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In his book, ~laney lllusiove (New York, 1928, p. 4), the following view 

was developed by lrving Fisher : 

"We simply take it for granted that all money is stable, jus_t as 
centuries ago, before Copernicus, people took it for granted that this 
earth was stationar)', that there was really such a fact as a sunrise or a 

sunset. ¥Ve know now that sunrise and sunset are illusions produced by 
the notation of the earth around its axis, and yet we still speak of, and 

even think of, the sun as rising and setting ! We need a somewhat 
similar change of ideas in thinking about money". 
Another concept ~~'as polnted out by the American Institute of Ac-

countants, Ch,alegieeg Colecept of Beesileess 1lecome: Report of Study Gromp oe4 

Busie~ess leecom,e (New York, 1952, p. 20). 

"The postulate that fluctuations in the 1;-alue of the monetary unit may 

be ignored is probably the longest established of the three mentioned. 

From ¥vhich it follows that income or proflt in a given year may arise 

in part from manufacture or trading, and in part from changes in the 
value of the monetary unit during the period. The significance of the 
two types of profit is by no means the same for purposes for which de-
terminations of income or proflt are most commonly made". 
The above two views stated by Americans are more characteristic for 

Japan than for the United States of America. The problem of ' F[uctuat-
ing Price Levels in Relation to Accounts', brought up for discussion at the 

Sixth International Accounting Conference held in London on June 1952, 
is very important and deserves to be considered in business accounting 
especially in Japan. 

Japan has suffered acutely frorn the vicious inffation during four years 

succeeding to the termination of World War II, when the Yen depreciated 
drastically. But, even in former times, we experienced chronic inflation 
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for the past seventy or eighty years, not comparable with those in the United 

States and England. However, business accounting in Japan, adhering to 
the maintenance of nominal monetary capital, has been for a long time 
based on the prernise that the value of the Yen as a calculating measure 

remained as ' unchanged ', as the Ptolemaic theory before Copernicus. 
The expressions that "income or profit in a given year may arise in part 
from manufacture or trading and in part from changes in the value of the 

monetary unit durin*" the period. The significance of the two types of 
profit is by no means the same for purposes for which determinations of 
income or profit are most commonly made" can be very well applied to 
the yen-accounting, not merely during the recent inflation period after the 

War, but also to the long period back to the early Meiji era and lasting 
still to the present. 

Wholesale Prices Index in Japan 

1873 

1874 

1875 

1876 

1877 

1878 

1879 

l 880 

1881 

1882 

1883 

1884 

1885 

1886 

1887 

1888 
1 889 

1890 

1891 

1892 

1893 

1894 

1895 

1896 

1897 

1898 

1899 

1900 

1901 

1902 

(Meiii 

(!l 
(f! 
(!l 
(!l 

('1 

(// 

(l/ 

(// 

(f! 
(// 
(fl 
(1! 

(!! 
(!l 
(// 
(1! 
(!! 

(!l 

(!l 

(1! 
(// 

(1! 
(rl 

(v 
(!l 
(// 
(rl 
(!! 
(!l 

6
)
 7
)
 8
)
 9
)
 
1 O) 

11) 

1 2) 

1 3) 

1 4) 

1 5) 

1 6) 

17) 

1 8) 

1 9) 

20) 

21) 

22) 

2 3) 

24) 

25) 

2 6) 

27) 

28) 

29) 

30) 

31) 

32) 

3 3) 

3 4) 

35) 

1 OO 

108 

113 

108 

111 

117 

128 
1 46 

162 
1 56 

126 
1 10 

112 

104 
1 08 

113 
1 18 

l 24 

115 

1 12 

126 

133 

143 

153 
1 70 

1 80 

181 

194 

185 

187 

1903 
1 904 

1905 

1906 

1907 

1908 

1909 

1910 

1911 

1912 

1913 

1914 

1915 

1916 

1917 

1918 

1919 

1920 

1921 

1922 

1923 

1924 

19･_5 

1926 

1927 

1928 

1929 

1930 

1931 

1932 

(Meiji 36) 

( !! 37) 
( !/ 38) 
( !/ 39) 
( !/ 40) 
( // 41) 
( // 42) 
( !/ 43) 
( // 44) 
(Taisho l) 

( // 2) 
( // 3) 
( // 4) 
( // 5) 
( !1 6) 
( /! 7) 
( !! 8) 
( !! 9) 
( !/ 10) 
( /! 11) 
( !1 12) 
( !! 13) 
( /! 14) 
(Showa 1) 

( !! 2) 
( !! 3) 
( /! 4) 
( '! 5) 
( !/ 6) 
( !/ 7) 

199 

209 

224 

231 

249 

240 

229 

232 

240 

255 

253 

243 

246 
298 

375 
491 

601 
66 1 

51 1 

499 

508 

526 

514 

456 

433 

436 

424 
349 
295 

327 



100 THE　ANNALS　OF　THE　HITOTSUBASlil　ACADEMY
［April

1933

1934

1935

1936

1937

1938

1939

1940

1941

1942

（Showa8）

（
（
（
（
（
（
（
（
（

〃
〃
〃
〃
〃
〃
〃
〃
〃

9
）

10）

11）

12）

13）

14）

15）

16）

17）

375

382

392

408

496

523

578

647

693

753

1943

1944

1945

1946

1947

1948

1949

1950

1951

1952

（Showa18）

（
（
（
（
（
（
（
（
（

〃
〃
〃
〃
〃
〃
〃
〃
〃

19）

20）

21）

22）

23）

24）

25）

26）

27）

　　806

　　914

　1，380

　6，411

18，972

50，403

82，253

97，242

134，957

137，650

　　　The　same　is，of　course，the　case　for　the　dollar－accounting　in　the　Unite（i

States　an（Hor　the　pound－accounting　in　England，though　not　at　the　same

degree．But　from　the　long－term　point　of　view，the　internal　value　of　the

Dollar　and　Pound　has　shown　rhythmical　fluctuation，1ike　a　pendulum　which

oscillates　regularly，while　for　the　Japanese　Yen，the　amplitude　of　pendulum－

movements，even　before　the　World　War　II，greatly　deviated　from　its　centre、

Since　the　early　M：eiji　period，the　Japanese　Yen　has　followed　a　long　term

（iownward　trend　of　consistent　depreciation，accompanied　by　short　waves　of

upswings　an（i　downswings・
　　　　In　American　or　English　business　enterprises，one　may　possibly　compare

figures　of飴ancial　statements　or　cost　reports　at　the　en（10f　the　year1952

with　corresponding　figuresat　theendof1900，withoutanyserious　misconcep－
tion　l　but　in　the　case　of　Japanese　ones　such　a　comparison　wou1（1be　nonsense

at　al1．

　　　　The　accounting　postulate　of　the　constant　value　of　money　means　that

the　accounting　is　established　on　the　assumption　that　the　value　measure　of

mo且ey　as　a　calcu1＆ting　unit　is　single．　Therefore，wherever　the　actual　value

of　money　moves　rhythmically　up　and　down，its　value　measure　from　the
long－term　point　of　view　is　consistent，even　if　temporarily　not　so．　On　the

contrary，wherever　it　fluctuates　one－sidedly，the　value　measure　must　in　the

long　run　be　inconsistent，an（i　will　present　a　problem　which　runs　counter　the

postulate　of　the　constant　value　of　money　upon　which　the　accounting　is

established，

　　　　The　determination　of　business　income　which　are　based　on　historical

c・sts，iuacc・rdancewiththep・stulate・fthec・nstantvalue・fm・ney7is
now　actively　being　discussed　in　the　Unite（i　States，England　an（i　other

countries，because　of　fluctuating　Price　levels．　In　Japan　where　the　change

in　the　value　of　the　Yen　shows　a　downward　trend，not　rhythmical　but　one－

sided，the　important　aH！ects　of　changing　price　levels　on　business　a（⊃counting

should　be　more（ieeply　impressed　on　our　min（is　than　in　the　United　States，

England　and　the　other　courltries・
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II．Po5≠一恥7V多‘蜘31郡副o銘α裾伽Eがθ6な

　　　　　　　　　o銘β顔鰯5z4‘‘o観あ麗9

　　　　　　Long－term　nuctuations　in　the　value　of　the　Japanese　Yen　may　roughly

　　classi丘e（i　in　three　stages：五rst，the　period　from　the　early　Meiji　era　to　the

　　close　of　World、Var　II，when　the　Yen　showed，in　genera1，a　tren（i　toward

　　gradual　depreciation，sometimes　accompanied　by　wavelike　ups　and　downs
　　（from　1873　to　the　mi（i（11e　of　1945）l　second，　the　perio（1　0f　violent　inHation

　　for　several　years　after　the　war（from　the　mid（ile　of　l945to1949）l　an（1thir（i，

　　thesubsequentperiodofalleviatedbutstillpersistingdepreciation（since
　　1950　　）。

　　　　　　Not　mentioning　the　pre－war　situation，I　shall　content　myself　by　stating

　　some　chief　problems　of　income　determination　in　business　accounting　of　recent

　　years　subsequent　to　the　postwar　inflation，because　the　present　accounting

　　procedures　in　Japan　retain　evils　caused　by　the　postwar　inHation．

　　　　　　Throughthepostwarinnation　period，the　Japanese　govemment　consistently

　　adopted　the　o伍cia1－price　policy　base（i　on　actual　cost　method．The　prices

　　of　commodities　were　o伍cially　fixe（i　by　the　actual　costs　spent　on　production

　　plus　an　adequate　profit，an（1when　the　o伍cial　price　could　no　longer　be　main－

　　tained，it　was　revised　on　the　basis　of　new　actual　costs，following　the

　　blackmarket　price．From　the　viewpoint　of　business　accounting，income　was

　　compute（10n　historical　costs　basis　which　rested　on　the　po3tulate　of　the

　　constant　va．1ue　of　the　monetary　unit量in　spite　of　the　greatly　depreciate（i

　　currency・
　　　　　　In　these　circumstances，whenever　prices　of　productive　factors，especially

　　raw　materials　and　labour，advanced，they　were　imme（iiately　woven　into

　　selling　costs　of　a　product　and　reflected　themselves　upon　the　of且cial　price．

　　Although　the　actual　costs　of　materials　and　labour　include（i　in　selling　costs　were

　　covered　in　the　sale　of　products，it　usually　coste（i　more　for　a　manufacturer　to

　　replace　materials＆n（i　labour　required　for　current　production，　Accordingly，

　　some　amount　correspondlng　to　the　increase（i　cost　of　raw　materials　and　labour

　　had　to　be　appropriated　out　of　a　calculated　net　profit．　The　same　applie（i　also

　　t・thedepreciati・nclearges・f丘xedassetsincludedinthec・§t・fpr・ducti・n，

　　Since　depreciation　charges　were　computed　according　to　the　rate　prescribed　in

　　the　tax　law　and　on　the　basis　of　actual　costs　entered　when　the　price　leve1

－was　lower．As　regar（1s　obsolete　assets，the　amount　covere（i　by　depreciatioa

　　was　only　a　fraction　of　the　replacement　value　of　the　assets．

　　　　　　In　the　income（ietermination　of　a　business　enterprise，the　principle　of

　　constant　value　of　the　mQnetary　unit　has　been　consistently　sustained，not

　　only　from　the　national　economic　viewpoint　of　price　policy，but　also　in　the

　　tax　legislation．　Therefore，the　increment　of　inventory　price　raise（1by　the

　　revision　of　ofHcial　price　was　taken　as‘profit，an（i　taxe（1when　this‘profit，
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was　realized　through　sale．Hence，most　corporations，even　if　they　showed

＆book　profit，were　actually　barely　able　to　maintain　their　business　through

increasing　their　capit＆10r　borrowing．　The　present　capital　composition　in

most　Japanese　corpor我tions’balance－sheets，in　genera1，shows　a　remarkable

excess　of　the　liabilities　to　owned　capita1，which　is　due　borrowings　to　meet

the　money　shortage　during　the　recent　inflation　perio（1brought　about　as　above

state（i．

III．RθταZ傭伽0∫F猛θ4！生5εθな

　　　　　　After　the　cessation　of　the　post－war　vicious　inHation，the　revaluation　of

　　fixed　assets，mainly　from　the　standpoint　of　the　tax　law伊has　been　carried

　　out　three　times，the　first　in1950，the　secon（i　in　l951，whilst　the　thir（1is
－

　　now　in　course　of　execution．

　　　　　　The　economic　slgnific＆nce　of　the　revaluation　of　assets　lies，needless　to

　　say，in　the　fact　that　it　is　supPosed　to　eliminate　the　effects　of　the　deteriorated

　　value　of　money　upon　depreciation　charge　as　a　part　of　costs　an（i　to　maintain

　　the　capital　of　the　enterprise。　It　was　obviously　the　i（1ea　of　the　R勿07’o弼

　、1αクα銘θ5θ　ル∬α拓o銘　6y　オhθ　51ho初ρ　ノ脇ε3唇o銘　（1949），the　forerurlner　of　the　乙α別

　　o％Rθワα♂瓢吻銘o∫A∬θ渉3（1950），which　suggeste（1the　use　of　the　general　price

　　index　as　the　base　for　revaluation．

　　　　　　“Even　were　there　no　practica1（iif丑culties　in　using　speci£c　indices　an（i

　　　　even　though　such　indices　were　not　affected　by　temporary　disturbances，孟t

　　　　would　still　be　preferable　on　theoretical　grounds　to　use　a　general　in（iex．

　　　　For　we　are　not　trying　to　exempt　from　tax　all　gains，but　only　tho3e　gains

　　　　that（io　not　represent　a　real　increase　in　purchasing　power”．

　　　　　　In　other　words，Professor　Shoup’s　suggestion，inten（1e（1to　re1）air　the

　　damaged　parts　of　the　groundwork　of（iepreciation　in　Japanese　corp〔》rations，

　　from　the　viewpoint　of　the　national　economy，by　means　of　the　method　of

　　Stabilized　Accounting．　I　think，it　was，of　course，the　ought－to－be　of　re－

　　valuation　of　assets　that，　accor（1ing　to　this　ideεし，　it　should　be卜compulsory

　　uniform　to　all　corporations　an（i　should　be　carrie（10ut　to　a　full　extent，its

　　apPraisal　basis　being　the　index　of　general　purchasing　Power　of　the　Yen。

　　　　　　Through　the　inflationary　period，the　income　determination　in　the　enter－

　　prise　reste（1consistently　on　the　principle　of　the　co且stεしnt　value　of　theπヒonetary

　　unit，from　the　viewpoint　of　national　economic　policy，an（i　corporations

　　generally　had　to　incur　immense　debt　in　order　to　meet　the　depletion　of　their

　　capitaL　This　was　the　reason　why　for　the　Japanese　economy，which　was
　　meager　in　economic　resources　and　had　been　isolated　from　the　world　economy，

　　there　was　no　other　way　but　to　depend　upon　drastic　control　of　goods，services

　　and　prices，so　that　the　people　coul（10vercome　the　poverty　an（i　lnflation

　　cause（i　by　war．
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　　　If　Japan　had　abundant　economic　resources，as　the　Soviet　Union　after

World　War　I，isolated　even　from　the　world　economy，or　if　it　had　been

jointed　to　the　world　economy　through　free　tra（1e　and　free　exchange　as

Germany　after　World　War　I，we　might　have　adopted　the　method　of
Stabilized　Accounting　for　all　sectors　of　economy，namely　for　the　persona17

business　and　public　sectors　with　goo（1effects，as　it　had　prove（1in　the　above

stated　countries．1
　　　Asi（ie　from　these　considerations，Prof．Shoup’s　suggestion　of　compulsory

revaluation　based　on　the　idea　of　the　adjustment　of　the　monetary　unit　as　a

calculating　measure　was　not　in　accord　with　the　line　of　the　voluntary　revalu－

ati。nadv。catedbytheindustrialcircles，andtheA∬θ∫ε肋α伽’づ・弼加ω
（Apri125，1950）resulte（i　in　a　way　acknowledging　the　voluntary　revaluation

for　which　the　general　price　in（iex（the　wholesale　price　index　of　the　Bank

of　Japan）was　applied　as　basis、　Accor（iing　to　this　lawp　corporations　were

free　to　revalue　their　assets　or　not，and　they　were　allowed　to（ietermine

adequate　amounts　within　the　legal　margin。

　　　　Incarrying・utthe五rstandsec・ndrevaluati・n，c・rp・rati・nst・・kthe

following　tbree　points　into　consi（1eration：first，increased　depreciation　charges

duet。theraisedb。。k－valuesresultingfr・mrevaluati・nandadecreased
rate　in　the　corporate　tax　cause（i　by　it；second，the　imposltion　of　a　tax　of

6percent・nRevaluati・丘Reserve，thedi仔erence・ftheb・・kvalueand
thereapPraisalvalue；andthird，apr・bableincrease・fdividend・utlays
risingbythetransfer・frevaluati・nreservet・capitalst・ck・
　　　　Under　this　manner，corporations　used　to　revalue　their　assets　at　an　amount

most　favorable　to　themselves．Accordingly，both　the　first（1950）and　second

（1951）revaluations　can　not　be　said　to　have　met　with　satisfactory　results．

Corporations　which　carried　out　the　first　revaluation　numbere（1about30，000，

revaluation　values　being4，200million　yen＆gainst700million　yen　of　book－

value．Thesec。ndrevaluati・nwascarried・utby4，600c・rp・rati・ns，・f
which2，500ha（i　also　gone　through　the　first　revaluation，fixe（i　assets　of60

billi。n（1，000，000，000）yen・fb・・k－valuebeingrevaluedt・160billi・nyen・
Thus，the　total　number　of　corporations　which　carrie（i　out　both　the　first　an（1

secon（1revaluations　was　merely16per　cent　of　all　corporations，although
major　corporations　mostly　di（i　not　fail　to　do　so。Details　are　shown　on　p．104．

　　　　In　accordance　with　the　above　mentioned　reappraisal　policy，the　revalua－

tion　of丘xe（1assets　was　base（i　on，an（1computed　from，the　possible　eaming

capacity　of　each　corporation．　Thus，the　revaluation　was　diametrically　re－

versed　from　the　original　aim　to　revise　the　distortions　which　the　drastic

changes　in　the　general　purchasing　power　of　money　brought　about　on　deprecia－

tion．　It　resulted　in　the　apPraisal　of　fixed　assets　based　on　the　accounting

postulate　of　the　constant　value　of　money　unit。If　the　revaluation　had　been

　　l　For　details　of　the　inHatiQn　accounting　in　Germany　and　the　Soviet　Union　after　World　War

I，seel，Kaねno：S’α卿εθ4且‘‘oα陀伽9。Tokyo，1949・
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Combined　Results　of　First　an（1Secon（i　Revaluations

Capital　Amount

（1，000yen）

Less　than

　　　〃

●　〃

〃

〃

〃

ツ

〃

〃

over

　　200

　　500

1，000

2，000

3，000

5，000

10，000

50，000

100，000

100，000

Total　or　Average

Book－values　of　total

assets　of　corporation

which　filed　retum

（1，000，000yen）

　　　11，263

　　　12，435

　　　23，169

　　　16，074

　　　13，551

　　　15，664

　　　8，255

　　　24，977

　　　19，625

　　92，687

247，720

Total　revalua－
tion　diHlerences

（1，000，000yen）

　　　10，584

　　　7，464

　　　14，959

　　　13，921

　　　9，689

　　　14，319

　　24，160

　　53，110

　　41，101

　　535，906

725，813

Tota11・evalua－
tion　　　　values

（1，000，000yen）

　　　21，847

　　　19，899

　　　38，［28

　　　30，1）16

　　　23，240

　　29，983

　　42，415

　　78，087

　　66，326

　　628，593

973，533

applied　to　the　full　extent　and　uniformly　as　a　compulsory　measure　along　the

line　of　Prof．Shoup7s　suggestion，the　disor（iers　in　the　business　accounting，

（ieeply　roote（i　by　the　long－term　chronic　depreciation　of　money　since　the

early　Meiji　period　and　the　serious　inflation　after　the　war，might　have　re－

covered　at　once，　and　the　business　accounting　in　Japan，　in　the　national

econom孟c　scale，could　have　started　afresh　with　the　homogeneous五gures．

　　　　As　for　the　reasons，why　the　voluntary　revaluations，both　iirst　and

second，ended　in　insu伍cient　results，we　are　faced　with　two　major　facts．

The　imposition　of6per　cent　tax　upon　the　revaluation・reserve　constitute（i

no（ioubt　the　chief　reason．Another　reason，in　my　view，is　the　exchange

rate　which　has　been　fixed　to　the　dollar　at360yen－this　rate　is　now　sai（i

t・deviateab・ut120・r130yenf・rthegeneralpriceleveliuJapan．In
fact，it　was＆1e＆ding　aim　of　the　reappraisal　policy　for　Japanese　i巳dustries

that　they，highly　relate（i　to　export，should　make　pro丘table　export　prices

based　on　the五xed　exchange　rate　and　thus　should　calculate　a　most　favorable

reapPraisal　value　of盒xed　assets　base（10n　the　cost　of　export　goo（is．

　　　The　revaluation　of　fixed　assets　o仔ers　a　good　chance　to　correct　the

confusi・ninbusinessaccountingcausedbythedrasticdepreciati・n・fthe
Yen　and　restore　the　process　of　capital　formation　to　a　normal　track．However，

checked　by　the6per　cent　tax　on　revaluation1・eserves　an（i　the五xed　exchange

rate　of360yen，most　corporations　are　still　not　situated　to　gr＆sp　this　possible

best　chance　to　correct　the　mistaken　incQme　determination　practice　which

must　result　in　the　depletion　of　capitaL　　　　　　　　　　　　　　　　　　）
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IV．昂翻0∫伽翻惚傭α客漁gF槻曲％・∫
　　　　　　　　　　　　　．乙1F　O　ル愈Jho4

　　　Business　accounting　in　Japan　has　been　influence（i　by　the　continued

downward　trend　in　the　value　of　the　monetary　unit　following　the　post－war

vicious　inflation，even　after　the　first　an（i　secon（1revaluation　of五xe（1assets・

This　is　especially　marke（i　in　enterprises　where　fixe（i　asset　revaluation　was

insuf6cient　carrie（10ut　or　not　at　a11．Ja亘anese　business　men　must　more

（1eeply　keep　in　their　mind　the　fact　that　an　important　factor　in　the　present

shortage　of　working　funds　is　the　outflow　oHmaginary　proGts　resulting　from

adeclineincurrencyvalue．
　　　　Meanwhile，the　last－in一缶st－out　valuation　metho（i　adopte（i　in　the　Revise（i

Corporate　Tax　Law　of1950appeare（i　as　an　important　measure　of　income
determination　to　meet　Huctuations　in　the　value　of　the　monetary　unit．

This　regulation　conceming　inventory　valuation　in　the　tax　law　concems
the　valuation　for　inventories　outstanding　at　the　end　of　an　accounting　Period，

but　not　the　valuation　of　costing　of　inventories．　However，control　over　the

valuation　of　inventories　outstan（1ing　at　the　en（10f　an　accounting　perio（i　will

eventualiy　regulate　the　costing　of　inventories・

　　　　The　LIFO　metho（l　of　costing　inventories　is　to　determine　the　inventory

at　acquisition　cost　most　recently　purchase（i，and　its　fun（1amental　oblect　is

to　charge　current　costs　with　current　sales。In　short，this　metho（i　is　to

determine　inventory　costs　in　harmony　with　price　fluctuations，thus　reducing

over－estimation　of　income　in　a　period　of　rising　Prices　and　u且der－estimation

in　a　period　of　declining　prices　an（i　making　it　possible　to　level　income　in

the　long　run．

　　　　This　metho（1has　been　adopted　in　the　tax　laws　of　the　United　States

and　has　been　considere（1practical　for　many　years　especially　in　a　perio（i　of

rising　Prices，as　it　prevents　the　shortage　of　stock　of　inventories　necessary

for　the　maintenance　of　reproduction　in　enterprises．

　　　　It　is　true　that　the　LIFO　metho（i　prevents　to　a　certain　extent　the

shortage　of　material　capital　caused　by　an　outflow　of　income　in　the　form

of　taxes　and　dividends　through　reducing　the　over－estimation　oHncome　in

a　period　of　rising　prices、However，the　income　determination　through　this

method　is　base（10n　historical　costs　on　the　assumption　of　the　stability　of　the

monetary　unit，so，from　a　long－term　viewpoint，taxes　which　are　reduced　in

a　period　of　rising　prices　will　become　irksome　in　a　period　of　declining　prices．

The　absolute　amount　of　taxes　as　a　whole，therefore，will　not　be　different

from　that　of　the　FIFO（五rst－in－first－out）method。The　LIFO　method　has

。nlyameaninginthebusiness五nancia1P・1icy，becausethelevelling・f
income　an（1taxes　has　important　ef壬ects　on　the　manipulation　of　working

　fun（1s　in　enterprises，
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　　　　Special　attention　should　be　given　to　the　following　points：the　ef壬ective－

ness　of　the　LIFO　method　in　the　determination　of　income　as＆measure　of

capital　maintenance　to　meet　Huctuations　in　the　value　of　the　monetary　unit

will　mostly　be　found　when　economic　conditions　are　as　in　the　United　States

where　its　Huctuatiou　is　moderate　and　rhythmical；under　the　conditions　which

exist　in　Japan　where　the　value　of　the　Yen　has　continued　to　decline　during

a　long　time，though　with　rhythmical　fluctuations　in　short　period，the　fmc－

tion　of　maintaining　capital　by　this　method　is　ef壬ective　only　for　short　periods

an（i　temporarily，and　this　method　cannot　be　regarded　as　guaranteeing　the

capital　maintenance　of　continuing　enterprises．

　　　　In　connection　with　the　LIFO　method　of　costing　inventories，the　problem

・f‘伽㈱グ”7・郵伽ゐh伽剛耀・勉・糀傭ε・4ρ7・伽’haverecently
often　been　discussed　in　Japan　by　those　who　advocate　this　method．My
opinion　ou　this　problem　is　mentioned　brieny　hereunder．

　　　The　advocates　of　the　LIFO　method　of　costing　inventories　assert　that

on　the　assumption　of　maintaining　normal　amount　of　inventories，if　this

method　is　adopted，the　book　value　of　inventories　at　the　en（i　of　an　account－

ing　perio（i　will　be　higher　than　at　the　beginning　of　the　perio（1when　prices

show　a　rising　trend；the（1ifference　is　a　non－realized　profit，because　profits

from　an　inventory　are　realized　when　the　replacement　of　the　said　illventory

is　completed　or　secured，but　not　realize（i　by　the　completiσn　of　sales；in

sh・rt・s・farasthec・ntinuance・ftheenterpriseisc・ncemed，itisc。rrect

t・assertthatpr・五tsarerealized・nlythr・ughthecycle・fpurchase－
manufacturing－sale－replacementl　conseΦently，in　the　case　when　the　value

of　the　normal　amount　of　inventories　at　the　end　of　an　accounting　period　is

higherthanatthebeginning・ftheperi・dduet・apriceadvance，inc・me
in　the　said　period　involves　a　non－realized　one　which　is　equivalent　to　the

　　　　　　　　　　　　　　　　　　　　　　　　　　　　　　　　　　　　　　within　this　concept，

maintain　material　capital　through　a　broader　interpretation　of　the　realization

principle．This　is　advocated　as　a　background　to　the　LIFO　method　in　the

determination　of　income，But，this　assertion　will　be　admissible　oaly　from

the　stan（i　point　of　a　financial　policy　that　the　appropriation　of　income　should

be　limited　to　the　line　which　will　guarantee　the　reproduction　of　continuing

enterprises，The　LIFO　method　may　be　advocated　more　positively　in　practical

accounting　in　Japan　as　actual　manifestation　of　the‘going　concem，principle．

E・wever・thec・ncepti・n・f‘invent・rypr・Gtsンmustberejected，s・1・ng
as　business　income　is　based　on　the　maintenance　of　money　capita1．It　is

self－evi（ient　that　when　prices　of　materials　are　higher＆t　the　end　of　an

accounting　period　than　at　the　begiming，1arger　funds　will　be　necessary　to

secure　a　constant　stock　of　goo（is．　It　is　the　problem　whether　the　source　of

di仔erence　of　the　inventory　value．

　　、Accor（iing　to　my　opinion，these　advocates　primarily

to　maintain　money　capital　by　determining　the　business

hist・ric＆1c・sts・nthe＆ccruedbasis，and，

take　the　attitude

income　based　on
　　　　　　further　to
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these　funds　shall　depend　on　capital　subscription，or　on　borrowings，or　on

retained　pro五ts，and　it　is　not　proper　to　base　it　on　the　determination　of　income

for　the　said　period。　Further，the　i（iea　that　the　difference　in　inventory　values

at　theL　beginning　and　at　the　en（10f　a　period　shall　be　regarde（i　as　nominal

book　pro五t　cannot　be　considered，　if　the　attitude　is　taken　to　regulate　the

concept　of　busirless　income　on　the　basis　of　maintaining　money　capital　on

the　postulate　of　the　constant　value　of　money　unit。

V．　勉∬∠4ε3035蜘o擢o偽1％‘o粥θ観4θ7∫％釦あo銘

　　　　　　　　㈱4ル勧班θ％脇‘θo∫G吻∫α」

　　　　　　　　　　　　　　　　　　　　ノ

An　example　appeared　in　Ju（iicial　Case

　　　The　tra（iitional　practice　of　taxable　income　determination　base（i　on

historical　costs　on　the　premise　of　the　constant　value　of　money　unit，which

was　adhered　during　the　inflation　after　the　Pacific　war，tended　to　fatally

af壬ectJapaneseenterprisesthroughaheavytaxburden．Atypicalexample
in　the　docket　is　mentioned　below（No．90f　an　administrative　case　in1951，

Tokyo　Local　Court）．

　　　A　stee1－frame　builder　evaluated1389．81tons　of　rolle（i　steel　the　cost　of

which　had　to　be　considered　in　the　determination　of　taxable　income　for　the

丘scal　year1949（accounting　for　more　than90％of　the　total　rolled　steel

utilized　in　the　said　year）at￥12，000per　ton，slightly　lower　than　the　con－

trolled　market　price　of￥15，000for　the　fiscal　year1949，instead　of　the　book

value　of￥2，000（which　was　the　controlled　price　prevailing　in　March1946

when　retums　of　the　property　tax　was　ma（1e　out）．The　taxation　authorities

refused　this　valuation　and　decided　the　income　on　the　basis　of￥2，000per

ton，the　book　value．　There　was　a　difference　of￥10，000per　ton　or　a　total

of薯1，389，810in　the　determination　of　taxable　income　between　the　calcula－

tion　of　the　taxpayer　and　taxation　authorities．　The　taxpayer　considered　this

decision　unreasonable　and　institute（i　a　suit　at　the　Tokyo　Local　Court　against

the　Tokyo　National　Tax　Bureau　for　annulment　of　the　administrative（iecision，

stating　that：

　　　　“The　object　of　the　Income　Tax　Law（which　was　effective　before　the

　　revision　made　on　March31，1950）to　authorize　a　deduction　of　purchase

　　costs　as　necessary　expenses　from　revenues　is　to　make　possible　the　recovery

　　of　capital　for　the　smooth　continuance　of　business　　，therefore，the

　　玉nterpretation　of　costs　in　case　of　the　Huctuation　of　currency　value　shall

　　be　in　harmony　with　the　spirit　of　legislation”．

　　　Against　this，the　Tokyo　National　Tax　Bureau　made　the　ple＆that：

　　　　“The　cost　of　purchase　stipulate（i　in　Clause2，Article100f　the　old

　　Income　Tax　Law　was　codi£ed，following　the　original　cost　principle　in
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the　theory　of　accounting　l　the　law　rejecte（I　appropriating　profits　through

apPraisal　in　case　of　a　price　a（ivance，and　adopte（i　the　realization　principle

that　a　apPreciation　of　assets　is　not　a　pro丘t　and　that　the　pro行t　is　realize（i

only　when　sales　are　efモected．　Needless　to　say，there　is　a　serious（1琶estion

that　the　tax　assessment　on　profits　from　the　sale　of　assets　during　the

inflation　would　result　in　taxing　on　nominal　income．As　the　Income　Tax

Law　adheres　to　the　original　cost　principle，1egislative　steps　to　revise　this

principle　in　the　Income　Tax　Law　are　necessary，if　the　t＆xpayer　was　to

be　relieve（i　from　tax　assessment　on　nominal　income　during　inflation．

However伊such　relief　regulations　were　not　inserted　in　the　Income　Tax
Law　from　the　viewpoints　of　tax　assessment　technique　and　national　revenue．

　　　Therefore，the　original　cost　principle　has　not　been　changed　at　all　as

regards　purchased　goods　an（1r菱w　materials　provide（i　in　Clause2，Article

100f　the　old　Income　Tax　Law．Moreover，it　is　implied　in　the　Income

Tax　Law　that　tax　assessment　on　nominal　income　is　inevitable．　For　these
reas・ns，theヴ axassessmentinthiscasec・uldn・tbec・nsideredillega1”．
　　The　case　was　decided　against　the　plaintif壬on　the　following　grounds：

　　“The　plaintif壬insists　that　steel　frame　materials　used　in　1949were

purchased　in1944，before　the　termination　of　the　war，at￥300per　ton，

and　evaluated　at　￥2，000per　ton　in　the　property　tax　returns　of八圧arch

1946，the　same　value　as　the　controlle（i　price　prevailing　at　that　time　l　as

the　controlled　price　of　steel　frame　materials　in　the　fiscal　year1949was

￥15，000，the　cost　of　materials　provi（1e（i　in　Clause2，Article100f　the

o1（i　Income　Tax　Law（effective　before　the　revision　of　March31，1950）

does　not　imply　the　price　prevailing　at　the　time　when　the　property　tax

retum　was　submite（1in1946，but　must　be　the　controlled　price，￥15，000

which　was　revised　in　the　fiscal　year1949，following　a　decline　in　the

currency　valuel　consequently，￥12，000per　ton　which　the　plaintif｛charged

against　the　sai（i　steel　frame　materials　shou1（i　be（ieducted　frl）m　sales

revenue　as　purchase　cost（some　reduction　being　made　from　the　controlled

price　of￥15，000because　these　steel　materials　were　stocks　on　hand）．

　　The　advance　in　the　controlled　price　of　steel　frame　materials　from

￥2，000in　1946to　￥15，000in　1949　was　attribute（1　to　a　（iecline　in　the

currency　value　due　to　inHation，an（i　the　increase　of　the　controlle（l　price

is　not　considered　to　have　been　greater　than　the　depreciated　rate　of　money．

Therefore，　the　owner　of　goods　cou1（i　not　be　sεLid　to　have　obtained a
substantial　pro五t　from　the　price　advance　of　goods　in　his　possession（under一

1ined　by　the　writer）．The　plaintifE’s　stock，which　was　he1（1from1946

when　it　was　quoted　at￥2，000，was　delivere（i　at￥12，000in1949．　The

difference￥10，000per　ton　was　caused　by　the　price　a（ivance　due　to　a

decline　in　the　currency　value　and　must　be　regarded　as　nominal　income

but　not　as　substantial　income。From　this　point　of　view，the　tax　assess－

ment　on　such　nominal　income　seems　to　be　unreasonable．

o
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　　However，‘cost　of　purchased　goods’stipulated　in　Clause2，Article10

0f　the　old　Income　Tax　Law　means　the　original　cost，and　it　cannot　be

considered　that　an　a（ivance　in　prices　of　the　goods　in　possession，which　is

due　to　a　decline　in　currency　value，naturally　brings　about　a　revision　of

costs．The　laW　adopts　the　principle　that　pro且ts　from　a　price　advance

are　not　the　oblect　of　taxation，but　taxes　are　assessed　on　profits　which　are

realized　through　the　sale　of　goods．　Consequently，the　above　dif［erence　of

￥10，000resulting　from　the　delivery　of　steel　frame　materials　at薯12，000

per　ton　must　be　regarded　as　income　provided　in　Article10and　No．9，

Clause1，Article90f　the　old　Income　Tax　Law．　Originally，the　reason
for　the　authorization　in　the　law　of　deducting　original　cost　from　revenue

as　necessary　expenses　is　that　the　de（1uction　of　purchase　costs　is　regar（1e（1

as　proper　in　the　determination　of　proGts．Nee（11ess　to　say，the　law　di（1

not　take　into　consideration　the　estimateく1purchase　cost　in　future，Conse一

（1uently，the　plaintif壬should　not　confound　purchase　cost　with　prices　neces－

sary　to　replace　the　same　commodity。　The　difference￥10，000may　be
considere（i　as　nominal　pro五t，and　tax　assessment　on　such　profit　could

not　be　the　object　of　the　law。　However，the　law　cou1（i　not　foresee　that

the　original　cost　would　be　revise（i　following　a　decline・in　currency　value

especially　in　abnormal　innation。

　　As　a　legislative　measure　to　remedy　the　above（1i伍culty　resulting　from

inflation，there　was　the　Assets　Revaluation　Law　which　aimed　at　the

revaluation　of　fixed　assets．But　the　movables　as　merchandise，raw　ma－

terials，etc．have　been　placed　outside　this　law，as　these　movables　are

usually　tr＆nsacted　during　a　short　perio（i，　contrary　to　fixe（i　assets，　the

dif且culty　arlsmg　from　tax　assessment　on　their　nominal　profits　ls　com一

paratively　sma11，even　though　the　taxable　relief　through　revaluation　is

not　granted　to　them．Moreover，the　revaluation　of　movables　is　nearly
　　impossible　due　to　technical　difHculties（uaderlined　by　the　writer）．Therefore，

　　although　the　Assets　Revaluation　Law　was　en駄cted，it　is　not　proper　to

　　consider　that　the　Income　T＆x：Law　grants　the　same　relief　as　regar（ls

　　merchandise，raw　materials，etc．too，even　if　legislative　measures　to　meet

　　abnormal　conditions　are　not　take且，and　to　conclude　that　the　meaning　of

　　‘cost，in　C1我use2，Article100f　the　old　Income　Tax　Law　shall　be
　　revised，following　inHation，in　conformity　with　market　prices　or　controlled

　　prices　prevailing　at　the　time　when　revenue　is　realize（i。

　　　It　is　undeniable　that　tax　assessment　in　this　case　is　exten（1e（10ver

　　nominal　income，but　it　is　not　illega1，though　unreasonable．”

　　　The　judgement　is　clear　in　its　statement　an（i　involves　no　doubt，The

decision　explains　that‘‘it　is　undeniable　that　tax　assessment　in　this　case

is　exten（ied　over　nominal　income，but　it　is　not　illega1，though　unreasonable”夕

because　the　cost　of　inventories　in　the　old　Income　Tax　Law　me＆ns　the　actual

purchase　cost　an（i　no　legal　measures　have　been　taken　to　remedy　the　efEects
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of　a　depreciate（i　currency　on　inventory　costs玉n　the（1etermination　of　income。

　　　Two　points　may　be　mentione（1from　the　theoretic＆1standpoirlt　of　the

accounting，however，as　regards　the　opinion　of　the　court　conceming　the

business　income（iuring　the　inHation．These　points　have　been　underlined　as

above　by　the　writer．　The　one　is　that“the　advance　in　the　co且trolled　price

was　attribute（i　to　a　decline　in　the　currency　value　due　to　inflation　and　the

increase　of　the　controlle（i　price　is　not　considered　to　have　been　greater　than

the　rate　of　decline　in　currency　value，　Therefore，the　owner　of　goods　cannot

be　said　to　have　obtaine（i　a　substantial　profit　from　the　price　advance　of　goo（is

in　his　possession”．From　this　short　phrase，it　can　be　understood　that，apart

from　the　interpretation　of　the　text　of　the　law，the　court　couscientiously

distinguishe（i甜α房Zづ2θ4‘o舘，that　is　the　original　cost　adjusted　by　the　general

price　index，from7θμα‘θ粥θ搦603∫，and　supported　the　principle　of　maintenance

of　money　capital　on　the　theoretical　basis　of　Stabilized　Accounting，accord－

ing　to　which，unless　replacement　cost　is　larger　than　stabilize（i　cost，thq

excess　part　of　replacement　cost　over　original　cost（ioes　not　constitute　pro五t・

　　　The　other　point　is　the　court’s　opinion　that“as　merchandise，raw　ma－

terials，etc．are　usuεし11y　transacte（1during　a　short　period，contrary　to　fixed

assets，the　di伍culty　arising　from　tax　assessment　on　their　nominal　profits

is　comparatively　sma11，even　though　the　taxable　relief　through　revaluation

is　not　granted　to　them．”　This　is　an　importaut　point　which　is　liable　to　lead

to　misunderstanding　as　regards　the　formation　of　imaginary　profits　causing

by　inHation．　Several　words　wi11，therefore，be　given　below．

　　　V▽hen　an　enterprise　prepares　a　pro丘t　and　loss　account　in　a』perio（i　of

inflation　on　the　basis　of　historicεし1costs　on　the　postulate　of　constant　value

of　money　unit，imaginary　profits　will　arise　from　the　depreciation　charges

of　fixed　assets，inventory　charges　an（i　wages　pai（i　an（i　other　cost　factors．

In　this　case，the　degree　of　imaginary　proGts　is　different　according　to　the

ratio　of　cost　factors　in　total　cost　of　finishe（i　goods　in　normal　years　when

prices　are　stable．Generally　speaking，in　commerce　and　in　manufacturing
industries，the　ratio　of　depreciation　charges　of五xed　assets　to　total　cost　of

丘nished　goods　is　rather　sma11，whilst　inventories　tum　over　several　times

during　one　accounting　year，involving　e3ch　time　imaginary　profits，which

reach　a　heavy　sum　at　the　en（i　of　the　year。The　same　applies　to　imaginary

proHts　from　labour　charges．Un（ier　the　post－w＆r　inHation　in　Japan，imagina－

ry　pro丘ts　in　large－scale　enterprises　employing　large　number　of　workers　seem

to　have　been　most　pronounced　through　frequent　increase　of　wages。Enter－

prises　where　imaginary　profits　arising　from　fixed　assets　occupied　a　leading

position　were　limited，I　think，to　several　industries　such　as　electric　power

an（i　railway　transportation、

　　　　Since　the　revaluation　oHixed　assets　became　an　important　problem＆fter

the　violent　inflation，as　seen　in　the　above　legal　case，the　insufHcient　deprecia－

tion　of　fixed　assets　is　often　consi（iered　as　the　largest　factor　of　the　depletion
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of　capital　caused　by　tax　assessment　on　imaginary　income。　But　according

to　my　opinion，this　view　is　not　right　in　full　sense。Although　imaginary

pro五ts　arising　from　other　cost　factors　disappeared　or（1ecline（l　following

the　stabillzation　of　prices，depreciation　aloue　remaiue（i　to　produce　imaginary

pro丘ts；un（ier　this　circumstance，in　order　to　lighten　the　burden　of　tax　on

business　income，the　fixed　assets　revaluation　has　been　authorized　by　the

tax　law．

　　　Tax　assessment　on　imaginary　pro丘ts　in　the　above　legal　case　is　a

typical　example　of　economic　suffering　which　was　to　be　shared　by　all　Japanese

industries　under　the　inHation　after　the　War　II，from　the　nationalstandpoint．

But　it　is　undeniable　that　in　the　above　ludicial　case　the　tax　assessment

had　destructive　effects　upon　the　business　of　the　taxpayer．

　　　　　　　　　　　　　　　　　　　　　　　　　　　　　　　　　　　　　　　一Written　in　Oct．，1953一




