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CHAPTER 1

Introduction

Abstract This chapter briefly introduces the topic of ‘commercial moral-
ity’ as a concept that emerged in nineteenth-century debates on the ethics
of day-to-day business transactions. It notes how from the late nineteenth
century, as Japan became increasingly integrated into international trade,
Westerners considered Japan’s standards of business ethics to be particu-
larly low. It outlines the contents of the book’s chapters, highlighting the
key issues: the absence of a single, universally accepted global standard of
business behaviour; the extent to which rapid economic change facilitated
cheating; and the failure of formal institutions to keep pace with growing
opportunities for malpractice. It also suggests that the Japanese case is
potentially instructive when we consider the situation of contemporary
developing economies secking to establish themselves in the global econ-
omy in the face of powerful vested interests.

Keywords Japan e Business ethics ® History ® Developing economies

‘How is it’, asked Joseph Longford, former British consul in Japan, writ-
ing in 1905, ‘that a people who are daily offering to the world lessons....
in patriotism of the very highest order, in self-sacrificing devotion to all
the interests of their country, in courage and in an administration of all
the departments of their Government that is as unimpeachably honest
as it is efficient, should nevertheless have a reputation for commercial
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2 J.HUNTER

morality as low as it is in all other respects deservedly high?’! Longford
was not the only observer of Japan, at the time, seeking an answer to
this question. Accusations of a deficiency in commercial morality—what
would now probably be termed as low standards of business ethics—were
a constant refrain in Western observations on Japan in the late nineteenth
and early twentieth centuries. Japan’s reputation in international com-
mercial dealings was that of a nation whose citizens were prepared to
cheat and deceive in the interests of personal gain, and whose standards
of trading behaviour were inferior not just to industrial powers such as
Britain and the USA, but to those that prevailed in many developing
countries as well. The objective of this study is to identify where these
accusations came from, what kind of evidence they were based on, and
how the Japanese themselves responded to them.

A great deal has been written across the centuries about the moral-
ity or otherwise of moneymaking and profit and, more recently, about
philanthropy and the use of profits, and the extent to which even illicitly
obtained monies can be legitimately used to benefit others. In the British
case, the philanthropic and paternalist entrepreneurs of the nineteenth
and early twentieth centuries—for example, Quaker businesses such as
Cadbury and Rowntree—have garnered considerable attention. However,
while the worst excesses of business behaviour from Jay Gould through to
Enron and Toshiba have hit the headlines, far less attention has been paid
by scholars to the standards of honesty or dishonesty adhered to by local
economic actors and small businesses as they conduct their transactions on
a daily basis. And yet, the extent to which producers and traders at all lev-
els abided by—or flouted—accepted standards of behaviour for economic
transactions mattered profoundly for the growth of national and interna-
tional trade. What also mattered was the extent to which these producers
and traders, on both the individual and aggregate level, were perceived as
adhering to accepted standards; such perceptions might not necessarily
be aligned with the reality of what was going on, but could nevertheless
dictate attitudes and even policy. The reasons why it mattered were com-
plex, but included the potentially far-reaching damage to individual and
national reputations, the difficulty of engaging in repeated transactions
where one partner could not be trusted, and a general undermining of
trust in a capitalist economy increasingly dependent on credit and fewer
face-to-face contacts.

The accusations that were levelled against Japan were informed by the
discourses on commercial morality that had evolved within the industrial-
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ising economies of the West, and had become particularly conspicuous in
Britain and the USA in the second half of the nineteenth century. From
the British perspective, the accusations against Japan were, in part, the
outcome of a perceived failure on the part of many Japanese to act in
accordance with the standards that the British themselves had set down—
standards that were associated with ‘progress’ and ‘civilisation’—notwith-
standing an acknowledgement that Western businessmen were themselves
not immune to breaching those same standards. The criticisms were
informed by an inclination to cultural stereotyping, which treated indi-
vidual behaviours as representative of whole peoples, and led to sweeping
comparisons regarding the commercial morality of different nations.

It will also be suggested, however, that the complaints came in response
to the circumstances of global trade during this period, a global trade
that was dominated by the industrial economies of Western Europe and
North America, and characterised by a highly unequal balance of power
in international economic relations. At the same time, this was a period
of the transnational spread of ideas and business practices in the context
of cultural difference and increasing global economic competition. The
Japanese, who were essentially newcomers to international trade from
the late 1850s, had evolved their own business practices, but were now
expected to play by the Western rules of the game; the scope for genu-
ine misunderstandings of what was appropriate was matched only by the
scope for manipulation on both sides of the transaction. The specific
environment of the treaty ports—through which, until the late 1890s,
Japan’s international trade was conducted under the terms of the so-called
unequal treaties—further enhanced available opportunities for misunder-
standing and manipulation. Moreover, as Japan progressed along the path
to becoming the first non-Western industrialised economy and increased
her involvement in international trade, some Western producers became
increasingly fearful of the prospects of Japanese competition and drew on
earlier criticisms as part of the articulation of their more immediate con-
cerns. This interaction raises the very topical questions of how established
players in the international economy respond to the challenges posed by
new interests that seem to threaten their dominance, and how less power-
ful trading partners and newcomers to international trade can make their
way in the face of powerful vested interests, including by the adoption
of ‘short cuts’ in order to do so. Analysing Japan in the context of the
global debates on business ethics in the late nineteenth and early twen-
tieth centuries thus suggests some insights into the broader relationship
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between ethical business practice, business success, illegal conduct, and
moral behaviour.

But how important were these criticisms from the Japanese perspective?
Certainly, they mattered. Britain—probably Japan’s most vocal critic—was
one of Japan’s largest trading partners from the 1860s through to the
1920s, followed closely by the USA, another strong complainant.> The
negative perceptions of Japanese goods and Japanese methods of business
had the potential to damage Japanese trading possibilities just as the coun-
try was seeking to consolidate its position in overseas markets. Increasing
Japanese exports was regarded as vital to Japan’s ability to import the
necessary raw materials and energy for industrialisation, and the inflow of
ideas and technology from more industrialised economies on which that
industrialisation depended. Had the dominant European and American
economies sought to implement any kind of boycott of Japanese goods
or other sanctions in response to the perceived bad behaviour, they would
themselves have had little to lose; it would have been Japan that suffered.
Nor does it seem likely that these countries would have unduly suffered
had their exports to Japan declined. It was Japan, therefore, that was the
most likely loser in these controversies. It is in that context that we find a
Japanese response that not only sought to explain instances of bad behav-
iour by Japanese nationals by reference to Japan’s historical circumstances
and the manner of its integration into the international economy, but was
also committed to trying to ensure that such instances of unethical business
practice were minimised in the future. The response, in short, embodied a
realisation that Japan had little choice but to play by the Western-dictated
rules of the game.

In order to shed light on these debates, the focus here will be on the
interaction between the discourses on commercial morality and the actual
circumstances in which those discourses—in both the West and Japan—
evolved. Exploring any broader debates on ethics and business lies beyond
the scope of this study, although it must be recognised that attitudes
towards the relationship between ethics and business—and towards the
extent to which business activity was undertaken for the greater good,
and not just for individual self-interest—certainly impacted on the debates
under discussion here. As will be discussed further in Chap. 2, however,
the term ‘commercial morality” was largely used with reference to the
ways in which individuals undertook business transactions, for example,
the ways in which they drafted and adhered to contracts, the extent to
which they ensured that goods were of an appropriate quality, or their
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willingness to respect the intellectual property rights of others. It was in
these respects that the Japanese were deemed to be deficient in appropri-
ate business conduct.

In this context, it is worth making three general points. Firstly, the
increase in international transactions during the nineteenth century raised
the issue of the existence of multiple standards for judging business con-
duct—determined by local cultures and mores—and the absence of a
single, universally accepted global standard. As global transactions grew,
this problem became more acute. Secondly, the increasing complexity of
business transactions and the associated growth of credit that supported
nineteenth-century industrialisation facilitated cheating, and made it eas-
ier for many to get away with it. This ability to avoid some of the most
serious consequences of bad behaviour was, in part, due to the third fac-
tor, namely the failure of formal institutions, including legislation, to keep
up with changes in the economy and the increased opportunities for mal-
practice that they offered. This is clearly evidenced by nineteenth-century
debates in Britain about the extent to which the law could be used to
address problems of commercial immorality, but debates over the role of
legislation in delivering ethical business conduct are found across coun-
tries. The borderline between illegality and immorality was, and remains,
both unclear and permeable. By the time that something has been made
illegal, things have moved on, and individuals have found new ways of
manipulating a new set of opportunities.

This combination of the existence of multiple standards of acceptable
commercial behaviour, the increasing complexity of economic transac-
tions, and the limitations of formal institutions was fundamental to the
interaction between discourse and economic circumstances that will be
discussed in the three chapters that follow. Chapter 2 will discuss the
emergence, in the early nineteenth century, of British debates on what
was referred to by contemporaries as ‘commercial morality’, a term that
continued in widespread use through to the interwar decades. While there
was a long tradition of Christian-informed debate on morality and busi-
ness, and there were published injunctions to good practice in business,
the context of British industrialisation in the early nineteenth century pro-
voked increasing concerns about fraudulent business practice facilitated
by enhanced opportunities for cheating, as the number of long-distance
impersonal transactions increased and the growing complexity of financial
and economic mechanisms rendered transactions more and more opaque.
In Britain, debates on the extent to which immorality in business activity
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was distinct from actual illegality, and the relationship between short-term
profit and longer-term benefits, were fuelled by a wave of company col-
lapses and bankruptcies in the 1860s, a number of which were attributed
to fraud and speculation. Cheating, it was suggested, might deliver a quick
profit, but it could also jeopardise longer-term business success by limiting
the opportunities for repeated transactions and causing reputational risk.
The issues were discussed widely in local chambers of commerce, in parlia-
ment, and in the national and local press. The practices that were associ-
ated with low levels of commercial morality were not always spelled out,
but included behaviour such as the failure to deliver goods on time and
the issuing of false credit notes. Similar debates began to emerge in the
more industrialised economies of Western Europe and in the USA, where
the cases of the so-called robber barons raised widespread discussion of
the more or less acceptable ways in which fortunes might be amassed.
Almost everywhere, commentators sought to clarify links between the
prosperity of an economy, the growth of credit, and the question of trust
and broader ethical practice. While the main focus in the discussion here
will be on Britain, in line with its leading role in international trade, refer-
ence will also be made to equivalent debates in other European countries
and North America.

Chapter 3 will consider how the debates on commercial morality that
focussed largely on activity within Western countries came to be applied
to international transactions and, in particular, their application in the
case of Japan. It was often unclear what standards of morality might be
expected in the conduct of international business. Some businessmen in
Britain, for example, appeared to take the view that cheating foreign-
ers was acceptable in a way that cheating your own fellow countrymen
was not, and more generally defining what was appropriate practice in
an international, multicultural business world proved extremely difficult.
Differences in cultural norms and practices thus became a key element
in the Western criticisms of Japan that emerged in the second half of the
nineteenth century. It was broadly assumed in countries such as Britain, of
course, that all other countries should abide by the Western-dictated rules.
They tended to feel that a failure to adhere to ideal Western standards of
commercial morality (whatever they might be) was essentially an indica-
tor of a lack of ‘civilisation’. What emerged in the Western discourse was
thus effectively a global hierarchy of commercial morality roughly parallel
to a country’s perceived progress towards ‘civilisation’. In this hierarchy,
developing economies were towards the bottom, while the most indus-
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trialised countries were at the top. However, despite its obvious progress
towards industrialisation, and its growing international recognition (Japan
formally became a British ally in 1902), Japan remained firmly at the bot-
tom of the commercial morality hierarchy, as evidenced by Longford’s
statement at the start of this chapter. A reputation for cheating and fraud
persisted from the earliest days of treaty port trade through to the 1930s,
and re-emerged in the decades after the Pacific War. A stereotyped image
of the fraudulent Japanese merchant (and by implication the deceptive
nature of all Japanese) was reiterated through official reports, newspaper
and magazine articles, and travelogues. Chapter 3 will analyse the com-
plaints that were made against Japan, and identify what foreigners actu-
ally meant when they deplored Japan’s inadequate commercial morality,
looking at the specific business practices that gave rise to the accusations
of immorality. Discussion of the better known complaints of unfair com-
petition and cheap labour made against Japan in the 1930s lies beyond the
scope of this chapter, but it will be shown that the earlier criticisms laid the
foundations on which the later complaints were easily built.

Chapter 4 will look at the view taken by the Japanese themselves of
these criticisms, and the ways in which they explained and responded to
them. What is striking about the response of Japan’s business and political
leaders to the criticisms that were levied at Japanese commercial inter-
ests is that, at least up until the First World War, the majority appears to
have accepted the veracity of the Westerners’ criticisms. While there were
some disagreements about the causes and extent of unethical practices
by Japanese—the general belief was that the phenomenon of dishonest
traders was, in large part, the consequence of traditional Japanese atti-
tudes to merchant activity, combined with the particular circumstances of
the treaty ports, in which Western merchants were hardly models of pro-
bity—statements about the behaviour of Japanese merchants frequently
mirrored those articulated in the West. It was acknowledged that the
bad behaviour of a few could tarnish the nation’s reputation and that, at
least for the time being, Japan had to play by Western rules. Members of
the elite shared the view that standards of commercial morality could be
expected to rise as part of the progress towards ‘civilisation’, but were,
at the same time, concerned at what appeared something of a paradox,
namely that Japan’s commercial behaviour was regarded as inferior to that
in other countries, such as China, compared to which they believed Japan
was in most respects highly advanced. It was, therefore, essential, they
agreed, that concrete steps be taken to address this perceived anomaly.
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Those concrete steps were explained and justified not so much on the
basis of morality being a good thing and desirable in itself, but on the
grounds that even though cheating might lead to individual profits in the
short term, it was highly detrimental to the national interest and the future
of the Japanese economy over the longer term. For many, therefore, the
pursuit of higher standards of business ethics was instrumental to the big-
ger project of the growth of the national economy and the achievement
of international status.

Analysis of the commercial morality issue, whose influence on Japanese—
Western economic relations persisted into the postwar period, therefore
offers insights into the complex interaction between cultural difference,
the transnational spread of ideas and business practices, and global eco-
nomic competition. As will be noted in the concluding Chapter 5, the
story resonates with contemporary debates relating to institutional change,
culture and value systems, and their operation in the context of an expand-
ing global economy facilitated by complex financial and credit systems
whose operation is often hard to monitor. Furthermore, it suggests that
complaints about ethical business practice of the kind that were persis-
tently levied at Japan may be the lot of any emerging global competitor
that challenges the economic power of the status quo.

NOTES

1. Joseph H. Longford, ‘The Commercial Morality of the Japanese’,
Contemporary Review 87 (1905), 705. For Longford see Ian Ruxton,
‘Joseph Henry Longford (1849-1925), Consul and Scholar’, in H. Cortazzi
(ed.), Britain and Japan: Biographical Portraits, vol. 6 (Folkestone, Kent:
Japan Society /Global Oriental, 2007), pp. 307-314.

2. Britain accounted for 20-50% of the value of Japan’s imports through to
the First World War, while the USA took the major share of Japan’s exports
by value through to the Great Depression. See Janet Hunter and S. Sugiyama,
Economic and Business Relations, vol. IV of History of Anglo-Japanese
Relations, 1600-2000 (Basingstoke: Palgrave, 2002), pp. 17-18; Miwa
Ryodichi and Hara Akira (eds.), Kingendai Nibon Keizai Shi Yoran (rev. ed.,
Tokyo: Tokyo Daigaku Shuppankai, 2010), p. 25.



CHAPTER 2

Credit, Speculation, Legislation,
and Reputation: The Evolution
of the Discourse on Commercial Morality
in England and Beyond

Abstract Chapter 2 discusses the emergence in the early nineteenth
century of British debates on commercial morality, when the growth of
business provoked increasing concerns about fraudulent business practice
facilitated by enhanced opportunities for cheating. Apart from moral con-
siderations per se, many argued that cheating might deliver a quick profit,
but jeopardised long-term success by endangering repeated transactions
and causing reputational risk. Similar debates emerged in the more indus-
trialised economies of Western Europe and North America. Participants
in this transnational discourse sought to clarify links between economic
prosperity, the growth of credit on which it relied, and the presence or
absence of trust and wider ethical practice.

Keywords Britain ® Business ethics ® Commercial morality ® Business
fraud

EMERGENCE OF DEBATES ON BUSINESS MORALITY
IN ENGLAND

Concern about honesty and dishonesty in the conduct of economic trans-
actions is neither an exclusive characteristic of modern economies, nor has
it in any way been particular to Europe and North America. For many
centuries prior to the modern period, and across the globe, individuals
and societies complained of cheating traders and fraudulent transactions—

© The Editor(s) (if applicable) and The Author(s) 2016 9
J. Hunter, ‘Deficient in Commercial Morality’?,
DOI10.1057,/978-1-137-58682-7_2


http://dx.doi.org/10.1057/978-1-137-58682-7_2

10 ). HUNTER

complaints that in some regions of the world fed into religious or ethically
driven debates about the relationship between profit making and moral-
ity to produce institutional regimes in which commerce was thought to
be demeaning and those engaged in it of low social status. Christianity,
Islam, and Confucianism all, in one way or the other, pondered over the
relationship between economy and morality, and ended up locating many
kinds of commercial activity at the margins of social probity and elite sta-
tus. What changed in Western Europe and North America from the late
eighteenth century, though, was the changing scope for deception, fraud,
and genuine misunderstandings offered by the economic transformation
initiated in Britain and followed during the nineteenth century by other
Western economies. This period of dramatic economic and social change
associated with the growth of laissez faire capitalism and increasing flows
of information served as the backdrop for debates on moral conduct in the
economy on a scale that surpassed anything hitherto.!

As might be expected, in countries such as Britain, these debates on
the relationship between economy and morality were strongly shaped
by the Christian-informed moral framework that had prevailed through
the medieval and early modern periods, but with a notable difference.
Whereas most previous protagonists had sought to address the key issue
of how Christian ideas of morality might be reconciled with the need to
engage in economic transactions and the making of profits, the focus now
increasingly shifted towards adherence to moral standards in the actual
conduct of business, that is, the degree of honesty and probity with which
economic actors carried out their business, including their adherence to
formal and informal rules. The growing concerns related primarily to what
might now be called ‘business ethics’ in the sense of the rules of conduct
according to which business decisions are made—rules of conduct defined
by the law; via regulatory bodies, trade associations and company codes;
and also by the personal morals of individual economic actors. Violations
in the code of conduct stemmed from weaknesses in both the structure
and enforcement of rules, and their deliberate violation by individuals or
groups.”

This does not mean that earlier commentators had paid no attention to
codes of conduct in business or that they failed to recognise the incentives
to cheat. Adam Smith clearly understood that the pursuit of rational self-
interest could damage others in society, but emphasised that the approba-
tion of others was a fundamental means of securing one’s own self-interest.
He acknowledged, moreover, that the market did not have all the answers;
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harmony between self-interest and an ethical society depended both on
full information and on good education, neither of which would be sup-
plied by the market.? While man, he argued, could subsist only in society,
a society ‘cannot subsist among those who are at all times ready to hurt
and injure one another’.*

A number of pre-nineteenth-century publications sought to instruct
nascent businessmen in the forms of business behaviour appropriate to
Christian morality. In the 1790s, Thomas Gisborne, a close colleague of
William Wilberforce and member of the Clapham sect campaigning for
anti-slavery and social reform, published a substantial volume on social
duty and responsibility containing a long chapter entitled ‘On the Duties
of Persons Engaged in Trade and Business’.® Underlying this chapter was
the statement that honesty and probity were the fundamental moral vir-
tues necessary for anyone engaged in business, because it was only through
honesty that a trade could achieve the public credit standing essential to
business success. “The foundations of a trader’s credit’, Gisborne opined,
‘are property, integrity, punctuality, industry, prudence, openness of deal-
ing, freedom from extravagance, from a spirit of wild speculation and from
vice, and the character of the partners and of others with whom he is
closely connected’.¢ While the majority of those in trade were undoubtedly
honest, Gisborne argued that there were some individuals ‘so destitute of
moral principle as to pursue gain by every possible method; plundering
individuals, and defrauding the revenue, regardless of the laws of God, and
of those of their country’.” Significantly, the practices into which Gisborne
believed even the most honest of businessmen might be drawn included
many that would later be identified by Victorian commentators as connot-
ing lax standards of commercial morality. These included taking advantage
of those who were in need, or ill-informed; haggling over terms and prices
rather than immediately naming the lowest acceptable price; engaging in
‘improper’ transactions, however lucrative; lacking openness regarding
real wealth and assets; and engaging in deception in the conclusion and
fulfilment of contracts. In short, business should be conducted “according
to the rules of fairness and plain dealing’.?

Gisborne’s text raised a number of issues that were to permeate sub-
sequent debates. Firstly, there was the issue of what he referred to as
‘custom of trade’, the tendency of individuals to go along with practices
that appeared to be condoned by the behaviour of others, without ever
questioning whether they might be right or wrong. A second issue was
the role of the law and the state in imposing and enforcing appropriate
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standards of conduct. Gisborne argued that traders should always obey
even bad laws, but that at the same time an upright trader should not seek
special privileges from the government. A third point of discussion was
the extent to which honesty might include sacrifices of possible gain. An
honest businessman should not, he contended, be on constant watch for
‘opportunities of exaction’, nor seek to take advantage of the needy or the
unwary, but should instead ‘be solicitous to name at the first his lowest
price’.? Although Gisborne recognised that this kind of behaviour might
ultimately deliver economic benefit by enhancing confidence and credit
standing, it was the non-economic benefits of good behaviour that were
the most important:

They who have been known uniformly to have conducted their business
according to the rules of fairness and plain dealing; to have made no vain
parade of their credit; to have resorted to no device calculated to excite an
erroncous opinion of their wealth, of the reliance placed upon them, or of
their prudence, industry, talents and dispositions; to have abstained from
improper transactions, however profitable; to have dared to tell truths even
when unfavourable to their credit, and never to have deviated from rectitude
in those trying conjunctures which bring men’s principles to the test; have
found themselves rewarded in critical times by the confidence of the public,
by the warm attachment and strenuous exertions of their friends, and even
by generous and ample offers of assistance from quarters from which it was
least expected.!?

The first half of the nineteenth century witnessed a shift away from
Gisborne’s suggestion that virtue was its own reward towards a set of
arguments that contended that honest business conduct was also the key
to profit. Morally undesirable behaviour tended to have undesirable eco-
nomic outcomes as well as moral ones. The rapid growth and transfor-
mation of Britain’s trade, industry and finance in the decades after 1800
produced a growing public debate on what was increasingly frequently
referred to by contemporaries as ‘commercial morality’ and the extent
to which it could be upheld by formal institutions. As Robb has noted,
legal requirements concerning accounting and audit were ‘inchoate and
ambiguous’, guidelines for advertisements and prospectuses were vague,
and the public had scant information to guide them in astute investment
decisions.!! The appearance of new, larger, and more complex businesses
increased the scope for fraud, and it became increasingly difficult to
distinguish between fraudulent and genuine investment opportunities.
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The stock market panic in the 1840s stirred up debates concerning accept-
able and unacceptable business practices as well as the need for higher
standards of honesty and responsibility. In the words of Sarah Wilson,
“The regulation of the developing economy was in its infancy and without
reference points in law or wider governance codes drawn from “business
morality”. Many parameters of “acceptable” conduct in business did not
become apparent until at least the end of the nineteenth century.’!? In the
process, customary rights that had long characterised business activity were
increasingly called into question, while traditional workplace perquisites
often came to be seen as dishonest, and subject to criminal proceedings.!?

In the 1860s, just as Japan was starting its reintegration into the inter-
national economy, the British debate was fuelled by a series of conspicuous
scandals and instances of white-collar crime. Concerns over inappropriate
behaviour by groups and individuals spread beyond religious and edu-
cational activists to business and economic organisations, to public offi-
cials and politicians. Identified economic outcomes were used to support
the argument that, while unethical business practices might on occasion
be individually profitable, such practices were invariably, over the longer
term, damaging not only to the individual concerned, but also to busi-
ness and the community more broadly. This equation of high moral stan-
dards with good business seems to have been true even of some general
treatises whose prime purposes were religious, such as the anonymously
written Mercantile Morals that appeared in 1861.1* While the core theme
remained the overriding importance of the immortal soul, and the reader
was told that ‘a false balance is an abomination to the Lord’ and that any
lapse from virtue would inevitably be followed by divine retribution,!® the
very title of the book suggested the extent to which capitalist business and
industry had now become a core concern of writers seeking to reinforce
Christian morality. Business was one of the greatest repositories of temp-
tation, argued the author, and any young man required by his employer
to deceive customers should immediately abandon his employment.'® At
the same time, however, a multitude of extreme examples of dishonesty
were described in support of the argument that a recent spate of business
scandals caused by deception and fraud were not only evidence of immo-
rality, but also potentially damaging to British commerce. The scandals
described might, suggested the author, ultimately be a factor for good
in that ‘the stability of British commerce has been increased by the very
disclosures which seemed to declare its inherent rottenness’, but all young
men entering trade and industry had to be constantly on their guard
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against the temptations that beset them.!” This treatise makes clear some
of the kinds of practices that had come to be identified with inadequate
standards of ‘commercial morality’; these included excess borrowing, the
selling of defective goods, the concealing of defects in merchandise, and
inaccurate advertising.

Herbert Spencer, in his 1859 essay on ‘The Morals of Trade’,'® com-
menced his discussion by noting how adulterations of goods were by now
‘a familiar topic’, and ‘the same lack of conscientiousness which shows itself
in the mixing of starch with cocoa, in the dilution of butter with lard, in the
colouring of confectionary with chromate of lead and arsenite of copper,
must of course come out in more concealed forms’.!” Among other evils he
referred to the ‘habitual malpractices of wholesale-houses’, and the widely
held conviction ‘that trade is essentially corrupt’. The law for the trading
community was essentially ‘cheat and be cheated’, and overall the situation
was very grave.”’ While Spencer himself recognised the widespread honesty
of many members of the commercial classes, his essay demonstrates clearly
the extent of public concern over what was viewed as widespread fraud and
malpractice.

By the end of the 1860s, the interactions between business reputation
and credit standing, presence or absence of commercial morality, and the
overall operation of Britain’s industrial economy had seized the attention
of the British press. The widespread complaints of lack of integrity at this
particular point in time were largely fuelled by a wave of company collapses
and bankruptcies over preceding months, many of which were attributed to
fraudulent practices or speculation.?! Intensive discussion followed within
parts of the business community about how to deal with the perceived prob-
lems. These well-publicised debates set the tone for the discourse on com-
mercial morality that was to persist in England through the late nineteenth
and early twentieth centuries. It is not always easy to know exactly what
forms of behaviour were regarded as constituting a departure from mercan-
tile or commercial morality. Publications such as The Economist wrote about
‘commercial morality” as a set of accepted norms and practices; people acted
in ways that were inconsistent with commercial morality and committed
offences against commercial morality as they might commit crimes. Many
of the actual practices that were condemned, however, can be inferred from
the instances of behaviour that were repeatedly criticised. In line with earlier
injunctions against excessive borrowing and traditional maxims about not
getting into debt, rash speculation was invariably regarded in itself as an evil.
Honouring of contracts was paramount. More specific failures included the
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adulteration of goods,?* failures to deliver goods on time,?* the issuing of
false bills of exchange ‘calculated to give an erroneous impression as to the
circumstances or transactions out of which they originated’, unregistered
mortgages from shipowners that gave ‘a false kind of credit to the ship-
owner to which he was not entitled’,?* false labelling of products,?® and the
issue of false bills of lading.?¢

The debates within Britain raised a number of issues that were also
taken up in other countries and which, as we will see, became core ele-
ments in the criticisms that were subsequently levied at Japan. These issues
fell under four main headings: the importance of increasing complexity
in credit and financial mechanisms, and the associated dependence on
credit and growth of speculation; the significance of business conditions
in increasing incentives to cheat; the extent to which legislation, social
constraints, and collective action could help improve commercial behav-
iour; and the reputational damage that resulted from it, particularly when
it came to trading with foreigners and Britain’s extensive global trade.

In terms of credit and speculation, it was generally agreed that the
growth of complexity in credit and financial dealings that had occurred
over preceding decades had made it easier to undertake intentional fraud.
It had also made it more difficult to detect. The pace of change had been
such that it was hard for the authorities to act quickly enough to close the
loopholes.?” At the same time, although there was no ambiguity about the
fact that much of Britain’s industrial and trading expansion had been built
on the growth of credit, that same credit availability allowed lapses in indi-
vidual conduct to have far-reaching consequences for others, particularly
through permitting widespread and uncontrolled speculation. For some
commentators, it was access to credit that was the greatest test of the hon-
esty of a commercial community, as cheating in a face to face transaction
using hard cash was far more difficult: ‘It is a far more delicate and difficult
trial of honesty when large sums of money are left or placed in the hands
of others to invest as they, at their discretion, think best.... No nation
can be said to have had its commercial morality tested at all that has not
attained a very high development of its credit system.’?® By that yardstick,
The Economist thought that England had actually performed rather well,
but other participants in the debates disagreed, calling for greater curbs
on the extension of credit and on related institutions such as limited liabil-
ity.?® Speculation, much of it facilitated by the extension of credit, was an
associated concern. The shame of speculating with other people’s money
was equated to gaming with borrowed funds, but what was particularly
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concerning was that it took place in complex enterprises that were difficult
to control, and without the same penal sanctions. One article in the 1880s
referred to speculative dealings on the London Stock Exchange as purely
betting operations.3’

Secondly, there were a number of views on the ways in which busi-
ness conditions could be a major influence on inducements to fraud. In
times of commercial prosperity, or where the prospect of profits was par-
ticularly high, the temptation to engage in ‘overtrading and extravagance’
was undoubtedly increased. The aftermath of the American Civil War was
offered as an example.®® An editorial in The Times pursued this line of
thinking, arguing that boom times were associated not only with greater
speculation, but with excessive speculation. In this context, the greater dif-
ficulty in getting hold of credit in a downturn was likely to act as the best
constraint on speculation and the associated decline in morality, but the
danger was likely to recur as prosperity returned.?? At the same time, acute
competition in difficult markets characterised by a shortage of demand
could be an encouragement to cheat; some members of the Lancashire
cotton industry in the 1870s were reported as saying that being honest
threatened their very survival.*®* Writing on business ethics much later, in
the 1920s, one American authority argued that the incentive to renege on
a contract was influenced by whether it was a buyers’ or sellers’ market,
and that when an industry was prosperous it was less likely to worry about
business ethics.?* Both prosperity and slump, therefore, appeared to ofter
incentives to groups and individuals to engage in what was deemed to
be inappropriate behaviour. Commercial morality was increasingly con-
sidered as contextual, rather than something that adhered to absolute and
unchanging standards.

A third element in the discourse was the relationship between commer-
cial morality and legislation, the role of the law in both encouraging and
making illegal inappropriate behaviour, and the extent to which formal and
informal rules were the key to improving commercial conduct. Sir Edward
Fry, an eminent retired Court of Appeal judge who campaigned for higher
standards of honesty in business in the two decades before the First World
War, emphasised in his speeches that just because something was legal did
not mean that it was morally acceptable.®® This distinction resonated with
earlier debates on the limitations of legislation to address the perceived
commercial morality problem. When the issue erupted into prominence
in the late 1860s, members of the Liverpool Chamber of Commerce
expressed concerns that bad laws were an encouragement to bad behav-
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iour, an issue also discussed by their counterparts in Birmingham.3¢ Two par-
ticular elements of legislation were the main target of their concerns at this
time. One was the laws relating to bankruptcy, the other was post-nuptial
settlements. In the case of bankruptcy, contemporaries were concerned that
while claimants understandably had the first charge on any remaining assets,
even where fraudulent behaviour might have contributed to the bankruptcy
there was no possibility of criminal proceedings against the individual. Under
the prevailing law, the crime of the fraudulent bankrupt was not investigated
as a crime, and the bankrupt was soon free to re-engage in speculative or
fraudulent transactions all over again. Proposing to the Liverpool Chamber
the setting up of a special committee to investigate the issue of commercial
immorality, one member argued that this anomalous situation in relation
to bankruptcy could not be addressed until it was acknowledged that ‘it
was prima facie, a crime to be unable to pay one’s debts’. Another mem-
ber opined that ‘the man who speculated beyond his means, so that he
could not pay his losses if necessary, was quite as guilty of fraud as if he
stole the purse from another man’s pocket’.?” On the other hand, post-
nuptial settlements that allowed the individual to transfer a main part of
his assets to his wife’s name were identified as a means whereby those
engaged in very risky ventures and speculation could avoid the conse-
quences of failure. “Thus, he secretly removes the property he has—and
on the strength of which, no doubt, men are willing to trust him—from
all liability for failure, while he gets all the advantages of success. No fraud
can be more disgraceful.”®

By the time the Liverpool Chamber of Commerce’s special committee
reported in early April 1868, it was reported that the Lord Chancellor had
already brought in a bill embracing many of the committee’s recommen-
dations,* but The Economist was still complaining at the end of the year
that ‘the gross defects of the Bankruptcy Law and the non-existence of a
Public Prosecutor, have done more during the last four years ‘to degrade
the tone of commercial morality in this country than anything else that has
occurred since we became a trading people’.*? As the years passed, many
areas for potential improvement continued to be identified. Private deeds
of arrangement in cases of potential bankruptcy should be abolished, and
tighter control should be exercised over the issuing of bills of exchange
and on the registration of mortgages taken out by shipowners on their
vessels. Better machinery was needed to punish misappropriation of funds
and breaches of trust. Even the principle of limited liability was called into
question, as the current legislation could be seen as offering overt protec-
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tion to fraud.*! Proposals were presented in parliament to render company
directors more accountable by making them responsible for misleading
statements in their prospectuses, and to check adulteration and the fraud-
ulent use of brands and trademarks, but campaigners such as Sir Edward
Fry continued to express concern over the weakness of the law in relation
to issues such as misleading or false advertising, and over-insurance.*?
What is apparent, therefore, is that although legislation and regulation
sought to curb the most serious moral breaches, this route was funda-
mentally flawed in the face of rapid change and the ongoing incentives
it offered to cheat, at least to the minority. Moreover, the longstanding
principle of caveat emptor (buyer beware), enshrined in legislation in both
Britain and the USA, meant that consumer protection legislation was
slow to emerge, while intellectual property rights protection was patchy,
as will be shown in the case of the difficulties Westerners encountered
in relation to Japanese brand and trademark fraud. Improved laws could
change the incentive structures and discourage fraudulent behaviour, but
it was recognised that revisions to legislation would not necessarily in
themselves be sufficient to ensure that all individuals and groups engaged
in business acted within the bounds of what was deemed appropriate
behaviour. Individuals made choices regarding whether to behave well or
badly, and it would be inappropriate to expect legislation to deal with all
the problems. Some commentators believed that social constraints, such
as the importance of reputation or social exclusion by other members
of the business community, were likely to be more of a deterrent than
the prospect of legal punishment. Indeed, legislation would not have
the desired effect unless it could also rely on related social constraints.*?
Given this limitation, there emerged a degree of consensus on the fact
that the business community itself should take a leading role in ensuring
proper modes of behaviour, while in the final reckoning it was also the
moral responsibility of the individual to ensure that he did not engage
in behaviour that brought the broader community into disrepute. The
reputation of the many was too easily tarnished by the failings of the few.
While commentators suggested that the extent of speculation and ‘depar-
tures from rectitude’ should not be exaggerated,** there was no doubt
that the credit standing of business as a whole suffered from the lapses of
just a few individuals. There was in addition a real danger that fraudulent
practices had become accepted as standard commercial behaviour, disad-
vantaging others who engaged in legitimate competition and fair dealing.
The Times was moved in 1873 to castigate the widespread practice of
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adulterating cotton products with sizing to increase weight and volume,
which was a serious threat to the competitiveness of British products, and
‘leads to the general discredit of British merchant activity’.** Fraudulent
conduct of this kind was assumed to be widespread across many indus-
tries.*® There was, moreover, a consensus that the mercantile community
had a social responsibility towards the working class, who were not only
damaged by the imprudence of their betters, but encouraged to think
they could behave with equal imprudence.*”

This discourse on commercial morality persisted through the late nine-
teenth and early twentieth centuries, albeit with some changes in tone and
not always with the same intensity. Sir Edward Fry, who was mentioned
earlier, continued in the years after 1900 to argue that as long as fraud
remained profitable, people would continue to engage in it, and listed a
whole catalogue of dishonest acts that might, or might not, be actually
illegal, but which certainly threatened the reputation of the British as fair
dealers, and the moral and credit standing of its entire mercantile com-
munity. Practices condemned by Fry included some which were actually
life-threatening, such as inferior cloth that did not keep the wearer suf-
ficiently warm, and the over-insuring of unsafe ships. Others included the
same malpractices of adulteration of goods, fraudulent trademarks, inap-
propriate and secret commission (which in effect amounted to bribery,
and was a ‘gangrene of our commercial life’), misleading or false advertis-
ing, and over-insurance.*® Well into the interwar period, there continued
to be concern in Britain that a minority of traders and producers was fail-
ing to act not only according to the law, but in some cases in accordance
with the spirit of the law and accepted moral values. One report in 1925
of a shipbroker being sentenced for fraud referred to his acts as ‘menda-
cious, dishonourable dealing’ which had no place in the City of London.*
While the terms ‘commercial morality’ and ‘mercantile morality” were far
less conspicuous than previously, and the phrase ‘business ethics’ gained
increasing currency, the sentiments were in many respects unchanged.*

BEYOND BRITAIN

Concerns about business behaviour were not limited to Britain. We find
that as industrial capitalism spread in North America and other European
economies, many of the same concerns were articulated, although differ-
ences of time and place inevitably generated a number of variations. As
one of the world’s leading industrial powers by the start of the twenti-
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eth century and a key trading partner for Japan from the 1850s, the case
of the USA is also highly relevant. Concerns about business ethics can
be found in the USA from the late nineteenth century, or even earlier.>!
The New York correspondent of the Morning Post in 1854, for example,
reported that recently exposed stock frauds had not only shaken confi-
dence and credit, but ‘have produced deep and anxious enquiry as to the
latent but rapidly growing causes of such deplorable evils’.>?> Mercantile
handbooks published in the USA in the 1850s emphasised the moral way
of going about discrete areas of business, such as buying or selling, while
success manuals stressed the equation between individual morality and
material progress, and the importance of virtues such as honesty, indus-
try, and frugality. One manual, for example, wrote of the need to avoid
wrong business methods such as misrepresentation by the seller, specula-
tion with borrowed capital and taking advantage of bankruptcy laws to
evade debt payment.>?® As in England, concerns were spread by the rise of
financial capital and stock markets, the growth of speculative enterprises
and the power that this appeared to give some individuals. The financial
machinations undertaken by a number of individuals came in for heavy
censure, with the New York Herald denouncing Wall Street immorality
that damaged the economic prospects of millions but sat side by side with
the highest religious tone in the private lives of the individuals involved in
it. [ They] deem it legitimate to plunder each other and the merchants to
victimise the people, and to paralyse trade for the purposes of gain. Men
who claim to be pious and pillars of our churches will deliberately plot
to deceive the ignorant and to overreach the unwary in order to make
money.”** As in Britain, commentators wrestled with a seeming incon-
sistency within the behaviour of individuals. Reporting how directors of
the Pacific Mail had undertaken transactions generally considered dishon-
est, the New York Times also noted: ‘It is true that we are often told that
there is one standard of honor for private life and another for commercial
affairs. A man may do many things without blame as a “Director” which
would be disgraceful to him in his private capacity!’.>® Some of the great
entrepreneurs of the Gilded Age, men such as Jay Gould, left a reputation
for inappropriate dealings and risky speculation, and there is no reason to
doubt that ‘in the unrestricted capitalist economy of nineteenth century
America and Britain unscrupulous behaviour—sharp practices, unfair deals
in the market place, and the widespread support of rule breaking in the
middle and higher strata of society—was discussed ... as fervently as it is

> 56

today’.
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The Progressive Era, from around 1890 until the end of the First
World War, was characterised by a stronger social response in the USA
to recurrent reports about the prevalence of scandals and unethical busi-
ness practices, a response that began increasingly to signal dissatisfaction
with an unadulterated laissez faire approach to business.”” The earliest
projects for business education invariably embraced a social dimension,
and Abend notes a comment by the Wall Street Journal in 1903 that a
key function of the nascent business schools should be the ‘training of
the consciences of their students in habits of spontaneous morality’.>® A
number of US higher education institutions, including prestigious schools
such as Yale and Chicago, provided lectures on moral aspects of business.
Harvard Business School became a leader in the teaching of business eth-
ics after the First World War. At the University of California a businessman
originally from London funded a series of lectures from as early as 1904
with titles such as ‘Morals in Trade and Commerce’ in the belief that
although education had helped standards to rise ‘there are still many mis-
guided men in business who imagine that there can be no success without
false weights, lies and deceit’.> Through the interwar years, US scholars
and business schools offered description and analysis of business ethics.
Edgar Heermance, a Yale graduate and Christian minister, suggested in
the mid-1920s that the situation had improved compared with a genera-
tion previously, when ‘unscrupulous trade practices were largely taken for
granted’, but that ‘a fringe of unscrupulous men are able to hide behind
the vagueness of the standard. They are constantly engaging in question-
able practices, for the sake of immediate gain, and bringing the industry
into disrepute’.®® While Heermance referred to ‘commercial honesty” and
lamented the existence of ‘low business ethics’ rather than low commercial
morality, he identified some of the same practices condemned in Britain,
such as misbranding, piracy, and substitution of an inferior good for a
superior one. His Christian perspective on credit and trust is reminiscent
of the words of Thomas Gisborne well over a century earlier:

Modern business is built on credit. It is carried on by borrowing, by the
exchange of promises to pay in the future. The term itself implies mutual
trust. The extent to which credit is used is a witness to the standard of hon-
esty that has grown up in the business world. Merchants have discovered
that it pays to have a reputation for integrity and fidelity, for on this depends
their credit rating, the terms they can secure, the cost of doing business, and
in many cases the difference between success and failure.5!
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That the international exchange of ideas and comments on ethics and
business was an important factor in the emergence of a global discourse
on commercial morality is underlined by the not infrequent comments
on ethical issues in American business that can be found in British-based
publications. Not only did they include reports from their own corre-
spondents in cities such as New York, but also cited reports in newspa-
pers such as the New York Times. Judgement was passed, for example, on
the behaviour of Jay Gould, whose ‘transactions have frequently only just
been within the bounds of the law, although very considerably beyond the
limits of ordinary commercial morality’.%> Concerns articulated in Britain
also spread to its settler colonies, which unsurprisingly looked to Britain
as a model, arguing for the need to conduct trade in an honourable fash-
ion, since the business conduct of traders and merchants set the tone for
national characterisation; in the case of South Australia, for example, it was
asserted that commerce was basically sound, but there had been ‘some dis-
graceful instances of reckless over-trading’, lack of legal sanctions allowed
speculators to avoid paying their liabilities and to start all over again, and
people should be encouraged to be more frugal.®® By the first half of the
nineteenth century, economic and other ideas were being conveyed rap-
idly through industrialising Europe, to non-English-speaking countries
such as France and Prussia, and across the Atlantic and beyond.®* A well-
known German professor of economics, Richard Ehrenberg, writing in
the late 1890s, noted the mutually self-reinforcing relationship between
the growth of market competition and awareness of self-interest as the
driver of economic activity, but this did not, he emphasised, give mer-
chants a free hand to do whatever they wanted. There was no distinct
‘commercial morality’ ( Handelsmoral), rather the calling of the merchant
required a particularly high degree of character to allow him to reconcile
appropriately the dilemmas that had to be faced.®®

Concerns over commercial morality were, therefore, being articulated
in many parts of the globe by the latter part of the nineteenth century.
These concerns had been fuelled both by the development of industrial
capitalism at the national level and by the transnational exchange of ideas.
They were also, however, increasingly related to the accelerating spread
of global trade. It was no longer possible to subscribe to Adam Smith’s
statement a century earlier that ‘national prejudices and hatreds seldom
extend beyond neighbouring nations’, and to his claim that ‘neither they
[the French] nor we bear any sort of envy to the prosperity of China or
Japan’.%® The rapid move towards global economic integration led com-
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mentators on the commercial morality issue to develop their ideas in two
directions. One was the extent to which bad or good behaviour on the
part of a nation’s producers and traders might impact upon that country’s
ability to trade successfully in the global marketplace. The other was the
beliefs articulated by individuals in Britain and other industrial economies
about their own levels of commercial morality in relation to those of other
countries. It is these two issues that will be considered in the final section
of this chapter.

THE COMMERCIAL MORALITY DISCOURSE
IN INTERNATIONAL CONTEXT

As indicated by the comment mentioned earlier about the impact of adul-
teration on the overseas reputation of Lancashire cotton goods, for many
concerned with issues of fair dealing in business it was the damage that
dishonesty did to national and individual reputations that was one of the
main reasons not to engage in such dishonesty. The perceived ‘demoralisa-
tion” of commercial life and the use of illegitimate means to accumulate
vast fortunes was early on identified as damaging to the national interest:
‘if we are to continue to be a great commercial people it is absolutely nec-
essary to mark the distinction between the honest and the dishonest trader
much more emphatically than we have hitherto done’.%” Honesty was, in
effect, good business. Within countries, this argument was repeatedly used
to assert the probity of the vast majority of businessmen—after all, had
most been dishonest the capitalist economy would have collapsed—and to
resist official intervention and regulation. On the other hand, though, as
indicated earlier, it was evident that the existence of multiple speculative
and inappropriate investment opportunities made it difficult for potential
investors to make accurate assessments, undermining legitimate invest-
ments.%® Activity that amounted to cheating jeopardised not only repeat
transactions between the same parties, but also the transactions of oth-
ers. Applied to international trade, the consequences for leading trading
nations such as Britain were potentially serious.

It might be argued, of course, that intentionally duplicitous actors had
little interest in repeat transactions; they were more concerned to make a
one-off profit, and even within a large national economy such as that of
Britain, let alone globally, there were always likely to be more customers
who could be fleeced. Moreover, the chance of having to pay the price
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for dishonesty in international transactions, particularly if that dishonesty
was carried out outside the remit of British or American law, was sig-
nificantly diminished. And yet, the approach to commercial morality in
British discourse in the late nineteenth century was characterised by more
than simple self-interest; it also embraced an element of moral judgement
on how dealings with those from other countries might be conducted.
Opinion was far from united on this matter, but a degree of double stan-
dards was sometimes in evidence. One firm of cotton manufacturers in
Lancashire was taken to court in 1873 for manufacturing and selling bob-
bins that contained only 50 yards of thread despite their having labels indi-
cating that they contained 100 yards. In its defence, the firm claimed that
the bobbins were exclusively for the foreign trade.” A tea merchant was
reported the same year in a letter to The Times as advising the government
not to penalise merchants who imported into Britain tea adulterated with
iron filings, but rather to compel them to reship it to foreign countries.”
It was, in effect, acceptable to cheat the foreigner. The logic of caveat emp-
oy was at its most extreme.

Such contempt for foreign customers and trading parties was, of
course, rejected by many. Responding to the cotton bobbin incident, the
President of the Manchester Chamber of Commerce criticised the attempt
to defraud foreign purchasers, and queried whether ‘if a man seeks to
cheat in another quarter of the globe or in another nation he is likely
to be upright and honourable to his next-door neighbour’.”* The same
letter writer mentioned above, who was also active in the cotton trade,
explained how fraudulent practices of this kind made it difficult for honest
merchants to compete with honesty in places like Asia. “The time when
the English word was a tower of strength has long since passed away’, he
wrote, expressing hope that the government would try and ensure that
‘foreigners cannot be cheated with impunity, and that we cannot allow
our trade and commerce to suffer disrepute in order to protect an unprin-
cipled class’.”> The reputation of the British trader therefore continued to
be widely seen as the guarantor of ongoing success in the international
trading environment. It is in that context that the British and other indus-
trial nations came to compare their own standards of honesty with those of
other countries. In the process, they laid down what they saw as a global
hierarchy of commercial morality.

Despite the widespread concerns about the fraudulent activities of
some British businessmen discussed above and their perceived negative
impact both on individuals and on the national reputation, when it came
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to the international context, most commentators through the late nine-
teenth to early twentieth centuries continued to identify British traders
as adhering to higher standards of morality in trade than their counter-
parts in other countries. One journalist in Australia wrote of the ‘high
tone of business morality which as a rule distinguishes the British trader’.”?
Britain’s assumption of the administration of the Transvaal from the ‘venal
and rapacious Boer administration’ following the war of 1899-1902 was
greeted as enabling higher standards of company law and commercial
morality.”* This highlighting of the relative strength of national virtues
was not unusual. Richard Ehrenberg, who was mentioned earlier as noting
the degree of character required by good merchants, also emphasised that
the required character was possessed by a great many German traders to
a larger extent than in other peoples.”® Even the most advanced industrial
economies were not immune from such relative evaluations. One British
writer in the 1890s, for example, had no hesitation in suggesting that the
USA was still somewhat ‘behind’ Britain in terms of commercial moral-
ity.”¢ In general, though, the perceived levels of commercial morality were
aligned to perceived levels of ‘progress’ and development. High levels of
commercial morality were driven by, and tested by, the development of a
capitalist industrial economy based on investment of capital and the use
of credit, as well as by political and cultural advancement. The eminent
economist Alfred Marshall was reported as saying that ‘modern methods of
trade imply habits of trustfulness on the one side, and a power of resisting
temptation on the other, which do not exist among a backward people’.”

More sensitive observers did occasionally note the importance of differ-
ences in cultural and social practices in setting suitable yardsticks for what
was deemed to be appropriate commercial behaviour. An 1897 consular
report from Persia, for example, noted the existence of difficulties posed
by religious law in relation to contracts.”® However, there is little evidence
that most Western commentators were willing to accept the legitimacy of
having different moral standards for commercial behaviour in different
jurisdictions and different parts of the world. Instead they invariably sub-
scribed to the concept of commercial morality as a set of accepted norms,
norms that had grown out of, and been shaped by, the Christian tradition
of Western Europe and North America and beliefs about the operation of
the market and the benefits of free trade dating back to the early decades
of industrialisation. The reality of the Western-dominated global economy
of the late nineteenth century was that it was this discourse that estab-
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lished the parameters for the rules of the game in international economic
transactions.

It was from this perspective that officials sometimes offered advice for
trading with other countries and cultures. In the 1890s, for example, a
consular report from Greece advised British firms to be cautious about
extending credit to any but the best-known firms in the region; com-
plaints had been received about the probity of Greek ship-brokers and
shipping agents, and about failures to pay for goods that had been deliv-
ered, while legal redress in Greece was frequently unsatisfactory.” Another
consular report highlighted the low standard of business behaviour in the
Persian region. Bankers and traders there, it advised, tended to be honest
in their relations with Europeans only when it served their purpose to be
so. Local merchants would delay transactions, and often tried to avoid
payment and repudiate contracts if they thought they were going to suf-
fer a loss. Accounts were invariably inadequately kept.3° Through report-
ing such information, and through their own investigations, parts of the
media saw fit to warn readers about the potential dangers in doing business
across the globe. The Economist appears to have been particularly assidu-
ous. Commercial morality in parts of Russia, it suggested, lagged behind
the levels in countries such as Germany and England.®! ‘Bankrupt’ South
and Central American countries ‘with their mixed populations’, it stated,
had ‘a low standard of commercial morality and the arrangements they
enter into are very likely to be broken when they conflict with motives of
self-interest’.®? The journal remained sceptical of business probity in Latin
America well into the twentieth century, claiming that the authorities
themselves set an unfortunate example by repudiating contracts whenever
it suited them to do so. Many problems that had occurred had ‘originated
in the action of the authorities in either arbitrarily cancelling concessions,
or in refusing faithfully to carry out the conditions of contracts they had
entered into after months of careful consideration and negotiation’.3% As
late as 1926, the journal was reporting a speech on foreign investment by
the Chairman of the British, Foreign and Colonial Company, in which he
called for investigation not just of economic conditions in host countries,
but of broader social and political conditions:

The study must also extend to the scrutiny of the commercial morality of
the different peoples in the far-removed corners of the world. It would be
invidious to mention names, but you all know that there are many countries
rich in natural resources which for that reason would justify investment of
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capital; but the peoples themselves may be uneducated, their Government
may be corrupt, and on balance should be considered unworthy of trust.
Therefore, discrimination must be based on the moral, and not merely on
the material, aspect.®*

Two countries in particular, however, appear to have acquired a posi-
tion in the commercial morality hierarchy that was at odds with their inter-
national political and economic standings. One was China, which despite
its domestic problems and foreign standings encroachments was said to
exhibit high levels of honesty and morality when it came to commercial
transactions. Dishonesty among Chinese merchants, reported The Times
in 1888 (citing the Austrian consul), was very rare: ‘they are earnest, solid
men, and enjoy the greatest confidence of their foreign colleagues’.
Decades later, the same point was being reiterated. While concerns were
expressed about a deterioration in the integrity of Chinese business prac-
tices, and some Western traders in China had very low opinions of their
Chinese counterparts, the Chinese were credited with a long tradition
of commercial morality associated with the honour that had always been
attached to trade.3¢ A letter to the editor of The Economist just before the
Great Depression stated that “The standard of commercial morality among
the Chinese trading community is as high as any among Orientals—from
my experience the highest’.%”

The other country, as noted by Joseph Longtford, was Japan, whose
level of commercial morality was regarded as vastly inferior both to that
of the Chinese and to its state of development. How this perception of
Japan evolved will be considered in more detail in the next chapter, but it
is appropriate at this point to note that the apparent anomaly of Japan’s
position raises a number of issues. Firstly, the dominance of the Western
discourse did not mean that the issue of historical background and diverse
cultural norms in international commercial practice had disappeared. In
the Japanese case it became an important part of both Japanese and non-
Japanese interpretations of the position and standing of Japan in the inter-
national economy. Secondly, as we will see, the Japanese recognised that
they had little choice but to play by the Western-set rules of the game, and
acknowledged that foreigners’ perceptions of Japan’s low level of business
ethics had to be countered by practical measures. Finally, the very disparity
between Japan’s growing international economic profile and its reputation
for unfair dealing causes us to think carefully about the highly topical issue
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of how established powers respond to the arrival of new competitors in the
international market.
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CHAPTER 3

Deceit, Piracy, and Unfair Competition:
Western Perceptions of the Level of
Morality in Japan

Abstract Chapter 3 considers the discourse on commercial morality as it
applied to international transactions, focussing in particular on Western
views of Japanese trade and commerce. The criticisms that the Japanese
could not be trusted had their origins in the early days of treaty port trade
and the personal experiences of Western merchants and diplomatic rep-
resentatives, but they gained increasing currency from the 1890s when
Westerners for the first time became subject to Japanese law. After the turn
of the century, criticisms that the Japanese did not adhere to contracts,
supplied substandard goods, and engaged in blatant brand and trademark
fraud became increasingly widespread. Although the criticisms declined
somewhat in the 1920s, the assumptions about Japanese commercial
behaviour remained, to re-emerge after the Second World War. Evidence
of Japan’s growing success in world trade supports the suggestion that the
criticisms were, at least in part, the outcome of a fear of growing Japanese
competition.

Keywords Japan ® Western attitudes ® Business history ® Business ethics

At the time of treaty revision, in 1899, Japanese commercial morality
was said to be far lower than ‘that of Hindoos and Turks’.! Even com-
mentators less convinced of the high standards of Chinese commercial
agents agreed that in this area of life the Chinese were far superior to the
Japanese.? Despite its obvious progress towards industrialisation, and the
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growing international recognition that culminated in the conclusion of
the Anglo-Japanese Alliance in 1902, Japan remained firmly at the bot-
tom of the commercial morality hierarchy. A reputation for cheating and
fraud that had started in the earliest days of the treaty port trade per-
sisted right through until the 1930s, and subsequently re-emerged in the
early decades after the Second World War. A stereotyped image of the
fraudulent Japanese merchant (and, by implication, of all Japanese) was
reiterated through official reports, newspaper and magazine articles, and
travelogues.

The criticisms that were levied at Japan reflected many of the same
concerns that had been highlighted in discourse on commercial practices
within countries such as Britain. The list of so-called ‘immoral’ practices
compiled by Westerners resonated strongly with the vociferous accusa-
tions levied earlier against businesses in Britain. A general tendency to
deceit, dishonesty, and lack of integrity was said to manifest itself first
and foremost in a failure to honour contractual obligations, as Japanese
merchants would not hesitate to flout a contract that might entail for
them a loss. The supply of sub-quality goods was a second area of criti-
cism; this might result either from adulteration of the goods themselves
or from a mismatch in quality between the sample goods that had formed
the basis of the contract and the consignment that eventually arrived.
Particularly after the turn of the century, Japan acquired a reputation for
flagrant brand and trademark piracy that incensed not just those directly
affected, but the journalists and others who commented on these cases.
These criticisms were, without doubt, coloured by the difficulty of defin-
ing what was appropriate practice in an international, multicultural busi-
ness world. At the same time, as already noted, Western countries such
as Britain expected other countries to abide by the rules that they them-
selves had laid down, and tended to feel that any failure to adhere to ideal
Western standards of commercial morality was essentially an indicator of
a lack of ‘civilisation’. There was a widespread view, for example, that the
haggling over prices that remained a feature of many less industrialised
countries denoted a lack of civilisation and morality. By the second half
of the nineteenth century, clear views had evolved on the relative levels of
commercial honesty among different countries and ethnicities, and there
is no doubt that differences in cultural norms and practices also became
an important element in the Western criticisms of Japan that emerged in
the second half of the nineteenth century and persisted through into the
post-Second World War years.
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It s, of course, extremely difficult to assess the extent to which Japanese
traders actually engaged in the practices that were the subject of this con-
demnation, but once the reputation of Japan’s deficiency in commercial
morality was established, it was not easily overturned. Western commenta-
tors offered varying explanations for the existence of a low level of busi-
ness ethics in Japan, some more understanding of the country’s actual
history and circumstances than others. The view of Japanese delinquency
was never, however, restricted to injured business parties and Western-
centric journalists. It was shared by many who had spent long periods in
Japan and were knowledgeable about its past and its more recent changes.
It must be asked, therefore, how such views evolved and how they came to
be so widespread. This is the focus of the remainder of this chapter.

FroMm DEecerT To Piracy

The earliest charges that were levied against Japanese commercial practices
by foreigners appear to have related to deceit and deception. Townsend
Harris, who arrived in Japan in 1856 as the first United States Consul,
was reported by one later writer as having called the Japanese ‘the great-
est liars upon the face of the ecarth’.® Certainly Harris’ journal indicates
that he did not have a high regard for the honesty and fairness of the
Japanese. In September 1856, not long after his arrival, he wrote that
Japanese officials had told him some ‘egregious lies’, which had led him
to respond sharply that he knew they were lying and that in America ‘a
man who lied was disgraced and that to call a man a liar was the greatest
insult that could be given him.”* Harris also complained the following
year that he had been ‘constantly and systematically overcharged’ for sup-
plies by merchants connected with the Japanese government,® while the
junior British diplomat Algernon Mitford, later Lord Redesdale, who was
in Japan around the time of the Meiji Restoration, referred to the Japanese
as ‘the very incarnation of Treachery’, and observed that when money
was at issue Japanese merchants showed ‘an amount of greed for gain
that far outdoes the much talked of cupidity of the Chinese’.® The carliest
British envoys, Sir Rutherford Alcock and Sir Harry Parkes, were both
known for their low opinions of Western merchants active in the treaty
ports,” and it seems likely that this poor evaluation would have extended
to their Japanese counterparts. With such influential individuals within
what was still a very small non-Japanese community setting the tone from
the 1860s, it is hardly to be wondered at that criticisms of deceit and lack
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of honesty were recurrent in reports on Japanese commerce; complaints
abounded regarding the Japanese inclination to acquire profit through
what were regarded as inappropriate practices, fraudulent behaviour, and
general deceit, deception, and treachery.

During the early decades, these complaints seem to have remained
at the relatively local level, prevalent among those who did business in
Japan’s treaty ports and those who sought to guard their interests, but
only occasionally communicating themselves to a wider audience through
the media in the home countries. As Honjo has noted, the trading envi-
ronment in the treaty ports was one of mistrust; there was an absence
of agreed procedures and shared norms, and both Japanese and Western
merchants complained that contractual problems stemmed from rapacity
and lack of morals on the other side.® While Japanese cheating on transac-
tions might be offensive, and could cause financial losses, some redress
could be achieved through the operation of the consular courts in ports
such as Yokohama, and there is evidence that in many cases longer-term
relationships between Japanese and Western merchants could be made to
work. Until the repeal of the treaties, the trade system of the open ports
also limited the scope for direct trade, which might have made foreigners
more vulnerable to large scale cheating, although it generated other risks
through reinforcing dependence on Japanese intermediaries. Hoare makes
a strong case that blaming the unfair practices of Japanese merchants was
part of a broader story of the failure of many foreign traders to make
profits.’

Nevertheless, studies such as Kevin Murphy’s account of the
American merchant experience in the Japanese treaty ports make
abundantly clear the ways in which small-scale instances of Japanese
fraud were a daily occurrence for foreign merchants. Trademark viola-
tion and counterfeiting of imported products were part and parcel of
the lives of traders in the ports. ‘Routine violations included Bass and
Guinness ale, brandy, wine, condensed milk, preserved beef and, at one
restaurant, any drink a customer preferred, where it was only neces-
sary to wait for the barman to affix the appropriate label.”!® The situa-
tion, notes Murphy perceptively, was, in substantial part, the outcome
of the circumstances in the treaty ports in the wake of Japan’s rapid
transition from relative isolation to international trade integration. For
businessmen on both sides, a substantial portion of the transactions
undertaken in the treaty port were, by definition, highly speculative.
Many American or other foreign merchants were less than scrupulous
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themselves and, in addition, often held racist views of their Japanese
counterparts. They expected the Japanese to conform to Western ideas
of what was deemed appropriate business practice, and attempted to
impose those ideas. They felt that it was often difficult to obtain redress
from both consular courts and Japanese legislators, as it invariably
appeared that Japanese officials and legislators were heavily inclined
to side with their fellow countrymen. Moreover, attempts to impose
contractual commitments were frequently undermined by competition
between Japanese merchant houses. On the Japanese side, there seems
little doubt that the treaty ports attracted many traders who failed to
conform to Western expectations. As will be discussed below, the social
status of the Japanese merchant class was conventionally low, and it
was widely assumed among Japanese that Western merchants, too, were
objects of social contempt. Whatever the case, it seems that the Japanese
were not playing by the Western rules that claimed that ‘in business,
good guys won... not only by employing honesty, frugality, and hard
work, but by an ethic of decency, fair-mindedness, conservative invest-
ment, and patient contentment with modest returns’.!! While we have
already seen that this claim was far from being entirely grounded in
reality, it nevertheless drove the unfavourable perceptions of the probity
of the Japanese commercial actor.

By the 1880s, the complaints were increasingly being reported to their
home governments by the consuls in the treaty ports, who were the ones
who had to sort out the difficulties generated by fraudulent behaviour on
the part of both Japanese and non-Japanese traders. The Austrian con-
sul in Yokohama, for example, was reported in 1888 to have produced a
report for his government detailing the difficulty of dealing with Japanese
merchants. Such merchants, he had stated, still lacked tenacity, upright-
ness, and an active, enterprising spirit. The major problem was an absence
of both confidence and credit, both of which were fundamental to the
development of the modern industrial economy. Like many of his con-
temporaries, the consul compared the Japanese unfavourably with the
Chinese. ‘Although credit establishments do not exist in China, dishon-
esty is very rare among the merchants. They are earnest, solid men, and
enjoy the greatest confidence of their foreign colleagues’. The author was
not optimistic about the future, attributing the problem to the tradition-
ally low social position of the commercial classes and the widespread con-
tempt for business associated with it, which was likely to mean that there

was ‘no possibility of the development of moral qualities’.!?
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Other consular officials echoed this view. Commenting on the trade
of the Osaka and Hydgo!? area for 1890, the local British representative
bemoaned the fact that there had been little improvement in the standards
of commercial morality of many Japanese merchants, a state of affairs that
undermined business transactions as a whole. It was widely acknowledged
that Japanese traders would refuse to take delivery of goods that they
had ordered if they thought that they would thereby incur a loss, which
led to foreign companies going unpaid and subject to holding charges
for those goods. However, acute competition between foreign merchants
meant that the Japanese trader frequently got away with such behaviour.
Jealousy between foreigners had encouraged a form of trade that was ‘in
too many instances devoid of those principles of honesty which in the
West are considered, acknowledged, and accepted as the true and genuine
indications of civilisation’. It was to be hoped that over the longer term
Westerners could work together to promote the view that honesty was
the best policy, but in the meantime ‘business transacted on such a basis
cannot possibly be sound’.’* The view that the Japanese were not to be
trusted was also increasingly found in travelogues. The journalist Henry
Norman, who travelled extensively in Japan, noted in his 1892 account
the same anomaly between standards in different areas of national life
that Longford would pronounce on over ten years later, writing that ‘the
history of Japanese national finance is a romantic model of probity and
financial genius, yet every European merchant who deals with Japanese
merchants tells you that, in matters of business, they are dishonest and
untrustworthy’.1®

It was the prospect of the ending of the treaty port regime in the late
1890s, however, that brought the criticisms of Japanese commercial prac-
tice to a whole new level. The treaty ports coexisted with extraterrito-
riality. Under the unequal treaties, Western nationals in the treaty ports
were tried for crimes in their own consular courts, which also dealt with
complaints against Japanese within their jurisdiction. The agreement to
repeal the unequal treaties achieved in 1894 by Japan’s Foreign Minister,
Mutsu Munemitsu,!® meant that all foreigners in Japan would, from 1899,
be subject to Japanese law, and complaints against Japanese merchants
would have to be pursued in Japanese courts. Few resident foreigners in
Japan shared the confidence in the Japanese legal system and its ability to
protect foreign interests that had been articulated by those negotiating
the repeal. The French teacher and journalist, Georges Bigot, a long-time
resident of Japan, was among those who fuelled Western concerns about
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what this would mean. His cartoons from the mid-1890s, published in a
satirical magazine under treaty port protection, depicted the potential for
arbitrary imprisonment of Westerners by Japan, and the threatening stance
of Japanese trials towards Western plaintiffs. Bigot himself chose to return
to France rather than be subject to Japanese law, and although most did
not take such extreme action, in general the level of local confidence in
the ability of Japanese courts to uphold Western rights in Japan was low.!”

One treaty port resident who gave vent to his concerns at substantial
length in the British media was Robert Young, at the time the editor of
the English language paper The Kobe Chronicle. Citing as his precedents
the iniquities of trading morals described by British writers from Daniel
Defoe to Herbert Spencer, Young pronounced it to be ‘the unanimous
opinion of those in a position to judge, that Japanese commercial moral-
ity is of a defective type when compared even with the standard prevail-
ing in China’.’® This situation was, said Young, a direct outcome of the
traditional view that trade was demeaning, which meant that ‘the man
who fails to take advantage of his neighbour when opportunity serves is
looked upon rather as a fool than as one whose example should be praised
and imitated’.’ Young, however, moved beyond general principles to cite
chapter and verse of incidents in which British traders had been cheated by
Japanese ones, and had faced enormous difficulties in obtaining redress. In
one case, a wealthy Japanese businessman who also happened to be presi-
dent of the Yokohama Yarn Guild refused to take delivery of a yarn con-
signment, and then threatened the British shipper with a general boycott
unless he agreed to a disadvantageous compromise agreement, despite the
Japanese court having found in the plaintiff’s favour. The overturning of
the court’s judgement was justified locally on the basis of long-established
trading practices, a situation that called into question the whole role of
the law in protecting the right of the merchant. Nor were the Japanese
authorities themselves regarded as being much better than their merchant
compatriots. The Japanese organisers’ imposition of falsely low prices
on exhibitors at the Kyoto Industrial Exhibition forced them to cheat to
avoid incurring substantial losses, while a failure to inform foreigners of
marginal changes in the exchange rate between the schibu and the dollar
meant that foreigners were disproportionately penalised in the payment
of customs dues compared to their Japanese counterparts.?’ Most serious,
fulminated Young, was the light that this cast on attitudes at all levels to
commercial morality. It was a case of profit at all cost, and Japan’s leaders
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failed to set a good example. Young, like others, suggested that many of
the evils had their origins in the traditional position of merchants in Japan:

We see in this the direct outcome of the contempt for trade and for all who
concerned themselves in barter, which was one of the features of feudal days
in Japan. Ethical considerations were held to be out of place in the field of
commerce, and as a result we find that men who would not dream of doing
their neighbours injustice or injury in the ordinary affairs of life have no hes-
itation in overreaching them in a commercial bargain. Trade is thus placed
by immemorial custom outside the sphere of morality—it is something to
which ethics do not apply.!

Young believed that change would eventually come, but that it would take
time.

The Economist, ever vigilant to issues of commercial morality inside and
outside Britain, drew attention to the requirement for British traders to
give greater consideration to the needs of the Japanese consumer should
they want to maintain their foothold, while at the same time it should be
borne in mind ‘that the mass of Japanese traders have very low ideas of
commercial morality, and are accustomed to repudiate their contracts, if
they entail even a small loss, without a particle of compunction’.??> The
following year, the same journal was observing that it would be unfor-
tunate for Japan if the country managed to drive foreign merchants out
‘before the ordinary Japanese merchant has attained a higher standard of
commercial morality than at present exists’.?*> When it came to the imple-
mentation of treaty revision, the journal remained pessimistic: ‘that her
courts are entirely trustworthy is no doubt matter rather of hope than of
certainty, for the commercial morality of her people is not high’.?*

Other accounts from the 1890s confirm the existence of widespread
and significant scepticism about the prospects for foreigners under the
new regime given Japan’s weakness in the area of cthical business prac-
tice. One writer, R.B. Peery, a Lutheran missionary with many years of
experience in Japan, noted that Japanese merchants were totally unreli-
able. Prices failed to reflect the real value of an article, but rather whatever
could be extracted from the purchaser. ‘In matters of veracity and in the
fulfilment of contracts’, he wrote, ‘Japanese merchants are not generally
to be trusted. The average man is famous for lying, and the merchants and
tradesmen seem to have acquired an extra share of this general character-
istic. A Japanese trader will do all in his power to avoid the fulfilment of
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a contract if it entails a loss. This lack of commercial honor [sic] is recog-
nized by the foreign firms doing business here, and it has hindered not a
little the growth and development of trade’.?® Other accounts continued
to reiterate the unfavourable comparison between the Japanese and the
Chinese in terms of their willingness to adhere to honest dealing. One
long-term Yokohama resident was reported as saying that, when it came
to commercial morality, ‘the Japanese have none’.?¢

The criticisms were even taken up by some who were highly supportive
of Japan and its efforts at industrialisation and declared themselves to be
among the country’s staunchest supporters. Arthur Diosy, founder of the
Japan Society of London in the 1890s, sought to tackle the problem head
on in his book The New Far East. A review of this volume that appeared in
The Times on its initial publication in 1898 not only noted its very favour-
able tone towards the Japanese, but also expressed approval of the ‘fair-
mindedness’ with which the author talked about discreditable aspects of
the country, notably his comments on commercial morality.?” Diosy wrote
frankly of the prevalent view in East and Southeast Asia that the Japanese
were, in general, less than honest in their pursuit of commerce and trade.
He listed the complaints that were made by local merchants and in con-
sular reports, which made up the usual litany of unpaid debts, unsatisfied
claims, unfulfilled contracts, and nullifying of court judgements by local
boycotts. However, he also emphasised the need to be cautious about the
complaints, since they normally came from those with a vested interest
in discouraging direct trade as they dealt through Japanese middlemen.
Nevertheless, he made no attempt to deny the validity of the criticisms.
He conceded that while a number of the leading business organisations
and families adhered to the highest standards that could be expected, they
remained in the minority, and the behaviour of the mass of traders left a
great deal to be desired.?®

Diosy’s analysis of the problem was sympathetic and rooted in consider-
able knowledge of the country, but it was also firm. It suggested a number
of the explanations that, as we will see, were also taken up by the Japanese
elite. Firstly, he argued that early Western traders in the treaty ports in Asia
had set a very poor example, and criticised the failure of the Western media
to acknowledge these instances of shockingly bad behaviour. ‘We seldom,
if ever, hear’, he wrote, ‘of the crazy steam-ships, the rickety machinery,
the faulty rifles, the unsound goods of all kinds that were sold, in those
days [1860s], at exorbitant prices, to buyers incapable, at the time, of
detecting the frauds’.?® The Japanese, as novices in international trade,
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had been taken advantage of, and such practices by Westerners had to
some extent continued. Secondly, despite the major advances that Japan
had made, the commercial world consisted of two distinct classes: one
the new big businesses, often structured as joint stock companies, and
the other the mass of small manufacturers and petty traders. While the
former class was as replete with integrity, honesty, and morality as the
best of its Western equivalents, it was with the latter category that the
problems resided. This group lacked ‘any broad conception of business’,
and were ‘mere hucksters, taking a greater delight in the momentary gain
of a few Yen than in the undertaking of a transaction likely to result in a
steadily increasing trade to the tune of thousands’. They were fools who
were ‘bent on squeezing the utmost amount of immediate profit out of a
customer, regardless of the fact that they are thereby losing the chance of
future steady and lucrative trade’.?® Diosy was clear that better education
and exhortations to improvement were the long-term answer, but at the
time of writing, institutions of commercial education were few, and most
graduates went into large firms rather than small ones. Having said that, if
one looked just at the domestic Japanese economy, there was widespread
evidence of probity and high standards. ‘The majority of the retail trad-
ers, the shopkeepers and small producers, are good, honest, marvellously
industrious people, content with a small margin of profit. Their wares are
often sold in Kuwan-koba, or bazaars, at absolutely fixed prices, “every
article marked in plain figures,” and the same excellent system is being
gradually adopted in some of the principal shops in Tokio and in some of
the larger provincial towns.”3!

Diosy clearly shared the view that bargaining over prices, which
remained widespread in Japan, was something that had to be eradicated
in the interests of raising commercial standards. More tellingly, he high-
lighted the issue of cultural disparities. While most domestic transactions
were conducted in an appropriate fashion, he suggested, it was when small
traders and manufacturers started to engage in international transactions
that the problems emerged. ‘It is when the small trader launches out into
international transactions that his cupidity appears to become unduly
excited. He is brought face to face with the prospect of sudden immoder-
ate gain, for, in his eyes, every foreigner seems a very Croesus—an impres-
sion strengthened by the lavish manner in which some American travellers
fling their money about—and he loses his head and becomes foolishly
rapacious.”®? The combination of greed and ignorance in the context of
Japan’s integration into international trade was bound to provoke a hos-
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tile response from trading counterparts. Where Diosy differed from many
of his contemporaries, however, was in his ability to spell out the real
implications of the situation for the future of Japan. He did this in a way
that, as we will see, resonated strongly with the analysis offered by the
Japanese elite around the same time, a group with which he had surely dis-
cussed the issue of commercial morality. The Western criticisms mattered,
Diosy argued, because they jeopardised Japan’s reputation, and thereby
repeated transactions and longer-term prosperity. “The Occidental trader,
sooner or later, suffers at their hands. He raises, in his wrath, a hue and cry
against all Japanese mercantile people indiscriminately, and the perfectly
sound, honest, native firms are made to bear, in the public opinion of the
West, the odium properly attaching only to the “shady” minor traders.’*
Addressing the problem was a matter of urgency, but would also take time.
The answer, he believed, lay in an appeal to national interest. ‘Let the
Japanese once thoroughly understand that unfair commercial methods,
excessive greed, and failure to meet engagements, will inevitably tarnish
not only the sign-board of the peccant firm, but the glory of the national
flag, and public opinion will brand the transgressors, and will establish and
maintain a standard of commercial morality as high as any in the world.”**

The implementation of treaty revision, which the localised dissent from
those on the spot and their supporters was powerless to halt, did little to
stem the tide of concerns over the Japanese want of commercial morality.
Indeed, we find that many commentators felt that events in the early years
of the twentieth century only served to confirm their worst fears about
the inability of the Japanese courts appropriately to protect the rights of
Westerners who were engaged in trade with Japan. These worries about
a failure of legal protection were closely associated with the reporting of
conspicuous cases in which British and other Western traders had failed
to find redress for the wrongs done to them. Conspicuous among them
were law suits relating to fraudulent trademarks, branding and other intel-
lectual property issues. Less formally pursued, but no less in evidence,
were growing complaints about the quality of Japanese products, which
presaged many later concerns about Japanese undercutting and dump-
ing, but which in the early decades of the twentieth century also fuelled
Japan’s reputation as a nation that did not play honestly in the interna-
tional market.

As noted in the Introduction, no less an authority than Joseph
Longford, former British consul in Japan, wrote damningly about the rep-
utation of Japanese merchants in an article in 1905, and considered why
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in this respect they were so inferior to the Chinese, given that the Chinese
were no less anxious to make money and did so in the face of corrupt
government and unsupportive institutions. Longford seemed less willing
than Diosy to accept that Western merchants might have continued to set
a bad example, but shared his view that despite the presence of honour-
able large firms and financial institutions, the mass of ‘Japanese traders as a
class have, according to the universal verdict of those who deal with them,
to this day the unsavoury reputation of absolute unreliability in the fulfil-
ment of any obligation, of having failed to acquire in their commercial
transactions even the most elementary principles of common honesty’.3
Longford’s analysis was also historically rooted. He too was among the
more dispassionate and knowledgeable observers who explained the bad
behaviour with reference to the traditionally low status of the commercial
classes in Japan, at the bottom of the Edo period social hierarchy. Because
merchants had been considered the lowest of the low, and had had as their
sole objective the making of money, general expectations of their honesty
and truth were extremely low. It had been considered legitimate to adopt
almost any means of achieving gain. The traditional Japanese merchant
was, therefore, as much an object of pity as of condemnation:

Almost a social outcast, crushed through three centuries by the arbitrary
domination of a rigid feudalism, always liable at any moment to whatever
exactions the personal needs of his lord saw fit to impose upon him, is it
any wonder that, while feudalism lasted, the Japanese trader was dishonest
and unenterprising, incapable of grasping the most elementary principles
of commercial integrity, or even of seeing that there might be occasions on
which honesty is the best policy?*®

Again, the combination of ignorance and greed during the process
of Japan’s integration into global trade had caused many of the prob-
lems. What was more disappointing to Longford, however, was the rela-
tive absence of inducements to Japanese traders to modify their former
behaviour in relation to dealings with foreigners, and their utter failure
to change for the better. ‘Neither wealth, self interest, nor patriotism’,
he suggested, ‘has even modified their inherited and deeply ingrained
incapacity for grasping the primary tenets of commercial integrity.
Whether as buyers or sellers they are equally distrusted by their foreign
compeers’.¥” The consequence was the imposition of substantial addi-
tional transactions costs in Japan’s foreign trade. Japanese bills were not
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accepted by foreign banks without huge collateral, advance payments
were demanded on imported goods, and exhaustive inspections of goods
were necessary. Repudiation of contracts for fear of loss was widespread,
while foreign appeals to the law continued to bring threats of boycotts
from Japanese traders’ organisations. The courts themselves seemed
reluctant to find in favour of foreigners. Like Diosy, Longford expressed
a degree of optimism. The problem was largely confined to those who
had previously been involved in treaty port trade. Many other commer-
cial dealings in Japan were characterised by high standards of honesty.
Internal transactions were largely problem-free, and the social stigma
against trade had been largely removed. Nevertheless, the prospect of all
Japanese traders engaged in international transactions being regarded as
individuals of integrity was something that could only be expected in the
distant future.®®

Popular publications, as might be expected, were invariably far less cir-
cumspect and analytical than observers such as Diosy and Longford. They
were also frequently far more explicit in giving chapter and verse in sup-
port of the moral condemnations, and took a leading role in highlighting
growing concerns about trademark and branding fraud which in the first
decade of the twentieth century started to become the most conspicu-
ous and frequently reiterated explicit example of Japan’s lack of commer-
cial integrity. The Manchester Guardian, reflecting concerns in the cotton
industry heartland of the northwest, in 1907 reported on a meeting that
had taken place between E.F. Crowe, the British commercial attaché in
Yokohama, and members of the Manchester Chamber of Commerce. The
article referred to the piracy of British trademarks by the Japanese as a
‘burning grievance’ that the Japanese courts were doing little to mitigate.
Even where the courts did find in a British plaintift’s favour, the ruling
often led to a retaliatory boycott by Japanese business interests. It was
even more difficult to enforce British intellectual property rights in third
markets such as China. In one case ‘when the Japanese imitator of the
trade mark was challenged his reply was that he defied any opposition,
and that he considered himself at liberty to use this particular trade mark
for the whole of China’.?® The paper returned to the same theme later the
same year, noting that ‘Japanese firms do not hesitate to indulge in viola-
tions of the law of foreign trade marks, and although these trade marks are
duly registered for protection according to Japanese law, the offender is
sometimes allowed to carry on his infringement of them with impunity’.
The law in Japan appeared unable or unwilling to protect foreign interests.
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One case taken up by a mineral water producer had been lost not because
the court had ruled that his rights had not been breached, but purely
because the court had decided that his losses from the fraud were minimal.
It was well known, complained the paper,

that more or less close imitations of foreign articles of various kinds are
being constantly and extensively produced in Japan, and are not only sold
here, but to a very large extent in China, Korea, and Manchuria, as genuine
foreign goods.... Hundreds and thousands of shops in China and Korea
are selling a worthless quality of cigarettes, made in Japan but bearing the
names of foreign tobacco companies. Huntley and Palmer’s biscuits, Bryant
and May’s matches, and other first-class foreign productions are also suc-
cessfully imitated in appearance though not in quality, and find an increasing
sale in place of the more expensive genuine article.*

The diplomatic and consular authorities in Japan subscribed to the
concerns, indicating that imitation of British trademarks was potentially
and actually damaging British interests, and advising producers that they
should in as far as possible register their trademarks not just in Britain,
but in Japan as well.#! One notorious case that seemed to epitomise the
concerns of British observers related to a Japanese wine merchant from
Osaka who did a flourishing trade in what was acknowledged to be very
inferior Japanese-made ‘Scotch’ whisky. The merchant in question was
taken to court by Buchanan’s, the manufacturer of the famous Black and
White whisky, on the grounds that his label, registered with the Japanese
authorities, was an almost exact copy of their own with its black and white
Scottie dogs. When the case came to court, the Japanese producer, in his
defence, frankly admitted copying the label in order to make the whisky
look as if it had been imported, and because Buchanan’s whisky was so
popular in Japan. His core argument, however, was that the quality of his
whisky was so inferior that only a fool would have been taken in by his
deception.*? This argument for caveat emptor in the extreme was not dis-
similar to that made several decades earlier by a British milk producer who
sold diluted milk well below the normal market price and claimed that
only an idiot would expect such cheap milk not to be adulterated.** What
really appalled the foreign community in the Buchanan case, though, was
that when the verdict was announced, it initially went in favour of the
Japanese defendant, on exactly the grounds that he had indicated, namely,
the self-evident inferiority of the Japanese product. It was not until a few
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months later that the judgement was overturned on appeal, and the trade-
mark registered in Japan was cancelled on the grounds that it infringed
Buchanan’s branding rights.**

There were a few commentators who did not share this growing concern
over breaches of foreign property rights. A Times correspondent in Tokyo
was reported as arguing that the concerns over imitation trademarks were
exaggerated, and the Japanese authorities were becoming increasingly
stringent in not allowing the registration of trademarks that were clearly
calculated to deceive the purchaser.*® Nevertheless, concerns persisted
both over the ability and willingness of Japanese courts to protect inter-
national property rights, and the whole apparatus of international brand
and trademark protection. The Manchester Guardian, in 1909, welcomed
the recent conclusion between Japan and the USA of a treaty allowing for
reciprocal protection of trademarks, designs, patents, and copyright across
East Asia, and expressed regret that the British government had not taken
the lead in the conclusion of such an arrangement in defence of British
commercial interests.*¢

From Piracy To DUMPING

The concerns over intellectual property rights did not completely displace
the earlier complaints of substandard products, dishonouring of contracts
and general deceit and dishonesty. They did, however, become a potent
part of the mix of criticisms that eventually culminated in the widespread
accusations of cheap labour, ‘dumping’ of low-quality products, and unfair
competition that were levied at Japan in the 1930s, in the wake of the Great
Depression. Exploring in detail these complaints in the 1930s and in the
early post-Second World War period lies beyond the scope of this study,
but it must be recognised that the earlier resentments about Japan’s defi-
cient commercial morality provided fertile ground on which such resent-
ments could build. One British report from 1920 reiterating concerns
over imitation and trademarks was typical. It described how a businessman
had very recently been shown in London ‘a fountain pen resembling in the
minutest detail a well-known English make. The box containing it was an
equally clever imitation of the English make, yet it was sold in Singapore at
a quarter of the price for which the English article could be produced. The
very best-known marks on our piece goods were imitated and stamped on
goods far inferior. Further when Indian buyers had bought goods from
Japan they found them correct half-way down the case and entirely dif-
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ferent in the other half.’*” A Japanese mission visiting Sheffield two years
later was given some apparently striking examples of Japanese businesses
infringing trademarks on Sheffield cutlery,*® while more than a decade on
the issue of Japanese using British trademarks to sell earthenware goods
was again being raised in the House of Commons.*

If we look overall at the comments of contemporaries through the pre-
war years, therefore, it is clear that although after the 1900s the concern
over Japan’s low level of commercial morality may have receded somewhat,
it never really went away. On the one hand, there were certainly some who
contended that the growth in direct dealings was overall beneficial for the
expansion of trade, and the risks remained relatively small,*® but many of
those who traded with Japan continued to argue that the Japanese were
not to be trusted, and to bemoan the expansion of direct trading with
Japanese firms. Despite the expressions of mutual friendship that accom-
panied the conclusion of the Anglo-Japanese Alliance and events such as
the Japan-British Exhibition of 1910, newspapers continued to recount
serious examples of fraud and malpractice in leading Japanese companies
often held up as exemplars of best commercial practice. Instances of sup-
posed corruption within Japan were taken up with enthusiasm by Japan’s
critics. What were referred to as ‘questionable’ business practices at the
Dai Nippon Sugar Company, for example, received significant attention in
1909 as a number of foreigners had incurred losses because of them. The
issue had become a public scandal in Japan itself, it was reported, and a
number of those involved had been arrested. ‘Members of Parliament are
being examined in connection with charges of bribery, and it is alleged that
an exposure will be made of a vast system of bribery put into force by more
than one public company for the sake of influencing Government grants
as subsidies in support of companies.”® Towards the end of 1910, The
Economist reported a widespread lack of trust on the part of the Japanese
themselves in the directors of many of their own large companies; some, it
was said, had manipulated company accounts, and then avoided responsi-
bility either by resigning or else paying a derisory fine. Official inspection
of legal documents in Japan was at best cursory, and one businessman
who had been directly exposed to dealings with the Japanese had spoken
of the ‘widespread unreliability of the Japanese nation in commerce’. Not
only did this situation appear to symbolise a general lack of confidence in
industrial and commercial enterprises, but also potentially exposed failures
of regulation and governance.®? A succession of scandals following the
exposure of forgeries at the Nagoya office of Mitsui Bussan a few years
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later was also reported in the British press, which recounted that it had
provoked a wave of critical articles in the Japanese vernacular press.®
Unfavourable comparisons between the Japanese and Chinese atti-
tudes towards commercial probity also continued. Not all commentators
accepted this stereotype unquestioningly. Henry Emery, a professor of
economics at Yale and former chair of the US Tariff Board, writing in
the 1920s, cast some doubt on Western assumptions regarding the issue
of a special kind of commercial honour among the Chinese, and its near
total absence in Japan.** He did not refute completely the accepted view
of Chinese commercial honesty, quoting with approval the opinion of the
Sinologist Edward Parker that ‘it is so universally admitted that Chinese
credit stands deservedly high that I need not say another word about
it, except that unhappily it has quite recently somewhat degenerated’.>®
Indeed, Emery argued that China had developed a sense of commercial
honour centuries before most Western countries, and it was China’s need
to adapt to the more piratical elements in nineteenth century Western
trade that had undermined its existing high standards. As elsewhere, there
were in China both good and bad merchants, and current problems had
their origins in a widespread general decline in standards of commercial
morality, cultural differences, and the treaty port environment of early
trade. The real culprits were foreign merchants who were inclined to cheat
in transactions with the Chinese, as well as in those with other countries,
in line with the universal tradition of defrauding the foreigner. These
cheating foreigners came from a range of countries, including the USA:

Goods have been delivered of entirely different quality from that specified in
the contract. Houses that would not think of trying to palm oft an inferior
grade to a Christian countryman are quite willing to do so in the case of
the benighted heathen. What should he know, anyway, about grades, and
what right has he to the best grade even if it should have been specified in
the contract?... It was only when it came to settlement that the Chinese
merchant found he had been cheated through an instrument which he never
understood but was forced to sign.5

Emery’s criticisms of Western traders, with their underlining of historical
and cultural difference, and an assumption of initial innocence on the part
of the Chinese, resonated strongly with similar arguments expounded in
defence of Japan, particularly by the Japanese themselves. If the Chinese
cheated, it was because they had learned to do so from others who cheated
them.
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Emery was unusual, though, in his attempt to take apart the assump-
tions about Chinese probity and Japanese deficiency. Sir John Randles, a
conservative Member of Parliament for a Manchester constituency, visited
Japan after the First World War, in 1920, and reported back on his visit to
the Manchester Chamber of Commerce. He had noted that ‘in the East,
as in Manchester, there was a disposition to rate the Chinaman as a busi-
ness man very highly and the Japanese not so highly. He believed this was
because for centuries men who wanted to progress in China had found
commerce their best avenue; whereas, until the Japanese began their rapid
“Westernisation,” business had been left in their country to the lower
types of men, men tricky and sharp.”® One correspondent to the editor
of The Economist in 1929, discussing the highly topical issue of China’s
international trade treaties, commented that ‘the standard of commercial
morality among the Chinese trading community is as high as any among
Orientals—from my experience, the highest’.®® The persistence of the
unfavourable comparison only underlined the ongoing assumption that
when it came to issues of trade and commerce the Japanese were not to
be trusted.

Even the noted economist and Japan expert, G.C. Allen, discussed this
comparison between Japan and China in his first work on Japan, published
in 1928.5 Allen argued that the judgements made of both countries were
largely inaccurate, and the main explanation of the misunderstandings lay
in cultural and behavioural differences combined with the problematic
practices of foreign merchants in the early years of interaction with the
West. In the case of Japan, he suggested,

the legend that the Japanese are liars and rogues has grown up largely from
Western misunderstanding of, or exasperation at, their methods of expres-
sion, and... this people have gained their evil reputation not because they
are more depraved rogues and liars than Occidentals are, but because their
roguery is not our roguery, and because the lies they tell are different from
those to which we have become accustomed.®’

There was no doubt in Allen’s mind that the infringement of patent rights,
imitation of foreign trademarks, and adulteration remained widespread in
Japan, just as it had been in Britain in the nineteenth century, but this was
in part a response to the traditional social status of merchants and years of
exposure to unscrupulous foreign merchants.

In this context, in which even Japan’s supporters and admirers had
to acknowledge the importance of the commercial morality issue, the
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complaints of dumping, cheap labour, and unfair competition that became
prominent in many interpretations of Japan’s economy in the 1930s,
whether they came from Western producers and traders, or from schol-
ars and political activists such as Freda Utley,®! built on ecarlier prejudices
about Japanese business practices that had never really gone away. The
existence of these complaints in the decade up to the Second World War
has been understood largely as a response to Japan’s growing presence in
international trade in the wake of the Great Depression, when the threats
posed by Japanese competition were becoming far more real than they had
ever been before, and there is no doubt that economic and political cir-
cumstances in this decade played a major role in shaping the international
discourse relating to Japan and global trade.®> However, as will be shown
in the final section of this chapter, these complaints also have longer-term
roots than is sometimes thought. In effect, it was growing concern over
Japanese competition as early as 1900 that led to Japan being singled out
for criticism of its standards of business ethics.

A REsPONSE TO COMPETITION?

If we analyse the contemporary explanations offered for Japan’s low lev-
els of commercial morality, it is clear that they could be applied to other
countries, including China. The circumstances of Western trade that many
commentators believed had contributed to a deterioration in the honesty
of some Chinese merchants could clearly also be said of Japan. The often
unethical practices of Western merchants in treaty ports in both China
and Japan combined with the specific circumstances of treaty port trade to
suggest that honesty and integrity did not necessarily pay. In both cases,
Western diplomatic representatives, particularly British ones, could be
found subscribing to criticisms of local business practices and even to pro-
tests against the growth of direct trade despite being also outspoken about
the behaviour of some of their fellow countrymen engaged in trade in the
treaty ports.®® Contrasts could be drawn in terms of the situation of mer-
chants and commerce in the pre-modern economies and societies of China
and Japan, but the general assumption that less industrialised economies
were characterised by lower levels of commercial morality, in terms of both
formal and informal institutions, held true at the global level.

The French economist, Pierre Leroy-Beaulieu, in a book published in
1900, argued that although the probity of Chinese merchants by com-
parison with those of Japan was perhaps exaggerated, it had been true
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that, in earlier times, merchants had been the most respected social class
in China after the literati, whereas in Japan merchants had long been stig-
matised under the feudal regime. Although ideas had changed over recent
decades, ‘most of those engaged in commerce are still the same people
as were doing so before, or their sons, and it is not surprising that their
morality should not be... of a high order’.%* After all, Leroy-Beaulicu sug-
gested, it was not that long since Europeans had discovered that honesty
was in fact the best policy, and had moved away from the ignorant com-
merce of the Middle Ages. Another economist, the German Karl Rathgen,
who had taught at the Imperial University in Tokyo in the 1880s, and was
an acknowledged expert on Japan, also attributed some of the problems
to the historical origins of Japan’s merchant class. In a 1911 book he indi-
cated that pre-Meiji Japan had had only a few major trading houses that
could be expected to demonstrate a greater level of commercial honesty
(kommerziale Ebrlichkeit). Merchants had been in general at the bottom
of the social structure, and it was those elements of this already demeaned
social class most lacking in any scruple who engaged in transactions with
Western merchants.®® While significant progress had been made, Japan
remained in many respects a relatively backward economy.

Even the youthful G.C. Allen nearly thirty years later was influenced by
the longstanding belief that the level of commercial morality in a country
rose in parallel with its economic development and industrialisation:

The early years of European intercourse were marked by shameless exploi-
tation on the part of foreign merchants, and the Japanese was impelled to
adapt his morality to that of the foreigner. It was not long before he had
bettered his instruction; but by that time the European commercial com-
munities had advanced towards maturity and had been forced to work out
a code of commercial morality. This Japan, being still in an earlier stage of
economic development, is only just beginning to accept.®®

The clash of different cultural practices in economic transactions was,
thus, common to Western interaction not just with Japan, but also with
other countries in Asia and elsewhere across the globe. The same could be
said of treaty port conditions.

So, what made Japan different seems to have been the perceived scale
of inappropriate behaviour, rather than its inherent character. Bad behav-
iour by Western or Chinese treaty port merchants tended to be identified
as the exception, whereas bad behaviour by Japanese ones was assumed
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by many Westerners to be the norm. A major reason for this position of
Japan at the bottom of the commercial morality hierarchy, I would sug-
gest, was Japan’s growing role in international trade and the threat that
it appeared to pose to the status quo. The earlier charges of commercial
immorality, whether justified or not, and their later evolution towards the
more substantive charges of dumping and unfair competition can only be
understood in this context.

As shown in some of the earliest complaints, a Japanese reputation for
the production of cheap and shoddy goods was initiated by a failure to
deliver goods of the same quality as the samples on the basis of which a
contract had been concluded. This reputation can be better understood if
we consider the difficulty producers in many non-Western countries had at
this time in bringing to market goods of uniform high quality. The econo-
mist Leroy-Beaulieu, who was mentioned above, considered the issue of
quality of output side by side with the widespread complaints of Japanese
dishonesty, conceding that the low quality of Japanese goods was one of
the shadows over a generally bright picture of Japanese trade and produc-
tion. Like producers elsewhere in Asia, the Japanese tended to start off
with decent products and then, either due to negligence or because of
increasing competition that threatened to cut margins, the quality of their
products would subsequently decline. The rapid deterioration in the prod-
ucts of some new industries was a cause for concern, but Leroy-Beaulieu
was not concerned with the cheapness of the products per se. He noted
that Europe had reached an age in which expectations were increasingly
geared towards the speedy mass production of cheap goods that could be
replaced after a relatively short space of time. Such a strategy had played
an important role in the rise of German industry and production. The
Japanese should not, he felt, push their pursuit of low-quality and cheap
goods too far, as in doing so they were liable to act against their best long-
term interests.®” Karl Rathgen offered an additional analytical perspective,
arguing that effective competition almost anywhere was likely to lead to
poisonous accusations against the competitor. The rumours of the Yellow
Peril that had been disseminated in relation to Germany were an example
of this. The criticisms of Japan, he argued, should be seen in this context:

It can naturally not be maintained that the methods of Japanese competi-
tion are always particularly pretty or worthy of praise. But we also find there
many complaints that are exaggerated and one-sided. Many have a remark-
able similarity to the English complaints about Germany, with whose merits
we are sufficiently well acquainted.®®
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Indications that fear of competition was an important element in the crit-
icisms were not restricted to scholars such as Leroy-Beaulieu and Rathgen.
There are hints in the press that at least some less expert commentators
recognised the genuine difficulties associated with getting the Japanese
to adjust to the Western regime of property rights imposed on them by
countries that were also their trade rivals. One writer in the Manchester
Guardian in 1909 went so far as to acknowledge that it was countries such
as Britain that had the most to lose from Japanese competition.

We may as well admit that even in our own code of commercial ethics the
distinctions between permissible imitation and privacy of a competitor’s
marks, tickets, or designs are sometimes so fine as to be imperceptible to
the abstract moralist. We must remember, too, that our own passion for
righteousness in these matters is reinforced by a very much stronger mate-
rial interest than exists in the case of Japan—we happen to be the owners of
most of the valuable property for which we claim respect.®’

The Britain—Japan Exhibition of 1910 provided a concrete example of
how some British producers felt about their Japanese competitors. Although
Japanese and British exhibits were supposed to be shown in equal measure,
it was suggested that many British producers were so concerned about copy-
ing by the Japanese that they were reluctant to display their wares. The
Nottingham Chamber of Commerce, which had been asked for samples of
work to display in Japan, had concluded that ‘it was distinctly against the
interests of English labour and English manufacturers to supply any such
samples and specimens’ to Japanese manufacturers, since they then pro-
vided lower quality equivalents at lower prices. The Secretary of the Traders’
Association, Mr. Walter Bean, was reported as saying “The view I take of the
reason why the Japan-British Exhibition is so much an advertisement for
Japan and not for England is that British manufacturers refuse to be fooled
by these Japanese trade pirates, in view of the way they are using the money
borrowed from this country for the purpose of taking all the trade away from
us they possibly can.””® Some, of course, thought this hostility short-sighted.
We find in another article stimulated by the Exhibition the comment that

No greater compliment could have been paid to Japanese industry and
invention than the refusal of the Nottingham Chamber of Commerce
a few days ago to furnish samples of lace and embroidery to one of the
Commercial Museums of Japan. It is not by such churlish proceedings that
the tide of Japanese competition in silks, embroidery, and cotton goods can
be stemmed, either in this country or in British Possessions over seas.”!
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In the wake of the First World War, which had generated a huge increase
in Japanese production and exports as the energies of the leading nations of
Western Europe were diverted into war priorities, the question of Japanese
competition became progressively more acute. The Manchester MP John
Randles, mentioned earlier, reported in 1920 that he had found markets
across Asia selling cheap and imitative Japanese goods. In the case of the
cotton industry, it did not seem that the Japanese government actually
subsidised cotton producers, he said, but they did subsidise the steamers
that carried those cotton goods, undermining genuinely free competitive
markets.”? Lancashire, for so long the dominant player in the world’s cot-
ton markets, was feeling increasingly threatened.”® The suggestion that
Japan had taken unfair advantage of its wartime position to advance in
markets hitherto dominated by Britain and other European powers is
clear, and Japan’s manufacturing growth combined with the upheavals of
the international economy through the 1920s and 1930s would provide
fertile ground for the revival of earlier fears and growing resentment at its
growing competitive strength.

A look at the empirical evidence on British-Japanese trade competition
offers a good indication of changes in the relative positions of British and
Japanese trade over this period. Table 3.1 shows that, while Britain’s share
of world trade by value was experiencing a sustained decline in the face of
the growing dominance of Germany, and then of the USA, that decline
was less conspicuous than was the case in France, and Britain remained
one of the world’s largest traders throughout the period under discus-
sion here. Japan was clearly gaining ground, but remained a comparatively
much smaller player.

Nor does a look at the figures for the value of direct trade between
Britain and Japan (Table 3.2) suggest that there was undue cause for

Table 3.1 Shares of different countries in World Trade, 1899-1937 (%)

Japan Us Britain Germany France
1899 1.5 11.2 325 222 15.8
1913 2.4 12.6 299 26.4 12.9
1929 3.9 20.7 23.6 21.0 11.2
1937 7.2 19.6 224 224 6.4

Source: H. Tyszynski, ‘World Trade in Manufactured Commodities, 1899-1950°, The Manchester School
19, no. 3 (1951), p. 286
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Table 3.2 Value of British-Japanese Trade, 1885-1935

Japanese exports to Britain Japanese imports from Britain
(million yen, to nearest (million yen, to nearest
hundred thousand) hundred thousand)

1885 2.4 12.4

1890 5.6 26.6

1895 7.9 45.2

1900 11.3 71.6

1905 13.0 115.4

1910 25.8 94.7

1915 68.5 58.1

1920 97.8 235.4

1925 59.7 227.3

1930 61.8 92.6

1935 119.5 82.2

Source: Hunter and Sugiyama (eds.), Economic and Business Relations, pp. 20-21, 40—41

Table 3.3 British and Japanese involvement in China

Direct trade (million Haikwan taels) Number of firms in China

Britain Japan Britain Japan
1899 53.9 53.1 401 195
1913 1133 184.9 590 1269
1930 1709 543.7 1027 4633

Source: Hunter and Sugiyama (eds.), Economic and Business Relations, p. 45

alarm before the mid-1930s. Apart from the exceptional period of the
First World War, Britain was exporting significantly more to Japan than
she was importing from Japan throughout the decades under discussion.
Indeed, in the decade after the war there was a huge upsurge in British
exports to Japan. Not until 1935, when Japanese monetary and fiscal pol-
icy had improved the competitiveness of Japanese products and stimulated
a rapid recovery from the Great Depression, do we find this balance of
trade shifted in Japan’s favour.

There is little to suggest in the bilateral dimension, therefore, that
British producers and traders needed to have such fear of Japanese com-
petition. If we look at world trade in specific commodities, however, the
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story looks rather different. In textiles and clothing, in which Britain had
long been the world leader, Japan’s share of world trade increased dramat-
ically over the decades before the Second World War, while the share of
Britain and France declined. For almost every kind of manufactured good,
Britain was far less important in world trade by the late 1930s than it had
been at the end of the nineteenth century.” It was in third markets such
as China, and in goods such as textiles, that British firms felt the grow-
ing force of Japanese competition. This trend is suggested by the data in
Table 3.3. It is apparent that by the First World War the value of Japan’s
direct trade with China had overtaken that of Britain, and the disparity
continued to grow thereafter. More and more Japanese firms established
operations within the territory of their Asian neighbour. While Britain
and other Western countries without doubt maintained a major economic
presence in China, their position was increasingly eroded by that of Japan.
A similar trend can be identified in other third markets, including some
within the British Empire.”

While both the reality of Japanese competition and the acknowledge-
ment of that reality became increasingly overt in the 1930s, its historical
roots can be traced back to earlier decades. Proven instances of fraudulent
behaviour, cultural misunderstandings, and increasing fears of Japanese
competition combined to generate a widespread assumption that if a
country such as Japan was beating the West at its own game, then it was
most likely to be doing so by unfair means. Once established, this reputa-
tion proved exceptionally hard to overturn. As will be shown in the next
chapter, the Japanese side was concerned with exactly the same mix of
competitive pressures, cultural traditions, and the pressure to conform to
Western standards. Japan’s preoccupation with the relationship between
the pursuit of ‘immoral’ trading practices and the country’s ability to com-
pete in international markets, however, came from a rather different angle.
Japan’s standpoint was that of a newcomer, a challenger, and a developing
economy.
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CHAPTER 4

National Interest, Reputation,
and Economic Development in an
‘Infant’ Country: The Japanese Response
to Western Criticisms

Abstract Chapter 4 analyses the Japanese response to the criticisms
made against Japan. It shows that the majority of Japanese appear to have
accepted that the Westerners’ criticisms had a strong basis in fact, and
acknowledged that even though the bad behaviour might only character-
ise a small minority, it could nevertheless be highly damaging to Japan’s
international reputation. It was, therefore, in the national interest to
address the problem. Measures including the expansion of commercial
education, legislative change, and business missions were taken with a
view to improving the behaviour of Japanese commercial actors and the
country’s reputation. Most Japanese recognised that at least for the time
being Japan had to play according to rules dictated by the West, and also
subscribed to the assumption that commercial morality would improve
as Japan moved towards industrialisation and ‘civilisation’. There was
ongoing concern, however, about Japan being considered inferior in this
respect to countries such as China.
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products, to export goods to Japan, and to engage in transactions with
those who produced and sold them. The expansion of Japan’s trade, par-
ticularly with other developing countries, continued in the face of the
tensions of the 1930s. The hiatus engendered by the Pacific War gave way
to renewed growth of Japanese exports from the 1950s. It is legitimate
to ask, therefore, whether these Western criticisms really mattered from
a practical point of view, and, if so, whether their most damaging effects
were mitigated by steps on the part of the Japanese themselves. In short,
were Japan’s leaders, for pragmatic or ideological reasons, sufficiently wor-
ried about what was being said about the country to try and take effective
measures to improve international attitudes towards Japan?

In addressing this question, this chapter analyses the response of
Japan’s business and political leaders to the criticisms that were levied at
Japanese commercial interests, focussing on two main issues. Firstly, it will
look at the extent to which the Western discourse on Japanese commer-
cial morality was, or was not, accepted by the Japanese themselves. Did
they refute wholeheartedly the criticisms that were made of them, or did
they articulate similar concerns or offer similar explanations for the state
of affairs? I will show that one striking feature of the Japanese response
to the complaints is that, for much of the period under consideration, the
majority of Japanese business and political leaders appears to have accepted
the veracity of Westerners’ criticisms. While they may have suggested some
alternative explanations for the perceived phenomenon of dishonest trad-
ers, and been more inclined to focus on mitigating circumstances for their
appearance, they seem to have conceded that the bad behaviour of the few
could tarnish the nation’s reputation, and that, at least for the time being,
Japan had to play according to the Western-dictated rules of the game.
The evidence suggests that they were particularly concerned that Japanese
commercial behaviour was thought to be inferior to that in other coun-
tries compared to which they strongly believed Japan was highly advanced,
such as China. Like their Western counterparts, they spoke of the interna-
tional clash of cultures and the trajectory towards ‘civilisation’, in which
Japan was as yet an ‘infant’ country.

Secondly, I will give an indication of the practical measures that
were taken in Japan in the country’s attempt to improve its image and
counteract the problems stemming both from commercial malpractice and
from the Western perceptions of its prevalence. We will see that, as in the
USA, there was a pronounced move to promote improvements in business
ethics through the development of commercial education. Injunctions to
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good practice were also a constant refrain, injunctions arguing that hon-
est business was good business and promoted the public good, and which
often appealed to the traditional ethical codes of Confucianism. Business
missions were sent abroad to listen to complaints and to project an inter-
national and Western image of Japanese big business distinct from the
small-scale individual merchants who were deemed to be the ones most
likely to be guilty of fraudulent practice. The overarching attitude was not
so much that morality was a good thing in itself, although some business
leaders did argue exactly that, but that while cheating could lead to indi-
vidual profits in the short term, it was highly detrimental to the national
interest and the future of the Japanese economy over the longer term.
For many, therefore, the pursuit of higher standards of business ethics was
instrumental to the bigger project of the growth of the national economy
and achievement of national respectability and influence.

TRADITIONAL SOCIETY AND TREATY PORT VENALITY

It did not, of course, take long for elites in Japan to become aware of
how their business practices were viewed by outsiders. That they had a
somewhat more nuanced view of this bad behaviour than did external
commentators was perhaps to be expected, but similarities in the Western
and Japanese analyses are striking from at least the 1880s. Mirroring the
content of some of the European consular reports, Japanese commenta-
tors highlighted the existence of inadequate standards of behaviour on the
part of Japanese merchants and explained it with reference to the histori-
cally low social status of commerce, and the absence of respect for busi-
ness and commercial activity that had resulted from it. Moreover, they
drew attention to the low standards of commercial morality of foreign
merchants in the treaty ports, and the potential for misunderstanding on
the part of merchants on both sides caught between the traditional ways
of engaging in commerce and the new practices that characterised treaty
port trade. Overwhelmingly, their argument too was essentially that the
unfortunate situation that had arisen was in large part the consequence
of traditional Japanese attitudes to merchant activity, combined with the
particular circumstances of the treaty ports, in which Western merchants
were hardly models of probity.

The evolution of Japanese views was closely synchronised with the
ups and downs of the Western criticisms, suggesting a particular need
to respond at certain times, but it was also closely associated with the
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efforts to build a new ‘modern’ business sector in Meiji Japan that would
be very different from traditional forms of business and commerce, and
more suited to Japan’s need to operate successfully in the late nineteenth-
century global economy. There has been considerable debate on the emer-
gence of entrepreneurship and new business forms in Meiji Japan; the
motivations behind the growth of modern business have been variously
identified as nationalistic, altruistic, and profit-motivated, and the social
origins of the new business elite have been the source of considerable
controversy. More recent research has demonstrated that Meiji and Taisho
period business leaders came from across the social spectrum,! but we will
see that the steps taken by some of Japan’s business and political lead-
ers to mitigate the worst effects of the foreign complaints both criticised
and drew upon traditional value systems and social structures. Whatever
the case, however, it is clear that most Japanese observers at the time did
not regard traditional modes of commerce and production as a sufficient
basis on which to build the ‘new Japan’. Some things had to change,
and traditional businessmen and traders were no exception to this rule.
If they were to survive, they had to adapt to the changing circumstances.
Unfortunately, all change was not necessarily for the better, at least when
it came to ethical business practice.

While trade with the West remained confined to the treaty ports, it was
easier to identify the problems as relatively localised ones. It was recog-
nised that the treaty ports had on both sides attracted opportunity-seekers
for whom business probity was an unnecessary luxury, but as long as bad
behaviour remained confined to these circumscribed locations, there
seemed limited cause for concern. Unfortunately, even prior to the repeal
of the unequal treaties in the late 1890s, it became progressively more dif-
ficult to isolate what went on in the ports from the remainder of the coun-
try. Exposure to different values and new ways of doing things caused an
increasing number of Japanese to question the appropriateness of the old
ones, and these questions were discussed not just among the elite, but also
in the mass media. An article in the Yomiuri newspaper in 1885, for exam-
ple, highlighted the lower social status traditionally attached to merchants,
which, it suggested, still persisted and had, in turn, pushed merchants
into demeaning attitudes and forms of behaviour. The overall relationship
between merchants and the rest of society, it contended, was not good for
economic transactions, and the merchant community needed as a matter
of urgency to do something to improve the situation.” While this analysis
appeared to be putting the onus for improving standards on the commer-
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cial community itself, however, we can also find evidence of an appeal to
merchant self-interest very similar to that identified in the original Western
discourses on commercial morality. One journalist, later in the same year,
argued that approaching customers with respect and attention made good
business sense. A satisfied customer was much more likely to engage in
repeat business transactions; therefore, treating customers well and not
trying to cheat them by such practices as introducing inappropriate price
rises was essential to maintaining the prosperity of a business.?

NATIONAL INTEREST, REPUTATION, AND ECONOMIC
DEVELOPMENT

In the latter part of the 1890s, as Western criticisms in advance of the
implementation of treaty revision became increasingly vocal, a growing
public debate emerged within Japan itself regarding the extent to which
the criticisms were justified, and, if so, how best they could be addressed.
The journal Jitsugyo no Nibon (Business Japan), a publication which was
started in 1897 by the journalist Masuda Giichi, and which later drew
British commendation as ‘a magazine which deals fearlessly with evils in
business life’,* was one of the first journals in Japan to campaign publicly
on the issue of business ethics. It sustained its efforts over many years,
mobilising in support of its campaign many of Japan’s leading business-
men, politicians, and diplomatic representatives. One of the first articula-
tions of these elite opinions was a report in 1897 from Arakawa Minoji,
the Japanese consul in London, on the limited prospects for Japan’s
export trade. Arakawa’s analysis, no doubt informed by the criticisms to
which he was exposed at first hand, was blunt. Japanese merchants tended
to be incompetent, uneducated, and often immoral, and paid inadequate
attention to the changing tastes of Western consumers. Japanese products
were flimsy and could not stand prolonged use. Consigned goods were
often different in quality from the samples on the basis of which the con-
tract had been concluded, and actions of this kind destroyed the trust that
was the very foundation of business. The biggest problem was that those
involved failed to realise the damage that this was doing. ‘Our business-
men’, Arakawa reported, ‘have a tendency to belittle this’. The underlying
causal factor, though, was the actual character of merchants. If it was just a
matter of the material imperfection of goods then that could probably be
sorted out, but changing attitudes was a much greater challenge. Western
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commerce had achieved its prosperity on the basis of fairness and open-
ness, and Japan had no choice but to do the same. Trust and credit were
the foundations of modern economic growth, and the actions that were
described only served to destroy that trust.®

Indeed, through the rest of 1897, there was hardly a single issue of
Jitsugyo no Nibon that did not include some reference to the issue of ethi-
cal business practice. The concept of trust as a key element in business
was firmly established in the thinking behind the journal’s stance, but it
primarily focussed not so much on morality per se as on the need for Japan
to organise and present itself in a way that would preserve its national
reputation, and hence enhance the country’s international trade. ‘We all’,
it claimed, ‘want our international commerce to be successful for the pros-
perity of the country, so why is it that our merchants do not seem to
understand this?’® Traders needed to work together to encourage morality
in commerce, to avoid damage to Japan’s reputation in foreign markets,
and to prevent the export of shoddy goods. Without control and coordi-
nation, there would be a race to the bottom in terms of quality and price;
relentless competition that led to one person trying to steal a march on
all the others tarnished the reputation of every single Japanese merchant.”
The journal did concede that there existed a number of circumstances
that explained the situation in which Japanese commerce found itself. For
example, as Arakawa had stated, Japan’s unavoidable dependence on mul-
tiple small manufacturers inevitably led to uneven product quality, and
this could only be changed with time and better coordination.® Japan’s
shortage of capital also posed problems for some commercial actors and
producers.? Japan, in short, faced the kinds of obstacles to export growth
and industrialisation that confronted many developing economies. These
obstacles might serve as explanatory factors, but could never excuse acts
of immorality in business. In no way did they serve as any justification for
the negative reputation that Japan had acquired. Nor was the persistence
of that negative reputation in Japan’s best interests.

It was above all for this last reason, namely the national interest, that
Jitsugyo no Nibon and many who came after it argued that the Western
criticisms of Japan’s commercial morality just could not be ignored. It
mattered that ‘every time an American opens his mouth it is to complain
about the lack of morality of Japanese producers and traders’.!® Of course,
there was bound to be some bias in Western comments, but they neverthe-
less had to be considered with the utmost seriousness. Contracts should
be adhered to by Japanese merchants even if a change in business condi-



NATIONAL INTEREST, REPUTATION, AND ECONOMIC DEVELOPMENT ... 69

tions meant that they might not deliver the expected profit. To respond
to Western blacklisting of a Japanese merchant for unethical behaviour by
a collective blacklisting of the Western firm involved, as had happened on
more than one occasion, was just wrong. Expansion of export markets,
the journal opined, was contingent on overcoming the deficit in trust and
creditworthiness. The complaints of many in England and elsewhere that
Japanese goods were crude, and of low and uneven quality, had been men-
tioned frequently, but the situation had yet to improve, and despatching
goods inferior to a previous sample was ‘almost the same as committing
fraud’. In this view, the lack of commercial probity was directly associated
with Japan’s exporting of low-quality merchandise, and the two problems
could only be addressed in tandem. This message had been reiterated by
Japanese consuls in numerous ports, and the journal cited as an example a
report by the consul of Japan in Tianjin:

Firstly the sample goods and the consigned goods are not the same. That is
to say manufacturers in Japan send goods to merchants in China to try and
secure orders, and Chinese merchants then place orders on the basis of those
samples. As the volume of orders increases, the quality of the goods pro-
vided goes down more and more. For example, a certain brand of Japanese
soap had a very nice scent, and was well liked by Chinese purchasers, but
the more the volume of imports increased the more the scent declined,
until there was almost no scent at all, and eventually the purchases ceased
altogether.!!

The prevailing situation, therefore, was potentially damaging not only to
Japan’s direct trade with the countries of the West, but also to trade in
Asian countries where Japan might be expected to have something of an
advantage. It was a fundamental concern for Western-Japanese competi-
tion in third markets.!?

The journal’s campaign was echoed in other parts of the Japanese
media. The newspaper Kokumin, for example, was reported by one British
Embassy official as having pointed out ‘that men engaged in commerce
were for the most part lacking in mercantile education, and in the case
of those who possessed any at all it was of an imperfect character’.!® The
Yomiuri opined that the root cause of future business problems was likely
to be ‘the corruption of commercial morality’ (shogyo dotoku no taibai),
which was to be found in all areas of commerce, manufacturing, banking,
and business, and in both domestic and overseas dealings. Senior officials
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of banks and other companies were engaging in fraudulent practices, while
manufacturers supplied sub-quality products. In fact, if the Yomiur: was
to be believed, people across the board were securing illegal profits by
immoral means.'*

If we take major export products such as tea and babutae,"® there is a defi-
ciency of commercial morality among those who supply the goods, they
think only of immediate profit and pay no attention to longer term prosper-
ity. In relation to both quantity and quality of goods they concoct schemes
and juggle the figures. They thereby exercise deception on foreign mer-
chants, and for a short time make an inappropriate profit, but they immedi-
ately forfeit trust and lose markets, jeopardising in the process the growth
of foreign trade.... It has become almost normal for there to be disparity
in quality between sample goods and the final product, and this is deplor-
able.... Unless we can reverse the degradation of our commercial morality,
respecting morality, paying attention to credit standing and to contracts,
along the lines of economic society in Europe and North America, then
however much we may support and encourage business it is to be feared that
the results will not be as we would wish.'¢

The Yomiurs’s conviction that malpractice in Japanese commerce was
widespread led it to pronouncements on the relationship between moral-
ity, economic activity, and the making of profits that resonated strongly
with those of its British counterparts some years carlier:

Surely people must recognise the importance of honest commerce, and that
trust is the foundation of business? The prosperity of economy and society
rests mainly on businessmen showing respect for moral principles, paying
attention to trust, and honouring contracts. A commercial world character-
ised by moral principles, trust and [keeping] promises is one that will natu-
rally prosper. One that is the opposite, lacking in moral principles, trust and
adherence to promises, will in the long run not prosper, even with official
support and relief.'”

These reflections of the Western concerns were far from being lim-
ited to editorial writers and journalists; they extended to a wide range of
political and business leaders. Although it was Jitsugyo no Nibon that was
initially most proactive in offering these leaders a platform, a range of
speeches and publications from the turn of the century onwards provides
evidence of the extent of elite concern over Japan’s extremely poor repu-
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tation when it came to commercial honesty, fair dealing, and the quality
of its goods. Business and political leaders, and academics who had spent
considerable periods abroad, were conspicuous early on in voicing their
concerns. Members of this elite had experienced at first hand the Western
criticisms, and did not hesitate to offer concrete examples of complaints
that had been made to them directly, or that had been reported with well-
supported evidence. Their concerns were taken up by others who might
be less well travelled, but who realised that both their own prospects and
those of the nation could be seriously undermined by Western claims that
the Japanese as a race were deficient in commercial morality. While the
Japanese side did not for the most part engage in the same kind of across-
the-board stereotyping of Japanese merchants as their Western counter-
parts, they did invariably concede that some Japanese traders engaged in
fraudulent and immoral activity, and that violation of contracts, substan-
dard products, and trademark and branding fraud meant that Japanese
merchants had made themselves ‘inferior even to the Chinese’. Arakawa,
the Japanese consul in London mentioned earlier, continued to reiterate
his concerns, arguing, like his British contemporaries, that trust was the
foundation of trade and that trust could only be built on a basis of moral
conduct. Once the markets in London had come to view Japanese busi-
nessmen as ‘deficient in morality, and untrustworthy’, it was very difficult
to restore the necessary level of trust and credit.!®

Writing in August 1900, Katd Takaaki (Komei), former Japanese envoy
to Britain and now Foreign Minister, summed up the official view:

Commercial dealings depend on credit, and credit grows more important
as the scale [of business] increases. This is particularly true of international
trade, but unfortunately our credit standing internationally is low, with for-
eign merchants generally believing that we do not hold to contracts, and
that we are lacking in good faith. Of course, many of our merchants are hon-
est, and we should not believe everything that foreigners say, but they com-
pare us unfavourably with China in terms of commercial morality, though
favourably in terms of politics.... There is no smoke without a fire, so this
bad reputation is a major obstacle to the development of our international
trade. It is an urgent matter to improve our trustworthiness.'?

In support of his claims, Kat6 cited the case of a Japanese merchant who
had refused to accept a consignment of calico because the price had fallen,
and when taken to court had, in time-honoured fashion, persuaded his
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fellow traders to boycott the foreign firm responsible for supplying the
consignment. Katd also emphasised the extent to which domestic business
scandals within Japan were no longer purely local events, but communi-
cated all over the world, further damaging Japan’s reputation for hon-
est dealing. A scandal over water piping in Kobe, for example, had been
reported in both London and New York, but had received very little atten-
tion from the Japanese press.?’Katd’s concern over the extent to which
domestic business scandals fuelled the critical views of foreigners was not
unjustified. There are a number of examples of Western journals seeming
to have been only too keen to cite Japanese instances of dishonest direc-
tors, irresponsible inspectors, and incompetent auditors.?!

Okuma Shigenobu, the former Prime Minister, who took a strong inter-
est in disseminating information on Japan overseas,*? deemed it necessary
to make a contribution on the issue of commercial morality as a supple-
ment to the entry on ‘Japan’ in the 11th edition of the Encyclopaedin
Britannica shortly before the First World War. While he rejected the ste-
reotyping of all Japanese, and, like others, sought to explain the origins of
the problem with reference to the traditionally low status of the commer-
cial classes and the lack of scruple of both Japanese and Western merchants
in the treaty ports, Okuma, too, was willing to acknowledge that the criti-
cisms were not without foundation.

It cannot be denied that there have been many instances of dishonesty
on the part of Japanese tradesmen or employees... Infringement of pat-
ent rights and fraudulent imitation of trade-marks have with some truth
also been charged against the Japanese; about this it is to be remarked that
although the principles of morality cannot change, their applications may
be new; patents and trade-marks are something new to the Japanese, and it
takes time to teach that their infringement should be regarded with the same
moral censure as stealing.... It is however to be regretted that in introducing
Western business methods, it has not been quite possible to exclude some
of their evils, such as promotion of swindling companies, tampering with
members of legislature, and so forth.?

This senior statesman was keen not only to demonstrate that the fault did
not lie exclusively with Japan, but also to argue that the level of Japan’s
commercial morality was rapidly improving. He claimed that the govern-
ment had done everything to prevent fraudulent practices by enacting and
enforcing laws against them, and suggested that commerce and trade were
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now regarded as highly honourable professions, with merchants and busi-
nessmen even being elevated to the peerage. The Western views consid-
ered in the previous chapter, as well as the ongoing debates within Japan
itself, cast doubt on whether the ‘improvements’ were as great as Okuma
maintained, but his message was in line with the views of many others
in Japan. Moreover, the existence of such pronouncements by a leading
statesman in a Western reference text of such universal repute must be
viewed, at least in part, as an articulation of the shared desire of Japan’s
leaders to achieve recognition of the country’s status as a ‘Great Power’,
in a position of equality with Western nations.

The views of these politicians were echoed both in more academic
works and in the pronouncements of leading individuals in business and
banking. Academic analyses by Japanese scholars of economics and politi-
cal science were, as might be expected, cautious in their statements on
the issue. Kinoshita Ietard, an academic writing about Japanese com-
merce in 1902, discussed commercial attitudes in Japan, but was more
concerned to emphasise the development of commerce as ‘the handmaid
of civilisation’, focussing on the need for greater economic understand-
ing and the building up of Japan’s comparative advantage.?* The scholar
Hattori Yukimasa, however, who studied in the USA around the turn of
the century, was more concerned with the reputational issue. As a part
of his 1904 analysis of Japan’s foreign trade since the Meiji Restoration,
Hattori sought to identify problems impeding the expansion of trade.
He was concerned that the dependence on foreign middlemen residing
in the treaty ports had significantly raised transactions costs, but that
the shift to direct trade that many Japanese wanted was hindered by a
lack of credit, high interest rates, and also a lack of uniform quality of
Japanese manufactured goods. He was clear that Japan’s lack of interna-
tional commercial experience, in effect a general ignorance on the part
of the Japanese about foreign commerce, disadvantaged the country in
international transactions.?® For Hattori, however, these problems could
not be addressed separately from the ways in which Japanese traders con-
ducted their business. ‘The low tone of commercial morality among the
Japanese merchants’, he wrote, ‘must also be counted as one of the causes
which are hampering the development of direct transactions with foreign
countries’.?® Iida Hatard, who had obtained his doctorate of commerce
in Belgium and was, in 1909, to be a member of a major Japanese busi-
ness delegation to the USA, emphasised that any failure to deliver to
contract, whether or not there were legitimate reasons for such a fail-
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ure, undermined the all-important relationship between seller and pur-
chaser.?” Another commentator was Hino Sukehide, the scion of a noble
family who had studied economics for a number of years in England,
and would later serve as a member of the Upper House of the Diet.
Hino agreed with Kinoshita that Japan needed to do more to ensure
that the principles of economics were applied to business in order to lay
strong foundations for future growth, and again attributed some of this
deficit to the traditional contempt for commerce, but he somewhat ide-
alistically predicted that as global trade progressed the gap between dif-
ferent peoples’ customs would shrink until they eventually became ‘as
one’.?® Writing in 1897, Hino blamed the post-Sino-Japanese War slump,
ignorance, and the inexperience of the Japanese in international trade
for what he referred to as the ‘bad practices’ (akushiikan) highlighted by
foreigners. Years of focussing on small-scale domestic transactions had
promoted customs which, while not indicating venality, were certainly
inefficient. These included the wasting of valuable time and the employ-
ment of workers who were not really needed. Side by side with this lack
of efficiency went far more damaging practices, such as supplying goods
inferior to the original sample and reneging on contracts. Hino was less
concerned with the morality of such behaviour, and more with the fact
that it provoked uncertainty among purchasers and undermined trust,
weakening the foundations of future growth.?’

There were those, however, who addressed more directly the issue of
ethical practice and moral attitudes among businessmen rather than think-
ing about immorality mainly as bad business and a source of reputational
risk. One unnamed scholar was cited as reiterating the familiar rubric that
merchants should cultivate honesty and diligence, and secure respect by
engaging in fair dealing and avoiding speculation. He had apparently cited
the example of George Moore, a mid-nineteenth century merchant and
philanthropist highly estimated by Samuel Smiles, whose Self-Help had
been translated into Japanese as early as 1870.3° Koyama Kenzd, the prin-
cipal of the Higher Commercial School (Koto Shogyo Gakko), later to
become Hitotsubashi University, attempted to list what he regarded as
the principles of commercial morality relating to the conduct of private
businessmen. These principles were in many respects very close to the
injunctions laid down a century earlier in England in the anonymously
penned Mercantile Morals discussed in Chap. 2.3! Included in these prin-
ciples were frugality, keeping promises, honesty, diligence, hard work, and
dealing with others in an appropriate manner. At the same time, however,
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there was a distinct Japanese take. A businessman was enjoined to ensure
that there was a distinction between what he did in his main job (4ongy0)
and any supplementary activities (y9g)0), for example, what he wanted to
do in his spare time. What was also conspicuous was Koyama’s distinction
between private virtues (shitoku) and public virtues (kotokn). Applying the
principle of public virtues to business and commerce, Koyama itemised
as important the observation of rules and regulations, and cooperating
with others while retaining a spirit of independence. He concluded with
the statement: ‘In as far as the objective of commerce is to achieve the
public benefit of society and not primarily the accumulation of wealth by
the individual, then its success should not be judged exclusively by that
yardstick.”3?

There were, of course, scholars of economy and business who made
no attempt take up the issue even when writing in a language other than
Japanese. Tateishi Sajird, who obtained his doctorate in Halle in 1902,
ignored it altogether in his published thesis. His detailed empirical account
of trading developments is conspicuous for the absence of any mention of
the topic of business ethics.®® However, the relationship of business with
the public good was taken up by other scholars in diverse ways. Kamata
Eikichi, an educationalist who would in the 1920s serve as Minister of
Education, identified the low standard of morality of Japanese traders as
a major source of business uncertainty. It was well established, he stated,
that Japanese merchants neither kept their promises nor stuck to agreed
timetables. This contrasted strongly with their Chinese counterparts, who,
notwithstanding other general failings, adhered strictly to their promises
in matters of trade, recognising that bad behaviour was likely to lead to
economic losses.** Ishizaka Kitsuju, who published widely on Japan’s agri-
cultural development, and campaigned actively against what he viewed as
a disproportionate tax burden on the agricultural sector, questioned the
public virtue and sense of civic responsibility of those who thought of
themselves as jitsugyoka (businessmen). The resistance to paying higher
levels of business tax, for example, denoted a failure to consider the needs
of society and the country as a whole.*® Significantly, it was the new lead-
ers of modern business, rather than the traditional petty traders, who were
here being castigated for their lack of morality. These new leaders had
long sought to disassociate themselves from the bad behaviour of smaller
commercial actors; so, it becomes particularly important to analyse their
response to the Western criticisms.
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REPUTATION AND MORAL CODES OF CONDUCT:
RESPONSES FROM THE BUSINESS ELITE AND THE PRESS

It was the activities of leading members of the business elite that were
most likely to be detrimentally affected by the foreign criticisms, however
unjustified those criticisms might be. As noted above, the Japanese busi-
ness clite of the late nineteenth and early twentieth centuries came from
all social classes, but it did include a number who were of samurai (bushz)
origin. The importance that many of these commentators attached to
values such as honesty, loyalty, and frugality was reflected in widespread
calls for a “bushido’ for the commercial classes. It was also reflected in
their attempts to distinguish large modern businesses from the mass of
smaller, more traditional traders and producers, whom they closely iden-
tified with more egregious acts of commercial immorality, attributing
this to a combination of ignorance, venality, and the contempt in which
the merchant class had traditionally been held. The low social status of
merchants was important, they believed, because it had produced a situ-
ation in which merchants and samurai had sought to cheat on each other,
and the consequence had been a general erosion of commercial trust and
probity within Japan itself, not unlike that highlighted in Britain some
decades earlier. If one Japanese was willing to take advantage of another,
the opacity and lack of regulation that characterised international trans-
actions made it even easier for those who wished to engage in deception.
It was only, perhaps, the recognition that Japan’s own national interest
was poorly served by its bad reputation that drove its leaders towards
pushing for a higher code of commercial conduct. Japan was far from
alone in the pre-First World War period in thinking nationally, and not
internationally.

Among the many businessmen who were greatly exercised by the rela-
tionship between business practices, business profits, and morality was
Shibusawa Eiichi, the doyen of the Japanese business world. Through the
early decades of the twentieth century, until his death in 1931, Shibusawa
developed a Confucian-influenced philosophy of business ethics, most
famously articulated in his 1916 work Rongo to Soroban (The Analects
and the Abacus). While Shibusawa felt that the actual term ‘commercial
morality’ was not a helpful one, he nevertheless argued that moral stan-
dards, particularly in commerce, had failed to advance at the same pace as
material progress, in part due to the traditionally inadequate behaviour of
the merchant class.?®
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Other businessmen, however, began to comment on the issue in advance
of Shibusawa’s formulating his broader ideas. From the late 1890s, as
mentioned earlier, Jitsugyo no Nibon mobilised an impressive array of busi-
ness leaders in support of its campaign, while other parts of the media also
contributed a platform for debates on ethical business practice, allowing
business to voice its opinions. Business leaders such as Masuda Takashi,
the President of Mitsui Bussan (Mitsui Trading), followed statesmen such
as Okuma in publishing in English, in the hope of communicating the
Japanese message to an international audience. In a book on Japanese
commerce published in 1908, following a visit to London, Masuda did his
best to refute the criticisms of deficient commercial morality, emphasising
the changes that had occurred in Japanese commerce and the introduction
of a spirit of bushido into Japanese business. He accepted the existence of
critics who ‘often deplore that the standard of her commercial morality is
not high, and regard Japanese merchants as untrustworthy, some critics
going so far as to think that transactions with Japanese tradesmen expose
Occidentals to danger of fraud’, but argued that this reputation was based
on past practices that had largely died out. The credit standing of Japanese
business, he suggested, was now high. There would everywhere be excep-
tions, of course, but in the case of Western-Japanese trade the onus was on
foreign merchants to choose their counterparts more carefully.?” ‘In this
generation of universal progress in the world’s affairs’, Masuda asked, ‘who
would for a moment believe that even in the Far East success in commerce
could be arrived at by fraudulent means?’.3 The Economist oftered Masuda
a further opportunity to reiterate his message directly to his British audi-
ence.® Foreign travel without doubt made business leaders more aware
of how the country was viewed by others. Hatano Shogord, director of
Mitsui Bank, was confronted with complaints about adulterated tea and
low-quality habutae silk cloth on a visit to Europe and the USA in 1900.
Complaints of this kind led him to argue early on that untrustworthy
actions on the part of Japanese traders acted as a major factor in limiting
supplies of foreign capital to Japan.*® Clearly, no leading Japanese busi-
ness figure visiting Western countries could afford to ignore the issue.
However, the opinions expressed in Japanese publications indicate that
the discussion was far from being limited to those travelling abroad, and
preoccupied a broad swathe of the Japanese business elite.

Sonoda Kokichi, Director of the 15th Bank, was another early busi-
ness commentator. Writing in Jitsugyo no Nibon in 1900, he argued that
Japan should aspire to the Western respect for commercial morality, with
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its emphasis on trust and credit and strict adherence to contracts. Trickery
and fraud brought only short-term advantage, and improved commer-
cial morality was the key to long-term financial and commercial prosper-
ity. Sonoda called for a focus on high-quality goods and low prices, like
Hatano citing as one example of damaging practices the mixing of wil-
low or other leaves with tea leaves destined for export.*! Another was
Asano Soichird, founder of one of pre-war Japan’s largest business groups,
who bewailed the extent to which many businessmen looked to their own
immediate profit rather than the long-term interest of the nation. Too
many defamed the goods of others, undermined trust, ‘and in extreme
cases imitate and misappropriate trademarks and export defective goods’.
The outcome was that Westerners were more contemptuous of Japanese
traders even than they were of the Chinese, and Japan’s commercial classes
just did not seem to be able to understand the damage that all this was
doing.*? Some businessmen were more outspoken than others. Arishima
Takeshi, Managing Director of the Japan Railway Company, not only
identified the widespread mistrust of Japanese traders as a factor inhibiting
the inflow of foreign investment, but also argued that low standards of
commercial morality were not limited to the minority of Japanese traders.
Unlike most of his contemporaries, he believed low ethical standards were
a problem across the board, and claimed that many directors of banks and
companies had engaged in dishonest management, had circulated false
information about their businesses and, thereby, deceived the public or
violated contracts for vicarious reasons. ‘So-called commercial morality
is completely gone’; Arishima lamented, ‘people of purity and integrity
have been disgraced and swindlers and scoundrels have taken over and run
wild’. Having such a situation within Japan was bad enough, but was far
worse when it involved foreigners who did not know Japanese customs.*?
Writing a few years later, the veteran entrepreneur Morimura Ichizaemon,
founder of what were to become the Noritake and Toto ceramics busi-
nesses, took to the pages of Jitsugyo no Sekai ( Business World) to emphasise
that honesty was the best policy.**

Increasing comment by Japanese on the business morality issue after
the Russo-Japanese War reflected the heightened anxieties articulated by
Western commentators around the same time, and the growing com-
plaints about trademark fraud and branding highlighted in the Buchanan
whisky case mentioned in the previous chapter. The comments by politi-
cians and business leaders were not so different in content from the earlier
ones, but certainly increased in number. The issue of bad ethics being bad
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business was the key message articulated by many, in very much the same
way as it had been earlier in Western Europe, and this belief was reflected
in statements from well beyond the business community. Leading daily
newspapers joined in the debate, and were often vocal on the issue. While
the conflict with Russia was still ongoing, the Asabi warned Japanese
selling goods in Korea not to defraud their Korean purchasers through
providing them with inferior goods, which jeopardised future trade with
the same partners. Trademark fraud caused doubt and uncertainty, it
observed, and bad behaviour by the few affected the standing of all. What
the paper called a 'lack of regard for commercial morality’ was closely
associated with the lack of any long-term perspective and excessive focus
on short-term gain.* The Asabi returned to the same theme in subse-
quent years, identifying a risk that Japanese commerce was de facto being
taken over by a band of fraudsters and robbers who sold inferior goods
and engaged in other forms of fraud and trickery. What was needed, this
paper argued, was not that merchants should possess refined morality or
sacrifice themselves totally to the national interest, but that they should
focus on their jobs as merchants while retaining their honesty. This would
be to their own long-term benefit, and their adherence to commercial
morality (shogyo dotokn) would also contribute to the post-war national
development project.*® The paper expressed its outrage at the conduct of
Japan’s trade in China. There were frequent cases of disparities between
samples and consigned goods, adulteration of products, and falsification
of trademarks. While in one particularly egregious case it was the Chinese
agent of an Osaka firm that had copied German trademarks, it was highly
reprehensible in both legal and moral terms that the Osaka firm itself
had effectively condoned his practices.*” Discussing Japanese trade with
British India in 1908, the Yomiuri Shinbun was equally concerned about
the broader impact of cases in which consigned goods failed to live up
to the quality of the original sample. Such practices, it stressed, damaged
Japan’s reputation, undermined trust and credit, and would lead to a
decline in sales of Japanese goods. Somewhat disparagingly, it noted that
most Japanese merchants selling goods in India were neither particularly
high class nor, in many cases, speaking much English, and the fundamen-
tal message was that ‘Japanese merchants must increasingly give regard to
commercial morality’.*8

Both of these two leading dailies continued to return at regular inter-
vals to the problems caused by the bad reputation of Japanese traders.
One article in 1911, for example, noted the damage to Japan’s trade
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with the USA likely to be done by silk habutae shipments not matching
up to samples and adulterated tea being rejected. It stated that this was
not just a question of loss of profits, but raised serious questions about
the moral capacity of the Japanese as a whole. While the problems could
be traced back to a time when virtues such as justice and fairness were
the prerogative of the bushi (warrior) class, commercial morality could
not, and should not, be considered separately from moral standards as a
whole. The practical implications of low commercial standards in terms
of export competition were profound, and the apparent willingness to do
almost anything for money was risking the moral status of the nation as a
whole.* The historical origins of the problem continued to be debated.
On the one hand, it was suggested that the lack of respect for merchants
in the Tokugawa period had contributed to their lack of self-worth and
inability to adapt to the situation in the ‘new Japan’. On the other, it
could be argued that there had existed a certain code of honour between
merchants prior to the Restoration, and in that sense there had been a
good standard of commercial morality, albeit one that operated along
different lines from Western practice. While a Tokugawa merchant might
not have been averse to offering what might be seen as bribes to secure
a customer, they would never, it was said, have passed off inferior goods
as high-quality ones.>® The unflattering comparison between Japan and
China remained a recurrent theme The Asabi expressed outrage at the
behaviour of some merchants from Osaka, noting that ‘in the point of
commercial morality we are inferior even to the Chinese’.’! Not long
afterwards, a local correspondent in China for Jitsugyo no Sekai empha-
sised how Chinese merchants laid an enormous emphasis on trust, while
Japanese merchants had the reputation of being rude and unwelcoming
to their customers.>?

The advent of the First World War, which after initial dislocation
brought a significant boom to Japan’s economy, provided a new arena for
discussion of ethical business practice, probing in particular the relation-
ship between business ethics and the state of the economy. The outbreak
of war was associated with a sharp rise in some prices; in some cases, it was
suggested, this was caused by people buying up stocks in the expectation
of a quick profit. While this phenomenon, remarked the Asaki, might be
in line with the commercial spirit, it also fed on people’s fears, and was
neither economically nor morally desirable.>® As fears turned to opportu-
nity, however, concerns over Japan’s commercial reputation became more
concrete, highlighted in tales of the lengths to which unscrupulous pro-
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ducers and traders would go to meet the ever-expanding demand for their
products. Examples of adulteration and fraudulent practices were said
to be widespread, leading to an extreme loss of trust (hijo na fushin’yo).
Shipments of bonito shavings (katsuobushi) were reported as being adul-
terated with wood shavings, while many consignments of habutae could
not be used due to their poor quality. In another case, a large consign-
ment of Japanese lacquerware proved totally unusable because the wood
had been insufficiently dried. Waste threads were intermingled with high-
quality thread and the quality of shell buttons lacked any consistency. The
Asabi explained the situation largely with reference to Japan’s level of
economic development. Many of those who handled the goods had an
inadequate knowledge of the best way to treat those goods. The delayed
development of large factories and dependence on numerous small manu-
facturers made it very difficult to sustain consistent high quality. The paper
also accused those involved of insufficient regard for the national interest
and a failure to consider the international situation. Explanation of itself,
however, was likely to do little in the way of addressing a situation that
was potentially disastrous for the export trade, and was essentially due to
a ‘deficiency of commercial morality’.>* Instances of dishonesty, both in
international trade and within Japan itself, continued to be reported and
debated during the course of the war.

Even after the war had ended in 1918, the Yomiuri and the Asahi
continued to bemoan the extent to which Japan’s international reputa-
tion for low levels of business morality was sadly unchanged. In fact, in
some ways, the Japanese reports almost seem to suggest that the wartime
trade expansion might have further lowered foreign perceptions of Japan’s
commercial morality. They cited instances in which Japanese traders had
broken their contracts, particularly in relation to orders from the USA,
and both of these papers noted that the reputation of Japanese merchants
was said to be worse than that of Jewish merchants.®® They complained
that the collapse of the wartime boom had generated a wave of reneging
on contracts, and associated litigation, a situation symptomatic of the lax
approach to commercial morality associated with the rise of the narikin
(nouveaux riches) during the war. The war period, in short, had brought
in a lot of new business actors who did not know how to behave. High
standards of business ethics, the Asakbi moralised, were equally important
in times of peace and in times of war, whether or not they led to loss of
profits.>® Certainly, there is evidence that supports the paper’s view that
the wartime boom had given rise in Japanese businesses across the board
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to lack of experience, and that newly made fortunes as well as intentional
fraud had generated inappropriate behaviour, both in international com-
mercial relations and within the domestic economy. While the balance of
inexperience and improper conduct could be debated, though, the core
point was clear: the borderline between immoral and illegal behaviour was
highly problematic for the Japanese side, just as it had been for the British,
but whatever the case the outcome was undesirable.””

As the post-war slump really began to hit hard, further instances of
fraud were reported in the Japanese press, often supported by statements
in Japanese consular reports from across the world. Chapter and verse
were cited, such as a failure to honour a contract for wool with an English
trader, and a delay in refunding his deposit, or a failure to deliver on a
contract for silk cloth in Mexico. The most crucial thing in international
trade, argued one article, was to be able to have confidence in one’s trad-
ing partner, and if the Japanese could not be trusted, then this would be
a major impediment to the growth of Japan’s trade.® How the debate
fluctuated in response to the considerable ups and downs of the Japanese
economy in the 1920s and 1930s is unclear, but the evidence does suggest
that concern about the country’s commercial reputation persisted in Japan
through the interwar years. We find that as late as 1938, for example, a
group of economic organisations in Osaka met to consider complaints
from Germany about Japan’s low commercial morality, and the country’s
shameless copying of German designs and products.®® We can be clear,
however, that the fundamental message remained largely unchanged.
Rather than being blinded by the issue of immediate profit, Japanese com-
mercial actors had to think of the longer-term individual and collective
advantages that stemmed from honesty.

THE WESTERN YARDSTICK

It is apparent from the account above that the debates and comments
in Japan in many respects resonated with those that had evolved in the
Western industrialising economies from the first half of the nineteenth
century. Participants in the debates found it difficult to draw the border-
line between what was illegal and what was immoral. Although the term
‘commercial morality’ (shogyo dotokn) was widely used, its content could
be debated, and for many it could not be separated from broader issues
of morality as a whole. There was a level of shared agreement on the
practices that constituted a breach of commercial morality, namely breach-
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ing of contracts, the supply of poor quality or inappropriate goods, and
branding and trademark fraud. Overwhelmingly, the reasons that were
articulated for improving the level of ethics in business amounted to the
argument that there was a link between good individual business practice,
long-term profit, and greater national prosperity. There were, of course,
some differences in explanation and justification, but the similarities are
clear evidence of the emergence of a transnational discourse on standards
of business practice. An integral part of that international discourse was
also its articulation of a Western-centric international hierarchy of busi-
ness morality, in which moral standards were deemed to rise as the indus-
trial economy developed and a country progressed towards “civilisation’.
We must, therefore, consider the extent to which this dimension of the
debate, too, was taken up by the Japanese.

We have already noted how a number of Japanese commentators com-
pared Japanese levels of commercial morality unfavourably with those
of the Chinese, as did their Western counterparts. This was indicative of
what often seems like a wider acceptance of the basic assumptions behind
the idea of some kind of commercial morality hierarchy, an acceptance
that went beyond any simple acknowledgement that the problems were
caused by the historical position of merchants in Japan and the ignorance
of Japanese about international trade in the second half of the nineteenth
century. We find commentators identifying the clash of cultures, which
was an inevitable factor in international misunderstandings, but we also
find them comparing Japanese commerce unfavourably with that of other
countries, and speaking in terms of the trajectory towards civilisation, in
which Japan, as Takahashi Korekiyo put it, was as yet an ‘infant’ country.®
The ultimate models, therefore, became Britain and other industrialised
economies. Hino Sukehide, who was mentioned earlier, thought that the
traditional contempt for commerce had to be counteracted by looking
at the only available models for a business revolution (jitsugyo kakumei),
namely the European countries and the USA. The British industrial rev-
olution, he suggested, relied not only on the new technologies devised
by engineers such as James Watt and Richard Arkwright, but on eco-
nomic ideas such as those of Adam Smith.! English merchants, wrote the
editors of Jitsugyo no Nibon, were ‘renowned throughout the world for
their integrity’.®* The key characteristics of merchants in countries such
as Britain, the USA, and Germany were identified as a sense of honour,
dignity, and cooperation, and Japan needed to develop a merchant code
equivalent to that of the bushido of the warrior class, or the English gen-



84 J. HUNTER

tleman, ‘by looking to the peoples of Europe and America’.®® Japanese
merchants at their worst lacked any nobility of character, or any sense
of gentlemanly honour, reliability and integrity, instead seeking to obtain
unfair profit by unjust means. By contrast, in the West businessmen were
the foundation of the country and the core of society, whose commercial
success was founded upon the fact that they sought to act like gentlemen,
and with openness.** Kamata Eikichi, who was mentioned earlier, in 1908
also held up England as a model of how commerce should be conducted.®®
Japan was ‘backward’ in terms of science and knowledge compared with
the West, and the commercial morality difficulties were part of this rela-
tive backwardness.® The Asabi suggested around the same time that given
where Japan was coming from, Japanese merchants could not be expected
to have attained the steadiness that characterised the English merchant.®”
‘It goes without saying’, wrote an editorial statement in the Yomiuri,
‘that in Europe and North America by comparison with other areas of
morality the reason that commercial morality has progressed to an excep-
tional degree is its close relationship to actual profit’.®® Oura Kanetake, the
Minister of Agriculture and Commerce, returning from a trip to Europe,
was reported as citing England as a model for high-quality products,® in
strong contrast to Japan. Suzuki Kentard of the Teiyu Ethical Association
was reported as claiming that ‘general moral elevation [of the kind found
in Britain] is the only thing that can effect the much needed improvement
of commercial morality in Japan’.”?

In this aspect of the discourse too, therefore, it seems as though Japan
was willing to accept the Western view. A number of reasons may be sug-
gested for this. Some members of the Japanese elite, of course, had been
educated in the West, while many others had been exposed at first hand
to Western ideas and had frequent interaction with non-Japanese. They
had witnessed for themselves the disparities between the level of economic
development in Western industrial nations and their own. The Western
model had been a powerful arbiter of ‘progress’ since the early Meiji
period. At the bottom, though, it seems likely that most Japanese partici-
pants in the discussion were driven by a strong sense of pragmatism. While
they may not have wholeheartedly subscribed to the Western-centric view
of progress, at the very least it seems likely that they were sufficiently real-
istic to realise that a small player in the international world such as Japan
had little choice but to play by the Western-imposed rules of the game,
at least for the time being. Okuma Shigenobu’s discussion of commercial
morality in the Encyclopaedia Britannica of 1911 was contextualised in
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Japan’s desire to be recognised as a Great Power and to achieve equality
with Western nations.”! The Japanese recognised that bad behaviour by
a conspicuous few had major implications for Japanese commerce more
broadly, and was, in effect, damaging to Japan’s business and the national
interest.

There were also, of course, those who highlighted a further dimension
of this relationship between ethical business practice, individual profits,
and the wider interest. This was the relationship between private profit
and public benefit, which could be conceived simply as the national inter-
est, but could also embrace different concepts of ‘public’ which might, or
might not, pertain to the interest of the nation. For some, like Shibusawa
Eiichi, this distanced the discourse from a focus on ethics in the actual
conduct of business, moving it into the broader realm of the morals of
moneymaking per se, and what was done with the profits acquired through
business success. These attempts to articulate an alternative framework
for the relationship between business activity and morality in non-West-
ern and developing economies were of ongoing importance, and remain
so, but it was the more pragmatic concerns that stimulated the policy
response by the Japanese elite that will be described in the final section of
this chapter.

TAKING CONCRETE MEASURES: COMMERCIAL EDUCATION,
THE STATE, AND BUSINESS

The Japanese side, therefore, appears to have accepted that the Western
criticisms had a firm grounding in reality, even though they might have
disputed the extent to which any failings extended to more than a small
minority. Japan’s leaders also fully acknowledged the reputational damage
that had resulted. We need to ask, therefore, what strategies, if any, were
adopted to try and address the problems that had been identified. We
find that there was considerable doubt about whether concrete actions
could be effective in generating rapid improvements, with many observers
suggesting that Japan’s abandoning of traditional ways of doing things
and its acculturation to international business practices was bound to
take time. Nevertheless, it is possible to identify three main ways in which
Japan’s elite prior to the 1930s sought to encourage what were deemed
to be more moral ways of conducting business. One strand was a push to
develop commercial education, within which aspirant entrepreneurs and
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businessmen would be formally exposed to training in how to conduct
business in an appropriate manner. The second strand consisted of both
formal and informal efforts by the state to promote good practice. Thirdly,
there were efforts by the business community itself to improve Japan’s
image as a country that engaged in fair commercial dealing. Each of these
will be considered in turn.

Commercial education embracing an element of moral consideration
was not new to Meiji Japan. The eighteenth-century Confucian scholar
Ishida Baigan gave thought to the moral standing of merchants in light of
Confucian views of the immorality of making profits. From the early eigh-
teenth century, the Kaitokudd merchant academy in Osaka sought to focus
its discussions on the moral education of merchants.”> Fukuzawa Yukichi’s
Keid Gijuku (now Keido University) emphasised the training of elite busi-
nessmen from the early Meiji period, while the first modern business col-
lege was established in the 1870s by the later education minister Mori
Arinori; it subsequently became the Tokyo Higher Commercial School
and eventually Hitotsubashi University.”? By the turn of the century, when
the Western criticisms of Japanese commercial morality were becoming
particularly vocal, there were already a number of organisations through
which instruction in business ethics might be offered to students of com-
merce and business, and the British Legation in Tokyo thought them suf-
ficiently important to warrant a dedicated report to London.” Koyama
Kenzd, whose views were mentioned earlier in this chapter, introduced
tuition in commercial morality during his tenure as principal of the Higher
Commercial School in the late 1890s.”> Shibusawa Eiichi was among mem-
bers of the business elite who lectured with some frequency at the Higher
Commercial School, including on issues of business cthics.”® Nakajima
Rikizd, professor of Western philosophy at the Imperial University, gave a
number of lectures at the Higher Commercial School, which he then pub-
lished in the hope of contributing to an improvement in Japanese com-
mercial morality.”” Perhaps because of his training in Western philosophy,
the content of Nakajima’s lectures suggests he was strongly influenced by
the Western debates on commercial morality. He highlighted the virtues
that he believed were required for the administration and management of
commerce, noting that Confucius had also emphasised the fundamental
importance of honesty and truth.”® He also recognised that the existence
of credit was crucial to the operation of the modern economy, and that
efficient credit systems could not exist in the absence of the strong ele-
ment of trust that only integrity could generate.” In line with the spirit of
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the time, he emphasised the need for merchants to have regard to the pub-
lic interest (kokyoshin), regarding that too as a core element in the training
of young people aspiring to the world of business and commerce. It was to
the issue of kokyoshin among the commercial classes that the fourth chap-
ter of the book was wholly devoted.®® Another lecturer on commercial
morality at the Higher Commercial School was George Trumbull Ladd,
an American Congregationalist minister and professor of moral philoso-
phy at Yale. Ladd’s lectures, which focussed on morality in general rather
than purely on morality in commerce (of which he himself had limited
experience), were subsequently published in Japanese.®!

Business ethics lectures continued to have a core place in Japan, both
in commercial and vocational schools, and through open lectures for the
public.?? Widely read textbooks on business and commerce invariably
included comments on the issue of commercial morality. Ishikawa Bungo,
who published a series of lectures on commerce in the 1920s, highlighted
the need to locate commerce within a broader framework of morality; he
also called for traders to think not only of their own interests, but also
of those of their direct trading partners and the broader world of com-
merce. In this, he stated, lay the true essence of commercial morality.®?
Those involved in commercial education were for the most part more
concerned with education than advocacy, although, as might be expected,
some of their comments on the contribution of commerce to the broader
good were coloured by the changing political environment of the inter-
war period. One 1930s writer even laid down the potential for Japanese
commercial morality to serve as the foundation of a future globalised com-
mercial morality.3* Such a possibility would have seemed improbable to
many contemporaries in Japan, but was perhaps not totally without foun-
dation. The Asahi reported in 1929, shortly after the Wall Street crash,
that a school text written to try and counteract the low status and poor
reputation of Japanese merchants was being translated into English with
a view to its distribution in Britain.®® In many respects, though, the mes-
sage remained largely unchanged. The emphasis on the historical origins
of inadequate merchant behaviour and morality was still there, as was
the equation of individual morality with long-term profit and the public
interest.5¢

In the case of the government, the response came in part through
attempts at legislative change. Okuma Shigenobu was able to assure his
readers that Japan had been vigorously enacting and enforcing laws against
patent and trademark fraud.?” Calls for the government to tighten up on
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inspection of company accounts and goods were discussed in the Diet.®®
Travelling abroad in 1910 the Minister of Agriculture and Commerce,
Oura Kanetake, was exposed at first hand to the complaints from cities
such as Lyon, and was compelled to think about how best to improve the
standards of commercial morality among Japanese traders. He was said to
have ‘declared that he was ashamed of the practices of Japanese merchants
exporting habutae to France, and said he found complaints almost every-
where he went about the risk of trading in Japanese goods’.% Apart from
general attempts to improve ethical standards, he indicated to silk produc-
ers in Gunma Prefecture that this meant much stricter inspection of goods
by the local industry union.?® Legislation and regulation, however, were
themselves often flawed. One newspaper comment in 1911 noted that
in Japan legislation relating to relations with customers embraced moral
issues, but legislation relating to the quality of goods and the selling of
goods completely lacked such a dimension.”!

As in the Western industrial economies, legislation inevitably developed
in arrears of economic change and the complexity of commercial deal-
ings. Although a Commercial Code was established in Japan in 1897, it
had relatively little to say about the minutiae of day-to-day dealings, and
the mass of so-called ‘petty traders’ with small amounts of capital were
excluded from most of its provisions. Most, we can surmise, carried on
their activities just as before in ignorance of the legislative changes that
had been introduced. The legal situation was further complicated first by
the ambiguous legal provision in the treaty ports which, as we have seen,
was exploited by groups and individuals for their own benefit and, sec-
ond, by the differing characteristics of domestic and foreign law, and the
absence of an agreed legal standard in many areas of economic transac-
tions, particularly in third markets.”?

The holding of industrial exhibitions, while primarily intended to
showcase Japanese products, also had a role to play in introducing for-
eigners to Japan and its customs, and in trying to counteract the nega-
tive attitudes held by some in relation to Japanese economic activity.
Jitsugyo no Nibon argued in 1902 that the Fifth Industrial Exhibition
would bring more visitors to Japan, and the way that Japan dealt with
these foreigners was a manifestation of the progress of the country. Japan
had to do more to treat foreigners with courtesy and provide for their
needs appropriately.”? Participation in exhibitions overseas, embracing not
only world fairs such as the Columbian Exposition held in Chicago in
1893, but also more targeted events such as the Japan—British Exhibition
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of 1910, were important ways in which the government sought to enhance
Japan’s overseas image as well as its export trade.”*

For much of the time, though, policy-makers appear to have held
to The Economist’s view that ‘you cannot instil commercial morality,
or make people honest’,”® and contented themselves with talking up
the level of Japanese commercial morality, issuing injunctions to good
practice and mobilising local business interests in the drive for higher
standards. Minister Oura seems to have been unusual in terms of his
willingness to try and back up statements with action of this kind, but
he was not unique. His predecessor as Minister, Matsuoka Yasutake,
addressed a conference of prefectural governors early in 1908, empha-
sising the need for collaborative action and solidarity on the part of trade
and industry associations in maintaining the quality of export products,
and ensuring that the commercial property rights of others were pro-
tected.” The following year, Oura backed up Matsuoka’s injunctions by
circulating local chambers of commerce about the need for good com-
mercial ethics:

Merchants and manufacturers are liable to sacrifice the interests of others
for the sake of their own temporary gain.... It is to be profoundly regretted
for the future of our industries that not a few have imitated or stolen inven-
tions, trade marks, and other industrial rights. Foreign trade marks and trade
names have also been abused, and victims have from time to time applied
to the authorities for redress.... Any act resembling dishonesty or fraud is
highly detrimental to our commercial credit.... It is to be hoped that mer-
chants and manufacturers will try to bring about prosperity by honourable
means.®”

It is this reliance on less formal measures and the perceived gap between
rhetoric and action that confirmed to many outside Japan that ‘a great
many speeches will have to be delivered before Japanese trade marks
become valued abroad’.”®

For its part, the business community, while arguing that improvement
had taken place, that big business met the highest standards of behaviour,
and that bad behaviour was limited to a few, nevertheless sought to coun-
ter the criticisms by a range of means. From the 1890s onwards, repre-
sentatives of the business community called for cooperative strategies and
collective efforts to improve the domestic and international reputation
of Japanese merchants and producers. Business missions abroad were a
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means both of ascertaining the extent of the problem, and also of respond-
ing to it i sitw. A number of missions of this kind, headed by some of
Japan’s leading entrepreneurs, travelled to North America and Europe
from the 1890s. Shibusawa Eiichi led one mission, which spent some
three months visiting locations across the USA in 1909.% As one paper
remarked, the members of such delegations might not like being on the
receiving end of the criticisms of deficient commercial morality, but they
had to acknowledge the root of the problem and take responsibility for
addressing the issue.!? At the end of the day, though, many of the delega-
tions could do little more than listen to the appeals of the injured parties
and state their commitment to addressing the problems. The experience
of the fifty-strong trade delegation led by Dan Takuma, the director-
general of Mitsui, to North America and Europe in 1921-1922 was typi-
cal. Confronted by striking evidence of Japanese trademark infringements,
and appeals to the delegation to use its influence to reduce the practice,!?!
Dan and his colleagues could promise little more than their total commit-
ment to improve the situation:

This mission is conscious that it has a duty to perform in assuring you busi-
ness men of England that we do not in any way condone the lack of com-
mercial morality on the part of some of our countrymen. No country is free
from dishonest persons, and doubtless there have been many cases where
the desire to make profits quickly though not by honest means has injured
our credit abroad. We personally wish to assure you that our high aim and
ambition is to emulate our foreign friends in the scrupulous observance of
international commercial morality and to discourage, and help by improved
legislation where necessary, cases of dishonesty among our countrymen.!%?

It appeared, however, that injunctions to good practice, whoever they
came from, had their limitations. The media remained sceptical of govern-
ment statements about the need for a new commercial morality strategy
such as that articulated by Minister Oura in 1910.1% As we have seen,
complaints from Westerners about lax commercial morality on the part of
Japanese continued. It seemed that the boom in the Japanese economy
consequent on the First World War encouraged traders to cut corners,
while the slump after its ending had a similar effect, inducing them to break
contracts. Accusations of fraudulent practice in relation to the quality of
goods, and, in particular, property rights and trademark theft, continued
for much of the interwar period, and fed into the rather different charges
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of unfair competition that characterised Japan’s economic relations with
countries such as Britain and the USA in the 1930s. Although the term
‘commercial morality’ itself went out of fashion, that low reputation for
commercial morality persisted into the post-Second World War years.
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CHAPTER 5

Conclusion

Abstract The study as a whole demonstrates that debates over the moral-
ity of day-to-day business conduct have strong historical roots, and that
the case of Japan has significant contemporary relevance. Complaints
fuelled by cultural difference, the absence of an accepted international
standard, and legislative deficiencies, were also a manifestation of the fear
of competition from new entrants to the market. There are strong simi-
larities between the case of contemporary China and Japan’s experience
a century before, and the analysis raises two questions, namely how far
effective competition is always likely to lead to accusations against that
competitor, and how far developing economies can be expected to adhere
to standards imposed by their more advanced counterparts if they are to
make their way in global markets.

Keywords Japan e China ® Developing economies ® Global trade

If we think of business ethics as the rules of conduct according to which
business decisions are made, then such ethics are defined by the law, via
regulatory bodies and trade associations, and via company codes. They
will also be defined by the personal morals of individual business actors.
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Violations, it can be argued, can be due both to weaknesses in the struc-
ture of rules (formal or informal) and to willing violations by individu-
als or groups.! While the term ‘business ethics’ is not found in the same
way in the nineteenth-century discourse, the term ‘commercial morality’,
which now sounds somewhat outdated, had a very similar meaning to the
definition of business ethics offered above. The vocabulary is different, as
is the economic environment, but the focus is very much the same.

Even allowing for competing definitions of what is meant by ‘business
ethics’, it remains true that much of the historical analysis of business eth-
ics and of ethical practices in business has been more concerned with the
broad relationship between moneymaking, morality, and the workings of
society, and less with the morality of day-to-day business transactions. For
some commentators, thinking seriously about ethical business conduct by
individual actors and organisations is a relatively recent development. For
example,

Most of the contributors to business ethics before 1960 were philosophers
that were concerned about the macro/normative relationships of business
and society. Only in the next fifty years have we seen an emerging inter-
est in the micro/normative and micro/descriptive components of business
ethics.?

Certainly, it is apparent that both in the case of Japan, and in the more
industrialised economies of the West, macro-level analyses of this kind
were widespread; the views of Shibusawa Eiichi and other Japanese busi-
ness leaders on the relationship between business activity, profit-making,
and moral imperatives were the counterpart of earlier Western debates on
the same topic. Both grew out of longstanding indigenous ethical and
religious traditions in the context of a rapidly growing capitalist econ-
omy. Nevertheless, the discourse on commercial morality explored in
this volume demonstrates that there was, throughout the nineteenth and
twentieth centuries, also a second, more micro-level strand of discussion
regarding the morality of conduct in day-to-day business transactions.
This strand of discussion had implications for attitudes to the morality of
business per se, but this was not its main concern.

Throughout these decades, the term commercial morality remained
open to ambiguity. The Economist, which from the late nineteenth cen-
tury used the term in a way that indicated the existence of a set of clearly
defined standards, but rarely sought to spell out what those standards
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were, in 1902, equated commercial morality with what it called ‘strict
business habits’—* man for example, of the type of the chartered accoun-
tant or bank manager, with whom strict commercial morality is sec-
ond nature’.? The public perceptions of accountants and bankers have,
perhaps, changed somewhat since this opinion was articulated, but the
importance of an appropriate standard of morality in undertaking busi-
ness activity, and the concepts of honesty and fair dealing normally asso-
ciated with it, have continued to be very publicly debated over recent
decades. Expressions of public concern over the primacy of individual and
corporate enrichment, over an apparent willingness and ability to break
the rules, or at least to exploit them, and over disregard of the wider
interest of society, have been fuelled by revelations of scandals at least
as shocking as those censured by nineteenth-century commentators, and
often more damaging in their wider ramifications. Financial scandals over
the last decade have been associated with situations in which the distinc-
tion between poor decision-making, intentional or unintentional breaking
of the law, and technically legal but self-serving manipulation is almost
impossible to draw. The ability of formal institutions to keep pace with
technological and other changes in the business environment is arguably
no greater than it was 150 years ago. Corporate social responsibility (CSR)
as it is now articulated builds on earlier practices and history. That history,
it is argued, remains relevant for contemporary debates over the extent to
which CSR is driven by genuine moral objectives rather than being purely
instrumental to the making of money or the achievement of legitimacy.*
In the case of Japan, the criticisms of low levels of commercial moral-
ity by Western commentators did not cease with the cessation of normal
trade and wartime hostilities in 1941. These changed circumstances may
have temporarily removed the impetus for such criticisms (replacing them,
of course, with much more serious ones), but we find that they emerged
again as the Japanese economy began to recover in the years after 1950.
Producers in Britain and elsewhere who had felt threatened by Japanese
exports in the 1920s and 1930s still had that memory fresh in their minds
in the 1950s; if anything, the ill feelings were exacerbated by the bitter
conflict that had taken place in between. Much of the language relating to
the ‘unfair’ nature of Japanese competition in the early post-war decades
resonated with the earlier criticisms that had established Japan’s repu-
tation for unethical business practice in the international market place.
Complaints continued at least through the 1960s. Criticisms of Japan’s
infringement of other countries’ intellectual property rights remained
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conspicuous.® Over time, many in Japan worked hard, and eventually with
success, to overturn the old prejudices, and to establish Japan’s reputa-
tion as a producer of quality goods, whose transactions were characterised
by business probity and fair dealing. Attitudes were increasingly moder-
ated by a recognition of Britain’s relative decline and of Japan’s genuine
competitiveness in specific areas of production. Nevertheless, the over-
all awareness of a Japanese ‘threat’ persisted, highlighted by the pressure
on Japan to agree to the introduction of a number of voluntary export
restraint agreements up to the 1980s.

It is apparent from the story recounted here, however, that while the
accusations of Japan’s lack of commercial morality were in the earliest
days sparked by a degree of genuine misunderstanding and ignorance on
both sides, the most virulent complaints were ultimately fuelled by cul-
tural difference combined with dominant traders’ fear of new competi-
tion, manifested in particular through their concern that the international
economic system afforded inadequate protection of the intellectual and
commercial rights that they had accumulated. Disparities in legal systems
and informal codes of conduct generated deep mistrust and misunder-
standing in a commercial community that had long been accustomed to
laying down the rules and having its own way in less industrialised coun-
tries, and increasingly feared for its own future in a new and unknown
world populated by new actors.

This analysis thus leads to two broader questions. Firstly, can we ever
expect dominant vested interests or first movers to welcome the appear-
ance of new competitors that seem likely to threaten that dominance?
Secondly, is it possible for developing economies seeking to ‘catch up’
with industrialised nations to establish their international competitiveness
without cutting corners or seeking short cuts in ways that others might
see as cheating or deception? In this respect the situation of China over
recent years suggests some similarities to the case of Japan earlier in the
twentieth century, and may be instructive. As noted in Chap. 3, for much
of the late nineteenth century, and through to the interwar period, Japan
tended to be unfavourably compared with China in terms of its degree
of honesty and probity in domestic and international trade dealings.
There was a persistent view in the West through to the interwar years that
Chinese merchant dealings were characterised by a high degree of com-
mercial honour, and that dealing with the Chinese did not provoke the
kind of problems that characterised trading with Japan. Those views were
to some extent shared in Japan itself. This high international reputation
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did not go totally unchallenged at the time, but Chinese scholars have
emphasised how leading late Qing merchants shared a similar business
ethic and formulated a new Confucian-influenced business tradition, seek-
ing to gain profits through appropriately honest behaviour and to dedicate
themselves to giving back to society. This Confucian business ethic, it has
been suggested, has still much to teach Chinese entrepreneurs at the start
of the twenty-first century.® Certainly by the interwar years, commenta-
tors such as Emery noted a ‘degeneration’ in Chinese mercantile morality.
For this, he blamed the same combination of treaty port venality, cultural
difference, and the expectation that countries outside Europe and North
America had to play by the Western rules of the game that we find in the
Japanese case. Many of the emerging problems came down to differences
in the institutional framework of payment methods and general transac-
tions, so that ‘it is not that the Chinese are dishonest, but they have their
own methods’.” Nevertheless, despite this perceived decline in standards
of commercial conduct, China never in the pre-Second World War period
attracted the level of opprobrium that was levelled at Japan. For many
decades thereafter, moreover, China’s involvement with international
trade remained highly circumscribed as the post-1949 regime sought to
revolutionise all areas of politics, economy, and society.

Following China’s opening up from the 1980s, the country’s economic
growth and export trade increased at an exponential rate. In the early
2000s, a number of scandals arose in relation to Chinese products which
not only provoked domestic concern and outrage, but damaged China’s
global reputation. In the words of one commentator, ‘China has become
the poster boy for things sub-standard and unsafe, as well as unethical’.®
External complaints have included accusations of false or misleading
contracts, of violations of intellectual property rights through brand or
trademark fraud and imitative products, and of deceptive and dishonest
advertising and marketing. The continuing willingness of overseas pur-
chasers to buy Chinese products has suggested that the vast majority of
such products are safe, and that overseas buyers have been willing to con-
tinue to deal with China, but it is acknowledged that even a small minority
of cases can generate an overwhelmingly unfavourable reputation. There
is, of course, significant evidence that the Chinese authorities, like their
Japanese predecessors a century earlier, have recognised the damage that
such practices (or even such unfounded accusations) can do to the coun-
try’s international reputation, and have moved in a range of ways to try
and address the problem. Notwithstanding the strength of government
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intervention, however, it is perhaps unreasonable to expect the country’s
evolving legal system to deliver results overnight. More importantly, per-
haps, the effectiveness of formal institutions in improving individual behav-
iour remains open to question, just as it did a century ago. As one writer
has stated in a manner reminiscent of the nineteenth-century debates in
England, the core of the issue is that ‘the true line of defense of product
quality and safety is the businessperson’s own moral bottom line”—and
that is something that the law is unlikely to be able to dictate.
Whatisalso striking in light of the Japanese experience is the way in which
the ‘problem’ identified in China has been contextualised and explained.
One causal factor, it has been suggested, is the new domestic culture of
being allowed to make money which has embodied a rejection of the old
norms, but has yet to replace them with a new shared set of norms that
can act as a guide to ethical behaviour.!® This absence of accepted norms is
exacerbated by issues of cultural heritage and cultural difference, and the
obligation ‘to follow the rules of the game of world trade’ as laid down by
bodies such as the World Trade Organisation.!' China’s own traditions of
commercial morality had been formally discredited for much of the sec-
ond half of the twentieth century, while ‘imported ethics without a proper
process of adaptation often fail to work effectively in a local culture’.’? The
dramatically changing circumstances of China’s international trade have
enhanced the opportunities for, and rewards from, illegal or fraudulent
behaviour, in what some consider to be the ‘jungle’ of capitalist business
where anything goes as long as it helps to make money.!® The prevalence
of guanxi (social and organisational networks, or personal connections)
in the conduct of business in China, Taiwan, and other parts of Asia has
provoked extensive debate and has been construed by some observers as
closely associated with the existence of bribery and corruption. Likewise,
we need to ask at what point traditional gift-giving may turn into brib-
ery."* This is all explaining ethical problems in terms of a dramatic tran-
sitional environment, and a clash of cultures, not un-reminiscent of that
produced by the opening of the treaty ports and the Meiji Restoration in
Japan. Times of economic and social change are likely, perhaps, to increase
the opportunities for criminal acts. The distinction between ‘risky, shady,
unfair, and illegal practices’ has always been blurred, and ‘now and then, it
becomes obvious that the invisible hand fails where markets lack not only
a foundation of vigorously applied legal regulation, but also an underpin-
ning of moral rules as well as the trust in such rules that engenders reli-

ability and stability in economic transactions’.!®
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Perhaps most relevant to the larger questions, though, are the argu-
ments made in relation to China’s position as a developing country. While
Japanese commentators in the 1920s spoke of the difficulty of monitoring
and mobilising a lot of small producers to produce to a high standard,
their more recent Chinese counterparts have argued that the competitive
pressures on smaller Chinese producers are acute, while Chinese industry
standards and the ability of the state to monitor these, particularly in the
case of the many small producers, have lagged behind those that operate
among larger companies, both foreign and Chinese.!® Should we, there-
fore, accept that developing economies can never be expected to adhere
to the standards of their more advanced counterparts, that they have no
choice but to cut corners, or, to use Ip’s words, ‘as China is still under
some form of emerging economy, direct copying of codes and norms from
the West may create standards too high for China to follow’.1”

Writing about Japan and the accusations regarding its commercial
ethics in 1911, the economist Karl Rathgen pointedly noted that effec-
tive competition almost anywhere tends to lead to poisonous accusations
against the competitor. As we saw earlier, he suggested that the complaints
were similar to those levied earlier by Britain against Germany, as people
struggled to come to terms with the rising power of the late nineteenth-
century German Empire.!® In the same vein, Lu hints that many of the
concerns expressed about Chinese goods and Chinese business behaviour
are, in part, motivated by fear of China’s growing economic power.'” Of
course, complaints about business ethics from the nineteenth century
onwards have not just been targeted at new competitors in the global
market. Chapter 2 demonstrated the extent and depth of discussion ‘in
the unrestricted capitalist economy of nineteenth century America and
Britain’ of ‘unscrupulous behaviour—sharp practices, unfair deals in the
market place, and the widespread support of rule breaking in the mid-
dle and higher strata of society’.?° In the contemporary economy, the
opportunities for ‘cheating’ are potentially even greater, as are the risks
of doing so; however, the position of new competitors challenging previ-
ously dominant vested interests in the early twenty-first century world has
perhaps made even more conspicuous the implications of divergent or
unclear standards of commercial ethics and codes of business practice for
developed and developing countries alike. The experience of Japan and
the West in the late nineteenth and early twentieth centuries embodies
how some of those implications were played out in the case of the first
non-Western industrialising economy.
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