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JAPAN'S ECONOMIC ROLE IN THE DEVELOFPMENT
N OF FREE ASIA%®

Summar ¥

The Japanese government is groping for a foreign aid policy that is
consistent with the nation's new status as one of the world's industrial
leaders and an important member of the community of advanced nations.
Until quite recently, official Japanese aid to Free Asia centered on repa-
rations, which were treated by Japan as obligations to be discharged as
expeditiously as possible. Particularlysince 1965, the Japanese govern-
rment has developed a more positive approach to foreign aid, which has
increasingly reflected an awareness of the long-run benefits to Japan of
geconomic development in Free Asia.

Between 1950 and 1965 the flow of long-term capital®* from Japan
to the less developed countries amounted to some $2. 6 billion, and activity
during 1966 will probably raise this total to $3. 1 billion. About $1. 8 billion
of the flow through 1965 as well as probably another $300 million in 1966
were accounted for by ofiicial disbursements, the mostimportant element
afwhich consisted of the programs of reparations to anumber of countries

* This reportwas produced solely by CIA. Itwas prepared by the Office
af Research and Reports and coordinated with the Office of Current
Intelligence; the estimates and conclusions represent the best judgrment
of the Directorate of Intelligence as of April 1967.

The term Free Asia is used throughout this report to denote the non-

Communist Asian countries extending from Afghanistan eastward through
South and Southeast Asia and north from there to South Korea. Australia
and New Zealand are not considered parts of the region for the purposes
of this report.
#% The expression long-term capital is used throughout this report to
denote official and private capital flows involving repayment over periods
of five years and more, although in some recent years data on private
capital reflect only flows involving repayment terms of more< than five
years. DBecause of frequentchanges in classification of data by both the
Japanese government and the principal international organizations re-
porting economic assistance, the reader may encounter a wvariety of
related data differing from that shown in this report. Insofar as possible
conflicting series of data have been adjusted for this report to adhere to
the standard described above, and differences with other reporis repre-
sent the selection of other criteria for long-term capital.

CDNIWTIAL




C HNIPENT TAL

of Free Asia. Asthese programs draw toa close, considerable attention
is being focused on whether Japan will be able so to increase its flow of
official grants and loans, * contributions to multilateral agencies, and
srivate investment and export credits as to provide the | percent of
national income that the Sato administration regards as its goal in these
forms of development assistance. In addition to the usual impediments
to foreign ald, Japan faces some peculiar obstacles, including low per
capita income, particularly strong competing demand for domestic in-
vestment, and pronounced rivalries among the ministries that are con-
cerned with aid planning.

Free Asia has been the principal beneficlary of Japanese development
assistance, withannual flows of long-term capital to the region increasing
from an estimated $125 million in 1960 to an estimated $265 million in
1965. The Free Asianshare inthe various forms of long-term assistance
has varied from almost the complete amount of grant aid to about a third
of the private capital flow. All of the countries of the region have received
at least some long-term capital from Japan, and in a number of cases
this assistance has beennoteworthy. In Burma, Indonesia, and the Philip-
pines, reparations have been principal sources of grant aid. Official
bilateral cradits extended by Japan through consortia have been significant
sources of development capital for India and Pakistan. A large program
of official and private assistance to South Korea and bilateral credits to
Nationalist China and Malaysia will give Japan a prominent role in the
present developrment plans in those countries.

Japan has made important official contributions in project and non-
project aid to the rehabilitation and development of Free Asia. Particu-
larly noteworthy among the project assistance is infrastructure such as
the Balu Chaung hydreoelectric dam in Burma and the Da Nhim hydro-
electric darn in South Vietnam and assistance to heavy industry such as
the construction of fertilizer plants in India and steel plants in India and
Pakistan. Amongother official assistance that has been especially sig-
nificant te development efforts is the supply of capital eguipment for
manufacturing facilities and agriculture and transportation equipment
in the form of ships, railroad rolling stock, automobiles, and trucks.
These programs of material aid have been complemented by extensive

* Fz:rllnwing common usage, the terms loan and credit are used inter-
changeably in this report. It sheuld be noted that wirtually all Japanese
“loans’ have been suppliers' credits in the sense that they have been ted
to procurement in Japan.
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Japanese participation in technical agsistance and by academic training
through oificial Japanese channels, multilateral programs, OT activities
of the private sector.

In addition to providing increasing amounts of official bilateral aid
to Free Asia, Japan has been an important source of numerous small
private investment activities for the region. Thailand is clearly the
principal beneficiary of this form of long-term capital, anda congervative
astimate would put the total stock of Japanese capital in that country at
$35 million. Other major areas of private investment for Japan are
Indonesia, Singapore, and Malaysia, the last of which is the recipient
of assistance in the construction of a steel mill that represenis one of
the major Japanese private investments in heawvy industry in Free Asia.
Especially in the case of the numercus investments in minerals and
forestry in Indonesia, production-sharing has been an important means
by which the Japanese have overcomsa obstacles to the entry of private
capital into the less developed countries, and this form of investment
will probably continue to play an important role in overseas Japanase
economic activities.

The importance to Free Asia of trade with Japan is steadily increasing
as the Japanese market share expands in most of the less developed
countries of the region, and rapid growth of the Japanese economy will
continue to provide an important source of demand for many of Free
Asia's primary products. Nevertheless, hecause Japan's growth rates
in output and trade are greater than those of the region as a whole, the
share of Free Asiain Japanese impoTts and exports 1s shrinking. Thus,
between 1955 and 19635, the share of Japanese imports coming from Free
Asia fell from 27 percent to 17 percent, and a similar relative decline
occurred in exports. Althoupgh there is every reason to believe that
Japan will remain competitive in the heawvy industrial exports to the
ragion that have spurred its advance in the Free Asian market, the
prospects for a cemplementary growthin the Free Asian share of Japanese
imports of raw materials are not as promising. Froducton difficulties
in Free Asiaand Japanese emphasis on a wide distribution of sources of
low -priced raw materials militate against a substantial rise in the Free
Asian share of the Japanese market for such raw materials as sawlogs,
iron ore, bauxite, and crude oil. Rapid expansion in Japanese imporls
of certain tropical foodstuffs suggests that there may be more growth
potential in these commodities ag the Japanese diet continues to diversify.

Although Japanis a major industrial pawer and the most economically
sdvanced of the Asian countries, efforts of themore progressive elements

- 3 -
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of the Japanese government to assume active leadership in the develop-
ment of Free Asiahave been inhibited by at least two major factors, the
future impactofwhichis stilluncertain. The firstof these, whichis most
prevalentin goverament ¢ircles, is anxiety over animosities througheut
Free Asialingering from World War ll. The second impediment to a more
active role in Asian economic leadership is the fact that the Japanese
people, whose standard of living is still relatively low on the European
scale, have only recently become aware of Japan's advanced economic
status. Moreover, strong domestic demand for public investment will
continue to compete with foreign aid, and a coherent Japanese aid policy
remains to be developed. MNevertheless, the declared goal of | percent
of national income for the aanual flow of long-term capital from Japan to
the less dewveloped countries probably will be achieved by 1970. Ata
rate of growth of 8 percent for national income, this would mean a flow
inthat yearof 31 billion in 1965 prices, and of this amount $600 million
ar more might be expected to go to Free Asia. Grant aid is not likely
to be expanded much bevondits present scale, but a growing share of
the oificial bilateral assistance to Free Asia will probably take the form
of eredits on terms scfter than the interest rate of slightly less thanb
percent characteristic of the past. Japan's growing awareness of the
increasing competitiveness of its heavy industrial products will probably
lead to more enthusiasm for disbursement of aid through such multi-
lateral channels as special funds of the Asian Development Bank and the
Mekong Commission. The geographic distribution of efficial economie
aid to Free Asia in 1970 is likely to show a relative concentration in
Eastand Southeast Asla as opposed to South Asia, but Japan will probably
continue to play a constructive role in the conscrtia for India and Pakistan.
Private investment will probably focus on Thailand, Indonesia, Singa-
pore, and Malaysia. but improvements in the climate for Japanese in-
vestmentin the Philippines and South Koreacould mean significant grow:h
in private capital flows to those countries.

The outlook for Japanese trade with Free Asia is strongly conditional
on foreign aid to the region. Although Japan will probably continue to
axpand to some extentits marketshares in the trade of the less developed
countries of Free Asia, sustained growth in Japanese exports to the
region will require the increased purchasing power that can only come
from economic development. The Japanese are becoming distinctly more
aware that their traditional conception of foreign aid as primarily a means
nfdirect export promotion i5 too narrow and that Japan stands to benefit
greatly irom the growth-stimulating effects of both its own and other aid
programs in the area.
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Viewed from the perspective of the less developed countries of Free
Asia, the crucial trade issue is how to increase Japanese imperts from
the region to help overcome large bilateral trade deficits. Among the
factors liable toinfluence the expansion of these imports, the most sig-
nificant appears to be the stimulation of production in Free Asia of raw
materials for heavyindustry. The mostdirect means to achieve this end
is a so-called "development and import formula' employed by the Japa-
nese. Because this approach has involved a considerable measure of
Japanese government support for the foreign investment activities of the
private sector, its continued application will probably elicit increased
anxiety on the part of the press and investors in the other advanced
countries for what some of them see as Japanese exploitation of Free
Asia and an attempt to reestablish the Greater East Asia Co-Prosperity
Sphere., This anxiety appears unwarranted, however, for itis clearly

notin the national interestof Japan toestablish any significant proprietary
role in the region's econemies at & time when it is seeking tobroaden its

sources of supply of raw materials and its exports are benefiting from
regional growth stimulated by capital assistance from other advanced
countries.
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I. POSTWAR JAPANESE ECONOMIC AID

A, The Flow of Japanese Capital

From 1950 through 1965 the flow of long-term capital from Japan
to the less developed countries totaled some $2. & billion., As can be
seen in Table 1, this flow averaged about $300 million annually from
1960 through 1965 and, for the most part, has been significantly less
than the Sato administration's goal of 1 percent of national income per
anaum, In 1966 the total was probably between 5500 million and $520
million, while | percent of the national income would have amounted to
almost $800 million in current prices,

Despite the common practice of calling total flows of long-term
capital "econcmic aid, ' these data reflect 2 wide array of capital
transactions, such as reparations payments and official grants,
official development loans, various private direct investments, and
private and official export credits on relatively hard commercial
terms. Of the total capital flow of $2. 6 billion from 1950 through
1965, about 51,8 billion was made up of net official disbursements,
distributed among the various major kinds of aid as follows:

Million US §
Officigl grant aid 8135
{including reparstions)
Official loans+ g8
Met sontributions to mulitilateral
ggencies 135

As much as 5300 millien more in official aid may have been disbursed
in 1966, of which about 5100 million i3 accounted for by grants.

% For the purpose of long-term comparisons, data on afficial and
private credits in this report reflect a series of definitions in use by
the Japanese government through 1965, Because changes in these
definitions have led to partial revision of the allocation of credit dis-
bursements between the public and private sectors, the reader may
encounter reports on oificial or private credit disbursements since
1§42 in other sources that do not agree with the data in this report.
Since the problem is simply one of allocating capital flow between
sectars, these differences have no effect on the total annual flows of
aid in any report using the criteria described in the second footnote

onp. |, above.
-7 -
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Table 1

Flow of Jepanegse Long-Term Cenital
to the Less Developed Countries and Multilatersl Agencies a/f
1950-65

Totel et Cepitel Flow

As & Net Official
Percent of Flow
Million US § Hational Incoeme  (Million US 3)

1950-55
(annuzl average) 15 10
1958 109 0.353 ok
L2337 109 Q.87 92
1283 310 1.3% 285
1955 171 Q.84 152
1350 229 .71 126
1G&1 3TL 0.9T 21k
1082 261 0.66 165
oA 265 0.54% 171
LGda 245 O dely LTS
12ES L1k 0.61 joe
g, ZIata execlude privete saxuort sredits for seriods of less fthan five
wearg whrouzih 1939 and Drivale sxport and oftficisl bpilaterzl crediss
25 Lszsgs then five yeers since tie beginnipg of 1250, Bercause of ths
initisl ifpelusison of scme capilael transections pot generally regearded
23 1‘...‘J wnls seriss of data has besn revised apnd reclassiiied & numter

w25 since Jaran Joined zthe Development Assistapce Comzittee of
tha I.:..z:i:a"‘ﬂ"l fc:— Zeononis Coozerstion end Develosmeant in 1561,

Ao cmeugh Tusther revisions occurred in 196&, thwe data shown above ars
gged orimerily on the system of clagssification in use ip 1955 in
riar 2 freserve comperanilifty within the timespan being discussed.

[P

B. The Pattern of Aid ard [nvestiment Activities

1. Qificiel Aid

The reparations programs were the first and most important
phase of the official Japanese effort in the postwar period to provide

GGNFWTIAL
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long-term capital to less developed countries, ¥ This phase of

Japanese development assistance began with the San Francisco Treaty,
which provided for bilateral negotiations on the reparations issue., As
can be seen in the chronolegy (see Figure 1), negotiations on reparations
between Japan and the affected nations®® hegan in 951 and continued
intermittently through the settlement of outstanding issues with Singapore
in October 19606,

Grant commitments under various programs of reparations and
indemnifications, including those in the "normalization” agreement with
South Korea, have totaled over $1. 5% billion., Actual disbursements were
some $785 million through 1965, Grants extended "in lieu of reparations”
or in place of further reparations have amounted to an additional $147
million. Finally, eofficial loan commitments associated with the broad
category of indemnaification have added more than another 51. 0 billion,
but this type of aid has seen only limited use so far. Although more than
half of the regular reparations grants have been disbursed so far,
rermaining obligations for this or related grant aid are still large in the
cases of the Philippines, Burma, and South Korea; and the influence of
indemnifications on Japanese aid programs and policies, although
dirmunishing rapidly, will be present well past 1970.

Thus far, official economic aid not related to reparations and
indemnification has, for the most part, centered on government-to-
government agreements for yen credits and on suppliers' credits for
more than five years extended by the Export-Import Bank of Japan.
Although pertinent data are notably misleading prior to 1960 and incon-
sistent since then, the disbursement of some $200 milllen for 1965
provably represents a tripling of net annual disbursements under such
eredits since the late fifties. Japanese policy on credit assistance to
less developed countries has undergone a number of basic changes since
1937, In that year the scope of activities of the Export-Import Bank of

ar

i An alternative position would be that reparations do not constitute
conventional economic aid. Mevertheless, because Japanese repara-
tions have been an important source of foreign capital for development
and have been lncluded within "official grant and grant-like contri-
butions' in aid reviews by the Development Assistance Committee
(DAC) of the Orpanization for Economic Cooperation and Development
(CECD), they are treated as economic aid in this report.

#* Among the Asian nations entitled to reparations, Mationalist China,
[ndia, Cambodia, and Laos waived their rights to such settlement,
- G -
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JAPAM:; CHRONOLOGY OF A

1251

18523

15954

159535

1858:

1335;

SAM FRANCISCO PEACE TREATY (SEPTEMBEER)
REPARATIONS TALKS BEGIN WITH [NDONES]| A

ASSOCIATE MEMBERSHIP 1N ECOMOMIC COMMISSION FOR AS|A ANO THE FAR EAST {ECAFE)
[JANUARY)
REFARATIONS TALKES BEGSIN WITH THE PHILIPPIMES {JAMUARY)

FULL MEMBERSHIP [N ESAFE (APRIL)
CABIMET AMMOUMCES THREE=PSINT PROGRAM OF ECONOMIC COCPERATION WITH SOUTHEAST

ARlA (DECEMBER)

REPARATIONS TALKS BEGSIN WiTH BURMA [ALBSUST)
FULL MEMEBERSHIP IN THE COLOMAS PLAN [OCTOEER) AND FIRST POSTWAR TECHMITAL

ASSISTANCE TO SOUTHEAST ASIA THROUGH THAT ODRGAMIZATION
REPARATIONS AGREEMENT SIGNED WITH BURMA [(NOVEMBER)

BURMA REPARATIONS AGREEMENT BECOMES SFFECTIVE (APRIL)
SETTLEMENT AGREEMENT oM SPECIAL YEM PROSLEM SIGNED WiITH THAILAND FOR %15 MIL=-
LION 1IN CASH AMD S248 .7 MILLION [N LOANS {JULY)

FHILIPPINES REFARATIONS ASREEMENT SIGHED (MAY)
FHILIPPINES REPARATIONS AGRESMENT BECOMES EFFECTIVE (JULY)

JAPAN DECLARES INTENTION TD ASSIST MEKONG DEVELOPMENT SCHEME (MARCH)

DVERSEAS INVESTMENT INSURAMCE SYS3TEM REVISED TO COVER LOSSES THROUGH MAT-
IQNALIZATION AND TO INCLUDE COVERAGE FOR CAPITAL REPATRIATION PROBLEMS {MAY)

SEXFOAT=IMBEORT BANK LAW REVISED TO ALLOW BROADER RAMGE OF OVERSEAS

ASTIWITIES {MAY)

INDONESIA REFARATIONS AGREEMENT SIGHED r,.l.ﬂ.h'u.ﬁ;w]-

FIRET GUVERNMENT=TO-GOVERNMENT CREDIT AGRESMENT {330 MILLION) CONCLUDED WITH
D& {FESRUARY)

FHODHESIA REPARATIONS AGREEMENT BECOMES EFFECTIVE [APRIL)

LAOS GRANT AID ("IN LIEU OF REPARATIONS') AGREED TO {OCTOBER)

LADS GRANT AID ("IN LIEU OF REPARATIONS') BEGINS (JANUARY)
CAMBIOIA GRANT AID (1M LIZU OF REPARATIONS") AGREZD TO [(MARCH)
VIETHAM REPARATIONS AGREEMENT SIGHED [(MAY)

CAMBOD1A GRAMT AID ("IN LIEU OF REPARATIONS"} BEGING [JULY)
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Japan was enlarged to permit a wider range of credit activities
involving foreign governments and foreign corporations. Following this
liberalization of credit policy, the Expert-Import Bank entered into its
first major government-to-government credit, a so-called "special yen
agreement' for a long-term credit of $50 million to India in February
1958; and this sort of loan activity has expanded rapidly since then,

The necessarily high interest rates charged by the Export-Import
Bank impede credit assistance to less developed countries. To help
avercome this obstacle, the Japanese government created the Overseas
Economic Cooperation Fund (OECF) in March 1961, This organization,
initially authorized a capital fund of $47 million, was set up under the
Econormic Planning Agency to provide credits with provisions for repay-
ment over 20 years (including five-year grace periods) and interest
rates 5f 3.5 percent or less. Although the OECE is authorized to loan
directly to foreign goveraments or foreign firms, no such loans were
extended until mid- 1966, and its funds had instead been disbursed
primarily to Japanese firms engaged in development projects,

Among important developrents in the OECF in 1965 were a signifi-
cant increase in disbursements, increases in capitalization, changes in
the QECEF law permitting domestic borrowing and the issuance of bonds,
and provisions for a total of roughly $250 millien in official credits for
Jouth Korea and MNationalist China to be disbursed through the OECEF at
relatively liberal terms. ® By the end of 1965, lozrs outstanding (that is,
disbursements less repayments) under the OECE amounted to 537.7
million, and totzl commitments were 557. 4 millioa at the end of
January 1966. A sum of 520. 8 million was appropriated in the Japanese
budget for Fiscal Year (FY) 1966%* as a capital subscription to the
OECE. A like sum was authorized for lending to the OECF by the Trust
Fund Bureau during FY 1966 to help meet the OECF's growing require-
ments, but there was general recognition among the ministries and
agencies concerned with foreign aid that continued borrowing of this sort
could prejudice the low interest rates of OECE loans. The Director of
the QECF Loan Department has estimated that only about 52. 8 million
would be borrowed by the CECFE in FY 1966,

# The credits to South Korea and Mationalist China are the first cases
in which the OECF actually has authorized terms as liberal as 3. 5 per-
ceat interest with repayment over 20 years, the most liberal terms
through March 1965 having been 5. 5 percent and 12 years,

#wi The Japanese fiscal year begins on | April of the year specified.

= 13 -
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Met contributions to multilateral agencies have been the priacipal
rernaining category of official Japanese capital flows classified by the
Development Assistance Comrmittee {DAC) of the Organization for
" Economic Cooperation arnd Developmernt {OECD) as economic aid.

From 1950 through 1965 this category accounted for some 5135 million,
or about 7 percent of the total flow of official Japanese capital to the
less developed countries. Included in it were grants to various inter-
national agencies and subscriptions to the International Bank for
Reconstruction and Development (IBRD) and its affiliated organizations.
In 1945 these net contributions totaled $17. 5 million, but & special
increase in the capital of the [BRD and an initial payment of 520 millien
on a capital subscription of $200 million to the Asian Development Bank
probably razised the figure to almost $50 million for 1966,

Special note should be taken of the small but increasing role played
by technical and academic assistance in Japan's official and private aid
programs, Disbursements of official bilateral grants for technical
cooperation (other than the limited amounts under reparations) totaled
only $24. 3 million from 1960 through 1965, but over the period the
annual disbursements grew from $2. 2 million to 36. 0 million. The
Japanese government has frequently argued that Jzpan has a distinet
contribution to make in the area of technical assistance, and this attitude
will probably be reflected in the continued growth of technical coopera-

tion granta,

The creation of the Overseas Technical Cooperation Agency (OTCA)
under the Ministry of Foreign Affairs in June 1902 was an important
step forward in the coordination of publie and private technical assistance
srograms. * Programs of the public and private sectors supervised or
coordinated by this agency include training in Japan, the dispatch of
fapanese experts to less developed countries, ‘he establishment and
operztion of overseas technical training centers, and the preparation of
{easibility studies. [n 1965 the OTCA broadened its activities through
the creation of a Japanese Peace Corps, known officially 2s the Japan
Cversezs Cooperation Volunteers {JOCV). Budgetary appropriations for
technical cooperation in FY 1965 and 1966 covering the activities of the
OTCA and various subsidies for private technical aid amounted to 57. 5
rmillion and 59, 4 million, respectively.

Zven hefore this, however, the Japanese government subsidized much

2f the nominally private activity in this field,
- 14 -
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2. Private Capital Flows

Disburserments of private loans and investments have accounted for
a considerable share of the flow of Japanese long-term capital to the less
developed countries, Totaling over $750 million from L1950 through 19465,
these disbursements have accounted for about 30 percent of the total net
flow. These figures for private assistance include direct investment in
developing countries, net private trade credits of over five years, and
portiolio investments in multilateral agencies. Of these categories,
direct investment, which amounted to two-thirds of the net private
capital flow from 1946l ti'tr-i}ugh 1965, is the most significant; but the
relatively wvolatile category of trade credits has also been an important
component in the private capital flow %

The curmulative value of Japanese private direct investment in
productive activities®* in the less developed countries since 1951 was in
excass of 5580 million at the end of March 19656, The flow of this amount
was in no small measure facilitated by Export-Import Bank credits that
in some Instances provided up to 50 percent of the walue of project costs
directly to Japanese {irms and threugh them to foreign partners, Various
institutional measures such as the Export Proceeds Insurance Scheme,
the Owerseas Investment Principal Insurance System, and the Overseas
Investment Profit Insurance Program also have contributed to an improved
climate for private credit and investment activities abroad, but Japanese
businessmen are still quite apprehensive about pelitical and economic
uncertainties in the developing countries.

Such Japanese private direct investment abroad as has taken place so
far has followed three basic patterns., The two most prevalent are those
in which the Japanese party to an agreement acquires stock in a foreign
Hrm by supplying capital, technology, or cash and those in which the
Japanese investor extends credits for basic funds for equipment or working
capital in exchange for claims for subsequent repayment in cash or through
production-sharing. The second arrangement usually produces a long-term

relationship tantamount to equity investment. Though it may provide less

® Using the new definitions adopted by the Japanese government in 1966,
direct investmeant accounted for 47 percent and private trade credits for
53 percent of the private long-term capital flow from Japan to the less
developed countries from 1962 through 1965,

@# That is, enterprises other than commercial facilities for Japanese
exporis and overseas branches of Japanese firmas,

- 15 =
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Japanese control over & firm's eperations, this arrangement is often used
to get arcund the various restrictions imposed on foreign investments

in the underdeveloped countries and to reduce the risk of losses

through nationalization. A third and less frequent method of invest-

ment abroad, the most notable example of which is the Japanese-owned
Arabian Oil Company in the Middle East, is that wherein the Japanese
firm directly undertakes a project through the acquisition of real estate

or mining rights,

C. Factors Inhibiting Increases in Aid

A8 Japan passes from the periced of reparations and indemnifica-
tions into one of more conventional economic aid, there is much interest
in its prospects for assuming a larger aid burden commensurate with its
position as a major industrial power. On the one hand, Jzpan mavy
ultimately be able to assume a more active role in economic assistance
than any of the Luropean nations, because its national product probably
15 destined to exceed all but those of the United States and the USSE;
and the small share expended on defense is unique among the major
powers. On the other hand, Japan has a larger population than zny of the
European powers except the USSR, and its per capita national output is
rzlatively small. Moreover, inthe shortrunatleast, the degree of per-
jevarance that characterized Japan's efforts to normalize its econemic
relations with former enemies is not likely to be matched in its responses
12 the pressing capital requirements of the developing countries.

The problems that inhibit increases in the flow of Japanese capital
te developing countries are these common to all donors plus a few that
zre peculiar, at lezst in some degree, to Japan. Like all the major
denor nations, Japan 1s concerned about the effect of foreign aid on its
salance of payments, The balance on eurrent account, in deficit since
t90l, swung inte surplus in 1965 and 1966 with strong improvement in
mercnandise trade. Despite a continued large deficit in the capital
account, ancther overall surplus, this time armounting to $335 millien,
occurred in the balance of payments for 1966. Nevertheless, Japanese
officials and businessmien are wary of long-term capital commitments
thal might produce or aggravate balance-cf-payments difficulties.

Tre Jzpanese, in common with others, are also inhibited by
conditions in the recipient countries. Japan has been particularly vocal
in oointing out the limited zbsorptive capacity of the developing
countries lor foreign capitzl. Thus far, this attitude has led the Japanese
12 avoid meeting the long-term development requirements of less

- 16 -
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developed countries and to focus on ald to specific projects. Owver

time, however, Japaness participation in aid consortia may foster a
greater sense of responsibility for comprehensive development efforts,
Recognition of the limitations of less developed countries in planning and
staffing economic programs ultimately could be channeled into a greatly
expanded Japanese technical and academic assistance effort, but in 1966
Japan was still under attack in the DAC annual meetings for its small
contribution in this fleld.

Another factor inhibiting the flow of Japanese capital to the less
developed countries is the unfavorable climate for private investment in
these areas. Despite the national fixations of the Japanese on the
necessity for export growth and the desirability of diversification of
sources of raw materials, the private sector is still esgantially cautious
about extending its holdings in politically unstable nations. Of probably
greater Lmportance has been the high return available on investment at
home., Some of the obstacles to overseas investment have been offset by
the various government insurance prograrms, #* and Japanese investors
have appeared ready to accept greater risks in certain countries, such as
indonesia and Thailand, in which they hope to secure a preeminent posi-
tion in particular industries,

Although the problems discussed above have been sigpificant impedi-
ments to increased capital flows to the developing countries, they do not
particularly explain why Japan's contribution to economic development
abroad has been proportionately smaller than that of many other industrial
nations. The explanation lies in problems that affect Japan more strongly
than other nations. Some of the most important of these relate to Japan®s
comparative stage of economic development,

Among the DAC nations, which include all of the major Western aid
docors, Japan has the next to the smallest aational income per capita, as
can be seen in the following tabulation for 1964:

* See B, 2, above,
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Country s 2
United States 2, To0
Sweden 2,020
Canada 1,680
Dernmari 1,b50
Wesi Germany 1,610
Imited Kingdom 1,370
France 1,360
Norwey 1,310
Belgium 1,300
Ketherlands 1,130
Austria 820
Ttaly Tao
Japan aTo
Fortugal 310

Although Japan's per capita national income stood at $695 in 1965 and
grew rapidly in 1966, the order of rank shown above did not change.
Viewed within the context of per capita incomes, the United Nations
Conference on Trade and Development (UNCTAD) and DAC aid goal of

| percent of national income can ba described as a sort of regressive
tzx, and Japanese arguments in the past of inability to meet this standard
because of income levels are more convincing than those of most other
donors, Indeed, Japanese performance by this criterion alone has been
guite respectable. Feor 1964, computation of the net flow of official and
orivate long-term capital to less developed countries as a share of
patioral income shows Japan ranking with Italy, Canada, and Norway
(which clester around 0.5 percent), significantly ahead of Austria and
Denmark, and behind such nations as Belgium, West Germany, the
Netherlands, the United Kingdom, and the United States {which approach
or slightiv exceed 1 percent).

Aid 15 inhibited alse by economic preblems arising from the unusually
rapid pace of growth in Japan, The flow of loeng-term capital from the
country is affected by rapid growth in at least three unfavorable ways.
First, the strong demand for domestic investment in manufacturing that
nas gustzinad Japanese growth rates yields high domestic interest rates
tha: tend to make overseas investment less attractive. Second, these high
interest charges affect the rates at which funds may be borrowed by
government agencies such as the Export-Import Bank and the OECF, and
{until & few instances in the last two years) credits extended to the less
developed countries by these agencies have had to be offered at terms
~o more attractive than those of the IBAD. ¥ Finally, the remarkably

= Although the OECF now loans at lower rates, all bilateral Japanese
iokrs to less developed countries are tied to procurement in Japan, Thus
fapan is not strictly competitive with the IBRD in loan assistance.

- 18 -
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strong demand for investment in the private sector, of which the tight
domeastic capital market is symptomatic, has meant inadeqguate invest-
ment in the public secter. This last consideration suggests that budget
appropriations for Japanese aid will have to compete against increasingly
strong demands for Japanese government spending on housing and public
waorks at home.

For a number of reasons, the Japanese find it hard to secure public
and parliamentary approval of significant enlargement of their official
aid effort, Although the public is aware of the importance of foreign
trade to Japan's industrial growth, it has only the most tentative impres-
sion of the receat emergence of the national economy into the front rank
of major economic powers and generally has no conception of how Japan
might contribute to the needs of developing countries, Public confusion
on Japan's role as a donor country is compounded by the lack of coOOpera-
tion or constructive suggestions from the Japan Socialist Party. Areas
of bipartisan agreement on foreign aid policy are notably absent in
Japanese politics, and the fact that the Socialists have had no experience
in administering Japanese aid only aggravates this problem. In late June
1966 the Socialists embarrassed the Sato government internationally by
blocking the passage in regular Diet session of an appropriation for the
Asian Development Bank. At the same time the Socialists advanced a
rather naive "long-range policy' on Japanese aid that called for, among
orner things, the creation of a "Peace and Prosperity Force” from
personnel of the Japan Self-Defense Foreces to improve relations with
ether countries. Besides the fact that the Japar Overseas Cooperation
Volunteers are already performing the function of such an srganization,
this proposal raises the question of how Southeast Asians might react to
the gresence of an organization with a Japanese military background.

The most pressing problem is the need for better administrative
crganization and coordination between official agencies. The principal
agancies conpcerned with fﬂreign ald and investment and their responsi-
bilities are as follows:

Ministry of Foreign Affairs

Assumes leading role in generating
gld proposils; supervises Overseas
Technical Cooperation Agency;
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Ministry of Finance

Qeccuples pivotal budgetary position;
wields important discretionary power
in extensions of credits and allocation
of some grants; supervises Export-Import
Bank and exercises strong influence on
operation of the Owverseas Economic
Cooperation Fund;

Ministrv of International Trade and Industry (MITI)

Presses commercial interests in
fermulation of official aid policies; supervises
Agian Fconomic Research Bureau:

Economic Planning Agency

Participates in formulation of long-
term aid goals; officially responsible for
supervision of OECF.

There are rivalries among these organizations that reflect both the
particular perspectives of the various organizations and the fact that
ministers are often chosen so 23 to balance the Liberal Democratic
factions in the Cabinet, Thus the attributes cumulatively described as
‘commercialism' in Japanese aid activities are readily associable with
MITI's primary mission of promoting exports or the caution of the
Tinance Minlsiry in assessing credit risks. The Foreign Ministry,

it characteristically takes the most positive stance toward increased
zrd more liceral 2id, has found itself embarrassingly ahead of the rest of
the Jrpanese government on many eccasions, This gap has been partially
closed by the growing emphasis of Prime Minister Sato on a greater
Jagparese role in regional economic affairs in Asia, by the repeated incan-
tations of former Finance Minister Fukuda that Japan would meet the

YnCTAD ald goel of | percent of natienal income, # and by the relatively

.

it is worin noting that the achievement of this much-discussed goal
wes not tied to any particular time until the Ministry of Foreign Affairs
picked F'Y [958 as target year in a draflt three-year economic cooperation
program completed in Mareh 1966, The program apparently has not yet
received the blessing of the Ministry of Finance. At the annual DAC
seview ol Jepan's aid program in June 19866, Foreign Ministry officials
were still uawilling to specify a target year,
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irmaginative suggestions for assistance in 2griculture and marketing of
primary products to less developed countries that emanated from MITI
under the leadership of the politically ambitious Takeo Miki. One of
the most encouraging features of the Southeast Asian Ministerial
Conference on Development held in Tokyo in early April 1966 was the
direct involvement of the whele Japanese Cabinet in discussions of
regional economic cooperation. Participation in such an international
conference created pressure for more creative thinking on economic
development, and, exposed to public view, the wvarious Cabinet members
discussed assistance in joint development activities more daring than
they would otherwise have been inclined to support.

-2l -
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II. JAPANESE AID TO FREE ASLA

A, The Bepion's Share of Japanese Ald and Investment Activities

Asia has been the principal beneficiary of Japanese aid activities. #
Although basic data are often inconsistent, the following crude estimates
may be made of annual Japanese official and private financial assistance
to the Free Agian countries:

Year Million US %
1950 125
1961 1565
1962 145
1563 175
156k 200
1965 265

A comparison of these figures with the data in Table 1 shows that Free
Asia received about 60 percent of all Japanese assistance to the less
developed nations from 1960 through 19585, Although data for earlier
periods are inadeguate to make specific, reliable comparisons, the
Free Asian share of Japanese official and private assistance was
probably significantly higher than two-thirds in most years prior to
1560,

Beparations and indemnifications have been the most important
elerment in official grant aid, accounting for about 95 percent of the
total to date. All of the disbursements under these reparations
programs were made to Asian countries, as well as $40. 1 millien
in officizl bilateral grants (see Table £). OMficizl grant aid has gone
almost exclusively to Asia, and this trend is likely to continue for the
foreseeable future., Although the regular reparations programs in
Burma and South YVietnam have been completed, such current com-
mitments a3 reparations to the Philippines, continued grant aid to
Burma and Indonesia, and grants under the normalization treaty
with South Korea will probably account for well over half of the
disbursements of bilateral grant aid over the next few years.

* TFor major details of commitments of official grant and credit
aid to Asian countries, gee Table 3.
- 2 -
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Table 2

Japan: OCrant Add to Free Asian Countries
1950-65

Thousend US &

To Fres fAsion Countries

Total

Bilstergl

Grent Aid Eeparations and Total Grenw
to all Countries Indemaifications Oiher CGrents Ald a/f

1550-5% =/ 335,800 395,800 395,800
1960 66,500 6l , 300 2,130 66,500
15681 67,000 65,100 1,700 &6,800
1562 Th , 600 69,500 cf L, 100 73,800
1663 76,700 4,900 ¢ 19, 800 13,700
1564 68, 700 £0,500 ¢/ &, Loo &7 ,000
1565 d2,200 65,600 o 15,000 B0, 600

Total 532,700 T85,T00 Lo, 100 B26 ., 000

. Sezxacse of rounding, components may not add ta the totsl showm.
Including settlement of an Indonesian trade deficit of 3178.9%

' e qo

1.xicn end paycenis for the Thal Special Yen Account.
2. Inmsiuding disbursements under the Thei Special Yen Account for
(oSN AE,
Losi-g

Bilateral grants other than those related o reparations, Korean
normalization, and the special grant program for Burma have been
ctspursec primarily for technical assistance. In this category, Asia
has again been the principal beneficiary. Thus, of 2 total of some
320 million in grants for technical assistance from 1962 through 1965,
almost three-fourths went to Free Asgia. In addition to financing the
gverseas activities of Japanese technicians, these grants have funded
the fapanese share of establishing technical training centers in a
number of Asian countrias,

The share of Southeast Asia in Japanese official loans is more
diffieult to gauge because of recurring changes in classification of
cata. In anmual presentations to DAC, the Japanese government has
cited figureg indicating that gince 1963 well over three-fourths of the
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annual net disbursements of all official loans to less developed countries
have gone to Free Asia.™ By far the largest part of these disbursements
has been channeled through the Export-Import Bank of Japan. After
adjusting available regicnal data of the Export-Import Bank for FY 1963
and 1964 to exclude credits to developed countries, the Free Asian share
of credit commitments to the less developed countries in those years
amounts to over 50 percent. This figure may misstate the region's
share of I-c}ﬂg—tcrm assistance, for it includes credits for less than five
yezrs. Despite the inadequacy of such an indicator, it is clear that
credit commitments by the Export-Import Bank to Asian countries are
both numerous and of major importance. Indeed, by the end of FY 1964,
"gpecial yen" agreements*¥ with India and Pakistan had accounted for

10 percent of all credit commitments since the founding of the Export-
Import Bank in 1950, %%% Finally, using all Export-Import Bank loans
outstanding to the less developed arsas of the world at the end of FY 1964
as another crude index of this erganization's participation in Japan's
long-term eredit assistance, loans to Free Asia account for about half
the total.

Since 1901 the OECF has also participated in Japan's credit
agsistance, and the activities of this institution again indicate the
primary position of Free Asia in official Japanese aid. Although only
about half of the 557. 4 million in total commitments of the OECFE as
of the end of January 1966 was accounted for by Free Asian countries,
the QECE was responsible for disbursing funds over 10 years to South
Korea under a line of credit for $200 million related to the normalization
treaty and to Mationalist China ever [ive years under a portion of a 5150
million line of credit also agreed to in 1965, The Director of the OECFE
Loan Departrment indicated in early 1964 that, despite a capital sub-
scription of 520. 8 million in the national budget for FY 1966, he expectad
nalf of the total funds of 364 million available to the OECF to be required
to meat 1966 disbursements under the Korean and Nationalist Chinese
comimitments. Increasing pressure from other donors and from the less
developed countries themselves for more liberal Japanese credit terms

# In 1961 and 1962 the Asian share of net afficial credit disbursements
stood at an unusually low 40 percent. This was the result of heavy
gisbursements on a steel mill in Brazil and lags in implementation of
"special ven'" credits to India and Pakistan.

=% See I, B, above, :

wel Between the end of FY 1964 and February 1967, enother $300
million of major credits were extended to India, Pakistan, MNationalist
China, and Malaysia alone by the Export-Import Bank.
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mey lead to further expansion of OQECFEF activities; but, partially because
of a sense of familiarity with the region, Japanese business interests
probably will tend to focus these activities on Southeast Asia in general
and Indonesia in particular, ¥

Although regional data on long-term private capital flows*¥ froam
Japan to the less developed countries are both scarce and inconsistent,
available information indicates that Free Asia received about a third of
such capital irom 1962 through 1965. Ower this pericd the annual flows
to the region ranged from less than one-third to an exceptional one-hal{
of total Japanese investment and long-term private credits to the less
developed countries. Of the two major categories, Free Asia received
a2 greater net share of guaranteed private export credits than of net
direct investment. Indeed, despite 2 considerable number of individual
investments in a2 wide variety of enterprises throughout Asia, the stock
of Japanese investment in the region at the end of 1965 amounted to
only about 28 percent of total Japanese investment in less developed
countries. In no small measure, this pattern is a reflection of the
unreceptive attitude toward foreign private investment on the part
of several governments of the region.

E. The Javanese Role in MNatignal Development Activities

All of the countries of Free Asia have been recipients of Japanese
long-term capital. In some of these countries the relative importance
ol tnig assistance to econamic development has been especially note-
worthy., Thus 5200 million in reparztions have been by far the most
impertant postwar source of official foreign grants for Burma, and
e successor program of 5140 miilion in grants occupies the same
gsition among Burma's present resources for financing developmenit,
n [ndonesiz and the Fhilippines, Japanese reparations have been
secong only to US aid as a source of grant disbursements, and unpaid
balances under the reparations program in the Fhilippines are

=

£

* In Indonesia, OECE credits have helped provide capital for
aroduction-sharing investments in petroleum, nickel ore, and
{foresiry development projects.

“# Data that {ellow are [or private direct {equity) invesiment and
vernment-guaranteed credits for more than {ive years.

[ ]
o
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currently the principal grant commitments to that nation.* The
grants and loans to be provided to South Korea under the normal-
ization treaty will make Japan the second-ranking donor of ald to
that natien. Through its "special yen'" credits, Japan, as a member
of aid consortia, has also been a significant participant in the economic
development of India and Pakistan. A credit for 5150 million to be
disbursed over five years to Nationalist China will bring the annual
amount of Japanese assistance to that country almost to the level of
the remaining U5 economic assistance. Japan has also become a
major coatributor of official foreign aid for the current Malaysian
five-year development program through the extension of 2 $50
million credit in late November 1966, Conclusion of an agreement
on 2 similar 560 millien credit to Thailand, which is still under
discussion, would greatly enhance the Japanese role in that nation's
development activities,

l. ©Oifficial Aid Activities

The gquality or yield of pificial Japanese assistance in the
countries of Free Asia is difficult to describe in other than general
terms. Japan, like other donor countries, has encountered difii-
culties in administering project aid. A recurrent theme in criticisms
of Japanese aid has been the failure to consider the requirements of
the recipient. There are reasons to suspect that this criticism,
although valid, may lose some of its applicability as the reparations
payments draw to a close. The Japanese have felt that reparations
payments should be completed as expeditiously as possible, and the
nature and mechanics of these transactions are not conducive to
strong Japanese suggestions on end use, Officials of the Philippine
government have done some soul-searching in recent times, and a
renresentative judgment is that only abkout 60 percent of the rep-
arations disbursed in that country were effectively used for natiomal
economic development. Both ex-President Macapagal and President
Marcos have expressed concern over waste by Philippine recipients

“ The remaining reparations commitments to Indonesia are not as
large or accessible a3 the 5300 million or more as yet undisbursed
to the Philippines. Of 54£, % million still due Indonesia as of
December 1966, 539.7 million secures loans upon which Indonesia
will probably be unable to make further payments,

- 27 -
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of this aid and have urged that more productive use should be made
of this important source of foreign capital. *

More effective coordination of Japanese ald activities with national
development programs of the recipients might be achieved through
increased involvement in aid consortia. The Japanese have been reparded
as cooperative participants in the consortia for India and Pakistan. To
avert the disorder that might attend a loosely administered normal-
ization program in Korea, the United States sought to have Japan partie-
ipate in a Consultative Group for that country, and the Japanese joined
the group for its first formal meeting in December 1966. The activities
of consortia provide the Japanese Ministry of Foreign Affairs with
justification in arguing to the Ministry of Finance that Japan ig being
asked to give its "fair share” in assistance to the recipients. Thus
far, however, this has done little to overcome the necessity that the
Foreign Ministry justify aid programs on the basis of potential trade
gzins.

Cfficial Japanese reparations and aid have been disbursed for a
wide variety of end purposes, as can be seen in Table 3 (which shows
some of the forms of official Japanese aid to Free Asia). Principal
projects have included major public works (such as power plants, an
irrigation scheme, bridges, and water supply systems -- see Figure 2
and contributions to industrial development through the construction
of numerous plants in both light and heavy industries throughout the
region. Within the recipient countries, these praojects frequently
nave been notable for either scale or type. Thus the Balu Chaung
nydroeclectric plant in Burma and the Da Nhim hydroelectric plant
in South Vietnarm®¥*are the largest such installations and the principal
giements of installed capacity in these countries. The Brantus River
Zevelooment project in Indonesia has been racked with difficulties
&ng, at Dest, can only be completed well past the target date of 1969,
This project, which was to include the nation's second or third largest
nyaroelectric installation, was intended to supply the power necessary
regional industrial development in eastern Java and major irrigation
and flocd control facilities for the nation's leading agricultural area.

e
[

o Teo secure more eifective use of these funds, Marcos has urged
legislation to channel all rermaining reparations to the public sector.
== This installation has not been in full use since May 1965 as a
seaull of Viet Cong sabotage to the power lines.
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FIZLRE 2

JAFAM; SELECTED ALD PROJECTS IN FREZE ASIA

EURMA: EXTERIZR ViElWw OF THE BURMA: IMTERIOR VIEW OF THE BALU CHAUNG
BALL CHAUMG POWER STATION PFOWERHOUSE

SOUTH VIETHAM; D& MHIM FALLES HYDRAD=
ELECTRIGC DARM

INDOMESIA: MUSI RIVER BRIDGE
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In India the projects in which Japan has participated under the "special
ven' credits have included the construction of two particularly large
fertilizer plants and the nation's leading plant for making alloy and
special steels. A 150, 000-ton steel ingot plant that is, in essence,
Pakistan's modern steel industry is alse a Japanese-aided project, ¥
Two of the eight operating cement plants in the Philippines, accounting
for over 20 percent of annual production, were equipped under the
reparations program, and a third plant had not yet received all of

its reparations-financed equipment in late July 1966,

Nonproject assistance by the Japanese government to the less
developed countries has also been extensive and has taken the forms
of both capital equipment and consumer goods. The reparations
agreements covered such aid, and subsequent grants have also
provided for various types of nonproject uses. Those suppliers’
gredits and government-to-government credits of the Export-Import
Bank that until recently comprised Japan's only loan assistance
program to the less developed countries were {requently nonproject
atd. Although future "special yen" credits to India and Pakistan and
loarns under the normalization agreement with South Korea probably
will be oriented primarily to specific development projects, nonproject
assistance will continue to be an important element of the capital flow
from Japan to the other Free Aslan countries. Attempts to draw a
sharo line berween project and nonproject aid or to assign aggregate
values to either category may cause unnecessary conifusion. In the
casa of Japan, the major role played by transportation equipment and
indusirial machinery in nonproiect aid increases this risk. Thus it
is sornewhat arbitrary to describe the supply of 15 large oceangoing
ireighters and 3 smaller interisland ships to the Fhilippines as
"manzroject' aid when it might as easily be regarded as a major
omponent of an infrastructure "project” for the Philippine [leet.
ce-.:igu.--e 3). A similar problem would arise in connection with
the {irst normalization loan oy the OECE to Korea, which provided
[l million for purchases of rolling stock. As the Japanese aid program
moves out of the era of reparations, Japan (both as & bilateral donor
and a member of consortia) will become increasingly concerned with
sordinating its nonproject aid with national development goals abroad.
Fareizn pressures on the Japanese government to restrict supplies of

rE o
iy

[}

Opened on 1 February 1967, this plant will be increased to a
capacizy of 230, 000 metric tons over the next few years. (Ton-

mages are given in metric tons.)
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JAPAN: THONPROJECT AlD TO THE PHILIFPIMES
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THE VESSEL MARIA ROSELLO

consumer goods in favor of nonproject aid in the forms of industrial
and transportation machinery and agricultural equipment will tend to
increasze. At the same time, the numerous difficulties encountered
by the Japanese textile industry in the United States and ather markets
will mean a continuing effort on the part of that industry to sustain
gales through participation in official aid programs, and it is likely
that the Japanese government will continue to offer textiles in such
emergency credit assistance as that extended to Ceylon and Indonesia
in 1965 and 1966,

Extensive technical assistance has also been provided by Japan
to the developing countries of Free Asia. The most important element
of the Japanese technical assistance "program''¥ is the training of
students and technicians in Japan (see Figure 4). Country totals for
this activity, shown in Table 4, reflect trainees both under programs
for which Japan bore {ull expenses and under those for which it bore

only part of the costs, %%

% Toar a description of the forms that Japan's technical assistance
tekes, see p. 14, above,
#¢ The latter category includes the US-Japan Joint Third Country
Trzining Program, under which some 2, 200 personnel were trained
before it phased out beginning in 1944, and the varisus United
Mations programs.

- 33 -
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FIGURE 4

TRAINING IN JAPAN OF STUREMTS AMD TECHMICIANS FROM FREE ASIAN COUMTRIES

IMNSTRUCTION (N TEXTILE PRINTING TO AN IROD—
MESIAN TECHMICIAN IM JAPAN

INSTRUCTION TO A BURMESE TECHMICIAN AT
THE JAPANESE ATOMIC ENERGY RESEARCH
INSTITUTE

Teble L

caren:  Acadezic gnd Technical Training of Free Asian
Total for 1254-66 af

Soan e umper of Trainees Country fumber of Trainegs

vatizmzlist Thina 1,055 Fekistan 132
2 9635 Cambadia 228
a924 Ceylan 220
gk Vietnem 207

542 Other Free Asian 520 b/

398 ALl gther 1,486 b/

Total World T.500 bf
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Althoupgh it may be useful to distinguish between the categories
of "academnic students"” and "technical trainees" for some purpeses,
the thrust of the Japanese training effort can best be visunalized as an
sffort to provide advanced or specialized training to both experienced
nondegree and degree students or trainees. On the basis of fragmen-
tary data, it appears that about 25 to 30 percent of the technical and
academic trainees from Free Asia probably have received instruction
in zgriculture and fishing, with distinctly smaller shares being trained
for a variety of other fields. As can be seen from Table 5, which
shows the number of Free Asian students and trainees in Japan in 1965,
agriculture currently places second to engineering among academic
disciplines and second to the field of public utilities in technical

training.
Table 5

Fialds of Instruction of Free Asian Academic Students
gnd Technical Trainees in Jaran

1565
Humber Humzer of
Fiald of Sfudents Fleld Technical Trainees

Enginesring igé Power, transport, and 1Tl

commubications
AZviculiure 35 Agriculture 163
Hedizins Lg Industry, =ining, and 159

hzadicraltis
Za2ial sciences L3 Public administration kg
Yatural sciences ig Health services L5
Qther LT Other 112

in addition to training programs at home, Japan sponsors
considerable technical assistance abroad (see Figure 5). Since

- 35 .
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FIGURE &

JAPAM: OVERSEAS TECHHICAL ASSISTANCE T8O FRAEE AS|IAN COUNTRIES

it

A
iy
i I/

—
-

i
i

{ ,é, F

S ad

INSTRUCTION ON THE JPERATION OF A FISH DETECSTOR IM THE PHILIPPIMES

IHETRUCTICN O THE OPERATION OF A THREEHING MACHINE AT THE AGRICLIL =
TUSAL TRAINING CENTER IH PAKISTAN




CDNFWIAL

1954 the Japanese government has dispatched over B00 experts to Free
Agian countries. ¥ In 1965 the 425 axperts and techniciang in Free Asia
being financed by the Japanese government were distributed by fields as
follows;

Exparts and Experts and
Field Techniciang Field Teshnisians
riculture 116 Education 33
Todustry,; mining, and 105 Health services 30
handicrafts
Econcmic planning a5 Other sarvices L
and surveys
Power, transport, and 55
communicatlions 1

Japan also has helped a number of Free Asian countries establish training
centers. These have included eight agricultural demonstration farms in
India, agricultural training centers in Cambodia and Pakistan, a fisheries
center in Ceylon, a marine-products center in India, small-scale industry
centers in Afghanistan and [ndia, telecormmunications centers in Pakistan
and Thailand, medical centers in Cambodia and Thailand, and a road con-
struction center in Thailand., Related to this form of assistance are cur-
rent plans of the Ministry of International Trade and Industry to assist in
the construction and operation of model industrial plants abroad. Proposals
for FY 1967 include a rice-bran oil plant for Cambodia and an agricultural
implements plant for Laos. Finally, Japanese technical assistance has
included many preinvestment and feasibility studies on mineral resources,
insrasiructure projects, and industrial development.

2. Private investment Activities

Consideration of the role of Japan's private sector in the national
development activities of Free Asian countries is hampered by inadequate
cata and the fragmentary nature of reports on specific transactions., Data

Although pertinent figures are extremely sparse and cutdated, it is
possible that the private sector has sent five times as many technicians
t2 Free Asia in connection with exports of machinery and equipment and
orivate investment in the region.

.37 -
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recently published by the Ministry of Finance show the following percentage
distribution by preductive activities of 2 total Japanese investmnent flow of
$177.8 million to Free Asia from FY 1951 through FY 1965:

Productive Activities Perpent Productive Activities Parcent

Agriculture, foresiry, 5 H Steel and other metels &

and fisheries
Mining Ll General machinery 4
Food processing 13 Electrical machinery 3
Textiles 11 Other 16
Total 100

The Japanese apparently have been unable or reluctant to publish compila-
tiens showing the related information on the stock of their investrnent by
projects or countries, Some sense of the kinds of projects in which the
Japanese have participated can be derived from the list (which is less than
exhaustive] of lines of postwar investment in Figure &, Data on the stock
of investment by countries for 1960 have been extracted for Table & from
one of the relatively rare Japanese releases of information on this topic,
Aead in conjunction with Table 7, * which shows the net flow of Japanese
zivect investment to Free Asizg for 1963-65, these data provide a number

af reliable general impressions.

# Mote that the data are In no way additive because of the gap from 1960
tnrouwgn 1962, Some {low data are available for this period but, because
of various inadequacies, are not shown hare,
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Tahle &

gtock of Japeanese Privete Direct Investment in Free Asiz

as of March 1960

Thousand US 3

Milioppines

India {including Goa) af
Maleysis (ineluding Singapors)
Thalland

Indonesia o
Netionalist Ching bf

Parlstan

Hong Kong

COthar

Totel Fras fsfa

Tatal oversess imvestment

B ,282
6,31k
5,937
3,021
1,71
1,k1=

635

209
3,080

1&15ﬂ2
155 :-Er_-:'l

2. Gos accounted for 4.1 pillion of this total.
5. In sarly 1967 the Nationelist Chinese Minister of Seonomic Affeirs steted that
Jazens3s investment in Natiomalist China over tha last 12 years [1955-66) had
toteesd 511 million.
Table 7
Het Flow of Jepenase Private Direct Investment to Fres Asia af
Total for 1963-6%
Thopgand US &
Sector Total Walue
of
Menulacturing Minerals Other Investaent Flow
Thnaflan? 27,995 04 2,502 31,181
Tniimasie ¥, 15,973 y 16,973 bf
Welzvsia (inzluding Singapore 8,528 -127 973 9, 7TTh
Zanr Fang 4,805 20 1,302 6,127
aziznalizs Chine i,9u0 =13 102 h,023 ef
Inils 1,382 -122 241 1,501
SzzlzTan 187 o 1,179 1,366
hiliprinas 0 1,148 TS 1,223
-shar 348 197 2l 65
Tatal 47,583 18,57 46,558 T2, 71T

zziuding reinvested earnings for 1565 anly.

niek 33.3 million wes invested in petrolsum development.

am =ha zacond faoinote in Table &.
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Thailand (and especially its manufacturing sector) is clearly the
major beneficiary of Japanese private investment, with the surge in
Japanese activities in this country beginning after 1960, Both before
and since 1960, there has been significant Japanese investment in
Malaysia and Singapore. The data also reflect considerable Japanese
investment in Indenesia, which indicates that the production-sharing
approach to investment is sufficiently attractive in that case to
counterbalance myriad problems of pelitical and economic instability,
India, where private initiatives have been stymied by extensive
government controls and participation in industry, has received
little Japanese private investment; and this point becomes even meore
apparent when some 54. 1 million of investment in Goa, then a
Portuguese colony, is deducted from the 1960 data, ** Finally, the
two tables point up a decline in the share of the Philippines in Japanese
private investment that results from two unrelated factors. First,
Japanese investment in the minerals sector and in forestry took the
form of production sharing, and initial-outflows of capital frem Japan
were later offset by inflows of resources from the Philippines that
thereby rep resented Japanese disinvestment. Second, Japanese
investment in any joint ventures has been held vup by the reluctance
of the Philippine Congress to ratify the Treaty of Amity, Commerce
and Navigation signed in December 1960 and ratified shortly there-
after by the Japanese Diet,

=. The Japanese Role in Reglonal Development Activities

During the 1950's, Japan slowly reestablished its presence as a
significant participant in the economic affairs of Free Agia, Increasing
bilateral aid, trade, and private investment were important factors in
this recovery. 3Somewhat greater difficulty was experienced by the
Japanese in trying to find their place in regional efforts to develop the
nations of Free Asia, This difficulty resulted from the lack of a sense
ol community or common purpose among the other Free Asian nations,

# QOwver five years ending in mid-1966, Japanese investment in joint
industrial ventures in Singapore reportedly amounted to $23. 5 milllen
{which was distributed among 19 companies), and 318. 3 million more was
expected to be invested by 1968. Japanese investment in Malaysia,
including a few overseas branches of Japanese firms, was more
reliably agssessed by Qctober 1966 at $10. 1 million spread among 27
enterorises,

#% Im January 1966 a Japanese newspaper reported the stock of Jap-
anese investment in India to be 58. 4 million, spread over some 200
difierent industrial ventures. All but some 25 of these ventures took
the form of technical collaboration [or licensing).

- 41 -
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the necessary Japanese preccoupation with reconstruction and growth,
and the reluctance of the Japaness to be accused of seeking a new version
of the Greater East Asia Co-Prosperity Sphere.

The postwar involvement of Japan in regional development activities
can be traced back to its acceptance as a full member of the Economic
Commission for Asia and the Far East (ECAFE) in April 1953 or of the
Colombe Flan in October 1954, {see Figure 1), but the real thrust of
Japanese effiorts to play a positive role in regional development
activities came in 1957 with the "Aslan-centered diplomacy” of Prime
Minister Kishi. Kishi toured the countries of Free Asia in 1957 and
carried the messages of Japan's peaceful interest in Asian economic
development and the necessity for closer regional cooperation. The
Kishi government concluded reparations agreements with Indonesia
and Vietnam, liberalized the credit functions of the Export-Import
Hank, initiated the "special yen' credits to India, and took measures
te stimulate private investment in less developed countries. It alse
offered a few cogent proposals for regional development. One of the
mast interesting of these was the suggestion that the advanced nations,
particularly the United States and Japan, should contribute capital for
z Southeast Asia Development Fund from which Free Asian nations
might borrow. Among a variety of other Japanese assistance efforts
in Tree Asia under the Kishl government, the dispatch in 1959 of thres

g missions to survey the Mekong River stands out as one of the
r aetivities of the Mekong Commission® and one of the first
iple Japanese contributions te what can legitimately be called a

regional project,

Lnere was no real diminution in Japanese econormic activities
Tee Asiz under the Ikeda government, which came to power in
mid-1%50. This new administration, however, was not as convinced
37 the ultimate primacy of Free Asia in Japanese trade opportunities
and was more concerned with problems of domestic economic growth,
~evertheless, Japan took an increasingly active part in meetings of
the ZUAF Z under the Ikeda sovernment.

A0 lmportant element in Japan's confident emergence in recent
times a3 the economic leader of Free Asia is the growing naticnal

cogaizance of advanced industrial status. With Japanese income

- =

The Mekong Commission came into being in 1957.

=
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per capita less than that of [taly or Venezuela and fregquent uncertainty
among Western economists as to whether Japan should be called a
developed nation, many Japanese only began to appreciate the nation's
new economic status with its attainment of regular membership in the
OECD and its elevation to Article VII status¥ in the IMF in April 1964,

Reinforcing the sense of coming of age in 1964 were repeated foreign
comments on the remarkable progress of reconstruction anrd industrial
growth in Japan and the country's sueccessful job in hosting the Olympics.

Stimuliated by the plea of the UNCTAD for donors to increase aid as a

share of natioral income to | percent, the Japanese were reviewing their
own ald programs when President Johnson made his 7 April 1965 speech

calling for Asian initiatives to affectively employ %1 billion in regional
economic development in Southeast Asia. For many Japanese {especially
those in the Foreign Ministry), the President's speech was the long-awaited
opening for positive Japanese leadership in regional affairs and an oppor-
tunity to ceoperate more directly with the United States in the development

of Free Asta.

Since early 1965 the Sato administration has shown considerable
interast in increasing Japan's role in regional economic projects as part
of the effort to expand its development assistance. One of the most
impressive aspects of this new interest is the fact that Japan's subserip-
tion of 2200 million to the capital of the Asian Development Bank [ADB]), ##%
an organization conceived by the ECAFE, was as large as that of the United
States, Indsed, the Japanese have even informally sugpested to the United
Stares the multilateral creation of a special fund for regional agricultural
devalopmant to be administered by the ADB. As originally proposed in
July 1905 by Takeo Miki, Minister of International Trade and Industry,
this agricultural fund wase to amount to some 3200 million outside of the
%1 billion of basic ADS capital and was to be used to advance low-interest
lozns for individual agricultural projects and community development. At variou

# Article VII of the Fund Agreement of the [nternational Monetary
Fund (IMF) requires the country concerned to refrain from imposing
restrictions on current payments and transfers of foreign exchange with-
out prior approval. Attainment of this status by Japan signified a greater

0 The Asian Development Bank, which opened formally on 19 December
L9562 in Manila, has a total capital of $1 billion subscribed by the nations
af Free Asia and the advanced countries. Half of this amount is to be paid
into the banlk over a period of five years., In late September 1900, Japan
made its first annual payment of 520 million,

.43 .
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points in the discussion of the Miki plan, the Japanese Foreign Ministry

has spoken in terms of Japan subscribing £100 million to such a fund.
This concept is now under intensive study by the Japanese government,

" and there is a good chance that a modified version of the Miki plan will

be made public in 19467.

Japan's initiatives in the Mekong Committee alsoc represent increased
participation in RCAFE-sponsored programs for regional development,
In March 1966, Japan agreed to provide a grant of $4 million to help meet
a total cost of 322. 8 million for the Nam Ngum hydroelectric project on
a Mekong tributary in Laos. More recantly, the Japanese Foreign Min-
tstry, with unofficial encouragement from the United States, has taken
the lead in trying to organize financial support for construction of a
multipurpose dam under the Mekong Committee on the Prek Thnot
River in Cambedia. In January 1967 the Japanese government notified
the Mekong Committee that it was prepared to provide up to 511 million,
of which 35 million would be in grants, toward the cost of the dam if
the other donor countries could come up with the remaining $11 million.

Qi potentially greater importance to Fres Asian development than
<apan's participation in the projects of muitilateral agencies is its new-
found confidence in openly assuming the leader's role in attacking regional
2gonomic problems. The clearest {and, indeed, the first) manifestation
of this new confidence was the Southeast Asian Ministerial Conference
an regional economic development convened by Japan in Tokyo in early
April 1865 {see Figure 7). This two-day conference was attended by

FIGURE 7T

'ﬁé”j:l'i': : . .
-.'{lﬁ
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JAPAM; PRIME MINISTER SATO ADDHESSING THE SOUTH-
EAST ASIAN MINISTERIAL COMFERENCE 1IN TOKYD IM
APRIL 1968
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gconomic ministers from Japan, the Philippines, Malaysia, Singapore,
Laos, South Vietnam, and Thailand and cbservers from Indonesia and
Cambodia, and covered such basic issues as capital formation, techne-
logical development, access to export markets, agricultural develop-
ment, industrialization, and improvement of public works and services.
Altheugh such a brief gathering could only scratch the surface of prob-
lems in these areas, the Tokyo Ministerial Conference had a number of
merits beyond its contribution te Japan's growing international confi-
dence. First, it did provide a purely Asian setting in which represent-
atives of Southeast Asian countries with divergent paolitical attitudes
could discuss their problems. More importantly, it dramatized to the
Japanese people and to elements of the Japanese bureaucracy not
usually concerned with foreign relations the new responsibility for
regional economic leadership incumbent upon Japan as an advanced
industrial nation. The conference also thrust upon the more con-
servative and parochial Japanese minigtries the new role of seeking
areas in which they could assist in regional development, and this
challenge was enthusiastically met by proposals for a variety of
regional cooperation schemes, Finally, the Tokyo Conference
initiated 2 new round of Japanese offers of credit assistance, with

$60 million proposed for Thailand, $50 million for Malaysia, and

37 million for Cambodia,

In addition to giving rise to plans for a similar meeting in Manila
in 1967, the Tokyo Ministerial Conference in April provided for
another conference in Tokyo in November 1966, Rescheduled for
-7 December 1956, this second Tokyo conference was to be
concerned exclusively with Southeast Asian agricaltural develonment.
Lhe December meeting was attended by approximately the same group
of countries that went to the April ministerial conference#* and by
sbservers from various international organizations. This meeting
strongly endorsed the idea of a regional agricultural development
fund, thereby clearing the way for more active Japanese invelvement
in this field. It also called for feasibility studies for fishery training
and research centers in Southeast Asia. By early 1967 the Japanese
government was well under way with plans to establish four such
centers, beginning with one in Bangkok to be in operation in 1967.

* The April meeting represented no small diplomatic triumph in
securing Indonesian and Cambedian attendance in obhserver status.
In December, Indonesia and Cambodia sent regular delepations.
Harole Japanese efforts to secure Burmese participation in
December were unsucceassful,
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III. JTAPANESE TRADE WITH FEEE ASIA

A, Magnitude and Growth

Japan's exports to Free Asia in 1965 were valued at about $2. 2
billion and imports at £1. 4 billion {see Table B). Comparable US trade
with the region was $2, 7 billion in exports and $1. 7 billion in imports.
The region's growing trade deficit with Japan in recent years has in part
reflected and been facilitated by the increased flow of long-term capital
from Japan. On the average, about a third of the trade deficits between
1960 and 1965 were covered by the flow of Japanese long-term capital,
and most of the rest was financed by the less developed countries out of
credits received from multilateral agencies and hard currency earnings
on other markets,

Japanese trade with Free Asia grew rapidly between 1960 and 1965,
when exports to this area increased almost 1] percent and imports
9 percent annually, Neverthelegs, because the overall expansion of
Japanese trade was even more rapid, ¥ the Free Asian shares in total
Japanese trade declined. Thus exports to Free Asia in 1965 represented
26 percent of Japan's total exports, a significant relative decline from the
32 percent of Japanese exports that had gone to the region in 1960,
Similarly, the Free Asian share of Japanese imports declined from over
20 percent in 1960 to about 17 percent in 1965, Both of these trends were
continuations of secular declines from corresponding shares of 36 percent
for exports and 27 percent for imports in 1955, Although some significant
changes occurred in 1995 in the patterns of trade with some Free Asian
countries -- primarily because of the cessation of insurance of axports
to Indonesia, the war in Vietnam, and the beginning of normalization
avmnents to South Korea -- the relative shares of Free Asia in Japanese
axports and imports (27 percent and 17 percent, raspectively)
snowaed little change from 1965.

The averall expansion of Japanese trade was spurred on by remarkable
growth in the already large exports to the United States and other advanced
countries and by increased imports from countries outside Free Asia.

Both of these overall growth patterns are likely to persist. A sustained
increase of exports to advanced countries is likely because Japan is
centinuing to develop its productive capacity and international competitive-
nmss in those sophisticated lines of manufactured consumer goods that are

“ Japan's exports grew at an average annual rete of 15, 8 percent from
1960 through 1965, Owver the same period the import growth rate was
P2,

percent,
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rmost easily marketed in high-income countries. ¥ A continpation of the
decline in the share of Japanese lmports originating in Free Asia is
equally probable because, first, the rapid pace of expansion of Japanese
requirements for industrizl raw materials significantly exceeds the rate
of growth of production of most of these commodities in Asia, and second,
the Japanese government and importers are making every effort, within
the bounds of sound cost relations, to diversify their sources of raw
materials,

As long as the growth of Japan's trade continues to outpace that of
the lesa developed countries of Free Asia, it will be possible for the
share of these countries in the Japanese market to fall while Japan's share
in the region's market grows, Thus, despite the relative changes described
above, the share of Free Asian exports going to Japan increased from L0
percent in 1960 to about 13 percent in 1965, and the Japanese market share
of Free Asian imports increased correspondingly from 13 percent to almost
18 percent. These increases are continuations of & longer trend, for in
the period since 1950, Japan has been the country showing the largest gain
in market shares in the region's trade.

The growing role of Japan in the trade relations of the other Free
Asign countries has tended to increase the attention paid by their govern-
ments to adverse bilateral trade balances with Japan. In recent times,
Pakistzn and Cambedia, among other countries, have expressed consider-
able anxiecy over the size and persistence of their bilateral trade deficits
with Japan, and, ina the latter case, this anxiety has resulted in a require-
rment that an existing trade agreement be renegotiated every six montns.
Concern for bilateral trade deficits can be expected to lead to greater
aressure on Japan to apply corrective measures sueh as forms of regional
sreference and assistance in diversification of export cemmodities of the

S Eglon.

The pattarns of change in Japan's shares of the impeorts and exports
af Tree Asian countries, which are shown in Table 9, vary significantly
by country., MNotazble increases in shares of the market have occurred

Some 70 percent of the value of U5 imports from Japan are goods
related to personal consumption expenditures. These include such items
2s rmetal manufactures, cameras, radios. television sets, motoreycles,

erd sporting goods.
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with respect to such relatively important regional trading partners as

the Philippines, * Indonesia, and Thailand. Despite much greater rates
of growth of global trade for Japan than for India, the Japanese shares

of the Indian market have declined slightly, Tables & and 9 also show
that, among the major Asian trading partners, trade with Malaysia has
suffered the greatest relative stagnation, and Japan's shares of that
country's trade have declined markedly. A recently concluded develop-
ment eredit for $50 millien to be disbursed by Japan over five years,
growing Japanese private investment, and the reopening of reparations
discussions may provide the necessary stimulants to the Malaysian trade,

Table 9
The Jepanese Share of the Market ip Free Aslan Countries
1860 and 1965
Darcent of Country's Dercent of Country's
Exports to Japan Imports from Japan
cauatey alf L2960 1965 1960 1965
Shildigmines 25 of o8 18 v/ 2k
Tadis & cf T 5 gf 4
atcsmstigt China 38 3L 35 Lo
Indznesia 15 &f 20 21y 38
Tmpiiand 18 1% 26 ag
mlavsia s 14 T LG
Hamg DIng & & 15 17
Iiuth Farea 5L/ 26 23 of 3T
Zirzapirs H 3 T 11
Saedgie T L o hlls}
cma 5 10 23 29
zoztn Vieinam 3 ia 2z 9
*spian 3 2 & &
camtodis T 9 17 17

=, osuctries are saown in the order of their rank in 1965 trade turn-

'
i’ i

e with JETER.
Tazrenze af statistical fnadecuacies or unuuual trade patierps,
a3 gk oare for 1661,
3 “mta ere adjusted to include Portuguese India in 1960.

T

The Philippines provides the one instance in which the data are adeguate
o separeate reparations deliveries from normal commerce, Thus subtracting
reparations {rom Philippine imperts from Japan in 1960 and 1965 yields an
inrrease in the Jepanese share of the Philippine import market from 16 to
20 aercent.




CONE, NTIAL

B. Commodity Composition

Japan's trade with Free Asia can still be categorized broadly as
an exchange of manufactures for raw materials, but important modi-
fications have occurred within this pattern in the postwar era (see
Table 10). Major factors in these changes have been the steady
growth of heavy industry in Japan and that of light industry in the less
developed countries of Free Asia, Growth of Japanese heavy industry
has both facilitated and been supported by a continuing shift from light
te heavy industrial manufactures in Japan's exports to the region,
although in recent years the rate of growth of heavy industrial exports
from Japan to the advanced countries has exceeded that for such exports
to Free Asia. At the same time, the growth of light industries and
increased protection for their products in the less developed countries
nazs led to a decline in the share of such traditional Japanese exports
28 textiles in total trade. Japanese imports from Free Asia have also
been zffected by the steady growth of heavy industry at home. To
sustain rates of expansion of industrial output in Japan that exceed the
annual increases in supply of raw materials in Free Asia, additional
sources of primary commeodities have been sought througheut the
world, The dimensionrs of this problem of divergent growth can be
partially perceived in Figure 8.

The data on shares of various commodity categories in Japanese
trace with Free Asia highlight the rapid growth of exports of capital
zoods to the region. Such growth derives directly from the increased
dermand for these geods in the development programs of Free Asian
countries, for from 1960 through 1964 the Japanese share of the market
tn the region’s imports of machinery and transportation equipment held
stzady at 17 to 13 percent. Some significant changes have sccurred in
tne mix of these Japanese machinery exports since 19860, Taken together,
elecirical and general machinery have moved from a position in which
titey accounted for about half as large a share of exports as textiles in
1900 to one in which their combined share was greater than that of
textiles in 1965. The fact that the share of general machinery in trade
with Free Asia has been greater than its share in Japan's total trade
ie indicative of the important role the region plays in providing a
market {or Japan's heavy iadustrial exports. This is particularly true
for such itemns 28 metalworking machinery, textile machinery, internal
combustion engines, and cargo-handling equipment. The share of
exports of electrical machinery in Japan®s trade with the region has
lagged somewhat behind the corresponding share in Japan's total trade,
but Free Asia has accounted for well over half of Japan's exports of
neavy electrical equipment, such as gensrators, motors, and transformers,

- 5] -
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in recent years. Although the relative share of transportation equip-
ment in Japan's trade with Free Asia declined slightly between 1960 and
1965 and was significantly less than the share of this category in Japan's
tatal trade, the region i3 &till the principal market for exports of rail-
road rolling stock (see Figure %) and an important recipient of automo-
bile exports. Rapid growth in exports of rolling stoeck and motorcycles
to Free Asiz in 1966 suggests some recovery of the share of transpor-
tation egquipment in trade with the region.

The increased share of metals and metal products in Japan's trade
with Free Asia also reflects the growth of industry and construction
activities in the region., By far the largest share of this category is
rrade up of basic iron and steel products such as sheets, shapes, bars,
pipes, and tubes. Rapidly expanding capacity in Japan's steel industry,
distinctly competitive prices, and a solid international reputaticon for
its products suggest that, despite any impact of recent US measures® to
enforce & stronger "Buy American' peolicy in procurement of steel
products for overseas aid activities, Japan's exports of steel products
to Free Asia will continve to grow at a fast pace,

Congpicuous growth has alse occurred in Japanese exports of
chemicals to rree Asia. Japan's market share in the region's imports
in this category moved from about 15 percent in 1960 to about 20 percent
in 1984, A small but rapidly growing element of the trade with Free
Asia has been Japanese exports of plastics, which increased from about
SL2.7 million in 1980 to $37, 9 million in 1964 and 549, 8 million in L9685, =%
The zreatest part of the trade in chemicals, however, has beepn accounted
for ov fertilizers. A relatively slow and faltering growth in exports of
chemical fertilizers to Free Asia from 1960 through 1964 gave way to a
sudden spurt in 1963, and exports to the reglon for that year were 584,46
miilien, or 52 percent of total Japanese fertilizer exports. Further
growth in fertilizer exports to Free Asia is likely, as the Japanese govern-
ment i3 persuaded by other aid donors to increase commodity assistance
in its bilateral aid programs. Ancther facter faveoring such growth would
be the creation of & revolving fund of 525 million for long-term, low-interest

# The impact of these measures on Japan is indirect. Japanese sheet
steel galvanized in South Korea and Talwan for shipment to South Vietnam
i5 most directly aifected, but a declining market for the galvanized sheet
in South Vietnam reduces import demand for Japanese iron sheet in South

Borea and Taiwan.

#3# The growth of shipments of synthetic plastics, among which polywinyl-
chloride resin is a particularly important component, is another reflec-
tion of the development of light industry in the region.
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MANUFACTURING OUTPUT IN JAPAN
COMPARED WITH MINERALS OUTPUT
IN FREE ASIA* 1960-65
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fartilizer loens to Sowtheast Agian countries that was under consideration
in tha Ministry of International Trade and Industry in mid- 1966,

The most prominent feature of Japan's imports from Free Asia is
the steady decline of the share of raw materials in total trade from 71. 0
percent in 1960 to 59. 5 percent in 1965, This relative decline has been
accompanied by a proportional drop in the share of mineral fuels over the
peried. A corresponding increase in the share of foodstufis reflects more
transitory demand factors, the nature of which is discussed below.
Japanese imports of raw materials and mineral fuels from Free Asla
grew at annual rates of 5, 2 and 4. 9 percent, respectively, while the rates
for total Japanese imports of these goods were 7.8 and 17. 0 percent.
The growth of Japanese imports from Free Asia will depend mainly on
the regional supply of raw materials for some time to come. Further
growth in Japanese food imports fram the region is not likely to be great,
and even a rapid rise in demand for imported manufactures, which
accounted for less than ¥ percent of Japanese imports from Free Asia in
1965, will have little overall effect over the next few years.

Changes in the Free Asian share of the Japanese market for certain
important raw materials are shown in Table 11, This table particularly
nighlights the falling shares of Free Asia in Japan's imports of iron ore,
sawlogs, and crude sil, which together account for about 40 percent of
the walue of Japan's imports from the region. In the cases of sawlogs in
the Philippines and iron ore in the Philippines and Malaysiz, increased
domestic consumption ig or may soon become g significant factor in
restricting the amounts of the commeodities available for export.

Generally, however, the problem has been the slow growth of production

in the region. Increased foreign investment and managerial participation
in the exporting countries' extractive industries probably will be necessary
if oroduction of guantities and gualities satisfactory to Japanese importers
i5 to be achieved, The alternative may be a greater Japanese emphasis

on participation in the development of sources of raw materials in
countries with more liberal investment policies such as Australia,

Cznada, and the United States. These three countries have recently
asswmed more important roles in current and prospective Japanese imports
of hard minerals, petreleum, and natural gas., A more rermote, but still
plausible, alternative is Japanese investment in Sikberia on a preoduction-

snraring basis,

That Japan has been able to evolve satisfactory production.sharing
arrangements with Indonesia in petroleurn and timber extraction indicates
that obstacles imposed by tight government control of the minerals
industries in less developed countries are not insurmountable for Japanese
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investors. Unfortunately, however, the domestic political and economic
turmeil in Indonesia has made this a poor test of parformance in output.
Recent production.sharing agreements between Japanese investors and
the Indonesian government call for extensive explorztion to begin in 1967
both south and east of Borneo to complement existing Japanese oll
development activities in northern Sumatra. With the exception of
Sumatran enshore fields which are currently producing, however, these
development activities probably will contribute little or nothing to
Jepanese petroleum imports until after 1970 and are not likely to offset
the decline in the Free Asian share of the Japanese petroleum market
significantly until much later than that,

A clear example of some of the difficulties encountered in expanding
sroduction of raw materials in Free Asia in response to Japanese import
requirements is iron ore extraction in India, In this instance, despite
the challenge raised by large Japanese contracts with Australia for supply
of pelletized ares, an Indian delegation tock the occasion of an ECAFE
meeting in mid-1946 to propound an official view that, were lump ore
from India not purchased by Japan at the same premiuwm prices as
Australian pelletized ore, it would be 2 definite sign of Japanese indif-
‘ference to Indian economic development. This argument completely
hegged the erucial issues of improvement of India's ore extraction and
srocessing facilities, changes which might be effected by more liberal
attitudes toward foreign private investment,

Ag impressive as the declining share of raw materials is the growing
share of foodstuffs in Japan's imports from Free Asia. Comparison of
Tables i0 and 11 suggests that, particularly since 1961, cereals (which
azcounted for about 20 pereent of foodstuffs imported from Free Asia in
t855) have had a prominent role in this growth, [a fact, rice imports
‘rarm Free Asiaz, the United Staztes, and Cormumunist China have increesed
sreatly since 1961, but leveling dermand for rice and greater government
emphasis on research to increase yields will probably reduce import
demand in the long run. Indeed, a 10-year forecast of Japanese agri-
culture done in late 1566 projected a 10-percent growth in rice production
zccompanied by a decline in per capita consumption that would leave
Jepan wirtually self-sufficient in rice,

Free Asian exports to Japan of foodstuffs other than rice have
batter prospects, One commedity that has made considerable headway
in the Japanese market has been maize, primarily for use as a feed grain,
Thailand has been a major beneficiary of this expansion, as Japan's maize
imports from this source have increased {rom less than 50, 000 tons per
vear prior te 1958 to over 500, 000 tons per year since 1964, Prospects

L
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for further expansion are generally good as Japanese mezat consumption
steadily increases, but Thailand and other Free Asian exporters will
have to remain competitive with the United States.

Particularly strong growth has also been sustained in recent years
by such tropical products as baranas and canned pineapple, which together
accounted for 19 percent of the value of foodstuff imports from Frea Asia
in 1965 compared with 10 percent in 1960, Tropical fruits will probably
continue to encounter an expanding market in Japan for years to come,
Sugar, primarily a tropical product, has performed less impressively in
Japanese lmports from Free Asia. In 1965 this commedity accounted for
23 percent of the value of focdstuff imports from the region compared
with 39 percent for 1960. WNevertheless, the annual growth of sugar
imports came to about 3 percent over the period, Large amounts of
sugar probably will continue to be imported because domestic production
meets only about 25 percent of Japan's requirements at present and
domestic consumption i growing at about & percent annually. With this
expansion of domestic demand, Japan could be an important purchaser of
Philippine sugar if that country were forced to make its way on the
relatively depressed international market rather than enjoying premium
orices in the United States.
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IV, PROSPECTS FOR JAPANESE ECONOMIC LEADERSHIP
IN FREE ASIA

The explosive growth of industry and the steady rise of the standard
of living toeward European levels have given Japan a legitimate claim to
the econornic leadership of Asia, OCnly in the last few years, however,
has Japan begun to assume a significant share of the responsibility for
active leadership in helping to meet the development problems of Free
Asia. In no small measure, the hesitation of the past was a result of the
time required to overcome antipathy toward Japanese imperialism in the
region during the 1930's and 1940's, An equally important deterrent to
more active Japanese concern for Free Asian economic problems was
the national preoccupation with rehabilitation and closing of the gap
between Japanese and European stages of economic development. As a
steadily increasing stream of indicators has attested since about 1964,
however, Japan has arrived as an advanced industrial nation, and this
fact is understood by the Sate administration if not by the Japanese peeople
as a whole. Although continued Japanese economic growth is itself wvital
to the security and general prosperity of Free Asia, it is also fair to
question the extent to which the Japanese government i3 prepared to go in
providing long-terrm capital and skills required in the development
orograms of Free Asia, [t is only in this last sense that Japanese
economic leadership in the region can legitimately be judged, for Japan
hes the less constructive option of simply withdrawing into its new role
as a member of the community of advanced nations.

&, The Outloock for Increased Japanese Ald

Two aspects of the current stage of development of Japanese aid
srograms and policies complicate the task of estimating the prospects
fer increased Japanese aid {o Free Asia. The first of these is the lack
of coordination in the administration of 2id. The Japanese government
not only has no real equivalent of the US Agency for International Develop-
ment (AID), but it is also burdened with radically different aid
philosophies within its executive branck. Although the ultimate power in
meaking decisions on the amounts and terms of aid generally rests with
the Ministry of Finance, this office rarely articulates its general views
an &id and, for the most part, restricts itself to conservative statements
on the wide range of Japanese international obligations and the tightness
of the Japanese capital market. Given the ministerial conflicts in the
field of economic assistance, ambitious and visionary statements by the
Foreign Ministry on how much aid Japan is willing to provide in any
particular context generally must be discounted. On the other hand, it
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15 equally apparent that seme of the reactionary attitudes of the Ministry
of Finance have not been in tune with the more aggressive policies of
Prime Minister Sato and the rest of his administration.

The second complication in estimating Japanese aid is the faect that
Japan has only recently begun to seek a role in guiding development
activities in the region. The implications of this fact are that Japan is
moving out of an era in which obligations for capital assistance were
both fzirly well defined and assumed under pressure from other countries
inte one in which the initiative for development aid in as yet unspecified
amounts must come more frequently from the Japanese government itself.
Symbolically, this is the difference between a reparations program
regotiated with Burma and mere recent Japanese efforts to drum up
support among lukewarm capital donors for a dam project of the Mekong
Committee in Cambodia.  Although creative Japanese response to the
developrment of E'ree Asia suggests an ultimate regquirement for better
internal coordination of aid pelicies and programs within the Japanese
government, the current status of Japan's initiative is that of a considerable
array of specilic suggestions by private and public agencies for particular
projects. Thus we may know that elements of one ministry support a
revolving Japanese fund for fertilizer loans and technical assistance in
agriculture while other elements in the same ministry back an internationally
subscribed agricultural development fund for Free Asia without knowing
wnat, U any, relation the two approaches bear to each other, The
enthusiasm that Japanese official and private agencies have recently shown
for conjuring up grandiose Free Asian development schemes® in some
respects has been an overzealous response both to President Johnson's
=1 billion aid proposal and to the spirit of their own ministerial conferances,
s pogitive initiative, however, is bound to be tempered by a traditional
Tepanease realism concerning the absorptive capacities of the less developed
cuntries of Frea Asia,

——

i

Within the limits imposed by these problems, some crude estimates
atill seem warranted. First, the Japanese government has publicly

repeated the goal of 1 percent of national income as an annual target for

* In addition to some of the less ambitious schemes such as the agri-
cultural development fund and the fertilizer fund, the Japanese press in
1900 reflected discussion of an Asian Seaway (that is, extensive maritime
rerabilitation) project, a Southeast Agian subrarine cable, a substitute
television satellite network, and 2 long-range purchasing program for

imgarted rice,
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long -term capital flow to the less developed countries with sufficient
frequency that it is hard to believe that it will not be zpproximated at
least by 1970, Allowing for growth of national income between 1965

and 1970 at an annual rate of 8 percent, this would mean that Japan's
official and private development assistance would amount to 51.0

billion in 1965 prices for 1970. Although the shares of Japanese official
aid going to Africa and Latin America have grown in recent years and
private capital flows are likely to continue to be distributed widely, Free
Asia would probably receive at least as large a share of the long-term
capital flow as it did for the period from 1960 through 1965.% This
would mean a combined official and private assistance flow of 600
million or more in 1965 prices to the region in 1970,

Second, most of such asgistance to Free Asia probably will be in
the form of long-term credits, although, within the private sector,
export credits will probably be matched by direct investment. The most
prominent exceptions to this rule would be the official reparations and
grants already projected or now under discussion for Burma, the
Fhilippines, South Korea, Indonesiz, the ADB, and other multilateral
funds. The terms of official bilateral credits would probably be softer
than the rate of nearly & percent that prevailed for almost all such credits
until guite recently. Within this context, it zppears likely that the
activities of the OECF would expand to facilitate softer loans without
complicating or jeopardizing the normal commercial loan activities of
the Export-Import Bank, The predominant credit activities would
probably be made more flexible with respect to use for commodity (as
opposed to project) assistance, but use of credit funds would still be tied
to procurement in Japan.

Third, Japan probably will concentrate most of its bilateral aid
activities in Southeast and East Asia. This does not rule out a signifi-
cant continued role within the consortia for India and Pakistan, but it
does sugpest that Japanese pfficial aid and private investment activities
in the other countries of Free Asia will grow at a faster pace. In
addition to the principal recipients of major grant assistance identified
above, official Japanese aid in the form of credits will probably be an
important source of developmental capital in Thailand, Malaysia, and
Taiwan in 1970. Private investment will continue to focus on Thailand,
Indonesia, and Malavsia, and, withmeodestimprovements in the climate
for Japanese investment, will plck up significantly in the Philippines

# See I, abowve,
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and South Korea., A last point te be considered is that increasing
Japanese snthusiasm for multilateral aid activities may mean more
suggestions and programs for special development funds for Southeast

Asia,

B. The Future of Japanese Trade with Free Asia

Owver the last LU years the Japanese have shown increasing aware-
ness of the relation of expanded economic aid to the long-run growth of
Japanese exports to Free Asia, The prevalling view among the Japanese
has been that the stimulative effects of foreign aid to trade consist merely of
financing exports and helping to introduce Japanese products. Accordingly,
budget proposals for economic assistance have long been presented to the
Diet as "trade promaotion” eéxpenditures, This view is changing, however,
Japan has now established its competitive strength in heavy industrial
exports; and overseas investments in manufacturing, such as these shown
in the list above, * have secured a favored position for Japan in future Free
Asian imports of a variety of semimanufactures and producers'goods,
Under these circumstances, it has become more apparent that the
principal limitation on the growth of Japanese exports to Free Asia is
the prevailing level of income in the region. Although Japan will probably
continue to enlarge somewhat its market shares in the trade of the region's
less dewveloped countries, the primary means for further stimulation of
fapanese exports to Free Asia will have to be an expanding market based
on sustained economic development, The Japanese are beginning to
recognize that they are likely to benefit from any ald which stimulates
the area's econemic development. Thus participation in multilateral aid
iz Free Asiz is seen increasingly to be in Japan's commercial interests,

= bt

Viewed from the perspective of the less developed countries of Free
Adia, the cruclal trade issue is how to increase Japanese imports from
the reglon. As in the past decade, when the Japanese economy grew
anout L0 percent annually, the Japanese market will expand rapidly. Ner
are Japanese trade restrictions a problem, except for a few agricultural
oroducts and manufactures. The most important factor limiting Japanese
imparts from Free Asia will continue to be the slow growth of production

of industrial raw materials in the region.
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The most direct means of increasing Free Asian minerals
production is what the Japanese fregquently refer to as the "development
and import fermula."” This method is based on such facets as Japanese
government credits, private investment, and technical assistance for
the development of a primary product required by Japan. Instances of
application of one or more of the facets of this approach are maize in
Thailand, iron ore in India, copper ore in the Philippines, crude oil in
Indonesia, and timber in Malaysia and Indonesia. Through the Ministry
of International Trade and Industy y, the Japanese government covers up
to three-fourths of the expenses of surveys and technical assistance
related to the development of sources of primary products in the less
developed countries.

Perhaps more than anything else, the combination of government
assistance in initial surveys, government facilities for long-term loans
to Japanase private investors, and long-range contracts for purchases
of Free Asian minerals under production-sharing has elicited cries from
a2 variety of Western sources that the Japanese are seeking to reconstruct
the Greater East Asia Co-Prosperity Sphere. This concern appears un-
warranted, for the Japanese have shown a strong preference for a wide
distribution of seurces of raw materials, and the external features of
what 1s characterized as a new form of purposive Japanese imperialism
can be too readily explaired on purely economie grounds., Thus Japanese
credit assistance to private investors in Free Asian minerals production
is most plausibly seen as an attempt to overceme problems of high
dome stic interest rates stemming from strong competing demand for
domestic investment. Similarly, Japanese participation in minerals
gurveys is primarily a reflection of the fact that governments in the
region have inadeguate knowledge of natural resources and, for the most
part, have done little to overcome this obstacle to foreign investment.

Two considerations that tend to favor mineral development through
Japanese overseas investment over similar agricultural development are
the prospects for continued expansion of the large Japanese demand for
raw raterials for heavy industry and the advantage to the less developed
countries of dependence on exports, the supply of which is not subject to
such random shocks as bad weather. On the other hand, the extensive
application of the "development and import"” method to agricultural diver-
sification could have greater direct impact on the standards of living of
rural population in many areas of Free Asia, [f this diversification were
directed toward tropical agricultural products having relatively high
income elasticities of demand in Japan, the prospects for an expanding
market in Japan would be eshanced.

- B3 .
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A less satisfactory approach to the problem of expanding Japanese
imperts from Free Asia is that of providing preferences to the less
developed countries In this region. Given the Japanese adherence to the
General Agreement on Tariffs and Trade and other commitments to
internaticonal bodies, this method would depend on subsidies for Japanese
importers rather than any direct preference scheme. The issue of pref.
erences to less developed countries is presently under heated discussion
among advanced countries, but there are at least two reasons why this
sort of solution to the problem of large trade imbalances with Free Asian
countries is not likely to be satisfactory., First, unless preferences were
extended across the board to all less developed countries, the political
conflicts that such 2 systern would engender would be monumental. In
the absence of regional preferences, however, there is only limited
reason to believe that Free Asian primary exports would benefit much.
Second, although preferential treatment might divert Free Asian exports
of raw materials to the Japanese market, this diversion would probably
have only limited impact on the production of such commeodities,
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