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SUMMARY RECOMMENDATIONS

This report proposes:

1, A minimum wage of ¥2,000 per month, This would result in an average w:
of about ¥2,100 at present work hours (40 per week), It is hoped
that the scale will provide an incentive for longer work hours re-
sulting in an average monthly wage of ¥2,400 (at 48 hours per week).

2, A military comwersion rate of 120-1 to be used for all commercial
trade and for military internal purposes, This would result in a
dollar wage of $20,00 per month, or $240 per year, at 48 hours per
week,

3+ A conversion ratio averaging from 50-1 to 60-1 for the purpose of
pricing GARIOA aid goods, This should stabilize the cost of
living at the present level, Assuming a stable $240 per annum wage,
guc?iGARIOA goods would be increased in price as future volume
eclines,

pricing of meals for workers in compound® be abandoned,

5. That domestics and club workers who have meals furnished also have
deducted a sum eguivalent to recommended deductions for compound
workers,

6. That workers on public works be paid a scale roughly 10 per cent
under the military scale, In outlying areas, however, such work
employment should be at the prevailing rate of the area,

7. That OCA provide wages comparable to the "military", the financing
of this made possible by increased income tax receipts from
"military" workers,

8. That the reclassificaltion of workers now under consideration he
expedited,

9. That ‘the meney supply cf the Ryukyus be properly distributed as
between the several geographic areas by proper budgeting and allo-
cations of the RMG budget with full consideration of the wages paid
to "military" employees,

10, That en R. F. C. 2ot be established, but that the present banking
system provide "counterpart" loans to private industry, The report
discusses how such loans are to be made without tying up funds un-
necessarily and without creating inflationary presspres.,

11. That an adequate supply of Japanese consumer goods bc picvided as
soon as possible even if it mecans utilizing GARIOA funds and ex-
cluding other GARIOA items,

12, That the principle of reducing GARIOA by dollar earning be modified
by programming all rcquirements and by providing a reserve of
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13.

15,
16,

dollars (and ¥en) against the time when reconstruction in the south
half of Okinawa can be undertaken in earnest,

-

That every impediment to inter-island trade and trade with Japan be
eliminated,

That every effort be made to improve present manpower utilization,
so as to keep the expansion of the required labor force to a minimum,

That budgeting and planning, both U.S. and RMG, be coordinated,
That a budget mission from Tokyo be called in as soon as possible to

revise the RMG budget and to time it so as to coincide with the U.S.
budget year as an aid to budget and planning coordinat:ion,




MISSION REPORT
Mission

This SCAP mission to Okinawa is "for the purpose of making recommen-
dations to the Commanding General, Ryukyus Command, on the internal exchange
rate, wage levels, pricos of imported foods and financial procedures to be
established in the Ryukyus Islands",

Statement of the problem

Widespread distortions as between wages, prices, the exchange rate, and
other factors now are evident throughout the Ryukyuan economy threatening
the existing program in the Ryukyus, The expanded construction program cannot
help but aggravate the already serious economic problems, The success of the
construction effort is dependent upon achieving stable wage and nrice levels
and establishing a satisfactory rate of exchange between the Ry»ic;uan yen and
the dollar with cross rates to the Japanese yen and the Philipp:ic peso., It
is essential that stability bs achieved so that contractors can bid w:ith some
degree of certainiy as to their costs,

Assumptions
1, That the Ryukyvan yen must continue to be utilized,

2, That the peak labor force will approximate 55,000 Ryukyuan workers
including additional new service workers for the expanding American
community,

3., That the present cost of living will be maintained or reduced.

L, That the fiscal policies for the Ryukyus must be planned on the basis
of the volume of dollar expenditures in the Ryukyus with due
consideration of the expansion of trade,

5, That the maximum dollar expenditures in the Ryukyus ($10,3 million)
for construction will be made in U.S. fiscal year 1951,

6, That the U.S. will provide adequate funds for the welfare of the
people and the rehabilitation ef the economy,

7. That the size of the "military" construction program precludes the
immediate and full reconstruction of the south half of Okinawa and
that rcserves in yen and deollars must be set aside against the day
when the "military" construction program has ended and the domestic
reconstruction can be undertaken in the south half of Okinawa,

General Findings

In general it has been very difficult to obtaln tho data necessary for
a fully adequate review of the several problems, It is necessary, therefore,
to base the analysis upon estimated or incomplete date. To be sure, estimates
have been checked at several sources in an effort to obtain a basis for
evaluation of the existing situation and for making recommendation., The
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paucity of data, the uncertainty of many conditions, and the limitations of
time have precluded long-range recommendation with regard to the prcblems,
It is the unanimous opinion cf the group that the success or faiiure of the
program of recommendations is contingent upon the proper timing and
coordination of the several segments, The most important gingle element,
however, is the gpeed with which an adequate supply of a variety of consumer
goods suited to the Ryukyuan needs and tastes can be made available, The
econcmic

are such that the present economic distortions will be further aggravated
unless action is prompt, direct, and sound,

Recognition should be given to many of the RMG personnel who see their
individual problems clearly, and to many who also understand the overall
problems, Much of the present situation arises from faulty coordination of
effort and lack of delegated authority to take action,

Exchange Rate

At the present time an internal exchange rate of ¥50 to the dbllar is in
effect, Yen are purchased with dollars and utilized to pay for labor and
supplies furnished to the "military" establishment by the Ryukyuan economy.

Imports have been priced, in theory, at ¥50 to the dollar: in practice
there has been considerable variation, Typical rates follow: medical
supplies (¥10 rate), fertilizer (¥25 rate), food for compounds (¥33 rate),
POL (¥/0 rate), industrial equipment (%40 rate), foocd through mura stores
(¥95 rate), etc, £ small quantity of imports from commercial scconstis sold
on the free market average about ¥250 to the dollar, with indi~-i’val comw=
modities going as high as ¥500, The incentive goods for spec.: . trade
stores range from ¥40 to ¥60 in their rates,

Exports (exclusive of phosphate rock) average arcund ¥200 to the dollar
with wide ranges between individual items, There exists a black market for
Military Payment Certificates at about ¥140 to the dollar, M.P.C.'s circulate
freely, though illegally, among the Ryukyuans, »

The present rate is unrealistic for the purpose of employing Ryukyuan
labor, It is also unrealistic for commercial imports and exports and military
conversion, For purposes of exchange with the Japanese yen l=to~1l, it 1is most
inequitable, For all these purposes the present rate dces not reflect the
true value of the currency in terms of goods,

For American Aid imports to the Ryukyus the problem is not one of the
value of gocds lanced in Okinawa at a rate used for cther purposes, These
gocds, purchased primarily from high cost producing areas and carried to
Okinawa with high cost shipping, arc for the welfare of the people and the
rchabilitation of the econcmy, The maximum limitation on this exchange rate
should be the guantity of yen required to cperate the military government in
lieu of a central Ryukyuan government and to_provide a "ecounterpart!" fund and
other reserves to aid the reconstruction and rehabilitation of the Ryukyuan
economy through public works, grants-in~aid and/or lcans, Because imports
under GARIOA have such a high per capita dollar value as related to the per
capita dollar value of cComestic prcducticn, they cannot be translated to yen
at the exchange rate or ratio used for other purposes, 4n attempt to provide

4




the public with required purchasing power at such an exchange ratio would
create drastic inflationary pressures, Further, it is essential that the
cost of living be maintained or lowered to insure the succese of the military
construction program. (An analysis of the yen ratio as applied to GARIOA
imports and the budget appears later in this report.)

It is recommended that the internal exchange ratio should te altered to
some point within the range of ¥120 to ¥140 to the dollar with a2 distinct
preference for the lower ratio, Cross ratios to the Japanese re¢xn wnd Philippir
peso should be in terms of dollars, Export considerations do ict warrant the
highest ratio in the range, The lowest ratio in the range is praferred so as
to favor low prices on incentive goocds purchased from Japan with Ryukyuan
dollar earnings, Finally, the lower the ratio the less the inflationary :::
pressures therefrom,

While a large quantity of data were utilized to determine the range of
the ratio, the most significant element is the price of domestic rice in yen
as related to thc Japanese yen rice price, This relationship indicates that
the Ryukyuan yen is worth roughly threc times as much as the Japanese yen.,

Tage Ieovels

At present there are approximately 40,000 Ryukyuan workers employed by
the military, its agencies, contractors, and authorized individuals, Of
these, from 26,000 to 27,000 are Category I workers who are paid from yen
“purchased" with appropriated funds, The remaining 13,000 are Category II
workers who render thcse services which are considered of a personal nature
and are paid from funds collscted from individuals or agencies utilizing
these services.

Present average cash wage levels for Category I and II Okinawan workers
range from ¥650 to ¥700 per month, This represents $13,00 to $14,00 per month
at the 50 to 1 exchange rate, In addition to cash wages there are hidden wage
payments in terms of authorized (and unauthorized) payments in kind, Goods
purchased at special trade stores at preferential low prices are gcnerally
resold in the free market and give the workers an estimated average profit of
%200 per month, Workers living in compounds have deducted frcm their pay
¥/, per day for three meals provided from food purchased by using vnits at
prices which are unduly low, Transportation corps employees and their families
are provided with living quarters at Naha if they work 160 hours per month,

Many Category II workers in homes, clubs, etec., are furnished with food,
clothing, and incidentals, Workers in some locaticns obtain salvage, dunnage,
etc, by virtue of their employment. Finally, there is stealing of supplies
from warehouses, stores, docks, and other facilities,

Most significant in the low average money earnings is the high concen-
tration of workers employed at a ¥3,0 to ¥355 (6¢ to 7¢) per hourg, A second
significant factor is the low average hours per month (140 to 160) for a
large proportion of Categery I workers, This abscnteeism is due to higher
hcurly wages for part time work in private industry, or on public works, and
to termporarily more profitable work on farms,

It should be pointed cut that wages in cash and kind (in dollars)
currently approach $17,50 per month, The average monthly wage is %$13,00 to
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$14,00, The profit from "incentive" goods is equivalent to $4.00, For
compound workers the cost of compound focd is $2.40 per month, and its value
is comewhat higher, These dollar rates are at the present 50 to 1 exchange
rate,

Wage rates for workers in private enterprise rangs frcm three to four
times those paid by the military, its agencies, and contractors, Hours of
work, however, in private enterprise are reported to be substantially above
the hcurs presently worked by employees of the "military", Hourly and daily
wage rates on public works are reported to be two to three times the "military"
rate, For selected skills in short supply (carpenters, plasterers, etc,) the
rate on public works and in private construction ranges to above four times
the "military” rate,

Data on the cost of living have becn most difficult to obtain, Further,
ranges presented by various sources are extremely wide for so important an
element of data, The range is from ¥2,000 per month to well over ¥4,000 per
menth for a family of five, Our best estimate is that a minimum cost of
living is approximately ¥2,500 per month for a family of this size, This
computation assumes roughly that 25 per cent of total calories are obtained
from the free market, The Iabor Section of IMilitary Government has made an
ectimate of foed for a family of five at official prices, This estimate of
¥1,030 per month, with all purchases at official ration prices, if doubled
for non-food items, provides a ¥2,060 figure, (Internationaliy) accepted
rate of 45 per cent for focd; Japan about 65 per cent for food, )

It is recognized that the range as between these two estimates is still
wide, However, if the practices followed are similar to those in Japan, it
is probable that there are from 1,3 to 1.4 workers per family which presupposes
a larger income fcr a family than is obtained solely through the earnings of
the head of the family, The second worker, hcwever, is usually a child or the
wife werking at a very low wage, It must be assumed further that many of the -
lowest wage groups are single persons, In rany other instances year-round
small farms supplement family income in terms of goods,

It is recommended, therefore, that a minimum wage of approximately ¥2,000
per moath be established for Category I workers working 48 hours per week,
This can be accomplished by setting a new rate of ¥10 per hour for the lowest
grade Category I worker now classified in R-2 at a rate of ¥2,50 per hour,
This approximates the estimated cost of living for a family of five (on the
low side) and is in line with the common Jlabor rate in private industry, It
is assumed that, with the increased scale, workers will have sufficient
incentive to work at least 48 hours per week instead of the present average
40 hours, This should also deter the need for seeking supplementary employment
elsewhere,

It is rccommended further that in general a straight "across the board"
increase be given to the other classifications in Category I equivalent to
the increase from the present to the new R-2 rate, This should be modified
by a slight widening of the differentials between the unskilled, somi-skilled,
skilled, and professional grcups, with a view towards reducing thc "cempression’
of the "across the board" increase above, It is sugrmested that thc fellowing
differcntials be applied:




AMOUNT OF INCREASE FROM PRESENT TO RECOMMENDED R&TES e
Unskilled R Grades seseessesees 7450 yen per hour
Seni=skilled R Grades o,eccceee 770 T # M
Skilled R Grades u...eesss..ss, 7,90 0 0
Professional R Grades ceeeecess 810 1 ", f

It is estimated that the net result of this recormmendaticn would be
roughly a three-fold increase (including reclassifications of jobs now out
of line) or an average of approximately ¥2,100 at present work hours (40
hours per wesk),

If longer hours are worked, as is anticipated, it will result in average
earning of about ¥2,400 per month, 32,400 per month represents a dollar
purchasing power of $20,00 at the exchange rate of 120 to 1,

It is also recommended that the job reclassifications under consideration
be expedited so as to be effective simultaneously with other actions, and that
as the same time consideration be given to reducing the time required for
"step" rate advances, It now takes a worker three and cne-third years to
advance in five steps from the minimum to the masimum of an exceedingly narrow
rate range,

Problems may be anticipated in increasing the wages cf monthly paid
workers in Category II, The present scale for these workers' u2-cs was calcu-
lated in general cn the basis of a A4O=hour wcrk week, No liriicticn on hours
was specified, other than the overall militation cf 250 hours of work per
mcnth, To simplify the immediate problem, and as a matter of equity with
workers in Category I whose recommended wage rates have been calculated on the
assumption of a 48-hour basic work week, it is recommended that the increase
to menthly paid workers in Category II be calculgted by multiplying 173 hours
per month (40 hours per week) times the hourly yen increase granted in the
comparable Category I classification, It is recommended, hcwever, that these
classifications be revicwed with a view to establishing a basic work week
wherever possible, For those classifications where a basic work week is
established at 48 hours, adjustments should be made in the wage scale for the
additional hours over 40, In general a basic work week can be established
for the vast majority of classifications., The exception is primarily domestic
scervants,

For workers in Category II, presently paid on an hourly rate basis, it
is recommended that increases be given equivalent to increases in the compa-
rable grades of Category I workers, It is assumed that job classification
standards now under consideration for Categery I workers will be applied
also to workers in Category II, It is further reccrnmended that when meals
are provided eithcr to monthly or hourly paid workers in Category II, de=
ducticns be permitted not tc exceed the amount autherized for deductions for
meals for workers in compunds, (To bé discussed later.)

Present mcney wages on Okinawan public works projects are far above wages
paid by the military, its agencics, and contractors, It is essential that
hourly, daily, and menthly wages on the public works progran be telcw the
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"prevailing" wage. Because of the preponderance of "military" workers on
Okinawa, the prevailing wage is the "military" scale, Care must be exercised
lc see that malpractices such as Mautomatic overtirme", "credit for time not
worked", and superior "classifications" are nct rescrted to on the public
works program in order to circumvent the intent of the regulaticn growing out
of this recommendation. Public works wages outside of Okinawa shculd be at
wages prevalling in the areas of the projects fcr reasons discussed clsewhere,

Okinawa Civil Administration cmployees should be paid wazes nnd salaries
comparable to the "military" scale in an effort to improve tikrlr cuality
(reference to financing the increases invelved will be made 1ln4cr). OCA is
nct follewing the American and "military" pattern of paying the vcrker in
acccréance with the type of work performed, It is continuing the Japanese
practice using sex, age, educatioy,and experience as criteria for determining
the salary to be paid each employee, Whether OCA.provides comparable wages
by adopting the "military" scale and methed or adopts the Japanese methed to

accomplish this end is nct considered within the purview of this mission,

In view of tho recommended increases in money wages and other ccmpelling
factors, it is proposed that the preferential treatment in price and avail-
ability of ccnsumer gocds now afforded Category I and II wcrkers be discon-
tinued, (Reference to factors other than vages and distribution problems
nre made elsewhere,) It is recommended also that wage deducticns for neals
for workers housed in compounds be equivalent to the cost of focd without
preferential treatment, It shcould also be pcinted out that elsewhere in the
world vhere the "military" has arranged for such feeding, it has been
considered a proper charge against the military rather than against relief
funds,

This mission recognizes that its rocommendaticn with regard to wagos
provide only a minimum improvement in the present low standard of living for
Okinawans emplcyed by the "nilitary", Any reduction in the reccmmended wage
level would place the United States in the positien of exploiting the labor
of a liborated arca, In making these recommendaticns, the mission was also
influenced by many other economic considerations, principally the danger of
inflation involved in a too drastic increase in wage levels, It is hoped
that when consumer gocds in large supply are available and cther ferns of
econcmic stabllization have been achieved, that it will be possiblo to grant
further wage increases and to make prcvision for premium pay for cvertime on
the basis of internationally accepted standards,

Prices of Imported Foods and Financing Procedures

The mission directive contained the statement "for the purpose cof making
recommendations on ,,...s.... prices of imported focds .........." Inter-
relationships with other factors required that a reviow be made of pricing
practices fer all GARIOA gocds,

The finaneial prcblem is one of establishing a relationship between the
several elements of the whele, GARIOA gocds are impcrted without cost to the
Ryukyuan government, Small quantities of non-GARIOA ccnsumer gocds are
purchased with dollar earnings, The sum of these geods are sold to the
Ryukyuan people, who have two sources of yon inceme - work for the “military"
and vork for the government, including government public works, Wages paid
by the military and the government (with scme adjustment for non-wage
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government expenditures) provide the yen needed by the people to purchase
the geoods available,

If one assumes that consumer gocds (non-GARIOA) purchased with dollar
earnings of the Ryukyus should move at the exchange ratio and thus balance
the gross wages paid by the military at the exchange rate, then the problem
centers cn balancing government exponditures with revenues derived from
GARIQL goods distributed, (To be sure they cannot exactly "balance" because
of shipping and handling charges,) A high exchange ratio for GARIOL gocds
distributed would require a high level and wide distribution of purchasing
power and could generate far more yen than the government could possibly
spend for goods and services, OSuch a proposition would carry a tremendous
inflationary potential, Such GARIOA gocds distributed must therefore be at
a conversion retio which will produce only the quantity of yen desired. The
question then becomes one of determining the size of the RMG budget, This
budget should not provide the means to compete or interfere with the "military"
construction program, A way must be found, then, to determine what the RMG
budget should be,

The value of GARIOA gocds entering the economy must then tc directly
related to the average wage paid by the "military", At ¥2400 rcr ncnth the
average "military" werker will receive a wage cquivalent to $20.00 per month
at 120-1, An initial assumption made in this study was that prices would be
maintained cr lowered, This would call for retaining the present average
conversion ratio for GARIOA ccmmcdities, This average appears to be scmewhere
between 40 and 60, It should be remembered that rust of the goods is, in fact,
"purchased" by the government, and the ratio for such goods has little meaning
because of the counterbalances, The distributable portion is the significant
part., £n impcrtant corollary must be pointed cut, Assuming a fixed dollar
wage, an increase in GARIOA aid distributed to the people would require
lowering of the prices of GARIOA aid goods while a decrease in the volume of
aid would require increases in the prices of GARIOA aid gocds,

It is felt that the revenue to be derived from the present price scale
on present distributed GARIOA imports will be sufficient to support a govern-
ment budget estimated to be in the range from 665 to 850 million yen for this
year, This excludes the value of GARIOA imports "consumed" by the government,
The relationship of these figures to the U.S. "military expenditure program is
of significance, The latter ($10.3 million) at 120 to 1 will be ¥1,236 nillion
in U,S, fiscal year 1951, For U,S. fiscal year 1950, the revised "military"
expenditure of $4.4 million will be ¥528 million, 4 ccmparison should be noted
The original DMG budget for the year ending 31 March 1951 was ¥1,242 billion,
as contrasted with the criginal U.S., "military" program for U.S. fiscal year
1950 of ($3.2 million) ¥160 million at 50 to 1.

: The problem can be approached in another manner. Assuming a pcpulation
of 9C0,C00, distributable GARIOA aid and construction expendiitures in 1950
and 1951 represent $35 per capita per year, It the 55,000 milit-ry wcrkers
alcne vere to prcduce the dellars

enable the islands to match 4merican aid expenditures in dollars {cr yen at
any exchange ratio) it would require an annual wage of $540 per wcrker,

The preposed wage scale should provide an average monthly wage of $240
per year with an increase in the menthly work hours, The relationship between
the $540 and $240 annual wage indicates that the import ccnversion ratio for
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GARIOA should be 44 per cent cf the exchange ratio whatever that ratio might
be, This computation would require a ratio of 53-1 if the 120-1 exchange
ratio is accepted, Socme cushion in the ratio wculd have to be provided for =™
shrinkage, loss, etc,, and for some provision for the accumulation of yen in
the hands of the public,

It should be noted that holding the conversion ratio on GARIQA4 at 50-1
to 60-1, while advancing the wage scale and shifting the n111tary conversion
rate to 120-1, would be equivalent to providing a wage with a $540 per annun
purchasing power at a $240 per annum wage rate, When the sources of supply
again become normal, roughly the same amount of gocds should be available
from nearby scurces .
ratio approaching the latter figure, as normal supply sources are established,
Furthermore, it shouId be noted that a conversion ratio of 66-1 does not alter
the total cost for gll programs in U.S. dollars, If the 60-1 rotic were not
used, wage expenditures would have to be increased to compensate fcr the total
ccst of the GARIOA aid involved, Increasedprices at present vclire weuld
create the circumstances for a wage-price spiral,

It should be pointed out that the budget problem has been mcst complex,
Differences between the U. S. and RMG budget years only complicate an already
very difficult prcblem, It would be well to develop a new budget now which
would run to 30 June 1950, in order to coordinate budgeting and programming,

It is recognized, of course, that the ¥1,242 million RMG 1950 budget, in
fact, has becn drastically altered, The pay=as-you-go principle introduced
an important safety element into the budget, It introduced the proper
relationship between government income anc expenditures but inadvertently
neglected the problem cf the magnitude of both as related to other factors.

In the discussion of wages the recommendation has been made to apply a
wage scale comparable to the "military" pay scale to Okinawa Civil hdminissyt:
tration employeess The increased income tax receipts from increased wages
of "military" personnel would be sufficient to raise the wage level of OCA
employees to the militery rate (discussion in "Taxation", pages 55 - 58).

It appears that the RMG yen bucget fcr the RMG Fiscal Year ending 31
March 1950 was set up without a translation of that budget to dollars at the
then 50-1 exchange rate so as tc facilitate comparison with the U. S,

construction program as then envisioned, (This supnpositicn has been confirmed,.

No discussicn of financial problems can be complete without ccnsidering
the distribution of the money supply, The money supply should be “irected
and controlled so as to facilitate overall economic recovery, tc¢ »rcvide the
outlying areas with purchasing power with which to purchase the GARIOA
supplies, and to consclidate the geographic area involved into a single
econcmic entity, Virtually all of the "military" expenditures
Outlying arcas, however, need funds with which to purchase their equitable
share of the GARIOA imports, whatever their share may be, The only device
available (in addition to the limited trade) is the RMG budget with its
grants-in-aid, public works, etc,

If the requirements cf the several geographic areas are programmed and
distributed properly, the RMG budget can schedule expenditures in each area
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accordingly, (The trade problems will be discussed later in this report), It
shculd be pointed out that the allocation of funds for expenditure can be
developed so as tc include grants-in-aid, public works, and “counterpart"
rchabilitation loans to industry,

"Counterpart" as used here for the Ryukyus is intended to be only that
counterpart of american aid that is loaned on a long-term basis for the reha-
bilitation of Ryukyuan private enterprise, Deposits arc made for leans only
after the lcan is approved, and only to the extent that the borrower is
prepared to spend such borrowings, The purpose is to provide private ocrgani-
zation with rehabilitation funds and to distribute purchasing pcwer,

In Japan the counterpart fund has a different purpose, There it draws
off excess currency in circulation and is then used to reduce *-e naticnal
debt; only a part of the total is re-intrcduced into the econcrmy through
lcans to private (and public) enterprise, None of the Japancsc ccunterpart
fund is used to finance normal government functions, (A limited amcunt has,
however, been assigned to the railway and communications deficits.)

large advance payments out of the central treasury should be avoided.
Relatively short-term needs should cetermine the amount of currency made
arailable to outlying areas, The Bank of the Ryukyus (a quasi-public insti-
tution) can be utilized as the lending institution for long-term "counterpart"
loans fcr the rehebilitation cf private enterprises, Ear-marked government
depesits can be made available for leans to qualified borrowers at low interest
rates for scund projects, Small lcans shculd be at the discretion of the bank
within a framework of public policy, and only large projects and supplemental
lcans need require RMG attention, In actual practice, loans cculd be approved
before the ear-marked gevernnent deposits need be made, In Janan a secparate
Reconstruction Finance Bank (operated to a large degree fcr political consi-
derations) was not successful, and a similar institution is not considered
advisable for the Ryukyus,

The amount of currency now in circulation is below that needed for the
acticns to be taken under the recommendations of this report with respect to
wages, prices, ete, Because no velocity data are available, and because there
is no way to measure other aspects of the problem, it is impossible to compute
how mich currency will be required, Certainly, the ¥266 million currently
"blecked" in the Bank of the Ryukyus could be released gradually and the
effects studied with care,

Trade and the Supply of Gocds

Other than maintaining present or lower prices on GARIOA irports
distributed to the people, an adequate supply of foreign (Japanesec) goods of
types desired by the Ryukyuans is the mcst important element in combating
inflation so as to assure the success of the U. S. construction program, It
is believed to be so essential that it is felt that substantial GARIOL
expenditures should be made for this purpcse, even if it means eliminating
something else from the GARIOA program, Failure to provide consumer goods
for wide distributicn will result in drastic inflation as the U, S. con-
struction program recaches its peak in 1951,

The drain of yen from outlying areas is believed to be caused in part
by the special treatment of "military" workers and the resale of their
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incentive goods, The initial problem here is the concept lying behind the
special trade stores., The ability to sell incentive goods at a profit to an
extent that yen are drained from outlying areas is indicative of the demand
for incentive gocds in those areas, It is believed that incentive goods
(Commercial account and GARIOA procured) should be distributed in volume to
the population at large at reasonable prices, as represented by the 120-1
exchange rate,

It is believed that the principle of reducing U, S. apprccfaiicns by
the amount of Ryukyuan dollar earnings should be modified, bec nie Ue Se
appropriations have never been programmed so as to include eitlicr acdequate
reserves or reasonable consumer goods required by the Ryukyuan eccnony.
While it is sound with respect to Japan, it is unsound with respect to the
Ryukyus, The immediate need for Japanese produced consumer gocds is so great
in the Ryukyus that all current Ryukyuan dollar earnings nlus necessary GLARIOA
funds should be made available at the earliest possible date to start the
program, Heretofore in this report, an attempt has been made to balance wages.
prices, budgets, etc, in terms of yen, Balancing dollar earnings with an
inflow of consumer gocds is just as essential, These doliar earnings are
real earnings of the Ryukyuan economy, and should accrue to the Ryukyuans who
are desperately short of consumer gocds, Iater a provision should be made for
the creation of reserves in both dollars and yen to cushion the impact of the
end of U.,S, aid and construction,

Finally, it should be pointed out that trace between the several islands
must be facilitated so as to even out the supply of indigenous goods over the
area, Every impediment to such trade should be abolished, and every
encouragement should be given to the development of a Ryukyuan fleet under |
private ownership with competitive shipping companies, Lcans should be |
extended for the construction of such a fleet in the Ryukyus, and dollar |
carnings should be utilized if required for purchases frcm the outside, In
view of the limitation (probably of long duration) on port facilities at Naha,
i% should be possible to promote the substitute use of other ports, Trade
between the islands and Japan should also te facilitated to the greatest extent
possible, With respect to trade with Japan the simplest possible procedures
should be instituted so that traders, rather than government officials, do
the trading,

RECAPITULATTION

There is much in the Ryukyuan ecomony which is best characterized by the
word "artificial", The support of its currency, however, lies in the long
range prospect of continued dollar earnings resulting from the presence of the
U. S, military on the islend, There follcws herewith a presentation showing
the inflationary and deflationary elements in the recommendations made,

Inflationary Deflationary
1. Direct expansion cf labor force 1. Increased supply of consumer gocds
requirements,
" 2, Reduction in exchange rate for im-
2, Reduction in prcduction by re- ported consumers' gocds moving int:
moval of workers frcm usual jobs, the free market.
3. Change in exchange rate from 3. Holding public works wage line to

50-1 to 120-1,
12
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4+ Increase in wage level, Lo Rise in prices for "dompound"
food and the elimination of trade

5« Pressures for more hcurs of work, gocds stores,
6. Increase in budgets for outlying 5. Prcbable increase of currency
areas, retained or saved by the people,

7. Extension of rehabilitation loans, 6, Budget control through reserve
deposit of part of the receipts

8, Expansicn of currency issue, of total aid,

7. &djustment of public works
expenditure to compensate for
rehabilitation lcans,

8., Reduction in exchange rate for
exports selling abcve 120 to $1,

It should be pointed out that much of the inflationary pr-. ue resulting
from an expanded censtructicn program can be cffset by improvercnts in the
utilization of the present manpower so as to keep the expansicn cf the labor
force to a minimum, Manpower management also plays a role in the public works
precgrams. Proper phasing of some of that employment to coincide with those
periods in which indigenous foed production is at a minimum shoulfl help.

OaPe must be taken so that hours of work and wages.paid on such temporary work
assignments cannot be ccnsicered superior to the usual occupation,

It is difficult to judge the net effect of all of the above as tempered
by current trends, It is hoped that the net effect is to establish an
equilibrium., It was pointed out initially that there is a tremendous need
for consumer goods at this time, The supply of such gecds in the special
trade stores at the end of November was reported to hawe been sufficient to
satisfy the needs for less than two payroll pericds, Immediate action should
be taken to satisfy the present need and provide a contincus flow of consumer
gocds, A minimum of $2,0 million worth of gocds should be procured immediately
from whatever funds are available, and the machinery set in motion for a flow
of goods at least equivalent to the dollar earnings, When this has been
accompllished the changes in the wage scale and exchange rate as recommended
may be made, This dces not necessarily preclude negotiation on construction
contracts, since the recommended wage scale may be developed immediately and
converted to dollar values at the proposed exchange rate for use in cost
estimates,

There is considerable evidence of a lack of brcad vision and coordination
in the overall planning to date, All programs and budgets should bs brought
together intc a coordinated plan, within which the maximum of eccncmic freedom
and opportunity should be permitted the Ryukyuan people, '

When the essential consumer demands for consumer gocds have been met, it
would be wise to set aslde a small proportion of present dollar earning as a
fund to provide backing for the yen, Such backing should be at least equal
to and perhaps greater than the exchange rate equivalent of "counterpart”
loans and reserve yen deposits,

13




kg part or all of these "counterpart" loans are repaid over a period of
time, there would be dollar funds with which to purchase materials, supplies,
and equipment from outside the Ryukyus. The overall effect would be to extend
in time the force of their present dollar earnings so that funds would be

available after the construction program has been completed,

It is essential that the RMG budget be reviewed and that the RUG budget
year be changed so as to coineide with the U.S, budget year as an aid to
budget and planning coordination,
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WACES AWD RELATED PROJLENS

This appendix to the main text deals primarily with the problem of wage
levels. l!lowever, as an outzrowth of the wage investigations, it is evident
that otlier asvects of the labor problem need consideration with a view to
correcting existing conditions. These aspects are discussed in a separate .
memorandum,

The problem of determining wage levels for Ryukyuan workers emnloyed by
the United States Government, its agencies, contractors, and authorized in-
dividuals has been brought to the fore by the contemplated exmanded con-
struction prosram. Tor convenience, all Ryukyuans employed by the foregoing
will be referre® to as employed by the "military", At the presert time, some
40,000 Ryukyuens are so employed., It is expected that at the p:u=: o7 the
construction program, some 55,000 Ryukyuans, including the additi. .~. pcrsonnel
needed to orovide services for American personnel, will be employed.

It was revorted to the Mission that at the present level of wages, workers
are unwilling to work Ffor the "military", a™senteeism and turnover are great,
and it is difficult "to ~et an honest day's work out of the men". It was urged
that the problem of warce levels be settled as soon as aossible, together with
the other economic problems, to cnable contractors to establish their oroe= -cti:

-snective labor costs in »iddin: for contracts, and also to assure them of an
adequate and stable labor force.

Ryukyuan Iabor Force

There are no accurate statistics availale with regard to the number of
nersons in the labor force in the four main Ryukyuan Islands. No census has
been taken since the c¢nd of the war, It is estimated, however, that the total
ponulation of the four main islands is 900,000. On 31 August 1949, the pop-
ulation of Okinawa (the larzest of the islands) was reported to be 565,000, and
the nooulation of the two southern islands, 120,000, The fizure for the nor-
thern island was pendinz adjustment, but was nrobably about 225,000,

The only data available with respect to the labor force are monthly re-
ports submitted by the Ryukyuan provisional jovernments, These reports arc
noorly prepared; the terms used are ambiguous; the breakdown into categories
is insufficient to =ive a clear opicture of the composition of the labor force;
and there is considerable laclk of uniformity hetween the renorts of the various
nrovisional -overnments. The reports from the northern and southcra Ryukyuan
Islands are particularly inadegquate.

On the basis of thesc rcnorts, thc ILabor Section of the Military Covern-
ment has prepared the followingz table for September, 1949 after adjusting the
fipures "to sive a more accurate picture of trends in labor in the Rywkyuan
Islands", < g
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TA3LE 1. IADOR SUMMARY3 SEPTEMDER 1949

Employment Status 1/ « Unemployment Status 1/
"Employed ! .
Total by Percent Total Percent
Employed Military Employed Unemployed Unemployed
Agencies 2/ 2/
1 1 1 1 1
Okinavwa ........ ere.. 210,550 38,529 37% 101,465 18%
lorthern Ry.ceoeossse 120,972 88 53 3,661 2
Southern Ry.:
Yacyama eecevonsoe 23,79 322 58
Miyako ........ AR 41,180 118 1,224
Mewell ocooaboo00d 64,974 440 23 1,282 1
Total Ryukyu Islands. 396,496  39.057 43% 106,408 124

1 ! ! ! 1

l/ Number emvloyed and unemployed includes those persons 16 years of age and
(By American method of age calculation, 15,years of age and over)

g/ Percent emnloyed and unemployed had to be computed on the basis of perti-
nent total ponulation figure, i.e. 37% of the total ponulation of Jkinawa
is employed, and 18% unemployed.

3/ Includes the deformed, housewives, the aged, etc. for which correct break-
downs have not yet been ohtained. Information from the Northern and
Suthern Ryukyus is incomplete,

The "total number employed" includes farmers, entrcpreneurs, workers in
nrivaté industry, employces of the provisional governmentg, and those employed
by the "military". The figure of 39,057 employed Ly military agncies is
considered an underestimate, particularly with regard to Category 11 workers
(see ex»lanation below), According to the labor officer, the nwaber of workers
for the "military" mere closely avproximates 40,000. The wiemplo;.acnt data
are virtually uscless since they do not give the bhrealkdown between those
nersons in the labor foree who are able and willing to work, and those not in
the labor force such as housowives, aged, handicasned, etc. For Okinawa, it
was nossible to securc more detailed data from the Okinawa Civil Administration,
although the desired information with regard to the unemoloyed who are abdle
and willing to work is not awvailable., It should be noted that the total pon-
ulation revorted (522,487) is lower than the fisure ronorted from other :o
sources (5%5,667).
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TABLE 2. OKINa«#A LiaBOR POPULATION REPORT - 30 SEPTEMBER 1949

Total Mals Female

Pogulation.l/

W22\l 6 0000 000000000000C 522,487 242,245 280,242
Underesecoseccoscccqeces 210,469 105,718 104,751
16 - 59 years ceececsss 274,108 121,271 152,837
60 and over .m...;a.i.; 337,910 15,256 < ,354

Employed Persons 16 Years of Age and Over_l/

Totaleseoeoosscocescons 210,550 115,020 95,530
16 - 59 y3ars ceeeenses 200,373 108,971 91,402
60 and OVeroeecececccscoas 10,177 6,04‘.9 4:,128

Unemployed Porsons 16 Years of azs and Over_l/

Totaln-oo-...n.-aeocooi 101,468 21,50“2‘ 79,961
16 - 569 yearsSeccccccosca 75,735 12,500 61,435
60 and OVereseccsccccsse 27,733 9,207 18,526

l/’ all ages are by Okinawan msthod of calculation. By american method,
the ages arc approximately 1 year younger.

aAnalysis of the above tables shows that approximately omc-fifth of
the cmployed population 15 ysars of age and over (american ajc, on Ckinawa
is working for the "military". In addition, 9,636 Okinawans ar: employed
by the Okinawa Civil administration and approximately 3,000 ar: ecmployed on
public works. The breckdown by industry or type of worker for the re-
mainder of ths smploycd group is not availables. It may be assumed, however,
that the large majority are agricultural workers and emtreprcneurs, with
only a mall proportion working in private industry.
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Although the population figure of the labor report is low in comparison
with data obtaincd from other sources, and the "employed group”" may include
many who are working only part-time, nevertheless it may be concludsd that is
a definite shortage of male labor on Okinawa for the expanding construction
program, Table 2 shows only 12,300 males between the ages of 15 and 59,
including handicapped, not at work. It may be assumed that of the females
bstween 15 years of age, many are housewives and not in the labor force (able
to work and actively secking work).

@age Levels of Ryukyuans Employed by the "Military"

Trend in Wage Levels: Several wage increases have been granted workrs
employed by the "military". It was not possible, @rior to leaving Okinawa,
to obtain a copy of tho first "military" wage scale, probably established in
1946.

.

What appears to be the first formal scale of wagc rates by occupation
was establishedl5 upril 1947, This scale was revised upward in March 1948,
when incrcascs ranging from approximately 15 to 60, depending upon the
occupation, were granted. Effective 1 February 1949, pending establishment
of a new rate scale, the wages of all Ryukyuan employecs wecre again in-
creased by 100%. The new scale which became effcctive on 1 April 1949, and
is still in operation, incorporated the 100% incrcase granted in February
and made additional adjgsimants,wwhibhi-broupht.the!total.1949 increuse
somewhat higher than 100/, Thus, during the period April 1947 to the present,
wage rates increased approximately from 150 to 250%, thc percentage varying
with occupationse. Table 1 of the attached appendix shows the incresses in
selected occupations during this period.

It should be noted, however, that in addition to the wt , :czale,
changes were made in bonus payments, night-shift differentic.rs, . xnd d=d-
uctions for meals furnished to workers housed in compounds, For example,
in April 1947, from 29 sen to 38 sen per meal was deducted, depsnding upon
the calories provided which ranged from 2,150 to 2,800 calorics per day .

In July 1947, the amount was raised to 33 sendper meale Coincident with
the March 1948 increase, deduction of 2 yen per day for mcals was authorized
on the basis of 2,500 calories per day. When the 100% increase was
authorized on 1 February 1949, the amount to be deducted for meals was
raised to 4 yen pcer doy .

Prcsent Wagc Rates: Because of the requiremsnt that dollars be de-
posited for &Il yen wagc payments, workers employed by the "military" were
classified into two categories on 1 april 1949, when thc presentwage scale
was put into effect. Category I workers include those whosc wages are paid
from yen purchased from appropriated funds. Category II workers include
those who render services of = personal nature and who are paid from yen pur-
chased with dollars paid by agencies or individuals. Of ths 40,000 workers
employed by the "military", about 27,000 are in Category II workers,
although ocomparable wage lcvels have been maintained for tho two categorics.

Category I Workers: For Cetegory I workers, hourly rates have been
set for grades ranging from R-2 (¥2.50 per hour) to R-35 (¥19 per hour). No
basic work week has becnn established but workers are permitted to work up to
a limit of 250 hours per month for which straight time is paid. Jobs have

3
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been "slotted" within cach of the grades according to skille The prescnt
differential between cach grade is ¥ .50 per hour. In addition, a rate range
spread of ¥l has becen established within each grade. It now tckes a worker ,
regardless of grade, 3—1/3 years (infive-step intervals) to reach the maximum
rate of his gradee.

TABLE 3« RaTE SCHEDULE FOR CaTEGORY I WORKERS

Step 1 Step 2 Step 3 Step 4 Step & Step 6

R-2....i0. ¥2,50 ¥2.70 ¥3.90 ¥3.10 ¥3.30 %3.50

R=3....... 3,00 3.20 3.40 3460 3.80 .00
R"’écac-cct 5.50 3.'70 3090 4010 4.30 ':5()
R-B.--coo- 4.00 4.20 4040 4.60 4.80 ,ZO
R=15.¢%ves 9.00 9.20 9.40 9.60 9.80 10.00
ST

Ra35..¢¢00. 19.00 19.20 19.40 19.60 19.80 20.00

ie=UW

In torms of dollars, at the present exchange rate of 50 Ryukyuan yen to
%1, the rate schedule is as follows:

ThBLE 4. EQUIVALENT DOLILAR RaTES FOR CaTEGORY I WORKERS

: Hourlygf S ' Dollar ocquivalent at 50 - 1

yen per B-hour 4U-ROUr per Monta 4o-nour per Konth

rate Hour day week (173 hrs.) week (208 hrs.)
R-2...  ¥2.50 405 $.40  $2.00  $8.65 #2.40  $10.40
R-3... 3400 +06 048 2.40 10.38 2.88 12.48
R-4..0 3450 « 07 «06 2,80 12.11 3.36 14.56
R-5... 4.00 «08 .64 3420 13.84 3038 16 .64
R.15.. 9.00 «18 1.44 7420 31.14 8.64 37 44
R“‘SS.. 19.00 038 3004 15»20 65 -74 18.24. 79004:

although rates have beon established for all grades, only a sm:ll number
of persons are employed in grades beyond R~15, and no jobs have bo2n “slotted"
into grades R-24 through R~29 and R-31 to R-34. According to the using units,
the magority of workers presently employed by tho "military" are in gredes
R-3 and R-4.

The Labor Section of Military Government is now recexamining the job
grading system on the basis of recommendations submittcd by the various using
units. It was not possiblc in the short period of tims to appraise the present
or proposed "slotting" of jobs, but it was clear, even from cursory inspection,
that reclassification is badly neceded. For example, although common labor is
classified as R-3, such skilled hobs as carpenters, bricklaycrs, cable
splicers, electrioians, etce are classified as grades R-3 or Re4. This lack of
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discrimination between non-skilled,semi-skilled, and skilled,jobs has made
it difficult to retain skilled workers.

Category II Workers: No grades have been established for Category II
workers. These workers have been grouped into monthly and hourly rated
-employees and minimum and maximum rates have been established for some 185
individual job titles. There arc no requirements for incrcasecs within the
rate range. In gensral, the rates for monthly salaried ecmplo: & o7
Category II were obtained by multiplying the hourly rate oi' Ul . = ..parable
classification in Category I by 173 hours per month, or on T:x. . zis of a
40-hour work-233k, with some a djustments for certain classifici-icns,

There is no provision, however, for payment of hours worked in cxcsss of 40
per weeck and workers may be required to work up to the moximum limit of 250
hours per month without additional compensation,

The following schedules show tho yen rates for s slected occupations of
monthly salaried and hourly rated ecmployees in Category II, and the
cquivalent rates in dollars. @&xamples of the rates for the lowest and
highest rated occupations are given.

TABLE 5. {uGE SCALES FOR CaTEGORY II WORKERS

[ ] [ I I
Yen Rate Ranges Bquivalsnt Dellar Rates
Occupétion = y f i . \ ‘ o e b=t .
Minimum Maximum Minimun Maximum
slonthly Salaried Employecs
Domestic Servants....e... ¥ 440 ¥ 520 $ 8.80 $10.40
Bus Boy 2nd Bus Girl.... 440 580 8.80 11.60
Clerk-Typist sessssnssen 440 630 8480 12 .6C
Clerk ® © 0 & @ 60 0000 0 a 0o /'l&‘o 690 8.80 15‘80
ACCOuntJnt B 62 00 0 e aw s 690 860 13 .80 1_7 vgo
4rchitect ecceerececcese 1,040 1,380 20.8C 27460
Interpreter Specialist . 1,380 1,610 27.60 32.20
WEEEEF 0 6 060000000C60000a 1,150 1,850 23.00 37.60
Hourly Rated Employees

Grass Cutter.esceeansens 260 3.20 .052 .064
Laundry worker (General) 2.70 3.60 .094 .072
Bricklayereeeeesoesoness 3400 3.80 .06 076
Cable Splicer cessessess 3460 4.20 072 | .084
auto Mechanic seeoeecses 3460 4.30 072 .086
prccision Instrument Rep ' 3480 4440 .076 .088

pairer
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average Cash #Wages: fhilc the present wage ratss were readily

available, the problem of obtaining accurate data on averagc wagos pressnta

considsrable difficulty sincc there is no central sourcc for =11 pzyroll
data. PFurther, although the labor Section of Military Goverwn::t has
attempted to obtain reports showing the number of workers in each of the

job classifications, ths using units have in general either failed to submit

reports or have submitted incomplote ones. The nesd for accurate infor-
mation on average wages is particularly essential since it has an even more
direct bearing than wage rates on the problems of the yon rzte, purchasing
power, price levels, and financial procedure.

To obtain a true picture of average wages, the inform:tion obtained
from o viristy of sources was checked against sach othor. .11 datu

indicate that the average wage for workers presantly siployed by the "milita-

ry! is .bout ¥650 to ¥700 per month. For exampls, ths cver:ic monthly wage
of all workers (1,417) employcd by thc american contrauctors, _.tkinson &
Jones, was ¥637 for the payroll poriod ending 31 Octobsr %49, or from $13.00
to $14.00 at the present exchanze rate. The Payroll Officer 2t I'aha Port,
where approximately 2,000 workers are employed, reported 3n ozwverzge wage of
¥650 per month. He also sstimated the following distribution of workers by
grade:

R-3--.........70%

R-4.-.........10°/o

R=5 & 6eeees.slP

R-6 to 15..... 5%
This distribution, according to the Labor Section of Militory Govirmment,
holds true in general for other using units. By applying this distribution
to the grade rates for Category I workers, with adjustments for the small

I
number of persons in grade R-16 to R-35, the estimated avarage of ¥650 per
month is again confirmed.

For Category II workers, no scparate aveage could be obtained since the

payroll data are seven more loosely handled. On ths assuaption, hcwever, that

a large number of Category II workers sre in the classificc.tions of maids,

domestic servants, clerks, office boys und girls, at 2 range of from ¥440 to

2580 per month, it may be assumed that roughly ths same cveraze applies to
both Category I and Category IT workers.

Payments in Kind: Incentives in the form of various tvpcs of paymsnts
in kind have been granted to workers employed by the "-ilitary"™ to compen-
sate for the admittedly low waje sciles On 1 February 1049, provisicn was
nade for workers in Category I und Categery II to purchise. ;oods "other
than staple foods through special trade stores in maxi anw: rcinthly amounts
reclated to the pay reczived ot prices substuntially less tiarn the existing
free market prices". .ccording to informstion obtained from worker to
interviews and from many other sources, it is general practice for workers
scll the incentive goods in order to obtain cash to mcet their liwving
expenses. It is not possible to cvaluate the savings accoruing to workers

to

through purchases at spscial trode stores. However, the "profit" on the sale

of such goods in the free murket is reported to be approximitely ¥200 per
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month, or the equivalent of ;%400 pcr month.

Other incentives are offered workers in the form of hcusing :nd food.
a4t Naha Fort, some 1,200 familics arc given fres housing by the "militery"
but they are required to work 2t least 160 hours per month to rctain their
homes. approximately 11,500 workers are presently housed in compounds.
Thcre is no charge for housing but a fes of ¥4 per day is deducted for
three mezls. This food (2,500 caloriecs a day) is prefersntially priced and
it is estimited that if the full cost were charged, the deduction would be
aopproximitely ¥10 per day. The saving to those workoers, thercfore, is
epproximately ¥180 per month, or ¢3.60. In the Naha Port comound, u small
additional fse of ¥2 per day is charged for administrative coste

iiorkers in some locations obtain salvage, dunnage, ctc. by virtuc of
their employment. Many workers in Category II arc given {ood, -ilutianing,
and other incentiv: goods for which nc deductions are madce.

Tha sbove items arc authorized incentives. It is commen i wladge
that there is much stealing of supplies from warshcusss, stv*“s, zacks,and
other facilities and that access to these suppliscs is an "incerntive" to
work for the "military".

“age Levels of amployess of <the Okinawa Civil .administration

The wage scale cestablished for cmployees of the Ckinwn Civil ..dmimis-
tratlon is higher than that cstablished for employsss of the "militory” in
order to compensate for the fact that OCa employzcs irc not peraitted to
purchase goods at the special trade stores. .uccording tc the CI.. Septcmber
payroll, the average mage of 9,638 employees ’9,553 permiiacnt cnd 277
temporary) was ¥1,026 per month, or $20.52. The brexkdovm is s follows:

TuBLs 6o S PTABER PLYROLL OF 0Ca

' ' ! ' Honthly
Number Monthly average
of Imployees .verage Deollar [quivalent
T0t8)leeceecssacsasecansannce 94636 ¥1,026 920,40
woirkers Paid Monthly eeeeceee 7,289 1,100 22,00
Daily Workers sescecsscscesss 2,070 726 1a.oz
Temporary WOrkers.ceeecceses 277 820 16.40

Pates ranging from ¥1,640 to ¥4,500 per month have been est Llished for
positions corresponding to sub-scction chief and highér. {ihs Governor of
Okinawa rzsceivaes ¥4,500 per monthe ) For lower graded positions, rates have
been estublished ranging from ¥45- to ¥1,590 per month. #or the jobs below
sub-section chief, OCa is not following the Amsrican or "military" pattern in
Okinawa cf paying the "rate for the job". Rathsr, it is Collcwing the
Japanese pattern of grading the individual on his parsonal chirzcteristics,

- that is, age, education, sex, and experisence.
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#AGES of wWorkers in Private Intorprise and on Public works

A8 already indicated, there ard no reliable statistics showin: the
cumber or distribution of workers among the various industrics. It would
appear, however, that the principal industries are agriculture, construction,
brick and tile-making, saw-milling, furniture-making, etc., with construction
incrcasing in importance. Two Okinawan contractors are now working uuder =
lump sum contract for the "military" and it is expscted that further con-
tracts will be awarded Okinawen contractors.

Section, District sngineers, Naha Port Labor Section, Mititary Governmsnt

faber Scection, and private ocontractors reported that wag:es for worksrs in
crivate industry are from three to four times highsr than the w:ges paid by |
tnc "military". For the morz skilled workers in short supply, such as

sorpenters, plasterers, stone masons, cct., the rates were five and more times
nZighor, The most frequoent common labor rates cited ranged from ¥70 to ¥80 per

2y, in comparison with th: ¥2< for common labor paid by +the "militury" for

2ightc hours of work. Carpenters, whe cre in great demund. reccive from ¥150

%> ¥200 per day plus one or mor: mu:ls and bonusces, wherscs the "military"

S

rate is again only ¥24 for ei_ht hovrs cof worke

The number of hours worked in private industry, particularly in con-
struction, are genrally higsher than those worked by Category I workercs.

ixamplcs of a 1O0-hour day and « 7-doy woeek cited. It was not possible to .
obtain complete irformatior witn regzrd to overtime promium paynonts.

Howevcrs one ceontractor whe was interviewed stated that he pays a prewium of

10% for hours worked over 10 per day.

The Labor Section of 0CA his reccntly required that mont.. » ‘"tz on
drevailing wages in private industry be submitted by the villeje (Furs) mayors.
Tncse data are stiil in the process of tabul: tion, but it was pcssible to
secur: wage rates for various occupations in selected arcas. (Sez Table 2 of
the Appendix.) 4although the couparisons are not entirely reliable, simce they
are based solely on job titles tnd hours of work may differ, they confirm the
fact that rates paid to workers cmplcyed by the "military" are considerably
helow those paid in private industry.

This situaticn is not new. For cxample, the increase gronted on 1
February 1949 was dssigned to bring "militery" wages closer in line with
prevailing wages. 4t that timc, it was recognized that even with the 100%
increase a gap still existed, <nd <the special trade stores wore started as
a method of partially bridzing this gzap.

ihe OCs budget contains a lirge sum(¥745,000,000) for public works
which is allocated in lump sun -waounts tc the maycrs of the verious villagss.
Although rates very betwecsn villages, they are, in goeneral, from two to three
times higher than the rates p:ild by che "military". This fgct accounts in
large part for the high ibscntooism cf workers employed by the "military".
Many workers take "days off" to worls on rozd construction and other public
works in orderizto obtain the hizhour rotes.

It was not possible in the short pericd of tims te interview the head of
the public works Departmcnt of 0Ci. However, the October report of wages
paid on public works in Maza Mura, shovm in Table 3 of the appondix, gives

¥ 2 3
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somo indicaticn of thuse provailing rates. Iusofar as commen labor rates
are concerned, those for the ¥iz2 Fura seem to be on the low side. ic-
cording to other sources, the comuon laber rate for males on public works
is from ¥70 to ¥80 per day, and for women from ¥4C to ¥50 per day.

Comparison Between Wages in Okinawa ~nd Japan

in Japan, October averuge cash wages for workers in manufecturing
industriss (commonly used as an index of wage trends) was ¥8,450 or §$23%.5C
cn the basis of 360 Japinese yen to $l.CC. Ikven assuming tha*t the present
rate of 50 Ryukyuan yen to $1.06 is a "good" ccnversicn rate, averaze cash
wigcs in Japan are approximately ,10.0C per month more, or 75, higher than
wverage cash wages of Okinxwans employed by the "military®. If a more
renlisvic conversion rate is used for Ryukyuan yen, the difference is even
groatore It should be noted, however, that whercas many workers in Ckinawa
end Japan receive additionzl payments in kirnd, it is likely thot the value
cf such payments is somewhat aigher for Ckinawan than for Japinese workers.

Cthor factors, such as o2vservation of living standards i » and
Okinawa, cnalysis of the zap hotircen wajes z2nd cost of living - Aily
oxpenditure in both countries, and availability of consymers! | »o7s tand to
the conclusion that Japansse woriors ore in a considerably bevhor position
thar Okinawans working for the "militory",.

Relation of Wages to Cost of Living

Roliatle data on the cost of living in Ckinawa wers extremely diffi-
cult tc obtaine 2art of the difficulty lay in tha confusion in terwainology
0.8 between the cost of living based cn a "market basket concept" = that is,
the amount required to purchase a standard amount of commodities — and the
actual family expenditure-

The average family in Okinowa is believed to consist of five persons.
Late on cost of living obtained from a variety of sources showed a range
from ¥2,000 to ¥4,39]1 per month for a family of this size. Tae lowest
emount,-¥2,000 per month, was computed hy the Labor Section of Military
Gevernment on the assumpcion that 21l rotioned food cculd be oktained at
official prices. 'The highsst amount, ¥:«,591, was bused on datu prepared by
the American contractor, atkinson & Jones. The OCa Labor Section cited a
figure of ¥3,683. (Sge Table IV of the uppendix for cost of living budgets.)
Liembers of the mission concerné with the price problem arrived at a figure
of epnroximately ¥2,500.

Throughout the investigotion, the question was ssked how workers have
been able to manige on the present 2verage of ¥650 to ¥700 per month in view
of the estimated cost of livinji. Uhoe replies of ths workers interviewed
indicated three basic methods, uxnecly, the sale of incontive zoonds, part-
timc cmployement on public roads or in private enterprise gt wx ;3s higher
than those paid by the "militory", znd empleyment of women and children of
the houschold. Fsrsons other than workers gave not only the some methods
as those enumarated by workers, but also cited the gther "paymonts in kind"
discussed earlier in this report.
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The poverty of Okinawan wcrkers is apparent everywhere. Housing is
inadequate and squalid. 3Bxcept for thosewrkers employed in dependent
housing areas or clubs whire clothing is provided by the employer, most
Okinawans own only the few clothces they wear. This clothing is army surplus
which has been distributed free or at a fraction of the coste Consumers'
goods cxcept thoses available at the special trade stores, are scarce and
those available in the free markat are beyond the means of the 2verage worker.

Recommendations

Wage Levels for Ryukyuans .mployed by the "Military” In dstermining
the recommendations to be madevwith regard towage levels for Ryukyuans
employed by the "military", two basic criteria were taken into consideration.
First; that the wage level should provide at least a minimum standard of
living, thereby safeguarding the health and welfare of Ryukyuan workers.
Sscond, that military rates should generally be in line with prevailing rates
in private industry in order to provide an adequate and stable labor force
for the expanding construction prcgrame. Consideration was also given to the
ecomonic impact of the recommended wage levels in tBrms of the proposed
exchange rate, cost of living, financial procedures, and other ecomcmic
problems discussed in other roports.

It is recommended that a minimun woge of approximately ¥2,000 per month
be established. This amount not only: cpproximates the estimated cost of
living for a family of five (on the low sice) but is also in line with the
common labor rate in private industry. This minimum should eliminate the
need for workers to ssek supplemcntary cmployment.

It is recognized that a widec gapexists between this ¥2,000 figure and
the best estimate on cost of living (¥2,500 per month) arrived at by the
missione. However, if the practices followed in the Ryukyus are similar to
those in Japan, it is probabls that there are from 1.3 to 1.4 workers per
family, which presupposes a larger income for a family than is obtained
sloely through the earnings of a head of the family. The second worker,
however, is usually a child, or wife of the head of the faily working at a
low wages It must be assumed, furthsr, that many workers in the lowest
wage groups are single psrsons, or persons withfewer than four dependents.
Moreover, in many instances, yecar-round small farms supplement family
income in terms of food.

One other important factor wos considered in determining the minimum
wagee The Labor Section's figure on cost of living was based on an estimate
of ¥1,030 for food at official prices. This food figure, when doubled to
provide for non-official food items, provides a ¥2,060 figuree The inter=-
nationally accepted proportion for food is 45%; in Japan, over 60% of family
expenditure is for food.

Because of the complicated naturc of the wage structure, the
recomncndations with regard lo wage increases for Categery I and Category II
workers are discussed separatelye.

Category I Workers: 1o accomplish the establishment of a minimum wage
of approximately ¥2,000 a montl, it is rccormended that a new rate of ¥10
per hour be established for the lowest grade Category I worker, now classified
in R=-2 at a rate of ¥2.50 per hour. It is assumed that with the increased
scale, workers wil ave sufiicicat iriconmtive tc werk : lecast 48 hcurs per
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sczle, workers will have sufficient ircentive to work at leustc 48 hours per
week, ar 208 hours per month, izstead of the present average of from 140 Yo
260 hours per month.

It is recommended further that in general a straight "acress the board
increasc be given to the othor classifications in Category I, equivalent tc
the increase from the pressnt to the now R-2 rate. This should be modifisa
by a slight widening of chz difforentials betwesn the unskilloed, semi-skillas
skilled, and profussionzl grounds with 2 view towards reducing the "cou-
vressicn" of the "across the boord" increuses Some "comprossion" of the wige
scalu is inevitable in visw of the nucessity for the relativsly large
incrense involved in ths establishment of the minimum raztee It is suggested
thaet “he following differentials be applicd:

amount of Incrsase from Present to Recommended Rates

Unskilled "R" zrodeseees... ¥7.50 per hour
Semi~skillad "R" grades «.. 7.7C psr hour
Skilled "R" :rodes swvssses. Te90 per hour
Professional "R" grodes.i.. 8.10 per hour
ulthough the mission recognized the nwed for remedying the many defects
in the present wage structure and job classificaticn system, it wxs not ;

possible, iwu the time allitted, to give this pronhlem the study r-quired.
It is rzcommended, howevsr, that the job regrading undsr consicf:-vacicn be

expediiied so as to be effective simultansously withan ircres in thewage
rates. 4 subssquent review shculd ulso be undertaken of ths - o siructure

#ith o view to possible reduction of the number of grades ang e tiine
required for step-grade advances. If the propesed rate scale is adoeptad,
the cresent spread of ¥1 from Ghoe minimum te the maximum rate for sach grade
becomes exceedingly narrow, particularly in the higher grodcese.

[

Betablishment of a rationrl waie structure is = hizhly technical job.
since no menmber ol the nresent stoff of ilitary Govermment has the required
technical skill, it is recommondod thot a speciulist be secured for this
PUrposc.

Category II wWorkers: The weje scole for monthly sularied workers in
Category II presents a problea beciusc the wages of thesc workers have been
calcuiated on the basis of a 40-nour werk week (173 hours per month), even
thougn they may be required to work up te a total of 250 hours per month
without additional compensation. This procedurce has resulted in inequitics

betweon worker in Category I »nd Catsgory II since Category I workers arc
paid for all hours worked.

L - T

To simplify the immediatc problem and as mattar of squity with workers
in Category I, it is recommendsd thht the increase for monthly salaried
Catezory II workers be calculated by multiplying 173 hours per monta (40
hours per week) times th: hourly yen increuse granted in the compar:zble
Category I classification. It is reccmmended, however, that these
classificuticons be rsvicwed with & view to establishing a basic work week
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moro closely related to thc actual hours worked, Wherever possible, For
those classifications where a basic work week of more than 40 hours is
established, adjustment should be made in the wage scale for the

additional hours over 40. In general, a basic work week can be set for the
vast majority of classifications. The oxception is primarily domestic
servontse

Unlecss the aboe adjustments arec made, inequities will continue, For
example, a clerk in Category I, now rated as R-2, will earn ¥10 per hour
under the recommended wage scale. If heworks 40 hours per woek, he will
receive ¥1,730 per month (173 hours). If he works 48 hours por week, he
will pteccive ¥2,080 per month for 208 hours. Under the recommended wage
scale for salaried workers in Category II, a clerk performiny w>rk comparable
to thc work of & clerk in Catogory I will receive ¥1,740 per - ti cn the
basis cf a 40-hour week, or the sameva_,e as his counterpart iu “it-gory I.
However, under the existing roegul:itions, i1t the Category II clcezrk works 48
hours a2 week, he still reccives only ¥1,74C per month for 208 hiurs, or ¥340
less than the Category I clerks If it is found necessary for varying basic
work woegks to be established by the using units, more than cnc wage scdle
can bc established for salaricd workers in Category II, dcpending upon the
basic hours of work scheduled.

For workers in Catezory II, presently paid on an hourly basis, it is
recomiended that incrsases be iven cguivzlent to increases in the comparable
grades of Catepory I workerse. It is assumed that job classification
standards new under considesration for Category I workers will be applied
also to workers in Category II.

It is estimuted that the net results or the recommendation on wage
incroeses for all workers smployod by the "military” will be roughly a 200%
raise (including reclassification of jobs now out of linc), or an average
of approximately ¥2,100 per month at present work hours. If longer hours
arc worked, as 1s anticipated, the increase will result in average earnings
cf about ¥2,400 per month, This fi.;ure, at the recommended exchange rate
of 120 Ryukyuan yen to the dollar (scee report on the exchange rate),
represents purchasing power of $20 per month or $250 per year.

In view of the recommended increases in moneywages and other compelling
factors, it is proposed that the prefercential treatment in prices and
availability of consumer goods now afforded Category I and Category II workers
be discontinued (recference to factors other than wages are m=de in other
reports). It is recommended 21lso that wage deductions for mecls for workers
housed in compounds be squivalent to the cost of food without preferential
pricinge TFurther, that when meals sre provided either to monthly or hourly
paid werkers in Category II, thot deductions be permitted not to exceéd such 2
deductions for workers in coapounds (after preferential) treztment has been
removed. )

The regulaticns now in effect previde that "all employees working any
shift will receive 10% nisht Jdiifercnticl". Gccording to informaticn
obtained from the NahaPort Payroll (Ificsr, this provision is not being
observed becasuse of administr:tive 4ifficultios. The same situation may be
found in other using units. It is recommended that the 10% night shift
differential be enforced.
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Wage Levels for Public works. Present monsy wages on Okinawa public
works projects aro far above wages paid by the "military". Because of the
prepcnderance of "military" workors in Okinawa, the "military" scale is the
prevailing wage. It is esscontial that hourly, daily, and menthly wages on
the publice works program be below the prevailing wage, in order that work
for the "military" be the more desirable employment. It is rccommended,
therefore, that the public works scnle be 10% below the "military" scale.
Care must be exercised to sce that malpractices such as "automatic" overtime
and superior "classifications" arc not resorted to on the public works
program in order to circumvent tho intent of the regulation growing out of
this reccommendation. Public worl wages outside of Okinawu should be at wages
prevailing in the areas of the projects for economic rcasons discussed in
other reportse

Woge Levels for Employces of tho Okinawu Civil administr .. n. Okinawa
Civil administrution employcos should be paid wages and salar’ s coonerable
to the "military" scale in :n cffort to improve their quality {refcience to
financing the increase involved is mode in other reports). OCa is not
following the #Americen and "militory" pattern of paying the workor in ac-
cordance with the type of work performed. It is continuing the Japanese
practice using six, age education, =nd experisenccz:ascecriteriaifor.idetermingng
the salary to be paid each eamployee. whether 0C4 provides comparable wage
by adopting the "military" scale ond method, or adopts the Japanese method
to accomplish this end is not comsidered within the purview of this mission.

Conclusion

The mission recognizaes that its recommendations with regard to wages
provide only a minimum improvemcnt in the present low standard of living
for Okinawans employed by thc "military". uany reduction in the recommended
wage level would place the United States in the pesition of exploiting the
labor of a liberated arca. In acking these reoccmmondativons, the mission
was also influenced by many other economic considerations, principally the
daonger of inflation involved in 2 tco drastic increase in wage levels. It
is hoped that, when consuacr gocds,in large supply are available and other
forms of eccnomic stabilization have been achisved, 1t will be possible to
gront further wage increases ond to male provision for premium pay for
overtime hours worked, on the basis of internationally accepted standards.
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APPENDI X

TaBLE 1. IRIND IN J[LACE RWTES FOR SELECTED CCCUP-s TIONS
OF RYUKYU.NS W'PLOYED BY THE "WILIT.RY"

April 1947 to Prosent (Decsmber 1949)

5 april 1947 : March ]948 ,april 1949 1,
Occupzation i
R Range average Range Avera e Range 2/

Hourly Rated BEmployea

CLCKIOAYEY seawonsee $1.10 = 1.35 ¥1.22 ¥1.30 - 1,65 ¥i.47% 20:00-=_4.50

2

CZ\Z’pGJLCGI‘ E R RN l-OO - 1040 1120 1050 - 1080 1.60 5.00 - 4-00
Construction worker. 70 = .90 - 1.15 - 1.50 1.%25 3.00 = 4.0C
Blectiricion sswenisn 1:00 = 180 1.3C 1.50 - 1,80 1565 3.50 = 4,50

Heavy Labore seeceess .80 - 1.10 .90 125 &= 1.50 1.378 3.00 - 4,00

Lathe Oporator eese. «20 = 1.2C 1.C3 1.30 ~ 1.60 1l.45 3.C0 - 4.00
Pl‘.ﬁ;S'bCl“eI‘ " ss e Be Lus -90 — 1023 loC? 550 g ‘60 ‘46 31 OO - 4‘000

Ste‘reciCre s ves6068 0 1.10 - 1.40 1.25 1.50 - 1.75 l.62b 3.00 ~ 4:900

Truck Drivers eeeees 1410 = 1,35 1:23 1.25 &= 1455 1.40 3¢C0 - 4.00

Monthly Salaried Employses

accountant ceeceeaes ¥240 = ¥360 ¥300  ¥300 - ¥375 ¥337.50 ¥890 - ¥E6D

architect eeseseesss 400 - 500 500 450 -~ €600 525 1,040 -1,380:
Bookk:upPer sessessss 140 = 220 180 250 =~ 2325 287.5C 580 - 750
Bus Boys and Girls.. 140 - 150C 150 190 - 250 220 440 -~ 580
Cashicrs sevessssars 140 - 300 220 300 = 375  337.50 690 - 860
Clerk-Typist veeeoss 140 - 200 170 190 - 275 232.50 440 - €30
Domcstic Servants ... 140 - 150 150 190 - 225 2Q7.50 440 - 520
Officc Boys and Girls 140 - 130 160 190 - 250 220 440 -~ 5860
NUrscs eesesssessess 160 - 240 200 300 - 375 337450 690 - 860
Telephone Operators. 160 - 220 210 250 - 300 276 440 - 630
Timekeeler ssseesses 240 - 300 27C 225 = 300 262.50 520 - 690
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1/ ;on‘1 Feb 49, a 1004 increase over the ratos established in March 48 was
mgranted. This increasz was incorporated in the new rute scale es-
tablished 1 april 49.

E/ Five step-rates were estavlished from the minimum to the maximum of the
range for Category I workcrse. It tokes a worker S-Lﬁ years to move
“omfrom the:minimum to ths maximum. No criteria’have been established for

Lrerincreasées wtthin the rango.

APFENDIX

TuBLE 2. COMPARISON O P2NVLILING #WaGE IN SELZCTED OCCUFa TION
BY VILI.LGE - JULY TO CCTOB&R, 1949

Rates per Day 1/

1 T
Village Rates "Military"

Base

Cccupation Mizato  Gueko Naha Tokuguchi Nago Rates

Min Max Min Max Max only Min Max Min Mnx 2/
Bakereocesoecsossscace. = - - - - 100 150 - - 32
Bamboo Worker «..... - = 40 60 - 70 100 - - B2
Barber sesesesesseas = = 60 150 - 50 100 ¥15(per 28

head )
Blacksmitheeeeeeaess 150 200 70 90 - 100 150 - =~ -

" (Horseshog).se = = - = = 60 100 = =~ -
Bchher R R T R L RO " SRR '\CO 80 - - 32
Cake Moker «.eeeveos - - - = - 70 100 =~ 120 -
Carpenter ....sseeee 150 180 120 200 200 100 150 120 150 24
Construction Laborer - = 8C 120 70 75 100 - =~ 24

Dressmaker with and

without machine.. - - 90 150 - 50 80 - - -
Tlectric Viorkere... - - - - 2,000 70 120 = - 28
(per mo.)

Former M ce,sevosas = - §6C 290 100 60 80 - 80 20
W B ey s - = 408 50 70 40 60 =~ 5O 20
Forging eeencesececes - - 50 90 70 70 100 = = -
Furniture Maker.... 180 200 - - 150 80 100 - - 24
General Laborer e.. 80 100 5C 70 70 70 80 - 80 24
Geta Vorker iwweiess - - 50 70 - 80 100 - 100 -
Hot Makereeeecooeoos - - - - - 80 100 - - -
Horse Cart Driver . - - 140 170 500 200 400 350 500 -
Iron .works iorker.. - - - - - 100 200 ‘=7 = -
Lacquer ‘Worker «ses - - b0 80 - - - - - -
Mason Cement seeess - - - - 150 350 300 100 150 -
Mason Stone eesesee 150 180 = - 100 250 300 - - 24

(Continued cn nsxt puge)
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APEEHDIX

T4BLE 2. GOMP.RISON O PREVLILING WaGES IN 3 BLZCTED CO7HE.TION
BY VILL.GE& - JULY TO OCTOBER, 1949 ( Continued)

Rates per Day l/

1 I T T t
Village Rates "1 tary”
i " Base
Occupe tion ¥izato Gueko ~ Nahal, Tokuguchi Nago Rates
Min Mex Min kox Mex only  Min Max Min kax .E/
Mot Moker cescocccsece = - - - - 50 80 - - -
Miso Moler sevesveees = - - - - 50 80 - - -
Pottery 1akereesecees = - - - - 50 80 - - -
Printingececsecscseee = - - - 1,000 50 80 - - -
(ser o)
Rice ©ill workéreeseoee = - - - - 60 8C 1,500 -
(per mo.)
Sake WCerkereeoosesees = - - - - 60 80 2,000 -
(per 10.)
Saw AMill worker «.e...100 150 - - 150 100 150 - 100 20
Sheemntker sseeccesesee =~ - S0 100 100 80 100 - - -
Tile Laycr eeaesncess = - - - 150 150 200 100 150 24
Zinc Shect Loakereeees = - - - - 75 100 - - -

g/ Dzily hours =are sstimated to ramse from 8 to 10 hours per < -a In
addition, one or more mexls are furnished to workers in . wiov.sr of
cccupetions.

E/f Calculation based on 3 hours of work,

SOURCE: Report of Mcyor of iago Village; Public works Depsrtment of Okinawa

Civil sdministration.

APEENDIX

T.RLE 3. COMP.RISON E&TwEsl waGE RaTES C¥ FUBLIC #ORKS IN
N4GO VILL.Ga 1/ oiD "iaLI9uRY" fuTdS, OCTOBER 1949

Actes Por Doy

Occupation Fublic .jorks ilitary"
Sitcdlled Carpenter eeeeecesssccaccss ¥130 ~ 150 ¥24
Seri-skilled Carpentsreececececsccses 100 o 24
Stome HoSON esssesisessrsosscosovcans 130 ~ 150 24
Stome Crusher (hand)eseeesccocsssass 120 = 130 20 or 24
Cement and Brick MasSONeeesecocosaoss 100 - 150 24
I5LLE JHER 0 0 00000000000 000000000600 130 ed
Boofing VOrKer secsossssscssasscsacss 80 - 100 24
Cormon LabOr eeeseuascssoescsccsanans 50 - 60 20 or 24
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l/ Report from Mayor of Nazo - Public Works Department of Okinzwa Civil
administration.

TaBLE 4. COST OF LIVING OF .. FaliJLY OF 5 PBRSONS

4 ~ Bstimate prepared by Labor Scction of Liilitary Government:

Focd (Rations Purchased at Mura Store) 1/
Military Norker eoeBBs 00000000000 0P 00 ¥265.42

Ai’-ifC © 000000000000 06006000000000000060000060 169.82
Chj_ld (under 2)......................... 94.'-52

0 S B S o 0 ) P > C I K I
Child (11 t0 20)esesecsossosccsccceansses  180.52
Total Purchased from Mura StOre secececcecsee ¥658.87 (804 cf authorizsd
Calorics)
207 for udditisnal Food sasesescussmiwes 171,77 2/

Total Cost of wuthorized RAaticriS ... . a6 eee s s e s sl s e e &Tete « ¥1 , 03064
FirGWO?d © 000000000 00600000 500050000®00S84a8 06060066 06060606060600600606080e8860600ao0 450000
ﬁ‘xes ® 95 SN 0N A6 A4S0 0040 P H W H 6O P AG RS g2 2GS Gt PP NI LT e 338.00 ¥

Clothes, Medical Expenses, Schol wS¥>onS0S, GhCeevecssosnvsosvaoces 181,36

Tot&l..oa.a.....g..-....-....-.-....-.gena.EZ,OOO-OO

l/’ sverages computed for February, arch, april and May 1949.

J h]
2/ ‘e balencc of 20% of foud must Le purchased on the open markct at
higher prices, but asswairng ths Bura stores furnishcil the c¢ntire amount
the cost would be 20% added to the total purchases from the Mura stores.

B- Estimate prepared by bLabor Section of Okinawa Civil Administration.l/:

Food 00 00000000 000000000000 00060000O0COG00C000600000c000600600060060060000000600SF ¥2,388

FlroWC0decesesesvreessosceccssscesossecssessscsessssssossccoscscsoccsssss 370
Sanitary EX[PEri5eS eseeceecescccessecsccoosscsssossoscssssoscssssscnesosonas 150
Public ThXOS eeeseescsccescconscsoossesssssssecsscscsssscscscscssscoscs 200
HOUSINZeessesoconsscsoscscsssososssosaccososassssosessscsscsoassscsscsssncs 250
Clothing eeessesoscsssssccccscscaossacaasosossssssosssassssaccssososssscs 50
Schiool 1XDSNSEE eeocsoeosocsooocconocoassosssssssssscsssssssscsoansss 40
RO CHIEN i D1 HE e sl eVale oPoNe o el He o) 0o 5% e 51 o) o1 6 fone s (oFe ke ehereleless doehateNehessRRoe o Yotevetete 40
3ide Dishes, Tobacco, Siake, CtCe svveesscoranas B I W e AT SR A 195

TO'L':;\]...-.-...-..-..---..-..-. ¥3,683

%/’ average cost for aa Okincwo: fiunily oonsisting of hend of heuschold
and 4 dependents.
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C - Jstimate prepared by atkinson & Jones Construction Co. at Futenma l/}

Item Total Units Consumed Total Cost

(per month) Unit Price (per month)

FotatoeSececesessss 50 kin ¥ 3.00 ¥ ©180.00
B.CC ofefarunlals s sionilariae 82Nk (109 1bs) | 8433 683 .00
E18h lale s ajate/sie s e fia's 3 kin {4 1lbs) 30,00 9C.00
Flouresescccoccsces 3 sho 130,00 5% 30
Food Oilecsccesscses 1 sho 300400 3C0.00
Firewoodeesssocosses 30 bundles 11.00 330600

Total Food and Firewoodeseeessses¥1l,943.00
Living QUArters scescscccssesecsscsccscsccossssssscsssscs 200,00
Income TEX eececccceosccaccsscscsosossssscossssssososcsssssasse 140,00
Miscellaneous TAX eececsceccooscsccscocossssscscscosasanssas -
School Expenses, Tuition and Books (3 children)e.esessesss 125400
Village DonotioNeseecsesssescesessoccosceoscocssosccocoscns 30.00
Miscellaneous EXpensSeSecesccescascccsasscescsossessesasssese 1,175.00
Toilet articleS esecccsceccsssscacoasoccccsssscsnsssssscssss 370,00
Clothing and ShoGSseeescescsscoassassescccssssocssssssccnnse 358,00

LaInl:) Oil...l‘......l....‘t.ln.000'0'0...lll.......l...l... 750.00

Total .o.l.l.lllll...bll.¥4,391.00

B e

l/ average cost for an Okinawo foiiily consisting of head of the h: uschold,
age 54, earning ¥9CO per month, his wife, and 3 children, aged 14, 12

and 9.
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YEN DOLL.R &XCELNGE IN THE RYUKYUS

It has been established clesewhere that heavy economic pressures exist
in the Ryukyus as a result of thc present 50 tc 1 ¥/§ conversion ratic.
This supplement to the mission's overall report is intended to collate the
facts with respect to the various areas where money, goods, or services are
being priced in both yen and dollars. Recommendations as tothe specific
level at which the rate should be set appear in the main texte

A ¥50 per $1 military conversion rate was established for Japan, Korea,
and the Ryukyus by the Far Bast Command in March 1947. There have been
subsequent changes of this rate in both Jepan and Korea, but the Ryukyuan
rate has not been disturbed.

In Japan in Merch 1947, the ¥50/%1 rate undcubtedly overvalusd the yen
(i,e, a dollar would purchase morc yen than the military rate recognized);
in Korca the rate probably cvervalucd the yen even more than in Japan; in the
Ryukyus the new rate scems to have hren less out of line.

Ir Japan, this ¥50 to ,;1.00 rate, ©s well as the 270 rate later adopted,
was accepted as being purely = militory conversion rate. Its application
covered only the purchase of yon by occupationaires and their clubs; it was
not applied to PX concessionzire incume: it was never at any time applied to
Japancse imports or exports.

In the Ryukyus, thc 50 to 1 ratec started out with the same limitation
upon its application as in Japan (i.c. use for military conversi-v u=nly);
gradually, however, the rate bejan tc be applied to dollar purcrisss of
Ryukyuan labor services and presumably cven regulated the pricing of imports
and exports.

It is easy to understand why the military eonversion rate was extended
to broader application in thec Ryukyus. In a country where the non self-
suppliers rely upon imports for 8Ci cf their food and where the other imported
commodities are not produced indijgenously, some kind of overall policy must
exist for establishing prices for such imported goods. Such an overall
policy hos not existed in the Ryukyus; in lieu of it, the 50 to 1 military
rate offered the only tangible scmblance to = price policye

at the time of the mission's arrival in November 1949, the situation
was as follows with respect to .he varicus areas where there could be a
pricing of goods or services in both yen 2nd dellars:

(1) There existed a sizsable bliock market for MPC's which was paying
around ¥140 for cach 41 wmilitcry certificate.

(2) Yurchases of yen by .mcricazns was done at ¥50 per jle

(3) Paymont of natives emuloyed by the military cither as workers or
as servants was donc at ¥50/%l.

(4) PX concessions operated 2t ¥50/%l.

(5) Imports (commonly bolieved to be priced at ¥5G/§1) wore zctually
being priced at widely varying rates,
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(6) Exports, like imports, were also being priced at a wide range of
rateS .

The rates existing in the first four segments listed above were casily
. . =\ . . - .
ascertained; rates in segments (5) and (6) above required considerable in-
vestigation before they could be determined.

Impor ts

Table 1 summarizes the ¥/8 rativs on the major groups of Ryukyuan imports.
It will be noted that the table doss not provide a singls over-zll ratio for
imports, however. The reason for this is that an average ¥/$ ratio calcu-
lated for all imports would be mecaningless for many specific purposcs. In
the Ryukyus there is a larze volums of imported goods being distributed at
extremely nominal fees, as, for example, fcod served in military comprunds,
food to welfare cases, hospitals, etc., medical supplies, fertilizer, etc.

Should such commodities bs included -- cr excluded — from a caleulation of
the average ¥/§ ratio for imports? Inclusion or exclusion depet .2 upon the

purpose for which the resulting averzge ratio is useds

If the ratio is to be used to estimate the approximate yen procecds of
a given volume of dollar imports, then obviously the average ratio for all
imports is required, Howevecr, such an estimate (because its calculation had
been based strictly on price data) wculd have to be modified by the amount
of imports for which paymsnt would probably never be received. (Discussions
secmed to indicate that sizeablc sums were not being paid, but there are no
figures to support this.) It is cstimated that the avsrage ratio for all
GaRIOA and ERQi: imports as of November 1949 was somewhere betwsen 40 and 60
yen per dollar. (This estimate, of course, excludes all relcases of sarmy
surplus and also dollar commercial account imports.)

If the ratio is to be used to msasure the dollar cost of imports to the
average worker, only food sold through the Mura stores at official prices
should be considered for that is the only GuRIOs or EROa import which the

average worker is recsivinge {The lura stores are goverment-cperated and
scll imported food at prices established by RMG.) The ratic for such food
is about ¥95 tc the dollar.

T4 BLE 1. ¥/¢ R TIOS ON RYUKYUalN IMPORTS
48 of NoVember 1949

¥/4 ratio

GaRION and EROQa s

Food:
(1) S0ld through Mura StOreS.cecececsssssccsssess 95 (Tobls 2) 1/
(2) Served in military compounds seeeecesssssesss 33 (Toble 2) 1/
(3) Distributed to Welfarc CASeS eesesesessssesee 38 2/ LS
(4) Distributed to hospitals, cltCeesessseesassass 10

FOI“tiliZOI‘ 608 00000000000 0OCOOOLPLOEONEONPROEOEDPOONOONOCEOEPSFIEOEONOIOEONOEEOTPOEDODS 25 ("!- (?‘I: —) ?_/

Sccd © 4 0 006050 0000082530000 00aF 00600090000 esares ?

(Continued on next page)
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Tasli 1. ¥/§ 2.TI0S ON RYUKYUAN IMFORTS
As of Fovember 1949 (Continued)

¥/$ ratio

GARIOA and EROA:

Petroleum and products .e.eesseecescescscsccascnseses 40 4/
Industrial eQUipment seceecececescsvesescsossscsnssnas 40 4/
]}{Gdical Supl:)lies €0 0 0000000000 000C00® 000G OROEOGINOGOEIOENINEOOSN 10-.

Dcllar commzrcial account:

Incentive gocds Stores .escessassssssscssssssscncsess 40 = 60
PI‘BB t]f‘ade S‘toreS 40900 HO00O RN eee N0 G0 LOGEOIOEGORO IO 250 (-"— -) 5/

l/ Vickery's recommendation for imports of 80% rice, 10% scoybeans, and 10%
wheat was used for wsasighting purpcses.

E/’ Ropresents 40% of ratin on f£s0d scld through Mura stores. For wclfare
cases M.G. pays 60% anl thc prvisional government pays 4(H.

E/ Presumably the price of foertilizer has been increased to ¥50/pl; it
appears, howevcr, that billiny has not taken place at this increased
price. The ¥/¢ ratio appears to be arcund ¥25/§l.

4/ Hethod of pricing uses FOB § oricec (not ncccssarily current) converted

T at ¥50/$1 to establish yen price after unloading ané delivery to Ryukyuan
warehouses. Ratio of ¥40/il wes calculated by (1) reducing yen charge
by 104 to measure cost at i'aha pert and (2) increasinzg dellar cost by
20% to measure c.i.f. char;es and reducing by 1&% to measure recent $
price declinese.

E/ About 5% of imports through the $§ commercial account have been sold in
the free trade storocse.

If the ratio is.torbe uszd to measure ¥/$ pricing of imported comm
modities distributed commzrcially or semi-commercially, then the ratio
should probably be a composite of foed through the Muras, fertilizer,
petroleun, and industrial equipmente There is some question as to whether
fertilizer should be included in this group due to the recent abstention
from billing. Including fertilizer, the average ratio for this group is
probably between ¥60 and ¥70 to a dollar. (It should be noted, however,
thet this makes no allowances for non-collecticn.)

Food Measuring the yen and dollar prices on specific import commodities
was extremely difficult because 0“ wide variations in priecing, locse ace
counting, and dispersion of respomsibility. Lack of current c.i.f. dollar

prices frequently made it necessary To ostimate ce.iefs costs anc dsllar
price decreases. Difficulty was also oxperinced in securing a: ate
specificationse The results prescnted in this repcrt are belicwoil to be

roasonably accurate, however .
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Currcnt ¥/$ rctics on food sold through the Mura stores are shown bzlows:
¥/% Ratic
Rice 4 6 & & 9 000 09 w9 b e PR s a0 88

T heotth BLOUD aieheraeie: ol smlezs a tisie ab 80
Soy beans 98 0000e0eo0 00000000 e 0 157

SUBAr, FaW evsssecesscoessvsoa 144
Coconut 0ileccscassccsassonnss 55
Syo bean 0il.eecoescerscconnsss 66

Salt @0 @9 e85 00 Q00 @00 0080 S sse R0 83
Tho supporting yen and dollar prices as well as similer information on
food served in the military compounds is given in Table II.

Yen pricing of importe:d foods in the fyukyus has hcen done in a most
arbitrary fashion. Prices of importcd foods sold through normal distri-
bution channels remained unchan:ed until February 1, 1949; at that time the
price of rice was increased from ¥1.75 per pound to ¥11.19., On March 1, it
was recduced to ¥6.25 and in::Octohcr to ¥6.20. Based on approximote dollar
prices of £0.0827 per pound in Junuary and $0.0636 in November and assuming
the sams 10% distributiosn charge, the yen dollar ratiocs on rice were as
follows:

¥/% Ratio for Rice

1949 Jan eeecsccees e
Feb ceccevococsns 122
BAT eescecsees 62
OCt essesevecs 88

Pricing of other imported fcods has followed the szme srratic pattern.

Substantial quantities of imported fcod have different pricing than
food which is sdld through che Mura stcres:

(1) Food served through militory compounds. This is priced at abcut
¥30 per $1 and goss to @bout 12,000 workers (Discontinuance of
this preferential treatacnt is one of the recommendations of this
mission,) Price and retio dectails by commodities appear in Table
2.

(2) Food for welfare c2scs. Adequate information on such food require-
ments was unobtainable, It was apparent that the number of such
cases varied greatly from menth-to-month and that the load was
cxtremely high after the recent typhoon. Estimates of the number
of persons receiving welfare food ran as high as 35,000 to 40,000
in July and possibly auguste. The statement was made by RMG
personnel that for such food RMG paid 60% and the Provisional
Government paid 404 but the accounting procedures for haniling
this were not clear.
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(3) Food distributed to hospitals, etc. 4n RMG memorandum stated
that this food was 1o be priced at ¥10 per $1l. No attempt was
made to check how this pricing was actually being done nor the
velume of food moving through such channels.

TABLu 2. ¥/$ RaTIOS OF RYUKYUAN FOOD IMPORTS
As of November 1949

¥ 10% of o 5k

Unit  Retail ¥ Retail Dollar ¥/% Ratio
' ¥ _Price ! Frice 1) Price !

Foodrsolq”through Mura stores

RiCE sesscsasssncsnscses 1lbse ¥ 5.20 ¥ 5.58 $ 0.0636 88
Floureecescosecesscescensae 1b. 5.00 4,50 0.0565 80
SOy DCENS eeseeccsesscss 1bha 8.0C 7.20 0,0458 157
Suzgan, raWseesessssacoces L 8.00 720 0.0499 144
Coconut oil, crude bulk gal. 2GC.CC 45400 0.8249 55
Say bean 0ileecesecseeees 21, 50.C0O 45.00 0.6824 838
Soltcessscossoacassssses 1h, 2400 1.80 0.0216 83
Food ssrved in military compounds
Rice secesccecesssssaccss 1h, 2,00 1.80 040636 28
FloUreassesssesscscscasas 1be 1.60 l.44 0.0565 25
SOy DEBNSseeceossssssssse lbe 3.50 3415 0.0458 69
Coconut 0Olleeceessssasses gale 10.00 9.00 0.8249 12
SAlt ecoscecsoccncsnnsss 1lbe 1.C0 .20 0.0216 42

l/ OCA is allowed 10% of the retail price to cover costs of unloading and
distribution.

Fertili%err Yen pricing of fertilizer in the Ryukyus is confused at
presents In October 1949, an RiG memorandum resquired that fertilizer be
priced at ¥50/$1l. Although in actual practise this would have meant a
ratop pf pmsu abpit ¥40 to the <dollar, it would neverthscless have involved
a siznificant price increaso whercver cnforced. Many MG personnel believe
that such a price would bs higher than the farmer could possibly pay -- and
there is evidence to substantiats such claims. Because of this situation,
fertilizer has recently besen distrihuted to farmers without proper billing
and there is a toss-up as to what the present price may be.

There should be a reconsideration of the entire fertilizer pricing
problem, giving due consideration to the gquantity that is beinyg distributed
and the amount of currency which the avcrage farmer can acquire for such
purchases ‘

wxports

The ¥50 per $1 rate has had even less to do with the pricing of exports.
Ryukyuan made goods sold through PX conccssions have apparently been the only
"oxport" area where the military rate has been applied; clsewhere commodities

have been purchased by the Board of Trade at whatever yen price the Board
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considered reasonable.

Shown below are the ¥/$ ratios on exports sold through October 1949,

as reported by the Board of Trade.

¥/% Ratio

Sea shellSeescesoooccacs cees 96 - 115
Fhosphate rockecereseecscsns Nela
Paper cord hat i, eedssiviaes s 125
Lily bulbS.cc.. coteceaseaas 180
Sycus 1eaVeS scacosavsscasss 185
Adamba hat eeesseaooveneas 238

Black lip pearl oyster ... 288 - 277
Kaijinso eeeson 300

o668 00eeeo0ee

The Ryukyuan Board of Trade has prepared a statement of commodities

which it says can be exported during calendar 1950.
commodities have been calculated and

Total Dollar

Commodities with ¥/ Ratios of: Value

120 andsund: 't iugearisazieis sayeisias e % 446,000
12(0) = 0105t O oS B A L e 164,000
240 = 300 o caaornesea ool anme 561,000
500 and OVEer eeuisis as onielaises weiels 68,000
Total i iie oo maiie e i e el $ T;239,000

The ¥/§ ratios on these

are summarized below:

Frincipal
Commodities

Fats, shells,
phosphate rock
Lily pulbs, dried
sotetsu leaves
Dried bonito,

kaijinso
Black sugar,
marini fibre

Dotails by individual commodities may be found in Table 3.

It seems quite apparent from s tudying the above data that if antici-
pated 1950 expoxts are actually contracted for and shipped, much of it will
have becen done at yen pricing comsletely out of line with world situations.
It is interesting to note that all of the important new export commmodities
which the Board proposes are commoditics with extremely high yecn nrices

relative to dollars.
"marni" fibre a ratio of 1,167.

TABLE 3.
As of November 1949

Dried bonito has a ¥/§ ratio of 260; dried czttle fish
a ratio of 300; black sugar & ratio of 500; "gotto" fibre a ratio of 567;

R
TRea g

EXPORTS ANTICIPATID FOR CALENDAR YEAR 1950

1

B

Dollar Value

mmoditic il 3 ratio £ 12C and under
Commod s with ¥/$ ratios of 12C d unde

Murasaki omoto ..

Hinolci hat eeeceocovsesa

Poname hats

Sea @S oo0o00000000000000060

SIAEEER 0000000000000 00000000060 500065600 00000

Rock phosphate ...
Total

® 060604 0°0060600°006000600060000005s00

@ 0000000096000 00c0®encesse
© 600 s060 000 00a30000a 0«00 4020000y
66c3aeaoco00coeaeoce

@ e 0006060000000 000060 0

101
1G5
LIl
NeQ o

$ 8,000
5,000
88,000
157,000
104,000
84,000
¢ %46,000

(Continued on next page)
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TABLE 3. EXPORTS ANTICIPATED ~OR CALENDAR YEAR 1950
As of iovember 1949 (Contlpued)

! ¥/$ Ratio 1 Dollar Value

Commoditics with ¥/ ratios of 120 - 200

Dried sch SUUE <ommesesssaaam i sans e imnaavn 167 ¢ 1,000
Lily Dbulb aveis svaisisaiegs sie s smiio s sls scoraioais/ssla sioforers 182 83,000
Dried s#tetsu leaves «e.s.s s an airese i (e A e Ta e Ta 186 58,000
Catitle | £1sh "DONE wraimiiarenstee s kiisse speiekeseroiass seysseis 200 1,000
TSUNOMA LA stfaiararasslviensiaiesnre i etor ssasa  ¥oniahs o dselsies o5 gia's 200 ¢u,OGO
Adanba hat 7 "bu" cusieesebone wesme S laaral e 200 G0
Total ] 1617666
Commodities with ¥/§ ratios of 240 - 300
Black lip pearl oyster SN N L. e e 247 % 1,000
Dricd bonito asesces s exuarayaesiosze ssmisiae s il sterazare 250 380,000
Kaijinso sawsisiesaieanses iy sma § SRR e waiels 300 176,000
Biealeel CRBELE PEN 6600000600006 G006 0600000000 300 4,C00
Total 4§ 561,000
Commodities with ¥/§ ratios of 500 and over
"Kurotsugu" fibre for scrub brushes and rope 500 $ 3,000
Black SUgAPr areaigaisis s s e diaiias saies oisiireu e 500 40,000
HNEottoMBIbre (s nuivme vicalheee s na s w e AR 567 5,000
KactitCh Tiejaiara s e sio et dye sl s @ e ) By alee/a Gesine 800 5,000
NiaENI AT DY) rriaaist s s e A st P67 15,000

Total : $ 68,000

Source of yen and dollar values: iyukyusn Board of Trade

Bxperience in Japan has demonstrated how serious the uncontrolled
pricing of exports can bseome. The yen pricing of Ryukyuan cexports at the
present time is not greatly out of line; however, the Board of Trade's
progrom itself — with over h:lf of scheduled cxports priced at ¥250 per $1
more — 1is strong evidence that cxoort pricing - unless regulated - will
soon get out-of-hand. The fyukyus can afford much less to build up
uneconomically sound export industrics than could Japan.

An cxchange rate per sc is not a requisite for controlling ysa pricing
of cxports. Long before the ciichin.e rate was established in Jupan, SCAP
placed ceilings on the {/5 rutions ut which exports could be sold. At
first a ceiling of ¥6C0,/,1 w2s imcosed; this was later reduced to }450/31,
and stl‘l later to ¥425/ 1.

Until such time as an exch:nge rate is established in the Ryukyus, it
is recommended that 2 cziling be nliced on export prices.. A rate of ¥250/$1.
is the maximum that could be considcred for such a ceiling; e top of ¥200/$1
or ¥225/i1 would sesem more appropriate.
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Conclusions
Certain conclusions arise from the foregoing:

(1) The present ¥50 to the dollar rate is a military conversion rate
which has been applied te both militory and quasi military conversion but
which has not, inffact, been applied to Ryukyuan trade (ise. imports and expor:
exports). The areas of present heavy economic pressure are thisc military
or quzsi military areas where the ¥50 per dollar rate has been applied.

To provide relief for these does not necessarily require an exchange rate:

a new military conversion rate could at present accomplish the same results
and would have the advantage of much greater speed. This would make possible
a more leisurely consideration of the exchange rate and the complexities of
accounting and control that establishing such a rate will necessarily create.

(2) Any general change in the pricing of imports would heve a direct
effect upon the cost of living. (itccomiendations for wage incrsisss made in tr
the main body of this rsport are Lased upon maintaining the pre-:ct cost of
living.) However, this doss not preclude consideration of priccs of indi-
vidual commodities. Coertainly the price of soybeand looks very hizh in
rclation to dollar prices and should bc rcconsidered. 4also the price of
fertilizer should be considered both with respect to the quantity that is
being imported and with respcct to the farmer's available supply of currency.

(3) 1If an exchange rate is not effected immediately, a ceiling should
be placed on the ¥/% ratio at which commodities can be exported in order to
avoid building up of economically unsound export industries. This ceiling
should be gradually lowered ond should continue until such time as an
exchange rate is established.

(4) There is no justificotion whatsoever for sxchange of Ryukyuan yen
J g y/ y

for Japanese yen on a one-for-onc¢ basise Authority for discontinuing this
lies within FEC and should be corrected immediately.
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RYUKYUAN FRICE

Statement of the Problem

The essence, onec might say, of the current economic difficulty in the
Ryukyus and in Okinawa, in particular, is the disclocation to the economy
resulting from the military construction program despite the fact that the
atonomy .is earning dollars thcreby. .ithout the military program and without
the U.S. aid program the standand of living of the Ryukyuans, especially
the Okinawans, would be seriously below present levels. For employees of
the military, wages have been rslatively fixed. This was not serious while
the military sold goods through ration channels at nominal prices, but when
given prices more nearly approaching the m=ket value, the wage-price
structure of the natives employed by the military became inequitable.
Finally, the war damage to land resources and the current use of arable land
for military facilities has necessitated large food imports, wrich farmers
in addition to workers have had to buy to supplement their inadz,uate pro=-
ductione The necessdty to do this has left farmers with little cush to
purchase dertilizer and other farm imaterials and supplies. The ircome-price
structure of the farmer thus, also, becamec inequitable. The incquity to
occupation labor and to farmers must be corrected not only from the point
o equity per se but to assure the success of the military program and to
increase the indigenous production and normal exchange of foodstuffs. This
can be done to a large extent by an increase in occupation wages without an
increase in official prices and by sclling goods used in farm production at
low prices, particularly fertilizer which constitutes a large cash outlay of
the farmer.

General Findings

The “‘yukyus, consistinz of four principal islands and about 140 minor
islands has a population of about 20(,000. The Northern Ryukyus, with a
population of 225,000 are virtuilly sclf-supporting und were not greatly
demaged by the ware. They have cittle a«nd horsss and an exportable surplus
of black sugare. Their exports may be sufficient to offset their imports
this year. Yaeyama in the south with o populstion of about 45,000 is simi-
larly self-supporting. Niyzko (opulation 80,000) between Yaeyama and
Okinowa to the north is not sclf-supporting and has a low standard of
living. Okinswa, the principal islind with close to 565,000 people, was
severely damaged by ‘the war znd morc than 20 percent of its prewar
cultivated land and its principul port at Naha are still used by the U. S,
military cestablishment. Morcover, the Okinawans have no legal title to
their land &nd this results in an inertia to make permancnt impuwovements
to the land. These factors are the principle ressons why Okin:wa must
receive about one-third of its food requirements from United Stites funds.

The economy of the Ryukyus derives its livelihood from agriculture,
fishing,and now from the U. 3. military. Employment for thé military
amounts to about 40,000 on Okinawa alone with negligible imployment in the
other “yukyus. Projected projects mey add anothzsr 15,000 to this employment
rcsulting in an estimated total employment.for military establishments egual
to about one-fourth of the ltbor force.
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This labor forece includes cn unusually large number of workers with
relatively fixed incomes because of the large imployment by the military.
In addition, the civilian government of Okinawa employs about 9,000 people.
These salaried workers plus those for the military establishments appear to
have suffered most by the shortage of goods. Farmers as a group are perhaps
only slightly better off than this group. They have such small farms that
they produce little for sale and hence have hardly any funds to purchase
clothing, fish, tools, and fertilizer. koreover, if they do not keep their
produce, they often barter it, hcnce bypassing money as a medium of exchange.
The lack of funds in the hands of farmers and in their agricultural
cooperatives make the purchase of GARIQL and iKROA supplies and equipment
extrcemely difficult. The workers whose wages are not fixed, those who work
for private contractors und merchunts, appear to be the best off economically
but they are also in need of consumer goods. Because of these group differ-
ences in economic well-being, che rationing system is based on the economic
status of the individual as well ¢s on the degree of self-suificiency. For
example, workers for the drmy -~nd welfare cases rececive about 23 lbs. of
rice psr month while restaurant owners receive only 5 lbs.o6f rice per month.

These rations are distributed through about 190 outlets called mura
stores. These stores also distribute surplus military goods, such as shoes,
soap, trousers, caps, jacksts, etc. Consumers draw lots to determine which
items they may purchase znd then may transact exchanges afterwards zamong
themselves. Approximately $16 million in surplus military clothing has been
distributed to date and military clothing can be seen on almost all of the
natives. Some clothing, it is alleged, has been smuggled to Formosa in
return for rice and soft goods of Chinese origin.

Another type of store is the Specizl Trade Stores numbering about fifty
and located in the various military establishments. These stores sell con-
sumer goods to native employces of the "military" at low prices as 2 non-
wage incentive or payment. These stores were opended inthe early spring of
1949 after the "military" had lost many employees because weges wsre so low
relative to living costs.

Beginning in September 1948 worksrs in excess of specified numbers
performing personal services for the occupation forces were paid in yen for
which dollars were deposited in the Ryukyus Commercial Account at a rate of
50 to the dollar. Other wages were paid without the deposit of dollars.
Beginning in april 1949 dollar deposits were required for yen wages paid to
all workers for the occupation forcss (cxcept for the labor employed by the
Army kngineer for which purchxsc of yen with dollars wis not regquired through
30 Junc 1949). DNative labor ciployad oy the military govermment for admin-
2stration <nd rehabilitaction 2re paid from yen realized from the sale of
Us S. reliaf supplics.

The consumer goods sold through the Speocial Tradec Storés were purchased
through a revolving fund obtuincd from dollar payments for yen wages.
Native cuployess of the military estiblishments, it was initially intended,
would bec allowed about ths zmount of their cash wages per month in such
purchases. If they had rssold these zoods in the frec market (at several
timcs the purchase priczs) they would hive realized more from this operation
thoon from their actual mongy wagss. However, actual supplies distributed
throughthese stores during the pxst six months amounted to about 200 yen per
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month per worker, these goods hove not been of the preferred types and
quantities and the program has not been successful either as an incentive
to labor or as a satisfactory wage policy.

Retail Prices

The "military" has attempted to hold its wage scale constant, in order
to operate within its dollar budget, by offering incentive goods at low
prices, thus establishing 2 special class of consumers who at the same time
became middlemen in order to resell these goods in the fres market. Many in
this group also receive meals 2t the military compounds at only nominal cost.
The problem is how to eliminate the non-wage special treatment of "military"
employces without causing either prohibitive dollar expenditures or in=-
flationary yen expenditures.

The first step towards the solution of this prblem involves the level
and structure of retail prices. For wage earners the bulk of purchases are
at the official prices in the mura storecs. These prices at one time were
only sufficient to cover the costs of handling and distribution, 2nd at the
beginning of this year were about 9 percent of the coparable prices in the
frce market. In February these prices were increused several-iold in an
attempt "to give these goods o markct value"; in March these saue prices
were substantially reduced but nevertheless were much higher than in January.
These sharp fluctuations in official prices, however, were a shock to the
economy cnd the wage-price structurc.

The February price increiascs presumably brought the official prices to
50 or 60 percent of prevailing frce market prices. The prices established
in March are the existing prices excopt for sm2ll downwzard adjustments thet
were made in October.

OFFICIAL RETMIL PRICES FOR S TWELES
(Yen Per Pound)

Oct '49 Mar '49
RIAGE 00000000000 0006000 00060000 000% 6.20 6.25
B OUY o s ardturas s olorere s s o a ssaials =iy /in soininintoca 5.00 5.00
BEW9ERNIR 50006000000390d0003a0009000C¢ 8.00 8475
Sugar, granulated.ececessons 0060000 dd 8.00 10.00
S84 60000000000000600a0600000B006000 2 .00 2..50

At the time the official prices were increased the prices of goods in
the free market incrcased. Recently free market prices have been declining.
A precise measure of this dowmiard trend is not available. An index of free
market prices does exist but it is a crudc simple average-of a changing
composite of goods. In fact this index indicates erroncously that fre:
market prices are currently about 25 percent in excess of its buase prices is
a serious handicap in economic onulysis.
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FREE MARKET RA'LAIL PRICWS IN THE NaHA MARKET
(Yen Per Unit of Measure)

1 : I
2 el | ' 1949 ' | 1948
Rl U 116 ov | 20 Sep| 19 Jul| 17 May | 29 Har PO IU°

Rice, indigenous ..| sho 61l 65 80 96 135 120
Soybeans «isssssasa| sho 72 69 69 110 - 140
Flourecesceceeesees.| kin 40 30 42 50 80 24
Scet potatoes .....| 10 kin 18 20 27 35 35 40
Fresh fish, 1lst

grade scececseeses| kin 50 40 30 50 £o 50
Dried bonito ......| kin 140 145~ 100 125 240 165
Sugar, blacke.......| kin 25 28 30 31 35 45
Trousers,

cotton (HET).e.css| pre 120 110 140 75 75 -
Soap, laundrye.....| bar 25 20 23 25 26 38

The above table indicates that only driesd bonito and the HET cotton
twill army trousers increased in price since 17 May. These two items are thos.
hose with the greatest weight in the index on the basis of their prices
but their weight is relatively inimportant on the basis of the quantities
purchased. Moreover, the purchascs of these items in the free market are
often diverted from domestic conswaption to illegal exports. For all the
rest of the items the movement since 17 May has besn downward, contrary to
the increase reflected by the "index" referred to above. These other items
range in the following order of importance in the free market; swest
potatoes (50 percent decline), frash fish (constant prices), indigenous rice
(30 percent decline), soybeans (40 pcercent decline). Between September and
November, prices were relatively stoble.

Cost of Living The sstimates of cost of living are subject to con=-
sideraole variation f rom onc family to the next because of the difficulty
in selecting typical individual fomilies and in kesping adequate records of
purchases by the families szlucted. Due to the wide variation in existing
cstimates of the cost of living it would be necessary to study = lurge
number of families. Since no such study has been made (even of = small
samplc of families), it is necessary to use an indirect proccdurc to estimate
how rmuch it costs a typical family to live.

The first step in this cstiniite is to obtain directly or to derive from
food bzlince-sheet data the avercge caloric consumption per capita.
For tunately, the former data are navoiloble on the basis of a large survey
conducted by the Public Hzalth :nd ./elfare Section of SCAP. The results of
this survey show that the ration is very important for the urban consumer
(less than one-fifth of all consumcrs) and that, contrary to ‘results in
Jepan, the average caloric consumption of the rural populatién is somewhat
lower than for ths urban popul:ition.
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CALORIC CONSU:PTIONX IN AUGUST 1949
(Per Capita Per Day)

All Okinawa Urban Rural
RatioNeececcsccccaes 421 1,115 304
Free market ceecees 148 422 102
Home production....} 1,194 250 1,354
Giftoco..oo----n---n 21 35 | 19
IR oo 00000 000e ! 1,785 1,821 1,779

The second step is to decide whot prices are to be used to "value" the
oalories consumed. It is necessary to use a composite price based on based
on official prices for all food consumption except for the portion
purchased in the free market, and for this portion to use & composie price
based on free prices. Because there are no data on origin of consumption
for individual food items and because in Japan prices of other cecreals have
been set relative to the rice price, it wus decided to use the cost of rice
in terms of calories astithe cstimated composite price.

CALCULATION OF COST PR CAPIT4 OF URBAN FOOD CONSUMP TION
(Bsed on August '49 Consumption und November Rice Prices)

Consumption from ration, home grown, and gifts:

EENLSPNENE 00000000 04 0 OG0 S A0 000 GO0 O GO0 TG 0 0 00 1,400,
Pounds. (1400/1588) e evesaseennsoeensnssansennosenes o .88
Official price of rice in yen pPer 1De..essescsscescsss ¥ 6.2
Cost per day (6.2 X .88)¢.ccuunn Vo o708 st AIE1=10 » - L ¥ 5446

Consumption from free market:

e ) P 1 R R e T A SN A ey T S 421.8
Pounds (421.8/1588) ..covvnanen 5 & o o R IRIRRURUEY = 1y N .26
average freo price in yon por 1lb. (52/3.14)........ A ¥ . 16.56
Cost per day (26 X 18.56) 4eecasocns e t o st t RN 3 4.31
Cost per parson,per day seesecscasccnss ) i 7l he o aha indate B SITUL. i 9.76
':Spér MBIEI, co s P woe o Sk m e s sl hR R s

Cost per family of five(per b I BB B e A o o ¥ 48.81
; per month ..cccececscecccsnce vecane ¥1,464.24
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The above calculation shows that the total monthly yen cost of pol;shed
rice equivalents for feeding a family of five who purchase all their food is
about ¥1,464 per month, This estimate may have an upward bias in that it
assumes no hcme grown food and no gifts, In general it ray be said that the
averago family spends about ¥280 to ¥300 per month per member for food,

The final step is to allow a margi for firewocd and other non-focd
items, &vailable data indicate a monthly cost of about ¥330 per month for
firewood, far more than in Japan, This is largely the result of the virtual
absence of Okinawan-owned motor transportation and sparseness of forests,
The price of a bundle of firewood is said to be almost three times as high
in Naha as at points abcut twenty miles north, The rehabilitatica cf road
transport, therefore, should reduce this cost somewhat,

Since the expansien of Ryukyuan trade is to be principally with Japan,
a coslt of living comparison with Japan is not unreasonable, In Japan the
proportion of average urban expenditures for purchases other than foed and
fuel is about 37 percent, Some deductions have to be made from this figure
because the stage of Japanese recovery is far beyond QOkinawa rcecovery and
many goods available to Japanese are not now available to Okinawans, The -
exclusion of these items would yield a figure of roughly 30 percent fer
Oklnawan expenditures cther than for focd and firewccd, This includes about
15 percent in taxes, and excludes rent payments, which are nonexistent in
Okinawa, A4verage family expenditures on the basis of these data are estimated
at approximately ¥2,500 per month fcr a five~person family,

Implicaticns on Viages ancé_the Exchanpe Rate, The use of this figure for
purpcses of vstablishing minimum wage rates involves several conceptual
problems and certain arbitrary adjustments, For example, depending on what
non-focd expenditures are allowed or disallowed the above estimate may range
from ¥2,000 to ¥3,000 per month, In additicn, the figure above used for the
average urban consumption includes nct only the wage grcup, which is cone-
siderod worst off, but the private group, which is considered the best off,
the farmers being in the middle, The minimum wage may also allow for the
tendency for low income families to supplement the income of the family head
by subsidiary employmont of the ‘wife and children and by home gardening,
Finally, should a ninimum wage be set at the present time with a margin to
abscrb some future price increase and to allow for some wage increases for
competing labor groups without having to make another wage adjustment?

4t this time such a margin is not advisable because of the larte wage
increace for occupation force labor necessitated by the current ccst cf living
and because cf a proposal to 1limit wages of non-occupation force labor working
for the civilian gevernment and con public works, Mereover, the extent of
compotitive wago increasss is also limited somowhat by the supply cf labor
which can be drawn from agriculture where the labor is underutilized, Finally,
a margin above the minimum may aggravate the inflationary préssure resultirg
from the proposed devaluation of the Ryukyuan yen,

The argument for setting the minimur wage on thec basis of the absolute
minimunm cost of living does not imply that wages nct be increased as labor
productivity incrcases, as it surely will, because labor productivity is said
to be notoriously low at the present time, A prevelant contention among
eonstruction experts on Okinava is that if the military instead of employing
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native labor on an hcurly basis should pay contractors, particularly the
fifteen Okinawa firms now in existence, on a fixed cost basis, then the in-
creases in labor prcductivity and general cost reducticns to the military
weuld permit its appropriaticns to cover considerably higher wages, Such
increases in wages are not inflationary since they provide the Okinawa
economy with dollars for increased imperts, assuming no simultanecus decrease
in GARIOL aidy

If the lower end of the cost-of-living calculation (¥2,000 per mcnth)
shown above is decided upon as a so=called minimum wage compared with the
corrosponding present wage of abcut ¥700 per month, the yen viages would have
to be increased by slightly less than 200 percent, If dollar wages are not
increased at all, this will require a depreciation of the rate from 50 yen
per U. S. dollar to ¥150 per U. S. dollar, a 200 percent increase in the ratic,
Howover, there are gocd reasons for minimizing this depreciation even if it.
reans that initially the dollar wage costs of the Army have to be increased
scme,

The econcmy of Olinawa derives most of its foreign exchange from
"invisible" experts of labar, and will gradually provide other scrvices and
rentals tc the military fcrces, Since the demand for these exjcrts cn the
part cf the military is determined by considerations other than their prices,
the eccnomy may actually lose dollar revenue by too great a depreciaticn,
because the cheaper the yen the fewer dollars are required for a given yen
expenditure,

Even in the case of Yvisible" exports there appears no need for mcre
than a conservative dopreciation of the rate cf exchange, Commcdity exports
earn a small proporticn of the fereign exchange, partly because scme of it is
exported 1llegally for rcasons other than the exchange rate. £ large portion
of commodity exports, principally sea shells feor buttons and black sugar, are
for Japan, with whom the Ryukyus will soon have a relatively large import
surplus financed from dollar earnings, It would not appear wise at present
to depreciate the rate to the extent that would be necessary to "push" com-
mcdity exports to Japan if a simultaneous effect may be to lose dollar
earnings, which currently are the principal source of purchasing power for
Japanese goods,

The Ryukyus, particularly Okinawa, moreover do not have at present a
selling problem but a prcducticn and rehabilitation problem, The immediate
need is for imports rather than for esports,

Because of the prescnt and potential complementing of the Ryukyuan and
Japanese eccnomies, it 1s not unreasonable to compare the prices: in'these two
countries, The key commodity in both ccuntries around which the structure of
prices for consumer gocds tends tc be officially set is rice, The official
price cf rice in Japan as of 1 January 1950 is 445 Japanese. yen per 10
kilcgrams or 22 pounds, The official price in Okinawa is 6,2 Ryukyuan yen per
pound or 136 Ryukyuan yon per 22 pounds, The price of rice, therefcre, in
Ryukyuan currency is slightly less than cne-third cf the price in Japanese
currency, . However, the prevailing wage in Japan is slightly mcre than three
tines the prevailing wage in Okinawa, . Hence, the average wiorker in private
cmployment in Japan has about the same purchasing power in terms of rice as
such worker in Okinawa, Since depreciation of the exchange rate to 120
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Ryukyuan yen tc the dollar is to bring wages paid by the "military” and
gevernnent into line with wages paid by private employers, the above calcu-
laticn does in fact indicate that the Ryukyuan yen is worth about three

Japaneege yen or the exchange rate should be about 120 Ryukyuan yen to the
dollar,
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RYUKYUAN BUDGET, CURRENCY, AND BANKING
Budget

The present budget and accounting records of the Ryukyuan Military
Gevernment are inadequate for effective fiscal management, It was impossible
to obtain from the budget and accounts information necessary for a fiscal
analysis of the problems covered by this report and the effects of the recon-
mended changes in wages, prices, and exchange rate. The yen budget as
presently compiled contains detailod estimates as to the type of gocds and
personnel to be procured but givea little information as to the nature or
purpose of the expenditures, Neither does 1t present summary data on the
expenditures, revenues, and mcnetary issue,

A11 of the factors involved in the present situatiocn such as inperts,
prices, wage levels, exchange rate, and reconstruction financing ccre to a
fceus in the budget, The budget therefore can be an effective management
teol, if executed properly, in bringing together these related factors for
the determination of policy, the establishment of programs, and the coordi-
nation of activities, This has not been, but should be accomplished,

It is essential that the public finance function be more effectively
discharged both in the execution of those finance management operations that
will be necessary to control the econcmic effects of the changes recommended
in this report and in developing a sound ccordinated fiscdl program for the
coming fiscal year, :

It was reported that the present budget and budget procedurcs represent
a substantial improvement over that followed in the past, The difficulties
in preparing a sound budget program due tc the lack of firm import and well
develcped MG programs was apparent, but there is presently no budget whieh
represents the expected revenue and expenditure program of the Military
Government. The budget, as originally prepared, included estimated revenues
and expenditures for the year totalling ¥1,242 million; however, revenues and
expenditures through Lugust 31, the latest date for which reliable reports
were available, totalled ¥318 million and ¥203 million respectively, equal on
an annual basis to ¥763 million and ¥487 million,

Expenditures have been held within actual revenues and this has been
effective, Further action has been initiated to compile - a restatement of the
budget for the current fiscal year, This should be accomplished as early as
possible,

Since the MG budget is directly related to the GARIOA budget consideration
should be given to the revision of the Ryulkyuan budget year to correspond with
the U.S. fiscal year, '

The budget and the accounts should also include cestimates and reports of
GARIOL supplios issued to each military government activity such that the full
extent of each activity may be shawn, Enterprises such s Water Transpor-
tation or the Daircs Phosphate project should be included in the budget in
repcrts form showing the rovenues and expenditures, both of yen and imported
goods, so that the net effect of such operations on the government fiscal
operation 1s clear, '
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Category III expenditures, tcrmed War Damage Exvcnses, are to some extent
grants-in-aid or equalization grants and should be the subject of further study
Since the Ryukyus arc comprised of four main land masses the equalization
expenditure in each area must be balanced against the collections for food and
the trade balance of the arca; otherwiso, with limited intcr-island trade,
there would be a contraction of currency in some areas,

No dectail examination of the budgets of the four provisional governments
was madc as it was rcported that these governments werc not opcrating at a
deficit and wore thercfore not directly related to the immediate problem on
wages and prices,

Most of the oxpenditures for war damage rchabilitation of the Okinawa
Civil Administration arc disbursed by the Okinawa Military Government Team,
Although it was rcported that a partial transfer of this function in the past
was unsuccessful, it is recommended that a more concerted cffort be made to
cffect transfer at an carly date of all functions to the provisional governments,

Pricing of Tmports

Under the Economic Cooperation Act of 1948 and pursuant to the provisions
of thc agreements ontered into betwecen the United States and certain European
countrios participating in the European Recovery Program, each participant
receiving assistance assumod an obligation to deposit In a special account
amounts of its local currency commensurate with the amount of the bagic dollar
aid., These local currency counterpart funds are divided into two portions:
not less than 5% is allocated to the uses of the United States and the remain-
ing 95% is utilized vwithin the country for monetary and financial stabiliza-
tion, the stimulation of preductive activity, and the exploration and develop-
ment of new sources of wealth,

Similarly in Japan, a Counterpart Fund has been established to which
deposits are made in yen equivalent to the dollar valuc of the American Aid
computed at the established cxchange rate, The fund is employed for fiscal
management and economic rchabilitation,

Establishment of a full counterpart fund for the Ryukyus is not appro-
priate. The revenue of the lilitary Government from the sale of GARIOA and
EROA imports ropresents a partial counterpart fund, partial in that it is not
the full value in yon of all imports. Imports sold to the public are not
priced in yen at the dollar landed cost times the conversion rate and such
pricing, as discussed later, is not recommended. There is a second class of
imports consumed br tho MG in the operation of the government and in the public
works rchabilitation program, Such imports, which might be called non-
distributed imports, consist of material, supplies, and equipment for the
rchabilitation of the islands and are issued to the appropriate MG activity
without charge., It would be impossible to collect through taxes and deposit
in a counterpart fund thc yen value of such imports because there are not the
tax resourccs to accemplish this., Okinawa was complctcly devastated and the
scheduled rchabilitaticn progran cculd not be supported by an cccencriy which
had takon decados to develep that vhich was destreyed in the war, Further it
weuld be impossible to employ a fund ogqual te tho value of such imperts in a
country having such lirited rescurces and industry. Payment by each activity
of KG for such imperts would be an internal government transaction, a mere book-
keecping device,
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Imports which are procured with dollars obtained from the sale of yen
to the military establishment (i.e., imports through the Dollar Commercial
Account) should be sold at the established conversion rate or slightly above
to cover adninistrative exwenses so that no loss accrues to the government
on such foreign trade transactions,

Proceeds from the sale of aid imports (GARIOA and EROA) consisting pri-
marily of food and fertilizer, provide the revenues of the Military Govern-
ment and should be employed for the general welfare in the operation of
governmental functions and in the rehabilitation of the economy. The size of
the national budget that can be employed effectively for.the general welfare
without interfering with the military program or without withdrawing labor
from necessary agricultural production is limited, The optimum size of the
budget therefore conditions the total amount of revenue that should be
obtained from the sale of aid imports,

There are other considerations, however, in the establishment of import
prices. Presently food is being oriced at ¥95 to the dollar, fertilizer at
¥25 per dollar, and other goods generally at less than ¥50 per dollar, The
effect of any change in these prices must be considered, Also the relation
of the prices to the problem of establishing the military on a full pay-as-
you-go basis, as discussed later, must be considered.

Continuation of present prices on imports would produce sufficient
revenue to support a reasonable national budget. The high cost food being
imported should continue to be priced at the average ¥95 rate but as cheaper
food is obtained from othecr areas the price to the consumer should remain the
same such that as dollar prices decline the average ¥ % rate on food
approaches the conversion rate.

Payv-As-You~Go

U,S, Government activities in the Ryukyus, both the militer:- and the
Iiilitary Government, are not on a full pay-as-you-go basis, The U,S, is
using aporoximately 21,000 acres of land, the port of Naha, and other facili-
ties for which no rcntal is being paid, Were such payments made as should be
done in a liberated area, the need for GARIOA supplies would be substantially
reduced as greater dollar carnings would accrue to the Ryukyus Commercial
Account to be used in the purchase of imports, GARIOA supplies, or the pro-
ceecds from sale of GARIOA supplies, should not be considered entircly as a
gift tc the Ryukyus but as including payment for value received by the U,S,

The general rocommendations in this report provide for the payment of
native labor at an average of ¥2,100 per month or $17,50. As the country is
not self-sufficient in food, the dollar salary payment should be sufficient
to cover the living costs of the laborer purchased in the world markets.
Based on rough data available it is estimated that an average monthly dollar
wage payment of $20 would be required,

If an adequate dollar wage were paid and payment made for land and other

facilitics the nced for a GARIOA appropriation as such could be subsequently
reduced or eliminated.
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The recommendations made in this report recognize the inflexibility of the
present military and GARIOA appropriations and of other factors which preclude
the immediate establishment of full pay-as-you-go operations, Plans including
the development of necessary budget estimates, horever, should be made at the
carliost practical date for the inclusion of all pay-as-you-go requirements in
the rcgular military budget. The object should be to develop a sound economic
plan on the basis of a continued military installation on the islands,

Viar Damage Expenditures

Expenditures are being made, particularly under the public vworks progran,
which are not for the irmediate benefit of the Ryukyuans, Only a few particular
projects were noted, as no detailed review was made of all expenditures, but
it is apparent that funds in this category are being misapplied. For example
buildings have been constructed that are to be used by the Military Governrment,
roads are being constructed that are not essential for the Ryukyuan econony but
are for the benefit of the U,S, agencies, and repairs have been made on Military
Government buildings from this appropriaticn, .

The proceeds derived from the sale of GARIOA goods should be used for the
benefit of the Ryukyus and prograrmed on the basis of greatest benefit,
Expenditures for the irmediate benefit of the U,S. Government agencies but for
the eventual benefit of the Ryukyus, as for exarnple the construction of build-
ings, should only be undertaken on the provision that dollar payment for the
usg of the faeility will be made until such time as the facility is turned
over to the Ryulgyus,

Currency

New type'"B" military yen, the present legal tender in the Ryukyus,; was
introduced in July 1948. A total of ¥964,417,600 was transferred to the
Ryukyus by the Funding Officer, GHQ, FEC; of which ¥725,841,600 was issued and
the balance of ¥238&,576,000 was placed in a blocked account. The total issue
and the money in circulation has remained relatively stable since that date,

The introduction of dollars as the currency for the Ryukyus has not been
considered, because it is not essential tc the settlemcnt of the immediate
problems of wage and price distortions, which would be the same regardless of
the currency used.

The recormended change in the conversion rate and in the wage level of
tho "military" employees vill require an expansion of the currency in circula-
tion, The additional amount of yon required to mect the increased wage will be
less than ¥50 million per month, This increased payment will eventually rovert
to the Military Govornment through the salc of imported goods. Tho total addi-
tional money recuircd cannot be estimated vith any rcasonable degree of accuracy
and will be most influenced by the availability of additional.imports, parti-
cularly consunor goods. If such goods are made available as recormended, total
issuo requircrints will not be great, Prescntly liilitary Government is holding
in a blocked account ¥286 million, wvhich should be rmorc than ample to meet
the necds,

It is cssential, however, thzt the release of the funds in the restricted
account be limited to that required as a result of the change in the conversion
rate, Such funds must not be used to finance any increased MG activities.
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Normal revenues from the sale of imports over that required to finance the
Military Government budget should be applied first tc the sale of yen for
dollars and only the balance necessary withdrawn from the blocked account,
When normal revenues have increased sufficiently through the sale of increased
imports to meet both the normal govornmenﬁ expenditures and the requirements
for the sale of yen to meet the "military" pay, the remaining balance in the
present blocked account should be frozen,

Banking

The Banle of the Ryukyus is a quasi-government institution :'ith authorized
capital stock of twenty million, 51% of which is hcld by the government, The
banlc, under the supervision of MG, serves as the depository for government
funds and carries on normal banking functicns, Deposits as of September
totaled ¥246 million and loans outstanding numbered 3,829 totaling ¥162
million, The bank is not in a position to extend other than limited short
term credit, Apparcntly the bank is ably managed and could serve as the
agency for making long term rchabilitaticn loans.

The establishment of a Ryukyus Crodit Corporation for the purpose of
extending long term loans to private cnterprise is now under consideration
by Military Government headquarters. There is an immediate need for
financing in the constructicn of the fishing flcet and a potential neced for
Industrial reestablishment and home construction., Fishing fleot require-
ments are estimated to total ¥60 million and total requirements have been
estimated as one half billien,

The establishment of such a corporation is not recommended, as the Bank
of the Ryukyus can be utilized for thls purpese. Further the volume of loans
to be mado in the immediate future does not warrant the establishment of a
separate institution,

The Military Governmcnt has accunulated from current receipts a fund of
¥60 million for the purpose of financing the fishing fleet. In vicw of tho
urgency of rcstoring the fishing flecot, such funds as are ncw recuired
could be made immediatcly availablc throvgh the bank, Funds in cicess of
immediate requircments or of the ¥60 million, howover, should nct be made
available through the issuance of additional currency. A4 study shculd be
made to determine the lecan requirements for rehabilitation and the revenues
of MG budgeted accordingly.
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TuX4 TIOW

Ryukyuan Military Government

Until the functions to be entrustod to the proposed Ryukyuan Government
are knowy, deotailed financing cannot be discussed intelligently. The skele-
ton organization now operated by liilitary Government deals with press, radio,
higher and cdult educationm war damage, etc. It is finenced unier Categories
II and III of the Mjlitary Govermment “Rjjukyuan Yen Budget". Thesc Categor-
iesy plus Cotegory I, are financed more than 90 percent by a temporary ex-
pedicnt, the sale of GuRIO. and iRQA imports to local (mura) stores for
resale as rations or otherwise. &xpenditurcs in Categories II and III are
estimated at ¥1,135,2 million for fiscal 1949-50, of which ¥926,8 million is
on war damage accounte On the receipts side, payment for GARIOA imports is
lagginge.

Even if the budget is met this year, the longer run prospect is not
encouraginge abstracting from war doamage account, oxpenditures total some
¥208.4 million, mearly 90 percent of the total now being expended by :%he
four existing Provisional Govoernments combinede. i corresponding additiop
to:the total Ryukyuan tux-bufden.in’‘thc neur”future appedrs~out of the
question. DBither the scope of proposed Ryukyuan Govermment activities should
be narrowed drastically, or U.S. cssistance, either as aid or as payment
for services rendered, must be contempliited over a long period.

Certain of the taxes imposed by the four Provisional Governments will
probably be transferred eventually to the Ryukyuan Government in whole or in
parts In preparation for such a transfer, steps should be taken in fiscal
19560-51 to place at least ths personal income, corporate income, znd
succession taxcs of the Provisional Goveornments on a2 uniform basis as re-
gards rates, exemptions, etc. at the same time, attention should be paid
to the tax reform currently under way in Japan.

Provisional Governments

Budgets of the four Provisional Governments are at present incorporated
as Category IV into the Military Govermmncnt's Ryukyuan yen budgct. Fro-
visional taxes seem adequate for budgct balarice; the fiscal policics are
not inflationary as a whole. In Okinawa,.it appears from a preliminary
study that the increased payroll rcquired to raise 0C.t wages to the "Mili-
tary” scale (as recommended in this report) can be met by increased income
tax roceipts from the "military". (Sec .ppendix.)

Revenue estimates for 1949-50, whioch seem fairly firm in indicating
budget balance, are given below:

b Provisional Government Tax Receipte Total Receipte
(¥1,000,000)
Okinawa Civilian administration...... 124.0 149.9
Northern Ryukyus .:ceoececcoccocrocccs 30.0 54.5
Miyakoeoeosoessovesassscssvsoncvunsas Te3 14.2
Yaeyama @00 e00s0csvs000us0cassn0scctasn e 8.1 13.0
Total secssveossnssctosscsncsans 16944 232 .5
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The Provisional Govermment tax systems are, however, open to criticism
a8 unduly regressives In Okinawa, a disproportionate'burden is placed on
the wage and salary earner, whose income tax is collected at source. This
defect has been stressed by left-wing agitators in 1948-49. In the other
three Provisional Governments, there has becn less stress on withheld income
taxes, but more reliance on fees and production excises on sugar and sake.
Fees are highly regressive, while excises on production of exports operate
much like payroll taxes in holding down wage rates und smployment opportuni-
ties.

The principle corrective for this tox regressivity is a seclf-assessed
income tax which is on the books but on which collections have lagged, at
least in Okinawa. as remedies for this situation, the mission suggests
concentration on current rather than back tex collection, a raising of ex-
emptions and a lowering of bracket rates along the lines suggestad by Dr.
Carl 8. Shoup in July 1949, and partial forgiveness of the uncoll-::cted back
taxes of 1947-48 and 1948-49, say 504 in each case. (Forgiveness of 1947-48
back taxes would require cancellation by ths Military Government of a cor-
responding percentage of a debt contracted by the O0.Ce.ui. to the Back of the
Ryukyus to replace these non-collected taxes. The 1948-49 0.C.a. budget was
balanced despite failure to collect self-osscssed "enterprise" income tax,
sorthat partia} forgiveness is less of a problem here.) If any taxes are
forgiven, of course, refunds should be m~de to taxpayers who have already
paid part or all of the taxes abated.

Further tax enforcement problems at the O.Ce.i. level pertain to trans-
portation facilities and tow ithholding systems. Tax collection personnel is
fairly adequate at central offices, but is handicapped by lack of even
bicycles to permit field work. Furthermore, since american policy forbids
forthright pay deduction for Okinawa taxes from incomes of native employees
of the Hilitary or of american firms, a substitute system is being worked out.

In view of the inadequacy of the seclf-assessed personal income tax in
Okinawa, tax progression may be furthered by excises on items of luxury
consumption. i tax on residential building (aove the subsistence level) has
been suggested for fiscal 1950-51, which would also serve to discourage '
activities competing for labor with the military construction program.

Muras

Taxation at the local (mura) level is in an undeveloped and unsatisfacto-
ry condition. Thc mission was unable to find uny consolidated buugst for the
muras as a group, even on Okinawa, and was informed that mura accounting is
still rudimentary in many rural areas. fthe current belief in Militery
Government hcadguarters is that many muras have expended credit too liberally
in storckeeping operations, and will ond f'iscal 1949-50 in debt to the
Ryukyuan Government. Their main revcmuc sources have been the sale of GaRIOa=-
ERO:: supplies at mura stores and surtaxes on provisional Gowernment taxes
{in the nature of fees for their collection). Independent revenue sources
are greatly to be desired. The transfer in 1949 of Okinawa land and houss
taxes from 0.C.i. to the muras was a step in the right direction. Both the
rates and the bases of their taxes should increase when the present confused
situation regarding land titles is clarified. 4 ocombination poll and income
tax, like Japan's "inhabitants'tax" may be a second promising independent
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rovenue source for the Ryukyuan muras,

The muras cannot borrow from the Dack of the Ryukyus without Provisional
Government guarantes of thelr obligations. This approval has not bcen
forthcoming freely, for obvious reasons, 2nd other sources for loans are un-
available. Under these circumstances the poorer muras have frequecntly re-
sorted to extra-legal levies, called "contributions", to supplement tax
collection. Inhabitants have considered these."contributions" a liecn on their
resources prior to Provisional Govermment taxes. Tax collections have been
hampered thereby. These "contributions" should not be permitted unless levied
after payment of all taxes due.

4 mura with unusually low income and/br unusually heavy expenses, how-
ever, cannot support independently, without some aid from a higher echelon,
the same level of government services as can a wsalthier one. In 1947, the
0tCure transferred cash from richer to poorer muras arbitrarily, Military
Government permitted this on a one-time basis, but has opposed any repetition.
Some less arbitrary system of grants-in~aid or equalization grant should be
worked out in the Ryukyus, as is being done in Japan. after a Ryukyuan
Government has been formed, the same principle may prove applicable to fiscal
relations between the present four Provisional Governments.

ESTIMATED EFFECT ON THE 0.Ceue BUUGET OF INCRE4SED "MILITARY" WAGES

Factors Considored :

(1) Increased income tax collections from "military" employees.
(2) Need for increased pay to OCA cmployees.

Factors Cmitted:

(1) Increased tax receipts othcr than personal income.

(2) 1Increased income tax receipts from pay increases to OC.i employees.

(3) Inéreased OGA costs other than payrodls,

(4) Increased income tax reccipts from additional pay given laborers
attracted to "military" projects from their present employment,

Computation:

nssume 40,000 workers, each with 4 dependents, employed on military
projects at an averageé monthly money wage of ¥700, on which ¥15 is paid in
income tax under present law.

Then if monthly wage is raised to:

nlternative I alternative II
New average wWage ecescesccsccscccs ¥ 2,200 ¥ 2,500
New average tax withheldeeesccoose ¥ 367 V ¥ 472
Increased average tax withhcldees. ¥ 352 ¥ 457
Increased total tax withheldeo.... ¥14,080,000 ¥18,280,000

Out of these increases the followin; increzses could be granted to *he
present 9,600 OCi employees, whose average monthly wage is ¥1,000:

(Continued on next page)
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altornative I - nlternative II

New average military wage .... ¥ 2,200 ¥ 2,500
Increased income tax receipts  ¥14,080,000 ¥18,280,000
Increased income tax receipts

per OCa employee e.eicscecess ¥ 1,466 ¥ 1,920
Maximum average income per

OCi employee, after increase ¥ 2,466 ¥ 2,920
Maximum percent increase per

CCia employee,. after increase . - 14646 15240

Conclusions

Ln each case, therefore 0Ci would have sufficient funds from increased
personal income tax receipts alone to match the new "military" pay scale and
would have surplus funds for other purposes. The larger the "military" pay
raise, within the limits under consideration, the more favorable the effect
on the OCs budget.
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RYUKYUAN TRADE

Consumers! Goods Produraemeht

As noted earlier in this report, it is essential for the economic
rehabilitation of the Ryukyus that imports of desirable consumers' goods be
indreased as soon as possible. This takes precedence in time over consid -
eration of raising the exchange ratio and wage level. The present level of
imports of consumers' goods is approximately $200,000 per month. Bssentially,
all of these are distributed through Irade Goods Stores as incentive goods
for laborers for the "military". 4 small percentage of these goods, are sold
on the free market at free market prices. s recommended elsewhere, the
principle of incentive goods for labor cmployed by the "military" should be
abandoned e

In order to attain a reasonable supply of consumers' gnods, it is re-
commended that the present level of import be increased to $1.0 million per
month for the next several months. For purposes of immediate procurement
and to accelerate the supply of goods actually moving into the normal dis-
tribution channels, it is considered desirable that initial procurement
provide for purchase of $§2.0 million of consumers' goods.

There follows a 1list of consumers' goods intended for reference puro
purposes only as a pattern for this procurement. Dollar values are arbitrary
and may be increased or decreased depending upon continuing review of
Ryukyuan demand. It is recommended that the inclusion of any commodity and
the amount of exchange to be made available for the purchase of that commodity,
be left entirely to the judgment of the Ryukyuan Board of Trade.

Consumer's Goods

Textiles (Cotton, rayon, and Wool) .eceeccecsccesscescssscccsse ,5750,000
Canvas and Leather ShOES ceccccesccscsccccoscoscncsascsssavssa 150,000
12018 gl 19858 00n00000000000Q00006006006000000000000000000000 3 200,000
Household SuppliesS esececceccessrssoccsoscosasesnesossaaassanss 100,000
Bicycles (Parts - tires and tubes)ecececescscosssesssssesssses 300,000

Recreational Egquipment
(Harmonicas, games, athletic £00dS) .eocececeescsssssasanea 100,000

Cosmetics and toilet preparationsS:cecccescecccessccsscsccsccsscs iC0, 000
Notions and other incentive goods e..cocvsvtieacecscsscvcancess 130,000
Publications eeceecesccevecsassasecosassasosncncosasacsssssasaas 20,000
Tea - Processed Foods = Flavorings «cccececccesscacssosscacses 150,000

Miscellaneous ConsumprsS' GOOdAS eecsecssssecccscsssscssacscnan 50,000
Total "‘..lﬂ..'.....'.l".l'..'.‘ﬂ..00.00..0.'.........0.‘00l$2,000,000
: —_———==
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For the ectual procurement ol these goods, it is considered desirable
that Ryukyuon traders selected by the Ryukyus Board of Trade be sent to
Japan to negotiate the purchases. In addition, it is recommended that
greater freedom of action bs granted to the present Ryukyus Board of ITrade
with respect to both trade programming and procedures. The existing system
of procurement is believed to be subject to errors in judgment because so
little of the authority rests with the Ryukyuans.

Private Import Procedure

It is recommended that as soon as possible private import procedure
consistent with Ryukyuan customs ind practices be developed to make possible
purchase of Japanese goods by established fyukyuan importers. Such a
procedure would be predicated upon the development of an import program which
would include the full requrements of all the islands. These meeds could be
established by a planning agency of the Central Government. A Board of
Trade under the Central Govermment should license imports on an exchange
available basis for the items on the import program. After the import license
has been approved, the Ryukyuan importer could enter Japan to buy or might
negotiate by commeré¢ial cable for purchasc of Japanese commoditicse Mili-
tary Government's responsibility should be limited to policy matters and
should in no way enter into the opcrations. Specifically, the authority
should be limited to deciding the foreign exchange which could be made
available for broad groups of commodities. ihen this is accomplished, the
Ryukyus Irade Group in Tokyo should be limited in its function so that it
becomes a clearing house for the private transactions of Ryukyuan traders.
Its responsibility should not include advice om actual procurement unless
specifiically requested by the traders themselves. .ipparently, the assumption
in the past has been that Ryukyucns in jovernment and commerce are incapable
of managing their affairs. On the contrary, the key persomnel of the 0OCa
and Ryukyuan Board of Trade appear quite capable: howeaver, they do not
appear to have been given a real opportunity to shift for themselves.

It is necessary, in order to complement any private trade procedure,
that arrangements be made :to rcstore adesuate port facilities. If such
cannot now be provided at Naha, Orinawa, to permit the Ryukyuans to operate
without undue interference, other ports should be promoted for the use of
the Ryukyuans. In addition, warshousing, tronsportation, and other neces-
sary requirements should be rcstored 1o enable them to function independently.
Furthermore, commercial communications between Okinawa and Japan should be
restored at earliest practicable date. Under such a procedure distribution
of imports would be chamneled through private retail outlets. Private
Ryukyuan traders must of necessity be provided with exchange allocations on
the basis of their needs and the arecs for which they are buying.

GARIQA and ERQ4

I

The present system of programming for G4RIOA and EROA is not well
developeds The import program is developed ¢rd based upon individual re-
quirements of the separate divisions of the provisiénal governments and
consolidated by Military @Govermment. after this consolidation, the program
is sent to Tokyo for review where rcvisions are invariably made prior to
its being sent to Washington for cpproval. After Washington's approval, it
is returned to Tokyo and actual procurement is begun. «#ith the exception
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of bulk items such as food, fertilizer ond F.0.L., intelligent buying
against the approved program is impossible. It appears that technical items
included on this program often times do not represent an actual nsed. It
appears further that in many instances Military Govermment dozss not know
what has been procured until advice of arrival is received. Iurthermore,
precise specifications of the items on this over-all program arz in many
cases incomplete causing delays in procurement until an exchange of messages
clarifies particular points.

We find also that GARIOA and EROA funds are not practically related to
the Ryukyuan dollar commercial account. Commercial account funds for FY 50
are considered to be 3,200,000, and it is proposed that these funds, as
they accrue, be deducted from the over-all program of $33,728,645, in what
amounts to a reimbursement of appropriated funds. 8 mentioned -in the main
text, in vicw of the strict conditions placed upon the obligation of appropri-
ated funds, Ryukyus dollur commercial account funds should be kept separate
from GuRIQu and ERQa funds, and should be used primarily to support purchases
of consumers' goods in Japan.

Proposed FY 50 I¥port Program

The proposed Ryukyuan import program for FY 50, under GARIOa, &ROa, and
the dollar commercial account follows:

($1,000,000)
Food seceresensanereasesccccacooe soooonsscenccssangsens 9.7
Agriculture, fishing, fertilizer ..ccoccoesscesccecens 346
Petroleum and products ...ceccevciscnssirresaseanoanan 3.0
Medical supplies and equipment eo.vececencacereacansns o5
Other supplies and @quipment «.ceeecesevecceracaroas z 1.6
Transportation of civilian supplies cecececroscesecns 245
Industrial materials ....ceececncoccsseancaccernsoene 1.2
Industrial machinery, repair and replacement parts .. .5
Misces supplies, Service equipment, ond electriec power 9.7
Motor vehicles and parts .eecciiiiieeneeieiiaieoianen 1.3
Transportation of Rehabilitating (Goods evveievuiceqans 2

3367

It is recommended that wherever possible Japan be considered as the
source for these goods. It is an cestablished fact that expenditures of
appropriated funds is difficult and procedure of their obligation is
urwieldy. It is reiterated, however, that & practical solution to many of
the problems of procurement would be to turn over to the Ryukyuan authorities
as much as possible the actual development of requirements and procurement
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approved for their own necds under .ppropriated funds,

Foreign #xchange

Every effort should be made to earn foreign exchange for the Ryukyuans
and the following recommendations are muade:

(1) Encouragement of amszricans to buy Okinawan-produced merchandise
with legally procured yon.

(2) Stricter controls on operations of private concessions on the
island and wherever possible, permit their operation under Okinawa
mianagements,

(3) Review the island commoditics with respect to export vossibilities.
Japan is prepared to consider offers of most Ryukyuan export
commodities which it imported pre-war,

(4) careful consideration should be given to the proper utilization of
materals in the civilian economy. For example, we have found
that Okinawans are using salvaged sarmy truck tires for fuel in
pottery and salt factorics. Scrap rubber tires of this type are
selling on the market for approximately $22.00 a ton. On the
other hand, the coal of the type required for these industriecs
can be purvhased from Japan at an approximate landed price of
$800 a ton. The scrap rubber as fuel is obviously not very
effective. Reviewing the past import program, we find that there
has been no provision for the import of coal for industrial
purposes. The import program now under consideration should
provide for about 5,000 tons. The requirement is so small that it
is strongly recommanded that the burning of tires be stopped and
fuel requirements in teriis of & more efficient fuel suited to the
purpose be procured. Jupan mey be able to purchase these tires
for scrap rubber. This point will be checked.

Ryukyus and Occupied Japan Financial arrangement for Trade

s trade and financial arranscemoent for the Ryukyus has been approved
covering tho flow of goods to and from Japan. The primary purpose of this
trade arrangement is to permit consideration of Ryukyus exports which would
ordincrily not fall under the rclotively strict "éssentiality" dofinition
required of Japanese imports. R commcndnations contained herein are
compatible with the trade arrangcment, nnd it is believed they will materially
assist the effective performance of trade between Japan and the Ryukyus.
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