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ABSTRACT

In these years, Japanese current-account surplus has decreased rapidly. In most
argument concerning this trend, the reduction in this current-account surplus is viewed with
apprehension as if Japan’s vitality had declined, and this reduction is attributed to the increase
in reverse imports .resulting from the overseas operations of Japanese owned enterprises. The
balance of current accounts, however, represents the international supply and demand of funds
and by itself is neither good nor detrimental.  Also, observing the individual elements
comprising exports and imports, without considering the interaction of those elements with the
economy as a whole, is inappropriate as a method for analyzing the total balance of current
accounts.

A current-account surplus represents investments in and loans to foreign countries and
is equal to the domestic balance between savings and investments. When we analyze the
balances between savings and investments in Japan by sector, housing investments in the
household sector and capital investments in the corporate sector are increasing due to
economic recovery, thus contributing to the reduction of excess domestic savings. The most
important factor accounting for the decrease in the current-account surplus in the past several
years, however, should be the rapid increase in the fiscal deﬁcif, from almost zero in fiscal

1990 to ¥26 trillion, 6% of GDP, in fiscal 1995.




The partial analysis that provides grounds for the "reverse-imports" theory has
Iimitation. Even observing trends in individual exports and imports, trade surpluses with
Asian countries are decreasing at a slower pace than those with advanced countries. The
operations of local subsidiaries of Japanese-affiliated manufacturers in overseas countries also
continue to contribute to Japan's current-account surplus.

Because savings are expected to decline due to the aging of Japan's population, and
because the government will face difficulties in the reduction of the national fiscal deficit, a
significant current-account surplus is unlikely to continue for a long period of time in the future.
There is nothing intrinsically good or bad about the balance of current accounts as long as it
results from the proper supply and demand of funds. Serious consideration should be given
to the fact, however, that the major factor for the recent decrease in current-account surplus is

the growth in the fiscal deficit, which will leave a great burden for future generations.




