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Problens in Japan's Current Economic Upswing

e']arge scale economlc develonment whlch has occurred Founda
i1t vpon to be of use, It is Japan's adroitly handled economic ¥
ich has Drovaded the necessary materlal for building her showpiece amcng na,lens.

The Capanese economy is ba81cally a free entermrlse economy. However,

al pollcy has exerted a strong influence whenever the economy beco
d." The nature of the Japanese economy is such that the expan:
trial production requires enlarged imoorts of raw materials and fue! !
‘cyclical upswings, strong domestic demand has siphoned off potential export growth
~and has also boosted the volume of imports. Thus cyclical economic exnan51on1 4j

been accompanied by a deterioration in the balance of payments. N

The distinguishing feature of Japanese economic policy, esoe01ally 51nce
the early 1950's, has been the extensive use of monetary weapons to overcom
balance-of-oaymunus difficulties, When balance-of-payments problems have
serious, the authorities have tightened monetary policy, which has tended ret

l'.Lndustrlal expension and force the contraction of inventories. This has helped
cut back import demand and oromote export expansion. S

The Japanese have been willing to subject themselves to temporary, mild
cutbacks in industrial production in order to set their balance of payments aright,
This has not affected adversely their long-run economic growth., In fact, it can be
argued that the deflationary forces set in motion by the tighter monetary nolicy -
as evidenced by the declines in wholesale prices which have accompanied production
slowdowns - have contributed sigiiﬁicantly to Japan's rapid growth by ensuring the
comvetitiveness of her products. e

1/ See Robert F. Emery, "The Japanese Measures to Restore Economic Equ111br1um B
Asian Survey, June 1962




The Japanesequvernmentvsoughtﬂto:chépk the economy by a serie
- measures, beginning in July 1961. The basic discount rate was increa

discount rates on borrowings in excess of quotas were raised, advan i
requirements wsre enlarged, and reserve requirements were doubled for the
In addition, a new export promotion program was instituted and the Governm
Lack on some of its expenditures, ' :

These measures, for the most part, hed taken effect by January 1962,
out the whole of that year, there was little increase in the index of in
production, as shown by the following table,

Table 1

Index of Industrial Activity
(Seasonally adjusted: 1960=100)

, 1963j 1'}‘

1961 1962

lst Quarter 111.5 - 12849
2nd Quarter 116.6 129.8
~ 3rd Quarter 1225 128.8
Lth Quarter 126.6 128

‘calculations are based on customs data, which v




84 After the boom of 1953, ‘the
/f“Af‘her the 1956—5’7 boom, it 4

1 the time just prior to the institution of monetary tight-
1ndustr1al exnan51on. Thla tlme~span aoprox mates
g',eflau

1er10d as well as fcr the comnarable aerlods of the two
tionary periods,

cation 6f the relative weskness of deflatlonary'fc*{ea s the -



Month prior to imposition of monetary restraints=100

WHOLESALE PRICES
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ighest price level of |
OT - shows
s compared to declines of 9.4 and
‘booms, respectively, Furthermore,
, ng the past deflationary period, as
o increase during the two previous deflationary peri

[ _monetary ease

; - The fact Ehat»deflaticnary'fprces have not been as strong as
) ‘bc‘m~peri@d5‘hasﬁimportant‘significancevfor“the current economic s
It ha ant that efforts to stimilate industrial production have beer
n the balance of payments relatively quickly.

~ oroduction should be stimulated, The index of industrial activity had be
- stationary since the beginning of the year, and the authorities feared th a -
continued lack of expansion would seriously affect the ten-year economic plan,
‘This plan called for a doubling of national income by FY 1970. This would reg
an annual increase of about 7.5 per cent. In fiscal year 1961, the first ;
- the plan, national income rose by 18.6 per cent, much in excess of the ren
anmual average. In constant terms, gross national product rose by 16.1 p
during calendar 1961,

‘In the fall of 1962, the Japanese authorities decided that induétfiél,

Thus the rate of increase in national income could have been reduced
considerably without putting the economy behind its planned targets. However, the
authorities wanted to maintain a minimum increase during each year. In October
1962, the Bank of Japan reduced the discount rate from 7.3 to 6.9L per cent. It
was reduced further to 6,57 per cent in November, to 6,21 per cent in March 1963
‘and to its present level of 5.8L per cent in April. This is the lowest the discount
rate has been since July 1955. Other measures were also taken over this period to
nroduce monetary ease, o

Partly as a result of these measures, the index of industrial activity

registered a £,1 per cent increase in the second quarter of 1963, as compared to

- the first quarter (See Table 1), However, the trade deficit has also increased
substantially, as the following table shows. .




e shows the trade ata v are
Oebe basis, It is seen that in 1S e”was a trade surplus

~the deficit indicated above where insurance and freight charges ar
~the import cost.

Imports Exports Balance
~{In millions of dollars)

1960 3,711 3,982 +271
1961 Li; 707 1,149 -559
1962 L,L63 1,860 +397

b/ Preliminary,

During 1961, the trade deficit widened noticeably due to the rapi
expansion of imports. This is associated with the expansion of indust
tion and the accompanying build up of inventories. Imports declined d
first three-quarters of 1962 and the trade deficit narrowed considerab:
with the resumption of the policy of ease and the ensuing spurt in dom
activity, import growth has outpaced exports. In the last quarter of |
- first quarter of 1963, there was a relatively moderate increase in the
~imports which, in conjunction with falling exports, caused a wideni
deficit, In the second quarter of 1963, imports jumped to $1,636
cent more than the previous quarter. BEven with a sizeable 1ncrease 1
the trade deficit rose substantially. Latest data indicate a continuing
trend, with the trade deficit in the third guarter, seasonally adjusted,
anmual rate of about $1.l; billion,



In centrast durlng the
, wholesale Drlces were we

% the rate of orlce 1ncrease
r trade deflclt ey

and caoltal accountsg Jow
ler. Receipts from invisible r
,eased slnnlflcantly in recent;years‘ “Since- 1959, they have risen at
~ annual rate of about 9 per cent, mainly because of increased income from
ment abroad and larger receipts from transport services, However, invi
Aimports (ex"ludlng payments for frelght and dinsurance on commodity 1mDort
are included in imports valued c.i,f.) have risen even faster (an average
rate of 20 oer cent) due to increased payments for all services, especiall
Dayments on foreign investments in Japan, As a result, the surplus on i
accounts, s> defined, has been sharvly reduced from about one-quarter bill
dollars in 1959 to under $100 million by 1962. There is little prospect at 1
 that this trend can be halted and even less that it can be reversed and that
invisible accounts would become a significant source for financing the tra '

This leaves the capital account as the maior hove for DTOVldlng  he funds
covering the growing deficits on trade as well as current accounts; an :
for this reason that the proposed U.S. interest equalization tax is esne
significant for Japan,

The U.8, Interest Equalization Tax

In 1961, Japan's balance of payments on current account (1nclu
fer payments) was in deficit by $982 million. This was covered mainly b
inflow of short-term capital and a $356 million drawing down of forelgn
reserves, Continued dependence upon these two factors could have ser
m'ned conficence in Japan's ability to service its outstanding extern
and private, which is over $2 billion. Short=term credits ar
sand doubts about financial seundness could prompt large r
iDecllning reserves WOuld.foc attent‘on upon a weakness in
’ ‘decline is limited by the amo
w,”bllltleso :




~$165 million total reach

' present trends conti

writies experts had estimate
-,of*JapaneSeastocksrwould_increase,substa
ed during the past fiscal year.

On July 18, 1963, the President announced a series of measures
ing the egualization tax, designed to help correct the U.S, balance of

deficit., This tax is to be applied to purchases by United States interest
foreign securities sold by foreigners and is estimated to increase the c

foreign borrcwing in the United States by about 1 per cent. The tax is
imposed at the rate of 15 per cent in the case of stock and in the case .
securities at rates ranging from 2,75 to 15 per cent, depending upon the
ing period of maturity. The tax is to remain in effect through 1965. I
as proposed, the tax may curtail the amount of capital flowing from the 5,
Japan, Opinions in Japan differ on this point. Japanese long-term rates are ¢
7.5 per cent for 7 year industrial bonds and the latest Japanese issues in
country have been sold to yield about 5.8 per cent, Some private Japanes
have indicated that the tax would not deter them from borrowing in the U,
On the other hand, the Government might be more hesitant about borrowing
it is agreed that the 15 per cent tax on equities would make further stoc
impossible,

Since there is still no obstacle to borrowing short-term the Japane
may be inclined to increase their short-term liabilities to the Us8. if the bs
are willing to accommodate them, but total Japanese short-term liabilities ¢
already at.a very high level, '

The U.S. Government has indicated to the Japanese that the appl M; 
of the interest equalization tax to Japan will be reconsidered if Japan :
serious balance of payments difficulties, This assumes; of course, that.



:’*prétide thevnecessazyfauthority to grant exemptiOnSQ
an and Canada, -If the current trade trends are allowed ).
4van may well have reason.to call upon the U,S. for an exemption

 ,;,IfQJapan'does;again'experience a fall in reserves in the near fut: 3
y well be some disposition to blame the interest equalization Propos:
§ has been seen, the Japanese payments problem began building up b e
roposals were conceived, Japan mist decide whether to keep up the
3CONo @ hope that sound ways can be found to finar
>ther it might be better ‘again to put on the
equilibrium in the current account, .






