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Dissertation Abstract

Govemmenﬂbusiness relations in postwar Japan have received a considerable amount of
attention, as also the often associated scandals and back room dealing in Japan have been a
recurrent and topical issué in academic circles and the popular press. Yet, despite this attention,
scholarly and otherwise, much less research has been undertaken on these issues in Japan before
the Pacific War. It is within this context that my Ph.D. dissertation “Politico-business relations
in Taisho and early Showa Japan: An Examination of the Amalgamation of the Iron and Steel
Industry, 1916-1934” is set. Employing the detailed records of the shingikai or, Councils of
Deliberation, discussions between business and government are traced to determine, in the first
instance, the success of business in realizing its aims. These findings are located within the
larger conceptual framework of the overt and covert interaction between government and
business in policy formulation. An important historical perspective is therefore offered by the
thesis in examining this case study, providing analysis of the historical continuum frequently

left out in assessments by commentators on today’s situation.

The findings are that the shingikai forum was perceived by business as a place its views could
be expressed and an opportunity to influence policy outcomes. The factors which determined
the extent to which business could realize its goals were, among others, the political and
economic circumstances in which the actors found themselves. Evidence indicates that business
viewed itself as an independent actor in its negotiations with government. As both government
and business were important stakeholders in the iron and steel industry, their interests did not
always coincide which was observed, at least in one instance, to have led to heated debates and
the amendment of the bill at hand. This finding challenges the prevailing view in the literature

that the shingikai was co-opted by government to achieve its own policy ends.
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Chapter1: Introduction’

1. Preamble

How we see politico-business relations in Japan today is largely a product of the
literature on economic policy formulation and its related literature on the explanations for
Japan’s post-war success. These works, largely by omission, cast the relationship between
government and business as covert. In turn, it is suggested here, this perception has contributed
to shaping how we see the relationship in the pre-war periéd. Furthermore, the paucity of the
literature on the Taisho (1912-1926) period and early Showa (1926-1989) years in general, and
specifically on the government-business relationship, serves the ends of speculation. That is, as
we know so little of how the pre-war relationship worked, we easily slip into assuming that it
operated in similar ways to those we see occurring in the post-war politico-business interaction.

This thesis aims to address this perspective that sees the interaction of government and
business as covert. The following sections will attempt to make clear through empirical
examination of the historical evidence the point that our perception of how things operate has
been greatly shaped in recent times by the dominant explan#tory paradigrh of post-war politico-

business relations. The process of policy making can be long and varied, and at a number of

! The “Chicago 14™ A”style of footnoting is used in this thesis.



junctures business may have an opportunity to interact with government. One important nexus
point along this chain of events are the meetings of the shingikai, or Councils of Deliberation,
where govémmeht, business, ac_:ademics and others may sit and discuss matters of mutual
concern. This open and legally enshrined forum then provides here the opportunity to consider
the above mentioned perceptions of government and business interaction. The intention is not
specifically to challenge the arguments made by authors that use this framework in
understanding post-war economic development but rather to observe and comment on politico-

business relations operating in the open forum of the shingikai.

2. How the literature views post-war politico-business relations

It can be fairly claimed that Japan's post-war economic development was remarkable. Japan
rose from the ashes of World War II to a mature, world economy in a handful of decades.
Though perhaps recent economic troubles have made this example less compelling, the need to
understand how Japan achieved this has not diminished. Explanations abound on the matter, a
central component among them being the issue of economic policy formulation and its
implementation. The thrust of the debates has been less over the efficacy of set economic

objectives, and more how they were arrived at and how they were implemented. Underpinning



this literature is the issue of the working relationship of government and business. Although
there is not a consensus among scholars about how the two sides wofk together, the extent of
the attention that the issue draws suggests that a better understanding is important. There are
\seyeral reasons why greater plarity ip undgrstanding politico-.bus.inefss rclations in Jai)an is wprth |
pursuing, not least of which is its relationship to economic policy formulation. Though some
scholarship has questioned the useful impact of dirigiste policy on economic growth, few
developing nations would leave all to the invisible hand. This is not to suggest that, given
Japan's economic success, it offers a model to be emulated and certainly not one to be exported
in unadulterated form - the factors that shape a country's experience and dictate its
circumstances are unlikely to be found exactly the same elsewhere. However, regardless of
success or failure, understanding the experience of one country may be valuable to another.
Views vary on whether the close proximity of business to government in Japan is good
or not. At one end of the spectrum, it has been identified by some authors as part of the
explanation for Japan's economic miracle and, at the other end, it is has been seen as stifling
growth, not to mention its being lambasted as unfair by world trade bodies. Central to many of
these arguments, regardless of where they are on the spectrum, is their characterisation of the
relationship as closed and hidden from public view. Ironically, contributing to this perception

are views on one particular institutional organ, aimed, ostensibly at least, at providing both an



open discussion forum for government, business and others, as well transparency in the political
decision making process. The shingikai are seen by some as part of the means by which the
‘real’ decision making process shrouds itself. This observation applies both to the post-war
councils, arid, by implication, to their pre-war progenitors. As will be ‘dis‘cussed later, this view
is not universally held, but has proved persuasive.

It is generally perceived that in Japan, government and business have worked closely
together in the building of the nation, and that this relationship well antedates what is called the
period of modern Japan, that is, from 1868 to present. Throughout this modern period, when
raised in scholarly or journalistic pieces alike, this relationship is often characterised as covert
either by explicit statement or by elliptical reference. In the Japanese press, scandals frequently
find themselves splashed on the front page and we nod to this as being how the ‘real’ Japan
works. Scholarly works at the micro and macro levels have brought us closer to understanding
how Japan operates, which we assume to be one of the keys to how it achieved its post-war
economic success. However, the spectacular scandals poignantly remind us on which side of the
black curtain we stand. What transpires in the tea rooms of Ginza is not for us to know and we
are left with the lingering feeling that that is where decisions are made. Ironically, though, it
should come as no surprise that in countries where there is more limited economic complexity

and the number of actors small, as in the case of early developing Japan, relations between those



who make decisions and those whose interests are at stake are close.” Their proximity, of
course, has varied over time according to circumstances, and there have been shifts in the
prominence of actors, but this, too, is to be expected. So, in this sense, a close relationship
between business and goyerpment in dgveloping J gpan should not be considered unique.
Similarly, the post-war reconstruction of Japan was an imperative, and to continue former '
modes of interaction was natural, if not also 'expedient. Indeed, were the opposite to be true, that
is, ties to be loose and relations cool, there would perhaps be greater reason to wonder.
Notwithstanding these arguments, it is not a clear cut case that all is covert when speaking of
politico-business relations and reflection on this in terms of the development of the country
deserves due consideration.

In the post-war period, the degree to which the methods of interaction of business and
government has been treated in both business history and political history has been limited. In
the literature on political economy, this relationship has gained greater expression but it is
predominately written from the government perspective. In general, and this applies for the
whole of modern Japanese history, business has tended to be handled as a research topic unto

itself or, when included in the literature that embraces a more multi-faceted approach, the

2Gerschenkron provides an explanatory framework for industrialising nations which observes that
government and business may be in close proximity in the early stages of development. SeeAlexander
Gerschenkron, Economic Backwardness in Historical Perspective: A Book of Essays (Cambridge:
Harvard University Press, 1962). This issue has also been taken up by institutionalists, for example D.C.
North in Institutions, Institutional Change, and Economic Performance, (Cambridge: Cambridge
University Press, 1990).



business factor is only included in so far as it may complete the explanation. Knowing how
business achieves its ends is not the issue. Furthermore, when politico-business conduits are
addressed, this is typically handled superficially. The objective is rarely to explore how
inﬂueqce was gxercised, but rather its resglts. This exercise is oﬁen dgscribed only in so far as
to allude to the policy objectives of a trade association, for example, and in the next line
describe how government modified its stance following lobbying. The connection is implied,
and the reader is left to assume that fruitful, behind-the-scenes discussions had occurred. In
short, the politico-business relationship has been seen in the order in which these words -
politics and business - appear. Research has been pursued from the top down, so to speak, and
the details of the interaction largely left unsaid.

The prime question that underpins the research agenda in post-war Japanese economic
history is “How did Japan do it?”. The contending analyses differ according to the way they
bring together the main actors - the bureaucracy, politicians and business - and, according to
some accounts, the role of the market as well. Since the early 1980s, this tripodal conﬁguratiqn
qf actors has come to the fore with the seminal work of Chalmers Johnson entitled MITI and the
Japanese Miracle: The Growth of Industfial Policy, 1925 — 19735, which, with regards to Japan,

has given common coinage to the term ‘developmental state’. Earlier reference to this

* Bai Gao, Economic Ideolbgy and Japanese Industrial Policy: Developmentalism from 1931 to 1965
(New York: Cambridge University Pres, 1997), 7. Chalmers Johnson, Miti and the Japanese Miracle: The
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configuration can be found in Yanaga’s Big Business in Japanese Politics. With regards to the
relative importance of these actors, Yanaga is decidedly on the side of business: “In terms of
economic policies, it is easy to conclude that organised business rules supremg.”" Such has been
the impact qf Johnsqn’s work that approximqtely a decade after its publicatioq, one scholar
viewed the state of the literature as follows: “The current prevailing conception of Japan, in both
academic literature and the popular view, is of Japan as technocracy, ruled by a select group of
bureaucrats motivated primarily by efficiency and by economic, rather than political concerns.”
Johnson argued that the successful resurrection of the Japanese economy was achieved by the
guiding hand of the Ministry of International Trade and Industry (MITI), which ski]fully
fostered the gfowth of select industries and re-channelled the resources of sunset ones. Business
was seen less in terms of its own initiative but rather as the engine for economic growth
conducted by MITI. Johnson devoted considerable space to leading the reader through the
evolution of the bureaucratic-business relationship. Commencing with the formation of the
Ministry of commerce and Industry in 1926,% he demonstrated that it was through a painful trial

and error process that a number of different styles of accommodation were employed before an

Growth of Industrial Policy, 1925-1975 (Stanford: Stanford University Press, 1982).

* Chitoshi Yanaga, Big Business in Japanese Politics (New Haven: Yale University Press, 1968), 28.

3 Kent E. Calder, Crisis and Compensation: Public Policy and Political Stability in Japan (Princeton:
Princeton University Press, 1988), 22

¢ The Ministry of Commerce and Industry was formed from the division of the former Ministry of
Agriculture and Commerce into two new ministries, namely Agriculture and Forestry and, Commerce and
Industry.



acceptable arrangement was reached. Prior to the 1930s, ‘self-control’ was employed where “the
state licenses private enterprise to achieve developmental goals.”” An example of this was state-
sponsored cartels where the running of the show was left to the enterprises. Following this .was
‘state control’ which “refers to the attempt to separate management from owngrship and to put
management under state supervision. It was typically the form of the relationship preferred by
the ‘reform’ (or ‘control’) bureaucrats of the late 1930s and the whole state bureaucracy during

postwar reconstruction and the early stages of high-speed growth.”®

The third was a synthe;is of
the two; ‘public-private cooperation’ “leaves ownership and management in private hands...
while it affords the stéte much greater degrees of social goal-setting and influence over private
discussion than under self-control.”

Johnson pointed out that the ‘public-private cooperation’ mode was not unique to Japan.
In essence “The so-called military-industrial complex in the United States, to the extent that it
identifies an economic relationship and is not merely a political epithet, refers to the same
thing.”'® However, the extent to which this relationship was found in the economy of the United

States in comparison to Japan is distinctly different. It was “thought by Americans to be

exceptional, whereas it was the norm for Japan’s leading industrial sectors during high-speed

7 Johnson, Miti and the Japanese Miracle: The Growth of Industrial Policy, 1925-1975, 310.
8 yp -
Ibid.
? Ibid., 311.
' Ibid.



growth.”"! The reasons for this were at the nub of why Johnslon claimed that the contemporary
politico-business relationship could be characterised primarily as covert and one that opérated
along informal lines.

Both busiqess leaders and thf: bureaucracy, he argued, strove tq create a co-operative
rapport with the aim of facilitating communication. It would appear that maintaining a positive
personal relationéhip and extensive network of contacts was considered in Japan to be of greater
priority than concerns for maintaining an open democratic policy making process. This is not to
say, though, that the relationship has always been an easy one, but rather that it was; seen as
central to the developmental state approach.'? This ‘problem’ to which Johnson referred was the
striking of a balance between control and latitude of action. “Industry is quite willing to receive
governmental assistance, but it does not like government orders... [while] Government is often
frustrated by the excessive competition and preemptive investment of industries it is trying to
foster....”"

On one level there is a natural affinity between the leaders of business and

government, Johnson argued. In the first instance, those who led Japan through the high growth

period all experienced the war and the hardships during its aftermath.' A high proportion of

" Ibid., 312.

12 1bid., 309-10.
B 1bid., 312.

" Ibid., 70.



bureaucrats and industrial leaders had a common educational background (for instance Tokyo
University’s law faculty) which helps shape a common outlook and facilitates the establishment
of personal networks. Beyond this, there was “an extensive cross-penetration of elites because
of early retirement from government service and reemployment in big business....”"’
Amakudari, literally translated as descent from heaven, is an entrenched practice among
bureaucrats where, at their forced retirement age of 55, they are located in key positions in
industry and elsewhere. “Preferential access to the government for the strategic industries in
Japan is not an unintended consequence of the developmental state; it is in fact an objective of
the developmental state. This is the true significance of amakudari”'® Johnson argued. Finally,
there is the institution of ‘administrative guidance’ which played a prominent part in MITI’s
practice of directional control, though one could also mention exchange postings between this
ministry and industry. Although not based on any explicit law, the authority of administrative
guidance comes from the laws that established the ministries which allowed them to “issue
directives (shiji), requests (yobo), warnings (keikoku), suggestions (kankoku), and
encouragements (kansho) to the enterprises or clients within a particular ministry’s

jurisdiction.”"” The exercise of this is done on a personal basis that facilitates private discussion.

It may be assumed that efforts were made to harmonize interests within the aims of the

5 Ibid., 312.
16 Ibid., 71.
7 Ibid., 265.
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bureaucracy, though this did not always assure the compliance of business.

One implication of this argument is that the extent to which co-operation has been
achieved should not be seen as a cultural given. As has been seen, different modes of interaction
were tried, each located ip diffgrent hist.o;ical settings. The well-functioning of the |
developmental state is based on the perspicacity of MITI to foster industry and business’s
vigorous implementation of MITI’s directions. Both sides of tﬁe equation are important. Never
easy to keep on track, a co-operative relationship, at heart, was necessary in order for success.
The post-war relationship is the product of past attempts. Both sides have sought economic
recovery, with neither side accepting of domination by the other. Conversely, in the post-war
period, neither side could have controlled the other. Both sides had sufficient strength that
riding roughshod over the other, even if it were seen as appropriate behaviour, was not possible.
The delicate balance of affording latitude of action while retaining sufficient control to guide
industry was not a matter left to open round table discussions, Johnson’s argument would haye
us accept.

Johnson’s work has been important in terms of shaping views on how things work in
Japan. He presented a historically detailed and forceful framework for understanding how the
various components in the policy making process come together and an explanation for Japan’s

economic success. He placed this laurel squarely on the head of MITI, characterising Japan as a

11



strong state and cogent eéonomic policy formulation and implementation as central to its
economic development. In recent years, serious objections have been made to his thesis which
challenge his statist approach, fhough Johnson still maintains that govemmént has an impoﬁmt
role to play in economic deyelopment, gs do chers as well‘.18 Among the .contending works,
David Friedman’s The Misunderstood Miracle: Industrial Development and Political Change in
Japan presents a refutation of MITI’s central role in efficaciously promoting economic
development. He asserts that the dynamism of the Japanese economy stems from the rapid

growth of small to medium sized enterprises and their flexible manufacturing approach. This, he

claims, accounts for Japan’s high-speed growth.

Japanese manufacturing growth resulted, I believe, from the dramatic expansion of
smaller producers throughout the nation’s economy. Special circumstances in Japan... enabled
smaller-scale producers to implement more flexible manufacturing strategies than those which
were possible for firms that pursued mass production alone. The result was to enhance the
ability of Japanese manufacturers to adopt extensive, continuous product changes more easily
than producers in other countries....Consequently, my argument takes odds with the

conventional interpretation of Japan’s economic success and its policy implications.'’

In stark contrast to the developmental state thesis, Friedman asserts that in at least one
important industry MITI was particularly ineffective in its attempts to direct the economy, its

guidance was in fact not heeded and that the Japanese state was decidedly weak.

** In 1995, Johnson published a further work which was essentially a compendium of essays that had
appeared separately elsewhere. In effect, this work stands as Johnson’s re-iteration of the correctness of
his position. Chalmers Johnson, Japan: Who Governs? The Rise of the Developmental State (New York:
W.W. Norton & Company, 1995).

' David Friedman, The Misunderstood Miracle: Industrial Development and Political Change in Japan
(Ithaca: Cornell University Press, 1988), 1.
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Though the bureaucratic regulation thesis contends that Japanese indusfry was guided by a
“strong state,” the machine tool industry exhibits an unbroken record of policy features dating
from the late 1920s. From the Depression to the present there is not one example of the
adoption, let alone the success, of a MITI or an MCI initiative. If we think of a strong state as
one that sets goals then manipulates financial and other incentives to achieve them, Japan
appears to be extremely weak: the government was forced to provide resources but could not

insist that its goals be met in exchange.”

In short, Friedman turns the developmental state paradigm on its head.?! Where co-operation
between big business and MITI carried the day for Johnson, Friedman does not deny interaction
but, in the case of his examination — the machine tool industry — at least, the relationship is seen
as much less harmonious; when policy suited both sides, co-operation was forthcoming,
however, in times of interest conflict, the industry was not chary of opposition. During a period
of considerable strain for the industry during the 1960s, MITI urged consolidation but its
recommendation was not received favourably. As one president of a major machinery
manufacturer put it: “’They told us to form into larger companies. We told them ‘the hell with
that’ andArefused.’”22 On the issue of the conduit through which interaction occurred, Friedman
is less specific. In the main, exchanges are seen between the industry’s representative body, or

gyokai, and MITI, with little reference to individuals. The assumption is that discussions

20 .

Ibid., 125,
2! 1t should be noted that Friedman also challenges the thesis that “Japanese development was the result
mainly of market forces... [where] government activity provided at most a favorable environment for
industrial expansion by manufacturers who were responding primarily to market cues.” Ibid., 3. This

gosition is closer to his own but one which he holds is incomplete.
2 Ibid., 100.
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transpired behind closed doors, though there were exceptions.”

This emphasis of interaction through the conduit of representative groups or trade
associations and government® is found as well in Ronald Dore’s Flexible Rigidities: Industrial
Policy and Structural Adjustment in the Japanese Economy 1970-80. In line with‘Johnson, Dore |
sees the history of Japan since 1870 as strong evidence for the argument of the development
state.” The ‘management’ of the economy is seen as something that is regularly monitored
through discussions between bureaucrats and industry with politicians viewed as little more than
ratifiers in the policy making process. Interconnectivity is stressed between representatives of

trade associations and the ministries beyond levels typically found in the west.

The role of the politicians in the making of economic policy becomes, then, largely one of
ratifying rather than shaping the consensus which emerges from the — very open and public —
debates between the main ‘organized interests’. In the matter of month-to-month ‘conjunctural’
management of the economy, the main ‘organized interests’ are the Ministry of Finance, the

Bank of Japan and what is known as ‘zaikai’.”®

The term zaikai literally means financial circle. Dore wishes to stress the cohesiveness of the

Japanese configuration as a factor that contributes to economic success. “One condition for that

2 One example is the first post war White Paper which was published by the gyokai and “set a precedent
whereby industry itself signaled appropriate policy for the bureaucracy to act upon.” Refinements of the
original proposal were made in “liaison discussion groups between gyokai members and bureau
representatives; occasionally, academics or other ‘neutral’ parties attend these discussions.” Ibid., 76.

? Though dated and superseded by other works, Yanaga provides a useful outline of the various kinds of
business groups and how they might seek to influence policy making. Yanaga, Big Business in Japanese
Politics, 41-62. :

 Ronald Dore, Flexible Rigidities: Industrial Policy and Structural Adjustment in the Japanese Economy
1970-80 (London: The Athlone Press, 1986), 25.

% Ibid., 23.
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recipe to work is that the gains from trust and co-operation — the elimination of a lot of time-
wasting intransigence and unpredictability and fear of cheating from market bargaining
relations, especially labour relations — should compensate for the reduction in the spur of
competition.””’

Kent Calder in Crisis and Compensation: Public Policy and Political Stability in Japan,
1949-1986, suggests that this close proximity, at least in part, stems from financial
considerations occurring in economic development. High-speed growth demands high capital
investment particularly in the case of heavy industry. As debt-equity ratios increase, the stake in
success shared by both lender and borrower rises as well “which ’welded state and industrial
society into ever more intimate interdependence.”?® Calder’s objective, though, is to
“understand the processes of Japanese public policy formation rather than to comprehend the
Japanese growth process or its implications for their own sake.”? He observes a pattern of
accommodation between government and its opponents (intraparty and interparty) at points of
impending crisis when, for example, an “administration’s tenure in office is perceived to be

severely threatened or internal political unrest seriously impairs its international credibility.”°

Once this juxicture is passed, a lull follows in policy formulation, only to shift into higher gear

%7 Ibid., 250.
2 Calder, Crisis and Compensation: Public Policy and Political Stability in Japan, 442.
29 . .
Ibid., 467.
* Ibid., 25.
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when instability threatens again. Thus, the “central political force driving policy transformation
in Japan between 1949 and 1986 was the crisis and compensation dynamic....”*' At these crisis
points, there is a plurality of influences that jockey for position in order to realise specific aims.
In an effort to tegain stability, bureaucracy and big business tend to bg acquiescent. The process

of negotiation and accommodation is removed from public scrutiny.

The road from crisis to compensation, in short, has led through pluralism and rivalry among the
Japanese elite, albeit often behind closed doors, combined with a transcendent consensus on the
importance of political stability. In the face of crisis, interest groups, mass media, and
legislative pressures on a fragmented conservative ruling party have given strong momentum to
proposals for welfare-oriented change, which both technocratic and business elites have been

disposed to accept in the interest of political stability.*

The implication again is that big business and the bureaucracy are closely aligned and operate
largely behind closed doors.

In shaping post-war views on government and business relations in' Japan, Johnson’s
work is of critical importance. Though it has been received critically by some, the fact that
hardly a work since its publication on the matter can avoid its mention underscores this point.
Many authors since then have adopted Johnson’s work as a point of departure and sought either
to draw attention to its weaknesses and provide a more nuanced understanding of the inner

dynamics of the developmental state, or to reject its conclusions and provide alternate

3 Ibid., 443.
32 Ibid., 192.
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explanations. How we will come to see the‘ model of the developmental state in future years is
speculative but it is safe to argue that Johnson’s work has left us thinking of the Japanese
success as based on a particular configuration of co-operation between the bureaucracy and
business thgt is diffgrent from elsewherg. Thg issue here is not whether Johnson has got it‘ right
but rather to demonstrate that Johnson’s work has been a dominant force in recent years in
shaping our perception of politico-business interaction.

The economic success of post-war Japan is thus widely seen to be linked to the effective
co-ordination of business and government interests. It is both implied and stated explicitly in the
literature that this co-ordination was behind closed doors. These views on how government and
business operate, however, were formed in the period of post-war economic success. In terms of
economic policy, though, the economic circumstances in which actors find themselves may very
well shape or at least play a role in determining an actor's bargaining position. In contrast to the
post-war period (1950s — 1980s), the Taisho and early Showa periods bracketed a much more
varied pattern of economic development. The war years saw a boom, followed by a dramatic
economic decline, and government’s approach to the management of the economy shifted
dramatically. This suggests in turn that how business approached government may have varied
in accordance with the changing economic conditions. An examination of the Taishd and early

Showa period shingikai, then, may offer a vista into understanding not only the question of
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bureaucratic dominance but also whether business and government interaction changed with
changing economic conditions.

It will be suggested in this thesis that during the initial years after the Meiji Restoration,
there was a shivﬂ from the predominant reliance on informal, personal channels of
communication between business and government to the formal venue, the shingikai, for their
interaction. This shift can be explained as a function of changing social, political and economic
circumstances. The aim of placing the shingikai in this framework is to see the appearance of
this forum as something that springs from nation building, and in turn to con-sider politico-
business relations as a function of shifting circumstances. It should be emphasised that this
thesis does not attempt to analyse the shingikai as a means of feducing transaction costs, or to
partake in the discussions on corruption and the impact of the institutionalisation of politico-
business interaction on economic growth. Notwithstanding the possible fruitfulness of this
avenue of inquiry, the necessity to formulate a plausible counterfactual may be a problem.
However, it may be suggested that an understanding of this shift from the informal to the formal
channel of communication, and analysis of whether the shingikai was a meaningfully exercised
forum, would aid such research on transaction costs. Little is known of how government and
business interacted in this period and, in this sense, this work may usefully serve to later

facilitate this line of research.
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This work is at once economic history, in that the principal explanatory framework is
derived from contemporary economic conditions; it is also political history, in that many of the
actors were political figures and the political fluidity of the time contributed to shaping
govomment and business interaction; but it is also importantly cultqral m its methodology.
Risking stating the obvious, the manner in which government and business interact is a function
of economic, political and cultural factors. This thesis then is one that straddles a number of
academic fields. The specific aim of this thesis is therefore to examine the influence that
business exerted in shaping decisions or recommendations that arose in the context of shingikai
deliberations. This will con‘tribute to our present limited knowledge of how business and.
government operated in this period, much of which is presontly based on conjecture. Before a
framework for understanding politico-business relations in early industrial Japan can be
established, a body of detailed empirical work is needed. Once this critical mass has been
reached, a keen eye may discern a pattern and so bring our understanding to a higher level. To
this end, this work will hopefully be of service. Associated with this objective is the more
specific issue of the shingikai. Even less is known of this institution in this period than of
politico-business relations in general. Debate continues over post-war councils, and
extrapolations from this are made about those of the pre-war, but on the basis of sparse

evidence. The thesis therefore also seeks to increase our knowledge of the pre-war shingikai.
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Finally, on the more general level is the issue of the relationship between covert
politico-business interaction and Japan’s economic development. The assumption has been that
a lot of the decisions on how post-war economic policy have been made and the discussions on
how to realise these aims occurred behind closed doors. Business was paﬁy to ‘this and,
according to some, shaped outcomes. The implication is that, try as we may, we will ultimately
never know exactly how the post-war success was achieved. Moreover, in terms of providing
guidance for developing nations, we are left with the assumption that the covert approach was a
positive contributing factor in Japan’s success. By looking at the converse, that is, the overt
formal venue of the shingikai, some light may be shed on the merits of this assumption. This is
not to imply that understanding Taishd interaction will explain how it happened in the post-war
period. While the literature provides us a historical perspective for the covert side of politico-
business relations, there is a paucity of works to provide us with a similar historical perspective
on the overt relationship between these actors. In other words, the current state of the literature
presents us with an unbalanced rendering of how politics and business operated. The
implication of this is that how we understand economic policy formulation in Japan, in the
contemporary and historical settings, may suffer from this one-sided perspective. Were the co-
ordination of business and government interests seen to have transpired in both formall and

informal settings and the relative importance of one over the other to have varied according to
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the prevailing political, economic and social conditions, our views on how Japan operates would
undergo change. Herein this thesis may be useful by helping illuminate how the formal
economic policy making process occurred during Japan’s first steps in industrialisation.

It is also hypothesised that the relationship between govemmeﬂt and business changed
during the period of discussioné according to changes in economic circumstances. It will be
shown how the bargaining position of business was shaped by a number of different factors,
including prosperity and depression, the number of actors in an industry and their aggregate
stake hold relative to that of government. When times were good, business was more willing to
put up a fight to achieve its ends but when financial collapse was rife, the tune was very
different. The implication of this examination is that if the shingikai are seen not to be a locus
where business and government held meaningful discussions, then this will lend credence to the
claim that co-ordination of interests occurred behind closed doors. Depending on the findings, it
may, or may not, also reinforce the argument that the council meetings were orchestrated by the
bureaucracy. If the shingikai were seen to provide a forum where both sides believed that
meaningful discussions could be held, then this will challenge the claim that this forum was
manipulated by the bureaucracy to serve its own ends. If the nature of politico—business relations
is seen to have been circumstantially based, it may suggest that the institutions of Japan's post-

war economic development need to be seen in part in the context of its prosperity. In other
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words, assertions that claim a priori that government and business work well together and
therefore have contributed to Japan's success can be turned on their head. This is not to suggest
that either order of causality is more correct, but to draw attention to the circumstantiality of
poliﬁco—business relations.

For the purposes of this thesis gc-;vemment is seen as including both bureaucrats and
politicians. The economic policy making process in Japan, whether it be of the pre- or post-war
periods, has been largely divided between three main groups of actors, namély politicians,
bureaucrats and businessmen. The military were included as well during the years surrounding
the war. On both the conceptual level and the individual case by case scenario, how they
interacted to create policy and its implementation is problematic. In both the period of the post-
war and that which is under consideration here, the bulk of the historical literature has focussed
on the relationship between politicians and bureaucrats, with scholars debating the
predominance of the one over the other. There is perhaps greater consensus that in the early
decades after the Restoration, it was the bureaucracy which held sway but for the post-war
period the divide between opinions is more marked. Overall, it is safe to characterise the
relationship as complex, and not one that can be justly handled merely in passing.

How the zaikai, or business world, fits in is even less known.” What is intended here is

33 For further details see Matsuura Masataka, "Zaisei Sewagyd' to Keizai Shisutemu No Kiki: Senzen
Nihon 'Zaikai' No Keisei to Soshikika," in Hokkaido Daigaku Hogakubu Raiburari - 3: Joho to Chitsujo
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to examine the extent to which business sought to exercise influence through a particular forum,
the shingikai. This forum was composed of representatives from all three sectors. Looking from
the perspective of the businessmen sitting at the discussion table, their concern was to realise
their owp epds by convincing the others of their case. When they exprgssed their opinions, it
was directed to all convened members without discriminating between bureaucrat and politician.
All members had equal say and it will be suggested that whatever predominance bureaucrats
may have had over politicians, or vice versa, was not apparent. To deal with those aspects of the
policy formulation process that deal with the interaction of bureaucracy and politicians is
therefore beyond the scope of this thesis.

The councils offer an avenue for exploring the politico-business relationship, but there
remains the further methodological question of selecting a case study on which to focus. There
were a number of industries or issues that might have equally acted as a vehicle for
examination, but the choice has been closely related to the possibilities of pursuing in-depth
analysis. There was at the outset the possibility of covering shingikai deliberations on a number
of different industries or issues. This would have limited analySis to key documents and the
focus to the results of deliberations as a yardstick to evaluate business success. Alternatively,

one industry could be selected. This would mean a trawl through the records, seeking to draw

to Nettowaku, ed. Tamura Yoshiyuki (Hokkaidé Daigaku Tosho Kankokai, 1999).
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from the minutiae to bring to light the process of decision making. In the first instance, the
evaluation of success would tend to be broader based, but analysis would tend to be constrained
to juxtaposing initial goals and outcomes, and comparing th.e two. The weaknesses of the
second, single industry-based approach is that any conclusions drawn would derive from the
analysis of only one industry. General statements about how business operated in other
industries might be risky, as would overarching conclusions relating to politico-business
relations in the Taisho and early Shc’)wé periods. However, restricting analysis to one case study
avails the historian of the opportunity to walk as closely as the records will permit along the
path that led to a decision. In turn, the path becomes a focus of concern and affords glimpses of
the dynamic of the interaction of the two sides. Here, the process based approach has been
selected. The aim is to provide a study of the interaction of business and government in the
process of a particular industry’s seeking to exercise its influence over matters of mutual
concern. The issue chosen here through which to examine how business sought to exercise the
shingikai forum in seeking its aims is the amalgamation process of the iron and steel industry
that ran between 1916 and 1934,

Within the rubric of the amalgamation of the iron and steel industry, there are a number
of issues which have been selected that run through the cburse of this 18-year process. The

focus of analysis thus becomes not only the process of the decision making but also what was
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said by business and government about these specific issues. Among the numerous issues that
were raised in the discussions during the duration of the amalgamation process, the following
have been highlighted in this thesis: 1) the conflict of intgrest between pig iron and steel .
producers; 2) the awareness of the vulnerability of small producers and their resulting need for
protection under a tariff regime or zaibatsu umbrella; 3) the growing international awareness of
industry. These themes will be addressed in the following chapters. At one level, the content of
the discussions is not only an indication of what concerned the participants but also in itself
reveals the importance of the shingikai forum as perceived by its members. The fact that
businessmen took the trouble to raise issues and advance their views, suggests that they
perceived the forum to be one where gains might be realized. A topic might be brought up at an
early point in a discussion, fall by the wayside, only to re-emerge later for a moment and then
be passed over for something else. This pattern could repeat itself in discussions sustained over
several days or longer and, though each instance of the discussion might amount to little, when
assembled together they might say much about the concerns of industry or government. More
obvious to detect than these patterns are the instances where prolonged exchanges occurred
focussing on one particular topic. Apart from what is specifically vstated, the fact that members
would dwell on any one given topic is significant in itself.

What is critical in these observations of pattern or sustained discussion is the issue of -

25



friction. Regardless of the issue, what was sought was the identification of the points where a
clash occurred between government and business. Arguments and conflict can bcAscen as
evidence of a difference of interests, which suggested that aims or expectations were being
challenged. On the other hand, the‘ absence of conflict did npt negessa(ily mean that hopes were
being realised. Such as absence of conﬂic;t might be interpreted,' for example, as meaning that
there was no need to argue as fruitful discussion held in informal settings may have been
running in parallel. Ultimately, regardless of the discernible presence or absence of friction,
substantiation of the claims made here will be established through contextualization of the
debates. The components of the explanatory framework will be drawn from the historical setting
which, broadly speaking, will be primarily located in the economic and political context of the
time. The content of the discussions themselves will provide the guidelines for this framework.

The identification and interpretation of friction points in historical recor‘ds isa
subjective task and one that is complicated by linguistic uncertainties.*® This observation holds
true in the case of the Japanese language. Indeed, as a very germane case in point, the Kojien
dictionary defines “8%” as “Fe” from the Periodic Table®, indicating that it is neither pig iron or
steel but rather the constituent element from which these two prodﬁcts are made. The

explanation for the ideogram “8%” provided by The Modern Reader’s Japanese-English

34 These linguistic ambiguities have been confirmed with Japanese speakers and a Japanese scholar.
33 Shinmura Izury, ed., Kgjien (Tokyo: Iwanami, 1991), 1763.
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Character Dictionary (Nelson) is “iron and steel”.* When the ideogram is used in combination
with other characters, typically it was clear in the documents whether “iron” or “steel” is being
referred to. In the case of “iron”, the combination “$£&%” or pig iron, is frequently used and, in
the case of “steel”, “8fi#%” is typically found. Though the usage of “B4%f” in the records was, in
* the main, clear, the translation of the combination “848%” was frequently problematic. As seen
in the documents, the authors’ intended meaning may have been either the manufacture of pig
iron or steel. One suggested reason for this vagary stems from the fact that “8%” refers to “Fe”
and in combination with the ideogram “84”, refers to the idea of using Fe in a manufacturing
process but not the product itself. A further reason may be seen in the definition of “®2£%”. The

entry for “B4#%” in the Kgjien is as follows:

#€% The refinement of iron ore and the making of iron or steel material (8k$4). Normally,

ﬁsing a blast furnace, the process of making pig iron.”’

This uncertainty is also reflected in the literal reading of these characters provided by Nelson:

9538

the English equivalent is “iron manufacture™ which means, strictly speaking, neither the

production of pig iron or steel. This is further complicated by the case of the combination

“@%Fﬁ”.

36 Andrew Nathaniel Nelson, The Modern Reader's Japanese-English Character Dictionary, 2nd ed.
(Tokyo: Tuttle, 1990), 910.

37 Shinmura Izuru, ed., Kojien, 1763.

38 Nelson, The Modern Reader's Japanese-English Character Dictionary, 809.
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#IEXFT  Place where “H£%” is made. In many cases, not only “8U8%” [is made in this place]

but also a place that has steel manufacture, ingots, rolling etc. Integrated works.*

In the records used here, “S4X7T was mainly used tg mean Yawata, the govgrnmept—
owned integrated iron and steel works. However, as we can see this definition does allow
for uncertainty in interpretation. Given that this dissertation is on the amalgamation of the
iron and steel industry, the interpretation of these linguistic vagaries can be crucial to our
understanding of the authors’ intended meaning and, in turn, our analysis. When such
uncertainties arose, the context of the passage in which the ideogram or combination of
characters was located was relied upon. In some instances, the entire passage is provided in
translation to make clear the reasons for the interpretation. A further language related point
to be made is that in this thesis the Japanese equivalent of the names, institutions, select
committee names and reports is provided in Appendix 1. In the body of the thesis, the
names of records of the shingikai meetings are provided in abridged form and their

complete titles are provided in Japanese in Appendix 2.

39 Shinmura Izuru, ed., Kdjien, 1763.
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3. Survey of pre-war government-business relations: historical legacy, political merchants

and zaibatsu

In the introduction to Managing Indu;trial »Enterprise: Casgs from Japan 's Prewar |
Experience, William Wray states that “A new direction has emerged in the past half-decade in
Westerﬁ writings on Japanese economic history. This development falls under the rubric of
“business history” or “industrial history™ and is a clear departure from the Marxist
interpretation of Japan’s economic development that was previously dominant in Japanese
historiography. Where the Marxist perspective tended to portray the business and government
relationship in monolithic fashion, this has given way to a perhaps more varied view on how
they operate together. Wray indicates that this has been until recently largely company specific
monographs, but this is now changing and the focus has broadened to include government-
business relations.” Wray adds “A further characteristic of recent business history is ...
concerned with the interaction between the internal dynamics of the institution under study and

the external influences on the institution by the broader economic, social and political context of

* William D. Wray, ed., Managing Industrial Enterprise: Cases from Japan's Prewar Experience
(Cambridge, Mass.: Harvard University Press, 1989), 1.

! Ibid. A retrospective view of Marxism in the historiography is provided by Andrew E. Barshay,
""Doubly Cruel": Marxism and the Presence of the Past in Japanese Capitalism," in Mirror of Modernity:
Invented Traditions of Modern Japan, ed. Stephen Vlastos, Twentieth-Century Japan: The Emergence of a
World Power (Berkeley: University of California Press, 1998).
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the time.”** This conference book was published in 1989. In the past decade or so, some work
has been written on politico-business relations of the Taisho period but these works are
regrettably limited in number.

As mentioned, research in economic hivstory or the political economy of thi; period,
too, is driven by knowing how Japan ‘succeeded’. Work on the late 1930s and through the war
has fed into this research by drawing out institutional learning and other continuums.** Much of
the literature on the Meiji period (1868-1812) is an attempt to explain how Japan managed to
adopt so quickly its new ‘modern’ institutions and put itself on the path of industrialisation.
Falling in between is the Taishd period and the first Showa years - the specific area of concern
here. Relative to the surrounding pre-war years, there is in many respects a curious dearth of
research on the years 1912 - 1930. Reasons for this are unclear. The Taishd period is seen by
some as a brief episode in Japan’s modern history when it experimented with western
libéralism, bracketed by periods in which more autocratic approaches dominated. The view that
the ‘honeymoon’ was short and need not be considered in understanding how Japan really
operates perhaps helps explain the paucity of literature. Whatever the reason may be, our

understanding of how business and government operated in this period is limited. As we have

2 Wray, ed., Managing Industrial Enterprise: Cases from Japan's Prewar Experience, 2.

 For further details refer to Tetsuji Okazaki and Masahiro Okuno-Fujiwara, "Japan's Present-Day
Economic System and Its Historical Origins," in The Japanese Economic System and Its Historical
Origins, ed. Tetsuji Okazaki and Masahiro Okuno-Fujiwara (New York: Oxford University Press, 1999).
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seen, in regards to politico-business relations and economic policy formulation, the economic
history of the post-war is underpinned by understanding Japan’s success. Contending
explanatory frameworks drawing on detailed empirical research have pushed our conceptual
understanding of how business and government operate ip this postfl 945 period. In contrast,
however, the pre-war literature lacks a broader perspective viewing the period as a whole.
Research is driven by events or questions which are frequently more narrow in focus. Perhaps
this is a reflection of our level of knowledge of the period in general and research is still ﬁlling'
in the holes, so to speak, or, perhaps it is simply that we have not yet stumbled upon a
‘question’ that would unify the period. This is speculation but the important point here is that
this exposé of Politico—business relations reﬂects these observations. The assumption that
business and government operated in hand-in-glove fashion is much more entrenched, though
not equally matched by empirical research. Stated differently, as we have a limited
understanding of how business and government operated, the scope for speculation on the
importance of covert interaction is that much wider.

An early problem faced by private enterprise in pre-war Japan was “the difficulty in
reconciling traditional values of group-orientation with the profit-orientation inherent in the

institutions of private enterprise....”** Byron Marshall in Capitalism and Nationalism in Prewar

“ Byron K Marshall, Capitalism and Nationalism in Prewar Japan: The Ideology of the Business Elite,
1868-1941 (Stanford: Stanford University Press, 1967), 3.
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Japan: The Ideology of the Business Elite, 1868-1941 provides an explanation for business
“reluct'ance to break with the values of the past.””* This hesitancy, Marshall points out, was not
due to government imposition but rather stemming from business views on its own contribution
in the developmept of the nation.*® He further explains that business occupied the enviablg
position of having the support of government without any fear that the extent of government
intervention posed a threat to business interests. With regards to business views on the pre-war
labour movement, this must be tempered. Marshall exp.lains that though by the “1920’s the
business elite in Japan had already gained a measure of political power... their position proved
to be a highly precarious one, dependent as it was on the power of the political parties in the
Diet, and its importance should not be exaggerated.”.47 However, with regards to economic
matters when they impacted on business conditions, Meiji business leaders were not chary of -
openly criticising government policy where business interests were at stake.*® Marshall explains
that a mutually beneficial relationship existed between government and business. Given the
national goals set by government leaders for industrialization, they “were convinced that they
must do everything.in their power to encourage private enterprise....”* From the business

perspective, “the expansion of the economy and of business opportunities, depended greatly

* Ibid,
* Ibid,
Y Ibid., 92.
8 Ibid., 28.
* Ibid.
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upon the active participation of the government’s commitment to rapid industrialization and the
nationalistic temper of the times to obtain the types of intervention most favourable to private
business.” In short, there was a recognition on the part of both government and business that
some degree of cooperation was nece‘ssary.‘ Although the degree ef dependency or independence
of action is likely to have varied according to the matter at hand, one side would appear not to
have dominated the other.

“In the early years of the Meiji, two new types of businessmen emerged in the private
sector: the seisho (political merchanfs), who rode on the crest of government favors and used
every opportunity to amass fortunes for themselves... and the many second-rate businessmen or
industrialists who had neither experience nor capital but only enthusiasm.”' This second group
identified themselves as jitsugyoka, literally meaning ‘a man who undertakes a real task,’ and
often is referred to as ‘entrepreneur’; the term ‘seishé’, on the other hand, carried a “derogatory
meaning ... [branding] the lobbyists who relied on their friends among officials te receive the
coveted government contracts.”* “Government patronage took the form of subsidies, grants of

monopolies or special privileges, favourable credit arrangements, and sales of state enterprises

at nominal prices.”” By way of example, the house of Mitsui began its financial connection

3 Ibid.

3! Johannes Hirschmeier, The Origins of Enterpreneurship in Meiji Japan, 2nd ed. (Cambridge, Mass.:
Harvard University Press, 1964), 163.

%2 Ibid., 278. :

%3 Hidemasa Morikawa, Zaibatsu: The Rise and Fall of Family Enterprise Groups in Japan (Tokyo:
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with governmental authorities in 1689 when “the Mitsuis Were made purveyors of apparel,
ornaments, and personal accessories to Shogun Tsunayoshi.”** Further pursuing this, the Mitsui
house under the son Hachirdbei established exchange brokerages, or ryogaeya, in a number of
cities including Osaka, .where the bakufu’s treasury was located. Hg made a.proposal fqr the
reform of the bakufu’s money transfer system which was met with approval, and in 1691 “the
House of Mitsui became an official money-changer for the bakufu’s treasury.””® Such was the
start of the connection between Mitsui and government. Other well-known family names such
as Mitsubishi also later formed close ties with governing authorities through mutually beneficial
arrangements.

Johannes Hirschmeier in The Origins of Entrepreneurship in Meiji Japan makes the point
that the traditional prejudice held against the merchant clan had diminished under the Tokugawa
Bakufu (1603-1868). In the public eye however, these gains were lost during the initial years of
the Meiji Restoration (1868) due to the “total disregard of the public interest” that the former
merchant class showed in pursuit of financial gain. It was recognized by Fukuzawa Yukichi and
Shibusawa Eiichi, two leading figures of this time, that in order to foster entrepreneurship in

Japan a public image had to be created that was distinct from that of the tainted political

University of Tokyo Press, 1992), 3.

:: John G. Roberts, Mitsui: Three Centuries of Japanese Business (New York: Weatherhill, 1973), 24.
Ibid., 25.

%8 Hirschmeier, The Origins of Enterpreneurship in Meiji Japan, 163.
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merchant. Thus, the common characterisation of the relationship between government and large
merchants as being close is not only a latter day historical view. It was also widely recognised
by the contemporary public as being close and operating along informal channels. It should also
be noted that despite the aims of the pew entrepreneurial class to set themselves apart and
appear ‘clean’, they were not above receiving special favours from government. Shibusawa, for
example, did benefit from his political connections though not to an extent which would tarnish
his reputation.”” Hirschmeier points out that, “in a certain sense all Meiji entrepreneurs were
political merchants. The strict sepa;ratiop of the central and the private wing of the economy was
slow to evolve in the politically emotional climate of the period.”*®

From the outset of the Meiji period, Japan embarked on the large scale project of
revamping its political and administrative organs along with the development of various
industries. The required capital and technical and administrative expertise was substantial.
Those merchants that remained after the bankruptcies during the restoration were chary to invest
 for lack of experience in the modern industries, so at the outset the Meiji government took the
lead, but eventpally found willing entrepreneurs émong the traditional merchants. “On

discovering such businessmen, the regime [Meiji government] formed close connections with

57 Ibid., 279.
58 Ibid., 282.
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them and supplied generous assistance, creating a new type of political merchant.” Perhaps the
leading example of this was the sale of certain state mines and other enterprises at very
favourable terms. T.C. Smith in Political Change and Industrial Development in Japan:
Governmen( Enterprises, 1868-1880 argues against this “cabal interpretation”“ which claims
that “government enterprises were sold at nominal prices and on the easiest terms to a few
wealthy families with the purpose of effecting an alliance between the government and a small
but wealthy capitalist class of merchants and ex-daimyé [emphasis in the original].”®' Similarly,
he finds arguments that the sales stemmed from a government move to a more liberal, laissez-
faire approach to economic management incorrect.®? Rather, “the evidence strongly suggests
that government enterprises were sold for financial reasons.”® The Meiji government
recognised that its deficit could no longer be sustained and such sales were a remedial measure.
What is to be borne in mind is that, as this example illustrates, financial considerations were
critical to early developing Japan and though big business and government had a history of
close operatfng relations, this did not necessarily imply underhanded dealings. In any case, the
sale of these enterprises facilitated the evolution of certain wealthy merchant families in their

later more diversified form known as zaibatsu (family-owned business groups). “This

%% Morikawa, Zaibatsu: The Rise and Fall of Family Enterprise Groups in Japan, 4.

8 T.C. Smith, Political Change and Industrial Development in Japan: Government Enterprise, 1868-
1880 (Stanford: Stanford University Press, 1955), 87.

S Ibid.

% Ibid.

8 Ibid., 100.
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transference of State factories to a few private firms mark[ed] an important state in the evolution

of the zaibatsu who in later years dominated the modern sector of the economy.”**

Political merchant activity and mining shared a characteristic: both were carried out on a
monopolistic basis with strong barriers to entry. Political merchants had personal ties to
powerful government figures, and mining companies had exclusive rights to mineral resources;
these advantages presented almost insurmountable obstacles to latecomers. The profits from
political merchant and mining operations, maintained as they were through monopoly, were

naturally large.%*

Perhaps more importantly, as Penelope Francks in Japanese Economic Development:
Theory and Practice points out, the sale of the mines and other state owned operations bore long
term implications given the state’s aim of industrialisation. From this point of view, the sale of
state enterprises not only marked the start of a ‘partnership’ between government and big
business to industrialise Japan, but also made consultation hard to avoid when forming

industrial policy.

the change of policy [sale of state enterprises] meant that, from then on, the state could not
influence the industrialisation process directly through its own enterprises but instead had to
make it worthwhile for private entrepreneurs to bring about the goal of industrialisation... the
sale of the government enterprises in the 1880s strengthened the informal links between the

bureaucracy and the private entrepreneurs who were to develop major areas of industry.%

% G.C. Allen, A Short Economic History of Modern Japan 1867-1937 (with a Supplementary Chapter on
Economic Recovery and Expansion 1945-1970), 3rd. ed. (London: George Allen & Unwin Ltd., 1972),
52. '

5 Morikawa, Zaibatsu: The Rise and Fall of Family Enterprise Groups in Japan, 4.

% Penelope Francks, Japanese Economic Development: Theory and Practice (London: Routledge, 1992),
36.
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The creation of the Ministry of Agriculture and Commerce (MAC) in 1881 provided an
institution through which the intercourse could run and was an initial step in the development of
government expertise on such matters. This is not to suggest that all comrr;unication was now
channelled through this conduit, as we may suppose that direct contact between high level
figures remained and was in particular exercised when important matters were at issue.
Nonetheless, MAC was, ostensibly at least, to co-ordinate “state activities in the promotion of
industry and agriculture... [and] early industrial entrepreneurs were able to obtain a range of ad
hoc subsidies, loans, technical assistance and so on, in developing the areas of industry the state
considered essential.”®’

Though the solicitation of wealthy trading merchants helped ease the burden of the
state much remained to be done to place the industrialisation process on a firmer footing. To this
end, the reform of the banking system was seen as a means to generate capital for further
investment. Under Count Matsukata Masayoshi, banking policy shifted toward adoption of an
English model. He recognised that an effective financial system needed the existence of banks
with spécialised functions to meet the various demands of Japan’s economic development.
These banks were “all instruments of a national purpose which changed little during the period

of their existence. From the beginning they all had close financial connections not merely with

 Ibid.
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the Government but also with great financial institutions of the zaibatsu, themselves part the
: : 29 68 . .
agents of national policy.” ™ G.C. Allen suggests that the connection between the zaibatsu and

leading political actors was not exercised with the exclusive benefit of national development.

The operations of the financial system have been extremely susceptible to political influence. In
the case of official banks and the Treasury Deposits Bureau this need not be insisted upon. It is
true, however, even of the large banks owned by the zaibatsu because of the association of those
houses with the Government and the close relationship which they had with the political

leaders.%?

Both the Big Four zaibatsu, namely Mitsui, Mitsubishi, Sumitomo and Yasuda, and other
smaller ones such as Asano, Furukawa, Fujita and Kawasaki, benefited from the bﬁsiness
opportunities that World War I afforded. Though the Big Four held a major position in the |
economy during the conflict and the immediate ensuing years, it was not until the 1920s, given
the failure of smaller businesses to weather the recession, that they “established a clear
hegemony”. Though “their influence extended beyond business and into the political world,
they did not have a monopoly on economic power.”” Allen sees this as marking a transition in
their relationship with government. Premised on the argument of economic clout, by the late

1920s zaibatsu had greatly enhanced their ability to influence government decisions.

S Allen, A Short Economic History of Modern Japan 1867-1937 (with a Supplementary Chapter on
Economic Recovery and Expansion 1945-1970), 55.

® Ibid., 57.

™ Takafusa Nakamura, A History of Showa Japan, 1926-1989, trans. Edwin Whenmouth (Tokyo:
University of Tokyo Press, 1998), 4.
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Thus whereas in early Meiji days they could be regarded as agents of the Government,
though probably never as merely passive agents, by the later twenties they had reached
a position in which they could to a increasing extent impose their wishes on the

Government...”"

Between 1914 and 1919, the three largest zaibatsu, Mitsui, Mitsubishi and Sumitomo,
accounted for approximately 28 percent of the total assets of the top 100 companiés' in Japan,
excluding those owned by the government, for example Yawata.” Their position, though, varied
according to the industry. In mining they accounted for 64.3 percent of private sector assets in
1914 and 57.1 percent in 1919. In the case of the iron and steel industry, which is the focus of '
this thesis, their position diminished from 84.5 percent of private sector assets in 1914 to 41.7
percent in 1919.” In some other industries, the Top Three had no investment whatsoever. In
many sectors of production there were other companies which were sufficiently large to
exercise a “leadership role in the business world” as well, for example, in the textile industry
(Kanegafuchi Spinning, Toyd Spinning, Dai Nippon Spinning, Fuji Spinning Co., and Nisshin

Spinning Co.), paper production (Oji Paper Co. Ltd and Fuji Paper Co.) and sugar (Dai Nippon

™ Allen, A Short Economic History of Modern Japan 1867-1937 (with a Supplementary Chapter on
Economic Recovery and Expansion 1945-1970), 134.

72 Yawata is also rendered into English as Yahata,

7 Takeda Haruhito, Zaibatsu No Jidai: Nihonkei Jigyd No Genryi, 3rd ed. (Tokyo: Shinyosha, 1997),
108.

40



Sugar Manufacturing Co. Ltd. and Taiwan Seito Co.).” Thus, despite the dominant position of
the zaibatsu by the time of World War I their economic position alone was not sufficient to hold
sway over all other companies.

In trying to determine what politi.cal' inﬂuence business held, however, it is. necessary
to go beyond any assessment of economic clout. Nakano Buei, the president of the Chamber of
Commerce, when addressing members in 1908 encouraged them to help advance business

interests through political means:

To whatever extent possible, I would like chamber of commerce members to bestir themselves
and stand as candidates in the forthcoming Diet election.... It may be said that up to now we
have been followers or lantern carriers in the battles among the political parties.... However, this
‘time the businessman must separate himself from the political parties and set himself up as a

candidate in the interest of this business organization, ”*

By 1917, of the 381 seats in the House of Representatives, 30 members had extra-parliamentary
careers in the bureaucracy (7.9 percent), 192 members were businessmen (50.4 percent) and 20

had careers which were both in the bureaucracy and business (5.2 percent).” The entrenchment
of the business position in government was also further enhanced by the funding of the two

main political parties from the coffers of Mitsui and Mitsubishi. The former directed its funds to

™ Nakamura, A History of Showa Japan, 1926-1989, 4.

75 Arthur E. Tiedemann, "Big Business and Politics in Prewar Japan," in Dilemmas of Growth in Prewar
Japan, ed. James W. Morley (Princeton: Princeton University Press, 1971), 276-77.

7 Takeshi Ishida, "The Development of Interest Groups and the Pattern of Political Modernization in
Japan," in Political Development in Japan, ed. Robert E. Ward (Princeton: Princeton University Press,
1968), 307.
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the Seiyikai and the latter to the Kenseikai. John Roberts in Mitsui: Three Centuries of
Japanese Business claims that “Hara’’ was amply funded as president of the Seiyiikai. At the
end of each year dietmen belonging to the party used to visit his home to pay their respects and
receive envelopes stuffed wich money. It was generally assumed that Mitsui prqvidcd a.share of
the party’s funds; evidence of the fact became public in 1920.”” Direct involvement in
government affairs by Mitsubishi can be traced to 1896, with Iwasaki Yanosuke, head of the
combine, helping to bring about the second Matsukata Cabinet.” Kinship played a crucial part.
From 1908 Iwasaki’s cousin, Toyokawa Ryohei, who was head of the Mitsubishi Bank and
chief director of the Tokyo Clearing House, “undertook a role of leadership among Diet
members.”® Katd Takaaki, who married Iwasaki Yatard’s eldest daughter, became president of
the Kenseikai in 1916 and led a coalition cabinet in 1924. Similar influences were at work in the
founding of the Industrial Club of Japan which, as we shall see, was a key organisation in the
business-politics relationship as it pertained to heavy industry. The funding for the Club was
evenly divided between Mitsubishi and Mitsui, with Baron Dan Takuma, general manager of

Mitsui, being its president from the outset of the Club in 1917 until his assassination in 1932.

7" Hara Kei was a prominent politician in the Meiji and Taishd periods. He became the first prime
minister in 1918 to head a majority party cabinet and hold a seat in the Lower House.

78 Roberts, Mitsui: Three Centuries of Japanese Business, 210.

" Tiedemann, "Big Business and Politics in Prewar Japan," 278. ‘

% Ibid. Toyokawa Rydhei participated in the final Joint House Committee on the Proposed Law for the
Future of the Iron and Steel Industry which will be examined later.
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Kaneko Kentard, a close friend of Baron Dan since their student days in the United States®!, and
whose younger sister married Dan, became Minister of Agriculture and Commerce in 1898 and
Minister of Justice in 1900-01. He played a central role in the establishment of the Club.** In its
foundipg vision, the Club undertook to promote the nation’s industrial grpwth and serve for the

betterment of Japan as a whole.

To strengthen co-ordination and co-operation among the members for the sake of the nation’s
industrial growth; to study joint problems and to seek their solution with the view to common.
advantage; to improve the contribution which each member can make for the good of the

country and in this way foster its progress and development.*

Whatever intentions it had for the good of the nation, the “common advantage [of its members]
and the growth of the member firms was the uppermost concern.* Hirschmeier and Yui feel that
as the leadership of the Club was chosen from among the executives of the largest zaibatsu, they

had a “dominant influence”®

and “the big businesses represented in the Industrial Club
systematically promoted proposals and espoused viewpoints that went against the interests of

the small firms.”®® It “lobbied with the government for subsidies for heavy industry, for the

establishment of a Labour Council Board, and for a change in tariff rates. In all these aims it

8! After graduating from MIT, Dan returned to Japan and found work teaching English. Two of his
students were Hamaguchi Osachi and Shidehara Kijiird, both of whom later become prime minister.

82 Horikoshi Teizd, ed., Keizai Dantai Rengokai Zenshi (Tokyo: Chiid Koron Jigyd, 1952), 42.

 Nihon Kogyo Kurabu Nijiigo Nen Shi Hensan Iinkai, ed., Nikon Kogyo Kurabu Nijigo Nen Shi, 2 vols.
(Tokyo: Nihon Kogyd Kurabu, 1943), 10-11.

# Johannes Hirschmeier and Tsunehiko Yui, The Development of Japanese Business 1600 - 1980, 2nd ed.
(London: George Allen & Unwin Ltd., 1981), 185.

% Ibid.
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was successful. It was also for some time successful in forestalling labour legislation, and in
postponing universal suffrage.”®” Andrew Gordon provides a summary of big business’ efforts
h;aded by the Industrial Club to oppose the passage of labour bills. During the course of
approximately a decade, business Qpposed the pgssage of the Health Insurance Unioq bill anq |
the bill to revise the Factory Law in 1922. In the first instance Club efforts, and those of others
as well, failed, but through the 20s, the business voice became increasing unified. Dan Takuma
led the concerted effort to defeat the Union Bill in spring of 1930. Calling on the support of the
Seiyiikai, the then opposition party, and through a nation-wide organisation of business voices,
the bill was defeated in March 1931. “Although the Minseitd Party majority in the Lower House
held together and approved the bill, Seiytikai supporters and the industrialists in the House of
Peers worked together to bottle it up in committee.... Of greatest importance, however, was
continued business lobbying, which mobilized the sophisticated and coherent organization™. ..

Business pressure bore fruit in the House of Peers.””

% Ibid. In 1922 the Economic Association (keizai renmei) was founded to assist the financial sector. At
the outset its membership was largely from the banking world but expanded later. In addition to heading
the Club; Dan Takuma was also chairman of this group. Following his assassination in March 1932, the
Association took over the prime functions of the Club, though it continued to function, it did so with a
much more reduced remit. Thus, “The Industrial Club had only a brief existence as the representative
organization of big business, but during its time it was very powerful indeed.” Hirschmeier and Yui, The
Development of Japanese Business 1600 - 1980, 186. ‘
% The Industrial Club of Japan had previously formed five regional industrial organisations in Tokyo,
Osaka, Nagoya, Northern Kyushu and Hokkaido as a means of further gamering support for its lobby
interests.Andrew Gordon, "Business and the Corporate State: The Business Lobby and Bureaucrats on
Labor, 1911-1941," in Managing Industrial Enterprise: Cases from Japan's Prewar Experience, ed.
}yilliam D. Wray (Cambridge, Mass.: Harvard University Press, 1989), 63.
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The 1930s marks a shift in politico-business relations that was driven by changing
economic priorities as seen by government, their growing intervention in economic planning
and the presence of the military. Okazaki and Okuno-Fujiwara in The Japanese Economic
System and Its Historical Origins characterise thg pre-1930s J apane;e economy as Anglo-
Saxon. They cite that “in the eighteen years between 1902 apd 1919 there were on average 24.6
bank collapses per year, in each of the thirteen years between 1920 and 1932 there were 43.5,
and in the thirteen years between 1933 to 1945 there were 7.8.”*° The implication is that
governmént became increasingly interventionist and, given its wartime economic planning,
determined to exercise central control. It was the “young bureaucratic elite as well as the
military... [who] abhorred the free market system with its possibilities of making profits out of

scarcities”!

that in particular rankled with business, and in the initial years certain well-known
businessmen clashed with government. Notwithstanding this antagonism, as the war years
progressed and the strain on Japan increased, this “weld[ed] the government and the business
community together in a joint purpose. But their views did not coincide on business nbmatters.”92

In contrast to the 1920s and 30s, when it was rare to find businessmen assuming cabinet

positions, this changed in the 40s and we find a number of prominent business figure in key

% Okazaki and Okuno-Fujiwara, "Japan's Present-Day Economic System and Its Historical Origins," 13.
%! Hirschmeier and Yui, The Development of Japanese Business 1600 - 1980, 247.
92 .

Ibid.
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government posts.93

Notwithstanding these connections stemming from economic strength, political

participation and friendship, it is not clear that the large zaibatsu directly exercised their

influence to receive specific benefits on a quid pro quo basis. Ikeda Seihin, who took over the

helm of Mitsui after Dan’s death, acknowledged that financial support was given by both Mitsui

and Mitsubishi to political parties. However, he claims that given the strength of the Big Three

zaibatsu, they did not need to resort to underhanded means in order to have their interests taken

into account: given their economic size, their interests would be naturally considered in the

political decision making process.

Since we had rapidly grown big through our own strength alone, we had no need to borrow
strength from the government....Military men seeing only that the zaibatsu were giving money
thought that the zaibatsu must be doing improper things, but I certainly never did anything
improper....Small zaibatsu may have tried to make money in this way, but big zaibatsu such as
Mitsui or Mitsubishi or Sumitomo did not use such sordid business methods.

Since Mitsui had many friends among the Seiyiikai men and Mitsubishi among the
Minseitd [amalgam of Kenseikai and Seiyii Hontd], each used to give help to these friends at
the time of a general election. It was not a matter of managing the Diet by making requests of
these men. It was simply helping them at the time of a real general election. I think these men
felt sympathy for Mitsui or, as the case might be, Mitsubishi. Therefore if there was some 4
blunder committed and Mitsui or Mitsubishi were attacked, these men would probably
sympathise and speak up for us behind the scene. But there were no deals. In my time we made

no deals with these men....**

% Ibid.
* Ikeda Seihin Denki Kankokai, Ikeda Seihin Den (Tokyo: Keid Tsushin Kabushiki Kaisha, 1962), 210-

11.
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Dan’s own biography, posthumously written by a committee in 1938, claims that he would have
no truck with political money - bribery -** and in fact it was only late in life that he developed
an interest in politics. Moreover, as a member of Mitsui, he was not allowed to participate in
poliﬁcs as there was a strict code that forbade such activi‘ty.96 Perhaps it can be argued on the
basis of personali£y that Dan was particular in these views among his contemporaries, but even
Nakamigawa Hikojird, vice president of Mitsui bank, recognised in the Meiji period that
“Mitsui Bank’s operational difficulties stemmed from its dependence on government
patronage”, and in 1892 introduced reforms that started to steer the zaibatsu’s bank from the
traditional path of the political merchgnt.”

Matsuura Masataka®® points out that Mitsui, Mitsubishi and Sumitomo disliked the

participation of their members in political affairs:

In reality, the “zaibatsu” had structural power based on large economic strength. For this
reason, pre-War politics was closely associated with the zaibatsu which was another term for
the business world. It was said that there were many instances where the zaibatsu had direct
control in political affairs. However, in the case of the three large zaibatsu, Mitsui, Mitsubishi
and Sumitomo, they transformed from “political merchants” to “zaibatsu”. During the huge
systematisation that occurred after the Sino-Japanese War [1894-95], as well as during the post-

World War I period that strengthened “zaibatsu control”, officially these zaibatsu disliked the

% Ko Dan Danshaku Denki Hensan linkai, ed., Danshaku Dan Takuma Den, 2 vols. (Tokyo: Ko Dan
Danshaku Denki Hensan linkai, 1938), vol 2 132. .

% Ibid., vol 2 130. Article 6, Point 1 of the Mitsui Constitution 1900 states that “The members of the
House are forbidden to do the following acts: 1. To join any political party or to associate themselves
officially with any political activity”. Roberts, Mitsui: Three Centuries of Japanese Business, 519.

°7 Morikawa, Zaibatsu: The Rise and Fall of Family Enterprise Groups in Japan, 21.

% Typically, “zaikai” is translated as business world or financial world, however the author’s emphasis on
the role of the sewagy®d, or intermediaries, in the overall economy, and thus the meaning of “zaikas” is
perhaps closer to “economic system”.
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participation of their members in politics and there were many cases where their participation
was forbidden. With regards to this, there are explanations that for the large zaibatsu they
already had special connections with structurally based authority, government and people with
political power, and there was no special reéson for them to participate in politics. In the post-
War [World War I] period, in general enterprises that were part of former zaibatsu already had
huge economic power and were secure in their close association with the political elite, so they

did not feel a need to participate in politics.”

That the economic position of the large zaibatsu was such that it was not necessary to
participate in politics does not imply that they did not actively exercise their influence through
other informal means. Furthermore, as Ikeda pointed out, they were confident that given their
structural position in the economy their interests would be taken into account in political
decisions. Also, despite whatever rules had been established to prevent direct political
participation, there séemingly was a Nelsonic blind eye in at least two of the zaibatsu houses: in
the 58" Diet of 1930 1.8 percent of Minseito members and 1.7 percent of the Seiyiikai members
held positions in Mitsui and 3.7 percent of the Minseitd and 1.7 percent of the Seiyiikai were
from Mitsubishi.'® It should also be noted that the remainder of the business community did not
enjoy the same privileged position as the large zaibatsu and probably they did not fetter
themselves with house rules preventing their employees from getting a leg-up on the

competition.

% Matsuura Masataka, "'Zaisei Sewagy®' to Keizai Shisutemu No Kiki: Senzen Nihon 'Zaikai' No Keisei
to Soshikika," 314-15. '
1% Tiedemann, "Big Business and Politics in Prewar Japan," 281.
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In the end, however, it is difficult to go beyond speculation and evaluate the degree to
which business exercised its influence in government. Certainly there are examples indicating
that at least until the 1930s, zaibatsu were quite influential, particularly in the 20s. In contrast to
the post-war ]itergtux@, the perspectiye is less“top-down’. However, th»ere‘ is‘ a decided lgck of ‘
detail on how this interaction occurred. Though not anecdotal, assumptions are made on the
basis of economic strength, diet presence or otherwise, that business was having its way or at
least having a say. There is thus a clear need for detailed empirically based work to demonstrate
the truth of this. The limitati.ons imposed by the scarcity of documents make systematic

empirical research in this area difficult, but no less necessary.

4, Shift to formal from informal lines of communication

Between the Meiji Restoration and the political and economic changes that eventually
led to war in the 1930s, interaction between government and business shifted from one where
communication was primarily through personal channels to one where the informal conduit was
exercised along side the formal, one important e;xample being the shingikai. More will be said
of this forum later but at present the aim is to examine some of the primary factors that drove

this shift. Formalisation of politico-business interaction grew out of the nation building process.
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This observation is not ugique to Japan and could apply equally to other developing countries.
Industrialisation, wherever it may be found, along side the development of new bureaucratic and
political organs, brings with it an increased complexity of the economy and, concomitantly,
competing interests. In the early year; of developing Jgpan, the actors were fewer in number and
the co-ordination Qf interests was handled primarily behind closed doors. However, as new
industrial sectors emerged and the political climate changed, the informal channel proved to be
less appropriate. As these new sectors developed, their voices strengthened. Further, as the
representative party system came into its own and the people’s demands increasingly entered
the political calculus, in turn, greater transparency in governmental decision making was
demanded.

With the arrival of Commodore Perry in 1853 and later th¢ conclusion of the so-called
‘unequal treaties’, Japan was confronted with the decision of how to address the Western
presence. Nearby China provided an example of a possible outcome if it did not squarely face
up to foreign encroachment. The overwhelming Western military superiority supported by the
home industrial éomplex, necessarily placed Japan in a precarious position. The latter half of the
19th century proved to be pivotal. Japan made the transition from an agrarian based largely
autarkic economy with an isolationist foreign policy to a nation embarking on the path to

‘modernisation’. This rested on the adoption of Western industrial technology, military
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armament and Western-styled political and bureaucratic systems. From the perspective of
politico-business relations, it was agreed in principle by both sides during this period that it was
in Japan's interest to adopt a pro-Western political stance and economic development based on
industrialisation. |

The pbint here is that during most of the period considered, it is the manner of the
Japanese response to the combination of the external military threat and the need to overcome
particular domestic weaknesses in order to respond to this threat that drove business a.nd politics
together. This is not to say that had these factors not been present during the early years of
Japan’s industrialisation, business and government would not have co-operated, as the historical
legacy of their close interaction had already predisposed them to do so. However, in addition to
this, the factors of external threat and scarcity of resources heightened whatever affinity already
existed.!” On the one side, government, concerned over national defence, needed industry to
establish the requisite defénce infrastructure and, on the other side, business sought government
aid in creating favourable circumstances for domestic industry. However, in the period covered
in this thesis, as the Western oriented modernisation policy, which formed the ‘glue’ that held
both partners in close proximity, shifted to a policy where the focus was on Asia, the closeness

of the relationship changed. This is not to imply that there were not contentious issues between

1 On the issue of impact of scarcity of resources and its impact on national security see Michael A.
Barnhart, Japan Prepares for Total War: The Search for Economic Security, 1919-1941 (Ithaca: Cornell
University Press, 1987). .
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politics and business before this time but that they did not undo the underlying bond. It was only
after the Washington Conference of 1921-22 that pro-militaristic, anti-Western influences came
to the fore but during the late twenties, whilst these forces rose, there was not a unified nation-
wide approval of the‘prevailirilg jingoism apd its irnpagt as it eventuglly appeared i.n the early
1930s. Thus, for the politico-business relationship the overriding defining feature during our
period is not that Perry had forced Japan's doors open but the manner of the Japanese response.

In terms of the dévelopment of the economy, although the growth of light industry preceded
that of the heavy industry sector, what is of specific concern here the emergence of the heavy
industry sector. The industrialisation process implied the promotion and expansion of heavy
industry, such as the chemical and machinery industries, and, in particular, the manufacture of
iron and steel. A domestié productive capacity of steel was deemed necessary for military

needs,'”

and this competed with demands stemming from the expansion of the domestic
infrastructure such as rail lines or construction. To this end, the sharp increase in western
demand for iron and steel during World War I facilitated the rapid expansion of the domestic
manufacturing base. The boom years of the war were followed by a rapid contraction of the

market which severely impacted on not only iron and steel manufacturers but the economy as a

whole. The depression that ensued dragged through the 20s, forcing the closure of many

192 For further details consult Nagura Bunji, Heiki Tekko Kaisha No Nichiei Kankeishi - Nihon Seikgjo to
Eikokugawa Kabunushi: 1907 - 52 (Tokyo: Nihon Keizai Hydronsha, 1998), 154.
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enterprises and driving the less infirm tq the zaibatsu fold.

Running parallel to these changes were developments in the political world, whereby
cohesion of opinion was becoming fragmented in the face of divergent interests, and the ability
of the elite to control was progressively weakgned. Through the period under qpestiqn here, we
see the gradual emergence of a representative party system breaking out from the constraining
order formed in the early Meiji years. In the immediate post Restoration period, Japanese
society was still loosely formed along traditional lines of social caste delineation. Western
concepts such as human rights or Rousseau's social contract were foreign ideas to the
relationship between political power holders and the masses. In particular, the idea of popular
political participation in shaping Japan's future was remote from the minds of the architects of
the Imperial Japanese Constitution (also known as the Meiji Constitution) of 1889, which
sought to maintain power within the hands of the ruling elite.'® It was neither intended nor
deemed wise to enfranchise the populace at large. As will be seen later, under the Meiji
Constitution, authority and influence were not necessarily co-located. One source of
omnipresent influence was the genrd, or elder statesmen, whose continuation of non-
constitutional oligarchic control rested on two basic factors. First, as the number of oligarchs

dwindled, control needed to be extended to a like-minded elite. Secondly, it was imperative that

193 For further details see Richard H. Mitchell, Thought Control in Prewar Japan (Ithaca: Cornell
University Press, 1976).; Andrew Gordon, Labor and Imperial Democracy in Prewar Japan (Berkeley:
University of California Press, 1991).
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democratic sentiments be contained so as not to affect the power base. In the long run, neither of
these occurred. The oligarchic rule which had orchestrated politics weakened as the genré died
and a younger generation of more democratically sensitive politicians took control.

One of the first steps in the devolution pf oligarchic control can be seen in the
changing composition of the backgrounds of the new generatif)n of politicians. The genr were
largely men of the Chdshii and Satsuma domains. Hanbatsu-based recruitment ensured loyalty
and authoritarian control of the nation. As the genré aged, they gradually withdrew from the
breach of politics and directed affairs through their appointees. Assuming on the one hand the
existence of sufficient loyalty of the designee and, on the other, sufficient control by the patron,
little would have changed. But, the institution of a new merit-based recruitment process proved
to undermine genrd control.

In the late Meiji period, young aspiring bureaucrats had to sit for exams, and based on
their results, the most promising were chosen. Many then, as also today, were graduates of
Tokyo University's'® law faculty. Commencing as civil servants, some later sought political
careers. These politiciaps were in education and outlook distinct from those whose
appointments were based on their hanbatsu pedigree. The study of Western thought and a

facility in English or one of the European languages was considered desirable and aided rising

1% Then Tokyo Imperial University

54



through the ranks.

the Taisho generation of political leadership constituted not only a new national elite, unfettered
by loyalties to their own local provinces and personally identified with the growth of a strong
and enlightened central government, but also one selected by the oligarchic generation

themselves.'®

Though merit had become increasingly important for advancement, personal connections and
patronage remained critical for the attainment of high office. As we move through the Taisho
and in particular early Showa years, the critical role of genrd favour diminished. This was not
that perceptions had changed but rather that given the advanced age of the genré and théir
diminishing numbers, the remaining were increasingly less capable of exercising their former
influence. This, in turn, facilitated greater latitude of action for the younger breed of
politicians.'®

As the influence of the oligarchy waned and the next generation of politicians came to
the fore, we see the influence of popular demand in political decision making rising. During the
war years, the Japanese economy experienced an unprecedented boom, only to be followed in
1916 by severe inflation whiph increasingly widened a gap between wage levels and commodity

prices, resuiting in more than a seven-fold rise in the number of strikes between 1914 and

195 peter Duus, Party Rivalry and Political Change in Taisho Japan (Cambridge, Mass.: Harvard
University Press, 1968), 52.
1% Ibid., 13.
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1917.1%7 This unrest reached a crescendo in 1918 with wide spread demonstrations known as the
Rice Riots.'® It was recognised in government that the unrest was not an isolated incident, but
part of something larger, and that a coherent political response was necessary to address a

changing Japan.

In 1919 Home Minister Tokonami Takejiro spoke for many when he described Japan's
industrial system as having reached a crossroads. The state could choose, and seek to build,
harmonious and cooperative industrial relations, or it could allow social and industrial tension

to grow unchecked. Tokonami's concern reflected a broad post-World War I belief that the

creation of a coherent labour policy had become absolutely necessary...'”

In this sense, social unrest proved to be a means of drawing the attention of government, if not
modifying perceptions. In terms of political impact, it succeeded in forcing the politicians to
recognise that they could ill afford to disregard the people.

The vote, in a series of steps, was extended to an ever widening percentage of the
population."'® The original provisions of thg Constitution afforded approximately only 1 percent
of the population the right to vote. Qualification for voting was based on tax payment and, by
approximately 1920, this had reached roughly 10 percent of males over age twenty-five. After a

number of attempts to grant universal suffrage, this was finally achieved in May of 1925 with

197 W. Dean Kinzley, Industrial Harmony in Modern Japan: The Invention of a Tradition (London:
Routledge, 1991), 29.

1% On the labour movement in this period see Stephen Large, Organized Workers and Socialist Politics in
Interwar Japan, or Gordon, Labor and Imperial Democracy in Prewar Japan.

199 K inzley, Industrial Harmony in Modern Japan: The Invention of a Tradition, 146.

119 Eor labour perspective on the events that led to the expansion of suffrage see Gordon, Labor and
Imperial Democracy in Prewar Japan, 131-43.
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the passing of the Universal Manhood Suffrage Act extending the vote to all men over age 25.11
Though change was afoot and government becoming comparatively more responsive
to public interests, this change should not be exaggerated. To be sure, universal manhood
sgffrage was an indication of Japan’s new political yvinds and an important milgstone in the |
democratisation of this nation. However, this needs to be juxtaposed to the prevailing views of
contemporary political leaders. In philosophical and practical terms, what remained in the minds
of politicians such as Kato Takaaki and Hara Kei was not to offer the Japanese people the
opportunity to choose and select their nation's destiny, as.might be interpreted by this revised
legislation.!"? Though Japan's political leaders were aware that in the wake of World War I
change was afoot in Japan and significant social and political transformations were occurring
abroad, this, it was commonly felt among them, did not seem to apply to Japan. In the case of

Japan, the fundamental cause of social action was seen to be economic.

If the Kenseikai leadership was sensitive to the "trend of the world" toward democracy, they
were equally aware of the "mass awakening" within Japan. Most of them seem to have felt that
the new stirrings of social unrest, whether it took the form of rice riots or industrial strikes,

sprang from economic causes.'*

1 1t should be pointed out that while such changes to the vote were brought in, other changes were also
happening, helping ensure control over social levers. The Peace Police Law of 1900 remained in effect
throughout the Taisho period. As Manhood Suffrage was realised, this Law was shortly afterwards
replaced by the Peace Preservation Law which, in its inexplicit wording extended greater latitude to
enforcement agencies. Paradoxically, as Japan moved further down the path of industrialisation and
formal democratisation - hallmarks of modern nationhood - ever present in the background remained the
levers of social control. The bars to the cage had been extended but ultimate emancipation not achieved.
For further details see Mitchell, Thought Control in Prewar Japan.

"2 For details on Hara Kei’s views on suffrage expansion see Gordon, Labor and Imperial Democracy in
Prewar Japan, 61.

'3 Duus, Party Rivalry and Political Change in Taisho Japan, 144.
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This economic interpretation of Japan's social unrest in the post-war period is illustrated in both
Hara's ‘positive policy’ which emphasised ‘wealth and strength’ of the nation and Katd's more
electorate sensitive approach. In Kat6’s appeal to the people he addressed matters of direct
cnncem to the masses, such a; tne stabilisation of incomes, labpur problems and the
amelioration of education. Notwithstanding, this was done as a calculation to ease the social

tension while maintaining the essential kokutai (national polity).

he (Kato) was hoping small concessions would be sufﬂcient to avoid future upheavals that
might affect the kokutai or damage the economy. Certainly he felt that a policy of concession to

the demand for reform was far preferable either to repression or empty appeals for "moderation"

and "harmony."'!*

So, though the claim that by the 1920s a represéntative party system had come into its own
must be tempered, it is safe to say that popular demands had become increasingly difficult to
ignore. As we approach the latter half of the 20s, a new factor entered into the calculus, namely
the rise of military influence in political decision making. The factors that facilitated the gradual
usurpation of power by the military found its ronts in the demise of the genré? the sustained
economic problems encountered after war and through the 20s, and the disenchantment, in
government and among the people, over Japan’s relations with the West. This would have

enormous repercussions for the relations between government and business.

4 1bid., 146.
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In this context, politico-business relations are seen here as a function of social,
economic and political factors. Between the early Meiji years and the rise of militarism in the
1930s, the manner in which busipess interacted with government shifted from one where
commqnication was primarily infomlgl, toa situgtion where transparency in political dgcisioq
making was increasingly demanded. The emergence of the representative party system roughly
coincided with strong social demands along side the widening of the electorate to all male
voters. This crucible of coalescing factors is the context in which the amalgamation of the iron
and steel industry occurred. Importantly, had this process transpired during the early Meiji
period, one might speculate that much of the debate would have been held behind closed doors
with perhaps few representatives of the industry. Howevér, as will be shown, the amalgamation
process was achieved, ostensibly at least, through debates located in the formal institution of the
shingikai. A recently formed voice of organised industry represented thc_a interests of iron and
steel producers throughout the proceedings, both in the forum itself and through memoranda
and other publications expressing the industry’s interests. In short, the comparatively open
* manner in which the amalgamation process occurred reflects the differences between Meiji and

Taisho Japan.
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5. Stability and the establishment of a government and business relationship

Argument has been made for the fluidity of the pgriod under question. The Taisho and early Showa
periqu are presgnted as set between the social, ecqnomic and. political construct of the pre-
industrialisation period and the new configuration of these elements after the early 1930s. The
government and business relationship during the period of the amalgamation of the iron and steel
industry is seen as set in a transition period. The question then arises, given the dynamics of this
period, what does this mean for the government and business relationship?

The explanatory frameworks of govérnment and business interaction are based on observed re-
occurring patterns, but the observations are also time specific and operate under particular
economic and institutional conditions. These observations are historically specific and in turn these
explanatory cdnﬁgurations, given their temporal limitations, give way to revisions that take into
account changing circumstances. The corporatist model observes a close configuration of the
government and business relationship as depicted by its architect Philippe Schmitter.''® This model
has been applied in. the post 1930s period in Japan to describe the government and business

relationship though modified to exclude labour.'*® In the post war period, the corporatist model has

115 philippe Schmitter, "Still the Century of Corporatism?,” in Trends toward Corporatist Intermediation,
ed. Gerhard Lehmbruch (London: Sage Publication, 1977). .

11 T.J. Pempel and Keiichi Tsunekawa, "Corporatism without Labor? The Japanese Anomaly," in Trends
toward Corporatist Intermediation, ed. Gerhard Lehmbruch (Beverly Hills: Sage Publications, 1979).
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given way to the dominant developmental state paradigm which, as we have seen, places
politicians, government and business in close alignment in the policy formulation process and
economic development. Challenging this ‘statist” approach, Richard Samuels in The Business of the
Japanese Stqte: Eﬁergy Markets in Comparqtiye and Histori;a[ Perspective argues that it is rather
the case that government and business operate on a basis of ‘reciprocal consent’, strgssing the
notion of reciprocity in his gnalysis of Japan’s energy industries. Perhaps not clear in detailing how
this relationship operates,'"’ Samuel’s analysis shows that though government has jurisdiction, de
facto, business maintains control, thus a modus vivendi or ‘understanding’ has been achieved.
Germane to our purposes, in order to achieve this understanding, whether it be labelled as

corporatist, or reciprocal consent, stability is important.

Reciprocal consent is the mutual accommodation of state and market. It is an iterative process
of reassurance among market players and public officials, one that works better where the parties to
these negotiations are stable and where the institutions that guarantee their compacts are

enduring.'"®

Stability, however, should not be misconstrued as absence of conflict, as Samuels observes in the
case of the energy markets that friction between government and business was not uncommon.
Furthermore, the concept of ‘reciprocal consent’ should not be seen as implying trust, but rather as

suggesting that an established mode of interaction is in place.

''7 James Babb, Business and Politics in Japan (Manchester: Manchester University Press, 2001), 9.
18 Richard J. Samuels, The Business of the Japanese State: Energy Markets in Comparative and
Historical Perspective (Ithaca: Cornell University Press, 1987), 8.
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Conflict and stability have produced an undeniably pervasive, developmental state.... The pervasive
Japanese state has nearly always been congenial to private interests, in large measure because
private firms have learned how to surrender jurisdiction while retaining control of markets. By
privately ordering markets to conform to a perpetually negotiated, state-sanctioned economic order,
private investors have found one solution — some would say the optimal solution — to the vagaries
"of capitalist development. Risk is frequently socialized, costs often transferred. This solution
involves the intimate involvement of state agencies, of course, and as a result the politics of
reciprocal consent is often confused with state leadership, mutual trust and mutual sanction from

which it is derived.'"”’

What is éritical for our purposes is that regardless of whether trust exists or not there is an
‘understanding’ between government and business on how to operate together. As will be seen, this
‘understanding’ is not observed in this case study. It is suggested that, as (.)utlined above, the
requisite economic and political stability for the establishment of an ‘understanding’ between
government and business in the period of 1916 to 1934 was not present. This understanding,
though, did develop in the ensuing years, as Miles Fletcher, in The Japanese Business Community
and National Trade Policy 1920-42, points out that by the mid 1930s it was recognized by

business that an ‘understanding’ with government was to their advantage.

The business community during the interwar era gradually became convinced of the need for what
scholars would now label a corporatist relationship in order to pursue effective trade policy.... By
the mid-1930s executives envisioned a formal structure of mutual consultation with the
government. The situation fits what Richard J. Samuels has called "reciprocity" in that "control
[was] mutually constrained." Business had gained "systematic inclusion in the policy process" and
"rights of self-regulation" while "grant[ing] the state some jurisdiction over industrial structure in

the ‘national interest.”'?

119 -
Ibid., 261, A
120 william Miles Fletcher, The Japanese Business Community and National Trade Policy, 1920-42
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Economic and political stability are important factors in engendering an understanding
between government and business which, expressed differently, can be seen as the forces that
shape their interaction. Reci].)rocity,b as observed. by Samuels in his §xamination of thg energy
industries, was established in an industry in which government was not a prime stakeholder but
was accorded jurisdictional authority. In the case of the iron and steel industry during this
period, government had the mandate to pursue policies that it saw fit for the deve]opment of the
industry, given its strategic importance. In addition — and critically so — government was also

the largest stakeholder and largest integrated producer.

6. The structure of the iron and steel industry

The history of the iron and steel industry from the first steps taken in producing iron

until the amalgamation of the industry in 1934, and indeed beyond, was closely interwoven

121

with government involvement. = Yawata works, the largest, and for much of the period under

(Chapel Hill: The University of North Carolina Press, 1989), 6-7.

12! Acknowledgement is made here to Yonekura Seiichiro’s The Japanese Iron and Steel Industry: 1850 -
1990 which has been of great assistance in framing the historical background of the development of the
iron and steel industry in this section and elsewhere. Similarly, Yasui Kunio’s Senkanki Nihon Tekkogyd
To Keizai Seisaku has been useful the examination of various shingikai. His approach, however, is less
concerned with the process of the shingikai deliberations than outcomes and their relationship with
economic policy. -
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consideration here, the only integrated producer, was a government run operation. Regardless
of the extent of private sector expansion, and its later reorganisation and consolidation under

mainly zaibatsu control, Yawata remained the largest single producer of iron and steel.

This structural characteristic of the emerging industry — the gigantic Yawata in the center of the
market surrounded by the private firms — most distinguishes the early industry from the post-

Second World War industry.'?

Smith has argued that Japan industrialized faster than other Far Eastern countries
because of its “knowledge of the West, and particularly its technology, [which] was more
advanced in Japan than elsewhere almost from the beginning of Western intercourse.”'?
However, Francks later posits that though prior to the Meiji Restoration Japan had an
indigenous iron industry, it was “nowhere near as large-scale and capital-intensive as that

facing, for example, contemporary China and South Korea”'?*

, and offered little by way of
technological know-how and production level as a base to press forward with industrialisation.
Similarly, Samuels points out that though domain lords had established iron production capacity

for weapons-making, the potential for exploitation was limited as the “technology was...

preindustrial, relying on charcoal, water wheels, and poor-quality Japanese pig iron.”'?’

122 Seiichiro Yonekura, The Japanese Steel Industry, 1850 - 1990: Continuity and Discontinuity (London:
Macmillan Press Ltd., 1994), 74.

12 Smith, Political Change and Industrial Development in Japan: Government Enterprise, 1868-1880, 1.
1% Brancks, Japanese Economic Development: Theory and Practice, 67.
125 Richard J. Samuels, "Rich Nation, Strong Army" National Security and the Technological
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Regardless of the extent of this technological base, however, it is clear that the development of
the iron and steel industry was rooted in the Bakamatsu period and Japan’s initial learning of
western technological methods.

This knowledge Vwas lgrgely attributable to Japan’s keen intetest iq the Dutch
understanding of things scientific. Through the laborious efforts of translating a wide range of
works into Japanese, Japan gained a wider understanding of the West and its extant scientific
knowledge. As Japan’s interaction with foreign countries increased during the eighteenth
cefmtury, “Dutch studies [became] part of a program of national defense.”?® Centres of Dutch
learning were few in Japan, but among the han, it was pursued in Satsuma, Saga, Chdshii, Tosa
and Mito, the first two of which built experimental models of the reverberatory furnace.'?’

Realizing the military potential of western technology, the Tokugawa and the leading
han took it upon themselves to press ahead with the development of Japan’s military capability
and the industrial capacity associated with it. Given the strategic nature of such endeavours as
iron, armaments and shipbuilding, the urgency of their development and the absence of a

128

capitalist class, private interests were excluded. = Through the efforts of Saga han, the first

Transformation of Japan (Ithaca: Cornell University Press, 1994), 72. ; see also Nakaoka Tetsurd, Ishii
Tadashi, and Uchida Hoshimi, Kindai Nihon No Gijutsu to Gijutsu Seisaku (Tokyo: Kokusai Rengd
Daigaku, 1986), 23. ‘

126 Smith, Political Change and Industrial Development in Japan: Government Enterprise, 1868-1880, 2.
127 A furnace or kiln in which the material under treatment is heated indirectly by means of a flame
deflected downward from the roof

128 Smith, Political Change and Industrial Development in Japan: Government Enterprise, 1868-1880, 4.
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successful reverberatory furnace was made in 1850, facilitating the production of metal for guns
out of iron ore. The development of a modern military infrastructure was thus underway three
years prior to Commodore Perry’s arrival.'”

Within a- few years, other han had de‘ve.]oped‘their own iron production capabilities.
By 1853 Satsuma had built its own reverberatory furnace, and a blast furnace'”’ in the following
year. By 1858 Mito and Tokugawa had succeeded in building one or more reverberatory
furnaces as well. With this development in smelting capabilities, the rate of gun production
increased rapidly, and according to one report, between 1853 and 1856 Saga “employed about
one hundred workers ... in casting ... and Saga filled an order from the Tokugawa for two
hundred of the new guns before 1857.” %! impressive as this may sound, the volume of
production remained limited."*

By way of providing a measuring stick, a short tale of Japan’s early iron making
efforts may be edifying. The authorities of the Mito domain commissioned Oshima Takatd, a
technological pioneer in this area, to construct a blast furnace. The first efforts in 1855,

employing the traditional Tatara method of smelting iron sand, met with limited success. In

1857 Oshima’s expertise was sought again but this time by wealthy merchants from the domain

' Ibid,

130 A furnace which forces hot air through molten matter.

3! Smith, Political Change and Industrial Development in Japan: Government Enterprise, 1868-1880, 5.
132 For details on the early development of Japan’s iron and steel industry, refer to Nagura Bunji, Nikon
Tekkdgyo Shi No Kenkyii (Tokyo: Kondo Shuppan Sha, 1984).
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of Nanbu. Using charcoal as the fuel source and substituting iron sand.for iron ore, Oshima’s
furnace managed to produce about “one ton a day."'*?

It is a curious that though the Tokugawa bore the prime reasonability for national
defence, thg central regime’s development pf irqn ore production lagggd behind a number of
han by several years. After 1858, though, the Tokugawa adopted a more expansive approach by
developing the iron industry in conjunction with shipbuilding.”** And, by “1874 the Meiji
government [had] built the Kamaishi Ironworks on the site of the coal mines in Iwate using

21

imported equipment and instructors....”"** During these initial stages of the development of
Japan’s iron and steel industry, there remained considerable reliance on Western technology.
Through learning from hired Western experts and the advancements forged by such institutes as
the Iron and Steel Institute of Japan, reliance on foreign technology gradually diminished."®
Within decades, Japan had made significant strides in establishing its own home
production capacity. With the aim of reducing domestic dependence on imports, the Navy

established an open hearth furnace at the Yokosuka arsenal in 1890 and made improvements to

the Kamaishi mill. By the mid-1890s, the development of steel self-sufficiency was accelerated

13 Yonekura, The Japanese Steel Industry, 1850 - 1990: Continuity and Discontinuity.

13 Smith, Political Change and Industrial Development in Japan: Government Enterprise, 1868-1880, 6-
7.

135 Francks, Japanese Economic Development: Theory and Practice, 72.

136 For details on technology transfer see Nakaoka Tetsurd, Ishii Tadashi, and Uchida Hoshimi, Kindai
Nihon No Gijutsu to Gijutsu Seisaku.
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by the shortage driven by Sino-Japanese war."”” The first of several requests for construction
was submitted to the Diet in 1897 and, in 1961, the furnaces of the newly built government site
at the village of Yawata on tﬁe north Kyiishil coast, were first fired."*® With a ‘capacity of 60,000
tons, Yawgta was the la(gest miU in Asia though}“still less than 1 percent the size of U.S.
Steel.”"* The use of modern technology in its production of iron and steel was increasingly
adopted, as well as the establishment of training academies, facilitating the education of skilled
workers and providing centres for research. The near absence of adequate domestic iron ore and
coal, though, forced Japan’s reliance on imports. Even by “1896, imports supplied 60 per cent
of Japan’s consumption of pig-iron and almost all that of steel.”'** The theme of Japan’s acutely
felt vulnerability, stemming from fhis and other factors, and its connection with national
security has been explored elsewhere,'*' but, for our purposes here, what is germane is that

Japan’s iron and steel industry was significantly influenced by external factors. Its reliance on

137 Samuels, "Rich Nation, Strong Army" National Security and the Technological Transformation of
Japan, 72. Also see Nagura Bunji, Nihon Tekkogyo Shi No Kenkyii.

138 Nakaoka Tetsurd, Ishii Tadashi, and Uchida Hoshimi, Kindai Nikon No Gijutsu to Gijutsu Seisaku, 14.
139 Samuels, "Rich Nation, Strong Army" National Security and the Technological Transformation of
Japan, 72. Note that Samuels indicates that Yawata “was built...by the government and managed by the
Imperial Navy....”(Samuels, "Rich Nation, Strong Army" National Security and the Technological
Transformation of Japan, 72-73.) Penelope Francks state that the mill was “owned and managed by the
Ministry of Agriculture and Commerce” (Francks, Japanese Economic Development: Theory and
Practice, 68.). Similarly, Yonekura states the Council of Iron and Steel Production, which drew up plans
for Yawata, was established by the Ministry of Agriculture and Commerce in 1895. The members who sat
on the Council were drawn from MAC, the Navy, the Army and the Ministry of Communication and
Transportation. Disagreement arose between MAC and the Navy over expanding Yawata which led the
Navy to develop the Kure Navy Arsenal (Yonekura, The Japanese Steel Industry, 1850 - 1990: Continuity
and Discontinuity, 35-38.). Also, based on shingikai membership lists and who were the prominent
govemment speakers during the meetings, the Navy played a distant second role to MAC members.

0 Francks, Japanese Economic Development: Theory and Practice, 68.
141 For example: Barnhart, Japan Prepares for Total War: The Search for Economic Security, 1919-1941.
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foreign ore from China and Manchuria, for example, added 5 further dimension to Japan’s
concerns over mainland political development and, as we will see, during the 1920s India’s
cheap iron production put the screws on domestic Japanese producers.

Shifting the fo.cus to domestic limiting .factor‘s on the development of Japan’s iron and
steel industry, the comparatively backward infrastructure need to be mentiéned. @ong factors
to be considered were the limited domestic market integration and transportation networks. Not
uncommon with developing economies, during the early stages of industrial growth, markets
tend to be regionally based. Indeed, the expansion and mergence of local markets into a
cohesive domestic market may be a critical turning point along the path of industrialisation.
That success is often, in part, attributed to the establishment of a network of rail lipes and roads
to facilitate the transportation of raw materials and produce between markets on a national scale.
In the case of Japan, government in many instances promoted these developments either
through direct ownership of companies or the subsidization of firms. In this sense, the success
of the amalgamation of the iron and steel industry is directly attributable to other government
and private sector successes in related areas.

Further on this theme of coordinated domestic growth, the comparatively weak
economies of scale stemmed from the iron and steel industry’s lack of integration, which will

figure large in this study, was of critical importance. A historical perspective is necessary in
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explaining the comparative lack of efficiency in the industry. If one argues that a more
perspicaciou§ government policy in Meiji period would have obviated later non-integration
problems, this must be counterpoised by the economic reality that a newly developing country
faces in trying to estgbli.shva costly iron and steel producing base.]‘42 As opposed to, for example,
some production processes in light industry, the establishment of iron and steel manufacturing
capability was very capital intensive. For a newly industrializing nation such as Japan, this
factor was a principle determinant factor that shaped the framework within which its industry
would operate and, in turn, the choices that investors had. Without need to refer to additional
considerations such as location, quantity and quality of natural resources, the constraints
imposed by the initial financial outlay implied that, a priori, only government and those of the
private sector who had access to large sums of venture capital could think of establishing an

integrated production process straight off the bat.

First of all, state-owned projects had a great financial advantage over private projects,
particularly for costly projects such as an iron and steel works. For the first ten years, the
financial situation of Yawata was far from self-supporting. It is generally considered that the
Yawata was not technologically and financially established until 1910, when it made its first
sales profit, 52,000 yen. This figure, however, does not take into account any interest payments,
dividends, depreciation, or cumulative losses. The cumulative losses by 1910 had reached 11.12
million yen and the total investment by 1909 was 36.93 million yen. It earned a 52,000 yen
profit in 1910 only because its losses had been transferred annually to the national deficit, and
because its annual budget, when renewed, had been based on the previous fiscal year’s budget
without any consideration of the losses. This would not have been possible for a private
company. Only a state-owned facility could have borne the huge initial cost and losses, which
inevitably came in the attempt to catch up with Western levels of large-scale

142 See Alexander Gerschenkron (Economic Backwardness in Historical Perspective) for discussion on
industrialization approaches for late industrializing nations and the problems that they face. For specific
discussion on the case of Japan, see Francks, Japanese Economic Development: Theory and Practice, 66-
73.; Nagura Bunji, Nihon Tekkogyo Shi No Kenkyi.
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production.'*?

To wit, the problem for Jrapan was not simply a matter of capital investment but also one
of risk. Though certain individuals in Japan had studied advanced Western iron and steel
production methods and foreign specialists were employed, the implementation of this
technology was fraught with difficulties. It was not only a matter of acquisition but also one of
adapting the production process to the particular circumstances of the site and the associated
learning process. Calculating the upfront cost bf purchasing and transporting the necessary
machinery was comparatively easy but more precarious was that of predicting the cost of
climbing the potentially expensive learning curve. Learning through trial and error, though
inevitable, implied that costs could have run between being relatively inexpensive, if things
worked well, to prohibitively expensive when things did not. Naturally, this uncertainty was
hard to predict. The combination of the heavy sunk cost and inexperience steered all but
government aﬁd the most intrepid and well backed of entrepfeneurs from investing.

- Under these premature conditions, Japan needed two kinds of entrepreneurship. One
was a dedicated individual who was prepared to establish the technological and organizational
base of the iron and steel industry whatever the difficulties and risks. The other was a more
institutional entrepreneurship that could bear with the initial difficulties and risks associated
with the introduction of new technologies and businesses.'*

These constraints provide substantial rationale for why, from the outset, the Japanese
iron and steel industry was characterized as non-integrated and marked by its distinction
between Yawata, the principle integrated producer, and the iron or steel producers of the private

sector. Though integration was achieved under the entrepreneur Tanaka Chobei at Kawanishi

143 Yonekura, The Japanese Steel Industry, 1850 - 1990: Continuity and Discontinuity, 54-55.

4 1bid., 18.
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Works, it was decidedly the exception among private producers. Though other sites under
zaibatsu control did achieve limited integrated capacity during brief periods in the first decades
of development, their production capacity was limited and efficiency in question, as suggested
by their inability to sustain their integrated production capacity. In general, private sector firms,
whether under zaibatsu control or not, produced either pig iron or steel. The long term

implications of having a non-integrated production base were significant.

In domestic situations where producers are divided between pig iron and steel, ideally
pig iron production should be matched with steel demand according to a 1:1 ratio, thereby all
pig iron produced is used by steel producers. The reason for this was because there was limited
use for pig iron as a product in itself. By this stage in metallurgical developments, steel had
widely replaced pig iron and wrought iron as the preferred product of purchase, implying that
pig iron’s principle value was as an intermediary step leading to the prdduction of steel."’ In
turn, this meant that pig iron producers necessarily had to sell to steel producers as alternative
markets were limited. Steel producers were in the enviable position of being able to select the
cheapgst pig iron, whether that be produced domestically or elsewhere. This advantage was
furthered by the production flexibility afforded by the Open Hearth Furnace (OHF), which
allowed steel producers to vary the proportion of scrap iron to pig iron used in production. In

times when scrap iron was cheap, pig iron producers found themselves not only competing

15 There were “specialty steel producers and iron casters who ... [made] up a small portion of the market
share”, however they are not included in this study. /bid., 9.
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against often cheaper international producers but also scrap iron suppliers. In other words, had
Japan’s steel producers adopted a furnace with a less flexible production process, there would
have been greater incent