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The 1998 Amendment to the Foreign Exchange and
Foreign Trade Control Act and the Classification of Income
from Gains and Losses on Foreign Currency Transactions:

How Did the Amendment of 1998 Affect Income Classification?

Yoshiyuki Nakagawa

Abstract

The 1998 amendment to the Foreign Exchange and Foreign Trade Control Act (subsequently renamed the Foreign
Exchange and Foreign Trade Act) liberalized foreign exchange transactions, which had previously been restricted
in principle to authorized foreign exchange banks. This amendment allowed all companies and individuals to freely
conduct such transactions.

This paper first examines the basis for the tax authorities’ view that “gains or losses from foreign currency transfers
constitute miscellaneous income,” drawing from government witness testimony in the Diet and the Tokyo District
Court judgement of March 9, 2023. Then it concludes that the 1998 legal amendment, by enabling anyone to freely
conduct foreign currency transactions both internationally and domestically, transformed foreign currency into a
means of payment functioning as a measure of value. Consequently, it became impossible to conceptualize foreign
currency as an asset subject to appreciation or depreciation, leading to the reclassification of income from its transfer

from capital gains to miscellaneous income.



