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International Capital: Movements and Exterrja.l' Policies -
by Michikiro Ohyama

"As is well known,-Johin H. Williams once ’indicted: the Classical Theory '

. of Internatronal Trade for its undefendable’ disregard: of factor movements. . .

between nations as well as its exorbitant emphasis upon: those within a natlonal _
bonndary. Though we-aré now left with a handful of theoretical contrlbu—‘

» tions dealing with: Jinternational capital movement, it s stlll far’ from’the

truth to presume that his indictment is outdated. - There: are mdeed a great
deal of Classical legacies in- the Theory of International Trade - remaming
to bs reexamined. in the light of international capital ‘movement, whereas .
many of the few theorems in- ‘the Theory of International Capltal Movement.

“also stand in" critical need of reserutiny: takmg account of: the simple faet

that not only capltal but ‘also commodrtles are ‘moving mternatlonally
~In this paper we present a simple general equlhbrlum model composed of B

a set of assumptlons reﬁectlng both commodlty trade -and: capltal movement S '

between ‘nations. ~And we intend to’ mvestlg'ate in this reahstxe eontext the

validlty of ‘the famous proposmon that ‘& country can improve: its welfare o

as compared with the free-trade cum free-capital-movement position by impos~
ing either a tariff on imports or a tax on the. earnings of overseas. mvest?

 ment. As a preliminary to our investigation, we. first establish a- theoretical

formula which represents an infinitesimal change in the real “income of  the
countries concerned in terms of an infinitesimal change in the terms. of -trade
and capital movement. - In the same Trespect, we_also determine the stability

‘condition in the commodxty markets and identify five posmble cages of trade-

production pattern: the dlstlnctlon ‘between which is essential to- the further ;
analysis. . B Ik N s

Assuming that the capital lendmg country is in the posrtlon to do What
it likes without - provokmg any retaliation of the capital borrowing
country, we proceed to the case-by-case examination of the effect of a
tariff as well as of a tax on the terms of trade, on capital movement and,
by the help of the aforementioned formuld, on the ‘real income of the
relevant countries. Against this background, we also solve-, for the expres-
sion of the optimal rates of the tariff and the tax, optimal in the sense
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that they are due to maximize the real income of the lmposmg counfry,
tirst on: the assumptlon that the two. policies are independently (that is,
in a single-handed way) made use of, secondly on the assumption that they
are ,]omtly (that is, 1n a combined way) applied. In the final section of this
paper we try to reassert by way of memorandum, the traditional contention
"that the free-trade cum free-capital-movement leads to the maximization
of ‘the world real income within' the framework of the present model. - Li-
kewise, we briefly discuss the hitherto neglected symmetrical situation where
the policy making country coincides: with the capital borrowmg country
- The main' conclusions of our analysis are as follows. : .
- First of all, it is of course made clear that the unpos1t10n of a tarlﬁ or
a tax generally gives rise to a: change both in the terms. of trade.and in
the amount of  capital movement. ‘A tariff is, in many instances, apt to
‘induce an increase. of : capltal outﬂow as well as an improvement of the terms
of trade,” On ‘the contrary; a tax frequently produces not only a decrease
of ‘capital: outflow but- also a deterioration of the terms of trade. - - Secondly,
by the congequent line of reasonmg, the direction: ‘of the real—mcome effect of
~ éither policy is- shown, except for a couple of cases; to be ‘indeterminate,
' Thlrdly, the sign of the: -optimal tariff or tax rate turns out, again except
for a couple ‘of cases, to be indeterminate when.they are independently con-
templated. .This result is immediately inferable from the . second conclugion.
Fourthly, the gign of the optimal tariff or tax . rate is- bared, except. for
just: one- case, -to be- positive ' definite when they are jointly operated. . The
- reagon for . this is that the joint:' operation. of the “two  policies makes it
_ possible to bring about an improvement of the terms of -trade and a decrease
of capltal outflow: at the same time, Cr e o
. Itis worth: notmg, ﬁnally, that the text-book case for a. tarlﬂ’ or-a tax is
true only to the limited extent failing to preserve its theoretical elegance
and operational significance so long as we take into consideration both com-
modity trade and capital movement in a one model.

‘Historical Formatlon of the Lifetime Commitment
System. A Case Study of the Yawata
Basic Steel Corporatlon 1896-1934

by Haruo Shimada . .

- It is widely ‘accepted that the institutional system’ composed of the lifetime =
commitment: of workers and wage: schedules determmed prlmarlly aeeordmg'

to length of service has been a dominant feature. of mtraﬁrm 1ndustr1a1 |
relatlons in Japan. Such & compound; of’ mstltutions is called the Nenkow

' system. When the theory of the Nenko-eystem was developed in recent years,

it suggested that the system: emerged as a new development of the .post World

| ‘War . period- but had. 1ts orlgln in a pre-war era.  Quite a few. studles on

Japanese labor problems or: 1abor~management relations have dealt -more or
less with the questlon of. the origin of' the Nenko-system Thanks to these

efforts, data gathered and hypotheses offered have. remarkably 1ncreased e '-
However, a comprehenswe theory of the hlstorxcal formatlon of the Nenkos

gystem bringing together all these results 1nto account is not yet avalla.ble ,
There have ‘been very fow attempts 10 exemlne the ﬁndmgs preclsely The |
present :study,.is: an effort to examlne the hypotheses there - ‘have been
offered by utilizing .an intengive case study of the pre-war experiences of;

" the Yawata Steel Mille o : L

-+ Hitherto ‘develcped hypotheses may:: ‘be summarlzed in the followmg 4
points. The first three deal with the underlymg condltlons in which the Nenko-
system could be established and the last refers to a crltlcal period in whlch‘
there were changes in" envlronmental factors that favourd the formatlon of

the Nenko~system gy L , Lo
1. The differential wages and employment etructure under the Nenko-syetem‘ :

- within the firm corresponds 1mp11c1tly Wlth the: perenstent external soclal
 stratification of Japan, : = ~ s - o

2. The. length of work commltment to any glven ﬁrm correla.tes hlghly w1th
the level of skill. R

3. The paternalism has dommated manag'ement labor. relatxonshlpe end hence
does not tend to be compatible with the ides of competitive relatlonshlps
between managements and labor unions, ; :
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4. A rapid decrease in the demand for labor and a drastic change in the
labor -market structure that take place in. the late 1920’s enabled big firms
to eliminate older workers who tended to be moblle and who at times
resisted - management pollcy and management therefore 11m1ted recruitment
only to inexperienced young workers who had Just completed the elementary
school. Firms successfully undertook an overall reorganization of the internal
labor market structures i in which even newly recruited workers were obliged
to commit themselves fully and beecome immobile. in the given firm. This
was accompllshed by continuous threat: of dlscharg‘e and at:the same time

. confining. the ‘mdin trunk of the- -employment structure exclusively to: those

workers brought up from: the begmnlng of their careers in the educatlonal
- facilities - of thé ﬁrm These workers - were ‘regarded ‘as the most. faithful
to the firm,

“The results of 'the intensive research in"the case of the Yawata Steel
Corporatlon which, it ‘should be noted, accounted for about three fourth. of
total iron ‘and steel productlon in: pre-war Japan, revealed that some of
these hypotheses may be exaggerated’ or even: inappropriate: even though
: ’_ycertam of their pomts are verified. One of ‘the principal: ﬁndmgs ig ithat

i the firm did not undertake such overall ‘and drastic’ changes in its employ-
" ment structure in the late 1920's as implied by ‘hypothesis 4.. The firm, in

' fact ‘excuted wholesale discharges only twice in that perxod and: even then
p 'theee dlseharges affected: all age ' groups. It did not drive out older ex-~
‘perienced workers but they were rather warmly retained. : It did not limit
~ its. recruitment only to young boys who had just finished school:" The.age
composition of ‘new workers varied from 16 years old -to the thirties even
durlng the period of shrinking ‘demand for labor. - Alsothe “firm’s educa~
tional facilities’ Which presumably had. been designed to bring up selected
“inexperienced young ‘workers turned out to be ‘less effective for this purpose
-that the management had expected. Thus hypothesis 4 is elther an’ exag'~
geratron or an inappropriate synthesis of various facts

<The "facts" presented in the study seem to suggest that high propenslty:

of worker commitment to the firm was not solely caused by changes in
labor market during the late 1920’s but had already been formed in the
early stage of the firms development in the 1910’s. The commitment was
brought about partly by 1. the firm’s attempt to maintain skilled workers,

2. the existing immobile nature of workers who had been peasants and 3. .

uselessness of workers outside the firm because their skill was peculiar to

5 :

the firm: and no srmllar ﬂrm had developed in the nelghbering area. These
ﬁndmgs geem to support first three hypothesos - : o
However, further exammatlon is required even for thelr verlﬂcation It

will be necessary to analyse different types of industries at the different ‘

stages of development Such study should be developed and supplemented

by further intensive analysxs at the micro-scopic level of  aspects of 1ndustr1a1 .

relatlons such as JOb structure and WOrkshop orgamzatlons

- A‘ NerMo'del,of,_Foreign In’vestm'ent ) ]
by Takahvro szao
Recent work on the theory  of - foreign 1nvestment has been based on

the assumptlon that ex1st1ng stock of capltal is completely mobile 1nter- :
natlonally ‘Under this" assumptlon, it is natural to lead the conclusion O
/" that any, mternatronal dlfferences in rates of return on caprtal 1mmed1ately; o A
induce ‘the movement of capltal from the low-return country to: the highj b
. return country 80 that rates of return are readlly equahzed everywhere :
The assumption of the 1nternatlonal moblhty of existmg capital stoek '
however, is highly unrealistic. Bemdes, the: concluslon of the international .

equality in rates of return may be refuted by the fact that direct invest-

ment from U. S to. the Common Market (E. E C) usually en,]oys hlgher

return than does domestlc mvestrnent m U S

- The purpose of this paper 1s to. blllld a model of forelgn mvestment thh”». ‘

new assumptlone that ‘ :
(1) existing stock of capital is perfectly 1mmob11e 1nternat10nally, B

(2) it is only currently produced mvestment goods that can be carried
in to the forelgn country in order to perform the foreign investment and i

(3) the proportlon of foreign 1nvestment to current savmgs ina country‘ v
depends on the 1nternat10nal difference in' rates of return such that the.
larger the dlﬁ’erence in rates of return, the higher the proportlon of forelgn'ﬁ,

mvestment to savings in the low-return country

Once these assumptlons are adopted,. it is easy to explam the ex1st1ng :

international difference——rather than the equality-——in rates of return
and to refute the general validity of the ‘excessive forcign investment’
dogma. The last section of the paper intends to investigate the optimal
allocation of foreign investment under a world’s welfare criterion and to
lead the international ‘golden rule’ of capital accumulation.




