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Memorandum of Conversation

SUBJECT: Economic Aspects of the Japanese Occupation,

| Mr. Behr, Secretery of the Council
PARTICIPANTS: Messrs, W. R. Herrod, Pres., Internationai Gen, Elec, Co.,/J. E. F‘u.’lhm,

V-Pres., IT&T, R. F. Loree, Chairman of Bd. of Council, G. H. Michler,
Stde of N.J., Arthur B. Foye, Haskins & Sell (Dir, FE-Amer, Council,
Commerce & Ind.), members of Nat'l, For'n, Tr. Council, and Messrs,
Saltzman, Claxton, Butterworth, Parke, Lewis, Allison & Hilllard (State),
Mr, Pollard and Maj. Archer (Army). o0
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At their request the sbove members of the National Foreign Trade Council A\
came in on July 26 to discuss with NMr, Saltzman various aspects of our economic policyy
in Japan, particularly those bearing on the question of whether or not American in- A
dustrisl concerns desire to resume possession of thelr pre-war interests in Japan or (0
make new investments there,

Mr, Herrod opened the discussion by noting that he had just returned from a
visit to Japan and the Far East and had that morning discussed his observations with
Nr, Draper who lmd suggested that the group also sit down with Mr, Saltzman., He stated
that his company does not consider that the economic climate is yet propitious for
the resumption of participation in Japanese industry for the following reasons:

O
1., The law and regulations which give effect to our policy of decentralize~ (/)

tion are too vague with the result that the formulation of policy, as well as its ad- -
ministration, is left to individuals with consequent uncertainty on the part of busine st
men and corporations as to the conditions under which they will be expected to operate
in Jepan, In reply to a question Mr. Herrod remarked that although this uncertainty

was perhaps the more important side of the picture, at the present time the law itself
should, in his opinion, be changed so as not to make geographical location the

principle criterion for the decentralization of a particular Japanese concerns

2. We should stop the "purge" of industrialists now, Some of the best mana- -

gerial brains among the Japanese d from positions where their talents
could be most effective and there was among them a wide-spread feeling that it would do
no good for them to appeal their cases since the Board of Appeals would not see fit to

reinstate any of those purged. od sighted the cases of & or 9 purgees from
the Board of Directors of the company in which General Electric was interested, stating
that they were not thinking of making any appeal. In kr, Herrod's opinion many 4in-
dustrialists had been unjustly removed from their positions and should be reinstated-
He made it quite clear that he was not advocating that the purge of military or.
political figures should be stopped,
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3, The sincerity of the U.S. policy of allowing the Japanese to run their
own affairs is questionable, We are really asking the Jepanese to take the responsi-
bility for initiating and carrying out policies which we by one means or another
force them to adopt. This Mr, Herrod considers unfair and unwise,

4Le Inflation is cutting down the value of U.S., interests in Japanese con-
cerns, JNr, Herrod feels that some plan of compensation should be worked out so that
the interests of U.S. firms would not suffer depreciation in this manner,

5 The labor situation is not satisfactory., Jepanese management has not
learned how to deal with organized labor, Furthermore, the policy of maintaining
full employment in plants regardless of their production is wasteful and uneconomic,

Mr, Herrod's remarks generally but said that
his company, in Jepanese concerns, had applied for
the return of its property and was ready to get underway when this return had been
effectuated., He pointed out, however, one further difficulty facing U.S. firms who
wished to get back into the Japanese pictures Most such firms had written off their
Jepanese interests over the past years and had thereby obtained a U.S. tax reduction,
If they were to resume their interests in Jepan they would be liable for heavy tax
payments to the U.S. Government,

Mr. Loree also strongly indorsed the statements of lr, Herrod and kT, Fullam
and added that he felt it was ve important that a statement be made at a very high
level (he mentioned the Preaideﬂi{ to the effect that it was the primary U.S. policy
to rebuild Japanese industry. The principel object of such a statement would be to
reassure the Jepanese industrielists and to give them the confidence in the future
which they need in order to go ahead., Mr. Butterworth questioned whether another
such statement need be made, pointing out that each time one had been issued there
had been very adverse reactions from other Far Eastern countries such as China and the
Philippines. MNr. Butterworth felt that what was needed was actions on our part, not

gstatements,

Another criticism voiced by both kr. Herrod and Mre. Loree was that we had too
ronment personnel in Jepan with a result that they were constantly

assured them that many of the pro
contime to be the subject of care
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' Oﬁ?ce Memor’mdum * UNITED STM?ES GOVERNMENT

1O Mip . isner DATE:

FROM  : . r. hudlin Ar7

] - 2 A
SUBJECT: s IOposed Cable

"' Yy -y i - {—1
lfepruary S, 1948

t0 SCAL on the Furge JQrogram in Japan.

48 you Know, L has for some time past been anxious to obtain further information
irom Tokyo in order to make a more accurate appraisal of the purge program than is
possivle with the data now available here. lir. Butterworth has mentioned his desire

.}c sene such a cable on several occasions, the last bveing during the diseussion in A,
* 0

l iTice with General Iox last ‘ricay, January 30, I have come to the end of my
tether with the Amy Department in this matter and I suggest that you mention it to
Yo LBy Wwien you talk with him next. ‘There is no broblem of subjtance’only 01 the
eDelile 01 the wheels of God., i1he facts are as follows,

»

i
o

A=-5 received from ‘B e roposed draft cable from SCAL on the purge progranm
ember <, 1947, at which time we were in the middle of negotietions with
artment concerning the Zaibatsu Program. Not wishing to confuse the two issue
Lthheld the draft from the aIrmy Department for a few cays. On December 9 U
proposed for our concurrence 8 cable recuesting SCAP's opinion as to the advs
A -

« n irmmediate public announcement that the economic purge was complete.

uwfgzurrcnco, this cable was sent’herscnal‘by'ﬁr. Uraper who presumably

polrts made in your letter to lir. Grey of December 12 rointing out the

01l obtaining the information asked for in our cdraft
+

, Which we had sent hin
neanvime., e sew the problem not as e siuple completion of the purge but as one cailling

for study and perhaps further constructive measures, including poss

8s1ble restorstion
of certein purgees. SCAP renlied that such announcerent had a) reacy been made and
denied ir. I'raver's implication that there had been some misunderstanding.

Jn 1 Januery 1948 you szain wrote to lire Gray urging the disveteh of the original
otate draft, OCJince that 1

‘ime Ixr, Fearey of NA and I have met with CAD personnel, to

whom our cable had been referredé 0y ixe. Gray's office for =a "recormendation”". CAJ

asd no changes to sugrest except that the cable be made into an AG letter, /e agreed
VO This and for the last two wecks I have been able Lo discover little beyond the
lact that the letter is in CAD when I call Colonel Dupuy of lr, Dreper's office and
aat 1t is out of CAD whenever I call Mr. Pollard of that Division. The latest news
1s that it has left the Zconordcs Branch of CAD and may or mse

Yy not still be in some
otaer part of that Division, collecting desultory clearances,

1 believe that the letter might eventually get out if you could induce lir. Gray
0 resume an interest in what is after sll the enclosure to n

A piece of correspondence
addressed by you to him,
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cable does not answer two important 1s8sues, 'irs
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not solve the question of general apportionment of

.

sorea from the GARIOA funds. As previously 1lndl-
eds to be tied down as quickly as

4‘ 3 - 2 -
Ul;l - *l(.;




| DECLASSIFIED £.0. 11652, Sec 3(E) and 5(D) or (E) NNOff__ 76005 O

Secondly, it does not tndicate where the rehabllilita-
tion funds will come [Trom. 3ince the original GARIOA
program was :1,250,000,000 1t 1s clear that $75 milllion
calls for a 25 milllion reduction., Informal informatlon
from the Department of the ArmMy indicates that they nave
tn mind srending a total of £100 million for Far East re-
construction, The 7,00 mi1lion reduction from the original
GARIOA program would come tn larce part from the German
appropriation ($40 mi1lion). It is understood the Army
hopes to make thls up Ifrom he ®CA. Army "spokesmen® a
state that the current harvest in Sermany will enable me
reduction in United States financial food shipments.,

ts not clear whether ECA t1a aware of this part of the
] YT

program and 1T should be further considered Dy the UCP
ment and ECA before final action 1s taken.,

SO
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July 29, 1948

Admiral Sidney W. osouers
Executive Secretary

National Security Council
Wwashington, D.C.

Dear Admiral Souers:

I am in general agreement with the revisions of

the staff on NSC 13 as attached to your memorandum of
23 July.

I do, however, have some comments on paragraph IV,

59 which are advanced as suggestions concerned with

implementation and thus entail no amendment to the
policy as drafted.

The Army, as the Administrative Agent of the U.S.
in Japan, 1is faced with a problem of considerable
magnitude in promoting Japanese economic recovery.
Omitting, for the present the reparations problem,
economlc recovery in Japan depends to a considerable
degree on the reestablishing of Japanese trade in
Paclfic far eastern areas. Recent returnees from
commercial and trade cities in the far east make it
clear that many in that part of the world are most

reluctant to see Japan reestablish her erstwhile trading
position.

Without a market for Japanese goods in the far east,
the economic recovery of Japan is most difficult--if
not lmpossible. If we want a Japan ultimately aligned
with U.S. interests, we must either help them toward
recovery, including the reestablishment of their markets,

or we must be prepared to bear the cost as a continuing
drailn against the U.S. and its resources.

One means of helping Japanese frecovery and of
atiempting to dispel aversion to the buying of Japanese
products might be developed by the Army, the Economic
Cooperation Administration, and the State Department,
in close concert, somewhat as follows:

a. Devise a series of quid pro quo arrangements
for the acquisition of ECA requirements for western

Europe from far eastern areas on the basis that these

far eastern areas will receive an equal or substantial
amount of Japanese goods;

b. Through an announcement by the President or
Secretary of State; by the 3State Department on a diplomatic

level, or through the Fap rastern Commission:

o &
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Admiral Sidney ¥. Souers July 29, 1948

(1) Stress the advantages Uo the whole Pacific
area of the reestablishment of international trade to

all concerned;

(2) Call attention to the fact that Japan is com-

pletely disarmed and cut off from materials in kinds
and in quantities that would again maker her a military

threat;

(3) Announce in conjunction with (1) and (2) above,
the ECA acquisitions suggested in paragraph g above.

Yours truly,

DANIEL COX FAHEY, JR.
Planning Officer
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THE FOREIGN SERVICE -
OF THE ( ﬂ(y‘ﬂ.

UNITED STATES OF AMERICA ¥’

Noe 259 AMERICAN LEGATION —
Wwellington, New Zealand, August 11, 1948 ﬁ

CONFIDENTIAL

Subject: Views of New Zealand Minister of Finance
on Economic¢ Policy for Japan,

The Honorable DIVIS v ne._.
The SGCretaI‘y of State, )t‘ 1% ()L ) P .
N&Shington, DoCo /\(( 4._. }__&:A( .
AJ(' ,{‘: 7

i

Sir: ax \ €
fM/CAU ’

I have the honor to enclose a newspaper report
(from the Southern Cross, wellington, July 27, 1948) of
an address made on July 56 to the Political Science
Society of Viftoria University College, wellington, Dy
Mr, WALTER NASH, Minister of Finance.,

Mr. Nash's remarks covered a world-wide scCope.
The following points may be of interest:

(1) Mr, Nash repeated his earlier praise
of the ERP as "without parallel in history"
and considered it vital to Britain's economic
recovery, He expressed the view, however, that
American aid could not be stopped without throw-
ing the U,S. economy out of gear and bringing
unemployment.,

Q¥ 11 -8/05 V623

(2) Referring to the Philippines, Malaya
and the Netherlands East Indies, Mr, Nash
~ questioned the morality and ethics of any
section of people which had a high standard of
living, improving its standard at the expense
of the resources of a country with a lower
standard.,

(3) Discussing the problem of displaced
persons and refugees in Europe, Mr, Nash believed
that New Zealand should do more toward the solution
of the problem by relaxing its bars on immigration,

(4) Discussing Japan, Mr. Nash was quoted
as saying: "I don't think we can solve our
problems until we get Japan back into production,
1++~Japan, with an annual birthrate of 900,000, the

third highest in the world, sould not exist

ng: s “permanently in its present space if peace was

to be kept,”

Since

CONFIDENTIAL
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CONFIDENTIAL

wellington, New Zealand
Despatch No, 259
August 11, 1948

Since New Zealand has generally been critical of
American views regarding the level of economic recovery
Lo be permitted to Japan, the Legation has attempted to
clarify Mr, Nash's remarks on this subject, Mr, G, H.,
Datson, a secretary of Mr. Nash (who acknowledged that

he had prepared the material for Mr. Nash's address)
informed the First Secretar '

that he was correctly, ;

and that Mr, Nash had in mind the expansion of textiles
and other consumer industries rather than any increase

ln steel or other heavy industrial production, Hegard-

| r. Nash's second point, Mr., Datson states that

Mr. Nash was referring to the necessity of permitting
foreign trade outlets and reasonable Japanese immigration
after Japan had been democratized and divested of the
possibility of economic or political expansion,

Ministry of External
etary that Mr, Nash's

-

to attach any important significance to Mr, Nash's

statements as indicating any change in the official
views of the New Zealand Government regarding Japan,

Respectfully yours,
For the Minister:

/s f /LNN"’O:'
(SL/,E vi;x,

dohn S, Service
¥irst Secretary of Legation

~

; // J Y 1 A .
Enclosure: /7 ; «’/’/I/ / / 11,.»1,(/‘ e %
le Five copies of news clipping from /
the Southern Cross, July 27, 1948,

File No, 711/800 ‘//,

John S,Service:des
Original and Hectograph to Department

CONFIDENTIAL
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CONFIDENTIAL

inclosure No. 1 toO despatch No. 257, dated
August 11, 1948, from the American Legation,
yellington, New Zealand, on the subject:
Views of New Zealand Minister of Finance Ol
feonomic Policy for Japan.

(From the Southern (roOSS, #ellington,

'Mr. Nash Surveys
World Problems

. “Immediately, I can’t see war coming; but I have

| seen from my own experience wars come out of inci-
dents of the moment, which have come from something
which has been built up,” said the Minister of Finance,
Mr. Nash, speaking on problems of world peace at Vic-
{oria University College last night.

e took his audience - members of | STANDARD OF LIVING
Lthe TTolitical Science SOoc1etyv——o0n a “The ."-‘.t.ﬂl‘xdﬂrd of living of a coun-
onducted economic tour of the world. || try is determined exclusivelv by its
| explaining the problems being faced | resources. This I8 not confined to
at present by a numbe of nations | physical resources,”’ he said.

The engines of war had made an Mr. Nash said he did not think
awful mess' of Europe, physically |tnat the contribution made to demo-
“nd economically, said Mr. Nash, and |.racy by the people of Britain from | ¢

'"he did not foresee the damage being 1939' to 1045 was fully realised by |
J repaired within a generation ~thers. The American l1oan of just

Quoting nNgures to show the pro- under £1 000.000,000 had all bheen | !
ductive state o0l countries at present. '!li*-lper‘t Thé Marshall Plan would not | @
ne pmmeri out that a hungry people‘i{bre\ie‘m the depletion of reserves. |
which was not getting enough 1o eat || " Britain's contribution to world | |
' was a dangerous one. | progress had been greater than that | |

“T don't think we can solve our| | ould
: : , | | of any other country, and it would *
problems till we get Japan back into || .. 4isastrous to the world if her|¢

. production,” he said. Japan with an I . ) ot with |t
'annual birthrate of 900,000, the third lg:‘g:;m; ti\ti:: lost by confli |
| highest in the world, could not exist| | " 51, 3 minor contribution to |

E:ZT:T::?{OI%Plti,p{esem  x i”, Britain was New Zealand's policy of 1'\
e ' | selling her goods at a lower price |*
| \

EASTERN PROBLEMS | than could be obtained elsewhere, |
‘Referring to the Philippines, ‘ iand buying imports at a higher |

Malayatand the Netherlands Fast | price than would have to be paid to
Indies, Mr. N id other sources. |

the el?mraflty 2?1}:1 stahle :tehl(c]: ef»;m:;g One problem which would Beve (t)r’
section of people which had a high be solved was that of the 1'00?'0 0
standard of living, improving its | refuges in Europe who had nowhere

New Zealand, Australia,
| standard at the expense of the re-|! to EO. -~y ,
| sources of a country with a lower i Canada and the United States were |

living ¢ | ||| examples of countries which could |
e e \do much toward the solution by

It was unchallengable, however.! | .

'that Britain and Holland have done iadmﬂtmg some of 'th‘em as s'ettlet:g.
'much to increase the productive g"We hgve got 1o uork_cw}}t \xhat we
!L‘apa(‘lty of these (*Ountries_ ;are gnlng to do abOUt it. he Sald

" Indonesians were trying to get out | | NOTE OF HOPE

of difficulties which they had been Mr. Nash ended his address on 38

inder for a long time. By a great| |note of hope. World organisations
| change in procedure, countries 5uchﬁ |
' a8 Pakistan and Burma had been | were showing more promise of suc-
' allowed to become self-governing, 8| cess and there was more freedonm,
prggt:essive step. |  with higher living standards today

We will have to come to realise| | than ever before. Though 10 per
that there is no inherently superior| ' ent less production had 1o satisfy

peﬁple.” remﬂrked the Speaker. 1” per {-pnt maore pf'“plP th;in 1n

g The E?urﬂpgag Recox;'eriy ?0'1 ' 1939, he considered that distribution
 gramme was without parallel in is- | | was better.

' tory, said Mr. Nash. Under it 22,- S, R e -
| . : . Sometimes United Nations ap-
| 000,000,000 dollars would be virtually neared hopelessly ineffective, but he

thought that the organisation Was

\

!

!
1
¢
|

| given away to help European coun-
| tries. : .
| wI do mot think that Britain’s now showing more promise than the

I‘economy could have recovered with- League of Nations.

| ut the pro " “In spite of difficulties ahead and
| O programme, he said. It was . :
the greatest recovery plan in his- | disintegration in Britain, Europe and

 tory. the East. it is a period which

He could not see the aid being | every person with anything in him

<tonped suddenly without throwing ‘can look forward to with some plea- |
T gp_ppmmmy {Xlt of gear. If Lherei, sure as a frightful and difficult job

vas a sudden decision to stop send- | to do. If we do it, we will have |

ing goods, and production slowed. | achieved something great. If we/]

 there would be a danger of unem- don't, we will be in a bigger mess
[;rlr:;'mengfl ‘ ‘i than ever before,” concluded Mr.!

Nash. |
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THE FOREIGN SERVICE
OF THE
UNITED STATES OF AMERICA

UNITED STATES POLITICAL ADVISER ¥OP JAPAN
Noe 548

UNCLASSIFTED Tokyo, August 21, 1948,

dated May 23, 1948 entitled "Report on Japanese Eco-
nomic Conditions", together with editorials commenting thereon
(which appeared as translations in the Nippon Times) from the
lomiuri Shimbun of May 24 and the Mainichi Shimbun of May 25,
'i’-gmiuri, 1t will be noted, is highly critical of the study, re-
fusing to dignify it with the title "White Paper™, and considers
1t superficial, camplacent, and overly tolerant of the Jovernment's
failures. Mainichi, on the other hand, receives the report as a
"Second White Paper" in succession to that of July 1S47, and, al=-
though fearful of a possible "austerity pattern" for the nation,
1s generally pleased with the Foard's efforts.

This Mission feels that t
fied. The study is of some va

tlons for the fiscal year 1947; ite Paper" outlining fu-
ture prospects, however, it has little to offer beyond the general
proposition that increased production is needed. There is more-
over a general air of complacency in the report that may be inter-

of the problems involved or

tiveness of the Government's
| -(' le OSatisfaction over coal production,

e hardly warranted, since planned production was attained for only
one month during the period. under review, and since the goal it-
self was far below requirenents., The analysis of inflation and
business distress likewise fails to go far enough, while the dis-
uls Cussion of rationing clearly attempts to gloss over the failures
of the program. It is also to be noted that the report makes no
- g Aention of strikes and slowdowns as a factor hindering production;
likewise, though it is pointed out that the purchasing power of
. .. » . Labor in general has risen, the problem of the underpaid govern- o
“ ment worker is gingerly awoided. It would appear that in general <»
the writers of the report were impelled by a desire not to offend

-
F

- L/

anyone
et B ve

J

=
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TO)‘Q'O 's No. SIJR
August 21, 1948

UNCLASS IFIED
anyone 1in or out of the government.
Coal and Power

Preferential treatment of coal miners, according to the report,
led to production rises in the latter half of 1947, and the year's goal
was ultimately 97.7 per cent met, total production representing a 30
per cent rise over 1946, In spite of priorities for industrial uses,
nowever, industry received only one-third its normal pre-war tonnage.
Production of high-grade coal was limited,

Production of electric power was 85 per cent above the 1930-193L
level but interruptions due to drought, accidents, and typhoon damage
reduced its effectiveness. Though mining and manufacturing produc tion
rose ¢l per cent in 1947, industrial use of electric power rose only
4 per cent, An increase of only 5 per cent in power production is
expected in 1948, not enough to meet increasing demands,

Manufac turi.ng

Industrial production in fiscal 1547 reached 35.8 per cent of the
1930-193l level, an increase of 20 per cent over 1946, the report con-
tinues, No significant general rise has taken place since the autumn
of 1946, however. Steel product ion, falling off after an August peak
of 47,000 tons, totalled 569,727 tons, considerably short of the goal
of 675,000 tons. Pig iron production rose steadily through the year.

Cement production fell short of the year's goal, in large part
because of shortages of coal. The chemical fertilizer industry suf-
fered from shortages of sulphuric acid and electric ity, while the
textile industries were hampered by a lack of raw materials and ;
especially in the case of cotton, by erratic imports. The machine
industry, hitherto dependent on stock piles, will decline, accord-
ing to the Board, unless production of raw materials increases.

In general, industrial production has not shown increases com-
rensurate with those in coal output because of delays in getting

the coal to factories, because of transportation bottle-necks s and
because of shortages of electric power and raw materials.

Agriculture, Forestry, and Fishing

Although supplies of fertilizer were deficient, a bumper rice

crop and a successful collection program brought some improvement in
the food situation. Reclamation fell short of plans; timber and

charcoal production, on the other hand, exceeded goals, though distri-

bution was poor. Marine production suffered from a shortage of boats
and from Allied restrictions on fisheries areas.

Transgortation

Rail transport, the Roard feels, constituted a major bottle-neck

to economic recovery. Only 85 per cent of the planned tonnage was
carried in 1947, and considerable difficulty is expected in meeting
this year's goal, 16 per cent above that of 1947. Marine transport,

Qp_tl'e

UNCLASSIFIED
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on the other hand, reached the 1947 goal y and may be used to supplement
the railroads, which face an increasing demand in 1948, Faced with a
shortage of ocean-going vessels and with potential shipping charges of

200 million yen in 1948, the Board emphasizes that Japan must build and
charter more vessels.,

Foreigg Trade

Imports in 1947 were only 25 per cent of the two billion dollars
believed necessary to support the Japanese at 1930-193); standards,
while exports were only 10 per cent of that goal, Exports went in-
creasingly to East Asia, while imports continued to come predominantly
from the United States. Barter has been used to overcome the currency
problem thus created, and must be relied on increasingly in the future,
the Board feels., Trade conditions may also be helped by foreign cred-
1ts and by simplified trading procedures, especially by the establish-
ment of a single exchange rate.

Imports to combat "disease and unrest"™ accounted for 48 per cent
of the total., Commodities for industrial use, including petroleum
and pig iron, were propoxrtionately more important than in 1946, while
imports for export use, especlally cotton, constituted a smaller PI'O-
portion of the total,

Inflation and Cost 2_1: Livin;*

In the first half of 1947, black-market prices and effective
prices (average prices of all purchases, both black-market and of ficial)
rose rapidly, official prices only slightly; in the latter half of the
Jear, a reverse irend took place, indicating that proportionately less
was being bought on the black-market. Roughly speaking, official,
black-market, and effective prices of consumer goods have increased 8l
times, 360 times, and 200 times respectively over 1937 levels; official
and black-market prices of capital goods have increased 70 times and
370 times respectively. There 1s, according to. the Board, little pros-
pect of increased production of consumer goods in 19L8.

Public Finance

The general account for fiscal 1947 was balanced; the special ac-
count, however, showed a deficit of 66.5 billion yen, chiefly in the
rallway and communications accounts and in the foodstuffs control ac-
count, in the latter case because of early rice deliveries. The Rank
of Japan took up a total of 58.5 billion yen in government bonds,
thus producing an increased volume of bank notes. Total note circula-
tion increased by 103 billion yen, duve partly to rising demands for
industrial credit, and reached a total of 219 billion yen by the end
of 191.&70

considerable injustice resulted. from excessive taxation of earned
incones. In the future, the enclosed study notes, some way must be
found to tax "incomes that are difficult to catch",

Local finance was characterized by extreme inflexibility and by
dependence on the central government in emergencies,

SaV1n§s
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Total savings were not sufficient

L0 cover demands for industrial
Credit in 1947; it will therefore be fnecessary, the Economio Stabiliza-
maintain close survelllance

over loans in 1948 to

tion Roard feels, to

prevent undue expansion of credit and

tirculation. Some tighten-
ing 1s likewise needed in the alloc of' credit

! |
L.

An indication of the difficulty of obtaining credit sl
fact that the Reconstruction Finance Bank, chartered to advance loans
to concerns unable Lo borrow

through normal channels, financed 17
cent of total Credits to indus tri

18 seen in the

™
[ 3 .

al enterpriges,

Business Conditions
MHM

Enterprises are widely
mate

confronted wi th defiecd te
erial dertages, ni

S il .HJ\;'

gh wages, and POOTr distributio
handicapped by the dlfficulty of obtaining credit.

according to the ~0ard, has been eXaggerated as
distress. Relief neasures include the weeding out
terprises and the removal of

uncertain ties caused bv re:
if‘fCﬁ?“ﬁC eI t-I‘atiQn pPrograms.

™ - - . 1 1 * vr 2
ieal wages for the period Janu
nigher than

Lor the corresponding
creased consumption,

-
I'Ll..‘:;".

period
nowever, deficit hot

Wages and expendi tures 4

1N urban areas were at the time of the
T'eport respectively 30 per cent and )

cent of pre levels,
taxes accounting for 10 per cent

ge laborer's expenditures,
Unless consumption increases, household finances should improve in
1548, according to the Board. Rationing of staple goods has been as
bromised since August 1947 rationing of fresh

foods and nousehold
necessities has been less Successful.,

Labor

In spite of

an increase of Oe
loy million in t)

i labor force sin
1o

65 million in the Population and

ce the surrender, unemployment is
Low, according the report, due to some OvVer-employment in indus try,
Lo absorption of population painsg in agriculture, and +o thriving

black-market activities, Union membership increased v
luring the Jeéar, Regional wage

disputes have been on the
since July 1947.

Reconstruction
\

balanced, the report concludes, only at the
' ‘S, particularly refornztation, flood

Housing construction has for the most

parv
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FCONOMIC_CONDITIONS IN JAPAN

5 August 1948

SUMMARY

In June for the gocond

ities the index of industri
per cent of the 1930-34 base level.
30 per cent above the 1947 annual average of 40,

relatively favorable advances in industrial activity wh
oped during the first half of 1948 primarily as a COnse

substantial improvement in the coal sunnly.
cave a direct atimulating effect to the main coal C

¢ activity in the important textllc
ins clement 1in the overall level ol pro-
fact that in June the mining indeX
level, manufacturing othoer than
up only 21.9 per cent.

The continuing low level ©

industries is the major depress
dquction. This is evident from the

recistored 101,56 per cent of the base
toxtiles 70,6 per cent, and the textile gTo

A ten month period from August 1947 0 ey 1948 of rclative stab-

11ity in the price level during which the _
consumer prices advanced about & pe , ¢ in

June by a sharp advance of 15 per cen vay -
the June rise resulted primarily from decreases in the proportion of
staple foods purchased in the official merkets and from unusually heavy

substitution of sugar for cercals in the ration. For these rcasons the

vehavior of the price level in June probably does not merk an end 10O
the period of relat ive atability but only &an {nterruption, On the otner

hand, during the summer months the ontire structurc of of ficial priccs
is being revised upward 1o conform with current cost conditions, and

this will doubtless bring shout en accelerated rate of increase in
offective prices in the cominz months above that prevailing since last

sunnecT .

Undor severc pressures from depressc

risinz costa of living for wage and salary
continucd to advance, constituting the principal factor

apward edjustment of of ficial pricc ceilings.

Somc improvemcnts have becﬂ achieved in the government 's financial

osition notably in the tncreaged collection of income texes, The gen-
curroent fiscel year &8 LOW plannecc

-

P
ornl nccount budget for the
requiremcnts foT funds to operat

balonce., HOweveT incviteble
government cnterpriscs and 1o cxpend privatc business activity,
inpbility to tep savinge from the public at large will continuc for somcC

time to causc both an incresaso in thc na
iBSuOo
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Although imports, ospoecially of industrial raw materials, have been
oxpanding, and industrinl production has incronsed shorply durinz the
first half of 1948, cxports hovo not yot shown an increese above 1947
levels, However it can beo anticipated thot in the neer futuro thosc
incrcascs in imports and in production will be reflected in an cxpansion
of cxports. Among tho bottlenocks which contimuec to harass Japancsc
trado arc the continuing market difficulties cncountered by toxtilc pro-
ducts, the acutc world shortoge of foreign exchange, and the limited
supplics of goods and materials available in.world markets for tradc
with Japan, Those trade bottlenecks overshadow inflation and othor
intornel uncertaintiecs, both reel and allogod, as the srecatest obstacle
to Japan's economic reocovory.

RESTRICTED
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INDUSTRIAL PRODUCTION

Lovel of Production

The industrial production index for Juno 1948 roached a now postwar high
0f 92.7. The new level was 0,9 indox points above tho previous high attained
in Maye. June was tho fifth consccutive month of advancc aftor the scasonel
December to Jamuary decline, The advancos from April throuzh Junc were
particularly cncouraging in that they were mede in spite of the poorost coal

production records sinco Novembor of 1947, The index numbors for Juno and
thosc for the provious five months follow.

MONTHLY 1948 INDICES OF PRODUCTION 1930-1934 - 100

June March February Janmuary

Industrial Production o.,7 61,8 49, 3

— N r— A — e meea —

Mining 101,6 97,0 105, 3

Coal Mining 107,3 101,4 110,
Other Mining 82.7 82.4 88,5

I'Jizmufaéturigg £Oe8 44,8
Rew Silk 15.8

Cotton Yarn and Cloth 6.3
Other Textiles 28.3
Machinery 64, &
Mctals 06, &
Chemicals 73.8
Food, Beveresges and

Tobacco O0s7 42,5 38,6 £4,0
Building Matcerials 119,99 124,1 113.9 106.6
Others 64,0 60,6 80,9 58.3

40,7
17.2
AT
2644
O6e 4
00.6
60,3

W N3O~

0 OYTOr O

1
2
2
>
O
6

In rocent months the stecady development in the menufacturing groups has
contrasted with a decline in mining output. In an cconomy short of raw

moteriels, particularly of cosl, this decline in mining output is of o
critical nature,

Compared Wth lovels obtaining one ycar ago, however, mining shows fair
progress; textiles show little or no improvement; while the progress in
manmufacturing other than textiles is substenticl,
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INDICES OF PRODUCTION 1930-193+: = 1

e ilig— W — e =

June 1948

Industrial Production 02,7

Mining
Coal Mining

Other Mining

Manufacturing
Raw Silk

Cotton Yarn and Cloth

Other Textiles

lLachinery

Metaols

Chemicerls

Food, Beverages and Tobacco

Building Materiels

Others 64.0

Wnile, in generesl, the June levels mey De regerded as satisfactory,

in that overall levels continued to improve, the recent declines in coal
and othor mining must be resnrded as serious since the mamufacturinz levels

in other industrics probably cennot be maintorined 4f the mining situation
does not improve. In fact, the April-June levels in metals, machinery, and
chemicals resulted in part from the relatively sctisfactory Decomber
throuch March minin~ record. The ether significent factor has becn the

scasonnl improvoment in the clectric power supnoly.

It is immortant to note that tho three textile groups, which weighed
very hcavily in tho 1930-193< base veriocd, now stand well below the levels

of activity for othor segments of the index, In fact, the Junc level for
mining was 101.6, for manufacturins other than tcxtiles, 70.6, and for textile

21,9. In Mey the lovels were 95,7, 67.4, and 23,3 respectiveoly for these
consolidated groups. It ic clear, then, thnt tho marked depression of the
index is due, primarily, to the continued depression of the very lamportant

textile scgments thereof,

Iron end Steel
The index of piz iron production for June was 58.5 while that for stecl

was 5:,0. In May the levels were 57.0 and 56,3 respectively. April levels
were 53.3 and 53.7 and March levels were 43,0 and 49.6. For all practical
purposes the April-May-Junc levels may bde considered together nnd represent
the hizhest postwar levels yet obtained. The improvement in pig iron pro-
duction has deen duc in part to the opening of the dlast furnecCes at
Kawaseki and Kamaishi, In steel, improvements have been mede in both open-

nearth and electric furnace production.

RESTRICTED
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#ith respect to pig iron, the April-Mey-Junc levels of this year were
almost double the April-May-June lovels of a ycar ago., The improveomont
over & year ago has boen cntirely the result of increascs in production
from other than electric furnacos., Electric furnsce production for April,

May and June thie ycar has becn about 20 percent below April, Mey and June
of last year,

For open~-hearth steel,the June 19.8 record was oven better when com—
pared with June of 1947, Open-hearth steel production for June 1948 was
82,610 motric tons as compared with 37,913 metric tons in June of 1947, Tor

elcctric furnaces June 1948 production was 50,875 metric tons comprred with
48,1<8 motric tones in 1947,

While coal and coke consumption figurcs for the month of June arc not
yet avallable, the May data when compared with May of a yocar ago shows &
marked improvement in blast furnace cfficiency. In May of 1947 rouchly 4.1
tons of coal and 1.9 tons of coke were required for ocach ton of piz, whilc
in May of 1948 only 3,0 tons of coal and 1.5 tons of coke were rcquired,

By prewar strndards thesce rates are still inefficient, but the improvement
has been great indced.

Part of the recent improvement in »ig iron production has becn due to
the rcopening of Nihon Kokan's Xawesaki blast furnaces which produced 7,713
metric tons in April and 10,741 metric tons in May. The Kawascki furnace
is the first important furnace not owned by the Japan Iron and Steel Company
to operate in the postwar period, and its operation depends in part upon
imported coel, In May the Kemaishi works of the latter company resumed
operation for the first time in the postwar period and producoed 2,667 metric
tons of pig iron, utilizins both Hokkaido and imported coal. The following

tablo shows the source of pig iron production from Januery through June in
metric tons.

PIG_IRON PRODUCTION
Metric Tons

Month of Jepan Iron and Stecl Co. Nihon Kokan Charcoal Flectric
1948 Total Yewate Wanishi Kemaishi Kawaseki Furnaccs Furnaccs

36,996 28,821 4,519 - - - 3,656
36,878 28,838 4,237 3,803
44,795 33,919 5,277 5,190

o6 ’ 58‘:.: '-f:. 6 D ¢ O ) 8 ’ o0l

0,478 27,5%5 0,091 10, 741 Ot 12,990
Nihon
Sciko
maroran
6, 202 8,945 - 9,031 273 32«
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In the table above it is intercstins to note the marked decline in May
and June production of pls iron at Yawata, This decline resulted from the
fact that anticipated ore immorts from Chins did not arrive. It shculd Te
notec that part of the Yawata production and all of that at Nihon Scilo ot
Muroran is remelted pig,

Machinery
The June index for the machinery ~roup stood at thec postwar peak of

b<.< &8 compared with 59.3 for May and with 42,7 in June of 19<7. Production
of industrial rollins stock, small cers, electric cars, three-whecled cars,
motorcycles and scooters, sewin: machines, and freight cars were at postwar
poaks, while truck chassis ond several other itcms were not much below their
postwar peeks., The sub-zroup of the index, machinery not e¢lsewhere cles-
sificd, which includes the production of machine tools, minins cquinment,

and spinning and weavinz cquipment, was steady with an index of 45,0 for the

period March throuzh June.

Prospects for further incresses in the immedinte future are ~ood due to
increases in iron and steel production noted azbove,

Textiles

Previous reference has been made to the fact that the overall textile
index for June was 21,9 os Compared with an index of 70,6 for manufacturing
other thean textiles. The teoxtile industries have been placued by e number
0of problems includines shortases of raw naterial:, inadequate maintcenence
during the war and problems of markets and credits.

While the May 1948 overall textile inde> of 23.3 was a postwar peak,
only one (cotton cloth) of the seven toxtiles within the index was at its
respective peak during that month., The raw silk peak was rcached in March
of 1947, cotton yarn in June of 1947, wool yarn in May of 1947, spun silk
yern in June of 1946, woolen woven £oods in May of 1946 and rayon woven goods
in April of 1947. The "spotty" nature of the textiles production advance is
evident in the above dates.

The initial basic textile prodlem in the postwar period has deen the
shorteges of various raw materials, The low level of wool 1s evident in the
following raw wool stock fisures which are given in millions of pounds as
of sclected dates: 28 February 1946, 51.1:; 30 June 1946, 43,0; 31 Dccember
1946, 17.7; 30 June 1947, 9.1: 31 Docember 1947, 3,5; 31 March 198, 2.0.
Although a2bout <.0 million pounds of raw wool came into Jepan in May, de-
liveries to the mills wecre not sufficient to raise production very much.

The Japanese woolen industry continucs to be on o nand~-to-mauth, month-to-
month basisg,

Although the cotton stock situntion has not detoriorated to the extent
of that for wool, it became neccessary to plan May-June production roughly at
the April levels so =28 to "stretch" the foreseceable supply of cotton. While
nany of the problems of financing immediate cotton imports have now been
cased, the full solution still rests upon the ability of Japan to sell ite
finished textile products sbroad,
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Buildings Meterials
As related to baso poriods, the duildins meterials production index of

119,9 for June rust be recerded as very setisfactory. The better than bdese
poriod production is due primarily to the continulng hich level of lumber pro-
duction which reached a new postwar high of 148,5 in Mey. This nore than
offset the decline in cement production for the month, Cement production in
April had reached its postwar hizh and the fall in May, while sharp, still
left cemont production at a fair level of 46,0, In June the indcx moved up-
word ozedn to 53,8, Shoet glass production for May recovered 1o 622 after
four previous months of doclines, but fell back ncein te 85.6 1in June,

Nail production (an item not included in the indox) was egoin disap-
pointing in June, being only 2,203 tons &as comparcd with 3,160 tons for May --
1,666 for the average month of 1947 and compered with 11,476 tons por month
in 19370

Coal
Coal production in June, as in March, April and May, wes disappointing,

Traditionally Decembor and March are the peek months of Japaneso coal pro-
duction, with March sbout < per cent higher than December. This ycar, March
was 3 por cent below Docembor.. A study of scasonal coel production patterns
bascd upon monthly production from April 1941 through February 19-8, coxcludings
the very abnormel data period from July 1945 throu:h April 1946, revecals &
very interestin: seasonal pattern in Japanese coal production. The following
teble presents the results of that study in tcrms of index numbers and 1in
torme of the percentaze of the annual production ropresented by ecach month's
prOdubt iono

SEASONAL CHARACTZRISTICS OF JAPANESE COAL PRODUCT IOX

Month Index for the Month por_ccnt of Year's Production

Apr 97.7 8.14&
Mey 100,0 833
Jun 93.0 775
Jul 03.0 o
Aue 90, % 7.03
Scp 03,0 -~ 7. 70
Oct 9041 8,01
Vov 100, = 8e37
Dec < 111,50 9.29
Jan 106, 8 8.82
Feb 102. 6 . . 8. 0O

Mo 116,0 Q.67

100.0 100, 0
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Utilizinz the index numbers above and the Docember 1947 production of

€y 959 thousand metric tons as a base, 1948

resulted as follows as contrastcd with actu

stimated

2,808
2,722
3,080
2,592
2,654
2,752
2,767

It is evident from these data that conl
lowing seasonal pattern lines, rather than eithor
£.5.B. schedule or developing along lines which wi

2,857

2,754

2,869
2,575
2, 629
2,789
2,712

production is
expanding accordins to the
11 insure the objective of

nonthly production should have
al production,

Actunl

currently fol-

56 million metrie tons for the year, When consideration is given to seasonal

patterns, a 2,

thousand metric ton prodyction for December would produce

en annual production of 31.9 million metric tons. Thus far, in the 1948-
1949 coal year, considerins geasonal patterns, coal production has been at
the rate of 32,0 million tons per year., The following table shows the X,.S.B.
an annual production of 36,0 million
April, Mey and June actual production. It is evident that
all standards -- the E.S.B. schedule, the seasonal normael, and the pro-
production for April
June alone nay be considered as satisfactory
a8 Compered with a normal of 2,790 bascd on 34 million tons per

COAL PRODUCTION

Thousand Metric Tons

XeSeBe
Schedule

2,827
2,897
2,887
2,784
2,685
2,784
3,069
3,020
3,213
3,153
3,115
3,576

36,000

Computed
sSeven Year
swvereze Normal

2,930
3,000
2,790
2, 804
2,711
2,790
2,884
3,013
3, 3¢4
3,175
3,078
3, 481

36,000

e e R I A U B

8

1948-1945
Fiscal Year
Actual

o
2,57%
2,629
2,789
2,712

Shortage to Date
Based upon Normal

305
726
727
819
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Much has been written, herctofore, about the coal production prodlem of
Japan centerins in the 44 large mines, mincs which at some time in tho past
proiuccd at o rate of over 300,000 tons per ycer, Prewar thosc mincs pro-
ducod 76 por cent of Japan'e coal, but in May of 1948 (the last month for
which individual nmine dats arc available) they rroduced only 55,9 por cent
of Jepan's coel., Trom the first quarter to the last quartcer of the coal pro-
caction yeoer 1947-1948, averese monthly production in tho <4 lorsze mince
increased 28 per cent, while in all othor mines the incrcasc was <2 per cent,

The neccd for concontrotin; efforts to expand nroduction on the large
nines cen be demonstrated best, perhaps, by contrastin~ current with past
or potoentiol production, If the 44 l.rge mines were to produco at their
average 1939-1944 rate,the potentiel coal production increasec would be
1,540,000 tcns per month over the current rate. If the 44 mines could dut
averace 70 per cont of their 1939-1944 rate, nroduction would be inercosed
by 640,000 tons monthly over the current rate. If only the wartime bis six
nines (Miike, Yubari, Te;nawa, Mitsubighi-Bibei, Suna~awa, and Onoura) could
be brou~ht back up to their 1939-1944 averoce, the monthly incroase over the
curreont production wou'd be 545,000 tons. In contrast, if all mines in Japrn
oxcept the =4 largo oncs were orought up to their 1939-194< lcvel, and if an
ocqual allowance were assuwied for new mines and for mines recopened, the

potontial coal production increase wou'd be only 310,000 tons over the cur-
rent rate,

Qther Mining

Althouzh the June datn are not yet evaileble for other uninins, the
April and Moy records were disaprointins when compered with Merch, As is
trac of coal, mining of other ores and minerals follows a secasonal pattern
of decline from Merch poaks into the summcr months., The declincs this year,
lowever, were very sherp for some minerals. Lead, for cxample, fcll from
6-°1 nmetric tons in March %o 508 metric tons for Anril, the April figure
oein  lower than eny month since Ausust of 1947, For zinc, the April pro-
duction or 2,524 metric tons was only slizhtly better than nroduction in
April of 1947 when 2,510 metric tons were produced. Coprer production hes
not been satisfactory at any time in the postwar period, perticularly when
consideration 1s ziven to the fact that prcwar Japen was the world's fifth
l:rzest producer of copper, In fact, it should be noted that Jopan was ro-
ducing copper at better than prosent rates even before 1900,
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In the first five nonths of 1948 Japancse exports oqualled only 48
per cent of the value of irported raw natcrials and less than 23 per cent

of total irports. Thus, for this ycar exports have been insufficlient to
pay for industrial raw rateriel irports to may nothing of paying for the

foodstuffe required by Japan,

In 1947, 92 per cent of all imports were fron the United States, with
6 per cent fron Asia and the remaining 2 per cent fron Zurope, Africa and
Latin Anerica, Imports from the United States for the first five nonthe
of 1948 have been 70 per cent of all imports, In the same pceriod 13 per

cent of the imports were fron Asia and the reraining 17 per cent fron
Europe, Africa and Latin Arnerica, The riost inportant shift¢ in the direction

of trade has been due to the purchase of Cuban and Mexican sugar as a
substitute for wheat proviously (in 1947) shipped fron the United States,
The relative and real increase of inports fron Aslia 1s, however, an

encouraging developrent,

The $174 nillion in exports for 1947 was distributed es follows: to
Asia, $115 nillion or 66 per cent; to Europe, $25 nillinn or 14,3 per cent;
to the United Strntes, $20 1:il1llinn or 11.€ per cent; to all other areas,
$14 nillion or 8,1 por cent, For the first five ronths of 1948 exports to
Asia were 76 per cent of the total, those to the United States, 16 per
cent -~ with 8 per cent to Europe, Africa end Latin Arcrica,

Principai Corgoditics ~

In 1946 and again in 1947 foods werec the nost inportant import 1tens,
totaling $295 rnillion or 56 per cent of the import total for the latter
year, For the first five ronths of 1948 industrial raw naterials replaced
foods as the leading irport category, with $130.,3 nillion or 46 per cent
of the total, TFosds at $121,7 nmillion were alnost as irportant, The
shift in inportance does not nean a decline in foond inports, however, but
rather a grecater increase of industrial raw naterial irports, The following

table presents the inport data by category and principal corrmodity for
1947 and for the first five rionths of 1948, In addition'a five~nonth
average for 1947 is presented so as to facilitate comparisons with the
first five rmonths of 1948,
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JAPANESE IMPORTS
Millionsgs of Dollars

Wheat and Flour
Peas and Beans and
Bean Flour
Canned Goods and Other
Manufactured Foods
sugzar
Meats, Fish and Dairy
Products

26,1

26,2
9.7

1.4

Industrial Raw Materials 204.8

Raw Cotton 70,0

Fertilizer Materials 67 .2
Petroleun 38,0

Salt 12.1
Rubber -~ Crude and Scrap 6.0
Oils, Fats and Maxes el
Nonmetallic Minerals 2.3

Dyes and Piznents
Pulp

Raw Wool and Other Fibers
Iron Ore

Coal

Drugs and Cheriicals
All Other

V:'!.. ':l 4“ -l

Bags
Textiles and Clothing

all Other Products

Machinery
Fiber Products

Miscellaneous Drugs
Other
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