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Korea and the Ryukyu Islands, to make advances not to exceed in the aggregate

$40,000,000. to carry out the provisions of this Act in such manner, at such
time, and in such amounts as the Presidenl shall determine, and no interest
shall be charged on advances made by the Treasury to the Reconstruction Finance
Corporation for this purpose, The Reconstrucltion Finance Corporation shall be
repald without interest from appropriaticns authorized under this Aet for ad-
vances made by it hereunder; and Provided further, That when‘personnel of the
Pay Neadjustment Act of 1942, including
n employees of other departments, agencies,
primarily in the interest of the purposes of this
and other allowances to which they may be entitled may
priations heredy authorized: Provided further, That expendi-
from appropriations made 1o carry into effect the provisions of this Act
may be made, when necessary to carry out iis purposes, without regard to section
1y of the Federal BEmployees Pay /ct of 1946 and to sections 355, 1136, 3648,
3709, and 3734, Revised Statutes, as amended, civil-service or classification
laws, or provislons of law prohibiting payment of any person not a citizen of
the United States.

SEC. 3, Funds appropriates pursuant to the authority of this Act and
unexpended at the time of Lemination of the occupation by United States, of any
areas for which funds are made available under this Act may beé expended by the
President for the procurement of such commodities and technical services as he
shall delermine @ necessary Lo assist in the maintenance of the political

tablility of such area: Irovided, That before any such assistance
is made available undser the provislions of this section, an agreement shall be
entered into between the United States and Lhe recognized government or authority

Vi
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Ky dear dr. Cohen:

Your letter of April 25, 1740 nas been received, I am happy
to report that a personnel action recommending your appointaent
as 4 consultant in the Division 0l Hesearch lor jar past has bee
initiatede This recommendation for personnel action states atl
under the direction of the branch chief, you will act as consultant
on ‘“”0‘{1181:15 of economiC research 'ealim witlh JaApDAIl all Aorrea. 10u
will advise the bLranch chief on the development of au economic
research program and willi assist in the organization ol major gtudies
dealing with problems such as: the role of public and private
finance in Japan's economic recovery; taxation in Japan; the lLiport-
ance of Japan in rehabilitation and reconstruction of Jar [Lastern
countries, etce You will als0 act as an aaviser L0 divisional
personneél and the policy-making oiflicers oI Lhe cpartaent on orovlems
of domestie and international finance, excnhnange rate and olher c
rency problems, Japanese administrative techniques, etlc.
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k~nczn.ld this action be success;ully completed, you will be
oromptly notified by the Nivision of Departmental Personne

-

- 8

Sincerely yours,

Acting Chief, Japan Iranch
vision of Research {or Var

I'e JEI'OmMe =, (COhGNn,
231 East 70th Street,
New York 21’ New York.




| DECLASSIiFIED  E.O0. 11652, Sec 3(E) and 5(D) or (E) NNOfff_76005O

4

STAMNDAgE® FORM NO. 64 .

Oﬁ?c‘e Memomndum e UNITED STATES GOVERNMENT

TO : | DATE: nor':..l.

SUBJECT: tete Department Brlefing of

-
¢ Membere.™

This proposed outline hee alreacy been aomewhat toned down
in the light of RAF's oral comments to Mr. Owven last Fridey on
an earlier OE draft outlline.

Nevertheleee I believe thet the sttached outline stlll fells
to achleve the proper bslance between thc need 1o relleve un-
certainties attendant upon the deconcentreatlion program and tne
need to remove excescive concentraticns of economlc power -
this outline being overweighted in favor of the latter neec,

The "I troduction" ecete the tone for thile deccument Dy intimeting
thet the Stete Depertment should proceed 1n 1Te diecuselons wilth
the DRB on the sssumntion that the Army hae glven no gsffirmetilive
justificetion for the deconcentration program. I think thar
such an approsch would have the unfortunate impresesion unon the
DRE that the Stete Department lackééd belance and objectlivity.

I feel thet our presentation should make every attempt to
approech thle problem as thoroughly and objectlvely as coesible,
with particular emphaslis upon the uncomnleted sspectis of tThe
prograii.

e € [ balt in Ol

A
o

F

1\"’\r\‘ t

o LA WAL A ;

a. Paragraph Z2b states that certaln groupg such working-
nen anc consumere suffered becasuce of rreat power of exceselve
concentre No mention 18 made of the poecsibl y that
Jepanese workers and consumers mlght have been beneficlarles
of the relaztively high standard of living ettrlbutable 1in large
degree to the remarkable effliclency of concentrated economilcC
oowelr,

b. Paracreph 2¢ states that the concentratlon of economlc
cower 80 clocgely elllied to Government constituted 2 vowerful
support for totallitarienlsm. 1 think the empheele of thils
parecraph should be that such concentreted economic power could
congtitute & support for totalitarianiem but not thet 1% alweys
heg done co 1n fact.

rech 4e states that divested holdings "must be

o prevent socialism". It would seem from &

a pere-revh thet soclisliem 18 a horrlble fate
redly befall Jarcn if the securities of divested

comonanles
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comoanies and oproperties ere nol
obeervers of Jeoan woulCG g ¢
aome dey some degree oI E \
not favor the retention of divested holdlng g by the Japaneese
Government. Furthermore this paragraph me‘f'es no mention of 1he
all=-important conclderq*ion - into whose hends are the dlvested
holdings to falls om evidence supplied the Department Dy
US PCLAD, Tokyo, thpre ere no effective messures to regulate ine
ult*mpte dienoeition of sharee 8nld through publlic tender, end
there le every reason to suppose that the rew yen or be0f merket
sleee - the only one at precsent having 1. gqulad weelth - La
eventually supplant the Zalbstisu as ownere of Jevan's corpcrate
Theae end releted problems should certalnly be brouzht
t0 u:B'c ;ffe:ticr. As you have well obeerved, ever if the
‘ ven cleses are reetricted through oneratlons
L lsw, there still will Dbe a iretrocrecclon
coter of Jaeeneee industrisl sasnd commercliel

A

d. Paragra)
ingtitutions 1le

atatenent 1s cons

wt 1 ll awalt | A

are ce“t{in SCAP officic;h

fears thet the reorganization of
CPI‘tE ‘ntiee of a sufflclentliy g
Japane se economlC recovery.

o

I

ince writing the foregolng, Mr. CUwen
NA'e reaction to the propoeed outline. 1 t
specific objections along the apbove lines
redraft tie outline in order to: (&) delete pp agraph ”b and
1nclu(; sert of 1ts thoug t in paregraph <a; () re ohr:.ce para-
aph 2¢ to state: " . . .80 closely ellied to Government as

LN

to constitute & potentiel support for totallitarienism"; (c) re-
write peragraph 4a in order Uo incorporate 11N e sucgequlons we
have on this subject:; (d) delete the openlng phrase 1n paragro
4c "Reorg enization of financiel inetitutione ﬂrd other'";

({e) rewrite the "Introduction" in order to emphaslze the dangers
of carrying tne deconcentration pclicy tToO far or'over too long

a perioc of time, e

NA:MGreen/vm
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Proposed Qutline For Statie Departwent Briefing 01
Deconcentration Review Poard Members

Tntroduction

In all likelihood, the briefing which the Deconcentration Review
Roard has received from the Army nas been lacking in any affirmative
justification for the deconcentration policy. One of the chief pur-
poses of State's briefing sesslon should be to explain the reasons
for the policy's existience.

l. Nature of pre-war organization ol Japanese €COnowLy.

a. Extent and magnitude of concentrations of economlC power:
unparalleled anywhere else in ine world,

b, Means through which concentratlions were established and
maintained: security holdings, and prestige of the Zaibatsu, their
use of holding companies and over-sized operatlng companles, thelir
excessive concentration and discriminatcry use of credit,

2. Effect of pre-war concentrations of economic power in Japan.
a. Productive efficiency: were uneconomic or restrictive
in many casesj also preventead independent businessmen and local manage-
ment from exercising initiative. |However, may have contriouted, 1n
some cases, to securing economies of large scale operations, raticn-
alization of the economy, and efficient foreign trade operatlons.
et
b Distribution of goods and services: certain groups
such as workingmen and consumers suffered because of great power
of excessive concentrations.

c. Political: concentrated economic power in such a small' P ob
group so closely alliecd to government as to constitute a powerful
support for totalitarianism.

e Formulation of U.Se policy with respect to excessive concentrations.
as UeSe Government's "Initial Post-Surrender Policy Statement®
sent to SCAP as directive: very general language.

b. State and Army Departments jointly sent out "pission on
Japanese combines" at request of SCAP. Missicn's report submitted 1¢
State and Army Departments via SCAP, with SCAP's comuentse.

c. FEC-230 prepared on basis of the mission's report by SWNCC,
then revised by SWNCC in light of SCAP's specific suggestions for changes,
then approved by SANCC and introduced into FEC. Not approved by FEC, and
so not sent to SCAP as directive., Most FEC governments favor, if anytning,
more vigorous Zaibatsu policy than the United States - some countries favor

nationalization of divested holdings.
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d. Policy under review by U.S. Government in past few months,
New policy statement will probably now be prepared and sent 10 SCAF «

4e Uncompleted aspects of deconcentratlon program in Japane
a, Securities divested from Zalbatsu inaividuals and

holding companies, and now held by government: must be sold

quickly to prevent socialisi.

o

be Reorganization of listed enterprises: should be
carried out quickly -where it would not interfere witi recovery-
igp end business uncertainties. To this same end, enterprises not to be
reorganized should be removec from the designatec list as quickly
as possible.

c. keorganization of financial institutions and other
measures to increasc number of credit sources and terminate dis-
criminatory credit relationshlips: absolutely essential, if de-
concentration program 1s 10 nave lasting effect. | Unnecessary

disorganization of tne Japanese economy at a critical pericd
should, however, be avoided,

5, Conclusion; Program shoulc be accomplished as rapidly

as pdgsibIe to ald Japanese recovery., Increasing responsioility
should be delegated to Japanese, so that ine progran will be
carried out in a fashion likely to be accepted and maintained

b, the Japanese aiter ine occupation, even 1f thls involves

divergences from the ideal patitern conceived by SCAP officials.

At the same time, sufificient SCAFP pressure must be maintained 1o

complete essential features of program, listed uncer 5, and SO
bring into belr new Oowners and entrenreneurs wio will nave

vested interest in preserving, and wio will lena an element ol
stapility to, a more f{ree Japanese econoiy than existed beiore

Lhe Ware
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The attached statement is satisfactory to

the Department of the Army on the condition that
the Department of State fully recognizes the
general relation of this statement to the bread
overall U. S. Poliecy Paper on Japan, now under
discussion between the Departments of State and
Army.

The Department of the Army has no objection
to the presentation of this statement by the U,
S. ember of the FEC to the FEC at its 6 May

meeting.
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DEPARTMENT OF THE ARMY
OFFICE OF THE UNDER SECRETARY
WASHINGTON, D. C.

6 May 1940

Vo
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5%

Honorable Charles E, Saltzman 1t (Lo 4 ¥
Assistant Secretary of State for Occupled Areas ;
Department of State

Washington, D. C.

Dear Charlle:

I enclose a memorandum on Japan,following our conversationse
this morning,which I thougnt might be of interest 1O you and wnlcn
vas written by a friend of mine vho wae in Japan earllier tnls year
and who hae had cloese contact with the occupation during much of

the period eince the end of the war.

I have Jjust phoned nim and asked whether he thought ine
commercial rate could be adopted {mmediately. He thought not, but
consgidered that it would not need to wait full budget balance. He
auggested that four stepe should be taken simultaneouely and ag 8oon
ag poesible as follows: (1) setting of a commercial exchange rate;
(2) rigid control but not necessarily balancing of the budget; (3) a
definite policy on jeconcentration (I pointed oul TO nim that tne
Deconcentration Review Board had Just arrived in Japan, that 194 of
the 595 companles jesignated under the law had now been removed
from the list, and that the purpose of the Board was to deflne ae
quickly as poselible ine policies and methods under which actual
reorganization of monopolistic controle would be implemented); and

(4) definite announcement and institution of comparable price and
wage policles.

The attached memorandum,l think,will be of considerable interest
to you in connectlon with the conversatione today.

Sincerely yours,

Wwilliam H. Draper, Jr.
Under Secretary of the Army
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Things in Japan are coming to a head. That certainly
vas the overriding impreseion I gained during my last vieit there
Lwo wveeks ago.

At the beginning of the occupation, General MacArthur is
sald to have remarked: "If the occupation laste two years it will

be a great success; 1f it lasts three years it etill has a chance
of being a success; if it lasts beyond that ite succeses is doubt
ful®. It has nov lasted two and a half years. It hae been =

success L0 date. Whether it has a chance of continuing to be one
vill be decided in 1945,

There are four developments which in addition to the
very broad consid-rations that muet have prompted General

MacArtour's prophesy quoted above, point to crucial declslons in
L9405

First, Japan has a newv Government. It differs from ite
predecessor only in that a Right Wing Centrist presides over a
Cabinet which includes not only the Center but even the Left wing
of the Soclaliste, vhereas in the previous one a Socialiet Prezier
aad preslided over a Cabinet made up largely of Ceuter and moderate
Soclalist elements. The broader base which the new Government
may claim to have is in some waye a disadvantage as the Left wing
Soclaliste have Jjolned it on the exprees understanding that tiey
retain freedoa of action; and to that extent the new Cabinet is 1in
a4 more precarious position. The previous Cabinet was ostensibly
delfeated over an issue of economic policy, 1.e. the balancing of
the budget. Thne same divergence of opinion still prevails and it is
Lhsrefore generally assumed that the new Cabinet way not live beyond
this suumer or year-end. This will probably mean new elections
wnlca, in turan, might be interpreted by the country at large as
evidence that a political coalitlon pivoted on the Center caanot
succeed in Japan at this time and that the country must chose between
tie Right and a clear-cut combination of Left Wing forces. Taie
issue 18, of course, fundamental.

second, overall American policy toward Japanese rehabilitation
is reported to be orystalizing toward a definite and more positive
concept. A high-caliber U.S5. Bconomic Mission 18 now in Japan to
study the problem and all interested Government agenciee in Washington
appear to be moving toward realistic determinstion as to exactly what
éteps are necessary to restore Japanese economic self-sufficiency by
certain target date. Decisions will necessarily nave to deal with
the issue of "economic decentralization" which had arocused consider-
able public controversy in America and is probably the one coicre e
lasue on which the Japanese themselves have openly tried to defy SCAP -
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obviously unsuccesefully. Without a clear-cut Integrated
jecision on thie igeue a sustalned rigse in induetrial production

and private businese enterprise in Japan 1s lmpossible.

Third, some montins back SCAP ordered that the national
budget be balanced at all coasts, in order to stem inflation. Many
economiets in Japan and particularly tne economic planners of tnhe
Left contended and do contend that {mnediate and rigld balancing
of tne budget would cause nore and notlees digtress and chaos and
anreet. In taeir view, stabllization of the sickly Japanese
econony, including balancing of the budget, must be a tapering-off
process and not a horse cure. 8o far, SCAP's order to balance iLae
budget - regardless - st11ll stande, but there is as yetl 1o evidence
that the new Cabinet 1s willing or able 1o jmp lement the order
right down the line. If 1% falls, it will moat llkely agailn Le
over thle iessue whica 1e rundamental as 1t touclies upon the core of

economic pollcey.

Aleo included among economic policy decislions 1O be made
in the near future ie the establlsiment of & comaercial rate ol
exchange. Both SCAP and the Japanese Government now appear to
realize more clearly than they did before that (a) a rate of
exchange is absolutely necessary in order to develop private
forelgn trade (b) multiple ratee are probably worse Lban no rate
at all, and therefore a unliiorm rate ie the thing to strive ior
(¢) without a uniform rate it 18 imposeible to rationallze export
tnduetriee and %o plan specific measuree for eventual sell -
gufficiency on international account.

Fourth, because of political developmente in the rest of
the world a peace treaty for Japan cannot be expectec 1ln ULhe near
future. Nor i@ it now likely that a civilian Allied or V.S,
authority wili aseune reeponeibility for tae supervision of the
Japanese Government and econoly as soon as had been expected. 1T
thue the Army is to remain in complete charge for some time TO
come, organizational changee, 8O0ne of them basic, are urgently

called for.

Let me nov comuent briefly on eome of thnese probleas.

The present drive for a balanced budget makes, of course,
a lot of sense. No Government is ever able to balance the budget,
particularly after a lost war, unlees there ie overwhelming
compulsion to apply the blg squeezer in spite of all the painful
read_ justmente, group hardsalps and political opposition that
inevitably follow. SCAP's order to balance tae budget provides
just that sort of compulsion (and for the Japanese Government tie
neceesary pretext) and in addition, was well timed as it came Just
about when inflation in Japan began showing signs of tapering off:
the note circulation of the Bank of Japan héid been golng down in
recent weeks: tax collectione had been neavy, largely because of
strong action taken by SCAP; Government disbursements snowved a
reduction; and above all, black market prices had lately remalned
fairly steady and in some casee had even declined.
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Unfortunately :

lndicative of a fun peruanent change in the inflation

Sure that this has been thoroughly underetood.
tax collectione vere

low because there
' L8 general uncertainty
Over the budget. I K 1 -4 dave remained 8leady or have
declined because of very satisfactory

food ilaports frow the United
g Leasuree taken by

SCAF to enforce Lmproved
dletribution and the avallability

of an unusually zood domegtic I'ice
crop.

1 a0 not wish to suggest that tuese -
nelped to relieve 1nflationary pressure, but m

8 Leuporary nature.
factor in the picture which may well

rious threat
L0 Japanese efforts at gtabilization Yol encountered. That lhareat
Comee from labor. Whereas last October I felt that labor leadersnip

fairly feasonable, there is no question dbut that

ince deteriorated Conelderably. As againet a basic
vage standard of 1500 yen per mcnth

the Econoulc
Stabilization Board last d8 are now starting from s
level of 3,000 yen per

beyond that. In other words
consliderably faster than

‘rovocative abuse of labor power ie definite

is elicOuraged, rather then counteracted, by the

ol management, even When confronted with
1llegiti

Ae long as the Present labor
fiope of eifectively stablilizing the
in my Opinion, premature
achleveuent of a balanced in
conjunction with concrete plane
of the
labor policy and
Ae an integral
balancing of the
Lhe most ilmportant
But until suca a
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coordinated progran is adopted, the emphasis anould be on
retrenchment and strictest economy in Government expenditures,
without ineleting on the immediate and complete balanclng of the

budget.

decentralization, I can only report
appear to be galning ground

over prejudice and doctrine. previous
reports, there is 1ndeed room and real need for conslderable
decentralization in the rield of Japanese industry, and 1% would be
tragic if in a hasiy and exclusively short-term-minded reversal of
previous policies we were to abandon all efforte at correcting one
of the crucial sources of pelitical and economic diseases of the
past. But to accomplish what le basle and to build for the future,
ve must not rampage like a bull with horne made of vindictiveness
and eyes blinded by reform lust in & china shop for which we feel
respousible; ve must proceed with practical discretion, careful
attention to production potentiale in essential industries and failr
treatment of property rigats. 1t can be done. The gvord-of ~-Damoclee-
like effect of the present progran 1ie absolutely killing initiative
and planning for the future and the sooner a clear-cut decislon 1s
snde ag to how far the United Statee Government wants Japan L0 g0
{n that respect, the better 1t vill be for general recovery. BExcepl
poseibly in tue casee of one or two institutione I gtill feel that
extensive decentralization in the field of banking and insurance
would be moet unwiee, particularly as former abuges and bad banking
practices stand a good chance of belng corrected under a new
compreneneive banking lav now in preparation and ghortly to be
submitted to tae blet.

On the subject of a rate Of exchange I feel reasonably
sure that no specific rate has been decided upon ae yet, mainly

because the final rate will obviously have to depend on tae level
of the general price structure at the time it 1ie egtablished. If
a rate had to be decided upon today I sihould think that gometning
like 00 yen per dollar would be a fair conversion factor for

Japanese foreign trade. In that case I belleve an exchange rate of
175 or 130 would be about right ae 1 hold that a country in the

condition that Japan is in would be well advised to adopt & rate
somewhat belov what might be consldered the "market” rate.

Coneidersble thought is now aleo being given by SCAP Lo
As long as there is no peace

international law as the accepted rulee of
land warfare provide that the acquigition of property by the
Occupying Power may later be claimed by the Occupled Power to have
teken place under duress. Also there ieg & natural tendency to
avold discrimination against those who, for no fault of thelr own,
are unable to vieit Japan now or who for one reason or another
have to be restricted in their bueinese operaticns. I believe that
= far no concrete transaction involving foreign investment has
taken place in Japan except, reaittances from foreign organizatlions,

migelons, individuals etc. and the occasional acquisition of
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resldential property
leasing of forelgn equ

Or the entering into tec
the best waye in which
Japan under pPrevailing cire
that comnection that for th
oObtaining protection

industrial production hae made

slightly over 40% gix monthe ago,
to lack of raw materials, to prevalling unc

decentralization” referred to above, transport difficulties and

labor unrest. Coal production has kept u4p rather well and is now
increaeing elowly. Unfortunatoly the good effect that this might
Othervise have nad on industrial production ile off-get by a very
serious wvater shortage in certain parte

of the country, which, 1in
turn, ie adversely affecting power out-put.

ertainty over "economic

industry is very

of refinancing and additional
vorking capital. All aope of stabilizing the budget ie futile y NOow

Or permit, a situation Wnere Government is
lovestment --- that ie unleee we are bent on
completely soclalized economy. Tne only

Other alternative 1g to Slicourage formation and flow of
investuent. Thies meane insistence

policies.
1943,

Forolﬂ Lrade is

in some respects and incr
O cotton textiles -
almost come to a

' American cotton




DECLASSiFIED £.0. 11652, Sec 3(E) and 5(D) or (E) NNOfg__T7ELCSC

lo two respects general understanding of Japan's foreign
trade potential nas made progreese of late. Firet, everybody seenms
now {inally agreed that Japan's forelgn trade orientation must of
neceseity be tovard the sterling and other soft currency areeasg
ratoer iLhan the dollar area. Thie will make 1t neceepary for Japan
to minimize the uee of dollar credite as othervise her foreign
excaange poeition is bound to become untenable. Second, it ie now
keenly realized that real recovery in Japan 18 almoet inconceivable
without some sort of stability in China, even if temporarily coufined
to a truncated area. Public feeling againet revived trade with
Japan, previously so strongly entrenched in Chine and the Pullippines,
is gradually on the wane and this le therefore the time to makeevery
poseible effort - on all sldes and without sacrificing Aeia's
Justified claim for protection against poealble future aggression by
Japan - to help and promote trade within the Yacific dasin.

The iamnlnence of ma jor policy decisione in so many fieldes
In the months to come calle special attention to the organizational
sel-up of SCAP. It ie wy firm conviction that once these decieions
nave been made at the top level, reepongibility for implementation
should to an increasing extent be turned over to the Japaneee theu-
eelvee. Instead of preparing for the gradual tranefermncy of
responelblility, SCAF nae go far been goelling aore aud more deeply
involved in operational details of running the Japanese economy. We
bave neither the gqualified personnel nor tae organization at nome Lo
back up that sort of an occupation indefinitely. The Japanese must
be made Lo feel that they will have an opportunity to work for their
own benefit and in their own ways. 100 to 00 qualified men of
mature Judgement and experience can do wore to excercise effective
supervision and control of Japan than 5,000 medlocre officiale who
get loet in detalls and wio epend half thelr time arguing among
themselves as to h<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>