Japanese Economic Performance @

Introduction

- Japan is the only non-European country to have made the
transition from being underdeveloped. She has had the fastest growth
rate of any country in the past century, and in the past decade has
outpaced all other countries and her own past achicvements, Fco-
nomic growth in the 85 years from 1879 to 1964 averaged 3.9 per
- cent a year compound, and in 1955-64 it was 10.4 per cent a year.
Japanese productivity levels are now rapidly approaching those of
Western Europe. Only a quarter of her labour force is in agriculture.
Having recently overtaken Germany, Japan is now the fourth largest
country in terms of total real output, behind the U.S., U.S.S.R. and
China. She has assumed the obligations of a developed country in
respect of trade, payments, and aid policies. She has joined 0.ECD.,
obscrves the full convertibility obligations of LM.F. and is treated
as a developed country in G.A.T.T. and UN.C.T.A.D.

More than in any other developed country except the U.S.S.R.,
Japanese growth has represented a deliberate effort of government
policy. Japanese experience is therefore of particular relevance to
developing countries but her recent performance raises -important
queries for Europe too. Should we revise our ideas about feasible
growth rates? To what extent has she succeeded in achieving
maximum growth? Is her experience transferable?

(1) T am indelted to' Kazushi Ohkawa and Szburo Ckita for Hllurninating insights on
Japanese growth problems, and for help received from members of the staff of the Economic
Planning Agency, the Bank of Japan, the Ministry of Educaticn, the Ministry of Agriculture
and Forcsiry and members of the research seminar of Hitotsubashi University. I am particularly
grateful to Isamu Miyazaki and Tsutomu Tanaka for practical help with Japanese data, The
present article and an earlier one on “ Soviet Feonomic Performance * (published in the March
1965 issue of this review) are designed as a sequel to my earlier study of growth in Western
_induserial countries for the Twentieth Century Fund, Economic Growth in the West (New
York and London, 1964),
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Tastu 1
COMPARATIVE LONG-TERM GROWTTI PLREORMANCE

o Annual average compound rates
GNP Population pc?gin N
Japan . . . . . o . . . 1875-1664 3.9 1.2 2.4
US.A, . . .« « 1871-1964 3.6 1.7 £.9
Canada . . . . . . ., 1870-1964 3.5 1.7 1.8
Argentina . . . . . . . 1902-1g64 3.5 2.5 1.0
Mexico . . . . . . o« 1895-1963 3.3 .7 n.6
Australia . . . . . . . 1870-1663 2.9 2.0 0.9
USSR, . . . . o .. 1870-1953 2.9 1.0 1.9
Denmark ., . . . . . . 18470-1964 2.9 1.0 1.9
Germany . . . . . 4+ - 1871-1964 2.8 1.0 1.8
Sweden , . . . . . . . 1B70-14964 2.8 0.7 2.1
Switzerland ., . . . . . - 1890-1564 2.6 0.9 1.7
Norway . + 4« 4 o 0. . 1871-1964 2.6 0.8 1.8,
Netherlands . . . . . . . 1870-1964 2.4 1.3 1.1
Belgium . . . . . . . . 1870-1964 2.1 0.6 1.5\
Ttaly . . . . . . . . . 1870-1054 2.0 o7 1.3
UK, . o v 0o 1870-1964 1.9 0.7 r.2
France . . « « « + « -« 1870-1964 Ty 0.2 1.5
Tndia . . . .« . . . 1870-1964 1.4 oy 0.7

Source; O.E.C.D, countries cxcept Japan from A, Mappison, Erlrmamic Growth in the
Wesz, updated with latest O.E.C.D. figures, Netherlands 1870-1913 derived from S, KUZN.F.‘II‘S}:
Postwar Bconomic Growth, Harvard, 1964, pp. 139 and T4T. U.E. 19?0-1963.from The Bﬂgtt.!‘
Economy, Key Statistics rgoo-1964, London and Cambn.dgc ?Ecanormc Service, A]f;)parll,mr Zf
1930, K. Omrawa and . Rosovsky, * Economic Fluct.uatlons in Prewar ]ap:an'. :.1 1n62y
Analysis of Cycles and Tong Swings”, H:'tot.mbfz.s:ﬁr Journal of Bconomics, C.)ctolu,c{xngmt;
1930-55, Mational Income White Paper, 1963 edition, ‘1955—64, O.E.C:;.D. nat;c;\;m ‘acl o
division, U.S.S.R. from A. Manpisow, © Soviet Econoinic Performance ™, Banca Vazionale de
Lavora Quarterly Review, March, 1965. Australia from N. G, BU’l:LlN, Australidn Dame::g
Praduct, Investmens and Forsign Borroming 1861-1938{ 39, (.lambndgc, 1962, P. 334, o
dusiralian National Accounts, National Income and Expenditure, Canberra, Argentmal
Desarrollo Economico de la Argentina, E.C.L.A., 1959. Mcxif:o, 1895—19§9, ENRIQUEJPE'RJE_Z
Lorrz, “ El Producto Naclonal ”, chapter XV, in Mezxico: leqn;tenm AnOf de Revolucion 1;
Fondo de Cultura Econdmica, Mexico, 1960, p. 587, 1939-63, Ministry of Finance and Ba-n(‘l
of Mexico, India, M, MurmmmjsE in Asien Siudies in Income and Wealth,.lnndonl, 1965 ams
Planning Commissien, New Delhi. The figures are adjusted far changes in frontiers,
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TABLE 2
STRUCTURE OF EMPLOYMENT 1872-1963
1872 1913 1938 1955 1964
Primary | | P 84.9 60.8 46.0 40.2 26.8
Secondary 4.9 18.8 24.7 24.4 31.9
Tertiary . 10.2 20.4 20.3 35.4 41.3
Total 100.0 100,0 160.0 100.0 100.0

Source: K. Oukawa, The Growth Rate of the Japanese Economy since 1828, Kinokuniya,
Tokyo, 1957, pp. 245-6; Ohkawa quotes alternative figures for 1872 of 771, 3.8 and 1g.r per

cent respectively, cf, K. Onkawa, Op. cit., p. 147. For 1955 and 1954 the figures are from
Manpower Statistics 1954-64, O.L.C.I)., Paris, 1965,

TamLy 3
GROWTH OF GNP, POPULATION, EMPLOYMENT AND PRODUCTIVITY 1879-1664

Annual average compoﬁnd growth rates

Outpur GNP

GNP Population | Employment | per Head of per Man

Population Empioyed
i ) o SR 3.3 1.0 0.9 2.3 2.4
iz . . . . L .. A4 1.3 0.7 3.1 3.7
93885 . . . . . . . 0.6 1.4 1.1 —o0.8 —0.5
195564 . . . . . ., 10.4 0.9 1.4 9.3 8.8
8r9-1964 . . . . .. 3.9 1.2 .o 2.7 2.9

Soarce: G.D.P. 1879-1930, K. Omeawa and H., Rosovsky, “ Economic Fluctuations in
Prewar Japan: A Preliminary Analysis of Cycles and Long Swings », Hitotsubashi Journal of
Economics, October, 1962; GNP, 1930-55, official national income white paper {in Japanese),
1963 edition, p. 78, with 1955 adjusted to a calendar year basis; G.N.P, 1955-64, O.E.C.D.
national accounts division. Population 1879-1955 from Historical Statistics of Japanese Eeonomy,
Statistics Department, The Bank of Japan, 1962, pp. 1-2; 1955-64 U.N., Monthly Bulletin of
Statisties. Employment 1879-1940 from K, Omrawa, The Growth Rate of the Japanese
Economy Since 1878, Kinokuniya, Tokyo, 1957, p. 143, 1940-55 Historical Statistics, Op. cit.,

P. 41, 1055-64, O.E.C.DD, Manpower Staiistics, ‘The last two columns are derived from the
preceding,
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| - The Stages of Growth

(a) Japan Before the Take-Off (2)

" Japanese growth policy started with the Meiji restoration of 1868
thr{a?eudalisgm was Pabol?shed, and fthe Tokugawa Shogunate was
fter more than 26o years of power. . . |
dep?]éee(?fojc 1868 Japan had lind in very isolated fashion Wltl} almost
no foreign trade or contacts, In 1639, the Tokugagva r§§1m: {:];.1
off trade, foreign travel and study by Japanese, and rest tegdizl Ceg
foreigners in Japan. It climinated Chrls‘gamty which was 11:}11 ro ¢
briefly by St. Francis Xavier in the -mxl;c;nt.h. century. owc;cé
the Japan of 1868 was by no means a primitive society. ]apad e;s
feudalism was highly efficient with a strong central p(éwci, aniﬂ.iog
significant internal warfare, Japan in 1868 s}q:)portf1 35 m1 o
people with less fertile land than the UK., yvlnch ha | a popula ;
of only 7 million at the outset of its induanal revolution. Iapaiﬁzc;
rice yields were higher then than they are in several 1_&1§1an. counhoSe
today (3). It was an old and highly sophisticated CWL 1sat1cz:11} twrb >
idiosyncrasies, tastes and productive system had not ceg : 1s.u£ o
by colonialism. Urban life had some of the colour an ga1cfythc
Restoration Fngland, and though life was hal'rd. f-or .the mass o th
people, standards of hygiene and aesthetic sensitivity in h01‘1smgnwth(ci
superior to those in Furope. There was a graceful hcd(}))rlnsm }111 fhe
pattern of Japanese life and religion. There was probably a hig

. . oreement
(2) The use of this Rostowian term in the ]a.pane'se contc;;t doesrn;); u;;i;talgf]ljf‘::;]
with Rostow’s general position in interpreting the hlstorllca'l dcv'e‘.olimtenhst meth pdusttal
societies, Japan is one of the few historical cases .of fztplc{ tran\suml ;]r[i‘m‘ﬁly . ’rcspect o
Japanese “take-off * does not conform to the criteria of Ro:,t(?w, Op ,',;Sjof e
capital formation, Some writers, .8 T. C. Suurm, .Tﬁe Agmrz.lm th:g%okugawa i
Stanford, 1959, have stressed the evidcn;.e. of eronomic Progress 1Sn e T ot of
tend to blur the change which the Meiji reforins -111trodu;:ed, nix - the. e of
" urban centres, the extension of a market ecopotny, use o1 wage 1:1 i’ t{]e e
handicraft industry, and technical imprevements in agnl«l:u‘ ture sucr e
e e wbion SCEd[E-i impmvec{nthr:i}:ljiiatieiclymitzzcillre 1:‘::;“}1 evidence of gradual
] i iques owever, ofie cf

;f‘o?vi's}: ;]r);m: tifetr:ﬁiﬂi;(‘gllilsncimy with the view that the Meiji reforms put the economy on
" ag::cg;lg;;‘zﬂ}sgif:m « Conditions for Agricultural Development in Dp}claﬁﬁg
) o . P -
Asian (éznuntries »  Committee for Translation of Japanese Ecgnludml‘c S;Ej:zs’pri:{st:? Ir;urma,

tional House, Tokye, who quotes lower figures for present yields in s s ;

Thailand and the Philippines,
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degree of literacy in early nincteenth century Japan than in Western
Europe (4), and Western learning had penetrated in the fields of
medicine and science (5),

The Tokugawa family who had originally been court officials
were the real rulers of Japan and occupiced the Shogunate in Edo
(modern Tokyo) whilst the emperor lived in Kyoto. The Shogun
owned about a quarter of the land, and the rest was split between
270 lords (daimyo) (6). These in their turn had to support about
400,000 warriors (samurai) (7) whose military functions had decayed
with the elimination of internal warfare, and who also served as
administrators and intellectuals, The ruling classes maintained about
2 million vassals and retainers (8). In addition there was a prosper-
ous merchant class in the cities. There was a certain amount of
social mobility as merchants could buy and marry their way into
the samurai class, The peasants formed the bulk of the population.
Feudal levies amounted to about 4o per cent of the rice crop (rice
being the great bulk of agricultural output). Thus there was a con.
siderable economic surplus but it was not used for capital formation,
but to support a large class of feudal lords and their vassals, Reli-
gion was less important in, absorbing an economic surplus than the
church in feudal Europe or religion in modern India. The military
strength and temporal power of the monasteries had been eliminated
in the sixteenth century in Japan.

Most of the peasant families worked plots of less than one
hectare. Peasants were tied to the land and could not move around

(4) See ]. K. Famsawg, E. Q. Rewscisvsn and A, M, Crawe, Fasz Asiz The Meodern
Transformation, Boston, 1965, p, 115,

(5) R. P. Dors, Education in Tokugaws japan, Routledge, London
Western contact in the Tokugawa period was with the Dutch whe had a trading post at
Deshima in Nagasaki harbour which was visited annuzlly by a ship from Tndonesia; Western
learning was therefore known as the * Dutch Learning »,

(6) The number varied as families died out or fiefs were
G. B, Sansom, fapan A Short Cultural History, New. York

(7) There were 420,000 samuraj at the end of the Tokugawa period, see G. B, Sawsom,
The Western World and Japan, Knopf, New York, 1950, p. 225.

(8) 2 million is the figure given by W, W, Lockwoon, The Feonomic Development of
fapan, Princeton, 1954, However, Ineng T, Tarurer, The Population of Japan, Princeton,
1958, p. 27, gives two alternative estimates of 1.2.1.8 million or of 3.8-4.0 million at the
end of the Tokugawa era fot the size of the impetial household, court nobility, the Shogunate,
daimyo, samurai, other military families and their employees and dependents, Fampang,
Russcraunk and Crate, Op. cit., P 185, suggest that the samurai elass (by which they pre-
sumably mean samurai families) was five or six per cent of the population or roughly five
times the proportional size of the degree-holding gentry in China,

s 1965, The only

altered by the Shogun, sce
» 1962, U 464,
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the country or change their job. The bulk of the population lived
very close to subsistence level. Livestock products apart from ChiC%
kens and cggs were totally absent from the diet. Centuries 01
peaceful development with limited resources had produced f'ruga
habits. The major check to population growth apart .from_ disease
and frequent famines was abortion in hlghcr Jevels of society and
infanticide amongst the peasantry. The evidence suggests that thcﬁe
had kept the population fairly static from the beginning of the
cighteenth to the mid-nineteenth century (9). .
The biggest city was Edo which already had a Populat19n 0
1.3 to 1.4 million in 1780 when it was probably the biggest c1tyhj111£
the world (10). Osaka and Kyoto were also large cities. The ¢ dc
industrial products were textiles, pottery, lacquer ware, copper gci:) 8,
paper, wax, tea, ink, fans, umbrellas, capfilcs, charcoal, sake, eain
paste, bamboo products, seaweed, and traditional c%rugs. Urban wor ii
shop production was organised by clans and gmlds. The ﬁ[éanaad
and monetary system was highly developed by Asian sta‘ndar $ arll1
as all daimyo were compelled to pass part of the year in Edo, the
market cconomy was reasonably widespread. However, technology
was isolated, most buildings were of wood, there Was.httlc construc-
tion of ships except for fishing, and wheeled vehicles were un-
1Mo,
Comlﬁl the last half of the Tokugawa period, the Shogun was usually
in financial difficulties, the daimyo were indebted to mcrc_hants and
the rice stipends of most samurai were bﬁlO\:V their nom.mal lcvﬂ.
The merchant class was prosperous, but subject to occasional arbi-
trary levies. The intrusion of foreigners helped Push the system to
its breakdown, In the 18508, American imperialism arrived in .thc
form of Commodore Perry and succeceded in exacting extra-territo-
rial legal and trading rights, The Americans were follovaed in tlﬁs
by European powers including France, the UK., Russia and the
Netherlands, These concessions were bitterly resented by the Japa-
nese, and the emperor refused to ratify the Shogun’s signature on
the agreements. ‘This external challenge revealed the backwardness
of the Tokugawa feudal system vis-a-vis the West, apd the ]_apancse
determined to preserve their independence by catching up.

See 1. B, Tasuesr, Op. cit., p. 22, . ) o
((2)0) See H, Rosovsky, Capitel Formation in Jepen 1860-1940, Free Press of Glencoe,
1961, p. 66,
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The Meiji restoration was inspired by reactive nationalism of the
type of Ataturk in Turkey, or of Nasser in Egypt, The reaction to
the threat of foreign domination was much sharper than in China
because of the presence of a very large class of educated but func-
tionless military men who were much more sensitive to the foreign
technical challenge than the scholar gentry of China who had
a sense of innate superiority to the West. The change involved
some. violence for about a decade after 1868, but it was a regenerative
revolution in objectives and mode of life by the existing ruling class.
‘The main dynamic clement in promoting modernisation in the civil
service and industry was the samurai class (11). Some of the old
meerchant houses did not adapt well to a capitalist economy, though
others such as the Mitsui became very powerful in the new Japan.
The fact that Japan reacted before colonialism had had time to
become properly entrenched also meant that Japan was more ready
intellectually to absorb foreign ideas and techniques than many
developing countries are now (12).

(b) The Meifi Period (13)

The Meiji reforms replaced feudalism with an up-to-date version
of European capitalist institutions. In 1868, the feudal property
rights of the daimyo and samurai were commuted into state pensions
and government bonds. The functions of the warrior class were
replaced by a modern conscript army. Internal restrictions on move-
ment of people and trade were removed. Administration was cen-
tralised, and the country divided into 46 prefectures.

The 1873 land reform gave titles to landowners and customary
tenants, freed the transfer and sale of land from feudal restrictions,
and imposed tax obligations equal to 3 per cent of the value of
land (or about a third of the crop), These heavy land taxes were used

(11) See Taxao Tsucmiva, © The Class Origing of Meiji Entreprencurs », Commitice for
Translation of Japanese Economic Studies, No, 32, Internationa] House, Tokye,

(r2) Sec Carmun Brackir, The Japancse Enlightenment, Cambridge University Press,
1954, for a biography of Yukichi Fukuzawa — a great populariser of Western culture who
had acquired the * Dutch learniag ” in Japan, learnt Foglish from ex-shipwrecked Japanese
sailors, visited San Francisco as a servant in 1860 and Western Europe in 1862 as * translatar ®
to a delegation negotiating the postponement of the opening of Japan tc foreign trade and
residence, He set up a schoal and wrote many books on the West,

(x3) The restoration of monarchical powers in 1868 coincided with the accession of
emperor Meiji to the throne and he lived to 1912,
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to compensate for the termination of feudal levies and to finance
the new administration, They supplied four-fifths of central govern-
ment revenue in the period 1868-80 (14) and still provided a third
at the time of the first world war. Their initial burden was similar
to the old feudal levies, but the tax had to be paid in cash and the
obligation was more rigid. Quite a number of sinall proprietors
were led into debt, bankruptcy and tenantry as a result of the high
initial burden of taxes, but the burden was gradually reduced by
inflation, at the same time as increasing productivity was adding to
farm incomes. The new landowners therefore expcrienccd an §11c-
viation of the previous feudal burden, but rents were s.t111.ma1nly
paid in kind, so that the burden on tenants was t?xplolta:clve. As
capital needs in. agriculture were small, the increasing savings sur-
plus of landlords was transferred to other sectors. The proportion
of land under tenancy rosc somewhat from 37 per cent in 1883 to
46 per cent in 1914 (15) but cultvation remained concentrated on
small plots of less than a hectare.

Internal markets were enlarged by the abolition of local feudal
levies on the movement of goods, and the economy was thrown
open to international trade. IndustrialisaFior} was '-1mt1ated by govern-
ment enterprises, banks, insurance, shipping lines, and- factorlc§.
After 1882 the government sold most of its plants to private busi-
ness. Most of the government enterprises were sold off at very low
prices, and the government gave many privileges an.d sul')su.hes to
industrialists, The Japanese merchant fleet of the Mltsubls‘_h]. com-
pany was helped on its way by the gift of government S.hlps (16).
There was a very close link between government anfl business, and
the modern sector was concentrated from the beginning in the very
large corporations known as zaibatsu (ﬁnanci.al clique). .

The period 1868-1881 was generally inflationary. As tax obliga-
tions were fxed this left a bigger portion of produccr‘s’ incomes frec
for savings, It also destroyed the samurai as a leisured clgss of
rentiers with no economic function, Most of the samurai had
received inadequate compensation for loss of their feudal incomes

(14) See Smierro Tsunu, “ The Take-off in Japan ®, in W. W. Rostow, The Economics
of Take-off into Sustained Growth, Macmillan, London, 1963, p. 146, ]

(15) Cf. G. Rants, * The Financing of Japanese Economic Development *, The Hconomic
History Review, April 1959, p. 447

(16) See Fammpang, REISCHAUZR and Crarg, Op. ok, p. 254.
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in kind, and these fixed incomes were now further reduced b
inflation. On the other hand, the daimyo had been so handsomely
compensated that most of them became wealthy capitalists,

A major precondition for growth was the existence of good
administration and an authoritarian bureaucratic regime bent on
achieving its aims and reinforced by a spartan military tradition of
obedience and hard work, In respect of the role of public or private
enterprise, the allocation of tax burdens, and the promotion of new
technology, the governmental attitude was flexible and pragmatic,
secular and scientific and not doctrinaire. There were no strong
religious or ideological obstacles to a policy of growth,

Another important aspect of Japan’s situation as compared with
many developing countries today is that she had a homogencity of
race, language, and law, so that she did not have to spend her
energies on ventures destined to create a sense of national pur-
pose. She was a relatively large country with a big enough internal
market to permit optimum scale production in many modern in-
dustries. Furthermore, the technological gap between Japan and
the most advanced countries was smaller than that between devel-
oped and developing countries today. In the 1870s Japanese pro-
ductivity levels were probably about a fifth of those in the U.S.,
whereas the present gap between developing countries and the U.S.
is at least twice as large. .

For the first rather disturbed decade of the Meiji period we
have no figures on G.IN.P. movements, but for 1879-1913 the G.N.P.
growth rate was 3.3 per cent a year according to the most recent
estimates (17). An earlier estimate suggested that agricultural output
grew at 3.7 per cent a year in this period and industrial output
at 7.4 per cent,

Side by side with the modern sector there was an expansion
of traditional small-scale industries as population and income rose.
These had not been destroyed by colonialism as were Indian cottage
industries. Some of them were adversely affected by new technology
and trade possibilities, but many others catered to strongly ingrained

{7} See K. Ouxawa and H, Rosovsky, Op. cit, This source does pot give 2 breakdown
of G.N.P. by industry of origin as did K. Qurawa's earlier book, The Grow:h Rate of the
Japanese Bconomy Since :878. 'This latter source had been revised downwards considerably
in its overall assessment of the growth rate but this dewnward revision is presumably mainly

concentrated on the service sector, and the figures cited for primary and secondaty sectors
may still he reasonably valid.
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Japanese consumer preferences and living habits, and were not
adversely affected by economic growth, _ The impact of modernisa-
tion on traditional products and on traditional modes of production
was therefore remarkably smooth. |

The major reasons for the economic growth of Japan up to the
first world war were: (a) the commitment of the government to a
policy of economic growth involving vigorous efforts at institutional
reform, and drastic fiscal and monetary measures; (b) the .cfforts of
the government to transfer and develop a technology suitable for
Japanese conditions; (c) the opening of a completely closed economy
to the benefits of international trade. Some authors have stressed
the importance of high savings rates in Japancse gro.wt.h,_but the
savings rate in the Meiji period was no higher than it is in many
developing countries today. ‘ . 8

The degree of success in creating and adapting an appropriate
technology was particularly noticeable in agriculture where labour
productivity grew by 3.6 per cent a year for 35 years W]th' al nagi
ligible fixed investment of about 4 per cent of gross agricultura
output, Agriculture provided qo per cent of the increase in output
between 1878 and 1913, it supplied the bulk of government revenue,
most of the savings of the economy, half of forcign .exchangc require-
ments (by exports of silk and tea), fed an increasing population to

improved standards, and permitted the increase in the labour supply

to be absorbed by other sectors. o ‘

In the Meiji period, Japanese militarism d.ld not have as un-
favourable effects on growth as it did in later times, though it was
a very substantial burden. Military spending reduced the amount
available for savings, because it absorbed 6.2 per cent of G.N.P. in
the period 1878-1913 (18). Some authors have suggcste.d that suc-
cessful and successive wars were an important factor in Japanese
industrialisation. (1g), or that they helpcc} to gain Iapafn rr}arl%eis.
However, Japan could well have done Wltl’l(:)ut these stimuli. ; I3
positive results were to prevent Japan becoming a col.ony or sp c'ri
of influence of other aggressive powers, and to provide substam_la
war indemnities in foreign exchange. She was also able to abolish
the earlier treaties which had granted the Western powers extra-

(18) See Kowcen Ewmt, Gowsrawmeni Fiscal Activity and Economic Growth in Japan
18681960, Kinokuniyva, Tokyo, 1963, pp. 140-2.
{19) See Smigrro Tsuru, Op. i,
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territorial rights and tariff privileges, Japan’s military success in the
Sino-Japanese war of 18945 brought a large indemnity from China,
and the cession of Formosa and the Pescadores. She shared in the
indemnity due from China to the Western powers after the Boxer
rebellion. She gained Southern Sakhalin (Karafuto) and concessions
in China after the Russo-Japanese war of 1905, and annexed Korea
in 1g10. Exploitation of colonies did not really contribute to the
economic surplus available for savings, for the cost of acquiring

them was heavy and Japan madc considerable investments in these
countries.

(©) 191338

191338 was a time of troubles for most economies as growth
was adverscly affected by the first world war and the great depres-
sion. Japan fared very much better than other countries, Her
G.N.P. growth in this period was 4.4 per cent a year — faster than
in the Meiji era, Unlike the European belligerents, she did not
suffer physical destruction or manpower losses during the first world
war, military expenditure was not so large a share of G.N.P., her
capital formation continued at a high rate, and her trade and ship-
ping carnings prospered in a world where demand was high and
normal supply lines greatly restricted. She suffered sharply from
the 192021 recession, but the later 19205 were a tifne of boom.

Japan’s response to the Great Depression was to depreciate the
yen enormously. Her terms of trade deteriorated and her income
was adversely affected, but contrary to the experience of other coun-
tries, her exports rose in 2 period of sharply contracting world trade
and production continued to expand, From 1931 onwards Japan
was engaged in adventures against China, and military output
accounted for a good deal of her production dynamic in the 1G930S.

Agricultural output grew at only 0.8 per cent a year compared
with 3.7 per cent in the Meiji period (20). The slower growth was
due to several causes. At higher levels of income, Japanese demand
for food was no longer so elastic. The technological opportunities
for further output gains were becoming limited on. very small hold-
ings with almost no machinery. Export markets for agricultural
products were prticularly poor, and raw silk exports fell catastro-

(20) See K, Omrawa, Op. ot
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phically after 1931. There was increasing competition from food
imports supplied by the colonies,

Tndustrial output during this period rose a little more slowly
than 1t had earlier, but as industry was a much greater share of
total output, its contribution to G.N.P. growth was greater. Indus-
trial productivity rose much faster than it had carlier.

The rate of investment from 1913 to 1938 was considerably
higher than in the Meiji period, but if Japan had had a maximum
growth strategy there is little doubt that it would have pushed
investment even higher. By this time, Japan’s capacity to absorb
capital was much higher than in the Meiji era, as she had already
made such a heavy commitment to education and technological
adaptation, Tt must be admitted that in a country heavily dependent
on international trade, it would have been difficult to have followed
a policy of faster growth in this period of world recession. Limita-
tions of natural resource endowment and market size would have
made a Soviet-type policy of autarky rather difficult, but a switch
of resourccs away from aggressive military ventures might have

added a good deal to growth.

(d) War, Catastrophe and Recovery 1938-55

The impact of war was catastrophic. During the war, capital
formation was reduced, and there was massive damage to Japanesc
cities from conventional and atomic bombing. Most of her merchant
marine was sunk, and the very large build-up of military output
and capacity had no immediate postwar uses. Japan lost her colonies
in China, Korea and Formosa, where it had made large investments.
Karafuto and the Kuriles were lost and Okinawa ceased to be
a normal part of Japan. The colonies and China had accounted
for half of Japan’s trade. Furthermore, Japan had to absorb
nearly 5 million repatriates (half of them civilians) from the ex-
colonies (21). Defeat involved unconditional surrender and foreign
occupation for six years in which the occupying power broke up
the zaibatsu and other Japanese institutions, carried out a land
reform, promoted trade unionism and democratised Japan in its own
image. Whatever their social and political consequences, many of
these reforms adversely affected production and export incentives.

(21) See 1. B, Tasuser, Op. cit., pp. 344G,
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During the occupation, polic i ] '
perspective secmcg pf:ssi,m.li)stic.y o deﬂatmﬂar}’ nd the growh
. Independence, plus the Korean war boom, gave a great rest
ative Allip to the economy and brought back conﬁdencegto its ent?tl;
cpézile;fls(,}sl% 1t3h31;r 11)1y 1955 ]apancscs investment had risen to 26 per
! f 2. There is some variation between the different indi-
ors of Japanese growth from 1938 to 1955, so that it is not quit
clear Wl?cthcr 1938 output was regained in 1952 or 1954. But itqwaz
got ‘u.rml after 1955 that 1938 productivity levels were regained.
oreign trade was still a quarter below prewar in 1956, Thus th
recovery of Japan was delayed more than that of German ands s
probably not really completely eliminated as a factor 1}_;1 rowfli
unt_ll the late 1950s. This is in striking contrast with Ja an% ¥
perience as a result of the first world war, e &

(¢} “ Explosive Gromth” - 1955464

From 1955 to 1964, G.N.P, grew by 1o.4 per cent

}Ilallpan experienced a rate of growth with};ut };}agllcl in ticylc)j'z,vﬁjtllci
ilstory of any gountry_(zz). Ohkawa has justly characterized this

phase as one of  explosive ” growth, The major source of dynamism
in the economy has been industry. This has always grown fast in
Japan except for 193855, but its growth rate after 1955 was tryl
spectacular in terms of both production and productivity. Table .
Ezghaps dnot‘q.uite' consistent with our estimates of ovérall out?nii
and. jrpr;;1 01‘1;1;11;:612;&111 Table 3, but it does give an idea of relative

There have been massive structural changes in the ccon
bBctuI/)cen 1955 and 1964 the number of WOI‘kC%S in agricultl(jrcf IE:li
0y about 4 million, and the share of agriculture, forestry and fishin
;n total employment fell from 40 per cent to only 27 per cent IIg:[
act this was the first time that there had been a substantial fall in
the absolute number employed in agriculture though the proportion
n agriculture had been declining since the 18708, As a 'resﬁcl)t th
non-agricultural labour force rose by 39 per cent in 9 years — mucl?

22) How i i
1913-3§ )Ia ;):;cvi, grov;th in the I:'wenty-szx years 1938-64 was no faster than in the period
poezs ] ﬁ.l a(j Esz:lua,ci-grzs ﬂmt" growfth lin the x955-64 period may also overstate growth somewhat
: chation of the output of the service sector
e : . : . e sector, but the overstatement is
¥ to be large enough to invalidate our general conclusions from the present evidence
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obvious that this
Il be reduced in
re is still higher

. . ) o
faster than in any other major countjily, It 1stiq1111 ‘:ri
particular feature of Japancse growth potentia

i lation in agricultu
future. The proportion of popul ‘ ;
than that of fnoi West Europcan countries, but is about the same

as Ttaly. ’ Tasis 4
OUTPUT GROWTH IN JAPAN BY SECTOR
[ - | Goods Producing
Primary Scctor Seeondary Sector Sectors
\ ’. 4.5
1848-1913 | 37 (/’ 4 o
1913-1938 . 0.8 9 v
o, .
1938-1955 24 ;59) 107
19551963 .. °9 :

and 193851 from p. 232-4;

Source: 1878-1938 from K. Omkaws, Op. cif, D, 248, Tokyo.

1955-63, unpublished figures supplied by the Economic Planning Agcncy,
9 | TABLE 5
PRODUCTIVITY GROWTH IN JAPAN BY SECTOR

- Goods Producing
Primary Secter Secondary Sector Sectors
1.9
et 2.6 2.9 3
1878-1g13 . - o5 26
1913-1938 . : .
8 n.a, | n.a. o
1G38-1955 . R 2.3 N
1955-1963 . 4

X 1 employment 1878
Source: Outpur figures frnmlTablc 4 and em| /
cit., p. I45; 1955»16333 from unpublished fignres of the Economic

idi is transformation has no parallel in_ Europea}n
The rapy o thﬁsﬁjri: of agriculturc did fall considerably in

It shows that Japanese demand for
has

i i in the
absorbed the large influx from agriculture, the large Elcrcagctiil e
labour force, as well as the underemployment already existing

countries, although the

Germany, ltaly and France. It
labour iSII; the industrial sector has been extremely heavy.

the industrial sector (23).

[ illi hase working b
{27) Hiromi Arisawa quotes 2 figure for 1954 of ¢ million persons whose

averaged less than 34 hours a week, see

i

-38 from K. Onrawa, Op.
Planning Agency, Tokyo.

ours

! apanese
“ Low Wages and The Structure of the Jap
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It is noteworthy that the fastest rise in output in Japan since
1955 has been in  heavy industry ”. Qutput in this sector rose to 470
per cent of 1955 by 1963 compared with an increase of 206 per cent
for light industry — an annual rate of 21.0 per cent compared with
9.4 per cent (24). This was a reflection of the increasing share of
investment in total demand — from 26 per cent of G.N.P. in 1955
to 37 per cent in 1962, The increase of demand has been concen.
trated in sectors where productivity growth was particularly fast.
It is clear, however, that the demand for the products of heavy
industry cannot go on increasing at this rate for the share of heavy
industry in total industrial output is already higher than in other
industrial countries.

The rapidity of Japan's growth was certainly due in part to
its economic backwardness and the technological opportunities which
this presented. Furthermore, her relative degree of backwardness
(measured in terms of relative productivity levels) was substantially
greater in 1955 than in 1938. In 1955 U.S. productivity was about
one-third higher than in 1938, whereas Japan was only just regain-
ing prewar levels. Japan still has a good deal of technological leeway
to make up as her absolute level of productivity is even now only
a little over a third of that in the U.S. But the gap between Japan
and Europe has now narrowed considerably, and she may find it in-
creasingly difficult to get a reasonable pay-oft on such high invest-
ment rates,

The major reasons for the explosive Japanese growth since 1955
are as follows:

(a) the unprecedentedly high level of investment. The average
for 1955-63 was about 33 per cent which is twice the level for 1913-38
and more than three times the pre-rgr3 level;

(b) the labour supply rose faster than population, whereas in
carlier periods it had risen more slowly;

Economy », Committee for Translation of fapanese Economic Studies, No, 25, International
House, Tokyo, Sinece 1955 there has been a drop in the propertion of industrial workers in
small low-productivity firms. In 1955 20 per cent of manufacturing employees were in firms
with 1 10 g employees, 40 per cent in firms of 10 to 99 employees, and 4o per cent in bigger
firms. In 1962 the Proportions were 13, 39, and 48 per cent respectively, see Japan Siatistieal
Yearbook, Office of the Prime Minister,

(24) This degree of disparity between industrial branches was even more extreme than
that in the U.S.5.R, from 1928 to 1940, where these branches rose at 19.7 per cent and
I1.8 per cent a year respectively,
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(¢} the very high level of demand brought labour out of low
productivity work in very large quantity;

(d) the international market environment offered scope for
rapid growth of exports, and the flexibility of the Japanese economy
in terms of both production, quality and costs enabled her to be
highly competitive, Japanese export volume rose nearly 15 per cemf
a year from 1955 to 1964, or more than twice the world average;

() Japanese military spending has only been abouti I per cen;
of G.N.P, since 1955, whercas in the ten years 1930-39 it average
g per cent and in 1920-29, 4.9 per cent. This demilitarisation frced_
financial resources for investment, particularly by government, but
also ensured that all the best technical brainpower (25) was de\.foted.
to civilian purposes (e.g. the management and entrepreneurship of
the Sony company was detived from the military sector);

(f) her educational effort was superior to that of much more
advanced countries, Her stock of engincers increased threefold in
the 19508 — an achievement paralleled only by the US.S.R. — and
the number of engineers and other highly trained people per he-a-d
of the labour force is close to that in Western Europe. Her capacity
to absorb capital and wse it efficiently was therefore high.

Il - Level of Productivity and Use of Resources

In 1964, Japanese productivity in the economy as a whole (26)
was only9 j:é, ]_161}’) cent ol; that of tjirle U.S., but it had reached about
two-thirds of that in France and Germany and three—guarters of that
in the U.K. Japanese income levels are higher relatively than pro-
ductivity because the employment potential of the population is more

(z5) Sec the remarles of Saburc Ckita on the skill reserves, freed by ([.ﬁfliilitarisatlin;
“ During the second half of the 1g3es, the Japanese econony primarily Sﬂ:ve‘li .méht‘lr.y pur]g;){.l(l:V
and in 1937 it was placed on a wartime focting, The hcaYy and chemieal in u-;trles r:{ieer,s
grew to meet the demand for munitions and military supplies, and the demand : ar eng e
and skilled workers increased enormously. The gnvemmen:t g.rea-tly -cxp:lnded 1.1.16‘ secoE‘n;’éf
and higher technical education system and established public mstlul)tlons fo%‘ tramm‘g E 1f0r
mechanics, At the same time it ordered large manufacturers to provide vocatmrfal traunn‘]l]glI "
skifled occupations, Thus, during the Second ‘.IVOI'}({ War, sccondary land hlg!ljler t;wlze;
education made great strides ®, * Manpower Policy in Iapa::n " .Imequ‘tonal [:ahaur Egultﬁj

(26) For a comparisan of industrial output levels (which is consistent ‘Wlt o;r r o
see Mrvone; SHivoHamra, © International Compatison c:E the I.eve.ls of Inclust‘nal grc.)_ uc%zi: "
1958 *, The Developing Economics, March 1965, Institute of Asian Economic Affairs, ¥
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fully mobilised than in the U.S., with more of the population in
the labour force, less unemployment and longer working hours, The

age structure is also more favourable to labour force participation

than that of the U.S.

The share of consumption in Japanese G.N.P. in 1962 was only
54 per cent compared with a West European and U.S, average
of 63 per cent. Japanese consumption standards are, in fact, only
two-thirds_of those in advanced West European countries but they
arc about the same as in Italy, The diet is now closer to European
levels than in prewar years and as a result young Japanese are much
taller. Consumption of housing, automobiles and furniture is rela-

TaBLE 6

LEVEL OF REAL QUTPUT, PRODUCTIVITY AND QUTPUT PER HEAD 1964

Real GNP | Output | output

| at U8, | per Head | per Man Ofltpm

Population | Remployment Annl.}nl Relative | of Popula-| Em- [P Man

000y 0003 Working| pyjeeq tion ployed | Hour

Hours 1__ _ | e |_ —

U.8. =100

France 48,417 19,866 | 2,121 17 69 64 57
Germany . . . 56,007 25,026 2,100 22 76 63 57
Taly . . . . . 50,055 19,799 | 1,045 13 48 47 46
Japam . . . . | 96,9016 46730 | 2,184 28 55 44 38
UK, . 54,213 25,431 2,256 20 7o 56 48
UsaA, . .., 102,119 23,005 | 1,007 100 100 100 100
USSRk, . . . 228,810 105,710 | 1,068 68 55 47 46

Source: Population from UN, Mouthly Bullein of Statistics; Employment for Western
cauntries and Japan from Q.E.C.D, Manpower Statistics, U.8.5.R, relationship of employment
to population extrapolated from 1g60 figure in A, Mappison, “ Sovict Beonomic Performance "
Banca Nazionale del Lavoro Quarierly Review, March 1965, Weekly working hours from
LL.O. Yewrbook of Labour Statistics, Geneva, 1964, pp. 286-8, Annual holidays from
A. Manvwow, Economic Growth in the West, except Japan and Russia where an 11 month
working year was assumed, G.N.P. for France, Germany, Italy, UK, and U.8.A,, figures
for 1955 arc given by Milton Gilbert and Assaciates, Comparative National Products and
Price Levels, O.E.E.C., Paris, 1958; these were extrapolated 1o 1964 with data supplied by
O.E.C.DD. National Accounts Division, Japan, 1960 purchasing power patity ratios for con-
sumption at U.S, weights were obtained feom A Study on International Comparison of Levels
of Living (in Japanese), Institute of Peaple’s Living, Tokye, March 1965, These were assumed
velid for G.N.P. as a whole and used to convert ven figures for G.N.P, supplied by the
Economic Planning Agency. 1960-64 G.N.P, movement from data supplied by Q.E.C.D,
national accounts division. For the U.8.8.R., the national product estimates of Morris
Bornstein for 1955 in “ A Comparison of Soviet and United States Naticnal Product ",
Comparisons of the United States und Sovies Economies, Part 11, U.S, Congress, Joint Fco-
bomic Comtmittee, 1959, p. 383, extrapolated from A, Mabpison, © Soviet Economic Perform.
ance ”, table 6 assuming growth rate of 5.0 per cent a year for rgfo-64,
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tively low, but high in household mechanical gadgets, .rad1o, tclljevp
sion, cameras and textiles. Health standards and facilities arc about
as g,ood as in Western Furope and educational opportunities are
better. . '

Investment in the 1960s was about a third of G.N.P. -— mucfi
higher than in any West European country. However, the |)1‘1ch:1 0
investment goods is higher relative to consumer goods in Japan t zu:i
in Western countries, so that the Japanese investment c?Pfort 1? tea
terms may be somewhat overstated by figures at official exchange
rates, . o

Government current expenditure on goods a1}d services in Japan
absorbs only about 9.1 per cent of G.N.P. This is lower tﬁan'ﬁl
most Furopean countries, largely because Japan has very small mili-
tary cxpenditures,

TABLE 7
DISTRIBUTION OF RESOURCES BETWEEN CONSUMERS,
GOVERNMENT AND INVESTMENT
(Percent of G.N.P.)
Current }
Militar Forelgh
Cousumption gs;?;;f;?; Expclnld;iltlljlfre Investment Balance
Expenditure
0.2
France ., . . . 65.4 8.9 4.6 22.2 -
Germany , . . . 57.1 11,1 4.4 20. 3
Imly . . . . . 62,2 {13.1) (2.7) 24.0
Japan . . . . . i 54,3 8.1 1.0 3{65.6 (I)i
UK, . . ... 63.2 12.4 2.0 16,5 0.
UsaA . . .. 62.8 8. 9.8 .y .2
U.S.5.R e 48.0 10.8 13.1 28.1 o

. r E.C.D., General
: France, Germany, Iraly, U.K., U.5.A, for 1963, from O.E. ,

Sxﬂﬁxtzif”?}ili[uaryalgﬁs. The UB.FS. figures for investment have been acli]t:stchﬂligxzﬁl{i’;tb)lzloﬁs—
billion o aliow for government spending on machinery and equipment, e o
military expenditure of the U.S, was reduced by a srlnﬂarhamouiat,se ég%cncgﬁgure n
unpublished figures of Feopemic Planning Agency, Tokyo, The Japane fonce feure o
frolin the budget as quoted in the Japan Stasisical Yearbook, 1964, p. 4[171 e esio
fignre is an estimate, U.S.8.R, 1055, A, Brencsow, The Real Nanonal Inc

Russia Since 1928, Harvard, 1961, p, 237.

Il - The Japanese Business Cycle

Before the first world war, the Japanese economy S(hl'lfli;i
greater instability than the developed Western countries. hnt1 he
turn of the century, half or more of its output was in the ag
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cultural sector, and this fact alone gave it substantial volatility as
crop fluctuations could produce major variations in G.N.P, just as
they do in developing countries today. In the first world war and
the interwar period Japan’s growth was steadier than that of Western
countries, chiefly because competitiveness enabled it to keep up ex-
ports, and military spending added greatly to domestic demand.

TarLn 8

EXPERIENCE OF RRCESSION IN TOTAL OUTPUT 18g0-1964

Maximumm Cyclical Fall in Real
GNP from Peak (2) 10 Trough
(nnnual datay

180a-1913 1920-38 1655-64 7890-1g13 1020-38 1555-64
Prance . . . ., . ., na, 8.0 0.0 n.a, 61 o
Germany . . 4.0 16,1 0.0 17 46 0
Raly . . . . L L 5.2 4.3 0.0 43 39 o
Japao . ., 11.% 2.8 0.0 52 6 0
U.E. e AT 2.9 2.3 43 23 8
UsA. . o L L. 8.3 28.0 1.7 22 50 53
Sowurce: Same as for table 1,
() Refers to peak within the period mentioned,
TABLE ¢
EXPERIENCE OF RECESSION IN INDUSTRIAL QUTPUT 1956-G4
’7 Maximum Cyclical Fall from Deak Percent of Quarters
o Trongh in Quarterly Index Below Previous Peak
France . R 4.2 26
Germany . . , , . | 1.6 14
Tealy . 4.8 17
Japan . . . L, 6.6 20
UK, 2.7 40
U.5.A. 2.1 43

Source: O.E.CD. statistics division. Data are seasonally adjusted,

In the postwar period Japanese G.N.P. has never declined on
an annual basis though growth flattened out in 1958 and the growth
rate has varied considerably from year to year. In the industrial
sector, Japan has had greater fluctuations. It had the © Dodge »
recession of 1949, induced by the deflationary policies of the occupa-
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31 ,.
. . _ .
tion. Industrial output dipped sogncwhat H'Id Iggf;, a;l:jcx;; i ;v;ssg
' in industri mid-1 1958,
11 in industrial output between I
7 ber cen ip i If of 1962. The amplitude
ight - the second half of rg62.
and another slight dip in : ‘ : nplitude
i i trial recessions has been mild,

d duration of postwar indus ] : . :
a?ven the much higher trend in Japanese industrial output, gs V(fla
tility has been somewhat higher than continental Euarope, but less
than that of the U.S.

TABLE 10
EXPERIENCE OF EXTERNAL RECESSIONARY INFLUENCE
Maximum cyclical fall from peak to trough in volume of exports (annual data)

i 1890-1913 1920-38 1955-04
W
France .o . _Ti5 4’7.3r :.0
Germany . . . . . . 4.7 49. i
Ttaly n.a, 31.9 oo
Japan e e 14.7 8.9 iy
UK PN 8.9 373 3 .q
U.’i A - 10,9 48.5 4.5
SA L 00 iy
World 2.7 20.8
. Tabl i
Sozrce: See Table 19 _

TRANSMISSION OF INTERNAL RECESSIONARY INFLUE.NCE]. o
Maximum cyclical fall from peak to trough in velume of imports (annual dat

18501913 19230-38 I 1955-04
France e I1.0 280 ?]3
Germany  , . . . . . 5.4 40.5 | oo
Ttaly , ' n.a, 53.2 ! Ié °
Japan e e e 24.8 35.1 : 2.0
UK. . . . . 3.2 13.0 ‘ 6. ’
U.S..A. Vo e e, 4.1 19.6 ; I.O
World . . . . . . . ! 2.7 26,8 l .

Souice: See Table 19,

: : B
‘The most volatile item has been investment, pargcularly lﬁvik
tories, though Shinohara (27) has suggcste-d that the inventory cy

{27y See M. SEiNoHaRa, Op, ¢if., pp. 194-7.
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has been statistically exaggerated,- Japan has a much higher ratio
of inventory and fixed capital investmene than Europe, and about
the same ratio of consumer durable to total consumer expenditure,
s0 that one might expect its G.N.P, growth to be less stable than
that of Furope as these arc the most volatile components of demand.

Japan has always had a very rapid growth in exports in the
postwar period, but has had substantial fluctuations in her imports.
This has produced a sharply cyclical balance of payments — quite
different from that of the major European. countries which have
tended to remain in either chronic surplus or deficit. The declines
in imports have largely been due to the efficacy of policy which has
had a much sharper bite in alleviating payments problems quickly
than has been the case in Earope,

The Japanese financial market is less solid institutionally than
Europe, and business has been more dependent on bank finance,
so that a check to growth brings a large proportion of firms close
to bankruptcy. Price competition js sharper in Japan than in Europe
and government anti-cyclical policy has been more severe, This has
imbued business psychology with greater cycle-sensitivity than in
Furope. Japanese government and academic chinking” has also
remained more “ business-cycle ” conscious than Europe, because of
the bigger intellectual influence of the U.s.

The postwar price climate has been similar in Japan to that in
Western countries. The steady pressure on prices and imports are
the best indicators of the continuously high level of demand. Al
though in some respects there has been greater price flexibility and
competitiveness than in Western countrics, the postwar period was
one of substantial price increase, with little evidence of downward
mobility in overall indices. This contrasts with the prewar period;
there were substantial declines in the 1880s, 1890s, 19208 and 1929~
1931 (28). In the carlier periods this variability was due partly to
instability of prices associated with crop variations in an agricultural
country, but it was also a reflection of bigger variations in demand,
and of deflationary policies in the 18805 and 1931,

The postwar period has been one of high demand as in Europe.
After the occupation period when policy was deflationary and incen-
tives were affected by purges and institutional reforms, demand was
given a substantial push by the Korean war boom when Japanese

—_—

{28) See K. Onxawa, Op. ait., p. 130,
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industry had spare capacity apd was not occupled with mlh{iéﬁ
production as were other countries. At the same time Iapap rcgri]mic
its political independence and started on an exp.a'nsmmit eco omic
policy, with what seemed at the time rather ambitious pl ans.mS has
also made very full use of a wide range of. monetalry 1?6'::513111 0
direct controls to keep this demand at high lev_c 5. 1sc§ prf1 z
has not been as active as in some Euro_pca_n countries, bl}llt there hav
been successive and substantial tax reductions to offset \;V }? 1nc1;'czljls;1(1:%
yields of the highly progressive tax structure (29) cnresa ; ce
of payments difficulties emerged, shz}rp cor'rcctgc mea;suEum ere
taken, Thus postwar Japanese recessiofis, like those o o t]; an
countries, have largely been induced by government cor%'cc Lo
ovetheated economy, Government policy has led to greilterl_vo Wittlylr
than in Europe but has also been more successful in dealing

payments disequilibria,

IV - Factors Affecting Growth Performance

We must now try to analyse the contribution of different ele-
ments of policy to the remarkable economic performance of Japan

since 1868.

(a) Technical Assistance from Abroad

Under the Tokugawa Shoguns there had been no modern cldué
cation or universitics in Japan, though some Western 1efxrn1ng_ ﬁa
penctrated in medicine and science, Traditional cducation d\mtt 3
heavy content of Chinese classics was not a monopoly of an eduE:i ;:1
priestly caste but was widespread amongst thf? samurai ﬁn ny
secular in character. Immediately after the Meiji reforms, t dc bgovcrh;
ment sent people to study in various European countrleslan 1 ;‘oslgegm
in foreigners to help set up a mode.rr% army, navy,1 egs Yht ‘iI;
public health service, police and administration. It a ’s,Ic? kroug L
foreigners to teach in the new Imperial University in E;) 3£Jo :inners
help in new research institutions. In 1872 there wferc 3 58 (ér gwas
in government service, and the cumulative total from 1870-95

a revi 1 ¢

{2¢) Sec the economic survey, Japan, 0.E.C.D., july 1964,lfor a 11:':;1e§ﬁ: (}fa ]q':Finebsy
anti-cyclical policies, See also * National Planning and‘Economuc Gr?wl ;'m Bfg,okings
T W}ata-nabe in B, G. Hickman (ed.), Quentitative Planning of Economic Policy, s

1505.
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3,916. Their average salaries were ten times as high as Japanese
received and their cost was a substantial burden. The cost of foreign
technicians was forty to fifty per cent of the budget of the Ministry
of Industry over the whole period of its existence, Foreigners were
also employed in economic enterprises (c.g. 224 foreign officers in
Japanese stcamships in 1894). Between 1868 and 18g5 the govern-
ment sent Gor students overseas. Government officials and business-
men made trips abroad to pick up foreign ideas. From 1868-95, 3,783
government officials went abroad, This tradition has continued in
highly organised form to the present day in both government and
business. The tota] cost of foreign technicians and study abroad
amounted to nearly 6 per cent of the central government budget
from 186872 (30).

The Japanese themselves paid for all of this technical assistance,
and for this reason probably used it more effectively than its modern
analogue which usually comes to developing countries as a gift, As
all of these people were paid by the Japanese they also had to con-
form to what Japan wanted instead of imposing foreign ideas,

Use of foreign personnel was, of course, a short-term expedient,

but it helped to launch Japan quickly on the path to self-sustaining
growth,

(b) Education

Japan. redesigned its education system to produce modern skills.

In 1871 the Ministry of Education was established, and in 1872 the

school system law was established, At first the Ministry did not
have control over all phases of education, but its powers were con-
solidated in 1886. In 1873 28 per cent of children attended elemen-
tary school, by 1886 it was 46 per cent. Japan did not go in for
mass education quite as quickly as developing countries are doing
now, and she thereby avoided the wastefully high drop-out rates
currently so characteristic of education in developing countries, where
many children attend school for only one or two years and do not
acquire literacy. In Japan, mass education was effective in producing
literacy in the pupils who received education, and this helped con-
siderably in diffusing new techniques, patticularly in agriculture.

{30) See Korewr EBwmr, Gowernment Fiscal Activity and Economic Growth in Japon
1868-1960, Kinokuniya, Tokyo, 1963, pp. 11424,
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In 1886 four years of schooling were made compulsory, and in 1507
this was extended to 6 years, Vocational schooling was stressed and
modern university faculties were established as well as two agricul-
tural colleges. Higher technical schools were established for medi-
cine, military science, navigation, commerce, and fisheries. Tokyo
Imperial university was established to train civil servants and research
Imstitutions were set up,

(c) Diffusion and Development of an Adppropriate Agricultural
Technology

With the Meiji restoration the Japanese government became very
active in promoting and diffusing technological change favourable
to economic growth. This was particularly true in agriculture, where
the government set up a network of specialised research stations,
provided advisory scrvices, diffused techniques, and created a tech-
nology suitable for small-scale agriculture.

At first the government attempts to promote agricultural tech-
nology were based on the idea of borrowing British and American
techniques of extensive agriculture and mechanisation. They were also
concerned with vocational training and land reclamation designed
to produce an occupation for the displaced class of samurai. These
techniques had some application in the new farming area in Hok-
kaido. But they had little applicability to the bulk of small-scale
Japanese agriculture, and the government switched from promotion
of Western techniques to improvement of traditional practices and
it sold off its farm-machinery factory in 1888.

The improvement in internal communications in goods and per-
sons after the abolition of feudalism did a good deal to permit spread
of best practice techniques, particularly for rice seeds, and the policy
of combining heavy tax burdens and price incentives was an excel-
lent stimulus to productive effort. The government fostered the pro-
cess of internal diffusion of technology in 1885 by picking out veteran
farmers plus graduates of the two agricultural schools (Sapporo,
founded 1876, and Komaba, 1877) to act as itinerant teachers. In
1893, the government set up national research institutions, as well
as experimental stations in each prefecture so that research findings
could be adapted to climatic needs of different regions, The pre-
fectural stations also took over advisory responsibilities from the
itinerant teachers, Extension work in the form of written directives
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TABLE 12

1880
915
1940
1950
960, .
63 ..

Primary und lwo sccondary

levels, cnrolment as per

cent of population aged
5-1%

Upper  sccondmy enrol-
ment as per cent of
population aged 1519

Higher Lducation enrol.
ment as per cent of
population aged z0-24

1.0
ar.o
45:9
70.8
82.4

92.1

0.3
1.3
35
5.2
8.6
10,2

Sotiree: Research section, Ministry of Education, Tokyo, unpublished study.

PROFESSIONAL PEOPLE PER 10,000 POPULATION Thorx 13
Vrimary Teachers | Secondary Teachers | Engineers, Scientists Fhysicians
and Agrehomists and Dentists
1880 19.8 0.4 0.04 2.1
1915 31.0 34 13 7.7
1940 40.4 8.9 6.2 12.5
1920 37.2 35.0 10.3 12,5
1960 . 30.2 Jo.0 31.0 14.6
963 83.0 40.3 a,
Source: Rescarch section, Ministry of Education, Tokye, unpublished study
TapLE 14
PROFESSIONAL PERSONNEL AS PERCENT OF LABOUR FORCE 105G
Engincers, Scientists Physicians, Dentists,
and Agronomists and Pharmacists
France . . o.8 o
Germany (F.R.) n.a, o.;
Lealy 0.9 015
Japan o .
7 (@) 0.4
UK, 1.0 0.4
U.S.A, . 1.5 0.6
U.S.8.R. I.2 0.5
(a) 1960,

Soupce: A, Mabnwsox, Foreign Skills and Technical Assistance in Economic Develop-

ment, O.E.C.]?. Development Centre, Paris,
Hospital Establishments, W,H,0., Geneva, 1962,

1905, Statistics of Health Perconunel and

and table 13,
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and pamphlets was greatly helped by the early impact of literacy.
There were also agricultural continuation schools with evening
teaching, ' _

Th%r: govermment sponsored knowledge of best foreign [?rafitlce
by translations, and by bringing in fo.re1gn experts. After aban t9rtl—
ing British and American techniques, it brought in German scientists
to adapt new findings in chemicals and fertilisers to Japanese con-
ditions, as well as Dutch agricultural engineers. It pl:omotcd dmcct—

13, ‘ :
ings and associations of farmers to discuss farm techniques and pro
mote exchange of seeds. . o

The major reasons for improved output in the Meiji period were
improvement in seeds, and increased input of fertiliser (consumption
rose 30 fold between 1878 and 1913).

“'T'he selection and breeding work was aimed chiefly at developing

varictics characterised by a strong response to increased agpl{catmr;
of fertilisers, and many of the improvements in farm pract%c_k_b “éer
also aimed at the development of what has been aptly termed 2
i . . o

¢ fertilizer-consuming rice culture’” (31).

There were other technological innovations specifically dislgn.ed
for ]apaﬁese needs, such as the pedal-operated fiotary thzeédezrgn—
vented in 1910 enabling wheat or barley to be used as % 1slcf:c: a e }E)é
and reducing the need for labour at the peak scas?n. M }fre.mmauc_
short-soled plough designed for small Japancse fic dsﬁ ' lf,: ricubation
tion of hybrid silkworms increased yields and artificia ]1) o
enabled the production of autumn and summer worms. Dry paddy
cultivation enabled double cropping to take place, f

In Tokugawa times, horses and cattle were used o.n'ly_ o; trar;z-

ort and military purposes, and there was no consumplt}op o bmlt_tefs,
milk, milk products, or wool — partly bcc:ause of the re ligious beli :
of Buddhists. After 1867 the government imported foreign strains ;)d
cattle, horses, sheep, pigs, and poultry.. The government sponsor
literature on livestock farming and trained veterinarians, ction

In the interwar period, agricultural demand and pxob 1:1311:102
slowed down considerably and agriculture began to be a subsidise
sector rather than a contributor of funds to the rest of the economy.

(31) Sce T. Qcuna, ed, Agricultural Development in Modern Jupan, Fuji Pubiishing Co.,
']['okyo,- 1663, p. 043.
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Faod imports from Korea and Formosa competed with domestic out-
put. During this period the government subsidised fertiliser con-
sumption and production, promoted irrigation and drainage and the
use of a certain amount of light machinery. In 1921 a farm surve
and information network was started, which provided better inform-
ation for policy decisions than existed in other countries, The govern-
ment also subsidised cooperatives which provided credit and market-
ing facilities and a large supplement to official advisory services. The
government also introduced crop insurance, which was a major
innovation not practised in other countries at that time on such
a scale. '

In the postwar period, there has been a big change in demand
structure towards fruits and livestock and a decline in per capita
consumption of traditional cereals. Food imports have risen again.
There has also been an extensive use of light machinery, and for
the first time a very substantial decline in the absolute level of the
labour force,

Nevertheless, Japanese farming is still on a small scale with an
average farm size in 1962 of 0.8 hectare, By European standards,
the degree of mechanisation is low, but fertiliser input is higher
than in any Western country except Germany.

In its pursuit of a suitable technology for Japanese agriculture,
policy was characterised by the thoroughness and efficiency which

was also applied in other spheres. The approach has been summed
up aptly as follows:

“While agricultural research, education and extension methods in
Japan were not essentially different from those used elsewhere, they
were carried through with a realism and intensity which make them
almost unique. Agricultural research was vigorously directed towards
the felt needs of farmers or the requirements of policy, ‘The exten-
sion services were staffed on a scale which made advice on farm
management readily available to all farmers. Extension workers were
encouraged to live in the villages they served instead of spending
much of their time at district or provincial headquarters” (32),

The Japanese experience contrasts sharply with that of under-
developed countries under colonialism which usually concentrated

(31 T. Ocuma, Op. &z, p. G40,
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on the problems of export.crops. There are a few countries in the
postwar period which have emulated or surpassed Japanese pro-
ductive achievements in agriculture, i.e. Mexico, Israel and Taiwan.
They have all had substantial research programmes and the last two
have done a great deal of extension work. In Mexico and Israel
the capital investment involved, particularly in irrigation, has been
much greater than in Japan, but in Taiwan success ‘has been due
largely to the use of Japanese methods.

The introduction of the “ Meiji technology ” in agriculture was
a major achievement of Japanese growth policy.

(d) Industrial Structure and Industrial Technology Appropriate
to a Labour Surplus Situation

In industry, the technical problem of devising best practice tech-
nique was more straighforward. Foreign techniques could be used
with less need of adaptation to local conditions. In the early Meiji
period, the government brought in foreign technicians, sent people
abroad for practical and academic training, had textbooks translated,
organised exhibitions, financed its own plants and subsidised private
industry.

Certain institutional and organisational characteristics of Japa-
nese industry helped foster her development on lines appropriate to
her degree of backwardness. In heavy industry, she concentrated pro-
duction in monopolistic zaibatsu — large financial groupings. These
arrangements made economic use of able technicians and exccutives,
a5 well as financial resources, and ensured that production was carried
out at something like optimum scale in industries where large-scale
output was a technical necessity.

On the other hand there was widespread subcontracting to
numerous labour intensive small plants, This was the so-called dual
economy, in which a highly differentiated wage structure ensured
intensive use of labour and the co-existence of firms with very wide
productivity differentials, The absence of trade union pressurc or
welfare state ambitions allowed the Japanese labour market to
develop characteristics different from those of Europe, This helped
in some important respects to adapt the industrial structure to the
Japanese factor endowment. A good many industries were deve-
loped in country areas; as a result a large proportion of farm house-
holds had some member of the family participating in “ side-work ”
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outsi icult i
o 13112 a§r1culturc. In 1883 the proportion was over 30 per cent
9 :J pe'r cent, in 1935 54 per cent and in 160 66 per cent (33)>
e wtz)lgc structure in Japan is different from that in Western
ries, being sylstemafjcally lower for small plants and hence
ptermlttmg labour intensive techniques, ‘The differential in wage
str i
uncturccl. h:'is narrowed very considerably in the last few years b%lt
Igc 2sosa j;z:;l;:;ve feag;lr_e (;115 Japanese development from the ;arly
ing to Shinohara it w eristi
Meth pasen (34) as not a characteristic of the
Shinohara quotes figures showing a ran

ductivity differentials as follows for the U.S. ge of wage and pro-

and Japan,

WAGE DIFFERENTIALS AND LABOUR PRODUCTIVITY Tusis s
BY FIRM SIZE (JAPAN AND U.S.)
r Size of firm by number Woge Diffurential 770;“1 p; ;:7__7
of employees - T 7(
S Japan 1957 U.S. 945 Japan 1954 U.8, 1947 B
9. . .., .
10-19 .. ;3: > - o
: 79 30 8
20~ '
50_49 e 48 84 36 9?
100-99 e e 52 86 46 91
409 . . . L L. 61 84 61 1;‘
00
. goz . ) 90 85 103
5,000 4 . 100 100 100 ;
100

Sowrce: M, Smivomara, Op, cit., p. 18

It is clear that the dispersi
1 ! persion of both wages and ductivi

wa‘s_much wider in Japan than in the U.S. I%l the Iggf)? tf;]‘;llfsy
SCISIO'D ?f ]apagcse wage levels by size of firm was mL:Jch greater
aslalr;llblsu jgs?lz).rtfmc;:l 1957 it appears to have narrowed considerably
7 Labour labm; fc has made it increasingly difficult for small firms

To some extent the differential

. s are due to the fact th

;nc;st sikﬂlc_d Japanese workers are in the biggest ﬁrmsafvhicﬁthtilsz
nly the pick of new school leavers and give them a life-time job

(33) T. Govra, Op. dit., p, 638.

{(34) Mrvorer SHINOHARA, Growth ang Cycles in the Japanese Eeonomy, p, 15
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commitment. The quality of management is also better in the bigger

i g loyed on a part-
firmns. More of the workers in small firms are employ 2 p
tiﬁsbasis than is the case in large firms or in small firms in other
tries. . . .
COLmTrhc difference in productivity also arises becaLllsc of wade du;i
ion. i ality of capital equipment between large and sma
EiﬁinLliggL%rrr?s in ]apgn usually work with the latest technology,
and small firms buy a good deal of the second-hand _machmery
;crapped by large firms. This is clear from the following ﬁguresl,
quoted by Shinohara for 1957 on the ratio of second-hand to tota

ts in manufacturing:
purchasc of fixed assc g o

PURCHASE OF SECOND-HAND MACHINERY BY SIZE OF FIRM 1957

I Ratio of sccend-hand
ber Ratio of sccond-hand Size of frm by pumber oo new putchases
siee off ﬁ:;npllg)y:eensum 7 to ??w EurChf’scs of employecs of fixed assets
oL ¢ of fixed assets

T 100-199 15

49 4
200-209 9
10-19 35 ’
i Qo-

20-29 ks 300-499 5

) 00-
30-49 20 500-69% 3

22 1,000 4
50-99

Source: M. SniNoHARA, Op, cit., P. 24.

However, as rapid growth has gbsorbecl underemployment, small
firms have had to pay relatively higher wages and pay more attcn;
tion to labour productivity, and the share of second-hand equipmen:
in their new assets has declined sharply since the m1d—19503 (35).

The differentiated labour market made it economic for ]a}?an
to use older vintages of capital than_ls the case In othcrdcopntrtflzlsé
This prolongation of the life of capital was a {:acto;ﬁ re iaﬂg he
Japanese capital-output ratio and was a highly efficien w ctcm
resources in a country where capital is scarcer than in Westerl

countries,

i ; i 1 additional machinery purchases
(35) “ The share second-hand irems ook up in the total ad ¥ P

’ : in 1961
of small-sized enterprises thus shrank from the 1955 S 45.4 Per cent to 16.3 pclﬁcenéc?n;iic
and further down to 6.7 per cent in 1952 7, Economic Survey of Japan 1963-1564,

Planning Agency, English Fditien, The Japan Times, Takyo, p. 135,
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‘The large firms have much better access to finance than the
small firms because of the close interlocking of production, market-
ing and finance which still exists. Small firms have poor access to
credit so a good deal of their capital is channelled via large firms.
The heavy concentration of financial resources and modern techno-
logy on the large firms may lead to some misallocation of resources,
but in some sectors of manufacturing there is no effective choice
between an advanced capital-intensive and a labour-intensive tech-
nology if the goods are to be produced in Japan at all, and this
lack of choice is reinforced by the need to compete with other
industrial countries in the export market. For chis reason, the big
technical difference between large and small firms is not so irrational
as it may seem to a Western observer,

Apart from these interlocking relations of small and large firms
in the modern sector, Japan also retains a large number of small
firms producing traditional Japanese goods. This sector is probably
bigger than in many developing countries because of the refinement
and distinctiveness of Japanese tastes, and the fact that they were
not disturbed by colonialism.

What Japan has done is to exercise a choice of techniques where
it is available by marrying technologies of different vintages in a
closely interlocked pattern of subcontracting between firms with

close financial ties and a well—organised market for sales of second-
hand machinery.

“Large firms find it profitable to use parts produced by cheap labour
in the smaller firms; in other cases, the large firms produce primary
products such as stecl or cotton thread while the smaller firms manu.
facture secondary products such as machinery or clothing ” (36).

Japanese practice is different from that in many developing
countries where large amounts of capital and modern technology
can only be mobilised by foreign firms, which create an enclave
cconomy, Japan does not have this extreme dualism, but rather a
widely differentiated range of technology. In countries where real
dualism prevails there are not close institutional and financial links
between foreign and small-scale indigenous firms, The limited size
of their economics, and the extreme differences in technical level

(36) M. Smmvomawa, Op. cit., p. 24,
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do not permit them to use the second-hand machinery of giant
foreign firms, and they cannot casily import second-hand machinery
from imperfect forcign markets of which their knowledge is poor
and from which transport costs are very high.

In many developing countries trade union pressure would not

permit the development of such a differentiated labour market, and .

the result is usually an excessive use of modern capital, quicker
scrapping, a bigher capital output ratio and unemployment. This
happened, for instance, in Italy in the postwar period. Overt unem-
ployment has not been a problem in Japan. Trade unions have
never had any very great power in wage negotiations apart from
the occupation period, and their bargaining is in any case usually
done at the firm rather than the industry level.

In Japan, most large-scale firms provide their workers with “life-
time employment”, and use a “seniority wage” system whereby carn-
ings arc geared to the worker’s length of service and family respon-
sibilities rather than specific skills. This gives firms a much greater
incentive to develop adequate training programmes than they have
in other countries where new firms try (in vain, in the aggregate)
to cxternalise these necessary costs by bidding away workers from
existing plants. It also provides a form of social security and unem-
ployment benefit system to a privileged group of the labour force.
There are, however, many unskilled workers who do not enjoy such
benefits.

Although the Japanese wage system is somewhat exploitative
and paternalistic, there is no doubt that it led to economic use of
capital in an economy where labour was in plentiful supply.

Japanese government efforts to develop an appropriate indus-
trial technology for its factor endowment have been a major factor
in its high growth rate, In this respect its policy has been much
more sensible than that in Russia which made a fetish of mecha-
nisation and bigness and destroyed small-scale industry,

(e) Research

In the postwar period the Japanese effort to foster technological
change has been very substantial. In the first place, the process of
capital formation itself involves innovation, and as Japan has been
investing a third of a G.N.P. which in real terms is now bigger
than that of any European country except the U.S.8.R., its technical
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contribution has been considerable, ¢.g. in ficlds such as radio, tele-
vision, miniature motor-cycles, cameras and shipbuilding. ,

Japan devoted about 1.3 per cent of G.N.P. to research and
c%evcl.opmcnt expenditure in 1962, which is comparable to the por- -
tion in France and Germany, but lower than that in the UK., U.S.
aI'ld U.S.S.R. However, about half of the research of all these ,coun-
tries except Germany goes to military purposes, so that the civilian
research cﬂqrt of Japan is bigger than that of any of the West Euro-
pean countties,

Most government departments have large research bodies, usuall
at least on the same scale as in the U.S. and certainly much bigger
than ip European countries, The Bank of Japan and the Economic
l?lannmg Agency both have large research units with rooms the
size of department stores packed with economists and statisticians,
As a result economic (and other) policy decisions are informed by
a good deal more statistical and analytical information. than is at
the disposal of Western governments, |

ThBLE 17
RESEARCH AND DEVELOPMENT EXPENDITURLE AS A SHARE OF GNP IN 1962

UsaA, . . . . . . . 3.1 France , 1.4

USSR, . . . . . ., 25 {a) Germany (F.R.) 1.3

UR, . . . . . . . 22 Jepan ... L0 L 13
Source: U.8.A., UXK,, Germany and France from O.E.C.D, Science Direetorate; Japan

from Seience and Technology in Japan, Council for Sci

c , ience and Technology, Tek 6.
P 7 and E.P..A. for GNP figure; U.S.5.R, from E.C.E., Some Factors in %z;nomiz:oér;ayg‘;
in Burope during the 1950s, Geneva, 1964, chapter ¥, p. s.

(2) Share of net material product in 1960,
TanLs 18
SCIENTISTS AND ENGINEERS ENGAGED IN CIVILIAN RESEARCH IN 1959

Us, . . . . . . . 43600 UK,

59,000
USSR, . . . . . . 35,000 Germany (F.RY, . . ., 38,000
Japam . . . . . . .| 118000 Brapee . . ., . . . . 31,000

Sagrce: Japan, Op. cit., p. 7; other countries from O.FE.C.D. Science Directorate.

There is still not a great deal of foreign direct investment in
Japan, but she does a great deal to keep abreast with foreign tech-
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nology. In 1963, 207,100 abstracts of forcign scientiﬁf: papers “;fj
made by over 2,000 abstractors (37). Japanese businessmen al d
government officials are constantly visiting foreign countries to plf:l
up new ideas, Some of this is considered a form of m.dust?a
espionage by Western countries, but the prewar l1311:::3;:?65:-: prlz)l;:t;;?
of gross copying and using forc1gn_tradc ma.rks as ecln su st
tially abated. Japan also translates into English a very argeb dy
of her own material which is not always fully exploited abroad.

(f) Forcign Trade

The degree of isolation of Japan from foreign countries in 1}51563
is quite unparalleled by any underdeveloped country today. It ha
almost no intellectual contact with foreigners, no foreign investment
and no trade. It was about as isolated in respect of trade as China
at the time of Kublai Khan and Marco Polo.

TanLE 19
RATE OF CHANGE IN THE VOLUME OF EXPORTS 1390-1964
Average Annual Percentage Growth

18g0-1913 1913-38 1938-55 1955-64
France , . . . . . 2.8 —0.4 5.2 6.7
.Germany . . . . 5.1 —1.9 2.6 iu.;
Japan. , . . . . . 8.6 4.9 — 1.4 4.
UX e e 2.1 —1.0 2.6 2.4
U.S A e e s 3.8 1.0 5.3 2.9
World . . . . . . 2.5 1.0 3.1 4

A, “Japanese Foreign Trade and Economic

Growth *, Annals of the Hitorsubashi deademy, April 1958, 19}3—38 E(r}org} Hﬁii:;al (l)g;miz“,
of Jepanese Ecomomy, Bank of Japan, 962, p. 99. 1938-55 rom G. o A, Op. &b
p. 218, Other countries and world 189c-1955 Afrotln }} l\gnlnnisac%,r . S;?;z;lyanfegw‘g@ sion
i 870-1960 *, Banca Nazionale del I » Jun
1;196316 1‘;{5;{!6(1 E'r?nrior;ZarIboyak 90]‘ International Trade Stasistics 1963, and Monthly Bulletin

of Statisties, U.N., New York,

Source: Japan: 18ge-igr3 from K, Koym

i ‘ ial trea-
This situation was changed completely by the commercia
ties impsosed on Japan in 1858 and 1866, which forcc?d open her
cconomy, gave trading privileges to foreigners, and obliged her not
to impose tariffs of more than 5 per cent.

(37) Science and Technology in Japan, Gp. cit., p. 18,
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Thus Japan changed very quickly from being an almost com-
pletely closed economy to a virtually frec trade country, She gained
great benefits from trade in the form of meodern technology and capital
goods. As a country with good sea comrmunications and very limited
natural resources, she gained a great deal from international spe-
calisation as well as from the removal of the internal feudal restric-
tions on movement of goods. The opening of the economy to trade
also created opportunities for big profits. The sharp and sudden
compctition did a great deal of damage to some sectors of the
Japanese economy, but was a great help to efficient resource alloca-
tion and productivity. Production of tea and raw silk expanded
greatly as three-quarters of their output were exported. Industries
hit by competition were paper, sugar, cotton cloth and cotton cul-
tivation,

Japanese firms usually left their forcign sales effort, and pur-
chases of imports, to powerful specialised trading houses with many
foreign agents, which were linked financially to the zaibatsu, This
was particularly helpful in enabling them to break into foreign
markets where these houses enjoyed economies of scale and spe-
cialisation. In the early days of industrialisation these houses also
cxercised countervailing power and eliminated the monopoly profits
of the foreign traders who enjoyed extra-territorial rights,

Between 1899 and 1911, the extra-territorial rights of foreign
powers were climinated, and Japan became free to increase her
tariffs, but until 1911 they were generally no higher than ro-15 per
cent. In 1926 there were major upward revisions with iron, steel
and dyestuffs heavily protected, and 100 per cent, or even higher,
duties on luxuries,

Until 18g7, Japan was on the silver exchange standard, whereas
the other leading commercial countries were on a gold exchange
standard. Between 1874 and 18¢7 when Japan moved on to gold,
the parity of silver to gold dropped steadily by about 60 per cent,
so that the Japanese currency was devalued to this extent against
the other major world traders. In this way her exports became more
compctitive despite the greater price increases in Japan.

One factor which helped to case balance of payments constraints
at the beginning of industrialisation was the very considerable re-
serves of gold and silver carried over from the feudal period. Be-
tween 1868 and 1881 net exports of gold and silver amounted to
71 million yen,
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It has sometimes been argued that. t.he Japanese ta.ke—loff1 ocfcurred
in a period when world trading co.ndltlons were Partlc}? ar {maév?;l;;
able (38) and there was a free trading world. It is per ;p; froe tha
world trade in primary products was more buoyant in t ¢ centh
century than it is now, but world trade was growmgi rr;otrf;; SW()ﬂZl
then than at the present time. Before 1973 a good deal of the wor
consisted of closed colonial empires, and there were importaty }}3 {
tectionist countries such as Germany and the U.S. .Thc };l{r%wt 3
Japanese exports was due mainly to dynamic pohcﬁs whic rgz; ni
her perform more than twice as well as thg wgr_ averagrc from
1890 to 1913 and more than four times as well in the 1Int§r—:iva dp
when world trade conditions were very U:nfavourab ¢ indeed.

The ratio of Japanese merchandise trade to net domestic
product grew as follows:

TABLE 20
RATIO OF TRADL TO NATIONAL INCOME
(per cent)
T — T i 1
i 1875 \ 1913 \ 1929 | r938 w55 | 1000
Imports . \ 5.6 17.4 ~ 19.8 ‘ 18.8 13.6 4.1
8
Exports . . . \ 3.5 15.7 | 18.7 t 19.7 T1.1 ’ 12

Sowurce: Historical Sietistics of Japanese Economy, Bank of Japan, 1962, pp. 8g-go.

The growth in the share of trade in income up to 1913 Was
not parall%led in any Europcan country, but the 1913 ]apagcse {1}2{%0
of trade to G.N.P. was still lower than in Germany or thcl A
In the first world war, Japanese exports expanded trcmcndm:{s y. t.n
the 19205 and particularly in the 19308, the Europcan tr; e r?h;(;
dropped very considerably whereas that of Japan increase ﬁS(-J hat
the Japanese trade ratio in the 1930s was considerably higher tha
i big European countries. o
N thI; ofder to E;mfak into world markets, ]apan had to .b.e Wl%{ﬁg
to take big bursts of deflation to make her prices competitive, h1rs1
was truc in the Matsukata deflation of 188185, and in 1931 W ed
she took a sharp cut in terms of trade in order to reduce prices an

{58) See W. W. Locrwoon, The Economic Development of Japan, Princeton, 1954; P+ 97-
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maintain. her exports. She also had to make major changes in her
export pattern. In the 1930s the market for raw silk collapsed and
she had to develop new exports, The government followed discri-
minatory, buy-Japanese policies, raised tariffs and helped subsidise
exports in various ways.

Japan helped finance her rapidly expanding imports by build-
ing up her earnings from shipping. Her merchant fect carried
57 per cent of her trade by 1914, and 8o per cent by 1919 when
she had a surplus on invisible trade. In 1938 her mercantile marine
was the third largest in the world and her sales of shipping services
to forcigners brought in receipts sufficient to pay for nearly one-tenth
of her imports (39). ,

he postwar collapse of Japan’s foreign trade was more specta-
cular than her internal collapse. It was not unti] 1958 that her
export volume surpassed the 193436 level. Although her postwar
exports have risen twice as fast as the world average, the share of
trade in G.N.P. s still well below the prewar level. She compensated
to some extent for the lower export ratio by internal sales (procure-
ment) to American troops. In the early 19508 these were equal to
about half of her exports, but by 1956 had fallen to 20 per cent and
arc now very much smaller,

The postwar decline in the foreign trade ratio contrasts sharply
with the European situation where exports have been a very dynamic
factor in demand, and are much higher as a share of G.N.P. than
prewar.

There are several reasons for the decline in the foreign trade
ratio:

(a) forty per cent of her prewar trade was with her colonies
in. Korea and Formosa and with China. This has been greatly res-
tricted by political changes;

(b) the dismemberment of Japan’s powerful trading organisa-
tions by the occupation authorities struck a heavy blow at Japan’s

commercial efficiency, as Japanese manufacturers had relied almost
exclusivcly‘oﬂ these firms for foreign sales;

(c) in the carly postwar years restrictive trade and paymeits

policies by European countries also played a major inhibiting role.

(39) G- C. AwLen, Japan's Economic Recouery, Oxford, 1958, p. 163,
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However, the structural changes in the economy have played
a major and more permanent role. The loss of colonics stimulated
greater self-sufficiency in food. The structure of her exports ha}s
shifted heavily to capital goods, the import content of which is
much smaller than that of textiles which were more than half the
prewar total. Finally, she has reduced her demand for raw mate-
rials by development of synthetics, prqduccs her own fertilisers in-
stead of importing them and wses a bigger proportion of domestic
iron ore. On the other hand her dependence on imported fuels has
risen substantially. ;

Since 1955 Japan has suffered two major cycles of payme.l}tls
difficulties, in 1958 and 1962, and each of these has been dealt with
by restrictive monetary policies. External imbalance and consequent
government corrective policies have been a major factor in thf1
Japanese business cycle just as in Eur.opc. Japan has not_.suff(’e;(f]
from problems of chronic long-standmg_surplus or deficit. he
sharpness of corrective policy, and th; high_responslveness gf _tl e
wage and price structure (40) led to rapid rcad]}lstmcnt, more similar
to the pattern in the Netherlands than that in Germany, France,
the U.K., or U.S. Consequently, Japan has not caused major pay-
ments problems for other countries, though her short-term borrowing
may have inconvenienced the U.S., and she }'1as not piled up exces-
sive reserves. Japan has used foreign borrowing on a large scale to
deal with payments constraints, either through bank borrowing in
New York or bond issues in the U.S. or Europe. S‘he has lalso
borrowed from the LMF. and LB.R.D. As in previous periods
there has only been a limited amount of foreign. direct investment

apan. o
" III; the prewar period Japan’s policy of price flexibility helped
increase her share of world trade, but her terms of trade Wor_sened
very substantially until in 1937 they werc less than half of Whact1
they were in 1885. Since 1955, Japan’s terms of trade have behave
much more like those of a developed than a developing country
and have improved appreciably. ‘ Lved

Throughout the period since 1868, government policy has playe
a major role in the balance of payments. Government has conti-

. . ; ceelf
{40) Japanese wages ere more flexible than those in other cauntries. The wage .iltseiln
i g i paid
is not flexible downwards, but a large propertion of wage and aaizllr.y income s pa
twice-yearly bomuses whose amount can be varied with business colnd-mons,
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nually exerted itself to promote Japanese export markets, At an
early stage it introduced quality control and inspection for tea and
raw silk, its general financial policy favoured exports, institutional
help was given to exporters, exchange rate policy and subsidies have
helped, temporary export controls were used in markets likely to
be oversaturated, etc. Similarly government policy has played a
major role in regulating international capital movements,

During much of the period Japan has followed policies some-
what different from those of major Western countries, and has often
been assailed for this. Some of the criticism of shady trade mark
practices and dumping were justified (41), but a good deal of the
antagonism is that which developing countries always find from
unenlightened manufacturers facing competition from “cheap labour”
countries. It is fully justifiable for developing countries to indulge
in a different set of trading and payments practices from developed
countries, and a dual morality in this respect has developed de facto
in G.AT.T., and was given official recognition in U.N.C,T.A.D.

Now that Japan has become a developed country, has joined
O.E.C.D. and accepted the convertibility commitments of Article 8
of the ILM.F., her © morality ” in international trade and payments
matters has become that of a developed country, and she is no
longer free to use the exchange and trade controls which she used
earlier in the postwar period. She has in fact entered into the phase
of the “ open door ” economy and faces many of the same policy pro-
blems as European countries in this respect. On the other hand,
her bigger growth momentum, and greater price flexibility give her

fewer problems of external equilibrium than many European coun-
tries.

(g) Foreign Capital

At various times in her development, Japan ran into serious
payments difficulties which were relieved by an inflow of capital
from abroad. The role of foreign capital in relieving the payments
problem was more important than its supplement to domestic saving,

but even in the latter respect its role in Japanese development is
often understated.

(41) See 5. Tsurv, Op, ait., p. 149.
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1869 and 1872, Japan raised two foreign loans for.a total of
J{3.3II1;1i111091:1, but di‘ézngt I:;CCCiVe other for?ign_ﬁnance until the $146
million indemnity was reccived from China in 1895 at the end of_
the Sino-Japanese war. This amount represented about a quarter
of her G.N.P. at the time. “ These reparations made possible the
expansion of the army and navy, the extension of the railroad, tele-
graph and telephone services, the establishment of t},’lc Yamata Iron
Mill, as well as the adoption of the gold stanfia.rd (42). '

In 1901, Japan was awarded about $26 million as her share of
the indemnity due from China to the Western powers aftclr theh Bo:f;:r
rebellion (43). Between 1903 and 1913 Japan borrowed fai }'iy heavily
from abroad. After allowing for an outflow of Japanese investment
of about $280 million, Lockwood estimates her net receipts of capital
in the form of loans, indemnities and investments from 1896 to
1913 to be $80o0 million or more (44). This is an average annlfz.ll
increment of about go million yen. Lockwood suggests that this
represented only 2.5 per cent of natienal income in t'hosc years, b1i1£
judging by the G.N.P. figures quoted by Koichi Emi (45) it wou !
seem to have been 3.2 per cent of G.N.P. or about a third of capita
formation for that period. Rosovsky (46) gives figures which sho.w
a net contribution of foreign capital considerably srr_laller than this,
but it is not clear whether his figures include all foreign capital (th§y
certainly do not seem to include the Chinese 1nde.rnmt1es.). Thus in
the two decades before the first world war, outside capital went a
considerable way to supplement domestic saving (47), though-lt
contributed a smaller amount than in many dcvclo_plr.lg countries
today, who receive about 4 per cent of G.N.P. from this source on

} ., SHINcHARA, Op, ¢, p. 53,

Ej;; ;‘Z ht{;:le size of indcmf};ities-, é’tc., see ]. K, Famparx, E. O, RElscHAUE; and A. M,
Crate, East Asin The Modern Transformation, Boston, 1965, pp. 234, 261, 470 and 474,

(44) See W. W, Loekwaop, Op. cit., p. 255. :

{45) Korcrr Emx, Op, cit., pp. 141-2,

E:?g E].)Elb t:ttat!criengt contradicts the findings of some othm: weiters, in parbic-ul'ar, ;:jl;::;?;
Berricy, © Foreign Capital and Take-off » in The Ecemomics o.f Tal‘(r:—Oﬂ Im.o.tl o
Growth, ed. W, W, Rostow, Macmillan, 1963, pp. 2901 Berrill omiy c!eal:i vifl ; fm-eigm
borrowing and excludes the Chinese indemnities, Fle .conslders tl}at a goo-dl ca lciwt‘.[ei, thgat
capital went inte military expenditures, Huwcch, without f.orelgn he.Lp, it lsth i f}meign
investment would have been cut to finance the military sp.endmg. He suggests Utian e
borrowing was equivalent to only one scventh of Japan's savings from 1910.0-14,“22 Hgowwer,
Islam, Foreign Capital and Economic Development, Vermont, 1960,, as his source,
this estimate is lower than Lockwood’s and higher than Rosovsky’s,
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average. Most Japanese borrowing consisted of hond issues, There
was very little foreign direct investment in Japan either then or later,

During the first world war, Japan seized the opportunity of
paying off a good dea] of her prewar debt. She borrowed abroad
again in the 19208, but also built up ber own foreign lending so
that she was a net lender (48) from 1914 to 1934. She was a bor-
rower on. fixed term from developed countries, and carried out her
own direct investments in developing countries. Japan started to
invest overseas after acquiring colonies in 1895, and greatly expanded
this in the interwar period when she made substantial investments
in Manchuria, Korea and Formosa. ‘

After the second world war, Japan lost most of her foreign
assets, but she received a good deal of U.S. aid. The amount of
U.S. postwar economic aid to Japan was about $2.8 billion (49) and
there has also been military aid of about $1 billion, Japan has also
borrowed from the World Bank. There has been some foreign direct
and portfolio investment in Japan but it has not been on a large
scale. More recently, Japan has borrowed by bond issues in Europe
and New York and has borrowed heavily on short term in New
York — mostly for balance of payments reasons,

Since the mid-1950s, Japan has resumed her own direct foreign
investment on a limited scale and has been a capital exporter on
government account because of reparations to Burma, the Philip-
pines, Indonesia and Vietnam, and aid to these and other developing
countries. Her total net capital flow to developing countries from
195063 was about $2 billion (50).

(h) Investment

In the Meiji period, gross investment was about 11 per cent of
G.N.P, This is a lower rate than that of many developing countries
today and it is substantially below the minimum effort prescribed

(48) Sec W. W, Lockwoon, Op. 1., p. 25y,

(49) See U.S. Owverseas Loans and Grants Tuly 1, 1945-June 30, 1964, Special Report
Prepared for the House, Foreign Affairs Committee, A.LD., Washington,

{(50) Between 1950 and 1963 Japan’s total official net flow 1o developing countries was
$1.391 million and ber private long term capital flow to these countries was $466 million,
The government also guaranteed a net How of §16s million export credits to these countries.
Sec The Flow of Financial Resonrces to Less-Deocloped Countries, rg36-1963, O.EC.D.,
Paris, 1964, p. 14z,
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by W.W. Rostow in his analysis of the conditions for take-off (31).
However, the efficiency of investment was very high and the capital
output ratio was only about 3.0 duc to the very large effort to
develop a - capital-saving technology in agriculture, and to the con-
siderable improvement in resource allocation which occurred through
the opening of the economy to internationa) trade.

TABLE 21
GROSS INVESTMENT RATIOQ IN JAPAN 1887-1962

Gross Domestic Capital Non-Residential {ay Capital

Pormation as a Propertien Tormation as a Proportion
of GNP of GNP
1887-1910 . . . o . 10.8 9.0
IGT7-1036 . . .+ . . . 16,1 14.8
1985-1962 ., . . 4 4 . 33.2 30.2

Sowrce: 1887-1936 from M, Rosovsky, Op. ¢it., pp. 2, 9 and 24, The figures exclude
military investment, The Rosovsky figures are 5 year moving averages, Recent unpublished
EP.A, estimates show a lower fixed investment rate for 1gr7-36, of 15.2 per cent, 1955-62
from unpublished cstimates of the E.P.A. incorporating latest revisions in GNP figures.
Ratios are in current prices,

(1) Residential construction on farms is included for prewar yecars,
TanLe 22

INCREMENTAL GROSS CAPITAL OUTPUT RATIOS IN JAPAN 1887-xg03

Ratio af MNon-Residential
Capital Formation
ta GNP Growth

Ratio of Total Capital
Formation to GNP Growth

18871017 . . . o . . 3.0 2.5
g17-3936 . . . .+ 4.5 4.1
1955-1963 . .« . . . 3.2 2.9

Source: Investment ratios from preceding wble, GNP growth from sources cited in
table 1,

In the Meiji period government taxes were able to mobilise for
investment purposes sotme of the “surplus” which had not been

(s1) He prescribes a movement of zer productive investment from 5 per cent or less t©
over 1o per cent of national income, sce W. W, Rosrow, The Stages af Economic Growth,

Cambridge, 1952, p. 30.

i
|
i
i
+
:
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used for capital formation in the Tokugawa period, but a good deal
of tax revenue went into large pensions or interest on bonds to com-
pensate old feudal interests for their sequestrated rights (52). - The

governmcn.t.also- used a good deal of the tax revenues to finance a
modern military force,

TapLr 23
INVESTMENT RATES AND CAPITAL OQUTPUT RATIOS IN JAPAN
AND OTHER COUNTRIES 1955-64
| Gross Non.
Gross %‘;3 Nciml Resldential
iy Caplt-:ll éa npcilt":la Tixed Gross Gross
ormatio: " pi I -
as Sharen Formation l?zg-?rﬁ’;:?(lm Rate of GNP uc};l?:}]ml E;Zfimﬁ:;}
of GNP asf Shlilrrc as Share Growth (1) | Residentjal Residential
at Currenr of GNP of GNP 193564 Capital- Capital-
Market Prices MatkCur;e{n at Current Output Output
163563 arket Prices iy qor Prices Rario Rutia
195563 1955-63 '
France , . , -
. 20.4 15.%7 14.2 5.0 3.1 2.8
etfmany 25.3 20,1 18.2 5.6 3.6 3.3
Ttaly . ., . .
I ¥ 22.% 16.9 15.0 5.4 3.0 2.8
apan , ., . . .
UpK 23.2 30.2 25.9 10.4 2.0 2.5
U.s A v 15.6 13,9 12,7 3.1 4.4 4.1
SA L L. 8.4 (b) 13.9 {b) 13.0 3.1 4.5 4.2

Sowrces Japan, data derived from preceding tables, Oth i
from O ey, Jopan, data deri om p g tables, Other countries, columns 1 and 2
from OLC.D., ‘ saststics, January 1965, GNP, growth rates from O,E.C.D, national

(a) Adjusted for changes in geographic coverage,

(b) U.S, investment fipures adjusted illi i
ment L) U8, inve maChinergyuand e(]:I usipmel;;t).wards by $5 billion a year to include govern-

It scems unlikely that Japan in the Meiji period could profitably
have absorbed a very much greater rate of capital formation par-
ticularly when we remember that capital intensive investment in
electricity and roads which are modern  preconditions * of growth
were not technologically feasible for a good part of that period,
Instead Japan spent heavily on the acquisition and diffusion of
educa_tlon,. skills, know-how and technology appropriate to her factor
cost situation,

(52) In 1878, 42 per cent of government ex it i i

) K penditures consisted of interest payments
cf. Sresro ':-[‘SURU, “ The Take-Off in Japan 1868-1go0 ® in W. W, Rosrow, The Epcgrwmirs’
of Take-Off into Sustained Growsh, Macmillan, London, 1963, p. 145.
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In the interwar period, the Japanese economy was‘much lc)lcttﬁr
prepared to absorb a large increasc in capital formation, E;.II.I htbe
rate of investment rose to about 16 per cent of G.N.P., W1 ic | y
the standards of the period was reasonably high, though we I be owi
Sovict rates of investment in the 1g30s. The .cfﬁcmncy of Ca]?ltg
formation from 1917 to 1936 was lower t.han in tl}f: Me&]-z pcriot,
partly because of the disruption to growth involved 1n.re'fi }ustmlcl:nss
to world depression, and also to the I‘Cdl:lCCd role of agriculture who ;
growth had been due much more to improved practices or use o

iliser than to capital investment. ‘
fertﬂ]gul;:ing the Wﬂf‘}, Japanese investment was fairly hlgil, bﬁt war-
time damage included loss ?f about a quarter OE 1t1 e o:ﬁ;r;%
stock (53), a good deal of capital equipment, most of t c:hmf:rt o
marine, and foreign investments. In the. carly 19505 the rate
investment rose rapidly. A good deal of idle capacity wasFreactt}ll‘iJ;
ated (54), and shadow capacity was restored by rlcpzilrs. For
reason, the capital-output ratio was then abnormally low. P

From 1955-63, investment averaged 33 per cent of G. \.P. or
more than double the prewar level. Th}s was higher tlrlanulnhz_a_n%(l
other country and was a major factor in the phep(?mena y hig
growth rate of the economy, Active government po.hmcs to maintain
demand, and the work of the Planning Agency in setting targets
have done a great deal to stimulate this high rate of investment. .

The incremental gross capital output ratio has been lower than
in other industrial countries. There are several reasons for thls.1

The composition of Japanese invesnjncnt has: been favm}rab e ntso
productivity growth. Japan has economised on investment in t{a i;
port, The road network is still_vcry poor, and railway capact ynd
used very fully, However, the biggest difference betwe:en Japan a d
Western countries is the much lower proportion. of investment 11
housing, Only g per cent of gross investment m.thc postv:;ar ]_::E'tloto,
16.3 per cent in 1887-1916, and 8.4 per cent in 1917‘3hwUnitEd
housing as compared with about a quarter in El}rcape or t Ct' e
States. Japanese housing standards are aesthetica ly 1att.rac i:re o
modest, with wooden structures, paper walls and little in the way
of foundations, The cost of housing is further reduced by extensive

{53) See J. B. Conex, Japan's Economy in. War and Reconstruction, PP 406-8, -
(54) M. Smivomara, Op. ¢it,, pp. 11-12, quotes a figure for manufacturing capaciy
rising from 53.1 per cent in March 1g5e to 83.0 per cent in March 1956,
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use of standardised parts in all kinds of house (55). If we exclude
housing from the investment figures, Japan’s rate of capital formation
in 1955-63 was 50 per cent higher than Germany and almost three
times as great as in the UK. or U.S. Tt is therefore useful to con-
centrate attention on the capital-output ratio excluding housing.

A factor which reduces the gross capital-output ratio in fast
growing countries is their smaller burden of replacement, In a
country where the capital stock is growing fast, its average age is
lower than in a slower growing country, and the proportion
of G.N.P. nceded to meet replacement is smaller. As the share of
G.N.P. going to net investment is higher, the share of replacement
in gross investment is ‘smaller for two reasons, The replacement
burden of non-residential fixed investment in an economy with a
3 per cent growth rate is likely to be 5.3 per cent of G.N.P. com-
pared with 3.3 per cent for a 6 per cent rate and 1.5 per cent for
a 10 per cent G.N.P. growth rate (56), As inventories are measured
net of replacement, we should exclude them from our illustration.
Replacement decisions are not based on formulae but vary accordin
to cconomic climate and entreprencurial estimates of demand. Fur-
thermore the past rate of growth has not been steady. Nevertheless
if the UK. replacement burden from 1955 to 1964 had been 5.3 per
cent of G.N.P., its net non-residential fixed investment rate would
have been 7.4 per cent and its net capital-output ratio 2.4; similarly
the Japanese net non-residential fixed investment rate would have
become 24.4 per cent and its net capital-output ratio would be 2.3.
Thus elimination of the replacement factor would be enough -in
itself to produce convergence of the twa extremes in gross capital-

output ratios if our crude assumptions about replacement  were
cotrect.

(55) H. Rosovsky, Op. cir., p. 211, quotes Walter Gropius as follows: ¥ the modernity
of the traditional house is striking as it contains perfect sclutions — alteady centuries old —
of problems which the Western architect is still wrestling with today .., Stll today, one can
buy in Japan a2ll the standardised component parts of a wooden house on the market and
assemble them on sight .., The house and the garden of the common man and that of 2
Mmonastery, a prince, or even the emperor, reveal the same spirit of approach. They differ
in size and quality of materials bur not in basic conception as similar buildings did during
the feudal regimes of Europe *, (WaLten Groews, Yale Arelitectural Journal, 1955),

(56) Assuming that non-residential capital has a zo.year life, that the capital-output
ratio is 2.5 and that growth has been steady. The ratio of replacement to capital stock is
determined by the formala — Ar

(T+r)—1
rate, and n is the life of capital,

» where A is today’s capital stock, r is the growth
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A good deal of Japanese investment has gone to capital—widex}-
ing, because of the extremely rapid gr'owth of ctI}ploymeIlt, parti-
cularly in the industrial sector, and this form of investment has a
high pay-off because it does not involvc'a c'hange in factor propor-
tions. Whether one measures the increase in total cmployfment or
non-agricultural employment, this faf:tor has l}ad greater influence
in Japan than in other major industrial countries (sec table 24),

TABLE 24
PERCENT INCREASE IN EMPLOYMENT 1955'«.64
| ] Tatal Nen-Agricultural
France ., . . . . . . . 2.6 13.3
Germany . . . . . . . . 1.6 21.2
taly . . . . . « . .. 0.4 20.2
Japan . .. oo L L 13.4 38.8
UK. . . ... 47 58
USA, . . . o v .. 10.8 1.5

Sowrce: O.B.C.D., Manpower Statistics 1954-64, Paris, 1965.

We have already noted the dual structure of Japanese industry,
which permits an intensive use of capital by Iong Work.lng hours,
shift working, and a prolongation of the life of capital. It is doubtful
if this has played a major role since 1955 as the Japanese economy
has been changing away from the “dual” structure,

A major advantage of the Japanese economy is that it is further
from the technological frontier than European countries, so that
productivity gains are cheaper in capital cost. The technical pos-
sibilities for pushing productivity faster arise from the opportunities
created by Japan’s relatively backward position (57), and her effort

(s7) I explored this problem of the technica} opportun.ities createfl b}): k;i/ckwu?}l::asi
{of Rurope vis-i-vis the U.S.) at considerable length in Economic Growf]z in fﬂf esz.mcm ”
arguments apply even more strongly to Japan or lo developing countries, c.argu ard:
similar to that of Professor Gerschenkron, see ALEXANDER GRRSCMENKRON, Ecemotnic acf{(t]yﬁ j
ness in Historical Perspective, Harvard University Press, 1962;. but he ‘%OFS Tot1 e n:
backwardness as I do, i.e, in a measurable sense in terms of 1'e}at1ve pmd-uctwlty IBV;E nﬁt
does he define the opportunity as I do, L., in terms of cheap‘capxtal d.cepc?n!qg anfd a di ;f;': '
schedule of marginal returns on investraent, He stresses mainly the possibility 10‘ using 1ati§e
scale tmodern plant, However, doing this is not necessarily the best way of exploiting rel

backwardness.
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to produce new skills is big enough to cnable these opportunities
to be exploited,

The schedule of returns on capital deepening investment will
vary between countries according to the productivity level from
which they start, but it is not necessarily a reason for variations in
their capital-output ratio. In European countries the level of pro-
ductivity in the mid-1950s was around half of that in the United
States, In Japan it was about a quarter. These differences in pro-
ductivity were not mainly due to differences in natural resources or
econotnies of scale, but to the difference in the amount of invest-
ment which had taken place historically, Thercfore Europe and
Japan could exploit their lower productivity position to get cheaper
growth than the U.S. in terms of investment. These different oppor-
tunities might be reflected ex post in a lower capital-output ratio,
but not necessarily so. If investment in these more backward coun-
tries is pushed to the stage where the marginal returns are similar
to those of the U.S., then the capital-output ratio may not be dif-
ferent — though growth will be faster and investment higher. Thus
it was possible to push investment up to 25 per cent of G.N.P, in
Germany and 33 per cent jn Japan without producing sharply dimin-
ishing returns to entrepreneurial profits, The United States is much
closer to the frontier in terms of technology and consumer demand
patterns. If the U.S. wanted to increase its investment rate consider-
ably ‘it would have greater technical problems as well as greater
uncertainties in guessing what consumers would want to buy.

It is interesting to inquire into the sources of finance for such
a high rate of investment as Japan has enjoyed in the postwar
period. '

(2) Government investment has been substantial at 8.4 per
cent of G.N.P. from 1955 to 1962 or about a quarter of total invest-
ment, The government investment effort has always been high by
European or American standards. In the period 1887-1936 it aver-
aged 36.3 per cent of total investment (though a lower share of
G.N.P. than in postwar years) (58). Postwar government revenue

(58) Up to 1880 the government owned most of the industrial enterprises including a
cement works, a number of mines, a glass factory, brick factory, cotton spinning mill, silk
reeling mill, a shipyard and agricultural machinery plant, It sold many of thesc off after
this but continted to run its own armouries and two naval shipyards, It owned the railway
system, the telephone and telegraph services, and the Yamata iron and steel works, Municipal
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has been particularly buoyant and on top of financing its own invest-
ment, the government has bad savings to channel to the private
sector through intermediaries such as the Japanese Development
Bank, the Small Business Finance Corporation, etc. (59). There has
been practically no military expenditure, social transfers are lower
than in Europe, and internal debt was practically wiped out by
postwar inflation. Government revenues have been very elastic in
a rapidly growing economy, because of the highly progressive struc-
ture of taxes imposed during the occupation. The government has
thus been a major source of savings in spite of regular reductions
in tax rates,

(b) Secondly, the corporate sector, which provides income to
people with a high savings rate, has enjoyed high profit rates (60),
and Japanese income distribution is probably more unequal than in
Europe in spite of progressive taxatiomn,

(c) The ratc of savings by wage and salary earners has been
very high, e.g. in 1960 the urban workers’ savings ratio was 15 per

authorities supplicd water and city transport, and public authorities also made investments in
gas and electriciey, The figures on government investment include subsidies to the shipping
industry {see II. Rosovsxy, Op. ¢it., p. 186). There was 2 government monopoly of tobacca,
camphor and salt, In 1937 the clectricity supply industry was nationalised, In addition there
were the traditional government investments in public buildings, schools, hospitals and roads,
In the postwar period the Yawata iren company and the electricity industry were sold off by
the occupation authoritics, Nevertheless, public investment has continued to be very large,
. particularly in transport and power.

(59} On the role of public financing of the private scctor, the O.E.C.D. Economie
Survey, Japan, 1964, has this to say: © Official funds were an important source of external
finance for private fixed investment immediately -after the war when the normal credit
instimtions had only limited resources available. They have played a very important role in
financing the reconstruction of steel and iron plants, coal mines, and electric power stations,
In 1g52 public finance still provided 25 per cent of the total external finance for private fixed
investment, and even in the 1g6o fiscal vear it represented 13.5 per cent, despite the intervening
large rise of private saving, Yet a further important aspect of growth policy has been the fiscal
ptivileges granted en a highly selective basis o particular industries or lnvestment projects,
Differental tax treatment for constitution of special reserves, accelerated depreciation of
particular types of equipment, refunding of custom duties, et has been extensively used *.

{60) In 1962 the ratio of gross profits (including depreciation) before tax to total fixed
assets and inventories was 24.5 per cent for manufacturing, In 1963 it was 28.1 per cent,
The share of non-labour income in value-added in manufacturing was 5g pet cent in 1952
and 61 per cent in 1963, See Analysis of Financial Statements of Main Industrial Corporations
in Japan, Statistics Department, Bank of Japan, pp, 41 and 43 (October-March issues 1963
and 1964), For other countries, see A, MavpmoN, Economic Growth in the West, p. 53-
The profit rate scems to be somewhat similar to that in Germany and much better than that
of the UK, and U.S., but the share of profits in value added is substantially bigger than in
Germany and three times as high as in the U.S.

[ S
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cgl}t — partly bccaus.c it is difficult for consumption habits to get
adjusted to such rapidly rising income. A good deal of Japanese
wii.ge and salary income comes in the form of semi-annual bonuses
which fosters savings. There has also been a very sharp growth in

opportunities for Japanese to save by buyi .
‘ ng securities on
exchange, y buying the stock

V - Lessons of Japanese Experience for Developing Countries

It is relevant to ask whether Japan’s experience has lessons for
developing countries, nearly all of which are mow committed to
rapid economic growth as a major aim of policy.

. There_arc significant differences between Japan and the develop-
ing countries of the present day. In some respects she was better off

(2) Japan always had much lower population growth. Her
long term average since 1868 has been about r.2 per cent a year
and the rate has not moved significantly beyond this figure within
the pc‘rlod. In the past decade, population growth in developing
countries has' averaged 2.2 per cent a year, but most countries now
h.avc rates with the range 2.5-3.5 per cent. This reduces their capa-
city to save, increases the investment requirements for a given growth
in G.N.P. per head, and exacerbates -problems of unemployment,
If they are to achieve the 2.7 per cent long-term per capita growth
rate of Japan they will need a 5 to 6 per cent G.N.P, growth instead
of Japan’s 3.9 per cent. Japan’s lower population growth rate was
partly due to the fact that her expansion started when medical tech-
1?o'logy was less advanced than it is now in curbing mortality. Fer-
tility was also reduced by ‘infanticide and abortion, but official

Japanese policy did give considerable emphasis to birth control in
the postwar period;

. (b) Japan was a large country right from the beginning of
her industrialisation. By contrast, many developing countries are so
small that modern industrial development is handicapped because
of limited domestic markets; '

~ (©) the Japanese administrative machine was efficient and cen-
tralised, there was a strong sense of national unity, a highly sophis-
ticated cultural background undamaged by colonialism, absence of
major internal conflicts between social groups on the b’asis of caste
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or religion, a fair balance between progress of differcnt rcglons.,f and
strong leadership from a bureaucratic authont.arian elite drawn i:om
the samurai class, Many developing countries do not have these
attributes; .

(d) Japan’s economy did not acquire a lop—s@ed dependence
on a few primary commodities or enclave foreign investment as a
result of colonialism,

ly placed than pre-
In these respects, Japan was more favourably p an pre
seat gay Zsfveloll)aing ,countries, but she had fewer opportunities in
other ways: : g
V - » . » mo 11’1
a) foreign capital played a significant part in pro 18
]apancge) growti from 1895 to 1913, but_‘Iapal".L' did not hfwe avallr
able the large-scale flow of government aid which developing coun-
tries now receive;

i loped and the

b) the technological gap betw_ccn th(? deve pe the

dcvelo;()it)lg world is now bigger than it was in Japan in the 1Enc-

teenth century, Developing countries have therefo;c' greater techno-
logical backwardness and bigger growth opportunities;

{c} the world economy and world,trade are g{g}vlvmg trr;cr)lra?
quickly now than during most of Japan’s take—off‘t;I the e}ftewag
environment for growth is therefore more favourable than i s
for Japan. .

These then were the differential elements in the envn-?nment;

What were the specific characteristics of Japanese developmen

licyt - '
P 'i"he major propellant of the_ ]apanese' economy }1111 ?111 its fiilasfos
has been government policy which has given very higl Erio fythe
growth, The only sustained parallel to this has been that o

- .R‘ oy aqs
v SThe Japanese government clearly Fook respous}fl:::ﬂlty for Ii;ri::x;o;
ing economic growth and made colnmdcrable. sacrifices t(i ac e it
— motivated first by a strong desire to -avmd 'belng colonise :
also by' her own desire to be an imperialist nation, The SCICI?:S; :d
econotnic planning was not at all developed when Iﬁyan emuse ted
on its policy of expansion. Howevc;, Japan was willing to £ e
market mechanism and incentives in a very effective ‘wa()ir. s
there was a willingness by government to carry out £u121 an:eem
institutional reforms, to have harsh levels of taxation, to take extreme

&
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deflationary measures when necessary for the foreign balance, foster
exports and invisible earnings, contro] movements of international
capital, to have the state act as an entreprencur and innovator and
to give adequate priority to agriculture, Many governments in
developing countries claim to give economic growth equally high
priority but they seldom have enough power or vision to carry
through policies involving major sacrifices. They arc also constrained
by the requirements of social policies which Japan was able to
ignore.

Pride of place must surely go to Japanese efforts to develop
human resources by exploiting fully the use of foreign skills and
training, by expanding domestic education in response to economic
needs, and by extension work in agriculture,

Japan made a major effort to adapt her agricultural and indus-
trial technology to her factor endowment, The Japanese wage
structure also fostered this,

Had she not placed so much emphasis on militarism, her growth
would have been quicker. :

Developing countties secking rapid growth will have to do most
of the things Japan did. They should also give emphasis to high
capital formation at an earlier stage than Japan did — partly financed
by forcign aid. They will probably give greater emphasis than Japan
to promotion of on-the-job training, they will need to do more to

limit population growth, and they will need mote active cooperation
from developed countries in trade matters.

VI - The Prospects for the Future

In the previous section we tried to assess the applicability of
Japanese experience and techniques to other countries secking rapid
development. Here we are mainly concerned with present-day policy
problems which are largely those of a developed country, We wil
try to assess whether present policies will enable Japan to maintain
high growth rates and see whether her prospects differ substantially
from those of other industrial countries,

In terms of output and productivity per head, Japan is not now
so far below the West European countries, She still has a quarter
of the Jabour force in agriculture and some elements of “ dualism *
in her industrial wage and output structure, but her futare possibil-
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ities for removing “ excess ” labour from these sectors are mucl} ll:—zss‘
than in the past ten years. Furthermore, the very small scale of her
agriculture, which is largely in the hagds of. peasant owners as a
-result of the land-reform of the occupation pcyiod, will slow i:loyvn
the process of modernisation and mecl}amsatlon. Her popu ati)n
growth rate is declining and does not differ substantially from ¢ anl’lc
of Western Europe, The rate of growth of the labour forgg \gﬂ

drop fairly substantially in the next decafie after a peak in 1966 ( ;)

The scope for productivity gains will also be smaller now t zt
the technological opportunities of bgckwardness have been ;arrozveb.
The profitability of investment will also be ar:lvcr%ely e cl;:te -hy
greater pressurc on the labour market which will give wordzrsdt.e
bargaining power to demand a greater share of the val'ue ai eh in
industry. There will therefore probably be some fall in the s arﬁ
of G.N.P. going to private investment. Certainly a §lower growt
rate will require a lower inventory ifvestment, Whmh at prcscillé
absorbs 6 per cent of Japanese G.N.P. Reduced investment cou y
conceivably lead to a need for compensatory government deman
stimuli, as the personal savings ratio is so high. But with 2 massive
demand for automobiles on the horizon, and an upwa.rd adjustment
in the relative incomes of the lowest paid Worke:rs, it secms more
likely that the spontaneous demand pressurcs will continue to be
inflationary. . . '

The capital output ratio is likely to rise because of bigger 1n\ic_st-
ments in road transportation, housing, sewerage and urban develop-
ment which have been neglected in the past. The use of sccc‘)nd-l?ﬁd
machinery by small firms is also declining as labour costs rise. This
will further increase the replacement ratio in an ccopomy whcr'c it
will rise in any case with a lower overa.ll rate of capital form:altlloél.

It is therefore likely that growth in the next decade will be
slower than 1955-64. There are certain dangers spcc1.ﬁc to an eco-
nomy in deceleration, which are part1Fula1'1y apparent in thcd}?reant
recession of 1965, Some industries will find difficulties in adjusting
to slower growth rates, and there will be danger of ovcr]‘arodu;:ltwnci
The rate of wage increase will have to be reduced to match reduce

{(61) “ The average population increase rate of the 15 to G4 years fage bmcﬁke-tt;s I:;gt';)(t:ni
1,390,000 persons annually from 1960 to 1:965, but the ll'lCl:Eani rar:a':E ‘.;712. 152,05000 e
expected to be gso,000, This figure isl estimated o decrease to a Rur "
during the 1g970-1973 period *, Economic Survey of Japan, op, cl., p. 42.
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growth in supply potential and so will the growth of imports, other-
wise payments difficulties will arise. The disappearance of under-
employment will increase labour’s bargaining power and the open.
door economy will make it less easy to control imports, Slower
growth may mean some readjustment in stock market assessment
of future profits, and there will be financial difficultics for some
firms and banks which are over-committed to cxpansion. This pro-
blem is exacerbated by the financial structure which is much weaker
than in Europcan countries, The government will certainly have
to take measures to strengthen the financial system, In the medium
term economic plan for 1964-68, it is proposed to study measures
for controlling the debtequity ratios of firms and to regulate the
liquidity ratios of banking organisations more strictly,

There are also certain specific clements of backwardness which
will have to be changed in important degree. The present highly
differentiated wage structure and system of lifetime employment
reduces labour mobility. 1t will hardly be possible to maintain this
and provide the right incentives once underemployment disappears.
[ts advantages in promoting intensive use of capital are less impor-
tant than they used to be. It will probably be gradually replaced
by something more closely resembling the Western system — with
wages more standardised, and social security ensured by govern-
ment schemes. In moving towards such a wage structure a good
many small-scale enterprises will disappear. The government will
have to take over more of the burden of vocational training from
enterprises as they move away from the lifetime employment com-
mitment,

On the other hand, the experience of explosive growth has
created some useful characteristics which may help keep Japan on
a higher growth path than she could have achieved without the
carlier momentum. The economy is already attuned to high growth
in several important respects, Investment is very high, education
and training arrangements are geared to producing new skills at a
high' rate, workers are used to adapting to new jobs and do not
have a restrictive mentality, salesmen and retailers are used to rapidly
rising sales, and consumers have the habit of rapidly increasing their
spending,

In many respects, Japan is better placed than Germany was to
retain some of her dynamic characteristics in the decelerated phase.
And she may be able to eliminate some of the lingering character-



g Banca Nazionale del Lavoro
352

i i rom
istics of backwardness more quickly than Italy — which suffers fro
an extreme regional disequilibrium not present in Japan.

(2) Japan has a planning agency Whic.h exerts conmdcrab;i
influence on business and which helps both bl:lsmf:sPs1 and‘ gpvsrnm; n
' i f growth problems. Planning does
to take an articulate view of g ol anning o °
i i nce but gives it more
i ent as big an influence as in Fra ce but giy :
My itali lanni s indicative, but is
i atry, Planning 1 » but
than in any other capitalist cou ' i s
supported b}; governmental powers to influence credit or depreciatio

imi i i cess in--
allowarices in a discriminatory fashion. The planning pro

: . . . ive
volves close consultation with business, But'the h1gh1¥ (ii)mpct;tlt:; ’
business community always tries to increase 1;3 lz}ﬁrg ob tt :h:;ahavé
been overfulfilled, bu
As a result, the plans have always. / has
served a useful purpose in smooth.lr'lg grmfvth Pro.blcmil :mclaifllea[(}:1 ng
business to seize growth opportunities by identifying t em ahead 0
time and ensuring that short-term decisions were taken in the lig
of long run trends; |
(b) the government has instruments for short—.termB policy
i cause
correctives which are just as sharp as 1{11;Eur0121ea111‘l counﬂtﬁzsgsS s(f:athc
i the banks and the sma .
of illiquidity of business anFI _ : 1 e
nationgl debt, monetary policy is particularly effcctnlrc.f iczzml;l ner
credit has not yet developed on any scale, and cont:lo 0 Dot
yet an effective policy weapon, but can be expected to grow.

government has not made such great use of fiscal policy as some -

European countries but it has made continuous‘ rcduFtlons in tax
rates to offset the high growth in revenue that arises with abpzogres(i
i i revious attachment to balance
sive tax structure. In spite of some p alance
it i i development of a more acti
budgets, it is unlikely that the : ¢ actve el

i i i rt of shibboleths which hi
olicy will be impeded by the sort ¢ ] :
Et)he g?S in the 1950s. The basic attitudes to fiscal policy I'CSClntblit;
of ‘nmen
those of Europe rather than the U.S. The Japanese govtelnn;nd i
more willing to use direct controls than Eur(;petz:n ln;ouptnes, and
i d more seriously by business.
advice and requests are treat.f: o
other hand the cycle-sensitivity of the Japanese economy does
to be somewhat bigger than in Furope; ‘ o -
(c) the Japanese wage structure remains quite d1fferel.11§ tirmcS
that in Europe, and more susceptible to correctlllve 1riﬂucilce 11)13 mes
i hould therefore have less trou
of payments difficulty. Japan shoul . c el
cosF‘é) iflﬂation than European countries. The growing labour shortag

. . S
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and increased trade union power will change this situation in some

respects but the unions are conscious of the benefits of keeping the
country competitive;

(d) the Japanese government retains closer control on both
inward and outward capital movements than European countries -
which helps it control payments problems more easily. European
countries have moved too far in relaxing these controls in their

pursuit of convertibility, and this has led to destabilising short-term
capital movements; '

(¢) Japan’s system of ecconomic intelligence and statistical
ors is superior to that of most European countries and helps
greatly in making for sound judgement of cconomic problems;

(f) the educational effort is better geared to foster growth
than in European countries and the government has had manpower
and educational plans since 1g60. However, some of the American-
inspired educational reforms have led to too much higher education
of a non-specialised kind instead of vocational training; '

(g) efforts to foster appropriate development of technology
are increasing. Expenditure on research is growing as a share of
G.N.P. In absolute terms, it is twice as high as in any West
European country, Practically no scientific brainpower is wasted

for military purposes, Agricultural rescarch and extension is as
active as ever;

indicat

(h) government investment is now over 11 per cent of G.N.P.
and is expected to rise further. Government financial help to the
private sector is likely to continue. The very low level of military
spending should enable the government to continue these policies
which involve very much bigger shares of G.N.P. than in European

countries. This should help offset a possible downturn in private
investment,

The newly adopted “open door * policy by which Japan has
a convertible currency and is climinating import controls will bring
benefits by increasing competition and lowering costs. Japan is
hardly likely to suffer from damage to infant industries, will gain
better access to markets of other countries and ccase to be treated
by other developed countries as an outsider., On the other hand,
the abandonment of import controls for short-term balance of pay-
ments stabilisation will reduce the range of policy instruments avail-
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able, and increasing wage pressures will make balance of payments
adjustments more difficult. '

It scems reasonable to assume that Japanese performance will
continue to be better than that of West European countries or the
U.S.S.R., but several factors will operate to reduce its growth rate
below the previous 10.4 per cent a year, The non-agricultural labour
force will probably increase about half as fast as the 3.7 per cent
of the past, and the same productivity growth rate will probably

not be maintainable. It is unlikely therefore that her growth from .

1965 to 1975 will exceed 7.5 per cent a year. Nevertheless, such a
growth rate would probably bring Japanese productivity up to the
highest European levels. It would also raise her consuraption stand-
ards sharply, as we are postulating a reduction in the investment rate.

As Japan has better growth policies than European countries
there is no reason why she should not continue to do better than
they do even after she has drawn level with them. She will, after
all, still need to catch up with the U.S. However, it is likely that
the psychological impact of superior Japanese productivity and living
standards will lead European governments to realise that in some
important respects their growth policies are still sub-optimal, Better
awareness of the sources of Japanesc growth can thercfore be ex-
pected to influence policy favourably in both the developed and
developing countries.

Ancus Mappison
Paris ’




