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of bonds by the banks). 3Because of the progress of inflation, the lower
of thesc two figurcs wos probably cxeceded. The cctuel increase in the
national ~ovornmcnt‘ long-tem debt, dwring fiscal 1944-45 is roughly
estimated at 40 to 50 billion yen,l/

Deficit spending Outstanding
Fiscal year National Actual incrcase, debt, cnd of
ending March 31  Budget savings plan long-tem debt  fiscel yeor
(Billions of yen)

1942-43 17.4 17,0 15.0 55.4

194344, 26.6 21.0 2.1 77.6

1944-45 58.2 33.5 40-507 118-1287

1945-46 84.1

4’702 ? (uc.w)out l /O"
- ot Nov.30, 1945)2

Following this line of rcasoning, and allowing for an acceler-
ation of the inflationary increese in costs during 1945, the national
savings plan cstimate of deficit spending in the current fiscal year,

wrich wes only 47 billion yen (es against the budget deficit of 84
hillion yen), would undoubtedly hove been surpassed had the wer continued.
However, if the growth of the CGovcrmment debt has actually averaged &s
much 25 5 to 7 billion yen since last Mearch, there must have been o con-
siderable growth of various types of relicf end emcrgency expendlturcs
te fill the gep left by cdisappearing munitions crpenditures. Black
morket prices have of course been mountlnO ravidly, but it is not knowm
hew greotly the costs of goods and services purchased by the Government
heve been affected. Occupation costs hoe avercged less than 200 million
yen o montn,

The sccond reason why the Japencse Covernment's recquest for
1/. billion "en from the Bonk of Japan mlﬁh be considercd uncxpectedly
hizh is that o lorge part of the growth of the debt, at lcast np to
Merch 1945, wag absorbed by the Jﬁotul savings system. For cxemple, in
the fiscuol vear 1943-44, postal savings increcsed by 6 hillion yen while
the Government debt grow by 22 billion yen. In 1944-45, postel savings
increased 11 billion yen. The absorption of Government bonds by corpo-
rations and other investors, other thon the banks and postal savings
svstem, cppoars also to have been at loast as lurge as the amounts taken
b postel scvings., Some of the purchasces of bonds by benks vere also
besed on grovwing time deposits, partly representing payroll deductions
and other "iforced savincs." If it is now nccessary for the Government
to borrow os much as 7 billion yen a month frou tho bunks (or from the
Bunk of Japan alone), new cash QUVﬂan of woge carners «nd busincss
would appear to have dried up altogether,

17 The increcasc in a 20-month period from Morch 31, 1944, to Horember
30, 1945, wos ebout 92 billion yen., Zlaoncing the rise in costs
due to infletion sgoinst the decline in -er production in 1945, it
scems reas-nable to assume that somcthing like halfl the incrcase
ocwrmalntmzlnmnﬂm through Morch 1945,

g/ According to the Jeponese Minicter »f Finance in an intervicw on
Dccembocr 3, 1945,
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If thic is what has happened, it may be explained by the
collapsce of incdustrial procduction and the high prices now ruling in
black markets. Perhaps the Govermment's savings campaign has broken
dovm completely., The groups now enjoying cxcess cash income are likely
to be limited to fomers and othcrs selling on the black markets.

) Farly accounts of the first dreft of the budget for 1946-47
are not very enlightening. General taxation is expected to raise 8.9
billion yen and other unidentified revenucs an additional 7 billion yen.
Expenditurcs in the ordinary budget are placed at 12.6 billion yen, but
this cizeludes "sums nceded for the relief of Japanese repetriates, for
the reacdjustnent of local finances, foir reparations and indemnities,....
for the cocl subsidy, for wage incrcases, for the rail freight subsidy"
and for Minsurance cnd other welfare ncasures because of the suspension
of the military pension system." Zarly plens called for indemnities of
the order of nmagnitude of 50 to 100 billion yon to business corporations
for loss of their properties abroad and for war damage, but Allied Head-
quarters hos agreed only to the payment of 3.4 per cent intercst on
certain indemnitics to munitions conpanics cstimated at a sum of 46.4
billion yen.

The ecoynsolidation of accounbts in one general fund has been
ordercd cnd an audit of Government finances will be underteken. lean-—
wrile, 41lied Headcuartcrs has inmposcd a Limit of 2 billion yen & menth
or. spending by the Japanese Government, )
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Effcct of Income Changes on American Imports
Randall H ranv]

It is now well established that the volume of American imports
is sensitive t~ changes in thc lcwvel of Amcerican nutllnal income, and
noves with income in a consistent pattern. It is not s> clear that this
is 2lso true <f the warious inmport subdivisions or of individual con-
modities, While it can e assumed that there is no unifornity in the
degree to which different types of imports respond to income changes,
one vould hope that.the behavior of any particular import with respect
o> income werce reasonably consistent so that, given the level of national
income, onc mlg}t obtain at least a2 rough notion of the arount of the
iten that would be inported.

The cnsuing study 1s concerncd with the relation betiwveen the
level of rcal national income and the volume of warious types of imports,
as grouped by the bepartnent of Commerce. The Departnent of Coumerce
divides inmports into five categories: (1) crude materials, (2) crude
foodstuffs, (3) manufactured foodstuffs, (4) semi-nanufactures, and
(5) finished manufacturcs. Imports of these groups for selected years
are shown in Teole 1.

TWELE 1
AMERICAN INPORTS 3Y GROUPS FCUR SELECTED YEARS

(Millions of Dollars at Actual Prices)

1929 % 1932 A 1937 %
Crude Materials 1,559 35.4 358 27.1 971 32.3
rude Foodstuffs 539 12.2 233 17.6 413 13.7
Menufactured Foodstuffs 424 9.6 174 13.1 LEO  14.6
Scni-Manufactures 885 . 20.1 A7 16.4 634 21.1
Finished Hanulacturcs 994 22.6 341 25,7 551  18.3
T>tal Tmpeorts 4,392 100 1,323 100 3,010 100

It will be noted that whilc the proportions in which the
verious categories were imported were roughly the samc in 1937 as in
1¢29, the pattern was substentially differcent in 1932, As will somn
become clear, this shift in the ﬁroportlo“u is lorgely cxplained by
changes in the level of Amcrican real income.

Chart 1 shows the relation of American national income (at
cmstant prices) to the total volume of imerican imports for the period
1020-27. Both variables arec expressed as indexes on a 1937 bhase, It
is clear from a cursory inspection of this chart that, over the period
studied, & given percentage change in the level of real national income
ws accompanicd by aporoxinately the same percentage change in the wolune

7 total inports. That is to say, the income elasticity of demand for
1nportv was about unity. As calculated in the conventicnal manner, the
income elasticity obtained from this data is actually 1.00,
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Also of interest from a statistical point of view is the
marginal propensity to import, which is the fraction of an increment
of income spent on imports. For the perioc covered in Chart 1, this
was found to be .041. The latter infomation may be translated into
th: statement that an increase of 1 dollar in the national income may
be expected to result in an increased expenditure of about 4 cents on
imdorts,

Since the Department of Commerce publishes wvolume indexes for
each of the import subdivisions, it is possible to examine the relation-
ship betveen real income and each of these variables. Charts 2 through
6, which are constructed in the same way as Chart 1, show the various
relatlonsnips. Owing to special circumstances, the periods covered are
not in all cases exactly the same. Thus the year 1919, while included
in Charts 2 through 5, is not included in Charts 1 and 6, because the
low imports- oi finished manufactures in that year largely reflected the
effect of the var on European exports. Similarly, in Chart 3, the years
1935-37 arec omitted because of the drouth, which resulted in very high
imdorts of foodstuffs. Finally, the years 1938 and 193S were included
in Charts 3 and 4 (Chart 3 also includes 1940), since the advent of war
siowed little tendency to affect imports of foodstuffs. In the case of
th2 other items, the behavior after 1937 aopears to have been substantially
altercd »y the approach of hostilities.

It is clear at a glance that the response of these various
imoort categorics to income changes was by no means uniformm. For example,
it is apparent that imports of crude foodstuffs werc relatively insensi-
tive to (though definitely affected by) changes in national income, while
imoorts of semi-manufactures werc highly sensitive to income changes.
That is to say, the income elasticity of demand for crude foodstuffs is
low, while thc income clasticity of damand for seni-manufzceturcs is high.
In the casc of the other groups, thc corresponding clasticitles arc nore
nearly in the neighborhood of unity, but ewven here there is considerable
variation. The respective income clasticities and other information are
shovn in Table 2.

TABLE 2

RELATION BETWEEN INCOME AND IMPORTS, BY GROUPS

Period Income Marginal Propensity
Covered Elasticity to Tmport
Crude HMaterials 1919-37 .781 011
Crude Foodstuffs 1919-40Y 406 .002
lfanufactured Foodstuffs 1919-39 1,133 .006
Seni-fanufactures 1919-37 1.486 .013
Finished Manufactures 1920-37 1.109 .008
Total Imports® 1920-37 1.000 - L0411

1/ Excluding 1935-37, because of drouth.
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It will be seen that for the manufactured and partially manu-
factured itams (manufactured foodstuffs, semi-manufactures, cnd finished
manuiactures), the income elasticity of demand is above unity, while for
tre crude items (crude materials and crude foodstuffs) the income
clasticity of demand is less then unity. Thet is to say, for the fomer
items, a change in the level of rcal income results in a morc than pro-
pertionate change in the volume of imports, while for the latter itams,
2 change in income induces & less than proportionate change in imports.

These resultc are substentially in accord with what would
neve becen cxpected on a_priori grounds, It is gencrally assumed that
the income clasticity of demend for crude foodstuffs is low, cnd this
is amply supported in the present analysis. It is also widely believed
that the income clasticity of demend for menufactures is above unity,
This is also shown to be the case. What is perhaps more striking is
the still hijher elesticity figure for semi-manufacturcs. The reason
for this may be thet imports of semi-menufactures are probably more
sensitive to income and price expectations than arc imports of finished
manufacturcs.,

As previocusly noted, out of every additional dollar of national
income, about 4 cents is spent on imports. Of this 4 cents, approximately
1 cent (see Teble 2, column 3) is spent on crude materizls, a little over
a cent on seni-menufactures, & little less than o cent on finished manu-
factures, three-fifths of a cent on manufzctured foodstuffs, and one-fifth
07 a cent on crude foodstuffs,

Because of differences in the income elasticity of demand for
the various import groups, the proportions in which the groups are im-
ported tend to vary from prosperity to depression, Thus crude foodstuffs,
for which the income clasticity is lowr, formed a considerably higher per-
centage of total imports in 1932 then in 1929 or in 1937, vhile seni-
nanufactures, for which the income clasticity is high, formed a sub-
stantially lower vercentege of total imports in 1932 than in the other
to years,

It is tempting to use the equation obtained in computing the
foregoing rcgressions to estimate the post-reconversion lcvel of imports
at full cmployment. Making cstimates on this basis involves an alaost
rockless degree of cxtrapclation, but the results are of considerchle
intcrest if they arc not taken too seriously. Everett Hagen and Noras
Kirkpetrick have cctimated that ot full cmployment, and at 1944 prices,
tne United States would procuce, aftcr rcconversion, a gross national
product of 200 billion dollars. This would correspond to a nct national
product, ot 1944 prices, of about 165 billion dollars. In tems of the
1937 lewel of prices, which is here used cs a base, the Hagen-Kirkpatrick
figurc would correspond to a national income of 135 billion deollars (o

22l incone 89 per cent greater than in 1937).

If past relationships between incone and imports are applied
ta the nuch higher level of income here contemplated, the results are as
showm in Table 3.
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TABLE 3 -

D3TDHATED AMERICAN IMPORTS AT FULL EMPIOYMENT
(Millions of Dollars)

1937 Import 1944 Inport Percentage

Prices Prices Composition
Crude Meterials 1,708 2,301 31.3
Crude Foodstuffs 468 655 8.6
Monufoctured Modstuffs 730 1,022 13.4
" Scail-lonufoctures 1,461 2,046 26.¢
Finished Hanufacturcs 1,084 11517% 19.9
Total Imports 5,522« 7,730 100

97otel inports werce estimated, not by adding the subdivisions, vt by
using a scparatec regrossion ccuation. Uince the perieds coverca in the
various estinmating ccuations are not exactly the s ne, estinated total
imports arc not cxocetly equal to the sum of the estimcted import groups.

The fizurc of 7.7 »illion dollars for American imports at full

erployment is sonewhat higher thon other cstimates that have been wmade
ir. the rccent past. In the Deportuent of Commerce publication, Foreign

wde after the Wier (October 1543), a fisurce of 6.3 billion was suggested
fer the yeor 1948, and this figure was repeated in an article by ong of
the co-cuthors in the Survey of Current Business for November 1944.l/ In
the latter article, additional imports of 1 billion dollars were cstimoted
t result in the event of "substanticli toriff roduction. A figure of
5 billion dollers for ancricon imports in 1950 is offered in the Naticnal
Planning Associotion report, Ancrico's Neow Opportunities in World Trade
(November 1944), and an additioncl billion dollars in imports is csti-
neted if certein recomncnded policies, including teriff recuction, are
instituted., A yecar agu, I estinated nost-rcconversion American imports
at 7 billion dvllars.;/ Neither the lattcr figurc, nor the figurc in
Tehle 3, csswic any chenge in American tariif policies.

Tt +ill he noted that, ot full eaploynent, estinated imports
of" crude foodstuffs conprise a much sneller proportion of total imports
than at pre-war levels of income (particulerly depression levels). This
is in accord with: the widely held theory that as real income grows, &
srialler propertion of the total incoric is spent on food. From this,
it is sonetines esncluded that, o8 the real income of the world increases,
the tems of trode of agricultural countrics will tend gracually to de-
tericrate in relation to the industrial nations,

1/ Auegust liaffry, "Forcign Trade in the Post-War Econony," Survey of
=/ & - k] & 3

Current Business, Novanber 1944,
2/ Whe Level of Amcrican Imports after the War," Decomber 1944,
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VOLUME'OF CRUDE MATERIAL IMPORTS
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VOLUME OF IMPORTS OF CRUDE FOODSTUFFS
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VOLUME OF IMPORTS OF MANUFACTURED FOODSTUFFS
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VOLUME OF IMPORTS OF SEMI - MANUFACTURES
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VOLUME OF IMPORTS OF FINISHED MANUFACTURES
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