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Abstract  
This article argues that Japan’s early modern financial political economy is insufficiently 

understood by means of the bulk of Western economic vocabulary. In particular, Japan’s 

apparently contradictory policy of ‘financial autonomy through dependence’ must be 

understood as a natural ramification of social Darwinist semantics of “catching up” with the 

Western powers. For Japan, as a late developing country, the significance of its financial 

development as exemplified through its adoption of the gold standard was that it allowed the 

large-scale import of foreign capital for modernisation through industrialisation, the conduct 

of large-scale wars, and the pursuit of empire. 

Introduction 

Traditionally, Japanese economic planning has been described in terms of its self-proclaimed 

objectives: an efficient and calculated—that is centrally regulated—employment of the means 

of production and capital and consequent economic growth. Yet, a seminal aspect of early 

Japanese industrialisation has its essence in what seems to contradict the objective of 

regulation. Matsukata Masayoshi, Japan’s Minister of Finance during most of the last two 

decades of the nineteenth century was known for his appreciation of entrepreneurship and his 

use of the privatisation of formerly state-owned enterprises as a reference point for his 

deflationary policies of the 1880s. In this context, it can be argued that Japan’s late 

nineteenth-century preference for planning was not an ideological antipode of liberalism. 

Rather, it was informed by the Gerschenkronian projection of Japan’s backwardness vis-à-vis 

the Great Powers, and its endangered position within the dynamics of imperialism in East 

Asia. Planning, therefore, did not extend into all fields of economic life, but was centred on 
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technology and knowledge. We argue that finance should also be treated as a technology to be 

appropriated in order to secure the state’s survival. Furthermore, as the paper notes, the 

political economy of catching up was fuelled by the paradoxes associated with the state’s 

independence. In the cosmopolitan field of finance, autonomy crucially implied access to, and 

thus dependence on, foreign financial technology, especially foreign capital markets for 

foreign loans. 

A focal point of this analysis is semantics, a general term for a body of ideas and 

concepts associated with political economy and the state, as evidenced in policy documents, 

memoranda, diaries and historiographies produced at the time. Our concern has been to 

approach the latter functionally (contrary to taking them at face value, as being true, or not, in 

terms of their spelled-out ambitions, objectives and, to a lesser degree, their characteristics). 

That is to say, we pay particular attention to their apparent contradictions and paradoxical 

traits, and the employment of the latter, to mobilise trust and legitimacy. 

The seminal event of Japan’s “opening up”, from 1854, marks the birth of Japan’s 

modern political economy. Although the concepts may have drawn on pre-existent scholarly 

debates, it was consolidated and reinforced at the grassroots level by traumatic experiences 

associated with forced opening, and the realisation of technological inferiority. Social 

Darwinism was to permeate political economic practice and its institutions, and translated into 

an obsession with knowledge, technology and innovation, in order to catch up with Western 

developments; but it also produced a paradoxical policy path of autonomy through 

dependence. Importantly, innovation was not limited to technologies and production modes, 

but also stretched into the domains of finance and monetary policy. Here, the paradox of 

autonomy through dependence was met in an accrued fashion: sound financial and economic 

development implied not only access to financial technology, but also access to foreign loans 

from the world’s premier financial markets. 

Memories of Japan’s forced opening, 1854-1884 

As has been argued elsewhere, the reality of late nineteenth-century Japanese politics and 

social organisation is one of exceptional turmoil and difficult experiment, underlain by harsh 

economic reform (Frost, 1970; Ishii & Sekiguchi, 1999; Norman, 1940; Schiltz, 2006). The 

story begins around 1854, with the brusque opening up of the country after two-and-a-half 

centuries of political, economic and cultural isolation. The opening up of Japan, through the 

imposition of treaty ports, and more importantly its confrontation with the realities of the 



 

 59 

world economy at the time, were profoundly destabilising. Japan’s monetary system in 

particular, a system with some remarkably modern traits but built on the very premise of the 

country’s closure (Metzler, 2006), was unstable at its very core. Political friction with the 

Great Powers, revolving around questions of free trade, was followed by incessant inflation 

and destructive speculation, with the most visible result being the wholesale export of Japan’s 

specie reserves by Western merchants. Ill-conceived attempts at financial and monetary 

reform further deepened the crisis confronting the Shogun’s government, the so-called 

bakufu, which would end with the demise of Japan’s feudal order.1 

For our present discussion, the ideological or semantic context of the crisis and 

consequent reform carries particular relevance. Nowhere else were the forced opening and 

consequential trauma, with respect to foreign dependence, as striking as in nineteenth-century 

Japan. It was opening up to the West, and the long, frustrating trade negotiations, that had led 

to the bakufu’s financial and political impasse in the first place. In addition, the bakufu, and 

the Meiji regime that replaced it, regarded the Western banks that opened their business in the 

treaty ports with contempt, as they threatened to erode the regime’s control over financial 

matters (Tamaki, 1995; Tatewaki, 1987). Moreover, experiences with dishonest Western 

intermediaries had installed a deep distrust of international commerce; put anachronistically, 

liberalism and openness were perceived as an imperialist threat (Gallagher & Robinson, 

1953). The famous Lay Affair (1870), a case in which the Meiji regime had been deceived by 

a former member of the British consulate in China (Horatio Nelson Lay) in regard to floating 

a Japanese loan on the London financial market, especially reminded the regime’s policy 

makers of the danger of foreign loans and foreign dependence, that is economic colonisation 

(Tatewaki, 1987). 

It has been extensively documented that Japan’s experience of so-called national 

seclusion (sakoku) and its subsequent forced opening encouraged the growth and 

development of mercantilist ideas. Furthermore, clusters of mercantilist slogans of 

modernisation were formative in shaping and legitimising Japanese political and economic 

decision-making from the early Meiji period up until the Second World War. The concrete 

policy for achieving national wealth and strength was called shokusan kōgyō: literally 

translated as ‘promoting production’, but better understood as ‘nurturing and stimulating 

domestic industry’. Very quickly though, this policy slogan would be outdated by another 

that, in a remarkable way, came to represent the spirit of the times: fukoku kyōhei (rich nation, 

strong army). The rationale was simple, and deeply mercantilist: Japan had to be a wealthy 

nation in order to be militarily and, hence, politically, strong. It served the people, as their 
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wealth was believed to be the cornerstone of national strength; and it served the modernising 

elites as it allowed them to dissolve the feudal system and to bring military force and, to a 

lesser degree, industrial production under the guidance of the state.2 

The political economy of ‘catching up’, 1884-1897 

Underpinning the above slogans were the semantics of ‘catching up with and surpassing’ 

(oitsuki oikose) the Great Powers. From the outset of its early modernisation, Japanese 

political economy came to be driven by an unquenchable thirst for learning, especially in the 

fields of technology and innovation (Westney, 1987). Numerous foreigners were hired as 

“live machines” in order to teach the methods of Western advances and state of the art 

machinery. At the same time, a large number of Japanese official and non-official missions 

embarked on a quest to discover new ideas and the latest Western institutional models (Jones, 

1980). On returning to Japanese shores, the acquired foreign institutional models, practices 

and ideas, were put to the test of adoption; but always in close reference to the Japanese 

context. From the time of Japan’s opening in 1854 it was imperative that Japan adopt foreign 

knowledge and, as the slogan wakon yōsai (Japanese spirit, Western technology) proclaimed, 

imbue it with the Japanese soul. This notion is not, in any way, unique to the Japanese. 

Intellectuals were saying much the same thing, at much the same time, in all those parts of the 

world confronted by the might of the industrialised economies. 

Visions of Japanese political-economic development tended to flock around 

rationalized definitions of the state and its components. As argued by John Sagers (2006), 

there certainly exists an etymological reason for the phenomena. In negotiating and shaping 

the semantics of what is nowadays referred to as economics, or keizai in Japanese, reformers 

and ideologists had to turn to other vocabularies at hand. Somewhat overshadowed by its 

adoption as the translation of the English word economics, keizai still carried the Confucian 

connotation of keisei saimin, ‘government administration [in the interests of] helping the 

people’. According to this connotation, conceptions of a free market could not have a place, 

except for being wasteful, and against the natural ecology of the state, whose duty it was to 

oversee the distribution of material wealth. The latter idea was typically visualised in a highly 

organic way, most often as a human body in which all organs and components have a function 

and role; and being a body, it should not be exposed to excess or deprivation, as they may 

threaten its health. A similarly holistic, albeit different, view also dominated several Western 

European debates, especially the old French tradition of economics dating back to François 
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Quesnay and the physiocrats of the eighteenth century, and represented in the nineteenth 

century by, among others, Clément Juglar. As Flandreau (2003, p. 2) argues, these economists   

preferred to look at the economic organization of a given country as a consistent whole, just as 

the human organism, and favoured inference. ... [E]conomic crisis such as exchange crises were 

the symptoms of deeper flaws which economists as doctors had to address.  

 

The writings of Japan’s long-standing Minister of Finance, Matsukata Masayoshi, on the 

economy of the country, also reveal particular attention to the balanced relationship between 

its institutions or ‘organs’ and, by extension, to a healthy circulation of what feeds them: 

The monetary circulation of a community may fitly be compared to the circulation of blood in a 

human body. If there is congestion in one part, and depletion in another part, very soon the 

congested part suffers from boils or the part where the blood is inadequate becomes torpid. If, on 

the contrary, we find the blood flowing evenly throughout the whole body, we can trace that in 

all cases to the healthy action of the heart. In financial matters, the heart cannot be other than the 

central bank, for to regulate the circulation of the currency of a country, to call it in to a place 

where it is wanting, and to send it out from a place where there is a surplus, thus to keep even 

and steady the constant flow of the currency – this is the office of the central bank in a country. 

(Matsukata, 1899, p. 96) 

 

Initially, the Meiji reformers had looked to the United States’ national banking system as a 

development model for its own banks, funding their establishment with a single issue of 

hereditary pension bonds (kinroku kosai) to the de-classed samurai (Bytheway, 2005). 

Inflation generated by the issue of an enormous of amount of pension bonds, when combined 

with increasingly more liberal national banking regulations, however, ultimately forced 

Matsukata and his cadre to turn to the Belgian paradigm in order to establish their vision of a 

rationalised financial structure with a firmly established central bank at its core. In this 

context, financial historians refer to Matsukata’s study in Paris (from March to December 

1878), during which the French Minister of Finance, Léon Say, pointedly discouraged 

Matsukata from studying the Bank of France, as Matsukatahad had originally intended. Say 

instead praised the recently established National Bank of Belgium (BNB) as it was “of very 

recent date” (Nihon Ginkō, 1982, p. 119) and he is quoted as having said that it “is unrivalled 

when it comes to orderly arrangement and perfect organization” (Nihon Ginkō, 1982, p. 119). 

Impressed by Say’s statement, Matsukata left his aide, Katō Wataru, behind in Brussels, 

charging him with the task of studying the history of the BNB as well as its organisation. 

After a three-year stay in Belgium, Katō returned to Japan, where he played an important role 
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in the discussions that led to the establishment of Japan’s central bank. Japanese indebtedness 

to the National Bank of Belgium is, indeed, impressive and visible. An official history of the 

Bank of Japan (BOJ) explains at length how Matsukata and his reformers followed the 

regulations (jōrei) and statutes (teikan) of its Belgian peer, literally word-by-word and article-

for-article. The Bank of Japan thus naturally inherited the state-interventionist character of the 

BNB (Nihon Ginkō, 1982). 

Seen in the wider context of the history of ideas, the Belgian paradigm can be said to 

have exercised an even greater role in informing Japanese finance. From Matsukata’s main 

writings, the larger part of which was most probably written by Katō Wataru (Nihon Ginkō, 

1982), one understands the obvious parallels between Matsukata’s reform and the overall 

design of the policies of Walthère Frère-Orban, the one-time Belgian Minister of Finance and 

spiritual father of the BNB. The Report on the Adoption of the Gold Standard in Japan 

(Matsukata, 1899) and policy documents relating to the BOJ’s establishment, explain not only 

the necessity of establishing a central bank, but also the need for additional financial 

institutions to strengthen the financial structure formed around the central bank (Nihon Ginkō, 

1982). As Matsukata (1899, p. 66) writes: 

Industry and thrift are two chief factors in the production of national wealth, and the savings 

bank has for its aim the encouragement of the spirit of thrift, while the industrial bank seeks to 

encourage industry among the agricultural and manufacturing classes. And what the industrial 

bank seeks to do among the agricultural and manufacturing classes, the Central Bank tries to 

accomplish among the commercial classes. These three kinds of banks, therefore, while their 

organizations are distinct and different so that they may never be brought within one 

organization, are yet closely dependent upon each other, and by mutual support work together 

toward the increase of national prosperity. 

 

Augmenting the Yokohama Specie Bank (established in 1880) and the Bank of Japan (1882), 

seven ‘special’ semi-government banks were chartered in the latter part of the Meiji and 

Taisho periods. Radiating out from the main Japanese island of Honshu, to Hokkaido, and 

then on to the colonies of Taiwan and Korea, they were the Hypothec Bank of Japan (1897), 

the Agricultural Bank of Japan (1898), the Industrial Bank of Japan (1902), the Bank of 

Taiwan (formerly the Bank of Formosa, 1899), the Hokkaido Colonial Bank (1900), the Bank 

of Chosen (formerly the Bank of Korea, 1909), and the Industrial Promotion Bank of Chosen 

(1918) (Bytheway, 2005). In addition, we should note that the establishment of the Postal 

Savings System (PSS) in 1873 and, as of 1885, the Ministry of Finance’s channelling of these 
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funds into a separate account, gave rise to the Deposits Bureau (yokinbu), which served to 

under gird Japan’s burgeoning financial infrastructure as its ‘Second’ Bank of Japan (Ferber, 

2002). 

It is very hard, if not impossible to trace the exact ideological origins of the above 

described financial infrastructure and what the Japanese would later refer to as ‘special banks’ 

(tokushu ginkō). Most probably, such ideas were en vogue in Continental Europe during the 

early nineteenth century, and may very well have no particular author. Frère-Orban was 

certainly well aware of French monetary theory and economics (for example, the ideas of 

French statesman Adolphe Thiers and several French historians), although he did not have a 

specific historical example for his central bank (Kauch, 1950). Frère-Orban also knew of the 

authors of the newly developing field of monetary economics such as Thornton (1802), 

through the writings of the Count de Mollien with which he was thoroughly acquainted 

(Mollien, 1845); but apparently he was a man more easily influenced by the results of peer 

policy makers. His inspiration for the Caisse Générale d’Epargne et de Retraite (general bank 

of savings and pensions), established in 1865 was, we surmise, also born out by popular 

ideologies of saving and thrift in nineteenth-century Continental Europe. 

As explained by Helena Van Molle, the semantics of thrift were so predominant as 

they managed to represent the interests of individuals, families, society and the state alike 

(Van Molle, 2002). Whereas saving was encouraged as self-help, it could also be used as a 

term designating one’s civil virtue, the elevation of the masses (volksverheffing), and one’s 

duty versus one’s country, not unlike the ideological use of notions of thrift by later 

consecutive governments of Japan (Garon, 1998). Frère-Orban would add the interest of the 

state; by attracting the capital from all classes of society, he intended to promote further 

investment in industry, thus coupling his liberalist ideas of development with his ideas of 

economic intervention. 

Autonomy through dependence, 1897-1930 

Whereas the significance of foreign models in the establishment of Japan’s financial structure 

may have only recently been highlighted, the political economics of emulation and the 

appropriation of foreign knowledge have been given due attention.3 Certainly, after 

Westney’s influential study it has become commonplace to highlight the profuse and 

convoluted nature of the process of emulation (Westney, 1987). Detailed research into the 

mechanisms of appropriating technology has been done by Richard Samuels and in his 
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sensitive exploration of Japanese technology policy, Samuels argues that Japan’s 

technological ideology revolved around three constants: kokusanka, or the struggle for 

technological autonomy through indigenisation; hakyū, or the coordinated effort to diffuse 

knowledge and technological practice throughout the economy; and ikusei, or the 

commitment to nurture and further develop the acquired knowledge on the national, regional, 

local, and corporate levels. This three-note chord resonates throughout the institutions 

associated with technological production on the basis of a set of compositional techniques or 

protocols linking producers, consumers, policy-makers and eventually the nation (Samuels, 

1994). 

The merit of Samuels’s analysis lies, however, not so much with his study of Japanese 

successes with indigenisation, but with his demonstration of the way in which the dynamics 

of appropriation cut across a range of distinctions that Western theories of political economy 

have falsely come to define as immutable and beyond the contingencies of evolution. The 

core of his argument, therefore, concerns some paradoxes: the fact that, in the post-war 

period, Japan managed to reach a position of global pre-eminence in military technologies 

without making significant investments in the military economy (Samuels, 1994), for 

instance, or the observation that the Japanese mode of technology production does not 

exclude competition to the advantage of control or coordination. Of critical importance to this 

argument, Samuels also demonstrates that (technological) autonomy should not be taken to 

imply autarky, but that it is entirely compatible with dependence on the knowledge and 

manufacturing techniques of core foreign partners (of which the slogan wakon yōsai, cited 

above, was the semantic expression). Consequently, Japan’s technology policy has revolved 

around the dilemma, or trade-off, of balancing independence with reciprocity, and, possibly, 

sacrificing certain amounts of competitive edge and competitiveness in the exchange. Green 

(1995) mounts a compelling argument in the context of military technology and alliance 

management. 

Finance as national learning and the adoption of the gold standard, 1882-

1897 

As explained above, financial and monetary technologies have been an integral part of the 

quest for knowledge and learning. Unfortunately, the few studies that have to some degree 

come to recognise finance as a central pillar of the newly developing doctrines of the 

Japanese state, with its geopolitical ambitions, remain silent about how this process has 
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involved the complex semantic arrangements that have been noted above. An important 

exception is Meiji zaiseishi hensankai, in 1927. 

This is deplorable for the aforementioned paradoxes of late development are nowhere 

as pervasive and compelling as in the case of Japanese finance. In the following discussion, 

therefore, we are concerned with a more tangible and much less studied version of the 

paradox of technological dependence, especially Matsukata Masayoshi’s preoccupation with 

replacing Japan’s silver-standard with a gold standard. This has sometimes been considered as 

a riddle, particularly in view of the clear advantages Japanese exporters enjoyed throughout 

the latter part of the nineteenth century owing to the sustained deflation of silver prices. 

Consider, for instance, the following French report of that time: 

Will Japan, when abandoning the silver standard for the gold standard, lose the benefits of this 

[former] situation in its commercial contacts with Europe and the United States? Will it do all 

this to bring itself in line/put itself on the same rank with the Great Western Powers, in 

monetary terms as well as in other matters? That would be extraordinary indeed, and we may 

assume, before even inquiring into the matter, and if only considering that the Japanese 

themselves have been one of the main causes of their prosperity, that the statesmen of this 

country are too well informed to sacrifice a sure advantage for the vain satisfaction of 

possessing the same money as those peoples enjoying commercial hegemony. (Bourguin, 1897, 

p. 836) 

 

The solution to the riddle must be found in the often-misunderstood merit of maintaining a 

gold standard. By moving onto the gold standard, Japan aspired to be recognised as a 

financially prudent member of the select gold club of countries dominating the world’s 

economic and political scene, and was competing for vast territories yet unclaimed by the 

imperialist Great Powers. In this respect, the gold standard served as a “guarantee of financial 

rectitude” (Bordo & Rockoff, 1996). What is more, however, the gold standard opened the 

door to foreign credit, as moving onto the gold standard meant that Japan would avoid the 

risks associated with fluctuations in the exchange rates between gold and silver currencies, 

and the disadvantages of clinging to the increasingly unattractive silver monometallism, 

especially prevalent at the time of the late nineteenth and early twentieth centuries.  

Capital imports would be used for financing industrialisation, that is, to pay for the 

import of foreign technology needed to facilitate further economic reform and modernisation; 

and they also fitted into a larger scheme of empire building (in the colonies of Taiwan, Korea, 

Karafuto, Nanyō and Manchuria). Railroad technology, a key component of Japan’s strategy 
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in the occupation of Manchuria, was first zealously imported from Great Britain (Ericson, 

1998). For the Imperial Japanese army and navy, even more important items of expenditure 

were considered, especially those costs associated with the purchase of foreign (British) naval 

technology (Kobayashi, 1922). Not surprisingly, prior to the adoption of the gold standard, 

Matsukata had urged Ōyama Iwao, the then Minister of War, to use caution when ordering 

munitions from Western countries, in consideration of the ever-declining value of silver 

(Matsukata, 1887).4 

In building a modern navy, the role of gold standard in allowing the import of foreign 

capital was particularly important. Ever since the fall of the bakufu, Japan’s dependence on 

British naval technology was substantial both for acquiring state-of-the-art equipment through 

direct import and in enhancing Japan’s technology base, that is, through experimenting with 

new production modes, maintenance schedules and so on (Nagura et al., 2003). Of importance 

to our discussion, Matsukata’s policies were formulated in the 1882-1897 period when 

Japan’s dependence on British armaments was particularly marked. Although Japanese 

shipbuilders had been able to, more or less, provide for Japan’s navy by the time of the early 

1880s, the advent of iron-clad steamships as the symbol of modern navy, and the development 

of revolutionary new strategies and technologies, once more forced the Japanese military into 

an undesirable, but necessary, large-scale reliance on, and collaboration with, major English 

arms producers, such as Vickers, Armstrong, and Nobel. The share of British makers in the 

production of Japanese naval technology in the period between 1880 and 1900 was almost 

fifty per cent, subsuming the role of the Japanese domestic ship-building industry to that of a 

mere subcontractor (18.7 % in 1890). 

Despite the significance of the monetary values expressed, however, the foreign wave 

of innovation and investment must be regarded as a vector the value of which it is impossible 

to express in numbers and percentages (Suzuki, 1998). There is an interesting anecdote 

illustrating awareness hereof. When Takahashi Korekiyo discussed the possibility of a large 

war loan with Kuhn Loeb’s manager, Jacob Schiff, the latter inquired what could serve as 

security. Barings’ Lord Revelstoke, Takahashi’s associate at the time, replied “warships!” and 

Schiff immediately appeared to be convinced by that one word: a word “effectively 

embodying the unity of the gold standard, foreign investment, and imperialism” (Takahashi, 

2001, p. 206). 
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Japan’s predicament: The lack of capital, 1897-1939 

Japan’s political economic choices, encompassing industrialisation and empire, entailed a 

formidable dependence on foreign loans and capital, the constraints and importance of which 

would become clear with the militarist hijacking of all domains of social organisation in the 

1930s (Shimazaki, 1998). Before that time, however, there was an uneasy consensus about the 

degrees of dependence to maintain, even if such originally contradicted policy makers’ 

intentions. The previously mentioned Report on the Adoption of the Gold Standard in Japan 

(Matsukata, 1899) is a testament of the hard-fought implementation of Matsukata’s policies. It 

is also an impressive public relations initiative by one of Japan’s leading modernisers seeking 

to win understanding and confidence from his foreign counterparts and the Western public, 

especially Western bankers and investors. In its foreword, Matsukata explains why this 

confidence was so badly needed: 

Judging from the condition of things after October, 1897, I can not but think that at least a part 

of the object aimed at has been attained. One good effect of the coinage reform is seen in the 

steadiness of the exchange value of money. ... For [this reason] the industrial classes need be 

now no longer under constant apprehension of some unexpected changes in the value of money. 

The hope of inviting capital at a low rate of interest from gold standard countries, in order to 

help on the industrial growth of the country, will doubtless be realized before very long. 

(Matsukata, 1899, p. xii) 

 

This and other statements, in combination with the abstention from foreign loans between 

1873 and 1897, have led several (mainly Japanese) authors to perceive a distinction between 

autonomous finance (jiritsu zaisei) and dependent finance (jūzoku zaisei), roughly correlating 

with the period of Matsukata’s reign as minister of finance (1881-1892) on the one hand, and 

the era of proactive Japanese imperialism (1894-1945) on the other (Muroyama, 2004). Yet, 

this dichotomy is flawed at best. Although the Meiji regime did indeed refrain from floating 

any loans on foreign capital markets after 1873, autarky was never an objective of 

Matsukata’s policies, as his quotation above demonstrates. Neither was it an option for the 

Japanese Government to retreat from its large-scale borrowing of foreign capital, once the 

loans were floated their creditors demanded long-term repayment, as recent research makes 

clear (Bytheway, 2005). Indigenously generated capital was at no point sufficient for Japan’s 

ambitious industrialisation programs, both in terms of quantity and its purchasing power for 

acquiring foreign technology and foreign knowledge. More importantly, financial autarky 

would never have been capable of solving Japan’s daunting currency problems, which were 
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the largest hindrance to creating credit and capital in the first place. The country had been 

drained of bullion and specie, and until monetary matters were steadied, and the bullion and 

specie replaced, Japan could not even dream of embarking on the journey of industrialisation 

and modernity. 

The genius of Matsukata’s policies lie in his realisation of this fact, and in coming to 

grips with a concrete means, a toolkit for bringing the dreams of industrialisation and 

modernity closer. In many respects, his stratagems echo Fukuzawa Yukichi’s famous call for 

Japan to “leave Asia and enter the West” (datsua nyūō) (Metzler, 2006, p. 40); associating 

with the silver standard countries of East Asia would merely result in giving Japan the bad 

name of the company it enjoyed, and thus, in financial terms, a low status of creditworthiness 

(Bordo & Rockoff, 1996). Matsukata’s schemes laid the foundations of Japan’s monetary and 

financial journey into the West, which was to be heralded by its adoption of the gold standard 

in 1897. 

Foreign loans, 1897-1939 

In briefly considering the Japanese adoption of the gold standard, it is important to note that 

Japan’s gold and currency reserves were held in London, and that the finance associated with 

the gold standard’s adoption played an understated, and largely unknown, role during the 

years of the Anglo-Japanese Alliance. Rapid industrialisation had allowed Japan to 

ambitiously use the gold standard to import capital for economic development and military 

expansion; that is, asserting autonomy whilst being dependent upon the supply of foreign 

capital. 

Following the adoption of the gold standard in 1897, the Japanese Government 

employed foreign capital throughout Japan’s cities, country, and empire, in the form of 

government, municipal, and company loans. These loans were to provide the financial basis of 

an extensive program of public works, electricity generation, and investments in infrastructure 

for Japan’s major cities; working capital for the provision, extension, and nationalisation of 

railways throughout the Japanese mainland, Hokkaido, and the colonies of Korea, Manchuria 

and Taiwan; and, above all, fund the huge financial costs generated by Japan’s wars against 

China and Russia (Bytheway, 2005). 

Until the outbreak of the First World War, Japanese Government borrowing was by far 

the most important avenue chosen for the introduction of foreign capital, accounting for some 

82.5% of the period’s 2.27 billion yen gross total with borrowing by companies at 9%, municipal 
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borrowing at 7.8%, and with direct foreign investment accounting for the remaining 0.7%. After 

the First World War, however, the Japanese Government was less able, and less inclined, to be 

seen as playing the leading role in Japanese capital imports, and a new generation of loans 

extended to semi-government and private companies were to come to the fore, along with an 

increase in direct foreign investment and joint ventures. From the first foreign loan to the Meiji 

Regime in 1870 to the last joint venture in 1939, Japanese Government borrowing accounted for 

68.3% of the period’s 3.39 billion yen gross total of foreign capital imports, with borrowing by 

companies increasing to 22.3%, with municipal borrowing steady at 8%, and with direct foreign 

investment accounting for the remaining 1.4% (Bytheway, 2005).  

We must also consider that the overwhelming bulk of all types of foreign borrowing, 

some 87.1% of gross total foreign borrowing, were denominated in pounds and issued on the 

London financial market, through the services of the London Group in the case of government 

borrowing, and mainly through the services of the Industrial Bank of Japan and the London 

Group in the cases of municipal and company loans. In the period that followed the signing of 

the Franco-Japanese Agreement in 1909, the Paris financial market emerged as the only credible 

competitor to the market of London, with 12.9% of gross total borrowing being denominated in 

francs by the time of the outbreak of the First World War. Owing to a repayment dispute, Japan 

was prohibited from dealing on the Paris financial market in the years after the First World War. 

The financial market of New York, however, more than made up for the loss of French credit, 

and, indeed, overtook the London financial market as the leading supplier of foreign capital to 

the Japanese market up until the outbreak of war in the 1930s (Bytheway, 2005).  

Initial borrowing after the adoption of the gold standard was undertaken expressly for the 

provision of infrastructure, that is, for the establishment of the Yahata Steelworks, extension of 

telephone services and, particularly, in railway construction (Spalding, 1917). The outbreak of 

war with Russia in 1904, however, had put enormous pressure upon Japan’s financial resources, 

which were already strained from the debts incurred from the previous war with China. In this 

connection the intimate relationship between the financial authorities of Britain and Japan, 

cemented by the signing of the Anglo-Japanese Alliance in 1902, was of great benefit to Japan’s 

war effort. War against Russia would require vast amount of foreign capital for armaments5, and 

Japan had exclusive access to British capital that was provided in the form of government loans. 

Indeed, these wartime government loans accounted for some 30.9% of gross total government 

borrowing between 1870-1930. Of greatest importance, the Anglo-Japanese Alliance can be 

seen as having allowed Japan to enter into a series of wars that enabled it to take over the 

protection of British interests in East Asia, and eventually to attempt to achieve hegemony 
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there (Overlach, 1976). Furthermore, debt accumulated primarily from the servicing of these 

wartime loans required conversion loans, at lower rates of interest, and these conversion loans 

which continued to be raised until 1930 accounted for 57.2% of gross total government 

borrowing, leaving loans for infrastructure to account for the remaining 11.9% (Bytheway, 

2005). 

What is immediately striking about the issues of foreign capital to Japanese cities and 

companies is that, when taken as a whole, the majority of loans to Japanese cities and companies 

were in service of, or came to serve, the needs of the Japanese state. In reality, very few private 

companies were to benefit from foreign loans until after the First World War, whereas semi-

government organs, particularly those involved in Japan’s imperialist expansionism, such as the 

South Manchurian Railway Company and the Oriental Development Company, issued 

debentures guaranteed by the Japanese Government. Moreover, in the period from 1899 to 1931 

the Japanese Government channelled the bulk of the loans, that is 88.5% of municipal loans, and 

52.8% of company loans6, through its own financial organ, the Industrial Bank of Japan, thus 

serving the dual purpose of replenishing Japan’s foreign specie reserves and supplying capital to 

domestic industry and the cities (Bytheway, 2005). Most of these were issued as government-

guaranteed debentures, and in the case of the loan to Taiwan Electric of July 1931; the 

Japanese Government replaced the IBJ with the Yokohama Specie Bank (YSB). 

The operation of the Industrial Bank, and its relationship to the Japanese Government, 

brings into question the validity of the loans themselves. Were municipal and company loans the 

outcome of genuine requests from independent municipalities and private companies eager for 

foreign capital, or did the Japanese Government carefully orchestrate the loans through its own 

semi-government organs, in a cynical attempt to balance its books, and help win support for its 

colonial and expansionist adventurism in Asia? In seeking to answer such questions, elements 

from both sets of suppositions are relevant. With the amount of information we have at present, 

however, it is most important to stress the reality of the municipal and company loans, and to 

recognise the important role played by these loans in providing infrastructure to Japan’s cities, 

railways, and electric power industry, whilst duly acknowledging the overwhelming official, or 

semi-government, presence of the Japanese Government, 87.1% by volume in all forms of 

foreign borrowing. Outside of the framework of the semi-government agencies, only the so-

called Great Five electric power companies were permitted to issue large loans on the 

international financial markets, which they frequently did from June 1923 to July 1931 

(Bytheway, 2005). Furthermore, it should be noted that of all Japan’s big industrial concerns, or 
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zaibatsu, only the Mitsui Bank and the Mitsui Trust Company were directly involved, and even 

that involvement was limited to a small number of company loans (Kikkawa, 1995). 

We should then seek to conceptualise and quantify the amount of capital borrowed by 

Japan’s government, municipalities and companies in the period from 1870 to the outbreak of the 

First World War, and by extension, until the start of the Second World War in 1939. The 

incidence of Japanese Government borrowing sheds light on its fiscal priorities during the period 

in question and on its financial position in relation to foreign capital. Initially, in the period after 

the adoption of the gold standard, foreign capital was needed to defray the costs associated with 

the Sino-Japanese War, and to finance the provision of infrastructure. The Russo-Japanese War 

required a huge amount of foreign capital from 1904 to 1905, and the inability of the Japanese 

Government to repay previous borrowings necessitated a series of conversion loans in 1907, 

1910, 1924 and 1930 (Bytheway, 2005). Finally, costs associated with the nationalisation of 

Japan’s railways required short-term borrowing in the financial markets of both London and 

Paris from 1913 to 1915. In total, Japanese Government borrowing in the period from 1870 to 

1939 reached a gross sum of 2,728 million yen, or 281 million pounds (Bytheway, 2005). The 

pound sterling figures for all the final totals presented here are calculated using the official 

exchange rate of the pound sterling throughout the First World War, with one yen equivalent 

to 0.105625 pounds. 

Loans extended to municipalities were most significant during 1902, 1909, 1912, and for 

earthquake reconstruction in 1926 and 1927 (Bytheway, 2005), and totalled 317,460,000 yen, or 

32,483,200 pounds; while loans to companies, most notably to the South Manchurian Railway 

Company, totalled some 890 million yen, or 91 million pounds. British loans to the South 

Manchurian Railway Company alone totalled 175,734,000 yen, or 18 million pounds. Hence, 

it was often said that the British paid for Japan’s railways in China (Overlach, 1976). The 

electric power loans, the dominant form of Japanese borrowing in the inter-war period, totalled 

523 million yen or 54 million pounds, accounting for some 58.7% of the total amount loaned to 

Japanese companies in the 1899 to 1931 period (Bytheway, 2005).  

When we combine these totals with the approximate total of direct foreign investment in 

the period from 1899 to 1939 of 57 million yen, or 6 million pounds, total import of foreign 

capital reached a figure of 3,992 million yen, or 422 million pounds (Bytheway, 2005). We can 

then compare the total value of capital imports to the total value of Japan’s commodity imports, 

for example, capital imports averaged 41.2% of the total value of Japan’s commodity imports in 

the decade prior to the outbreak of the First World War, and 7.4% in the decade prior to the 

outbreak of the Manchurian Incident and war in China. Moreover, in the same two ten-year 
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periods, capital imports averaged 361.3% and 49.5% of the balance of payments deficits 

recorded in those two periods (see Figure 1 and Table 1). The enormity of Japan’s import of 

foreign capital, particularly in the lead up to the First World War, needs to be acknowledged in 

clear and unqualified terms. 

 

 

 
 

Figure 1: Total capital imports versus total imports, 1897-1939  

Source: Bytheway, 2005, p. 199. 
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Table 1: Total imports and balance of trade versus total capital imports, 1870-1939  

 

 Year Total 
imports 

Trade 
balance 

Total capital 
imports 

Trade balance versus 
total capital imports 

Total imports versus 
total capital imports 

    A B C C/B C/A 
A 1870 33,741.6* -19,198.6 4,880.0 -25.42% 14.46% 
B 1873 27,617.3 -6,475.2 11,712.0 -180.87% 42.41% 
              
1 1897 231,960.1 -56,072.8 43,000.0 -76.69% 18.54% 
2 1898 294,377.6 -115,804.0 0.0 0.00% 0.00% 
3 1899 234,675.0 -8,652.5 97,988.0 -1132.48% 41.75% 
4 1900 300,832.5 -85,870.4 5,250.0 -6.11% 1.75% 
5 1901 268,626.4 -8,042.8 0.0 0.00% 0.00% 
6 1902 281,831.8 -9,804.5 52,900.0 -539.55% 18.77% 
7 1903 328,145.0 -27,655.6 4,002.0 -14.47% 1.22% 
8 1904 383,950.7 -52,402.5 214,786.0 -409.88% 55.94% 
9 1905 499,501.9 -167,338.7 830,005.0 -496.00% 166.17% 

10 1906 431,521.6 2,012.4 34,606.0 1719.63% 8.02% 
11 1907 505,688.0 -63,533.7 272,611.0 -429.08% 53.91% 
12 1908 453,332.2 -65,788.7 60,578.0 -92.08% 13.36% 
13 1909 406,790.3 18,009.8 65,484.0 363.60% 16.10% 
14 1910 498,521.0 -23,570.7 287,126.0 -1218.15% 57.60% 
15 1911 553,390.0 -87,264.1 58,578.0 -67.13% 10.59% 
16 1912 664,658.8 -117,100.2 92,714.0 -79.17% 13.95% 
17 1913 779,073.9 -127,749.5 126,038.0 -98.66% 16.18% 
18 1914 633,397.5 -22,865.3 24,307.0 -106.31% 3.84% 
19 1915 563,391.2 169,665.6 29,289.0 17.26% 5.20% 
20 1916 794,532.8 379,442.3 0.0 0.00% 0.00% 
21 1917 1,088,306.8 575,147.3 1,250.0 0.22% 0.11% 
22 1918 1,744,849.9 269,342.9 1,050.0 0.39% 0.06% 
23 1919 2,335,751.7 -179,158.2 0.0 0.00% 0.00% 
24 1920 2,502,716.3 -491,509.6 250.0 -0.05% 0.01% 
25 1921 1,730,487.1 -433,223.2 0.0 0.00% 0.00% 
26 1922 2,023,027.9 -337,522.9 400.0 -0.12% 0.02% 
27 1923 2,119,996.2 -622,649.0 112,760.0 -18.11% 5.32% 
28 1924 2,597,717.4 -725,670.0 619,201.0 -85.33% 23.84% 
29 1925 2,734,699.6 -356,780.3 146,186.0 -40.97% 5.35% 
30 1926 2,563,637.3 -444,727.5 118,240.0 -26.59% 4.61% 
31 1927 2,359,130.8 -294,041.7 69,754.0 -23.72% 2.96% 
32 1928 2,372,999.4 -334,904.8 244,816.0 -73.10% 10.32% 
33 1929 2,389,175.3 -171,517.3 24,969.0 -14.56% 1.05% 
34 1930 1,680,314.1 -161,740.1 264,463.0 -163.51% 15.74% 
35 1931 1,319,405.8 -140,194.5 67,132.0 -47.88% 5.09% 
36 1932 1,524,521.0 -67,225.2 2,400.0 -3.57% 0.16% 
37 1933 2,017,503.9 -85,434.8 750.0 -0.88% 0.04% 
38 1934 2,400,494.6 -142,414.0 0.0 0.00% 0.00% 
39 1935 2,618,406.0 -15,254.0 0.0 0.00% 0.00% 
40 1936 2,927,975.3 -130,376.5 0.0 0.00% 0.00% 
41 1937 3,954,725.6 -635,905.3 500.0 -0.08% 0.01% 
42 1938 2,836,327.5 60,427.0 0.0 0.00% 0.00% 
43 1939 3,127,475.7 805,444.2 0.0 0.00% 0.00% 
 
*Unit: 1,000 yen. 
 
Source: Bytheway, 2005, p. 198. 
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Conclusion 

To recapitulate and summarise, the seven disparate, but inter-related parts of this paper deal 

with aspects, or rather, phases, of Japan’s pragmatic answer to the challenge and threat of 

Western capitalism: that is wakon yōsai. Attention is focused on the inherent paradoxes and 

challenges of financial policy in Japan during the period of its industrialisation, broadly from 

the forced opening of its ports by coercive treaties in 1854, to the last year of its receipt of 

direct foreign investment in 1939. We start, in the introduction, from the basic premise that 

Japan’s financial development in the periods before the Second World War cannot be 

understood by drawing distinctions between the liberal versus the planned economy, or 

between autonomous versus dependent economic growth and development. Paying particular 

attention to the views of those involved in formulating financial policy during those years 

when Japan's modern political economy took form, our study has argued the preference for 

planning was informed by Japan’s sense of backwardness vis-à-vis the leading Western 

economies, and its endangered position within the dynamics of imperialism in East Asia.  

In the second part, Memories of Japan’s forced opening, 1854-1884, the fear of 

foreign dependence is seen as a potent force in the development of the mercantilist thinking 

which reigned throughout the period. State-led initiatives aimed at nurturing or promoting 

domestic and regional industries were soon waylaid by a larger drive to bring military force 

and, to a lesser degree, industrial production under the rubric of state guidance. Underpinning 

the above processes were the semantics of catching up with and surpassing the leading 

capitalist economies of the West. Part three, The political economy of catching up, 1884-

1897, then turns from this discussion to describe how French economic thought informed, and 

appealed to, Japan’s Confucian-based conceptions of finance and economy. Ultimately, we 

find that the Meiji reformers adopted the Belgian model as an archetype of a central bank, as 

they attempted to establish a modern financial structure in their own country. The new central 

bank was then augmented by a complex array of state-directed special banks, in accordance 

with contemporaneous Continental financial theory. 

The fourth part, Autonomy through dependence, 1897-1930, discusses the merit of 

Samuels’s analysis on the mechanisms of appropriating technology and his claim that 

technological autonomy should not be taken to imply autarky, but that it is entirely 

compatible with dependence on the knowledge and manufacturing techniques of core foreign 

partners. Taking our cue from Samuels’s insights, we then go on to apply them to Japan’s 

financial context. The fifth part, finance as national learning and the adoption of the gold 
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standard in the years 1882-1897, explains why Japan went to ‘all the trouble’ of adopting and 

maintaining a gold standard. The import of foreign capital is found to be central to its 

explanation, and, as the title of the sixth part, Japan’s predicament: the lack of capital, 1897-

1939, reveals financial autarky would never have been capable of solving Japan’s daunting 

financial malaise. Moreover, the need for foreign capital, to help propel and stabilise 

economic growth, became more pronounced the further Japan travelled along on its journey 

of industrialisation and modernity. The seventh part, foreign loans 1897-1939, reviews the 

Japanese experience of foreign borrowing in terms of government, municipal and company 

lending (along with direct foreign investment), and serves to conclude our discussion by 

furnishing it with a firm empirical base. Necessarily, it deals with a tumultuous forty-two year 

period, distinguished by rapid economic growth and punctuated by natural disaster and war, 

in a general and succinct manner. It ends by asking the reader to acknowledge unequivocally 

the enormity of Japan’s import of foreign capital, particularly in the period between 1897 and 

1914. 

Using both primary archival and secondary sources, we have tried throughout the 

paper to follow an inductive approach, rather than project modern theories and frameworks 

onto historical data, in order to reconstruct the semantics of the state, its economic 

development and the imperialism of the period under study. Accordingly, we claim (not 

without acknowledgement of our intellectual debts) that our work is innovative in its method, 

original in its findings, and, thus, largely free of repeating the mantras of pre-established 

traditions in economic history. In earlier studies, we have clearly surveyed the existing 

literature, and documented how these studies in Japanese economic history have neglected to 

discuss the importance of the adoption and maintenance of the gold standard, and Japan’s 

subsequent large-scale import of foreign capital (Bytheway, 2005). Evidently, there is a need, 

therefore, for this paper to examine a hitherto unexplored dynamic of wakon yōsai. The result 

is a more intricate, yet empirically less problematic, picture in which politics and economics 

appear to both mingle and collide, producing both new policy problems and new solutions for 

dealing with these problems. 

Planning, centred on the acquisition of technology and knowledge, necessarily 

included an understanding of financial technology, in order that Japan could further its 

economic growth and development. We have shown that for Japan, as a late developing 

country, the significance of Japan's adoption of the gold standard was that it allowed the 

large-scale import of foreign capital for modernisation through industrialisation, the conduct 

of large-scale war, and the pursuit of empire.  These were goals for autonomy that could only 
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be achieved at the cost of dependence on what it was competing against: Western 

technological, political, and financial superiority. 

Notes 
1See Bytheway (2005). 
2After the famous Principles of Promoting the Industries (shokusan kōgyō ni kan suru kengi) 

by Ōkubo Toshimichi. For the full text version, see Nakamura et al., (2000). 
3With a focus on financial and monetary institutions: Ferber, 2002 ; Hanashiro, 1999; 

Miyajima et al., 2001; Yoshino, 1977. 
4Mentioned in Tamaki, 1988; 1995. 
5Japan’s total expenditure for the Russo-Japanese War was 1,639,267,194 yen (Ono, 1922). 
6Prior to the First World War, 85.9% of company loans were associated with the IBJ, while 

only 42.9% of company loans were associated with the IBJ in the inter-war period. 

 

 

 

「和魂洋才」のダイナミックス：明治期日本における財政政策の矛盾と挑戦 

 

要約：本稿では、近代日本の政治経済が、西洋の経済学的文脈によって十分に理解
されていないことを明らかにする。とくに「従属を通しての財政的な自治」という

一見矛盾している政策は、西洋強大国で「追いつけ」という社会的ダーウィニズム

の自然的結果として理解されなければなりません。著者は、途上国としての日本に
とって金本位制の採用が、近代化や戦争や帝国や体制維持のために行われた大規模

な外貨輸入を可能にするうえで、いかに重要であったかを説明いたします。 
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