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£2—2 HREEEROHRE HAr o, () PR (%)
k5. & | a-—w . - ANERE -

H4-THE | o B4 | AIRES - | Foft

* gie | v-v | M T
1965 253 -~ 256 13, 890 5,391 2,428 212
(1.1) (1.1) (61.9) (24.0) (10.8) (1.1)
1975 1,616 _ 635 87,572 27,919 | 10,201 987
(1.3) (0.5) (67.9) (21.7) (7.9) (0.8)
1980 4,452 _ 2,149 | 156,851 79,760 | 16,478 2,888
(1.7) 0.8) (59.7) (30.4) (6.3) (1.1)
81 5,626 _ 1,544 | 175,045 96,910 | 18,418 3,445
(1.9) (0.5) (58.2) (32.2) 6.1) (1.1)
0 9,767 -~ 1,285 | 196,692 113,279 | 20,863 4,252
(2.8) (0.4) (56.8) (32.7) (6.0) (1.2)
3 16, 832 _ 957 | 211,575 136,530 | 24,067 5,307
(4.3) 0.2) (53.5) (34.5) (6.1) (1.3)
g4 30, 450 _ 1,141 | 230,640 160,505 | 27,406 7,260
(6.7) (0.2) (50.4) (35.1) (6.0) (1.6)
85 62,486 _ 1,467 | 243,722 189,814 | 31,962 9,255
(11.6) (0.3) (45.2) (35.2) (5.9) (1.7)
26 75,705 -~ 1,301 | 256,366 267,919 | 37,770 14,109
(11.6) (0.2) (39.2) (41.0) (5.8) (2.2)
87 94,052 _ 2,233 | 285,632 349,337 | 44,862 16, 467
(11.9) (0.3) (36.0) (44.1) (5.7) (2.1)
gg | 109,070 _ 2,180 | 334,828 447,495 | 55,558 21, 696
(11.2) (0.2) (34.5) (46.1) (5.7) (2.2)
%9 66,759 | 40,063 3,850 | 410,671 547,783 | 65,520 26,951
(5.7) (3.4) (0.3) (35.4) (47.2) (5.6) (2.3)
1990 73,334 | 47,039 8,283 | 498,943 588,873 | 71,864 27,850
(5.6) (3.6) (0.6) (37.9) (44.7) (5.5) (2.1)
91 73,014 | 42,652 | 18,335 | 562,871 628,273 | 77,684 29,505
(5.1) (3.0) (1.3) (39.3) (43.9) (5.4) (2.1)
0 74,734 | 49,819 | 24,102 | 611,479 689,435 | 86,990 26,552
(4.8) (3.2) (1.5) (39.2) (44.2) (5.4) (1.7)
o3 | 127,329 | 66,002 | 35,782 | 641,671 707,111 | 89,931 26, 395
(7.5) (3.9) (1.9) (37.9) (41.8) (5.3) (1.6)
o4 | 106,482 | 51,812 | 34,704 | 669,845 794,014 | 94,751 28,048
(6.0) (2.9) (2.0) (37.6) (44.6) (5.3) (1.6)
95 94,466 | 43,245 | 41,240 | 673,349 896,410 | 97,651 28,563
(5.0) (2.3) (2.2) (35.9) (47.8) (5.2) (1.5)
96 66,076 | 45,536 | 24,772 | 652,954 956,655 | 97,270 33,327
(3.5) (2.4) (1.8) (34.6) (50.7) (5.2) (1.8)
97 81,276 | 38,183 | 56,105 | 635,168 951,366 | 98,595 40,417
(4.3) (2.0) (3.0) (33.4) (50.0) (5.2) (2.1)
o8 78,732 | 25,552 | 49,742 | 591,259 |1,001,395| 97,188 73,818
4.1) (1.3) (2.6) (30.8) (52.2) (5.1) (3.8)
99 72,082 | 28,701 | 44,692 | 547,613 | 1,049,934 | 91,503 65,863
(3.8) (1.5) (2.3) (28.8) (55.3) (4.8) (3.5)
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Capital Movements between the U.S. and Japan
in the 1990s (1)

Atsushi ICHINOSE
Hideo SUNAMI

Japan’s deregulation of international capital movements and related matters
progressed rapidly after the abolition of restricions on banks’ oversold actual po-
sition in June 1984 (deregulation of institutional investors’ external investments,
amendment of the Principle of Income-gain Disbursement, etc.). Research on
capital movements in 1990s between the U. S. and Japan (still the second biggest
economic power as a single country) would be important as that of the first
decade after the removal of important regulations concerned.

Common views on capital movements have tended to hold that they are pri-
marily determined by interest rate differentials between the two countries con-
cerned (Mundell-Fleming theory, Dornbusch theory, for example). It seems to
us that the validity of these theories could be severely limited mainly due to the
existence of exchange risk. To investigate empirically the capital movements be-
tween the U. S. and Japan from this viewpoint is the aim of this paper.

When we analyze international capital movements, it is not sufficient to ob-
serve only the movements of long-term capital, the main part of which consists
of securities investments. As there are cases when short-term capital moves ac-
tively and independently, it would be necessary to consider both long- and short-
term capital movements and sometimes the intertwining of the two.

In the present issue of this journal, however, we analyze the external securi-
ties investments of life insurance companies at first. The reason is that their ex-
ternal securities investments consist mostly of those to the U. S., so that we can
investigate relatively purely U. S— Japan capital movements in the form of sell-
ing and buying of securities without any statistical disturbance. Other capital
movements carried out by banks and other parties, including short-term ones,
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will be discussed in the following issues.

In 1980s life insurance companies, capitalizing on the substantial interest rate
differential between the two countries, dared to invest huge sums in U.S.
bonds. The background to this development was the decline in ‘loans to big
firms’ by life insurance companies due to shrinking demand for loans by major
corporations. More direct ground for their vigorous buying of U. S. bonds was an
administrative guidance called the ‘Principle of Income-gain Disbursement’,
which prescribed that insurance companies could disburse profits only from
income-gains but not from capital-gains. Due to this rule, they were driven to
invest huge sums, in spite of the existence of big exchange risks, in order to se-
cure profits in the form of income-gain.

Circumstances changed drastically in the 1990s. Following the relaxation of in-
come-gain disbursement rule, securities investments to the U. S. came to be car-
ried out in a more rational manner. When we analyze empirically the investing
behavior of life insurance companies, the following points become clear. Firstly,
in the 1980s, even though exchange risks were substantially high, investments
in U. S. securities were undertaken, in pursuit of income-gains generated by big
differentials between U. S. and Japanese interest rates. This increase in external
securities investment was supported by the 7ise in Japanese share prices gener-
ating unrealized capital-gains (allocated to reserves). In the 1990s, the relation
so changed that a decline of Japanese share prices produced alternatively an in-
crease of investments in U. S. securities .

Secondly, investments in U. S. securities went hand in hand with exchange
rate movements. When the dollar became weak, investment in U. S. securities
contracted, and vice versa. Thirdly, the relation between investments in U. S.
securities and interest rate differentials is not clear. (In the 1980s, invest-
ments in U. S. securities were carried out in pursuit of gain from interest rate
differentials.)

The change of life insurance companies’ investing behavior depends, above
all, on the relaxation of ‘regulations’, especially, the so-called ‘Principle of
Income-gain Disbursement ’.



