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JAPAN'S RICE POLICY. By William T. Coyle. International Economics

Division, Economics and Statistics Service, U.S. Department of Agriculture.
Foreign Agricultural Economic Report No. 164.

Abstract

To alleviate its rice surplus problem, Japan has begun subsidy programs to
reduce rice production and increase utilization (more exports, using rice for
feed and industrial purposes), Japan's policies reduced U.S, wheat exports
to Japan by about $30 million in 1980 and U.S. rice exports by about $20
million. A diversion program succeeded in shiiting 585,000 hectares (about
1.4 million acres) into other crops, mainly feed crops, soybeans, and grains,
thus increasing Japan's self-sufficiency in those erops. Government subsidies
to the Japanese rice programs totaled about $5.2 billion in 1980,

Keywords: Japan, rice, trade, exports.
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Summary

Japan's rice poiicy has succeeded in reducing rice production and some of
its rice surplus. But the policy has cost the United States and other coun-
tries some loss in trade. In addition, the policy will probably have to be con-
tinued for at least the rest of the decade to bring Japanese rice production
and consumption into balance.

To keep its rice production down, Japan has diverted some rice acreage to
wheat, thereby reducing its need for wheat imports. U.S. wheat exporis to
Japan in 1980 were estimated to be about 5 percent ($30 million) less than

what they would have been without the diverted acreage,

To dispose of some of its rice surplus, Japan has begun an aggressive rice-
exporting program and has encouraged increased domestic consumption as
well. Iis rice exports in 1980 amounted to 720,000 metric tons, about 5 per-
cent of total world rice trade. Such a large influx of rice on the world mar-
ket, subsidized by the Japanese Government and offered below the world
market price, reduced the world price. The loss in U.S. export revenues was
estimated at about $20 million, between 1 and 2 percent of the value of total
U.5. rice exports.

To limit the disruptions in the rice export market, which affects other rice
exporters besides the United States, Japan agreed in April 1980 to limit its
rice exports to 1.6 million metric tons between 1986 and 1984. The 420,000
metric tons specified for the period April 1980 through March 1981 were ex-
ceeded, however, because of large emergency shipments to South Korea.

Japan’s subsidies to its rice-velated programs totaled about $5.2 billion in
1980, about one-third of the country’s total agricultural budget. Almost 60
percent of this budget was used to support the producer price at a level
about $15¢ per ton above the wholesale price and more than three times the
world level,

About $1.4 billion was spent to divert 585,000 hectares {about 1.4 million
acres) of riceland to other uses in 1980, Nearly half of that land now pro-
duces feed crops, soybeans, and grains, reducing Japan’s reliance on imports
of those crops. With current trends in rice consumption, an additional
175,000 hectares (432,000 acres) will have to be diverted from rice produc-
tion o bring consumption and production into balance by 1990.

Other measures to decrease Japan's rice surplus include regulating the
domestic consumer price to encourage rice consumption and encouraging
other uses of rice, for example, in industrial uses and animal feeds. The cur-
rent disposal program calls for an additional 300,000 metric tons of rice to
be diverted each year to “industrial” uses, but since that term includes
chiefly traditional foods {sake, soybean prste, 80y sauce, rice cakes, and rice
flour), it is urlikely that such uses could absorb that much additional rice.
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During the first surplus disposal program, the Japanese used rice in animal
feed and found it to be a suitable feed ingredient so long as the proportion
of rice did not exceed 10 to 20 percent of the total ration. In the 3 years
that the feed substitution program was in effect (1971-73), 3.1 million metric
tons of rice were fed, displacing primarily imported corn and sorghum. No
rice was used in feed during the first 2 years of the current disposal pro-
gram although its use is contemplated before the program ends.

1
[ o
£y
5.
)
i
;.




e T T

LT A

A L S e,

117 Ay s

i - et

AT s e S

e e - ey

B e i Ao b e e e b

T T

e

AT S T, 0 g M e

T T T RIS STy M V4RI RATSILT 1L R S R IZHILS T VTP T A T L AT T A A T

Japan’s Rice Policy

William T, Coyle
Agricultural Economist

Introduction

Interest in Japan’s rice poliey intensified in 1979
when Japan subsidized the export of 620,000 metric
tons of surplus rice, sbout 5 percent of world rice
trade that year. This was part of a 5-year surplus
disposal program, initiated in April 1979 to dispose
of 8.5 million metric tons of rice through exports,
livestock feeding, and industrial uses. U.S. rice in-
terests, increasingly dependent on export markets,
were distressed by Japan's action in exporting such
large quantities of rice at subsidized prices to mar-
kets of considerable commercial importance.!

When Japan continued this practice in 1980, U.S.
rice interests filed an antidumping complaint in
early April with the U.S. Trade Representative
{(USTR) under Section 301 of the 1974 U.S. Trade
Act {amended by the Trade Agreements Act of
1979}, This law provides redress for action taken %y
a foreign country that is inconsistent with provi-
sions of a trade agreement or is “unjustifiable, un-
reasonable, or discriminatory, and burdens or re-
stricts U.S. commerce.”

That same month, the United States negotiated an
agreement with Japan to limit Japan's rice exports
to an average of 400,000 metric tons per year for
the remaining 4 years of the disposal program. The
agreement provided, however, that anaual limits
could be exceeded if emergency circumstances war-
ranted and after consultation with the United
States. The antidumping complaint was subsequent-
ly withdrawn.

The purpose of this report is to put Japan's rice ex-
ports into the context of Japan’s broader rice policy,
a central feature of its agriculture for many years.
Japan's subsidizing of rice exports is one part of a
three-component rice program that involves:

‘Medric units are used throughout this report, A metric ton
equals 2,204.62 pounds. A hectare (the metric unit of areas equals
£.471 acres. Rice dats unless otherwino specified are in terms of
browx rice, which esn be converted to a milled basis using & ¥.81
milling rate. Years refer to calendar years, The Japan fiscal year
{JFY) covers the period Apri! through March.
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* A pricing policy, to raise and maintain farm
incomes at levels comparable with nonfarm
incomes and to adjust consumer prices to en-
courage greater consumption of rice and less
of wheat.

A diversion program, to reduce rice acreage
and production and to increase production
(and Japan's self-sufficiency) in other crops.

A surplus disposal program, to reduce rice
stocks throuvgh increased exports and alter-
native uses (in animal feeds and industrial
uses, for exampie).

In general, each of these three coniponents is
designed to increase utilization or to reduce produc-
tion of rice and thereby alleviate the problem of
surplus stock accumulation which has been chronic
and persistent since the late sixties. Subsidized rice
exports are only one manifestation of this policy
that affects agricultural trade. Adjustments in the
producer and resale {(wholesale} prices of rice and
wheat affect Japan’s import demand for wheat. Di-
verting rice arca to other crops such as whest, soy-
beans, and barley likewise reduces import demand
for those commodities. Furthermore, disposal of
surplus rice in livestock feed displaces an almost
equal amount of corn and sorghum, which are most-
ly imported.

In this report the origin and nature of each compo-
nent of Japan’s rice policy is described. Pricing
policy, diversion programs, and surplus disposal
programs are detailed in separate sections. The
final section outlines the impact of each on U.S,
agricultural trade with Japan in 1980,

Pricing Policy

Japan’s agricultural policy after World War II was
designed to encourage rice production through pub-
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Japan's Rice Policy

lie investment in infrastructure, research, and ex-
tension to complement economic development ef-
forts by keeping rice prices low, and to avoid the
outflow of foreign exchange. The Food Control Law,
enacted in 1942, gave the Government authority to
carry out this policy through the purchase, sale, and
pricing of imported and domestically produced food
staples (mainly rice, wheat, and barley). The law
stipulated that rice and other staples would be pur-
chased at a price that took into consideration the
cost of produetion, other commodity prices, and gen-
eral economic conditions and would contribute to
stability in household expenditures.

To meet economic development objectives in the fif-
ties, the Government kept the producer price below
equilibrium levels, The Government oversaw a sys-
tem of minimum delivery quotas for rice allocated
ameng prefectures (states} and eventually among
farmers. Production in excess of these quotas and
normal onfarm requirements could not legally be
sold outside of Government channels. Since enforce-
ment was never strict, a black market about half
the size of the official market persisted through the
fifties (4, p. 175).2

Instead of improving farmers’ income, which was an
implicit goal of the 1942 law, the official purchase
price during the fifties actually contributed to a
deterioration in the terms of trade between the
rural and urban sectors of the country. “The system
...served as a mechanism for transferring economic
surplus from farmers to urban workers” (4, p. 175).

By the beginning of the sixties, rice had become
less important in the consumer's budget, and way,
therefore, no longer as critical to Japan's economic
development (9, p. 28). Japan's agricultural policy at
this time shifted toward a more determined effort
to improve incomes of rural households.

Since rice had always been the most important agri-
cultural ecommodity in Japan, its price was closely
associated with the problem of lagging rural income.
To rectify the growing economic disadvantage of
rural areas, the Japanese Diet (parliament) passed
the Basic Agricultural Law of 1961 (No. 127). This

"Mtalicized numbers in parentheses refer to items in the Bib-
liography at the end of the report.

law declared that “the objectives of the state's agri-
cultural policies would be to ensure agricultural de-
velopment and raise the position of those engaged
in agriculture in line with the growth and develop-
ment of the national economy.” According to the
law, farmers’ income would be improved by stabiliz-
ing prices of agricultural commodities, increasing -
agricultural productivity, and stimulating the crea-
tion of off-farm employment opportunities. The pric-
ing of agricultural commodities, according to the
law, was to be linked closely to maintaining and im-
proving agricultural income “in order to offset the
disadvantages inherent in agriculture concerning
eonditions of production and terms of trade."”

While the law set forth in broad terms the income
objectives of the countiry, the question of hew to
achieve this goal through increases in the rice price
became embroiied in political debate. The price-
setting process that developed involved various in-
terests eonnected with the country’s rice economy.
“Participants included the cabinet and the prime
minister, official and unofficial committees and
groups within political parties, organizations of
farmers, consumers, and labor, government minis-
tries and administrative bodies, different parts of
the finaneial world, agricultural experts, and the
mass media” (6, p. 144}, The political power of the
rural sector assured that rice producers would have
a particularly strong hand in this process, Political
districts, as they existed in the early sixties, re-
flected population distribution that prevailed imme-
diately after World War II. Although some redis-
tricting had occurred since, it had not kept pace
with the rapid shift of population from rural areas
to major cities. As a result, a rural vote, at times,
had five times the weight of an urban vote in the
iet.

The Japanese Food Agency, an arm of the Ministry
of Agriculture and Forestry (MAFF), administered
the producer and resale prices of rice that were
determined yearly by the political process.? During
the sixties, the producer rice price was doubled
from 71,260 yen to 148,150 yen per metric ton, and
was doubled again during the seventies to a level
more than four times the world price (table 1).

"Name changed to Miniatry of Agriculture, Forestry, and
Fisheries in 1978,
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Pricing Policy

Farmers responded by increasing rice production. ond, the ressle price of rice was maintained at a
Kice production after 1968 exceeded total utilization high level, although it was kept somewhat below
consistently in every year except the years of the the producer price. This, in combination with a gen-
surplus disposal program of 1971-73 and in 1976 and eral shift away from rice as incomes rose, led to a
1980. The new problems of overproduction and decline in per capita rice consumption through the
surplus stock accumulation were caused by two con- sixties and seventies,

current developments. First, annual increases in the

producer rice price outpaced price increases of By the end of the sixties, pricing policy hud not
other agricultural produets. Higher real prices and only created a surplus rice problem, but it had been
steadily improving yields genera]ly meant higher in- costly to the Japanese taxpayer. The financial loss
comes, which induced farmers to produce more. See- to the national treasury that resulted from main-

Table 1 —Government purclmse, restle, and retail prices for rice; comparisons beiween
domestic producer and international prices, milled basis

(1) @ @) Resale price (2) Retail price {3) ’I‘(ﬁ:)ai Japi.ar)les . Pr{;gumce;' rgﬁiii (5)

Govcernment .
Year Resale Retail compared to compared to fob. producer That export

purchase ) A A 7
price! price’  price! purchase price (1} resale price {2) price® ~ price’ price (4)

---Percent---- Dollarsimetric ton Percent

1960 71,246 79,687 111.8 108.2 124 198 158.7
1961 72,604 79,231 109.3 109.8 137 201 146.7
1962 71,605 82,801 106.4 105.3 153 216 141.2
1963 86,696 88,260 108.0 110.56 144 238 166.3
1964 95,622 91,484 97,500 95.8 106.6 137 265 193.4

1965 107,802 104,963 112,600 974 107.2 138 209 216.7
1986 117,308 111,860 119,000 95.3 106.4 165 326 197.6
1967 133,068 119,945 119,000 90.1 9.2 223 370 165.9
1968 143,618 133,168 141,000 92.7 105.9 203 339 196.6
1969 148,41 137,308 152,000 92.7 110.7 186 412 221.5

1970 151,502 135,300 152,000 90.0 111.6 148 421 2944
1971 156,080 135,110 152,000 86.6 1125 129 445 345.0
1972 163,992 138,864 160,000 84.7 115.2 148 541 a6b.6
1973 188,663 142,957 160,000 5.8 111.9 276 695 253.1
1974 249,369 165,073 173,000 66,2 104.8 542 854 157.6

1975 285,165 208,663 223,000 732 106.9 363 960 264.5
1976 303,616 236,850 258,000 78.0 108.9 254 1,022 4024
1977 315,604 280,458 283,000 82.5 108.7 272 1,165 4283
1978 315,968 270,631 300,000 85.6 110.9 269 1,504 407.6
1979 3164656 272418 314,000 86.1 1153 334 1,445 432.6

1980° 316,465 281,130 325,000 888 1158 432 1,394 322.7

‘Ministry of Agriculture, Foresiry, and Finheries, Statisticel Yearbook, annual issues, Japen fiscal year,

*Office of the Prime Minister, Monthly Statistics of Japan, varicus issues,

*Thai long grain white riee, 5-7% brokens, f.0.b. Bangkok as quoted in Bank of Thailand, Monthly Bulletin, various issues.

‘Yen-to-dollar exchange rates published by International Monetary Fund. A rate of 360 to 1 is used for 1960-70, See appendix table 4 for
rates used for 1971-79.

*Differential pricing scheme introduced.
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Japan's Rica Policy

taining the producer price above the resale price in-
creased by about 13 times from 28.1 billion yen in
1960 to 360.8 biilion yen in 1970 —an increase of
almost eight times in real terms (table 2). The size
of the deficit became more and more the subject of
public concern.

Through the first half of the seventies, the producer
price of rice continued to advance at a more rapid
rate than prices of other agricultural commodities.
The trend reversed after 1974, as policymakers at-
tempted to alleviate the surplus rice problem, in
part through price adjustments (table 8. The resale

prices of rice and wheat were adjusted together in
the seventies to reflect their substitutability by
consumers. Considerable stability in the import and
resale prices of wheat before 1973 and annual in-
creases in the producer and resale prices of rice
caused wheat fo become less expensive than rice
(tables 1 2nd 4). The country was faced with the
dilemma of declining per capita consumption of rice,
which it produced in abundance, and increasing per
capita consumption of wheat, which was mostly im-
ported. By increasing the resale price of wheat rela-
tive to that of rice, the Government discouraged
wheat consumption and, by taxing imported wheat,

Table 2—Budgetary ¢ost of Japan's rice policy

{1 (2) 3)
Japan Total budget of Domestic Surplus
fiscal Ministry of Agri- rice rice
year culture, Forestry  control

and Fisheries account  account

{4}

Riceland
disposal diversion

Cost of rice
programs (2, 3, 4)
compared to MAFF
budget (1)

Domestic
wheat and
barley control
account

Imported
food grain
eontrol
2ecount!

1961
1962
1963 -
1964

1965

1986

1967

1968 .

1969 . 3479

1970 . 360.8
1971 , 271.8
1972 . 261.8
1973 463.7
1974 , 602.4

1975 . 702.0

1978 . 736.5

1977 . 7454

1978 4829 —
1979 3,321.8 738.8 187.7

1980 3,684.0 649.5 160.8

a5
opegal FLELLE 1111
B B S0

2ol L T
o o

Percent

16.8
22.0
211
29.7
353

33.0
40.2
389
39.2
42.5

44.6
55.0
44.8
39.0
327

36.6
329
304
306
319

311
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— = None or negligible,
'Budgetary surpluses except in 1973, 1974, and 1876.

Source: Ministry of Agriculture, Forestiry, and Fisheries, unpublished daia.
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the Government generated revenue to offset par-
tially the cost of the consumer subsidy on rice.* An-
nual revenues from the purchase and sale of im-
ported food grains increased after 1976, reaching
$270 million in 1980. The Government was also able
to increass the resale price of rice faster than the
producer price, thereby closing the gap between the
prices and reducing program losses,

Income parity betweer urban and farm househelds
was achieved in the seventies, but not primarily be-
cause of the Government’s pricing policies. Growth
in off-farm income was more important in raising
rural income as the agricultural component of farm
household income dwindled from about 50 percent
in 1950 to 30 percent in 1978. Clearly, income from
the sale of agricultural commodities hud become
supplementary. But this supplementary income did
indeed make a difference. Without annuai increases
in support prices of major commodities over the
past 20 years, total farm income would have been
significantly less thar it is today 26/,

Although pricing policy may have contributed mar-
ginally to the improvement of income for farm
households and may have slowed the increase in per
capita wheat consumption, it led to a persistent im-
balance in the production and consumption of rice.
Diversion programs and surplus disposal schemes
were first introduced in the late sixties and early

‘In 1974 and 1975, wheat resale prices were subsidized to soften
the impact of high world wheat prices on the Japanese corsumer.

Table 3—Percentage change in selected prices,
Japan, 1960-79

Item 1960-64 196569 1970-74 1975-79

Percent

Producer rice price 374 64.6
Resale rice price 308 211
Prices of all agri-

cultural products : 2715 803
Prices of all agri-

cultural inputs 124 713
Consumer price

index 21.1 54.1

Pk L

Diversion Programs

seventies to help cope with the rew problems of
overproduction and surplus stocks.

Diversion Programs

The Japanese Government has administered three
supply management programs over the past decade,
all of which were designed to reduce rice produc-
tion and increase production of other priority erops
(table 5). Two 1-year provisional programs were also
tried, in 1969 and in 1970,

The Rice Production Control and Diversion Program
{1971-75) used a combination of “administrative
guidance” and economic incentives to influence the
behavior of farmers.® For each of the 5 years in the
program, the Government set a nationwide target
for rice production based on an estimate of rice de-
mand often at variance with realized consumption.
This amount was subtracted from what was consid-
ered the production potential (14 million tons, the
production level in 1969, was used in the first diver-
sian program) of Japarn’s existing rice area. The dif-
ference was the reduciion target. When divided by
an average yield figure, the Government derived an
estimate of the number of hectares that would have
to be shifted out of rice production in order to bring
production in line with aniicipated consumption.
The nationwide diversion target was then =ukhii-
vided among the 46 prefectures {47 after 1972 with
the accession of Okinawa) on the basis of historical
Government purchases, annual rice production, and
other considerations. The prefectural diversion tar-
gets were in turn distributed among various pro-
ducing regions, and finally among individual
farmers,

Aside from using administrative guidance in gain-
ing cooperation of prefectural governments and
farmers, the Government enhanced its leverage by
using economic incentives. As of 1971, the Food
Agency no longer purchased all the rice offered to
it. It began purchasing only limited amounts at the
favorable support price. Food Agency purchases fell
from an annual average of 66 percent of total pro-

*Administrative guidance {gyoseithido/ consists of recommenda-
tions, advice, or directions issued by & Japanese Government
agency and is void of coercive legal power.

.
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Japan's Rice Policy

duction in 196570 to 48 percent in 1971-75 {table 6).° ly. These amounts were paid for each hectare re-

In addition, support prices during 1969-71 were not tired from rice production and reflected the Govern-

increased as rapidly as in the sixties and, more im- ment'’s indifference about what was subsequently

portant, large incentive payments were introduced done with the land. Ie both years, rice production

to encourage the idling of riceland or the cultivation exceeded cvusumption, thus contributing to a grow-

of alternative crops. ing surplus problem and hastening the advent of a
stronger program.

Diversion payments were first tried under the pro-

visional programs in 1969 and 1970 and amounted to The Rice Production Control and Diversion Pro-

200,000 yen and 350,000 yer per hectare, respective- gram (1971.75) changed the incentive scheme. The

payment for cultivating perennials and forage crops
*A certain percentage of the total is retained for onfarm con- was 400,000 yen per hectare, that for annual crops

sumption. was 350,000 yen, and that for idling land was 300,000

Table 4—Japanese import, resale, snd producer prices for wheat, and retail prices for wheat products

Retail prices (Tokyo)
Bread Noodles Fiour

(1)
{2} 3}
Year Iﬁg:;tf Resale price % x 100  Prices received :; x 100
F\'wheat‘ of wheat?® by farmers®

Dollars Yen Dollars Yen Dollars
perton perton perton Percent perton perton Percent ----Yen per kilogram----

1960 66 35,910 98 1.48 37,300 104 78 79
1961 68 35,565 99 1.46 38,100 106 . 88 80
1962 71 35,263 98 1.38 39,900 111 . 87 81
1963 68 35,200 98 1.44 40,600 113 88 82
1964 3 35,200 98 1.34 44,200 123 . 89 85

1965 69 35,200 98 1.42 47,200 131 . 95 86
1966 71 97 1.37 50,400 140 97 87
1967 5 96 1.28 52,600 146 . 94 89
1968 Ti 96 1.35 55,500 154 2 97 91
1968 63 _ 96 1.39 57,300 159 107 94

1876 68 96 1.41 60,200 167 X 116 101
1971 70 98 1.46 64,600 184 130 112
1972 70 112 1.60 67,400 222 . 116
1973 119 139 117 75,200 21 164 134
1974 224 156 10 98,400 aa7 . 233 231

1975 197 157 80 112,060 377 238 233
1976 181 198 1.08 121,100 408 266 238
1977 130 224 1.72 169,833 627 . 286 253
1978 149 289 1.94 174,000 B29 288 257
1979 187 277 148 178,333 814 288 258

1980° 216 69,145 305 141 192,167 847 289
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Ministry of Firance, Japan Exports and Imports, annual issues,

"Western White No. 2, Japan fiscal year.

Ministry of Agricuiture, Forestry, and Fisheries, Statistical Yearbook, annual issues.
‘Office of the Prime Minister, Monthly Statistics of Japan, various issues,
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Table $—Riceland diversion programs'
Item 1962 1870 1971 1878 1974 1975 1976 1978 1979 1980

1,000 metric tons®

Production potential 14,000 14,000 13,950 13,800 13,500 13,350 13,000 13,400 13,400 13,600
Production target (PT) NA 12,500 11,650 11,760 12,150 12,350 12,100 11,700 11,700 11,150
Recuction target NA 1,500 2300 2050 1,350 1,000 900 1,700 1,700 2450
Aectual produetion (AP) 14,003 12,689 10,887 12,149 12,292 13,165 11,773 12,689 11,958 9,571
Actual consumption (ACY 11,966 11,948 11,859 12,077 12,033 11,964 11,818 11,384 N4 NA

1,000 hectares
Actual area planted 3,274 2923 2695 2622 2724 2784 2,779 2,548 2497 2377

Diversion target NA NA b80 NA NA NA 216 391 391 535
Actual diverted area NA 361 o1 56b 286 252 195 438 472 585

Raitfo

Ratio, actual production

to production target

(AP + PT) NA 102 93 1.01 1.03 101 107 97 1.08 1.08
Ratio, actual production

to groduction target

{AP + AC) 1.17 1.08 92 1.00 1.01 1.02 1.10 1.0 1.14 111

0 L, B A S

NA = Not available or not applicable,

'There were three diversion programa: The Rice Produetion Control and Diversion Program (1#71-76), The Comprehensive Paddy Field
Utilization Program (1976-78}, and The Paddy Field (Jtilization Reorientation Program (1978-87).

"Hrown basis.

Tncludes rica for direct human eonsumption, processing, seed, and waste.

S e g b e

Socurce: Ministry of Agriculture, Forestry, and Fisheries, unpublished datz.
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Japan's Rice Policy

yen, reflecting a new set of governmental priorities.

In general, the same payments remained in effect
for the duration of the 5-year program. A fa:= .r
was entitled to receive payment for each year that
his land remained out of rice production. The incern-
tive payment for idling land, however, was phased
out in 1974, & year early, in light of a worsening
world grain situation and the difficulty in justifying
the idling of land in a land-poor country such as
Japan.

In gll but one of the program’s 5 years, actual pro-
duction exceeded the target levels. Only in the first
year, 1971, did production fall short of the target
{by 760,000 metric tons, T percent) due in part to
the diversion program, but due chiefly to adverse

weather. Over the 5-year period, rice production ex-
ceeded consumption by about I percent, thus con-
tributing only small amounts to surplus stocks.

The second program, the Comprehensive Paddy
Field Utilization Program, was initiated in 1976 and
was scheduled to last for 3 years. Actual production
targets were similar to those in the first program.
But because the potential for rice production had
declined during the previous 5 years with urbaniza-
tion and the planting of perennials on what was
formerly rice area, it was possible to scale down the
targeted reduction in rice ares. Incentive payments
were likewise adjusted as the Government again re-
ordered its priorities. Fallowing was not permitted.
The largest payment, 400,000 yen per hectare, was

Table 6 —The Japanese Food Agency's involvement in the purchase and sale of rice, milled basis

1 2} Purchases (2) 3 4 Sales (4}
Year Tatal Food agency compared with Totsl Food agency  compared with
rice production  purchases! total production (1)  utilization® sales utilization (3)

Percent

1960 11,701 5,740 49.1
1961 11,301 5,505 48.7
1962 11,838 6,628 56.0
1963 11,659 5,652 485
1964 11,451 6,351 55.5

1965 11,292 7,538 66.8
1966 11,598 7,285 62.8
19687 13,152 9,727 740
1968 13,149 8,203 624
1969 12,743 | 8,437 §6.2

1870 11,547 7,608 65.5
1971 9,907 4,894 494
1972 19,819 5,070 46.9
1973 11,056 4,858 439
1974 11,186 5,049 45.1

1975 11,98G 6,378 53.2
1976 10,713 4,772 44.5
1977 11,816 6,428 53.9 10,450 4,668
1978 11,466 5,651 484 10,341 3,792
1979 10,889 © 4,563 419 NA 4,242

-=-=-=-1,000 metric tons----

10,936 5,249
11,886 5,715
12,117 6,480
12,208 6,507
12,159 6,725

11,824 6,956
11,378 7.032
11,360 7,255
11,148 7,026
10,88’8 6.962

11,102 6,543
12,133 7,386
11,922 6,898
11,428 6,379
15,950 5,674

10,587 5,015
10,755 4,459

NA = Not zvailable.
‘Rice marketing year (November through the following October}.
*Food balance sheets, Japan fiseal year.

Source: Ministry of Agriculture, Foresiry, and Fisheries, Statéstical ¥+arbook, annual issues.
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extended to farmers who planted soybeans, feed
crops, and vegetables; 350,000 yen was paid for food
grains like barley and wheat, and 300,000 yen for
selected nonfood crops. Additional bonus payments
were introduced for turning over one’s land for
group cultivation. Such group-farmed land was con-
solidated without the transfer of title and was pro-
moted in hopes of improving the general efficiency
of Japan’s agriculture. These bonuses added 10 to
25 percent to the value of the incentive payments.

In the first year of the second program, actual pro-
duction was 2.7 percent below target, despite the
fact that area diverted fell short of the 215,000-hec-
tare target, The short crop was due to low average
yields, the lowest in 5 years, Production in the sec-
ond year, however, exceeded the target by an unae-
ceptable 8 percent; this led to the Government’s
decigion to abort the program a year early. The
nonparticipation of small part-time farmers was
identified as a significant problem which had to be
rectified to assure the future success of the supply
management effort,

The third and current program, the Paddy Field
Utilization Reorientation Program, was initiated in
1978. The duratior of the program is 10 years
(1978373, the longest to date, conveying & greater
public commitment to participants. The program’s
gogl is t reduce rice production by 1.7 million
metric tons per year (increased to 2.45 million
metric tons in 1980), substantially higher than that
in the second program but about the same as in the
first program. The eligible uses for diverted paddy
ares are broadened under the current program but
are similar to these under the first. Crops other
than those in oversupply may be planted. Other
possible uses include afforestation, aquaculture, con-
struction of greenhouses, and improvement of pad-
dy land undertaken during the rice-growing season.
Fallowing of riceland, as in the second program, is
not permitted,

Finally, several provisions encourage small part-
time rice producers to divert their land. One is an
incentive to enirust land to 8 N3ky®d, a local cooper-
ative, to be leased to another farmer under the con-
dition that the land be planted in a nourice crop.
This is designed to stimulate the creation of a mar-
ket for leased land to help full-time farmers expand

Diversion Programs

their land base. Bonuses are also paid if a producer
participates in a 3-year villagewide program.

The incentive payments for the current program ex-
ceed those in the second program in real terms. For
the 1978-80 period, payments ranged from 4C },000
yen to 550,000 yen per hectare depending on the
crop or activity, with bonuses for group diversion
ranging from an additional 70,000 yen to 200,000
yen per hectare {table 7),

Such payments were sufficient to make returns to
labor and land in nonrice crops substantially greater
than in rice production (table 8. As an example, a
Japanese farmer who in 1978 plauted wheat on
what was formerly rice area would have increased
net returns per hectare by about 75 percent and

,returns to management and labor by more than

three times (table 9). Without the 550,000-yen per

Table 7—Incentive payments for growilg alternative
crops on rice paddy ares, 1978-00

Alternative crop Basic Bonus for
or activity payment group diversion

Yen/hectare

Soybeans, forage crops,
wheat, barley, buck-
‘wheat, sugar beets 850,000  100,000-200,000
. Perennial crops such as

fruits and nuts, mul-

berry, asparagus, and

hops! £ 100,000-200,000

Other crops such as
vegetables and tobacco® T70,000-130,000
Paddy area entrusted
to Nokyd 70.000-130,000
Land improvements

done during the

sumnier 400,000

'Excludes satsuma oranges, grapes, cherries, pineapples, and
tea.

"Excludes sweet and white potatoes for starch or alcohol, kon-
nysku, ard adzuki beans.

Source: Ministry of Agriculture, Forestry, and Fisheries, un-
published data.
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hectare incentive payment, net returns per hectare
would have been about 40 percent of those for rice,
and returns to management and labor wouid have
been slightly greater than for rice.

The large incentive payments aré probably justified
in the context of Japanese agriculture. There are
certain unaccounted costs associated with the
farmer’s perception of risk in shifting from a famil-
iar erop to an unfamiliar one. Additionally, many
rice producers sre part-time farmers, who are gen-
erally less responsive to price changes than full-
time farmers. A relatively larger incentive, there-
fore, is needed to overcome the inertia of this

group.

Japan’s performance in reducing rice production
during the first 3 years of the current program has
been mixed. Production overshot target levels in
1978 and again in 1979 because of record yields in
both years. In 1980, the target reduction level and
the area target were both increased. The budget for
promoting the program was also raised from 228
billion yen to 803 billion yen. Because of an ex-

tremely cool summer and these diversion efforts,
1980 rice production was 1.4 million metric tons
below target.

Forage crops, vegetables, soybeans, and grains
were planted on about 70 percent of the diverted
land area in both 1978 and 1979. In both years an
additional 6 to 7 percent was entrusted to a Nokys,
muek of which was marginal land that was idled
{table 19).

The current diversion program is consistent with
taree broad Japanese farm policies: to reduce rice
production, to increase Japan’'s agricultural self-
sufficiency, and to maintain farm income. The cost
to the Government is extremely high and may lead
to some adjustment before the end of the 10-year
program,

As in previous programs, reduction in rice produc-
tion is obviously the immediate and mosi important
objective. Rice production and area have declined
since the beginning of the program. Rice consump-
tion will continue to deecline at least through 1999,

Table 8—Net return to laber with and without incentive payments for selected crops, 1978

Totul primary
cost of
production’

(Gross

Crop returns

Return to labor

Cost of Incentive Without With
labor payment Labor inceniive incentive

payment payment

Rice {(brown) 1,570,960 1,089,860
Wheat %$07,860 403,570
Soybeans 796,720 313,030
Barley (2-row) 590,390 394,340
Sugar beet 895,330 699,520
Cucumber 8,299,650 7,288,930

{summer har-

vested, open

field)

---Yen/hour---

1,368 NA
1,715 4,425
3,285 6,211
1,542 3,976
1,352 3,144

906 962

NA = Not applicable.

‘Primary costs exclude an imputed iand rent and interest on capitsl.

*Gross returns for rice and whest differ from results in table 7 beeause yields reported in cost of production survey were higher than

national averages.

Source: Ministry of Agriculture, Forestry, and Fisheries, Statistical Yearbook, 1978,
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according to MAFF projections necessitating sus-
tained cutbacks in production over the next decade.”
To bring production and consumption of rice into
balance by 1990 will require the diversion of an esti-
mated 760,000 hectares, 175,000 hectares more than
were diverted in 1980.

Through large incentive payments, the diversion
program has stimulated production of other crops,
thus contributing to the goal of increasing self-

Diversion Programg

grains increased by 22 percent between 1877 and
1979 (table 11). In contrast, the two previous diver-
sion programs had been unable to turn around the
declining trend in the area planted in grains, sov-
beans, and vegetables. The area devoted to feed
crops and fruit production had increased but not
enough to offset the decline in other importsat
crops. The fallowing of land through 1974 had been
partially responsible for thic. Land area in priority
crops had stabilized between 1973 and 1977, but it

sufficiency.’ Area in forage crops, soybeans, and was not until 1978, the first year of the current pro-

gram, that noticeable expansion in non-rice area
took place.® Official 1990 projections indicate that

'MAFF makes 10-year projections every 6 years on the supply
and demand of major agricultural commodities. These projections
serve as guideposts for Japanese agricultural policy. "Priority crops are selected by the Government and their pro-

'Defined by MAFF as a ratio of domestic production ti total duetion is encouraged within the framework of a diversion pro-
utilization, gram.

Table 9—Net returns per unit of land and labor for rice and wheat
under alternative Government programs, 1978

Brpwu Wheat!
rice I I I

Item Unit

1978 producer price Yen/metric ton 305,780 174,000 174,000 174,000
Average yield Metrie ton/Ha 49 33 3.3 3.3
Gross return Yen/Ha 1,498,224 574,200 574,200 574,200
Diversion payment Yen/Ha_ NA NA 550,000 —
Winter crop subsidy Yen/Ha NA NA — 80,000

(A) Total gross return Yen/Ha 1,498,224 574,200 1,124,200 654,200 2,152,424
(B) 1978 costs of production® Yen/Ha 1,089,860 403,570 403,570 403,670 1,493,430
{C) Cost of labor Yen/Ha 500,020 143,886 143,886 143,886 643,906
(D) Hours of labor Hrs/Ha 717 203 203 203 920

A ~ B (Net return Yen/Hr 408,364 170,630 720,630 250,630 658,994
per hectare} (Index} 100 42 176 61 161

A ~B+C (Net return Yen/Hr 1,267 1,649 4,259 1,943 1,416
to labor) (Index) 100 122 336 153 112

T I A T E 4T

£ (Unit cost of labor) Yen/Hr 697 709 709 709 700

R RIS e

— = None or negligihle,
NA = Not applicable.
! 1 Wheat production on non-diverted land.
II Wheat production on diverted rice area.
III Winter wheat production on rice paddy.
IV Winter wheat and summer rice on same land. Figures represent summation of rice ¢column and Wheat II1.
1678 primary production costs exciuding land rent and interest on capital, compiled by MAFF.
"Includes returns to laber and management.

Source: Miniatry of Agriculture, Forestry, and Fisneries, Statistical Yearbook, 1978.
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Japan's Rice Policy

Table 10 —Diverted rice area by alternative ¢ innted,
1918-75 Fop Fian

. Pfrcen;; Percent
of tota of total
area 1979 areq
diverted

Riceland diverted to: 1978

diverted .

Hectare Percent Hectare Percent

Soybeans 69,277 15.8 71,278
Feed crops 116,823 267 123,431
Whest 27,746 40,000
Barley 11,615 12,000
QOats 1,226 1,489
Buckcorhent 18,631 17,178
Sugar beels 4,363 4,618
Fruits anil nuts 8,428 7,743
Mulberry 622 539
Vegetables 79,931 88,475

12,775
6,271

Pulse crops
32,266

|
o en
ot

&

[~}
Rifamn, MW, PMoOME
wnawhmomwan

sk 0 80 i 2D & b 20 Sa g
[ors

Tobaceo
Other crops

Paddy field en-
trusted to Nokyo 6.3
Land improvements 5.4

Total area diverted 437,516 1000

-
DM g B

33,103
22,675

472,039

Source: Ministry of Agriculture, Forestry, and Fisheries, un-
published dats.

ares in forage production will increase by about 50
‘percent {from 1 million hectares in 1980 to 1.56 mil-
lion hectares in 1990), soybean production will more
than double, and grain production will nearly dou-
ble. All of these increases ia production will repre-
sent increased self-sufficiency by 1990,

As in previous diversion programs, the Government
is committed to maintaining farm income by paying
rice farmers large incentive payments. If a farmer
diverts 1 hectare of rice paddy to wheat production
and continues to grow wheat on that land, he will
be entitled to a payment of 550,000 yen for each
year through 1987, Payments may be reduced in
future years, but they will still be substantial. For
certain perennial crops, such as mulberry, aspara-
gus, and hops, the payment is discontinued 5 years

after planting,

The success of the current program and the coun-
try's ability to meet its seif-sufficiency targets will
depend on the Government's financial support. The
program is very expensive, costing 303 billion yen
($1.4 biilion) in 1980 (8 percent of the $16.7 billion
MAFF budget). This amounts to about 530,000 yen
for each hectare diverted. The anaual cost will con-
tinue at the 1980 level (at a minimum) through the
life of the program.

Table 11— Cultivated area in selected crops

Crop 1970 1971 1972 1973

1974 1975

1976

Soybeans
Feed crops (pasture

and otﬁer)
Wheat
Barley
Qats
Sugar beets
Fruits and nuis
Mulberr
Vegetables
Tobacco
Rapeseed

otal

1000 hectares
93 87

826 840
83 50
78 78
17 13
48 48
435 430
158 161
642 632
b6 i)

5 4
2441 2492

626

2,416

NA = Not availabie.
Preliminary.

Source: Ministry of Agriculture, Forestry, and Fisheries, Statietical Yearbook, annual issues.
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Whether these costs are excessive depends on the
Government’s alternatives. For the past 20 years,
the Government has purchased 40 to 80 percent of
the rice erop at prices three to four times the world
level and has resold rice to wholesslers below cost,
thus incurring losses on every ton sold. The Gov-
ernment lost at least 375,00€ yen per hectare in
1979, about 35 percent of the cost of diverting a
hectare to wheat in that year {table 12). So under
eircumstances when production and eonsumption of
rice are in balance, the budgetary cost of the diver-
sion program would appear excessive.” However,

Phe budgetary cost to the Japanese Government should not
be confused with the social cost of the rice policy to the Japanese
sconomy as & whole. The social cost includes: (1} the difference
between the cost of inefficiently producing rice in Japan and what
it would cost to import rice from more efficient foreign producers;
{2! the welfare losses to consumers arising from the reduction in
their consumption of rice induced by the higher prices they have
to pay compeared with those that would prevail in & free trade
situation; and {3} the total cost of producing the rice, which is
surplus, plus the cost of storing it, minus what is salvaged by ex-
porting it or using it at home for industrial purposes or as feed.

See {2).

Table 12—Diversion policy alternatives and their budgetary costs per hectare, 1979

TR M PR TN 4 A B 1 P ALY S FAPRA

Diversion Programs

coinciding with the diversion program is a surplus
disposal effort designed to reduce surplus stocks of
rice, which amounted to 6.5 million tons in April
1879. Under such circumstances, every hectare of
rice in 1979 that added to the surplus would have
cost the Government 1.3 million to 1.5 million yen,
depending on yield and on whether the surplus rice
was subsidized for export or used in livestock feed.
In this context, diverting to wheat, expensive as it
is, would still save the Government between 250,000
and 400,060 yen per hectare.

Some have argued that the Government would save
even more if it paid the farmer what he normally
could 2xpect for rice, and then permitted him to
plant the land in a crop of his own choosing. This
would eliminate the need for large incentive pro-
grams. In such a situation, however, the farmer
might be inclined to idle his land, which would go
against the Government's policy to increase self-
sufficiency.

Item Yield

Government
expenditure!

Government

revenues Program losses

Tonsthectare

Cultivation of rice:
For human consumption
For expori
For domestic livestock
feeding

Cultivation of feed-
quality rice

Cultivation of wheat
on rice paddy

¢

U.8. dollars®

1,213 1,749
1261 6,177
5123 5,819
229 6,326

5,000

‘Includes transportation ard handling costs.

*Exchange rate: 215 yen per dollar.

™illed basis, average yield for 197579,

*Assumes an export unit value for rice of 60,663 yen per ton.

*Assumes an average import price for corn of $133 (28,595 yen) per ton.
*Assumes an average import price for wheat of $187 {40,205 yen) per ton.
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Japan's Rice Policy

In summary, the budgetary cost of the current
diversion program has been high but substantially
cheaper than allowing continued production of rice
which would add to surpluses destined for export or
livestock feeding. From the farmer’s perspective, by
planting an alternative crop on land formerly used
for rice, returns per hectare and to labor and man-
agement would be increased. It might be legitimate
for the Gevernment to reduce incentive payments
in the future as farmers become more familiar with
alternative crops and require less compensation for
risk.

Surplus Disposal Programs

Japan has administered two surplus disposal pro-
grams, the first during 1969-74, and the current one
initiated in April 1979 and scheduled to last through
1984. Both programs had the express purpose of
reducing “burdensome” stocks to more “normal”
levels through subsidizing the export and feeding of
rice as well as using more rice for various industrial
purpeses.” The 1969-74 program disposed of a total
of 7.4 million metric tons at a cost of nesrly $3 bil-
lion. This included 3.1 million tons for export, 3.5
million metric tons for feed, and 840,000 metric tons
for industrial uses.

The current 5-year program diverted a total of 1.2
million metric tons in the first year {930,000 for ex-
port and 270,000 for industrial uses). According to a
1980 revised plan, a total of 6.5 million metric tons
will be disposed of by March 1984 at a cost of be-
tween $5 billion and $10 billion. The April 1980
U.S.-Japan rice agreement limits the amount J apan
will export over the next 4 years to 1.6 million
metric tons, assuming no unforeseen and unusual
circumstances, thus leaving 3.7 million metric tons
for feed and industrial uses.”

There are three ways in which surplus rice has
been and will be utilized: export sales, domestic

“In the first program, 1.4 million metric tons of brown rice was
considered a normal stock level, whereas under the current pro-
gram the target is 2 million metric tons,

*The agreement provides that “emergency consultations may
be requested by either party where unususl cireumstances such
&s natural disasters, crop faflures or other events may increase
requirements for food assistance.”

livestock feeding, and increased use for industrial
purposes. Each of these is discussed below.,

Exporis

Japan exported 30,000 metric tons of surplus rice in
1968, the beginning of 8 major export thrust that
would last through 1974 and reduce surplus stocks
by about 3.1 million tons. Exporting large quantities
of rice was a relatively new experience for Japan
which had been a net importer through most of the
postwar period until 1968. As production expanded
and consumption declined, however, surpluses
began to accumulate in the late sixties.

The rationale for exporting surplus rice was simple,
1t was a relatively easy and quick way to dimgwss of
surplus stocks. By making the terms as favoribis as
possible, large quantities could be shipped. Certain
revisions in existing laws facilitated the export of
rice under very favorable terms for the buyer. In
1969, the Food Control Law was revised so that
domestic rice could be lent to foreign countries
without interest and in the spring of 1970 a food aid
bill passed the Diet allowing the Government to
step up grants and aid to developing countries.

During the course of the first surplus program, rice
was exported as aid under the International Grains
Agreement {1967), as a grant through the Japanese
Red Cross, or on the basis of long-term low-interest
loans. Commercial sales were neglible.

The first major foreign sale took place in 1969 when
the Government agreed to lend 330,000 metric tons
of rice to South Korea, which had suffered a shor’,
crop in 1968, The repayment of the loan was to be
in kind over 2 20-year period starting in 1980, A
similar loan of 300,000 metric tons was also made to
South Korea in the following year.

The Government preferred to export rice rather
than to use it as a feedstuff, because it was easier
politically to justify the use of a surplus food com-
modity to help people in need. From an administra-
tive standpoint, it was also easier to circumvent the
black market problems with exports than with
domestic sales for feed, .
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‘The export of rice, however, was probably more ex-
pensive to the Government than other possibie uses
of surplus rice. If rice were sold for cash, a rarity
during the first program, the subsidy on rice ex-
ports would have been considerably less than ihat
used for feed. Moat rice exported over the 6-year
period was sold on highly concessional terms, effec-
tively far below the prevailing world rice price."The
export price quoted averaged about $240 per metrie
ton for the 1969-74 period and substantially under-
cut world prices toward the end of the program
{table 183},

Eighty-eight percent of Japanese rice exports be-
tween 1969-T4 were destined for three markets:
South Korea {45 percent), Indonesia (27 percent),
and Pakistan and Bangladesh {16 percent), Total ex-
ports averaged almost 520,000 metric tons per year
and represented about § percent of world rice trade
{table 14},

Any trader that enters a market as abruptly as
Japan did in 1869 is bound to have an impact on

R s Sl S S s,

Surplus Disposal Programs

traditional trade relationships. In the case of both
the Indonesian and South Korean rice markets, the
Japanese share of rice imports increased from
nothing to an average of 15 and 33 percent per year
for the duration of the export program. In the
Korean market, historieally dominated by the
United States, the U.S. share dropped from 72 per-
cent in 196768 to 65 percent during 1969-74. In the
case of Indonesis, a market with more diversified
soarces of supply, the United States actually im-
proved its share despite Japanese competition.
Thailand's share in this market, however, fell.

Feeding Rice

Under the first surplus program, rice was used in
formula feed for the first time, as another, albeit
costly, way of using large quantities of surplus rice.
{Various byproducts of rice, such as rice straw, rice
bran, and rice bran oilmeal have been used exten-
sively for livestock feeding.) Since Japan had no
prior experience in using rice in formula feed, it felt
compelled to test its technical feasibility and to con-
sider carefully possible administrative problems.

Table 13—-Japanese export unit values for rice and comparisons with other rice prices, milled basis

Yen/dollar
exchange
rate?

Japanese
ri¢e, export
unit value!

Year

Japanese
rice,
export
unit value

2) 3)
Thai long U.8. milled
grain 5-7% No. 2, long, 4%
brokens, f.c.b. brokens, f.0.b.
Bangkok® Houston*

{2y (WH3)

Yen per metric ton

152,283
98,640
51,597
48,783
53,387
63,364
§7,716

396,495
91,327
78,120
60,663
82,930

Yen per dollar

360
360
ab1
303
271
292
297
287
271
210
219
227

1969
1970
1971
1972
1973
1974
1975
1976
1977
1978
1978
1980

365

-- Ratio --

227 195
192 125
114 66
109 66
T 41
40 35
63 49
.1 [

ar2 1.24 80
368 1.01 98
334 .83 62
432 84 73

186
143
129
148
276
542
363
254

‘Ministry of Finance, Japan Exports and Imports, annual issues,

‘International Monetary Fund, /nternational Financiel Statistics, various igsues.

‘Bank of Thailand, Monthly Bulletin, various issues,

‘U.5. Dept, of Agriculture, Agricultural Marketing Service, Rice Market News.
*Not a meaningful comparison. Japan exported less than 500 tong of rice in 1976.
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Japan's Rice Policy

Feeding experiments were carried out under the
auspices of the National Institute of Animal In-
dustry (MAFF) in June 1969 and by the Japan
Secientific Feeds Association in Augnst 1969. The
National Institute found that the duration of
storage could affect the nutrient value of rice and
increase the presence of free fatty acids. Tests with
layers, swine, and goats found no significant dif-
ferences between corn and rice in feed value, imply-
ing a near one-to-one substitutability of rice for
corn. The Japan Feed Science Laboratory found
that rice could be used at a rate of 10 to 20 percent
in compound feeds for broilers, layers, and hogs
without affecting weight gains, production of eggs,
or the animals’ appetite. Large proportions of rice
in layer rations, however, did tend to make the egg
yolk a paler yellow,

To anticipate any administrative problems, 30 ex-
perts were invited by the Government over a
4-month period to develop an efficient and practical
plan for the disposal of rice. Their report, submitted
in October 1970, indicated that it would be feasible
to incorporate as much as 1.4 million metric tons of

rice annually in formula feed. The emergence of a

health problem in March 1970 jeopardized the start -

of the feeding program, Culture tests showed that
some 1967 rice destined for feed use was contami-
nated with a toxic mold. The contaminated rice was
not sold as food or feed but rather for industrial
alcohol and dyeing starch, Subsequent tests ascer-
tained that rice with less than 15-percent moisture
content was safe. Three months after the outbreak,
the prohibition on the sale of 1967 rice was lifted.

The first actual transfer of rice from Government
stockpiles to feed manufacturers was set for August
1070. The 35-month feeding program met with some
administrative and political problems. It was feared
that the great difference between the food and feed
prices of rice would encourage the black marketing
of feed rice. In order to assure its use as feed, the
rice was crushed, denatured, or otherwise rendered
unfit for human consumption.

The pricing of feed rice also posed considerable
problems, Since rice was nutritionzlly similar to
corn, its price had to be closely linked to that of

Table 14 —Japan’s rice exports and its share of rice imports by Indonesia, Bangladesh, and Korea, milled basis

R R e e e e

R

Total Japa- Total world Japan's

Combined rice imports of Indonesia, Bangladesh, and Korea

Year nese rice
exportis!

. share of
rice trade® total

Total Market shares
Japan  United States Thailand

Percent
1969 330 7,140 4.6

1970 597 7,862
1971 909 8,666
1972 200 8,749
1973 b17 8,322
1974 284 8,355

1975 10 7,842
1976 - 8,955
1977 17 10,5651
1978 75 9,632
1979 564 11,841
1980 653 12,733

--1,000 metric tons--

—
e
o

] @onpo

Flb o
%o G0

1,000 metric tons

1,475 - . 46.4

2,236 . 37.7
1,858 . 36.9
2,030 . 43.0
2,168 . 19.9
1,493 . 22.8

1,596 . 49.4
1,753 372
2,458 209
1,863 21.0
2,976 15.2
8,100 NA

ot
OB mEDoo o
IO 00 - O -1

ZMHW&J
D

— = None or negligible.
NA = Not available.
‘Ministry of Finance, Jepen Exports and Imports, annual issues,

U.8. Dept. of Agriculture, Foreign Agricultural Service, Foreign Agricuiture Circular, Grains, various issues.
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corn so as not to give undue advantage or disadvan-
tage to feed manufacturers who used rice. The price
was weighted by the priee of corn and soybean meal
according to the total digestible nutrient and di-
gestible crude protein content of rice. It was diffi-
cult to administer such a price over the 36-month
period because of fluetuations in world commodity
and transportation prices, particularly in 1973.

The political problems were twofold. First, the
overall cost of feeding rice was at least as expen-
sive as that of exporting rice. To make rice competi-
tive with comparable feedstuifs, the Government
had to absorb tremendous losses. In 1971, the first
full year of the feeding program, the Government
lost $315 per ton sold for livestock feeding. With 1.3
million tons sold for feed that year, the Food Agen-
cy incurred losses of almost $400 million.

Second, rice is g traditional food staple and, except
in very small amounts, had never been fed to live-
stock prior to September 1970, With the food short-
ages of World War II still fresh in the minds of
many Japanese, it was difficult to convinee the pub-
lic that a food grain should be fed te livestock at
about one-fifth the price that consumers were

paying.

Once the feeding program was underway, Food
Agency sales of feed rice averaged about 100,000
tons per month. As a proportion of total formula
feed, rice accounted for 8.9 perecent in 1971, 7 per-
cent in 1972, and 2.7 percent in 1973. These propor-
tions were well under the technical limits of 10 to
20 percent (table 16). Almost 60 percent of the rice
used ended up in broiler and layer rations, 30 per-
cent in swine rations, and most of the remainder in
beef and dairy rations.

The impact of rice feeding on imports of feed grains
was clear. Imports of feed corn and sorghum vir-
tually stagnated during 1970-72, despite growth in
formula feed production of about 9 percent per year
(table 16),

In the early sixties, corn use in formula feed ac-
counted for about 44 percent of the weight of all in-
gredients (table 17). As a greater variety of ingredi-
ents was used thereafter, eorn’s importance dimin-
ished while sorghum’s increased. Corn utilization
was the most severely affected hy the rice-feeding

Surplus Disposal Programs

program, falling to 30 percent in 1970-73, then
returning to 87 percent after termination of the
program,

Growth in formula feed production and inereased
utilization of grains were not enough to offset the
impact. of feeding 3.45 million metric tons of rice.
Although rice displaced corn and sorghum, it did
stimulate protein meal utilization sinee the protein
content of brown rice is slightly less than that of
corn and sorghum.

Industrial Use

The use of surplus rice for industrial purposes is
the least understood of the three. Since 1965, an
average of 705,000 metric tons of rice per year have
been absorbed by so-called industrial uses, which in-
clude such processed food items as sake, soybean
paste, soy sauce, rice cakes, and rice flour (table 18).
Rice cakes and rice flour are classified as an indus-
trial use by the Food Agency, whereas in MAFF
food balance sheets, they are considered part of
direct food consumption.

The Food Agency accounts show that sales of rice
for industrial purposes averaged about 725,000
metric tons per year from 1965-69 (table 19). During
1969-74, sales dropped to absut 300,000 metric tons
per year and remained at that level after the end of
the surplus disposal program. The precipitous de-
cline resulted from the waiving of the rice alloca-
tion system for industrial uses in August 1969. As a
result, sake monufacturers and other processors of
rice products were able te purchase rice outside of
Government channels,

Both disposal programs earmarked surplus rice for
industrial purposes. The amounts have been rela-
tively large compared with the total industrial use
of rice, During the first program, 200,000 metric
tons of surplus rice per year were supposedly di-
verted to industrial uses compared with total indus-
trial use of about 730,000 metric tons per year. Did
the Food Agency sale of 200,000 metric tons imply a
net increase by that amount in utilization of rice for
industrial purposes? X it did, it would have meant a
27-percent inerease in consumption, a large increase
for a category that includes sake and traditional
foods, Such an increase, however, was never ob-
served. According to the MAFF food balance sheets,
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Table 15— Japanese formula feed production, grain and protein meal utilization

Other . Animal Soybean
pilseed Fish- byproduct Noniat meal
meal meal Jirtg’leals dry milk ooy

Japan
fistal Corn  Sorghum  Other Total

year

: Soybean
graio’ grain Rice meal

Adpo g aay] o awdep

1,000 tons®

4,765 2,939 8,025 1,23¢ 2,540 13,443
159.7) {18.9)

4.417 3,972 5,125 1,469 2,767 15,007
(60.4) {18.3})

3,949 3,616 8,185 1,405 1,596 2,924 15,749
{52.0 8.9 (18.6]

5,232 3,603 9,516 1,227 1778 3,197 17,425
(54.6) 1.0 {18.3)

6,332 3,895 10,899 493 1,776 3,241 18,140
i60.1) {2.7) {17.9)

5,093 4,197 10,784 0 1,709 3,032 1774
{63.2} (17.8)

6,263 3,815 10,643 1,787 3158 16,897
163.0) (18.7)

6,787 4,613 11,30% 1942 4,441 18671
(63.8) (18.4j

7,851 5,031 12,942 2,205 3,712 19,948
(64.9} {18.6}

8,164 5,105 13,888 2,363 3,974 21,210
{65.5 (18.9)

8,934 5,481 - 15,117 - 2474 4,159 22,796
166.3) {18.2)

e o YN T IO AT K W T Sy Ty ey T
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'Wheat, barley, rye, and other grains. .
*Soybean meal equivalent calculated using $.7L for other oilseeds, 1.44 for fishmesl, 1.2 for animal byproduet mesls, and 0.7 for noafat dry milk.
Mumbers in pareatheses equal percentsge of tatal production.
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Source: Ministry of Agriculture, Feresiry, and Fisheries, Feed Monthly, various jssues.
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Table 16— Japanese imports of selected coarse grains and the U.S. share

R INY D

Barley

From
United
States

Corn
From
United
States

Sorghum
From

United
States

U.s.
share

U.S.
share

U.s.

share Total

Total Total

ek hons

TR IS

Percent 1,000 metric tons Percent
67.6 677 6 1.0
57.9 768 — -
414 865 - -
1,004 4 -
1,322 123 93
1,418 a3 59
1,598 -
1,762 .
1,735

1,490

1,519

1,000 metric tc s Percent
5,489 3,439
6,018 4,394
5,007 2,682
6,052 3,398
7771 6,539
7,940 6,169
7470 5,354
8,383 6,237
9,068 7,470

10,534 8,563

11,407 9,829

1,000 metric tons

2,859 1,984
,189 2,188
811 1,578

3,505 2,049

3,742 2,733

4,474 2,831

3,794 2,012

4,227 2,234

5,181 2,443

5,112 2,347

5,355 2,299

62.7
73.0
53.6
56.1
84.1
.7
1.7
744
824
81.3
86.2

1969
1970
1971
1972
1973
1974
1975
1976
1977
1978
1979

o e i O G 1 =)
woNnwowodn

— = Negligible or zero,
Source: Ministry of Finance, Japan Exports and Imports, annual issues.
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Table 17— Proportion of selected ingredients in
total formula feed ontput

Sorghum Other
grains

Period Corn Rice Total
grain

Percent

1966-64
196569
1970-73
1974-78

Source: Ministry of Agriculture, Forestry, and Fisheries, Feed
Monthly, various issues.

industrial use during the disposal program increased
by orly 9 percent compared with the 196568 period
{table 18). Apparently some of the 200,000 metric
tons of surplus rice sold for industrial purposes
replaced new crop rice that would have been used
under more normal cirenmstances. The net increase
in consumption was, therefore, something less than
200,000 metric tons.

Under the current program, 300,000 metric tons of
surplus rice per year are earmarked for industrial

use. Although Food Agency accounts will show dis-
posal of approximately that amount, the net in-
crease in toial utilization will be much less.

The Impact of Japan's Rice Policy
on U.S. Agricultural Trade

Japan's rice policy in its current form will continue
to incur large budgetary costs on the Japanese tax-
payer and have varying effects on U.S.-Japanese
agricultural trade. Japan spent about $5.2 billion in
JFY 1980 on its rice program. Policy changes, which
manifested themselves in late 1979 and through
1980, reduced world commeodity prices both through
reduced import demand (self-sufficiency oriented
programs) and increased export supply (the surplus
disposal program). The most affected commodities
in 1980 from the U.S. view were wheat and rice.

Japan's pricing policy and diversion programs,
which are designed to increase the self-sufficiency
of Japanese agriculture, reduced import demand for
U.S. wheat by about $30 million in 1980. Japan’s ex-
ports of surplus rice in 1980 reduced world prices
below what they would have been and reduced U.S.
export revenues by an estimated $20 million, Dis-
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Japan's Rice Policy

Table 18 —Rice balance sheet

Japan Produc- Stock Total
fiscal year tion Imports Exports change “il’%?‘

1,000 metric tons

1965 12,469 468 12,593
1966 12,745 921 12,503
1967 14,453 2,334 12,483
1968 14,449 2428 12,251

1969 14,003 1,646 11,965
1970 12,689 - 281 12,200
1971 10,887 .. -3.295 13,333
1972 11,889 - 1,672 13,103
1973 12,149 - 800 12,567
1974 12,292 51 12,033

1975 13,165 1,228 11,964
1976 11,7712 18 -32 11,819
1977 13,095 71 100 1,583 17,483
1978 12,588 45 1,269 11,364
1979 11,958 20 868 - 108 11,218

Source: Ministry of Agriculture, Forestry, and Fisheries, Statistical Yearbook, annual issues.

Table 19—Food Agency procurement and distribution of rice

Rice Beginning Procure- Total Food

year! stocks ment supply Industry Export Feed

1,000 tons

1964 2,790 8,238 11,628 6,869 727
1965 3,432 7974 11,406 6,897 792
1966 3.717 10,655 14,372 7,130 818
1867 6,424 8,986 15,410 6,843 846
1968 7,721 9,251 18,972 €,525 776

1969 9,339 8,285 17,624 6,297 251
1970 10,450 5378 15,828 5,843 240
1971 7,747 8,671 13,318 5,580 284
1972 5,750 5,338 11,088 5,142 310
1973 4,088 5,548 9.636 5,580 323
1974 3,404 7.009 10,413 5,180

1975 4,909 5,244 10,153 4,589
1976 5,262 7,064 12,326 4,860
1977 7,203 6,100 13,303 3,723
1978 9,145 5,014 14,159 3,841
1979 9,507 4,606 14,113 4,320

) T T T T R e

— = None or negligible.
'Rice year extends from November through the following Oectober.

ARIVE AT A"

Source: Ministry of Agriculture, Forestry, and Fisheries, Statisticel Yearbook, annusl issues.
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posal of rice as a feedstuff was not carried out in
1980 but has the potential of displacing coarse grain
trade from the Japanese market and dampening
world coarse grain prices.

In the following section, the more direct trade ef-
fects of Japan's rice policy are examined, particu-
larly those affecting U.S.-Japanese agricultural
trade, focusing especially on 1980.

Pricing Policy

The Food Agency raised the resale price of wheat
by 14.1 percent and the resale price of rice by 3.2
percent, effective February 1980, Since wheat and
rice are substitutes, this change in their relative
resale prices reduced wheat consumption and im-
ports to the exient that the United States lost
about $7 million in wheat trade with Japan in 1980
(see appendix for ealculation).

The standard producer price of rice remained un-
changed in 1980 but a differential pricing scheme
was introduced to encourage production of pre-
ferred types of rice. Producer wheat prices were
raised by 2.5 percent in February 1980, a small in-
crease that did not make much difference. But large
diversion paymenss and subsidies for double-crop-
ping did encourage increased wheat production in
1980.

Diversion Programs

Of particular interest to the United States are in-
creases in Japan's wheat production, which would
tend to reduce the volume of U.8. wheat exports to
Japan. Between 1977 and 1980, wheat area expanded
by 144 percent due in large part to the Govern-
ment's effort to divert rice area to wheat and to in-
crease the double-cropping of rice and wheat. The
increased wheat production attributable to these
programs is that amount produced on lands in ex-
cess of the 1977 base area of 86,000 heetares.” By

"The base year was chosen as 1977 because it eoincices fairly
well with the beginning of the double-cropping program (1976) ané
ihe current diversion program {1978). It is assumed that, without
these programs, wheat production would have remained constant.
In addition, yields are assumed to be the sime on diverted and
double-cropped lands as on the base area.

STEsE

Impact on U.S. Trade

1979, wheat area had expanded to 149,000 hectares,
or 63,000 hectares more thaa the 1977 base area
(table 20). With yields at 3.6 metric tons per hect-
are, total production on *diverted” and double-
cropped area amounted to 227,000 metric tons.
Assuming that import demand was reduced by the
same amount during the year following the harvest,
and assuming that the U.S. share of the reduced
amount was its historical 57 percent, and assuming
that the f.o.b. (iree on hoard} wheat price was $176
per ton, then the United States lost about $23
million in wheat trade with Japan in 1980 due to
Japan’'s diversion and double-cropping programs in
1979.

In 1980, Japan's wheat area expanded to 191,000
hectares, 105,000 hectares more than the base area.
With yields averaging about 3.1 metric tons per
heetare, total production on lands above the 1977
base area was about 326,000 metric tons. If the
United States loses 57 percent of this amount and
the f.0.b. wheat price in 1981 is $190 per ton, then
the United States will stand to lose $35 million
worth of wheat trade with Japan in 1981.

Production of other crops stimulated by the diver-
sion program also affects other U.S. agricultural ex-
ports as weli, but ¢o a lesser extent. Soybeans and
forage products are probably the leading examples.

Eurplus Disposal Programs

Rice exports. Japanese rice exports have consti-
tuted unexpected and sometimes large additions to
the world’s export supply, amounting to as much as
10.5 percent of the total in 1971. More recently,
Japan's rice exports in 1980 were 720,000 tons, or
5.1 percent of total trade. Such amounts, which
could not have been exported without heavy subsi-
dies, helped to reduce world prices and thus drew
criticism from other rice-exporting countries.

The impact of increases in rice exporis on world
prices has been difficult to quantify. Grant and
Leath estimated the elasticity of demand for world
rice exports with respect to the U.S. export price at
-3.0b in 1975 (7)." The authors warn that the coeffi-

“That is to say, a 1-percent increase in the total quantity ex-
ported would reduce the U.S. export price by 0.3 percent.

R e S R e T S T TR B R

[h e et o e

o )

AL 52 b r:‘r"".*_,.‘f_lr‘_'-“ —."‘»_-,: oy Al

5 e gt




AR A T R B LA AT Ay e

R R

R e

R N e e e T & o T O W e e SR e

e L S

Japan's Rice Poliey

cient must be viewed with caution since the t-statis-
tic for the accuracy of the estimate is relatively
fow. If it is assumed that the above elasticity re-
flects the responsiveness of importers to price
changes in 1980, and that the shortrun supply curve
is perfeetly inelastic, then Japan's subsidized rice
exports in 1980 reduced U.8. export prices by 1.7

Table 20 —Japanese wheat production snd increases
due to diversion and subsidy programs

Increase in
production
due to
programs

Wheat Wheat Yield

Year area  production

Metric  Tons per  Metric
Hectares tons hectare tons

1877 86,000 236,000 2.7 NA

1978 112,000 366,000 33 86,000
1978 149,000 541,000 3.6 227,000
1980 191,000 583,000 31 326,000

NA = Not applicable.

Source: Ministry of Agriculture, Forestry, and Fisheries,
Monthly Statistics, various issues,

percent, or $7 per ton.” Since U.S. rice exports
were 2.9 million metric tons out of a total harvest of
4.3 million metric tons in 1980, the total loss of ex-
pori revenues from the price reduction was $20
miliion. If the shortrun export supply curve were
upward sloping, however, the price reduction and
export revenue loss would have heen less with
some frade displacement.

In bilateral discussions with the United States in
April 1980, Japan agreed to limit its exports of rice
during the remaining 4 years of the disposal pro-
gram to 1.6 million tons. Exports of 420,000 tons
were specified for the period April 1980 through
March 1981, but that amount was exceeded because
of large emergency shipments to South Korea.

Feeding Rice. No surplus rice was diverted to feed
use in 1980. As shown in table 21, the current sur-
plus program, however, targeted 2.8 million metric
tons for use as feed by the end of the program
{March 1984). The amount that is finally used will
depend on political factors and unexpected contin-
gencies. The most important political consideration
is the April 1980 U.S.-Japan bilateral agreement.

“Assuming an f.0.b. export price of $400 per ton.

Table 21 —Planned versus actusl and likely allocations of surplus rice, 1979-83

Item 1979’ 1980

1981 1982 1983

Beginning surplus stocks 6,500 5,300

Industrial use 270
(300)
Export 830
{200}
Feed

0
{100)
Rice stocks drawr down

for eurrent human

consumption® 1
Ending surplus stocks 5,300

1,000 metric tonst
2910 1,560 1780

150 150
300} {300}
700 390
{200} (200
500 240
(500) {600)

NA NA
1,560 780 0

‘Japan fiscal year, April through March.

‘Numbers in parentheses represent surplus disposal amounts as originaliy planned by the Food Agency in 1979,
*With a poor rice crop in 1980, stocks of old rice were used for human consumption.
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Adverse weather in Japan during 1980 also changed
allocation plans by reducing surplus stocks below
their anticipated leveis by 1.4 million metric tons.
The amount used for feed in the remaining years of
the program will be much less than originally
planned.

The impaet of this aspect of the program on
U.S.-Japanese agricultural trade will depend on how
much rice is finally used as a feedstuff. If rice dis-
places corn and sorghum in formula feed ratisns on
& near one-to-one hasis, one would expect thei for
every ton of rice diverted to feed, one less ton of
either corn or sorghum will be imported. The
United States, which maintained an 80-percent
share of Japanese corn and sorghum imports in
1980, would have lost $104 for every ton of rice fed
in 1980 assuming a price of $130 per ton.” The rela-
tive prices of corn, sorghum, and rice faced by

*The average share for 1975-79 was 65 percent. The U.8. grain
embargo of the Soviet Union increased the .S, share to more
than 8) percent in 1980.
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APPENDIX: Results of Statistical
Analysis

Japanese wheat consumption is assumed to be a
linear function of rice and wheat prices and per
capita income. The coefficients are estimated by or-
dinary least squares regression analysis. The sam-
ple period is the JFY 1960-79. Data used are given
in appendix table 1. The equation and its estimated
coefficients are as follows:

PERCAPW = 049942 - 000130 DEFLW
{7.5478) 3.171N

+ 000036 DEFLR
(2.92462)

+ 320576 PERY
{.136080)

Where:
PERCAPW Wheat consumption per capita,
kilograms per person,

DEFLW Wheat price {resale price of
.8, Western white No. 2}, yen
per mefric ton deflated by the
CPI,

Rice price {resale price of do-
mestic rice), yen per metrie ton,
deflated by the CPI, brown
basis,

GNP per capita deflated by the
CPI, million yen per person,

Appendix

The t-statistics are in parentheses under the coeffi-
cients,

Other statistics of the equation are:

Coefficient of determination (RY
Mean of the dependent variable
Durbin-Watson (d) = 1.77.

The derived demand elasticities, measured at the
means of the variables, are:

Price (DEFLW} = - 0.18
Cross price (DEFLR) = +0.16

In February 1980, the nominal resale prices of
wheat and rice were increased by 14.1 and 8.2 per-
cent, respectively. Using the above equation, the
impact of these price changes on wheat consump-
tion is estimated assuming a 1980 population growth
of 0.9 percent and an increase in the CPI of 8 per-
cent. The income variable was not significant. Ae-
cording to the model, the combined price changes in
1980 reduced per capita wheat consumption by 1.2
percent or 0.6 kg/per capita that year after control-
ling for the impact of changes in income and populs-
tion. Total wheat consumption was reduced by
about 70,600 metric tons. Assuming that Japanese
imports were reduced by a like amount, that the
United States maintained a historical share of 57
percent, and that wheat prices averaged $175 f.u.s.
{free alongside ship) per metric ton, then the United
States lost about $7 million in whest trade with
Japan in 1980,
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Apperdix tahle 1—Data used for Japanese wheat consumption analysis

" Wheat Resale price Resale price Japanese Gross national Consumer Price
consumption' of rice® of wheat® population® product? Index?

1,000 .
metric tons --~-Yen/metric ton---- Thousands Millon yen 1,000 = 1875

1960 4,187 79,687 36,910 93,419 16,207 a3z
1961 4,165 79,231 35,565 94,287 19,853 347
1962 4,390 £2,601 35,263 95,181 21,860 371
1963 4,455 88,260 35,200 96,156 25,692 402
1964 4,710 91,484 35,200 97,182 29,662 417

1965 4,704 104,963 35,200 98,274 32,814 445
1966 4,967 111,850 34,900 99,036 38,419 468
1967 5,070 119,945 34,710 100,196 45,297 486
1968 5,169 133,168 34,648 101,331 53,288 512
1969 5,265 137,308 34,508 102,536 62,260 539

1970 5,183 136,300 34,460 104,665 73,046 580
1971 5,311 135,110 34,513 106,003 81,577 615
1972 5,068 138,864 33,900 107,689 94,729 643
1973 5,685 142,967 37,707 109,102 115,605 719
1974 5,067 165,073 45,420 110,673 136,339 894

1975 5,778 208,663 46,563 111,934 153,278 1,000
1976 5,737 236,850 58,800 - 113,089 171,876 1,093
1977 5,815 260,458 60,600 114,154 190,713 1,181
1978 6,066 270,581 60,600 115,174 209,248 1,226
1979 6,170 272,418 62,248 116,200 224,777 1,270

“1.8. Dept. of Agricuiture, Foreign Agricultural Service, Foreign A griculfure Circular, Grains, various issues,
Ministry of Agriculture, Foresiry, and Fisheries, Statistical Yecrbook, annual issues.
*Office of The Prime Minister, Japan Statistical Yearbook.

*U.5, GOYERNMENT FRINTING OFFICE1 1581-0-240-932/ES5-120
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