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Causes of the Decline in Japanis Sterling Exports Reed J, Irvine

. Japan's payments position vis a vis the sterling arcea has
deter}orated with surprising rapidity since June 1952, when Japan's
sterling holdings reached a peak of £126.9 million ($355 million).

deficit that has virtually exhausted Japan's once large sterling reserves,

As of December 31, 1953, Japan's sterling holdings were down to &L2e5
million ($119 million),

In addition to drawing down its sterling holdings by L8L.L
million ($236 million) in a year and a half, Japan purchased a totel
of Lhle3 million (&12) million) from the International Monetary Fund, 1/
Moreover, Japan arranged with the United Kingdom several temporary swaps
of dollars for sterling in the course of 1953, At the end of the year,
812 million (%3346 million) was held by Japan under these arrangements,
and due to be repaid in Januery 195l 2/

This sudden reversal in Japan's balance of payments with the
sterling area was primarily the result of a sharp decline in the volume
of Japanese exports to the sterling countries, although an increase in
Japan's imports from this area was in part responsibles Receipts from
exports to the sterling area dropped from the equivalent of $385 million
in the first half of 1952 to 150 million in the same period in 1993,
Payments for imports, on the other hand, rose from {2L6 million to $363
million for the same periods, Despite this 27 per cent rise in imports,
Jepan would have continued to enjoy a small surplus with the sterling
area had exports maintained their earlier rate,

1/ Japan originally purchased a total of £224+3 million for yen, bringing

the Fund's holdings of yen up to 100 per cent of Japan's quota, In Decenber,
when additional sterling was required, Japan paid $61.6 million to repurchase
yen and immediately drew another 122 million,

2/ Japan's swaps in 1953 totaled £30 million, Sterling was purchased for
dollars with Japan having the right to reverse the transaction within 90
days, later extended to 180 days. Transactions were as follows:

Purchases Sales
May % 8,730 November % 8,730
June 9,250 December 94250
July 6,000
August 6,020 Total £17,980

Total 130,000
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Reasons_for the loss of exports

The causes for the decline in exports have become a serious
Point of contention between the British and the Japanese. dJapan has
insisted that the main factor has been the discriminatory restrictions
placed upon Japanese imports by the United Kingdom and the Commonwealth
countries, The Japanese have sought to remedy the situation by pressing
for the removal or relaxation of these restrictions in the two conferences
held to review the Anglo-Japanese Payments Agreement in the last two yearsae
In Jamiary 1953, the British agreed to urge the Commonwealth countries to
relax their restrictions on Japanese goodse Jzpan entertained hopes that
this would result in a favorable trade balance with the sterling area in
the last half of 1953, However, receipts from exports in the second half
rose only 8 per cente. Imports payments dropped 30 per cent, but Japan
nevertheless had a deficit with the sterling area equivalent to $91 million
for the half year,

At the conference concluded in January 195L, Japan again strongly
insisted thet further relaxation of Commonwealth controls was necessarye.
The British agreed to inform the colonies that all discriminatory restrictiors
on dJapanese goods could be lifted. Also, the United Kingdom itself agreed
to license imports of many tyvpes of Japanese goods which had been previously
banneds However, the British have long contended that the basic reason for
the decline in Japan's sterling area trade was not the Commonwealth restrict-
lons but rather the high level of Japanese prices and the declining compete-
itive position of Japanese exports, The argument has some plausibility
since it is quite apparent that many Japanese prices are out of line with
world pricess. This is particularly true of iron and steel and heavy capitdl
equinments This price differential made little difference in the sellers!
market that prevailed in 1951 and 1952, but it has become more important
since European and American producers have been able to take orders for
early delivery. It has also been argued that Japan has suffered, along
with others, from the general effects of the sterling area retrenchment
effort of 1952, in which total imports were sharply curtailed, as well as
from the worsened competitive status of its export products,

Plausible though these explanations are, the facts tend to bear
out Japan's claim that discrimination has been the primary cause of its
sterling plights It is possible to measure roughly the impact of discrim-
inetory restrictions on Japan's exports by examining the changes in the
relative importance of imports from Japan by various countries, Declining
competitiveness of Japanese goods should be reflected in a general decline
in imports from Japan as a percentage of total imports for most countries,
or at least those importing similar types of commodities from Japan, On
the other hand, if the change varies radically from one country to another
and caomot be explained by such factors as differences in the composition
of imports, discrimination of some type would be indicateds
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In applying this test to determine whether or not discrimination
has been an important factor in the decline of Japan'!s trade with the
sterling area, the chagges in imports from Japan as a percentage of the
total imports of Japan s principal trading partners in the British Common=
wealth (excluding Canada) have been examined and compared with the cofree
sponding changes in selected countries, 1/ In the first half of 1952,
3e2 per cent of the total imports of the Commonwealth countries came from
Japan. This compared favorably with the average of 249 per cent in 1937-38
and represented a postwer high, In the second half of the year, the per-
centage dropped to 2.6 and in the first half of 1953 to 1.6, a 50 per cent
decline from the same neriod the previous year. Since total Commonwealth
imports declined sharply in the interval, these figures show that Japan's
loss of sterling trade was relatively greater than that of other countriese
The decline in Japanese exports to the sterling area clearly reflected more
than the general curtailment of imports by Commonwealth countriess

However, these figures reveal nothing about the causes of the
relative decline in Japan's position, Was the decline the result of dis-
crimination and, if so, was it discrimination against Japan or against
the non-sterling area in general? To answer the second question, it is
clear that Japant's loss was greater than that of other non-sterling countries
as a whole. In the first half of 1952, 5,9 psr cent of the Commonwealth'!s
imports from outside the sterling area came from Japan. In the same period
in 1953, the percentage was but 343, a Ll per cent drope The ratio of
Commonwealth imports from the non-sterling area to total imports fell only
13 per cent in this sawe period.

To determine whether or not the sharper decline in imports from
Japan was the result of discrimination it may be asked whether Japan's
position varied to the same extent with respect to its individual trading
partners. The figures show that the decline in Japan's position was not
uniform even among the Commonwealth countriess

1/ The Commonwealth countrises included are the United Kingdom, Australia,
cw Zealand, South Africa, Hong Kong, Pakistan, India, Singapore and Malaya,

Ceylon, West Africa (Nigeria and the Gold Coast), and East Africa (Uganda,
Tanzanyika, Kenya)e The non-Commonwealth countries with which corparisons
have been made include the United States, Indonesia, Iraq, Philip-ines,
Mexico, Italy and Burma, These were chosen because the composition of
their imports from Japan resembles that of one or more of the Commonwealth
countriese
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Percentagewise, Japan's relative loss was greatest in Australia,
New Zgaland, and East Africa. In these countries the ratio of total imports
supplied by Japan declined about 90 per cent from the first half of 1952

to the first half of 1953, In Pakistan, Japan's share of total imports 1
dropped by 71 per cent comparing these same two periods, Substantial drops
were also recorded for the United Kingdom, Hong Kong, Singapore and Malaya, k
and Ceylons The West African Colonies showed a more moderate decline, and

Japan's relative position improved in South Africa and India, In the case
of South Africa, however, a large cut-back had taken place in 1952,

The fact that in two Commonwealth countries the relative amount
of Japanese imports actually increased provides some indication that the
Japanese have not been mistaken in their claim that the sharp drops in
other Commonwealth countries have been the result of discrimination rather
than the worsening of the competitive position of Japanese exports. If
South Africa, for example, was able to increase impor ts from Japan while
reducing total imports by 8 per cent, it is not clear why East Africa,
which imports similar types of goods, should have cut imports from Japan
by 95 per cent while reducing total imports by only 13 per cente

If comparison is made with non-Commonmwealth countries the results
tend to confirm the claim of diseriminatione The following table groups
countries whose imports from Japan in 1952 were roughly similar in composition
and shows the percentage change in the ratio of imports from Japan to total
imports between the first half of 1952 and the first half of 1953,

Per Cent Change in the Ratio of

Country 1/ Imports from Japan to Total Imports,
1lst half 1952 to lst half 1953
CEYLON - 30
Indonesia - 12,5
Irag + 20
HONG XONG - 33
United States -+ 22
NEW ZEALAND - 90
Ttaly +.12
AUSTRALIA - .89
Philippines + 11
INDIA + 9
Mexico - 1L
UNITED KINGDOM - 50
MATIAYA and SINGAPORE - 50
PAKISTAN -~ 71
EAST AFRICA - 93
WEST AFRICA - 20
UNION OF SOUTH AFRICA + 76
Burma + L

1/ Commonwealth countries in capital letterss
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While these figures do not permit any precise estimates of the
impact of discrimination, the evidence points to the application of rather
strong discriminatory measures of some type in at least eight out of eleven
of the British Commonwealth countries, 1/ In all of these countries,
Japan's share of total imports declined by percentages ranging from 30 to
93¢ In five of the seven non-Commonwealth countries Japan's relative
position improved in the same period by percentages ranging from L to 112
per cent, g/ In the two countries in which there was a decline the drop
was under 15 per cent, 3

It is also interesting to note that the changes in Japan's
relative position do not correlate at all closely with the composition of
a countryt!s imports from Japan, Australia, New Zealand, and East Africa

. reduced the relative importance of Japanese imports by almost exactly
the same percentage, but whereas New Zealand imports from Japan in 1952 -
were composed of 90 per cent metal products and 3 per cent textiles,
Australian irports were but L8 per cent metal products and 14 per cent
textiles, proportions more akin to India than New Zealand. East African
imports were about 55 per cent textiles. Pakistan and South Afriea imported
textile and metal products in almost identical ratios in 1952, but in
Pakistan Japanese imports lost ground by 71 per cent and in South Africa
they gained 76 per cent.

Actually the record of Japanese textile exports itself provides
strong evidence of the importance of discriminatory curbs imposed by the
sterling area, The volume of textile exports to the sterling area in 1953
was 39 per cent below 1952, but exports to the dollar area were 132 per
cent higher and to the open account area 126 per cent higher,

While no one would question the necessity of Japan making every
effort to insure that its exports are competitive in world markets, this
evidence suggests strongly that the solution to Japan's sterling problem
may lie to a large extent in securing the removal of discrimination exercised
against Japanese goods by Commonwealth countriese. It is, however, recognized
that more detailed country by country analysis of differences in the CONMPOSim=
tion of imports and changes in the internal demand patterns of the various
countries compared in this study might to some extent result in qualification

. of this conclusion,

%/ Australia, New Zealand, Pakistan, East Africa, Malaya and Singapore,
nited Kingdom, Hong Kong, and Ceylon.

2/ 1Iraq, United States, Italy, Philippines, and Burma,

3/ 1Indonesia and Mexico.
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