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T
Neponcnt: «fSHI, Teruo

Heving first duly sworn en ceth &s on stteched sheet end in

ccecordanco with the proecedure followed in my country I herehy depesc

ag follows,

-

1. I, Teruo «wDHI, finished the Politicsl Course st the Tokvo
Imperiel University in 1906, after which I studied abroed.

I entcrec the Daei-ichi Bank in 1911 :-nd wes elected Director
in 1926, end President in 1935. I wes connectcd with the Tokyo
Benkers' Js.ssocietion, the Tokyo Clearing House, the Cleering
housc Federetion znd the Netionel Financial .ssociaetion ts
president or direcctor. I &s elsc & member of the House of

o A ,
—  IfMagch, lﬂhz. t he Dﬁi-ichi*Pﬁpk end the Mtui Bank, two of

|

"the Big Six* in Jepan!qfrefmebged into the Teikoku Bank, of
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\WWhich I wp% q}écted*QQj?rmﬁa o{ the Board of Directers. 1In
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Merch, Yohk. Y resigned to beecome edvisor to the Bank, end re-
mained in this position until quite recently.

The financiel sand econcmic condition of Japan during 1937, in

the course of -hich the Chine Incident broke out, was, from th:
very beginning, fluctueting and unsettled.

From towerds the g¢nd of the preceding year, in anticipation of
greeter demands for imported goods, and with higher commodity
prices in prospect, there hed been & rush for import exchanges

at banks. If the banks were to meet tho demends unlimitedly.
their belences ebrosd vould soor. bc exhaustud. Without some re-
macial measure, tho Japenesc exchenge retes would keep on fellins
el 8 repid rete, vhieh would, in turn, give an impctus to & ateep
escent in ccmmodit:y prices et home. #hereupcn, the Government
placed nll fereign cxchenge trensactions under = permit system in
cerly Jenuvery, 1937, meking cleor et the same time; its poliey of
mointeining the cxchenge retc at /24,

Towerds the end of Janurry, 1937, the XIROT.. Cebinet rcsigned.

It was sucereded by the FLY.S'T Cobinct 4n cerly Februery with
e YUFY o2 the Finencec Mnister sng Mr, .Y, the Vice Minister.
A& net Cebinet gurteileg t he budget worked ocut by the preceding

cebinet., The Stcp lessened, to sonmc extcnt, the feer for further

price rising. But the shipment of geld to the Mited Stetes by

the Govirament to meet the difficultics in financing the excess
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{mpor+ts continued, giving

Jepan wes poor in her gold holding

Besides, the import exchenge permit system,

w7ithout nesecsary preperations,

of the business, &nd it wes becoming beyond its powver

the over-ell intcrnetional peymsnis,

nef., Doec. #2119

rise to snother big apprehension &S

ne well a&s her annugel out-

put of the metal.

having becn enforced

could not meet the actualities

ey tO bElance
and tc ~nintein the ex-

ehange rete et /24, It not only ceused troubles to thc creign

exchanre banks end importers, but gelsc unfovorably effected all

-

~rnufecturcrs who depended upon imported ravw meteriels, as “wcls

cs the merchents deeling in them. That wes ONC of the mejor

causce of the esconomic confusion of 1937.

Rut 14 ras epperent, on the cther hend, thet if vc ebendoned the
{mport exchenge permit system, the exccss inflow of goods wwould
swell further, the exchenge rectes slump, prices run up &nd the
whole exonomic structurc be shettered. e could not afford to
discontinue the system. But if the system was 10 continuc, G 7
should bec mede to opcratc more smoothly, &and this celled for €
planned contrel for the maintonence of the internetional baslancc
of payments &5 £ basic condition. Not only thot, unless W
have ¢ dedinite plan for the whole industricl activitics of the

nntion, there cen £lso be nc stenderd es to what rcrehendisc, in

whet oarmount, should be pcrmittcd tc come in., Sueh wos tho besie
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cause thet forced Jepan to edopt & controlled economy.

In July, just when this country wes confronted with such situ-
gtion, the North China Incident broke out. Despite the Japancse
Government 's stetement of its policy of localizing the iﬁcident.

it spread to Shanghal in Lugust, and there wes & fear for further
agrrandizement. Mounting spprchension overtook our financiel and
economic circles. Tt was only naturel that the war redoubled the
raatlesaneae'which. as alresdy steted, the Japanese cconomy had
been experiencing in 1937.

On top of it, there was enother great cause of worry among the
netion. That wes the clemour of radicels end ;eformdsta for
positive diplomacy, internal reform end destruction of economic

and financial status qQuo.

The portfolio of finance during the period from 1931 when the INUKLI
Cabinot ceme to power to the Februery 26th incident in 1936 wes
glmost uninterruptedly held by Mr. Rorekiyc. T.IC.HASHL.  The

power of his personelity and roputetion had defended the cconomic
ond financiel cireles from the chaos or unfavoreble effects
throatencd by the cleims on the pert of the redicels and reformists
the elements who were creating the otmosphere of strong foreign

policy, internal reform and destruction of the cconomic stetus

quo cver since the May 15th Incident. But since he wes done

awvey with by the February o6th Incident, there had been no more
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man of his celiber in the economic and finencial cirecle eand the

influence of the proponents of the destruction of the economio

stetus quo end the radicel reform theory become greater end greater.

There was & feeling of uneesiness that, with the wer, of the

negetion of 1oigssez-faire economy and the over-all nationel con-

trol of industriel economy end banks might be enforced immeclately.

The finenciel circle was confronted slso with en urgent problem

-mont loans end the expension

nocessitated by the China Incident-

prospect the noccseity of & big increasc in toxetion, to edd to

the finencicrs' worrics. ;snd at the bottom of gll, therc was

another ceuse of feer riging from the uncorteinty of not knowing

whet was going to heppen to the economic stetus Quo at the hands

of "the internesl reformists®. The stock cxchanges 8lso Were
threetened mony times by the neccaesity of folding up.
The yeer 1937 was filled with foelings of uncertainty and con-

giderable disturbances, starting with the foreign exchange crisis

wihich had been brought forwvard from the preceding yeer, threatcned

then by the Chinz Incident from the outside, while meneced from

srithin by the danger of ®"the internal reform® end "the destruction

of the stotus quo®, &s well 28 by the redical development of con-

trollcd cconomy. The cconomic policy of the E.Y.SHI Cabinet was

-5 -
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rather conservetive. It made efforts to keep the economy un-
perturbed as much as possible, though it was beyond its power to
uprooct the basic cause of unrest.

In June. 1937, succeeding the HeYaSHI cabinet, the first KONOYE
Cabinct was formed with Mr. ¥4 ag the Finance Minister end

Mr., YOSHINO gssuming the portfolio of Commerce and Industry. Con-
fronted with the general plight as abqve mentioned, both of them
made a step forvard in the direction of controlled economy, but
utmost preceution wes teken by them to avoid radical chenges and
to leave as much room as possible for unrestrictcd activities of,
private individusls.

Mr. KXo especielly made it his key policy to adjust the balance of
international payments, thus to support the exchange rate at 1/24,
while internally he strove for maintaining the standard of monecy
rates and keepiqg the financiel world out of chaos. He managed to
get elong without closing the stock exchanges. Besides these, in
order to maintein order in thé economic circle, Mr. KbuYi, as the
Finance Minister, endecvored to control the release of capitel fof
investments, ease credit restrictions, check the rise of intercst

ratec on loans, stabilize the security market and ease the anxicty

of the finaneial circle.

3. The Extraordinary Fund .idjustment Levw wes put into force in Septcmber,
1937. The aim of the Law was to limit the accommodation of fund
o by
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only to those {ndispensable enterprises. for which the supply of
materials required in their prepareiions was essured, thus to pre-
vent the inflotion that might be ceaused by the Chine Incident.

Dur to the China Incident, there had been & large~-scale bond floeta-
tion by the Government, as w7ell as inereased call for fund for the
productionkexpansian. The situation, if left to take its own
course, would have led to the wastage in fund, with the concomitent
danger of eventusl inflation. The Law did accomplish its purpose
of preventing the inflation.

In enforcing the law, Mr. K.JYi complied with the request on the
part of us private business to be ellowed es much freedom as possi-
ble for individunl activities. Consequently "the financiers'®

sutonomous edjustment® was recognized to & certein extent. Tt was

elso so set up es to mendate most administration of the law to the

Bank of Japan, instead of the Finenae Ministry hendling it. The

decision upon investment or loan epplication was left to & committec
composcd of members selccted from different Ministries, the Bank
of Japen and the Industrial Bank of Japen.

Q
The decision of approval or non-approvael on an investment or a

loen was besed on whether or not the enterprise was indispensable
under the Chinge Incident, or whether or not therc is eny prospect
of supply of materiels required for the expansion of facilities or

new cstablishment planned by the enterprise. Therefore, to obtain
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L.

the understanding of the Militery eircle, oOr the Commerce ‘and
Tndustry Ministry. which had much to do with the materisl admini-
stretion, was a prerequisite to meking the decision. Thus the
measure tended rather to weeken the voice of the Finance Ministry,
end to put the Financiers in a position subsiciery to the indusiry.
Tt reduced, as & matter of fact, the Finance Ministry and the
banking institutions to & mere machinery to reise money. It hed
been the most conspicuous feature of Jepanese economy Since the
outbreeke of the Chine Incident, thet the material had become the
master, and the finence the sccondary matter.

Ls regerds the nationel sevings campelgni To Finence the China
Incident, the netionel bond floatetion had amounted to en enormous
sum and huge disbursements by the Government had been ﬁouring into
the home market, giving rise to e greet currency gxpansion and the
feer of & vicious inflation. Though the money market had been

stringent throughout 1937, the currency became noticeably abundant

in the following yeer. Lround Jipril, 1938, the Government issued

a statoment thet it would start & savings campaign. The Savings
Encouragement Bureeu end the National Sevings Encouragement
Cormittee with & large membership, including myself, were set up
in the Finence Ministry, at about the seme ti:_ne.

The outstanding feeture of this sevings cempoign Wes thet, instead

of resorting to eny legel meens of compulsion, it looked to the

netion's self owekening to the necessity of sevings. Though some
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legisletive méaiﬁ'éh vere teken in the later period, they were only
of an auxiliary meaning, the fundemental principle of besing the
! cempaign upon the sponteneous co-operation of the people having

been unchanged.

In this, it stood quitc unique &mong Japan's meny wertime masuresf

| vhich mostly depended upon the exercise of legel pOWeT, and this

1y opposed toO opinions that advocated compulsory sevings under law.

4
: His method was not to £ix the amount to be saved by each individual

.' by Government qrdor under some law, OT to re_s_t'ri_ct th_e withrawal 8-
of deposits. If anyone would dispo.;ae of his Government bonds, he
0 | looked to it that the seller would not sustein & 1088, providing &
system of buying up st benks and post offices gt a8 fair price.

ae, Ki¥i. often stressed that it 1s not Tight to force upon the

people what is not understood by them, now cen it be practit—}ai 1c g

with. éfficecy ‘

‘ 8. Mo Ki¥a's policy end .his methods of cerrying it out were modergte.
gredual end non-coecrsive, altogether rclying on the self-ar:m:ening

of the people. He wes brended es & liberel on this account. His

: policies in the course of 1937 end his mannors in putting them into
practice manifested in those deys. vere accounteble to us. His &

way vas to avoid redical, edventurous, so-celled reformatory mec-ii

sures. But so much more the positi ve~-redic&ls internnl-—refomiate
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| very uniqueness ve OWe to Mr. Ke¥e. He had been alveys unswervi__ﬁ:g-
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and eontrolled-economists - the influentiel powers on the part of
the militery end the rightists fhat dominatcd Japan at that time,
were disgatisfied with him.

Mr. Y4 rose to the Vice f‘inance Minister from the Chief of the
Finance Bureeu in Pebruery 1937 and to the Finence Minister in
June of the same year. He was rather young as a Minister, his
experience and his reputetion were considered inesdequate for the
post. Commerce end Industry Minister YOSHINO, pho twas e maﬁ of
about the same leaning with Mr. KiYiy and who scted mostly in con-
cert with him, was also a first t;mer. Many people were doubtful

88 to whether they werc able enough to dispose of the demends on

the part of the radical forces and to proceed with moderate policy
in mainteining the situation, or powerful enough to resist the
pressure of the radicels. among us business men. Their resignation
at the Cabinet reshuffle of Moy. 1938 wos held aseriboble to those
circumstences. et that tiﬁa.

Now turning to the economic end finenciel conditions in 1941
Though, since the outbresk of the Chine Incident, there had been

e huge Governmcnt spending on the wer expenditures within the country,
the money wes being mell absorbed. The disbursement and absorptiont
proceeding in well.adjusted cycle, had prevented the situantion from
tending toward vicious inflation. The national savings goal was

atteined every year, bank deposits increasing markedly; the bond

o 10 =
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absorption kept ebove 807, of the issue emount ; prices on & slow
upward trend but stabilized on the whole; and the currency ex-
pansion smell, - thus there wes no sign of vicious infletion, even -
in 1941.
Ls regerds the position of our econory in general around 1941 in
elation to the problem of the importence of gold, the question %
must be considered from two sides, == the intcrnel end external.
Tnternelly, if & country adopts o gold standard system, thc ques=
tion of the gold reserve ratio will be‘important. But Jepan hed
been off the gold staonderd for severel years. and been ectuelly
under & nanoged currency syster. which hed been operating smoothly.
"The managed currency gystem" is & thiﬂg which has been established
as an cconomic theory. end adopted by many countries. consequently
though it might have been so nuch better to have plenty aold. the
problem of gold reserve ratio had lost its former weight attached
by the public, end internelly, the importance of gold had been
pxtremely diminished.
Bxternally, the gold had been very importent as & means of payment
* ebroad, when it had been possible for us to buy in ebundance what
E | 7e had needed, and especielly thet hed been the case with our‘re-

1etion to the United Stetes. Since the second half of 1541,

f however, the trade with thet country hed been turning more and
rore difficult, neering to the point of impossibility. It may be

R Lt A
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said c%equently that, in this sense, the importance of gold had
been diminished. =

It was on 15 Lugust 1945. ..t the head office of the Bank of
Japan, there gethered Mr. ™Y, President end Vice President of

Bank of Japan end we, the heads of Banks, to discuss the post-war

éurrency problem.

Mr. KiYa £01d the gathering:

"T am deeply thankful to you for your support in various weys
during ry term of office &s the Finance Minister. Now Japan is
defeated. Our country and our people have been reduced to &
misersble stete. /ls one of the Cebinet Ministers during the war,
I am keenly aware of my political responsibility toward His

Mo jesty, es well as our countrymen., I am resolved to retire here-
after from all honorable social positions, and as a mere citizen
among the maesses, I will strive hereafter to fulfill my duty as
a2 Japanese. I have ventured to ask permission to resign ell
priv:l.leg'éa end merks of honor, which His Mejesty was graciously
pleased to confer upon me. Only I am desirous, as & man having
been concerned with the public finance, to contribute.my mito,
at this time, to tide the nation through the gruelling disaster

of post~war inflation."
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On this 16 decy of August, 1947
J'at TO E! 2 ’

Deponent : 4KsSHI, Teruo (scel)

1, T-NiKi., Yosumichi, hereby certify thet the cbove stotement
wes sworn by the Deponent, who affixed his signature and seecl thereto

in tho presence of this Witness. :

On the some date

it Tokyo

Witness: (signed) T«l.Ku, Yasumichi (seal)

0..TH
In eccordance with my conscicnec I sweer to tell the whole truth

withholding nothing ond cdding nothing.

(signed) 4KASHI, Teruo (sool)
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