also national defense expenditures are curtailed
by ¥48 billion, The new policy towards increasing loans and investments
out of government funds will also apply to the Trust Fund Bureau operations
as well as those of the Special Accounts. To finance the additional dis-
bursements the government will resort to the increase in savings deposits
accruing to these institutions as well as to the issuance of bonds and
debentures. The Government expects that the absorption capacity of the
market will increase in 1953-54 due primarily to the tax reductions.and to-
lesser demand of loanable funds from the part of corporations, which are
expected to rely more on self finaneing.

The tax reduction plan is aimed at facilitating the accumulation of
voluntary savings and also at permitting the corporations to apply larger
depreciation allowances so as to foster self financing. Personal exemptions
and dependent credits are increased in the personal income taxes and a
chance will be given to the corporations to effect a revaluation of their
assets, the third since 1949. The Special Tax Reduction Bonds, to be issued
in the amount of ¥20 billion, are also intended to serve as incentive for
savings. Corporations and individuals can deduct up to 20 per cent and
25 per cent, respectively, of the amount invested in these bonds from their
yearly tax bill, provided the total deductions will not exceed 20 per cent
of the total tax due.
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Whether these policies will in fact help to increase. the amount
of voluntary savings so that the expansion in investments could be made
without resorting to inflationary financing is hard to ant1c1pate._ They
will tend, however, ‘to restore a more flexible functioning to the money
market since the pressure upon commercial banks for long-term financing
may be shifted to the specialized institutions dealing in long-term
credits, It is hard to anticipate whether the proposed reductions in
personal taxes will not result in increase of consumption expenditures
rather than in additional voluntary savings. If the bond market plus the
| savings deposits do not receive an additional volume of funds capable of"'
absorbing the debentures and bonds to be issued to finance part of the
inerease in expenditures, the pollcles may result in addltlonal inflation-
ry pressure over the economy. :

»

The banking policies, on the other hand, will have a significant role
to play in this connection, The Governor of the Bank of Japan, in recent
declarations, has announced the intention of pursuing cautious credit
policies in view of the prospective inflationary impact of the fiscal
transactions, and insisting on the full compliance with the past recommend-
ations in regard to credit policy. The extent to which these policies will
be successful is also hard to anticipate, particularly in view of the ex-~
pansion in bank loans which has occurred despite the recommendations.
Japanese banks are not required to maintain minimum reserves against
deposits. Thus, the main instruments used by the Bank of Japan and the
Government to influence bank lending policies are persuasion, general
directives, changes in the interest (rediscount) rates of the Bank of Japan,
and establishment of criteria of eligibility for the different kinds of
rediscountable paper that the Bank of Japan can accept from the banks.

There is a Voluntary Credit Control Committee, composed of representatives
of the commercial banks, which is charged with coordinating the lending
policies of the banks and of the Government, and with implementing the
credit policy directives issued bince 1951 by the Ministry of Finance, which
are still in effect.

The Government recommended on July 5, 1951 that the banking system
cooperate with the Government in channeling credit toward the most important
industries and essential small business enterprises. Among the industries
considered as having priority for obtaining loans were electric power,
shipping, coal, iron and steel, nonferrous metals, chemicals, and textiles.
The July eircular to the banks was followed by another directive in Septem-
ber 1951 requesting the banks to take special caution in advancing funds
for financing industrial equipment, and recommending that equipment loans
should be made only for increasing electric power resources, for shipping,
and for the rationalization of coal and of iron and steel production. In
March 1953 a new circular was issued by the Ministry of Finance, again
recommending restraint in the credit policies of the banks. This was
followed by a circular of the Voluntary Credit Control Committee, urging
the cooperation of banks in restricting nonessential or less urgent loans.
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In 1952 the Bank of Japan took various measures to improve the
accumulation of funds in banks, one of the most important being the
restoration of "anonymous deposits".l/ Finaneial institutions also in-
tensified their efforts to collect funds through savings campaigns.
Furthermore, in 1952 the Bank of Japan facilitated the absorption by the
market of bonds issued by the Long-Term Credit Bank by declaring these
securities eligible for collateral against loans by the Bank of Japan to
the city banks and also undertook to facilitate the financing by banks of
smaller enterprises which have been experiencing a shortage of funds.
These same policies will be carried on in the future, and are likely to
reduce the reliance of private banks upon the credit of the Bank of Japan,
particularly sinece the bulk of the long-term financing may be made in the
year 1953-54 by the government agencies and by the Long-Term Bank!? On
the other hand, the facilities afforded by the city banks to the use of
long-term dehentures as collateral for loans in the Bank of Japan ray
result in the Bank of Japan absorbing the securities intended for the
bond market.

1/ Deposits which do not require the depositors to report to the
taxation offices Ju PAia ¢ 6 vl Thus 2

A
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. Balancé of Paﬁments and Reserve Position

3= Comparison of Prewar and Postwaf Foreign Trade

The loss of territory after the war has increased Japan's need for
importing foodstuffs; the severance of trade and political communications
with Southeast Asia and the neighboring countries has caused it to shift
to the dollar area for its imports, while high export prices as well as
competition in foreign markets has reduced the demand for some of Japan's
traditional exports such as silk and textiles. Thus, Japan's trade deficit
has widened in the postwar years, particularly with the dollar area, while
her normal invisible earnings have declined considerably, due primarily to
the loss of overseas investments and to the reduction of her merchant fleet,
which in 1953 amounted to 2 million gross tons as against 4.6 million gross
tons in 1940.

In contrast to the extraordinary development of the domestic industry
in the postwar period, Japan's foreign trade has not yet become as important
as it was in 1934-36 insofar as its absolute volume or its relationship
with national income is concerned. By 1952, the quantity of exports and
of imports was approximately 31 per cent and 54 per cent respectively, of
the prewar (1934 36) level, and total trade amounted to only 22 per cent
of total national income, against 36 per cent in the prewar base period.

ITmportant changes have also occurred in the composition of trade and
in the distribution of imports and exports by areas. In 1952, foodstuffs
accounted for about 31 per cent of total imports, against 23 per cent in
the prewar base period (Table 9 ). Foodstuffs and raw cotton imports accounted
for more than half of all imports im 1952. There were also significant
increases in imports of iron ore, coal, raw wool, and rubber, the first two
indicating the postwar emphasis on the development of heavy metallurgical
industries (whereas in prewar years the emphasis had been on textile manu-
facturing) and also the increased dependence on coal and iron ore imports.
On the export side, textiles declined from 52.2 per cent of total exports in
1934-36 to 37 per cent in 1952, reflecting the reduction of raw silk and
silk textile exports, as well as of cotton textiles. The importance of exports
of metal products and machinery, on the other hand, has increased substantially.
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Table 9 Percentage Composition of Japan's Foreign Trade

1934-36 Average 1952
Imports 100.0 100.0
Foodstuffs 23.3 i
Raw cotton 23.6 22.2
Raw wool 5.9 S
Iron ore .9 4,7
Coal o h.1
Machinery o k]
Petroleum & oil 8.2 2.9
Rubber 1.9 2.6
Fertilizers ELS 133
Others Rowl 19.5
Exports 100.0 100.0
Textiles 5eie 370
Metals & metal products 8.2 28.0
Machinery Ve i s 10.9
Foodstuffs 9.5 7.7
Pottery products 3.0 L. Y
Others 20.0 2 HEIN G,

Source: Ministry of Finance, Japan

_ Simultaneously with the changes in the composition of imports and
exports, there have been significant shifts in the origin and destination

of imports and exports by settlement areas. The decline in exports of raw
silk to the United States, and also the decline in trade with China, Manchuria,
and Kuantung, has been primarily responsible for the reduction, during the
postwar years, of the importance of export trade with the dollar area; in

1952 such trade accounted for only 23.4 per cent of all exports, against

L1.8 per cent in 1934-36. (Table 10) On the other hand, imports from the
dollar area --and principally from the United States-- have increased
significantly; 1in 1952 they constituted almost 59 per cent of the total,
compared with 42.8 per cent in the prewar period. This change was due
primarily to large imports of cotton, coal, and iron ore from the United States,
and reductions in imports of cotton from India, coal from China, and iron

ore from Korea. Aside from the monetary implications of these changes in

the sources of supply of the principal raw material imports, the increase in
cost owing to the higher transportation charges for shipments from the

United States, compared with shipments from neighboring Asiatic countries,

has an important bearing on the present difficult competitive position of
Japanese trade.

In trade with the sterling area countries, Japanese exports --primarily
machinery, metals and metal products-- have increased significantly since
the war, while imports have tended to remain relatively stationary or to
increase at much slower pace. This trend was particularly significant in 1950
and 1951 and was responsible for the large Japanese surplus in trade with
the sterling area.
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Table ]1np Percentage Distribution of Japan's Foreign Trade,
by Settlement Areas

1934-36 Average 1952
Exports il 100.0 100.0
Dollar area 41.8 23.4
Sterling area - ok 4s5.2
Open Acct. area 35.3 gy
Other areas 0.8 --
Imports 100.0 100.0
Dollar area 42,8 58.7
Sterling area g 2351
Open Acct. area 33.9 18.2

Source: Ministry of Finance, Japan.

& Recent Changes in Foreign Trade

The improvement in demand and prices brought about by the Korean war
caused Japanese exports in 1950 and in 1951 to increase 4l per cent and 53
per cent, respectively, over the previous years. The increase in imports
in the same period was 8 and 127 per cent, respectively. In 1952, however,
trade tended to decline: exports fell by 6 per cent and imports by 9 per
cent. The striking increase in imports in 1951 brought the trade deficit to
$862.9 million and in 1952 it was reduced to $755.3 millian.

Table 11 Japan - Tmports and Exports
(millions of $)

Exports Imports el Trade
Total American Aid Commercial Deficit

1947 173.6 523.5 Lok .4 119.1 350.0
1948 258.3 68k4.2 461.0 223.2 425.9
1949 509.7 90k4.8 534.7 370.1 395.1
1950 820.1 974.3 361.3 613.0 154.3
1951 1,3%4.5 2,217.4 180.3 2,037.0 862.9
1952 1,272.9  2,028.2 5.4 2,022.8 155.:3

Source: Ministry of Finance, Japan.
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The above figures correspond to imports and exports as per date of
license and, therefore, their movements are not reflected immediately in
the statistics on export receipts and import payments. The latter (table )
show a smaller decline in the 1952 figures over 1951. TFor the first five
months of 1953 export receipts continued to decrease, the monthly average
for Januvary-May 1953 being about 13 per cent below the monthly average for
the same period in 1952. Import payments, on the other hand, picked up, and
the monthly average for January-May 1953 was about 18 per cent higher than
that for the period January-June 1952, and about 20 per cent higher than
the average for the second half of 1952.

(a) Exports to sterling and open account areas

The changes in trade since 1950, and particularly in 1952 and 1953,
have made more acute the bilateral disequilibrium in the trade and payments
of Japan with the three "settlement areas" --the dollar area, sterling area
and the open account area. l/ The extraordinary increase in exports in
1950 and 1951 was largely the result of increased exports to the sterling
and open account areas. While total exports increased by $524 million
between 1950 and 1951, those to the dollar area declined by $62 million,
those to the sterling area increased by $336 million (more than doubled),
and those to the open account area increased by about $250 million (Table 12 ).
On the import side, however, the shift was in the opposite direction: of
the increase of $1,080 million (more than 100 per cent) in total imports in
1951, $695 million were imports from the dollar area, and only $229 million
imports from the sterling area and $156 million imports from the open
account area. The increases in imports from all areas were substantial, .
however; +those from the dollar area rose by more than 115 per cent, those
from the sterling area by about 110 per cent, and those from the open
account area by approximately 90 per cent.

Table Japan's Export Receipts and Import Payments by
Settlement Areas
(in millions of U,S. dollars)

Total Dollar Area Sterling Area Open Acct. Area
Exports Imports Exp. Imp.  Exp. Imp. Exp. Imp.
Cal. Year
T 1950 773 645 364 284 226 200 182 160
1951 1297 1725 302 979 562 h29 432 316
1952 1289 1718 395 954 596 532 296 230
1953 1/ 557 1050 o6h 476 151 363 143 211
Changes:
1951 over 50 :524 :1080 -62 3695 +336 +229 +250 :156
1952 over 51 48 T $93 325 +34 £103 -136 -86
1953 over 52 1/.175 007 82 1 6 61 17 212 =86

L/ January-June
Source: Ministry of Finance, Japan.

%/ Open account area embraces transactions with countries with which Japan has
payment agreements.
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In 1952 and in the first five months of 1953, the dominant feature
was the reduction in exports. In 1952 exports to the open account area fell
by $136 million, and the rate of increase for exports to the sterling area
fell considerably. On the other hand, dollar area exports, after the
decline in 1951, expanded by about $93 million. As for imports, those from
the dollar area and from the open account area, declined while those from
the sterling area expanded by more than the increase in sterling area exports.
Thus, dollar area trade tended toward a smaller deficit through an increase
in exports, while sterling area trade tended to level off through a decline
in the rate of growth of exports and an increase of imports. The trend
toward an increase of dollar exports and a decrease of sterling exports has
continued in the first five months of 1953, but the overall deficit has
tended to inc¥ease from $91 million to $493 million. These factors are
primarily responsible for the pressures which have developed in the Japanese
balance »f payments in the first half of 1953.

2% Financing of the Balance of Payments Deficit

The intrinsic weakness of the postwar balance of payments of Japan
is shown in Table 13 . Out of total payments amounting to $8.4 billion
from 1945 to 1952, only $5.5 billion have been covered with normal or ordinary
receipts. The remainder, plus the reserve accumulation of about $1.0
billion in May 1953 were covered by U.S. aid imports and other forms of
relief, by special receipts from expenditures by U.S. and U,N. forces,
stationed in Japan and by expenditures of allied forces in connection with
the Korean war. Without these extraordinary resources Japan's economy
could not possibly have recovered to the present levels.

Between the end of the war and March 1953 (the end of the fiscal year
1952), Japan's payments for imports and invisibles exceeded receipts by
$2,871 million (Table 13 ). Of this sum, the trade deficit accounted for
$2,781 million. The amount of the extraordinary financing received during
that period amounted to $4,016 million, so that there was an excess, after
errors and omissions, of $1,061.1 million, which is roughly equivalent to
the reserves at the end of May 1953.

The extraordinary financing was composed of the following items:

Aid imports $2,087
Special procurement and
U.N. expenditures 1,736

Receipts from GARIOA }/ 193

Total $l,016

l/tf Covernment And Relief In Occupied Areas



Table 33 Receipts and Payments of Foreign Currency in Japan Since
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the End of the War
(millions of dollars)

‘\\\\\\g}scal Year
Ttem \\\\\\\\\

. 19L5-L6 1947 1948 19L9 1950 1951 1952  Cumulative Total
1. Receipts — :
“Export 129.9 180.1  343,7  53L.7  920,0  14OL.9 1168.5 L681.8
Invisible 2.5 8.0 35.9 91.0 1.3 222.L " 1373 57h.b
Borrowing from the occu-

pied Japan Ex.-Im.

Revolvang Fund, etc. 126.5 59.5 36.1 Sh.ly - — - 276.5
Total 258.9 2h7.6  L15.7  680.1  997.3  1627.3 1305.8 5532.7

2. Payments
Import (inecld. aid
import) 361.8 640.3 718.3 916.3 1255.8 1759.3 1791.3 7L63.1
Invisible - — — -_— 55.0 185.5 223.9 Lélk.k
Repayment to the Occu-~

pied Japan Ex.-Im,

Revolving Fund, ete, 23.0 9245 77.9 6L.5 137 - - 331.6
Others (Adj. items) 40.1 11.8 5.2 L3.4 L3.3 - - 14k.5
Total LLk.9 7LL.6 802.1 1024.2 1427.8  19L4k.8 2015,2 8L403.6

3. Difference (1 - 2) -186.0  -L97.0 -386.L -3Lh.1 -L30.5  -317.5 -709.L -2870.9
L. Financing
The amount of ald lmp. 2)4701 ).I.?éos )473-8 Ll-9)-1-03 292.8 100.7 1.8 2087.0
Spe. procurement demand

and consmpt. by }

stationed forces — - - —— 278.0 656.5 801.3 1735.8
Receipts from GARICA

Fund — _— - - 68.7 12,2 - 192.9
Total 2L7.1 L76.5  L73.8  L9L.3  639.5 861.L  803.1 4015.7

Adjustments £605 = 0.l # 2L.6 £ 65.7
Cuprulative Total .
(:Peserves) 61.1 Lo.6  128.0 - 28L.2  L92.8  1032.1 1060.1

Source:

Jaran, Consultations Document JC53/ER2.
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The U,S. aid imports were granted primarily in the years prior to
June 1950. Special procurement and expenditures by military personnel
stationed in Japan started in mid-1950 on account of the Korean way and
accounted for additional exchange earnings of $278 million in the fiscal
year 1950, $657 million in fiscal year 1951, and $801 million in fiscal 1952;
they were the main factors in the favorable overall balance of payments
attained by Japan in those years.

Special procurement consists of official purchases by U.N. and U.S.
forces of goods and services, mostly in dollars, while expenditures of
military personnel are primarily private disbursements of U.N. and U.S. forces
stationed in Japan or passing through that country to and from Korea. From
June 1950 and to April 1953, the contracts covering the former amounted to
$1,277 million, of which $1,151 million was on a dollar basis, that is,
representing dollar expenditures; about 69 per cent of the contracts were
for goods, and 31 per cent for services. '

The Japanese authorities estimate that, for the year 1953, the
earnings on account of special procurement and of expenditures of military
personnel will not declifie § --by more than $100 million or so --
even in thé fice of the Korean truce. The amounts already contracted plus
the planned expenditures for the rest of the year seem to warrant this
estimate. However, special procurement is an extraordinary source of
exchange income, in the years to come it will dlsappear and it cannot be
easily replaced by increases in ordinary exports. Thus, the Japanese
authorities are seriously concerned about the effects of the eventual dis-
continuation of this item which had provided Japan with more than $1,525
million up to the end of 1952. 1In 1952, the amount received by Japan through
special procurement was equivalent to hl 5 per cent of total ordinary exports
and to 17.4 per cent of all foreign exchange earnings. The proportions
increase (to 62.6 per cent and to 36 per cent, respectively) if the comparison
includes also the receipts from expenditures of military personnel.

In fiscal 1951, largely because of the increase in exports following
the Korean war, the excess of payments was at the lowest level, amounting
to $318 million against $431 million in the previous fiscal year. Special
procurement and the expenditures of U.N. forces in fiscal 1951 amounted to
$657 million and, together with aid imports and receipts from the GARIOA
fund, increased the amount of extraordinary financing to $881 million.
Therefore, in that year Japan had the largest surplus $563 million) of any
year in the postwar period. Total reserves increased from $493 million to
$1,032 million. In fiscal 1952 (Aprillg52-March 1953), the situation changed
and the surplus was only $94 million, although special financing totaled
$803 million. The trade deficit increased to $709 million, from $318 million
in the preceding year, primarily because of a decline in receipts from
exports (from $1,405 million to $1,169); receipts from invisibles fell by
$85 million, and payments for imports and invisibles increased by $70 million.
Thus, in the fiscal year 1952, the international current account transactions
of Japan showed the smallest postwar surplus, only $94 million, against
$564 million, $209 million, and $150 million in the fiscal years 1951, 1950,
and 1949, respectively.
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bis Capital Movements

The figures on inflow and outflow of capital are not given separately
in the foreign exchange statistics and therefore they are not altogether.
clear. According to an estimate by the Ministry of Finance of Japan, receipts
for capital transactions amounted to $41.5 million in 1951 and to $78.8
million in 1952, while payments reached $9.7 million in 1951 and $118.2-
million in 1952. The latter figure includes payments to the Fund and to
the IBRD in the amount of $112 million. Thus, excluding this amount, in
1952 Japan seems to have had a net capital inflow of $151 4 million, which
is considerably higher than the fTigure of $31.8 million in 1051 :

It seems that most foreign investments have been made under the strength
of the Foreign Investments Law passed in 1950 and revised in 1951 and 1952,
and have primarily taken the form of purchasing of shares in Japanese cor-
porationo as well as providing for technical assistance and know- how through
the so-called "technological assistance contracts". Most of these arrange-
ments have been completed with Japanese firms and they do not represent, in
the main, substantial receipts of foreign exchange for Japan. As to Japan's
investments abroad, on various oncasions it has been reported that plans have
been drawn for developing production of raw materials in Southeast Asia by
Japanese firms, and it is known that Japanese firms have invested in the
developing of iron ore mines in Portuguese Goa and in Malaya as well as in
the exploitation of asbestos and manganese in Indonesia. Other similar plans
seem to be under discussion. As to payments of reparations, negotiations
are still being carried on by Japan-:with Indonesia and the Philippines, and
it is known that the claims are considerable. However, under the terms of the
Peace Treaty the payments should take primarily the form of making available
the services of the Japanese people in production, salvaging and other work
for the Allied Powers in question, and will not throw any foreign exchange
burden upon Japan.

5s Receipts and Payments by Areas

Despite the increase in exports to non-dollar areas since the Korean
war, Japan's trade continues seriously unbalanced; in 1952, about 53 of all
import payments were to the dollar area, while dollar area export receipts
accounted for only 29 per cent of the total. This distortion is not
reflected in the composition of reserves because the bulk of special
financing has been in terms of dollars and, therefore, dollar holdings
constitute about 83 per cent of all exchange reserves as per May 1953.
Excluding the extraordinary earnings, the resulting overall 1952 deficit
of $708 million was due to excess of dollar payments of the order of $55k
million. Ordinary dollar area receipts only cover 53 per cent of dollar
payments.

Total exchange receipts (including extraordinary earnings) and payments
for fiscal 1952 indicate that the surplus of $94 million was due to the
excess of receipts from the dollar area ($227 million ) which more than offset
the deficits with the sterling and open account areas (Table ). The excess
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with the dollar area resulted from the special procurement financing
($781 million) which exceeded by $227 million the deficit on trade and
invisible accounts G54 million). The ordinary deficit with the sterling
area ($113 million) was reduced to $92 million on account of special
procurement receipts of $21 million. The deficit with the open account
area was $41 million.

Table 1l Japan's Receipts and Payments in Foreign Currency
Fiscal Year 1952 1/ :

(In millions of U.S. dollars)

Total Dollar Area Sterling Open Account
1. Receipts
Exports 1,168 440 469 259
Invisibles ekl 180 39 22
Total 1,409 620 508" 281
2.  Payments
Imports 1,789 957 556 276
Invisibles 4l 217 65 L6
Total 2,117 1,174 621 322
Difference -708 -554 -113 Sy
Special Procure-
ment, etc. 802 781 21 g
Net Total T 9L vy s 41

1/ April 1952-March 1953
Source: Japan, Consultations document JC 53/ER2

6. Balangi_qith the Sterling Area

Japan's balance of payments with the sterling area shifted from a
surplus position in 1950 and 1951 to a deficit of $93 million in 1952.
Estimates for the fiscal year 1953 indicate an excess of payments over
receipts of about $110 million. From figures now available on total receipts
and payments, and also on imports and exports, for the period January-June
1953, it seems that the deficit may be even greater than estimated.

The principal item in the balance of payments with the sterling area
is trade with the sterling area countries. Ordinary invisibles are of
little importance and special procurement and military expenditures do not
exceed the sterling equivalent of $10 million a year. However, Japan has
made increased use of sterling in 1952 to pay for imports from other areas,
so that the deterioration in the sterling position cannot be judged from the
trade with sterling area countries only. Between 1951 and 1952, trade with
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the sterling area changed significantly. In 1951, exports to that area
amounted to $555.5 million and imports were $421.0 million. Thus, the
favorable balance was approximately $134.5 million (E48.1 million). In
1952, exports continued growing but imports increased more sharply, parti-
cularly in the second half of the year, and for that period there was an
unfavorable balance of $45.5 million, compared with a surplus of $152.3
million (E54.4 million) for the first half of the year (Tablel5 ). While
the balance for the entire year was favorable, at $106.8 million (E38.1
million), it was consideratly below the 1951 surplus. Partly as a consequence
of these developments, sterling holdings reached a peak of $355.3 million
(£118.1 million) in June 1952, and then gradually decreased to $265 million
at the end of December 1952, and to $96 million at the end of May 1953.

The Japanese authorities have attributed the unfavorable trade balance
since the second half of 1952 mainly to import restrictions of sterling area
countries against Japanese gcods since the spring of that year. In
accordance with the terms of the Anglo-Japanese Payment Agreement of 1951,
discussions were held early in 1953 between representatives of Japan and the
United Kingdom, in order to fiud ways to balance and expand trade and to
enable Japan to hold sterling balances at appropriate levels. As a result
of the discussions, the U.K. Government agreed to recommend to British
colonies that they increase imports from Japan to a level 20 per cent above
actual imports during the second half of 1952, computed on an annual basis,
and to inform the independent members of the Commonwealth of this recommen-
dation. Also, it was agreed in principle to enlarge the range of administra-
tive transfers, thereby making it possible for Japan to acquire sterling in
her trade with areas outside of the sterling area. Finally, in order to
ease the situation caused by the decline in sterling balances in the first
months of 1953, swap transactions between dollars and pounds were agreed.

Table 15 Japan's Trade with the Sterling Area
(In millions of U.S. dollars)

Exports Imports Balance
1951 555.5 421.0 134.5
1952 587.0 480.2 106.8
1st half 379.6 227.3 152.3
2nd half 207.4 252.9 -45.5
1953 Jan. May 120.1 i Y -157.4
Monthly averages:
1951 L46.3 i )
1952 8.9 40.0
1st half 63.3 37.9
2nd half 34.6 L4 .o
1953 Jan.-May 24.0 55 ¢2
Increases (:) or decreases (-)
1951-1952 +32.5 £59.2 v
lst half -2nd half -2 2 +25.6 - 197.8
Monthly averages:
1951-1952 % 2.6 : 4.9
1st half-2nd half -28.7 2 7.0
Jan.-May 52/53 -10.6 £10.6

Source: Japan, Consultations Documents JC 53/ER 9.
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It is still too early to note any results from the new agreement. It
is expected that the extension of the range of administrative transfers for
export payments may help to increase Japanese sterling earnings, and may
offset Japan's excess of sterling payments to countries outside the sterling
area. These operations in 1951 resulted for Japan in an excess of dis-
bursements over earnings of $1.3 million, and in 1952 of $42.8 million. For
the first five months of 1953, the excess was $19.1 million (Table 16 ).

Table 16 Japan - Exports and Imports Outside the Sterling
Area Settled Tarough Administrative Transfers
(In millions of U.S. dollars)

Exports Imports Excess of
Payments
1951 2¢(8 1, -1.3
1952 9.5 5253 -42.8
1953 (Jan.-May) 2.3 k.4 -19.1

Source: Japan, Consulations Document: JC 53/ER 9

Among the main export transactions to non-sterling areas financed
by transfers of sterling in 1952 were sales to Egypt, China, and Iran. In
the first six months of 1953, these operations seem to have increased,
primarily covering exports to China, Russia, Indonesia and Egypt.

As for an increase in direct exports to the sterling area, which is
to be expected because of the relaxation of restrictions against Japanese
exports, the figures for export letters of credit increased from E7.2
million in April to E10.3 million in May ; however, this is not viewed
by the Japanese authorities as an indication of sustained improvement in
the sterling area demand for Japanese exports.

ci International Reserves

At the end of May 1953, total gold and exchange reserves of Japan
amounted to $1,006 million. The reserve accumulation was particularly
intense in 1950 ($341 million) and in 1951 ($354 million). In 1952, the
increase was less substantial ($254 million), and in the first five months
of 1953 there has been a net decline of $164 million. (Table 17 )



Tablel? Foreign Exchange Reserves
( In million U.S. dollars)

Date Total Gold Foreign Exchange
Total Dollars Sterling Open Account

1949 225 L 221 166 Lh 11
1950 569 7 562 L67 54 b1
1951 926 10 916 585 211 120
1952 1186 16 1170 783 265 122
1953 -Jan. 1154 16 1138 795 236 107
Feb. 1120 7 1103 824 187 92
Mar. 1098 3T 1081 850 147 84
Apr. 1061 18 1043 8h1 118 8L
May 1024 18 1006 838 96 72

Increases (:) or decreases (-)

1950 +344 £ 3 :341 +301 #1077 T 230
1951 :357 £ 3 :354 £118 157 —dO
1952 :260 % 6 1254 :198 : 54 §P
1953 1/ -

May -162 g2 -164 + 55 £169 -50

1/ Tentative
Source: Japan Consultations Document: JC 53/ER2

As indicated before, the bulk (84 per cent) of the exchange reserves
are in dollars, reflecting primarily the fact that they are the result of
the surpluses made possible by the existence of special procurement and
other extraordinary dollar earnings. The preponderance of the dollar
accumulation also reflects the trend of the authorities to use sterling
reserves for settlement with non-sterling area countries. This, plus the
increase in sterling imports caused the reduction of $169 million of
sterling reserves Jan.-May 1953. Balances with open account countries have
also declined by $50 million in the same period, and both caused the
decline of $164 million in overall reserves indicated above.

The Japanese authorities do not consider the present level of reserves
satisfactory primarily in view of the weakness in their balance of payments.
They have indicated that they do not have any definite figure in mind as
the optimum level for their reserves. In view of the transitory character
of the earnings that have made possible the accumulation of reserves, they
consider it necessary to retain restrictions and prevent any sudden or sus-
tained drop of reserves which certainly would arise from a relaxation of
the present restrictions. Furthermore, the recent swap operations made in
order to increase the supply of sterling indicate that the Japanese authori-
ties would be inclined to preserve their dollar holdings or, at least, not
to allow any substantial change in the composition of the total reserves, as
long as full convertibility is restricted to their dollar holdings. The
holdings of sterling and open account balances would be determined primarily
by the extent to which they are required to finance an expanding volume of
trade and to cover seasonal or short term disequilibria only.
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8. Balance of Payments Prospécté for 1953

Japan's balance of payments problems are too deep-rooted and complex
to be susceptible of short-run solution. The use of restrictions is expected
to continue until Japan's exports and normal invisible earnings are large
encugh to cover the import and invisible payments without.the help of extra-
ordinary financing via special procurement and disbursements of military
forces. All this is closely dependent upon an eventual change in the present
sources of imports; the substitution of domestic production for imported
goods; the attainment of a more competitive position for Japanese exports in
world markets; and the abillty of the Japanese economy to develop its ¥
domestic and export industries with a minimum of inflationary disturbances
in the domestic field.

But aside from the long-run problems, there are immediate factors
which threaten to cause a deficit in 1953 in the overall payments position
of Japan, despite the continued use of restrictions on payments and the
existence of extraordinary exchange earnings arising from special procurement.
The Japanese authorities, however, believe that in 1953 overall receipts
and payments will be in equilibrium. Even so, this result will be in contrast
to the resultsof previous years, when there was a consistent surplus, due
to special procurement disbursements.

The Japanese authorities estimate that in fiscal year 1953 (April
1953-March 1954) export receipts may be about $12 million above those in the
preceding fiscal year. A decline of about $10 million in exports to the
dollar area is estimated, however, (Table 18) partly on account of the
ability of U.S. markets to produce more goods for home consumption,with
the Korean truce, and partly because of a reduction.in U.S. economic activity
in 1953. A decrease of $49 million (more than 10 per cent) in receipts from
exports to the sterling area is estimated; the authorities do not expect
that the change in policy toward Japanese exports resulting from the re-
negotiation of the British-Japanese Payments Agreement, discussed above,
will eliminate the deficit with the sterling area. For the open account
area, an increase in exports of $71 million, or almost 30 per cent, is
estimated, which will more than coumpensate for the combined reduction of
$59 million in exports to the dollar and sterling areas, The Japanese
authorities base their expectations on the fact that the increase in imports
from the open account which occurred in 1951 and 1952, and which is also
expected for 1953, may lead those trading partners to increase their imports
from Japan in order to balance the agreement accounts.
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Table 18 Japanese Estimate of International Receipts
and Payments for the Fiscal Year 1953, and
Actual Results for the Year 1952. l/

S (in millions of U.S. dollars)

Estimates for Fiscal 1953 _Actual Results for Fiscal 1952

Dollar Sterling Open Dollar Sterling Open
Classgification Total Ares, Area Acct Total Area Area Acct
Area Area
1. Receipts 2,120 1,290 Léo 370 2,211 1,401 529 281
Export 1,180 430 420 33 1,168 Lho 469 259
Invisible 9ko 860 4o Lo 1,043 961 60 22
Stationed
forces,etc. 70C0 690 10 -- 802 781 21 -
General
invisible 240 170 30 Lo 241 180 39 22
2, Payments 25120 » (35390 570 Loo et maT L1349 Th 621 322
Import 1,780 900 500 380 1,789 957 556 276
Invisible 340 250 70 20 328 217 65 46
3. Balance O rno¢ IThOoi1-1110 3 cngdl §liglcriy sy £35S0l -

1/ Fiscal years cover the period April-March
Source: Japan. Consultations Document JC 53/ER2

The estimated receipts from invisibles -excluding procurement- follow the
same pattern as export receipts, so that total earnings from current normal
invisibles and exports in fiscal 1953 are estimated at $l,h20 million,
compared with $1,409 million in fiscal 1952.

The "extraordinary" receipts on account of special procurement are
estimated at $700 million, which is $102 million (about 12 per cent) less
than actual receipts for fiscal 1952. During the consultation discussions,
the Japanese authorities indicated that the decline takes into account the
possible reduction in special procurement expenditures and in expenditures
of military personnel in Japan, to be brought about by the Korean truce,
and also that the estimate takes into account U.N. and U.S. expenditures
connected with the reconstruction and assistance work in Korea after the
truce. The decline in special procurement will affect primarily dollar
area earnings -a reduction of $91 million; the decline in such sterling
earnings is estimated at about $11 million.

Thus, the Japanese authorities expect for the fiscal year 1953 a net
decline in total exchange receipts of $91 million, despite an increase of
exports of about $12 million. The expected net receipts of $2,120 million
would, according to the estimate, cover payments substantially identical
to those actually made in fiscal 1952, without any recourse to exchange
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reserves. However, the distribution of the estimated total payments by
areas will be different. Reductions in payments to the dollar area

($24 million) and to the sterling area $51 million) are expected mainly
through a shift of imports to the open account area ($104 million).
Invisible payments to the dollar and sterling areas are expected to
increase by $38 million, while invisible payments to the open account

area are expected to decline by $26 million. In summary, Japan expects

in fiscal 1953 a net surplus of $140 million in its payments to the dollar
area -against a surplus of $227 million in fiscal 1952- which will exactly
offset the deficits with the sterling area ($110 million) and with the

open account area ($30 million). In fis~al 1952, the sterling area deficit
amounted to $92 million, and that with the open account area to $41 million.

(a) Possibility of an overall deficit in fiscal 1953

During the consultation discussions, the Japanese authorities
indicated that the above estimates were based on trends indicated in the
first months of the year, adjusted on the basis of the latest available
date. By the time the Fund Mission left Japan, the authorities indicated
that they were still confident that the goals would be met; that they
considered that the estimate realistically portrays actual trends; and that
they did not believe that the course of events made it advisable to revise
or change whatever policies might be based on the estimate.

The Mission, however, pointed out that the trade figures available
covering actual imports and exports for the first five months of 1953, as
well as the data on import payments and export receipts in the first six
months of 1953, covering past imports and exports (Table 19) indicate that
the actual results were somewhat different from the expectations. While
the estimate for fiscal 1953 contemplated ,slightly higher export receipts,
the actual results of January-June 1953 indicate a decline of $175 million
(about 20 per cent) over the same period of last year. Furthermore, the
trade figures do not indicate any visible upward trend which might permit
any anticipation of a revival of export receipts in the next few months.
Another substantial difference with the estimate was indicated in relation
to the composition of export receipts by currency area. The figures reveal
that in January-June 1953 dollar export receipts have increased by about
$82 million, 45 per cent over the equal period of last year, while sterling
area export receipts show a decline of $234.3 million, and export receipts
to the open account area also have declined, although proportionately less:
«by $23.3 million. Thus, the dollar area receipts are showin; an increase
that had not been anticipated; sterling receipts are smaller than expected;
and the improvement in exports to the open account area has not taken place
so far. Retailed trade figures covering actual exports in the first five
months of 1952 and 1953 indicate an increase in dollar area exports
attributable mainly to higher exports to the United States (an increase
of $31 million) and to Korea (increase of $1k4 million), while the decline
in sterling area and open account exports is due to reductions in sales
to Australia ($25 million), Pakistan ($78 million), U.K. Colonies ($51 million),
United Kingdom ($28 million), Indonesia ($10 million), French Union ($18
million) and Argentina ($7 million). As to the products involved, the main
reductions are in cotton products ($76 million), artificial fibres products
($27 million), and iron and steel($65 million).



Table 9~ Japan - Export Receipts and Import Payments}/
(million &)

Exports : Imports
lionth Dollar Sterling Open a/c Dollar Sterling Open a/c
Total Area Area Area Total Area Area Area
1952 ,
Jan.-June 73242 5 A8L.5 38L.8 165.8 823.1 470.3 2L6.L 106.2
July-Dec. 556,9 21L.1 211.6 331, F 895.2 L8L,.5 286,0 124.6
1953 :
Jan. 90,7 Lhl1.2 28.8 20T 178.8 86.8 52.9 3.1
Feb, 86.5 L3.7 2.7 20.1 140.,6 57.0 58.6 2L.9
Mar. 90.1 L3 25.2 20,5 1563%: 4B2 |! 50,6 32.3
Apr. 9'4.7 h7-3 23.1 2)4.2 192oh 96-9 69.0 26.’4
May 89.5 L1.3 22.h 25.7 193,2° 85.7 67.5 39.8
June 10L4.8  L5.5 284 31.2 WERY TH7 63.9 L8.6
1953
T Jan.-June 556.7 263,6 150.5 1h2.5 1,0L9.7 L75.5 362.7 211.L

}/ Tentative
Source: Japan, Consultations Document JC53/ER 7.
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On the payments side, the actual situation in the first half of

1953 also differs from the estimate. While import payments were expected
to shift from the dollar and the sterling areas to the open account area

ithout a reduction from the 1952 levels, in fact a substantial increase

of $226 millian, or about 27 per cent, has taken place. Thus, dollar
payments have risen by $5 million, sterling imports by $116 million, and
open account area imports by $105 million -almost exactly twice those in
the first half of 1952. The main increase in actual imports -which would
be reflected in the payment figures of months to come- have been in imports
of foodstuffs (an increase of about $27 million), wool ($44 million) and
other products ($95 million), among which, some unofficial sources have
indicated, may be a larger amount of strictly non-essential goods than
jformerly. Within the dollar area, larger imports are particularly noticeable
from the United States ($15 million), Mexico ($17 million), and Cuba ($5
‘million); and within the sterling and open account areas from Australia
§($35 million), India ($20 million), Burma ($22 million), Hong Kong ($12
(million), United Kingdom ($7 million), Indonesia ($12 million), Philippines
f($8 mlll¢on), Sweden ($9 million), and Argentina ($12 millionm).
3 So far, the results of the first half of 1953 have shown a net excess
of payments over receipts of $517 million -$225 million to the dollar area,
1$223 million to the sterling area, and $69 million to the open account
area. (Table20) The special procurement receipts so far have amounted

to $376 million -$365 from the dollar area, and $11 million from the sterling
area. Thus, for the first time in the postwar period, Japan is incurring
an overall net deficit, which for the period January-June 1953 amounted

to $141 million. The net surplus of $110 million with the dollar area

has not been enough to cover the deficits of $212 million and $69 million
with the sterling and open account areas, respectively.

The decline in reserves for the first half of 1953 amounted to
approximately $174 million. Furthermore, Japan made a "swap" of dollars
against sterling to the amount of $46.8 million, which has prevented
the decrease in sterling holdings from being more than about $165 million
in the first half of 1953.
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Table 20 Receipts and Payments in Foreign Currency from
January 1953 to June 1653 (Tentative)
(in millions of U.S. dollars)

Pound Open

Item Total U.S.$ Sterling . Account
1. Receipts 633.8 317.1 167.6 301 149.1
a) Trade 556.7 263.6 150.6 142.5
b) Invisible (excluding Special f
Procurement demand and
Consumption by Stationed
Forces) 50.2 32.3 13:5 6.5
c) Donations 7.6 7.3 0.2 C.1l
d) Capital Transactions 19.2 13.9 5:08 --
2. Payments 1,150.9 542.5 390.6 217.8
a) Trade 1,049.7 U755 362.8 211.k4
b) Invisible 87,5 5645 2k.9 6.4
c) Donations Ok -- -- ; -
d) Capital Transactions 13.5 10.5 2.9 -
3. Balance -517.1 -225.4 $233:0 -68.7
Special Procurement demand
and consumption by Stationed : '
Forces ' 376.0 364.8 11.2 0
Balance of total ki £139.4 @118, 1= 68,7

Adjustment items (Dollar-
Sterling Swap) - 33.0 -83.8 :46.8 : 4.0
(46.8) (46.8)

Foreign Exchange Holdings, 995.0 838.0 100.0 510
Estimated (Inc. or Dec.) -174.1 £55.6 -165.0 -64.7

Source: Japan, Consultations Document JC 53/ER7



IV. The Restrictive System

1. Main Features of the System

Immediately after the war, Japan's international, commercial and
financial transactions were brought under the strict control of the .
Supreme Commander for the Allied Powers (SCAP). Both export and import
trade were carried on by Japan's Board of Trade under the supervision of
SCAP. Settlements in foreign currency were made on SCAP's account, and
those in yen currency were made on Japar's Special Foreign Trade Account.

here was no established exchange rate for commodity trade,l/ and each
transaction gave rise to a different implicit rate. Under the directives
of the Far Eastern Commission, successive steps were taken by SCAP and the
Japanese Government to restore Japan's foreign trade and other transactions
to a private basis. Exporters were permitted to negotiate contracts with
foreign purchasers, first through SCAP and later directly. A unitary
exchange rate of 360 yen per U,S. dollar was established in April 1949.
This rate is now the par value. In December 1949, the Foreign Exchange
and Foreign Trade Control Law was promulgated, and in the following month
the import trade reverted to a private basis. Moreover, the Foreign
Investment Law was passed in June 1950 to regulate and encourage foreign
investment in Japan.

(a) The institutional set-up

At present, Japan has a unified foreign trade and exchange control
system. The allocation of exchange is based on an exchange budge®. The
control procedure is simplified by providing that, once a transaction is
authorized by one responsible Ministry, a related payment or transfer does not
require a separate authorization. The supreme authority rests with a
Ministerial Council which is responsible for the passing and revising of
the Foreign Exchange Budget. On the basis of estimates of anticipated
receipts from exports and invisible trade, the exchange budget prescribed
semiannuallyg/ expenditures for imports and invisible payments. The degree
of convortibility and transferability of currencies is given consideration
by classifying exchange receipts and expenditures according to the three
following currency areas: dollar area, sterling area, and open account
area, which covers all countries with which Japan has payments agreements.

1/ The exchange rates established in the immediate postwar years were of
very limited use, principally for conversion of military scripts of
occupational personnel into yen and for conversion of yen expenditure
of SCAP into dnllars in SCAP's accounting system.

g/ For the exchange budget, the fiscal year is used, covering April to
March. The first half covers the period April-September, and the
second half, October-March.
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The Ministry of Finance is responsible for the general financial
control and exchange policy. Through the Foreign Exchange Bureau, the
Ministry authorizes banks and money changers to perform foreign exchange
transactions; fixes buying and selling rates and standard methods of
settlement; and supervises foreign investment and transactions concerning
invisible items not connected with trade. Foreign trade control and the
actual licensing of imports and exports are in the hands of the Ministry
of International Trade and Industry (MITI). The Bank of Japan, acting as
agent for the Ministry of Finance,maniggs tne official exchangé reserves,and the
Special Foreign Exchange Yen Account,=/ and also performs various control
functions delegated by the responsible Minisiries. However, most of the
routine work of control is entrusted to the authorized foreign exchange
banks under the supervision of the Ministry of Finance and the Bank of
Japan.

(b) Control over earnings and payments

Exchange control is exercised through the usual requirements of
surrendering and concentrating foreign exchange proceeds, and by prohibit-
ing, except under license, all international transactions involving foreign
means of payment, claimable assets, securities, and immovable property.

As a rule, all transactions between "exchange residents" and "exchange
non-residents" require authorization. Licenses are required in the case
of "exchange residents" if the transactions involve foreign currencises,
claimable assets, or property rights, and in the case of "exchange non-
residents" if the transactions involve Japanese currency, claimable assets,
or property rights.

There are three standard methods of effecting settlement for the pay-
ment or receipt of foreign exchange arising from both visible and invisible
trade on the basis of trade and payments agreements with various countries.,
These methods are: (1) settlement in sterling on a cash basis with coun-
tries covered by the over-all sterling payments agreement, (2) settlement
through "open accounts" (clearing or payments agreement accourts) with
countries with which payments agreements specify the use of a special
account, and (3) settlement in U.S. dollars on a cash basis with countries
with which an agreement specifies settlement on such a basis. Settlement
in U.S. dollars on a cash basis is also made with countries with which Japan
does not have trade or payments agreements. In dealings with the military
forces (special procurement) not only are the currencies prescribed, but
also the terms of payment (such as the use of remittances or drafts, the
form of letters of credit, and other conditions) for imports, exports,
invisible trade, freight remittances, and insurance premiums. Only for
transactions involving services to occupation forces, and payments for ser-
vices rendered by foreign insurance, banking, and transportation companies

1/ Purchases and sales of exchange by banks are for the account of the
Government. The yen funds are provided by the Government through the
Special Foreign Exchange Yen Account, a subsidiary of the General Fund
of the Treasury.
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in Japan, may yen currency be used. When settlement is to be effected
by non-standard methecds, prior approval from a responsible government
agency is required. :

(e) Licensing of exports and imports

With the exception of certain designated exports, no license is
required for export trade. However, the certification of a foreign ex-
change bank is required to prevent capital flight through under-declaration,
aad to assure prompt settlement by a sterdard method. A license from the
Minisiry of International Trade and Industry is required for exports and
imperts under contracts involving processing, and under barter transactions.
In order to encourage exports to the dollar area, retention credits are
granted in different percentages for three categories of domestic exports
destined for the dollar area. The retention credits can be used to import
goods on a specified list or for travel and other invisible expenses in
connection with the promotion of trade, and the procedure governing the
issuance of licenses covering imports with retained exchange is simpler
than the procedure governing licenses for other imports. (The retention
quota system is discussed more fully below). SR BT Y

(d) Exchenge budget_and licensing procedures

Import licenses are granted within the framework of the exchange
budget. The maximum amounts indicated in each budget are only guides,
however. The MITI makes "announcements" usually covering imports for less
than the budgeted amounts, although the original budget is usually subject
to revisions and adjustments. There are three different licensing pro-
cedures.

One, the Exchange (or Fund) Allocation System, is applied to about
65 per cent of all imports -- imports of foocdstuffs, raw materials, and
other essentials, primarily when they come from the dollar area. The MITI
issues import allocation certificates to importers and "consumers", en-
titling them to obtain the necessary exchange from the authorized bank.
The allocation of certificates to "consumers" (industrialists, producers,
etc,) is made with a view towards ensuring the proper supply of raw
materials for selected industries whose production the Goverrment wishes
to expand or to maintain at present levels. The allocation to importers
is based primarily on price, quality, and other considerations. The re-
cipient of an import allocation certificate does not have to fulfil any
other formality in order to obtain the necessary exchange from an authorized
bank.,

The second import procedure, the so-called "automatic approval', is
applied to about 34 per cent of all imports. Licenses for the commodities
included in specified lists are issued provided the quota for the appro-
priate currency area has not been completely committed in the budget. The
budget does not specify a certain guota or limit for any specified commodity,
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but the MITI may set an over-all limit for any commodity when the import
announaement is made.

The third procedure, the "first-come, first-served procedure", is.
substantially the same as automatic approvel, but the import announcement
specifies maximum amounts for each commodity, the conditions of settle-
ment, currency of settlement, and the areas from which the goods may be
obtained; imports under this procedure represent slightly over 1 per cent
of total imports. ‘ ' » ) Bl

v one time or another, there have been, subject to special authoriza-
tion; other non-standard import procedures, such as linking exports and
imports, and linking imports from one currency area with imports from other
currency areas. As to transit trade and switch transactions, each cperation
requires individual approval by the authorities who claim that it is given
after consent has been obtained from the second and third countries'
authorities. i3 9

In the last year or so, the Japanese authorities have established
epecial facilities for financing imports and exports, and also have en-
deavored to strengthen the position of the foreign exchange banks by
permitting them to withhold and maintain larger foreign exchange balances.

(e) Invisibles and capital

The purpose of the Foreign Investment Law of 1950, as amended, is to
provide incentives to foreign investors by guaranteeing protection in
respect of expropriation, the remittance of interest, profits, withdrawals,
and amortization payments, and also to direct foreign investments into
desirable channels. All foreign investment contracts and projects, in-
cluding those for technological assistance, must be approved by a respon-
sible Ministry. A foreign investor desiring to receive payment in a foreign
currency must clearly state this desire in his contract or application
which, if approved, enables such payments to be made by the foreign exchange
banks without reference to the Control Authorities.

2. Policies Governing the Restrictive System

The Fund Mission undertook to obtain the views of the Japanese author-
ities concerning the present need for maintaining restrictions and their
immediate as well as more distant policies in this field. The discussion
covered the efforts towards expanding exports, and in this connection the
difficulties caused by the high Japanese prices; possible changes in the
restrictive policy in the light of the balance of payments prospects for
1953-54; and the use planned for present foreign exchange reserves. The
discussions also covered the retention quota system, plans for revising
the present regulations, and the norms applicable to transit trade opera-
tions.
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The Japanese representatives indicated that Japan had to maintain
the present restrictions because of its weak balance of payments and-
reserve positions. They emphasized that the balancing of payments and
the accumulation of reserves have been due chiefly to special procurement
and the expenditures of military forces in Japan, factors which are con-
sidred temporary, especially in view of the Korean truce.

The representatives indicated that the possibilities of relaxing and
eliminating restrictions do not seem very favorable at present. The
dullness in exports to the sterling and the open account areas, and the
reduction in special procurement, as well as the high prices prevailing
for some Japanese exports, were among the main factors cited for the
deterioration in the balance of payments for the past and current fiscal
years. In regard to the long-run prospects, they emphasized that the
attainment of a self-supporting economy with a balance of payments in
equilibrium is being hampered by present international and domestic con-
ditions. They mentioned that in the international field the restrictions
imposed by other countries on Japanese exports create difficulties, and
that the severance of trade connections with neighboring countries is an
important drawback since Japan is forced to locate more distant, and
therefore more expensive, sources of pupply. They indicated that in the
domestic field the main export industries which Japan needs to develop
are suffering from high costs due to the price of imported raw materials,
from high domestic interest rates, and from lack of adequate investment
funds. The present domestic conditions were not termed as being highly
inflationary, and it was repeatedly smpiasized that the Government policies
were not resulting in domestic investments and consumption competing with
export markets.

The domestic expansicn has increased the demand for imports, and the
rise in domestic prices has created difficulties for the export trade,
which in turn has put pressure upon the exchange rate. The Japanese
authorities indicated that, under present conditions, the restrictive
system’s main functions are to preserve the stability of the yen and to
ensure better utilization of the foreign exchange resources in a manner
compatible with the development plans of domestie industry. Furthermore,
since the inconvertibility of the principal currencies, as well as the
restrictions imposed in foreign markets, have forced Japan to resort to
bilateral payment and trade agreements in order to expand its foreign
trade, the present restrictive system is being effectively used to obtain
an adequate trade balance with the different areas, and to adjust paymeats

to changes in the balance of payments position.

(a) Import‘and payment policies

The authorities indicated that they do not anticipate any major
change, in the near future, in their import and payment policies, despite
balance of payment difficulties., They emphasized that their principal aim
has been to expand trade, and that their view is that a reduction in
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imports, in order to preserve exchange reserves, may cause retaliatory
measures from the partner countries which would adversely affect Japanese
exports and would ultimately reduce the general level of trade. Thus,
aside from adjustments tending towards a shift of imports from the dollar
to the non-dolilar area, or from the more expensive (distant) toward less
expensive (nearer) areas of supply, they do not expect to take any sub-
stantial measures. They indicated, however, that they expe?t that the
pressure upon the balance of payments may subside somewhat in theLpresent
year, because of the large inventories of some products, the greater
ability to produce domestically certain raw materials, and al§o because
of measures to be taken to discourage or prevent the importation of 1ess»
essential goods., '

The statements of the authorities, however, did not indicate the
extent to which any of the anticipated minor changes in policies have'
already been made. The exchange budget figures indicate only the maximum
authorized amounts, and the original estimates are usually révis?d.
Furthermore, the import announcements and import notices, which in fact
set the maximum amounts available for imports of certain goods or groups
of goods, are determined by the authorities, and it is in thi§ vay that
the policies are effectively applied. Thus, through the flexibility
afforded by the impo<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>