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This paper is intended to give facts and figures on, as well as a brief explana-

tion of, public finance in Japan as related to economic development. It was 
originally compiled as a report for the 14th Congress of The Inleruatiolual Instiiute 

of Public Finance held in Brussels, September 15-18, 1958. The full text is re-

produced here, with alterations and additions made necessary by the lapse of 
time. 

I. Historical Outline of Japanese Public Finance mid Economy 

(1) The Period from the Middle of the Nineteenth Centurv to World War I. 

The development of a capitalistic economy in Japan was due in large part 

to financial investment by the state. Although commerce and handicraft indus-

tries had already appeared in cities in feudal times, the prevailing industry of 

the country during the period was agriculture. The feudal system was brought 

to an end and a capitalistic' society was formed by the revolution which took 

place around the middle of the nineteenth century. At the outset, the economic 

strength of the population was meager and their voluntary savings alone were 
not sufficient for the forrnation of the capital required for economic development. 

This required the mobilization of the financial assets of the state itself. Almost 

the entirety of industry centering around military production was introduced 
from other countries under the auspices and continuing care of the national govern-

ment. In addition, mining, chinaware, machine manufacturing, spinning and 
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textiles, first, then such modern enterprises as banking, postal services, telegraph 

and telephone, and railways were established, either by the state it~elf or with 

the financial assistance of the state. With the exception of war industries, postal 

services, telegraph and telephone, and the railways, most of the~e capital establish-

ments were later transferred to private ownership. Remarkable as the subsequent 

growth of private capital was, there was constant, continuing support of industry 

from state funds.l 
Victories in the Sino-Japanese' War ( 1894-1895) and the Russo-Japanese 

War (1904-1905) spurred Japan's development of her national resources. The 
unprecedented wave of prosperity during World ¥Var I brought a sudden increase 

in Japan's economic strength leading to the firm establishment of the foundation 

of capitalism, the development of numerous modern industries of all kinds, and 

the inauguration of large-scale enterprises for the development of resources in 

Manchuria and other regions of the Asiatic continent. , 
(2) The Period from the End' of World War I to the Man6hurian Incident. 

The Japanese economy entered a period of reaction after World War I. The 

period between 1926 and 1931 was the rock bottom of a depression and the country 

suflered from overproduction, increased unemployment, price declines, and stag-

nation in exports. An opportunity to break the grip of this situation presented 

itself when the Manchurian Incident occurred on September 18, 1931, and Japan 

went ofl the gold standard on December 13 of the same year. The outbreak of 

the Manchurian Incident brought about an armaments expansion that led to 
increased military e~penditures, an unbalanced budget, and a policy of intensified 

issuance of public bonds. The bond policy adopted during the period from 1931 

to 1936, however, had the efiect of artificially creating purchasing power and a 

corresponding effective demand for commodities. Coupled with an increase 
in exports growing out of a fall in the value of the yele on the foreign market, it 

had a beneficial effect on the Japanese economy, sufiering at that time from under-

employment. 
(3) The Period between the China Incident and ¥Vorld War II. 

The China Incident, touched off by a clash between Chinese and Japanese 
troops on July 7, 1937, gradually spread over the w'hole Chinese mainland and 
began to take on the status of a full-scale ¥var. To cope with this situation. Japan's 

finances and economy 1'vere gradually re-organized from a peace-time to a war-

time structure. This trend was further intensified upon Japan's entry in World 

War 11 on December 8, 194 1 , and continued until her unconditional surrender 

on August 15, 1945, 
The special characteristic of public finance and the national economy of 

the period was, in short, that all available economic resources were applied to 

the war effort.through expansion of productive capacity and economizing in' private 

' See Motokazu Kimura, "Fiscal Pohcy and Industriah.ation in Japan 1868-1895," The 
A ,enais of the Hitotsubashi .4 cademy, vol. vl, No. 2 (Tokyo : Hitotsubashi Universrty, 1956) 
for 'the relation between public finance and caprtal accumulation in mneteenth century Japan. 
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cpnsumption. To achiev_ e this end, governmental control was exercised ov,er 

production, consumption, distribution, prices, foreign trade, and all other phases 

of the national pconomy, while at the same time measures were taken in public 

financing for increase of military expenditures, curtailment of general administ-

rative expenditures, increase of taxes, and flotation of more public loans. These 

measures, though gradually intensified as the war advanced, did not induce 
any serious ruptures until towards the end of the war, the reason fQr this being 

the extreme degree of control exercised by the govemment with the military at 
its core. 

(4) The Period from the End of ¥Vorld ¥Var 11 to the Present. 
From the .end of August, 1945, until April 28, 1952, when the San Francisco 

Peace Treaty went into eflect, the whole of Japan was occupied by the American 

military, and Japan's economy and affairs of state were under the control of the 

Supreme Commander for the Allied Powers. 
In ¥~rorld War II, Japan lost 440/0 of her territory, and air raids and other 

_war damage destroyed 250/0 Of her national capital resources. Productive capapcity 

dropped, and the production index (1931-33=100) in August, 1945, was down 
to 27.5, as against 158.4 for 1936, the year preceding the China Incident. Until 

1949, social and economic confusion, the decline in productive capacity, the shortag~ 

of food and other goods, increased government expenditures, and a general feeling 

of insecurity regarding the political and econamic prospects of the country result-

ing from the defeat caused and promoted a continuing inflationary trend. During 

these five years cornmodity prices soared to nearly 60 times their levels at the 

end of the war. Various countenneasures were of course taken, including in-
tensiflcation of financial assistance aimed at industrial recovery, freezing of purchas-

ing power through deposit blocking, a special capital levy, and the prohibition 

of deficit bonds. Thanks to these steps, and to GARIOA, EROA, and other 
aid from the United States, inflation was temporarily checked. 

The Korean ¥Var, ho~vever, broke but on June 25, 1950, and the stimulus 

oi increased demand for gopds and services from the United States forces brought 

a boom of prosperity to Japan's economy and sent commodity prices up again. 

The conclusion of a truce 6n July 27, 1953, then decreased special procuroments 

by the United States forces, with the result that the international balance of 

payments began to take a turn for the worse. To cope with this, deflationary 

measures were adopted in 1954, and efforts were made in public finance to control 

increasingly expanding outlay. As a re~ult. Bank of Japan notes, in circulation, 

which had been increasing ann,lally for several years, now decreased, rising com-

modity prices leveled off, the international balance of payments improved, and 

real national income increased. Toward the middle of 1957, ho¥vever, there 
appeared tend~ncies toward over-investment, over-production, and an excess 

of imports. Japan's foreign exchange holdings, which had been $ 1,400 million 

as of the end of December, 1956, dropped to ~873 million at the end of June, 

1957. Countermeasutes ha~ve been taken to encourage exports, curtail imports,, 
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raise interest rates, tighten public investments and loans, provent increase in 

national expenditures, and lower or abolish taxes as a means of encouraging capital 

accumulation. These policies seem to have achieved a marked success, as in-
dicated by statistics in the following chapters.2 

II. I,rdtces of Recent Japanese Publlc F~nalP'ce aud Eco'romv 

In this chapter there are various tables showing indices of public finance 

and economy in latter-day Japan. All tables and computations appearing either 

in this or other chapters are, unless- stated othenvise, as follows: 

(1) Years indicated are fiscal years. A fiscal year begins April I of the 

year stated and ends March 31 of the year following. 

(2) Figures for the years 1958 and 1959 are budgeted (estimated) sums. 
Figures for all other years are for settled accounts (actual sums). 

(3) Recepits and expenditures of the national and local governments are 

those indicated in the general account. 

(4) Figures are based on statistical data compiled and published by such 

governmental agencies as the Ministry of Finance, the Local Autonomy Agency, 

and the Economic Planning Board. 
(5) The reason the average of the years 1934-36 is used as the basic unit 

of comparison is to show the peace-time conditions existing immediately prior 

to the China Incident. 

(6) Unit of computation is 1000 million yen. 

Table I Public Finance aud Economic Development 
(Unit : 1000 million ye,t) 

A. Commodity price indlces were obtained from the Tokyo Wholesale Price hrde;v, com-
piled by the Bank of Japan; 1934-36=100. 

B. Figures for revenue and expenditures for 1958 and 1959 are those of the original 
budget and do not include supplementary budgets later passed by the Diet. The same is 
true in all other tables, unless otherwise stated. 

2 For details of public finance in Japan from the Manchurian Incident to date, see Hanya 
Ito, "Japans bffenthche Finanzen 1931-1952", Finanzarchiv, 13. Band. 4. Heit (Ttibingen: 
J.C.B. Mohr, 1952).-Also contained in Hanya Ito, Essays il, Public Finance (Economic Series 
No. 3, The Science Council of Japan), Tokyo, 1954. 
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Table 2 Gro~,th o NatiOleal 1leCOme f
 (Unit : 1000 milllon ye,e) 

5
 

In 1946, the year immediately following the end of World ~~rar II, the index of per capita 
income dropped to 52.4"/o of the peace-time level. It has gradually risen to the present 1340/0 
reglstering an annual increase of somewhere betiveen 50/0 and 100lo' 

Table 3 Natioleal 1lec0,1lc Accoulets 

(Unlt : 1000 mlllron ye,e) 

riscal Year 

Dlstnbuted National Income 

Indirect Taxes 

Subsidics 

Capital Depreciation A110wance 

Errors and Omi5sions 

Gross National Product 

Individual Consumption ~;xpendi-
tures 

Gross Domestic Private Capital 
Formation 

Government Purchases of goods 
and Services 

Current Overseas Surplus 

Gross National Expenditure 

Per Capita Real Consumptlon Ex-
penditures (Unit : yefe) 

Index of Per Capita Real Consuml~ 
tion Expenditures 

Average of 
19.34, '35, '36 

14.4 

(+) 1.4 

(-) O 

(+) 1.2 

(-) 0.3 

16.7 

ll.O 

2.6 

3
.
 
1
 

O
 

16.7 

~~ 160 

IOO 

1 958 

8,412 

} (+)1,017 

(+) 895 

(-) 18 
ro,141 

6, 1 70 

1,811 

l , 989 

171 

ro, 141 

~~ 1 97 

l ~,~3 

l 959 

8,928 

} (+)1,083 

(+) 967 

(-) 22 
ro,762 

6,5ro 

2, ooo 

2, 162 

90 

ro,762 

~~ 205 

1 28 
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Table 4 

OF THE HITOTSUBASHI 

Distributed Natiohal' 

ACADI~:MY 

Ilecome 

(Unit : 1000 million ye's) 

[Augu~t 

Table 5 Naiional Income by I 7rdustries 
(Unit : 1000 milllon yets) 

Table 6 Employmelet by I I ideistries 

(Unit : 1000 persons) 

Figures are based on the national census taken October ,l of the years listed. 
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Table 7 Major Eco,eomic hrdices for ~ecent Years 

(Unit : 1000 million ye,$) 

7
 

Table 8 National Wealth 
(Umt : 1000 milllon ye'e) 

As of December 31, 1930 

As of December 31, 1935 

As of December 31, 1955 

110 

124 

.･_0,327 

The figure for 1955 is for capital wealth only. Figures for 1930 and 1935 include mines 
and other underground resources, natural forests, and military properties as well. The value 
of capital resources for 1935, as opposed to the total national lvealth for the year, comes to 
14,689.000 million yen in terms oi 1955 currency values. 

III. Types of Public Accoultts ile Japaw 

(1) The Budget Structure of the Central Government 
Japan's public finances consist of the finances of the central government 

and the finances of local bodies. Figures for local finance appear principall~ 

in Chapter XIV. 
As in other countries, national finances and the budget in Japan consist of 

a general account and special accounts. There are also accounts of quasi-govern-

mental organizations.3 
The general account manages administrative revenue and expenditures 

of a general character. Its contents are dealt with in the follow~ing chapters, 

beginning with Chapter IV. Special accounts and quasi-governmental organiza-

* See Hanya Ito, "Staatshaushalt und Finanzsystem Japans", Haudbuch der Finauzwis-
senschafi, 3. Band. (2d ed., Ttibingen: J.C.B. Mohr, 1958), and its bibliography for an outline 

of the national and local finance systems in Japan. 
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tion accounts are the subject of this chapter. 

(2) Special Accounts 

The number of special accounts and their contents difler from year to year. 

There are forty-odd special accounts at present, classified into the follo¥ving five 

groups: l) special accounts of state enterprises and government services (such 
as for the operation of postal savings, state forests, and dam construction services) ; 

2) special accounts for control and supervision (such as for the control of foregin 

exchange funds and staple foodstuffs) ; 3) special accounts for the operation of 

government insurance systems (such as Unemployment Insurance, ¥~Telfare Pen-
sion Insurance, Seamen's Insurance. Postal Life Insurance, etc.); 4) special ac-

counts for investments and loans (such as public investment in key industries 

and the handling of public Postal Savings, Postal Life Insurance, and other funds 

loaned to private groups and local bodies) ; and 5) special accounts for the balanc-

ing and adjustment of special funds (such as for war reparations and for local 

allocation and distribution tax funds). 

(3) Accounts of Quasi-Governmental Organization~ 
These accounts are for such public enterprises as the Japan Monopoly Cor-

poration, the Japan Telegraph and Telephone Corporation, and the Japan National 

Railways and for such public financial institutions as the People's Finance Cor-

poration, the Housing Finance Corporation, the l_Tedium and Small Enterprise 
Finance Corporation, and the Japan Export and Import Bank. Funds for these 
public enterprises and corporations are provided entirely by the government, 

and they therefore come close to taking on the complexion of pure government 
offices in their public nature. The budget for these accounts total almost the 

same as the general account of the central government, a fact that has an important 

bearing upon the national economy. The revenue and expenditures of these 
organizations were budgets not formerly referred to the Diet for deliberation, 

but since 1949, have been subject to the same Diet review as the central govem-

ment's budget. This came about after the Reconstruction Finance Bank, es-
tablished immediately after the end of the war for the purpose of providing funds 

to key industries for reconstruction, issued large amounts of bonds, with the Bank 

of Japan as underwriter, and thus became one of the causal factors in the post-

war inflation. Evidence of abuse in the handling of loan funds also came to 
light. 

(4) Composite of Budget Recepits and Expenditures of Central National 
Finances 

Table 9 Iists the 1958 and 1959 budgets for the general account, special ac-

counts, and quasi-governmental organization acc,ounts. 
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Table 9 Budgeted Receipts a'rd Expendiiures of National 1~~i,nances 
(Unit : 1000 million ye,4) 

Table 10 shows the 
duplications from the 
budgets for 1958. 

net total obtained by subtracting inter-organizational 

receipts and expenditures in the national and local 

Table 10 Net Total Bal al eces of Naiional aud 
(Unit : 

Local 
l OOO 

Fil eal eces 

million yan) 

IV. Publ ic Final ece aud IVatiolual I nconte 

Table 11, which 
expenditures from the 
position public finance 

indicates 

general 

occupres 

the relationship between national 

account of the central government, 

in the national economy. 

income 
shows 

and 
th e 

Table I l State Ex peuditures alid National 
(Unit : 

I Iecome 

1000 million ye,t) 

Fiscal Year 

1926 
1 930 

1 936 

l 944 

l 947 

1 949 

l 958 

l 959 

Central Government 
Expenditures (A) 

1.6 

1.6 

2.3 

93.0 
206.0 
699. O 

l ,312. 1 

1,419.2 

National 
Income (B) 

12.5 

11.7 

15.5 

56.9 
968 . O 

2,737.0 
8,412.0 

8,928.0 

A 
B
 

12% 
14% 
15~ 
163~ 
21% 
26% 
16% 
l 6% 

Local Governments 
Expenditures 

1.5 

1 .7 

3.0 

3.9 

93.0 
391 .O 

l,237.0 
1 , 334. O 

e
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Figures'for 1944 denote net expenditures and were obtained by subtracting duplications 
from the total of the general account and the war costs special account. The same applies 
to all other tables. The fact that expenditures that year were 163'/. greater than national 
income indicates that war costs were met not only with national income for the year but also 
by consuming national assets accumulated in the past and by calling on foreign resources. 
The extent to which Japan utilized foreign economic strength during the year reached 34,000 

million ye,e. See Table 15. 

Although state expenditures have recently increased, in form as well as in 

substance (considering commodity price indices~), their ratio to national income 

is still conspicuously low as compared to the period during World War 11 or the 

period immediately following the war. The proportion at present approximates 

that of- the pre-war period. 

V . Categort es of Expendiiures 

Taking the 
expenditures of 

been classified 

end of World War 11 as a dividing point, 

the central government during the pre-and 

by economic functions as follows : 

the general account 

post-war years have 

Table 12 Calegories of Expeliditeires before aud durileg World War II 
(Unit : 1000 million ye,,) 

The expansion of military 

administration expenditures are 

period. 

Table 13 Categories 

expenditures and the 
the characteristics of 

of Expeliditures 

reduction of 

expenditures 

general 

during 

after World War II 
(Unrt : 1000 million ye't) 

civil 

this 

Fiscal Year 

(1) Defense and Peace Treaty 

U.S. Occupation Forces 
Expenses for Defense 
Forces and Share of 
Expenses for U. S. 
Security Forces 

Reparations and other 
Foreign Debts 

1 947 

67.3 

67.3 

( 33~) 
( 33%) 

1 949 

1 03 

1 03 

( 15%) 
( 15%) 

1958 

176 (
 
14%) 

150 ( 12~~) 

26 ( 2%) 

1 959 

1 89 (
 

157 ( 

32 ( 

13%) 

ll%) 

2~) 

,
 



1959] + NEW FACTS AND FIGURES ON JAPANESE PUBLIC FINANCE 
'
1
 
1
 

When classified into negative and positive expenditures from the vie~vpoint 

of their effect on the national economy, such outlays have sho¥vn certain ten-

dencies in past years. During the years immediately after the end of the war, 

expenditures for the U. S. Occupation Forces and for price adjustment were 
large, with the proportion of negative expenditures reaching 640/0 of the total in 

1947. After that, these negative expenditures gradually decreased until their 

ratio became as low as 4 1 o/o in 195 1 . National defense forces expenses, annuities 

and pensions, and distrubtion taxes to local governments have since increased, 

however, with the result that negative expenditures account for more than half 

of the total expenditures each year, at present. 
In the future this proportion is expected to become larger, because of increased 

expenditures for such purposes as the national self-defense forces ; reparations 

to the Philippines, Burma, Indonesia, and Viet Nam; repayment of economic 
aid received from the United States after the war under GARIOA and EROA ; 

funds for foreign loans; annuities and pensions for former military personnel ; 

aid to surviving families of the war dead ; and social security. Latent here are 

many problems, even from a purely economic standpoint. 
The next table shows a draft of the capital and current expenditures budget 

of the central government for 1958. 
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Table 14 Capital Expeliditures and Curreni 
Exp,euditleres i,, the lg58 Budget 

(Unit : 1000 million ye't) 

VI. Public Finance Equalization Fulrd 

A feature of the 1958 budget is that 44,000 million yen has been reserved 

as a public finance equalization fund from the 163.000 million yen of net surplus 

national treasury funds remaining after settling the 1956 accounts. Of this, 

22,000 million yen has been held over as a "Fund for Strengthening Economic 
Foundations", to be utilized in the future for highways, ports and harbours, and 

general economic development. The remaining 22,000 million yen has been ear-
marked for various agencies for the development of medium and small enterprises, 

agriculture, forestry, fisheries, foreign trade, etcetera. 

VII. htvestmeltts a,rd Loans by the Siale 

In analyzing public finances and the economy of present-day Japan, notice 

must be taken of the investment and loan of funds by the central government. 
These include (1) Ioans to such key private industries as shipping, coal, iron and 

steel, machinery manufacturing, import and export, and electric power; (2) Ioans 

to such under-developed areas as medium and small cnterprises, agriculture, 

iorestry, fisheries, and housing, for their development and for general social im-

provement ; (3) Ioans for local agency activities ; and (4) investments in such public 

enterprises as the Japan National Raihvays and the Japan Telephone and Telegraph 

Corporation. The most important source of these funds is the money collected 
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by the government through postal savings and postal insurance. There are, 
in addition, funds received from the general account and the special account for 

public investment in key industries as well as funds made available through loans 

eflected by public enterprises. These funds are invested or loaned at low interest 

rates to enterprises and agencies either directly by the government or indirectly 

through the Export and Import Bank of Japan, the Housing Loan Corporation, 
or other banking facilities. The amount of these funds has ranged from 300,000 

million to 500,000 million yen each year sincc 1950; it is 519,800 million y'en in 

the 1959 estimate. During the period 1951-1955, 300/0 of all the plant equipment 

funds obtained by Japanese enterprises from sources outside their own particular 

enterprise was derived from these measures. This proportion has recently decreased 

to less than 100/0 as econornic reconstruction progressed and private capital be-

came more ample. The control of excessive investment and lending has even 
become necessary. 

¥Vhile expenditures~ from the general account of the s~tate tend to include 

many items of an obligatory nature, the amount of these investment and loan 

funds can be either increased or decreased as circumstances require to accommodate 

existing economic needs of the country. Their handling consequently permits 

greater flexibility, and they thus reflect the economic and h~nancial trends of the 

times much more sensitively than do the expenditures from the general account. 

VIII. Types of Revenue 

The following table shows categories of revenue in the general account of 

the central government : 

Table 15 Classtfication of Revenete 

(Unlt: 1000 million yet~) 
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Figures for 1944 revenue denote the net obtained by deducting overlapplng duplications 

from the combiped total of the general account and war costs special account. The same 
applies to all other tables. 

A characteristic fe~ture of revenue is that, whereas the relative iinportance 

of public bonds was great in pre-war years, such bonds have not been issued under 

the general account since 1947. The hard core of revenue in recent years has 
been tax receipts, with taxes in the broader sense (i,e., taxes plus revenue from 

government monopolies and revenue stamps) constituting nearly 900/0 Of total 

revenue every year. 
Taxes are the principal subject of the following chapter, 

IX. Grou'th of Taxes 

The Japanese tax structure undergoes revisions of one sort or another every 

year with the changes in the political, economic, and social picture. 

After the feudal system collapsed and a capitalistic socio-economic order 

bvas formed in the middle of the nineteenth century, taxation also took on a modern 

form. The new government established in 1868 after the revolution endeavoured 

to modernize the tax system on a 'gradual basis, first by introducing a change 
from payment in kind to cash payment of the land tax, ¥vhich in' those days was 

the principal tax. From the time of ~he revolution until the early tw'entieth 

century, agriculture was the main industry in Japan's economy. (Seventy-seven 
percent of the population were farmers in' i'870). The land tax, therefore, had 

a pivotal position in the system of national taxes, and revenue from this source 

represented from 500/0 to 900/0 of total tax yield during the period from 1867 to 

the time of Sino-Japanese War of the late nineteenth century. Although the 

importance of the land tax as one of the nation's sources of revenue has since 

gradually declined, it maintained first place in national tax' receipts until 1908. 

The income tax ~1'as put into effect in 1887, but its position as a source of 

revenue was, at first, extremely low. It was only after Japan's economy took 

its long strides fon~ard during World War I that the personal and corporate in-

come taxes~ became increasinglv important in the Japanese taxation system. The 

income tax (personal and corporate) has since long competed for first place with 

the alcoholic beverage tax, and finally topped the list of tax revenue sources 

in 1935, a position it has. kept to date It represents 500/0 Of total national tax 

revenue each year. - ' The most iprportant tax revenue sources in recent times have been the per-

sonal fncome 'tax, the corporation tax, the alcoholic beverage tax, and the tobacco 

and other state monopolies. 

The national tax revenue of .Japan may bc classified as follows : 
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Table 16 Natio,eal Tax Revenue 
(Unit : 1000 million yen) 

15 

The local allocation tax, Ievied and collected by the central government, 

is national in form but is actually apportioned among local bodies acCording 

to population, road area, and other criteria. It is classified as a national 

tax. in this report unless stated otherwise.4 

a' anya Ito, "Direct Taxes in Japan and the Shoup Report". Public Fina,tce Vol. VIII, 
No. 4 (The Hague: N.V. Uitg. W.P, van Stockum en Zoon, 1953). This grves an outline of 
the Japanese tax system, and is also to be found in Hanya Ito, Essays ile Public Finance. Tokyo, 
1954. Also, see Ito. "Staatshaushalt und Flnanzsystem Japans." op. ciL, pp. 446-451. 
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X. Direct aud 1lidireci Taxes 

National taxes may be divided into direct and indirect taxes as folows: 

Table 17 Direct atid hrdirect Taxes 

(Unlt:~ iOOO million yen) 

Fiscal 
Year Dlrect Taxes Indirect Taxes Total 

1926 
l 930 

0.4 (34%) 
0.4 (34~) 

o.7 (66%) 
0.7 (66%) 

1.1 (lOO%) 

1.1 (100%) 

The percentage of indirect taxes vvas larger than that of direct taxes during 

the pre-lvar years, Ivhile during the ~var the percentage of direct taxes was larger. 

After the war, the indirect tax again became larger. On the surface, this cannot 

be said to be a desirable trend, but it is an inevitable last resort taken to meet 

a situation in ¥vhich the conditions for a progressive tax system in Japan had col-

lapsed after the war in the economic chaos resulting from inflation, decline of 

productive capacity, deterioration of national morality regarding payment of 

taxes, and weakening of the tax authority. 

It may also be worth noting that in post-1var Japan the distinction bet-

ween direct and indirect taxes lost the meaning it had had before. A series of 

circumstances and policies such as air raid damage, inflation, forced distribution 

of large farm lands among tenant farmers, a special capital levy, and the breakup 

of the "Zaibatsu" (powerful financial groups), all helped to eclualize the distribu-

tion of national wealth in post-war Japan, in contrast to the opposite trend set 

in motion after VFrorld ~~Tar I. It is commonly understood that, roughly speaking, 

direct taxes are mainly borne by the wealthy and indirect tax. es mainly by the 

masses. In post-war Japan, however, the burden of both types of taxation fell, 
in most cases, on the same income bracket, thus giving direct taxes the colouring 

of mass taxation. In 1959, for example, the amount of self-assessed personal 

income taxes reported by persons with an annual income of less than 500,000 

yen ll'as estimated to be 480/0 of the 1,019,000 million ye,e total reported, and the 

number of such persons ¥vas 730/0 of the 2,014,000 total reporting. Analysis of 

taxable wage and salary incomes shows that the percentage of annual incomes less 

than 500.000 yen ~vas an estimated 81~･/u of the tota] taxable number of 9,118,000 , 
or 610/0 of the total taxable amount of 3,340,000 million _ven. If adjusted by the 

wholesale price index, 500,000 yen would come to 1,400 yen in terms of the value 
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of the currency in 1936. Considering the fact that personal incomes of 1,200 

yen or less vvere tax exempt at that time, it could be said that the majority of 

those in the present less than 500,000 yelc a year bracket apparcntly would not 

have been liable to income tax in 1936. In 1936, the number of persons paying 

personal income tax was some I million out of a population of 68 million ; whereas, 

in 1959, the number was 10 million out of 92 million. The sum of incomes in 
excess of 2 mil]ion yen was only 40/0 of total taxable income in 1957, while in 1935 

it was 410/0' in terms of present currency values. This is one of the factors sup-

porting the proposal currently heard in Japan that the direct tax on low incomes 

be reduced and the burden transferred to a consumption tax. 

XI. Taxation aud National Income 

The ratio of revenue from national and local taxes to national income is 

shown in the following table : 

Table 18 Taxaiicov aud National Income 

(Unit : 1000 million yett) 

* Local allocation taxes are included in nat*onal taxes. 

The ratio of taxes to national income rose to a peak of 290/0 in 1949 but llas 

dropped since, and currently stands at 200/ 
lo ' 

The Japanese standard of living after the war has been appreciably lower 

than before the Chinese Incident of 1937. The proportion which food expenses 

represented in the household budget of city wage earners, for instance, was 340/0 

in 1936, 650/0 in 1947, 600/0 in 1949, and 41% at present. If, with these Engel 

coefiicients as a basis, free income is computed by deducting estimated food ex-

penses-which may be considered the minimum living expensesfrom national 
income, the ratio of taxes to this balance, which is regarded as the maximum 
taxable capacity, comes to 190//o for the years before 1936, 1)~lo/o for 1947, 720/0 

for 1949, and 340/0 at present. Thus, at present, the tax burden is almost twice 

as heavy as in pre-China Incident days. 
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XII. The Tax System and Capital Accumidation 

The special measures employed in the present tax structure are to lighten 

the tax.' burden ~vith a view to the promotion of economic development. The 

most important ones are described below : 

, ( 1) Special Treatment of Income from Interest 
In the Japanese income tax structure since 1899, income from interest in 

the broad sense, such as from bank deposits, public bonds and debentures, and 

dividends from trusts, has not been included among objects of general, compre-

hensive, graduated (progressive) income taxation, but has been separated from 

other types of income. It has been taxed at a proportional rate and withheld 

at the source upon payment. The system has been constantly criticized as un-

fair,'since it spares those who have large incomes from interest from an othenvise 

heavy tax burden which they would have to bear should a progressive rate be 
applied. Suspended for three years, from 1950 to 1952, this system ¥~ras reinstated 

in 1953 as a temporary measure, with the term of validity and enforcement limited 

to a fe~v years. Interest income was totally exempted, furthermore, in 1955 
and l~56. Although some changes were made later, the 1959 revisions provided 

for a , proportional tax of 100/0 on interest incomes. One argument in favour of 

these, ITreasures is their real contribution in actual fact toward the encouragement 

of savings, although there is no denying their unreasonableness viewed from a 

standpbint of the equitable distribution of tax burden. 

(2) The Lightening of the Tax Burden o,n Enterprises 
Principally as special measures with periods of enforcement limi{ed to a 

few years, reduction of, or exemption from, taxation has been extensive and com-

mon in Japan with regard to many types of taxes, especially income and corporate 

taxes. This tendency became pronounced above and beyond the exemption 
of income from interest in 1950, and the year 1956 saw the adoption of the fol-

lowing special measures primarily concerning enterprises : 1) For the purpose 

Of promoting the accumulation of enterprise capital, when corporations issued 

new stock, the amount of dividend up to 100/0 of the new capital was exempted 

from corporation tax. 2) For the purpose of keeping enterprise profits within 

the enterprise, taxation was deferred for several years on portions of profit reserved 

for bad debts, price fluctuations, and retirement allowances. 3) For the purpose 

of encouraging investment in plant equipment and modemization, accelerated 
depreciation was allowed on machinery and equipment in key industries including 

steel and iron, on vessels plying international lines, and on costs to trading com-

panies in setting up overseas branch offlces. Heavy machinery was also exempted 

from import duty. 4) For the purpose of encouraging export, eertain portions 

of traders' incomes derived from exports were made tax exempt. 5) For the 
purpose of fostering key industries, such industries and enterprises as electric power, 
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copper mining, coal, petroleum, chemical fertilizers, and synthetic fibers were 

exempted from income tax for three years after establishment. A tax reduction 

was given on income from quota-delivery of rice sold to the government by farm-

ers. Aviation gasoline was exempted from excises. It is estimated that the 
taxes waived through these measures totaled 105,000 million yen (62,000 million 

for corporations and 43,000 million for private individuals) in 1957. This sum 

was well over 200/0 of all personal and corporation income tax revenue (500,000 

million yele) at the time. Ostensibly, the benefits applied equally to all enter-

prises, but in actual fact the principal beneficiaries were corporations, especially 

large corporations, and many of them found from 400/0 to 600/0 of their income 

exempted under these provisions. 

¥Vhile these tax exemptions or reductions all undoubtedly contributed in 

some ¥vay to Japan's economic development, they upset the balance of distribu-

tion of the tax burden among the people, and were, therefore, the subject of con-

stant controversy until the 1957 tax refonn did away with nearly half of the exT 

emptions. Ho¥~'ever, there still remain many special reductions on income from 

exports and other fields. 

XIII. Pu blic D ebt 

In view o'f the fact that the indiscriminate floating of public loans under-

written by the Bank of Japan for non-productive purposes or for the purpose 
of supplementing revenue deficits had caused inflation in the past, the following 

restrictions were placed on the issuing of national bonds by the Public Finance 

Law of 1947: 1) Borrowing or the issuing of public bonds shall be permitted 
only when they supply funds for public works, capital financing, and loans ; 2) 

The Bank of Japan shall not underwrite public bonds and debts as a rule, though 

it may, under special circumstances, within certain limits, and with Diet approval. 

As stated earlier, public bonds have not been issued in Japan for the purpose 

Table 19 Outstalrdittg Public Debt 
(Unit : 1000 million ye'*) 

Figures are as oi the end of each fiscal year. 
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of creating financial resources for the general account of the central government 

since 1947. They are issued every year, however, under the special accounts 

of the central government and the quasi-governmental organizations, and by 

local bodies. 

Table 19 shows the amount of unredeemed public debt in national and local 

finances. 

Among the debts of the central government, there are at present, besides 

those previously mentioned, outstanding foreign debts amounting to 80,700 mil-

lion yen, unpaid war reparations totaling 364,000 million yen, and loans from the 

United States under GARIOA and EROA totaling 1,863 million dollars. 

XIV. Local Finance 

At present, there are some 3,700 Iocal government units in Japan. Total 
receipts and expenditures of these bodies, as classified under recent fiscal plans, 

are shown in the following two tables.5 

Table 20 Expeuditures of Local Bodies 
(Unit : 1000 million yen) 

Table 21 Receipts of Local Bodies 
(Unit : 1000 million yen) 

Fiscal Year 

Local Taxes 
Local Allocation Tax 
Distribution Tax 
Subsidies and Other Funds from the National Treasury 

Public Debt 

Fees 

Other Revenue 

TOTAL 

1 958 

51 1 

32 

224 

309 

45 

40 

76 

(41%) 
(2%) 
(18%) 
(25%) 
(4%) 
(3%) 
(6%) 

1,237 (100%) 

1 959 

541 

33 
,~49 

343 

50 

42 

76 

(41%) 
(2%) 
(18%) 
(26~) 
(4%:) 

(3%) 
(6%) 

1,334 (lOO%) 

5 There are many difficult problems yet to be solved in local finances in present-day Japan. 
See Hanya Ito, "Staatshaushalt und Finanzsystem Japans," op. cit., pp. 443-446. 




