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University of Washington

A Retrospect and Prospect on the
Postwar Japanese Economy

INTRODUCTION

The purposes of this brief essay are to outline for nonspecialists interested
in the Japanese economy the reasons for its rapid growth during the past
thirty years and to speculate on the course the Japanese economy will take
during the coming few decades. It is hoped that the first task will be
accomplished with a degree of detachment, given the perspective to be
gained by examining a period of thirty years and that the second will be
useful because an effort will be made to report an emerging consensus of
scholarly opinion. In attempting to achieve both these goals, the works of
colleagues in Japan and in this country were freely enlisted. But even with
their assistance, the audacity of accepting an impossible assignment
writing a retrospect and a prospect of the postwar Japanese economy in a
brief essayexacts its just dues. The most that can be accomplished is to
sketch the barest outline of the past and to hint at a possible course in the
near future from a relatively narrow perspective. Readers interested in a
further examination of any specific aspect of the observations and evaiva
tions made in this essay must look to the appended bibliography.

NOTE Footnotes have been kept to a minimum, as the bibliography provides sources for
readers wishing to follow up on any specific point. Readily available government sources
Contain most of the data used in this essay. I will be happy to respond to any query
concerning data used in this essay. Readers interested in an overview and exceptionaU'
Competent analyses of various aspects of the postwar economic grosvlh of Japan are referred
to Hugh 1. Patrick and Henry Rosovsky, eds., Asias New GiantHow the Japanese Economy
Works (Washington, D.C.: Brookings Institution, 1976).
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A RETROSPECT

A retrospect on the postwar Japanese economy must begin with an
examination of its most notable characteristic, one to which I have already
referredthe rapid and sustained growth. Though many of the figures are
well known, a few are worth repeating here. The real growth rate was 7.5
percent for the 1950-1955 period, 9.1 percent for the 1955-1960 period,
9.8 percent for the 1960-1 965 period, 12.1 percent for the 1965-1970
period, and 8.6 percent for the 1970-1973 period. A handy figure to
remember is that the growth that started after the Korean War averaged
over 10 percent for two decades. Before 1973-1974, when Japan suffered
from the "oil shock," the average growth rate of even the five recession
years was 3.9 percent, which is better than the average growth rate of the
United Stales for the entire postwar period. The superrapid growth is ako
evident in terms of Japan's own economic history which distinguishes itself
for sustained growth. "In 1946 GNP per capita in constant prices was back
to the level of the early 1 920's. In less than ten years, the prewar peak of
1939 was regained. After 1955 each year was filled with economic growth
comparable to two years' growth by the prewar standard" 148, p.76]. With
population growing at an average annu aie of only 1 .03 percent during
the 1953-1969 period, per capita GNP rose at a rate of just about 9percent.

How and why was such superrapid growth attained? In attempting to
suggest some general answers to this large question, let us avail ourselves
of the calculations made by Rosovsky and Ohkawa [44] on the relative
contributions made by several factors of growth. The results of calculationsdo not tell us why the rapid growth continued, but they can tell us "the
sources of growth," that is, which factor contributed how much to postwargrowth, thus aiding us in asking the right questions.

1. Technological Change

The most significant point to be noticed in Table 1 is that the adjusted
residual was the largest source of growth in the nonagricultural sectorsduring the 1955-1961 period, in which the superrapid annual growth rateof 13.04 percent was achieved and that the size of the residual remained
important_accounting for nearly one-third of the continuing rapidgrowth_into the early years of the l960s. Thus, the first question we mustask is, Why was technological change, which undoubtedly accounted forthe most of the adjusted residual, so rapid in postwar Japan? The answerconsists of four parts:

a. War devastation, which made possible adoption of new technologyon a large scale;



SOURCE: [44, pp. 47 and 68].

Availability of a large back!og of Western technology at relatively
low cost;

Active and numerous government policies that promoted and en-
couraged the adoption of new technology;

Rapid diffusion of new technology, which was encouraged by the
rapidity of the growth itself and by the ability to make improvements on
imported technology.

War Devastation Japan lost more than a quarter of her industrial capacity
to bombardments, and what she had left in 1945 was an overdepreciated
capital stock that was technologically backward. In fact, ever since the
Japanese invasion of Manchuria, in 1931, Japan's technological change
had slowed visibly. Then came World War II, and as Milton Friedman is
supposed to have said, "The best way to grow rapidly is to have the
country bombarded." As the recovery began and postwar growth was
initiated, Japan was in a position to adopt new technology without waiting
for assets to be fully depreciated. The rapidity of the adoption of new
technology perhaps is best seen, along with the magnitude of capital

TABLE 1 Japan: Sources of Growth in the Nonagrjculur
Sector
(annual averages)

1955-1961 1962-1 964

1. Growth rate of output

2. Contribution of growth rate of
13.04% 12.71%

gross capital stock

3. Contribution of growth rate of
2.82 4.24

labor

4. Total contribution of inputs
3.46 2.86

(line 2 + line 3) 6.28 7.10
5. Ratio of contribution of inputs to

growth rate of output
(line 4/line 1) 48.20 55.90

6. Growth rate of residual
(line 1 less line 4) 6.75 5.61

7. Residual after adjusting for
quality and utilization rate of
inputs 4.56 5.10

8. Relative contribution to growth
rate of:

Adjusted capital 34.7 38.9
Adjusted labor 30.2 28.6
"Residual" 35.1 32.5



I

investment (which will he discussed shortki in the aerage age of capital
stock in )apn, 11.66 years i: 1953 nd 11.05 1960. Comparable figuresfor the United States are 15.6 for 1950 and 14.7 in 1960 [44. p.62).

New Technology The abundant supply of new technology at a relativel,
low cost was available to satisiy the voracious appetite of Japanese
industry. Counting only those contracts for which the life extended over a
year and for which royalty was paid in foreign currency, 454 contracts toimport new technology were signed during the 1 950I 954 period, and the
figure rose steadily to 575 for 1955-1959, to 2,039 for 1960-1964 and to3,926 for 1965-1969 [148, p. 41]. The royalty payments rose at an annual
average rate of 30 percent during the 1950-1961 period, only to taper off
to an annual growth rate of 10 percent after 1961. On this rapid technolog-ical induction during the 1950-1962 phase, Allen [7, p. 109] notes'

Between 1950 and 1962, 1,998 contracts for technical cooperation had beensigned with foreign firms, nearly two-thirds of them American. Most of the
contracts related to projects in industries that have grown especially fast, notablyiron and steel, petrochcrncaJs chemical engineering, electronics and motormanufacturing. The result was that by the earls 1960s the technical gap had beenvirtually closed in most branches of industry and Japanese firms were themselvesbeginning to devise important innovation.

The number of contracts signed, however, is only a partial indicator of theJapanese efforts to innovate. "In 1963, about 210,000 abstracts of foreignscientific papers were made by the Japan Information Center for Scienceand Technology. Japanese businessmen and government officials are con-stantly visiting foreign countries to pick up new ideas" [33, p. 61]. And1963, it should be noted, was no different from any other postwar year.

Favorable Government Policy The process of rapid technological changewas vigorously aided by the government, which adopted a wide variety ofpolicies to assist, directly and indirectly, in the adoption of new technol-ogies by industries. Though detailed discussion 0 each policy is notfeasible here, the following were some of the policies adopted:
a. Beginning in 1948 and throughout the I950s, the government madelow-cost capital (loans at below-market rates) available to electric, iron andsteel, coal, shipping, and other industries in order to aid the rapid "ra-tionalization" of their technology. Because such government loans ap-proached 30 percent of the total capital acquired for the expansion ofcapacity and rationalization during the several years before and after theKorean War, the effects of these direct loans were significant during therecovery and the early phase of postwar economic growth. And the policy
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of supplying low-cost capital to selected industries continued, if at a
diminished level, throughout the 1 960s.

b, Throughout the postwar period, the basic monetary policy was to
maintain "cheap money," except during brief and occasional interludes of
"tight money" necessitated by international payment deficit crises. "The
long-term objective of monetary policy was to supply growing industries
with low-cost funds created by the Bank of Japan" [126, p. 276]. In
functional terms, the policy manifested itself in the forms of (i) "overbor-
rowing" by corporate business, i.e., for the 1950--1970 period, only
one-third of aggregate investment was financed internally (by retained
earnings and depreciation allowance), while the remaining two-thirds were
financed externally (by loans and trade credits); (ii) "overloans" by banks,
i.e., a "permanent state of over-borrowing by the commercial banks from
the Bank of Japan called forth by the banks' credit extension to corporate
business" [126, P. 248]; and (iii) rigid and administered interest rates.

The basic strategy of fiscal policy has been "easy money with a
surplus budget" to the extent possible. Revenues were purposely underes-
timated, and budgetary needs were met by taking a declining share of the
GNP through taxes because of the rapidly expanding tax base. "In aggre-
gate, the public sector has financed most of its investment internally, from
tax and nontax current revenues and from government enterprise cleprecia-
tion allowances. This was a consequence of the policy decision to give first
priority to private demand, especially business investment, in a period
when it was very strong" [200, p. 354].

Tax policy aided rapid technological change in two ways. One was
through generous depreciation provisions, asset revaluation, and numerous
tax deductions for corporate business. The effective tax rate on corporate
income fluctuated within a range of 19 to 22 percent (compared to a range
of 27 to 31 percent in the United States). Most of the provisions were so
phrased that the larger and more rapidly growing firms were able to enjoy
a lower effective tax rate than smaller and slower-growing firms. The other

was (and is) through a de facto decline in the progressivity of personal

income taxation through such means as total or partial exemption of

interest and dividend incomes from taxation. The effective tax rates for

those making an income five times as large as the average family was
around 23 percent, and for those making an income ten times as large,

about 35 percent (compared to 43 and 57 percent for comparable income
brackets in the United States). The taxatior. policy, in effect, kept clear of

measures likely to curb industrial invment and damage personal incen-

tives.

The risks involved in the expansion of capacity through the adoption

of newer (and invariably "lumpier") technology were substantially reduced

and the competition which could threaten the profit level was minimized
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through the "administrative guidance" of the Ministry of International
Trade and Industry (MITt) and a major amendment of the Anti-Monoly
Act in 1953. Both the MITI guidance and the amendment permitted, de
facto and de jure, various types of collusive activity. Lax enforcement of
the Anti-Monopoly Act and permission liberally granted to the largest firms
seeking to merge further facilitated the rapid adoption of new technology.

1. The government also took the initiative in disseminating information
relating to new technology, in promoting government-financed research,
and in making investments in endeavors complementary to the adoption of
new, larger-scale technology (such as the establishment of industrial zonesand related social overhead facilities).

Diffusion of Technological Change The last important factor contributing
to the rapidity of technological change is the obvious fact that the rate of
technological adoption and diffusion tends to be rapid in a rapidly growing
economy. Ako important, though quantitative evidence is difficult toobtain, is that importen technologies have often been significantly im-
proved by the Japanese themselves. According to a survey made in 1962,
about 9,500 large firms reported that they spent as much as one-third of
their research and development expenditures on "modifying and perfect-ing the imported technique" and, on average, about four times more is
spent on imported technology then on indigenous technology in order toimprove "production engineering and laying out of the capital facilities."Through such efforts, it is often said, imported technologies have beenmade as much as 20 percent more "efficient" than the same technology
used in the nations where it was invented. (Systematic and quantitative
research on this point is yet lacking, but both Japanese and Westernexecutives readily acknowledge the general validity of such an assertion.)

2. Capital Accumulation

Table 1 reveals that another question we should ask is, Why was capitalaccumulation so rapid? The increase in capital adjusted for quality changeaccounted for about 35 to 40 percent of the growth of output, and
productivityrajsing technological change could of course not have beenpossible had it not been for the rapidly increasing supply of capital. Theannual average ratio of gross fixed investment, excluding inventories, toGNP for the 1953-1965 period was 28.3 percent. The comparable figurefor the United States for the same period was 17.9; for the UnitedKingdom, 1 5.7; for West Germany, 23.3; and for France, 18.9. The ratio ofgross domestic fixed investment to gross domestic product for Japan waswell over 30 percent and often exceeded 35 percent during the twentyyears following the Korean War [44, pp. 279 and 293].
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Motivation for the rapid investment is obvious. One way to express that
motivation is to say that the economy was driven to achieve a high rate of
investment by the need to restock the war-torn economy, by the desire to
dose the technological gap in order to increase productivity and to
increase international competitive ability, and by the profitability of in-
creasirigly capital-intensive heavy-chemical industries. Another way of
stating the motivation is to say that the marginal productivity of capital was
extremely high and the returns from investments remained high and even
rose, aided by the correspondingly larger derived demand, or "in Japan,
investment was the driving force for growth" [44, p 147].

In discussing the relationship between rapid capital formation and the
superrapid growth, we should note in particular that Japanese investment
was concentrated more in output-increasing ventures undertaken by rap-
idly growing manufacturing industries, rather than cost-reducing ones, as
were those in the United States. Compared to other countries, a sig-
nificantly smaller fraction of capital in Japan was allocated to such invest-
ments as housing arid other social overhead capital. This is why lchimura
observed that the Japanese economy devoted "an unusually high propor-
tion of gross national product to productive fixed-capital formation" and
allocated it "intensively in export industries or capital goodisi industries"
so as to achieve "a high rate of economic growth" (198, p. 2721.

What enabled the sustained and large investments, without causing more
than a modest and tolerable inflation (despite the consistent easy money
policy) and without making the nation depend on foreign borrowing to any
significant degree, was the high rate of saving achieved by the Japanese.
The ratio of personal saving to disposable income during the 1959-1970
period averaged as high as 18.3 percent in contrast to 12 percent in
Germany and 7 to 8 percent both in the United States and the United
Kingdom. Why do the Japanese save so much? The question has interested
many economists and, as a consequence, many answers have been of-

fered. Though no one can claimespecially after some intense debates
to have found a definitive answer, the following factors, in varying combi-

nations and with varying emphasis, have been presented as explanations
for the high rate of saving in postwar Japan [61] [301:

Savings tend to be large because real income has been rising rapidly

while Japanese consumption patterns (taste) have lagged behind.

The semiannual lump-sum bonus payments, which are customary

in Japan, tend to be viewed as transitory income by their recipients.

Because of the nenko joretcu system (a wage level geared more to

seniority than to merit or productivity) and changes in the age composition

of employees (the proportion of older employees was rising before the

early 1960s), there was a tendency for savings to increase.
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The Japanese have had a desire to accumulate wealth because their
ratio of financial assets to income is still low (about half that of the UnitedStates in 1970).

Target savings for housing, education, and high-cost
consumer dura-

bles, especially because personal financing institutions are not yet de-veloped in Japan, have raised total savings.
Since social welfare programs have been relatively neglected per-sonal savings are needed for old age and unforeseen expenditures.
The increasing labor participation rate, i.e., the increase in thenumber of income-earners within families, has also contributed to increas-ing savings.
The tax system encourages savings: the exemption or generous

deduction of interest income from the tax base is permitted.
I. Finally, many see a culturally ingrained tradition of thrift.

Analytically speaking, some of these factors overlap, and evidencequestioning the significance of some suggested factors has been advanced.The positions taken on this important "savings question" range fromRosovsky and Ohkawa's, which holds that "savings are considered anessentially independent process whose key determinan are the rate ofgrowth and the level of income" [44, p. 1 72] to the more wide-basedinstitutionally oriented explanations offered by Komiya, Kanamori, Mizo-guchi, and other Japanese scholars.1

3. Contribution by Labor
Next to technology and capital, labor__adjusted for "quality"
improvements__has contributed most to postwar Japanese growth (seeTable 1), accounting for nearly 30 percent of it. The reasons include thefollowing:

The ample supply of labor (contributing factors included the nearly 6million returnees from the former Japanese empire plus demobilized sol-diers, the postwar baby boom, migration from the agricultural sector, theincreasing labor force participation rate, etc.) prevented wages from risingrapidly. During the 1 950s, wages rose less than labor productivity and, formost of the 1 960s, productivity kept pace with wage increases. Thissharply Contrasts with the experience of the past twenty years in bothEurope and the United States, where wages have risen more than produc-tivity.

The proportion of young men and women in the labor force roseduring the 1 96O, and this had the effect of preventing increases in wagesbecause of the nenkö joretsu system. The presence of the young, whose
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wages under this system tended to be lower than their productivity, and of
women, who were usually outside the system, helped industry obtain more
labor at a lower cost.

Laoor moved from low-productivity to high-productivity sectors. For
example, between 1950 and 1965, the number of agricultural workers
declined by 4.6 million and the share of labor in forestry, agriculture, and
fishing fell from 42 to 26 percent [33, P. 52]. Small firms employing
between 1 and 9 persons accounted for a quarter of the total labor force in
1950 but for only 16 percent by 1963, and the percentage is still steadily
declining.

Enterprise unionism, as several quantitative studies show,2 did not
exert a wage-boosting effect. As union membership failed to rise above 30
percent of the labor force and as the major unions formed within the
largest firms, in effect sharing in the oligopolistic profits of those firms, the
economywide impact of enterprise unionism was minimized.

The quality of labor, if recent research findings are correct, rose
steadily through education, on-the-job training, and various improved
management techniques. Among the beneficial effects of the improving
quality of labor is considered to have been its role in "increasing the
country's capability to absorb new methods from abroad" [44, p. 551.

Finally, the culturally ingrained traditions of loyalty, intergroup com-
petitiveness (interfirm or even between sections within a firm), and the
willingness to work "long and hard" should not be ignored. Economists
shun the subject because of its relative intractability. However, Japan is the
only industrialized nation in which the Ministry of Labor has had to
admonish employees who are reluctant to take all the vacation due them
and where many salaried employees ("salarymen') work well in excess of
forty hours per week without extra compensation as a matter of course.

4. The Role of International Trade

While the preceding descriptions of technology, capital, and labor may be
helpful in depicting the importance of those chief factors, crucial questions
remain: Why did Japanese exports, which are often considered an impor-
tant factor in Japan's postwar growth, increase so rapidly? And to what
extent did international trade contribute to postwar growth? These ques-
tions are important in their implications for the world economy (and
especially for japanese-Asian and Japanese-United States economic and
political relations), in helping us better to understand the nature of Japan's
postwar growth, and in enabling us to anticipate the future course of the

Japanese economy.
As might be expected from the preceding discussion, the answer to the

first question is noncontroversial. The growth of Japanese exports in the



1951-1965 period has been phenomenal: the annual compounded per-centage growth rate in dollar values was 17.1, compaued to I 1 .7 forGermany, 13.9 for Italy, 5.2 for the United Kingdom, and 4.7 for theUnited States. It was due, according to Kariamori, who speaks for moststudents of Japanese economy, to "the Japanese participation in the growthof the world trade, the maintenance of the terms of trade, and the reductionof unit labor costs through increased productivity. . . . The comparatively
low price of Japanese exports was an important reason behind its exportgrowth" [199, p. 309]. Kanamori's main point is supported by U.N.statistics which show that the Japanese index of export prices (1953 = 100)stood at 86.1 in 1965 compared to 110.0 for Germany, 118.5 for theUnited Kingdom, and 112.8 for the United States.

Japan's price competitiveness was a product of increased efficiency ofproduction as well as of Japans ability to shift the mix of exports (i.e.,productive capacity) to maintain price competitiveness. "During the1950-55 period, the main contributors [to rapid growth of exports] weretextiles and sundry goods; during the 1955-60 period, machinery andtextiles; and [during] the 1960-65 period, machinery and metals.Without this change in composition, Japanese exports probably would nothave achieved the spectacular growth of 1 7 percent per year" [199, p.312]. This, of course, is an oversimplification.
The quotation only hints atthe gradual but steady process of change which is taking place in theproduct mix of the industrial sector in favor of heavy and chemicalindustries and which is required if Japan is to stay ahead of its competitorsin the international market [201].

In discussing the postwar success of Japanese exports, our observationmust include the important role played by the government in promotingand actively aiding exports. Even if we grant the price competitiveness ofJapanese goods as the main reason for the rapid rate of growth of exportsand we recognize the difficulties involved in quantifying the export.promoting contribution made by various policies, we cannot ignore thefact that a substantial fillip was given to exporting
industries both directlyand indirectly by laws permitting generous tax deductions for overseassales expenditures, preferential (low-cost and de facto government-guaranteed) loans, and numerous forms of cartel and other collusiveactivities among export-related industries. The

government's foot-draggingin the liberalization
of imports and capital inflow, the policies allowingcartels in domestic

markets, and numerous other measures should also bekept in mind in examining the success of postwar
Japanese exports.In answering the second questionHow much did the success in theinternational market contribute to Japan's postwar growth?nearly allstudents of the Japanese economy believe, with Rosovsky-Ohkawa andKanamori, that "Japan's rate of growth of exports has been high and wellabove world averages because the rate of growth of its economy and

S
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especially of its industry has been high and well above
world averages and

not vice versa" [44, p. 1 73]. They also believe that increases in exports
"were made possible by domestic factors such

as increased domestic
investment and an enlarged home market" [199, p. 319J, that is, the export
growth came about as a result of the growth of the economy, and what it
implies in terms of competitive ability is difficult to challenge. There are,
however, a few who suggest a closer look at the exporting

industries with a
view to moderating, but not denying, the majority view. For example,
Blumenthal has counseled a modification of the majority view, based on
his findings that the inputs purchased by the exporting industries per unit
of export have been declining since the early 1960s and that the export-
oriented industries have had a higher rate of technological change

[60].

5. Other Important Factors Promoting Rapid Growth

Many other factors besides technology, capital, labor, and interndtjonal
trade contributed significantly to the superrapid growth of the postwar
Japanese economy. Though a few of these factors have been referred to, or
at least discussed implicitly already, I shall briefly describe the more
important ones for the sake of those readers interested in a more broad-
based examination of the growth of the postwar Japanese economy than
what could be attempted through the medium of the sources-of-growth
framework or other basically econometric approaches.

a. In addition to those growth-promoting policies which have already
been discussed in relation to taxation, investment, international trade, and
the areas of monetary and fiscal policies, two other kinds of government
activity are worth noting. The first involves implementation of a broad
range of policies affecting the industrial organization of postwar Japan, that
is, policies that in effect have actively promoted oligopolistic market
structures in the name of strengthened international competitive ability,
technological change, and "stability of the market order." Legal and
"administrative" cartels have been tolerated, and "underground" collusive
activities of various types (exceeding 1,500 throughout the 1 960s) have
gone unprosecuted. Mergers among the five largest firms in an industry
(such as in iron and steel and butter) have been approved even when that
meant that the dominance of the merged firm would result in a reduced
level of competitiveness in the market [501.

The second involves adoption of what might be termed a "domestic
demand maintenance policy," i.e., one which keeps the total tax revenue
low (at around 20 percent of GNP) reiative to other industrial nations
(United States, 27 percent; United Kingdom, 35 percent; and Denmark,
44 percent). Through special egislation favoring the corporate sectors,



increased basic exemptions for personal income taxes, and periodic reduc-
tions in tax rates, total government revenue has been designed to rise only
slowly, that is, because the rapidly growing economy provided a larger and
larger tax base, the government was able to obtain more revenue without
increasing tax rates and even with reduced rates. After all, the nominal
GNP rose at an annual average rate of better than 15 percent, and since
Japan relies heavily on income taxes, the elasticity of the central govern-
ment's revenue is well above unity. One of the effects of this policy clearly
was to maintain the level of demand for consumer goods as well as to
encourage corporate investment.

In discussing postwar growth, one must not fail to take note of the
importance of the Korean War boom, which injected much needed dollars
into the economy during the period of the "dollar shortage" and which in
effect primed the pump of postwar Japanese growth. The total amount of
the "special war demand" of the U.N. forces met by the Japanese
industries was substantial (e.g., $592 million in 1951 and in excess of $800
million for 1952 and 1953). The effect of the war demand on textiles,
cement, some iron and steel products, as well as others was, therefore,
sign ilicant in that profits made by the boom provided a part of much
needed capital and the optimism required for the industry rationalizatioi'i
plans initiated by MITI during the mid-i 950s.

The declining trend of world market prices of some of the important
raw materials and foodstuffs after the Korean War aided postwar growth
because it not only reduced input costs but also helped to alleviate the
potentially strangling effect of a much larger international trade deficit. The
index of prices of imports (1965 = 100) fell, as a trend, from 117.0 in 1953
to 97.7 in 1962.

Though its effect should not be overrated, the allocation of no morethan 1 percent of GNP for national defense (thanks to the American
nuclear umbrella) is considered by some to have been a significant
contributing factor to Japan's superrapid growth. Had Japan been requiredto invest a larger proportion of its GNP for nonproductive defense pur-
poses, her growth, given the high marginal productivity of capital in
postwar Japan, would have been reduced. This is especially the case whenwe realize that Japan's armament industry would not have been able tosupply most of the sophisticated equipment needed by the Self-DefenseForce. It would have been necessary to buy those military goods, mostlikely Irom the United States, with the inevitable consequence of weaken-ing Japan's trade balance.

A much debated characteristic of the Japanese economy, the so-called dualistic structure, i.e., the coexistence of large, technologicallyadvanced firms and small and medium-sized technologically lagging firms,

I
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contributed on balance (between growthpromotjng pluses and growth
hibiting minuses) to the growth of the economy iii three ways First,

the
clearly priviieged large firms were ahle to benefit from lower costs of
capital. Economies of scale were fully realized because of the size of the
firms' market share. They were able to hire the best the labor market had to
offer, and enjoyed a host of other advantages besides. Second the largest
firms had the ability to cushion fluctuations in economic conditions by
using the smaller, often subcontracting, firms as a buffer, while maintain.
ing own returns to investment, morale of own labor, etc. Third, there
existed a market for older productive capacities which the largest firms
were anxious to discard in order to get On to the next technological
frontier.3

Mostly by their own initiative, the larger firms in postwar Japan made
a conscious and determined effort to improve their managerial efficiency.
"The American model"such as the divisional structure and staff sections
attached to decision-making higher echelonswas actively imported be-
ginning in the mid-i 950s, and by the late I 950s the largest firms had
adopted the system of "profit centers" within their firms to improve the
cost-accounting procedures within each division or branch. Much of the
'American model," however, was in effect grafted onto the Japanese

decision-making sytern, i.e., the ringi system (group decision-making by
consensus) and the jiyaku-kai (an executive committee that passes on
group decisions made at lower levels). The results of these grafts in most
circumstances were that the efficiency of managerial personnel was im-
proved, and firms were able to react to the swiftly changing economic
environment more rapidly than they had been able to prior to their
Americanization [54] [55].

Finally, special mention must be made of the role played by the ten
general trading companies ri postwar growth. These giant traders, account-
ing for approximately half of both exports and imports, functioned as
efficient finders of markets for products and raw materials because of their
ability to gather economic intelligence through their network of branch
offices and one-man posts situated around the globe. In most instances,
these firms helped to minimize the risks involved in international trade for
the producers (especially small and medium-sized ones) and to channel

credits which they obtained from the major banks to those producers who
might have had difficulty obtaining necessary capital on their own. Evi-
dence of collusion among these giant trading firms to fix commission
charges and otherwise exploit their oligopolistic market structure is limited.

It seems reasonable to say that this unique Japanese institution played a

positive and significant role in promoting Japan's international trade.

A RetroSPect and Prospect on the Postwar Japanese Economy
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RECENT DEVELOPMENTS AND PROBLEMS

Kozo Yamamura

Economic growth continued even more rapidly during the 1965-1970
period (12.1 percent) than in the preceding five years (9.8 percent). Most of
the factors that contributed to the rapid growth of the postwar years were
still at work, but the most significant reason for the accelerating growth of
the 1965-1970 period was the increasing importance of such industries as

plastics, power-generating machinery, chemical fibers and fabrics, office
machinery, automobiles, tape recorders, optical equipment, television,
etc., which steadily grew on the back of earlier investments and technolog-
ical change and which continued to rio so on the strength of further
investments and increasingly larger expenditures on each firm's R&D.
These were the industries that played a major role in doubling japan's
labor productivity between 1960 and 1967 and in raising ii another 50
percent between 1967 and 1970.

Exports continued to increase, led by the products of those industries.
The rising world income level contributed to the steady increase in Japan's
exports. Also contributing were the Kennedy rounds, which reduced the
tariffs on the principal Japanese exports by approximately 35 percent, and
the Vietnam War, which stimulated the demand for Japanese goods by the
Southeast Asian nations, Taiwan, and Korea. The prime mover behind
Japan's continued success in the international market during this period
was again, as it has been since the mid-1950s, cost competitiveness of
japanese industries aided by the inflation which began to plague Japan's
competitors. Japanese policymakers were sanguine about Japan's econom-
ic future, as profit rates remained high and real wages continued steadily to
climb. Per capita income in Japan exceeded $2,000 in 1970.

The rapid growth of the latter half of the 1 960s, however, was being
achieved by sweeping several increasingly uncomfortable economic re-
alities under a rug of optimism, While the rapid growth continued, the
bulges under the rug were growing in size. One of the biggest bulges was
an increasingly serious labor shortage. This problem, which appeared
during the early I 960s, continued to grow worse during the latter half of
the decade because of the buoyant economic conditions and the delayed
effect of the rapidly declining fertility rate following the brief postwar baby
boom. The wage differentials between the newly employed (fresh
graduates of middle and high schools and of universities) and the most
senior employees narrowed because of the rising wage level of the former.
For new employees the wage differential between large arid small firms
narrowed, and by the mid-i 960s, smaller firms, able to offer less promising
future wages for seniority, often had to pay even higher wages than the
large firms to obtain new employees. Bankruptcies among small firms
increased, with rising labor costs the prime reason. Most important of all,
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the comfortable margin enjoyed during the l950s between
rates of in-

crease in abor productivity and the real wage disappeared, and by the
mid-1960S wage increases threatened to overtake the increases in produc..
tivity. The postwar unions, long accustomed to Winning a large increase in
wages by occasionally resorting to prolonged strikes, were growing increas
ingly militant; and the new age, according to Japanese labor

economists, of
aggressive shunt unionism (industrywide rather than companybasjUnions) was about to begin.

The MlTl oflicials continued to poor-mouth Japan's position in the world
economy in their efforts to ignore another increasingly large and

interna
tionaily visible bulge, i.e., a fundamental change in Japan's position in the
international economy during the second half of the 1 960s; by 1969, few
doubted that the consistent and large trade surplus which had begun to
accumulate beginning in the mid-1960s was there to stay. Even a govern-
ment agency predicted a steadily increasing surplus throughout the 1970s.
The trade surplus in 1970 stood at $8 billion, an enormous sum for a
nation which had so long suffered chronic deficits and a hand-to-mouth
existence.

Despite gentle and not so gentle (the textile episode with the United
States) foreign urging and an increasingly visible inflationary pressure
resulting from the trade surplus, the government, which had worked for so
long and so hard to promote expotts before seeing a trade surplus, clung to
export-promoting policies, to the exchange rate of 360 yen to the dollar set
in 1949, and to import duties on consumer goods which exceeded 35
percent. As late as October 1969, the government continued to retain
quota restrictions on 161 items (four-digit Brussels Tariff Nomenclature). In
the summer of 1970, a group of academic economists strongly urged the
adoption of a policy of allowing the yen to appreciate by about 10 percent
in small, discreet steps, i.e, the crawling peg. The recommendation gener-
ated a spirited discussion in academic, business, and financial com-
munities but no action by the government. The continued growth of
exports as reflected in the large trade surplus as well as the possibility of
continued and ever larger surpluses created or threatened to create serious
difficulties with several nations that were beginning to accumulate uncom-
fortably large trade deficits with Japan.

By the mid-1960s, and some would argue by the beginning of the
l960s, the unwelcome consequences of the government's policies favoring
industrial concentration constituted yet another unsightly bulge under the
rug. By 1970, at least 10 percent of the shares in 7,612 firms were owned
by the 100 largest firms the same 100 owned at least 50 percent of the
shares in 2,818 of those firms). The degree of ownership control exerted by
the largest 100 firms had more than doubled since 1960. Mergers In-

creased steadily during the 1960s, especially during the latter half of the



decade, and an increasing proportion of those mergers were carried ou
among the largest firms and were conglomerate in nature. Cartels of
various types which were legal under eleven laws continued to increase
during the 1960s, and "underground cartels," too, increased, suffering little
or no prosecution.

Increasing concentration ratios, concentration of ownership control, and
legal and illegal cartels could not but affect the pricing and other behavior
of firms. Evidence steadily piled up showing that the frequency and
amplitude of price changes were highly correlated with the market struc-
ture and the presence or absence of cartels. Export prices of many
commodities were significantly lower than those charged to domestic
consumers. (In December 1966, the Japanese FTC took a rare action when
it brought charges of illegal price fixing against six television manufacturers
who charged domestic consumers 190,000 yen for a 1 9-inch television
while expoiting the identical product at 65,000 yen.) One need hardly be
an economist of the Marxist persuasion to compile a long list of such
indictments.

The biggest bulge of them all, however, was a series of questions relating
to the social costs of rapid economic growth. By the mid-I 960s the public,
led by the press and academics, was voicing three demands. The first wasthat a variety of social welfare programs be increased from the low level o6.2 percent of GNP as late as 1966 to the level of the industrializedWestern nations (13.8 percent in the United Kingdom, 19.9 percent inWest Germany, and 15.0 percent in ltly), and corresponding more to thesize of the GNP then attained. The second was that efforts be made to
check the pollution of air, water, and the environment in general, and this
demand grew even more vocal as water and air pollution were confirmed
to have been the causes of illnesses and deaths in several affected regions.The third was that such growth-promoting (or assumed to be growth-
promoting) measures as legal cartels, retail price maintenance laws, un-checked mergers between the largest firms, etc., which contribute togradually more unequal distribution of asset income, be curtailed.

These demands were made by housewives who began to mobilize
nationwide women's organizations; by opposition parties, on economicand ideological grounds; and by the mass media, which constantly fea-tured academics critical of government policies. The Sato cabinet enactedvarious antipollution measures and increased social welfare budgets inresponse to these demands However, these measures fell considerablyshort of those demanded and failed to quell the increasingly articulatevoices of the dissatisfied. In both local and national elections, the incum-bent Uberal-Democratic Party (LDP) continued to lose ground during thel960s.

While rapid growth continued and the economy remained buoyant, the
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policymakers chose to ride on the momentum, hoping for the
best. Despite

the rapidly dccunlulating liade surplus, MITI showed no sign of changing
the policies "to strengthen the international competitive ability of Japanese
firms"; and, after all, there was as yet no political party sufficiently

strong
to wrest power from the conservatives (the LDP).

Both the Japanese government and industry, which ignored the academ-
ics and chose to ride on the momentum of growth, were, however, rudely
jolted by the Nixon shokku (shock) of August 15, 1971. As part of his "new
economic policy," the U.S. President suspended the convertibility of the
dollar into gold, imposed a surcharge of 10 percent on imports on a
temporary basis, and made it known that the dollar would be devalued.
Indicating the strength of its desire to maintain the 360:1 exchange rate,
the Bank of Japan reacted to the new American policy by buying as much
as $4.5 billion during the several days following the shokku to maintain the
yen-dollar rate. And even vs'hen the yen was forced to float shortly
thereafter, the bank continued to intervene to prevent the sharp upward
revaluation of the yen, and the policy of the "dirty float" WdS continued
into December. The end of indecision on the part of the Japanese
policymakers came at the Smithsonian Institution on December 18, when
the Japanese were forced to revalue the yen by 16.88 percent, although the
"last offer" the Japanese Finance Minister was instructed to make was 14
percent.

Despite dire predictions of what would follow such a drastic revaluation
and despite a brief panic at the Tokyo Stock Exchange, the trade surplus
continued to rise. Though much of the cost competitiveness was lost by the
revaluation, Japan was still able to increase its exports (surprising some
econometric forecasters) because of aggressive sales efforts, established
dictribution channels, and willingness to trim profits. Thus, by the end of
1972, many began to speak of revaluation of the yen. and the Bank of
Japan, wishing to prevent another revaluation, continued to buy dollars in
order to maintain the new rate of 308 yen to the dollar. Because of the
clollat purchases and the accumulating trade surplus, the Japanese dollar
reserve by the beginning of 1973 exceeded $19 billion, an embarrassingly
huge figure.

The U.S. trade position continued to deteriorate despite the devaluation,
and the dollar was devalued again in mid-February 1973. Japan agreed at
this time, under strong pressure from the United States and also wishing not
to increase its already huge dollar reserves, to float the yen at its market
level. The outcome was a rate of 265 yen to the dollar, or a de facto 24.7
percent appreciation of the yen vis--vis the rate of only two years
previously. The effect of the new "clean float" (or relatively cleaner) went
beyond that of the 308:1 rate. A number of small and medium-scale firms
which largely depended on export markets were forced to reduce output or



even to go into bankruptcy. The trading companies forecast a gloomy
future even for the major exporters.

The year 1973, however, had yet another shokku in store for the
Japanese economythe oil shokku. The effects of that shock, added to
those of the appreciation of the yen and the new government policy to
promote imports (which was adopted during the spring), are not yet all in.
The final accounting of 1973 is now being made, and the official statistics
of the first two quarters of 1 974 are still being revised. But a few facts are
evident. Japanese imports in 1973 rose by a whopping 71 percent com-
pared to a 29 percent increase in exports. The major cause of the increase
in imports was the sudden surge in imports of consumer goods encouragedby the new exchange rate and new government policies, such as the
reduction of quotas and tariffs (of 164 quota-restricted items in October1968, only 74 remained so restricted by October 1974). A rapid inflation
was another major fact of 1973. The consumer price index (1970 100)
rose from 114.5 to 135.1 during the year, and the wholesale price index,
too, showed a large increase of 36.5 points. Delayed revaluation of the
yen, which contributed to excess liquidity within the economy (at the endof 1973, dollar reserves still stood at over $13 billion), and high oil prices
were two major factors in the inflation and rising labor costs, though by nomeans the only ones.

While some forecast a real growth rate of as much as 4.8 percent for
1974, the statistical evidence on hand is as yet difficult to evaluate. Both
the CR1 and WPI are still rising rapidly, as is the wage level, The dollar
reserves are being reduced at the rate of $1 billion per month, and the yen
rate is fluctuating at about 300 to the dollar. A tight money policy has been
continued, but signs of an increase in exports began to appear after themidyear.

[POSTSCRIpT: Even the low (by Japanese standards) growth rate of 4.8percent was not achieved in 1974. According to a preliminary official
report, the economy experienced its first postwar negative growth, approx-imately 3 percent. What surprised the forecasters was the continued and
increasingly large reduction in industrial output seen during the secondhalf of the year. Output for June 1974 was only 1 .9 percent below that of
June 1973, but by December output was more than 1 5 percent below' thatof the year before. At the same time, because of the tight monetary policy
adopted and the recession, the rate of increase in prices has moderated
significantly. The WPI is now (early months of 1975) rising only at anannual rate of slightly above 10 percent, and the CR1 is rising at about 15percent. International trade fared relatively veIl and has registered aconsistent surplus during the past several months. The reserve now exceeds$14 billion.

In short, Japan in the spring of 1975 continues to be in the grip of
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stagflatiofl. The likelihood of the new Mki Cabinet
rea'izing its goals forthe yeara real growth rate of 4,3 percent and inflation of less than 10percent_-_aPPeaIs shm. \'Vhile VarIOUS forecasts are being made of themagnitude of new orders to be placed following the
completion of inven-

tory adjustments and the hoped for recovery of the U.S. economy, the"spring offensive" continues to succeed in winning
wage settlementsexceeding levels "advised" by the government Though the current stagflation defies confident forecasting (the Japanese situation is no moretractable than that of the United States), one thing is Certain: if the

economy fails to recover soon, the less than rosy
prospect envisioned forthe future of the japanese economy in the following

pages needs to be
touched up with a few more strokes of pessimism,

A PROSPECT

Perhaps based on the wisdom that no economy can continue to grow at
the superrapid rate which the Japanese economy has maintained, a widely
he'd expectation is that the growth rate of the economy will decelerate
during the coming decades. Most econometric models and business and
government experts forecast an average growth rate of 6.5 to 7.5 percent
during the 1970-1990 period, with the 1990 rate at about 4 percent. This
projected decline in the growth rate of from about 10-11 percent to 4
percent is based on estimated trends (extrapolations adjusted for known
factors or expected shifts in parameter values), and for most economists, it
appears "reasonable." That is to say, a new model which is significantly
different from those used up to now will require assumptions or estimates
which would command less agreement than those made or used in the
current models.

No attempt can be made here to evaluate each or even some of the
models used in making the projections. I suggest, however, that the
consensus is perhaps optimistic for two major reasons. One is that the
projections were made before the full impact of the oil crisis was felt, and
the other is that assumptions and simple trend adjustments often made in
the models tend to fail to incorporate some economic changes that cannot
be readily accommodated by econometric modeling and social and politi-
cal factors that may have a profound impact on the basic economic
variables used in the models.

Rosovsky and Ohkawa, writing in 1972 before the oil crisis, noted that
"by the end of this decade, it is likely that Japan's rate of growth of
aggregate output will have fallen from its postwar rate of 10 percent to
somewhere in the neighborhood of 6.5 percent" [44, p. 248]. While it is



quite possible that their onger terrii projection for the 1970-1990 period
could come true, the important fact to be noted is that, through no fault of
theirsinasmuch as the oil crisis erupted after that passage was written
even usually optimistic business groups expect the economy to grow at a

rate well below 5 percent in 1974 and about 7 percent in 1975. Thus, the
growth rate has much catching up to do ciuring the latter half of the 1970s
to reach the Rosovsky-Ohka'a prediction. It should also be noted that
mean real growth for 1970-1973 came to only 8.6 percent.

Of course, it is patently unfair to ask any model to perform as well after
introducing an exogenous 5hokku. The only point being made here is that
the projections must be scaled down somewhat. According to the Eco-
nomic Planning Agency, 58 percent of the increase in the WPI during the
second half of 1973 was contributed by increases in import prices; the
comparable figure was 44 in the first half of 1974. Though the effect of
import price rises on the WPI is estimated to decline during the second half
of 1974, ii is uncertain how rapidly it will decline thereafter. Since the
same EPA study found that 42 to 51 percent of the increases in the CPI
during 1973 and the first half of 1974 were due to increases in the WPI, the
impact of the increases in import prices, led by an increase of more than
four times in the oil price, on the current inflation in Japan must be fully
recognized in the context of the rapidly changing Japanese economy.

Though it is not possible in this essay to trace the significance of the
increases in import prices on numerous other aspects of the economy, it
should be pointed out that Japan imports 99.7 percent of the crude oil she
consumes and that Japanese imports account for 1 5.9 percent of total oil
imports of crude oil by the OECD (Organization for Economic Cooperation
and Development) countries. The same figures for iron ore are 99.3 percent
and 42.3 percent; for manganese ore, 91.9 and 32.3; and for copper ore,
94.2 and 77.1. Japan imports 100 percent of the lead ore, bauxite, wool,
and cotton she requires; imports of these goods into OECD countries
account for from 12.3 to 35.5 percent of those countries' needs.

The actions of the OPEC (Organization of Petroleum Exporting Coun-
tries) cartel may not indicate the pattern of the future, but it is nevertheless
essential to attempt to analyze, to the extent possible, the effect of the
possibly sharp increases in prices (and even embargoes by exportingnations) of natural resources in projecting the future of the Japanese
economy. Given the nature of the problem involved, that task will be
exceedingly difficult, but it should be faced squarely, because without a
realistic appreciation of the fragility of the Japanese economythe virtualabsence of vital raw materialsit is impossible to project the course of the
economy with any degree of success. In addition, it is impossible tounderstand the seemingly excessive concern of Japanese policymakers inpromoting the international competitive ability of Japanese industry and

272 Koio Yamamura



oouipi o pwnss 

UA 'jA id UDJd L9 piIod wOJ; SSPJ)U! /'!AIpnpO'd jo wj 

-pa pIflO) ixu Aq sdeiid 13!ItA\ JI PU )IJOM pieMol 

ioqe Jo UIU?L1D aii JpiSU0 a,\\ UqM UA ! 

L1j pp[0Jd MOU it?t41 Moq IAI o Awouo jo pue Aisnpui 

o ?J L]IMOJ 3I4 U! U0!4DflJ t? 0 ajnquuoJ os PI0 4J 

JMOI ua U\J UOt SJOIJE)t D!WOU0D Aq 1EMIOUJ AIU!SJDP S! 

ioq eqi U!WD!}JUI JUp!A 1qeipISUOJ Si WLI1 S! 'sJ1J!?nb I)1S 

-UOJ UI U!A!l pu ' pin11od uawJq 'IIL D!J;!?J1,, uqi; siinbi 
iioj aiji p saqwnp JaWflSU0D !?U0!UppP Anq 04 /1Iqe Jia.p 04 

04 1J0JJ aJOW 4JX 04 U!IIMUfl J!? AaijI lCi]1 UU!?JIpU! SJ)jJOM iapo 

uaa pU U!7!W!XPW CM U!?ijl JaLI1!?J Wij1 04 UiA;4!?J ie 441 sqo! uo 

PU 'J! .iaup uo 'iuopaai; !?uosiad U0 S!Se(4dW aow uiw1d si pi1su! 

inq ssaDJns,, 40 U!U!?W IU0!4!P!?1 aijl ij1M pauiauo AIu!seJDP 

s ai0; Joq!?j JUnOA aqi wqi caai JadedsMau Jow e Aq pauqo 
s1nsai aJu'UUO!4sanb o Sa!JaS i 4UaWUJaAo ?J1UD a1 uqi !4sad pue 

sae JMo iaj;o AII!?U0P!?J1 !p!UM S4UaWUJaA0 Ie)0I t-fl!M WowAoldwa 

JOJ suoqPulw!?)<a 1P aql U paiadwo auo;aq ieaA aI.11 jo asoqi 

jo Jaqwnu ay SaLu!1 aaiq A1jau S1!?fl!?J II0) ;o doJD SL6L Oijl UI 

s1s! wouoa oq asau!?cl!?[ uow paidDDP-aM owoaq aAeIJ swiai asaq 

paS!?aJJUi aeq (JMS U!0 JO UU0 0 4U!Od ai o4 U!UJfl1J U41 

pue Ap iotu e iii 04 U!0 jo sujad A41!qow) SUJO4 [ pU SUJI11 

o jo !?uwouaqd aq sv SialuaD !?!J1SnPU JOh?w Aq paiaio S4ULIJaD!1Ua 

JLI10 PU!? S!?M 1!il 1l1 JO aini aql udsap siaA AaJ sed aq 

UiJflp sjopas ?JflJ Ut uaAa RU!? Sat4!D paZ!S-Wfl!paW pue Jail!? ws paiflflOd 

ssai UE JJSSJ1S U! U!eWaJ 04 U!S00ip uaaq aAeq suosJad aio 
pauit1uttu aq 01 ! 4UaJad SLS'9 jo ALUOUODa aqi jo 

a41?J !J4MOJ a!?JaAP il1J! papaa )4UJ Jad uaiad JO 4J 

?JAU UI? 1!? SasPanu! 4fld4flO II?!JISUPU! ainsse 04 paDU ioqe i!?U04!pp!? 

ifl ap!AoJd lou Auw JOq!? 40 uotjuOuai papadxa Lp Will U!1PJ!pU! 

51II1SaJ 1jJJL?I5J 4O UJ44!?DS k? RU!? SAaAJnS ajdW!?SJUap!Aa UiSI?aJ)U! 

St aiaq ioqe o A1ddns alli aSeaJDut SaDUI?4SU! ISOW UI S!?M J'-l!il 444 

UP 'Siopas AIiA!IDflp0Jd-qiq 04 -Mol WOJi SaAOw ioqu WijI 
SUO!1!SOdoJd 

aip JO Al!P!1PA iPJ!laioaql uiaua ap Auap 01 ijSIM AI?M OU U! I qflO11.L 

WS!U0!U4' pu uo!4P%!low oqi O a1fl)N U!UeV 

:uiMotlOJ aLIJ PflP"! 
Slapow asaip U! I4PM 1I'ap AlaWnbapuui JO pJ0U! q1!a aJe 1P!iIM SJ0P!?J 

aqj SU0ipaOjd AUI?W q paluDipu! S! UP1]4 AjpIduJ JOW AwOUOJa asauedF 

ij4 O ajui ij1M0J aiji OJnpaJ PiflOD lpiqM SJOTDPJ Jij40 1!?JaAas OJI? aJaqj 

ainssajd puoujaui a4!dSP sn1difls 

au1 Oijl RU!? sJaiJJuq pui uiJnpaJ U! SSUMOS uiaqejap S,Ul?d1 

'lUouoJ] asaucdu[ JI?AViSOd alp uo lDadsoJd pue padso1l?J V 



a

The decline in the growth rate and inflation accompanied by aboj
shortages and a reduced rate of increase in labor productivity will inevita-
bly worsen the current tension between labor unions and management
As already noted, the initial signs of increasing combativeness of labor
unions have already surfaced. Thus, it is quite reasonable to assume that
industrywide American-type unionism will increase and that labor disputes
in the near future will be increasingly bitter and prolonged. Once this trend
begins, it is likely that the strong ideological orientation (absent in the
United States) of the Japanese unions could seriously aggravate labor
problems. Perhaps economic theory has considerably more predictive
power on labor mobility in Japan during the coming decades than I am
prepared to accept, but it is also possible that the projection is quite wide
of the mark.

Negative Effects of Foreign Political Reactions
and International Financial Instability

In all the models, projections of the future growth rate of Japanese exports
have been made on the basis of economic factors atone. Productivity
increases (terms of trade) and investments along with the projected growth
rate of world trade (income) are the major determinants of export growth.
Even leaving aside the oil question, which we have already touched upon,
one cannot but be pessimistic in evaluating the long-run likelihood of
Japan's best customers and the world markets absorbing the growing
industrial output of Japan at a rate sufficient to assure a mean growth rate
of 6.5 to 7.5 percent per year for the next two decades.

The favorable conditions that made it possible for the Japanese rate of
technological change to far exceed that of her major competitors have all
but disappeared; Japan's industrial competitors will be increasingly able to
inhibit the continued incursion of Japanese goods into their home niarkets.
For political as well as economic reasons, Japan's customers in less
developed regions are, with few exceptions, highly concerned about the
prolonged trade deficit with Japan and with increasing Japanese invest-ments.

Occasional expressions of anti-Japanese sentiment in the United States
press (usually well orchestrated by the Administration), European concern
approaching undisguised fear toward Japanese exports, and the riots of
Thai students against Japanese iniports are all manifestations of rapidly
changing circumstances in the world economy which a growing Japanmust face.

Japanese policymakers and industry, which have made significant effortsto realize "orderly marketing," to reduce exports of selected goods toseveral nations, and to create the eight-point import promotion measures of
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1972 and the revaluation, ako coiltinte to maintajii expirt promotion
policies in the torm 01 nUmerous export cartek and

low-cost loans and
other subsidies to export-oriented industries. The l)aSic policy still iS to aid
exports by making only the necessary COnCeSSIOnS and a show of coopera-
tion. it would be naive to think that Japan can achieve

economic growth
during the coming decades without a substantial political and economic
conflict with her competitors and Customers. It is also naive to assume that
the projected course of growth will not 1e negatively affected by the
obvious difference between the world of the econometric model, in which
everything can be decided by three or four variables, and the real world, in
which a host of economic and political realities determines the outcome of
trade balances. The current projections are also based upon the world
economy's ability to intelligently solve the major international financial
crisis generated by the rapid shift in world monetary resources. If not,
Japan's ability to withstand the high oil price will be even less than it is
today, and unlike the United States, Japan's ability to minimize the crisis
through "Project Independence" is nil.

Growth-inhibiting Effects of Increased
Social Welfare

If the budgets of the last few years are indicative of the changes to come,
the government will of political necessity be forced to allocate more and
more national resources to welfare measures, antipollution programs, and
other "nonproductive" projects. And given the most recent election results,
nonproductive expenditures will rise much more sharply than has been
anticipated. This change, desirable as it is socially, cannot but increase the
difficulty of attaining the projected growth rate. The LDP will be forced to
decide during the coming years between economic growth and political
stability (i.e., the ability of the LDP to remain in power). Unlike the early
1960s when the demand for welfare programs and antipollution measures
was still muffled by rapidly increasing real income and the consumption
boom for the three C's (i.e., car, color TV, and room cooler), the situation
in 1974 is significantly different, and one can safely assume that public
demands will become more intense during the years to come. Such
changes in the public attitude will have a much more profound effect on
the Japanese economy than in the United States where the two major
political parties essentially share the same basic political ideology.

There are a few other related factors that are expected to slow the growth
of the Japanese economy. One is the expected gradual decline in the rate
of technological change. Though it is possible for the rate of change to
accelerate, for reasons which we cannot now anticipate, such a possibility
is small. In fact, even the possibility of the slowly (and rnonotonically)



declining rate of technological change usually assumed in econometric
projections being borne out in the future is at best 50-50 or perhaps less
because of a possible more rapid decline in the rate of technological
change. Another factor is the more rapid decline in savings because of
inflation (and evidence to this effect is appearing), slower increases in real
income, and the changing attitudes of the public (especially the young)
toward the future. If social welfare programs are increased, this too could
cause savings to decline.

The above discussion of possible growth-inhibiting factors is in no way
exhaustive, hut these factors alone suggest that the future growth rate of the
Japanese economy will be slower than that currently projected by many.
Data for the years 1973 and 1974 alone are sufIicieiit to show that growth
is now running seriously behind the projections. The statistical loss in the
g'nwth rate does not necessarily represent a loss to most Japanese. Our
point re is simply that the Japanese economy will almost certainly grow
more slowly ; the future than the rate currently projected.

It is worth bearing in mind that if anyone had attempted to speculate on
the course of the Japanese economy any time between 1860 and 1950 for
more than a few decades into the future, his chance of making a re-
spectable forecast would have been virtually nil. With the Meiji Restora-
tion, the beginning of the rapid industrialization during the 1880s, the First
World War boom and its aftermath, the recession-ridden 1920s and the
Great Depression, the Second World War and the postwar growth, fore-
casting the future of the Japanese economy has not been easy, to say the
least, and the task is no easier in 1975. There is, however, a Japanese
quality which could surface again to aid the optimists, that is, the Japanese
have managed to make the most of the little they have and have shown
themselves to thrive on adversity. Unity of the spirit, or the spirit of "Japan,
Inc." in the good sense of the phrase, could surface again to surprise us all.
I am quite willing to be surprised.

NOTES

i. In addition to the authors referred to in [61] and (30], see [125].
See Masao Baba's article in [30].
There are numerous works on the dual structure. The more useful among them are (10]
[39] (98] [133) (1611.
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DISCUSSION

Speaker: Kozo Yarnamura
Discussant: Leon Hollerman, Claremont Men's College

Hollerman shared Yamamura's pessmism about the future of the Japanese
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economy, especially for the long run, noting the extensive assortment of
problems facing Japan. Furthermore, he suggested that the transition which
her ecoflOnlY is curiently undergoing is important and basic for the entire
Pacific Basin region and therefore deserving of scholarly attention.

yamamura's paper presented an excellent summary of the various ex-
planations for Japan's successful economic development; yet Hollerman
argued that these explanations are still subject to debate. For example, Was
Japan's growth export-led? And in an historical context, What was the
relative importance of saving and investment, the dual economy structure,
and foreign technology?

Yamamura had cited the growth analysis of Rosovsky and Ohkawa. In
their analysis of the postwar period, they found that the increase in capital
and labor stocks accounted for only two-thirds of Japan's economic
growth, and they attributed the large residual to improvements in technol-
ogy. Hollerman, however, contended that Rosovsky and Ohkawa had
erred, for the capital stock is computed on a vintage basis and implicitly
accounts for technological advance.

Hollerman also questioned Rosovsky and Ohkawa's conclusion that the
high volume of Japanese exports was attributable to rapid economic
growth, rather than vice versa. In any event, however, Hollerman sug-
gested that foreign trade may constrain future economic growth, since
Japan's ability to grow will depend on her success in obtaining food and
raw rnaterialss from the rest of the world.

As a concomitant of "resource diplomacy," Japan will try to diversify her
sources of supply so as to minimize her dependence on any single trading
partner, with the result that she will become much more dependent on the
diversification of foreign trade and foreign investment. And since approxi-
mately two-thirds of Japanese trade is conducted with Pacific Basin coun-
tries, the importance of this region for Japan is obvious.

Hollerman was less sanguine about Japan's long-term prospects. He
reasoned that since regionalism and protectionism are likely to become
more accentuated, the Japanese competitive position will be less depen-

dent on price and quality than on an ability to specialize and secure
market-sharing agreements. As a result, while there will be horizontal trade

with the other rich Pacific Basin countries, Japan will also develop corn-
plenientary relationships with the region's LDCs, where plant and equip-

ment are exchanged for raw materials. In either case, though, problems

relating to bilateral deficits are likely to spread, and the associated political

difficulties will be compounded as well.
Hollerman concluded by observing that Japan now has a greater vested

interest in liberalized trade. Indeed, it is ironic that whereas Japan has been

criticized for unduly regulating trade and investment flows, she has now

emerged as "the champion of free trade."
Robert S. Einzig wondered if such a position could be all that beneficial
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for Japanese economic growth prospects. After all, if all countries are
similarly trying to expand their exports in the face of slowly expanding
markets, rapid export growth for any given country would be unlikely.
Yamamura concurred, and felt that despite the optimistic predictions of the
majority of economists, a sustained 6 percent growth in exports is the best
that could be hoped for.

Richard Kjeklsen expressed concern about the Japanese balance-of
payments figures, and argued that there are more fundamental difficulties
in Japan's external balance than are revealed by the numbers. For a more
thorough analysis, one would need to consider Japanese controls over the
capital account as well as the autonomous nature of Arabian capital
m ovenlents.

Lawrence J. Lau wondered if the recent layoffs in Japan represented a
break from the traditional practice of lifetime employment, and if so,
whether this might alter work incentives and lead to a switch of labor from
cyclical to less cyclical industries. Yamamura felt that the layoffs were only
a transient problem and that the labor shortage over the long run would
persist. Moreover, those who had been fired were only the temporarily
employed anyway, and thus the layoffs would have no effect on corporate
loyalty. Rather, Yamamura re-emphasized his point from the paper that
future economic growth will more likely be affected by the changing
attitudes of the younger generation.

On the other hand, Walter Yep questioned whether even past economic
growth had been all that successful. Needless to say, the rapid increase in
GNP had not been without associated increases in environmental problems
and social unrest. Yamamura countered by saying that the national welfare
had improved since; for example, more Japanese are enjoying a larger
variety of consumer durables and taking more trips. Furthermore, since the
1960s, the net national welfare index, which adjusts the GNP for the costsof correcting pollution and congestion, has risen. Hollerman was suspi-cious about the net national welfare figures, however, for he noted thatthey were closely correlated with the GNP data.

Regarding the observed increase in the Japanese GNP, Paul A. David
expanded on Hollerman's critique of the Rosovsky-Ohkawa growth analy-sis. First of all, he stated that the deceleration in Japan's economic growthcould have been predicted, for much of the initial growth was attributableto a catch-up in technology. Secondly, David suggested that part of theresidual could be explained by reformulating the production function.In particular, let:

(1) Q = f(L, K. Al),

where
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Q = output of nonagricultural sector
L = input of labor
K input of capital
M inputs drawn from the rest of the world--i.e., materials "imported"

from the agricultural sector and other countries.

Furthermore, if the rate of growth is denoted by an asterisk, R represents
the residual term, and O indicates the share of the total output or cost
accounted for by the ith input, then:

(2 R + + OkK 4- OmM*

By further assuming that M/Q = kthat is, that the rate of growth of
material imports is proportional to the rate of growth of output(2) may be
written as:

Q* = R* + 0,L* + kK + OmQ*

If the U.S. figure for 0m = 1/3, then, since the Japanese economy grew at

13 percent per year during the period 1955-1961, adjusted

Q* = 0.13- (1/3) 0.13.
Hence, approximately 4.3 of the thirteen percentage points can be

accounted for by the growth in material imports. Consequently the residual

that must be accounted for is smallerabout 2.5 percent rather than the

6.75 percent which Rosovsky and Ohkawa had computed.
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