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CHAPTER I 

INTRODUCTION 

Japan *s dynamic growth during recovery from World 

War II is widely regarded as one of the most dramatic ex

amples of economic reconstruction and development in history. 

At the end of World War II, the Japanese people were 

hungry; uneiqployment was widespreadi and the country's prob-

l«Bs were aggravated by the return of thousands of soldiers 

and civilians to their native land. The big cities and 

many of the homes and factories were in ruins. Laz*ge in

vestments in China, Manchuria, Korea, Formosa and elsewhere 

had been lost. As one analyst has put it, The economic 

future of Japan, an overpopulated, have-not nation without 

the natural resources essential for industrial development, 

looked bleak. **̂  

In 19479 the United States imposed a rigid consti

tution on Japan to cure their social and political misfor

tunes. The so-called '*MacArthur constitution" demoted the 

Baaperor to a symbol of popular sovereignty and forever re

nounced war as a national policy- The constitution also 

decentralized government with elected governors over educa

tion and police. The Japanese never felt at ease with the 

^Theodore McNelly, "Japan's Role in South Asia," 
Current History, November, I965, p. 284. 



e<metitution-*in fact, since 1956 have considered completely 
2 

altering it. 

The economic disarmament of Japan and the payment 

of reparations were to entail reduction or elimination of 

such branches of Japanese production as iron, steel, ehemi-

cals, nonferrous metals, alumimm, mftgnesium, synthetic 

rubber, synthetic oil, machine tools, radio and electrical 

equipment, automotive vehicles and merchant ships. Further

more, certain Allied Powers, especially Great Britain, were 

concerned that Japan should not again become a threat to 
3 

their trade. These economic reforms were substantially 

aeeomplished in 1946 and 1947. Uhfortunately, the early 

government of Japan was incapable of coping adequately with 

the staggering problems of hunger. Inflation and unemploy

ment. Moreover, the probloas were made more acute by the 
4 

reforms undertaken by the Occupation. 

The statistical data that is available demonstrate 

the deplorably low levels of economic activity in the early 

post-war years. In 1946 the volume of industrial production 

was little more than 30 per cent of that of the pre-war 

period (1934-36), and in the next year it reached only 37 

per cent. 

^The Economist, "Japan's Second Century," London, 
March 8, 1958. 

3G. C. Allen, Japan's Economic Expansion, Oxford 
University Press, London, 19e>5, p. ̂ 5. 

^Ibld., p. 17. 



One may siiggest that the war and its outcome greatly 

intensified the country's basic economic problems, but the 

spirit in which the Japanese people rebuilt their country 

from 1945 to 1955 was phenomenal. On the otherhand, the 

degree in which the Japanese people accepted the reform is, 

however, open to question. As one observer noted: "The 

innovations had been Initiated by foreigners and carried 

out during a military occupation. Even though the Japanese 

officials had been consulted in formulating the new policies, 

they had originated from General MacArthur's headquarters. 

Hence, there was no assurance of their permanent Integra-

«5 
tion into Japanese life. 

The Postwar Problem 

Significance of the Inquiry. The Japanese economy 

was always an economy of scarcity, and by the end of World 

War II was in a state of complete collapse. Confronted 

with these facts, perhaps one would think that the Allied 

Occupational Authorities would direct their attention toward 

restoring a tolerable standard of life to the Japanese, as 

a base for their future plans for political reform. However, 

the president of the United States made it clear that the 

responsibility for economic reconstruction was to be left 

primarily in the hands of the Japanese people and their 

^Hugh Borton, Japan Between East and West, pp. 2-3. 



govenmeat. This statement made public on September 22, 

1945y declares! "The policies of Japan have brought down 

upon the people great econoedc destruction and confronted 

them with the prospect of econondc difficulty and suffer

ing. The plight of Japan is the direct outcome of its own 

behavior, and the Allies will not undertake the burden of 

repairing the damage.** Again, on Mov«nber 8, 1945» the 

following directive was issued: **Tou will not assume any 

responsibility for the economic rehabilitation of Japan or 

the strengthening of the Japanese economy. You will make 

it clear to the Japanese people that you assume no obliga

tion to maintain any particular standard of living in 

7 
Japan.** A Japanese government was left in power largely 

for this purpose. 

It took time for the Allied Authorities to accept 

the economic fact that Japan, as previous history shows, 

could not support her population without Imports which she 

could scarcely pay for by exports. Therefore, one may sug

gest that the sources of economic instability which had 

contributed to Japan's aggression in the 1930's were not com-

pletely alleviated by the initial Allied Reform Policy. 

^Bdwin M. Martin, "The Results of the Allied Occu
pation of Japan: An Interim Report," p. 55. 

^Basic Surrender Directive to Supreme Commander for 
the Allied Powers for the occupation and ccmtrol of Japan, 
November 8, 1945. 



statement of Hypothesis. The instruments of eco

nomic policy that were eventually followed in the reeonstrue-

tion of Japan after World War II deserve both commendation 

and censure. Certainly, no nation ever made a greater eco-

ncmic recovery front the wreckage of war. However, in the 

initial period of the occupation. Allied policy was indif

ferent to basic economic reforms. Ultimately the question 

was whether Japanese industry could be restored and develop 

sufficient export markets to pay for necessary is^orts. 

CcmsequwutXy, a new tti^hasis was placed on economic recovery 

by the Allied Authorities. The objectives of the new eco

nomic reform policy and the instruments of that policy were 

directed toward diverting the Japanese economy into a new 

channel. 

The basic hypothesis of this thesis is that, instead 

of diverting the Japanese economy into a new channel, the 

Allied oceupaticm actually cleared the economy of barriers 

so that the rapid economic change in postwar Japan seem to 

be simply the acceleration of changes that were already 

taking place in prewar Japan. 

It is the purpose of this thesis to present a de

scription of how the Japanese economy behaved during the 

years 1945-1955, and to present an analysis of the economic 

recovery programs and an indication of problem areas. The 

economic policies that were followed in resolving the prob

lems in tezias of the behavior of the economy will be 



presented in order to prove or disprove the hypothesis. 

The analysis of this study does not pretend to offer 

complete solutions to Japan's economic problaas, but rather 

to indicate problem areas in the recovery program that may 

be used for recommendations in solving Japan's long-run 

economic problems. 

Scope of the Study 

Assumptions made with respect t»; the hypotheses. 

There are no easy solutions to Japan's economic problans— 

not in the past, nor in the future. It is assumed that her 

survivml as a nati<»i, depends upon expansion of foreign 

markets. It follows, that if the time ever comes when Japan 

cannot find markets in the West necessary for the survival 

of her people, she will turn to the Communist world, par

ticularly China for solutions to her economic problems. 

It is also assumed that Japan cannot exist with population 

pressures in a small area with limited resources without 

hope of relief. 

Limitations of the study. The study will be limited 

to the period 1945 to 1955. Chapter II deals with Allied 

reform policy., and the behavior of the econcsay during the 

early postwar period. Particular reference will be given 

to inflation. The instruments of economic policy will be 

discussed in Chapter III. At the end of Chapter III, a 

critique of the instilments will be given. Chapter IV 



will be concerned with an analysis of the recovery program. 

Chapter V deals %rith recommendations and proposals with 

concluding comments. 

Methods Used in the Thesis 

Methods. The scientific method will be employed in 

this study. A definition of the problem has been given. 

An att«Bapt will be made to prove or dispxwre the harpotheses 

by presenting data and empirical evidence related to the 

problem. 

Sources of data. The use of economic analysis and 

investigation of data are used. The use of periodicals, 

books, government documents, private documents, and private 

and professional Journals are utilized in the investigation. 



CHAPTER II 

REFORM POLICY 

The Reparations Problem 

The first proposal for war reparations was one sub

mitted by Edwin W. Pauly. This r^ort was written immedi

ately after World Mar II, and placed all eiQ>)ui0i8 on the 

elimination of Japan's war pot«atlal by destroying all capi-

tal goods industries. The Pauly argument suggested that 

plant removals would prevent Japan from controlling the 

economic life of its neig^ibors in Asia as it had done pre

viously by acting as their key consumer of their raw ma

terials. It followed from the Pauly argument that Japanese 

economic planning had deliberately retarded industrial re

covery in Asia by e^iploiting their raw materials, and there

by retaining key manufacturing processes in the Japanese 

islands. Therefore, Japan was able to control the economic 
8 

destinies of its nei^bors in Asia. Pauly further argued 

that Japan's industrial potmitial should be transferred to 

its neighbors to put them on an equal footing with Japan 

and thereby prevent a recurrence of Japanese economic ag

gression. Pauly urged the United States to take the follow

ing action: 

^Repoart on Japanese Reparations to The President 
of The Uhlted States, Washington, November, 1945 to April, 
1946, PV' 6-7. 

8 



That '^e U^ted States should take no action to 
assist Japan in maintaining a standard of living 
higher than that of neighboring Asia injured by 
Japanese aggression, insofar as such assistance 
will divert food and other material aid trcm these 
other countries, or will require retention in 
Japan of industrial capacity, the removal of which 
is required on grounds of security. The overall 
aim should be to raise and even up the level of 
industrialisation. This can be served by consid
erable allocation, to different countries, of 
industrial equipment exacted from Japan as repara
tions. Reconstruction is an urgent need of all 
the countries against which Japan coamiitted aggres
sion. Reconstruction is also needed in Japan. In 
the overall comparison of needs, Japan should have 
the laet priority.^ 

Pauly envisaged reparations as being paid solely in 

the fom of existing capital eqtiipment, including ships, and 

warned against four kinds of reparations—labor reparaticms, 

recurring reparationa, reparations out of stocks and ma

terials on hand, and the taking of stocks and bonds of com

mercial enterprises in Japan. In April, 1947, the United 

States used its power to act in Japan with respect to repa

rations. The Supreme Commander of Allied Powers (SCAP) was 

directed to make available 3<5 per cent of the industrial 
10 

facilities declared surplus to Japan's needs. China was 

to i^ceive 15 per cent, the Philippine Republic 5 per cent, 

the Netherlands and the Netherlands East Indies 5 per cent, 

and Britain for Malaya and Burma, 5 per cent. By August 

^Ibld. 

10 Activities of The Far Eastern Commission, Report 
by The Secretary General, Washington, D. C , l':47, p. 8o. 
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19*8, under this advance transfer program, 16,736 of the 

19^000 machine tools, designated by SCAP, frcsa 17 Japanese 

government-owned facilities had been handed over to the 

claimant nations. China had obtained more than half the 

total. In addition, some 3,198 pieces of laboratory equip

ment had been divided among the countries. The United States 

had neither asked for nor received any reparations from 

Japan and, in fact, in order to affect a basic settloaent, 

had offered to give up part of its share to other claimant 
11 

nations. 

While the transfer reparations were being carried 

out, a growing reaction was voiced by the Japanese and es

pecially American businessmen. It was argued that removal 

of plants and equipient from Japan would prove of little 

or no value to the recipients, emd that the de-industriali^a-

tion of Japan would leave a void in the Far Eastern economy 

that would react unfavorably upon all countries. The Ameri

can reacti<m argued that removals of equipment would be paid 

for by the American taxpayer, since the Pauly proposals did 

not permit Japan to become self-airporting, and the deficient 

Japanese ecmiomy would remain a btirden upon the resources of 

the Uhlted States. Later this argument was directed not 

only against reparations, but against basic United states 

11 
Jerome Cohen, Japan's Economy in War and Recon

struction, p. 421. 
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economic reform policy, on the ground that reforms were dis« 

noting business organisations and hindering the recovery 

of industrial produetion, thereby prolonging Japan's de

pendence on Iftiited States generosity to the detriment of 

the American Tisxpayer. 

Shortly after this contiroversy began, the Iftiited 

States retained a group of leading American engineers to 

make a five months' study in Japan of the Japanese indus

trial potential. At the same time, the United States State 

D^^rtment made public the Pauly Report (which had been 

classified). The debate over the proper level of repara

tions was publicly launched. After the study was eeo^leted 

by Overseas Consultants, Incorporated, their report an

nounced s 

We realise that other Far Eastern cotmtries are in 
need of industrial equipment, and the ultimate de
cision with respect to reparations should be based 
on a balancing of needs to obtain optimtsn benefits 
for the region as a whole. It is our opinion that 
this can be achieved most surely by leaving Japan 
free to reconstruct and use as quickly as possible 
the bulk of her industrial capacity.^3 

!Bhe report concluded: 

^^Ibid., p. 422. 

^^Report of Industrial Reparations Survey of Jnpan 
to The Uhited States of America, Overseas Consultants, Inc., 
New York, February, 1948, pp. 223-r'24. 



12 

Not only does Japan need more, rather than less, 
productive eapaclty to become self-stqpporting, out 
the removal of productive facilities would hurt 
world production. In view of the foregoing, we 
recommend against the removal of productive facil
ities which can be used effectively in Japan. ̂ 4 

The controversy over reparati<»is continued and was 

well underway wh«a Major-Oeneral Draper, l^der-Secretary of 

the Army went to Japan to head up a commission of Uhlted 

States businessmen to study industrial conditions. General 

Draper was credited with restoring Gennan industry and call

ing a halt to decartelization. Therefore, the results of 

the mission was not unanticipated. Revival of the capital 

market was anticipated and stock prices rose materially. 

Generally, the Japanese anticipated a gradual "softening** 

of the Ihiited States attitude and op«ai3y stated that the 

Uhlted States would now btiild up Japan as a Far Eastern 

''bulwark. 

As a result of the Draper mission, a report was com

pleted in three weeks of surveying Japan and Korea. The re

port was labeled the Johnston Report in an effort to dis

associate General Draper from the mission and thereby create 

the imparession that the work was made by a group of inde

pendent btisinessmen. Actually, it was a most perstiasive 

attcmi^t by the Army to set a more lenient recovery program 

^*Ibid. 
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and reverse the **refom-punistoent" concept. Since in-

ereaelng productim can be used as a method of industrial 

recovery, the Johnston Committee stated! 

"Plants which are needed to bring about industrial 
recovery should be retained and only excess capacity 
removed. In our opinion, the capacity that can be 
spared without affecting Japan's peacetime produc
tivity is not great."^^ 

The c<mtrast in recommendations from the Pauly Report to the 

Draper Mission can be seen in Table I."̂ ^ 

TABtM I 

BQEMDED REMOVALS FOR REPARATIONS 
(IN THOUSANDS OF 1939 YEN) 

:*iMIK» ';!, S.>^„l» :HI 

III •iiimii.i.ii.»|i ,. 

Overseas Johnston 
Pauly Consultants Coim&ittee 

Industrial Tbtal 990,033 17S,269 102,247 

Primary War Facilities 1,475,887 1,475,887 560,000 

Grand Tbtal 2,465,920 1,648,156 662,247 

Just how a group of businessmen, without a staff of 

engineers, in three weeks which included travel time to and 

The Basic Problems of Japan's Economic Reconstruc
tion, Special Research Committee, Foreign Ministry, Tokyo, 
March, 1946. 

16 
Ifcdd. 

"̂ '̂ 0̂ . Cit. 
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frwL the Far East, and a diversionary trip to Korea, could 

conclude that primary war facilities available for repara

tions were only forty per cent of that favored by a group 

of engineers irtio had spent five months studying the ques

tion, has remained a mystery to most observers. 

The first three years of oceî qpation brouig^t no de

cisive solution to the reparation probl«m| however, there 

was a significant change in United States attitude toward 

eoonomic recovery, as indicated by the Johnston Committee's 

rec<»miendations for reparations. 

Dissolution of the Zaibatsu 
Kiili. 1 . nil I I n II •• 1.1 I I • m i l l »! I I I 

Tiie dissolution of the Zaibatsu and the purging of 

many business leaders was linked to the reparaticms problem, 

and this purge became the main theme of Allied Ocevq^ational 

Reform Policy. The general feeling smong the Allied leaders 

was reflected in General MacArthur's New Years day speech 

in 1946: 

**EconcBiically, allied policy has required breaking 
up that system which in the past has permitted the 
major part of commerce, industry, and natural re
sources of your country to be awarded and controlled 
by a minority of feudal families and exploited for 
their exclusive benefit. The world has probably 
never seen a counter-part to so abnormal an econcanic 
system. It permitted exploitation of the many for 
the sole benefit of the few. The integration of 
these few with the government was complete and 
their Influfflnce upon government policies inordinate. 
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and set the course which ultimately led to war and 
destruction, **lo 

"Zaibatsu,* literally means financial cliques, and 

is a tewi that is applied loosely to refer to the big in

dustrial combines in Japan, The larger Zaibatsu firms were 

engaged in a truly amazing variety of economic activities. 

An inooi^lete list of their activities would run something 

like thisx banking, insurance, warehousing, foreign trade, 

logging, the manufacture of textiles, ch«Bicals, electrical 

equipmmt, machinery, food processing, oil, and shipping. 

Fortune magazine once said that Mitsui was something like 

a combination of National City lank. Prudential Life In

surance Coo^any, Westinghouse, Youngstown Sheet and Tube, 

Allied Chemical and Itye, Anaconda, American Woolen, Celanese, 

International Paper, American Sugar Refining, Anheuser-
IQ 

Busch, U.S. Rubber and scores of lesser subsidiaries. 

Not all Zaibatsu firms were organized exactly in 

the same way; there were different types of organizaticms. 

However, the important point is that a few Zaibatsu firms 

managed to accoiint for a large portion of the total produc

tion. According to the Report of the Mission on Japanese 

C(»3!ibines, 15 cosqpanies accounted for 51 per cent of the coal 

•^^Jerome Cohen, Japan's Economy in War and Recon
struction, pp. 427-429. 

19 
^Fortune Magarine. September, 1936, p. 127. 
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produetion for Japan, 69 per cent of the aluminum production, 

52 per cent of ^ e paper produetion, 19 per c«it of the 
20 

raycm productiosi, and so on. 

The family connections that came to be welded be

tween the Uading business families and the political eUte 

are impressive. The following is an excerpt from the re

port made by the mission on Japanese combines to the State 

and War Departments in 1946: 

laron Hisaya Iwasaki is the head of the Iwasaki 
family and hence of the Mitsubishi combine. His 
second son is Takaya. A prominmit personage in 
^ e Mitsui combine is Seihin Ikeda, The latter 
has been managing director of the Mitsui Bank, 
Governor of the Bank of Japan, Finance Minister, 
maaber of the House of Peers, member of the Privy 
Council, Chairman of the Board of Directors of 
Mitsui Gomel, formerly the top holding company of 
the Mitsui combix^. His daui^ter, Tbshiko, is the 
wife of l̂ ikaya Iwasaki. Baron Hisaya Iwasaki's 
sister, Masako, married Eijuro Shidehara, the 
Prime Minister of Japan, A niece of Baron Mlsaya 
Iwasaki, Tokiko Huehi, married Viscount Keizo 
j^ibuisawa. He is the head of the Shibusawa fami
ly and has been chaixman of the Board of Direc
tors of the Tokyo Savings Bajok, Vice President 
of the l^i Ichi Bank, Pz*esident of the Finance 
Control Association, Governor of the Bank of 
Japan, Member of the House of Peers, Minister of 
Commerce and Industry, <3hlef of the Wartime 
Economic Bureau, Ifomber of the Wartime Commodity 
Price Investigation Coimcil. He is at present 
the Minister of Finance in Japan.'̂ •̂ ^ 

^Report on Japanese Combines, 1946, p. 9. 
21 

Report of the Mission on Japanese Combines, Part 
1, Washington, p. I6. 
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After preliminary discussions, the first major con

crete step in deconcentration was the Japanese Government's 

pr^ipoeal of November 4, 1945, to SCAP, of a program of dis

solution of the big four Zaibatsu holding companies. In 

brief, the proposals, which were aeeepted by SCAP two days 

later, provided for a Holding Conpany Liquidation Commissicm, 

to which the big four would turn over all securities. The 

proposal also called for the resignation of all former 

Zaibatsu officers. The second step, was the Japanese Gov

ernment's proposal in November, 1945, to levy a new tax 

designed to eliminate and recapture all profits made during, 

and as a result of the war. The third step in the dissolu

tion of the Zaibatsu, came in August of 1946 imen scAP di

rected the Japanese Government to dissolve all associations 

in ninety days. The fourth step was the application of a 

purge program. The purge applied to 250 eonpanies. Some 

of the officials were left as minor directors. All of those 

removed were barred from public service, and they forfeited 

all ri^ts to public or private pensions. By mid 1947, 2,200 

persons, all wartime business leaders had been purged under 

the program. The policy relsed a strong protest in Japan; 

the Japanese found it difficult to understand how the one 

thing that had contributed to their countxy's economic power 

must now be destroyed. The Japanese argued that the purge 

progrcmi would impede economic recovery because the Zaibatsu 

leaders possessed the majority of their country's 
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entrepreneural ability. The fifth step was the passage on 

April 2, 1947 of an anti-trust law. A Fair Trades Ccmmiis-

sion was established to enforce the measure, which is modeled 

along the same lines as the United States Clayton Anti-Trust 

Act and the Federal Trade Commission. The final step was 

taken in December, 1947. Two measures were proposed: (1) 

Elimination of excessive concentration of economic power 

law, and (2) The law of termination of Zaibatsu family con-

t»roi« 

One may suggest that the industrialization of a ma

terially backward nation is usually acccnaplished by a high 

concentration of economic power, either in the state or a 

few entrepreneural groups. Japan's entrepreneural ability 

was narrowly confined, while capital was rapidly accumulated. 

Therefore, it is to be expected thet a few business houses 

would emerge. The Zaibatsu and its formation are rooted 

deep in the past. Among the most prominent power families 

were the Mitsui, Simiitomo, Yasuda, and Mitsubishi; same of 
23 

the families stem from the Samurai. 

With respect to the Vnlted States recovery program, 

the Zaibatsu represented a major obstacle to the construc

tion of a liberal society and a ccwapetltlve economic system. 

^Jerome Cohen, Japan's Economy in War and Recon
struction, p, 430, 

^^G, C. Allen, Japan's Eccmcmdc Recovery, p. 127. 
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However, one may suggest that î e dissolution of the Zaibatsu 

was probably one of the least successful of the occiQ>ation 

measures. A phencoienon perhaps pereuliar to the Japanese 

exf^eTlexice is the survival of small independ^it industries 

in the face of such manopoly power. One clue to the struc

ture of the economy is the way in which the labor force is 

distributed among factories. The statistics for 1930 and 

for 1951 are not strictly comparable; however, a sample of 

plants of 99 ea^loyees or less in 1930 accounted for three-

fourths of the plants. In 1951, they conqprised as much as 

three-fifths. The figures in Table XST show that small 

plants still predominate insofar as numbers of workers are 

concerned. 

TABLE II 

DISTRIBUTION OF INDUSTRIAL PLANTS BY SIZE OF PLANTS 
CLASSIFIED BY NUMBER OF EMPLOYEES 

1238. i25i 
Size of Plant Per cent of Size of Plant Per cent of 
By Number of All Industrial ^ Number of All Industrial 
Eisployees Plants Employees Plants 
Lees than 5 55.2 Less than 5 ^2,51 
5-29 11.9 5-29 30.81 
30*99 8.3 30-99 17.61 
100-499 10.8 100-199 7.3 
500-999 4.7 Over 200 31.77 
Over 1000 6.0 
Gov. Works 3.3 

24Tokutaro Yananaka, "llie Nature of Small Industries," 
The Annals of the Hitotsubashi Academy, October, 1953, p. 2, 
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In 1948, when the cold war began, the Uhlted States 

became concerned with economic recovery rather than social 

refoitti hostility toward the Zaibatsu almost diminished. 

The original policy was not abandoned, but modified imtil 

the end of Allied rule. The modified fom was carried out 

1^ a series of related measures which were directed, first, 

to destroy the wealth of the Zaibatsu families. Second, 

dissolution into free enterprises. Thirdly, preservation 

of ccBQ^tition as a peimanent ccmdition of the economy. 

Directly effected by the policy were the big four and six 

minor families. All family property was transferred to a 

Holding CoB^any Idquidation Cotm&ission set up by the Japanese 

Govemmimt in obedience to Thiited States orders. The main 

function of the policy was to dispose of all securities 

among the public.^ The Zaibatsu families were required to 

cease for tmi years from participating in business activi

ties. The United States seemed determined that personal 

and financial links between concerns of the same group should 

be sevesred. The wealth of the families was destroyed; how

ever, goverxanent compensation in bonds was offered to the 

families. Itofortunately, the ccmipensation was destroyed 

during a period of inflation. 

The original intention of the policy was to disperse 

securities among the mass of investors. In fact, most 

^Ibid., p. 133. 
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shares were acquired by banks and insurance companies. In 

the final analysis, it appears that although the policy led 

to wider dispersal of security holdings, industrial owner

ship at the end of the occ\q?ation remained highly concen

trated. The dissolution actually retarded econ(»aic recovery 

because it destroyed the center of economic initiative vipon 

which the economy relied upon for decision making. The 

situation persisted \mtil the end of 1954, but from the end 

of the occupation the Zaibatsu began to mobilize l^eir forces 

in the attesrpt to regain lost ground. One analyst stiggests 

that the reasons become evident when one realizes that the 

conditions that had led to the @[&ergence of the Zaibatsu 
26 

were still present—entrepreneural skill and initiative« 

It followed from these conditions, that those people who 

were placed in charge of the chief business enterprises by 

the dissoluticai policy, had to seek former associates for 

advice and help in solving existing problems, especially 

problems of a financial nature. Various periods of infla

tion destroyed many firms, as had happened in the past. 

The Zaibatsu were, therefore, left with greater strength. 

When the occupation came to an end, the attitude of the 

Zaibatsu fiwas was evident; they resumed their old names, 

and the small group, which was a characteristic of the early 

P6 
T. A, Bisson, Zaibatsu DiGsolution in Japan^ p 

204. 

file:///mtil


ocev^tloii almost disappeared. 
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The Iliflatlon Probim 

During the war, inflatloaftry trends were partially 

ke^t under eomtrol by price control, prbduetion eontrol, 

and other economic controls. Bowever, with th# md of the 

war, these ci^trols were relaxed or removed caaly to bring 

out the eimilative effect of those forces which drove 

Japan into an inflationary crisis, namely, (1) deficit war 

finaneing and (2) generel acarcitr* ^ « former led to ex-

treordinary curraicy expensioi and, hence, the increased 

money deaumd, î iile ^̂ le latter was intensified by inereaeing 

military needs and th«i greatly circimscribed by a military 

defeat. These forces were present, in varying degarees, 

in all countries, but in ̂ e case of Japan they assumed an 

extreme form beeaiiise of the character of its war economy« 

One may suggest that t^ese basic factors formed a backgiround 

against wliich inflation develc^ed. 

The metliod in which Japan financed its **Great East 

Asia War" from December, 1941, to August, 1945 serves to 

indicate the unusual nature of the Japanese inflation. Ac

cording to an official soujrce, borrowing accounted for 8o 

^Ibid. 

n̂K. K. ISurihara, "Post-War Inflation and Monetaxy 
Policy in Japan,** Am^yiaan Efirmrimift Riivi««. December, 1946, 
p. 843. 
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per cent of the total outlay of 222 billion yen for financ

ing the war. In the United States borrowing had served the 

double purpose of financing the war and of c\xrbing Inflation, 

but in Japan it only aggravated inflation. The Japanese 

method of borrowing was such that more money was injected 

into the Income stream than was taken out of it. Japanese 

borarowing was particularly inflationary in effect because 

(1) the Government never placed any restriction on the 

amoimt of the Government bond issue and (2) virtually all 

of each bond issue was absorbed by the Bank of Japan and 

other banks, not by the general public. Between 1941 and 

1945 war bonds were issued to the amoimt of 120 billion yen.^^ 

This laid a basis for post-war monetary inflation. One ob-

sezver has noted that the bond issue progressively mounted 

even after the surrender in August, 1945. By the end of 

the war, August 15, 1945, Bank of Japan notes had increased 

to 32 billion yen. Hence, they expanded at the approximate 

rate of 6 billion annually and continued to increase after 

the end of the war, as shewn in Table III.-̂ *̂  

On the other hand, one may suggest that, monetary 

expansion could not have brought on inflation had the supply 

of goods increased with the dimand for them after the end 

^%id., p. 843. 
30 

•̂̂ -Finance Ministry estimate (Tokyo, Dec. 4, 1945). 
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TABU III 

CZRCUXiATXON OF BANK OF JAPAN NOTES, 
MAT-DEC, 1 ^ 

(In Millions of Yen) 

'̂  •^"' •• ' ^ ' " y ' » I, I'll l|ll'lllf|l Hl)l.lll, II I I " • l l l l l . l .: • « " f f f X T 

tonth Amount 

23,207 
June 26,181 
July 28,450 
August 42,300 
September 41^426 
Ootober 43,128 
November 47,096 

of the war. However, new output was very slow in coming 

forth, partly because the Japanese economy had devoted very 

little production to civilian goods during the war. In addi

tion, there were bottlenecks In raw materials and transpor

tation, and as was noted earlier> over half of the country's 

manufacturing facilities had been destroyed by the war. 

Furthermore, the prospect of paying reparations in goods 

caused many large manufacturers to hesitate in converting 

their manufacturing equipm«nit to peace production. The fact 

that the Allied Command had seized the Japanese war plants 

for eventxial use in reparations prevented a considerable 

amount of capital goods from being used for civilian pro

duction. Therefore, it was the inability to improve the 

supply situation immediately that Japan turned to fiscal 

and monetary considerations in order to combat Inflation. 

In spite of continued price control, between the surrender 
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in Aiigust, 1945, and Nay, 1946, the average cost of living 

rose 850 per cent.^ Table IV shows that general prices 

increased more than sixteen times during the five years of 

the war.^^ 

TABLE IV 

GENERAL PRICE INDEX, 1941-45 

MMMMMMMMiiMMItMWtM 
mmmmmmmmmmmmmlmm 

Year Index 

JtOy, 1941 100 
July, 1942 190 
Dec, 1943 242 
Dec, 1944 324 

Befo3re the end of 1947, the economic conditions in 

Japan's industrial sector and the continued inflation, be

came factors i^ich caused the Allied Occupational Authority 

to revise the basic reform policy. The social and political 

reform policy shifted to the promotion of economic recovery. 

In two years of occupation, two basic trends were evident. 

A race was in progress between monetary inflation and a 

slow revival of industrial activity.-^ The two were in ef

fect tied together. Finally, government spending exceeded 

^New York Times, May 26, 1946. 

^^ank of Japan. 

^JercMne Cohen, Japan's Econoiay in Var and Recon
struction, pp. 447-449 
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revenues, resulting in a sharp increase in the supply of 
OK 

money, as may be seen in Table V,*''̂  

TABLE V 

TOTAL Wmm SUPPLY, JAPAN DEC., 1945 TO MAR, 1948 
(In Million Yen) 

Total Adjusted Total Money Per cent 
Date Currency (a) Deposits (b) Supply Increase 

1945 55 217 272 
1946 23 286 309 14 
1947 115 375 390 26 
1948 220 426 S46 67 

• After currency conversion 
Note issue of Bank of Japan 
All Banks of Japan is) 
The Japanese inflation during the first three years 

of occi;̂ ation was characterized by a coa^lex of interwoven 

reactions of prices, wages, fiscal policy, and credit exten

sion. The spiral in prices was due to the inadequate sup

ply of raw materials and consumer goods, which trnided to 

make the cost of living outrun the wage level. Furthermore, 

the pressure for higher wages, made possible by newly 

created unions, caused a higher wage than the one in which 

the government had based its expectations in the prefixing 

of official prices. The impact of the higher wages may be 

^Financial Statement Monthly, Bank of Japan, July, 
1948. 
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traced to two channels: (1) The Increase in industrial 

costs in the face of fixed official prices, forced a firm 

to divert all or part of its output to black markets in 

order to realize a profit, or, if it sold in the legal 

markets at official prices, they would incur a deficit which 

could only be made good by a govenmient subsidy or a deficit-

eoverlng bank loan. Since the commercial banks were reluc

tant to make such loans, the burden fell on the government's 

Reconstruction Finance Bank, which was created to finance 

capital equipment. Hence, because of the pressure to grant 

subsidy, the Reconstruction Finance Bank became a prime 

cause of inflation. Moreover, the bank's capital, as a 

consequence, was constantly enlarged and its borrowings frc»n 

the Bank of Japan increased; in effect, government created 

funds were funneled via the Reconstruction Finance Bank to 

finance deficits. (2) The second channel which brought 

further inflation, was the direct intact on the budget by 

reasons of the large number of government employees and 

their income requirimients. Concessions to the demands for 

higher wages did in each year unbalance the budget, requir

ing large supplementary appropriations. The supplementary 

budget was financed by the sale of bonds, principally to 

the Bank of Japan, thereby further increasing the govern

ment debt. Furtheimore, tax revenues consistently lagged 

behind expenditures, and the Japanese government between 

1945 and 1948, created and put into circulation more money 
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than it withdrew.^ 

The deliberate perpetuation of this budget deficit 

in the early period of the occupation, was explained frwa 

the Japanese point of view by Mr. Tanzan Ishibashi, Finance 

Minister of the Yoshida Government: *'The advance of commodity 

prices is caused more by the decrease of commodities than by 

the expansion of currency. Therefore, relief must be sought 

in the incjrease of goods than in curtailing the amount of ' 

currency, and for that reason an expansion policy becomes 

more necessary than retrenchment."^ However, the ttoited 

States did not share the opinion of Mr. Ishibashi; in fact, 

little was done in the early years of occupation to assist 

industrial recovery. Throui^out the period from 1945 to 

1949 the Japanese economy was Insulated from the rest of 

the world; foreign trade was strictly controlled by the 

Allies, for political reasons, thus Impeding exports which 

could be used to pay for imports. The solution offered by 

the tfiiited States was in the form of aid. In 1947-48, aid 

to Japan amounted to $4o4 billion, equal to 77 per cent of 

the total value of Imports. One observer remarked: **With-

out aid it would have been impossible for Japan to finance 

^ Ibid., pp. 449-450. 

37pp Cit., A statwaent by Tanzan Ishibashi, 
printed in the"Talsel, Tbkyo, December, 1945. 
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imports and avoid starvation among her popuUtion.**^ The 

post-war inflation was finally brought to a temporary halt 

by the intervention of the United States authorities, who 

became convinced that financial stability was a prerequisite 

for industrial recovery. 

The Dodge Mission. Early in 1949 the teited States 

began to launch additional programs directed toward economic 

recovery. An essential preliminary to the new program, was 

the restoration of monetary stability. In February 1949, 

Mr. Joseph M. Dodge came to Japan as econcanic advisor to 

SCAP, and on his advice, a rigorous deflationary program was 

imposed on the Japanese Government. The measures included 

the end of ^ e Reconstruction Finance Bank, and the estab

lishment of a single exchange rate (360 yen to the dollar). 

This policy met with some success; however, the Japanese 

Government feared that the policy would frustrate indus

trial recovery.^^ Fearing the policy, the Japanese took 

steps to mitigate the impact of inflation on industry. 

Various means were introduced, such as the reduction of in

terest rates and the abolition of excess profits taxes. 

They also sotjght to help the difficulties caused by the 

cessation of the Reconstruction Finance Bank, by continuing 

to grant loans from the United States Aid Counterpart fund. 

•̂  G. C. Allen, Japan's Econoynic Recovery, p. 58. 

^%bid. > p. 24. 
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An Miiat ma ttat isene tvftoed at tte f i w t door were 

> w i i i e i et the teeli, u vitv of ^uiee oomditioiui end tte 

•MNifinI iJMibi3tl9^ of t i * oetiqNitieMl emtlierities to eope 

iritt tbio eitmitlM, t te IhltM States State HegMurtmeat in 

Bieeiber 1948, iesiMid a pregm of eeonenle etabilisation 

U be oetvied out br Hie Japenese tevemunit. this i s Hie 

soHielled **ftlae filiate Stabilizatim ffogfeai**' Xt was mder 

tiMMit orders thet Mr. Joeei^ 39d§0 wee iiietrtteted to earry 

out en hie arrival im 19*9. 

the Uteoiy of the etabilisatien pfoipram, was in or^ 

dor to reduee the eoet to i^m teerieaa trntpe^ew of vaAer^ 

w i t i n s defieite ia the iepenmee eeenem ,̂ Japan had to be«-

eesMi self«»eupporting. - The ^Dodge" argument ran soneiAiat 

im l^e fielliowing nmm,eri The Uhited States had been sub-

eliistng Japan to ^ e ext«st of 500 milli^i dollars a year. 

Ulitil Japioi could raise preduetien, the foited States would 

have to eontinue to f i l l the gap. To maximize exports, 

eoste had to be brought down to the point where selling 

prieee were in line with those in the world mai^et. To 

brii^ costs down, inflation would have to be ended; to end 

inflation, the budget would have to be balanced. 

^ e achievements of the Dodge missi<m may be sum-

OArized as follows: (1) It ended deficit financing, in 

feet, produeed what sons term a super balanced budget. Not 

only did revenue cover expenditures, but there was a suffi

cient excess to provide for retir^ient of one-fourth of the 
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national debt. A 1948 deficit of 625 billion yen was con

verted into a 1950 budget surplus of 25 billion yen. The 

yen debt was reduced from 446 billion yen in 1948 to 316 

billion yen in 1950. (2) The extent of American aid was 

shown for the first time, and provided for in the budget 

by the establishment of the Aid Counterpart Fund. As ship

ments of United States aid was received, the Japanese Gov

ernment was required to deposit in the fund the yen equiva

lent of the cost of the goods; part of the fund was used 

for debt retirement and part for investeent, (3) A single 

exchange rate of 360 yen to the dollar was established. 

(4) The deficit loans and credit expansi<m activity of the 

Reconstruction Finance Bank was halted. (5) Subsidies 

were eliminated immediately in seme areas and in others 

gradually. (6) Stock markets in principle cities were re

opened to help stimulate the flow of capital into industry. 

With industry in need of capital and many Zaibatsu-held 

securities to be disposed of, it was felt to be important 

to attes^t to create much wider public acceptance of the 

concept of security ownership. (7) TO direct the flow of 

bank credit into useful production and economic channels, 

a credit control board was established, modeled along the 

same lines as the United States Board of Governors of the 

Federal Reserve Syst®n, thereby providing a directorate 
40 

for the formation of monetary policy. 

40 Jerome Cohen, Japan's Postwar Recovery, pp. 88-89 
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As a result of the Dodge Mission, the inflationary 

trend was brougtht to a temporary halt. Much discontent, 

however, existed in Japan. The Japanese complained of tiffht 

money, stagnate output, rising unemployment, and an Increase 

in small business failures. Today, much controversy exists 

over the apparent success of the Dodge Mission because of 

the Japanese resistance to the programs of the laisslon. 

One may suggest that the Dodge deflationary policy met with 

some success; the program accosqplished all or at least part 

of its original objective—to help Japan beccxae self-supporting. 

On the other hand, there seems to be no evidence that the 

Dodge Mission ever considered the Japanese point of view with 

reference to economic recoveiry, and particularly inflation. 

The Japanese argument stated that the crux of the recovery 

problem was her foreign trade, and would be dependent on re

covery in the Far East in general; hence, Mr. Tanzan Ishi

bashi'& stat^nent that, *'the advance of commodity prices is 

caused more by the decrease in commodities than by the expan-
41 

sion of currency." Therefore, it followed that the 

Japanese Government would resist any policy of retrench

ment. Ttoey favored an increase in goods to satisfy consumer 

demand and for exports. The latter was very crucial to the 

Japanese because of the heavy dependence on imports. 

Terome Cohen, Jape-n's Econoiay in VJar and Recon-
dructipn, pp. 449-450. 
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The outbreak of the Korean conflict provided a new 

stisttlus to the Japanese ec<»iomy. The outbreak in June of 

1950 brought a halt to the Dodge stabilization pjrogram and 

led to an export boon, shortages of material, and further 

inflation. The United States began its program of ''Special 

Proeur«&ent" of supplies and equipment for the United States 

forces in Korea, In the second half of 1950, Japan realized 

a 150 million yen i^^rt surplus, ^y June of 1951, the total 

procurffloent reached 315 million dollars. Between 1950 and 
42 

1951, export prices increased 90 per cent. 

The Korean War boom began to ebb thro\ighout the world 

after 1951, end the international price level dropped. The 

Japanese price level, however, failed to decline. In fact, 

wholesale prices rose slii^tly. Several factors serve as 

possible explanations. Fbr one thing, profits were plowed 

back into industry as an investment boom carried the rate 

of net capital formation in Japan to a new postwar high; 

thus, the price of raw materials continued to rise. Because 

prices remained far above world levels, certain export in

dustries were hard hit, especially in textiles. In order 

to assist these Industries, the Japanese Government under

took financial measures, such as the establishment of a 

Japanese Export-Iiaport Bank, and an increase in government 

investment. The event, coupled with the expansion of bank 

The Economist. London, March 8, 1958 
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loans to l^e prosperous eapital good induetries, had the 

ef f eet of inereasing the mmey supply and thus maintaining 

iarutionmry pressures. ̂ 3 

The resurgence of inflatiOMry pressures led to ac

tion by the monetary and fiscal authorities. In effect, the 

Japanese Government resorted to tii^t money in iaqpile»«iting 

poUey. In October, 1953, the Bank of Japaft beî tn to ti|*it«fi 

ii^ort financing. Furthermore, it raised interest retes'three 

times between October 1953 to March 1954—frea 7.0 per cent 

at the beginning of 1953 to 8,5 per cent by mid-1954.** 

At t^e same time, the government cut back its budget by re

ducing pufelic investment by 17 per cent. The tendency of 

the Jig^anese eccmon^ to experience inflaticm was checked 

during 1954 and 1955, as the following Bank of Japan whole

sale price index shows: 

45 ' • " " '' 
TABLE rr^ 

BANK OF JAPAN WHOLESALE PRICE INDEX 
(1934-36 « 100) 

Dec. Dec. D^s, Dec Dec Dec. 
1951 1952 1953 1954 1955 

284.36 ^ 6 . 2 4 342.29 360,16 343.69 342.99 
i m i m i m r i i II - . . K i ^ M a i M . I I. I. i l l I . • 

-mm 
^3ibia. 

^^Monthly Bulletin of Statistics, Uhlted 
May, 1952, June, 1956. 

^Econcaaic Statistics of Japan for 1956. 
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The remarkable stability of the Japanese price level 

in the two years following imposition of the tii^t money 

policy may be seen In the following table: 

46 TABLE VII 

WHOLESALE FBXCE, INDEX IN JAPAN, 1 9 4 8 - 1 9 5 5 
(1953 » 100) 

1948 

36 

1949 

59 

1950 

70 

1951 

87 

1952 

99 

1953 1954 

100 99 

1955 

98 

Per cent 
Change: 

+172 

The impact of monetary policy continued through 1955. 

The Mitsui Bank noted: **It can be said that extraordinary 

was the diminution of the Bank of Japan loans In 1955 when 

banks paid back some 400,000 million yen of their borrowings 

from the Centaral Bank during a single year."̂ *̂  

The Japanese economy moved forward rapidly in 1955. 

The Bank of Japan observed: 

As regards the Japanese economy brisk business 
activities J. worthy of being expressed in such a 
phrase as "an inflationless prosperity' or a 
^quantitative boom," were prevalent during the 

'̂•̂ Monthly Bulletin of Statistics, United Nations, 
May 1952, June, 1956. 

'̂̂ Victor A. Velen, The New Japan, vol, 3 •, no. ?, 
p. 95. 
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year 19551 whereas in 1954 the economy assumed 
a conspicuously deflati<mary appearance owing 
to the direct and full ^ a d t of the policy of 
financial retrenchment,' 

48 Jerome Cohen, Japan's Postwar Recovery, p. 98. 



CHAPTER III 

THE ROLE OF POSTWAR FISCAL AND MONETARY POUCY 

There sevas to be a consensus that Japan's postwar 

recovery and phenomenal growth, in contrast to the export-

oriented economy of West Geinany, has been largely induced 

by accelerated private investment.^ This opinion places 

the rate of ejq>ort expansion as a secondary consideration 

in esqplaining postwar recovery. However, one may suggest 

that postwar recovery caimot be fully understood without 

first considering fiscal and monetary measures adopted by 

the government. 

A Policy Model. Production is induced by demand. 

Hence, without demand, economic growth cannot be expected 

to occur. In the absence of an inflationary gap, a policy 

towards the creation of a sufficient, effective demand is 

a prereq\iisite of a recovery and continued growth policy. 

Furthermore, as long as the condition of effective demand 

is met, the higher the rate of capital accimiulation, the 

faster trill be the rate of growth (iq? to full «aployment). 

This suggests the importance of a recovery policy, be it 

with respect to public or private sectors, that suppresses 

consumption in order to encourage investment expenditures. 

Under a mixed economic system, C, I, and G are all dependent 

^I^tare Komiya, Postwar Economic Growth in Japan, 
p, 11. 

37 
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upon fiscal and monetary policy parameters. John Maynard 

Keynes has pointed out the possibility of a series of semi-

critical points at which an increase in effective demand 

is bound to induce a wage and price inflation even before 

factors become fully essployed.^^ The Keynesian creeping 

inflation are, of course, serious problems associated with 

growth. However, it is assumed that no conspicuous infla

tion is to occur prior to the point of full ea^loyment. 

In terms of the fiscal and monetary parameters, let 

Y stand for full-employment-level output that can be pro

duced in a unit of time with a given set of technology and 

resources and without inflation, G for government spending 

determined in accordance with a fiscal poliey, t and t* for 

tax policy parameters, and i for monetary policy parameters. 

Then for the economy to achieve a stable growth, 

Y « C(Y,t,[i]) + I(Y, t',i) 4- G (1) 

m\i8t be established. In the first term of the right side 

of the equation 1 appears in a bracket because, in an econ

omy where consumer finance is well developed and extensive, 

the government's selective monetary policy can affect con

sumption expenditures via influence over downpayment 

ratios, terms of payment, and the like. Hence, (1) may be 

Interest 
^^J. M. Keynes, The General 'Rieory of J&nployment 
; and Money, pp. 292-3')5. 
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rewritten as 

Y - C(Y, t,ti3) - G « S + ( T - G ) - . I(Y,t',i) (2) 

In (2), T stands for tax and other revenues to the govern

ment. One may consider G (total government expenditures) 

as consisting of G^ (government consunqption eaqpenditures) 

and Gj (govex«ment investment e^qpenditures). Since 

G « Gq + Gx, (2) can be rewritten as 

t - C(T,t, ti]) - Gc - S 4 (T - G^) « I(Y,t',i) -«- Gj (3) 

S -I- (T - G^) corresponds to gross savings in the National 

Income statistics. 

Using the Keynesian analysis, let it be assumed that 

the government attempts to promote capital accumulation and 

growth, in terms of its overall economic recovery program, 

by way of easy*credit policy, authorization for higher de

preciation charges, an increase in government Investment 

expenditures, and so forth. Under these assumptions invest

ment will naturally rise. However, unless the government 

simultaneously implements a policy towards encouraging 

savings, ex ante investment in the left side of (3) will 

exceed ex ante saving in the right side of (3), l^us gen

erating an inflationary gap. This implies that the govern

ment has the double-edged task of encouraging private and 

public investments while suppressing private and government 

consumption expenditures in order to promote capital 
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accumulation without inflation and external imbalance. This 

model is the essence of the principle of '*easy money with 

surplus budget," often advocated as an approach to an effec-
51 

tive growth policy. The success of such policy depends 

upon the degree to which private investment responds to 

changes in policy parameters, such as money supply, the 

rate of interest, legal depreciation rates, and corporate 

income tax rates. Hence, If private investment fails to 

respond, the successful impl«nentation of a growth policy 

cannot be hoped for. 

From a macro-economic viewpoint, the probl«ns asso

ciated with fiscal and monetary policy with respect to 

growth of an economy seem to center aroiind one question: 

How to achieve a balance between the stabilizing factors 

in the left side of equation (3) and the investment factors 

in the rl^t side of equation (3) in order to maintain a 
52 

continually high rate of growth? 

C?haracterlstlcs of Japanese Postwar Fiscal Policy. 

One may suggest that since the 1949 Dodge Recommendations, 

the Japanese Government has adhered to a policy of "sound*' 

public finance. However, the interpretation of "soundness'' 

has not remained the same as has been pointed out earlier 

5^Paul A. Samuelson, "Tlie New Look in Tax and Fis
cal Policy,** Federal Tax Policy for Economic Growth and 
Stability, Joint Econcmiic Comralttee Report, 1955, pp. 229-234 

^^John C. Gurley, "Fiscal Policy in a Growing Econ
omy," Journal of Political Economy. December 1953, T>r). 523-
535. 
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with respect to the Dodge Proposal. Despite variations of 

opinion. It appears that since 1949, the Japanese Govern

ment has upheld the arule of "sound" financing, both in 

theory and practice, in that it has persistently tried to 

adjust the volume of current operating expenses within the 

limits of current revenues. "̂  Althou^ the scale of public 

finance has been increasing, the ratio of public eaqpendi-

tures to the National Income has actually decreased relative 
S4 

to the prewar average, as shown in Table VIII: 

In addition, almost every year since 1951, there has 

heem a reduction in tax rates, but because of the strong 

deaiand for government spcnnding, the amounts of redtiction 

were within the confines of natural increase in government 

revenue. As a consequence, the tax burden has been high 

relative to the prewar average, as shown in Table VIXI, 

although lower than in the period ismiediately following 

the war, 

A policy which discourages the e3qj)ansion of public 

expenditures as well as private consumption e3q)endltures 

by not allowing maximum tax reductions, has undoubtedly 

added to the rise in the gross saving ratio (the ratio of 

p. l6 . 

^^Ryutaro K<Moiya, Ibid. 

5 V t a r o Kocdya. Postwar Economic Orovth In Japan. 
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TABtS VXXI 

TBB SXZl W P W U O fXXAMeS, TAX VAX0IS, A U REDUCTION RATES 

issass 
<i) (8) (3) 

The also Batio of 
of pi^Ue (1) to 
finance na'sional 

fleoal (100 n i l . inowli 
Year yen) (f) 

fax 
Values 

(100 mil. 
yen) 

^ '̂ Batio dPtax 
reduction to 
natural in-* 
erease in tax 
irevenue to the 

Tax pexktrel govern* 
Burdens ment 

1936 
average *3 29.9 19 12*9 

i95i 
1952 
1 » 3 
1954 
1955 
1956 

1959 
1900 

n,. 
13, 
16,; 
17,467 
17,149 
18,106 
80,019 

24,398 
^»536 

.1 
i*9 

28.3 
29 •G 
25-IS' 

23.T 
24.2 

24.3 
«.*». 1 

9,954 
11,508 
12,786 
13,0M 
1 3 , 10*T 

15,367 
17,290 
17,348 
19,833 
15.457 

2i2.0 
22.6j 
C£a . 4C 

21.6 
19.6 ' 

ao.i 
20.9 
20.4 \ 19.8 
21.5 

100.1 
28.2 
58.3 
20,6 
92.9 

.0 

24 J 
12.2 
2.8 (tax 

increase 
•mmm 

gross savings to National Income). In Table IK^^ it can be 

observe that, of the e^s^onents of gross savings, surplus 

in the government's curnmt account has risen relative to 

the prewar period, and this seems to illustrate the role 

played by postwar fiscal policy in raising the gross saving 

ratio. 

^^Japanese Economic Planning Agency, i960; Ratio 
of Gross Domestic Savings to GNP. 
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TABLE IX 

OQIIPOSITION OF DOMESTIC SAVINGS 
(Per cent) 

Fiscal 
Year 

(1) 
Capital 
Consumption 
Allowances 

(a) 
Retained 
Corporate 
Earnings 

(3) (*) (5) 

Personal Gov. 
Savings Surplus 

Savings 
Ratio 

1934-^ 
Average 38.7 9.7 67.7 -3.2 19.0 

1951 
1953 
1955 
1957 
1959 

l6.8 
23,9 
^ J L . Cm, 

«2.y. y 
28.6 

12.9 
15.0 
13.1 
18.0 
17.1 

43,1 
26,5 
39.9 
33.1 
35.3 

27.2 
19.9 
25.3 

18.8 

30.6 
27.9 
27.4 
31.6 
^.0 

Ratio of Gross Domestic Savings to GNP 

A second characteristic of {postwar fiscal policy is 

that the weight of investment expenditures in total public 

expenditures has been notably large. Table K shows the 

wei^t of investment expenditures in the government's pur

chase of goods and services. In c(mtrast to the prewar 

average rate of 17 per cent, postwar weight of investment 

expenditures in government spending ranges from 4o to 50 

per ĉ Rit, 

All of these measures seem to be designed to pro

mote investment, although the corporate income tax rate. 

5 Japanese Economic Planning Agency, i960 
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along with personal income tax, has risen as compared with 

thet of prewar years,^^ 

TABLE X 

WEIMP OF CAPITAL EXPENDITURES IN 
PURCHASE OF GOODS AND SERVICES 

(Per cent) 

555—•" 

1934*36 Average 17.1 

1951 42,7 
1952 41,0 
1953 45.6 
1954 41.2 
1955 44,6 

1956 42.5 
1957 44.4 
1958 46.3 
1959 48.7 
1 ^ 49.9 

Characteristics of Japanese Postwar Monetary Policy 
•n»ia»M>>MMaMaMMaMHiaBMni|Wa«aiK«»ia<MMaM«MMilwM»aMnM^ 

One characteristic of postwar monetary policy was 

the deliberate, low interest-rate policy coupled with the 

more direct quantitative controls. After the Korean War, 

the demand for private investment rose rapidly. However, 

Japanese firms, having lost much of their own investible 

funds during the course of postwar inflation, were forced 

to seek funds from external sources. As private investment 

demand mounted, the government, fearing renewed inflation. 

57 
Op. cit., p. 18. 
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adopted a stringent poliey with reepeet to sî n̂ ly of funds 

to private fims, etrietly controlling the flow of funds, 

exoept to those firms elaaeified as being isyortant indus

tries. Vk^Mx these oircumstences, the rate of interest 

should have risen, assuming the lav of mxpp^ snd demand in 

the loanable funds market.^ lowever, the govenxment, con

cerned with lessening the burden of the national debt as 

well as eidianeing the intemati(»ial coe^etitive strong^ 

of Japanese export firms, emitinued to pursue a "low interest* 

rate* policyi the interest rates remained at a level consid

erably lower than would have been realised under l^e condi

tion of a freer interplay of su^ly and demand forces in 
eO 

the money markets. Cesisequently, l^re were a large num

ber of unsatisfied borrowers, on t^e one hand, and, cm the 

other, selected firms with suffici^^it funds acquired ex

ternally at low rates that were the beneficiaries of prefer-
99 

ential treatment under the loan rules of the government."̂ '̂  

The postwar, low interest-rate policy thus differed 

considerably frcxa a more traditional, easy credit policy 

because it attes^ted to keep the interest rates low not 

throu^ a sufficient increase in the money supply, but 

rather by limiting the mxpp^ Gf loanable funds while 

5 \ , L. &(iith, **The Discount Rate as a Credit Con
trol Weapon," Journal of Political Economy, April, 1958, 
pp. 171-177. 

^'Xbid. 
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regulating the legal, maximum loan rates and ten&s of is

suance of corporate bonds. The policy also gave a stra

tegic advantage to investments within large scale indus

tries.*^ 

One may suggest that, on the basis of this analysis, 

that postwar fiscal and monetary policy has been character

ized by the govemm^iit's attempt to promote private invest

ment via the low interest-rate poliey, and also through a 

**sound** fiscal poUoy, to further cepital accumulation in 

Japan. It therefore eeems reasonable to contend that this 

investment-oriented, fiscal^^ionetary policy has been one 

of the significant factors for the fast postwar economic 

recovery of Japan. Table XÎ *̂  suggests the significance 

of this contention J 

TABLE XI 

SHIFTS IN THE COMPOSITION OF GROSS NATIONAL EXPENDITURES 
(Per cent) 

Personal 
Fiscal Consumption 
Year Expenditures 

Government 
Purchases of 
goods and 
services 

Gross 
domestic 
capital 
formation 

Gross 
domestic 
private 
capital 
formation 

1934-36 
1951-55 
1956-60 

65.5 
60.4 
58.0 

15.5 
10.4 
9.7 

19.0 
27.6 
31.8 

15.8 
18.8 
23.4 

60 

61 

Ryutaro Komiya, loc. cit. 

Japanese Economic Planning Agency, i960. 
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The contention further suggests that the economic 

policy makers of the Japanese government chose a course of 

economic action to implement recovery which ran coimter 

to the Dodge recommendations. The analysis further sup

ports the hypothesis which suggests that Allied Reform 

Policy, and particularly the Dodge recommendations, ac

tually impeded economic recovery in Japan. Moreover, the 

analysis seems to suggest that, contrary to the belief held 

by many American and Japanese observers, experts are not as 

important in explaining the postwar recovery as is the 

policy of investment with monetary and fiscal considerations. 

This contention does not negate the important part played 

in export expansion during the postwar years. 



CHAPTER IV 

ANALYSIS OF THE POSTWAR RECOVERY PROGRAM 

The Philosophy of Allied Occupation. The most common 

concept of the Allied occupation of Japan was the belief that 

everything about pre-war Japan was bad and that the occupa

tion authorities had the task of eliminating all existing 

institutions and constructing a new society virtually from 

nothing. "̂  This philosophy has produced a completely opti

mistic view of postwar Japan and its future. Starting with 

the assuaqption that everything in pre-war Japain was bad and 

that the occupation authorities were creating a new Japan 

in the image of the United States, American authorities have 

marveled at the success of reforming and rebuilding Japan in 

so short a time. This philosophy, which Is the most dominant 

in the Uhlted States, assumes that the Occupational Reform 

Policy was entirely responsible for the amazing postwar re

covery of Japan. It was further assumed that if so much 

could be accomplished so quickly, there was no reason to 

entertain doubts about the ultimate success of Allied efforts 

to completely democratize Japan. It was felt that an economic 

miracle had been accomplished and that the occupation policy 

was due all the credit. The occupation was successful in 

^^Edwin 0. Reischauer, The United States and Japan, 
p. 283. 
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many respects; however, there were many costly mistakes. 

For example, the Allied Authorities failed to put adequate 

emphasis at first on economic recovery and became too slow 

at correcting this error. In addition, a serious mistake 

was made in not terminating the occupation rapidly enough. 

The original estimate was three years for the occupation 

which was about the actual time of its optimum effect. How

ever, the occupation was carried on for almost seven years. 

One observer has noted: "As foreign conquerers, our presence 

became a growing irritation to the Japanese." During the 

latter part of the occupation, the Allied Authorities prob

ably did more harm than good. 

The Economic Recovery. Perhaps the reason why the 

occupation reform policy seems so successful is the fact 

that there have been so much change in Japan since the end 

of the war. Perhaps it is also natural to assume that all 

this change is due to the success of the occupation. How

ever, as this thesis has already pointed out. Allied eco

nomic reform policy which first included reparations, 

second, dissolution of the Zaibatsu, and third, the Dodge 

Recommendations constituted the main refonn measures. It 

was further pointed out that the measures achieved only 

partial success. It was suggested that the reparations 

problem, which became the main theme at the beginning of 

^^Ibid., p. 287. 
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the occupation, was eventually reduced to a minimum. It was 

further demonstrated that the dissolution of the Zaibatsu 

was largely a failure, with most of the old Zaibatsu firms 

reappearing soon after the measure was put into effect. More

over, it was demonstrated that the Dodge Recommendations, 

which did achieve partial success in controlling inflation, 

never met with approval by the Japanese. In fact, it was 

pointed out that Japan actually chose a course which ran 

counter to all of the proposals and especially the Dodge 

recommendations. 

One fact, however, stands out clearly. Japan has 

made rapid economic change, and the change continues to be 

amazing and bewildering. If therefore, as this thesis sug

gests, the postwar economic change cannot be attributable 

to Allied occupation and reform policy, then to what can it 

be attributable? If the Japanese chose a course which ran 

counter to the Occupational Reform Policies, then to what 

did they return? If one looks at the whole sweep of the 

postwar years from the vantage point of Japan's prewar his

tory, a definite direction of motion does become apparent in 

postwar Japan. In fact, most of the truly important postwar 

economic changes seem to be simply the acceleration of changes 

that were already taking place in prewar Japan, though less 

rapidly.^^ Hence, the war and the occupation appear to have 

^^dward Norbeck, Changing Japan, pp. 10-13. 
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swept away barriers to the forward motion of these changes. 

Therefore, the hypothesis seems to be supported with respect 

to the overall objectives of Allied occupation and reform 

policy. That is. Instead of diverting Japan Into a new chan

nel, it cleared the old one of the obstruction of militaris

tic reaction and changed to slow movement of the economy 

into a very rapid one. 

The hypothesis is further supported by the fact that 

the Japanese ability in maintaining fiscal and monetary 

stability, and the use of monetary-fiscal policy in achiev

ing rapid industrial growth is more Important than the pos

session of raw materials. The Japanese, living on a seem

ingly Inadequate physical base, have been able to greatly 

lengthen their lead in Industrialization and living stand

ards over the other lands of Asia, which are in most cases 

64 are far more blessed by nature. Moreover, many observers 

seem to believe that a second key to Japan»s success, and its 

requirement for the future, is the efficiency with which im

ported raw materials are processed and converted into export 

products which appeal in price and quality to the rest of the 

65 
world. 

The Allied economic recovery program perhaps provided 

a sound foundation for progress, but in fact, there was little 

^he Economist, "Japan's Second Century," March 8, 
1958. 

^5yarren Thompson, Population emd Peace in the Pacific, 
p. 173. 
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progress until the Korean War broke out in J\me, 1950. Im

mediately, the United States began to purchase supplies and 

services on a very large scale in Japan. The Korean War 

marked the economic turning point and was the start of rapid 

iiq>rovement of economic conditions in Japan.^ 

After 1955, Japan was well underway with complete 

recovery. A rapid growth in all sectors of the economy was 

evident by 1957. Trom utter economic prostration at the end 

of the war, Japan had risen to become the leader of the world 

in fishing, second in ship-building, third in textiles, and 

sixth in steel production. ^ Since 1955, observers have noted 

new postwar records in Japan. A comparison of foreign trade 

figures in 1956 with that of the previous year tells part of 

68 the story: 

Jan.-Oct, Jan,-Oct. 
1955 1956 

Imports 11,516,300 ^2,628,797 
E3qp»orts |1,582,000 $2,004,910 

Source: New York Times, Tokyo Bureau, Jan. 3, 1957. 

In the light of these achievements, Japan faces prob

lems that are still unsolved in the late 1960's. In short. 

^^G. C. Allen, Japan's Econoraic Recovery, pp. 20-24. 

^7jerome Cohen, Japan's postwar Recovery, p. 98. 

^^ictor A. Velen, The New Japan, p. 95. 
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Japan faces the same problems today as it did in the pre-war 

period. These problems eventually induced her to Imbark on 

an att®apt to conquer mainland China and Southeast Asia. 

The dilemma suggests that Japan lacks the essential raw ma

terials for modern industry; hence, she must iaqport raw ma

terials. To accomplish this economic fact, Japan must find 

expanding markets where goods may be sold,^ Some of the 

pressure was relieved by United States expenditures during 

the occupation and the Korean War period. However, the pres

sure resumed at the close of the Korean War and has remained 

a serious problem for the Japanese economy,' 

It has been suggested in this thesis that the accel

eration of Investment with the use of fiscal-monetary policy 

provides a key to understanding postwar Japanese economic 

recovery and sustained growth. With rapid industrial re

covery taking place within the Japanese dilemma of trade 

71 
problems makes Japan especially sensitive to crisis.' While 

a sharp decline in international trade would seriously 

threaten the American economy, for Japan it would be certain 

catastrophe. However, as stated previously, the Key to 

^%bld., p. 116. 

70The United States-Japan Trade Council, "Japan's 
Second Century," p. 12. 

'̂ Ŝ. Okita, "The Rehabilitation of Japan's Economy 
in Asia," Tokyo, Ministry of Foreign Affairs, 1956, pp. 
8-15. 
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Japan's postwar recovery appears to be one comprising an 

Investment oriented policy. This suggestion does not ex

clude the serious problems of foreign trade; rather, Jap

anese foreign trade since the war has been redistributed 

and adapted to world changes, so that it no longer provides 

a satisfactory explanation for Japan's postwar recovery, 

particularly in terms using foreign trade as a sole factor. 

Japan's capacity for adapting herself to changes in 

the outside world has not been demonstrated solely by the 

redistribution of her markets and sources of supply nor 

72 by the altered composition of her foreign trade. Japaui 

has also become more self-sufficient. Mâ iy Japanese ob

servers believe that the rise in industrial producation 

during the postwar recovery has been compatible with a 

reduced dependence upon imports.'^ This reasoning seems 

to Twn, co\mter to many American critics who accept the prop

osition that Japan is exceptionally dependent upon inter

national trade. However, the facts indicate that the ratio 

between Japan's trade and her national income is one of the 

lowest in the world."̂  Whereas before the war (1934-36) 

the ratio was 23 per cent for both exports and imports, by 

72G. C. Allen, Japan's Econcariic Recovery, p. 174. 

73Economic Survey of Japan, 1955-56, pp. 37-38. 

'̂ Îbid. 
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1955 it had fallen to 11 per cent for exports and l4 per 

75 
cent for imports. "̂  This condition has been brought about 

by a change in the structure of industry, namely engineer

ing industries, where the ratio of imported raw-material 

costs to labor and capital costs is low. Another cause is 

the substitution of home-produced raw materials for imports 

in several branches of manufacture. For example, in the 

manufacture of pig-iron, technical improvements have made 

it impossible to use domestic supplies of iron sand and 

sulphuric-acid dross to a far greater extent than in pre

war days,' Finally, although Japan's sources of food im

ports have changed, her dependence upon overseas supplies 

as a whole has not increased in proportion to the rise in 

population because of a marked expansion in domestic food 

production,*' 

75s, Okita, Ibid., pp. 8-9. 

7^0^. cit., pp. 8-9. 

'̂ '̂ G, c. Allen, Japan's Economic Recovery, p. 175 



CHAPTER V 

CONCLUSION 

There have been three phases In the Japanese economic 

recovery program. In the early years of the occupation, Amer< 

lean policy was directed toward rehabilitating Japan in terms 

of social and political reform. In the latter years of the 

occupation, American policy shifted to the problem of eco

nomic recovery. Since 1955, American policy toward the Jap

anese has been in terms of helping Japan develop into a 

healthy member of the free world and sponsoring her return 

to full membership in international society. 

In conclusion, one may suggest that the chief reason 

for Japan's emergence as a potential world leader has been 

its spectacular economic success, along with a high degree 

of efficiency in meeting the political and social problems 

of an advanced society.' As a personal value Judgement, 

there seems to be no controversy on the part of world ob

servers as to this contention. However, what has been in 

dispute since 1945, is the underlying causes for the Japa

nese economic success. Western observers, in the main have 

tended to believe that Japan's economic success can be at

tributed to the American occupational reform policies. 

However, it has been shown in this thesis that the main 

'̂  Nobutaka Ike, Japanese Politics, pp. 8l-l64. 
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contribution of Allied Reform Policy was in clearing away 

barriers to the forward motion of changes already taking 

place before the war. 

The war, the inflation, and the post-war reforms 

destroyed powerf\a sections of the Japanese oligarchy, mainly 

the military cliques. This group formed the most conserva

tive and reactionary element in Japanese society."̂ ^ On the 

other hand, the leadership of the official and business 

commxmity has not been seriously disturbed. 

The present prosperity in Japan has tended to pro

mote optimism with respect to Japan's continued development. 

However, one may suggest that whether Japan continues the 

rapid development in the postwar period will depend upon the 

social, econcnaic, and political institutions being favorable 

to material development as in the past. 

One may further suggest that the United States seems 

to have remained unaware of the full importance of Japan for 

the future of the Far East and perhaps the whole of Asia. 

Attention has continued to be on the problem of Communist 

China and Southeast Asia. If Japan's grov/ing economic po

tential may some day prove decisive factors in the Far East, 

it becomes a matter of greatest concern to the United States 

how Japan uses this economic potential and the direction in 

"^^bid. 
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which its Institutions develop,"^ As a personal value Judge

ment, it seems that the hostility of Communist China and 

Southeast Asia are matters of less serious consequence to 

the Uhited States than Japan's friendship or hostility. 

80Frederick L. Schuman, International Politics, 
pp. 452-454. 
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APPENDIX A: THE UNITED STATES INITIAL POST-SURRENDER 
POLICY FOR JAPAN 

August 29, 1945 

PURPOSE OP THE DOCUMENT 

This doc\ment is a statement of general initial 

policy relating to Japan after surrender. It has been 

approved by the president and distributed to the Supreme 

Commander for the Allied Powers and to appropriate U. S. 

departments and agencies for their guidance. It does not 

deal with all matters relating to the occupation of Japan 

requiring policy determinations. Such matters as are not 

Included or are not fully covered herein have been or will 

be dealt with separately. 

Part I-Ultimate Objectives 

The ultimate objectives of the Uhited States in 

regard to Japan, to which policies in the initial period 

must conform, ares 

(a) To insure that Japan will not again become a 

menace to the Uhited States or to the peace and security 

of the world, 

(b) To bring about the eventual establishment of 

a peaceful and responsible government which will respect 

the rights of other states and will support the objectives 

of the United States as reflected in the ideals and principles 

63 
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of the Charter of the United Nations. The United States 

desires that this government should conform as closely 

as may be to principles of democratic self-government but 

it is not the responsibility of the Allied Powers to im

pose upon Japan any form of government not supported by 

the freely expressed will of the people. 

These objectives will be achieved by the following 

principal means: 

(a) Japan's sovereignty will be limited to the 

Islands of Honshu, Hokkaido, Kyushu, Shikoku and such minor 

outlying Islands as may be determined, in accordance with 

the Cairo Declaration and other agreements to which the 

United States is or may be a party, 

(b) Japan will be completely disarmed and demil

itarized. The authority of the militarists and the influ

ence of militarism will be totally eliminated from her 

political, economic, €tnd social life. Institutions ex

pressive of the spirit of militarism and aggression will 

be vigorously suppressed. 

(c) The Japanese people shall be encouraged to 

develop a desire for individual liberties and respect for 

fundamental human rights, particularly the freedoms of 

religion, assembly, speech, and the press. They shall be 

encouraged to form democratic and representative organi

zations . 
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(d) The Japanese people shall be afforded the op

portunity to develop for themselves an economy which will 

permit peacetime requir«aents of the population to be met. 

PART II-ALLIED AUTHORITY 

1, Military Occupation 

There will be a military occupation of the Japanese 

home islands to carry into effect the surrender terms and 

further the achievement of the ultimate objectives stated 

above. The occupation shall have the character of an 

operation in behalf of the principal allied powers acting 

in the interests of the Uhlted Nations at war with Japan, 

For that reason, participation of the forces of other 

nations that have taken a leading part in the war against 

Japan will be welcomed and expected. The occupation forces 

will be under the command of the Supreme Commander desig

nated by the United States. 

Although every effort will be made, by consultation 

and by constitution of appropriate advisory bodies, to 

establish policies for the conduct of the occupation and 

the control of Japan which will satisfy the principal Allied 

powers, in the event of any differences of opinion among 

them, the policies of the United States will govern. 
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2. Relationship to Japanese Government 

The authority of the Emperor and the Japanese 

Government will be subject to the Supreme Commander, who 

will possess all powers necessary to effectuate the sur

render terms and to carry out the policies established 

for the conduct of the occupation and the control of Japan. 

In view of the present character of Japanese society 

and the desire of the United States to attain its objectives 

with a minimiua commitment of its forces and resources, the 

Supreme Commander will exercise his authority through the 

Japanese governmental machinery and agencies, including the 

emperor, to the extent that this satisfactorily furthers 

United States objectives. The Japanese Government will be 

permitted, under his instructions, to exercise the normal 

powers of government in matters of domestic administration. 

This policy, however, will be subject to the right and duty 

of the Supreme Commander to require changes in governmental 

machinery or personnel or to act directly if the Emperor or 

other Japanese authority does not satisfactorily meet the 

requirements of the Supreme Commander in effectuating the 

surrender terms. This policy, moreover, does not commit the 

Supreme Commander to support the Emperor or any other Japa

nese governmental authority in opposition to evolutionary 

changes looking toward the attainment of United States ob

jectives. The policy is to use the existing form of Gov

ernment in Japan, not to support it. Changes in the form 
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of government initiated by the Japanese people or govern

ment in the direction of modifying its feudal and author

itarian tendencies are to be permitted and favored. In 

the event that the effectuation of such changes Involves 

the use of force by the Japanese people or government 

against persons opposed thereto, the Suprone Commander 

should intervene only where necessary to ensure the security 

of his forces and the attainment of all other objectives 

of the occupation, 

3. Publicity as to Policies 

The Japanese people, and the world at large shall 

be kept fully Informed of the objectives and the policies 

of the occupation, and of progress made in their fulfill

ment. 

PART III-POLITICAL 

1. Disarmament smd Demilitarization 

Disarmament and demilitarization are the primary 

tasks of the military occupation and shall be carried out 

promptly and with determination. Every effort shall be 

made to bring home to the Japanese people the part played 

by the military and naval leaders, and those who collabo

rated with them, in bringing about the existing and future 

distress of the people. 
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Japan is not to have an army, navy, air force, secret 

police organization, or any civil aviation, Japan's ground, 

air and naval forces shall be disarmed and disbanded and the 

Japanese Imperial General Headquarters, the General Staff 

and all secret police organizations shall be dissolved. 

Military and naval material, military and naval vessels 

and military and naval installations, and military, naval 

and civilian aircraft shall be surrendered and shall be 

disposed of as required by the Supreme Ccamaander. 

H i ^ officials of the Japanese Imperial General Head

quarters, and General Staff, other high military and naval 

officials of the Japanese Goveamment, leaders of ultra-

nationalist and militarist organizations and other iBoportant 

exponents of militarism and aggression will be taken into 

custody and held for future disposition. Persons who have 

been active exponents of militarism and militant nationalism 

will be removed and excluded from public office and from any 

other position of public or substantial private responsibil

ity. Ultra-nationalistic or militaristic social, political, 

professional and commercial societies and institutions will 

be dissolved and prohibited. 

Militarism and ultra-nationalism, in doctrine and 

practice, including para-military training, shall be elim

inated from the educational system. Former career military 

and naval officers, both commissioned and non-commissioned, 

and all other exponents of militarism and ultra-nationalism 
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shall be excluded from supervisory and teaching positions. 

2. War Criminals 

Persons charged by the Supreme Commander or appro

priate Uhited Nations agencies with being war criminals, 

including those charged with having visited cruelties upon 

United Nations prisoners or other nationals, shall be ar

rested, tried and, if convicted, pimished. Those wanted 

by another of the Uhited Nations for offenses against its 

nationals, shall, if not wanted for trial or as witnesses 

or otherwise by the Supreme Commander, be turned over to 

the custody of such other nation, 

3. Encouragement of Desire for Individual Liberties 

and Democratic Processes 

Freedom of religious worship shall be proclaimed 

promptly on occupation. At the same time it should be made 

plain to the Japanese that ultra-nationalistic and milita

ristic organizations and movements will not be pennitted to 

hide behind the cloak of religion. 

The Japanese people shall be afforded opportunity 

and encouraged to become familiar with the history, insti

tutions, culture, and accomplishments of the United States 

and other democracies. Association of personnel of the oc

cupation forces with the Japanese population should be con

trolled, only to the extent necessary, to further the 

policies and objectives of the occupation. 
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Democratic political parties, with rights of assem

bly and public discussion, shall be encouraged, subject to 

the necessity for maintaining the security of the occupy

ing forces. 

Laws, decrees and regulations with established dis

criminations on ground of race, nationality, creed or 

political opinion shall be abrogated; those which conflict 

with the objectives and policies outlined in this document 

shall be repealed, suspended or amended as required; and 

agencies charged specifically with their enforcement shall 

be abolished or appropriately modified. Persons unjustly 

confined by Japanese authority on political grounds shall 

be released. The Juduclal, legal and police systems shall 

be reformed as soon as practicable to conform to the poli

cies set forth in Articles 1 and 3 of this Part III and 

thereafter shall be progressively influenced, to protect 

individual liberties and civil rights. 

PART IV-ECONOMIC 

1. Economic D«allitarizatlon 

The existing economic basis of Japanese military 

strength must be destroyed and not be permitted to revive. 

Therefore, a program will be enforced containing 

the following elements, among others; the immediate cessa

tion and future prohibition of production of all goods de

signed for the equipment, maintenance, or use of any military 
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force or establishment; the imposition of a ban upon any 

specialized facilities for the production or repair of 

implements of war, including naval vessels and all forms 

of aircraft; the institution of a system of inspection 

and control over selected elements in Japanese economic 

activity to prevent concealed or disguised military prepar

ation; the elimination in Japeui of those selected industries 

or branches of production whose chief value to Japan is in 

preparing for war; the prohibition of specialized research 

and Instruction directed to the development of war-making 

power; and the limitation of the size «uid character of 

Japan's heavy industries to its future peaceful require

ments, and restriction of Japanese merchant shipping to the 

extent required to accomplish the objectives of demilita

rization. 

The eventual disposition of those existing produc

tion facilities within Japan which are to be eliminated in 

accord with this program, as between conversion to other 

uses, transfer abroad, and scrapping will be determined 

after Inventory. Pending decision, facilities readily con

vertible for civilian production should not be destroyed, 

except in emergency situations. 

2. Praaotion of Democratic Forces 

Encouragement shall be given and favor shown to the 

development of organizations in labor, industry, and agri

culture, organized on a democratic basis. Policies shall 
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be favored which permit a wide distribution of income and 

of the ownership of the means of production and trade. 

Those forms of economic activity, organization and 

leadership shall be favored that are deemed likely to 

strengthen the peaceful disposition of the Japanese people, 

and to make it difficult to command or direct economic 

activity in support of military ends. 

To this end it shall be the policy of the Supreme 

Coffismander: 

(a) To prohibit the retention in or selection for 

places of Importance in the econcmiic field of Individuals 

who do not direct future Japanese economic solely towards 

peaceful ends; and 

(b) To favor a program for the dissolution of the 

large industrial and banking combinations which have exer

cised control of a great part of Japan's trade and industry. 

3. Resxai^tion of Peaceful Economic Activity 

The policies of Japan have brought down upon the 

people great economic destruction and confronted them with 

the prospect of economic difficulty and suffering. The 

plight of Japan is the direct outcome of its own behavior, 

and the Allies will not undertake the burden of repairing 

the damage. It can be repaired only if the Japanese people 

renounce all military alms and apply themselves diligently 

and with single purpose to the ways of peaceful living. It 
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will be necessary for them to undertake physical recon

struction, deeply to reform the nature and direction of 

their economic activities and institutions, and to find 

useful employment for their people along lines adapted 

to and devoted to peace. The Allies have no intention 

of Imposing conditions which would prevent the accomplish

ment of these tasks in due time. 

Japan will be expected to provide goods and serv

ices to meet the needs of the occupying forces to the ex

tent that this can be effected without causing starvation, 

widespread disease and acute physical distress. 

The Japanese authorities will be expected, and if 

necessary directed, to maintain, develop and enforce pro

grams that serve the following purposes: 

(a) To avoid acute economic distress. 

(b) To assure Just and impartial distribution 
of available supplies. 

(c) To meet the requirements for reparations 
deliveries agreed upon by the Allied 
Governments. 

(d) To facilitate the restoration of Japanese 
economy so that the reasonable peaceful 
requlr^ients of the population can be 
satisfied. 

In this connection, the Japanese authorities on their 

own responsibility shall be pennitted to establish and admin

ister controls over economic activities, including essential 

national public services, finance, banking, and production 
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and distribution of essential commodities, subject to the 

approval and review of the Supreme Commander in order to 

assure their conformity with the objectives of the occupa

tion. 

4. Reparations euxd Restitution 

Reparations 

Reparations for Japanese aggression shall be made: 

(a) Through the transfer—as may be determined by 

the appropriate Allied authorities—of Japanese property 

located outside the territories to be retained by Japan. 

(b) Through the transfer of such goods or exist

ing capital equipment and facilities as are not necessary 

for a peacefiil Japanese economy or the supplying of the 

occupying forces. Shorts other than those directed to be 

shipped on reparation accoimt or as restitution may be made 

only to those recipients who agree to provide necessary im

ports in exchange or agree to pay for such exports in for

eign exchange. No form of reparation shall be exacted which 

will Interfere with or prejudice the program of Japan's 

demilitarization. 

Restitution 

Full and prompt restitution will be required of all 

identifiable looted property. 
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5. Fiscal, Monetary, and Banking Policies 

The Japanese authorities will remain responsible for 

the management and direction of the domestic fiscsC]̂  monetary, 

and credit policies subject to the approval and review of 

the Supreme Commander. 

6. International Trade and Financial Relations 

Japan shall be permitted eventually to resume normal 

trade relations with the rest of the world. During occupa

tion and under suitable controls, Japan will be permitted 

to purchase from foreign countries raw materials and other 

goods that it may need for peaceful purposes, and to ê q̂ ort 

goods to pay for approved imports. 

Control is to be maintained over all imports and 

exports of goods, and foreign exchange auid financial trans

actions. Both the policies followed In the exercise of 

these controls and their actual administration shall be 

subject to the approval and supervision of the Supreme 

Commander in order to make sure that they are not contrary 

to the policies of the occupying authorities, and in par

ticular that all foreign purchasing power that Japan may 

acquire is utilized only for essential needs. 

7. Japanese Property Located Abroad 

Existing Japanese external assets ajid existing 

Japanese assets located in territories detached from Japan 

under the terms of surrender, including assets owned in 
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whole or part by the Imperial Household and Government, shall 

be revealed to the occupying authoribles and held for dis

position according to the decision of the Allied authorities. 

8, Equality of Opportunity for Foreign Enterprise Within 

Japan 

The Japanese authorities shall not give, or permit 

any Japanese business orgauilzatlon to give, exclusive or 

preferential opportunity or terms to the enterprise of any 

foreign country, or cede to such enterprise control of any 
Important branch of economic activity, 

9. Imperial Household Property 

Imperial Household property shall not be exempted 

from any action necessary to carry out the objectives of 

the occupation. 

Source: Ruhl J. Bartlett, The Record of American 
Diplomacy, 4th edition. New York, Alfred A. Knoph, 1904, 
pp7755^57. 






