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PREFACE 
. 

DuRING and after the \Vorld War, exchange was one o£ 
the popular topics of discussion which demanded clear think· 
ing. Practically all nations except the United States suffered 
from dislocated exchanges. Yet the theories as to the causes 
and remedies of these abnormal exchanges differed a great 
deal among the writers of different countries. Cassel1 

Keynes and most of the English economists have supported 
some form of the purchasing-power-parity theory, while 
other European economists adhered to a " speculation " 
theory, a " budgetary " theory, or a " reparation'~ theory. 
American economists were also divided in their opinions. 
But not all were satisfied with the line of thought developed 
by Viscount Goschen, Ricardo and J. S. Mill, for the. clas~ 
sical theory of. foreign exchange did not throw sufficient. 
light upon the explanation of recent exchange movements. · 
To say that exchanges are determined at. the juncture of 
supply and demand is easy. But the matter is not quite so 
simple. We want to go a step farther, and ascertain what 
are the real conditions that determine supply .and demand. 

Various surveys of actual foreign exchange history have 
been recently made in different countries, but very few agree 
as to results. Taking this opportunity, the writer presents 
in the following study the Japanese case. Not belonging to 
any school or camp in the present exchange controversies, 
the author has tried to present the case as fairly as possible. 
Unfortunately, however, he has reached the conclusion that 
none of the recent exchange theories is adequate to explain 
the Japanese experiences. 

5 



6 PREFACE 

His next st~p was to examine· theoretically these various 
controversial theories. Then an attempt was made to reach 
a final form of eXchange theory; and the author believes 
that if European economic situations were explained in terms 
of this theory, the nature of the recent dislocation of ex
changes would have been .better conceived and more clearly 
\Ulderstood, without the internal contradictions and defects 
conunon to recent theories. 

In· order to explain the exchange situation in Japan, the 
writer has endeavored to present all the factors and move
ments which make up Japan's balance of international 'pay
ments, especially during the period 1914-1927. The statis
tical presentation of this part of the study is· original, al
~ough the author is aware of ~e fact that figures of this 
kind need further correction and refinement. The first 
chapter was written primarily for those who are not familiar 
with the economic organization of Japan. 

The author must express his gratitude to both Professor· 
H. Parker Willis and Professor James W. Angell of Co
lumbia University, without whose kind assistance and sug
gestions this study might not have been written. He is also 
under obligation in a number of ways to Professors Selig
man, Seager, Moore, Simkhovitch, Mitchell, Clark and others 
of Columbia University, to the managers of the Yokohama 
Specie Bank and the Bank of Japan, and to officials of the 
Financial Division of the Department of Finance and of the 
Commercial Division of the Department of Commerce and 
Industry of the Japanese government. 

s. Y. FURUYA. 

NEW You: Crrr, AucusT 15, 1927. 
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CH;APTER I 

INT:RODUCTION 

I. THE OBJECT OF THIS SURVEY 

THE Japanese yen as a problem of foreign exchange is 
worth studying from two angles : first, in practice; second,· 
in theory. From a practical view, it has been the problem 
of Japan how to stabilize her widely fluctuating exchanges 
so that her foreign trade, bonds and credits may be least 
impaired. This was especially the case when her exchange 
rates fell more than 24 per cent below par without a corres• 
ponding increase of inflation during I924. The trade .of 
Japan, as well as her industries-especially her cotton and 
silk textile industries and sericulture-were seriously hurt by 
the exchange fluctuations, as the prosperity of these indus
tries and trade has been much dependent upon and inter-· 
related with the stabilization of the Japanese foreign ex
change. 

Whether Japan can return to the gold basis is another 
question. Both borrowers in Japan and lenders· abroad· are 
equally interested in her return to the gold basis. For, again~ 
Japanese foreign bonds are greatly dependent upon and inter
related with the international value of the yen which is 
generally taken as the barometer of the COUAtry's prosperity 
and credit. But how can Japan return to the gold basis, 
and when? 

There is still a third practical question; namely, the con
tinuance, or displ~cement in favor of' some other system, or 
absolute stoppage, of the long-continued system of a gold 

13 
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• 
exchange fund. Is. it advisable for Japan to continue this 
system or to change it? But again, the advisability or in
advisability of such a steR is closely inter-related with the 
nature of .th~ Japanese yen exchange and its characteristic 
fluctuations. . 

Unless, therefore, the Japanese yen exchange is well 
· studied and scientifically scrutinized, any suggestion or pro
posal for the solution of these practical problems is impos
sible.1 

But apart from these practical questions, there is a theo
retical side. Why was the Japanese yen strong during 
1914-1919? Why did it become weak after 1919? And 
how? What were the real causes of the great slumps of 
1924 and 1925? Why is it recovering now? Under what 
principle or theory of foreign exchange can all this be ex
plained? Or, to put it in a more precise form, what prin
ciple or theory of foreign exchange can inductively be 
arrived at from all the exchange movements of the Jap
anese yen? 

1 No such attempt has yet been made. In Japanese there have appeared 
a few books, such a3 K. Maeda's, A Study of Japanese Yen Exchange, 
Tokio, 1925, and ]. Inoue's, Japan1s Financial and Economic Situation1 
aftw the War, Tokio, 1925, and also Japan's International Finance at 
Present and her Policy, Tokio, 1926, and the. present writer's Foreigtt 
Exchange, revised edition, 1925. But all these are inadequate either in 

. materials embodied or method pursued and length of period covered. 
In English or in other European languages, no treatise on the Japanese 
Yen or Yen Exchange has yet appeared, as far as the author knows. 
Such writers as Mr. Spalding and Dr. Mahlberg have touched the 
Japanese exchange very inadequately, giving only few pages, describing 
not more than what a casual traveler can report; besides their descrip
tions are rather out of date in spite of the fact that they were written 
recently. Vide, William F. Spalding, Eastern. Exchange, Currency and 
Finance (London, 1917), 4th ed., London, 1924. pp. 126-170. Walter 
Mahlberg, Uber asiatische W eckselkurse, Leipzig, 1920, pp. 69-71. Even 
the United States Senate Commission of Gold and Silver Inquiry has 
omitted the Oriental exchanges entirely. 



INTRODUCTION IS 
Will the classical theory of foreign exchange hold good? 

Or will the newer type of balance-of-payments theory meet 
this particular Japanese situation? Or more recently, much 
is spoken of the purchasing-power-parity theory. But can it 
explain adequately the J apane~e yen fluctuations? More 
lately we hear of the speculation theory.1 But is this the 
correct theory of foreign exchange? 

A survey like this may at first seem to cover too narrow 
and too limited a field. But inasmuch as the study of for
eign exchange is the study of the value of some one country's 
money in terms of foreign currencles, a survey of yen ex
change cannot but bring out all those factors and elements 
which are connected or correlated in determining the value . 
of the yen. But to do so requires not merely an exposition . 
of the Japanese economic situation but also necessitates· some 
study of economic situations in all other related countries. 
So our second thought will bring forth, after ~1, that the 
study of the Japanese yen exchange is by no means a narrow 
field, but on the contrary is one of the widest and most com
plicated of economic subjects. 

Furthermore, Westerners must not be satisfied with the 
analysis of their foreign exchange situations and make hasty 
conclusions as to the theory of foreign exchange. . A survey 
like this, from a purely theoretical standpoint, if not from 
that of practical importance, may rightly justify its exist
ence. For, though not directly concerned, it is yet sufficient 
to test the strength of various foreign exchange theories and 
to help to arrive at a fuller and mor~ significant theory of 

f I 
1 For the sake of brevity I so name it. For particulars, see my later 

discussion. Here it is sufficient to mention such writers as Prof. J. H. 
\Villiams, " Gerlilan Foreign Trade and the Reparations Payments," 
Q. J. of Econ., 1922, pp. 502-3; Prot A. A. Young, "War Debts, 
External and Internal," Foreign Affairs, 1924, pp. 402-5; Prof. James 
W. Angell, The Theory of International Prices, Cambridge, 1925, pp. 
426-27; de Bordes, The Austrian Crown, London, 1924, pp. 172-176. 
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foreign exchanges. To such an end, then, this survey is 
set forth. 

The centraJ thought running through this survey, how
ever, is not only to scrutinize and to present a true picture 
of the external value of the yen, but to contend that none of 
the .eXisting exchange theories can remain true, and that 
either they should be completely modified or a new theory 
should be formulated so that any exchange phenomenon may 
best be explained in the light of that theory. 

2. GENERAL ECONOMIC BACKGROUND 

Japan proper is not as large as California, but her coast 
line extends over 27 thousand kilometers. This narrow strip 
of islands lying in the temperate zone of the North Pacific 
contains 6o million people, or 157 persons per square kilo
meter, with a tendency to increase at the rate of Boo thou
sand people per year.1 Does the land support the people? 
Or can the people find enough foods and comforts? Let us 
see how they are getting along. 

In the first place, agriculture is waning. Roughly two· 
thirds of the territory is mountainous, only one-sixth of the 
land is arable.. There are but 2,920,000 hectares of rice 
fields with scarcely any hope to increase either acreage or 
productivity beyond the present stage. On the other hand, 
the population is pressing upon the land. The result is over
intensive cultivation, exhaustion of soil, expensive farming 
with scant reward, tenancy disputes and, finally, village deso
lation. But as rice is the chief diet for the Japanese and in 
order to quiet ·the urban population, the government usually 
puts no import duties on rice, seeking to keep the price down. 
So we have to import every year 18 to 120 million yen worth 
of rice from China, Siam, French Indo-China and British 
India. 

An average of the last 5 years. 



INTRODUCTION 

Sericulture is somewhat bette~, but not much. The differ
ence is between hunger and bare subsistence. Were it not 
for sericulture, Japanese villages would have been ruined 
long ago.1 The obstacles to sericulture are: (I) rent of 
upland is too high, ( 2) wages are too high, ( 3) price of 
cocoons is unstable. ·Rent of upland is high because land is 
scarce in Japan. Wages are relatively high because indus
trial districts are withdrawing farm hands wi'th higher 
wages .. The price of cocoons is unstab~e because .cocoons 
are perishable goods like fruits or vegetables, and the ordi
nary peasant-farmer has no means to dry them. Further
more, there is no product in Japan whose price is more fluc
tuating than that of raw silk. Of course, there are other 
reasons, but these are some of the outstanding facts why the 
Japanese peasant-farmer is not well paid. 

Nor is Japan favored with minerals. Coal is not enough 
to meet the domestic consumption unless Manchurian coal is 
imported. Iron must also be imported to the amount of 200 

million yen annually. So also petroleum; the. home produc
tion of oil is only one-half of what is needed, or 15 to 25 
million yen of oil must be imported. Before the War, Japan 
was second to the United States as a copper-exporting coun
try. But since the War, she has had to import more than she 
exports.2 

On the other hand, Japan has Chosen (Korea), Taiwan 
(Formosa), Bokoto (Pescadores) and Karafuto (Japanese 

1 The annual production of cocoons is 6 to 7 million koku, amounting in 
value 600 to 700 million yen. (I koku = 5.II902 bushels)• (I yen= C49.85.) 

2 The production of other minerals are as follows: (year, I926) 

Quantity Value 
(million) (million yen) 

Gold .. .. .. .. .. .. . .. 8 grammes IJ 
Silver ... : .. .. .. .. .. I26 " 6 
Copper • • .. .. • .. .. .. 66 Kg 53 
Lead................ 6 " I 

.. 
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Sagaline), the total area of which is nearly equal to that of 
Japan proper. The total population of these territories is, 
however, 22 million according to the census of 1925. In 
addition to these, Japan controls K wan tung Province by 
right of lease. All these territories produce raw materials 
which Japan needs. As for markets; China with 400 million 
people, India with 300 million people, the South Seas and 
Asiatic Russia are near Japan both geographically and com
mercially . 

. Under such circumstances it is but natural that she should 
be- transformed into an industrial-manufacturing country. 
Whereas from 1912 tf:o 1923 the area of rice fields increased 
only by 4% and the total output of rice by xo% (without 
considering increase of population), the paid-up capital· of 
all industries in Japan increased from 870 million dollars to 
5,100 million dollars (without considering decrease in the 
value of money) or almost six times in 1 I years. In 1912 
the total bills cleared were 4,8oo million dollars. But in 
1923 these increased to 34,000 million dollars or almost 
seven times. Fifty years ago we had no railroads, no steam
ships and no cities; but to-day we have xo,ooo miles of rail
roads, 3,000,000 gross tons of steamships and hundreds of 
growing ;cities which already contain 12 million people, or 
one-fifth of the entire population. Thirty years ago we had 
only 2,910 factories run by motive power and 437,000 fac
tory workers, but to-day we have 37,000 factories and 
I ,789,000 workers, an increase of twelve times in the £or
mer .and four times in the latter case. To show details of 
this growth, the following table may be presented. 

One of the salient features of the development of Japan's 
industry is the plentiful supply of hydroelectric power. In 
1907 there were in all 69,000 kilowatts generated; but in 
1923 this supply was increased to 3,os8,ooo kilowatts.1 To-

1 Department of Finance, Kinyu Jiko Sankosho, Tokio, 1924, pp. 196-7. 
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GROWTH OF FACTORIES IN ]APAN1. 

Number of Factories Factory Workers 

With Without 
motive motive Total Male Female Total 
power power 

1897 2,910 4.377 7,287 !82,000 254,000. 437,000 
1907 5,207 5.731 10,938 257,000 385,000 643,000 
1917 ....... 14,310 6,656 20,966 

' 
567,000 . 713,000 1,280,000 

1926 •....•. 37,141 11,253 48,394 859,000 929,000 1,789,000 

day one is surprised ·to see that even a very remote village is 
supplied with electric light, and the man-power is gradually 
being replaced by motor-power.· Here and there one will see 
hydraulic power plants being built and high-volt.age wires 
stretched all over the country. 

Wages are relatively high in Japan not merely because the 
index numbers of money wages since 1922 are higher than 
the index numbers of general prices but more fundamentally 
because laborers are less efficient than .in the Western coun
tries. 2 They work more emotionally than rationally, and 
more traditionally than scientifically. Consequently, they 
waste much time and energy. However, inefficient are not 
only workers but also the whole industrial system of the 
country. For the sake of comparison, the following wage 
scales may be contrasted. 

1 In this table, government factories and workers are not included. 
There are at present about 380 government factories and x8o,ooo workers. 
Besi~es these numbers, there are about 350,ooo mining workers and about 
2,ooo,ooo other miscellaneous non-factory workers. 

If 
2 Cf. S. Uyehara, The Industry and Trade of Japan, London, 1926, 

pp. 326-7. For theoretical ground; see F. W. Taussig, b~ternational Trade, 
New York, 1927, pp. 35-6, I74-7· 
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AVERAGE DAILY WAGES OJ' LABORERS 1 

(1 yen=49.85 cents) 
1920 1921 1922 1923 1924 1925 

Ttzh1e lndustr' yen yen yen yen yen yen 
Silk-reeler .(female) ••...•.••.•... .gS ·93 1.02 ·93 .g6 ·97 
Cotton-spinner (female) • • • • • • • • • • 1.10 1.04 1.11 I.CYJ J.IO I.I6 
Silk-thrower (female) •••••••••••• • 88 .88 ·90 .go -91 .88 
Cotton-weaver (male and female) •• . 8s ·97 ·99 ·-95 ·94 ·97 
Silk-weaver (male) ••••••••••••••• 1.19 1.30 J.U 1.05 1.16 I.IJ 
Hosiery-knitter (male) •• ~......... 1.51 1-59 1.78 1.71 1.75 1.72 
Hosiery-knitter (female) •••••••••• • 82 .81 .86 .87 .92 .Sg 
- Index numbers for above • • • • • • • • 97.0 99.1 102.1 99-1 102.0 101.6 

IndeX numbers of prices ••••••••• 131.2 1014 98-s .104.3 104.3 102.4 

Manufacturing of Metal and Machine 

Lath-man •••••••••••••••••••••••• 2.21 2.22 2.39 2.33 2.31 . 2.33 
Finisher •••••••••••••••••••••••••• 2.19 2.22 2.35 2.38 2.33 2.38 
Founder •••••••••••••••••••••••••• 2.23 2.14 2.27 1.98 2.21 2.25 
Blacksmith ••••••••••••••••••••••• 2.24 2.13 2.15 2.13 2.18 2.24 
Wooden pattern maker • • • • • • • • • • • • 2.52 2.30 2.34 2.25 2.34 2.39 

Index numbers for above •••••••• 101.8 97.8 103.4 102.6 102.4 102.2 
Index numbers of prices ••••••••• 131.2 101.4 98.5 104.3 104.3 102.4 

Engineering and Construction Works 
Carpenter ••••••••••••.••••••••••• 2-73 2.65 2.91 2.99 3-09 2.g8 
Plaster ·. . . . . . • . . . . . . . . . . . . . . . . . . . . 2.84 2.79 3-11 3.15 3-32 3.25 
Stone-cutter ••••••••••.••••••••••• 3-30 J.l9 3·45 3-54 3-55 3-47 
Bricklayer • • • • • • • • . • • • . • • • • • • • • . • • 3.27 3.16 3-35 3-38 3·45 3-33 
Roofing-tile layer ................. 3-II 3-05 3.50 3-6o 3-72 3-44 
Painter . . . . . . . . . . . . . . .. • . . . . . . . . . . . 2.55 2.44 2.67 2.76 2.86 2.85 

Index numbers for above •••••••• 96.5 93.0 102.3 104.2 xo8.o 105.2 
Index numbers of prices ••••••••• 131.2 1014 98.5 104.3 104-3 102.4 

Total average of index numbers for 
all industrial workers ••••••••••• 96.8 95.8 102.2 102.1 104.2 103.0 

Index numbers of prices ........... 131.2 101.4 98.5 104.3 104.3 102.4 

1 The average money wages contained in this table are based on the 
Department of Finance's The Twenty-sixth Financial and Economic Annual 
of Japan for 1926, Tokio, 1927, pp. 8r-8J. Index numbers are based on 
the Bank of Japan's wholesale price index. For both prices and wages 
the average of 192I-I923 is taken as roo. 
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With such a rise of industrialization, Japan began to have 
social problems of a modern tjlpe. According to Mr. C .. 
1:Iachita, ex-Minister of Agriculture and Forestry of the 
\Vakatsuki cabinet, there were but 30 tenancy disputes dur
ing 1917. These increased.to 1,68o disputes in 1921 and to· 
2,206 disputes in 1925. In 1914 we had only 50 strikes in
volving 8,ooo industrial workers. This number of strikes 
increased to 333, involving 54,000 workers in 1924: Twenty 
years ago we had no labor union of modem type; but to-day 
we have more than 30 industrial labor unions with member
ship of a half-million workers. The labor-union movement 
is getting very strong in Japan, although the centralization 
of these unions seems at present impossible .. It is, however,. 
rather hopeful to expect their future development, as most 
of these unions have adopted for their tactics parliamen
tarism since the promulgation of manhood s'uffrage in 1925. 
Rationalization of labor seems the only solution.of Japan's 
rapid industrialization. Japan has plenty of workers.. She 
has an easy access to raw materials as well as markets for 
finished products. Japanese sea~anship is not inferior to 
that of any Western nationals. What .she lacks most is the 
efficiency of labor and production. · 

This inefficiency may not only be seen in her industry and 
agriculture but also in her monetary and banking systems 
and practices. As a result of the Chino-Japanese war in 
!894-1895, and the Russo-Japanese war in 1904-1905 and 
rapid reorganization and improvement of society, a certain 
degree of inflation had been customary before the Great 
\Var. And after the War this inflation h~s' become even 
greater, while the failure of big firms and banks began to 
be more frequent. All this indicates that there is something
wrong with our monetary and banking systems as well as 
practices. The Japanese must admit these defects, and are: 
better off if they face realities boldly. 
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3· JAPANESE MONETARY SYSTEM 

The present Japanese yen is based on the Coinage Law of 
1897,1 which established the gold standard, and which defi
nitely states that the monetary unit of Japan is I yen, having 
the weight'of 2 fun pure gold.' Now I f'un equals s.787II 
grains. Therefore, 2 fun equals n.s7422 grains. To this 
amount of pure gold an alloy of I .28002 grains is added, 
making the total weight of I yen I2.80024 grains and a 
fineness of n.5742:1 or goo parts : IOOO parts.• But actually 

J2.86o24 
no_ such I yen goldpiece exists, for such a I yen goldpiece 
would be too small for actual purposes. The smallest piece 

· is 5 yen, which contains S times 2 fun or I momme or 
28.93SSS grains of pure gold. Likewise, a IO yen piece is 
. IO times, and a 20 yen piece is 20 times, 2 fun. Of course, 
these are made full legal tender. Other coins are all de
based, such as silver coins of I yen, so sen, 20 sen, and 10 

sen (I sen being Tiv of I yen) and nickel coin of 5 sen and 
copper coins of I sen and 2 sen. 

The gold C<?ins are subject to free, unlimited and gratui-· 
tous coinage. But actually gold is not circulating; paper 
money is taking its place . 

. Besides coins, we have in circulation, since October, 1917, 
the Government fractional currency of 10, 20, and so sen 
denominations for the purpose of facilitating small change. 
The greatest medium of exchange, outside of checks, is, of 
course, the Bank of Japan's notes. The denominations are 
1 yen, S yen, I o yen, 20 yen, so yen, I oo yen and 200 yen. 

I Before 1897 Japan was a bimetallism country in practice, because one 
yen silver coin was a legal tender, its ratio to gold being fixed at 
1 : x6.014- See Japan's first modern Coinage Regulation of I87I, which 
went into effect after Feudalism was overthrown. 

1 Article II of the Coinage Law of 1897. 
• Article V of the Coinage Law of 1897. 
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These are all convertible into gold, except I yen notes, which · 
are exchangeable for silver. 

The relative amounts of these media of exchange in actual 
circulation have been as follows: 

MEANS OF PAYMENT IN ]APAN 

(million yen) 

At the Bills Bank Government Subsidiary . Total 
end of (Amount of notes fractional coins 

clearance) notes 

I897 • • .·• • • • • • 74I 266 .. ' 57 . :i,o64 
1914 • • • • . . . • • 10,269 385 140 10,794 
1917 ......... 31,789 831 19 I5I . 32,790 
1921 • . • • • . . • • 68,201 1,546 2I6 205 ' 70,I68 · 
I923 ......... 68,I85 1,703 68 349 70,305 
I925 ......... 83,112 1,631 18 6o6 85,367 

In Japan relatively. much more cash is needed, as retail ' 
business is carried on by cash transactions and the credit 
account of month-end settlements. Checks and bills are used. 
only for wholesale and large business transactions. 

Now coming back to the monetary unit. Since the Jap- · 
anese yen is the unit of I r.57422 grains of pure gold and 
the English pound, II3.00I6 grains and the American dol
lar, 23.22 grains, it is clear that the English pound is 9.7632 · 
times heavier and the American dollar 2.006 times heavier 
than the Japanese yen. Or to state it iri a technical way, 
mint pars of the Japanese yen in terms of these foreign 
monies are as follows: 

FoR GREAT BRITAIN 

{

Gross weight of sovereign. • • • • • • • I 23.27447 grains 
Great Britain • • Less n alloy...... • • • • • • • • • • • • • '110.27287 grains 

Pure gold in sovereign ••••••••••• IIJ.OOI6 grains 

. {Gross weight of yeti............. 12.86o24 grains 
Japan. • • • • • • • • Less -f-~ alloy ••••••••••••• •. • • • • I .286o2 grains 

Pure gold in yen ..... • .... • •.... 11.57422 grains 

{ 

II.57422 
I yen .•• = 6 x £x = £0.102425 = 2/0rg~ 

Therefore •.... IIJ.OOI 0 
IIJ.OOJ6o 

I pound = x Y I = Y 9.7632 
11·57422 
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Foa U.S. A. 

{

GToSI weight of dollar •••• •••• •••• •••• 25.8 grains 
U. S..A ••• ••••• Less h alloy •••••••••••• •• •• •• • •••• 2.58 grains 

Pure gold in dollar •••• • •••••• • • • • • • • 2J.22 grains 

·Japan •••• - •• •• •• Pure gold in yen •••••••••• •• •••••• • • 11.57422 

. { 11.574:!2 $ Jo 8 
Tb 

,. . I J'"',••• = 2J.22000 z I= 49 4S 
ere1ore • • • • • r · 

23 22 
~ · I lioOar = ' z Y I = Y 2.0061 
. 11.57422 

Foa FRANCE 

{

Gross weight of franc •••• • • •. • • •••• ~ 4·9781 grains 
France •••• • • • Less i-, alloy. • • • •. • •• • • • • •. • • • •... 4978 grains 

_ Pure gold in franc ••••.•••••••• ~ ••• 4.48o3 grains 

Japan ••• •••••• •• Pure gold in yen ••••••• •••••• •• •••• 11.57422 

{ 

11.57422 . 
I )'tn. • • =-go- ll fr. I = fr, 2.5833 

There~ ore • • • • • 4~ 8o 3 
. I frant = 4 4 3 ll Y I = Y 0,38707 

11.57422 

Urider normal conditions this mint parity of the yen is, 
of. course, the pivotal point around which actual exchanges 
cluster. The" spreads" of fluctuation are naturally limited 
within the spe<=:ie points. To illustrate, if the yen exchange 1 

is above $so.so,2 Americans had better send gold specie 
instead of buying such dearer yen, for such action com
pensates more than the cost of shipping gold. Conversely, if 
the yen is below $49.125, the Japanese had better ship gold 
to effect payments. The specie points of yen for sovereign, 
franc, mark, lira and other European currencies under nor
mal conditions are generally considered to lie somewhere 

1 By yen exchange is meant the exchange in which one side of the 
equation is the Japanese yen whether the method of quoting is expressed 
in terms of home money or foreign money. 

1 Exchange on America is quoted in Japan per IOO yen. The exact 
import point is somewhere between $so.~ and $so~, depending upon 
the advisability of a particular situation and its export point is likewise 
somewhere between $49-~ and $49·~· 
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between . 7 5 per cent and I .2 per cent premium or discount 
from the mint par. That is to say, if the European ex-:
changes fall below or rise above 1.2 per cent of gold par, 
gold movement takes place, because the cost of shipping 
specie under ordinary circwnstances, is considered below I .2 
per cent of the total amount of such ordinary specie flow. 1 

But when we come to the Chinese or Indian exchange, the 
matter is a little more complicated. 2 There is no .such fixed 
par as we find with gold countries. The price of silver fluc
tuates ·continually under the varying forces. of supply and 
demand. The result is, the higher the price of silver, the 
dearer will be the tael and rupee, or vice versa. For in
stance, in January, I920 the maximum price of silver in 
London was 85 d. and in New York $1.37 per ounce, and 
the exchange in Japan on Shanghai was 29 taels, ·and on 
Bombay Io6 rupees per Y. IOO respectively.· But just one 
year later when the price of silver went down to just one
half of the former price, taels and rupees became cheaper, 
and the same Y. I oo could now buy twice as many rupees 
and taels as a year before. Under such conditions, it is . 
necessary to calculate in every transaction how many taels or 
rupees 3 a price of I fine ounce (480 grains) can buy. To 
illustrate, suppose the price of a silver bar in New York is 
54c., we shall then find the price of a tael something like this: 

1 S. Y. Furuya, Foreign Exchange, Tokio, 1923, pp. 89, 256, 656-66o. 
2 Before the War the rupee was fixed at Rs. 15 to the pound sterling 

or at IS. 4-d. The.n the parity with Japan was Rs. 153.6I per Y. 100.00. 

But this was broken down by the \Var conditions and was officially 
. d . F b 1 ' sanctione smce e . 1920. 

3 The rupee is now nominally stabilized by the gold exchange system, but 
it still needs another way of calculation, as the English silver ounce 
(standard ounce) contains 444 grains and the Indian rupee 165 grains 
of pure silver. 
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I fine ounce : fine ounces of Shanghai tael (a) . 
:: pnce 

of silver bar : prjce of Shanghai tael. 
(b) 480 : 522.37 1 

:: 54 : X 

x = 58.76 (or I Shanghai tael =c. 58.76). 

But this i's only an ,approximate par, a par which corres
ponds to the rnint par in gold countries. For it is nothing 
but a price of silver in tael, expressed in some gold money
in this case in American money. In order to get a real 

. rate of exchange we must add to this money factor a loca
tion factor. Thus, in New York the actual rate on Shanghai 
may be above c. 58.76 per tael or below that price. Now if 
the actual rate is too high· and more than compensates for 
the expense of shipping silver, the American will prefer to 
ship silver bars instead of buying such abnormally high taels, 
or to import silver if the tael in Shanghai is cheaper than the 
actual price of silver plus the expense of importation. But 
to the Japanese there is still another factor working in the 
actual calculation of the price of the tael. That factor is 
the exchange rate between Japan and America, if New York 
silver is taken into consideration. For c. 58.76 is the price 
of silver in New York and not in Japan. And, therefore, 
we are inter~sted in finding out how much in Japanese money 
we can get out of this price of c. 58.76. If the Japanese
American ·exchange is low, more yens are needed to buv 
taels; if high, less yens are needed. 2 

Thus, although there is no fixed par and no fixed specie 
points in the Japanese-Chinese exchange, yet ·there is a so
called moving par and moving silver import and export 
points, by means of which we can calculate the dearness or 
cheapness of the Chinese exchange. 

1 Weight of the Shanghai tael. Hence, the constant number for ex
change calculation for Americ~ is zo8.228. 

2 This is extremely· important to keep in mind when later we discuss
silver exchange. 
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So far we have dealt with the metallic value of the yen and 
its corresponding external value. Our next task is to study 
its internal value or its purchasing power. But as the pur
chasing power of a money under normal conditions is more 
dependent on the note-iss1:1ing system and its practice than 
other factors, it is well here to explain brieflx how the Jap
anese bank notes are issued, and how they circu~ate under 
ordinary circumstances. 

The Bank of Japan was established in 1882, and soon 
assumed for itself ·the sole agency of note issue. The note 
issue system of the Bank of Japan as it stands now dates 
back to 1884, when the Convertible Bank Note Act was first 
passed. Although since then there have been three minor 
changes in the law, yet the main parts of the system have 
remained intact. The system . comprises three parts. The 
first is the specie reserve issue. This has no limit; that is, 
the Bank can issue as much as it has in gold and silver. 
But silver must not exceed more than one-fourth of the 
entire conversion reserve.1 The second is the security issue/' 
Of this the Bank is privileged to issue over the specie re
serve issue up to the amount of 120 million yen, backed by 
such securities as government bonds, treasury notes arid 
other bonds and commercial bills of a reliable nature. The 
third is known as" the excess issue". Should it be deemed 
necessary on account of any extraordinary condition in the 
money market, the Bank may be allowed to issue more notes 
than what it might under the first and second methods.· But 
for this emergency issue, the Bank is required to pay more 
than 5 per cent. issue-tax to the Government', the exact per
centage being fixed each time by the Finance Minister. 8 So 

1 But practically the Bank has no silver. All are gold coins and gold 
bullion. See Finance Dept., Kinyu Jiko, 1925, p. 13. 

1 For the security issue, the Bank is required to pay a tax of I~ per 
cent on the amount outstanding. 

a At present such a tax is fixed at 6 per cent. 
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under ordinary circumstances, strictly speaking, the Bank of 
Japan has a power over the money market with its paid-up 
capital of 37·5 million yen and a reserve of 70.4 million yen 
(in 1925) and the security issue of 120 million yen, or 228 

million yen in alJ, to act as the central bank. But the Bank's 
policy. is such that ·even this small amount is not always 

.. effectively utilized to direct or control business. Their re
, quirements for loans are too rigid. They prefer government 

.bonds to commercial papers. · 
The relative amount of gold reserve in reference to other 

forms of reserve has been as follows: ' 

RI:I.AtiVE AMOUNT OJ' RESERVES FOR NOTE ISSUE l 

(million yen) 

Security Reserves 

Note issue Gold 
At the end of outstanding reserve 

Gov't 
bonds 

Amt. ~ 
1897 •••••••••••••••• 226 98 43 ' ss 
1907 •••••••••••••••• 369 161 44 1171 
1914 •••••••••••••••• 385 218 57 71 
191 s ........... ~ ...... 430 248 s8 47 
1916 ••••••••••••.••• Sol 410168 37 
1917 •••• . .......... 831 649178 40 
1918 ................. 1,144 71262 40 
1919 •••••••.•••••••• 1,sss 95•16• 70 
1920 .~ •••••••••••••• 1.439 1,246,87 92 
1921 •••••••••••••••• 1,546 1,245\81 6g 
1922 •••••••.••••••• 1,558 r,o63 68 J6 
1923 •••••••••••••••. 1,703 1,057162 148 
1924 •••••••••••••••• 1,662 1,0~9 64 145 

~mmn-1 Other cia) 
bonds paper 

-
31 41 
23 66 
77 17 

119 14 
153 .. 
140 .. 
337 53 
252 280 
43 s6 
62 169 

212 246 
205 292 
182 274 

Total 

Amt.!% 
127'5 
208 s 7 

6 
167 43 
181:42 
190 32 
181 2 
43•:38 
6o3 3 
192,1 

9 
3 

300,19 
494 3 
6463 
6oJ3 

I 

2 
& 
6 

By looking at these :figures, an experienced banker may be 
able to tell, or at least to suspect, wherein the weakest spot 

I These figures are compiled from the Department of Finance, Kinyu 
Jiko Sankosho, 1924. p. 13-
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lies in the Japanese note-issue __ system which resulted in a 
great currency inflation. But that will be discussed later. 
Suffice it here to mention that the gold reserve, especially 
since 1914, is very high, 57 to 87 per cent, and that secur
ities are mostly government or public bonds, and, lastly, that 
the security of commercial paper has been lacking, especially 
prior to 1918. · 

4· JAPANESE BANKING SYSTEM 

The monetary system and the system of note issue in 
.Japan have been briefly explained. It may be .well here to 
insert a brief description of her banking system before we 
come to discuss her foreign exchange markets. 

The germ of real banking in Japan is found inOsaka in 
the early part of the seventeenth century when such· firms 
as Tennoji Gorobei, Kohashi Jotoku and Kagiya Rokubei 
began not only to accept deposits and make loans on mort
_gages and credits for other merchants (they themselves were 
big merchants as well as big money-changers) but also to 
:6nance Daimios (feudal lords of various provinces) who 
seemed to be short of funds even at that time. The period· 
is marked by the vicissitudes of an inadequate coinage 
system, as each Daimio, having circulated ·his own money 
and bills, changed the system occasionally to serve his own 
interests and his domains. So in a place like Osaka where 
rice and other commodities were extensively marketed, vari:
ous kinds of money and bills appeared which needed to be 
exchanged or discounted. For instance, we see that there 
were seven kinds of bills already used at tlia.t time.1 

In the eighteenth and in the first part of the nineteenth 
century, · such rice merchants were becoming big discount 
companies (kawase kaisha). The same conditions were also 

1 C/. A History of Banking in All Leading Nations (writer,}. Soyeda), 
New York, 1896, vol. iv, pp. 412-3. 
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developing in Tok~o, Yokohama, Niigata, Kyoto, Kobe, 
Otsu and Tsuruga. 

The year 1868 saw the Restoration, and the :Meiji era began 
with that date. But the bank'ing and the coinage systems 
were still unsettled. The circulation of irregular coins with 
changing values, the confused state of depreciated curren
cies, and the lack of an organized banking system were keenly 
felt, especially by those people who had successfully over
thrown the Tokugawa Shogunate regime and brought about 
a new modem state in Japan. Only two years later, in 1870, 
1\Ir. Ito (later Marquis) went to the United States to inves
tigate the banking system of that country. The result was 
the adoption of the National Banks Regulations of 1872, the 
first bankiir~ system of modern type in Japan. 

The National Banks Regulations of 1872 were patterned 
after the National Bank Act of U. S. A., and provided for 
the convertibility of the national bank notes into specie. But 
when the National Banks became too numerous and their 
notes too redundant, the desire to control them through some 
one central bankbecame very strong. To comply with this 
desire, in 1882 the Bank of Japan was established, as men
tioned before. The next year saw an amendment to the 
National Banks Regulations by which the privilege of issu
ing notes was taken away from the· national. banks and 
granted exclusively to the newly created central Bank, and 
suitable measures for the redemption of the national bank 
notes were taken. Meanwhile, the adoption of the gold 
standard in I 897 systematized the monetary system in Japan, 
and private banks and bank-like companies which were 
formed under ordinary commercial law had increased in 
number. But some had too small capital, while others had 
practised methods which could not be tolerated in banks. 
Yet there were no general provisions to control such banks 
and companies beyond their subjection to the ordinary com-



INTRODUCTION 3I 

merci~l or civil law under local_authorities. To bring them 
under more efficient control and to safeguard the public, the 
Ordinary Banks Regulations and the Savings Banks Regu
lations were promulgated in I890 and put in force three 
years later. Side by side with these private banks, the 
natinoal banks acted from the first as financial organs of 
general trade. When the 'terms of their charters expired, 
most of them continued business as private banks, and by 
February I 899, the national banks ceased to exist as such, 
so there was no longer any difference in economic functicms 
and legal nature between the former national banks and pri
vate banks, all of which are now subject to the general 
banking laws and under the control of a Finance Minister, 
whose license is required for the establishment of a new bank 
or the amalgamation of existing banks. He is also em
powered to order at any time the investigation of the busi
ness condition and property of a bank. Every bank must 
every half-year prepare and present to the said Minister a· 
balance-sheet and other business reports. The former must 
be published in some newspaper. 

In the way of bank regulation, a recent issue of Savings 
Banks Regulations of I92I which was put in force after 
January I, 1922 is noteworthy. Among the limitations put 
on the business of Savings Banks, the following are more 
remarkable changes: (I) savings banks shall not own or . 
take as security for loans or deposits more than one-fifth of 
the total stock of a company, (2) loans to one person shall 
not exceed one-tenth of the total amount .qf the paid-up 
capital and reserve fund of the bank, (3) the total amount 
of loans on real estate mortgages shall not exceed the total 
amount of paid-up capital and reserve fund of the bank, 
(4) 1he total amo~nt of deposit with any bank and of bills 
purchasable as accepted by the said bank shall neither exceed 
one-tenth of the amount of the deposits received, nor be 
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more than one-fourth of the paid-up capital and reserve fund 
of the said bank, -(5) and lastly, but not least important, 
savings banks are obliged to deposit an amount of govern
ment bonds· with the Deposit Section of the Department of 
Finance as a guarantee for repayment of the deposits, such 
bonds to be not less than one-third of the deposits. 

After the enactment of this law, the savings-bank failures 
became very much smaller in number than in former years. 
But ordinary banks are still free from such strict regula
tions. Perhaps the severest obligation now is that when a 
bank cannot pay its liabilities with the assets, the directors 
are jointly under unlimited liability as regards the deposits 
received before the registration of resignation, and this lia
bility continues for two years after such resignation. But 
the directors could shift their property to some one else and 
easily evade the law. The result was actually unsatisfactory, 
as some bankers took advantage of the defects of the Ordi-
nary Banks Regulations. _ 

Aside from Ordinary Banks and Savings ~anks, there 
sprang up since I88o, under special charters, what we call 
Special Banks. These are the Yokohama Specie Bank 
(188o), the Bank of Japan (1882), the Hypothec Bank of 
Japan (189]), the Bank of Taiwan (1899), the Hokkaido 
Colonial Bank (1899), the Industrial Bank of Japan (1902), 
the Bank of Chosen (1909), and the Chosen Industrial Bank 
' ( 1918). Of these, the Bank of Japan has been explained 
elsewhere. For other special banks a few words of 
explanation may be necessary. The Hypothec Bank of 
Japan or Nippon Kangyo Ginko is the central organiza
tion for the Agricultural and Industrial Banks which 
are scattered all over the country. These numerous Agri
cultural and Industrial Banks are local financial organs 
for furnishing long-term loans- five to fifty years
at a low rate of interest on security of immovable property, 
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such as, agricultural lands, forests, buildings, etc. But 
with a view of affording better financial facilities to local· 
districts, a law was passed in 1921 by which the Hypo
thec Bank was granted the right to take over the business of 
the Agricultural and Industrial Banks which desire to be 
amalgamated under the con~ition that it should establish its 
branches in places where head offices and branches of the 
latter were in existence. As a result many amalgamations 
took place and are still· taking place. In order to. finance 
farmers and others at a low rate of interest the Hypothec 
Bank is authorized to issue mortgage debentures to an 
amount not exceeding fifteen times its paid-up capital, pro
vided the amount of such debentures shall not exceed the 
total amount of outstanding loans, redeemable by annual in
stallments or within a fixed term, and the debentures of the 
Agricultural and Industrial Banks, the Hokkaido Colonial 
Bank and the Chosen Industrial Bank the Bank has on hand. 
These mortgage debentures must be redeemed by means of 
drawings, taking place at least twice a year in amounts pro
portionate to the amount to be redeemed in the same year of 
the loans, redeemable by annual installments, with the de
bentures of the above-mentioned banks. 

The Bank of Taiwan and the Bank of Chosen are of the 
same nature, the former being designated as the central bank 
of Taiwan and the latter as the central bank of Chosen with 
the note-issuing power. The system of note issue is some
thing like that of the Bank of Japan, the security issue being 
limited to 20 million yen for the former and 150 million yen 
for the latter. But since the Great War the actual circula
tion under .the security issue has been 30 to 40 million yen 
for the Taiwan, and 6o to 160 million yen for the Choseri. 
The Bank of Chose_n notes since November, 1917 were also 
proclaimed to be the sole legal tender throughout Kwantung 
Province and the South Manchuri~n Railway Zone, and as 
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a result thereof all the Yokohama Specie Bank's gold notes 
then circulating in Manchuria were to be gradually replaced 
by the Bank of Chosen notes. 

The Hokkaido Colonial Bank and the Chosen Industrial 
Bank were established with the object of supplying capital 
for colonizing and exploiting Hokkaido by the former and 
Chosen by the latter. 
· These last-named· four banks were recklessly· expanding 

credits during and after the War, extending loans twice as 
much as deposits and seven times as much as their paid-up 
capital and reserve.1 After 1920 they were many times in 
financial difficulties and have been saved by the Bank of 
Japan. 

The Industrial Bank of Japan or Nip~n Kogyo Ginko is 
a joint-stock company whose chief object is to finance ship
building companies and other industrial enterprises of urban 
districts, and to subscribe for or take up national and local 
bonds and companies' debentures, etc. The Bank is also 
authorized for these purposes to issue debentures to an 
amount not exceeding .ten times its paid-up capital, provided, 
however, the amount of such debentures shall not exceed the 
total amount of outstanding loans, discounted bills, and 
national or local bonds, companies' debentures and shares, 
and gold and silver bullion in hand .. 

The growth of these Special Banks may be seen by the 
following statistics. 

Since the Agricultural and. Industrial Banks are for the 
benefit of farmers, and other Special Banks and Ordinary 
Banks are for the use of industrialists and merchants, Mutual 
Loan Societies or Mujin exist for the mutual protection of 
peasants, for peasants have nothing to offer as mortgages; 
hence banks are of little use to them. The object. of the Mujin 

1 See statistics in Department of Finance, Kinyu Jiko Sankosho, Tokio, 
1924. pp. 'JI, 94-99-
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GROWTH OF SPECIAL BANKS 1 

(million yen) 

At the Time of 
Establishment In 1923 

I 

Author· Author-
ized Paid up ized Paid up Re-

Capital Capital Capital Capita~ serve 

--. 
Bank of Japan {1882) •• IO 2. 6o 37·5 ss.s 
Yokohama Specie Bankl .. 

(188o) .......•.•.. 3 1-4 100 100. 77·1 
Hypothec Bank of Japan c 

(1897) .•••••••.••• 10 2.5 94 69.8 26.8. 
Bank of Taiwan (1899) s 1.25 ·6o 52·5 12.9 
Hokkaido Colonial . . .. 

Bank (1899) ••• •• •• 
Industrial Bank of 

3 ·75 20 12.5 4·6 

Japan (1902) • ••••• IO 2.5 so so. IS· 
ank of Chosen (1909) IO 2.5 8o 59· II. B 

-

3S 

Divi-' 
dend 

--
12~ 

. ' 
12~ 

10~ 
770 

10,0 

Io% 
6%. 

is to collect a small sum of money, say once a month, from 
all members of the society, and to loan the sum usually with
out interest to the one who is in greatest need, but after the 
second installment the borrower is chosen by bidding ·the 
amount of interest he is willing to pay. The Mujin has 
existed since the thirteenth century, but as an organization 
of purely mutual aid it developed and flourished at the end 
of Tokugawa regime and the beginning of the present era. 
Then, the Mujin became a commercial enterprise as every
thing else became business enterprise. To-day they are more 
like peasant-banks. When regulations to control them be-. 

I I 

came necessary, a law was passed in June, 1915. The de- · 
· velopment of the Mujin after that date may be seen below._ 

1 These figures are based on Departt;nent of Finance, ibid., pp. 71-73. 
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DEVELOPMENT OF MUTUAL LoAN SOCIETIES 1 

(in thousand yen) 

No. of Author• Paid-~ 
llead Branches ized Cap it 
Office Capital 

-
lgl6 ~ ••.••••••.••••.•.•..• 136 6o 7.406 2,576 

1919 •••••••••••••••••••••• 206 61 IO,J79 4,109 

1923 ••••••••••••••••••••••. 219 45 15,014 6,sot 
-

{ Joint llock c:ompaaict • 193 .. 21,217 8,962 

1925 
Lim~ted partnershi~s •• 23 .. 868 402 
Ordmary partnershtps.. 2 .. 70 . 37 
Individuals •••••••••• 24 .. 232 2J2 

-
Total •••••••••••••• 240 .. 22,J86 9,6JS 

Average 
Authorized 

Capital 
per Society 

54 

so 
68 

93 

. Next in importance is the Postal Savings Bank. Although 
the post-office savings account is· not quite a bank in function, 
as it does not ~e loans, yet its function as a saving deposi
tory for the lower classes of people is quite remarkable. The 
post-office savings first started in 1874. The interest paid 
by the post office has been somewhat lower than the interest 
paid by banks,• but as they specialized in deposits of small 
sums, refusing to receive more than I ,000 yen from any 
person at one time, thus making themselves accessible for the 
great mass of people, the growth of their deposits is cer· 
tainly remarkable. 

1 These figures are made up from Department of Finance, ibid., p. 102 

and The Twenty-six Financial and Economic Annual of Japan for 1926, 
Tokio, 1926, p. 136. 

1 Since 1915 up to 1923 they paid interest of 4-8 per cent for deposits 
and after 1923 4·95 per cent whereas banks were paying 6 to 7 per cent. 
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GROWTH oF DErosrrs OF PosTAL SAVINGS 1 · · 

(in millions of yen) 

Amount 
Number of Amount of Po pula- of deposit 

' Depositors Deposits tion per one 
depositor 

. 
1897············ I 26 43 20.94 
1902 .••••••••••• 2 30 46 1044 
1907 ••.•.••••.•• 7 91 48 JI.67 . 
1912 •••• •••••••• I2 197 51 •5·96 
1917····~······· 16 416 53 24-59 
1921 •••• •••••••• 25 906 s6 56.22 

37 
; 

Amount 
of deposit 
per one 
person 

.6o 

.66 
1.87 
3·79 
7·7° 
16.~ 

Since 1921 the growth has been even more r_api~ as the 
repeated bank failures turned the people more to the post
office. At the end of 1926 they had over 1,200_ million yen 
in deposits. These huge sums are being utilized by the De:. 
posit Section of the Department of Finance. But as there 
is practically no regulation as to the use of these. funds, 
except that they should be invested. in some public securities 
and bonds, the funds were not really well used, and the De
posit Section has been the target of severe criticism.· It was 
cnly a few years ago .that the section began to publish·· its 
financial statements for the general public. 

The development of ordinary banks is also · interesting. 
Up to the War the number of banks (head offices) or 
branches was not increasing; but after the War, as the 
·capital and reserves of these banks were generally too small, 
the government took measures to encourage the amalgama.o 
tion and affiliation of minor banks with a vi~w to solidify
ing their financial ability. As the result of these efforts there 
have been many amalgamations and affiliations during the 
last several years. According to the report of the Depart-

1 The population in thjs table is that of the Birth Registry, or it repre
sents the static population. The other data are based on Department o(' 
Finance, ibid., p. 23. 
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ment of Finance there have been 552 ordinary banks which 
have amalgamated and dissolved in the last 14 years, the 
details of which may be seen below. 

BANI: AMALGAMATION IN }APAN, 1913•1926 
-

Dissolution because of 
New Banks Amalgamation 

Ordinal')' Savings Ordinary Savings 
Banks Banks Total Banks Banks Others Total 

- --· 
1913 •••••••••• 3 2 1 4 .. I s 
1914 •••••••••• 3 3 2 4. .. 6 
1911 •••••••••• 2 2 4 2 2 .. 4 
191 •••••••••• 8 2 10 8 2 I II 
191~···· • •.••• 13 4 17 17 4 I 22 
,J91 ........... 25 8 33 19 12 J 34 
1919 •••••••••• 31 19 so 35 23 66 
192() •••••••••• 22 16 38 Jl 14 7 52 
1921 •••••••••• 39 18 57 39 29 3 71 
1922 •••••••••• Sl 4 s~ 46 12 4 6.2 
1923 •••••••••• 66 I 67 88 4 s 97 
1924 •••••••••• 48 I 49 53 I 7 61 
1925 ••••• ,. •••. 6cJ .. 69 93 2 I 96 
1~26 •••••••••• 84 2 86 us 3 3 121 

-- --
'Iotal •••• 464 82 I S4G 552 112 44 708 

Due to these amalgamations, although the percentage of 
paid-up capital to authorized capital remains nearly the same, 
being 6o to 70 per cent on the average, yet the percentage of 
reserve to paid-up capital increased from an average of 30 
to 40 per cent. Expenses are also greatly cut down and 
their financial power greatly strengthened. Deposits are also 
growing. On .the side of advances, however, loans still 
occupy the greater portion, or nearly So per cent of the total 
advances, discounts being only about I 5 per cent. This is 
perhaps the most important point to notice in Japan's bank
ing today. For there are as yet not many negotiable· bills, 
and what few bills are found are mostly promissory notes. 
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Now, it is evident that bankers neither can discount such 
bills nor invest in long-term industrial enterprises. Natur"'\_ 
ally they prefer loans on mortgages, bonds and stocks. But 
they find difficulty in making short-term investments. Bonds 
yield only 5 to 6 per cent .. Some stocks yield 12 to 15 per 
cent dividend, but they are not reliable. In between them 
there are not many good stocks nor any amount of commer
cial negotiable instruments. Railways, tramways, gas, water, 
~nd the like are nearly all government or public enterprises 
in Japan. Under such circumstances the call-loan market is 
the only reservoir through which bankers finance their short
term money. For this reason alone, .the bank amalgamatio~ 
has proved to be a wise measure. The following statistics 
will show some of these tendencies. · 

1897 ••••••• 
1907···-··· 
1915 ••••••• 
1925 ••.•.•• 

-

DEVELOPMENT OF ORDINARY BANKS 1 

(million yen) 

Advances 
No. of 

Author-banks Paid-up Reserve 
(bead ized Capital Fund Deposits Bills 
office) Capital Loans Dis-

counted 

-- - -- -- --
1223 224 147 13 2071 241 .. 
1658 410 286 84 944, 514 597 
1442 513 357 127 1,6gg; 645 1,057 
1585 2,426 1,5041 6o6 8,J79 6,gJ6l 1,350 

1 

Total 

. --
24i 

J,IIJ 
1,703 

. 8,487 

Under such a condition of loose bank. regulation' with 
practically no real supervision, no fluid market for short
time investments, over-expansion of credits during the War 
and up to 1920, .too "isolated policy" on the part of indi
vidual bankers, no centralized banking either in the way of 
cash reserve or the rate of interest, scarcely any logical re-

1 The Department of'Finance, Kinyu liko Sankosho, 1924. pp. 75, 81-82, 
and The Twenty-Si~ Financial and Economic Annual of Japan, 1926, 
pp. 135-137· 
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adjustment after the depression of 1920, with swindles by 
the directors of banks such as the Seventy-fourth Bank and 
:Mogi & Co. of Yokohama in :May, 1920, the Kochi Com
mercial Bank and Ishii & Co. of Osaka, and the Kyoto Se
kizen Bank. and its directors--under such conditions-bank 
failures of recent years were but logical consequences. Ex
Finance lVIinister J. Inoue reported at the time of his writing 
in 19,25 that there were 57 bank failures since 1920.1 If we 
add more recent bank failures, especially those of March, 
April, 1927, this number may be easily increased to 100. 

Th~ Japanese may not be particularly incapable of handling 
money, but rather they are the victims of unorganized bank
ing due to the sudden increase of finance capital. The time 
has now come to correct these shortcomings, for committees 
of Financial Reorganization have been already appointed and 
a radical reform of the banking system is now under con
templation.1 While their workings are not yet known, their 
objectives must be along the following lines: (I) to unify 
the banking system; ( 2) to bring it under some regulatory 
authority, but free from party politics; (3) to make pro
vision for the· development of a discount market; (4) to 
create an elastic currency; (5) to give the Bank of Japan 
the power to control the money market, and through the 
money market the business of the country. 

5· FOREIGN EXCHANGE MARKETS 

In our country there is no one city that can be called the 
New York or London of Japan. The business of the ex
change markets is equally divided between Yokohama and 
Kobe, and, in a lesser degree, Tokio and Osaka. 

t J. Inoue, Japan's Financial and Economic Conditions after the War, 
Tokio, 1925, p. 91. 

2 A partially reformed bank bill was passed this March, 1927. Accord
ing to it, the ordinary banks hereafter must have at least Y 1,000,000 

capital (and in cities Y 2,000,000) and ~ must be paid-up. 
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In early days, Japan's foreign trade was carried on almost 
exclusively by the foreigners residing in Japan. And, there
fore, it is natural that foreign exchange business was also in 
the hands of Dutch, British and other foreign bankers. Only 
a small part was transacted. by the Japanese concerns which 
then happened to be big money exchangers. It was not until 
1872, when the Government promulgated the National Bank 
Regulations, that Japan saw the advent of the first modern 
banking system. The first Japanese exchange bank was 
established in 1880 when the Yokohama Specie Bank came 
into existence under a special charter from the Government, . 
but formed as a private corporation. Soon after the estab
lishment of the Yokohama Specie Bank, numerous other ex
change banks came into existence. In 1882 we saw the Bank 
of Japan formed as the central bank, one of its aims being to 
assist the foreign exchange banks, especially the Yokohama 
Specie Bank. In 1897 the Japan Hypothec Bank, in 1899 
the Hokkaido Colonial Bank, and the Bank of Taiwan, in 
1902 the Japan Industrial Bank, in 1909 the Bank of Cho
sen, came into existence. All of these are semi-public banks, 
but they handle foreign exchanges also. Especially, the 
Banks of Chosen and Taiwan deal with foreign exchange 
quite extensively. Meanwhile, numerous private banks such 

· as .~Mitsui, 1\fitsubishi, Dai-ichi, Sumitomo, Yasuda, . J ugo, 
Daiyako and others were established/ and have opened for-

1 These are generally regarded as the first-rate banks. Their capitals, 
reserves, and deposits in millions of yen are as following: (Japan Year 
Book, 1926, p. 402). 

( milliom yen) 

Paid up Capital Reserve Deposit 
Mitsui Banks .............. 6o 52 443 
Mitsubishi Bank •••.....•.• 30 21 303 
Dai-ichi Bank .............. so 44 359 
Sumitoma Bank •.....••..•.• so 21 373 
Yasuda Bank ..•..•.•..•••• 92 51 589 
Jugo Bank ................. 49 30 351 
Dai-hyaku Bank ...... ~ .... 17 10 120 
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eign departments to deal in foreign excl}ange business, with 
their own foreigri branches and foreign correspondents 
abroad. The Yokohama Specie Bank alone has at present 
39 branches and 2 sub-branches, besides their foreign corres
pondents, scattered all over the world. Perhaps the locations 
of these branChes indicate indirectly somewhat the sphere of 
Japanese trade and exchange interests .. 

THE YoKOHAMA SPECIE BANX, Lm. 
(CAPITAL PAID UP Y 100,000,000; RESERVES Y 8J,SOO,OOO) 

HEAD OFFICE, YOXOHOMA. 

Branches: 
Japan: Kobe, Nagasaki, Nagoya, Osaka, Shimonoseki, Tokio. 
China: Tsinan, Hankow, Peking, Shanghai, Tientsi~, 

Tsingtau, Canton. 
Manchuria: Changchun, Dairen, Harbin, Kaiynan, Mukden, 

Neuchwang. 
Europe: Hamburg, London, Lyons. 
North America: New York, San Francisco, Seattle, Los 

Angeles. 
South America: Buenos Aires, Rio de Janeiro. 
Others: Batavia, Bombay, Calcutta, Hongkong, Honolulu, 

Manila, Rangoon, Saigon, Singapore, Sourabaya, 
Sydney, Vladivostok, Semarang. 

Along with these Japanese exchange banks we also have 
the foreigners' branch banks. Toward the end of the last 
century there were less than 10, but in 1909 there were 15, 
and in 1924, 22. These are British, American, Dutch, 
French, German, Russian and Chinese. These branch banks, 
however, have had no such difficulties in conducting their 
banking business in Japan as most of the foreign bran~h 
hanks in the United States are now encountering on account 
of discriminatory state laws.1 

t 'Willis and Edwards, Banking and Business, New York, 1925 ed., p. 281; 
also Willis and Steiner, Federal Reserve Banking Practice, New York, 
1926, p. 552. 
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Besides bankers, exchange dealers in Japan are also bill 
brokers and exchange brokers. These are about sixty houses 
each. But bill brokers in Japan are more interested in bonds 
a.nd stocks than exchanges, while exchange brokers are pri
marily interested in broking exchange bills and in dealing in 
futures. 

The aggregate amount of foreign exchange bills cleared 
through these Japanese and foreign banks may be considered 
roughly 7 billion yen annually. The figures for 1925, for 
instance, may be calculated as follows : . . 

Imports and Exports • • • • • . • • • • • • Y. 4,876 million 
Gold ........................... . 22 .. 

Invisible trade ................. . 900 " 
Capital movement ••••••••••••••• 11121 IC 

Y. 6,979 million 

But it is said that the Yokohama Specie Bank alone handles 
more than 50 per cent of the total of such exchange bills.1 

These are merely figures accompanied of the actual business 
transactions. The amounts of pure exchange speculations . 
are not known, but are generally considered enormous. 

Now the exchange rates in Japan are, of course, deter
mined primarily at the juncture of supply and demand of 
exchange bills. But the fact that the Yokohama Specie Bank 
is the greatest buyer and seller of exchanges (besides having 
a special financial aid from the Bank of Japan and the Gov
ernment), enables its rates to dominate the market. The 
Bank, having received exchange news from all important 
parts of the world, determines its own· rat~s every day on 
foreign countries, and publishes them, and circulates them 
simultaneously in Yokohama, Tokio, Kobe, Osaka and other 
cities. :Meanwhile, other bankers are adjusting their rates to 
the Yokohama Specie Bank rates, while exchange brokers 

1 K. Maeda, A Study of Yen Excha11ge, Tokio, 1925, p. 57· 
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are busily engaged in broking exchange bills, in dealing in 
futures and arbitraging e..xchanges by visiting .from bank to 
bank, from merchant to merchant, and by means of tele
phone calls. . Thus the exchange brokers are good levelers of 
exchange rates in Japan. 

In general, the exchange markets are becoming more and 
. more competitive, as the volume of trade and facilities of 
exchange increase. This can well be seen by the narrowing 
of exchange "points". In earlier days I "point" in Jap
anese British exchange was ~ of I penny, and in Japanese
American exchange ~ of I cent. But today we have I/I6 
of I penny for the former and ~ of I cent for the latter. 
Exchange bills used are also numerous, ranging. from the 
banker's clean bill to the merchant's D.P. bill. In general, 
documentary bills are of 30, 40, 6o days usance, while domi
ciled bills are still numerous, although yen bills are already 
ir..troduced and used more in the Oriental trade. But owing 
to the absence of a discount market, the development of yen 
bills belongs to the future . . 

6~ FINANCING FOREIGN TRADE 

In the first place, it is extremely important at the outset 
to keep in ·mind that there is no discount market in Japan. 
\Vhat were called "stamped bills" at the time when Mr. J. 
Inoue was the Governor of the Bank of Japan, in I919, were 

· only used as a temporary measure. Such bills had practically 
gone out of circulation when the panic of 1920 came.1 

But while there is no general market for discounting for
eign exchange bills,2 the Bank of Japan has assumed, single
handed and sometimes almost heroically, the whole respon
sibility for financing exports and imports, through either 

• Toyotaro Yuki, "Why no discount market in Japan," The Kokumin. 
Shimbun, Jan. 20, 21, 22, 1927. 

'In fact there is no general market for any kind of bills. 
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discounting bills directly or indirectly by buying· and selling 
foreign exchange funds. The Bank has especially helped th~ 
Yokohama Specie Bank in financing the foreign trade, and· 
has let the Yokohama Specie Bank finance the traders 
directly, details of which will be fully discussed later. But 
suffice it here to say that there is in Japan no fluid market 
that would help the banks· to finance such trade. So each . 
bank has to take care of itself. The central bank is seated 
too far away to be reached by ordinary exchange . banks. 
The so-called gold funds kept by the Japanese Government 
.and the Bank of Japan in London and New York are u5ed 
to peg exchanges, to keep and stabilize Japanese bonds, and 
to redeem and pay foreign obligations. .. 

Briefly, such is the foreign exchange mechanism working 
.under ordinary conditions. Let us now see, iri. the next . 
.chapter, how this mechanism has survived these past four
.teen years under a different set of circumstances. 



CHAPTER II 

· JAPANESE YEN ExcHANGE BEFORE I9I4 

I. JAPANESES EXCHANGE BEFORE I9I4 

WHILE this survey devotes itself chiefly to the nature 
and causes of the movements of the Japanese yen exchange 
during the period from I9I4 to I917, it will help to a better 
understanding· if a brief outline of yen exchange before that 
date be given. 

The fluctuations of yen exchange before I9I4 were, 
generally speaking, small, and its general movement was 
rather smooth.1 During the time of the Russo-Japanese 
war, I904-5, rather wide fluctuations took place, but their 
•• spreads" and their effects on people when compared with 
those of the recent fluctuations of l923-4 were almost negli
gible. The trade balance had been mostly unfavorable,2 

while invisible trade was not yet developed. And. the for
eign debts, particularly after the war of I904-5, increased 
by leaps and bounds. The failure of Japan to get 2 billion 
yen war-indemnity from Russia and the subsequent increase 

1 Department of Finance, Kinyu Jikii Sankosho, 1924, pp. 125-6. 
1 The excess of imports was as follows: (Trade includes Chosen and 

Taiwan.) (In million yen.) 

Exports Imports Excess of imports 

ISW ••••••.•••• I75 2JI s6 
190:2 ••••••••••• ZJ2 281 9 
J()(:J7 ••••••••••• 442 sos . 63 
1912 ••••••••••• 547 664 II7 
I9I3 •• • • • • • • • • • 6so 778 127 

46 
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of the navy and army and the building of public utilities 
caused her to borrow heavily from Europe. The net total 
borrowing in 1902, for instance, was 194 million yen, or five· 
times that of 1897; while in 1907 i't increased up to 1,400 
million yen, or again increased seven-fold in five years. Such 
borrowing in 1913 was 1,9.69 million yen; 1. a country with 
such heavy borrowing abroad naturally had bad conditions at 
home, for at least one-half 2 of the borrowing was spent for 

1 The increase of Japan's foreign borrowing before 1914 may be summed 
up as follows: (See Kiny!l Jiko, 1924, p. 26.) (million yen.) · 

JAPAN's FoREIGN BoRRowiNG BEFORE _1914 

(Figures show amounts outstanding at the end of each year) 

Gov't I Domestic 
Domestic 

bonds Munic- Corpo- l<·oreigners 
foreign bonds sold shipped· ipal ration investment Total 
bonds abroad abroad bonds bonds in Japan 

----
1897 .... 43 ... 43 
1902 .... 97 93 4 194 
1907 •••• 1,165 93 57 21 44 ~7 J,400 
1912 ••• 1,427 72 177 147 29 1,854 
1913 •••• 1,524 74 177 166 26 1,969 

2 For instance, if we classify all the national debts-including domestic 
loans which amounts to little more than half of the total amount-since 
the Restoration of 1868 up to the end of December 1904, according to the 
objects for which they were raised, we get the following: (Figures based 
on The National Debts of Japan, by Department of Finance, Tokio, 1906, 
pp. 12-14) 

A. For reorganization of public institutions • • . • • • • • • . • • Y. 225 million 
For military affairs . . • . . . . . . . . . . . • • . . . . • • . • • • • • • • • 227 

Non-economic borrowing ...•...•.. .'. '. • • 452 
B. For economic undertakings •..••.•.•.. Y. 170 million 

For financial adjustment . . . . • . . . • . • . • 203 
For exploitation of new territory . • • • • 27 

Economic borrowing • • • • . . 400 

Or again at the end of 1913, Japan's total outstanding National Debts 
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unproductive purposes, such as reorganization of the state, 
national protection, etc. 

While not all borrowing was employed for productive 
purposes, a greater part was utilized simultaneously as a 
fund to peg Japanese exchanges. That is to say, any excess 
of credit, after debts had been paid out of a fresh foreign 
borrowing, was utilized as an exchange gold fund, and was 
kept at a foreign money center. If the fund was exhausted, 
it was replenished by another borrowing. But such a prac
tice was not welcomed by the Japanese. So each govern
ment in power had adopted the so-called traditional policy 
of encouragement of exports and repression of imports in 

. order 'to balance the payments. But the trade ·was not so 
favorable as was expected. Besides, the government kept .on 
borrowing abroad for various purposes at home. So the 
government had still to peg the exchanges. And the ex
change funds were aways draining away 1 in spite of this 
continuous borrowing. 

may be divided as follows: (Figures based on Dr. U. Kobayashi, War 
and Armamenl Loans of Japan, New York, 1922, pp. 94-5.) 

(million yen) 

For economic purposu 
1. Loans for reorganization 

of certain institutions • • Y. 3 
2. Loans for railway • • • • • • • 796 
3· Loans for exploitation of 

new territory •• • . • • • • • • So 
4- Loans for financial adjust-

ment •• • . • • . . • . • • . • • • . • 344 

1,223 

For non-economic purposes 
I. Loans for war • • • • • • • • Y. IA54 
2. Loans for armament •• • 63 

Total loans •••••••••• Y. 2,743 

In 1895 Japan received from China a war indemnity of 230 million 
taels (£38,ooo,ooo), and this she kept at London in order to meet the 
impending redemption of her war loans and for the purchase of ships, 
munitions and for other purposes. But fortunately this method of clear
ing international indebtedness proved to be expedient in the course 
of subsequent years in maintaining the value of the yen, when Japan was 
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Each year's successive excess of imports may have been 
due to many causes, but the most dominant and powerful 
cause, at least after the Russo-Japanese war, was the higher· 
level of prices in Japan relative to other countries. · For 
illustration, let us compare prices ~n Japan and in the United 
States before 1914. 

Japan 

1900 •••• , ••••••••• , •••••• , IOO, 1· 

1902 ••.• ~.. . • • • • . • • . • • • • . • . 97 
1907 .. . . . . . . . . . . . . • . . . . . . . 129 
1912 •••••••••••••••• ~.. • • • 13.2 
I9I3 ,, , , , • , , , , • , , , , . , , . , , • 132 

U.S. A. 
( ) 

2 ' .. I IO.S , • • • • • • • • • • • • • • • • IOO 
(I 12.9) , ••••••••••• , ,:·, • , ~, 102.1 

(129.5) ••••••••••~ ......... ·1 JI?.I 
( IJJ.6) ••. ~. • •. • •. ··.• •, •.• •.• • .. 120~9 
( 135-4) ...•.•.•...• · ..• , .. • . • 122.$ .... ;.~ 

Thus, prices in Japan were much higher than in the United 
States during the period 1900-1914, and since. prices in 

but little known to the world. (See M. Matsukata, Reporl on the 
Adoption of Gold Standard in Japan, Tokio, 1899, pp. 166-g) •. So this 
temporary measure remained intact and became firmly established,. es-: 
pecially after the war with Russia (1904-5), when Japan kept practically 
all her foreign loans in the hands of British bankers. Following are 
the figures. Notice the gradual decline in the amount of tlie gold fund 
kept abroad. (Department of Finance, Kinyu Jiko, 1923, p. 67.) · 

(In millions of yen) 

Total stock 
At the end of Gold fund kept abroad Gold kept at home of gold 

-
Amount % Amount 90 

1905·········· 442 92 36 8 479 
1907 ...•••••.• 401 90 44 JO 445 
1910 •••• •••••• 336 70 135 30 471 
1911· ••• •••••• 231 6J 132 

~~ 364 
1912· ••••••••• 214 62 !36 350 
1913 •••• •••••• 246 65 IJO 35 376 

1 This is the Bank of Japan's index number of wholesale prices, Oct. 
1900= IOO. 

1 U. S. wholesale pric;es, 1890-99 = 100. Calculated from Edwin R. A. 
Seligman, Principles of Economics, 1926 ed., pp. 466-7. 
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Great Britain were much below the American prices during 
those years/ Japanese prices must have been very much 
higher than those of the British. Of course, one may dis
trust index numbers of this. kind, especially those compiled 
by the Bank of Japan. But apart from certain technical 
errors, what is emphasized here is not so much the relative 
heights of the two indices at a given month or year as the 
general trend or movement of prices throughout a period of 
years. In this sense, Japanese prices were moving relatively 
at a faster rate than the British or the American. 

Now, a critical reader may ask, what were the causes for 
such high prices? The answer is, surely not the exchange 
rates. · Exchanges were pegged nearly at par .. And what 
:" unfavorable " exchanges there were, were very slight, even 
if they had acted to some extent as cause. But again, 
among other causes, the most dominant was the undue 
expansion of note-issue. This was undue expansion because, 
among the specie reserves against which the Bank of Japan 
issued notes, was included the stock of gold the Bank bor
rowed abroad .. To illustrate, in 1907 the specie reserve for 
the note-issue was r6r million yen, but the same govern
ment statistics show that there were only 44 million yen gold 
at home arid 401 million yen abroad. Therefore, even if all 
of this 44 million yen belonged to the Bank of Japan alone 
(in fact, some belonged to the government), the Bank must 
have utilized at least 117 million yen of gold abroad for 
note-issuing purposes at home. This practice had a most 
disastrous effect on prices and trade, because the expansion 
of note-issue due to the increase in foreign reserve was (I) 
enormous in quantity,' and (2) the expansion was not due 

1 See Chart in Seligman's ibid., pp. 466-7. 
1 This point will be more fully discussed later. But here we are only 

concerned with the period from the time of the Russo-Japanese war to 
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to the dema~d of business but _rather, to the government's 
fiscal needs such as in military expansion and social reorgan~ 
ization.1 This malpractice of issuing notes against foreign 
funds was kept up during the Great War and throughout the 
panic of 1920 and up to September 1922, when the then 
existing cabinet finally abolished it. 

A critical reader may still ask at this point, why _was it 
that relatively high prices in Japan caused her to have an 
unfavorable balance of payments? Are not the Japanese 
commodities different from those of '\Vesterners? Should 
not, therefore, the comparison of prices be limited to those 
of international commodities that are subject to international 

the World War. (Department of Finance, Kinyu Jika Sankosho for 
1924, Government Printing Office, Tokio, 1925, pp. zo-u, 67-69.) 

(million yen) 

Note-issue Therefore 
Total Total . Amount of 

End of gold at gold gold abroad 
Gold Security home held utilized for 

Reserve Reserve Total abroad note-issue 

1907 •••••• 161 208 369 44 401 117 
1912 •••••• 247 201 448 136 215 III 
1913 ...... 224 202 426 130 246 94 

Dr. U. Kobayashi of Meiji University has admirably brought out in 
his book the rise of prices in Japan due to wars and armament, but 
unfortunately he failed to connect such foreign loans to the over-issue 
of bank notes in Japan. To quote his words, "In short, the excess of 
importation and efflux of specie from the Restoration (1868) until 
x88I were occasioned by the over-issue of inconvertible paper money ..• 
from Sino-Japanese war ... and through Russo-Japanese war ... up to 
1912 ••• the excess of importation and the outflow of specie was wholly 
due to war loans and conversion loans ••• There is no doubt that these 
appreciations were due to the inflation of currency which, in turn, was 
brought about by the increased issue of paper money and convertible 
notes in connection with the war." . Dr. U. Kobayashi, War and Arma
mettt Loans of Japan, New York, 1922, p. 196. 
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movements? My_ answer is, no. Japan is very much de
pendent on her foreign trade. The character of her foreign 
trade is such that the prices of purely domestic goods such as 
miso and shoyu, for which the Westerners have no equiva· 
lents, do constitute some of the important elements in the 
cost of living, and do influence greatly the cost of export 
goods. To illustrate,' raw silk which constitutes 32 to 44 per 
cent of the total exports and nearly 9<> per cent of which 
come to America depends for its cost of production mainly 
upon the cost of living or, to be more specific, the general 
level of prices. The same thing can be said about her ex
ports of cotton goods, knitted goods, etc., although i~· these 
'Cases raw materials must be first imported before manufac· 
tu~re. In the long run, therefore, the domestic price situation 
affects greatly Japan's balance of payments. 

To sum up, prices in Japan after the Russo-Japanese war 
were relatively higher than those of America or Great Brit
ain. This was mainly due to great expenditures in her 
national reorganization. In order to meet this expenditure, 
she sacrificed to adopt a sound monetary policy. And each 
year saw an unfavorable balance of trade. Specie went out 
of the country. Yen exchanges naturally tended to go down, 
but· were actually held up by the system of gold exchange 
funds. Japan's invisible trade was not yet developed, and 
her chief importation of capital arose from the government's 
borrowing abroad. 



CHAPTER III 

YEN ExcHANGE AND THE BALANCE oF PAYMENTS· 
DURING THE WAR, 1914-1918 '' ' 

I, THE HISTORY OF YEN EXCHANGE CLASSIFIED 
INTO THREE PERIODS 

i 

IN the various. accompanying charts the general movement. 
of Japanese yen exchange during 1914 to 1927, \vi)l be 
shown. In these charts I have deliberately ~os.en three 
exchanges-New York, London and Shanghai-· as. ihe rep
resentative exchanges in Japan to show the general trend of 
the yen exchange movement. The exchanges on .New. York 
and on London in Japan are the most important; theyhaye 
been the barometer of the value of the Japanese yen,, for. 
nearly all of Japan's external trade and finances are tran.s
acted either in sterling or dollar exchange. On the other . 
hand, Shanghai exchange is a good representative of· the 
silver e..xchanges, for Japan's trade with China is next im
portant to the trade with the United States in amount; be
sides, it indicates the general trend of silver exchanges 
whereby Japan has to deal with silver Oriental countries .. 

The trends of these exchanges can be divided into the 
following three periods: 

I. The First period, I9I4-I9I8. 
2. The Second period, I9I9-I923. 
3· .The Third period, I924-1927. · 

The reason for so classifying is because in each ofthese 
periods we find the exchanges operated under a set of dif
ferent forces. The first period was characterized by the 

53 
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war conditions; the second by peace but much disturbed and 
maladjusted conditions; the third by the great earthquake. 
Speaking of the yen exchange movement itself, the first is 
the period of strong exchange; the second is the period of 
weak exchange; and the third, the period of slumps. 

This chapter is devoted to the first period, a period of 
war-of strong exchange during 1914-1918. 

2. ECONOMIC CONDITIONS UP TO JULY 1914 

As was explained in the preceding chapter, Japan's eco
nomic position before the War was truly that of a debtor 
country. Her imports were increasing more rapidly than 
her exports; and each year this excess of imports took the 
fonn of ·foreign loans, and foreign loans in turn caus~d 
more imports. To illustrate by the year 1913, our commod· 
ity exports were 650 million yen and our commodity imports 
were 778 million yen, making a total trade deficit of 127 mil· 
lion yen.1 The situation was not only bad in commodity trade 
but also in invisible trade. For Japan this year owed to for· 
eign countries more than 1,96g million yen loans, interest of 
which alone would have been more than I 30 million yen. 
Over against these foreign debts, our only credit was Chinese 
loans and investments, which amounted roughly to 400 mil
lion yen, and the freight receipts, which have been tlte chief 
source of Japan's invisible trade, netted her only 40 million 
yen. All other incomes-such as insurance premiums, im
migrants' remittances, profits by the Japanese- all com
bined-would not have reduced this interest of 130 million 
yen to nil. In fact, in the invisible trade items, Japan made 
a deficit to the amount of 13 million yen. 2 In order to offset 

1 The figures include Chosen and Taiwan. Hereafter the same statis
tics are used unless otherwise specified as Japan proper. 

1 J. Inoue, Japan'l International Finance after the War, Tokio, 1925, 
Appendix vii. 
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this 13 million yen and the above deficit of commodity trade 
of 127 million yen, Japan borrowed II6 million yen abroad· 
and shipped out net 26 million yen worth of gold and silver 
in 1913. , 

Such a state of deficit settlement was grievous. So when 
the Okuma cabinet came in~o power in April, 1914, its first 
task was not to borrow any more capital but to encourage 
exports and repress imports. · Now in order to carry out this 
traditional policy of encouragement of exports and repres· 
sian of imports, it was thought that there were two means. 
One was to encourage trade and industries by giving trade 
information and reports to mercha~ts and manufacturers 
and by establishing such trade aid organizations as the Im
perial Raw Silk Association. The other was to control the 
yen exchange through the Yokohama Specie Bank so that 
exporters could always command better priCes for their ex
port bills and importers would have to pay higher prices for 
their import bills. That is to say, the government let the 
Yokohama Specie Bank maintain rates one or two points 
always lower than those of foreign branch bankers in Japan. 
For this purpose the government has been advancing to the 
Yokohama Specie Bank through the Bank of Japan an ex
change capital to the amount of 20 million yen at a lower 
rate of interest. 1 The result was that more export bills were 
coming to the Yokohama Specie Bank, since the Japanese 
exporters could realize more yen by selling their dollar or 
sterling bills at lower rates of exchange. But importers were 
less encouraged to deal at such unfavorable rates. So 
they had either to curtail their imports or to, buy cheaper 
foreign money from the foreign branch bankers in order to 
pay off their bills.2 This policy, however, was not success-

1 S. Y. Furuya, Foreign Exchange, Tokio, 1923, p. 630; K. Maeda, A 
Study of Yen Exchange, p. 57· 

2 To illustrate, suppose that the Bank's selling rate for demand drafts 
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ful. Prices declined a little but not much, and the excess of 
imports still continued. At this time the '\Var broke 
out. The War proved to be the rescuer of Japan so far as 
her financial and trade situations were concerned. 

3· CHANGES BROUGHT BY THE WAR IN THE 

BALANCE OF PAYMENTS 

So far as it concerned Japan's economic relations to the 
~orld, the War brought to her four fundamental changes. 
(A) The first was the change on her commodity trade. The 
nature of Japan's trade had been completely changed when 
her. succession of over-imi>orts was reversed to a succession 
of over-exports. (B) The second was the change in her in
visible trade. Like the visible trade, her invisible account has 
been changed from a debit to a credit balance. This was 
largely due to the increase of her merchant marine and de
crease in her foreign loans. (C) Still the third change was 
brought about when her international and financial position 
was elevated from that of debtor nation to that of creditor 
nation. (D) The fourth was the change in the yen exchange 
situation. Her yen exchange was no longer the object to be 
feared. In fact, the yen exchange had remained the most 
stabilized e:Xchange among the belligerent countries through
out the War.1 

on New York was $48.oo (per Y. Ioo.oo), the Bank's buying rate for the 
exporter's bill of 4 months would be $49·~· For the difference between 
$48.00 and $49-~ or $I.~ would be the interest on Y. Ioo.oo for 4 months 
which corresponds roughly to 6.6% interest. Now, if the Bank reduces this 
buying rate to $48.~, the American importer pays just as much money as 
before, say $xoo.oo, but the Japanese exporter can now realize Y.2o6.71, 
whereas formerly he could get only Y. 202.53. But if the Bank reduces 
$I.oo of its buying rate, it would also reduce its selling rate by $x.oo, 
making the rate at $47.00. So the importer by the same reason but 
worked out conversely has to pay more or else to curtail his imports. 

1 This can be seen in various charts prepared by Federal Reserve 
Bulletin, September 1918, pp. 937-8, and November 1920, p. II59· 
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Bu.t the change in exchange was more than that. The im
portance held by the sterling exchange in Japan was soon 
replaced by the dollar exchange. And the whole system of 
exchange was adjusted accordingly. · 

For these great changes a little more elucidation is neces
sary. Let us first review h~r trade expansion. Prices were 
now becoming relatively high abroad (see the next chart) 
and demand was persistent because of the war. In those five 
years of war, Japan could net in her favor more than 1,566 
million yen in commodity trade. Figures may be seen below. 

JAPAN's CoMMODITY TRADE DURING THE W .AB.l. 

(million yen) 
Year Exports Imports Excess 4% Correction 2 Total excess · 

1914 ........ 609 63.2 -23 25 2 
1915 ........ 732 562 169 2.2 191 
1916 ........ 1,172 973 379 38 417 
1917 . . . . . . . . 1,662 I,o87 575 43 . 618 
1918 ........ 2,012 1,742 269 6g 339 

1,566 

\Vith such heavy exports, Japan was naturally piling up 
gold exchange funds in New York and London. Demand 
for bills to get these funds was far outbalanced by the im
mense supply of bills to claim more funds in these centers. 

1 These figures include Chosen and Taiwan. Department of Finance, 
Kinyu Jiko Sankosho, 1924, p. 219. 

2 Since 1899 Japan's exports have been calculated from f. o. b. prices, 
whereas her imports have been calculated from c. i. f. prices. In order to 
correct the figures, it is claimed by the officials of the Department of 
Finance that 4 per cent of total imports should be subtracted from such 
import figures. See also H. Kashiwagi, "The Japanese Yen and Japan's 
Economic Condition," The Foreign Securities Investor, March 31, 1926, 
p. 4- Others like ex-Finance Minister Wakatsuki in the Katsura Cabinet 
and ex-Professor H. Tsuinura of Kobe Commercial College claim that at 
least 12 to 20 per cent should be readjusted. But in this survey the 
former conservative view is adopted. 
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Under such one-sided conditions, foreign money was getting 
cheaper, and the value of yen was getting higher. Because 
of this high rate of yen exchange foreign countries, espec
ially the United States until she put an embargo on gold in 
September 7, 1917, were shipping gold to Japan to offset 
their payments. The total net import of such gold and silver 
into Japan for the period was 274 million yen.1 Therefore, 
if we subtract .. this amount from the total excess of com
modity exports, we. still get a net real balance of trade of 
I .292 million yen. 

]APAN'S VISIBLE TUDE DURING THE W U. 

(million yen) 

1914 1915 1916 1911 1918 Total 
· Total excess of exports ••••••••• 2 191 417 618 338 1,566 

Net gold and silver imports ••••• 20 20 -'72 ~38 -4 ~74 

Total visible trade balance •••••• ~ 2IJ 345 380 334 1,2~ 

The above trade figures show that, although imports were 
very much increased, yet the increase of exports was far 
greater. This enormous increase of exports was due to the 
war needs and the high prices abroad. It was not due to 

· l Japan imported gold and silver a great deal from U. S. A. but re
shipped them to India and China in order to settle the account with these 
countries. Gold movement for the period was as follows: (Department 
of Finance, Kinyu Jika, 1925, pp. 233-240). 

]APAN's GoLD AND SILVER MoVEMENT DURING THE WAR 

(million yen) 

Exports. Imports Excess 

1914 ............. 29 9 20 
I9I5 •• • .. • •. • • • 44 24 20 
1916 ••••••••••• 28 IOI -72 
1917 •.•••••••.• 153 392 ~38 

1918 ••.••.•.... I s -4 

~74 
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exchanges, for exchanges were kept as low as possible. The 
phenomena were just the reverse of those before the war. 
The condition of relatively high prices abroad is here shown 
by the accompanying Chart I, in which Tokio, London, and 
New York wholesale prices are compared.1 Equally impor
tant are prces in Oriental countries. . Prices in the Oriental 
countries also went up because of the temporary check of 
supply of European goods. Japan now saw he{ chance. 
After having overthrown the German naval base at. Kiao
chau and the South Seas in the early part of November 1914, 
she now could command the whole Oriental market and the 
over-seas shipping. 

In ordinary years, it is characteristic of Japanese trade to 
have an excess of imports in the first half of the year and 
an excess of exports in the latter half of the year.. But the 
increase of exports was so tremendous that this character
istic soon disappeared. The course of Japan's increase of 
commodity trade, especially that of exports, is suggested by 
the following table. · 

PER CENT OF INCREASE OR DECREASE (-) OF JAPAN'S. TRADE COMPARED 
' WITH 1913 2 

Imports Exports Total Trade 
1914 •• • • • • • • • • • -18 -6 -13 
1915 ........... -27 
1916 ........... 4 
1917 ........... 42 
1918 ........... 129 
1919 ••••••••••• 198 

12 
78 

154 
210 
232 

-9 
38 
94 

167 
:us 

t I 
1Cf. Mitchell, Wesley C., International Price Comparison during the 

War, Government Printing Office, Washington, 1919, p. 34· 
2 This table is taken from the U. S. Tariff Commission's The Foreign 

Trade of Japan, Washington, 1922, p. 19. This table, however, is not 
based on figures which include the foreign trades of Chosen and Taiwan. 
If they had used the other figures and had corrected exports, the increase 
would have been still greater. 
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It is also interesting to note that Japan's trade profits of 
l ,s66 nullion yen-during the war-period were derived one
half from Asia and one-half from Europe and America com
bined. It is also noteworthy that Japan imported a great 
deal of raw materials and foodstuffs from Oriental coun~ 
tries, especially cotton and wool from India and Australia 
respectively. 

]APAN'S COMMODITY TRADE ACCORDING TO COUNTRIES DUltiNG THE W AJI. 1 

(million yen) 
Total exports Total imports of Excess of imports (-) 

Asia of s-,earslo s-,earsfrom or exports 
Olina ••••••••••• IAJ5 912 521 
Hongkong ••••••• 214 2 207 
lndJa •••• ~ ••••••• 442 971 -533 
Asiatic Russia ••• 319 12 303 
Others ..... ~ .....• 

Total ·······~· 2,761 2,200 499 

Europe · 
Great Britain • .•• 541 300 186 
France •.....•..• 376 IS 354 
Italy ...... · ....... 45 42 
Russia •..•.•••.•. ss I ss 
()~ers ····&····· 

Total ···~·,··· 1,o6s 509 554 
Others 
U. S. A . ......... 1.748 1.387 359 
Australia •..••.•• 146 165 -18 

(B) Next is the invisible trade. Among the invisible 
trade items, most remarkable was the expansion of mer
~hant marine and consequently the increase of freight re
ceipts. With the increase of freights went also the increase 
of insurance premiums and charterage, the total of which 
was more than 1,353 million yen. The following figures 
may indicate the trend of their rapid growth. 

1 Figures are based on Department of Finance, Kin;yu Jiko, 1924. pp. 
224-227. 
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FREIGHT, INSURANCE AND CHARTERAGE RECEIPTS DURING THE wAR 
.. 

(nillion yen) 

I9I4 I9IS I9I6 I9I1 I9I8 Total 

Freight ••..•...••..••.• 43 59 . 162 294 441 r,oo1 
Insurance Premiums ..•• 6 14 21 43 110 195' 
Charterage ••..•••••••• 2 2 39 61 53 . ·157 

Total ................ 49 75 222 398. 004 1.353 

Besides these, we must also note our receipts of immi
grant remittances which amounted during the course of five 
years to 364 million yen, profits and· interest of our foreign 
investments which amounted to 106 million yen, expendi
tures by foreign steamship companies in Japan which 
amounted to 52 million yen, the proceeds of sales of muni
tions which amounted to 337 million yen, and other govern-
mental receipts which amounted to 76 million yen. ' 

Against these receipts we had paid interests on foreign 
loans, premiums on insurance, profits and dividends payable 
to foreigners, .expenditures of our steamship companies 
abroad, and expenditures of our nationals abroad. If we 
take all these together, we get the following balances for 
each year, making the total net receipt of 1,333 million yen. 

We have seen that our total net balance of commodity trade 
was 1,292 million yen and our total net balance of invisible 
trade was 1,333 million yen, making a total net profit of 
2,625 million yen for Japan during the War.1 This was a 
clear profit. Although the sum cannot be compared with a 
huge excess of American exports during the period, namely, 
.$II,800,000,000, yet it was the greatest :[>rofit Japan had 

1 Mr. J. Inoue's figure for Japan's net earning during the period is 2,8oo 
million yen. But in his trade account, neither specie movements are in
cluded, nor trade figures are corrected. If he takes account of these, 
his figure may coincide with mine. J. Inoue, Japan's Economic and 
Financial Situations after the War, Tokio, 1925, p. 10, passim. 
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]APAN•s INVISIBLE TRADE DURING THE 'W A1t 1. 

(million yen) 
Receipt~ 1914 1915 1916 1917 1918 Total 
L Governmental : 

J. Sales of munitions, etc. 
IL Private: . 

J. Freight and charterage 
2. Expenditures of foreign 

ships and companies in 
Japan .•••••••.....•. 

·3- Expenditures of for
eigners in ] a pan ••••• 

4- Profits by· Japanese 
abroad, immigrants' re
mittance and those car-

43·3 

u.S 

16.o 

ried home • • • • • • • • • • • 45·3 
S. Profits and interest on 

foreign investments • • 2.8 
6. Insurance & premiums 6.3 
'1· Others ........•..... . . 

Total ....•....... 
Payments 
L Governmental : 

71.5 101.6 Bo.s 63.6 337·9 

61.9 175.8 294.9 495.1 1071.0 

S.o 

19.0 35·1 

10.8 

37.J 

52.8 

135.6 

46.4 6B.s Bg.9 n4-8 364.9 

J.O 18.5 36.7 45.8 . 106.8 
14-I 21.1 #0 UO.I · 195.6 

184 40·4 I7.8 76.6 

1. Interest • • • • • • • • • • • • • • 63. I 64.0 52.3 .52·4 
2. Other payments •• • • • • 15.4 IS.J 17.8 20.4 

so.2 282.0 
.52·5 121.4 

Total • • • • • • • • • • • • 78.5 79.3 70.1 72.8 102.7 403.4 
II. Private : 

I. Expenditures of our 
ships abroad •• • • • • • • • I6.1 20.3 27.4 33.8 50.8 I48.4 

2. Expenditures of ] ap-
anese abroad .. • • . • . • • 9.2 7.9 10.4 14-1 22.6 64.2 

3· Profits by foreigners 
in Japan .. . .. • .. . .. • 8.7 74 7·7 9·1 U.l 44.6 

4- Interest and profits of 
foreign investments • • 2,5.5 22.4 22.4 23.5 23.7 n7.2 

s. Insurance & premiums 7.1 I4-2 18.9 6o.4 gS.J 198.7 
6. Expenditures of Jap-

anese enterprises abroad 5.7 3.1 ·9 3.1 J.I 15.9 
1· Others .. .. .. .. . • .. . • .2 .2 6.2 1.9 5.2 13.1 

Total •••.•••••••• 150.7 
Net Balance .. . ... .. .. .. •• ... -6.5 

154-8 164.0 219.3 317.3 loOO.I 

6g.J 277.0 415.5 578.0 1333.1 

These figures which exclude bonds, debentures and other capital move
ments are compiled from ]. Inoue's Japan's International Finance al 
Presenl and her Financial Policy (Waga-kokz£Sai Kinyuno Genjho oyobi 
_Zengosaku). Tokio, 1926, Appendix vii. Unfortunately there had been no 
government figures of this kind. Mr. ]. Inoue was once the governor 
of the Bank of Japan, of the Yokohama Specie Bank, and was at one 
time Finance Minister. So the above figures are the most dependable of 
their kind under the cirCumstances. 
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ever made. To restate the rapid growth of Japan1s net 
earning, we have the following: ·· 

RAPm GROWTH OF ]APAN's NET EARNING DURING THE WAR 

(million yen) 

1914 1915 1916 1911 1918 Total 
Net balance of visible trade ••••• ~ 22 2II 345 380 334 1,292 

Net balance of invisible trade ..... -6 69 277 415 578 1,333 

Net earning .............•..•. I6 280 622 795 .912 2,625 

(C) The earning of this huge sum was, of course, pos
sible because of the great European War. But somehow 
Japan was potentially capable to meet this great emergency 
and to turn the whole tide to her profit. For. our imme
diate· study, however, it is significant to note that a debtor 
country in 1913 with 1,969 million yen could now not only 
pay all the debts owed, but also leave with her still 656 mil
lion yen. This financial transformation is most significant. 
Its effect on yen exchange is easily traceable. . But. before we 
come to that, let us see a little more clearly how this financial 
change took place. First let us note how this 2,625 million 
yen credit was distributed among her debit accounts. ·The 
biggest channel into which this credit went' was the subscrip
tion to foreign loans and treasury notes in Japan. Begin
ning with February, 1916 to the end of the war, Russia, 
England, France and Italy borrowed from Japan to the 
aggregate sum of 700 million yen. She also bought for
eign bonds to the amount of 247 million yen within the 
period, making a total of 947 million yen debit to these 
foreign countries. The next biggest item in the debit 

If 

account was her accumulation of gold abroad. The net in-
crease of gold funds abroad in five years was more than 
890 million yen. Likewise, the exchange funds held by the 
Japanese branch banks abroad was increased in five years by 
523 million yen.1 Last of all, we redeemed our bonds abroad 

1 This figure was arrived at by a deductive method after having in-
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and bought back our domestic bonds which went out before 
the war, all of which amounted to 265 million yen for the 
period. If we add all these together, we get 2,625 million 
yen on the debit side, which exactly balances the enormous 
credit as we have already seen. · 

To be a little more detailed, we have each year decreased 
our foreign bonds held abroad, and grea~ly increased our 
foreign investments together with our exchange funds, as 
will be seen herewith. 

NE'f CAPITAL MOVEMENT DURING THE W AK 1 

(million yen) 

----------- 1914 1915 191611917 19181~ 
Credit : I . 11 

1. Foreign investments in Japan 1 9 •••••••••••••••••••••••••••••• 
2

" N ~k~~d~~. ~~ !':0•1~. ~~~s. • • 31 • • • • • • • • • • • • • • • • • • • • • • • .1. • • · • • 
· Total ••••••••. :::=~ =::::::::: ==1~ 

Debit: 
1. Realizing or investments by I 

foreigners 1 
• • • • • • • • • • • • • • 42 12 S ~ S so • • • • · . 

2. Japanese investments abroad 1 • • • • • • 35 371 2 3 258

1

1 
• • • • • • 

J. Net increase of gold funds . 
held abroad •••••••• ••••• •••••• 167 10_ 71 158 491

1

. •••••• 
4· Net increase of bankers' ex-

change funds abroad' • • • • 56 36 19
1 

299 113 • • • • • • ------
Total • • • • • • • • • • • • • • • • • • • • • ••••••••••• ,. •.• • • • • • • • • • 2,665 

Net Balance • .; • • • • • • • • • • 16 28o
1 

622; 795 9121 2,625 

vestigated all other figures. The figure, however, roughly corresponds 
to the one arrived at by K. Maeda who was once Secretary to the presi
dent of Yokohama Specie Bank. Vide, K. Maeda, A Study of Yen 
Exchange_ Tokio, 1925. p. 70. 

1 The official reports of this kind are completely lacking in ] a pan. 
This is a rough approximation, the best the writer could make with the 
present available sources. 

1 These figures were arrived at by comparing the outstanding amounts 
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Thus, if we recapitulate what has been said of Japan's 
international economic situati"on during 1914 to 1918, we get 
the following summary statement: 

of national foreign bonds, domestic bonds sold out, prefectural bonds 
sold out, debentures sold out, and estimates of increase or decrease of 
foreigners' capital in Japan. These detailed figures can be seen in 
Department of Finance, Kinyu Ji~o Sankosho, Tokio, 1924. p. 26. This 
may be further illustrated by the increase or decrease of foreign invest
ments in Japan as follows: 

OUTSTANDING AMOUNTS OP FoREIGN INVESTMENTS IN }APAN, I!)I4-I!)I8 

(million yen) 

Debentures I Foreigners' 

·c;, 

Gov't 
Foreign Domestic Local Increase 

At the Bonds Bonds Gov't (floated 1· Invest- Total or de-. 
end of (floated sold out Bonds abroad) ment in crease 

abroad) Japan (-) 

-
1913-··· 1,524 74 177 166 26 1,969 115 
1914·· •• 1,524 81 177 166 29 1,978 9 
1915 •• , 1.493 71 176 166 28 1,936 -42 
1916 •••• 1,384 s6 175 166 26 I,Sog -127 
191~···· 1,348 40 172 166 26 1,754 -54 
191 •••• 1,311 31 168 I6S 27 1,704 -so 

1 These figures were arrived at by supplementing the Kinyu /ikii 
Sankosho, ibid., p. 41 with figures of the Kokumin Shimbun, Dec. 26, 
1926 "Taishono Seidaini okeru Kokuryoku Shincho," cf. K. Maeda's 
ibid., pp. 71-72. Of these 700 million yen were subscribed for the Russian 
TreasurY notes, England's exchequer bonds, France and Italy's Treasury 
notes. The famous Nishihara loans for China were made during this 
period. Cf. Dr. C. F. Remer, The Foreign Trade of China, Shanghai, 
1926, p. 226. The other 247 million yen were variously invested, such 
as buying foreign bonds, actually investing in China and the South Seas. 

I I 

' The official reports of this kind are completely lacking in ] a pan. 
This is a rough approximation, the best the writer could make with the 
present available sources. 
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BALANCB OP INTDNAnoNAL PAYMENTS, I9I4-I9I8 
(millions of yen) 

Crtdil.r 1914 191$ 1916 1911 1918 Tolal 
Exports of merchandise (net) •••• :3 I9I 417 618 338 

. Exports of gold and silver ••••••• 20 :110 

Freight and other invisibile receipts 
(net) •.•. ~ ...............••.•••• 69 277 415 578 

Foreign debts •••••••.••••..•.•.•• 7 ••• 
RealiZing Japanese investments 
abr~d •••••••••••••••••••••••• 33 ... . .. 

Total credits .....•.•..•. 62 :~~So 694 1,033 916 2,985 
Dtbil.r 
Imports of gold and silver • • • • • • • • • • 'l~ 238 4 
Invisible net payments •••••••••••• 6 ... . .. 
Realizing of investments by for• . 

e1gners ••••••••••••••••••••••••• 42 us 55 so 
Japanese investments abroad •••••••• 35 371 283 358 
Increase of gold funds held abroad •• 16'/ IrY'/ 158 49I 
Bankers exchange funds, unre-

ported funds, etc.~ ••••••••••••• s6 38 19 299 II3 

Total debits •••••••••••• 62 280 694 1,033 916 2,985 

(D) Before the War and up to 1916, London was the 
center of all c:Xchanges. That is to say, practically all of the 
business of the world was cleared through London. Busi· 
ness men, hankers and international financiers .. have dis
covered from experience that their bill, drawn against a bank 
in London, has offered the most convenient and the cheapest 
method of discharging the collection and financing functions 
required to complete international mercantile transactions." 2 

The Japanese are no exception in availing themselves of the 
facilities furnished by London. To illustrate: our export 
bills, whether they were drawn against Chinese or Indian 
importers of our textile fabrics or drawn against American 

1. For detail, see the above table of net capital movement. 
1 Edgar S. Furniss, Foreign Exchange, the Financial Mechanism of 

International Commerce, Boston, 1922, p. 3IJ. 
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importers of our raw silk, were alike made payable at Lon
don. Likewise, our importers were willing to pay for their 

· import goods in sterling bills drawn against them payable, for 
instance, at a demand rate of exchange on London. . So the 
Japanese bankers naturally . have carried large exchange 
funds in London. Consequently, our foreign exchange rates, 
whether rates on silver China or gold America, were based 
primarily on Japan-London exchange. For instance, a rate 
of exchange on New York in Japan was primarily based on 
the rate of exchange on London and adjusted by a' citrrent 
rate of New York~London exchange. This can easily be · 
seen, for what they were after was not to get so many dollars 
or rupees, but to get as many pounds sterling as possible. 

But with the breakdown of London as the center o[ ex
changes and as a free gold market; and with the ascendancy 
of New York, such a practice of basing all other exchanges 
on London exchange became no longer profitable.. New York 
began to offer better exchange facilities. So they began, 
after 1916, to keep more exchange funds in New York 
than in London. The consequence was that they now 
began to base all other exchanges upon New York-London 
cross-rates, as their interests were now shifted· to the dol-. 
Iars rather than to English pounds. Thus the shifting of 
the financial center from London to New York caused a 
fundamental change in the workings of exchange operation 
in Japan. 

Still another change took place during the course of the 
war, for on September 7, 1917 when America established 

I I 

a gold embargo, Japan could no longer remove the exchange 
funds created in New York to pay her imports, for instance, 
from India.· And India was not importing to any great 
amount from the United States to effect a triangular ex
change. On the other hand, Japan's excess of exports was 
piling up more and more exchange funds in New York. 
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:Exchange was fast becoming one-sided, and the · yen was 
rising higher and higher, showing thereby that the differ
enc~ in the balance of payments was a determining factor" 
of exch~ge more than anything else and even more than 
the relative level of prices, for at this time Japan's level of 
prices was rising almost as high as ·America's.1 Another 
effect of the American gold embargo on Japanese eichange 
was the initiation of the yen bill. The dollar domiciled bill,1 

which w~s just initiated by the establishment of the Federal 
Reserve system in America and the use of which was also 
. favored· by the Japanese in the Oriental trade, was now 
hampered by the American embargo. So the use of direct 
yen exchange bills was fostered by Japanese bankers. But 
while this was under way, the world war came to an -end. 
·~reanwhile, the government stepped in each time when ex
change difficulties arose and tried. to relieve the situation by 
adopting various exchange policies, the details. of which will 
be discUssed later. 

\Vith this general description of the change of Japanese 
exchange situation, let us now trace more fully the fluctua
tions of yen exchange in reference to Great Britain, France, 
Russia, United States, China and India and see what causal 
or other relations there were between prices and exchange 
or between exchange and balance of payments. 

4· JAPANESE BRITISH EXCHANGE 

Immediately before the War, as was explained previously, 
the Japanese-British exchange was always kept two or three 
points below par.' But when the War broke out the first 

1. Vide chart I, supra, p. sg. Tokio prices went even higher than New 
York prices after September, 1918. 

t By the dollar domiciled bill is meant such indirect exchange 
bills like Kobe payable New York, Yokohama Payable New York, 
Shanghai payable New York, etc. 

• The par is S2/CJ-9/I6. One point is I/I6 of one penny. 
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week of August, 1914, all exchanges in Japan came to a 
standstill until the 13th of the same .month, and after August 
15, export bills were slowly reintroduced,. and by· September 
exchanges became fairly settled on the former basis. · But 
the amount of bills on London was gradually diminished as 
time went on, for such bills, like silk export bills, began 
to go to New York direct instead of London. During th~ 
next year, 1915, sterling in Japan fell in value anaverage 
of 3 per cent below par, and 4~ per cent .in 1916, 
5 per cent in 1917 and 8 per cent in 1918. · The trend of. 
this gradual fall may be seen by the upward trend of the 
yen exchange on London in the accompanying Chart I I •1 

Such a fall of the British pound was not only evidenced in 
the Japanese-British exchange, but also in all. other ex• 
changes where British money was· involved. For instance, 
in the New York-London exchange, the most dominant and 
perhaps the standard exchange of the world, we see that the 
value of the pound gradually fell. In 1915 it fell an average 
of 2 per cent; in 1916, 1917 and 1918 it fell3 per cent below 
par.2 This general fall of British exchange may be attrib
uted (I) to a great rise of prices 8 accompanied by a great 
excess of imports, (2) to a curtailment of production, (3) 
to a great decrease in non-trade receipts, caused mainly by 
her merchant marine, as it was obliged to be engaged in non
trade business. But the fall was much :relieved by pegging. 
If it were not pegged it would have fallen much more severely 
and at an earlier date. Pegging was accomplished by the. 

1 Remember, however, these are pegged rates of the Yokohama ·Specie 
Bank. The actual exchanges were much higher than these curves. Yet 
notice the wide spreads of the exchanges. · 

1 Federal Reserve Bulletin, November, 1920, p. 1159. 

8 See Chart I, supra, p. 59· This great rise was mainly caused by in
flation of currency. See ·Table D, p. 99, Paper No. III, Brussels Inter
national Financial Conference; also T. E. Gregory, Foreign Exchange~ 
London, 1922, p. II4-
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British government by (1) her shipments of specie, (2) re
turn of American securities, (3) sales of foreign securities 
in New York, (4) loans by the United States, and (S) 
trade restrictions over unnecessary imports. Before the 
American entrance of the war,! Great Britain arranged for 
the stabilization of the pound with private bankers-chiefly 
with J.P. Morgan and Co.-in the United States, and after 
the American entrance, she received loans direct from the 
American government. 1 Thus the exchange was practically 
pegged at $4.76~ throughout the rest of the war. 
- Such were the general causes which predominantly were 
responsible in fixing the value of the British pound. And 
to these general causes, the Japanese-British situation contri
buted a part, for Japan's foreign exchange with England, 
though· small in amount from the British standpoint,· was 
carried on first through London and later through New 
York. The triangular operation among these three comers 
became much more common, whereas with other countries 
direct exchanges were more favored as the result of dis
turbed exchange conditions. 

· I have already referred to the relatively higher level of 
prices in England and relatively lower prices in Japan. And 
these, roupled with the military needs, effected a heavy im
portation of Japanese goods into. England, and turned the 
_whole tide of what was formerly characterized as Japan's 
over-imports of English goods to that of England's over
imports of Japanese goods. The following statistics will 
vindicate this statement : 

1 U. S. A. entered into the War on April 24, 1917. 
1 A somewhat similar summary was reached by Ruth M. Jaeger, 

Stabilizing of the Foreign Exchanges, Columbia, 1924, p. 21; and Ira 
B. Cross, Domestic and Foreign Exchange, New York, 1923, pp. 536-7; 
U.S. Senate Commission on Gold and Silver Inquiry, Foreign Cu"enc1 
aml Exchange Investigation, series g, Washington, 1925, vol. i, pp. 2go-6; 
voL ii, pp. 290-292 (editor, J. P. Young). 
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]APANESB ENGLISH T.RAD.E DURING 'l'BE WAB.1 

(million yen) 

Exports to England I mporls from England Excess of trad1 

1903 ••••••• 17 50 -33 
1907 •• • • • • • 22 u6 -93 
1!)12 • • • • • • • 2!) II6 -86 
1!)13 ••••••• 32 122 -8!) 

1914 ••••••• 
JgiS ...... . 
1!)16 ••••••• 

I$)17 ••••••• 

I!)I8 ••••••• 

33 
68 

102 

202 

142 

92 
ss 
81 
63 
66 

-59 
IO 
20 

139 

76 

And for this excess of exports of Japan, England began 
tc offset by borrowing in Japan. Such and other borrowings · 
which began after 1916 amounted at one time to more than 
742 million yen, while Japan's net payment to England other 
than trade was becoming nil. Thus the statistical .. analysis 
shows that in the Japan-England relationship, prices in Eng
land first went up, followed by great over-i~ports. ·As 
Japan's excess of exports to England increased, its exchange 
on London gradually rose (or the value of sterling gradually · 
fell). In other words, the steady rise of Japanese-British 
exchange was largely caused by the balance of payment,1 

although much was done by pegging as in other British ex
changes. 

5· .JAPANESE-FRENCH EXCHANG~ 

What has been said with regard to England also holds 
true of France. According to the statistics prepared by the 
Brussels International Conference, French prices and note 
issues were as follows: 

1 Department of Finance, Kin:yu Jiko Sankosho, 1924. Tokio, p. 223. 

1 See Chart II, on p. 6g, and compare London exchange and the balance 
of payments. 
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. PluCES :DURING THK W loR. '1 

(1913-100) 

1914 1915 1916 
France • • • • • • • • u6 169 206 
Japan • • • • • • • • • . 91 Jo8 131 

1917 1918 
309 358 
166 214 

Non IssuEs :DURING THE WAK 

(1913- 100) 

'1914 1915 1916 1917 1918 
France • • • • • • • • II7 233 292 391 530 
Japan ••••••••• 90 101 141 195 256 

Under such favorable conditions, Japan's excess of ex· 
~orts to France was remarkable. 

JAPANESE-FRENCH TRAI>E :DURING THE wAR 2 

(million yen) 
Exports to France Imports from France Excess of Exports 

1914 ••••••• . 31 4 26 
1915 ••••••• 42 3 38 
1916 ••••••• 64 4 59 
1917 •••• ~ •• f)7 . 4 93 
Igi8 ........ 142 3 138 

France's trade was unfavorable not only with Japan but 
also with all other countries. Her total excess of imports 
during the War was more than 62 billion francs,• against 
which she had never more than 3 billion francs in her net 
non-trade receipts. Hence France began to ship gold, 
neutral stocks and bonds, and French treasury bills.' In 

1 Brussels International Financial Conference, Table C, page 99, 
Paper No. III. According to U. S. Federal Reserve Bulletin, statistics 
are about same. (Federal Reserve Bulletin, Dec., 1921, p. 1463.) 

1913 1914 1915 1916 1917 1918 
France •••••• 100 101 137 187 262 339 
Japan ••••••• 100 96 97 117 147 192 

1 Department of Finance, Kinyu Jika, 1924 p. 223. 
1 The figure is based on the Statesman's Year-Book, 1918, P. 831; 1920, 

p. 846; and U. S. Senate Commission, s'bid., p. 483. 

'France exported 1,955 million francs in gold to the Bank of England 
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other countries, too, France attempted to borrow .funds by 
using neutral securities as collateral. By the end of Decem- · 
her, 1917, the Bank of France reported that the total secur
ities mobilized amounted to 640 million francs. And after 
the American entrance into· the war, she borrowed from 
America more than three billion dollars.1 Such an unprece
dented unfavorable balance of payments had expressed _itself 
in her exchange rates. The franc, for instance, ·was kept 
slightly below par in New York before, February, 1915, but 
after March it gradually went down as the· French curr:ent 
debits increased. In 1916. the average discount was more 
than I 2 per cent, although this percentage was reduced to 
9 per cent when America began to finance her.2 · · · 

This general trend of French exchange was well reflected 
in the Japanese-French exchange. The par between France 
and Japan ·is fr. 2.5833. At the end of 1.915 the franc 

and over 20 billion francs of treasury bills to England, to stabilize the 
franc, before the American entrance of 'the War. See Ruth·M. Jaeger~ 
Stabilization of the Foreign Exchanges, Columbia, 1924, p. 33. , · 

1 The Statesman's Year Book, 1920, p. 838. According to Professor 
Charles Gide, France financed the War only 16 per cent by taxation and the 
rest by loans, domestic and foreign. Foreign loans were 2.7 milliard francs, 
constituting 17 per cent of the total war expenses .. Of the~e 27 milliards 
francs, much was used for exchange pegging. His .figures are as 
follows. (Charles Gide, "French War Budgets for I9I9-I920," Economic 
Journal, June 1919, p. 132.) 

FRENCH WAR ExPENSEs, AuG. I, 1914 TO APRIL r,· 1919 · 

(milliard francs) · 

22 by taxation ••.••......•....••..........•.•••.. ~. , ~. . 16 per cent 
54 by loan in the form of "rentes perpetuelles" •..• ~. • • • • 33 " 
32 by short term bonds • • . • . . • . . • . • . . • . . • • • . . . . . • . • . • . . 20 " 
26 by loans ·from the Bank of France (in the form· of 

note issue) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . • . . 14 
27 by foreign loans (chiefly from England and U. S. A.) · 17 · " 

161 100 

'See Federal Reserve Bulletin, November 1920, p. II59· 
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went as high as fr. 2.93 or its value went down IJ per cent. 
During 1916 and 1917, the franc was at an average discount 
o£22 per cent, and although in July 1918 it went as high as 
fr. 3.20, the French exchange remained around 20 per cent 
discount during the rest of the war period in Japan. The 
fall was, therefore, first due to her unbalanced payments 
caused by her high prices and war needs, and then aided by 
speculation. But, again, as in the case of England, the fall 
was much checked by pegging through international bor· 
!"OWing. 

6. JAPANESE-RUSSIAN EXCHANGE 

The fall of the value of the Russian ruble in Japan was 
as serious as in other countries. The following may· be 
compared.1 

AVERAGE ExcHANGE RATEs oN RussiA 

July, 1914·· •••••• 
Dec. 11 

•••• ··•· 

April, 1915 ••• •• •• 
Aug. " . ••• •••• 
Dec. " •••• •••• 
April, 1916. • • •. • •• 
Aug. " .: ••••• •• 
Dec. ,. •••••••• 
April, 1917 .... •• •• 
Aug. • •••• •••• 
Dec. " •• • • •• •• 
April, 1918 •••• •• •• 
Aug. " •••• •••• 
I>ec. " •••••••• 

AI YokohamtJonHarbin 2 AI New York onPetrograd 
Y 100 = ~ 96.87 R I.= 51-46 c 

R. 102.10 51.28 

120.50 42.00 
119.00 4J.12 
140.00 34·00 
175.oo 31.25 
169.00 JI.OO 
r 7o.oo 32.07 

179.00 29.77 
18J.OO 28.52 
295.00 19·35 
400.00 
J6o.oo 
590.00 
520.00 

• Yokohama-Harbin exchanges are based on the Yokohama Specie 
Bank's reports, while New-York-Petrograd's are based on Harvard 
Review of Economic Statistics, July, 1919. 

1 Harbin is a Chinese City in North Manchuria but with Russian 
monetary infiuence. In Asiatic Russia Harbin is generally chosen with 
Vladvostock as two Russian exchange centres. 
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From the above, one will see that the Russian ruble depre
ciated in value rapidly until December, I9I7 when its nom:.. 
inal value became almost one-fourth of its former· value. 
The chief cause before the Revolution of March, I9I7, un
doubtedly, was inflation. At the time of the Revolution the 
total note issue was more ~an I I times the amount. before 
the W ar.1 On the other hand, Russia was borrowing very 
heavily from England, France, the United States and Japan. 
These loans amounted to s,soo million rubles in aU •. Japan 
alone loaned her 200 million yen to defray the excess of our 
exports consisting chiefly of munitions which amounted to 
350 million yen. 

But the more sensational fall beginning October, I917 
was largely due to speculation because of the Bolshevik 
Revolution in November, 1917, to her repudiation in Jan
uary, 1918 of all foreign debts and interest incurred by 
preceding governments and a great currency inflation. 

Before the WarY. 100 could purchase g6.87 _rubles, but 
now-in October- 19I7-the same Y. IOO could buy more 
than 400 rubles. The introduction of the" NEP" in Ig2I 
was still helpless in restoring her rapidly falling exchanges. 
It was only after November, I922, when the gold chervonetz 
(notes) {I chervonetz ::::::; IO rubles gold) was introduced 
that the Russian exchange became fairly stabilized.2 But at 
any rate, the Russian exchange after the Revolution was of 
little practical value, because there had been practically no 
trade with Soviet Russia until quite recently. 8 Thus the 
strength of the Japanese yen increased first as 'her balance of 
payments to Russia increased and then by speculation as the 
Russian credit became doubtful and risky. 

1 U. S. Senate Commission, Foreign Currency and Exchange lnTJtsli-
gation, Washington, 1~5, vol. ii, p. Igo. · 

1 U. S. Senate Commission, ibid., pp. 198-220. 
1 Savel Zimand, State Capitalism in Russia, New York, 1927, pp. 21-23. 
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7• JAPA:NESE-AMERICAN EXCHANGE 

As the War prolonged, the Allied countries began to rely 
more upon American goods and American finance. And 
America amply supplied both. During the course of five 
years, the United States had exported an excess of more 

. than II billion dollars worth of goods.1 Of this swn, only 
about one billion dollars was paid for in gold,1 and the rest 
had to be settled by the use of credit. About 2 billion dollars 
worth of American securities were bought back, and about 
8 billion dollars were paid for by the new American loans to 
the Allied countries during the War. • 

Coupled with this favorable trade balance and large for
eign investments, the discount market of New York won
derfully developed especially after the creation of the Federal 
Reserve Banking system in November, 1914. America was 
somewhat like Japan. During the war her gold standard 
was least impaired. Consequently after I 916, New York be
came the center of world finance and has become the clear-

1 According to Harvard Review of Economic Statistics, 1919. p. 235, 
figures are as follows : 

AMERICAN FOREIGN TRADE DURING THE W AB. 

(million dollars) 
Excess of 

Exports Imports Exports 

1914 •••••••• Z,IIJ 1,789 324 
1915 •••.•••• 3.554 1,778 1,776 
1916 ..•..... SA82 2,391 3,091 
1917 ......... 6,233 2,552 3,.281 
1918 •...... ., 6,149 3,031 3,II7 

n,6oo 

'John H. Williams, Foreign Exchange, "Prices and the Course of 
International Trade," The Annals of American Academy of Political 
and Social Science, May, 1920, p. 198. 

1 George W. Edwards, Investing in Foreig1J Securities, New York, 
1926, p. ss. 
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ing house of international payments. The world's exchanges 
were now centered around New York. 

The Japanese yen exchange before 1916, as already men
tioned, was primarily based on the value of · the·· British 
pound, for it was through the British money we made our 
foreign payments and receipts. But with the ascendancy of 
New York, Japanese bankers began to keep larger funds in 
New York to settle not only trade accounts with America but 
also trade accounts with India, China, Australia,'Europe, etc. 
One natural result of this change was that the Japanese eX
change now had to be based upon the value of the dollar· in
stead of the pound sterling, for it was now through the dollar 
that we settled our foreign accounts. Formerly, a fall of 
New York-London exchange, for instance, was thought of in 
Japan as a rise in the value of the dollar and not a fall of 
the English money, for then £1 was still £1 to the Japanese. 
And so Japanese bankers, whenever such a fall occurred, 
tried to reduce their rates on New York accordingly. This 
is why we have seen a rather abnormal fall ·of yen ex
change on New York during 1915 1 when the London ex-. 
change in New York fell/' But after 1916, when Japanese · 
bankers began to keep more funds in New York, even a 
slight up or down of the dollar exchange became a matter 
of direct interest to Japan. In other words, to the Japanese 
business man, too, the dollar exchange has now come to be 
the standard exchange with which they have to. deal in 
foreign trade. 

We have already seen that Japanese prices were relatively 
lower than American prices d~ring the 1 War, although 
toward the end of the period, Japanese prices went slightly 
big her than American prices. 8 This had a very good 

1 See Chart II on~· 6g. 
1 Set Federal Reserve BulletiK, November, 1920, p. IIS9· 

8 See Chart I on p. 59· 
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effect _on Japan's exports to America. In five years she 
earned net exports amounting to 413 million yen, for which 
she received 333 million yen net in gold, leaving a surplus 
of 8o milion yen credit, the detaiis of which are herewith 
given. 

]APAN'S TRADE WITH U. 5. A.. DURING THE WAK 

(million yen) 

4% technical· Tolaltrctu 
Espot'll · Impot'IS Esctss correclio,. oftrporls 

1914 •••••••• 1¢ 96 99 3 102 
1915 •••••••• 204 102 101 4 105 
1916 : ••••••• 340 204 136 8 144 
1917 •••••••• 478 3S9 uS 14 132 
1918 •••••••• SJO 628 -95 25 -'JO 

GoLD MOVEMENT WITH U. S. A. 
(million yen) 

1914 •••••••••• 
IS)IS •••••••••• 
1916 •••••••••• 
1917 •••••••••• 
1gz8 •..•..••.. 

Exports 
. J6 . 

39 .. 

Imports Excess oferporll 

J6 
39 

so -so 
338 -338 .. 

-333 

Besides these trade balances, Japan got from America 
·immigrants' remittances, freight and insurance charges. 
Added to these were what England, France, and Italy owed 
us by their excess of imports of our goods, as these accounts 
also had to be cleared through New York. 

So one can easily see that the balance of payments was 
now one-sided. And as the volume of such payments in
creased the yen exchange rose. Already in May, 1916, the 
exchange on New York was above par. During the rest of 
the year it still rose, and gold was imported to the amount 
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of 50 million yen. The next year, 1917, saw even larger 
shipments of gold amounting to 338 million yen.1 Thus by 
specie flow America kept the value of yen down around · 
$51_% even after she went into the War in April1 .1917. 
But no sooner was this limit broken than America put a ban 
on gold exports in September of the same year. The ex
change went up to $.52~ in pecember; and in June, x"918 it 
went up to $53~; in November, $54.00; and in December, 
$.54% or almost 10 per cent premium. 

The Japanese-American exchange might hav~ risen more 
if the Japanese government had not stepped in to try to re
lieve the situation. The rising of Japanese-American ex
change was detrimental to Japanese exporters, while it was 
the source of constant worry for the Japanese bankers, for 
they hated to see funds in New York depreciate in terms of 
yen. Such dollar funds were at one time considered to have 
exceeded $25o,ooo,ooo. The Japanese government. was, 
therefore, buying these funds heavily from exchange bankers 
at lower rates of exchange, and thereby advancing them with 
more Bank and Treasury notes. For this reason the Yoko
hama Specie Bank had to maintain artificially lower rates of 
exchange than the ordinary market rates, differences being 
sometimes as great as $3-75· For instance, the following 
may be compared: 

DEMAND RATES ON NEW YoRK IN 1918 t 

August Sept. Oct. 
Yokohama Specie Bank • • • • • • $51.~ SI.~ ,52.00 

Foreign Branch Banks • • • • • • • • $54-~ S-4-~ · 54-~ 
Difference • • • • • • • • • • . • • • • • • • • • $ 3.t4 3-~ 1 r · 2.~ 

1 Department of Finance, Kinyu Jiko, 1924. p. 235. See also Federal 
Reserve Bulletin, Aug., 1919, p. 731. 

1 Cf. K. Maeda, Study of Yen Exclwnge, Tokio, 1925, p. II7. More
over, between New York market and Yokohama Specie Bank, there were 
following differences in i:918. Although these differences were smaller 
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As a result of such differences, all export bills were assem· 
bled at the Yokohama Specie Bank, and all import bills came 
to the foreign branch banks. Because by so doing Japanese 
uporte~s could get more money for their export bills, and 
importers needed to pay less money for their import goods. 
And the foreign branch bankers were financing evenly be
tween export and import bills, whereas the Japanese bankers 
headed by the Yokohama Specie Bank were financing one
sidediy and thereby accumulating more and more funds in 
New York, a tendency which they did not like but which under 
the circumstances could not be helped. At any rate, the ex
change was thus pegged at little below par during 1914 to 
May, 1916 and at a little above par for the next year, and 
still at higher levels for the next ten months and at greatly 
higher levels for the rest of the period, the highest being a 
IO per cent premium, as already mentioned. It is also note
worthy that, although after September, 1918, Japanese prices 
became relatively higher than American prices, yet the 

. 
than those in Japan. it clearly indicates the amounts of pegging done by 
the ] apanese government. 

Yokohama Specie Bank's New York Exchange Difference 
D. D. on New York • on Yokohama D. D.t 

Month· (high) (high) 

1918 I • • • • • 51 51.875 .875 
2 • • • • • 51 51.65 . .65 
3 •••• ~ SI 51-75 -75 
4 • • • • • 51 SI.go .go 
5 • • • • • SI.I.25 52-75 1.625 
6 • • • • • 51-375 52-90 1.525 
1 • • • • • 51.625 53-75 2.125 
8 • • • • • SI.875 54-63 2-755 
9 • • • • • 51.875 54-63 2.755 

10 • • • • • .sz. 54-75 2-75 
II • • • • • 52.25 54-75 2.5 
12 •.• • • • 52.25 53.25 2.5 

,. According to the official rates of the Yokohama Specie Bank. 

t Federal Reserve Bulletin, April, 1922, p. 488. 
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greater depreciation of the della~ relatively to the yen took 
place in these four months/ showing clearly that the raised . 
American exchange rates were the result of uneven balance 
of payments and the American gold embargo. · But the one 
underlying dominant force during this period was the trend 
of a relatively lower level of prices in Japan, giving occasion 
for more e.,"{ports not only to· America directly but also to all 
other countries where money was paid through New York, 
thus resulting in a one-sided balance of payments in. favor 
of Japan. 

8. JAPANESE-CHINESE EXCHANGE. 

Hitherto we have seen that the Japanese· exchange was 
largely determined and affected by Japan's favorable balance 
of payments due to relatively higher prices abroad_ and war 
needs. Exchange was hardly a cause of either high prices 
or balance of trade for any great length of period. But with . 
China the case was different. The exchange on China had 
influenced the Japanese-Chinese trade much more. than the 
trade could influence the exchange. In dealing with the Chi
nese exchange, no one· can deny that the predominant factor 
was the price of silver. So let us note the relative import-

1 Statistical Bureau of the Bank of Japan shows their index number as 
follows. (Bank of Japan, Economic Statistics of Japan, 1925). 

Exchange on 
Year Month Tokio Inde:r New York Exchange on Japan at 

number Index number Nezv York* NewYorkt 

1914 7 100 100 $49·50 $49·90 
1918 8 216 221 SI.75 ·, I 5460 

9 222 220 51.75 54.63 
IO 227 220 51.87 54·75 
II 225 220 52.12 54·75 
12 225 220 52.12 53.25 

*Yokohama Specie .Bank's T. T. rates. 
t Federal Reserve Bulletin, April, 1922, p. 488. D. D. rates on 

Yokohama. 
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ance of these factors as revealed in the Japanese-Chinese 
exchange. 

First of all, the balance of payments with China was not 
greatly one-sided. The characteristic of Japanese-Chinese 
trade before the War was our excess of exports, by 6o to 90 
million yen per year in exchange for our manufactured goods 
for Chinese raw materials. This characteristic remained 
throughout the war, although during this period our imports 
from China increased 415 per cent while our exports to China 
increased only by 258 per cent. The silver movement was 
insignificant in amount, and gold was shipped in 1916 and 
1917, mainly to South Manchuria, Shanghai and other places 
where gold was needed to facilitate the Japanese trade and 
to stabilize the value of the yen. The figures may be ~een 
below. 

]APAN'S TRADE WITH C:BINA DU11.ING THE WAR 1 

{million yen) 

Exports Imports Excess of Exports Total 

1913 ••••••• 184 92 92 
1914 ••••••• I84 8g 95) 
I9I5 • • • •· • • • I63 IIJ 

49~ 1916 ••••••• 229 142 87 

1917 ······· 384 I86 197 
I918· ••••••• 475 382 93 J 

GoLD AND Sn.\"'Ell MoVEMENT WITH CHINA 

(million yen) 

Exports Imports Excess 
Gold Silver Gold Silver Gold Silver 

1914 •••••• I I 7 I -s 
1915 •••••• 2 7 -6 2 

1916 •••••• 16 3 I 14 3 

1917 • • • •. • 24 I 4 23 -3 

1918 •••••• 2 -2 

521 

Total 

-s 
-4 
17 
20 

-2 

Most of these trade credits, together with freightage, in
surance charges, etc., were invested in Chinese industries in 

1 Department of Finance, Kinyu Jiko, 1924, pp. 222-240. 
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Shanghai, Tientsin, and elsewhe_re; while some of these 
credits went out to India and other Oriental countries in the 

·form of silver. 
And as the years went on, the balance of payments was 

increasing in favor of J apan1 yet the tael was rising in value, 
a phenomenon which does not agree with the theory pf bal
ance of payments; but it ag·rees with the price of silver. 
For silver had fluctuated the same way as did the tael, while 
trade was much influenced by the fall or rise of silver and, 
therefore, by exchange rates. The following statistics may. 
be compared. 

PRICES OF SILVER AND THE TAEL DURING THE WAR 1 . 

Silver per 1 troy ounce in New York 

c .c 

19I4 • . • • • • • • high 59.250 low 47.625 
1915 • • . . • • . • 56.500 46·750 
1916 • • . • . • . • 76.625 55.875 
1917 • . • • • • • • w8.5oo 71.750 
1918 • • . . • . • • 101.125 85.925 

c 
average 54.6875 

49.6875 
·65.5ooo 
81.3750 
96.7500 

E:rchange on Shanghai per y 100.00 

Tls Tls Tls 
1914 ........ high 90.50 low 76.50 average 81.873 
19I5 •....... 91.25 79.00 87.822 
I9I6 .•...•.. 82.00 60.25 71.025 
I9I7 ••...... 64.00 42.25 55.199 
I9I8 ........ 50.25 38.50 45·741 

As the price of silver rose, so also rose the value of the 
tael. For instance, when the average price of silver in 1914 

was 54 cents per ounce we could get an average of 81.873 
taels for every Y. 100. But in 1918 when the price of silver 
went up to 96 cents, or nearly doubled, the price we could 
get was only 45.741 taels or almost one-half the former 
amount. This rise in the value of the tael was continuous 

1 Department of Finance, Kinyu Jiko, 1924, p. 298. 
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throughout the ~var, and it is best seen by the corresponding 
Tall of the yen against Shanghai in Chart II, page 6g. 

The reason why silver went high may be explained simul
taneously from two sides; namely, the supply side and the 
de~nd side of silver. On the supply side, we find a de
crease in' the prod,uction of silver the chief cause. 

WoRLD Pi.ODUcriON OJ' SILVER DURING THE W .U 1 

· (in million) 

Fine ounces Value Fine ounce.r Value 
I gog •••••• 212 $no 1914 •••••• 172 $ 95 
1910 •••••• 221 I19 1915 •••••• 173 8g 
1911 •••••• 226 122 1916 ••••••. ISO 124 
1912 •••••• .230 141 I9I7 •••••• 186 166 
1913 •••••• .210 126 1918 •••••• 203 200 

Total ..... 1,099 618 Total ••••• 914 674 

From this, one will see that, although the commercial 
value of silver production· in 1914-18 increased little over 
that of 1909-13, yet that was simply due to the higher price 
of silver d~ring the war period, for in physical production 
the period preceding the War had produced almost twice as 
much silver as the war period. This decrease in the war 
period was largely due to the Mexican and Australian situa
tions. · Before the War, Mexico was the biggest silver
producing country of the world, producing 75 million ounces 
per year. But during the War, Mexico had constant in
ternal trouble, which prevented her from producing more 
than half as much as she produced before the War. Like
wise, Australia was producing before the War 14 to 18 mil
lion ounces. But owing to the war and high prices, many 
silver mines were closed, and only 4 million ounces were 
produced each year. The same thing was true of Canada 
and other countries with the single exception of the United 

1 These are estimates by the U. S. Bureau of the Mint as quoted in The 
World Almanac for 1926, New York, p. 268. 
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States. Even the United States reached its maximum pro-.. . 
duction in 1914 with 75 million ounces, and was slowly·d~· 
creasing its production after that date:1 

On the other hand, demand for silver was persistent.- The 
\Var created a need for more silver for coinage and reserve 
purposes. Various nations went into silver embargo. 2 Even 
the United States and Mexico went into the embargo in 
September, 1917, while the demand in India and China con
tinued. In China, silver .was demanded not only for do .. 
mestic money circulation, but also as the only practical means. 
to offset her excess of imports. ... 

The increasing demand for silver and its decreasing supply 
was not only in harmony with the movenient of the tael, 
thereby proving that there was a close correlation between 
the two and hindered trade, btit also caused a wide fluctua
tion in the silver exchange itself, making a wide spread of 
4, 5 taels in the course of a· few days; speculation running 
wild, especially in Shanghai; and this again hindered trade 
greatly. But this does not mean that in China the inetallist 
theory works. On the contrary, one must understand that 
in China the bulk of the means of payment is silver.· Hence, 
the situation created by the relative amount of silver in China 
roughly corresponds to that created by the relative amount 
of bank notes in gold-standard countries. Therefore, the 
two are not contradictory in theory, but are in the same line 
of thought. 

Thus in the case of Japanese-Chinese exchange much was 
attributable to the dearness of silver, which influenced the 
exchange, and this in turn influenced the bal~~ce of pay
ments. 

1 See trends of silver production of various countries in the charts of 
Edwin R. A. Seligman, Principles of Economics, nth ed., pp. 476-7. 

2 England in April 1918; France in August 1915, Australia in A~gust 
1914, Canada in August 1918, Mexico in September 1917, U. S. in Sep• 
tember 1917, India in September 1917, and Japan in September 1917,. 
went into silver embargo. 
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9· JAPANESE-INDIAN EXCHANGE 

Another phase of silver exchange may be presented by the 
Japanese-Indian exchange. Although, theoretically speak
ing, exch~ge with India was based on the gold-exchange 
system, yet practically speaking, since the break-down of that 
system and of the London exchange, the rupee was practi-
cally controlled by the price of silver. · • 

Until England placed a restriction on the sale of Indian 
.Council Bills in December, 1916 1 and, subsequently, in 
August, November and December, 1917,1 trade with India 
was financed through the purchase of these Council Bills at 
London. • Japan alone needed to buy I so to I 70 million 
rupees worth of Council Bills per year, for her net excess 
of imports from India was over 100 million yen per year 
against which very little of non-visible receipts was expected 
in favor of Japan. 

]APAN'S TRADE WITH INDIA DURING THE WAR 4 

(million yen) 

Exports Imports Excess of imports 

1914 •••••• 26 100 -1341 
1915 •••••• 42 147 -105 

Total 

1916 .•.•••• 71 179 -107 J -533 
1917 •••••• 101 223 -122 

1918 • •. • ••• 202 268 -6s 

• The sale was limited to 8 million rupees per week. 
t Between December 1916 and August 1917, the issue was increased. 

But in August 1917, again, it was limited to 9 million rupees, and so in 
November 1917 to 6 million rupees, and in December to 4 million rupees 
per week. Chief reasons for these restrictions were (I) silver reserve 
of India treasury as well as gold standard reserve went very low and 
on the other hand the currency was greatly increased in India. (2) 
Flotation of domestic bonds in India was not successful because Indians 
hoarded much silver. (3) Silver became scarce and high in price. 

• In order to pay rupees to Indian exporters of cotton, the ] apanese 
importer's banker had to buy, through London, Council bills which were 
offered weekly for bid and which when sent to Calcutta, Bombay, or 
Madras, were payable in Indian Currency or silver. 

4 Department of Finance, Kinyu Jiko, 1925, p. 222. 
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Japan needed Indian cotton and imported such an amount 1 

that she had to effect the payment-of many hundreds of mil
lion yen to India every year. Up to and through 1916, Japan 
could manage (I) to buy Council Bills at Lon~on, ( 2) to 
buy up export bills on India. in China and the South Seas, 
(3) to purchase Indian securities, (4) and to ship gold and 
silver to India,2 thus directly building up funds in India to 
finance the trade. But after September, 1917 when·America 
put an embargo on gold and silver and the India office put a 
most severe restriction on Council Bills in December of that 
same year, there were almost no means left 'for the fapanese 
with which to buy cotton from India. Japan had money in 
New York, so she was able up to September, 1917 to import 
gold from the United States and to re-ship it to India. In 

1 Japan's imports of Indian raw cotton as recorded by the British India 
Government were as follows. Notice that more than 75 per cent of· 
India's cotton went to Japan. Statistical Abstract for British India from 
1915-16 to 1924-25, London, 1926, pp. 490-491. 

JAPAN's IMPORTS OF INDIAN RAw CoTTON 

(in million Rs.) 

1915 1916 1917 1918 1919 1920 1921 1922 1923 1924 

To Japan ..••. 170 259 307 233 412 205 325 344 426 4S8 
India's total 

exports •.••• 249 361 426 309 586 416 539 709 984 !)12 

1 The specie movement with India was as follows (Department of 
Finance, Kinyu Jiko Sankosho, Tokio, 1924, pp. 234-240). 

SPEcm MoVEMENT WITH INDIA 

(million yen) 

Exports to India 

gold silver 

1914 .. . . . . . -
1915 .. . • . . . -
1916 •. . . • . • 2 2 

1917 •...... 100 
1918 .• • . • • • -

Total1 e~cess of 
Imports from India exports or imports (-) 

gold silver 

14 
6 

-14 
-.3 

102 
-. 
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1917 alone more than too million yen worth of gold was re
shipped to India. -But after September, when Japan put an 
embargo on gold and silver after the American fashion, the 
problem of financing the Japanese-Indian trade became in
tensified, and especially after the Seiyukai, the opposition 
party, seized this economic problem as a political issue 
against the existing government .. 

The Seiyukai's stand was that out of Japan's total import 
of 670 million pounds of cotton, one-half should be imported 
from America, so that the· net payment to India would be 
lessened to 20 million yen per year, which should be sent in 
gold specie out of the 46o million yen stock of gold which then 
Japan held at home, and that for this amount the govern-

. ment should grant a special permit. But the government's 
position was different. In the eyes of the government 46o 
million yen gold was absolutely necessary at home in order 
to safeguard the increasing note issue, as the Japanese had 
no means to replenish the gold reserve after the American 
gold embargo. As to the means for financing cotton, the 
government favored (I ) to offer ships to be chartered in 
India and to send more freighters to India and the South 
Seas for their service, thus aiming at more invisible receipts. 
(2) The government also favored handling more Java sugar 
and transporting it to India, as that country was greatly 
short of sugar. Both means were tried. Fortunately, both 
came out succ~ssfully. Free chartering was permitted by 
the government, and many ships were chartered. Thus, 
Japanese steamers plying the South Seas and Indian Ocean 

I 

became numerous. Java sugar was also soon manipulated 
by the Japanese. It is estimated that in 1918 Mitsui & Co., 
Furukawa & Co., and Suzuki & Co. alone shipped more than 
55 million yen worth of sugar to India.1 Now the govern
ment could expect more than 8o million yen from these 

1 K. Maeda, ibid., p. 173-
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sources, and the rest was easily to be relied on in Council 
Bills. Such was the brief histocyof Japanese-Indian finance .. 
The ease or difficulty of such financing together with prices 
of silver were well reflcted in the Japanese-Indian exchange. 
During 1914, 1915' and 1916 financial difficulties were less; 
and although exchanges on Bombay and Calcutta fluctuated 
as widely as 6 rupees at one time, in the main the exchange 
remained normal. In 1917 payments were effected by gold 
shipments. But in 1918 when the financial and silver situa
tions became most gloomy, the exchange dropped an average 
of 12 rupees from that of 1917, or the value of yen rapidly 
decreased. As an example, the course of Bombay exchange . 
may be here cited together with the prices of silver and the 
trade. 

RATEs oP ExcHANGE ON BoMBAY DURING THE WAR 

(Rupees per Y 100.00) 

high low average trade1. Silver a 

1914 ..••••• 153.250 151.500 15~.140 -134 54 
1915 •.• • •. • 158.500 151.500 154.646 -105. 49 
1916 •.••••• 159.250 156.5oo 147·521 -107 65 
1917 ••.•••• 157-750 144.500 150.787 -122 81 
1918 ••••••• 154-500 107.500 138.221 -6s 96 

Thus it shows that, in general, pegging the Indian ex-. 
change in Japan was successful until 1918 by utilizing New 
York exchange facilities, and after the American gold and 
silver embargo, by dealing through direct barter. But the rise 
of silver beginning with 1917 8 and in 1918 was effective in 

1 Excess of imports by Japan from India in millions of,yen; vide .supra, 
p. 86. 

'Average price of silver in cents per fine ounce in New York; vide 
.supra, p. 83. · 

8 At the time of the Pitman Act -of April 1918, the price of silver 
seemed to have readied. the top, but in reality and in result the act aided 
the rising movement of silver, and in December 1919, it reached its 
maximum. 
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raising the Indian exchange in spite of the fact that the trade 
in 1918 was better balanced than in fanner years, showing 
conclusively that the price of silver was the dominant factor 
in detennining the Japanese-Indian exchange just as in the 
case of Chinese-Japanese exchange. 

IO. PROBLEMS OF FINANCING FOREIGN TRADE 

As· the War went on, the growth of Japan's trade was 
simply marvelous~· Both her exports and her invisible re
ceipts were multiplying by leaps and bounds. The total net 
credits for each of these years were as follows: 

1914 1915 1916 1917 1918 Total 
Visible trade •••• 2 191 417 618 338 1,566 
Invisible trade ••• -6 69 277 415 578 1,333 

Total credit ••• -4 260 694 I,OJJ 916 2,899 

With this enormous accumulation of credit, Japan had to 
meet two great financial problems. One was how to finance 
foreign trade at home; the other was how to use the funds 
accumulated abroad. 

Taking up the first problem : how to finance · foreign 
trade at home. The situation created by the War was this : 
because export bills far outbalanced import bills by hun
dreds of millions of yen and because exchange rates were 
pegged, exchange bankers could no longer finance foreign 
trade either by balancing import and export bills, nor by 
the use of their own capitals and reserves as in ordinary 
times. Then, consider that there was no discount mar
ket, no great use of bank acceptances, and no coordina
tion between domestic and foreign trade financing. For 
small amounts, exchange bankers might have been able to 
borrow on long-term contract; but for tens and hundreds of 
millions of yen, they had to resort to the call-loan market. 
But to borrow money from a call-loan market and invest it 
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in two months' or four months' export bills was, of course, 
not always profitable, especially when demand for short 
money was persistent and interest was high.1 Yet the banks, 
like the Yokohama Specie Bank, had to resort to this practice 
when no other means were available. 

The next source to which exchange bankers turned was 
the Bank of Japan. Now 'the Bank of Japan was willing to 
loan exchange funds at low rates of interest, but was re~ 
quired by the Bank Regulation to have securities for such 
loans; and before 1919 there was no method whereby .ex~ 
change bankers could discount their export bills without 
presenting such securities or collaterals. · Even so, the loans 
made for exchange bills were enormous as the war went on 
and the exchange funds at home became exceedingly tight. 
This was especially the case after the American embargo, 
for Japanese bankers co1:1ld no longer import gold, Indeed, 
in those last two years it seemed as if the chief business of 
the Bank of Japan was to finance trade by loaning on for~ 
eign exchange bills; for over 70 per cent of the. totat'Ioans 
were made for such purposes, as the following statistics 
show. 

Still another method by which bankers could finance. trade 
was to import gold and silver. In 1916 net specie imports 
were 72 million yen, and in 1917, 238 million yen, and in 
1918 only 4 million yen, showing that after September, 1917 
financing by gold mports became impossible. Exchange 
banks were also financing e..xport trade by selling Japanese 
foreign bonds as well as foreign bonds which they obtained 

I I 

abroad. But in Japan when industries were prosperous 
people did not like to invest in bonds. So this had also a set 

1 The interest rates in New York were around 4 to 5 per cent while in 
Japan the rates wer~ more. than 7 to 8 per cent. Naturally exchange 
bankers hated to borrow dear money in Japan and to invest in the cheap 
New York market. 
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LoANS OF TBE BANlt OJ' ]APAN DVRING TBE '\V AR 1 

- (in millions of yen) 

Loans on 
I Percentage 

of loans 
Foreign All other on Foreign 

Year Month Exchange loans Total Exchange 
Bills Bills to 

total loans 

1914 •••••••••• 6· 33 45 1~ 42% 
12 46 41 52 

1915 ••••.••••• 6 6 ;~ 19 Jl 
12 20 ss 34 

1916 .-~ •••••••• 6 24 17 41 i~ 12 120 6S 188 
1917 •••••••••• 6 120 57 177 67 

u 199 73 272 73 
1918 ••••• •••.•• 6 232 77 J09 ~i u 444 132 576 

limit. It was done only approximately to the extent of 300 
million yen. Meanwhile, exchange bankers were eagerly 
asking the government for help, for it was a risky business to 
carry such a large fund abroad at a time when exchange was 
not stabilized~ ·Thereupon the Okuma Cabinet after 1915 
issued domestic bonds several times, the proceeds of which 
were used to. buy the bankers' foreign exchange funds and 
ul~imately to meet the redemption of government's foreign 
bonds. These approximately amounted to 260 million yen 
during the War. The government was also successful in 
inducing a group of bankers to form a syndicate to subscribe 
to foreign loans amounting for the last four years to 650 
million yen. These were all to reduce the amount of trade 
credits created abroad. Yet funds were accumulating in the 
hands of exchange bankers. So the government used most 
of the Deposit Section's money/ and surpluses of General 

1 Based on Department of Finance, Kin:vu Jiko Sankosho, 1925, pp. 87-88. 
1 The Deposit Section is a bureau in the Department of Finance to take 
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Account 1 to buy up these fun~s in London arid New York. 
Not only that, but the government, when the Teauchi cap
inet came into existence in October, 1916, stopped the policy 
of domestic loans for fear of high prices, and instead began 
to issue treasury bills/ the proceeds of which were used 
partly to finance the munition export bills for the Allies and 
partly to buy the exchange funds. It is generally estimated 
that· over I 50 million yen were used for· such exchange pur
poses. 8 Thus, the bankers were able to get funds at home 
and reduce the funds abroad.. The Bank of Japan, too, be
sides loaning on foreign exchange bills, helped the exchange 
bankers by buying up exchange funds abroad, amounting to 
130 million yen, which was turned in to the Bank's agents 
abroad, and advanced an equal sum o£ notes to them at 
home. 4 This was considered· as an unusual, unprecedented 
case. 

These various methods of financing have relieved thee~
change bankers a great deal. But in view of the enormous 
increase of exports and freight, these means were not alto,.. 

care of deposits of Post Office and of deposits transferred from Special 
Account. Deposits of Post Office were: (million yen) 

I9I4 1915 1916 1917 1918 

206 235 314 438 589 
1 Japan's budget is composed of two parts: General Account and Special 

Account. Special Account is for government's industrial undertakings 
and for colonial finances. Surpluses of General Account were as follows: 
(The 25th Financial and Economic Annual of Japan, Goveniment Print
ing Office, 1925, p. 17) (in millions of yen) 

I9I4 I9I5 I9I6 I9I7 1918 
Surplus of General Account • . . • 86 125 222 349 462 

2 Issued ·according to the Regulation of Temporary Treasury Bills of 
July, 1917, 

8 K. Maeda, A Study of Yen Exchange, 1925, p. 186. 

'].Inoue, Japan's International Finance, Tokio, 1926, p. 40. 
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geiher satisfactory. So the government, impressed by the 
seriousness of the situation, formed the War Exchange Ad
justment Committee to which representatives of business. 
men, bankers and government officials were appointed. They 
met in the latter part of September, 1918 and recommended 
the following policy:~ 

I •. To issue more' Temporary Treasury Bills; but the 
method of such issue should be improved. 

2. To favor foreign investments and to investigate such 
.. opportunities. 
3· To buy exporters' export bills with Temporary Treas

ury Bills. 
4· To lower the rate of interest. 
5· To try to balance exports and imports as much aS. 

possible. 
6. Government control of foreign exchange. 
7· To mobilize all the Japanese bonds in America. 
8. To have better financial connection between Bank of 

Japan and Federal Reserve Bank of New York. 
9· To induce America to export more gold and silver. 

• 10. To favor permanent organization of the Exchange
Adjustment Committee. 

11. To sponsor the Conference of Japanese and American 
Bankers. 

But these measures had been already tried, and there was 
nothing new about these proposals. As a matter of fact, 
there was a fundamental dilemma. On the one hand, the 
government wanted to keep down the dollar exchange in 
order to encourage exports; on the other hand, the govern
ment wanted to protect exchange bankers by checking any 
further increase of funds abroad, as such accumulation was. 

1 j. Inoue, ibid., pp. 47-50. 
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risky 1 to the bankers in view of the tendency that the dollar. 
exchange might be raised more. ·It was really the duty of the 
government either to let exchange rates rise freely so that· 
further exports would . be curtailed and imports · encour
aged, or to try to safeguar<J the exchange funds by pegging 
the dollar exchange down. 

Both the Okuma and Terauchi cabinets were unable to 
solve his important problem, and in September,. 1918 the 
Hara cabinet came into existence. Now the government 
abandoned the whole traditional policy of encouraging ex
ports and of repressing imports. It abolished the artificial 
means of pegging exchanges. But instead, the government 
installed the so-called free policy of exchange; that is, to let 
exports pay imports or vice versa, and to let exchanges act 
or be acted on accordingly. 

In changing the policy of the government, the Depart
ment of Finance issued in essence the following statement 
on October 16, 1918: 

. . . 
Whereas Japan's financial balance to the world is not only 

based on the excess of exports but also freight, insurance 
premium, etc., and whereas this balance is increasing year after 
year, to stick to the old policy of encouraging exports and to let the 
Yokohama Specie Bank and other exchange banks maintain such 
rates which would be favorable to exporters and which are 
below those of foreign branch banks, would naturally put all 
import bills in the hands of foreign bankers and would thereby 
put our exchange bankers in a one-sided transaction and soon 
put them out of their own funds. To continue such practice 
has not only induced inflation but has also caused a great loss, 
for as there was at one time as big a spread as $2.00 between 

For instance, even a rise of 2 points in the exchange on the fund of 
300 million yen would be a loss of approximately $375,000. The exchange 
funds held by bankers alone were more than 500 million yen in New 
York. ]. Inoue, ibid., p. 46. 
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our bankers, rates and those of foreign bankers, even the ex
porters of Shanghai and Dairen drew their export bills to New 
York through Japan. Therefore, in order to adjust the situa
tion, the government is now favocing a raise of the exchange 
rates to a more natural state, but not so much as to impair our 
exports to any appreciable amount. 

But again, this policy was not adequate to meet the given 
situation, for such a policy of raising rates may be appli
cable when exchange funds were small in amount, but at this 
time when exchange bankers had over soo million yen 
abroad 1 any more rise of exchange was a threat to them; 
besides the handling of important bills-even if exchange 
bankers could handle all such import bills-would not have 
amounted to much, for supposing the government by the en
forcement of the new policy should have 20 per cent more 
imports and 20 per cent less exports, the debit balance would 
then be only 67 million yen in three months, or it would take 
2 5 months more to offset above 500 million yen. The account 
may be illustrated as follows : 

. 
October ••• 
Kovember. 
December. 

MONTHLY TRADE OF 1918 

(million yen) 

Exports Imports 

Actual 20% less Actual 20,% more 

186 149 126 1~1 
18% 146 152 I 2 

-207 166 I6J 195 

Excess 
(-= excess of 

imports) 

Actual I 20 9'0 calculatio 

--
6o -2 
30 -36 
46 -29 -

-67 

• ]. Inoue, ibid., p. 46; K. Mae~ ibid., p. 202. 

D 
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Therefore, it was natural that the government's exchange 
policy, being inapplicable, came to a deadlock. Meanwhile, · 
unexpectedly on November 11, 1918 came the Armistice.· 
As the War in July, 1914 rescued Japan from the financial 
deadlock caused by many years' successive over-imports, so 
the Armistice again saved Japan from the financial deadlock 
caused by the successive over-exports, for with the Armistice 
came the general change of level of prices follow_ed by the 
monthly excesses of imports, and the lifting of the embargo 
on silver in April and on gold in June, 1919 by America, re• 
lieved the situation, the details of which will be discussed in 
the next chapter. 

II. SUMMARY 

Before we come to the next period, however, a brief sum• 
mary at this point may help to· make clear to the mind of 
the reader what was the exchange situation in Japan be
fore 1919. 

In the first place, prices were moving relatively less fast in 
Japan than abroad. Higher prices abroad were,· of course, 
due to the War. The war caused, on the commodity side, rela· 
tively less production and relatively greater demand, and, on 
the money side, a greater inflation. Japan contributed a part 
by supplying needs not only in the European and American 
continents but also in the Orient where European goods were 
practically cut off. The result was a great excess of exports 
together with an enormous amount of invisible trade re
ceipts. In five years the trade increased three times and 
invisible receipts almost five times. The cop,ntry was very 
prosperous. The industrial expansion was two and one-half 
times more than the pre-war condition. The Japanese ex
change, however, was pegged to remain at a little below par 
by means of the . exchange fund system until September, 
1915, when a further increase in the excess of exports made 
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exchanges rise above par. Of course, up to this time the ex
change on London was the standard exchange in Japan:. So 
the abnormal fall of exchange on New York in Japan at thctt 
time, it was thought, was due to the fall of sterling exchange 
iu New. York. But with the beginning of 1916, the New 
York exchange replaced the London exchange and virtually 
became the standard of all foreign exchanges. And the 
rising tendency of Japanese yen exchange on New York was 
due to Japan's piling up of balances at New York. This 
tendency is fully shown by the accompanying Chart III. 
First, we see the upward movement of American prices fol
lowed by Japanese prices. This fact is illustrated by the high 
purchasing power parity of the yen against the dollar. This 
gave a favorable balance of payments which is exemplified 
and shown by a trend of favorable balance of commodity 
trade. And finally, the trend of exchange went up. But 
toward the latter half of 1917 and throughout 1918, when 
the trend of Japanese prices went up steeply, the trend of the 
purchasing power parity went down, causing thereafter less 
exports. But contrary to the expectation of the result of 
these movements, the yen exchange on New York went up 
still higher due to the abnormal accumulation of exchange 
funds in New York. All these movements may be seen in 
Chart 111.1 

In the second place, the rise in the price of silver was the 
controlling factor in the fall of Japanese exchange on China 
and later in the Japanese exchange on India, showing that in 
those trades the exchange was an influencing factor and not 
the balance of payments. That is to say that 100 yen which 
were worth 88 taels in the beginning of the War were now 
worth only 42 taels at the end of the War when the price of 
silver rose from d23 to d48 in the corresponding period, 

1 The sources of this chart are found from those tables already given. 
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while the balance of payments between China and Japan was ~ 
always in favor of Japan, commodity trade alone being 

·Japan's excess of exports from 50 to 200. million yen every 
year. This, however, does not mean to deny that the altered 
moving pars were eventually effected through the current 
balance of payments. But the point is that if it were not 
due to high rates of the tael; Japanese imports from China 
would have been much larger. in quantity and less in value, 
especially in 1918.1 

· 

In the third place, the degree of Japan's dependence on 
the London discount market and later on the New York dis~ 
count and free gold markets was well evidenced by such 
events as the restriction of Council Bills, of gold moyements, 
the shifting of exchange funds from London to New York, 
the American gold embargo, etc. On the other hand, Japan's 
lack of adequate means of financing trade and adjusting ex
changes was also clearly shown at this time when things _ 
were already in Japan's favor. · 

l Vide supra, pp. 82-83 for the Chino-Japanese trade. 



CHAPTER IV 

YEN ExcHANGE AND THE BALANCE oF PAYMENTS 

. AFTER THE WAR, 1919-1923 

I. GENERAL OUTLOOK AFTER THE WAR 

THE general economic situation in Japan immediately 
after the War, 1919-1923, was characterized by three move
iuents. The first was the price movement. After 1919 prices 
in Japan were moving relatively higher than those of Great 
Britain and America, reaching a peak in March, 1920, fol
lowed by a panic which caused various war-nursed industries 
to close their doors one after another during the remainder 
of the period. The second was the trade movement. After 
1919 Japan's trade was completely reversed and each year 
saw an excess of imports. During the War Japan earned in 
trade 1,292 million yen; but after the War, 1919-1923, she 
lost 2,486 million yen. The third was the exhaustion of 
Japan's gold funds held abroad. On January I, 1919 she 
held 1,135 million yen abroad; but this amount decreased in 
December 31, 1923 to 444 million yen. Results were per
sistently unfavorable to the Japanese exchanges. And the 
government's pegging policy proved to be a complete failure, 
while at home credit control was totally lacking. The true 
sequence of these movements in the long-run analysis seems 
to have been, first, the expansion of credit, then, the move
ment of rising prices following by great excess of imports, 
and lastly, the fall of exchanges. 

In order to understand the working of this reversal in 
economic conditions, let me elucidate a little more, step by 
step. 

100 
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2. RISE IN PRICES 

In the first place, there were several ways by which the 
volume of bank notes was increased in Japan after 1919. 

The first was by the increase in the amount of gold reserve 
through specie importation.· We have already seen that 
Japan was worrying much 3:bout her accumulation of gold 
and exchange funds in New York, because the Japanese were 
fearing the decline of New York exchange rates and the loss 
of interest. But when America lifted her gold embargo in · 
June, 1919, Japan soon began to import gold heavily.1 And 
this naturally reenforced the gold reserve of the Bank of 
Japan. It had been the opinion of government officials 
that no inflation could take place so long as the percentage 
of gold cover had not been lowered. Certainly the per
centage was not lowered but greatly' raised, 2 especially dur
ing 1920 and 1921 when gold imports were heavy~ But 
this was by no means a guaranty against inflation. Another 
practice which helped to increase this percentage of gold re
serve was through the inclusion among the Bank's reserves 
of gold funds held abroad by the Bank of Japan, a practice 
which continued for a long time, in fact until September 30, 
1922. On the whole, no country had increased· its gold
reserve relatively more than Japan did after the War. The 
Federal Reserve Bulletin in America reports as follows: 

1 Japan's gold imports after the War may be seen here. (Department of 
Finance, The 25th Financial and Economic Annual of Japan, Tokio, 
1926, pp. 146-7). 

1919 
1920 
1921 

]APAN's GoLD IMPORTs AFTER THE WAR 
I I 

(million yen) 

Excess 
Exports Imports of imports 

.................. s 327 322 
•··•····•··••·•··• 3 404 400 .••.••......••••.. - 138 ·138 

2 Vide supra, p. 28. 

Total 
net imports 

86o 
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Goi.IJ RESERVES 01' THE PRINOPAL CoUNTRIES AlTER THE W AJt 1 

(million dollars) 

Gold holdings Per cent of world supply 

1913 1918 1921 1913 1918 1921 

U. S. A •• •••• •••• 491 2,245 2,529 21.7 
.
3i:I 37·0 

U. K ••••.• •••••• . 170 523 763 5·3 11.1 
France •••••••••• 678 664 688 21.J 11.1 10.0 
Germany •••• •••• 278 538 26o 8.7 9·0 J.8 
Japan ••••••••••• 64 225 sss 2.0 3·7 8.1 

-

The second way by which notes were unduly increased was 
by the issuance of government railroad bonds and treasury 
bills and the fact that these were soon discounted at the cen .. 
tral bank.2 

The third channel was the issuance of fractional currency 
of 10, 20, 50 sen notes directly by the government. This 
was started during the War in November, 1917 when such 
small denominations of money were needed. And the gov .. 
ernment kept issuing them until the outstanding volume be .. 
came finally enormous. • 

• Federal Reserve Bulletin, June 1921, p. 676. 
2 Vide supra, p. 28. The government and other bonds have always ex

ceeded the amount of commercial paper. 
• The increase of government's fractional paper was as follows: (De

partment of Finance, Kin;yu liko, pp. 2-4-

INCREASE 01' GOVERNMENT'S FRACTIONAL PAPER 

(million yen) 

At the end of 

1{1917 ••••·•·····•··••·•····•···•· 1918 •••••.•••••••••••••••••••••• 

{ 

1919 •••••••••••••••••••••••••••• 
1920 •••••••••••••••••••••••••••• 

II 1921 •••••••••••••••••••••••••••• 

1922 •••••••••••••••••••••••••••• 
1923 •••••••••••••••••••••••••••• 

Outstanding 

19 
91 

145 
200 
216 
158 
68 
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While central authorities beli~ved faithfully in the old 
superstition that gold cover was the true basis of the value 
of a currency and did· not question seriously the relative 
amount of means of payment, but kept on issuing notes on 
gold, the local bankers, much impressed and intoxicated by 
the war-boom, instead of contracting their credits, expanded 
their loans without taking any heed to the price movement, 
the form, relative amount, or objects for which such loans 
were made. For credits advanced by the Sj>ecial Banks,. by 
the Ordinary Banks and Savings Banks after the war as 
compared with the pre-war period (taking 1912-19i3 as }OO) 

increased to 344, 422, 634 ·respectively, or an average' in
crease of 466, the figures of which may be seen below. 

ExPANSION OF BANK CREDIT IN ]APAN 1 

(in million yen) · 

Special Banks Ordinary Banks Savings Banks 

At the end of Average Average Average 
Amount and Amount and Amount and 

(Index) (Index) (Index) 

I { 1912 •••••• 769 1,522 232 
1913 •••••• 816 782 1,670 1,586 261 246 

8o6 
(100) . 

1,726 
(10o) (~oo} r4 ······ 293 

1915 •••••• 830 1,728 437 
II 1916 •• • ... 1,093 2,232 514 

1917 ...... 1,484 2,987 669 ' 

1918 •••••• 2,334 1,309 4·146 2,562 952 571 
(167) (161) . (232) r9 ...... 2,748 5,666 1,466 

1920 •••••• 2,239 5·902 I ,1,597 
III 1921 •••••• 2,686 6,241 1,618 I,56o 

1922 •••••• 2,948 7·779 *186 (634) 
1923 •••••• 2,752 2,694 7·956 6~708 *202 

(344) (422) 

1 Calculated from DeJ?artment of Finance, Kinyu Jiko, 1925, pp. 80-84 
and The 25th Financial and Economic Annual of Japan, 1925, pp. 128-
133· These figures include total outstanding balances made for loans and 
bills discounted. Notice the rapid increase after I918. 

*The decrease here is due to the enactment of Savings Banks law. 
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But trade did not increase with such a rapidity. For in
stance, the foreign trade only increased from the pre-war 
period from 100 to 262, as seen below. And in domestic 

Rn.ATIVE INCREASE o:r VoLUME OJ' TRADE 

Foreign Trade Domestic Trade 

Rice Raw Silk' Cotton yarn • 
Amount Average Average value Actual value Actual value 

' and Index and Index and Index 

-

{ 1912-} I 1913· • • •• •. 

I { 1914- } 
l 1918. • •.• ... 

{ 1919-} lll 1923· •••••• 

1,320 
(100) 

2,501 
(189) 
J,467 
(262) 

r,oso 

(100) 

1,008 
(96) 

2,183 
(208) 

206 
(100) 

546 
(265) 
813 

(399) 

COTTON YARN PRODUCTION AJ'TD THE WAll 

Production Prices 

million bales Y per bale 
1913 .•...••••...•....• 1.3 147 
1918 ......••..•..•..•. 1.7 352 
1919 ...••.........•... 1.9 428 
1920 .•............•... 1.8 449 
1921 . . . . . . . . ......... 1.8 262 
1922 •...•............. 2.2 239 
1923 •••.....•.....••.• 2.1 248 

and Index 

191 
(roo) 

598 
(31J) 
628 

(328) 

Total Amount 

million yen 
191 
598 
813 
8o8 
471 
528 
520 

trade, in rice production, the increase was only 208, in raw 
silk 399, and in cotton yarn 328, each of which is far below 

1 These are five years averages based on Reports of the Department of 
Agriculture and Forestry, pp. 179, 189. 

2 The production of cotton yarn in millions of bales and their yearly 
average prices were as follows (The Japan Year Book for 1926, Tokio, 
1926, p. 295 and Department of Finance, Kinyu Jiko, 1924, p. 312). 
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the credit expansion of 466. Thus our statistical analysis · 
clearly shows that much credit was used merely for speCU'
lative purposes. 

Aside from these notes and credit expansions which caused 
high prices, there were also extravagant government expen
ditures and nursed specul<~.tion, all of which helped to en
hance prices. In government expenditures Japan .spent after 
the War nearly twice as many yen as she spent during the 
War; that is, 197 per cent more than the, war period,. or an 
increase of 22 per cent on the basis of the purchasing power 
of money.1 The object here is to show that the yearly in-

1 Following is the settled accounts of the State Revenue and Expenditure 
of General Account (excluding Special Account). 

Fiscal Year 

r~ 1910 
I 1911 

1912 
1913 

I 1914 1915 
II 19161 

I 1917 
L 1918 

I 1919 1920 
III 1921 l 1922 

1923 

]APAN's ANNUAL REVENUE AND ExPENDITURE* 

(million yen) 

Revenue Expenditure 

~ t-
Expenditure 

~ t- c.s of S years 
.:1 c.s .:1 average and 

~:.a 
I,.., = -; = C.S"' -; Index number :.a ... .. :.a ...... ... ~0 ~ ... ~0 

~ 0 ~ 0 ~ 

--- ------
483 194 667 394 138 532 
491 181 672 421 157 t69 
508 148 657 409 175 s851 
552 135 687 416 176 593 
575 146 721 415 157 573 570 . 

536 198 
(1oo) 

734 399 249 648 
638 169 708 386 196 583 
622 191 813 386 204 590 
763 321 1,084 427 297 735 I I 

911 567 1,379 490 . 526 1,017 712 

1,063 1,8o8 
(124) 

745 502 669 1,172 
1,174 825 2,000 709 65o 1,359 
1,283 781 2,o65 841 648 1,489 
1,428 559 2,087 891 438 1,429 
1,303 741 2,045 960 560l 1,521 1,394 

(244) 

Surplus 

-
144 
IOJ 
71 
93 

148 

86 
125 
222 
349 
462 

636 
640 
575 

'657 
. 524 

*Department of Finan~ial and Economic Annual of Japan, 1925, p. 17. 
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crease irt the state expenditure was faster than the movement 
of prices, and was a cause which had contributed to enhance 
the. general level of prices. High prices, then, assisted in the 
swelling of. the state expenditure. 

Extravagance was seen in the expenditures of not only 
central government but also of local governments, such as 
prefectural, municipal and village governments. These ex
penditures trebled during the post-war period when compared 
with those of the war period. Even on the basis of the 
pu~chasing power of money, the increase was more than 61 
per cent.1 And although the population was increasing dur· 

The average price index for the periods of I, II and III, were 100, 129 
and 218 respectively. The Revenue and Expenditure of Special Account 
(where Government keeps industrial, certain military, colonial, certain edu
cational, social, and other special accounts) have been as follows: 

]APAN's SPECIAL AccoUNT AFTEK THE WARt 

.... ~ ... Revenue. 
Expenditur e • • •••• 

-
Surplu s •••••• 

1919 

2.688 
1,9()8 

78o 

1920 1921 1922 

J,043 J,208 3.407 
2,265 2,J91 J,IJS 

778 8o7 272 

1923 

J,J22 
J,OII 

Jll 

t Figures for 1923 and 1923 are budget figures and not settled accounts. 
Department of Finance, Kinyu Jiko, 1924. p. 133. 

1 FoUowing are calculated from Interior Departments Statistics, pp. 
I&Hii. (See table on opposite page, "Local Government Revenue.") 
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1ng the period, the real increase-of tax burden per head since 
1912-13 was over 12 per cent, as the following figures show. 

INCREASE OP' TAX BURDEN AFTER THE wAR 1 

Tax Index number Real increase 
per head Average of Prices of tax burden 

I { 1912. • • • •• •• • 
1913 ......... 

Yg.1} 
8.9 

y 9· (roo) 100 

r .......... &8} 1915· ..•.••.. 8.3 
II 1916 ••••••••• 8.9 10.1(112) U9 

1917·.... . .. 10.6 
1918 ••••••••• 14-2 

r9········· ~.I} 1920· •••••••• 20.8 22. (244) 218 
III 1921········· 22.5 

1922········· . 24.6 
1923· ...•.... .. 

LocAL GoVERNMENT REVENUE AND ExPENDITURE 

(million yen) 

Index number 
of prices 

Expendi-
ReYenue ture Average Surplus 

Average for 
each period 

I{ 1912·· 375 320} 315 {!~} 100 1913·. 356 JIO 
(100) 

mJ r··· 354 310} 1915·· 347 300 
II 1916 •• 367 317 354 I I 129 

1917·· 459 366 (112) 
1918 •• 571 48o 

" 
(1919·~ 785 6311 r·1 t 1920·· 1,114 915 199 

III 1921 •• 1,286 1,0341 961 252 218 
1922·. 1,121 1,100 (305) .21 I 
1923·· 1,141 1,128 13) 

1 Department of Finance, Kinyu Jiko Sankosho, 1925, p. 143. 

o% 

-4% 
'· 

12% 

Real 
Expendi-

ture 

100 

86 
(100)' 

139 
(161) 
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These expenditu~es of central and local governments,. 
therefore, not only increased taxes and thereby enhanced. 
prices, but more effectually did so by increasing bonds; and 
the bonds w.ere soon discounted at -banks. The increase of 
these gove~ment bonds was as follows: 

INCREASE OP CENTRAL GOVERNMENTs's DoMESTIC BoNDS 1 

(in millions of yen) 

I 1914· ••• 
191S···· 

I 1916 •••• 
I 1917··· • 
l1918. • •• 

.At the,end of 

{'914···· '1915···· 
l 1916 •••• 

1917·· •• 
1918 •••• 

1,036 
1,021 
•·097 
1,156 
1,211 

{ 

1919 •••• 
1920 .••• 

II 1921 .... 
1922·· •• 
1923···· 

INCREASE OP LocAL GOVERNMENTS' BONDS I 

(in millions of yen) 

Amount At the end of Amount 

327 r9···· 342 
. 337 1920···· 379 

334 II 1921···· 467 
336 1922 .... 557 
337 1923 .. •• 676 

Per head 
obligation (Y) 

S·9s 
6.ss 
7·97 
9·38 

u.s6 

On the other hand, the great war-prosperity seemed to 
have given an idea to the people that whoever engaged in 
export trade or manufacturing enterprises was sure to make 
profits. And this idea pushed to other industries, even to 
real-estate dealings in a remote countryside. While the main 
productive forces of the country were largely directed to 
export industries, speculation was s~ widespread that when 
the war stopped there was not much left in the way of 
commodities for home consumption, and this condition of 

1 Bank of Japan, Economic Statistics of Japan, Tokio, 1925, pp. 46-48. 

t Compiled by Nippon Kogyo Ginko, cf. ibid., p. 51. 
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·scarcity pushed prices still higher. However; after April 
1920, these war-fed industries and business enterprises began 
to liquidate one after another and this finally caused the 
-panic of 1920.1 This can well be illustrated by the high per
·Centage of dishonored bills due to industrial· failures during 
the year and the rest of the period.2 

· 

When prices were rising, and orders were coming in~ 
money and credits were in turn recklessly extended during 
the war and up to March, 1920. Profits and dividends were 
so enormous that the rate of interest soon rose; and the 
Bank of Japan was obliged to raise its own discount rates 
twice in th~ latter part of 1918 and twice again in the latter 
-part of 1919 8 as the average market discount rate in Japan 

1 J. Inoue, Japan's Economic and Financial Situation after the W<1r, 
'Tokio, I925, pp. 29-45. 

1 The source of following figures: Department of Finance, Kin:yu Jiko, 
I924, pp. IIS-II6. . 

I { 1912 
1913 

r4 1915 
11 1016 

1917 
1918 

r· 1920 
III 192I 

1922 
1923 

DISHONORED Bn.Ls AFTER THE. WAR 

(million yen) 

Amount Amount 
cleared 

............ ·7 9,712 ............ ·7 J0,401 

........... ·7 10,269 ............ ·4 11,625 ............ ·3 20,234 
·•···•······ .8 31,789 ............ I.J 53,414 1 1 

............. 2.3 77,109 ............ 6.2 74,068 ............ 4·4 68,232 

............. 5-2 71,813 ............ 4·2 68,185 

Percentage 
. to the total 

clearance 

.077 

.073 

.071 
,038 
,018 
,027 
,025 

.030 ' .084 

.o6s 
,073 
,063 

3 On September IS, I918, the Bank raised its discount rate for com-
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was over 8.4 per cent, the maximum rate being over 10 per 
cent. All corporations both old and new increased their 
capital for extension and promotion, reaching the peak in 
i920. ~owever, when a sharp depression of prices came fit:' 
:March, I 920, these swollen industries began to be squeezed 
down miserably, resulting in more frequent business and 
ba,nk failures. This reversed condition may be well seen by 
the following figures. Notice the rapid growth up to 1920 

and the sudden decline after 1921. 

CAPITAL FOR PRoMOTION AND EXTENSION OF ALL CORPORATIONS 1 

(million yen) 

lndutrico 191t91 5 191 6! ::_7
1
1918 191t920l~1 ::' 

1

19>3 

:Manufacturing •••• •••••• 40 107 JIO 5861878 1029 1758 47J >49 3f4 
Shipping ......... •• • • •••• 51 '/7 84 223! 311 45.11 S34l 349 244 238 
~gricultu~al •••• • ••· • •••• 3 1 3 2SI 3S 178 184

1 
117 16 S 

CommerCial • • • • • • •...... 35 27 43 192· 621 611 1172' 444 329 252 
Electric •• ••••• • • • • • • • • • 30 41 'IS 92 ISS 46o 1961 372 293 330 
Others • • • • • • • • • • • • • • •• • • • • • • • • • • • . • • • • • • . ••.•••••••. f.... . . . . . ... --. --------1--

Total... •• • • • • • • • • 2so 292 6S8~1s6.zl2676 4o68l5113i2236~1491 1482 

In Japan the price movement was really a predominating 
force in controlling the fate of all industries, trade and bank
ing. Our price ~rt, Chart IV,· shows that the period was 
marked by a sharp rise of prices during 1919, reaching the 
highest peak in March, 1920, followed by an even sharper 
depression; and then, prices remained for the rest of the 

mercial papers from s.n% to 5.84%; and on November 25, it again raised 
to 6.57%; and on October 6, 1919, it raised to 7-3% and again on Novem
ber 19 up to 8.03%. (Bank of Japan, Economic Statistics of Japan,. 
Tokio, 1925, p. 35.) 

1 These figures represent capitals of new corporations and the increased 
capitals of old corporations. They are not total capitals of all corpor
ations in Japan. ·Source, Bank of Japan, Economic Statistics of Japan, 
Tokio, 1925, p. 46. 
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(Source: same as Chart I) 
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period at a relatively higher level than those of Great Britain 
or America. 1 On the gold basis, .. too, Japanese prices were 

. much higher than those of the British Isles or America. 

WHOLESALE PRICE INDEX ON GOLD BASIS 2 

............. ............. 

.• ............ 
1913 .... 
1919 •••• 
1920 .•••• 
1921 •••• 
1922 .... 
1923 ••••• 

.............. .............. ............. 

U.S. A. England 

100 100 
211 219 
239 233 
149 IS6 
158 ISO 
164 159 

Japan 

'100 

241 
242 
175 
175 
183 

In the depression of March, I920, one thing cannot escape 
notice. That is that, while the same kind of depression 
took place all over the world.. the ] apanese depression came 
somewhat earlier and was sharper than those in other im
portant countries. 8 This earlier and sharper depression,. as 
far as Japanese markets were concerned, was first led by the 
depression of the raw silk market which came in J ailuary of 
that year. To iilustrate, a year ago, in January, 1919 the 
highest quotation for raw silk ( shinshu No. I) in Yokohama · 
was Y. 1,520 per bale. This _steadily increased during the 
year, and in December it was Y. 3,280. A year later, in 
January, 1920 it reached the highest peak with Y. 4,350. 
Then, the New York market first went down, followed by 

1 See accompanying Chart IV. There are certain technical objections 
to the Bank of Japan's index number. So I have also plotted in this 
chart a dotted line for Japanese prices based on the F;eP,eral Reserve 
Board's Annual Report, 1924, pp. 163-165. For similar chart, see 
Federal Reserve Board, Prices in the United State.t and Abroad, I9I9-
I92J, Washington, 1924. p. 3· Other sources, same as Chart I. 

2 Federal Reserve Bulletin, September, 1922, pp. 1054-1055. 
8 Federal Reserve Board, Prices i1'£ U. S. A. and Abroad, Washington, 

1924, pp. 2-4· 
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the Yokohama market. · The depression was so eharp that 
in August of that year the highest price was only Y. 1,270,1 

or about 34 of the price 8 months before. After raw silk, 
the depression of cotton yarn next took place. 'The hig!test 
peak of .cotton yarn was recorded in February 1920 with 
Y. 639.II per bale (No. 20) in Osaka. ·But 3 months later, 
in May, this price went down to Y. 58I.55, and one year 
later, Y. 263.07... The result was a general depression 
for several years after March, 1920. Its effects were most 
disastrous, especially to manufacturing industries as shown 
by the above figures of diminution of capital. 

3· UNFAVORABLE BALANCE OF PAYMENTS 

With such high prices one can expect only an unfavorable 
balance of trade. So Japan. began to tally each. year an 
excess of imports, the figures of which may be seen below. 

1919 •....•.... 
1920 .......... 
1921 ••....•... 
1922 .......... 
1923 ...... · .... 

VISIBLE Ti.ADE AJ'TD THE WAR 

(million yen) 

Exports Imports Excess 4% Tech. 
Correction 

2,151 2,JJJ -179 93 
2.006 2,492 -486 99 
1,297 1,730 -433' 69 
r.68S 2,023 -337 8o 
lt497 2,119 --622 84 

Excess 
of Gold Trade 
Imports Balance 

-J22 -408 
-400 -787 
-138 -502 
- I -256 

5 -533 

-2.486 

The movement of this fall of commodity trade may be 

• Department of Finance. Kinyu Jiko, 1924. p. an. See also a chart 
prepared by The Silk Association of America, Fifly-fifth Annual 
Reporl, New York, 1927, p. 1o6. 

1 Department of Finance, ibid., p. 312. 
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seen more vividly by the accompanying Chart V. 1 In this 
chart bf monthly averages one will notice that the first in
flu~cing curve was the note circulation. The note circitla
tion was then followed by the price curve and by trade and 
exchange movements. This ·can be illustrated in detail by 
elaborate trade statistics. But here let it suffice to show only 
the general movement. The higher the curves of 'notes and 
prices went, the larger became the minus quantity of trade; 
and so with exchanges·. 

The trade with U. S. A. began to be adverse because of. 
high prices in1Japan. For instance, raw silk which occupied 
more than 6o per cent of Japan's exports to the United States 
in 1920 was highest in price so that she not only exported 
less in quantity to America but also imported more goods 
from that country. Such was also the story of 1921 and 1919 

in a less degree. In total, she had an excess of imports from 
America of 96 million yen during this period, while she had 
made 359 million yen excess of exports during the War. The 
trade with A-ustralia was also unfavorable since Japan had 
imported from Australia an excess of 1 51 million yen during 
this period apinst I 8 million yen excess of imports during the 
\Var. These differences were so great that the comparisons 
still remain valid even if we take the depreciation of money 
into consideration. :Although trade with India and Gllna 
was much disturbed by silver, boycotts and civil wars, yet 
in general, high prices at home were undoubtedly unfavorable 
to maintain the markets she opened during the vVar. The 
following summary of trade may be given for th~ period. 

1 In this chart, indices for monthly average of note issue and wholesale 
prices were calculated from the reports based on the Bank of Japan's 
Economic Statistics of Japan, 1925, pp. S-7, pp. III-12; and indices for 
exchange of New York were calculated from the reports of the Yokohama 
Specie Bank as shown in the Department of Finance's Kinyu liko, 1924, 
pp. 296-298. For exchange, the trend of the value of the dollar in Japan 
is shown. Notice in this chart as in others the seasonal trade fluctuations. 
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. ]APAM'S CoKKODITY TaADE ACCORDING TO CoUNTRIES AI'TD TBK W AA t 

(in millions of yen) 

Total Total Excess of 
esporb of importa of esportl or 
5 years to 57eat1 from imporb (-) 

{China •••• ••••. ••••• 2,229 1,810 fS7 Asia ••• • India .•• ~ ••••••••••• sss 1,-4 2 -91 
· Others •••••••••••••• • ••• • ••• . .... 

Total ••••• •••• •••• 3.826 4.225 -396 {u.s. A. ••••••••••••• 3,226 J,J20 -96 
America. Can~da • • • . • • • • • • • • • .... .... . .... 

!lelnCO ••••••••••••• .... . ... . .... 
Chile and othen •••••• .... . .... . .... 

. Total •••••••• ••••• 3·335 3.441 -107 

Earje } Europe ••••••••••••• 688 r,sg6 --909 
au Australia •••••••••••• 177 333 -•s• 

Autralia Othen .••• •••• .••••• . ... . ... . .... 
Grand Total •• ••••• 8,639 10,6g7 -2,057 

The movement of invisible trade was also like that of 
visible trade. There was a rapid and continuous decrease of 
our claims on foreign countries after 1919, a movement which 
was just the reverse of the boom war period. The chief 
causes of such a decline were the decrease in freight, char
terage and insurance receipts.t due to the resumption of mari
time competition and the decrease in the government's re
ceipts chiefly consisting of sales of munitions and interest 
on foreign loans, which may be seen in the following table. 

• Figures are based on Department of Finance, Kin:yu liko Sankosho, 
1924, pp. 2:22-227. 
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]APAN's INVISmLE TBADE AFTER THE WAB.1 

(million yen) 

1919 1920 1921 1922 

- - - -
Receipts: 

I. Governmental: 
1. Sales of munitions, etc. • •••• 52.2 65.o 68.6 71·7 

II. Private : 
1. Freight and cbarterage ••••• 437·5 337·6 200.8 149·3 
2. Expenditures of foreign ships 

18.s 16.1 2J.6 and companies in Japan ••• 29·9 
J. Expenditures of foreigners in 

55.6 37·8 J8.6 Japan •••••••••••••••••• 49.0 
4- Profits by Japanese abroad, 

immigrants' remittance and 
those carried home ••••••• 131.8 126.1 110.8 106.3 

5· Profits and interest on foreign 
46.0 28.7 inYestments •••••••••••••• 59·7 50·5 

6. Insurance and premiums •••• 101.2 •os.s 82.2 76.6 
7· Others .• • •.•••••••••••••• 6s.l 6o.7 .. 5·1 - - -- -

Total •••••••.••. ; ••••••• 915.0 837·2 562.3 479·9 

Payments: 
I. Governmental : 

1. Interest on bonds •••••••••• 55-4 56.8 51·3 47·6 
2. Other payments ••••••••••• 101.2 8o.o 57·4 91.8 

IL Private: 
1. Expenditures of our ships 

abroad and of companies •• 74-7 Joo.5 76.8 61.9 
2. Expenditures of Japanese 

abroad •••••••••••••••••• 35·4 28.4 26.5 28.0 
3- Profits by foreigners in Japan 10.8 15·3 17·9 IO.J 
4· Interest and profits of foreign 

investments.. • • . . • • . • • .• 2;.s m.5 IJ.J 12.7 
5· Insurance and premiums •••• 88.J 97·7 76·4 68.3 
6. Expenditures of Japanese 

enterprises abroad •••••••• 2.6 3·6 3·0 4·0 
'J· Others ••••••••••••••••••• 16.7 13.6 37·9 ·7 - -- -

Total ••••••. •••••••••••. 410.6 416.4 366.5 325·3 
I 

Net Balance • •••••••••••• 504-4 420.8 195·8 154·6 

1923 Total 
' 

-
31·9 

'. 

r38.5 

26.2 

35·9 

112.0 

28.o 
" 

75·6 
12.6 -

46o·7 _J,25S·• 

51.1 
62-4 

.. 

6o.l .. 

26.6 
6.1 

14·9 
65·4 

, 

J.6 
·7 

290·9 1,8o9·7 

169.8 lt445·4 

Now if we add all these visible and invisible trade balances 

1 These figures are largely based on J. Inoue's Japan's International 
Finance at Present and her Policy, 1926, Tokio, Appendix vii. 
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together, we get a net trade deficit of 1,041 million yen for 
the period. For each year we have the following balances. 

]APAN's NET BALANCE OJ' CoMMERCE AJ"TU THE WAll 

(million yen) 

I 

Balance ••••••••• Visible Trade 
Invisible Trade Balance ••••••• 

I 

NetTra de Deficit •• ••••• 

1919 1920 

- --
-408 -787 

504 420 

----
96 -367 

1921 192.2,1923 

- i-

-502 -256 -533 
195 154 •69 

- ---
-307 -102 -364 

Total 

-2t486 
IMS 

-1,041 

Thus the relatively high prices in Japan causing unfavor
able trade balances and the coming of foreign competition in 
ocean transportation caused Japan to lose 1,041 million yen 
.during the period of 1919 to 1923.1 Of this loss or deficit 
·of 1,041 million yen, roughly 700 million yen were paid back 
out of specie holdings abroad, 400 million yen were paid out 
of bankers' funds of various forms kept abroad and of sales 
of domestic ·bonds and stocks, and the rest were freshly bor
rowed as in the case before the ~Var. The following will 
show the details of such settlement. 

• Of course, commercially this is not a loss. but a deficit. It is simply 
meant that we paid more money in exchange of commodities and services. 
So far there is no change.. This unfortunately ushered in a bad situation 
which will be discussed later. 



BALANCE OF PAYMENTS AFTER THE WAR II7 

CAPITAL MOVEMENT AFTER THE WAR 1 

(million yen) 

1919 1920 1921 1922 

---- --
Credit: 

1. Net investment of foreign· 
era in Japan • •••••••••• 17 .. .. .. 

2. Realizing of Japanese in-
vestments abroad by 
Japanese t • • • • • • • • · • • • 95 127 204 .. 

3· Decrease in exchange 
funds l ............... .. 281 207 240 

--------
I 

Total ..•••.••...••• 112 408 411 240 
Debit: 

1. Realizing of investments by 
foreigners •. o •• o •• o •• o. •o 41 104 25 

2. Japanese investments abroad 208l 00 .. IIJ 

--------
Total ............... 208 41 104 138 

Net Credit Balance •• --g6 367 307 102 

1923 -Total 

-
123 , .. ~ 
370 .... 

' 
149 ..... 
-
642 r.S1o 

82 ·~·· 196 .... 
278. 769 

364 1,041 

1 The figures for 1919-1922 are based on the Department of Firumce's 
Kinyu Jiko, Tokio, 1924, p. 26, and for those of 1923 are based on th!i! 
Department of Finance's Quarterly Report of Finance and Economic 
Conditions of Japan, August, 1926, p. 26. Further explanations are 
cited below. ' 

* The net investments of foreigners and those reali2ed by them are 
calculated by the net increase or decrease of foreign investments in 
Japan as follows. 
OUTSTANDING AMOUNTS OF FOREIGN INVESTMENTS IN ]APAN, I!)I!)-Ig2.2 

(million yen) · 

Gov'nt Domestic Local Debentures Foreigners I I Increase 
f01:eign bonds gov't floated investments Total or de-
bonds sold out bonds abroad in Japan crease(-) 

1919·. 1,311 63 147 165 35 1,721 17 
1920oo 1.418 34 140 47 30 r,68o -41 
192loo l,J62 18 130 33. 25 1·576 -104 
1922 .. 1,358 s 134 26 25 '·550 -:- 25 

t ~ (See footnotes on next page). 
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Thus :financially the period is characterized, first, by the 
heavy realization of Japanese investments abroad, and, second, 
by the heavy decrease in the exchange funds of both govern
ment and exchange bankers, and, third, by the beginning of 
sales of domestic bonds abroad again. In other words, this 
practically amounts to saying that that portion which Japan 
gained during the War and kept abroad was practically lost 
during this period. And in addition, domestic bonds were 
even exported as they yielded higher interest. And the rest 
of the war gain will be seen mainly in the increase of Japan's 
gold holding at home which was as follows. 

INCB.EASB OP ]APAN's GoLD HoLDING AT HoMJ:l· 

(million yen) 

Total Abroad At home 

At tile end of 1913 • • • • • • • • • 376 246 IJO .. ... 1923 ••••••••• 1,65.3 444 1,zo8 

Increase of gold at home .... .... 1,078 

t These figures are deductively arrived at. But they roughly correspond 
to those estimated by]. Inoue. Vide supra, p. 64, footnote 1. 

* The gold funds as called or more exactly exchange funds kept abroad 
by the government and the Bank of Japan were gradually decreased as 
they were sold out to exchange bankers as follows (million yen) (Depart· 
ment of Finance~ Kinyu Jiko, Tokio, 1924, pp. 67-69). 

At the end of 1918 ••••••••• 
•• .. 1919 ••••••••• .. 

. .. .. .. 
.. 1920 ••••••••• 
.. 1921 • •• • •••• 
.. 1922 ••••••••• 

.. 1923·········{ 

Gold (UDds 

1,135 
1,343 
l,o62 

sss 
615 
444 

Increase or decrease (-) 

..... 
208 

-281 
-207 
-240 
-171 

1 Department of F"mance, Kinyu Jiko Sankosho, Tokio, 1924. pp. 67-69. 
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(Monthly high and low T. T. Rates) 
Par on London d. 24-575 per Y 1.00 

Par on New York $,t9.85 per Y 100.00 

(Source: same as Chart II) 

56 

14 
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And the remaining five or six hundred million yen must 
have been distributed among her war-boomed industries. 
Thus if we summarize the financial account of Japan in rela• 
tion to foreign countries during 1919 to 1923, we get the 
following statement. 

BALANCB OP INTERNATIONAL PAYMENTS, 1919-1923 

(million yen) 

1919 1920 1921 1922 

--- - -
Credit: 

'' I. Net exports of gold and silver •••• •• .. .. I 
II. Net invisible trade balance •••••• -· 504 420 195 1$4 

III. Foreign investments in Japan ••••• 17 .. •• . . 
Realizing of investments by Jap-

anese ••••••••••••••••.••••••. 95 190 204 .. 
Decrease in exchange funds •••••• .. 218 207 240 

- ------
Total ••••....••••....•••••• 616 828 6o6 395 .. 

Debit: 
I. Net imports of merchandise •••••. 86 387 364' 257 

II. Net imports of gold and silver •••• 322 400 138 .. 
III. Realizing of investments by foreign-

ers •••••••••••••••••••••••••• 1 •• 41 104 25 
Japanese investments abroad ••••• ·' 208 .. .. IIJ 

--------
Total ••. · ••••••....•.•••..• 616 828 6o6 395 

4- EXCHANGE MOVEMENTS 

19~3 

--
5 

169 
123 

370 
149 

-
816 

538 
~~ 

82 
196 

-
816 

, First of all, let us see the facts of the exchange movement. 
The accompanying Chart VI shows that hetween the London 
exchange and the New York exchange there, was a wide 
divergence in the movement between this period and the war 
period. 1 This was due to the outside cause; namely, the 

1 Cf. Chart VI with Chart II, p. 69- The source of Chart VI is the
same as Chart II. 
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fall of New York-London cross-rates. Inasmuclt as Japan 
had now been concentrating foreign exchange funds in New 
York, the fall of the New York-London cross-rates simply 
meant to her that she ought to reduce exchange rates on 
London a~rdingly. The assertion that this passive move
ment of London exchange in Japan to the cross-rates after 
March, 19I9 is conclusively established in the accompanying 
Owt VII,~ although the former was more sensitive than the 
latter and fluctuated behind the latter. In other words, in 
Japan the movement of dollar exchange was like that of 
wholesale prices, while. the movement of London exchange 
was like that of retail prices. 

Since London exchanges in Japan had to follow dollar ex
changes, all other European exchanges (and in a less degree 
Oriental exchanges) such as' mark and franc exchanges had, 
of course, to follow dollar exchanges. Thus, for instance, 
the great collapse of marks during 1919-1924 and of franc 
during 1919 to date 1 occurred simultaneously in Japan. 
Before the War the yen was about 2 marks (par being 
.2.0924 marks). But this dropped to 15 marks in January, 
1919, and to ~7 marks in December, 1919. This was further 
collapsed to 2,705 marks in December, 1922 and to J,OIO,ooo 
marks in August, 1923. But since the adoption on the part 
of Germany of the Rentenmark (I Rentenmark= I ,ooo,ooo
ooo,ooo paper marks) in October, I923 and other subsequent 
measures such as the establishment of the Gold Discount Bank, 
the reorganization of the Reichsbank in October, 1924 along 

• The sources of this chart relating to Japan-London exchanges are 
found in the Yokohama Specie Bank's Weekly, while those relating to 
New York-London exchanges in James W. Angell's The Theory of 
International Pricet, Cambridge, 1926, pp. SJo-SJI. 

1 U. S. Senate Commission of Gold and Silver Inquiry, Foreign Cur
rency and Exchange Investigation, Series 9. Washington, 1925, vol. i, 
pp. 325-332, 411-417. 
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the line of the Dawes plan, and the general stabilization policy, 
the new mark exchange has been quite stable. The fluctua
tions as indicated in mark quotation in Japan after Novem-· 
her, 1923 were largely due to the fluctuations of yen exchange 
and not to the mark exchange. This point can be well illus
trated by the correlation of the fluctuations of Japan-New. 
York exchanges and Japan-a:amburg exchanges. The domi
nance of New York exchange over all other exc~anges in 
Japan can be also shown in the case of French exchange and 
its collapse. Before the War the yen was about 2~5 francs 
(par being 2.583). But this dropped to an average of 12 
francs in 1924, to 13.5 francs in 1925, and to 17 francs at 
the end of 1926. These slumps in Japan are in complete har
mony with the record shown in the New York exchange 
market on France, for in Jap3:0 exchanges on European 
centers during this period were largely fixed according to the 
dollar exchanges on these centers. 

The great fall of New York-London crOss-rates in the 
post-war period has been attributed to many caus~, differing 
sometimes completely from one another according to differ
ent writers. T. E. Gregory 1 and others seem· to hold that 
inflation was the chief cause; and " to complain of the effects 
of speculation . . . is to put the cart before the horse ''. But 
on the other hand, James W. Angell and others hold ·the 
opposite view. According tq the latter, speculation first af· 
fected the exchanges; exchanges pushed prices up, and last 
of all the note circulation.2 Whatever the case may be,. it is 
the fact that the exchange began to fall when England ceased 
to control exchanges through J.P. Morgan and Company in 
:March 20, 1919 and after the termination o~ the general 

1 T. E. Gregory, Foreign Exchange, Oxford, 192.2, pp. 8o-go; Tls1 
Return to Gold, London, 1925, pp. 3o-31. 

1 James W. Angell, ibid., pp. 4.26-439-
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Inter-Allied arrangements. The effect of this fall was soon 
reflected in the Japan-London exchange. This is why dur· 
ing I 919 and up to February, I 920, the London exchange in 
Japan was moving in the opposite direction to that of the 

. dollar exchange. And this is why the gap between the 
London exchange and the New York exchange became 
widened since 1920 and why the London exchange fluctuated 
so violently. In the case of the sterling exchange in Japan, 
then, the causes of its fluctuations during the post-war period 
are largely found in the fluctuations of New York-London 
exchange, and are neither directly traceable to the Japan-

. ~London balance of payments nor to their relative prices, for 
a larger volume of international payments was then effected 
through New York as the dollar became the standard ex
change in Japan. Moreover, the price movement between 
the ~wo countries, Japan and Great Britain, was nearly on 
the same trend during this period. 

In the case of fluctuations in the American exchange in 
Japan, the case is different. ·Here we find direct causal re
lations in the monetary, trade, and financial situations be
tween the two countries. So it is here best to divide the 
period into the following sub-periods and see the different 
turns of events connected with exchanges. 

(I) Fall of exchange in 1919 up to March, 1920. 
(2) Sudden rise and fall of exchange in 1920. 

(3) Relatively stabilized exchange during 1921 to 1923· 

(1) The early fall of yen ~change on America in 1919 
was, of course, due to the expectation of free gold movements 
in America and actual abandonments of restrictions on silver 
in April and on gold in June, 1919. But the later and more 
rapid fall of yen exchange on America during October, 1919 

to March, 1920 was due to the abnormally rapid rise of 
prices in Japan caused by the aforesaid credit expansion, 
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inviting a sudden and the largest excess of imports . for the 
period. 

(2) But when notes were contracting and bank credits 
were liquidating as previously illustrated, prices· .. declined 
even more sharply, causing a little improvement in trade. 
This was aided by Finance Minister W akatsuki' s wholesale 
selling of gold funds mostly kept in New .York. Such sell
ing amounted to roughly 281 million yen. nus had, of 
course, practically the same effect as the free movement of 
specie, and quickly restored the exchange. And by specula
tion it even went up I per cent above par, but when prices 
again began to rise and the discrepancy between the Japanese 
and American prices increased, the exchange again dropped 
3 per cent below par. All this was occurred in 1920, the most 
eventful and unadjusted and panicky year after the-w-ar. 

(3) When the exchange dropped 3 per cent, it was virtu
ally stabilized at that level during 1921 and 1922:-But 
when the gradual fall of Japanese prices and the gradual 
rise of American prices had approached each .other more' 
closely at the end of 1922, the exchange began to recover a 
little more. And the year 1923 saw another upward price 
movement; and when this was augmented by the great Earth-. 
quake in September, the trade remained unfavorable through.: 
out the year even during the months of the usual exporting 
season. But the exchange was virtually stabilized at around 
$48.50 by draining gold funds, realizing of Japanese invest
ments abroad and by exporting domestic bonds as mentioned 
before. l 

Thus in general we are convinced by the statistical analysis 
that the first movement in this period was the relative prices 
of the tWo countries as represented in the purchasing power 
parity curves in the accompanying Chart VIII; and this-was 
then followed by·the movement of trade and lastly by ex-
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changes.1 It was true that in the case of the panic 
of 1920 speculation had helped to widen the fluctuation of 
exchange, but that was all. Exchange never could be the 
tause of the movements of prices and trade generally for any 
long period ·of time. Our statistical analysis as presented 
in Chart VIII clearly disproves such a statement of sequence. 

. On the other hand, the purchasing power parity theory can
not also adequately explain ·the exchange movement of this 
period except in a very general sort of way; for first, al
though there was a kind of correlation between the purchas
ing power parity and the actual exchange during the first 
two years, yet the gaps between the two curves were too 
great, while second, for the rest of the three years there was 
no sort of correlation.• 

A few words may be said about silver exchanges for the 
period. The continuous rise of silver since the latter part 
of 1914 kept up throughout the War and continued until 
December, 1919 when the price of silver in New York hit the 
highest mark at $I ·37 5 per ounce. a Then, in I 920 it began 

• See accompanying Chart VIII. In this chart, indices for exchange 
rates are calculated from the reports of the Yokohama Specie Bank, 
while price indices are based on the Bank of Japan's reports. The Chart 
is again to show the general movements of purchasing power parities, 
balance of trade and exchanges. 

I The gap was too wide in 1921 to entertain the purchasing power parity 
. theory. The element of pegging has been too great. See Chart VII, 
p. 120. 

1 The cause of high price in silver in the latter part of the War and 
in 1919 was the absorption of silver in India and China. Regarding it, 
U. S. Federal Reserve Bulletin reports as follows (Federal Reserve 
Bulletin, August, 1921, p. 938) : "It was China that caused such an in
sistent demand for silver in 1919, heightened perhaps by speculators, as 
to drive the price to its peak in January, 1920. But by that time the 
demand was fairly satisfied., 

• By the summer of 1919 the Indian demand for silver ceased." 
Also cf. Cross, Ira B.: Domestic and Foreign Exchange, New York, 

1923, p. 443, Chart VIII. 
The world's production of silver during this period increased over the 

war period by 65 million ounces. 
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tc. decline rapidly until March, 1921 when the lowest point 
was reached at c. 52.75. After that and during the rest of 
the three years, the trend of silver fluctuated around c. 65. i. 
Now the exchange on Shanghai in Japan took precisely the 
same course. 2 It was con.tinuously falling up to December 
1919, then a sudden rise took place during 1920, and for the 
rest of the period it remainded around 64 taels per Y. 100. 

Such a course was natural, for as was already explained in 
Chapter III, exchanges on Shanghai in Japan have been pri
marily based on silver quotations in New York and· London, 
and inasmuch as·these quotations are either quoted in dollars 
or sterling, weak yen exchanges on New York and London 
have been the next controlling factor. So although trade 
with China for this period saw a successive decrease in 
Japan's excess of exports,8 yet this factor had less to do with 
the general movement of exchange on China. .But the only 
exception was the direct shipment of silver to China in 192'3 

to the amount of 5 million yen,' the object of which was to 
partly pay for the trade deficit and to partly guard against 
undue speculation in Shanghai. 

1 Cf. George E. Eddins' "International Silver Market," Commerce 
Monthly, Oct., 1926, p. 5· 

s See the trend of exchanges on Shanghai in Chart VI, p. ng. 
1 Japan's ,excess of commodity exports to China for this period was as 

follows: (mil. yen) 

Exports Imports Excess Total 

I 
597 487 lUi 

} 
1919 ••••••••••••••••• i 
1920 ••••••••••.•••••• 523 414 109 
1921 ••••••••••••••••• I 364 303 61 

1922······~··········1 4°5 316 88 
1923 ..•..•••••••••••• 340 353 -13 

357 

' In ordinary years, silver movement between the two countries is 
inflow or outflow of two to three million yen per year. 
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The same thing can be said about the ntpee exchange 
except that since 1922 the rupee was greatly helped by the 
improvement shown in the london exchange. In the early 
part of 1919, 100 yen could buy 147 rupees, but in February, 
1920 when silver went up to Bg.so pence per ounce in London, 
the same Iooyen could now buy only ¢.5 rupees. And then 
the rupee rapidly went down, and in March, 1921 it reached 
as low as 30.625 pence per ounce and, consequently, the ex
change was raised as much as Rs. 193·5 in Japan. This 
great fail of silver was mainly accounted for by the great fall 
of -prices in general, the recovery of rates, followed by a 
corresponding recovery of exchange , on London in Japan 
and a greater production of silver after 1921,1 while in China 
and India the absorption of silver became less than that .of 
the war period. 

But since the latter part of 1921 when the London ex
change began to improve rapidly and consequently when 
the condition of the Indian currency was improving, her ex
change was rapidly reaching the pre-war basis. Added to 
this, the Indian trade with Japan remained much more favor
able to India than the war period, as the following figures 
show. 

1 The great production of silver after I92I was mainly due to the 
greater production in Mexico. 

1919 •• oo •• 

1920 •••••• 
1921 • 000 •• 

1922 •••••• 
1923 OOOo 00 

1924 ° 000 00 

1925 oooo •• 

WoRLD's PRoDUCTION o:r Sn.VER AFTER THE WAR 

(millions of ounces) 

Total Mexico U.S.A. 

182 66 57 
173 67 55 
172 64 53 
211 81 s6 
240 91 66 
239 91 64 
242 93 61 

Canada 

16 
13 
14 
19 
19 
20 
20 
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I Price of silver in London Exchange on Bombey ·1 Exchange on London 
pence per ounce Rs. per Yioo pence per Y1.oo 

high 
1919 .. 79·125 
1920·· 98·5 
1921·· 43·37 
1922 •• 37·37 
1923·· 33·68 

1914·········· 
1915·········· 
1916 •••••••••• 
191~·········· 
191 •••••••••• 

low average high low average high 
47·75 57·01 147 106.5 130 30·5 
38.86 61.~6 208.5 96·5 138.5 34-4 
30.61 36. I 211 167·5 18).5 . 52·5 
30•37 34·43 172·5 157 166.J 27·5 
30·5 31·99 162.2 145·7 .1S5·8 27. 

TRADK WITH INDIA AFTER THE WAR 

(million yen) 

low averag 
. 2S.6 27· 

e 

27·5 JloS 
. 27.1 29·9 
, 24·9 25·9 
24·6 25·5 

'. 

Japan's excess 
of imports Exports Imports Excess of 
from India . ' imports 

. 
-134 1919· .......... 116 319, -202 
-lOS 1920·········· 192 394 ;-202 
-107 1821·········· 84 210 -us 
-122 1922·········· 97. 254 , -IS6 
- 6S 1923·········· 99 JOS -206 -
-533 ; 

.;_g91 . 
' 

5· FAILURE OF EXCHANGE POLICY 

Having discussed the economic side of the exchange sit
uation in Japan, we are now prepared to discuss the political 
side of the exchange problem. 

When the War stopped in November, 1g18, Japanese ex
change bankers were not immediately relieved, as their funds 
were still accumulated in New York and could not be re
moved profitably, while at home they were short of funds to 
finance exports. So in May, 1919 the Bank of Japan headed 
by Governor J. Inoue, introduced the use of bank accept
ances for import yen bills and the "Bank of Japan's stamped 
bill" for export ~ills.1 The use of the former was not 

1 J. Inoue, ibid., pp. 67-77. 
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altogether new. Its use·had been greatly encouraged and 
favored by the government authorities. But due to a limited 
amount of yen b~lls, its effect was very much limited. The 
latter was new. A "stamped bill" was nothing but a finance 
bill drawn ·by the exchange banker and stamped by the Bank 
of Japan on the understanding that such finance bill should 
always originate from the drawing banker's buying of a real 
expOrt bill and that its amount was never to exceed the 
original export bill and its maturity not to exceed more than 
90 days. ·But this new device was never developed to any 
great extent, and in a few years they practically disappeared, 
for there were neither discount markets nor even discount 
houses; besides the Japanese are not accustomed to the 
" open ,; market business. Therefore, they could not take 
advantage of the discount market.1 

Meanwhile, America lifted her embargo on gold in June, 
1919, and because of the high rates of yen exchange at this 
time, gold was flowing to Japan quite heavily. In 1919, 
1920, and 1921 net gold imports were 322,400, and 138 mil
lion yen respectively. However, the successive heavy imports 
of gold not only helped inflation and high prices at. home but 
also reaped a situation where, because of relatively high 
prices, exports became almost impossible. In 1920 alone 
they saw the excess of imports at 486 million yen, and in 
1921 even more. The exchange was naturally lowered. 
And as the exchange market was crowded with these import 
bills, the problem of exchange bankers was how to pay ofF 
these debit bills. And since export bills could not counter
balance more voluminous import bills, bankers' own ex-

I G. Odate speaks as if there was an acceptance market developed in 
Japan at this time; and devotes one full period to this discussion. But 
this is merely an erroneous interpretation of stamped bills. See G. Odate, 
Iapan's Financial Relations with the United States, New York, 1922, 

pp. 7I-77• 
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change funds were first utilized; and when these· were ex
hausted, they began to buy funds held abroad by the Bank 

· of Japan and the government. The government was willing 
to do this in order to peg the lowering exchanges. Thus the 
exchange bankers' funds were first exhausted, and then the 
funds of the government and the Bank of Japan were next 
heavily exhausted.1 

Although there was, during the War-Cabinets of Okuma 
and Terauchi, a government policy of maintaining favorable 
rates of exchange for the exporters' sake, yd there was no 
direct exchange control. Gold was left free. And the ex
change rates were only a little above par. But when the gov
ernment under the Hara cabinet with K. Takahashi as Fi
nance Minister followed the American fashion and put an 
embargo on gold and silver • in September, 1917, the era of 

1 Since 1920 the recor~s were as follows: •. 

]APAN's GoLD FuNDS HELD .ABROAD AFTER 1920 

(million yen) 

End of Month 1920 I 1921 1922 

I• • • • • • • • • • • • • • • • • • • • 1,321 1,046 814 
2 ••.• •••.••••••• .... 1,232 1,017 758 
3 .•.. ................ ' 1,187 996 700 
4 .... ............... ·t 1,180 I 976 676 
5 •••••••••••••••••••• , 1,178 I 958 665 
6 .•.. ................ 1,163 

I 947 647 
7 .... ................ 1,158 930 637. 
8 •••••••••••••••••••• , 1,158 922 637 
9.... . . . . . . . . ....... 11151 915 621 

10 .••• •••••••••••••.•• 1,122 907 62J I 

11····················1 1,071 877 620 
12 •••• ••••••••••••••• •j 1,062 sss 615 

Notice the rapid decrease of funds abroad. 

1923 

6o7' 
597 
595 
596 
593 

·. 589 
576 
575 
559 
565 
512 
444 

2 Both exporting and melting were prohibited by the decree of the 
Department of Finance, 'Decree No. 26 and No. 28. 
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direct governmental pegging began to follow and the respon
siQility of the government in matters of exchange was firmly 
established. Of course, the object of this embargo was to 
safeguard and keep the· specie within the country. But un
fortunately this was not only futile but also harmful to 
finance trade and to keep prices down. It was futile, because 
the War was waged in Europe. Japan had nothing to do in 
Europe . but to expand her industries at home · and trade · 
abroad. Moveover, since the participation of ·America in the 
War, the victory for the Allies was simply a matter of tim,.e. 
It was harmful to the trade, because there became no means 
to pay for the Indian cotton we so badly needed; besides it 
raised exchange rates. The government was too supersti
tious in protecting gold, as if gold were the sole sour~e of 
credit and value. 

In June, 1919, the United States lifted the embargo on 
gold, but Japan did not follow suit. Herein lies Japan's 
second error. For after the Armistice and especially after 
the American lifting of the embargo, there was nothing to 
fear. In July, 1919, Japan had 1,701 million yen gold; 
(463 million yen at home and 1,238 million yen abroad), 
or 4 times more at horne and 6 times more abroad than the 
year preceding the War. And as the note issue in the 
latter half of 1919 was rapidly increasing, prices were cor
respondingly enhanced. Now the cry for free movement 
of gold \Vas started both at Parliament and in public. But 
Finance Minister Takahashi coldly replied by saying that 
the enhancement of prices was due to the world-wide ·move
ment. But this was only a partial truth. What Japan 
should have cared for was not a mere rising movement of 
prices but relatively higher price movement. But the Finance 
Minister failed to see the point. In his opinion an average 
note issue of 1,200 million yen at the end of 1919 abso
lutely needed more gold at home, and he kept on increasing 
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it 1 without releasing it to flow out and to better finance trade 
and restore exchange, and first of all, to redu~e the level of 
prices. Instead, he stuck to his policy and invited a great 
inflation, as pictured in Chart V (page IIJ) and caused vir
tually the abandonment of the gold standard.2 Even as late 
as in January, 1922, the same Finance Minister Takahashi, 
then Premier as well, either mocldngly or ignorantly replied 
in the Parliament to the effect that " the standstill of our 

I 
2 
3 
4 
5 
6 
7 
8 
9 

10 
II 
12 

1 The volumes of gold holdings at home were as follows : 

INCREASE IN THE STOCK OF GoLD AT HOME, 1919-1923 

(million yen) 

End of month : 
' 

1919 1920 1921 1922 I 
I 

................. 449 694 1,137 1,224 ................ 448 691 1,153 1,221 
. ' 446 684 1,164 1,220 •••••••••••••••• j ................ 445 68o 1,188 1,222. 

•••••••••••••••• l 445 693 1,201 1,223 ................ : 443 749 1,208 1,221 ................ ' 463 782 1,217 1,218 . 
I ................ . 488 825 1,223 1,218 ................. 526 876 1,222 1,220 . . . . . . . . . . . . . . . ·l 545 937 1,225 1,220 ................ I 616 1,017 1,227 1,217 ................ 702 I,II6 1,225 1,215 
i 

Notice the rapid increase of gold at home. 

.1923 
". 

1,213 
1,211 
1,208 
1,206 
1,204 
1,204 
1,204 
1,204 
1,210 
1,213 
1,211 
1,208 

2 Strictly speaking, the gold standard has been kept in Japan even after 
the gold embargo of September, 1917, as the conversion of notes is 
nominally unlimited. But practically speaking, the conversion was only 
possible for certain persons for certain purposes such as for dentists, for 
dental purposes in which case the government through the Yokohama 
Specie Bank was selling not gold coins but gold bullion' at Y 5.02 per 
2 /IIIJ of pure gold. And the people were buying increasingly, and 
smuggling was going on. So the government on Nov. 3, 1924, passed an 
ordinance promulgating that thereafter the selling of bullion was to be 
fixed at the current rate of exchange. . However, inflation took place in 
Japan not right after the embargo in 1917 but gradually after 1918 and 
greatly after 1919. Thus, Japan, in reality, became a paper standard 
country. 
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exports was mainly due to ,the lack of purchasing power of 
the foreign countries." Now such a reply was simply to 
ignore the facts. .We have already learned that our price 
level w~ moving far above that of the United States since 
1919 and even above Great Britain since 1921. That the 
sequence of events was first note issue, then unfavorable 
tr~de, 1 then unfavorable exchange can be well illustrated 
in Chart V and Chart VIII (page 123). 

Thus Finance l\1.inister Takahashi in his administration of 
_almost 4 years, September 1918-]une 192'2, not only missed 
ample chances of lifting gold embargo, but also completely 
failed to readjust prices after the War, and virtually led 
Japan into the paper standard. The strengthening of gold 
,reserve after the War without the actual redemption and 
free movement of gold was neither a guaranty against in
flation nor an antiseptic· against a national monetary cor-

.ruption. 
The blame, however, should not be borne by one Finance 

Minister b~t by his political party, the Seiyu-kai. For the 
Seiyu-kai always stood for " positive policy " which meant to 
encourage industries and trade by extending credits, floating
loans, and by passing various governmental measures of all 
sorts and undertakings. One natural result of such a P,Olicy 
was to swell the state expenditures thereby to exhance prices 
as already mentioned. 

Thus, when Japan needed an economic readjustment and 
deflation more than anything else after the War, what she 
got was the Seiyu-kai's "positive policy" which caused high 
prices, excess of imports, unfavorable exchanges, and finally 
exhaustion of gold funds abroad, as they began to peg ex
changes in the early parts of 1921 and 1922 by selling gold 
funds abroad at the government's desired rates of exchange. 

t See Chart IV, p. no. 
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It is thus known that the government's artificial pegging was 
an utter failure. 1 ·· 

:When the Takahashi cabinet was replaced by T.' Kato's · 
cabinet in June, 1922, Mr. Ichiki was appointed as Finance 
Minister. He immediately, announced his· famous " 19 

means of adjusting prices" and later in September the exclu
sion of gold funds held abroad for note-issuing purposes. 
Such measures coupled with the upward tren.d of the 
American prices helped the Japanese exports. t\nd this was 
why the· excess of imports for 192·2 was smaller when com
pared to that of the year preceding or fpllow~ng.. ·But on 
the whole Finance Minister Ichiki never touched the real 
sore-spot of the credit control. For he still increased the. 
national e~penditures of 1923 and the amount of domestic 
loans which gave occasions for another note expansion and . 
the upward trend of prices since the latter part of 192·2 and 
throughout 1923. However, relatively high rates of exchange· 
at this time were largely due to the government's peggingat :. 
the expense of gold funds abroad. 2 Then, the great earth
quake of September 1, 1923 came. T. Kato's cabinet was 
replaced by the Yamamoto earthquake-cabinet with J. Inoue 
as Finance Minister. Japan at that time had only 575 mil- • 
lion yen worth of gold funds abroad, although at home she . 
still held 1,210 million yen gold.8 But in the eyes of .Mt. 
Inoue this much gold was absolutely needed in Japan against 
an outstanding sum of 1,287 million yen notes. Moreover, 
he was printing more notes in order to meet a great emer
gency arising out of the earthquake. !So he would neither 
lift the gold embargo nor pursue the policy' of his pre-

1 Cf. J. Inoue, Japan's Economic and Financial Situations after the War, 
Tokio, 1925, pp. n6-II7, passim. 

2 Vide supra, p. 129. 

s All these figures represent the outstanding amounts on the day just 
before the Earthquake, August 31, 1923. 
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decessors by selling gold funds abroad. The result was 
again obvious. -At home inflation was still going on; and 
abroad the beginning of that great exchange speculation of 
1924 and 1925 was started first slowly in October and more 
vigorously in Nevember and December 1923, inviting a 
great exchange slump. And thus the government exchange 
policy for the period ended in a complete failure. 

6. SUMMARY 

From the foregoing we have seen that the post-war period 
of 1919-1923 was economically just the reverse of the war 
period of 19114-1918. 'Prices were high, and both visible 
and invisible trade were unfavorable to Japan. The fund 
abroad was fast decreasing. From the accountant's point of 
view, nearly one-half of what Japan gained during the'\Var 
was lost during this period. 

It was during this period that the prestige of the sterling 
exchange was definitely lost and the dollar exchange was 
established as the standard exchange, and consequently the 
method of exchange operation was wholly changed. 

The sequence of events was, in the main, the reverse of the 
preceding period; namely, first the expansion of credit, fol
lowed by high prices, and then excess of imports, unfavorable 

. balance of payments, and finally, falling exchanges. But the 
reason why relatively high rates of exchange were actualiy 
maintained was because the exchange was pegged at the ex
pense of gold funds held abroad. 

The means of financing foreign trade were still inadequate. 
Acceptances and " stamped bills " were introduced. But 
without an enactment of bank laws, without preparations for 
new methods and adequate discount markets, such an intro
duction was simply a one-sided arrangement between the 
central bank and the individual bankers concerned; besides 
it was altogether sporadic in that it would disappear with the 
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resignation of a certain Finance Minister or the Governor of 
the Bank of Japan. So it was natural that, in the course of 

. a few years, the so-called stamped bills were totally lost to 
sight. 

The government's exchange policy was unfortunately er
roneous. Its gold embargo was not only futile but also left 
many evils behind to readjust. the price situation. The govelJI
ment had lost ample chances to lift the embargo when Japan 
could easily and harmlessly do so as there was yet plenty of 
gold furids abroad and exchanges had not yet slumped. On 
the contrary, the false policy of the government ushered 
Japan into what was virtually a paper standard regime. "As 
the result of such mistaken policies, the country was now 
suffering from high cost of production,. unfavorable balance 
of trade, increase of unemployment, and other symtoms 
regrettable from the economic and social standpoint." 1 

1 Dr. J. Soyoda, "Economic Situation in Japan," Economic Journal, 
June, 1923, p. 252. 



·CHAPTER V 

YEN ExcHANGE .ANn THE BALANCE oF PAYMENTS AFTER 

THE ·GREAT EARTHQUAKE, 1924-1927 

I. REAL ECONOMIC EFFECTS OF THE GREAT EARTHQUAKE 

: THE earthquake of September I, 1923 cost Japan 70,000 

deaths, 300,oo0 wounded and the loss of 7 billion yen ' or 
three times the cost to Japan of the Russo-Japanese war. 
This loss of 7 billion yen represents the total destruction of 
Yokohama, and~ destruction of Tokio, as well as of their 
vicinities. Nearly all public utilities, buildings, houses, 
~ridges and everything else .went to pieces and burned .. On 
September 2, amid continued burning and quaking the Y ama
moto cabinet was formed, which immediately promulgated 
various -protective and relief measures such as an emergency 
conrfiscation ordinance, martial law, excess profits law, mora
torium, exemption and reduction of taxes and of customs 
duties, establishment of the Tokio Recovery Council, the 
regulation of supply of commodities, and the government's 
guaranty for rediscounting earthquake bills by the Bank of 
Japan up to the limit of 100 million yen. 

Meanwhile, the people began to rehabilitate the city, and by 
September 19, 252 banks in Tokio had reopened for business. 
The Tokio Bill Oearance House had cleared over I 59 million 
yen by the end of the month, ·I ,46o million yen by the end 
of October, and 2,003 million yen by the end of November, 
and so on, while Yokohama's recovery was somewhat slower. 

1 The loss has been reported variously from s to 10 billion yen as they 
were calculated under different capitalization methods. The most con
servative figure arrived at by the Economic Research Department of the 
Osaka Mainichi Shimbun was 7 billion yen. The Mainichi Almanac for 
I924. Osaka, 1924. pp. 2~233. 
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Its clearing house cleared 8 million yen in October, so mil
lion yen in November, and so on. 

The economic effects of the earthquake were; A. fiscally,· 
(I) decrease in the government Tevenue, 1 

( 2) many govern
ment enterprises and undert.akings which were authorized by 
the preceding Diet were postponed; B. financially, (I) over 
432 million yen of bills were outstanding waiting to be redis
counted by the Bank of Japan, ( 2) as the result of various 
rehabilitation measures, advances of the Central bank in
creased with a rapid expansion of note issues. At·the end 
of December I923, the amount of such issue reached the 
highest peak in the history of Japan's finance so far with 
1,703 million yen. (3) Prices were temporaily raised up to 
Decemb~r, 1923, but thereafter they declined, although yen 
exchange began to drop fearfully after October, I923, reach
ing the lowest point in October, I924 with 24 per cent below 
par. Speculation was wild. C. Industrially, however, export 
manufacturing was less harmed than some of the domestic 
industries. But in general, as Tokio and Yokohama have 
not been the manufacturing centres as Osaka and Nagoya 
are, the productive capacity of Japan, especially in relation 
to foreign countries, should not be considered greatly injured. 
From the nation's industrial point of view, the depression of 
1920-21 was even more harmful than the earthquake. IJ. 
C otmnercially, (I) exports were, of course, curtailed bec.ause 
of less goods and relatively higher pTices, (2) on the other 
hand, imports were suddenly increased primarily because of 
the great demand for reconstruction materials. 

On the whole, however, financial loss was1 most injurious 
to the economic readjustment in the post-earthquake period, 
for at horne the so-called unpaid earthquake bills were hang
ing in the air, and abroad the yen suffered from the loss of 

1 The government spent 66 million yen of Surplus of . the preceding 
year ; besides 40 million yen in taxes, and 30 million yen in customs 
duties were reduced from the government's income. 
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confidence and value; consequently, Japan had to pay rela· 
tively more for obligations and receh·ed relatively less for 
claims. 

2. .GREAT EXCHANGE SLUMPS OF ·192'4, AND RAPID 

RECOVERY DURING 1925·27 
'Ve have already seen that since 1916 the New York e.."C.· 

~ange has been· controlling factor in all other exchanges in 
Japan due to the ascendancy of New York's exchange and 
specie markets. But with the recovery of London exchange 

. and her discount market, especially after the latter part o{ 
1924 and finally the restoration of the gold standard in April 
28, 1925,1 exchange centres have come to be two instead of 
one .. Consequently, the exchange operation in Japan as else
where began to look for New York- London cross-rates as 
the basis of all exchanges. In other words, New York
London exchanges have come to be wholesale prices, while 
all other exchanges have become retail prices. Retail prices 
must necessarily have to follow, in the main, wholesale prices. 
So in Japan, the London exchange has lately come to be 
more important than during the War and the post-war period. 
Yet New York's exchange by reason of America's sound 
monetary system and her surplus financial power still retains 
the position of J>eing the standard of exchanges in Japan. 
'.fherefore, the external value of yen is yet best expressed in 
terms of dollars. 

Now dollar exchanges in Japan after the War and up to 
the earthquake of September, 1923 had been largely pegged 
and maintained relatively at higher levels through the selling 
of gold exchange funds kept abroad by the government and 
the Bank of Japan. But at the time when the earthquake 
took place, these funds were heavily drained and therefore 

1 Cf. "The restoration of the gold standard in Great Britain" in Political 
Science Quarterly, March, 1926, pp. 35-7; Federal Reserve Bulletin, June, 
1925-
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were meagre after the successive excess of commodity im-
ports. Foreigners were apt to .take the volume of these 
funds as the barometer of Japan's prosperity and produc-. 
tivity. Then, the earthquake came. I\ great devastation of 
Japan was reported. Exchange speculators in New York, 
followed by those in London·, Shanghai, and elsewhere, began 
to flood the markets with yen exchanges. The result was a 
4 per cent slump in November, and a slump of 6;~ per ~ent ' 
in December of that same year. Yet the goverrurtent could 
not do much toward pegging as it had done before, ~ there 
were only 444 million yen left in gold holdings abroad. qn 
the other hand, speculation was intensified when· the ineffec
tiveness of the government's peggingbecameknown. Already. 
in January, 1924, the yen exchange in New York dropped 
12 per cent. The government sold 152 million yen of gold 
funds abroad during January arid February. This restored 
the rate 2 per cent in February, but in March the gold funds 
decreased to only 292 million y~n, and speculation aided 
another drop of 6 per cent, and from April to August 4 per 
cent was restored· chiefly due to the increase in Japan's ex
ports. But when imports began to be greater in September, 
another exchange dTop of 2 per cent was recorded, and in 
October, aided by speculation, a drop of 5 per cent took place 
in New York, making a total slump of 24 per cent below par, 
or $37·90 per Y. 1oo.oo.1 Such a drop was never before 
experienced in Japan, yet the government was simply helpless 
to do anything. Bankers, business men and economists were 
once more divided in their opinions as to whether the lifting 
of the gold embargo would restore the exchange. 

l , 

Fortunately, however, after December, 1924, Japanese 
·prices were declining.2 This was chiefly due to Finance Min-

1 See Chart IX. The dotted line. represents the lowest T. T. rates on 
Yokohama in New Y~rk. Source: Yokohama Specie Bank Weekly. 

1 See accompanying Chart X. Source: Bank of Japan, Economic 
Statistics of Japan, Tokio, 1925. h 
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ister Hamaguchi's policy of retrenchment and actual ship
ments of gold tC? America in order to stabilize and finally 
restore exchange~. 1Relatively lower prices aided exports ; 
and the exchange steadily improved after February, 1925,. 
and by th~ end of that year 8 per cent was restored. After 
January, 1926, the restoration was even more rapid, record
ing an I i percent 'recovery, making the exchange only 2 

:per. cent below par. Such a recovery after January, 1926 
was, however, not accomplished by the lowering of prices 
alone but, perhaps more, by an element of speculation. The 
government's frequent shipments of gold to the United States 
were taken by exchange speculators as the sign of Japan's 
intention of returning to the gold standard. The recovery 
was, therefore, very rapid, until Apri.l, 1927 when, due to 
bank failure, the exchange again dropped 5 per cent. in less. 
than two months. 

In the case of the Chinese exchange in Japan, the slump of 
192;4 was also remarkable. Although .the price of silver fluct
uated within the range of 33.3-i to 31.,0 pence, our tael ex
change on Shanghai was speculated down from 6o to 49· ~ 
taels per Y. 100. This was apparently due to the slump of 
yen exchange on New York and London. However, after Sep
tember, 1925 the price of silver gradually declined. Coupled 
with the recovery of yen exchange on New York and London, 
the cheapness of silver made the tael exchange in Japan to 
rise quite rapidly. In September, 1925 the highest quotation 
on Shanghai was Tis. 51.%. This was raised to Tis. Sr.~ 
in March, 1927. 

The same thing can be said of the Bombay exchange in 
Japan. In October, 1923, the average demand rate on Bom
bay was Rs. 157 per Y. 100. This was successively slumped 
down toRs. 108.6 in February, 1925. But from March on,. 
the yen began to improve, largely because of the decline in 
the price of silver and the rise in the yen exchange on New 
York and London. 
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3· GREAT EXCESS OF COMMODITY IMPORTS . 
The excess of imports was heaviest in 1924 as reconstruc-

tion materials were urgently needed. The total of such ex-· 
cess of commodity imports during three years was i,212 

million yen as follows : 

]APAN's CoMMODITY TRADE AFTER THE EARTHQUAKE 1 

(million yen) 
Exports Imports Excess of imports 4% correction Balance 

'1924 ..... 1,871 2,597 -726 103. -623 
'1925 ..... 2,377 2,738 -357 109 -248 
1926 ..... 2,II8 2,561 -443 102 -341 

-1,526 -1,212 

On the other hand, gold has been shipped to America in 
·order to peg the exchange. Notice below the heavy exports 
.of gold in 1926. On the whole, however, the trade was 
most gloomy in 1924 as the following trade statistics show. 

SPEcm MoVEMENT AFTER THE EARTHQUAKE . · 

(million yen) 
Exports Imports Excess 

1924 •..••.•••.•• 4 -4 
1925 ............ 22 22 
1926 ............ 35 I 34 

52 

]APAN's VrsmLE TRADE AFTER THE EARTHQUAKE 

Excess of Imports 4% Correction Excess of specie 
Exports 

1924 .... .. -726 103 
109 
102 

-4 
22 1925 .... .. -357 

1926 .... .. -443 34 

Final 
Visible 
Trade 
Balance 

-627 
-226 
-307 

-1,160 
1 Department of Finance, Kinyu Jiko, 1925, pp. 221-238, and its subse-

·quent quarterly reports. Figures include Chosen and Taiwan. ' 
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Thus, the commodity trade for 3 years after the great 
earthquake shows· an excess of imports by 1,2·12 million yen 
against which a.net of 52 million yen was paid back in gold,. 
making a total deficit of I,I6o million yen. 

In normal years, the excess of these visible imports was. 
paid back by invisible receipts. But the invisible receipts 
for these three years were also deoreased. The result was a 
heavy net loss ·to Japan amounting to 700 million yen as. 
follows: 

]APAN's INVISIBLE TRADE AFTD THE EARTHQUAKE 1 

(million yen) 

Crtdi.l 1924 1925 1926 1. 

I. Interests and dividends receivable •••••••••••• 20 I9 IS 
:z. Profits and remittances receivable ........... 123 148 I4Q 
,3. Freights and the like receivable ••••••••••••••• ISS I96 17() 

4- Premiums by insurance companies •••••••••••• 104 II7 l()() 

5- Tourists expenditures in Japan ••••••••••••••• 4S 47 47' 
6. Government's income abroad ••••••••••••••••• 24 21 IS. 
1· Miscellaneous ................................ IS 17 I4 

Total .................... 520 56s 504 
Debil 

I. Interests and dividends payable •••••••••••••.• 82 Io6 IOO 
:z. Profits and services payable •..•••.•••.••••.•• 7 7 7 
3- Freights' and the like payable •••..••....••••. 68 67 67 
4- Premiums payable ••••••••••••..•.••••••..•.• 89 97 ss 
S· Japanese tourists abroad •••••••••••••• · ••••••• 29 27 27 
6. Interests and other payments by the government 8I 87 98 
'1· Miscellaneous .......... ~· ...................... I 4 

Total .................... 357 295 - 384 

Net Balance ••••••••••••••••.•• 164 I70 I20 

1 Based on the Finance Department's Quarterly Report of Financial 
and Economic Conditions in Japan, no. 4 and 5· The government began 
lately to report this kind of statistics running as far back as 1923. 

1 My conservative estimates. They roughly correspond to those which 
were made by the Tokio Chamber of Commerce, The Kokumin Shimbun, 
March 4, 1927. 
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]APAN'S TRADE BALANCE AFTER THE EARTHQUAKE 

1924. 1925 1926 

Visible Trade Balance . . . • . . . • -627 .:..226 -307 
Invisible Trade Balance . . . . • . • 164 170 120 

Net Loss .••.••..• :. • -463 -s6 -187 

Total 
-1,160 

454 

-706 

The reasons for these unfavorable balances are obvious. 
In spite of unfavorable rates of exchange f~r imports, the 
needs of reconstruction materials were so pressing that im
ports soon swelled rapidly and far outbalanced exports. 
However, one must not hastily conclude that that was the 
only cause for the net exchange slump of I925. There were 
other and more immediate and contributing causes. ' But 
it suffices here to note that the swelling of imports was 
chiefly due to the reconstruction needs necessitated by the 
earthquake devastation. 

4· CAPITAL IMPORTS 

The loss of 706 million yen was again paid. back mainly by 
capital borrowing .. Japan borrowed s66 million y~n in 1924, 

I86 million yen in I925 and IOI million yen in 1926, making 
a total floating of 853 million yen loans at London and New 
York 1 in three years. The sale of Japanese domestic bonds 
and stocks to foreign countries was also enormous.2 

In February ·1924 alone the government had floated a 
6,0 per cent dollar loan amounting to a total face value of 
ISO million dollars in New York and a 6 per cent sterling 
loan of 25 million pounds sterling in London in order to 
redeem in part, a 40 per cent sterling loan of the first and 

. 1 The reports of the Tokio Chamber of Commerce: The Kokumin 
Shimbun, March 9, 1927. 

2 The interest rates were still high in Japan without much difference 
since November 1919 when the Bank of Japan last raised its discount 
rates up to 8.03%. Therefore, the domestic bonds were cheap and were 
exported considerably. · The interest rates began to decline very slowly 
only after October, 1926. 
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. second series, and in part, to purchase materials and supplies 
for the reconstruction. 7 per cent Daido Electric Company's 
bonds ($15 million) and 6 per cent Industrial Bank's bonds 
($2.2 million) were also floated during this year. In 1925 
bonds of electric Companies such as 6 per cent Tokio Elec
tric ($24 million), 7 per cent Toho Electric ($15 million), 

. 7 per cent Ujikawa Electric ($14 million), 6~ per cent 
Daido Electric ($13.5 million) and 6 per cent second Tokio 
Electric were floated, nearly all in New York. In 1926, 
C, per cent Toho Electric ($10 million) and 5~ per cent 
Tokio City (£6 million) bonds, as well as 5~ per cent 

-Tokio City ($2o million) and 6 per cent Yokohama City 
bonds of 1927 were also floated in New York and London. 
All these capital movements may be seen below. 

CAPITAL MOVEMENT AFTER TBE EARTHQUAKE 1 

(million yen) 
Credit 1924 1925 1926 2 Total 

. I. Investments of foreigners in Japan • • • • • s66 x86 IOJ 
2. Realizing foreign investmentS by Japanese ~04 6o 8o 
3- Miscellaneous . . . • . • . . . . . . . . • . . . . . . . . . J 8 

Total ...................... 688 246 I8I 
4- Sales of domestic bonds, stocks and the 

decrease in bankers' funds abroad • ... 207 IS 156 

Total credits ................. 895 261 337 IA93 
Debit 

1. Realizing of investments by foreigners •• 336 104 100 
2. Japanese investments abroad •••••••••• 96 IOI so 

Total debits ................ 432 205 ISO 

Excess of credits ............ 463 s6 187 

1 Based on the quarterly Reports of the Finance Department. 
1 As the government figures for 1926 have not yet come out, the figures 

for 1926 and the footnote • under Credits are my conservative estimates. 
Vide supra, p. 64- These are, however, partly based on the Reports of 
the Tokio Chamber of Commerce, as reported by The Kokumin Shimbun, 
March 8, 9, 10, n, 1927. 
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Thus the deficit of 7o6 million yen was paid back by 
capital borrowing, sale of domestic bonds, etc., the complete 
account of which may be seen below. 

BALANCE OF INTERNATIONAL PAYMENTS, 1!)24-1926 
(million yen) 

Credit I924 I925 I926 Toial 
I. Exports of merchandise •••••••••••••••• 

Exports of gold and silver ••• ~ •••••••••• 22 34 
II. Freight and other invisible reeeipts •••••• 164 170 120 

III. Foreign investments in Japan ••••••••••• s66 186 101 
Realizing of Japanese investments abroad 104 6o 8o 
Sales of domestic bonds, etc. •••••••••••• 207 15 156 
Miscellaneous .••........•.••.....•...•• 

Total credits . . . . . • . . . . . . . . • 1,059 453. 491 2,003 
Debil 

I. Imports of merchandise (net excess) •••• 6.23 248 341 
Imports of gold and silver •••••••••••••• 4 

II. Invisible net payments ••••••••••••••••• 

III. Realizing of investments by foreigners •• 336 ·t04 100 
Japanese investments abroad •••••• ~ •••• 96 101 so 

Total debits • • • • • • • • • • • • • • • 1,059 453 491 2,003 

These were commercial transactions. Apart from these, 
there has been a great deal of speculative buying and selling 
of exchange, the amount of which must have been consider
able as there were many elements of speculation during this 
period. 

5· PEGGING AND SALE OF GOLD FUNDS 

When Finance Minister J. Inoue saw exchange fall off by 
3 per cent in November and 7 per cent in D~cember, he at 
once changed his former policy and began to peg exchanges 
by selling ·gold funds abroad and let the Yokohama Specie 
Bank maintain the rate of I per cent below par in November 
and an average of 2~ per cent below par in December 1923. 
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~erefore, the gaps created between the rates of foreigners' 
exchange banks and the Yokohama Specie Bank were al· 
£eady $1.00 in November and $3.00 in December. In Jan
uary, 1924. when the Y:unamoto cabinet changed to the 
Kinyoura cabinet, Finance ·Minister Shoda began a more 
vigorous seJling of foreign funds at a desired pegged rate of 
exchange. In February he floated a 6~ per cent dollar loan 
and a 6 per cent sterling loan amounting to a total face value 

·of 550 million yen, but the real net receipt was only 470 mil· 
lien yen, yielding over 7 per cent interest. Even at the ex· 
pense of such " nationally disgraceful " loans he then pub
licly announced a free policy of selling foreign funds. But 
his free policy was no more free than Takahashi's or Ickiki's; 
it was only more free than Inoue's. He still insisted on the 
restriction imposed on exchange banks by limiting the amount 
of lett~rs of credit, thus restricting the volume of· imports. 
He also _suspended the report of gold holdings abroad, pre· 
sumably thi~ing that speculation could thereby be minimized. 
But the result was contrary to his expectation. Speculation 
was still wild, and the exchange was moving from bad to 
worse. Meanwhile, the Kiyoura cabinet ran on a rock; and a 
general election took place. Exchange was one of the burning 
issues o~ the day which were put at the general election. The 
Jitsugyo Doshi-kai ·or the Businessmen's Party headed by 
Mr. Y. Muto was advocating the immediate and complete 
lifting of the gold embargo while the three opposition parties 
were advocating a more lenient policy of selling gold funds. 
B~t none of them had the right attitude. For to advocate the 
former, one had to become aware of a sudden fall of 20 per 
cent of all imported goods and also those goods which were 
dependent on imported materials. In order to avoid this 
sudden fall some, like Dr. M. Takayanagi of the Osaka Cham
ber of Commerce, advocated a certain length of preparatory 
period before the final action should take place. But this sort 



PAYMENTS AFTER THE GREAT EARTHQUAKE 147 

of argument without taking heed of the relative price situa
tion took it for granted that the exchange moved in a simple 
mechanical fashion, believing that the lifting of the gold · 
embargo was the sole remedy for all diseases. •But to advo
cate the latter policy, one had to meet a still graver' question, 
for in ordoc to sell the gold. funds at a desired pegged rate 
there must be first enough funds available abroad. · Yet to 
raise any more funds by floatfng foreign loans at Sll:ch a high 
yield as 7 per cent as in the case of ~he flotation in February, 
1924 would certainly not be approved by the people .. It was 
at this time that the writoc first made public his" step theory 
of raising foreign exchanges", which will be discussed later 
in this chapter. However, in this political race' the Kensei
Kai Party with its professed policy of retrenchment andre
adjustment won the election, and· the Kato cabinet with 
Finance Minister Hamaguchi came into existence in June,· 
I 924. Nevertheless, the exchange became still worse. In · 
October it reached the lowest point of $38.50' in Japan, and 
remained there until February, 1925 when it began. to re- . · 

•o I 

cover. 
Now Hamaguchi's exchange policy was at first not known. 

But in December, 1924 at the Annual Kansai Bankers Meet
ing and on January 2'3, 192·5 at the Diet he openly ~ade~ it 
known that he was going to export gold whenever that seemed 
feasible. Thus at last the Finance lV1inister put his finger· 
on the hitherto neglected or rather scrupulously guarded· 
spot, and began to report the gold holdings abroad after 
one year's suspension. 1\1:eanwhile his policy of fisca1 as well 
as of financial retrenchment 1 began to show its effects.· 

t His announced policy was that the correctives of exchanges should be 
preceded by the fiscal adjustment and retrenchment of the government 
which is the largest consumer in Japan and sets an example to the 
public. Accordingly the budget· for 1925 was cut with radical readjust
ments, and over 68 million yen were saved, besides the postponement .of 
undertakings amounting to 84 million yen in General Expenditures, mak-



148 JAPAN'S FOREIGN EXCHANGE 

Prices were first declining, exports were encouraged and 
exchange was steadily recovering. In matters of export trade, 
he encouraged the formation of manufacturers' unions of 
export goods and of exporters' unions to which the govern
ment was authorized to advance capital with a low rate of 
interest. More effective than these trade encouragements 
were, of course, exports of gold. The government actually 
exported in a number of shipments 22 million yen dur
ing I925 and 35 million yen during 1926. These specie 
shipments were conspicuous. And they appeared more so 
to the eyes of exchange speculators. Thus speculation again 
took place and helped to restore the exchange rather more 
swiftly than was expected. 

6. CAUSES OF EXCHANGE SLUMPS OF 1924 

So far we have seen that the causes of the exchange slump 
of I924 were (I} exchange speculation, (2) sudden exces
sive imports, (3) draining of gold funds abroad,. (4) cumu
lative failures of industrial firms and banks since the depres
sion of 1920, intensified by a great financial loss of the earth
quake and (5) failure of government's exchange policy. Of 
these, (I) exchange speculation· and (2) the sudden exces
sive imports were the two must influential and striking causes. 
The chief sources of exchange speculation were (a) draining 
of gold funds abroad, (b) unbalanced payments chiefly due 
to excessive imports, (c) earthquake loss, (d) lack of a 
definite exchange policy on the part of the government. The 
reasons for the sudden excessive imports were due to (a) 
reconstruction needs necessitated by the earthquake and not 

ing the total of 152 million yen cut from the budget. Likewise, in Special 
Account more than 104 million yen were adjusted and reduced from the 
budget. In the formation of the budget for 1926, the same spirit of 
economy was followed, while the policy of restricting the issue of domestic 
loans within ISO million yen was strictly observed in both years of 1925 
and 1926. 
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(b) relatively high prices in Japan during 1924, as some 
writers are inclined to· argue. For instance, G. C. Allen,. 
British consul at Nagoya, having seen the note expansion in 
Japan after the earthquake, an obvious fact, and the high 
level of prices in Japan, hastily concluded that high prices 
were the direct cause of exchange slumps of 1924,1 admit
ting, however, that there was no very "close correspondence" 
betw.een exchanges and the purchasing power parities ~· as 
prices ~ere taken from wholesale prices." But such an alle
gation ignores wholly the facts of price movement .. It was 
true that prices were moving slightly higher after the earth
quake. But after January, l924 when exchanges were drop
ping fearfully, prices were also dropping, although in July, 
1924 they were again a bit higher. But on the whole, after 
the earthquake and during 1924, prices were neither very 
much lower nor higher. 2 Furthermore, what is more impor
tant is the relative price movement. The curve showing the 
purchasing power parity of the yen in terms of the dollar 
after the earthquake and during 1924, shown in the accom
panying Chart .XI clearly proves the point that a high level 
of prices in Japan was not in conformity with the dropping 
of the exchange curve.8 

· 

Among the factors causing exchange speculation, · the 
draining of gold funds abroad was most influential and strik-. 
ing. Except in March, I 924 when the government reported 
the gold holding abroad as only 292 million yen, similar 
reports were completely suspended during the year. This 
action by the government clearly shows that the government 
was also of the opinio11: that the draining ~~£ gold funds 

1 G. C. Allen, " Recent Currency and Exchange Policy of Japan," 
Economic Journal, March, z92s,, pp. 81-83~ 

a See Chart X, p. 139· 

I Sources of Chart xi are same as Chart III and VIII.. They were' all 
previously given. · · · · ·· • ·: 
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abroad was one of the chief sources of exchange speculation, 
and therefore refrained from reporting them. 
. Another way to prove the importance of this element in the 
exchange speculation is to suppose that the earthquake carne 
in September I, 1919 instead of September I, 1923, and see 
what might have happened under the circumstances when 
gold funds abroad were most abundant. As was already 
exj>Iained, during the period of the Great War, Japan gained 
1,292 miiiion yen in trade and 1,3·33 million yen in invisible 

· trade, making a total profit of 2,625 million yen, 1,135 mil
lion yen of which were held abroad as gold funds jointly by 
the government and the Bank of Japan at the end of 1918 . 
. Moreover, exchange bankers had more than soo million yen 
of their own exchange funds abroad. Therefore, even if the 
calamity which befell in September I, 1919 caused similar 
excess of imports like that of 1924 by 726 miiiion yen, the 
excess could be easily met by the gold funds, as there were 
at this time (August 31, 1923) 1,354 million yen in funds. 
It would be highly improbable that there would be any broad 
speculation that would cause as great a slump as 24 per cent 
in exchange; 2 or 3 per cent would be the maximum drop. 
But unf~rtunatelythedisaster came in 1923. And the meagre 
gold funds then existing were taken as if they were the 
immediate objective or th ebarometer to which exchange 
speculators and the Japanese government alike turned their 
attention. It was only after February, 1925 that the gov
ernment actually began to export domestic gold to stabilize 
and to eventually restore the exchange. 

7· RF.ASONS FOR RECOVERY 

Th~ exchange recovery of 1925 was, however, largely due 
to relatively lower prices in Japan. Chart XI (page 149) 
shows that first the purchasing power parity began to move 
upward. This was followed by a gradual improvement in 
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trade and actual exchange, showi11g a pretty close correlation. 
But the. exchange recovery of 1926 was more rapid and. 
steeper than that of purchasing power parity,1 showing again 
that there was a confidence on the part of exchange dealers in 
the Japanese yen a and an expectation of the final restoration 
of the gold standard as in the case of Great Britain in 1925. 

The fall in the general level of prices in Japan after Jan
uary, 1925 may be chiefly accounted for by the retrenchment 
policy of the Kensei-kai government. This policy not Only 
discouraged the note expansion by exporting gold hut al~o 
contracted various forms of credits already mentioned. 

The falling of prices, however, was not welcomed by. 
certain bankers who abnormally extended thei'l" credits when 
prices were moving upward. And the cases of ba...,}{ failure 
temporarily increased, and a few percent drop of exchange 
were expected. But from the standpoint of national credit 
and national exportability based on the real strength of in
dustry, the fall of prices at least to the levels of Great Britain 
and U. S. A. was highly desirable. It meant more exports, 
more invisible receipts and the final return to the gold stand
ard which would make it possible to abandon the much
abused practice of artificial pegging. 

8. BANK FAILURE OF APRIL 1927 

Outwardly the economic situation in Japan in the first half 
of 1927 was getting better. While prices remained almost 
stationary, the usual excess of commodity imports for the 
first half year was only 268 million yen as compared to 403 
and 517 million yen for 1926 and 1925 reSpectively. But 

1 Vide supra, Chart XI, p. 149-

1 It is estimated that the Shanghai speculators alone bought the future 
delivery of yen to the amount of over 200 million yen in expectatiol;l 
of her return to the· gold standard. ]. Inoue, Japan's Economic .atJ4 
Financial Situations after the War, Tokio, 1925, p. 168. · 
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underneath there was a tendency of uneasiness and worry, 
especially among Tokio bankers who happened to have many 
million yens of bills still unsettled because of the earthquake. 
The total. amount of such bills at this time was 270 million 
yen. And one-half of this amount, according to the present 
Finance Minister, Mr. Mitsuchi, was in the hand of the 
Bank of Taiwan. In order to readjust these bills, the 
government again introduced in the Diet the necessary 
measure, which later was much obstructed by the oppo .. 
sition party, the Seiyakai. The attacks and interpellations 
of the opposition party went beyond what was necessary. 
They demanded that the government disclose names of the 
banks holding these earthquake bills and names of the bank· 
ers who were connected in drafting such measure. Finance 
Minister, Mr. Kataoka, answered such questions to some 
extent. Newspapers were wildly reporting these interpel
lations and answers at the Diet. The public soon became 
uneasy and began to suspect the inner conditions of the 
second and third class banks. 'Hasty persons began a run on 
the banks. This was reported sensationally by the news
papers. Thus the Tokio Watanabe Bank and its affiliated 
bank, the Akaji Savings Bank, which were known to be most 
shaky, closed their doors on the 15th of March. This led to 
runs on many other banks, such as the Nakai Bank, Eighty
fourth Bank, Nakazawa Bank, Soda Bank, and iMurai Bank. 
The total deposit in these 7 banks alone was over 200 million 
yen.1 The depositors were mostly workers and people of 
the lower class. 

Having failed in the Diet, the government was then trying 
to rescue the Bank of Taiwan which was then in trouble by 
issuing an urgency Imperial ordinance. But unfortunately, 
this was rejected by the Privy Council. This action by the 
Privy Council at the critical moment made the financial situa-

• The Asahi English Supplement, Present Day Japan, 1927, p. 88. 
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tion still worse. Now the big banks such as the Bank of 
Taiwan and the Fifteenth Bank had to close their doors.· 
The failure of the Bank of Taiwan was partly due to the 
failure of Suzuki & Co. and the Kawasaki Dockyard, which 
were indiscriminately expanding business and failed to re
adjust themselves after the. War and, especially,' after· the 
great earthquake. It is said that Suzuki & Co. alone owed 
the Bank of Taiwan 350 out of 450 million yenloans (in
cluding earthquake bills) at the time of difficulty. The 
Sixty-fourth Bank of Kobe, the Omi Bank of Osaka and 
many other small banks closed. their doors during this stage 
in April. The total number of bank failures was 29. The 
deposits in these banks were estimated to have been 8oo 
million yen.1 The W akatsuki cabinet, taking the responsi
bility, finally resigned; and on the 2oth of April the Seiyu
kai cabinet headed by Mr. Tanaka was formed. A three 
week's moratorium was then ordered. Meanwhile, a special 
session of the Diet was convened; two bills were passed, . one 
relating to the indemnity the government was to give the Bank 
of Japan to the extent of 500 million yen in case the Bank 
incurred the loss by giving special accomodation to those 
banks that might fall into trouble after the termination of the 
moratorium. The big banks ofTokio also came to an under
standing that in case of need they would accommodate bills 
to end the panic. And thus ended the panic, the moratorium, 
and the run, without any of the things feared happening. 
This was the middle of May, 1927. · 

This financial panic, however, reflected itse~f immediately 
in exchange rates. During April the yen lost one dollar on 
New York, a half penny on London, and in May one dollar 
fifty cents on New York and 11/16 penny on London. But 
since the end of May it is again recovering. The total ex-

1 ]. Inoue, "Present Financial Condition." Jitsug;yono Nippon, Tokio, 
July, 1927, p. 240. 
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change slump during these two months was 5 per cent. This 
was clearly due to exchange speculation, for prices remained 
the same, the trade was even getting better and there was no 
big capit~ movement during these months . 

. 9· SUMMARY 

Thu's the period 1924-1927, from the point o£ view of 
the general economic situation, is a continuation of the post
war period •. ~Prices were comparatively high in Japan. The 
excess of imports was still great. Realizing of foreign in
vestments, draining of gold funds, and fresh borrowing were 
logical consequences. This bad situation was intensified by 
the great earthquake. Exchange speculation was, therefore, 
the natural outcome. The slump of 1924 and the rapi4 re
covery in 1926 were remarkable in that they presented a case 
where exchanges were first and mostly influenced by specula
tion rather than by relative prices or the balance of payments. 
That is to say, the slump and recovery were relatively more 
rapid than the corresponding movement of prices or the 
balance of payments. 

The bank and business failures of March and April, 1927 
have de~ly shown that Japan's financial organization and 
her banking system were not quite adequate. More co
ordination of banking funds under some central bank and 
a desire that the Bank of Japan should assume more respon
sibility at such crises were keenly felt. 

From the point of view of exchange policy, the govern
ment's failure reached a climax in 1924- It was only after 
1925 that the government gradually began to reduce the gold 
reserve at home by specie exports. This had two effects : it 
sen"ed to peg the exchange, and it slowly and gradually low
ered the general level of prices, which eventually served also 
to restore the exchange. 

But in financing foreign trade, nothing has yet been done 
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or introduced. Acceptances and a discount market· are. still 
non-existent. Even the " stamped bill " once introdueed is 
now not used. There is as yet no co-ordination between ex-· 
change banks and home banks. In fact, there is yet, strictlY, 
speaking, no specialized ex~ge bank. The so-called ex- . 
change banks are engaging in all kinds of business-:-from 
deposits to trust business. · The consequence is that their 
financing power of foreign trade is very much limited and is 
not smooth and fluid as it should be. Of course, there is no 
foreign investment banking. 

In general, foreign banking in Japan is still in 'its infancy, 
and it is rather backward when compared with the growth 
of her trade and international payments. The necessity of. 
banking refonn, then, belongs to the immediate future. 



CH~PTER VI 

·CoNCLUSION: CHARACTERisTics oF YEN ExcHANGE 

FLUCTUATIONS AND THEIR CoRRECTIVES 

-I. CHARACTERISTICS OF YEN EXCHANGE FLUCTUATIONS 

WE have seen in the foregoing analysis of yen e..'change 
movements that there have been two noteworthy character· 
istics iri yen exchange fluctuations. The first has to do with 
the nature of Japan's foreign trade, the second is c6ncerned 
with her " pegging " policy. In the first characteristic there 
are ( 1) seasonal fluctuations as well as ( 2) general trade 
prosperity fluctuations. Thus we have seen that as a rule, 
Japan's trade is unfavorable in the first half of the year' when 
she imports ·cotton heavily, and favorable in the latter half 
of the year when she exports raw silk heavily •. This sea· 
sonal trade movement, as in the case of British ... American 
trade 1 tends to influence the exchange rates, especially the 
doll34" exchange. Exchange fluctuations resulting from this 
factor, however, are generally considered to be within a range 
of a few points. The seasonal movement, therefore, offers 
no great problem. But the most important factor has been 

1 As a consequence of heavy exports of cotton and wheat, "the ex· 
change is normally in favor of America during the last five months of 
the year and against it in the first seven". Hartley \Vithers, Motsty 
Changing, London, 1913. p. 76. 

156 
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the general trade prosperity of the country. 1 Japan is not 
yet a great maritime country as Great Britain is,' nor a 

1 The general trade prosperity can be judged by the following statistics~ 

THE FIRST PERIOD 

1914 1915,1916 191711918 Total 

----------
Net balance of visible trade...... 2:1 211 . 245 38o 334 1,292 
Net balance of invisible trade. • •• - 6 6g 277 415 578 1,333 

Net earning •••••••••••• ---:- --:;::- ---:- --;;, gl2 2,62~ 

THE SECOND PERIOD 

1919 1920 1921 1922 1923 Total 

---.---------
Net balance of visible trade • •••• • -408 -787 -502 -256 -533 -2,486 
Net balance of invisible trade.... 504 420 195 154 16g 1.445 

-------· ----
Net deficit • • • • •. •. • • • • •. 96 -367 -307 -102 -364 -1,041 

THE THIRD PERIOD 

ible trade •••••• Net balance of vis 
Net balance of in visible trade •••• 

Not defici t •••••••••••••• 

1924 1925 

----
-627 -226 

164 170 

----
-463 - S6 

1926 Total Grand To tal 

--
-307 -1,16o -2,§54 

120 454 3·252 

-187 - 7o6 878 

t Japan in 1923 had 3,046 steamships, totalling 3,321,071 gross tons. 
The government's subsidy that year for the three largest steamship com
panies alone was over 6 million yen. Yet N. Y. K., the largest steam
ship company, earned only Y 2,732,000 against its paid-up capital of 58 
million yen and 17 million yen reserve. 0. S. K. earned Y 1,205,000 
against its paid-up capital of 62.5 million yen and 17 million yen reserve, 
while T. K. K. lost Y 5,443,000 against its paid-up capital of 22.7 million 
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·great investing country as France was before the War, or as 
the United States is after the War.1 Japan's international 
balance of payments is largely controlled by her trade pros
perity which in tum is largely controlled by the amount of the 
expOrts of silk 'and cotton goods 1 which in tum are largely 
determined by prices. This was especially the case for the 
first three periods, namely, (I) immediately before 1914, 
(2) during the War, and (3) after the War to 1923, al
though the causes for high or low prices differed according 
to each· of these periods. Before the War, overflotation of 
both domestic and foreign loans was the chief cause of rela
tively high prices at home and an unfavorable balance of 
payments. Consequently, the yen exchange tended to de
dine. During the War, relatively high prices abroad or rela· 
tively low prices at home were the dominant cause of a better 
balance of payments. Therefore we had high rates of ex· 
change. ·Conversely, when Japanese prices became relatively 
much higher after the War, the exchange again tended to 
decline. Thus the trade prosperity factor has been inherently 
working in Japanese exchange. 

yen, and :z.s million yen reserve. (Department of Finance, Kinyu Jiko, 
1924. pp. 2Io-2I2). In ~~ the British Empire had 2o,ro6 steamships, 
representiitg I2,9IJ,OOO tons. The United Kingdom alone had 12,787 
steamships with II,22J,OOO tons. (The Statesman's Year Book for 1925, 
London, 1925, p. 9J.) 

I Before the War, France was the second leading creditor nation, only 
surpassed by Great Britain. The annual flotation of foreign loans in 
France before I9I4. was from three to five· billion gold francs. This 
meant that she was able to lend foreign countries more than So% of her 
total loans floated. (See figures in George W. Edwards, Investing in 
Foreig" Securities, New York, 1926, p. 95-) 

U. S. A. had floated about 10 billion dollars for the Allied countries 
during the War, and about 19 billion dollars more after the War, during 
the five years of 1919 to 1923. (See i'bid., pp. s8-6o.) 

1 The amounts of raw silk, cotton tissue, and other silk and cotton goods 
usually occupy 63 to 66% of whole exports. 
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But after the great earthquake speculation was largely 
responsible for the undue slump of the e.."Cchange, fo,r,.we have 
already seen that during this period the price movemen~ was . 
relatively constant. Such slumps as 20 to.24 per cent below 
par and a great divergence from the purchasing power parity 
were primarily caused by the alarms of the exchange dealers 
over the gloomy aspects of Japan's trade after the ea~hquake, 
a:nd more especially over .the drained exchange iunds kept 
abroad. 

With this we have already come to discuss our second char
acteristic of yen exchange fluctuations~ For the" pegging-" 
of exchange by means of gold funds has been peculiar in the 
Japanese exchange, 1 and has caused less stabilization and 
many speculative fluctuations. Thus before, during and 
after the War the yen was abnormally pegged down,11 while 
after the earthquake the yen. was abnormally speculated 
down because of the inadequacy of her pegging ~yst~m. 
Furthermore, the pegging has been the cause of the making 
of mistakes by the various inexperienced or wrongly biased 
Finance Ministers; while it has given a substantial ground 
for foreigners to speculate in exchange. 

1 It is singular in the Japanese exchange, because Japan is not a gold 
exchange standard country as are the Philippine Islands or India. 
Peggings by Great Britain, France, Belgium and other European states 
arc merely temporary, whereas Japan's pegging by means of exchange 
funds has been customary. · 

1 The case here is just the opposite of European pegged exchanges. 
In Europe, notably in Great Britain, France and Italy, actual exchanges 
were much higher than purchasing power parities because of the "man
aged" exchanges during the war. But after the War, like the Japanese 
exchange, European exchanges were much speculated' dbwn. Cf. Chart 
III, VIII, XI with U. S. Senate Commission on Gold and Silver Inquiry, 
ibid., Chart XIII, XXII, XXX, etc. 
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2. DEFECTS IN EXCHANGE BANKING 

We have also seen from the foregoing analysis that the 
exchange banking in Japan is still in its infant stage. 
Strictly speaking, the Bank of Japan is not the bank of 
banks, nor the bank of exchange banks. Before the War it 
loaned 40 to so per cent, during the War 6o to 8o per cent, 
after the War again 40 to so per cent of its total loans, on 
foreign exchange bills alone. But it is generally considered 
that 8o per cent of these loans were simply made for one 
institution, namely, the Yokohama Specie Bank, under a 
speCial arangement. Other exchange bankers did not always 
find it profitable to borrow funds from the central bank on 
exchange bills, as the Bank's rate was lower for bonds than 
for commercial bills.1 Moreover, the Bank has entirely 
failed in directing the surplus of domestic funds to the needs 
of financing foreign trade and in directing the surplus of 
foreign funds to the needs of financing domestic trade and 

industries. And thus having less contact with the money 
market, the bank's official rate has never led the market rate. 
On the co11:trary, it always followed the market rate, thus 
losing its important position in the market.2 These defects 
of central banking were frequently aggravated by the domi
nance of the Finance Minister over the governor of the 
Bank of Japan. For instance, in fixing the rates of interest 
on loans, on excess issues, or in extending credits, or in the 
use of Bank's exchange funds abroad, Finance Ministers 

'Nominally the discount rate for commercial paper and the rate for 
loans on bonds were the same. But in reality they favored loans on 
bonds. Only last March 1927, they made discount rates on commercial 
papers lower than those on bonds. 

1 Besides inability to control other banks financially, the Bank of ] apan 
has no right to supervise or to collect reports from other banks. The 
Department of Finance has the supervisory power over banks, but most of 
these regulatory powers, which are only formal limitations, were made 
in 1890 or 37 years ago. 
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were too powerful and acted more according to their own 
partisan interests than according to the sound principles of 
banking. 

Exchange bankers were also handicapped by the~ absence 
of extensive use of bank acceptances and an adequate dis .. 
count market. 1 Therefore; there was no means of coordi
nation among such banks, '!-nd more particularly among the 
exchange banks and the commercial banks. 

In financing imports, the use of yen bills has· been fos
tered. · But the amount of such bills is yet insufficient tp 
establish any specialized discount house on a commercial 
basis. Foreign interest-bearing bills are still found in great 
bulk. 

The Yokohama Specie Bank, for instance, had in its port
folio such interest bills amounting to from 20 to 40 per cent 
of the total advances it has made in recent years.2 And 
these are mostly kept in the ex<;hange bank's portfolio until 
maturity, as there is no adequate means of disposing of 
them. 

1 The reasons why acceptances are not much used and the discount 
market is not yet developed may be summarized as follows: (1) Our 
business men are still sticking to the old way of doing business secretly. 
They do not like to inform or to let it be known to bankers exactly what 
their credit standings are or what transactions they are handling, etc., etc. 
(2) There is yet no reliable organization or system for credit investi
gation. True we have "koshinjos" or credit investigating firms. But 
they are no more dependable than quack newspapers or trade journals. 
(3) There are no acceptance houses such as are found in London. There
fore, trade bills do not circulate. (4) There is a fear of over-accepting 
finance bills through various methods of evasion even if some rigid regu
lations were enacted. (S) Lastly, our bankers are ~oo self-sufficient. 
That is to say that they dislike the idea of rediscounting the bills which 
were once accepted, even if these bills were " stamped " by the Bank of 
Japan. The remedies for the above may be (a) more education for 
bankers and business men concerning the new instruments, (b) carefully 
prepared enactment concerning the use of such instruments. 

2 See Department of Finance, Kinsu Jiko, Tokio, 1924, p. 93. 
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In financing exports the Bank of Japan's "stamped bills" 
. were once temporarily used in order to relieve the tightened 
. foreign trade financing. But the bills, which had no public 
market, had to disappear soon, when another financial policy 
was adopted by the next Finance Minister. 

In addition to the defects of the central banking -and of 
the exchange market, individual exchange banks in Japan 

. are not, strictly speaking, exchange banks at all, for they 
·deal with all kinds of banking business. The result is, their 
funds are easily tied up with long-term investments in in
dustires, agriculture and colonial exploitation, and are very 
. ~asily frozen up. Such diversified interests have made the 
exchange banks extremely weak when they needed a concen
tration of funds in order to meet industrial failures.1 

3· EFFECTS OF YEN EXCHANGE FLUCTUATIONS 

From the foregoing survey we have witnessed how the 
balance of payments and speculation have acted on exchange, 
and how exchanges have reacted on trade and remittances. 
F'or instance, in trade the fall of yen exchange tended to 
encourage e:Xports and discourage imports, and the rise of 
yen exchange tended to encourage imports and discourage 
exports, .and the rise of silver encouraged exports and dis
couraged imports, as the fall or rise of exchanges did not 
go with the rise and fall of prices at the same time and in 
.the same degree. Furthermore, the fall of exchange necessi
tated that the Japanese should pay more for remittances as 
the exchanges did not coincide with the value of currency, 
besides causing the fall of Japanese bonds abroad. To illus
trate, the high yield of the Japanese loans of 1924 was 
largely responsible for the yen exchange slump at the time. 

1 It is well here to mention that a banking reform, both central and 
local, is now being seriously contemplated by the government. The com
mittees for the Monetary Reform (Kinyu-chosa-kai) were already ap
point~d by the falJ of 1926, and are now making investigations. 
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As there was no free·movement of gold after 1917, nor a 
sufficient selling of gold funds after 1919, exchange fluctua
tions became greater and greater, causing a. disturbance hi 
the price situation. Some industries, whose raw materials 
were dependent on imported goods, such as cotton mills, 
were most hard hit. Many went into bankruptcy, while the 
remaining ones cut their outputs one-half. 

Exports, however, were ~ncouraged. Physically, for in
stance, much raw silk was exported. But, pecuniarily, Japan 
lost a· great deal, for her prices remained relatively· constant 
while the exchanges were driven down abnormally by specu
lation. In other words, we had to export relatively more for 
a smaller amount of foreign goods and services simply be
cause of truly unfavorable rates of exchange. Furthermore, 
if it were not for the fact that the exchange reacted on 
prices and thereby caused numerous industrial bankruptcies 
and bank failures, the Japanese would not have raised such 
a "cry of national peril and danger" during 1924-1925. 
It was precisely for this fact that the exchange. correctives 
were honestly sought in Japan. 

4· REFORM OF EXCHANGE BANKING 

In the first place, the Bank of Japan should be reformed 
in such a way that it can truly remain as the central co
ordinator of banking funds. It should take a more active 
part in controlling credits by lowering or raising discount 
rates and by buying. and selling exchange bills.1 Moreover, 
the Bank of Japan should not be subordinated to the opinion 
of the Finance Minister; but there should. Qe financial co
operation such as that maintained between the Treasury 
Department and the Federal Reserve Board in America.2 

1 At present the Bank does not operate in the open market other than by 
its loans and discounts. 

2 H. Parker Willis and William H. Steiner, Federal Reserve Banking 
Practice, New York, 1926, pp. 9-10. 
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The use of bank acceptances and the development of dis· 
count markets should at the same time be fostered. And in 
order to do so, the practice in business transactions should 
be improved so that more commercial paper can be used by 
merchants with the idea of discounting them at the banks, 
and encouraging. the establishment of regular discount 
houses as the true discounters of the commercial paper, not 
only among exchange and other bankers, but also between 
merchants and bankers. 

The practice of sound banking should also be observed 
by the individual exchange bankers. Too much credit should 
not be extended either in time or in the field where exchange 
bankers had better terminate their business in favor of in· 
dustrial· or other commercial bankers so that their funds 
may properly remain within the sphere of exchange banking. 
Also, too much credit should not be granted to any one firm. 

With such a view of reform in mind, the present Bank 
Laws and the Bill Laws should be completely revised and 
systematized. 

5· CORRECTIVES FOR YEN EXCHANGE FLUCTUATIONS 

We have seen that the balance of payments and specula
tion have been the two most important factors causing flue· 
tuations in the yen exchange . 

. A. Among the elements in the balance of payments, trade 
has been the predominant factor. And in trade, the 
relative price movement or the purchasing power parity of 
the yen, in tum, has been the determining factor in the long 
run. In order, therefore, to bring about a stabilization of 
the yen exchange, price stabilization should precede. Exces· 
sive state and local loans for non-economic purposes, whether 
to be floated at home or abroad, should very carefully be 
limited, as these soon tend to swell the country's credits and 
thereby to enhance prices. In other words, the recent rapid 
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expansion of government expenditures in Japan should be 
greatly repressed. Even the economic undertakings, such as 
building of railroads, wharfs, roads, electric power plants·, 
etc., should not be undertaken all at once. A proper distri
bution of floating debts both in time and amount is impor
tant in stabilizing general prices. 

A careful limitation of note issue is also necessary. The 
present amount of security issue, guaranteed by ~he govern
ment, was raised to 120 million yen twenty-eight years ago 
(in I 899), and since then no change has been made, although 
the volume of trade has increased, generally speaking, more 
than eight times.1 The result is that there has always been 
an excess issue amounting generally to over I oo million 
yen. Therefore, the limit of guaranteed security issue 
should be at least lifted to 220 million yen, and the ex.1 
cessive issue tax should be at least 1 per cent higher than 
the Bank's discount rate. 2 

The extension of credit by the central bank should also 
be made more favorable on the basis of coilliD:ercial paper 
rather than on government bonds, so that inflation may be 
avoided in every possible way. · 

The adoption of an effective discount policy by the Bank 
of Japan is perhaps more fundamentally necessary thart 
scores of petty reforms to control bank credit. As Mr. J~ 
Inoue pointed out, it is true that the bank of Japan has 
nominally kept a discount policy by first lowering or raising 
interest rates according as the excess of exports or im .. · 
ports increased.8 That is to say, if the excess of imports 

1 For instance, £~reign trade in value was increased 9 times, production 
of raw silk 8 times, of cotton yarn 7 times, volume of note issue 10 time! 
and check clearance over 100 times during these 28 years. 

2 The present excessive issue tax is 6%. But as the Bank's discount 
rate is often as high as 7·3%, the Bank prefers to pay tax and does not 
contract notes as flexibly as it should. 

3 J. Inoue, Japan's Economic and Financial Situations, after the War. 
Tokio, 1925, pp. I65-184-
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continued for some time, the Bank raised its discount rate 
so that gold might not flow out, or if demand for capital 
was persistent and the market rate of interest was high, the 
Bank raised its discount rate so that any further expansion 
of bank credits might become impossible. This practice was 
more or less followed in the nineties when the volume of 
bank credit was comparatively small and the Bank was more 
competent in handling Japan's finance. But today the coun
try's finance has outgrown the Bank of Japan. The Bank's 
loans other than those to the Yokohama Specie Bank are very 
small in ordinary time. The result is that the Bank's dis
count policy has become less effective. This was more so 
after the establishment of the gold embargo. Thus we saw 
that, although excess of imports was never more enor~ous 
than in the post-war period, the Bank had never raised its 
discount rate during the period of November, 1919 to April, 
1925. The discount rate was fixed at 8.03 per cent. Gold 
was flowing in, but was not permitted to flow out. The 
expansion of credit was, ·therefore, unrestricted. Prices 
went up. Trade became unfavorable. Exchange was greatly 
dislocated. 

On the other hand, if the Bank of Japan had ·adopted a 
more effeCtive discount policy whereby bank credit was ade .. 
quately controlled, giving out less sources for industrial 

· failures and exchange speculation, the Japanese financial 
situation might have been less aggravated, and the great 
exchange slumps might have been avoided. 

As pointed out before, prices do act intimately on foreign 
trade in Japan, because her chief exports consist of silk and 
totton goods, the production of which is largely dependent 
upon the general level of prices. So in Japan in order to 
stabilize prices, the financial and currency reforms named 
seem indispensable. 

'Ve have seen that in Japan the general prosperity is much 
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dependent on her silk and cotton industries. As to the silk 
industry, the government has since I926 encouraged the 
establishment of dry-cocoon warehouses by granting sub-· ' 
sidies in order to stabilize the price of cocoons and to. thus 
better finance the sericultu~al industry. Another measure 
which became effective after July I, I927 is the enforcement 
of raw silk transactions based on the" conditioned" weight. 
The "conditioned" weight means raw silk which contains 
I I per cent of moisture, as that amount of moisture is abso .. 
lutely necessary to keep the good qualities of raw silk. But 
heretofore, because of the climatic conditions of the country, 
the amount of moisture in raw silk was not uniform.· The. 
result was much dispute and ill-feeling between the domestic 
and foreign merchants. The measure was therefore timely, .. · 
and will undoubtedly improve future transactions. The art · 
of reeling has also made great advances in late years. The 
production of raw silk in Japan is also growing, the total 
amount for exports in 1926 being 57 million pounds, or 
almost 70 per cent of the total of ·the world~s exports.1

: 

However, financing of the silk industry is not sufficiently 
improved. Herein lies another need for financial reform. ·. 

Regarding the price of raw silk, one will naturally think. 
of artificial silk as the strong rival of raw silk. It is true. 
that, while raw silk is more of an agricultural product and, 
being such, its price tends to increase, artificial silk is truly .. 
a manufactured article, and being such, its price tends to 
decrease. It is also true that to some extent artificial silk is 
displacing raw silk from older uses, as the price of the 
former is only about one-third of the price of the latter. 
This is why the rayon industry is rapidly growing. The 
total production of artificial silk of the world in 1926 is said 
to have far exceeded double ·the amount of raw silk.. The 

1 The Silk Association of America, The 27th Mid-year Report, Sept.,· 
1926, pp. 14-17. 



168 . IAPAN,S FOREIGN EXCHANGE 

· United States alone produced that year more than 62 million 
pounds, while Japan produced IO million pounds. But to a 
far greater extent, raw silk and artificial silk are comple
mentary goods as the mixing of these two threads becomes 
more common. As a result of such use, it is found that the 
greater the demand for artificial silk the more raw silk was 
demanded. While, therefore, too much hope cannot be en
tertained in the future development of Japan's exports of 
raw silk, yet a proper encouragement of the raw silk industry 
is very important to increase her balance of trade. 
- During 1926 raw silk alone made up 36 per cent of total 

exports, while cotton yam and cotton goods made up 26 per 
cent. On the other hand, 35 per cent of the year's imports 
were raw cotton, 45 per cent of which came from India. and 
40 per cent from the United States. The opinion that 
Japan's prosperity should be based upon the cotton industry 
is not without ground. It has better prospects than any other 
industry in Japan. Raw materials could easily be imported; 
its finished products are peculiarly suited to Oriental mar
kets; and motive power and labor are plentiful. Under such 
circumstances the cotton industry has been firmly established. 
Its size in 1926 as given by the Cotton Spinners' Association 
of Japan was as foliows: 

In Japan: • 
Number o! companies ••••••••••••••• 
Number of factories •••••••••••••••• 
Paid-up capital •••••••••••••.•••••. 
Number of spindles •••••••••••••••• 
Dividend ••••••••••••••••••••••.•.. 

In 1926 

53 
234 

$36o,ooo,ooo 
5.410,000 

14.8% 

53 
233 

13SI,ooo,ooo 
5,32o,ooo 

15·3% 



CHARACTERISTICS OF YEN EXCHANGE 169 

Spindles in 1926 Spindles over 1925 

In China: (Those undertaken by the 
Japanese) 

Shanghai ........•••....•.•.....•.. 950,072 3·152 
\Voosung ...• .•.••..•••.•.••••.• • .. 215,6oo ..... 
Tsingtao ....•••..••.••..••........ 243,648 s,lo4 
Hankow .......................... 24,816 2,456 
South Manchuria ................. 74,176 1,152 

Total . . . . . . . . . . . . . . . . ~. .... 1,318,312 11,864 

----
Great obstacles to the cotton industry, however, are ( 1) 

the boycott against the Japanese goods by the Chinese, ( 2) 
disorder and tariff controversies in China, and ( 3) the un
stable price of silver. These factors are not remediable by 
the Japanese alone; but how J apim acts toward China and · 
other Oriental countries makes a great difference to trade 
and industries, especially the cotton industry in Japan. 

Regarding the other exportable goods, such trade pro
moting organizations as Exporters' and Manufacturers' 
Associations 1 should be fostered more by the government 
so that her infant industries and trade rp.ay be better directed. 
But more fundamental in the long run is the increase of 
efficiency of labor, which alone enables the Japanese-made 
goods to compete with Western-made goods. 

The balance of payments will also be re-enforced by the 
merger and the better management of shipping interests. 
The unnecessary competition among shipping companies in 
the past was detrimental to the expansion of Japan's mari-

' I 
time interests. In the future the 'overseas transportation 
merger or .cartel with a proper governmental supervision 

1 Under a new law of 1925 for promoting exports, there have been 
already organized 5 ~xporters' Associations and 33 Manufacturers' 
Associations. 
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seems to be the only solution against destructive foreign 
competition. · 

While Japanese immigrants' remittance cannot be expected 
to increase, Japanese economic interests in the Orient, 
especially in Qtina, should be properly protected and pro
moted, as the income from these sources materially increases 
the credit side of the nation's balance sheet.1 

. B. Another important factor which has influenced the 
Japanese yen exchange is the element of speculation. We 
have observed that the pegging of exchange by the inexperi-

- enced government officials with relatively meager gold funds 
abroad was . the constant cause of exchange speculation. 
When a Finance Minister showed his intention of buying 
exchange funds when the yen was high, the exchange was 
lowered by speculation. And when he began to sell these 

I The Japanese investments in Olina, South Seas and Russia at the end 
of 1924 according to]. Inoue were as follows (million yen): 
-

Amount Total Grand Total 
'' 

China: 
South Manchurian Railway and 

other private enterprises : 
r. In Manchuria •••••••••••••. 631.2 
2. Others •••••••••••••••••••• !61.9 793·1 

Lo ans: 
1. Chinese Central Government ••• 434·0 
2. Chinese Local Governments •••• 18.o 
3· Private I..oans .••••••••••••••• 140·5 592.6 

s outh Seas: 
British Malay, British and Dutch 

India •••••••••.•••••••••••••• Io8.8 
Investments in Philippine Islands •• 3·6 
Investments in South Seas Islands. 21.3 133·9 

R ussia: 
For munitions sold at the time of 

the War and still outstanding ••• 
Russian Treasury Notes floated and 

70.2 

still outstanding ••••••••••••••• 221.6 291·9 1,811.7 
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·funds at the time when the yen 'was below par, the exchange · 
·was abnormally pegged up. 

Even during the same Finance Minister's policy of selling 
these funds, there had at one time been a more liberal sell
ing, and at another time more restricted selling, all depending 
upon the fiscal conveniences· of the time. Of course, such 
pegging has raised exchange · rates many times. But the 
truth was that pegging was not the only means available. 
On the contrary, we have seen that Japan would hav~ been 
·much better situated if she had abolished such an exchange 
fund system entirely and let gold move, free from all. arti
ficial restrictions. For under free movements of gold, the 
] apanese currency would not have been so much inflated, 
.and deflation would have taken place more promptly and 
without a great disturbance to. business. . And so with . 
,price stabilization, exchanges would also have been better 
stabilized. But instead of abolishing the exchange fund 
system, Japan kept at it, and went on pegging, and finally 
·ushered in a great inflation, excess of importation, drainage 
.of exchange funds, and specuation. The only correctives, 
therefore, against such speculations, are to abolish the ex.:. 
.change fund system entirely and return to the free movement 
--of gold. ·The abolishment of the exchange ·fund· system is 
. simple and opportune at present, for there are no great funds 
left abroad now, and consequently there will be no problem 

-of transferring them. 
There are, of course, arguments for retaining such. ex

-change fund system.1 Briefly these are said to be: (I.) it 
stabilizes exchanges and encourages traqe, for1 if the balance 
-of payments is adverse, gold needs not be exported, but pay ... 
. -ment will be made directly from the funds, thus keeping 
.exchange up; and if the balance of payments is favorable, 

1 Cf. e. g., T. Takayama, "Gold exchange fund system," Cinko Kenkyu,. 
Dec., 1924, pp. 72-80. 
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gold is received abroad, thus reducing the ordinary gold 
import point still lower, giving favorable rates of exchange 
for Japanese exporters. But the argument against this sys-

.. tem is the fact that such an operation belongs properly to 
the exchange bankers. Exchange banking to-day is far ad
vanced over the time when such system was first adopted~ 
thirty-four years ago. Narrowing the spread of the specie 
points is possible only if the government had an unlimited. 
amount of exchange funds abroad, or ~ continuous excess
of receipts over payments,1 which is not the case with Japan. 

_ (2) It is also said that the system can avoid inflation at home· 
by keeping such funds as war indemnities and proceeds of 
foreign loans abroad. But the argument against this point is 
that nations without an exchange fund system do th~ same 
as Japan does. The modern method of the transfer of 
capital arises chiefly when exports do not pay imports, and 
is done mainly through bookkeeping on the part of inter
national bankers. Therefore, Japan's keeping of financial 
agents abroad, such as agents of the Finance Department, 
agents of .the Bank of Japan, besides giving or collecting· 
financial reports, simply duplicates the work of bankers, 
which is quite wasteful. To the extent that these funds had' 
been included for note-issuing purposes, it makes no great 
difference whether the funds were kept abroad or brought 
home. On the other hand, if they keep funds abroad, and 
the credits of such are not used at home, they are simply 
losing the difference of two interest rates; one being the 
interest that would have to be paid for the borrowed funds, 
ranging around 7 per cent, and the other being the interest 
that these funds can get while kept in a fluid form abroad, 
yielding not more than 30 or 4 per cent. (3) Another 
argument for keeping the system is that it can stabilize the 
Japanese bonds abroad and can thereby maintain better 

• Edgar S. Furniss, Foreign Exchange, New York, 1922, p. 129. 
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credit for Japan. But this is not so. This might have been 
the case thirty years ago. But to-day Japan's credit is not 
really dependent upon the amount of her gold holdings 
abroad, especially when they are accumulated by a series of 
foreign borrowings. To-day Japanese bonds are more de
pendent on Japan's earning capacity. And the earning 
capacity is judged more by her relative price movement, effi.
.ciency of labor and financial stability in general. To-day the 
old mercantilistic idea should be completely abandoned, while 
·buying and selling of bonds should be entrusted to bankers 
and agents of bill-broking houses. · (4) Lastly, the system 
i.:t sometimes justified because expenditures of the Japanese 
.government abroad, such as expenditures of diplomats, in
terest on foreign loans, etc., amount to more than 100 mil
lion yen every year. But such a claim as this fourth point 
is far from the avowed use of pegging exchange. Yet, 
granting that the system has this function also, it does not 
give enough weight or proof to the effect that the govern
ment agents can administer exchange banking better than 
the real exchange bankers. 

Thus we come to believe that the exchange fund system 
has already outgrown its usefulness and is an entirely wrong 
·system for Japan to pursue in to-day's international banking. 

\Vith the abolishment of the exchange fund system must 
come the free movement of gold, for free movement of gold 
insures the stability of exchanges and does away with the 
source of present speculation. But in order to bring about 
this change, it must avoid two things. One is a sudden 
exhaustion of gold reserve, inviting more excHange specula
tions; the other is a sudden fall of prices. The two are inti
mately connected with each other. 

Certain economists like Dr. T. Fukuda of the Tokio Col
lege of Commerce a:nd Dr. K. Rorie of Keio University, and 
..certain business men, like Mr. T. Muto of Kanezafuchi 
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Cotton Mill Company, and Dr. M. Takayanagi of the Osaka:;; 
Chamber of Commerce, have been advocating ever since the 
great exchange slump of 1924 the immediaite and complete·· 
lifting of the gold embargo. They believe that the lifting 
of the ·embargo and the immediate return to the gold stand-· 
ard would not only restore .the exchanges immediately and 
keep them within the range of the specie points, but it would. 
also hold gold within certain limits, for they contend that 
the export of gold would not continue for a long time, due· 
to the fact that the lessening of gold lessens the currency 

- in circulation, which in tum lowers prices, and lower prices 
in tum stimulate exports, and more exports not only promise· 
to keep a favorable exchange rate, but also invite an inflow 
of gold, thus making a circulation of gold within a year or 
two. In other words, they applied the simple · Ricardian~ 
theory of gold outflow and inflow. But the real situation in·· 
Japan is not so simple as that. 

In the first place, a sudden lifting of the embargo wouldl 
cause the prices of imported goods and other related goods
to drop to. the extent of the exchange slump. Take, for in
stance, 1924: imports were heavy with 2,451 million yen,. 
in spite of the great exchange slump of from 20 to 24 per 
cent. Imports of subsequent years were likewise heavy, 
although exchange was steadily improving. Any sudden' 
drop of prices, due to an artificial re-arrangement of specie
flow and, therefore, a general contraction of credits by" the· 

. banks would certainly cause a panic. Therefore, the pro-
cedure of lifting the embargo must be slow and cautious. 
when exchange is already at a great discount. Gold should 
not be exported all at once; but it must be limited to such· 
an amount as would insure the stability of certain mini
mum rates of exchange. And in so far as the improvement 
of the purchasing-power parity takes place, and consequently 
in so far as the improvement of balance of payments takes. 
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place, gold exports may be increased to raise the exchange 
rate to the next higher stage where again within the mini
mum range of rates of that stage, gold may be more ex
ported, and so on, step by step. But it is only when such 
raised rates reach near par backed by the better purchasing
power parity that the complete lifting of the gold embargo 
and finally the return to the· gold standard may be recom-
mended.1 · 

Thus we have learned. that debts and note issues shoUld 
be limited in order to bring about a better purchasing.:.power 
parity for the yen. Better purchasing power parity will 
bring about better trade. \Vithout the better balance of 
trade, the balance of payments cannot be improved for a 
country like Japan whose interests lie preponderantly in 
foreign commerce. 2 

As the yen is not employed like the dollar or the pound 
sterling by third countries in discharging their debts, . y~ 
exchange rates are largely determined in the long run by the.''· 
above considerations. However, this does not mean that 
under the existing system of exchange pegging with gold 
funds abroad, speculation remains passive. On the contrary, 
speculation has influenced rates a great deal. The best way 
out is to abolish the system and lift the gold embargo when it 
becomes feasible to do so without any great friction either to 
business or to banking. The whole idea aimed at is not the 
gold standard but the stabilization of prices. Therefore, the 
means for returning to the gold standard, as well as to the 
object itself, should be to consider it f~om the point of view 

I I 

1 For such policy, I suggest the name "the step policy of raising for
eign exchange." 

2 Mr. K. Kodama, governor of the Yokohama Specie Bank, cal
culated that nearly 6o% of the total production in Japan is dependent on 
her export trade. (K. Kodama, "Japan's Future Finance, viewed from 
the Overseas Markets," The Kokumin Shimbun, Jan. 12, 1927.) 
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of stabilizing the yen internaliy first. Thus the stabilized 
yen, either on the way to the gold standard or already at the 
gold standard, will eliminate exchange fluctuations which are 
so demoralizing both to business and finance. And finally, 
the resumption of the gold standard without the exchange 
pegging system· will limit enormously the possibilities of 
speculative manipulations and speculative raids. This will 

. win for Japan the financial prestige in foreign money centers. 
To sum up, in order to stabilize the Japanese exchange, 

three things are important. These are (I) to lower the 
general level of prices so that the purchasing power of the 
yen may be as high as that of the dollar oro£ the pound ster
ling, ( 2) to promote the visible and invisible trade so that 
the balance of international payments may turn favorable, 
and {3) to do away with the obvious and avoidable. sources 
of exchange speculation. Such a practice as pegging by 
means of exchange funds is not only injurious to foreign 
trade but also very expensive. The so-called traditional 
policy of encouragement of exports and repression of im· 
ports wa~ but one factor for exchange correctives. More· 
over, even in order to bring about this commodity balance 
of trade, the relative price situation must be first considered; 
otherwise it is impossible to promote trade. In Japan a 
credit control under some organized banking system is highly 
desirable. If these big things· are first accomplished, the 
small things, such as those advocated by the government, 
will be achieved, too, in due course. 



CHAPTER VII 

CoNCLUSION: TEsT. oF VARious FoREIGN 

ExcHANGE THEORIES 

I. THEORIES OF FOREIGN EXCHANGE 

ToDAY the Japanese are still following the Western the
ories. In matters of Foreign Exchange they have been more 
or less adhering to Goschen' s theory as their intellectual guid
ance in various exchange fluctuations. For in Goschen 1 they 
have found the net results of classical theories which some
how satisfied the credulous minds of :the Japanese before 
the War. · 

According to Goschen, 2 under . ordinary· circumstances 
where currency is stabilized, " interest of money, . a balance 
of debts over claims, panic, distance, and so forth, practically ' 
cause the exchanges to vary within a few per cent; a varia- · . 
tion of ten per cent owing to all these circumstances com
bined is considered something extraordinary and only occurs 
under rare combinations." For in most cases they are con
trolled by discount rates and their maximum fluctuations by 
the specie flow. 8 Of these elements, Goschen considers that 
(I) balance of indebtedness, and ( 2) interest rates are most 
important, and dwells much on them. According to him, 
an exporting country or a creditor country is likely to have 
"favorable" exchanges, because that country's money will 

1 Viscount G. G. Goschen, Foreign Exchanges (London, x86x), revised 
edition, 1863, and subsequent editions. 

1 G. G. Goschen, ibid.,. pp. 64-65. 
1 G. ]. Goschen, ibid., pp. 43-57· 

177 
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be dear or scarce in the exchange market; whereas a debtor 
country will ·suffer from adverse exchanges because that 
country's money will be offered redundantly in the market. 
But at the same time, high discount rates will attract money 
and check an outflow of specie. 

But apart from these commonplace doctrines of exchange, 
Goschen introduces another factor, a more important factor 
Jor our purpose here, namely, "the depreciation of the 
currency." As soon as this factor is introduced, exchange 
may sink and rise much below the specie points. As an 

- illustration of such instances, he cites slumps of so per cent 
in the Vienna and Russian exchanges during his day. He 
distinguishes, however, three principal types of such cases: 
(I)· where bullion exports are not prohibited but are diffi .. 
cult; (2) where bullion exports are totally prohibited; and 
(3) where one country is a silver-standard and the other a 
gold-standard country. 

Under the first situation the exchange will fluctuate "in 
proportion to the extent to which the prices of all purchas .. 
able articles-bullion included-are affected by the deprecia .. 
tion of the currency; in other words, in proportion to the 
discount ·of the paper money, or the premium on gold." 1 

Beyond that proportion, it will not fluctuate, for if it did, 
despite the premium, it would be less expensive to ship gold 
than to buy bills at such an unfavorable rate. In. the second 
case, where bullion exports are absolutely prohibited, Goschen 
finds that the limits on the fluctuations of the exchange are 
entirely removed. The price of bills of exchange is deter .. 
mined purely by their demand and supply alone. • In the 
third case, where trade is between a gold-standard and a 
silver-standard country, Goschen maintains that the par of 
exchange is established by the market ratio between the 

I Goschen. ibid., p. 6g. 
1 Goschen, ibid., pp. 7o-72. 
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metals themselves. But since there will be a constant change 
in the ratio between these two metals along with a constant. 
change in gold, as by supposition currency is depreciated, the 
limit of exchange fluctuations in this case is to the extent of 
the premium on gold. 

These surprisingly clear and exact explanations of 
Goschen, however, were not altogether satisfactory to us, 
especially after 1916. For· even under ordinary circum
stances, where gold was freely moving, we found that the 
exchange was not always a dependent, passive, determined 
factor, but sometimes an independent, active, determining 
factor; just as in the theory of prices, price is not 3.Iways . 
determined by demand and supply, but it sometimes deter
mines demand or supply. This was especially the case in 
the exchange speculation of 1924 and 1926. First the ex.; 
change went down; this influe~ced the prices of imported 
goods, as well as of exported goods. 

The control of exchange by a discount policy is also absent 
from our experience. High interest rates did hot always 
attract foreign capital. Although Goschen puts emphasis. on 
the mechanical balancing of interest rates and the balance 
of foreign trade, he seems to have neglected the importance 
of such factors as the transfer of funds, the creation of 
credits, the payment of ·debts, and speculation. Actually, in 
the Japanese case, ·these have been more important factors 
than the interest rate. In fact, Goschen presupposes in his 
theory the existence of certain financial and banking mech
anisms which Japan still lacks, and he asstul1es that every
body acts like an Englishman in the English market. 

But more serious difficulties arise when it comes to his 
discussion of depreciated currencies. Goschen identifies, 
when paper is. depreciated, the premium on gold with the 
level of prices. But in Japan such was not always the 
case. The premium on gold did not always coincide with 



180 lAPAN'S FOREIGN EXCHANGE 

the level of prices as measured by paper money. To 
illustrate, while the external value of the yen remained 
nearly constant, its internal value began to depreciate 

. just a few months before the gold embargo was estab· 
lished. · Conversely, while the internal value of the yen re
mained fairly constant in 1924, its external value depre· 
ciated beyond comparison. 1 

· Moreover, under such circumstances, the gold flow was 
not the only adjuster of ex~hange rates. In Japanese ex· 
change, at least, the transfer of funds has played a far more 

-important role than the specie flow. 
On the whole, Goschen confines himself to an analysis of 

the. London exchange market of his day, and deduces the 
principle that the rates of exchange are determined by de· 
mand and supply of exchange bills. He has never gone far 
enough to analyze all those factors that influence the demand 
and supply of exchange bills. This defect of Goschen be· 

. comes more conspicuous when we try to apply his theory to 
the recent depreciated currency situation. Demand and 
supply mus.t be explained in detail by the best of our modem 
business knowledge. · 

Such attempts have been made by such men as George 
Qare,a and Franklin Escher.' George Qare, for instance, 
brings out exhaustively in his book three main influences 
which directly affect the supply and demand of exchange 
bills ; these are ( 1 ) trade influence, ( 2) stock exchange in
fluence, and (3) banking influence. Under these three in
fluences are included ( 1) imports and exports, ( 2) freights 

• More familiar cases were England. France, Italy and Germany during 
191!) to 1921. See Edgar S. Furniss, Foreign Exchonge, Cambridge, 
1922, p. 59-
. 1 George Oare, The A B C of the Foreign Exchange, ts practical guide, 
London. I89z, 5th edition. 19II. 

· 1 Franklin Escher, The Elements of Foreign Exchonge; ts- foreign ex· 
change primer, New York, 1910, sth edition, 1916. 
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and the like, (3) securities, (4) interest on loans, (S) 
credits, (6) arbitrage, and (7) ·investments. But that wa~ 
all. He never went beyond that. And· so during the wa~ 
and after the war when exchanges were greatly dislocated, 
the more serious thinkers could not understand what deter
mined the exchange rate between two independent, depre
ciated countries. The Japanese were no exception. The 
ordinary European or American text-books on Foreign Ex
change completely lacked an adequate answer to the prQb
lem. At this time Professor Gustav Cassel's purchasing
power-parity theory appeared, and was received at first with 
amusement 1 but later with admiration,2 then followed by 
argument both for and against. 

2. CASSEL'S THEORY OF THE PURCHASING POWER PARITY 

In order to be just to Cassel and to understand the theory 
rightly, we must come to his celebrated book, Money and 
Foreign Exchange after 1914,8 for in it we see his latest 
and presumably the final form of his presentation. All other 
sources must be subordinated to it. 

Cassel's first and most important task as presented in this 
book is to understand the principal reason as to why foreign 

1 Gustav Cassel, "The Present Position of the Foreign. Exchang~," 
Economic Journal, March, ·1916, pp. 62-65; Sept, 1916, pp. 319-32,3; 
11 Depreciation of Gold," Economic Journal, Sept, 1917; "Abnormal 
Deviations of International Exchanges," Economic Jo~r~,. Dec.,. 1918; 
11 Depreciation of the Mark," Economic lot~rnal, Dec., 1919- "Some 
Leading Propositions for an International Discussion of the World's 
Monetary Problem," The Annals of lhe Am. Acad. of. Pol. ond So1ial 
Science, May, 1920, pp. 259-267. · ' 

1 His first memorandum for the Brussels International.Monetacy Con.. · 
ference, written June, 1920, and his second Memorandum for the Financial 
Committee of the League of Nations, written Oct, 1920, were rec~ed 
with much admiration for his insight and labor. Later these ·were p~b
lished as World's Monetar:y Problems: Two Mrmoranda, London, 1921. • 

1 Originally published in London, 1922. · 
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exchanges, during the war, and especially after the war, were 
dislocated. In order to answer the question, he ~rst analyzes 
the demand and supply of exchange bills. Of the demand 

· he says, "our wiiiingness to pay a certain price for foreign 
money· must ultimately and essentially be due to the fact 
that ·this money possesses a purchasing power as against 
commodities and services in that foreign country." 1 That 
is, we demand foreign bills, principally because of their 
purchasing power. Likewise, of the supply, he says, "when 
we offer so-and-so much of our own money, we are actually 

- offering a purchasing power as against commodities and 
services .in our own country." That is, when we offer our 
bills, we are really offering our purchasing power. There
fore, he. concludes that the exchange rate is "mainly de
pendent on the relative purchasing power of the two Curren
cies in their respective countries." 1 

But this is only" a first and rough approximation." The 
fact that one had a foreign currency does not imply that one 
has, within one's own country, direct disposal over these 
commodities and services in that foreign country. One has 

. to meet many difficulties such as divergencies in trade, trans
port, customs, etc. But apart from such temporary devia
tions, the relation of one inflated currency to the other re
mains intact and is best expressed by the relative purchasing 
powers. That is, suppose in country A the inflation went 
from 100 to 320, while in cotmtry B the inflation was only 

from 100 to 240. The relation. of the two currencies is ;:~ 
for A, or 320 for B. In other words, the purchasing power 

240 

of· A's· currency is now 75 over against B's IOO, or A's 
cutTency lost its purchasing power by 2 5 per cent in respect 

1 Gustav Cassel, Money and Foreign Exchange after 1914. New York 
edition, 1925, p. 138. 

1 Cassel, ibid., p. 139-
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to B's currency. This relation of two currencies is called, 
according to Cassel, the purchasing power parity, because it 
is the parity of two purchasing powers. The parity or the· 
rate thus calculated represents a new parity, and is regarded 
by Cassel as a normal or real ratio between two currencies 
around which, in spite of · all temporary fluctuations, the 
actual exchange rates tend to move.1 

This is Cassel's main proposition. The corc:>lla~es deriv
able from this proposition are, (I) the rate of exchange will 
not fall indefinitely, but. will be equalized through inter
national trade in accordance with the purchasing power 
parities, though abnormal, temporary deviations may occur, 
caused by (a) various restrictions in trade, (b) distrust in 
the future of the monetary standard or speculations, (c) the 
exports of capital or transfer of funds, (d) the failure of 
export prices to reflect the general price level closely, and 
(e) the deviation between the wage level and the general 
level of prices.1 (2) Since the purchasing power parities 
are controllable mainly by the discount policy, the nations 
should exert their efforts toward this end, esPecially the 
United States, whose money is now the standard of all cur
rencies. 

Having stated the theory, let us now examine it. The 
most usual objection that we find in Japan is against its 
~1atistical basis. Perhaps the most typical of such objections 
is the one raised by Dr. Y •. Takada of Kyushu Imperial 
University. In order to dispose the validity of the theory, 
he made a practical comparison between the Japanese-British 
parities and Japanese-French parities, and contrasted them 
with the actual exchange rates. Then he ha.stily_ complains 
that there was no close correlation in either of the two ex-

1 Cassel, ibid., pp. IJ9-I40, also p •. 156. 
1 Cassel, ibid., pp. 147-158. 
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periments.1 But his experiments were entirely inadequate 
to draw any definite conclusion. For he examined only a 
short period of hardly two and a half years, not by taking 
monthly averages, but by taking only a certain three months 
of the year which seemed best for his (Takata's) purposes. 
Such a comparison is itself statistically out of the question. 
But even in his case, the quotients of the two prices moved, 
,speaking very roughly, in favor of correlation rather than 
of divergence. 

Other critics doubted (a) the existence of the relation of 
the volume of note issue to the level of prices, and (b) that 
of general prices to the domestic prices. Regarding the first 
issue, this is clearly a case of misunderstanding. For Cassel 
explains the rise of prices not only by the expansion of notes, 
but also of private credits, where checks and bills are mostly 
used. " The primary cause is ·the artificial creation of the 
fresh purchasing power. This produces a rise in prices, and 
the rise in prices in tum renders necessary a proportional 
increase in the quantity of currency." 2 But for historical 
interest, ~ the Japanese are still using comparatively more 
notes than the Westerners, the writer has made a chart in 
which Japanese prices and the volume of bank notes are 
compared for the same period from 1914 to 1926, and found 
that . there was a rather close correlation between the two, 
especially up to March, 1920, after which the two curves 
diverge more. . On the whole, therefore, the above charge is 
groundless. 

Regarding the second charge, critics argue that the prices 

I Y. Takata, "Cassel's Theory of Foreign Exchange," The Keizai 
Ronso, VIII, No. 2; A Stucly of Economics, Tokio, 1924, pp. 725-737. 
The present writer was one of the first who introduced the theory into 
Japan. S. Y. Furuya, "Some criticisms on Cassel's theory of Foreign 
Exchange," The Journal of Banking (Ginko Kenkyu), Feb., 1923-

1 Gustav Cassel, Money and Foreign Exchange after 1914. New York 
edition, 1925, p. 28. 
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of international commodities are different from those for 
purely home consumption. This charge is also strong in th~ 
United States where these prices diverge a great deal.1 But 
with us the charge is rather imaginary than real. In the 
case of American foreign. trade, the ratio of foreign trade 
to domestic trade, for instance, in 1919, was only about 
ten per cent, 2 whereas in Japan in that same year the ratio 
was 46 per cent. • Moreover, this comparatively more 
important foreign trade of Japan largely depends upon 
the export of raw silk and silk tissues, which· in tum 
altogether made up in 1925, for instance, 43 per cent 
of the total exports .. But the production of raw silk does 
not depend upon international element. Its cost of pro
duction is largely dependent on foodstuffs and wages. And 
wages in the country are in the long run largely expended 
domestic commodities. Therefore it ·is wrong to allege 
that this point is one of the fundamental defects of the · 
theory. It would be far better for the critics to point out, 
for instance, some of the statistical defects in the structure 
of the Bank of Japan's index number. But as to the weight 
alone, it makes no vital difference whether it is weighted or 
unweighted, as already shown.~ 

1 Wilhelm Keilhan, " The Valuation Theory of Exchange," BcoMmlc 
Journal, June, 19.25, pp. 2.21-232; G. W. Terborgb, " The Purchasing 
Power Parity Theory," Journal of Political EcoMmy, April, 1926, 
pp. 197-209-

2 B. M •. Anderson, in The Income of the American People and the Ratio 
of Foreign Trade to Domestic Trade, 189o-1924, The Chase National 
Bank, New" York, Jan., 1925, p. 4 claims Ig.s%. 

I 

• This figure was arrived at by the writer by the same method as em-
ployed by Anderson, basing, however, on the National Wealth of Japan 
as reported by the Government at the request of the League of Nations. 
The Japan Year Book for 1926, Tokio, p. 423· See also Mr. K. Kodama's 
figure, supra, p. 175· · 

• See page III and also Chart IV. 
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periments.1 But his experiments were entirely inadequate 
to draw any definite conclusion. For he examined only a 
short period of hardly two and a half years, not by taking 
monthly· averages, but by taking only a certain three months 
of the year which seemed best for his (Takata's) purposes. 
Such a comparison is itself statistically out of the question. 
But even in his case, the quotients of the two prices moved, 
speaking very roughly, in favor of correlation rather than 
of divergence. 
~ Other critics doubted (a) the existence of the relation of 
the volume of note issue to the level of prices, and (b) that 
of general prices to the domestic prices. Regarding the first 
issue, this is clearly a case of misunderstanding. For ~assel 

· explains the rise of prices not only by the expansion of notes, 
but also of private credits, where checks and bills are mostly 
used. " The primary cause is the artificial creation of the 
fresh purchasing power. This produces a rise in prices, and 
the rise in prices in tum renders necessary a proportional 
increase in the quantity of currency." 1 But for historical 
interest, as the Japanese are still using comparatively more 
notes than the W estemers, the writer has made a chart in 
which Japanese prices and the volume of bank notes are 
compared for the same period from 1914 to 1926, and found 
that there was a rather close correlation between the two, 
especially up to March, 1920, after which the two curves 
diverge more. On the whole, therefore, the above charge is 
groundless. 

Regarding the second charge, critics argue that the prices 

• Y. Takata, "Cassel's Theory of Foreign Exchange," The Keizai 
Ronso, VIII, No. 2; A Study of Economics, Tokio, 1924. pp. 72.5·737· 
The present writer was one of the first who introduced the theory into 
Japan. S. Y. Furuya, "Some criticisms on Cassel's theory of Foreign 
Exchange," The Journal of Banking (Ginko Kenkyu), Feb., I92.J. 

1 Gustav Cassel. Money and Foreign Exchange after 1914. New York 
edition, 192.5, p. 28. 
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of international commodities are different from those for 
purely home consumption. This charge is also strong in the · 
United States where these prices diverge a great deal.1 But 
with us the charge is rather imaginary than real. In the 
case of American foreign trade, the ratio of foreign trade 
to domestic trade, for instance, in 1919, was only about 
ten per cent/' whereas in Japan in that same year the ratio 
was 46 per cent. a Moreover, this comparatively more 
important foreign trade of Japan largely depends upon 
the export of raw silk and silk tissues, which in tum 
altogether made up in 1925, for instance, 43 per cent 
of the total exports .. But the production of raw silk does· 
not depend upon international element. Its cost of pro
duction is largely dependent on foodstuffs and wages. And 
wages in the country are in the long run largely expended 
domestic commodities. Therefore it · is wrong to allege 
that this point is one of the fundamental defects of the 
theory. It would be far better for the critics to point out, 
for instance, some of the statistical defects in the structure 
of the Bank of Japan's index number. But as to the weight · 
alone, it makes no vital difference whether it is weighted or 
unweighted, as already shown.' 

1 Wilhelm Keilhan, " The Valuation Theory of Exchange," EcoMmic 
Journal, June, 1925, pp. 221-232; G. W. Terborgh, ccThe Purchasing 
Power Parity Theory," J oumal of Political Economy, April, 1926, 
pp. 197-209-

2 B. M •. Anderson, in The Income of the American People and the Ratio 
of Foreign Trade to Domestic Trade, 189o-1924, The Olase National 
Bank, New' York, Jan., 1925, p. 4 claims 19-5%. 

• This figure was arrived at by the writer by the same method as em
ployed by Anderson, basing, however, on the National Wealth of Japan 
as reported by the Government at the request of the League of Nations. 
The Japan Year Book for 1926, Tokio, p. 423- See also Mr. K. Kodama's 
figure,supra,p. I75· · 

'See page III and also Olart IV. 
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· On the other hand, according to our survey as represented 
by Chart III, VIII and XI, in which monthly averages were 
taken for the determination of purchasing power parities 
over the period of thirteen years, 1914-1926, the following 
1·elationships were clearly shown: ( 1) When purchasing 
power parities moved favorably during the War,1 the trend 
of yen exchange was also moving above par; but when the 
trend of parities went down in the next period,1 the trend 
of exchange moved likewise below par, and when the parities 
began to improve after the beginning of 1925~ the actual 
exchange also moved toward par.• This shows that, aJ .. 
though there was no close correlation between the two at a 
point of time1 yet in the long run there was a sort of corre
lation between the two movements. (2) The sequence of 
events was, first, the movement of the purchasing power 
parities of the yen; then the movement of the balance of 
payments, represented by the balance of trade; and lastly, 
the movement of the exchanges. From the poinlt of view of 
a short-time analysis, however, certain exchange movements,· 
such as· the fall of 1924 and the rise of 1926, reacted on 
prices and trade considerably. (3) The above sequence of 
events was made possible, and the equilibrium of indebted
ness was maintained, largely through (a) international trade, 
and, in a less degree, through (b) invisible trade, and (c) 
capital movements. 

The two· last statements need a little more explanation. 
The sequence of events was first characterized by a steady 
upward or favorable movement of purchasing power parities 
in the middle of 1914. Almost a year later this was fol
lowed by a favorable balance of ttrade. And nearly half a 

· 'Ow1 III, p. 98; the period of 1914-1918. 

'Chart VIII, p. 123; the period of 1919-1923. 

• Chart XI, p. 149; the period of 1924-1926. 
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year later the exchanges crossed par and steadily went up.1 
The purchasing power parity reached its peak . in Mar~ · 
1917, while the excess of exports reached its peak in May, 
1917 and the invisible balance of trade still lagged more, 
reaching its peak in 1918.·2 The capital movement also 
reached its peak, in favor of Japan, in 1918! The exchange 
was last, reaching its peak in January, 1919. _ 

The downward movements were also in the same order. 
The purchasing power parity started to decline steadily after 
~!arch, 1917, crossing the 100 line in September, 1918, and 
reaching its bottom in October, 19~1! This was followed 
by the unfavorable balance of trade after the beginning of 
1919, reaching a first low point in April, 1920 and the low
est point in ~!arch, 1924, while the invisible trade was grad
ually declining, reaching its minimum receipt in 1922,5 and 
the capital movement reached its· heaviest borrowing in 
1924.• The exchange which began to decline after Januaiy, 
1919, became unfavorable only after January, 1_920. · The 
biggest slump came in October, 1924, although this slump, 
as well as the recovery in I 926, was more due to exchange 
speculation. 

'\Vithout such a general description of the long-run trend 
analysis, the purchasing-power-parity theory has no meaning 
in the history of Japanese exchange. But interpreted thus, 
it is perhaps the only explanation of how and why the Jap
anese exchange fluctuated to so high a point at one time and 
to so low a point at another time. That is to say, the theory 
is workable only in long-run lterms, just ·as in the price 

1. See Chart III, p. 98-
2 See the Table of Japan's invisible trade during the War, p. 62, 
a See the Table of Capital movement during the War, p. 64-
6 See Chart VIII, p~ 123. 
s See the Table of Invisible Trade after the War, p. us. 
&See the Table of Capital Movement after the Earthquake, p. I# : 

'-. 
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theory, prices are detennined in the long-run by the cost of 
production. But for short-time fluctuations, a somewhat dif-

. ferent explanation must be sought. The purchasing-power
parity theory cannot withstand the shortcomings of index 
numbers; especially with respect to their base-year and the 
price-structure, as an indicator of temporary fluctuations of 
exchange. For exchange is perhaps the most sensitive price 
in the whole world, while an index number is but a rough 
approximation of the internal average value of a currency. 

-How can two things of such different nature coincide? 

3• KEYNES' REVISION 

But before we pass to the opposite theories, J. M. Keynes' 
revision of Cassel's theory is noteworthy. His book, A· Tract 
on Monetary Reform (London, 1923), came a year later 
and criticizes Cassel's theory at certain points. According to 
Keynes, (I) a " currency's internal purchasing power de
pends on the currency policy of the government and the 
currency ~bits of the people. ..•• (2) A currency's ex
ternal purchasing power must be the rate of exchange be
tween rthe home-currency and the foreign-currency, multi
plied by the foreign-currency's purchasing power in its own 
country. (3) In conditions of equilibrium the internal and 
external purchasing powers of a currency must be the same, 
ailowance being made for transport charges and import and 
export taxes •••. (4) It follows, therefore, from (i), (2) 
and (3) that the rate of exchange between the home-currency 
and the foreign-currency must tend 1 in equilibrium to be the 
ratio between the purchasing powers of the home-currency 
at home and the foreign-currency in the foreign country. 
This ratio between the respective home purchasing powers 
of the two currencies is designated their purchasing power 
parity." 2 This is substantially the same that Cassel would 

• The italics are mine. 
• ]. M. Keynes, A Tracl on Monetary Reform, London, 1924, p. 88. 
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swnmarize today. But he goes on further to revise some 
of the minor points. The first is the choosing of the base
year, generally the year 1913, as the year in which the eco
nomic situation particularly ~n regard to transport and cus
toms is to be taken as normal or standard, to which the 
comparison is made with other years. Naturally the pur
chasing power parity will be gr~tly affected according to 
what base year is taken. 

Another difficulty according to Keynes is how to treat 
purchasing power over goods and services which do not 
enter into the international trade at all. Everybody knows 
that there is a divergence between indices of imported goods 
and exported goods. 1Ioreover, labor and capital do not 
move freely between domestic and international industries. 
Yet in the purchasing-power-parity theory only the general 
leYel of prices is used. Therefore, Keynes concludes that if 
" we follow the ordinary practice of fixing purchasing power 
parity by comparison of the general purchasing power of a 
country's currency at home an.d abroad, then we must not 
infer from this that the actual rate of exchange ought to 
stand at the purchasing power parity, or that it is only a 
matter of time and adjustment before the two will return to 
equality. Purchasing power parity, "thus defined, tells us an 
important fact about the relative changes in the purchasing 
power of money in (e. g.) England and the United States 
or Germany between 1913 and, say, 1923, but it does not 
necessarily settle what the equilibrium exchange rate in 1923 
between sterling and dollars or marks ought to be." 1 

Therefore, it is wrong, according to Keynes, to regard the 
purchasing power parity as if it were a rigid, accurate fore
caster of actual exchanges; but it is a more trustworthy 
indicator in the long run. 

Regarding these points, Cassel is not very clear except 

Keynes, ibid., pp. 94-95-
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that he makes an allowance for the temporary deviations. 
Nor does he differentiate between the short-run analysis and 

·the long-run analysis. Keynes is, therefore, entitled to his 
reVIs1on. For the short-run analysis Keynes is of the 
opinion that reparation payments, financial deficits, seasonal 
trade balances, etc., are more responsible for exchange fluc
titations.1 But Keynes himself is not clear when he says, 
" in the long run" the purchasing power parity is·" a more 
trustworthy indicator," how long a time has he in mind. 

··Is it ·a week, month or year? Is i't a seasonal trend, yearly 
trend or cyclical? He is utterly vague at this important 
point.· 

4· VARIOUS OPPOSITE THEORIES 

Although Keynes revises Cassel's theory, yet his funda
mental proposition belongs to Cassel. Somewhat the same 
attitude is taken by nearly all English economists. For in-

. stance, Professor Edwin Cannan says : " I am entirely in 
agreement with Professor Cassel's explanation of the gen
eral level of prices and of what is called the ' dislocation of 
exchanges.' . • . As to remedies, also I am in agreement 
with him. I am oniy inclined to add a little without taking 
away anything." 2 Professor A. C. Pigou, although it is 
true that he doubts the necessary relation between the do
mestic and international commodities, yet fundamentally 
agrees with Cassel and asserts that the" norm" of the ex
change rates tends to move with, and to be governed by, the 
quotient between relative general price levels. • Others, like 

1 Keynes, ibid., pp. 97, uq, III, 112. 

1 Edwin Cannan, Comments on Professor Cassel's Article, in a sym
posium entitled "The World's Monetary Problems," The Annals of 
the American Academy of Political and Social Science, May, 1920, pp. 
283-4-

• A. C. Pigou, "Some Problems of Foreign Exchange," Econ. lour., 
1920, pp. 462-463- "The Foreign Exchanges," Quarterly Journal of 
Economics, Nov., 1922, pp. 62-67. 
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T. E. Gregory/ D. H. Robertson 2 and Hubert C. Walter.• 
write in the same tone, with perhaps the single exception· 
of A. W. Flux.' 

In America, on the other hand, nearly all economists who 
have expresed their opinions regarding the theory are op
posed to it, except Professor Irving Fisher,11 who unre
servedly supports the price-parity doctrine. Particularly 
noteworthy are those objections made by Dr. B. M. Ander
son:' Professor James W. Angell,' and G. W. Terborgh.' 
On the whole, these objectors who make their arguments 
more or less from a theoretical standpoint point out the 
statistical defects of the quantity theory and defects in the 
formation of purchasing power parities, and put their stress 
on those very things Cassel took rather as an allowance for 
temporary deviations. · 

1 T. E. Gregory, Foreign Exchange1 before1 during and after the War, 
London, 1922, pp. 87-93. 

1 D. H. Robertson, Money, New York, 1922, p. I37· 
1 Hubert C. Walter, Foreign Exchange and Foreign Debts, London, 

1926, p. 153, passim. 
'A. W. Flux, Foreign Exchange, London, 1924-
1 Irving Fisher, in The World's Monetary Problems (cited above), 

p. 276. Among the business men, S. Stern is perhaps the strongest advo· 
cate of the price-parity theory, although he does not state it in terms of 
Cassel or Keynes. S. Stern, The Foreign Exchange Problem, Columbia 
Trust Co., New York, 1921. 

• B. M. Anderson, in The World's Monetary Problems (cited above), 
pp. 268-273, makes objections chiefly to the quantity theory on which the 
doctrine is based, assuming however, Cassel's quantity theory is similar 
to Fishers. 1 

' 

' ]. W. Angell, in The Theory of International Prices, Cambridge, 
1926, pp. 188-190, objects from two grounds: as a short-time analysis, 
the theory is not true; as a long-run analysis, the theory loses meaning 
since it does not seriously consider the more vital elements of fluctuations 
under the good name ·of allowance for temporary deviations. 

8 G. W. Terborgh, "The Purchasing Power Parity Theory," The Jour
nal of Political Economy, April, 1926, pp. 197-209. 
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Quite differ~t from the above are the objections based 
on some concrete observations made by the American econo
mists. Professor Williams in his survey of German exchange 
and Professor Angell in his survey of British exchange both 
arrive at the opposite conclusion. According to J. H. Wil
liams,1 the German collapse of 1921 was neither due to the 
excessive issue of paper money nor to budget deficits, but 
due primarily to reparation payments. According to him, 
the sequence of events was, first, reparation payments; 

.. second, depreciation· of exchange; third, general rise of 
prices headed by international commodities; fourth, conse
quential budgetary deficits and increased demand for bank 
credit; and lastly, increased note issue.' Likewise, J. W. 
Angell 1 asserts that,. the English data cast a good deal of 
light on the purchasing-power-parity theory. They show 
that the order of exchange which that theory expects was on 
the whole reversed here, not confirmed. The exchanges 
moved first, then prices, and last of all the note circulation." 
He accounts for fluctuation of exchange by general specula
tion. But he does not say what are the causes for general 
speculation. Thus the American economists, on the whole, 
are quite opposed to the theory on the ground that for the 
short-run inteq)retation of the theory it is far from the con
crete facts, and for the long-run analysis, to take away those 
elements of "temporary deviations" is virtually the same 
as to squeeze the theory into a meaningless and valueless 
entity. It is, however, a great irony to find that the U. S. 
Tariff Commission and the U. S. Senate Commission on 

]. H. Williams, "German Foreign Trade and the Reparations Pay
ments," Quarterly Journal of Economics, 1922, pp. 502-3. 

• But the chief defect of Professor Williams's exposition, according to 
Professor Angell, was that he did not stress sufficiently the effects of 
speculation and anticipation. ]. W. Angell, ibid., p. 19,5. 

1 J. W. Angell, ibid., p. 430. 
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Gold and Silver Inquiry, having investigated more or less 
the same data, seem to believe in the price-parity doctrine 
unreservedly. Their method of investigation closely follows 
the line of thought of Cassel's theory.1 

While Professor Cassel's theory is thus being tested and 
re-tested in England and America, the Continental writers 
seem to be less interested in it. Dr. J. Van Walre.de Bordes 
in The Austrian Crown seems to have written a standard 
work which makes a careful test of the price-parity theory. 
Dr. Bordes, who refers constantly to the latest works ·of 
Cassel and Keynes, after having examined the Austrian 
financial and exchange situation since 1914, arrives at a 
conclusion totally different from that inferable from Cassel. 
The collapse of the Austrian crown, both during and after 
the War, was wholly due to the lack of confidence on the 
part of foreigners as well as the people of Austria them
selves. The lack of confidence, in turn, was due to " the 
rise of rates of exchange, the rise of prices, the.increase of 
the velocity of circulation of money, the use of foreign notes· 
as means of payment in Austria. 2 Thus the ordinary inter- · 
pretation of Fisher's equation of exchange 8 is contradic
tory to his findings. According to him, in Austria, "during 
a period of heavy depreciation, the prices were influenced 

lchiefl.y by an outside factor, the foreign exchange rates, and 
were therefore no longer a mere passive element in the 

1 U. S. Tariff Commission, Depreciated Exchange and International 
Trade, Washington, 1922, pp. i, ii, 12, 16. U. S. Senate Commission on 
Gold and Silver Inquiry. Foreign Currency and Exchange Investigation, 
Series 9, Washington, 1925, vol. i, pp. xv, 35, 37-39, passim; vol. ii, pp. 
22-23, 48, 69, 93, 118, 156, et seq., passim. 

2 J. van Walre de Bordes, The Austrian Crown, London, 1~4, p. 197. 
3 He modifies Fisher's formula M x V' + M' x V' to P x G x S; 

G being the average· quantity of goods in circulation and S being the 
average velocity of circulation of goods. He asserts that the casual 
relations between the two sides of the equation are mutual and inde
pendent. de Bordes, ibid., pp. 154-178. 
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equation of exchange. Thus during the period of severe 
depreciation we see in Austria, first a rise in the rates of 

· exchange, secondly a rise of prices, and only as a final de~ 
velopment an increase of the note circulation, the very con~ 
verse in fact of what might have been expected according 
to the ordinary quantity theory and the purchasing-power
parity theory." 2 Accordingly he suggests an amendment to 
the purchasing~power-parity theory by saying that the theory 
should state that "during periods of depreciation, the rates 

-of exchange tend to coincide, not with the actual, but the 
expected future purchasing power parity.n 1 In other words, 
the foreign exchange market, according to him, may be so 
completely dominated by speculation and movements of 
capital that the rates of exchange may move independently 
of the purchasing power parity, i. e. of the price levels. 

But like most objectors to the parity theory, he does not 
go a step further and analyze what are some of the elements 
that make for speculation and movements of capital. Nor 
does he make a distinction between the short-run trend and 
the long-run trend of the exchange movements, a distinction 
which is very important in any price analysis. 

Outside of de Bordes, those in Europe who have made a 
careful study of the recent foreign exchange problems 
worthy of mention here along with other authorities (not to 
mention various doctor's dissertations which are more or 
less of classical thought) are Professors Charles Rist 8 and 
Bertrand Nogaro ~in France and Dr. Karl Diehl 6 in Ger
many. 

1 de Bordes, ibid., p. 198. 
1 de Bordes, ibid., pp. I98-I99· 
1 C.].llit, Lo deflation en pratique, Paris, 1924 
4 B. Nogaro, Lo monnaie et les phenomenes contemporains, Paris, 1924-

1 Karl Diehl, Uber Fragen des Geldwesens und der Valuta wahrend des 
Krieges und nach dem Kriege6 Zweite Au£1., Jena, 1921. 
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Professor C. Rist, after havirig made a survey of "the , 
English, American, French and Czecho-Slovakian exchanges 
from 1919 to 1923, concludes that the causes of present alJ.i 
normal dislocation o £ exchanges are found in the financial 
dislocation of the countries involved. Prices and exchanges 
are both the result of certain budgetary disorganization. 
According to him, the increase of money due to budgetary 
needs is the cause of high prices and of dislocated exchanges; 
but when exchanges are already dislocated and prices are , 
already high, exchanges may become a cause of further in
crease of money.1 But since the general cause of deprecia_. 
tion lies in the budgetary situation, the recovery of ex
changes may be attained only through the equilibrium of the 
budget. But Professor Nogaro holds a somewhat different 
position. According to him, the exchange depreciation was 
largely due to speculation. And he considers that exchange 
depreciation first took place. This was then followed by the 
change in the price-situation. To re-enforce these statements 
N ogaro illustrates the post-war conditio~ of France, Ger
many, England, Czecho-Slovakia and Austria. 

Thus Rist and N ogaro are opposed to the purchasing
power-parity theory. But when they come to their own 
theory, they differ from each other. In reading them, one 
cannot but feel that at least one account of causation, par
ticularly from exchanges to prices, is most dubious, for 
contradictory. opinions regarding the same facts cannot be 
both right. 

In Germany most writers are anti-quantity 'theorists. In. 
regard to the recent exchange problems, Dr. Karl Diehl's 
position niay be taken as representative of the German 
opinion. According to him, the chief cause of the deprecia
tion of the German exchanges has not been the depreciation 
of currency itself, but the adverse balance of trade and pay-

1 C. Rist, ibid., pp. II3-IJO. 
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ments. In other words, according to him, the primary cause 
is the balance of payments; the secondary cause is the depre-

. ciation of currency. The other causes, such as speculation 
and political influences, are the result of and attached to the 
primary cause.1 He reaches this conclusion by, first, ex
amining the German foreign trade with the neutral countries 
.in the beginning of the War; and, second, by ascertaining 
the one-sided payment; and, lastly, by alleging speculation 
and political events! Thus he opposes Cassel's early formu
lation of an "inflation" theory,• and rather takes the scarcity 
of commodities as the chief cause of high prices and hence 
theunfavorable balance of payments.• But as he does not 
present any extensive statistical verification to prove his case, 
and as we are presented with contradictory interpretations 
by other authorities, we are puzzled whether we should fol
low his line of thought or Cassel's, or even Nogaro and 
de Bordes's line of thought. None of these is quite con-
vincing. 

· On the .other hand, the survey of the Japanese yen above 
clearly reveals that the factors connected with exchange 
fluctuations are many and of two classes, one being of a 
temporary and the other of a more permanent character. 
One is governed by speculation, selling and buying of ex
change funds, and transfer of funds, while the other is 
guided by the purchasing power parity. In the former case, 
exchange often reacts on prices. But this is only for a 
short-time interval. In the latter case or in the long run, if 
the trend of purchasing power parities long favors Japan, 
the exchange is largely governed by the relative prices 

· 1 Karl Diehl, ibid., s. as. 
1 Karl Diehl, ibid., SS. 39-52. 
• Gustav Cassel, Deutchland$ wirtschaftliche Widerstandskraft, Berlin, 

1916, S. 133, cf. K. Diehl, ibid., S. 53, passim, SS. 66-86. 

' Karl Diehl, ibid., S. 67. 
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through the balance of internationat payments. Such a dis
tinction seems to be imperative in explaining the J apariese 
yen fluctuations, although in reality the two classes of' fac-
tors are interdependent. · 

5· COI'iTCLUSION 

To recapitulate the results obtained: we have seen that 
there are at least six theories of Foreign Exchange that are 
still advocated today. These are that the recent dislocation 
is due to: 

(I) The balance of trade (usually takes the form cit ex-
cess of imports over exports). · · · . 

( 2) The balance of payments (usually takes the simple 
form of demand and supply). 

( 3) The purchasing power parity (this again differs be- · 
tween Cassel's form and Keynes' form). 

(4) Speculation. , 
(5) The balance of payments and speculation (this again 

differs according to each writer, but is chiefly advo-. 
cated by the American economists, especially by men 
like A. A. Young, J. H. Williams and J. W. Angell). 

( 6) Above, ( 3) and ( 5) (this is to be advocated by the 
writer in this conclusion). · · 

These theories differ from each other in respect to (a) 
factors in exchange fluctuations, (b) the sequence of events, 
and (c) the time involved. Let me re-state each briefly, and 
then establish the theoretical basis o_f my conclusion. 

(I) Balance of trade (or excess of imports over ex· 
ports). T. E. ~regory thinks that " exchange experts at 
the present time divide themselves into two camps : those 
who think that the exchanges are dislocated because of in· 
flation, and those who think that they are dislocated because 
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of • an excess of imports over exports'." 1 But those who 
think that the exchanges are dislocated because of adverse 
trade are comparatively few today among the economists, 
although among business men and bankers there are still 
found many of this type. This simple form of classical 
tenet is more true of the backward and small country whose 

·relatively small international indebtedness consists chiefly of 
commodity trade and of few transfers of funds. Applied to 
the modem progressive states, the balance of trade is only 
one item of the bafance of payments; it alone cannot deter
mine tthe exchange. Moreover, it is doubtful whether the 
adverse trade balance is a cause or an effect of exchanges. 
One cannot always explain the exchange fluctuations in terms 
of balance of trade. 

(2) Balance of payments (or a simple form of supply 
and demand). Many text-books on Foreign Exchange have 
been written even since 1914. But only a few aim to give 
answers to the modern exchange phenomena. Most text
books give a scant explanation of the demand-and-supply 
theory~ That exchange is determined by demand and supply 
of bills of exchange in the market is of course true, and will 
hold for actual cases as far as their statement goes. But 
iny complaint is that they do not go far enough. What are 
the forces working behind demand? And what are the 
forces acting behind supply? How do they work in the 
short run? In the long run? Are the exchanges always 
determined or are they determining? What relation have 
they to the general level of prices or to the internal value of 
money? The ten-books, without giving some explanation 
to these questions are certainly antiquated, at least, for the 
JJse of up-to-date students of international banking. 

(3) The purchasing power parity. The theory of the 
1 T. E. Gregory, Foreign Exchange before, during and after the War, 

Oxford, 1922, Preface, p. 7. · 
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purchasing power parity as it is left by Cassel is ltoo vague 
for any practical application. Keynes' revision is, therefore; 
noteworthy. The price-parity doctrine as a short-run expla
nation is misleading. The .calculated parities do not coincide 
with, nor move closely with actual exchanges. As a long-run 
explanation it is meaningful. It does explain the general 
tendencies of exchange movements. But Keynes js not clear 
as to how long a time is involved in such long-run analysis. 
On the whole, he seems to be too optimistic with the prac
tical application of the theory. On the dther hand, to reject 
the theory entirely is to ignore a great contribution that 
Cassel so opportunely made. 

( 4) Speculation. Certain economists and government 
officials are always eager to emphasize the element of specu
lation more than its due amount. Indeed, speculation has 
been made the scapegoat for the rise in foreign exchanges or 
for the fall in the international value of the home currency, 
in much the same way that speculators in commpdities have 
been accused of causing a general rise in commodity prices 
within a country. Speculation may be predominantly and' 
often is the cause of fluctuations for a short time, especially 
when political, economic and fiscal conditions are not settled. 
But it is evident that it cannot be the sole cause of exchange 
fluctuations for all time and all places. The causation is nat 
always from exchanges to prices, but it may be the other 
way. On the whole, the monistic view of causation in the 
field of economic law is most dangerous, as by nature eco
nomic law is the combination of historical law and natural 
experimentallaw.1 

(5) Balance of payments and speculation. This is the 
most ordinary form of the theories of the objectors to. the 
price-parity doctrine. Professor J. W. Ang~ll and Dr. de 

1 K. Soda, Die logische Nat"r der Wirtschaftsgesetze, Tiibinger staats
wissenschaftliche Abhandlungen, 17, Stuttgart, I9II, S. 96 . . 
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Bordes are perhaps the outstanding exponents of this theory. 
Equipped with all the factors that enter the balance of pay
ments and speculation, they claim that demand and supply 
of exchange bills are well explained, and that the causation 
is from· exchanges to prices, although they admit that in 
some cases the sequence of events may be the other way. 
But is this the final refinement? Apparently not. The theory 
seems to be equipped with all elements for the short-time 
fluctuations of exchange, but it lacks the explanation of that 
big predominating force working under all of those elements, 
namely, the trend of price parities. The lack of explanation 
of price parities in accounting for the dislocation of ex
changes is like ignoring the increase of the means of pay
ments· in accounting for the rise of prices. In other words, 
to omit the element of purchasing power parity in the 
long-run analysis of recent dislocated exchanges is to ignore 
a great contribution made by Cassel and Keynes in the field 
of foreign exchange after. the War. 

Furthermore, this type of theory does ndt make a short
time and long-time analysis, a method long before employed 
in price determination by J. S. Mill and more successfully in 
the form ,of normal and market price by Alfred MarshalP 
The complicated modem price phenomena need some such 
device in order to differentiate the causes of temporary fluc
tuations from those of more permanent character. 

(6) My own theory. My own theory of exchange is the 
combination of the above (3) and (5). This form of theory 
will meet the defects of the purchasing-power-parity theory 
by supplementing it with the theory of temporary fluctuations. 
As to the elements, it embraces all. It reckons both short
time and long-time analysis. As to causatio~, the movement 
of actual exchange rates in the long-run tends to follow the 
trend of the purchasing power parity. That is, the trend of 

I Alfred Marshall, Principles of Economics, Jrd ed., pp. 441-2. 
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price parities determines the general long-run position of 
actual exchanges. On the other hand, just exactly where that . 
position will be is determined by such factors as balance of 
trade, invisible trade, transfer of funds and speculation. 
These are the short-run detetminants. In the latter case the 
exchange movement will be .a cause of the change of prices, 
whereas in the former case the exchange movement may be a 
result of the change of prices. The two, however, do not act 
entirely separately and independently. The two are inter
woven. One acts on the other and is reacted upon by the 
other. But on the whole, the temporary fluctuations them- . 
selves come under the general influence of the trend of pur- · 
chasing power parities. The result of our survey of Jap
anese exchange fluctuations clearly verifies these statements. 
To repeat, we may tabulate as follows. 

(I ) Long-time explanation: 

First, we have seen that, when the trend of ·purchasing 
power parities were moving low during the period of 1900- . 

1914, the movement of the yen exchange was also below the 
par line; but when the trend of the parity went up during 
1914-1918, the exchange was also moving up; but when the 
parity was recovering after 1924, the yen was also recover
ing. The lead of purchasing power parity and the lagging 
of exchange in the long-run analysis have been statistically 
proved and shown by Charts III, VIII and XI. 

Secondly, we have noticed that in our case the sequence 
of events was, first, changes in the purchasing power parity, 
then changes· in the balance of payments, especially the bal
ance of commodity trade, and lastly, changes in the exchange 
rates. This is why we have found that if the balance of 
trade was favorable for some time, say at least three to four 
years, the exchange was also favorable. But the purchasing 
power parity has never been directly reflected jn the ex-

/ 
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change. It ought to go through the balance of visible and 
invisible trades and transfer of funds-in short, through the 
balance of internatonal payments. The time involved was, 

· theref~re, nec~ssarily long. 

( 2) Short-time eXplanation: · 

Thirdly, we have observed that for short-time or tern .. 
porary exchange fluctuation speculation was often respon
sible. Thus we have found that the Shanghai exchange in 
1916 and 1917, the New York exchange in 1920, the great 

- slwnp of the yen in 1924, the recovery in 1926, and a tern
. porary dip in April, 1927 were all due to exchange specula
tion. Of course, other factors were there; but they did not 
lead the movement. The causes which worked behind spec
ulation were nwnerous, such as political changes, economic 
and social disturbance and natural calamity. Backed by 
speculation, the actual supply and demand of exchange bills 
in the market are of course the determining factors. 

(3) R~ation between short-time and long-time factors 
and exchange rates : 

Fourthly, we have seen that all of these factors are work
ing together behind the supply and demand of yen exchange 
bills. · None of them could act quite independently of others. 
The short-time factors act more like ripples in the ocean 
while the long-time factors behave more like big waves. 
But when such things as the great earthquake, an enormous 
excess of imports, bank failures, etc., occurred, speculation 
always came to the forefront and influenced the demand and 
supply of the yen more th3.n anything else. Under normal 
conditions, therefore, the purchasing power parity (long-time 
factor), speculation (short-time factor) and the balance of 
payments (both long-time and short-time factors) are the 
three mo~t important factors which influence the exchange 

\ 
\ 
\ 
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-rates. But at the same time, the exchange rates themselves 
·are constantly influencing one or all of these factors .. Both, 
the factors of exchange and the exchange~ themselves, are 
interdependent. 

Thus the theory of foreign exchange I have arrived at 
deductively here coincides with the conclusion i have induc
·tively reached by the survey of the Japanese exchange. The 
correctives for the yen exchange which I have ·proposed at 
the end of the last chapter are, therefore, also shown to be 
·sound, in the light of this theoretical analysis. Furthermore, 
the theory of foreign exchange here expounded is not ·sep
.arate and distinct from my general theory of prices: it is . 
only one application or one form of that general theory of 
:prices.1 This theory of foreign· exchange is, therefore, free 
from internal contradiction. · 

1 Vide, S. Y. Furuya, Keizai genron (Principles of Economics), ·Kyoto, 
11925, chapters on prices. · · 



APPENDIX A 

BIBLIOGRAPHY 

In the following bibliography, only those books, monographs, pamphlet~ 
journals and newspapers that are directly consulted in this work are given. 
Books which may serve as references are consciously omitted. 

JAPANESE COVERN:MENT PUl3LICAnON 

Bureau de la statistique generate, Resuml statistique del'empirt du Japan,. 
; Tokio, I92S· 

Department of Commerce and Industry, Kaigai Boeki Gair:yaku (SummarJ · 
of Foreign Tradt of I926), Tokio, 1927. ' 

Department of Finance, Kin:yu Jiko Sankosho (Matter1 relating It~· 
Finantt), vols. for 1924. 1925, 1926, Tokio, 1924-1926. 

-, The Twent:y-fifth (and Twent:y-sixth) Financial and Economic-
Annual of Japan, vols. of 1926 and 1927, Tokio, 1926-1927· 

-, The Natwnal Debit of Japan, Tokio, 19o6. 
-,Financial Statistict of Japan, Tokio, 1923. 
__:_, The Quarterl:y Report of Finance and Economic Condition~ of 

Japan (quarterly), nos. 3, 4t 5, Tokio, 1925-1926. 
-, Annual Return of the Foreign Trade of the Empire of Japan,. 

Tokio, I 926. 
-, Monthl:y Return of the Foreign Trade of the Empire of Japan, 

vols. December, 1926, January, 1927, Tokio, 1927· 
Department of Interior, The Fort:y-fifth Statistict of the Japanese Empire,.. 

Tokio, 1926. 

Allen, G. C., "Recent Currency and Exchange Policy of Japan," Econ.. 
Jour., Mar., 1925. 

Anderson, B. M., The Income of the American People and the Ratio of 
Foreign Trade to Domestic Trade, 1890-1924. The Chase National 
Bank, N. Y., 1925. 

Angell, James W., The Theory of International Prices, Cambridge, 1926.. 
--,"International Trade under Inconvertible Paper," Quar. J. of Econ.,. 

1922, vol. 36. 
-, " Monetary Theory and Monetary Policy," Quar. J. of Econ.,. 

Feb., 1925-
204 



BIBLIOGRAPHY 205 

·The Asahi Shimbun, English Supplement, Present Da:Y Japan, Osaka, 
June, 1927. 

Bank of Japan, Economic Statistics of Japan, Tokio, 1925. 
-, Oshtl Senso to Nippon Kinyukai (The European War and the 

Japanese Financial Market), Tokio, 1918. 
Bureau of Foreign and Domestic Commerce (U. S. A.), China, a com· 

mercial and industrial handbook, Washington, 1926. 
-, Trend in Japanese Trade; Washington, 1926 (by H. A. Butts), 

Washington, 1926. 
-de Bordes, J. van Walre, The Austrian Crown, London, 1924. · 
Buchanan, Daniel H., "The Rural Economy of Japan," Q. J. of Econ., 

Aug., 1923, pp. 545-578. , 
·Cannan, Edwin, Comments on Professor Cassel's article: "The World's 

Monetary Problems," The Annals of the American Academ:Y of Pol. 
and Social Science, May, 1920. 

Cassel, Gustav, Mone:Y and Foreign Exchange after I9I4 (London, 1922), 
New York edition, 1925. . 

--, World's Monetar:Y Problems, Two Memoranda, London, 1921. 
-, "Present Position of tl).e Foreign Exchange," Econ~ Jour., March 

and September, 1916. 
--, "Depreciation of Gold," Econ. Jour., September, 1917. 
---, "Abnormal Deviations of International Exchanges," Econ. Jour., 

December, 1918. 
-, " Depreciation of the Mark," Econ. 1 our., December~ 1919. 
· --, " Some Leading Propositions for an International Discussion of . 

the World's Monetary Problem," The Annals of the American 
Academ:Y of Political and Social Science, May, 1920. 

----, Deutchlands wirtschaftliche Widerstandskraft, Berlin, 1916. 
--, Theoretische Sozialokonomie, Dritte, verbesserte Aufl., Leipzig, 1923. 
·Chablani, H. S., Indian Currency and Exchange, Madras, 1925. 
-Oare, George, The A B C of the Foreign Exchange (London, 1892), 

revised ed., 19II. . 
-Cross, Ira B., Domestic and Foreign Exchange, New York, 1923. 
Diehl, Karl, Uber Fragen des Geldwesens und der Valuta wahrend des 

Krieges und nach dem Kriege, Zweite Aufl., Jena, 1921. 
Eddins, George E., "International Silver Market,"i Gommerce Monthly, 

October, 1926. 
Edwards, George W., Investing in Foreign Securities, New York, 1926. 
Escher, Franklin, The Elements of Foreign Exchange, a Foreign Ex· 

change Primer, New York, 1910. 
Federal Reserve Board, Prices in the United States and Abroad, 1919· 

1923, Washington, 1923. 
-, Federal Reserve Bulletin (monthly), vols. 1915-1927, Washington, 

1915-1927. 

' 



APPENDIX A 

Fisher, Irving, Comments on Cassel's'' The World's Monetary Problems, ... 
The Annals of the Am. Acad. of Pol. and Soc. St., May, 1~0. 

Flux, A. W., Foreign Exchange, London, 1924-
Furniss, Edgar S., Foreign Exchange, the Financial Mechanism of lnler--

nationq.l Commerce, Boston, 1922. 
Furuya, S. Y., Foreign Exchange, Kyoto, revised ed., 1925. 
-, Keizai Genron, Kyoto and Tokio, 1925-
-, "Japan's Foreign Exchange Policy," Doshisha La'UI RIWw,. 

. November, 1~4-
-, "The Keynote of Japan's Exchange Policy," special edition of the 

Fujimoto Weekly, January, 1~,5. 
-, "Recent Theories of Foreign Exchange," The Ginko Kenkyu· 

(Banking Monthly), December, 1924-
Gide, Charles, "French War. Budgets for 1919-1920," Econ. lour.,. 

June, 1919. 
Goschen, G. G., Foreign Exchanges (London, 1861), revised edition 1863. 
Gregory, T. E., Foreign Exchange, befo-re during and after the War,. 

London, 1922-
-,The Retu-rn to Gold, London, 1~5. • 
Herzfelder, Edmund, Die volkswirtschaftliche Bilana und eine neue-· 

Theo-rie der W echselkurse, Berlin, 1919-
Inoue, Junnosuke, Sengoni okeru Wagakunino Kinyu oyobi Keizai 

(Iapan's Financial and Economic Conditions after the War),. 
Tokio, 1925· 

-, Wagakunino Kokusai Kinyu no Genjo oyobi sono Kaizensaku 
(Japan's International Finance al Present and her Policy), Tokio,. 
1926. 

"Present Financial Condition," litsug;yono Nippon, Tokio, July,. 
1927· 

Jaeger, Ruth M ... Stabilizing of the Foreign Exchanges, Columbia, 1924-
The Japan Times, "Economic Development of Korea and Manchuria,••· 

Tokio, 1923. • 
The Japan Year Book, 2 vols., 1926 and 1~7, Tokio, 1926-1927 (editor,.. 

Takenonu). 
Kashiwagi, H., "The Japanese Yen and Japan's Economic Condition," 

The Foreign Securities Investor, March, 1926. 
Keilhan, Wilhelm, " The Valuation Theory· of Exchange," Econ. Jour., 

June, 1925. 
Kellenberger, Eduard, W echselkurs and Zahlungsbilanz im Kriege und 

Frieden, Ziirich, 1919-
Keynes, ]. M., A Tracl on Monetary Reform, London, 1924-
Kodama, Kenji, "Japan's Future Finance viewed from the Overseas. 

Markets," The Kokumin Shimbun, No. 12,567. 



BIBLIOGRAPHY 207 

Kobayashi, U., War and Armament Loans of Japan, New York, 1922. 
Kurisu, 0., Nippon Kinyushi no Kenkyu (A Study on History of Finance 

in Japan), Tokio, I9:i!7. _ 
Kyoto Imperial University, Kyoto University of Economic Review1 No. I, 

July, 1926. 
League of Nations, Memorandum on Currency and Central Banks, 1913-

1925, Geneva, 1926. 
-,Memorandum on Balance of Payments and Foreign Trade, Geneva, 

1925. 
-, Brussels Financial Conference, Geneva, 1923. 
Leurence, Fernand, La stabilisation du Franc, Paris, 1926. . 
Maeda, K., Yen Gawaseno Kenkyu (A Study of Japanese Yen Exchange), 

Tokio, 1925· 
Mahlberg, Walter, Uber asiatische Wechselkurse, Leipzig, 1920. 
Matsukata, M., Report on the Adoption of 'the Gold Standard in Japan1 

Tokio, 1899. 
Mitchell, 'Wesley C., International Price Comparisons, Washington, 1919-
The New York Journal of Commerce, "A History of Banking in All 

Leading Nations," New York, 1896." . 
Nogaro, B., La monnaie et les phenomene contemporoine, Paris, 1924-
0date, G., Japan's Financial Relations with the United States, Columbia, 

1922. 
The Oriental Economist Year Book, Tokio, 1925. 
Pigou, A. C., "Some Problems of Foreign Exchange," Econ. Jour., 

January, 1920. 
--, "The Foreign Exchange," Quar. J. of Econ., November, 1922. 
Prion, W., Inflation und Geldentwertung~ Berlin, 1919. 
Remer, C. F., The Foreign Trade of China, Shanghai, 1926. 
Rist, Charles, La deflation en pratique, Paris, 1924. 
Robertson, D. H., Money, New York, 1922. 
Saito, Hiroshi, "The Natural Resources of Japan," The Ann. of Am. 

Acad. of Pol. and Soc. Sci., vol. 122, November, 1925. 
Sctmcht, H., Die Stabilisierung der Mark, Berlin, 1927. 
Seligman, Edwin R. A., Principles of Economics, nth ed., New York, 

1926. 
The Silk Association of America, The Fifty-fifth Annu,al Report, New 

York, 1927. 
--, The Twenty-seventh Mid-Year Report, New York, 1926. 
Soda, Kiichiro, Die logische Natur der Wirtschaftsgesetze, Stuttga1'4 _ 

I9II. 
Soyeda, ]., " Economic _Situations in Japan," Econ. Jour., June, 1923. 
Spalding, W. F., Eastern Exchange, Currency and Finance (London, 

1917), fourth ed., London, 1924-



2o8 APPENDIX A 

The Slalesman'1 Year Book, vols. I!)IS-1926, London, 1918-1926. 
Statistical Abstract for British India from 1915-16 to 1924-25, London, 

1!;)26. 
Stern, S., The Foreign Exchange Problem, The Columbia Trust Co., 

New York, 1921. 
Takata, Y., Keizaigaku Kenkyu, Tokio, 1924-
Takayam.a, T., "The Gold Exchange Fund System," Ginko Ktnkyu, 

December, 1924· 
Taussig, F. ·w., International Trade, New York, 1927. 

· Terborgh, G. W., ''The Purchasing Power Parity Theory," I. of Pol. 
Econ., April, 1926. 

Uyehara, U., The Industry and Trade of lapa~J, London, 1926. 
U. S. Senate, Commission of Gold and Silver Inquiry, Foreign Currency 

and Exchange Investigation, vols. i-ii, Washington, 1925 (editor, 
John Parke Young). 

-.,Depreciated Exchange and International Trade; Washington, 1922. 
van. Dorp, E. C., "Abnormal Deviations in International Exchanges," 

Econ. lour., 1920. · 
-, "Deviations of Exchange," Econ. Jour., voL 29, 1919-
Walter, Hubert C., Foreign Exchange and Foreign Debts, London, 1926. 
Whitaker, A. C., ForeigJJ Exchange, New York, 1919-
Wikawa, T., "Sources of Revenue in Japan," The Ann. of Am. Acad. 

of Pol. and Soc. Sc., November, 1925. 
Williams, ]. H., "German Foreign Trade and the Reparation Payments," 

Quar. J. of Econ., 1922. 
-, "Prices and the Course of International Trade," The Ann. of Am. 

Acad. of Pol. and Soc. Sc., May, 1920. 
-, ,. Foreign Exchanges under Depreciated Paper," lour. of Am. 

Ba~kers Association, 1922. 
Willis, H. Parker and Edwards, Banking and Business, New York, 1925. 
Willis, H. Parker and Steiner, \Villiam H., Federal Reserve Banking 

Practice, New York, 1926. 
. Willis, H. Parker, History of the Federal Reserve System, New York, 

1924-
Withers, Hartley, Money Changing, London, 1913. 
The World'1 Almanac (for 1926 and 1927), New York, 1926-1927. 
Yamamuro, S., Waga kunino Kinyu Shijo (Financial Market in Japan), 

Tokio, 1926. 
York, Thomas, International Exchange, Theory and Practice, New York, 

1923· 
Young, A. A.," War Debts, External and Internal," Foreign Affairs, 1924-
Yhuka, T., "Why no Discount Market in Japan," The Kokumin Shimbun1 

January 2o-22, 1927. 
Zimand, Savel. State Capitalism in Russia, New York, 1927. 



VITA 

S. Y. FuRUYA was born at Aioki-mura, Yam;~.nashi-ken, 
Japan, on December 10, 1893. · He received his primary and 
secondary education in Yainanashi-ken .. From 1915 to 1918 
he attended the University of California, receiving the de-: 
gree of Bachelor of Arts in 1918. In 1919 he was a grad
uate student at the same university, studying under Pro- . 
fessors Carl C. Plehn and Ira B. Cross. From 1926 to 
1927 he has attended Columbia University, taking courses 
and seminars under Professors Edwin R. A. 'Seligman,· 
Henry Rogers Seager, Henry L. Moore, Vladimir G. Simk-. 
hovitch, Wesley C. Mitchell, John Maurice Clark, James W. 
Angell of the Department of Economics, and under Pro
fessor H. Parker Willis and other professors of the School 
of Business, Department of Social Science, Teachers'· Col
lege, Columbia College and Summer Sessions, receiving the 
degree of Master of Arts in 1927. He has held the fol
lowing positions: lecturer on international trade and foreign 
exchange, 1920-1922; professor of economics, 1923-1926; 
university fellow in foreign countries, 1926-1927, all in 
Doshiha University, Kyoto, Japan. 

209 


