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1967, as compared with her rank of fourth (behind the US,
U.S.S.R., and West Germany) in aggregate GNP output during that
year. Looking at the annual rates of aggregate growth, their in-
creasing instability can be scen from the fact that the mean deviation
for the first half of the period 1953-66 was 2.0 percent as compared
with 3.8 percent during the second half. That Japan’s growth has
been unbalanced is obvious first by simple inspection of her social
and cconomic infrastructure, Tokye, for example, containing one-
tenth of the country’s population, has inadequate roads, inadequate
means of public transportation, and insufficient telephone service;
it has an inadequate sewage system and inadequate means of garbage
disposal. Schools, parks, playgrounds, and hospitals are also scriously
deficient, Housing is enormously in arrcars. In 1964 the city had

a serious water shortage, It also has severe air and water pollution
problems.

In contrast with these lags, the private sector, spurred by invest-
ment in plant and equipment, constitutes the leading sector in Japan’s
advance along the path of unbalanced growth. Although in her
modern period Japan has always been dependent on the world at
large, the sources of postwar growth — its mechanism and condi-
tioning factors — are to be found primarily within her own do-
mestic economy, The economic miracle has indeed been indigenous.
As a result of the way in which growth has been achieved, however,
its mechanism is likely to be less effective in the future, while at
the same time Japan’s dependence on the world economy is now
greatly increasing. In the meanwhile, the degree of economic insta-
bility has likewise greatly increased.

At the outset, the role of investment in plant and equipment
has been stimulated both by the dynamics of oligopoly rivalry and
by government planning which sought to hasten the day when Japan
would be recognized as an “ advanced industrial nation . The chief
oligopolists are the well-known zaibatsu-successor groups, including
Mitsubishi, Mitsui and Sumitomo. In association with their respec-
tive banking sponsors, each group strives to maintain its relative
position in terms of market shares, Effective competition, however
— especially in the heavy and chemical industries which are the
bearers of advance from the traditional to the modern era — requires
vast plant capacity to reach optimal levels of scale. In order to
achieve these levels, individual oligopolists may feel impelled to
gamble on cxpansion of plant capacity far beyond the immediate
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range of realized market demand (1). Thus simultancous installa-
tion of new plant capacity of the indicated minimum size by rival
groups may create a great amount of excess capacity. At some stage
of the business cycle, the repercussions of supply-leading expansion
may stimulate enough new demand to justify the original speculation.

When excess capacity prevails, however, it cannot be seen in
terms of the usually available statistics, becausc as published  (sce

Timsan Tokei, International Trade and Tndustry Statistics, Ministry
of International Trade and Industry) the data are expressed in terms
of an index number whose base is not evaluated in absolute terms.
In Tokyo, however, 1 was able to obtain the results of an unpub-
lished survey pcrformed by MITI which provides the actual rate
of operation 1o 1960 which is used as the reference point for the
currently published index. 'The survey shows that in 1960 total
manufacturing industry in Japan was operating at a ratc of enly
81.2 percent of capacity. In 1964, at the height of a feverish boom,

it was operating at anly 82.4 percent of installed capacity.

That such an intense rate of fixed investment has beent possible

in a country so short of capital as Japan is onc of the chief features

of the economic miracle. In order to increase employment in areas
of higher productivity, government planning called for a shift of.
Japan's resources from the backward sector (O the advanced sector
of the dual economy. s itself vulnerable to

The advanced sector Wa
invasion by foreign capital in accordance with the new rules of
import liberatization. But by

utilizing the rivalry of various oligo-
poly groups the government could encourage the installation of
modern plant capacity under domestic ownership in a measure pos-
sibly sufficient to

forestall the domination of the home market by
foreigners.

Investment by business — especially big business — has received
government encouragement in vatrious direct and indirect forms
such as subsidics through the tax system, cubsidies through the
import licensing system, and low-interest loans (available to “key "
industries (2) througn scmigovernmental institutions such as the

e
(1) Speculative plant expansion in tuth stimulates other types of speculative activity,
contributing to economic instability,
{z) These include steel, shipbuilding, shipping,

petrochemicals, and synthetic textiles,

automobiles, machine tools, electronics,
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qame time, MmMOLEOVer, there is evidence of an association between
expansion in output and expansion in exports. In particular, expan-
sion in output leads expansion in expotts; that is, exports seem to
be impelled by increases in output capacity. 1 have described
these clements as constituting a mechanism of © supply-oriented
exports ” (30).

By providing a vent for surplus output, especlally during reces-
sions, the mechanism of supply—oricnted EXpOrts formerly provided 2
stabilizing force in Japan’s balance of payments. In the postwar period,
secessions have almost invariably been precipitatcd by tight-money
policies of the government implemented as a remedy for deficits in the
palance of payments (11). Ordinarily, as mentioned above, producers
prefer to cell in the domestic market, but when sales are slack at
home due to credit shortages they face a dilernma because of the
intensified pressure of their high fixed cost obligations. In these
circumstances, they attempt fo quickly expand their foreign sales,
often by means of price-cutting (12). The meaning of this result,
first, is that a dramatic expansion of exports often provides confirm-

ing rather than disconfirming evidence of a recession in Japan (13).

(10) Hollerman, pp- 43-49» 79-82,
{r1) The recession of 195I-52 Was

by the application of tight-money policy:

(12) Letters of credit, acconpanying expoft sales, incidentaily, may be discounted to
pravide early cash setdlement, in contrast with domestic receivables which are much Jess
liquid during petiods of tight money. By specifically financing the production of a given
export shipment, the letter of credit likewise provides a legitimate reason for an expors ptice
lower than the domestic price (known pejoratively as price discrimination, dual pricing, or
), for without cuch financing domestic credit might be unavailable, It should
or rapidly shifting from domestic to foreign sales is highly

developed in Japan in the form of the trading company (sogo shoshd) -— 2 key instivational
artangement Wwhich could well be recommended fo the attention of less developed countries.
These rms provide thelr clients with distribution facilities in both foreign and domestic
markets, A Japanese producer with 10 foreign contacts of experience can simply request its

trading company to dispose of its goods abroad rather than at home, It might be added that
cince teading companies are interested in rapid turnover, they have been accused of reinforcing
the propensity on the part of firms to cut expott prices during recessions. This price cotting,
when carried to the lengths frequently seess in Japan, progressively increases the instability
of expotts by cutting profic to the point where exposts of particular commodities becotne
impossible (a long series of Japanese “gegr ¥ export products has been extinguished in this
imanner and the need for innavation of new products unreasonably accelerated).

(13) In discussing the 1964-65 recession, some observers exptain that the economy produced
a growing external surplus despite the depressing factors which were at work during tfla"-
period. See QBECD, Economic Surveys, Japat, Paris, June 1967, P- 5- This interpretatio®
overlooks the mechanism of supply-otiented exports which becomes effective precisely during

periads of domestic recessiont,

caused by the ending of the Korean War rather than

% dumping
also be noted that the means §
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tion of imports furthermore has a tendency to raise their unit price.

Because prices of finished goods are also rising in the domestic
market, produccrs would rather sell at home than abroad where

they are subject to the pressure of international compctition. Here

we see the converse of the supply—oricntcd export phenomenon des-
ily stockpﬂiing

cribed above. At the same time, producers arc heav
imported materials because they anticipate that sestrictive measures
against imports may be introduced. During the heyday of the
forcign exchange control system, impoxts could be regulated directly
in accordance with the state of the reserves, but with the advent of
import liberalization it became necessary to rely chiefly on other
mcasures, especially monetary policy.

icy intentions of the Bank of Japan may be signalled
by a change in the discount rate of by a change in the level of
required city bank reserve deposits. Open market operations do not
exist due to the undeveloped state of the bond market. Substantially,
the implcmcntation of a restrictive policy takes the form of window

guidance” (madoguch shido), by which the Bank of Japan rations
credit to its clients (16). "This enables the Bank to dampen the level
of economic activity both in genera'l and selectively, with a conse~
quent direct as well as indirect offect in reducing imports, thus reliev-
ing pressurc on the foreign exchange reserves.
The most recent tight money policy lmplcmcnted in Scptcmbcr
1967 was the Gfth such episode since the autumn of 1953. Com-
arison of these episodes reveals an increasing degrec of instability
in the economy, increasing restrictiveness of the balance of payments
constraint on growth, and the emergence of more complex problems

of contra-cyclical policy.
The increasing severity of business cycles i Japan is due to

structural as well as to cyclical difficulties. These became distinctly

evident in the period of overheating which culminated with the

Tokyo Olympic Games of 1964. As an antidote, the government

applied the usual tight money policy (first steps were actually taken

‘o December 1963), but it was less cffective than on previous 0ccd~
sions. Partly this was due to the enhanced liquidity of leading firms,

The pol

— e ——

(16) Tn the spirit of cconomic liberalization, the Bank of Japan officially “ abolished ”
windew guidance in Junc 1965, but reintroduced it in August 1907. Bank of Japan Spegidh
Paper Mo, 33, May 1968, p- 5 In effect, window guidance also constitutes a powerful tool

by which economic planning may be enforced through the banking system.
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Perceiving the inadequacy of monetary policy to cope with the
changed situation, the government supplcmcnted it with a new fiscal
policy, namely deficit financing, which had been substantially unused
since 1950. The monthly issuance of long-term (seven-year) bonds
was inaugurated in January 1966 (20). The significance of this step

was that it officially acknowledged the structaral as contrasted with

the cyclical nature of Japan's mounting difficulties following the

recession of 1964-05. Indicators of these difficulties are not neces-
sarily to be found in the recorded growth rate itself, moreoves, for
in real terms the ratcs of increase in GNP during the calendar years

19653, 1966, and 1967 respectively were 3.7 percent, 10.7 percent, and
13.7 pereent (a1). Rather, they are to be found in the prospects for

future growth which the problems identificd in this paper imply.
The tight money episode beginning in September 1967 might
also be briefly noted. Restrictive measures imposed at that time
showed very minor results until April 1968. Wholesale prices failed
¢o fall appreciably and consumer prices continued to rise (22)-

e ——

{20) These government bonds ate to be distinguished from govcrnment—guaranteed
bonds of public corpotations, of which a considerable amount has been issued in the past.
The new policy, incidentally, brought its own Jifficultics inasmuuch as there is practically no
free long-term bond parket in Japan. After the token petiod of ope year — during which the
Bank of Japan was prohibited from acquiring new jssucs — approximately ninety percent of
putstanding long-term governiment bonds were acquired by that institution out of the necessity
to support their « market 7 price, Thus the central banl in effect finances the government

Jeficits, taking over the burden from the banking sector at large, to which new issues are

initjally allocated.
{21) Neither are they necessarily ta be found in the statistics of bankruptcy, which
continued to rise along with the recovery in the growth rate. Since large firms are almost
invariahly protected against bankruptey, the rate of bankruptcy is 2 measure of distress only
among small and medinm size firms. {The bankruplcy of the Sanyo Special Steel Company
mentioned above was apparently © allowed * to happen in order to accomplish 2 removal of

inefficient management which the stockbolders were otherwise unwilling t accept.) Although
# concesn ™ for small

from a political point of view the government imakes much of its
business, from an economic point of vlew it welicomes these bankruptcies as part of the
program for * liquidating the dual cconomy ™. The rationale of this program is based on
the desirability of shifting factors of production from agricultore to industry and from aread
of low productivity in industry ta those of higher productivity. Heretcfore these shifts have

been a leading factor in promoting Japan’s growth — the exact opposite of what bankruptey

statistics would seem 10 imply. However, the supply of shiftable factors has of late been
at of the growth rate.

considerably diminished, thus depleting this ingredie

{22) This may be partly attributed to the continued availabild of credit on relatively
casy terms to large firms whose costs are 2 princpal determinant of wholesale prices. gemall
firms (including retail and service establishments), which chiefly populaie the copsumer
goods sector, bear the weight of relatively adverse credit tecms, while thelr efficiency 38 also

lower than that of large manufactarers, ‘The lower productivity of the small firms, howeve,
does not protect them from having to pay increasingly higher wages in order to attract workers
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ness), forced them to accept 2 lower rate of return on the bonds
than they could have obtained (especially during periods of tight
money) from business loans, and in addition. their portfolios of
government bonds tended constantly to lose valge since no real free
market for these securities existed. This was particularly apparent
when as the reserve position of the city banks deteriorated under
Bank of Japan pressuic the incentive for disposing of the bonds
increased. However, the situation for the banks was not as bad as
it might have been, for to some extent their initial purchases of the
government bonds were financed by funds providcd to them for

that purpose by the Bank of Japan,

In addition to the strengthencd liquidity position of major firms,
the power of the authorities to restrict domestic demand by monetary
policy has also been jeopardized by a strong secular as distinguished
from cyclical increase in consumer imports, particularly of food,
which is not readily discouraged. This was a factor in the decline
of the merchandise trade balance by $3.1 billion hetween 1966 and
1967, the overall balance of payments deficit being $571 million in
the latter year (24). Growing difficulties have been experienced by
the authorities in applying cconomic brakes as dictated by exigencies

‘o the balance of payments. This can be Jemonstrated by a review

of recent tight-money episodes. In 1957, it took three months for

business to reach a turming point, it took five months in 1961, seven
months in 1964, and slightly morc than seven months in the episode
beginning in September 1967. The reversal of the balance of pay-
ments deficit in 1968, MOTCOVEL, can be attributed principally to
factors other than the tight-money policy. Exports to the United
States were siimulaced by the threat of an impending strike in the
U.S. steel industry, by the possibﬂity that import quotas Of import
surcharges would be imposed, and by the general inflationary climate
of the United States in che first half of 1968. Exports wete also
helped by an jmprovement in business conditions in Western Furope.
Supply—oricntcd exports Were another important factor, resulting from
modernization of facilities and large increases in productive capacity
heyond the requirements of the domestic market. On the import
side, the tight money policy had the effect principally of restricting

e ———
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say nothing of its acquiescence in the steady rise in consumer prices.
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fundamental sense as well. For whereas in the former case the
problem was chiefly one of liquidity, in the latter it is one of sources

and markets.

In evaluating Japan’s increased dependence, it might be observed
in the first place that the volume of trade has been increasing much
more rapidly than the volume of national income (27). Second,
industries (such as iron and steel) in which imported inputs are very
substantial in relation to domestic value sdded are assuming a moOte
dominant role in the economy (28). Where imports arc embodied
in exports, and even more so where they are retained for domestic
consumption, IMport dependence 1 reinforced by export dcpcr_ldence.
These different types of dependence imply different types of prob-
Jems, such as those of competitive power, geographical complemen-
tarity, and diversification of sources, markets, and commodities. 1o
the consumption. of imported raw materials, Japan’s dependence has
markedly increased ot only in absolute but in relative terms in
recent years. The catio of the consumption index of imported crude
materials divided by the production index of manufacturing industry
rose steadily between 1962 and 1966 (29). Also the ratio of the index
of consumption of imported raw matcrials to the index of consump-
tion of total raw materials increased from approximatf:ly g2 in 1958
to approximately 109 in 1966 (30).

Consistently during both the interwar and postwar periods, the
delivered cost of imports (c.if.) has exceeded the proceeds from
exports (f.0.b.) Accordingly, in order to pay for needed merchandise
Japan has been obliged either to jmport capital or to provide a met
supply of services to others, During the interwat period, the invisibles
account was largely in surplus, primarily from marine freight income.
This consrasts sharply with the large deficit in the postwar transport-

ation account, which has contributed to the consistently uafavourable

-

(22y) For various reasois, the ratio of foreign trade to national income is inadequate as
an ndicator of the degree of dependence. See L. TIoLLSIMAN, of. cif. However, it may be
useful as a first approximation. .

(2B} Steel exports in 1967 were valued at §1,350 million, while mports of steclm.ak‘lﬂg
materials {iron ofre, coking coal, serap iron, and pig iron) were valued at $1,750 million,
resulting in an unfavourshle balance of crade in steel amounting to $400 miliion.

{29) Japan Txternal Trade Organizaztion, Foreign Trade of lapan, 1967, p. 15 Indexes
based on 1g6o.

(30) Econcmic Planning Agency, Japanese Government, Leanomic Survey of Japas

(1966-1967), Tokyo, 1667, p. 30 ndexes based on 1960

Recent Difficulties in Japan's Economic Development 81
i
total o invisi
total Ii; 6%os;?§§uirims1blzs {‘(3‘1). f'ghc latter has steadily deteriorated
sine R ng a deficit of $1,r72 million in 1967. T i
in invisibles has occurred despi s g
: . espite massive receipts f U ilit
i ! ] rom U.S. milit
special procurement ”, which i bl
| ] are included am he invisi
P : , _ ong the invisible
fran (slaf)tflonsl.).lll?urmg the 19,6?3 these receipts annually exceeded one-
Whﬂa L ion dollars, rising to over half a billion in 1967 (32)
e Csl;u ctmvm}[_)lt;s secfor of the current account has dctcrior.
, the structure of Japan's merchandise trade i dergoi —
namic change. Progress i o
. can be seen in the fact that th i
exports of heavy and chemi e o o
cal goods — about two-third
i of 1 ' -thirds of total
W};;):::n iniis atpPEommatcly the same for Japan as for the leading
\dustrial countries (33). However, botl
the traditional exports et to di D e e
are subject to difficulties. In the 1
(textiles, sundry goods i ncny) Japin faces. intan
, and light machinery) J f i
cheap-labor competition f ing. rounmies (31, In the
rom the developin i
P : ping countties (34). In the
, Japan’s “heavy industry ” categ i i
[ _ ) gory includes such item
sewing machines, insulated wij i e
. ire, electric record player di
ceivers, electric fans, dry batteri c Tidht bulbs, binocofars
_ . dry batteries, electric light bulbs, bi
ce j inoculars
mzrl;rilfl, 1(;11568, watches, and clocks (35). Conscqucntfy the statc’
{ 1 . ’ )
ment U itn gy 196tG two-thirds of Japan's exports to the United States
customer, were in the heav ical 1 :
: avy and chemical ind
category is not necessarily as i i ! it mi o
impressive as it might
N ccessarl ght seem, Amon
;nzsuc;tas among similar items formally classified as products of ligh%
ry ”, morcover, Japan receives intense competition from less

developed countries (36).

mcms(iig ;::lzlgftilsn]?ﬁr;ﬂis tl;:.'world's leading shipbuilder, the volume of her cargo is
¢ of increase in Japanese shippi
in . panese shipping. In 196 -thir
" tr;]ew jzp?nesc ships were sold for export rather than to ]apinese chgi 731:1]30‘-1‘3 g o
ese being chartered back to Japan by their foreign owners FHPPRG Somprs, Y

(32) Direct and indirect benefit i

ot b el efits to Japan resulting from the Vietnam War are estimated
1 ;

aming_v,) ];1 19269, at their peak, exports of silk provided 4o percent of Japan’

i . By 1966, Japan was a net importer of raw silk, I 6 e o et

mporter of cotton yarn, o 7, she fesme ¢ ae

(34) She is also competi i i
( g peting with Mainla i
approximately equalled those of Iffz))an in I956’;.n e Ching, whose exports of cotion. cloth
(Ggg; f;iﬁ;ry of International “Trade and Industry, Tsusho Hekusho, 1964, p. 82
goods o) Aot one-quarter of ]ap.an‘s textile exports and about one half of h’erp:totalo ‘ und
Bt ot ]g e :31‘:_‘ lsold to the Un{ted States in 1966, In the case of iron and steel sall; R
p total exparts are shipped to the United States. In order to sell steelain 21‘11;

AII].CJ.' <an marl t [ Q. Her deliver: Tl e Toin ™ ower than corres (in(l-
P N .
Ket, Japan must offer deli ed P

P Ces at least 10 P ent




82 Banca Nazionale del Lavoro

Japan is also subject to discrimination and harassment in terms
of commercial policy. In the United States, for example, the steel
industry has joined with the textile and other industries in seeking
protectionist legislation against her. These campaigns have fre-
quently resulted in the acceptance by Japan of “ voluntary ” cxport
quotas to forestall further barriers on the American side. Market
prospects are also affected by the increase in worldwide excess capa-
city in iron and steel; by 1967 this overhang roughly equalled Japan’s
own total national output capacity.
The long term prospect for ship exports is likewise in doubt.
West European countries and also the Soviet Union have made
remarkable progress in modernizing and expanding their shipbuild-
ing facilities. They are particularly well equipped to compete with
Japan in the construction of specializcd ships, such as container ships,
liquid methane gas carriers and nuclear-powered ships. By 1908,
even in the building of super-tankers, which had formerly been a
Japanese monopoly, new coptracts were being won chiefly by Buro-
pean shipyards. Even in the past, morcover, while making a solid
contribution to the nation’s balance of payments, expansion in sales
has been achieved at the cost of very low profits to the industry
itself. Japan’s shipbuilders have been able to offer generous credit
terms because of the low-interest funds provided by the Japan Export-
Import Bank; prior to 1968 they had been able to borrow as much
as 8o percent of total construction COSts. Thereafter, bowever, due
to increasing pressurc ofnl the bank to provide export finance to other
sectors of heavy industry, this proportion will be reduced to below
70 percent, On the whole, with regard to her ability to offer attrac-
tive terms of deferred payment, Japan is competitively weak as
compared with Western countries. !
On the import side, in addition to industrial factors affecting
imports as mentioned above, the extraordinary increase in consumer
goods purchased from abroad calls for special comment. During
1960-66, imports of foodstuffs (including beverages and tobacco) into
Japan increased more than threefold, Japan's degree of self-suffi-
ciency in foodstuff is now less than 80 percent, Consumer goods
other than food are also being imported increasingly.
The current account as a whole was in deficit during five years

of the seven-year period 1961-07. Nevertheless, during four years of1
pita

the same period Japan. incurred a net deficit in the long term ca

Recent Difficulties in Japan’s Economic Development 83
account in order to finance her sales of heavy industry products (
For while the advanced countries of North America l:md West3 7
Europe account for almost half of her total export sales, the df:vr:lcm
ing nations — with the assistance of Japanese long ferm. ca italop
are her lf:'admg customers for the expensive products of thg h vy
and chemical %11dustrics. For a country endowed with such a sczan‘;y
supply of capital as Japan, her status as a creditor on lon temz
capital account is hardly a sign of economic strength. Ratgher it
reflects a rf:lnarkable state of exigency (38). Much of this difﬁm’lltl
could bf: dissolved if Japan were willing to import more from Soutlz
cast Asia, whose accounts with Japan have been conspicuousl un_
balance(_i (39). However, government policy in this matter 1{ d—
vcligeg m..ﬂucnccd 1_)y the interests of the Liberal Democratic Pﬂ;:: —
Z]Vu ic_ 1_:?1ght fo-_rfc1t the support of z_tgriculturc and small-scale 1ry1’

5 1"%111 itnports from Southeast Asia were officially encouraged
- buls far we havcl been speaking of'thc chief elements of the
basic a agci: (which mclu.dcs merchandise, services, transfer pay-
'ncn 5, and long term capital movements), The sharp fluctuations
1( » ]lalila.n s basic balance are partly the result of cyclical fluctuations
til cluding the effects of supply-oriented exports) and partly from
the strong adverse secular tendency of the autonomous items of th
invisibles account. Characteristically, Japan has depended u o:i
E}c;;npensa!:mghﬂuctl‘lations in the short term capital account to Pﬁll
h gaps in the bas}c ’balancc; but this in turn is dangerous because
short term capital is itself subject to erratic. movements (40).

(37) Some of these export “ sales” i
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e o o develonen countrion e arranged in conjunction with economic aid provided by
(38) Japan even provides lon, i
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;l:uthe Siberian development projects, she has agreed to lend to th R1 i ko

erest rate of 5.8 percent. e Rusians at an anned
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VR ,[; :1 z;o;z &Eact ":}rll-?t l{apan buys too little from Southeast Asia, the usual e;;planati:I;
¢ e with that regi i i
s pocchnns S0 e at region emphasizes that the latter is “ too poor ” to increase
Bured é]ﬂ I:,;agfmuﬁt’ Japan is vulnerable as a heavy net short term borrower in the volatile
e e:,; kt the end .of 1967 her borrowing amounted to $1,542 miltion (out of a
o Lopostlar & arket amounting to approximately $16 billion.) At the same time, short
(inds of fic] ms on Japan by the ‘United States amounted to $3,154 million abcyu’t two-
v was in the form of import usances, Concurrent short term I’Initcd States
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At the same time, Japan's foreign exchange reserves, amounting
to $2,005 million at the end of 1967, were acutely inadequate, being
sufficient to pay for only two months’ imports (41). The level of
reserves had remained fairly constant since 1963, although in the
meanwhile the level of trade had roughly doubled. Even the appa-
rent stability in the fevel of the reserves, however, owed much to
the fact that the total included borrowed as well as owned reserves.

The danger of compounding inadequate forcign exchange rec-
serves with a high level of short term forcign borrowing was
demonstrated in the yen switch ” episode of 1965-66. This em-
phasized that Japan is dependent not only on the availability of
credit in United States moncy markets but also upon an interest
rate differential in Japan’s favor, The episode occurred when an
easy credit policy introduced in Japan following the 1964-65 reces-
sion coincided with a restrictive policy in the United States. The
fall in the Japanese interest rate led to a switch away from dollar
import usance in favor of domestic import trade bills. Consequently,
during the cighteen months following July 1965 the combined out-
fow of both short term and long term capital amounted to almost
$2 billion. The possibility of creating a similar coincidence following
the adoption of more restrictive monetary and fiscal policies in the

banking liabilides to Japan were $2,601 million, but these included a substantial though
undisclosed quantity of official Japanese foreigs exchange reserves deposited with U.S. banks
a5 collateral for their Joans to Japan. The picture can be seen from another point of view in
cerms of the figures for Japan's total overseas assets and liabilities. At the end of g6y short
term assets of foreign exchange banks amounted to §3,105 million, while their liabilities
(including the Buradollar depositsy amounted fo $4,31r million. « Other Private Liabilities ”
on the same occasion amounted to an additional $1,061 million, while “ Other Private Assets ”
were §71 million, Japan Economic Journal, July 23, 1968.

{41) Since imports are commonly financed on a four-month basis, it is desirable that
exchange reserves should amount to at least one-third the annual level of imports, Not only
are the reserves inadequaie in ahsolute amousnt, but also, being held almosc endrely in the
form of dollars, they reinforce Japan’s cxcessive dependence on the United States, Thus
Japan is particularly vulnerable in the event of uny dollar difficulties, o say¥ nothing of
dollar devaluation, For example, when Burodollars (one-third of which are estimated 10 be
held by Middle East oil sheikhs) are converted by their owners Into gold, this raises the
interest rate Japan must pay in onder to attract Furodollar deposits into her foreign exchange
reserves. Moreover, dependence of the yen on the dollar ghves Tise to the genera] belief that i
the doilar is devalued, the yen will be devalued even more. But since sound alternative
reserve curtencies or gold are not available in substantial amounts, when the dollar is under
pressure this belief produces 2 paradoxical hedging phenomenon, namely, a Tush by banks
and trading firms into dotiars; this causes a drain of dollars from the official reserves as the
Bank of Japan sells dollars in an cffort to maintain the external value of the yem
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leading sector (42). By the samc¢ token, liquidation of the backward
sector implics raising the capital-output ratio. Since capital remains
scarce, future advances in productivity will be more expensive than
those of the past. On the international planc, the “ catching up”
process had yiclded another source of easy productivity gains by the
import of foreign technology; but after acquiring the standard pro-
cesses of the West, this species of shifting has become progrcssivcly
more expensive. As a countermeasure, the government has attempted
to encourage the expansion of domestic research and development;
but the immobility and compartmcntalization of her society, which
might have been an advantage at an carlier stage, have become a
decided handicap to Japan's future development. In particular, the
interchange of ideas and personnel among government, business,
and the universities, and job mobility among firms, so common in
the West, is not very far advanced in Japan. Even within a par-
ticular firm — except for a few of the newer enterprises — upward
mobility of young people with creative ideas 1s very restricted, More-
over, the amount of resources being devoted to technical research in
Japan is relatively low. In 1966, 1.7 percent of Japan’s national
income was devoted to technical research as compared with 3.7 pet-
cent in the United States (43). In Japan, moreover, only about one-
third of research funds are provided by the government, as compared
with two-thirds in the United States. Rescarch, as any other kind
of investment in Japan, is expensive because of the capital shortage.
Difficulties within the structural category arc complex andl
dcep—seated. These include problems of the balance of payments,
excess productive capacity, the dual economy, the debt structure of
firms, the system of capital markets, the system of distribution, in-
situtional rigiditics, and the arrears of social and economic infra-
structure. Countermeasures have been devised by both business and
government at many different levels and in various sectors of the
economy, Some of these have alrcady been mentioned (44). How-

e —————

(42) Exploitation has been characteristic of the subcontracting relation, with its fendal-

istic sanctions imposed by the prime contractors.

(43) The mamber of persons classified a
working population in 1967 has been estimated as follows: in Japan,
States, 24; in EEC, 273 and in Britain, 28, The Fronomist (London), Sept. 28, 1908, P» 39

{44) With regard to the halance of payments, official expott promotion activities are
also worthy of mention; these include market research, expoft inspection controls, and
% economic diplomacy 7, in addition to export finance and ubsidies through the tax structure

2¢ noted above.

s “researchers ” per thousand of the total
8, in the United
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Z\Cflt;:)r,t ;é)n[;:cngrapon and centralization are the overriding strategies
pconcyt usiness and government respectively. © ®
e ]apan:crﬁﬁiuls mon.vﬂted by various business incentives., In
A bb'ecti’ especially at“ the present stage of development,
an imporeant hL ve is to curb “ excessive competition ” for market
CXCESS, Pmductiv: gener.atcd cutthroat pricing, low profit rates and
s o mot Ju tffil)adagr. As thf: scale of investment increases
O ity and .Curi st ; y §cox}om1cs of scale) and the gap between
capacity an cuent emar\tf\r widens, excessive competition sharpens
the Instabili gdr : rms. hen as a .countermcasure they finally
momenon o O;l:cStfme}?t pl.ans, .thts l?lunts_ the supply-leading
phenomenon & o Ofocmtlrsec plrtlme éngrcdients‘ of the growth rate.
et ot co;lsumcrs. , it tends to produce price rigidity and
domgt}i:;ﬂ% :Ic:lr;ceitztraltmn rec}.uccs the degree of competition among
PR V,Vhosa SO pro_VIdes a means of defensc against giant
forcign Arms W 1_:}:) cn’lc'ry 1‘11to the home market is anticipated as a
result of incfeases 1_ncra 1:(51at1qn. Defense can be prepared both by
s somerime in productive efficiency and by increases in market
econor;]ies 'of i s conlcentrauon.enhances the former in terms of
cconom ge scale production or distribution, but more often
C(c):ny st:t'cngthcns the brute bargaining power of firms
e 5511111 sﬁnso;l;kbsytmea?ls of mergers is often instigated by banks,
its shakier loans By -c(l]elfi::ergiur:f; ;h\fveicllsmlqn Of' . Cli]cnts’ s of
1 : _ client into the hands
atﬁczlr.lg?ﬁazg t(())fr;)}llmd ouf; an 11:Edustr1a1 empire with which it is a(f)ifiliaf
ated. (Fach ot o es::: reflects ecither a cause of an effect of what has
e o o cdsa lex(c;sswe competition among banks”.) Banks
have a9 ayt 2] czi ing role in recombining the surviving ele-
ments of » rcconst.tcr': yd were zaibatsu combines, In their postwar
e ituted  giants are known as keiretsu, and are
y different from their predecessors (45). ’

(45) In partica j
et h(zldingpmmpza:i’c sth:*):calritno hloggcr subject to the group discipline of their former
helihed durmag. Mo Ocm; ationa eTrh aving leen not merely * decencentrated ” but actuall
s prbably ors efﬁecgv . ¢ grip of c?mban discipline over conglomerate nmrkct}sr
mpont e w.:,l in ;:lst.abhshmg. zal.batsm control than the relative size of the
© reminely ot zaibat:‘-1 :n :m their respective industries, As explained by Eleanor Hadle
vl e T terprise in 2 particular market would remain unchallenged g’
siliton. sk e s ;cl: mT;omc lother market the comperative power of the variouy;
cetliaton mo nescssnily in. . gi:mza:;):;]s;t tgletra.ted ;J]ne another, therefore, for fear of
ut in other markets. In the absence of top
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With much the same arguments as those prescnted by business,
concentration has also been actively supported by the government.
~ Efficiency, stability, and defense of the home market against foreign

frms have been emphasized. Accordingly, the government bas
fostered horizontal (though not vertical) mergers by offering tax
incentives, special long-term loans at low rates of interest, and relief
from previously incurred debt. Mergers sponsored by the govern-
ment have occurred mostly in “key” industries (46). In addition
to mergers, cconomic concentration in Japan has been achicved by
means of cartels (47), by the domination of leading firms over their
subcontractors, by the acquisition of subsidiaries, and by the forma-
tion of combinats (48).
Besides the reasons already given, however, the government

.

favors ecopomic concentration because 1t conforms with its collateral
objective of promoting centralized government control. Strong cen-
tral control is both historically familiar and institutionally congenial
to Japan., Moreover, as seen by the authorities the increasing degree
of instability in Japan’s present transition sharpens their case for
further economic controls, But one of the subtleties of the present

I —————

holding companies, however, the keirelsu lack the means of implementing intermarket
retaliation, Consequently, © cxcessive competiton ' now takes place among keivetsu as well
as among other firms. Also, in finance, production and distribution, the activities of keivetsu
are less cxclusively confined within the boundaries of the group than was the case prewar.
For example, Mitsui and Mitsubishi firms transact considerably more businiess across group
lines, both with one anothcr and with third parties, than did their prewar predecessors,
Especially, they may cach depend upon common SOUICES of finance. A given amount of
concentration as measured by relative size of Reirersu firm, therefore, implies a different and
probably lesser degree of market control now than it did in the prewar period.

(46) A notable example of a merger forced through by government threats and induce-
ments was the shipping merger of April 3964, in which g4 shipping companies Were reduced
to six. i
(47) Technically, cartels were illegal under the original provisions of the Anti-Monopaly
Law, but its amendments are very permissive, Many types are to he found, including
“ pationalization *. © depression ”, and foreign trade cartels, Some cartels are authorized not
by any specific law but simply by the ® recommendation * of the Ministry of International
Trade and Incustey; cartel discipline, moreovet, may be enforced by that ministry even upen
outsiders, 'The Fair Trade Commission, responsible for implementation of the Anti-Monopoly
Law, i8 & very underprivileged agency which rarely resists the concentration fmovement.
(Surprisingly, however, in September 1968 3¢ was credited with giving the proposed Ofi Paper
merger its quietus.) It may be surtnised that the FTC will eventually assert itself by enforcing
the Anti-Menopoly Law upon forcign firms whose anwelcome entry has taken place under
the import liberalization program.

{48) The combinat is a technical combination of physically contiguous plants which
lock like a unit and operate as & unit but which are owned by various firms retaining their

separate identities.
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situation is that this case cannot be presented openly, for in a formal
sensc ]apa-n is committed to preciscly the opposite) course, namel
the liberalization program. This commitment is of speciai im 3
ance in Japan’s drive to achieve recognition as an © advanced i s,
trial nation ”. : cod indus

The instruments of government control in Japan lie on several
levels, overt and }nvisible. The former exists in the form of statutor
Iarv;,céhc' lattclr in the form of administrative interpretations ang
Ef tc};l . ?;;s;n 2; ;c(r;\gr‘lrs;er 111{;22;[; as “ ggldal?ce ?. Much of thc.ir}ﬂuence

o ] s exercised in the form of administrative
guidance and the apparent smoothness with which major economic
indicators are pulled into line after having gone off course owe
good deal to this form of control. However, while Japanese iri
acc.:u;stomcd. to responding to the system of invisible prcésures ::nd

Pr1v1lcgc§, it is more convenient for the government to invoke thcm
11; ahbus.mess cnvironn}cnt of the few rather than an environment
genir ct_magy. A.ccordmgly, the government fosters economic con-

ation in various forms. Besides the mergers already discussed
the§c include powerful trade associations, which, for exam le -'r;
th(;llr own name can force their members to compiy with inf(gm,allly
f)zsism(lig;f:atcd govcrnman requests .that. have no explicit legal

" 11]1 rc.sponding to its increasing obligations under the -import
tL 1-:;1 ;Szlj;:;no%)rtogram,. the Japancse Government has prepared coun-

termeasares WO types. Fl‘rst are those such as rationalization and

ernization of plants, designed to cope with the new competition
of foreigners in the home market, Second are measures dgsi ned
to replace by other means the restrictions which have been nomiiall

{)chnqmshcd in. the name of the liberalization program. It need no{

bc ?;;sum(;i_ Fhat the latter are entirely disingenuous. For as implied

‘%thzuilum;t::ss 0['t depclgdcnce and instability, it can be argued that

o b o Zis iem o kcontro_lsl the Japanese economy would long

o have Tl pwrecked onl its voyage into the realm of import

zation. The Japanese authorities understand this much better

gOVetl'l(tilge)_n t—con('::;;]ljjr l;;f have ;hﬁ‘lculty in deciding whether or not a given situation s
culphate, bot the riq: ° eX:l‘ll;lF }e], thftrc is no gclvve_.rnmcnt price control over ammonium
ammontum silphat ‘;p ds es’a is cd in consultations between the government and the
aim suiphate, bot d;:ro uc;rs association, Also, there is na government subsidy of ammo-
their Towgis b A ¢ producers who sell at a loss to domestic farmers are able to recou
y some means or other approved by the government, b
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than outsiders, The inadequate size of the foreign exchange reserves,
for example, requires that the economy be managed on a very short
term basis, This in turn, however, does play directly into the hands
of those who seck to widen the scope of administrative guidance.
The important role of guidance within the Japanese milicu emphas-
izes the difference between private enterprise as understood in the
United States and private enterprise as understood in Japan. By the
same token, it adds to the rationale for excluding foreign firms from
Japan. For since foreigners may not understand or choose to re-
cognize the signals by which the game is played, the presence of
too many foreigners in Japan might subvert the system (50). At a
purely bureaucratic level, it is also clear that agencies, principally
MITI, which have been forced to relinquish visible controls in
accordance with the liberalization program have been very zecalous
in exercising their remaining prerogatives as well as in replacing
the visible controls with invisible ones,

Concentration and centralization are inward-looking; but as
Japan's dependence on the world economy increases, more outward-
Jooking policies are required, Besides the general effort to promote
exports, special efforts have been made to reduce Japan’s dispropot-
tionate dependence on the United States. In particular, diversification
of sources and markets has greatly increased the prospect of expanded
trade with communist areas. The promulgation by Japan in 1967
of a “ Pacific Basin ™ concept, calling for increased economic cooper-
ation among the United States, Canada, Australia, New Zealand,
and Japan might also be noted, but its contribution is likely to
consist of little more than discussion in the foreseeable future.

LeoN HOLLERMAN
Claremont

—_— e

{50) The Japanese also fear that a forcign firm which has been allowed to enter for a
given activity may expand into other activities, as from production to distribution, or from
one industry to another. Incidentally, in resistng further measures of liberalization, the
Japanese are somelimes supported by foreign fiems which have already entered the economy
and thus acquired a common interest with the Japanese in excluding all other cutsiders.




