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Letter from Japan 

The Turning Point? 
Shigeto Tsuru 

ONE is tempted to question the 
r e l i ab i l i t y of statistics when 

one is to ld that the Japanese econo
my grew, in terms of real gross 
nat ional product , at an annual rate 
in excess of 13 per cent for three 
successive years. The year 1958 * 
was a recession year, and yet the 
rate of g rowth of real G N P was 
3.2 per cent over 1957. The latest 
boom began in 1958; and since then 
the annual g rowth rate has been, 
successively, 17.9, 13.2 and 15.5 
per cent. At this rate national i n 
come can be doubled in less than 
five years ! 

Such a performance belied the 
expectat ion of pract ica l ly all the 
academic economists; and they are 
now being hard pressed to explain 
how this was possible and to fore
tell what is in store after this. What , 
fo r example, becomes of that repu
ted s tabi l i ty of capi ta l -output rat io 
in the neighbourhood of 3 ? A 
g rowth rate of 15 per cent year 
after year would imp ly a rate of 
net saving of 45 per cent ; and this 
is clearly fantastic. Should we then 
assume the estimated value of the 
saving ra t io to be accurate and 
d iv ide i t by the g rowth rate to ob
ta in the imp l i ed magnitude of 
marg ina l capi ta l -output rat io ? I f 
we do so a capi tal-output ra t io of 
less than 2 is indicated for the three 
successive years. This is too good 
to be t rue . Something seems to be 
w r o n g somewhere. 

' Catching-up ' Hypothesis 
In a longer perspective, however, 

one could say that Japan is s t i l l in 
the process of catching up w i t h her 
own potent ia l product ive strength. 
W a r years (1937-1945) necessitated 
the diversion of resources f rom pro
ductive investment and war damages 
almost halved the accumulated 
capi ta l s tructure of the economy. 
B u t if we could assume 'hat Japan's 
his tor ical t rend of 2.5 per cent 
rise, annually, of per man produc-

* We shall speak throughout in terms 
of fiscal year whenever we use natio
nal income atatistirs. i e. a 12-
raonth period from April 1 in the 
year indicated to March 31 of the 
following year. 

t i v i t y was bound to assert itself 
.sooner or later, m a k i n g up for the 
temporary loss by a greater rise 
later, such a potential t rend l ine 
would stand above the actual achi
evement at least up to the end of 
1961. suggesting the p laus ib i l i ty of 
the catching-up hypothesis. The 
pract ical content of this hypothesis 
has two facet a. namely: (1) the 
flowering of an unusual cluster of 
innovations f rom which Japan had 
been isolated because, of the war 
and yet which Japan was techni
cally ready to make : and (2) the 
converging of both the consumer 
durables of prewar vintage (re
frigerators, vacuum cleaners, auto
mobiles, etc) and those of postwar 
(television. room-coolers, etc) at 
the same time. In both respects, 
verif icat ion is easy to make. 

How Was Investment Financed '? 

Usually a boom of this magni 
tude tends to create bottle-necks 
and to invi te pr ice rises discourag
ing exports in favour of domestic-
sales. 11 is recorded, however, 
that domestic wholesale prices have 
been generally on the decline since 
1957. the general index standing at 
92.3 in March 1962 compared w i t h 
the average of 1955-57. How was 
this possible? The basic factor in 
the s i tuat ion was clearly a continued 
rise in p roduc t i v i t y of unusual 
speed, which offered the oppor tun i ty 
of satisfying simultaneously all the 
three desiderata of (a) lower ing 
prices. ( 'b) ma in t a in ing h igh profit 
rate, and (c) rais ing the wage 
level. Fortunately, too, the uni t 
value index of Japan's impor ts has 
been on the decline continually 
since 1957. The supply of labour 
force also has been ample. Thus 
w i t h the satisfactory expansion of 
exports f rom year to year (20 per 
cent f rom 1958 to 1959, 17 per 
cent f rom 1959 to I960 , and 5 per 
cent f rom 1960 to 1961) . the cold 
and foreign exchange reserves, whi le 
f luctuat ing somewhat, still stood at 
the end of 1961 at a level twice that 
of the 1955-end and 70 per cent 
above that of the 1958-end. 

Indeed, it seems difficult to find 
faul t w i t h the health of the fast-
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growing Japanese economy of the 
pusv three years until we begin to 
scrutinize the monetary and finan
cial si tuation in greater detail . 
To do so leads us 'naturally to the 
prognost icat ion of coming months 
also. 

A h igh rate of g rowth requires a 
fas t -growing supply capacity and 
hence a h igh rate of investment; 
but i t is also i m p o r t a n t to note that 
a h igh rate of g r o w t h is supported 
by increasing volume of investment 
expenditures. Thus gross dome
stic capital fo rmat ion a t ta ined an 
unprecedented level of 40 .1 per 
cent of G X P in 1960 after set t ing a 
record in the previous year at 36 .1 
per cent. It is estimated that the 
1961 ra t io was comparable to that 
of I960 . Mere,, two problems sug
gest themselves: ( 1 ) how was such 
a h igh level of investment financed 
after al l? (2) Is not the increase 
in supply capacity ou t runn ing the 
consumption needs? We shall 

concern ourselves w i t h the f i rs t of 
these two problems in the balance 
of this art icle. 

In terms of nat ional economic 
accounting. what is most s t r ik ing 
in the case of Japan is an extre
mely h igh propensity of personal 
saving. Whereas in the Uni ted 
States saving usually accounts fo r 
7 to 8 per cent of disposable per
sona] income, this ra t io in Japan 
has been as high as 15 to 20 per 
cent in recent years. True . Japan's 
personal saving includes business 
saving by ind iv idua l propr ie tors — 
a category which covers Yio mean 
p ropor t ion of business activit ies of 
the country. But a more direct 
study is available to suppor t the 
c la im of h igh saving propensi ty . 
Income and expendi ture survey of 
urban wage and salary workers 
shows that the average r a t io of 
saving to disposable income has 
stood around the level of 15 per 
cent in the recent years, probably 
the highest in the w o r l d . 

Another characterist ic discerni
ble in national economic accounting 
figures is a substantial con t r ibu t ion 
made by the pub l i c sector towards 
enlarging the sources of gross 
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saving. In 1960. for example, 
Government saving occupied 22 pri
ce nt of the total gross saxiug of the 
economy, By impl i ca t ion , there-
fore, we ran see that gross, busniess 
saving in Japan is a much smaller 
par t of total saving than in a 
cu imt rv l ike the- United States. The 
U S statistics for 10.10 shows this 
ra t io to have been 70 per t en t 
whereas in Japan it stood at 46 per 
cent in 1000. Inevi tably . Japan's 
pr ivate business wor ld depends for 
its plan! and equipment outlays 
upon external sources to a degree 
much higher than in the United 
States. Whi le in the latter the 
sum of retained profits Mild 'depre
c ia t ion allowances is usually equal 
to or only s l ight ly he low the total 
of plant and equipment outlays, the 
same source in Japan seldom ac
counts for more than 50 per cent 
of such outlays. In 1961 the 
ra t io stood at 42 per cent in a survey 
of 333 large corporat ions by the 
Indus t r i a l Hank of Japan. Thus 
hank loans constitute a major pro
po r t i on of funds for fixed capi tal 
imes tmen t : and for this reason the 
monetary s i tuat ion has a direct 
bearing on investment. 

Credit Over-Siretched 
We must look at the monetary 

picture of the fiscal year, that has, 
just passed. against this hack-
ground. D u r i n g the year the net 
balance of Government against 
publ ic uas 407 b i l l i on yen in the 
former's favour . Of this sum 
about one-half v\as accounted for 
hi the absorption of yen funds due 
to a sizable deficit in in ternat ional 
accounts. 107 b i l l ion yen is al 
most one-half of the total c u r r e n t 
in c i rcula t ion at the beginning of 
1961 fiscal year: and the absorp
tion of fund- f rom public, to the-
extent was bound to have a della 
t ionary effect, other things remain
ing equal. In fact, such an effect 
would have been salutary in terms 
of the logic of the classical gold 
standard mechanism. Excess of 
impor ts over exports should cause 
a deflation in the domestic economy 
to induce the necessary adjustment. 

What actually happened in Japan 
d u r i n g the fiscal year 1961 was 
most remarkable. The central 
bank either chose, or was impor tun 
ed, to acquiesce in the offsetting 
opera t ion against the absorption 

centra l bank credi t bu 

yen. more than the amount the 
Government absorbed. dur ing the 
year. Thus; by the end of the  
fiscal year, i e the end of March 
1062 the Bank of Japan loans out
standing stood above the total of 
bank 'notes in c i rcula t ion for the 
first t ime in the history of Japan. 
Usually such loans stay at approxi 
mately 40 per cent of the latter. 

This fact alone suggests amply 
that Japan's internal credit struc
ture has been stretched to the 
m a x i m u m du r ing the course of .1961 
in order to enable pr iva te business 
to continue i ts course of high-level 
investment in defiance of usual 
automatic adjustment mechanism. 
We are bound to reap the frui ts of 
this excess in the coming year. 
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