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PREFACE

xiii

In early 1920, during the full rush of the May 4 movement in China,
Thomas Lamont of Wall Street’s J. P. Morgan and Company traveled to Asia
to promote an American-led international banking consortium that would
monopolize foreign loans to China. The greatest obstacle to American
plans was Japan, which had aggressively pushed its own unilateral loans in
China during the great European war. Consequently, an important part of
Lamont’s trip (and the only part that would bear commercial fruit) was his
visit to Japan in February 1920.

On his return to America, Lamont was treated as an authority on Asian
matters and was several times called to speak on the subject. In a short piece
for The Nation magazine in February 1921, Lamont wrote about “The Two
Japans”:

There are two schools of thought in Japan and the cleavage is a deep one. In
general the men of affairs—manufacturers, great merchants, and bankers—
are liberal in their ideas. . . . The other party in Japan, the militarists . . . still
think the world is ruled by force rather than by ideas.1

For Thomas Lamont, the liberal, idea-driven Japan was personiWed by his
chief Japanese contact, Inoue Junnosuke, governor of the Bank of Japan. In
a March 1922 letter to Inoue, Lamont repeated his “two Japans” idea, with
the flattering speciWcation that Inoue’s group was like Lamont’s own elite
Wall Street circle (“representing in each instance, we will say, the great com-
mercial interests of our two countries”).2 Inoue too was working for a world
ruled not by force but by ideas. And among the great ideas that ruled the
world envisioned by Inoue and Lamont was that of a worldwide web of
credit and debt, with accounts settled in a unitary global money—gold—
which should flow freely across international boundaries.
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Like the rest of the world, Japan had suspended the gold convertibility of
its national currency and embargoed the export of gold during World
War I. At the same time, the European war was a boon for Japanese indus-
try, the occasion for Japan’s industrial debut on a world stage. The war
boom culminated in a speculative Wnancial bubble, and in February 1920,
just at the time of Lamont’s visit, the bubble burst. The twelve years that fol-
lowed were the most extended period of economic malaise in Japan’s mod-
ern history: an era of falling prices, persistent trade deWcits, repeated bank-
ing crises, and chronic overcapacity in the nation’s new heavy industries, all
against the backdrop of a deflationary global environment characterized by
efforts in one country after another to stabilize their currencies in line with
the Anglo-American gold standard. Successive Japanese cabinets in the
1920s tried and failed to restore the yen to a gold basis, as domestic eco-
nomic policy lurched back and forth between austerity and expansionism.
Liberalism and militarism developed side by side, coexisting in an increas-
ingly uneasy balance of social forces.

In January 1930, with the help of American loans arranged by Thomas
Lamont, the liberal Japan appeared to triumph, when Inoue Junnosuke, now
Wnance minister in the Minseito party cabinet of Hamaguchi Osachi, lifted
the embargo on gold exports and restored the gold convertibility of the yen
at the old prewar par. Inoue’s policy required more deflation, and the gov-
ernment launched an all-out effort to force domestic prices back down to
their prewar levels. Seen from without, Japan’s return to the gold standard
appeared virtually to complete the reconstruction of the prewar monetary
order. At home, the “lifting of the gold export embargo” (kin yushutsu kaikin,

or kin kaikin for short) generated the greatest economic controversy yet in
Japan’s modern experience,3 and critics like journalist Ishibashi Tanzan of
the Toyo keizai shinpo called Inoue’s policy a grave mistake.

As Ishibashi predicted, Inoue’s triumph turned into a tragedy. World
commodity prices were collapsing in the wake of the New York stock market
crash, and Inoue’s gold-restoration policy augmented the deflationary down-
draft. The social effects were brutal. Bankruptcies mounted, unemployment
soared, and the already bitter agrarian crisis intensiWed greatly. The politi-
cal reaction was equally brutal, and in the face of right-wing terror cam-
paigns and the Japanese army’s invasion of China’s three eastern provinces,
the liberal government fell in December 1931. Liberal internationalist eco-
nomics was discarded in favor of nationalist and expansionary policies, fol-
lowed shortly by the assassination of Inoue himself and the repudiation of
English-style parliamentary democracy as a whole system.

The logic of the disastrous gold-restoration policy—perhaps the greatest
economic policy mistake in Japan’s modern history—was the logic of
Japan’s international position. In pushing their program of free interna-
tional gold flows, monetary constraint, budgetary retrenchment, and arms

xiv preface
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limitation, Hamaguchi Osachi and Inoue Junnosuke were on the front lines
of the global campaign to perfect a liberal world order largely drawn after
Anglo-American conceptions. They were also among the early casualties of
the world war between liberalism and its enemies. Thus, the dry and tech-
nical details of monetary politics became a matter of life and death in newly
industrializing Japan. Monetary questions were central to the inner opera-
tions of political and economic power and were intertwined with virtually all
of the greatest questions of Japan’s external relations. War, imperialism, and
the character of Japan’s national development were all implicated in the
Wght over adherence to the gold standard.

The main character in this drama was Inoue Junnosuke. But more than a
biography of Inoue, the present study is a “biography” of the international
gold standard in newly industrializing, newly imperialist Japan, the story of a
transnational institution to which the life of the Japanese Wnancier became
fatally Wxed. In the same way, more than Japanese history, this is a study in
international history with Japan’s experience placed at the center. The pri-
mary focus is on the period from 1919 to 1932: the era of deflation and the
deflation policy in Japan, which is coterminous with the years that Inoue
stood at the top of Japan’s Wnancial world. Deflation was a new word in the eco-
nomic vocabulary of the 1920s, and deflationary policies had a newly global-
ized scope. Deflation was also conjoined with larger projects of social and
political stabilization. Among the chief tools of monetary stabilization was the
“stabilization crisis”—that is, the theory and practice of deflationary stabi-
lization was the theory and practice of policy-induced economic depression.

The present book originated as part of a larger, ongoing study of economic
stabilization policies in Japan since the Tokugawa period. Early in my re-
search, as I looked into the unpublished papers of Thomas W. Lamont to
investigate his relationship with Inoue Junnosuke and Japan, I realized the
extent to which Lamont personally served as a central command post for co-
ordinating the stabilization policies of the 1920s—policies of a global scope
in which Japan’s vicissitudes had only a small place. As I pondered the seem-
ing inappropriateness of Inoue’s ideas for Japan’s situation, in light of the
country’s pressing social need—and soon-to-be proven ability—for rapid
economic growth, I found a story that was at once human and personiWed as
well as structural and systemic. This was the story of the global failure of post–
World War I stabilization and the story of Japan’s great depression and radi-
cal turn against the West. The fact that Japan’s depression was to a signiWcant
degree an induced depression further raised the question of the evitability of
these historical outcomes—of the place of human choice in what turned out
to be a great transformation of the whole political-economic system.

Japan’s experience is also a case study in the problem of economic stabi-

preface xv
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xvi preface

lization in the twentieth-century world, as seen in the speciWc context of an
Asian society undergoing an unprecedentedly rapid industrial revolution.
In the post-1970s context of stabilization depressions sponsored by the
International Monetary Fund (IMF) across much of the developing world,
I became convinced that this was a subject of great comparative signiWcance.
As Japan’s postbubble stagnation verged into actual price deflation in the
mid-1990s—the Wrst signiWcant deflation in any country since the Great
Depression—this conviction was sharpened. It was sharpened further as
“stabilization” crises unfolded across East and Southeast Asia in 1997 and
1998—crises which, in the context of American pressure for economic lib-
eralization, began to look like yet another confrontation between “Japa-
nese” and “American” economics, now on a regionalized scale.

I’ll make a Wnal point about monetary history at the outset. A core ques-
tion of monetary (and political) history is, Who deWnes and creates money,
and how? The answers have wide implications for the governance of politi-
cal and economic structures, both domestically and internationally. The
question is made more problematic by the slippery nature of money itself,
as something seemingly substantial that can, at certain moments of social
crisis, suddenly change quality or even vanish entirely. Gold, because of the
antiquity and generality of its use as money, has been valued in Western
countries as a monetary standard precisely because it seemed beyond this
realm of social createdness—although, signiWcantly, this latter argument
was not part of Japanese monetary debates. But the very scarcity that made
gold useable as money in the Wrst place also created great pressures to cre-
ate substitutes for it, which is where much of the present story lies.

The story of the international monetary standard is a story of interna-
tional hegemony, and if abstractly conceived processes such as hegemony
are constructed anywhere, they are constructed by the actions of particular
individuals belonging to particular organizations. It is this interaction
between world-systemic dynamics and actual individual policy makers that
the present study explores.

This book is made up of three smaller books that look, in turn, at Japan’s
place in the construction of the global gold-standard system, Japan’s place
in the reconstruction of that system after World War I, and its place in the
collapse of that system after 1929. Part 1 begins with Japan’s adoption of the
gold standard in 1897. In the context of Japan’s new international position
as of 1898, the prologue introduces the main protagonists: Takahashi
Korekiyo, who was then opening up the channels of Western capital into
Japan, and Inoue Junnosuke, who was then beginning his career in inter-
national Wnance. In the years after World War I, these colleagues in high
Wnance would come to typify the opposing “positive” and “negative” lines in
Japanese economic policy.
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preface xvii

A partial national gold standard had existed in “closed country” Japan in
the early nineteenth century but was destroyed when Japan was turned into
a monetary periphery of the West in 1859, as chapter 1 explains. In the
1870s a truly global system of international credit was created, centered on
the city of London and monetarily based on the unitary gold standard. In
1897, as chapter 2 relates, Japan succeeded in joining this system and gain-
ing access to the London Wnancial markets, just as it succeeded in joining
the imperialist club of otherwise white, Christian powers. At the same point,
both Japan and the United States began building their own spheres of mon-
etary influence.

Chapter 3 looks at the new gold standard in action, as it was employed to
fund the construction of Japan’s Asian empire in the years before 1914. At
the same time, the gold standard also imposed pressures that seemed to
threaten chronic recession at home, as described in chapter 4. Within this
context, two policy lines in economics, the so-called positive and negative
policies, took shape. These policies of expansion and retrenchment were
linked to Japan’s external Wnancial position and became partisanized within
the new framework of two-party politics that developed simultaneously.

As chapter 5 details, the contradictions of Wnance and empire were
reaching a critical point when Japan’s position was “saved” by the great war
between the European powers. During the subsequent boom, Japanese
leaders attempted to make Japan the political and Wnancial core of Asia. At
the same time, ambitious spending policies inadvertently created the strait-
ened Wnancial circumstances of the 1920s.

Part 2 opens with the culmination of the pro-spending, pro-inflationary
“positive” policy in 1919, when Takahashi Korekiyo was minister of Wnance
and Inoue Junnosuke was governor of the Bank of Japan. The break point
between boom and bust came in 1920, and the great divide represented by
that year is the subject of chapter 6. This was the beginning of Japan’s inter-
war depression. It was a reaction, Inoue had said three years earlier, that was
bound to come. Chapter 7 explores the “contractionary tide” that then
began to run as, at Inoue’s urging, economic policy turned toward austerity
and retrenchment.

Inoue’s policies were part of a worldwide stabilization movement in
which, as described in chapter 8, Morgan and Company institutionally and
Thomas W. Lamont personally played a leading role. The central place of
American Wnance stands out as a novel feature of the times, and the stabi-
lization programs carried out around the world under Morgan and Com-
pany auspices form the prehistory of the stabilization policies of the IMF in
more recent times.

Chapter 9 picks up the account of postwar policy swings in 1927, when
the logic of restoring the gold standard led to a great banking crisis.
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Takahashi Korekiyo and Inoue Junnosuke jointly presided over the cleanup.
Subsequently, as other countries returned to the gold standard, interna-
tional pressure to follow suit came to bear on Japan.

Part 3 of the book explores the subsequent crisis of Japanese liberalism.
Chapter 10 relates how the Minseito cabinet led by Hamaguchi Osachi suc-
ceeded in returning Japan to the global monetary standard in January
1930. With this monetary reopening to the West, Japan’s domestic crisis
became a microcosm of the global crisis of the gold-standard system, and
chapter 11 outlines the shape of the deflationary breakdown that followed.

The reaction to this failure of economic liberalism shaped the new poli-
cies of the 1930s, which are introduced in chapter 12. Japan’s new eco-
nomic course was charted by Takahashi Korekiyo, now a great elder states-
man, who in December 1931 returned to ofWce as Wnance minister.
Takahashi’s pathbreaking policy of “Japanese Keynesianism” led Japan out
of the Great Depression ahead of any other major country and created the
Wnancial foundations of a new kind of state-led industrial policy. Yoked to a
militarist policy of expansion on the Asian continent, these economically
nationalist policies also helped lead Japan “out of” the West and into a
bloody contest for hegemony in East Asia.

The epilogue surveys Japan’s reintegration into the Western world order.
After Inoue’s failure, American-style liberal economics did not return to
Japan for eighteen years. When it did, with the orthodox “Dodge line” sta-
bilization program of 1949–50, monetary stabilization was directly imple-
mented by American bankers but now serving as ofWcials of the United
States government and practicing a public proconsulship, not a private
diplomacy. Seen from without, the new Japan was recemented into a recon-
structed liberal international economic order by 1952, and the yen was
relinked to a new kind of international gold standard, the U.S. dollar stan-
dard. At the same time, however, the international and domestic realms of
money were successfully delinked, and within Japan, the “positive” nation-
alist economics that had taken shape in response to the failure of liberalism
in 1931 were about to reveal a new potential for high-speed growth.

xviii preface
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NOTES ON TERMS

xxi

Japanese Names and Words

Names of Japanese people are given in the Japanese order (family name
Wrst), except in bibliographic citations for English-language works in which
they were originally listed in the Western order. Japanese names, especially
the personal names of public Wgures, often have alternate readings. For
example, Prime Minister Hara Takashi is also called Hara Kei. In such cases,
following the practice of most Japanese biographical dictionaries, I use the
standard Japanese-style version of the name. I do include the alternate
Chinese-style (on) reading on Wrst introduction and in the index. Many Japa-
nese family names, such as Takahashi and Inoue, are very common, and no
family relationship should be assumed between bearers of the same family
name. Speakers of Japanese will Wnd it unnecessary, but to clarify names
(following the example of Marshall Hodgson in his Venture of Islam,) I fre-
quently add redundant English identiWers. For example, “Minseito party,”
even though the element to itself means party. When rendered into the
Latin alphabet, Japanese words are pronounced more or less as they would
be in Spanish or Italian.

Money

The symbol ¥ in the text means Japanese yen; $ means U.S. dollars; £ means
British pounds. Billion means 1,000 million. Under the system of par values
prevailing from 1897 to 1931, a conventional rule of thumb in Japan was to
reckon £1 = ¥10 and $1 = ¥2. In expressing currency equivalences, I also fol-
low that convention here. Under the former British system, one pound (£)
= 20 shillings (s.), and 1 shilling = 12 pence (d.).
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Dates

Dates in citations are given in month/day/year format. Modern Japanese era
names (which since 1868 have been imperial reign names) are as follows:

Meiji 1868–1912

Taisho 1912–26

Showa 1926–89

Heisei 1989–

Abbreviations

For abbreviations used in the citations, please see the bibliography.

BOJ Bank of Japan (Nihon Ginko)

FRBNY Federal Reserve Bank of New York

IBJ Industrial Bank of Japan (Nihon Kogyo Ginko)

MOF Ministry of Finance (Okurasho)

ODC Oriental Development Company (Toyo
Takushoku Kaisha)

SMR South Manchurian Railway Company (Minami
Manshu Tetsudo Kaisha)

YSB Yokohama Specie Bank (Yokohama Shokin Ginko)

Romanization of Chinese Names

Except for a few names that are very well known in other forms (e.g.,
Kwantung Army, Chiang Kai-shek, Mukden,) Chinese names are rendered in
their Mandarin forms using pinyin romanization. Alternative romaniza-
tions in the Wade-Giles system can be found in the index listings.

xxii notes on terms
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Prologue
London, 1898

3

The road that led to the crisis of 1931 began in the late 1890s, when Japan’s
Asian empire, gold standard, and foreign borrowing got underway simulta-
neously. These three historical processes were linked from beginning to
end. The odd thing was that the linkages were forged on the other side of
the world, in the city of London.

Japan’s modern gold standard was born out of war. In the aftermath of
military victory over China in 1895, the Japanese government exacted an
indemnity of 230 million silver taels, a sum equal to about one-quarter of
Japan’s entire national income.1 The Chinese indemnity was deposited in
the Bank of England, to the account of the Yokohama Specie Bank, the
quasi-governmental exchange bank that was the overseas Wnancial agent of
the Japanese government. This fund was converted in turn into the Bank of
Japan’s gold reserve; with it, by the Currency Law of March 1897, the
Japanese yen was made convertible into gold as of October 1, 1897. The
results of this transfer of wealth were profound, and as Sakatani Yoshio of
the Ministry of Finance later saw it, abundant karmic connections were
thereby established between Japan’s Wnancial destiny and China’s.2 Japan’s
new gold standard would now be put to the use for which it was intended—
borrowing money on the London Wnancial markets.3

On February 11, 1898, on the secret orders of Finance Minister Inoue
Kaoru, Takahashi Korekiyo, vice president of the Yokohama Specie Bank,
embarked at Kobe for a two-month voyage to London. His mission was to
investigate the possibility of Japan’s raising a large foreign loan of
¥200 million.4 Takahashi’s task of increasing Japan’s international Wnancial
leverage was a delicate one. The Empire of Japan was still an unknown
quantity in the London Wnancial markets. Moreover, the newly minted
gold yen coins were flowing rapidly out of the country, and the London
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Wnancial press was reporting that Japan’s new gold standard was already in
danger of collapse.5

Takahashi’s voyage carried him through a world under British sway. Long
before he reached England, Takahashi entered England’s empire, and in
Hong Kong and Singapore, Colombo, Bombay, Aden, and Suez he passed
through the junctures of an Asian trading world under direct British domin-
ion.6 These were the channels of seaborne trade and seaborne military
power, of Wnancial and cultural exchange, that connected peripheral Asia to
the core of the world system in London, and in 1898 London enjoyed a
kind of global centrality unprecedented in world history.

At the same time, a series of challenges to British hegemony were erupt-
ing. In China, Japan’s recent victory had provoked a rush by the various
European powers to lend money to the troubled Qing empire and establish
new colonial outposts on its shores. This scramble for concessions came to
a head just as Takahashi sailed for London. In November 1897 imperial
Germany had made the opening move by landing marines at Jiaozhou Bay
(Qingdao). Imperial Russia followed suit in December, dispatching warships
to Lüshun (soon to be renamed Port Arthur). With French backing, the
Russians also offered to lend the Chinese government £16 million at low
(4 percent) interest, to pay off the balance of the indemnity to Japan.

Nevertheless, as the new year dawned in 1898, the London Economist sur-
veyed these developments and professed to Wnd little cause for British alarm:

The Governments of the Continent are nervously alive to the fact that Great
Britain controls the situation [in the Far East]. . . . They are perfectly aware
that England possesses the most powerful fleet in the Far East, and might even
defeat a general combination. They know that she holds every coaling station
on the road to China, and could arrest reinforcements by the simple expedi-
ent of refusing to sell coal to their steamers, or blocking the Red Sea mouth
of the Suez Canal.

Not least, the Economist’s writer added, Britain could, if need be, dispatch an
Indian army to the coast of China, “as she has done so often before.” And
in a struggle, Japan would side with Britain, “thus giving her, besides a sec-
ond fleet and a second army, an incomparable base of operations.”7 This
view from the global metropole is as clear a statement as could be given of
the hoped-for place of Japan in the London-centered world order. The
Economist also asserted that were China to be broken up, “commercial opin-
ion” would insist on “a large slice of the derelict empire”; in the event,
Britain did join the scramble. On February 23, while Takahashi was stop-
ping over in the foreign concession of Shanghai, he received a cable from
the London ofWce of the Yokohama Specie Bank telling him that China had
gotten an Anglo-German loan of £16 million to pay the last installment of
the indemnity to Japan.8 The business was conducted by the Hongkong and
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Shanghai Bank, the British government’s ofWcial agent in East Asia, in part-
nership with the quasi-governmental German-Asiatic Bank.

Eleven days later, on March 6, the German government took a ninety-
nine-year leasehold on Jiaozhou Bay and began to treat Shandong as its own
sphere of influence, at once sending out prospectors to look for coal.9

When Takahashi arrived at Colombo at the end of March, he learned that
the Russian government had extracted its own leasehold on Lüshun and
Dalianwan (Dairen) in South Manchuria, the same territory that Japan had
been forced to relinquish three years earlier under combined Russian,
French, and German threat. British warships were steaming north from
Hong Kong.10 In April the British took their own leasehold on the northern
Shandong port of Weihaiwei, where they replaced, by cordial mutual
arrangement, the Japanese garrison that had occupied the city pending the
Wnal payment of the Chinese indemnity.

Thus the partnership between Britain and Japan took shape as part of the
campaign to seize “rights” in China. British Wnancial backing for Japan’s
imperial ambitions also became a central feature of the dawning era of East
Asian international relations.

It was at this moment of feverish empire-building that Takahashi arrived
in London. If Britain remained, despite new challenges, the hegemonic
power in maritime Asia, it was equally hegemonic in the realm of interna-
tional Wnance; and the London Wnancial district stood at the core of the
institutions of “gentlemanly capitalism” that governed both Britain’s empire
and its globalized Wnances.11 Not only was the gold-backed pound sterling
the main currency of international trade, and London the place where
other countries settled their international trade accounts, but—more to the
point for Takahashi—London was the site of the world’s greatest market for
foreign investment, and London bankers coordinated the annual export of
tens of millions of pounds in capital.

Takahashi Korekiyo was himself relatively new to the business of banking.
His mastery of English was a fundamental part of his expertise: like
England’s gold money, its language was gaining a universal currency at this
point.12 Almost uniquely among those born of his generation, Takahashi’s
familiarity with the English-speaking world went back to his adolescence.

The son of an elderly artist of the samurai class and his sixteen-year-old
maid, Takahashi was born out of wedlock in Edo on the twenty-seventh day
of the seventh month of 1854 (September 19 by the Western calendar) and
adopted by a lower-class samurai of the Sendai domain.13 In 1864 the
Sendai government sent young Takahashi to study English in the newly
opened treaty port of Yokohama, where he worked as a student-servant
(shosei), or “boy,” in the house of the Scottish banker Alexander Allan
Shand (1844–1930). The connection was fortuitous: Shand later advised
Japan’s Ministry of Finance on establishing a Western-style banking system,
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and in the spring of 1898 he was instrumental in helping Takahashi make
connections in London Wnancial circles.14 In the meantime, Takahashi’s
path took him in directions other than high Wnance.

In 1867, at age thirteen, Takahashi and one of his fellows from Sendai
were sent to study in the United States. In the seventh month of the year,
after acquiring a motley outWt of Western clothes and getting a Western-style
haircut, Takahashi sailed for San Francisco, traveling with a few Japanese
comrades in steerage, together with several hundred Chinese laborers. His
overseas study experience in post–gold rush California was of a different
sort from that experienced by the generation of up-and-coming managers
and bureaucrats whom Japanese institutions were sending abroad in the
1890s. Aboard ship, Takahashi squandered his and his comrade’s travel
funds (two $20 gold pieces) on liquor, and in San Francisco they went to
work as household servants. The boys’ Wrst employer was Eugene Van Reed,
who had an appointment as U.S. consul to the Kingdom of Hawaii. Van
Reed is now best remembered for his deal with the shogunal government to
bring the Wrst Japanese contract workers to the cane Welds of Hawaii—
where they were bonded by three-year indentures and treated like slaves in
conditions so harsh that some committed suicide, as young Takahashi heard
the story.15

At the Van Reeds’ home in San Francisco, Takahashi and his comrade
were taken in with kind words but then found that they were given only
table scraps and told to eat in the same place that the dogs ate. Because it
was a waste of oil, they were forbidden to burn a lamp to study by at night.
Takahashi began to slack off at his work and thus got himself transferred to
a new post with the family of a young banker on a farm in the small town of
Oakland. After quarreling with a Chinese servant and threatening to quit,
Takahashi learned that he was not free to leave, having unwittingly signed a
contract that sold him as a “slave” (dorei) for three years.

On hearing the news of the Meiji Restoration, the senior members of the
Japanese group that Takahashi had traveled with returned to San Francisco
from New York, where they had gone to study, and they now helped
Takahashi negotiate a way out of his predicament.16 The group sailed to
Japan in December 1868. Already, as a result of their Western knowledge,
their status had advanced relative to the Chinese laborers with whom they
voyaged: as Takahashi boasted, the ship’s Caucasian crew members now rec-
ognized the Japanese, who used their ability in English to mediate between
the crew and the Chinese, whom they mercilessly bullied.

Home in Japan, young Takahashi’s knowledge of the West also placed
him in a special position. Threatened by the anti-foreign faction that had
taken power in Sendai, Takahashi and two of his fellows from Sendai were
taken under the protection of the twenty-three-year-old Mori Arinori of the
Satsuma domain, then a foreign affairs ofWcial. Takahashi continued to
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study English, and from age sixteen began to teach the language and trans-
late as well, bouncing from job to job. He also drank freely and lived wildly,
at one point serving as the attendant to an apprentice geisha slightly older
than himself, accompanying her to parties and other events. At age eigh-
teen Takahashi briefly held his Wrst ofWcial position, as a translator at the
Ministry of Finance, where he shocked coworkers by ordering sake from a
neighboring restaurant and drinking at his desk. He irritated them further
by arranging to work at home and then disappearing entirely for days, and
he Wnally left on bad terms. He later excised this experience from his
résumé. Like many other young Westernizers of his generation, Takahashi
also converted to Christianity but then backslid into his former ways.17

After numerous posts as a teacher and translator, Takahashi began his
Wrst career in government in earnest in 1881, at age twenty-seven, entering
the Ministry of Agriculture and Commerce, where he translated Western
patent laws, took a study tour of Europe, and became the Wrst head of the
new Patent Bureau in 1887, at the age of thirty-three. At the Ministry of
Agriculture and Commerce, Takahashi was greatly influenced by the “indus-
trial promotion” (shokusan kogyo) ideas of Maeda Masana of Satsuma, and he
worked closely with Maeda in editing Maeda’s famous thirty-volume report
on the encouragement of industry in Japan. Takahashi later credited Maeda
with helping him realize the oneness of the self and the state—what he
called a “state standard” (kokka hon’i).18 These ideas became foundational to
Takahashi’s later economic policies.

In 1889 Takahashi resigned from the government to try his hand at busi-
ness. His initial undertaking, which he later called the Wrst Japanese overseas
business venture, was a partnership with a German businessman to open a sil-
ver mine in the Peruvian Andes. The two ended up being defrauded, and the
venture failed. After returning from Peru, Takahashi also tried and failed in
the ventures of managing a farm in Fukushima and a coal mine in Fukuoka.
By age thirty-six, in the depression year of 1890, Takahashi was broke and
burdened with debt, forced to move his family into a back-alley tenement
(ura no nagaya).19

Takahashi’s luck may have crashed, but he retained friends in high
places, including Maeda Masana and Matsukata Masayoshi. In 1892 they
told him to go see Bank of Japan governor Kawata Shoichiro, who had for-
merly been a top executive at Mitsubishi.

It was an unusual job interview. Visiting Kawata at his home, Takahashi
regaled him and other Bank of Japan ofWcials who had stopped by with the
story of his Peruvian misadventure. Finally Kawata asked him, “What will you
do now?” Takahashi replied that he was thinking of seeking a quiet life in
the countryside. Kawata advised him to pursue a career in the business
world instead— “Entrust yourself to me” (kimi no karada wa watashi ni

makasetara yokaro). Takahashi agreed. Some days later, Kawata offered to
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arrange a job for Takahashi as the president of a railroad company. Still new
to the business world, Takahashi was afraid of failing again and ruining his
chance. He asked Kawata to start him out at the bottom instead.
Understanding that Takahashi was requesting a job with the Bank of Japan,
Kawata replied that because the memory of the Peru business was still fresh,
“I can’t immediately use you as a regular employee in a bank where trust
counts so heavily.” He could, he said, use Takahashi as his “doorkeeper”
(genkanban). Just then, the new Bank of Japan headquarters was being con-
structed at the site of the old Tokugawa gold mint (kinza) in Tokyo’s
Nihonbashi district. The project was under the general direction of
Shibusawa Eiichi, the greatest of all the entrepreneurs of the Meiji era.
Kawata arranged for Takahashi to work there as the business manager at a
salary of ¥1,200 per year.20 Takahashi’s immediate supervisor was one of his
own former students.

In this way Takahashi entered the banking world through the side door.
After the construction project, Takahashi was sent to the Bank of Japan’s
Shimonoseki branch, where he was present for the negotiations that ended
the war with China. In 1895 Takahashi joined the Yokohama Specie Bank,
becoming managing director in 1896 and vice president in 1897 and over-
seeing the transfer of the Chinese indemnity funds from London.

Thus, Takahashi Wnally found his métier in the world of high Wnance.
Even in the wide-open world of early Meiji Japan, Takahashi’s career to this
point had been remarkable, a tale of “ten-thousand foot waves” (haran

banjo) that would scarcely be imaginable for the career-oriented young
men of the 1890s.21 At the Yokohama Specie Bank, Takahashi championed
Finance Minister Matsukata Masayoshi’s adoption of the gold standard in
1897, and thus it was that in the spring of 1898 Takahashi went to work to
open the doors of foreign credit for Japan.

When Takahashi arrived in London in April 1898, there were only about
thirty Japanese stationed there, and they naturally formed a close and
friendly community.22 Among these mostly young men was a remarkable
collection of future national leaders who would play leading roles in the
construction of a pro-Western liberal order in Japan in the 1920s and in its
fateful collapse in 1931. The foundations of that order were now being laid,
and these men were receiving their on-the-job training. In the process,
nearly all became Anglophiles.

The senior Wgure in London was the Japanese minister to Britain, Kato
Takaaki (Kato Komei, 1860–1926). Kato had discovered an afWnity for the
gentlemanly English manner when he Wrst came to London as a Mitsubishi
employee in 1883. As a diplomat, he became the foremost advocate of an
Anglo-Japanese alliance, which was realized in 1902. Kato was later to be
foreign minister, founding president of the liberal Kenseikai party, and
prime minister in the mid-1920s.23 Shidehara Kijuro (1872–1951), himself
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later foreign minister and prime minister, now recently graduated from
Tokyo Imperial University, was also posted to the Japanese legation in
London in 1899. Shidehara later remembered his time in London as one of
the happiest of his life.24 While there, the novice diplomat was introduced
to Iwasaki Masako, the younger sister of Minister Kato’s wife; by their mar-
riage four years later, Shidehara not only became Kato’s younger brother-in-
law but also the son-in-law of the deceased founder of the Mitsubishi
zaibatsu, Iwasaki Yataro.

After the government, it was the banks that were best represented
abroad. The Yokohama Specie Bank had an ofWce in London. The Bank of
Japan did not, but in 1897 it for the Wrst time sent two young trainees to
London, Inoue Junnosuke and Hijikata Hisaakira (1870–1942). Both were
later governors of the Bank of Japan. Mitsui and Company also sent two
young executives to London in 1899: Dan Takuma (1858–1932) and Ikeda
Shigeaki (Ikeda Seihin, 1867–1950), both later heads of the Mitsui group.25

An abundance of karmic connections could also be thought to be at work
here. In the 1920s Kato Takaaki, Shidehara Kijuro, and Inoue Junnosuke
would, respectively, direct Japan’s liberal party politics, liberal diplomacy, and
liberal Wnancial policy. Dan Takuma and Ikeda Shigeaki would govern the
giant Mitsui group and stand at the pinnacle of Japan’s business world. As the
culmination of his life’s work, Finance Minister Inoue Junnosuke would fol-
low England’s lead and restore Japan’s gold standard at the prewar par in
1930, with the loyal support of BOJ governor Hijikata. As chief executive of
Mitsui Bank, Inoue’s erstwhile friend Ikeda would do more than anyone else
to loot the Bank of Japan of its gold reserves and destroy Inoue’s project.
Inoue and Dan would be murdered by comrades from the same band of
ultranationalist fanatics.

Recognizable institutional and temporal structures gave form and
rhythm to these tightly interwoven life courses. Inoue and Hijikata took up
their posts at the Bank of Japan just as a new era of international relations
was dawning for Japan, and they were leading members of Japan’s Wrst gen-
eration of international Wnanciers.26 As career paths became standardized
by the new educational and occupational bureaucracies, members of this
new generation rose straight through the elite ranks of Japan’s modern mer-
itocracy, following a career pattern very different from the diverse and var-
ied careers of the Wrst Meiji generation.27 Tokyo Imperial University
(“Teidai”), particularly its law school, was the prestigious training ground
for Japan’s new bureaucratic ruling class, and the leaders of the pro-Western
government team that restored the gold standard in 1929–30 all passed
through its gates in close company. They included Inoue and Hijikata (both
graduated 1896), Shidehara (graduated 1895), and Hamaguchi Osachi,
who led the cabinet (also graduated 1895). These men were part of a larger
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generational cohort that would govern the country in the decade after
World War I.

The star of this new generation of international Wnanciers was Inoue
Junnosuke, born on the twenty-Wfth day of the third month of 1869 (May 6
according to the new Western calendar) to a locally prominent sake-brewing
family in Ozuru village of Hita (or Hida) county, an inland valley in
Kyushu’s Oita prefecture. (It was then Hita prefecture, headed by a young
governor named Matsukata Masayoshi, who was already gaining fame for his
far-reaching local reforms.) It was a place that Inoue became eager to leave
behind.28

The unwanted youngest of six children, Inoue was adopted out at age
seven to a schoolmaster uncle, who began to give him an education but
then died two years later, leaving young Inoue as family heir. Inoue excelled
in his studies but then lost two years due to a serious illness. During his long
hospitalization, his biographer reported, his birth mother, who ran the fam-
ily business while his father dabbled in local politics, never visited nor even
wrote. Afterward, she grudgingly took him back in, but because of his con-
stant reading, Inoue proved inattentive in his work at the family brewery. At
age sixteen, with the help of an older brother who had entered the Japan
Shipping Company (Nippon Yusen Kaisha), Inoue got the chance to study
in Tokyo, where he sat for the test to enter the elite First Higher School.
Failing because of his lack of preparation in English and mathematics,
Inoue studied hard to remedy these deWciencies and, in 1887, at age eigh-
teen, entered the Second Higher School (Daini Koto Chugakko) in Sendai,
which had just opened the year before.

Like Takahashi, Inoue had bounced from place to place in his child-
hood, learning at a young age to rely on his own abilities. Unlike Takahashi,
he was from the point of his entry into the Second Higher School working
within a clear institutional framework that placed him on the high road to
success. He thereafter pursued this path with great single-mindedness.

At the Second Higher School, Inoue rose to the top of his class of ten,
and in an age when students were notorious for their wild and unconven-
tional behavior, he was distinguished by his maturity, careful dress, and
sense of moderation and regularity. In 1893 Inoue was admitted to the
English Law department of Tokyo Imperial University, although he chose to
study commercial law, less prestigious than administrative law, thinking that
it would be useful to his older brother who was supporting him in his stud-
ies. Inoue graduated a close second in his elite class.

An episode later well remembered by his classmates is revealing of
Inoue’s uprightness and austere sense of decorum: As a leader of his class,
Inoue helped organize the banquet that the graduating students gave to
honor their teachers. Thinking that a party attended by traditionally arrayed
geisha and apprentice geisha was lacking in dignity, Inoue conducted trying
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negotiations with the “women’s general” (josho) in charge of the entertain-
ment, getting her to agree that the geisha attendants would dress as “ama-
teurs” rather than wear their full makeup. When, just before the event,
Inoue noticed that she had not complied with his request, he insisted that
she do so, and the party was conducted in an appropriately simple and
digniWed style.29

Upon graduation from the Imperial University in 1896, Inoue, following
his brother’s intercession, entered the Bank of Japan under the sponsorship
of BOJ director Yamamoto Tatsuo (1856–1947), a fellow Oita native. Inoue
did this despite the fact that his professors thought him suitable for a career
in the upper bureaucracy (the banking world being viewed as a cut below
that). Inoue later did come to view the career choice as a strategic one, see-
ing banking as holding a central and mediating position between govern-
ment and the world of business. At the Bank of Japan, Inoue was immedi-
ately groomed for the track to the top, and after a brief stint at the bank’s
Osaka branch, the bank sent him together with Hijikata Hisaakira to
London for two years of training in October 1897, just as Japan’s gold stan-
dard went into effect.30

In 1897 the Bank of Japan did not yet have a regular ofWce in London
and was not a recognized member of the international banking fraternity.
The bank attempted to place Inoue as a trainee at the Bank of England, but
the Japanese request was without precedent and was “refused with one
word.”31 Instead, Inoue and Hijikata were placed at a branch of Parr’s Bank
in London, owing to the help of Takahashi’s old employer A. A. Shand, who
since his return from Japan had become manager of the bank’s Lombard
Street branch.32

Takahashi himself arrived in London in April 1898. Soon after, he met
with Shand, recording that the latter in his gentlemanly way never alluded
to the fact that Takahashi had been his houseboy (Takahashi once brought
it up, but Shand said he had forgotten).33 The two men became close, and
Takahashi’s son subsequently lived with the Shand family for eight years
while pursuing his studies in London.

However, Takahashi’s Wrst effort at raising a foreign loan was less than a
complete success. With Shand’s help, the Japanese government did succeed
in putting together a banking syndicate, which in June 1899 issued £10 mil-
lion (roughly ¥100 million) in bonds, then a very large sum. The sale of the
bonds was a flop, and only 10 percent of the loan was subscribed on the
open market.34 But connections had been made and lessons learned, and
the next time that Takahashi Korekiyo put the gold standard to work, it
would help Japan to win an imperial war.

In October 1898 Inoue’s sponsor, Yamamoto Tatsuo, was appointed gov-
ernor of the Bank of Japan. Yamamoto’s appointment was divisive, and eleven
Bank of Japan directors, bureau heads, and branch managers opposed to him
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resigned in February and March of 1899. As a consequence, there was talk in
the government of replacing Yamamoto. Takahashi Korekiyo defended him,
visiting, among others, Finance Minister Matsukata Masayoshi, senior states-
man Inoue Kaoru, and Army Minister Katsura Taro to argue that if the gov-
ernment gave in to this “strike” (domei higyo), it would be an international dis-
grace. Yamamoto was retained, and in the midst of the uproar, on February
28, 1899, Matsukata appointed Takahashi to Wll the previously vacant post of
vice governor of the Bank of Japan.35 Takahashi held this post until 1911.

Because of the wave of resignations, Yamamoto recalled Inoue Junnosuke
and Hijikata Hisaakira from England in March 1899.36 Yamamoto person-
ally traveled to Kobe to greet them on their arrival. Inoue now began his
extraordinarily fast rise through the ranks of the Bank of Japan. The close
working relationship of Takahashi and Inoue also dated from this time.

If the late 1890s was a formative time personally for the generation who
would lead Japan in the 1920s, it was also a pivot in social time for Japan’s
international position, as twenty-Wve years of Western-style modernization
began to pay off. In the Wve years from 1895 to 1900, Japan acquired the
beginnings of an overseas empire, renegotiated its treaties with the Western
countries on the basis of equality, and began to handle most of its own inter-
national trade (previously conducted mainly by foreign merchants). At the
same time, the country went from exporting mainly primary products to
exporting mainly manufactured goods and launched a heavy industrializa-
tion program with the building of the state-owned Yahata Iron Works. It
adopted the gold standard and began to borrow abroad. It also made its Wrst
signiWcant loans abroad. All of these changes were perceived as important
national-developmental mileposts. More simply, one could say that this was
the threshold of Japan’s industrial revolution, with all the transformations
that accompanied it.37

These years were also pivotal for the world political-economic system as a
whole, as they were for the United States in particular. The imperialist scram-
ble continued in the spring and summer of 1898 as imperial armies were set
marching from Cuba to the Sudan. At the end of April, an American naval
squadron steamed from Hong Kong to Manila Bay, and the American occu-
pation of Manila was completed in August. With the American seizure of
Guam in June and the formal annexation of Hawaii in the same month, the
United States emerged as a trans-PaciWc empire. American initiatives were
also underway in China, as the American China Development Company
gained the concession to build a rail line from Hankow to Canton in April
1898.38 The American railroad deal failed to come off in the end, but the
Hankow-to-Canton (Huguang) rail project would in the next several years
become a central object of Wnancialized imperial competition in China.
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Of more enduring signiWcance were the informal beginnings of a new
Anglo-American alignment. As recently as December 1895, there had been
threats of an Anglo-American war over the Venezuela-Guiana boundary, but
by the spring of 1898, the two countries had “drawn together in a remark-
able way.”39 This new “Anglo-Saxon” partnership, whose core was in many
ways Wnancial, would form the central axis of world power into the twenty-
Wrst century. At the same time, Britain’s monetary standard was also nearly
universalized, as Austria-Hungary, India, Russia, and Japan all joined the
gold-standard system. The “classical” gold standard that ended in August
1914 now entered its Wnal, truly globalized phase.
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one

Japan and the British Gold
Standard, ca. 1715–1885

14

As it came to Japan in 1897, the gold standard was a Western, originally
British institution, and its institutional life story reflects the long rise to
worldwide Wnancial ascendancy of Great Britain and its more sudden fall.
Japan’s engagement with the gold standard was from beginning to end a
story about international hegemony, integrally connected to the many ques-
tions of Japan’s relationship to Britain and to the United States. To under-
stand that story, it is necessary to begin with the prior monetary history of
both Britain and Japan.

At its most basic level, the “classical” British-style gold standard consisted
of two linked practices. First, a nation’s standard money was given a Wxed
value in terms of gold. Thus, both paper money and subsidiary bronze and
silver coins were denominated in terms of gold. The issuing authorities were
committed to convert these representatives of gold, on demand by the
bearer, into gold coins. Second, private individuals had the right freely to
import and export gold. In practice, national gold standards were operated
by national treasuries or central banks of issue, which held a stock of gold
as a reserve for convertibility and issued paper money backed by that gold.
This set of monetary practices, in a variety of national permutations, spread
to most of the world in the late nineteenth and early twentieth centuries,
and its use had profound economic, social, and political consequences.1

These two aspects of the gold standard—uniWcation of the national cur-
rency in terms of gold, and free cross-border gold flows—have distinct ori-
gins, and their development reveals, respectively, a state-centered and a
market-centered aspect of the gold-standard system. These elements came
together in Britain over the course of the eighteenth century and formed a
complete system, Wxed in British law, in 1816. With the companion doc-
trines of free trade and laissez-faire, the gold standard became a central pil-
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lar of classical British liberalism. This latter story has received ample atten-
tion from historians. It is less well known that at the same time, Japan’s
Tokugawa shogunate also developed essential elements of its own national
gold standard. The most immediate effect of open trade between Japan and
the West was the sudden ruination of Japan’s gold-based monetary system.

The Bakufu Gold Standard

For several centuries, Japan’s monetary circulation depended mainly on the
import of Chinese bronze coins, making Japan a peripheral zone in a China-
centered monetary sphere that extended across East and Southeast Asia. In
the Tokugawa period (1600–1867), a nationally independent monetary sys-
tem was created, as the shogunal government (Bakufu) issued its own
bronze, silver, and gold coinages. Up to the 1770s, the Tokugawa coinage
system functioned as a triple monetary standard. Each of the metallic coin-
ages had its own system of denominations, and despite Bakufu efforts to Wx
rates between them, the gold, silver, and copper coinages in effect floated
against each other in the exchange markets. Like other aspects of the
Tokugawa order, the currency system was highly segmented socially and geo-
graphically; and in its multifariousness, complexity, and lack of overall ratio-
nalization into a single system, the Tokugawa currency was typical of early
modern currency systems, including that of Britain in the eighteenth cen-
tury and that of China until 1935.2

At the outset of the Tokugawa period, when Japanese society was very
incompletely monetized, Japanese mines produced gold, silver, and copper
in abundance. Much of it was shipped to China to pay for the import of
manufactured goods. In one sense, Japan as a nation was simply trading
locally produced commodities—metal for monetary use—for foreign
goods. However, as rapid commercialization and monetization demanded
an increasing volume of money, this trade of bullion for goods came to be
viewed as a national loss for Japan—as a trade deWcit, even if that concep-
tion itself was not yet available. Thus, by the early eighteenth century, the
Tokugawa government’s famous restriction of foreign trade had come to
be motivated mainly by the fear that foreign trade was causing the loss of
irreplaceable gold, silver, and copper. These trade restrictions became
increasingly effective after the specie export embargo imposed by shogunal
adviser Arai Hakuseki in 1715. At different points in the eighteenth cen-
tury, they were combined with conscious import-substitution and export-
promotion policies, as Japan moved toward an increasingly managed mon-
etary system.3

National closure allowed the development of an independent monetary
regime with some very modern features. Among the most striking innova-
tions was the creation of a system of token (or Wduciary) silver coins denom-
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inated in terms of gold. This principle of monetary leverage—“overvalued”
token coins whose face value exceeds the market value of the metal that
they contain—is the essential principle of every modern system of coinage.
Thus, for example, the metal contained in a quarter-dollar U.S. coin must
have a market value of less than twenty-Wve cents, or else quarters would be
minted at a loss and would end up being melted for other uses and vanish-
ing from circulation. Simple as it appears in retrospect, this principle was
only arrived at after centuries of monetary experience. It is usually regarded
as a principle that was Wrst instituted in England with the full enactment of
the gold standard in 1816.4

In Japan such a principle was Wrst implemented in 1772 by the govern-
ment of Bakufu minister Tanuma Okitsugu, which began to issue overval-
ued silver coins—valued not by the weight in silver that they contained, but
given a face value (an exchange value) in terms of gold ryo. Seen by gener-
ations of Japanese historians as a matter of straightforward debasement of
the coinage motivated by simple cupidity, Tanuma’s reform was in retro-
spect a monetary revolution: Wfty years before the world’s Wrst unitary gold
standard was fully realized in Britain—the very deWnition of monetary
modernity for most specialists—the Tanuma administration independently
created a partial gold standard in Japan.5 Tanuma’s “gold standard”
remained partial in that these gold-denominated silver coins circulated side
by side with the old silver-by-weight currency. However, over the Wnal ninety-
six years of Tokugawa rule, the new gold-denominated silver coinage occu-
pied a progressively more dominant place in the national stock of currency.6

A primary dynamic of general monetary evolution was at work here.
Abstractly, economic growth and commercialization demanded a greater
circulation of money, but the national stock of specie was more or less Wxed.
As monetary historian Angela Redish has described it, a specie standard is
like a ship on a Wnite anchor chain in rising seas.7 More concretely, the dif-
ference between the face value of the token coins and their intrinsic metal-
lic value constituted a source of seigniorage—a lord’s proWt. Such monetary
leverage was a wellspring of state power, as seigniorage proWts came to con-
stitute a great part of Bakufu revenues.

Thus the “anchor chain” was lengthened—or, to employ a second
metaphor, a given national stock of silver was leveraged into an even greater
volume of “gold.” The result was two distinct sets of gold-to-silver ratios. If
Tokugawa gold coins were exchanged for the old-style silver-by-weight coin-
age, the market rate in 1858 was around 1:10. By contrast, if the actual sil-
ver contained in the Bakufu’s widely used token coins were compared to
their face value in gold, the ratio would have been as low as 1:5. As this dif-
ference provided an important source of seigniorage revenues to the
Bakufu, it likewise tempted counterfeiters, who, as Takahashi Korekiyo
wrote as a young student of English, “used to be cruciWed but now they are
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hanged.” Outside Japan, gold-to-silver ratios in the world market were 1:15
or 1:16, and this difference would prove a temptation to foreign merchants.

Japan’s closed, leveraged monetary system was shattered by the treaties
imposed by the Western powers. In 1858, while Britain and France jointly
warred against China to extend their economic rights there, U.S. consul
Townshend Harris took advantage of the occasion to induce the Bakufu to
accept a commercial treaty that required free trade and free monetary
flows. Britain and the other European powers signed similar treaties soon
after. Applying as a model the system that the powers had forced on China,8

these treaties opened designated ports to foreign trade and residence, Wxed
Japanese tariffs at relatively low levels, and provided that the volume of
trade should be unlimited. Thus, the Japanese government lost control over
both tariffs and foreign exchange.

Many things have changed since 1858, but the respective economic pol-
icy positions of the U.S. and Japanese governments have shown some sur-
prising continuities. In August 1929 Finance Minister Inoue Junnosuke,
also responding to U.S. pressure, prepared to lift the embargo on gold
exports that the Japanese government had imposed during World War I. In
this connection he warned the Japanese people: “If we were to lift the gold
embargo with things as they now stand, Japan’s gold coins would at once go
out to foreign countries, exactly like a great flood when a dam breaks.”
Before the monetary door could be opened, Inoue explained, Japan’s
foreign-trade accounts must be brought more nearly into balance.9 Inoue’s
kin kaikin, the lifting of the gold export embargo, was an effort to restore
Japan’s economic equilibrium by relinking the country to the international
gold-standard system. But his warning could have applied equally well to the
Tokugawa Bakufu’s predicament seven decades earlier. Under the terms of
the 1858 Treaty of Amity and Commerce, “all foreign coin shall be current
in Japan and pass for its corresponding weight of Japanese coin of the same
description. . . . Coins of all description (with the exception of Japanese
copper coin) may be exported from Japan.”10 The acceptance of these
American demands meant the lifting of the specie export embargo that had
been emplaced after 1715. It also meant that foreign silver dollars must be
accepted weight-for-weight for the Bakufu’s gold-denominated silver coins,
as if the latter were a straight silver bullion coinage.

With this, the dam burst. Western traders rushed to convert foreign silver
dollars weight-for-weight into the token silver coinage of Japan. They then
tripled their money by converting these token coins at their face value into
Japanese gold coins and shipping the gold out of the country. Once it began
to operate, this circuit worked very quickly, as every available ship was
pressed into service for the Yokohama-to-Shanghai run. An estimated 4 mil-
lion ryo of gold coins flooded out of Japan in 1860, and gold rapidly began
to disappear from circulation. The Bakufu responded by radically debasing
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the gold coinage, reducing its gold content by two-thirds in order to match
the value of the actual silver content of the subsidiary coinage, at the inter-
national gold-to-silver ratio.11 This “lifting of the gold embargo” in 1859
thus delivered a shock that destroyed Japan’s native gold standard and
forced the Tokugawa Bakufu to return its coinage to a straight bullion stan-
dard based on international rates of exchange. In the process, the Bakufu
lost its freedom to Wnance itself by recoinages and Wnally resorted to issuing
unbacked paper money. A great inflation also got underway, which did
much to wash away the Tokugawa social order and make ready the way for
the Meiji revolution of 1867.

The Parliamentary Gold Standard

The origins of Britain’s gold standard are conventionally dated to 1717.
Then, just as Bakufu policy makers were attempting to stanch the outflow
of bullion from Japan to China, British policy makers were trying to stem
the flow of silver from Britain to the European continent (and thence on
to India and China), and Sir Isaac Newton, master of the mint, reWxed the
mint price of silver in an attempt to keep silver in circulation. Gold, how-
ever, remained relatively overvalued in England. Silver continued to flow
out and gold to flow in, and thus, England became the Wrst country in mod-
ern times to have a gold-centered coinage.12 The result may have been acci-
dental, but as the virtues of a monometallic standard later came to be con-
sciously regarded, Newton’s name did provide a convenient authority for
the new doctrine. And in fact there was something Newtonian about the
equilibrium conception of the gold standard as it came to be imagined by
British philosophers like David Hume in the course of the eighteenth
century.

In his 1752 essay “Of the Balance of Trade,” Hume likened the power of
trade to that of gravity: “All water, wherever it communicates, remains
always at a level.” In a like way, when countries traded freely with one
another and did not attempt to dam the free outflow of gold and silver, then
money and prices should remain at a common international level.13 Here,
in an ideal form, is the second core element of the classical British gold stan-
dard: free international gold flows.

Following Hume’s conception, the self-equilibrating mechanism of the
gold standard was supposed to keep a nation’s trade in automatic balance, as
represented in Wgure 1. In short, if a nation imported more than it exported,
it would have to settle its international debts in gold. As gold flowed out of the
country, the domestic money supply would contract, which would raise the
domestic value of money (gold) relative to goods. To put it another way, the
money price of domestically made goods would fall. Domestic goods would
thus become cheaper compared to foreign goods, discouraging imports and
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promoting exports, thus correcting the original trade imbalance. Conversely,
a country with an export surplus would receive gold inflows, enlarging the
domestic money supply and causing the value of money (gold) to fall relative
to goods. This inflation of domestic prices would make domestically produced
goods less competitive internationally, thus ending the trade surplus. In mod-
ern times, Hume thought, the one thing capable of disrupting this natural
balancing mechanism was the issue of paper money and credit. In actuality,
even in its late-nineteenth-century heyday the international gold standard
never worked in the automatic way that many of its proponents imagined.14

Nevertheless, the grand simplicity of Hume’s naturalistic conception retained
a power to convince, and in arguing for a return to gold convertibility in the
1920s, Ishibashi Tanzan, Inoue Junnosuke, and many others presented this
theory in its classic, idealized form. [Figure 1 about here]

Domestic price
inflation

Gold inflow
(= increased money supply)

Trade surplus

Lower domestic prices
encourage exports,
discourage imports

Domestic price
deflation

Gold outflow to
pay for excess imports

(= decreased money supply)

Trade deficit
(excess imports)

Higher domestic prices
encourage imports,
handicap exports

Fig. 1. Idealized operation of the gold standard in adjusting a nation’s trade
balance.
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The specie flow system thus appeared as a closed hydraulic system,
except for irregular “injections” of newly mined gold and “leakages” of gold
lost to circulation. To the extent that adjustment was unobstructed and
rapid, the entire mechanism should never be far out of balance. In the com-
mon conception of the gold standard, the value of gold itself was held not
to fluctuate: gold was the standard relative to which all else fluctuated. Thus,
a nation’s currency, if held constant relative to gold, should neither appre-
ciate nor depreciate, although the price of goods might—indeed must—
fluctuate. The important point here is that under such a regime, the whole
burden of trade adjustment falls on domestic prices: net inflows of gold
should bring domestic inflation, net outflows should bring deflation. An
alternative but presumably temporary way to balance a trade deWcit—which
would be central to the actual operation of Japan’s gold standard—was to
borrow money from abroad.

In its actual operation, the gold standard has historically been associated
with price deflation. At the most fundamental level, the sheer fact of limited
world gold stocks, relative to the long-run expansion of the gold bloc and
the rapid economic growth of its member economies, created a pro-
nounced deflationary bias—a Wnite anchor chain in a rising sea. The fact
that creditors thoroughly dominated Britain’s political economy and that
Britain, the historic center of the gold-standard system, was the world’s great
creditor nation was not incidental to this arrangement: creditors preferred
to be repaid in “heavier” rather than “lighter” money. In the 1920s the
United States inherited the role of global creditor, and American bankers
became the world’s leading promoters of the revived, deflationary gold
standard.

In the eighteenth century, however, the neat symmetries of Hume’s sys-
tem remained a kind of utopia, and despite the new centrality of gold,
British coinage remained extraordinarily chaotic. It was only after 1821 that
Britain became the Wrst European country fully to solve the old problem of
keeping gold, silver, and copper coins all in circulation. The solution was
the creation of a truly token (that is, overvalued) silver and copper coinage
denominated in terms of a single gold standard.15 This uniWcation of the
coinage under a single standard was the essence of the modern monetary
revolution. The gold standard thus represented a grand simpliWcation and,
in the reckoning of most monetary theorists, a great step forward in mone-
tary progress. Like paper money and like the token silver coins issued by the
Tokugawa Bakufu, the value of Britain’s new token coins was determined
not by their intrinsic metallic content but by their face value as denomi-
nated in gold—they were “banknotes printed on silver,” to paraphrase
J. M. Keynes.16 Indeed, the logic of paper money and fractional-reserve
banking—the creation of banknotes or deposit money in excess of currency
reserves—could be thought to be the mental model for this system.
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This line of thinking leads Wnally to a consideration of the central-
banking aspect of the gold standard. At the same time that Britain’s metal-
lic coinage was being uniWed, a related development was by stages reducing
metallic coinage itself to the trivial monetary importance it has today, for
Britain also led the way in the use of cheques and paper banknotes, con-
vertible into gold. In fact, from the beginning, the British gold standard was
a gold-and-paper system, as the unitary gold standard and modern paper
money took form together, linked by the institution of modern central
banking, which also received its Wrst great development in Britain. As cen-
tral banking evolved in Britain, an ideology developed as well—of the central
bank as the guardian of the currency, neutral, expert, above politics, and
largely hidden from view.

The speciWc conjunctural context of Britain’s original enactment of the
modern gold standard is also relevant to Japan’s experience after World
War I. In the Wrst instance, the British government was forced to suspend
the convertibility of bank notes into specie during the costly and inflation-
ary world war to contain revolutionary France. With the war’s end in 1815,
the British parliament voted to terminate the wartime Wat currency and to
institute gold monometallism formally into law. Britain’s gold standard was
thus legislatively instituted as a restoration, both moral and economic, and
as a reaction to the experience of a wartime paper-money inflation.17 The
gold standard guaranteed that the paper banknotes issued by the Bank of
England would be backed by “real” money—gold. It also rendered the cre-
ation of this real money into a completed fact dating back to the third day
of biblical creation—a fact well beyond the reach of secular authorities who
might be inclined to inflate the currency. The new gold standard was also
highly deflationary.

Herein lies a great difference between the partial Tokugawa gold stan-
dard and the unitary gold standard established by the British parliament.
The Tokugawa gold standard instituted by Tanuma Okitsugu was essentially
an inflationary institution and a step in the direction of a Wat currency.
Initially resisted by merchants, it reflected the increased monetary capacity
of the Tokugawa state. The British gold standard likewise represented the
increased capacity of the British state-bank complex, and notably, it was fully
realized only after a successful, if inflationary, wartime experiment in paper
money. But it was also conceived, like British constitutionalism in general,
as a limitation of state power. As such, it reflected the power of the private,
creditor interests who dominated the British state.18

Britain’s unitary gold standard came to have a nearly religious hold on
British Wnancial circles. There was, after all, a natural economy and sym-
metry to the system: there were exactly as many standards of absolute value
as there were gods in heaven; Gold was God with a fungible “£” in the mid-
dle. These were alike treasures that neither rust nor moths could destroy,
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and the spiritual dangers inherent in serving two masters were resolved by
making them one. Bimetallism, continuing on the Continent until the 1870s,
came to appear in Britain as a foolish and dangerous heresy, immoral and
unscientiWc. By the 1840s, support for a “double standard of value” had sim-
ply become inconceivable to most British economists and lawmakers, the
monetary issue being regarded as settled once and for all.19 In Japan such
quasi-religious monetary convictions were lacking, but in the early 1870s, as
Japan’s new leaders grappled with the problem of establishing a new mon-
etary standard, Britain’s example became influential. Japan’s Wrst attempt to
join the London-centered gold zone in 1871 failed, and after a wrenching
process of deflation and depression, currency stabilization was achieved on
a second-best silver-standard basis in 1885.

Postrevolutionary Monetary
Stabilization in Meiji Japan

At the same time that Japan was being incorporated into the Western system
of trade and diplomacy, Britain’s monometallic gold standard was gaining a
position of primacy in a world economy that had traded since the sixteenth
century primarily on the basis of an international silver-dollar standard.20

Like the diffusion of the British factory system and the British notion of con-
stitutional government, this was an epochal transformation. And like the
popularity of eating beef, wearing neckties, and erecting public buildings in
the lumpy Victorian style, this diffusion was not merely a matter of the
efWcacy of the gold standard as an institution but also a matter of adopting
the civilizational markers of prestige and Wrst-class status that attended
national wealth and power. It was also a question of linking Japan econom-
ically with Europe or with Asia.

As the new Meiji government debated how to unify and modernize
Japan’s currency system, opinion at Wrst leaned toward a system based on
the silver dollar, the de facto trade standard of East Asia. In 1868 the
Japanese government purchased the equipment of the British mint at Hong
Kong and in 1871 began minting its own version of the silver dollar.21 Ito
Hirobumi, vice minister of Wnance, was then studying Wscal and monetary
systems in America. He swung back and forth between favoring a bimetallic
standard and a gold standard, Wnally recommending the latter “in accor-
dance with the best teachings of modern times.”22 Following Ito’s advice, the
New Currency Law of May 1871 created the yen (en) and made it equal to
1.5 grams of pure gold. This action made Japan one of the very Wrst coun-
tries, after Britain, to legally enact a gold standard. The value chosen made
the gold yen nearly identical in value to the Mexican silver dollar, the stan-
dard trade dollar of the day, which was also the model for the U.S. dollar.23

At the same time, however, the Meiji government also minted a full-weight
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silver yen modeled on the Mexican dollar for foreign-trade purposes, giving
Japan in practice a bimetallic currency system.

Foreshadowing the wave of foreign borrowing after 1897, the new gov-
ernment also approached the London capital markets for a loan. The Meiji
government’s Wrst foreign loan, raised in London in April 1870, was for
£1 million at 9 percent, to construct Japan’s Wrst railroad, an eighteen-mile
line from the newly renamed capital, Tokyo, to the new treaty port of
Yokohama. With the success of this enterprise, the government took out a
second loan of £2.4 million in January 1873, also in London, for the com-
mutation of samurai stipends into interest-bearing government bonds.
Thus, the new government borrowed money from British capitalists for the
purpose of dissolving feudal obligations at home (very literally, for capital-
izing them). Many former samurai in turn used their bonds as capital for
founding Japan’s Wrst national banks.

Ito’s gold-standard plan, however, did not work. First, the government
lacked the gold reserves necessary to back up a gold standard. Further, the
policy of minting both full-weight gold and silver yen coins, at a time when
silver prices were beginning to drop, encouraged foreign traders to exchange
their silver yen for gold ones, and thus Japan, like other bimetallic coun-
tries, experienced an outflow of gold and was pushed onto a de facto silver
standard.24 Western criticism of Japan’s failed gold-standard aspirations is
also revealing of the status dynamics of international monetary relations.
“So long as silver is and remains the great medium of exchange throughout
the East, Japan is only placing herself in an entirely false position in adopt-
ing a gold standard,” opined the Japan Mail, a newspaper of Japan’s treaty
port community in 1876.

Doubtless the Finance Minister of the time thought that what England and
America had done, could not be wrong; and his successor has been fortiWed
in that belief by the example of Germany and Holland [in adopting the gold
standard]. And if Japan were an European country, they might have done well
in thus deciding. But it is an Oriental country, and—in all probability—will
remain so. Many curious things are and may be done in countries despotically
governed, but it might have been better to realize once for all that Japan,
whatever else it may do in the future, is obstinately a geographical Wxture. . . .
Japan was, we fear, too much influenced by the desire to do what England and
America had done because she wished to place herself on some imaginary
footing with England and America.25

In a hierarchically ranked world of colonizers and colonized, Japan thus
entered the European world order with a peripheral, nearly semicolonial
status. It became the great mission of the statesmen of the new Japan to
remove the disabilities of that status and gain parity with the Western impe-
rial powers. Domestically, the new Meiji government also issued its own
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paper money, which became increasingly disconnected from the worlds of
either silver or gold. In effect, inconvertible paper money was used internally,
and international money—silver dollars—was used for external payments.26

At this point, there occurred a monetary cycle of a sort that would be
repeated after the Sino-Japanese War, after the Russo-Japanese War, and—
on an international scale—after World War I. In 1877 the government
Wnanced the “Southwest War” against rebellious former samurai in Kyushu
by a further issue of inconvertible paper money. The national banks,
recently established on the U.S. model, also increased the issue of their own
private banknotes, helping to fuel an inflationary boom. A debate arose
within the government over how to adjust the inflated paper currency and
restore specie convertibility. Finance Minister Okuma Shigenobu (1838–
1922), drawing on the ideas of the Westernizing intellectual Fukuzawa
Yukichi, proposed in late 1879 to establish a “specie bank” that would pur-
chase silver coins and bullion and issue silver certiWcates in their place,
thereby concentrating Japan’s specie resources in the hands of the govern-
ment. The semigovernmental Yokohama Specie Bank was accordingly estab-
lished in February 1880.27 Okuma also proposed a positive policy of raising
foreign loans to Wnance industrial development, which would in turn
strengthen exports and balance Japan’s foreign-trade accounts. In the early
part of 1880, he proposed to stabilize the currency by raising a gigantic loan
of ¥50 million in London (at a time when the entire national budget was
¥63 million).

Okuma’s foreign-loan plan was rejected as dangerous to national inde-
pendence. This was not an idle fear: British creditors, backed by military
force, were just at the moment seizing control of Egypt under the pretext of
collecting the debts owed them, most of which had accrued as part of a dis-
astrous deal to underwrite the construction of the Suez Canal. As a youth-
ful Sakatani Yoshio saw it in 1881, if Japan’s government by some Wnancial
mismanagement were to fail to repay foreign loans, “then we [would] have
no alternative but to be the Turks or Egyptians.”28 Thus, after the 1873 loan,
Japan did not borrow abroad again until 1897. By that time Japan was itself
undertaking a campaign of Wnancial imperialism—on the Egyptian model—
in Korea.

In place of Okuma’s scheme the government adopted an alternative plan
put forward by Inoue Kaoru, who called for the government to cut spend-
ing and promote exports. Contained within Inoue’s proposal was a call, sim-
ilar in intent to Okuma’s intentions for the Yokohama Specie Bank, to estab-
lish a “Bank of Japan,” which would promote exports and attract specie by
lending money in paper yen to exporters and then taking payment in the
specie they received from the sale of their goods abroad.29 As Okuma was
forced by stages from his position of influence, the Specie Bank itself
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became, in line with a proposal of Maeda Masana, an institution for pro-
moting exports and dealing in foreign exchange, which had previously
been controlled by foreign banks. In this it was successful. The Specie Bank
immediately began to create an international branch network by setting up
ofWces in Japan’s New York and London consulates in 1880 and 1881. The
government lent paper money to the Specie Bank, which lent it in turn to
exporters on the security of their exported goods. The bank returned the
specie received in payment to the government.30

Okuma was calling at the same time for the immediate establishment of
British-style constitutional government, and in October 1881 the Choshu
and Satsuma oligarchs forced him from the government.31 Matsukata
Masayoshi was appointed Wnance minister, thereafter retaining the Wnance
portfolio for most of the next nineteen years—by far the longest tenure of
any cabinet minister in Japan’s modern history. Matsukata also completed
the policy turn from inflation to deflation by implementing a currency sta-
bilization policy and returning Japan to a hard-money standard, at the cost
of a severe depression.

To address Japan’s lack of capital and the efflux of specie due to the trade
deWcit, Matsukata proposed in March 1882 to establish a Bank of Japan, to
act as a sole bank of issue and to coordinate and oversee the private bank-
ing system, “somewhat in the same way as a head ofWce looks upon its
branch ofWces.” That is, the Bank of Japan would take direction from the
Ministry of Finance, and the Specie Bank and all other banks would take
direction from the Bank of Japan. Matsukata’s vision of the function of cen-
tral banks was also distinctly bullionist: the Bank of Japan would follow the
example of “foreign governments,” which “are all the time making very
strong efforts through their Central Banks to absorb the specie that might
otherwise never return.”32 This concern to concentrate specie (that is, for-
eign exchange) goes back to the original “statist” side of the gold-standard
system; and while Wnding no place in the orthodox market-oriented theory
of automaticity and free gold flows, it has historically been at the heart of
the story. In June 1882 the Bank of Japan was established by imperial ordi-
nance, and it opened for business in October.

By withdrawing the existing paper money from circulation, Matsukata
forced down domestic prices and restored the value of the paper yen to a
par with silver. Matsukata ofWcially placed the yen on a silver-standard basis
in May 1885, when the Bank of Japan began to issue banknotes, redeemable
in silver.33 The “Matsukata deflation” ended, and a renewed, moderate infla-
tion got underway. In 1893 Finance Minister Matsukata took the Wrst steps
to prepare for a transition to the gold standard. In 1897, as the culmination
of years of Wnancial institution building, he completed the project, follow-
ing a German precedent.
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Deflation in the Gold Bloc

The historiography of the Western economies in the late nineteenth cen-
tury presents dueling images. On one hand, there is the long-established
idea of the “Great Depression,” which before it came to signify the global
crisis of the 1930s, referred to the period from 1873 to 1896, an age of
almost continual price deflation and deep, intractable depressions.34 On the
other hand, many economic historians tend instead to take as a unit the age
of the “classical” gold standard from circa 1870 to 1914, foregrounding
high levels of international trade, free capital flows across international
boundaries, and a smoothly working system for settling international pay-
ments, to yield an image of a golden age of globalism and stability, irrepara-
bly shattered by the tragic “exogenous shock” of 1914. Partly, the difference
of view depends on one’s choice of periodization: depression set the inter-
national tone for much of the period from 1873 to 1895, and prosperity
from 1896 to 1913.35 The view also depends on whether one looks at things
from the standpoint of the metropolitan Wnancial hubs of the global system
or from its agrarian peripheries. But remarkably, at the center of both of
these opposed views is the fact of the generalization of Britain’s gold stan-
dard during this period.

Britain adopted a unitary gold standard in 1816, and the eighty years
that followed were an age of systemic deflation in the increasingly British-
centered world economy.36 Major gold discoveries in the late 1840s and in
the 1890s interrupted this long-run tendency, and World War I, when the
gold standard was universally suspended, brought another great inflation,
comparable to that of the Napoleonic Wars. With the general restoration
of the gold standard in the 1920s came renewed deflation. In this sense as
in others, the “restoration” of the 1920s was the Wnal, jangled reprise of the
long nineteenth century.

It was during the Wnal phase of the long nineteenth-century deflation,
from 1873 to 1896, that the fall of prices in the gold bloc became most con-
tinuous and systematic. What happened then was in several ways a preplay
of the Wnal deflationary crisis of the global gold-standard system in the
1920s and early 1930s.

At the beginning of the 1870s, most of the core countries had bimetallic
standards, and Britain was the only large country to use a monometallic
gold standard. By the end of the decade, all of the core industrial countries
operated unitary gold standards. Prussia’s defeat of France and establish-
ment of the German empire in 1871 set in train a sequence of monetary
events. Seizing the chance presented by victory, Germany imposed on
France a great indemnity of 5 billion francs—about one-third of France’s
gross national product (GNP) at the time. The German government used
these funds to provide the gold reserve needed to switch to the gold stan-
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dard.37 This leveraging of military power into Wnancial power became a
model for Japan’s adoption of the gold standard a quarter century later. It
also set off an international economic crisis. In the short run, the inflow of
French money fueled a speculative postwar investment boom in Germany
and Austria. In May 1873 the bubble burst when the Vienna stock market
crashed, and Germany was immediately swept up into the panic. In Septem-
ber, bank failures and Wnancial panic also erupted in New York.38 This was
the abrupt beginning of what later became known as the Great Depression.

Germany’s move from silver to gold also depressed silver prices at a time
when world silver production was already increasing rapidly, setting off a
general move away from the use of silver as a monetary standard. France
and the United States both restricted the coinage of silver in 1873. Other
countries went onto the gold standard one after another, further intensify-
ing the scramble for gold and reducing the demand for silver.39

Thus, the deflation of 1873–96 was speciWcally a gold deflation. In
England the purchasing power of gold in terms of real goods increased by
more than 80 percent during the twenty-three-year deflation. At the same
time, the purchasing power of silver actually fell by 6 percent.40 Monetary
politics accordingly came to the forefront of popular concern in a way that
would happen again in the 1920s, and precisely because of its deflationary
effects, the gold standard became the target of populist attack and the sub-
ject of a vast polemical literature. Farmers were typically the group worst
affected by deflation, as crop prices and land prices fell year after year, while
mortgages and other debts grew heavier in real terms. By the same token,
bondholders saw the real value of their returns increase year by year. Thus,
the gold standard, as anti-gold activists such as William Jennings Bryan saw
it, squeezed “the struggling masses” to beneWt “the idle holders of idle cap-
ital.”41 This social dynamic was recapitulated at the international level, with
England appearing as the world’s great creditor power.

Silver-standard Japan, however, was insulated from the gold-bloc defla-
tion: instead of Japanese domestic prices deflating, the value of the silver
yen depreciated for twenty-three years relative to the gold-backed Western
currencies.42 Thus, the yen began life in 1871 at a level of ¥1 = US$1. By
1896 the yen had lost one-half of its value relative to the U.S. dollar (which
returned to gold convertibility in 1879). Japan’s adoption of the gold stan-
dard in 1897 then Wxed yen-dollar rates at a new level of nearly Wfty U.S.
cents to the yen. This level would be maintained, with interruptions, until
the Wnal crisis of Japan’s gold standard in December 1931.

As the silver yen depreciated, Japanese domestic prices increased by
almost 40 percent from 1873 to 1896.43 The increased price of Western
goods in Japan provided de facto protection for domestically oriented
Japanese producers, and the decreased price of Japanese goods in the gold
bloc stimulated Japanese exports. A similar combination of inflation inter-
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nally and deflation externally would appear again in 1932 and 1933, when
Finance Minister Takahashi Korekiyo cut the yen loose from gold and
allowed it freely to depreciate, helping Japan to recover early from the
world economic crisis.

In 1897, as Japanese luck would have it, the long gold-bloc deflation had
come to an end. One reason for the upturn in prices was a series of new
gold Wnds in the 1890s, in South Africa, Australia, and the Yukon. As British
luck would have it, these were all within—or about to be within—the
British Empire.44 Another reason was that the form of the gold standard that
spread in the 1890s to the peripheral regions of the world—including
Japan—was a qualitatively new institution, the gold-exchange standard, that
represented a new extension of the principle of monetary leverage.
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In 1885 Fukuzawa Yukichi, the Meiji era’s most famous Westernizer and a
leading advocate of liberalism and constitutional government, wrote an edi-
torial asserting that Japan should “leave Asia” (datsu-A) and join the West.
To associate with neighboring China and Korea would invite Westerners to
view Japan as backward and Asian: “The person who is close to bad friends
cannot avoid getting a bad name.”1 Fukuzawa’s slogan has become well
known, and it serves to encapsulate a whole set of systemic changes.

Japan’s war with China in 1894–95 was the great turning point. In 1894,
before the war, Ikeda Shigeaki, who as managing director of Mitsui Bank
later led the speculative run on his country’s gold reserves, went to study at
Harvard College. He recalled how Japan was still undifferentiated from
China in Western minds. “People would say things like, ‘Which part of
China is Japan in?’ When I walked on the street, children would follow after
me chanting ‘chin, chin, Chinaman!’ It was very unpleasant.” Japan’s defeat
of China began to clarify the status distinction, “and for the Wrst time, peo-
ple understood that Japan was a different country.” Rejoicing at news of a
Japanese victory in the summer of 1894, Ikeda and his Japanese comrades,
on holiday on the Maine coast, “gave a dollar to some Chinese guys who
were around there and pretended we were chopping off their heads by the
seaside.”2 China’s humiliation was the culmination of a long-term shift in
Japanese images of China3—China’s displacement from civilized core to
semicivilized periphery.

Monetarily too, Japan moved to join the West. This policy turn was part
of a comprehensive regime shift in the late 1890s that encompassed the
character of Japan’s foreign trade, monetary system, industrial structure,
and diplomatic relations. At the same time, Japan, like the United States,
moved to leverage its international Wnancial power by setting up its own
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nationally based gold-exchange standards in newly subordinated neighbor-
ing countries. Japan’s new monetary regime was also part of a larger shift to
gold in the 1890s, the beginning of the second wave of the universalization
of the gold standard, which now extended to Asia.

“Entering Europe”

In 1892 Austria-Hungary took out a large foreign loan to place its currency
on a gold-standard basis. In 1893 the colonial government of India demon-
etized silver and moved to adopt a gold standard tied to the British pound.
These actions accelerated the appreciation of gold (or, as it was usually
understood at the time, the downward slide of silver prices). In October
1893 Finance Minister Matsukata established the Currency Investigation
Commission (Kahei Seido Chosakai) to consider a gold standard for Japan.4

Opposition to the gold standard came especially from the export-oriented
business community. For twenty-Wve years, silver had continually depreciated
relative to gold, increasing the prices of Western goods in Japan and by the
same token making Japanese exports cheaper abroad.5 The pro-silver group
was led by Shibusawa Eiichi. The gold standard was a symbol of Wrst-class,
European-style nationhood, but for most of Japanese business opinion, this
symbolic value did not justify giving up the concrete trade advantages pro-
vided by a depreciating exchange rate.

On the other side, Ministry of Finance ofWcials, led by Matsukata Masa-
yoshi’s chief lieutenants Tajiri Inajiro and Sakatani Yoshio, together with
ofWcials in the navy (also dominated by Matsukata’s Satsuma clique), were
dismayed by the rapid depreciation of silver because it raised the price of
warships, munitions, and machinery, practically all of which were ordered
from Britain and other gold-standard countries. They therefore favored the
gold standard.6 After nearly three years of deliberation, the Currency
Investigation Commission remained divided. In its Wnal report of July 1896
a majority of eight to seven recommended that Japan should change the
present currency system. Six of those eight favored a gold standard, to be
implemented at “some opportune moment in the future.”7 For Matsukata,
that moment had already arrived.

As Matsukata later explained, the immediate obstacle to adopting the
gold standard was the lack of sufWcient gold reserves. In the 1895 peace
negotiations at Shimonoseki between Prime Minister Ito Hirobumi and
Grand Secretary Li Hongzhang, the size and conditions of the indemnity
were among the most contested issues. Both men recognized that China
would have to borrow abroad to raise the money. Half in jest, Li asked Ito at
one point if Japan itself would be willing to lend China the money. Ito said
no.8 In the Wnal treaty of April 1895, the amount of the indemnity was set at
200 million Kuping taels. The form of payment was not speciWed, and
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Matsukata Masayoshi took advantage of this ambiguity to attach a new con-
dition, proposing to Ito in May 1895 that the indemnity be made payable in
British money—that is, gold—on London. As Takahashi Korekiyo under-
stood Matsukata’s intentions, “the Count wanted absolutely to take the
indemnity in British pounds, and following the former example of Germany
to seize the occasion for implementing the gold standard.” China acqui-
esced to this condition in October. A further 30 million taels was then
added to the indemnity to compensate for Japan’s retrocession of the
Liaodong peninsula.9

The total indemnity of 230 million silver taels was equal to £38 million,
or ¥356 million—entirely covering the Japanese government’s war
expenses of ¥233 million and yielding a proWt of ¥123 million. Payment in
gold compounded the proWts: from October 1895 until the payment of the
last installment in May 1898, the price of silver on the London market fell
20 percent. Sakatani Yoshio reckoned the added gain for Japan (and loss for
China) to be ¥65 million.10

The Bank of England had previously refused to open an account for the
Yokohama Specie Bank. Now that the Japanese came with the Chinese
money in hand, it did so. In fact, the money itself had been raised in
London and other European capital markets. The Wnal installment of the
Chinese debt was by far the largest check ever drawn on the Bank of
England up to that time.11 British Wnanciers were nervous about the effects
of Japan’s shipping so much in gold out of London at once, and so the
Japanese government accommodated them by stretching out the gold ship-
ments until 1903. In the interval the Bank of Japan issued yen notes in
Japan backed by the money on deposit in London. Although considered a
temporary expedient at the time, this fact also indicated Japan’s new
Wnancial orientation toward London, and it created a precedent for Japan’s
de facto sterling-based gold-exchange standard as it developed after 1905.12

The Chinese indemnity provided the fund not only for Japan’s gold stan-
dard but also for its Wrst great heavy-industrial project, the state-owned
Yahata (or Yawata) steelworks. It also enabled Japan’s own overseas lending
in Korea and later in China itself, as funds were directly transferred from
the indemnity account to provide for foreign loans. At the same time, the
Japanese government also began to borrow abroad after a twenty-two-year
hiatus, by selling in London ¥43 million in domestically issued war bonds
held by the Deposit Bureau of the Ministry of Finance. For the Qing gov-
ernment the indemnity meant the beginning of massive borrowing abroad,
as the European powers scrambled to lend gold in exchange for new con-
cessions and claims on Chinese government revenues.

Thus, after the fact, Japan’s war against China was entirely funded by the

European capital markets. This was done in a small way via Japanese borrowing
and in a great way via Chinese borrowing to pay the indemnity to Japan. For
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all of these reasons, Sakatani Yoshio, looking back twenty years after, said
that the Chinese indemnity “in every way still continues to circulate in the
history of the Far East.” Later, Sakatani went so far as to say that Japan owed
its advance over China to the adoption of the gold standard.13

In September 1896 the second Ito Hirobumi cabinet resigned, and
Matsukata Masayoshi formed his own second cabinet, serving concurrently,
for the sixth and Wnal time, as minister of Wnance. He now moved to adopt
the gold standard. Thanks to Matsukata’s deflationary currency stabilization
policy Wfteen years before, Japan already had an internally stable, silver-
backed currency. Thus, Japan did not adopt the gold standard as England
had done after the Napoleonic Wars, to stabilize an inflated currency and
guarantee sound money domestically. Rather, as stated in an English-
language report written primarily by Soeda Juichi and issued under
Matsukata’s name, Japan adopted the gold standard to enlist foreign capi-
tal in its national campaign of economic and military development.

Since now [that Japan has adopted the gold standard,] the capitalists of the
gold standard countries have become assured that they will no longer be in
constant danger of suffering unexpected losses from investments made in this
country, on account of fluctuations in the price of silver, they seem to show a
growing tendency to make such investments at low rates of interest. This ten-
dency, if encouraged, will doubtless bring about a closer connection between
this country and the central money markets of the world.14

That is, for Japan as for other peripheral countries, the gold standard was
desirable chiefly because it opened access to the European capital markets.
In this, Count Matsukata was also responding directly to the move of his
Russian counterpart, Count Sergei Witte, who adopted the gold standard in
January 1897 in order to better obtain foreign Wnancing for Russia’s own
industrial and imperial development.15

In its origins, Japan’s gold standard therefore appears as an expansion-
ary, or “positive,” economic measure. Takahashi Korekiyo, then a director of
the Yokohama Specie Bank and manager of the bank’s head ofWce, con-
spicuously backed Matsukata’s gold-standard project. That is, the same man
who in 1931 earned enduring fame for suspending the gold standard and
closing Japan against the tides of global Wnance was working in 1896 to
bring Japan into the mainstream of international capital flows. Takahashi at
the same time expressed a characteristic nationalism, arguing against the
pro-silver faction within the Ministry of Finance which said that advice
should be sought from D. F. Jackson, head of the Shanghai ofWce of the
Hongkong and Shanghai Bank (the largest bank in East Asia and the British
government’s ofWcial Wnancial representative in the region). “I absolutely
opposed that,” Takahashi later wrote. “In determining Japan’s system, it is
not necessary to listen to the opinion of foreign bankers.”16
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In March 1897 the new Coinage Law put the yen on a gold standard as of
October 1897, with a value of 0.75 grams of gold. This Wxed the yen to a value
of about one-tenth of a British pound, or very close to Wfty cents in U.S.
money—almost exactly 50 percent less than the value of the yen issued
under Japan’s Wrst attempt at a Western-style gold standard in 1871. Bank of
Japan notes now bore a legend indicating that they were convertible into gold
instead of silver as formerly. “The reform was undertaken at a most favorable
moment,” as the Japanese government reported to its new foreign creditors,
and owing to careful research and planning and to beneWcial external cir-
cumstances, the monetary changeover was accomplished smoothly. In con-
trast to the disastrous restoration of the gold standard in 1930, the gold par
was Wxed at the yen’s existing exchange rate, and so domestic prices were lit-
tle affected.17

Fixing the yen in 1897 to the same standard as the British pound and
the U.S. dollar also indicated Japan’s new orientation to a worldwide trad-
ing area centered on London. By the same token, it meant unWxing the yen
from its previous stable relationship to China’s silver currency, and from
1896 to 1897 the fluctuation of the yen-tael exchange leaped by an order
of magnitude (Figure 2). Japan’s trade with the United States was also sta-
bilized—henceforth subject to less violent annual fluctuations than its
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Fig. 2. Yen-tael exchange rate on the Shanghai market, 1882–1920, showing
highest and lowest prices of each year, together with yen-dollar rates. The yen was
effectively Wxed to the gold dollar and unWxed from the silver tael in November
1897.

sources: Asahi Shinbunsha 1930: 414; Nihon Ginko Tokeikyoku 1966: 319–321.
note: It was conventional during the pre–World War II period for the dollar-yen rate

to be quoted as the dollar price of one hundred yen. Thus, the gold parity Wxed in 1897
meant a dollar-yen rate of $49.85 per ¥100.
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trade with China. This was the monetary aspect of Japan’s “departure”
from Asia.

As we have seen, Japan’s adoption of the gold standard came at a
moment of structural shift in Japan’s industrial, diplomatic, and monetary
regimes, and it was part of a new flurry of Wnancial institution building that
included the creation of Wve specially chartered semigovernmental banks
between 1897 and 1902. Among these new public-policy banks were the
Bank of Taiwan and the Industrial Bank of Japan, which would be key insti-
tutions in the extension of Japanese Wnancial power overseas and in the
mobilization of foreign capital for building Japanese industry and empire.18

The Bank of Taiwan (Taiwan Ginko) was also Japan’s Wrst colonial central
bank, approved by the Diet at the same time that it passed the gold standard
into law and actually established in 1899. Its charter was to act as Taiwan’s
bank of issue, to handle commercial banking business in Taiwan, and to fur-
ther the advance of Japanese business into South China and Southeast
Asia.19 The Bank of Taiwan would later be at the heart of the great Wnancial
crisis of April 1927.

The Industrial Bank of Japan (Nippon Kogyo Ginko; IBJ), established in
1902, was designed speciWcally to import Western capital. Concrete plan-
ning for the project began in the spring of 1898, when Kaneko Kentaro,
then minister of agriculture and commerce, proposed the creation of a gov-
ernment-backed bank to provide long-term industrial Wnancing, which it
would fund by issuing its own bonds overseas. Such intermediation would
provide access to foreign capital without the danger of foreign control. It
would also let the government control, at a step’s remove, a new stream of
industrial Wnancing, to be directed to strategic infrastructure projects such
as railroad building (especially for Taiwan and Hokkaido), shipbuilding,
steelworks, and port construction.20

The IBJ project also led to a Wrst, failed approach to J. P. Morgan and
Company. In March 1898, just as Takahashi Korekiyo was on his own paral-
lel mission to London, Kaneko sent his own emissary to New York to seek
Morgan and Company funding for the IBJ project. Kaneko’s representative
got no farther than a meeting with Morgan’s general counsel, who in-
formed him that Morgan was not interested in a Japanese loan.21

Takahashi Korekiyo had been promoted to vice president of the Yoko-
hama Specie Bank in March 1897, the point when the gold standard was
enacted into law, and at the beginning of 1898 he was sent by Inoue Kaoru
to London to raise Japan’s Wrst really large loan. The Japanese government’s
foreign borrowing before the adoption of the gold standard totaled less
than ¥20 million. To this could be added the ¥43 million in yen-denomi-
nated war bonds sold overseas in May 1897, although London bankers
failed to take up the latter until the Japanese government agreed to put
them on a gold basis.22 The ¥100 million bond issue that Takahashi negoti-
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ated in London in 1898 was thus a new departure. The loan was ostensibly
for neutral, nonmilitary purposes: railway construction, the extension of the
telephone system, and the expansion of the Yahata steelworks, which had
begun operations in 1897. These projects, however, were conceived of by
the Japanese government as justiWed by military needs.

The timing of the loan, issued in June 1899, turned out to be poor. With
war impending in the South African goldWelds, British Wnancial authorities
were laying aside huge gold reserves, interest rates were rising, and bond
prices were falling. Less than 10 percent of the Japanese loan was taken up
in the initial public subscription, and so the Japanese government, assisted
by the Bank of Japan, was forced to buy up some 45 percent of its own
bonds, while the underwriting banks were stuck with the rest. Evidently, the
Japanese government had overestimated its own credit status in London
when it claimed that “Japan is now rated between Germany and Italy.”23 In
September 1899 the underwriters attempted to interest J. P. Morgan and
Company in the Japanese bonds, again without success. The British gov-
ernment itself was borrowing heavily to pay for its South African war, even
to the extent of taking out its Wrst major loan in the United States in
1900—which was handled by Morgan and Company. This too was a new
departure, as the Wrst great overseas loan conducted by American bankers,
as a new phase in a long-running Anglo-American Wnancial partnership,
and as a Wrst step foreshadowing the shift of international Wnancial primacy
from London to New York.

Monetary Leverage: The Gold-Exchange
Standard as an Imperial System

Part of the attraction of the classical gold standard to later generations of
admiring economic historians has been the associated image of a whole,
seamless world under the reassuring sway of British civilization. Keynes’s
famous invocation of the world that had been lost, in the opening chapter
of his 1919 polemic, The Economic Consequences of the Peace, has been quoted
many times. It is also highly pertinent and bears repetition here:

What an extraordinary episode in the economic progress of man that age was
which came to an end in August, 1914! . . . The inhabitant of London could
order by telephone, sipping his morning tea in bed, the various products of
the whole earth, in such quantity as he might see Wt, and reasonably expect
their early delivery upon his doorstep; he could at the same moment and by
the same means adventure his wealth in the natural resources and new enter-
prises of any quarter of the world, and share, without exertion or even trouble,
in their prospective fruits and advantages; or he could decide to couple the
security of his fortunes with the good faith of the townspeople of any sub-
stantial municipality in any continent that fancy or information might recom-
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mend. He could secure forthwith, if he wished it, cheap and comfortable
means of transit to any country or climate without passport or other formality,
could despatch his servant to the neighboring ofWce of a bank for such supply
of precious metals as might seem convenient, and could then proceed abroad
to foreign quarters, without knowledge of their religion, language, or cus-
toms, bearing coined wealth upon his person, and would consider himself
greatly aggrieved and much surprised at the least interference. But, most
important of all, he regarded this state of affairs as normal, certain, and per-
manent, except in the direction of further improvement.24

Here is the idea, and ideal, of global money. It is also the description of
the money of one nation—the British pound. In the years around 1900 the
gold standard that had originated in England was indeed becoming nearly
universal, having spread in the 1870s to the other industrialized core coun-
tries and then on to the countries of the world’s economic periphery.
However, the great majority of people in this newly enlarged gold zone
never saw gold coins. Nor could most of them, had they wanted to, have
exchanged the gold-denominated silver coins and banknotes that they did
use for gold coins. Gold (but in practice, mostly commercial bills drawn on
London) was for international transactions, and gold coins actually circu-
lated in a few of the core countries only.

That is, the form of the gold standard that was adopted in the peripheral
countries of the former silver zone was the gold-exchange standard, a system
pioneered in British India, in which foreign-exchange reserves, in this case
sterling, substituted for actual gold reserves. In practice if not in name, this
was also the form of the gold standard that was adopted in Japan. The gold-
exchange standard was also the form of the gold standard adopted by most
countries during the monetary restoration movement of the 1920s.

The gold-exchange standard was, signiWcantly, the subject of Keynes’s
Wrst book, Indian Currency and Finance, published in 1913. In that study
Keynes was mainly concerned with the technical question of how a small
amount of gold could be made to perform the monetary labor of a large
amount of gold. The essence of the gold-exchange standard was that gold-
backed foreign currency, such as the British pound, could replace gold as
the reserve against note issue. Thus, in the case of India, British gold was
doubly and trebly leveraged. In the Wrst place, the Bank of England held
gold reserves and Wduciary reserves (that is, statements of government and
other debts payable to itself) that covered its own note issue. In turn, Bank
of England notes, or credit instruments deemed to be readily convertible
into Bank of England notes, were held—in London—as the reserves against
which rupee notes and token silver coins were issued in India. These rupees
in turn formed the reserves of Indian banks, which lent money (and created
deposit money) on this basis.25

Historically, most of the countries that adopted gold-exchange standards
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before World War I had formerly been on a silver standard, and after these
countries went over to gold-exchange standards, tokenized silver coins, now
denominated in gold, remained the mainstay of domestic use. Charles A.
Conant, a pioneering American international Wnancial adviser who helped
establish colonial gold-exchange standards in the Philippines and other
American dependencies, explained it simply: “The gold exchange system
may indeed be said to be an extension of the banknote system to token
coins. The token coin is, in effect, a metallic banknote.”26

The gold-exchange standard thus represented a further extension of the
principle of Wnancial leverage embodied in the orthodox gold standard
itself. Existing national gold standards operated like fractional-reserve bank-
ing—also developing rapidly at the same time—in that governments (or
their central banks) issued an amount of convertible banknotes greater
than the amount of gold they held in reserve. This difference between the
amount of reserves held and the amount of banknotes (or deposits) created
also constituted a form of seigniorage—free money for those who could
make the arrangement work.27 Far greater than the direct proWts that gov-
ernments made out of this arrangement were the proWts metropolitan
banks could make by lending money (and creating deposit money) in
newly incorporated monetary peripheries. Thus, what we may call “Wrst-
order” money in this system—gold—was leveraged into a larger supply of
gold-based national monies, such as the British pound—“second-order”
money. This second-order money in turn constituted the monetary base for
banks that leveraged it into a much greater volume of money by making
loans and creating bank deposits—“third-order” money. In a like way, gold-
exchange standards in peripheral countries pyramided gold-based foreign
exchange money such as the British pound into third-order or fourth-order
money. While such a description is too simple and schematic to capture the
complexity of many actual monetary arrangements, it suggests the lever-
aged, multilayered structure of the international gold-standard system.28

As with fractional-reserve banking, the leveraged gold standard was also
a conWdence game, depending on the trust of those who held the bank
deposits or convertible paper notes—an extension of banking logic to
entire countries. Thus, any nation could Wguratively be viewed as a bank, as
Morgan and Company economist Russell LefWngwell advised the Japanese
government in 1928; accordingly, a country needed to be prepared “to pay
all depositors in full on demand.”29 And as a bank might be subject to a run
on its reserves if depositors doubted that it could continue to redeem its
deposits on demand, so too an entire country could be subject to a run on
its national gold reserves if holders of the national currency doubted that
the country could continue to maintain gold convertibility. As specie-backed
gold standards were leveraged into gold-exchange standards so that a given
amount of gold could support a progressively greater volume of money and
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credit, the possibilities of systemic crisis became greater. These possibilities
would become manifest, to a degree no one had imagined, in the summer
and autumn of 1931, when the British-centered world monetary order
abruptly collapsed.30

To guard the leveraged private banking system against bank runs, central
banks, following the model of the Bank of England, began to operate as
lenders of last resort, ready to supply emergency loans of currency to banks
in distress. To guard the leveraged national gold standards that central
banks themselves operated, international gold loans might be required.
Thus the British Wnancial system, historically much more highly leveraged
than the French (that is, operating on a larger scale with slimmer reserves),
could work because, in moments of crisis, the Bank of England could call on
the Paris capital markets.

Although Wrst developed for application in colonial and peripheral con-
texts, the gold-exchange standard was also the monetary wave of the future,
proving to be more economical in the use of specie and, as Keynes explained,
more “elastic” (capable of expansion) than the old-fashioned gold-coin stan-
dard. The proWts of converting a silver-standard system over to a token coin
system could also be substantial. Keynes put the gains on the coinage of rupee
token coins at about 42 percent of their nominal value in 1910–12.31 And of
course paper money was much more proWtable than that. These gains natu-
rally accrued to the issuers rather than the users of the money. China espe-
cially, with its enormous circulation of silver, seemed to Conant and other for-
eign monetary engineers to offer dazzling possibilities.

The gold-exchange standard was also a question of empire. As he would
not do in his later analyses of European affairs, Keynes in the case of India
ignored the international power politics involved. Viewed from the more
peripheral countries, these politics appear front and center. In particular,
gold-exchange standards would prove an effective mechanism for draining
specie from the colonies for metropolitan use—an extension internation-
ally of the mercantilist logic that Okuma and Matsukata had perceived in
domestic central banking.32 The extension of gold-exchange standards after
1900 thus meant that the gold-standard world, which appeared so seamless
from the vantage point of London Wnanciers, came to be divided internally
into subblocs—monetary spheres of influence based on the British pound,
the French franc, the German mark, the U.S. dollar, and the Japanese yen.
This fundamental fact has not been well reflected in the anglophone liter-
ature on the gold standard.33 In fact, the politics of international monetary
hegemony were played out most plainly in the construction of these mone-
tary subblocs. China, as the world’s last great silver frontier, became a bat-
tleground for competing gold-exchange standard schemes.

On paper, Japan’s new gold standard was an orthodox gold standard
such as existed in Britain. (The legal rules are summarized in appendix A
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below.) Bank of Japan reserves were to be held mainly in gold, and to pre-
pare for the inauguration of gold convertibility in 1897, ¥74 million in new
gold yen coins were minted in Osaka. In actuality, as Inoue Junnosuke later
explained,

Gold coins have never been placed in circulation [in Japan]. What actually cir-
culated was convertible notes issued by the Bank of Japan. Gold is used only
in the payment of foreign accounts, in exchange for the bank notes in ques-
tion, flowing out usually direct from the holdings of the Bank of Japan to for-
eign countries,—a condition which marks the experience of Japan in the use
of coin as entirely different from that of western countries.34

The name was not used, but Japan’s usage, especially after 1905, was essen-
tially similar to the new gold-exchange standards of Russia, India, the
Philippines, and other peripheral countries, which either found it conve-
nient, or were compelled, to maintain gold and foreign-currency reserves in
London, Paris, or New York. In this way, the geography of the various gold-
exchange standards reflected the geographical hierarchies of imperialism.
As Charles Conant explained in 1909, gold-exchange standards using silver
token coins were appropriate for the less advanced countries of the Orient.
“In the advanced countries,” however, “gold and gold alone is the proper
form of the full legal tender coin.”35 The cultural signs of power and pres-
tige were formed by these asymmetries. Inoue Junnosuke’s career is a case
study of this process at work, as Inoue strove not only to introduce to
Japanese banking the best British and American practice but also to trans-
mit to Japanese bankers Britain’s gentlemanly ethos and style.36

After returning from England in 1899, Inoue worked at the Bank of
Japan’s main ofWce in Tokyo until 1901, when he was sent again to the
bank’s Osaka ofWce, now as an inspector (chosayaku). In Inoue’s case, this
position made him, at age thirty-two, virtually the branch manager of the
Bank of Japan’s second largest ofWce.37 Inoue arrived during the construc-
tion of the new Bank of Japan building (still standing today) at Nakano-
shima, and he personally managed the details of the construction, even
going out to the mountains to select the timber to be used. The local
branch staff was then meagerly educated, and Inoue insisted that they read
books and attend his lectures. A great believer in the healthful effects of
British-style sport, Inoue himself had taken up golf, tennis, and bicycling,
and he had a tennis court built behind the bank. His most visible reform, if
one poorly suited to the tropical heat and humidity of Osaka summers, was
to insist against considerable resistance that the bank staff abandon
Japanese dress, still the predominant style in the Osaka business commu-
nity, in favor of Western-style suits. Implicitly, Inoue’s clothing reform
marked Japanese customs as private if not inferior and British customs as
modern, public, and superior. His concern for proper, British form also
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marked an early episode in his relationship with Kansai industrialist Muto
Sanji (1867–1934), who later became one of Inoue’s harshest critics. In
sending out invitations to the formal opening of the new bank building,
Inoue speciWed that frock coats were to be worn. Muto, who was stopping by
on his way back from a trip to Tokyo, showed up wearing a morning coat
and was turned away at the door.38

Gold-Standard Imperialism

Building a Yen Bloc

Even as the Japanese yen came to be based on a British sterling standard,
Japanese policy makers were working to extend the circulation of the yen on
the Asian mainland, creating the beginning of a yen-based gold-exchange
standard in Korea. This was a new extension of the principles of monetary
leverage.

Efforts to establish a Japanese Wnancial presence in Korea had begun in
the wake of Japan’s forced opening of Korea to foreign trade in 1876, when
the Japanese government lent money to Shibusawa Eiichi’s Dai-Ichi (First)
Bank so that it could establish a branch at Pusan in 1878. This was the Wrst
step overseas by a Japanese bank. Twenty-seven years later Dai-Ichi Bank
would assume complete control over the Korean monetary system.

In September 1882 the Japanese government imposed a ¥550,000
indemnity on Korea in the Treaty of Chemulpo. Directly thereafter, with
Inoue Kaoru’s support, the Japanese government also made its Wrst overseas
loan. It was also a kind of extortion: ¥170,000 lent to the Korean govern-
ment via the Yokohama Specie Bank, in part so that the Korean government
could pay the Japanese indemnity. A Japanese mission that included fol-
lowers of Yukichi Fukuzawa went to Korea to attempt to oversee the loan
expenditures.39 This Wrst initiative ended in failure following a botched
Japanese-backed coup in December 1884, after which the dominant Min
faction at the Korean court rejected further foreign loans and elected
instead to exercise its own, domestic means of monetary leverage by debas-
ing the coinage and issuing a new nickel cash. Japan’s failure to reform
Korea via the use of Wnancial leverage left a bad taste in Fukuzawa’s mouth
and resulted in his famously sour editorial on “leaving Asia.”40

A second effort, undertaken during the Sino-Japanese War, was more
nearly successful. In July 1894, shortly before hostilities broke out with
China, Japanese forces occupied Seoul. In October Inoue Kaoru, having
been made minister to Korea at his own request, arrived in Seoul and
directed a frank effort to seize Wnancial and administrative control. His
model was the British seizure of Egypt twelve years earlier:

40 Global Money and Empire40 Global Money and Empire

UC_Metzler-C.qxd  11/22/2005  12:52 PM  Page 40



Gold and Empire, 1885 – 1903 41

What was England’s pretext for intervening in Egypt? Was it not in the fact
that England had obtained a position of real interest there by supplying Egypt
with capital? I Wrmly believe that if we wish to solidify our position in Korea
and establish a pretext for intervention in its internal affairs, we must obtain
real interests there, whether through railroads or through loans, and by
Wnancial means create pretexts for extending our intervention to other kinds
of relationships.41

In line with this thinking, Inoue staffed the Korean government with Japa-
nese advisers and created a de facto protectorate for the duration of the war.
He also began a flurry of efforts to arrange Japanese loans to the Korean
government. During the war, local payments of military scrip by Japanese
forces had created a temporary yen circulation in Korea; Inoue now tried to
make this permanent. Inoue had great authority inside the Mitsui group,
and Mitsui Bank made an offer, not taken up, to lend money to the Korean
government in exchange for the right to act as the government’s treasury
and circulate the bank’s own gold-denominated notes in Korea. Another
deal was agreed to, though never realized, for the Bank of Japan to make a
loan to the Korean government in yen notes, which would then circulate as
legal tender in Korea for the term of the loan.42

These efforts at creating a yen-based currency standard collapsed when
Japan’s imperial advances provoked further European advances, especially
by Russia, as the struggle to dominate Korea merged with the larger scram-
ble for concessions in China. On April 23, 1895, at the instigation of Russian
Wnance minister Sergei Witte, the governments of Russia, Germany, and
France jointly demanded that Japan return to China the Liaodong peninsula
in South Manchuria, over which Japan had assumed the same rights of per-
petual sovereignty that it had in Taiwan. Simultaneously, Witte organized the
Russo-Chinese Bank, funded by French capital, and arranged to lend money
to China to pay the Japanese indemnity. The so-called triple intervention was
followed on May 5 by a quadruple intervention, when the United States
joined Germany, Britain, and Russia to protest Japan’s efforts to gain exclu-
sive concessions in Korea.43

The embattled Korean government attempted to use the Western powers
against Japan, and Russian influence advanced to the point that in November
1897 a Russian Wscal adviser, Kir Alexeiev, was appointed by the Korean gov-
ernment, where he was “practically the Korean minister of Wnances,” accord-
ing to Witte. He set up a new bank, the Russo-Korean Bank, and attempted to
end the local circulation of the Japanese silver yen. Then, at the height of the
scramble for concessions in March 1898, when the Russians took a leasehold
over the same South Manchurian properties they had forced the Japanese to
vacate, they attempted to placate Japan by retreating from Korea. Thereafter,
the extension of Japanese influence in Korea by means of railroad and

UC_Metzler-C.qxd  11/22/2005  12:52 PM  Page 41



Wnancial concessions became a continuous march.44 In the process, Japan
established the foundations of its Wrst colonial gold-exchange standard.45

British and Japanese imperial goals also began to harmonize into what
would become a twenty-year military and Wnancial alliance. In October 1897
Britain had sent a squadron of warships to Inchon to warn the Russians off
their efforts to take over the Korean customs administration (hitherto
headed by an Englishman). From the time of the 1898 crisis, and particu-
larly in the latter half of 1901, Britain and Japan moved toward an alliance,
Wnalized on January 30, 1902. Under Article I of the agreement, Britain rec-
ognized that Japan “is interested to a peculiar degree politically as well as
commercially and industrially in Corea.” For both island empires, the
Anglo-Japanese alliance ended the historic policy of diplomatic “isolation”
(as the British called their own policy), and it signiWed the entry of Japan
into the alliance politics of the European state system.46 The British alliance
also opened Wnancial doors. Matsukata Masayoshi himself visited London in
1902. Not long afterwards, with the quiet support of the British Foreign
OfWce, the Japanese government raised ¥50 million by reselling domesti-
cally issued war bonds in London. Other loan issues followed.47

Japanese moves to create a yen zone in Korea were paralleled by the ini-
tiatives of another new Asian-PaciWc empire, the United States, to establish
a dollar zone in its own new dependencies. This colonial initiative was the
fountainhead of the American-led campaign to restore the international
gold standard in the 1920s—a movement to which Japan would itself
become subject in 1929.

Building a Dollar Bloc

The gold standard originated as a core institution of British Wnance, and the
gold-exchange standard was invented for British India, but American ambi-
tions entered the story of its international diffusion after 1900. In the 1950s
the U.S. dollar would eclipse the British pound as the world’s money, and the
story of the origins of the international use of the U.S. dollar is a remarkable
one. It is also remarkable that this story has until recently been all but
untold.48

Unlike Britain, where the gentlemanly creditor class was indisputably in
political control, the half-agrarian, half-industrial United States was deeply
divided over its de facto gold standard during the long deflation of the late
nineteenth century. Only in 1900, with assistance from monetary expert
Charles Conant, was the gold standard formally enacted into U.S. law. At the
same time, the U.S. War Department’s new Bureau of Insular Affairs sent
monetary reform missions to Puerto Rico and the Philippines, where
Charles Conant directed the establishment of a dollar-based gold-exchange
standard with the advice of Professor Jeremiah Jenks of Cornell University.
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The Philippine gold-exchange standard, enacted into U.S. law in 1903, pro-
vided the model for the monetary reforms that followed in other American-
controlled territories.49 These missions became the training ground for the
Wrst generation of U.S. overseas Wnancial advisers, just now beginning their
careers. Preeminent among them was Jenks’s Ph.D. student Edwin Kem-
merer, who later advised the governments of a dozen countries on the instal-
lation of gold-exchange standards.

The goal of the American initiative was to create a gold-dollar bloc cen-
tered on New York, on the model of the gold-sterling bloc centered on
London. This was the Wrst step toward a more concerted monetary rivalry
with Britain. The essential idea was that dependent countries, under Ameri-
can Wscal supervision, would use U.S. gold dollars for external payments,
while a tokenized silver coinage, denominated in terms of American gold
dollars, would be minted for internal use. The currency reserve of the
dependent country would be deposited in private banks in New York City.50

One of the most important effects of the Philippine monetary reform was to
help reorient Philippine trade toward the United States and away from the
Asian silver-dollar sphere centered on maritime China—the Philippines’
own “departure from Asia.”

The silver bloc was now contracting rapidly. In October 1903 British
authorities instituted an Indian-style gold-exchange standard in the Straits
Settlements, over the uniform opposition of the Chinese and Malay business
communities, which stood to lose by the disruption of their silver-based
Asian trade.51 The abandonment of silver standards further depressed the
value of silver against gold, and the remaining silver-standard countries
grew alarmed by the increasing burden of their external gold payments. In
January 1902 the governments of Mexico and China, the chief silver-
standard countries, requested U.S. help in Wnding a way to stabilize the ex-
changes between the gold- and silver-standard countries. The U.S. govern-
ment accordingly sponsored a Commission on International Exchange
consisting of Conant, Jenks, and New York banker Hugh H. Hanna, who led
missions to Panama, Cuba, the Dominican Republic, Mexico, and China
between 1903 and 1905. They adopted as their charter the task of inducing
these countries to convert their silver standards to gold-exchange standards.52

British practice served as a model—so much so that Keynes disdained
the new American gold-exchange standards as an “almost slavish” imitation
of British practice in India, unworthy of study.53 For Conant the methods
“which have made Egypt blossom as a rose under British authority” were an
inspiration, and after the Philippine currency reform, the U.S. government
sent Edwin Kemmerer to Egypt to study British practice there.54 The
Egyptian model of Wscal control without formal annexation suggested itself
especially in Panama, where the projected canal was to be America’s Suez,
enabling commercial and naval expansion in the PaciWc. To secure the
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canal site, Panama was separated from Colombia and set up as a U.S. pro-
tectorate in November 1903. Charles Conant directed a Philippine-style
currency reform which provided that the new Panamanian government
would set aside gold paid by the United States for the canal franchise as a
currency reserve, in a New York bank. J. P. Morgan and Company subse-
quently served as the dependent government’s Wall Street agent.55

The point at which U.S. ambitions would directly contact those of Japan
was China, to which Jeremiah Jenks led a mission in January 1904, on the
eve of the Russo-Japanese War. A Chinese gold-exchange standard based
solely on New York would stand no chance of international acceptance, and
Jenks’s initiative was characterized by the sort of multilateral cooperation
that later materialized in the famous China consortium. Commission mem-
bers thus traveled Wrst to the capitals of Europe, where they met with rep-
resentatives of the imperial banks that served their respective governments
in East Asia—the Hongkong and Shanghai Bank, Banque de l’Indochine,
German-Asiatic Bank, and Russo-Chinese Bank. To them Jenks proposed
that China’s projected overseas specie reserve be held jointly by all. Jenks
also went to Tokyo, where he met with a committee chaired by Vice Minister
of Finance Sakatani Yoshio, who would later, in rivalry with the international
consortium, attempt his own monetary reform in China.

In China itself, Jenks’s project met with disinterest and resistance on the
part of the Qing government, in part because a renewed rise in the price of
silver had removed the former pressure on gold payments. His mission
ended in failure in August 1904.56 In the meantime, with the help of both
British and American capital, Japan established a new imperial position in
Korea and in China itself.
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three

The Sinews of War, 
1904–1914

45

The Anglo-Japanese alliance became effective in January 1902. Its result was
to ensure that Japan could Wght a war with Russia without fear of another
European power intervening. By October 1903 war appeared imminent,
and in December the Japanese minister in London approached the British
government for a war loan.1 On the night of February 8, 1904, Japanese
naval forces launched the war with a surprise torpedo attack on the Russian
warships stationed at Lüshun (Port Arthur) in southern Manchuria and
landed troops at Inchon in Korea. Korea was militarily occupied and a great
land campaign was begun in Southern Manchuria. The war lasted until May
1905, Wfteen months. It cost the Japanese government the previously
unimaginable sum of ¥1.9 billion—almost six times the central govern-
ment’s total spending in 1903.2 Forty percent of the expenses were paid by
overseas borrowing.

London, 1904: Putting the Gold
Standard to Work

Maintaining its neutrality, the British government declined to guarantee a
Japanese war loan, and so the Japanese government turned directly to the
London Wnancial market.3 In February 1904, at Matsukata Masayoshi’s ini-
tiative, Takahashi Korekiyo, now vice governor of the Bank of Japan, was dis-
patched as the Japanese government’s special Wnancial commissioner.

Traveling via Honolulu, San Francisco, and New York, Takahashi Wrst dis-
cussed the possibility of a war loan with Wall Street bankers but found them
uninterested. In late March, he proceeded to London. Again, A. A. Shand
was instrumental in arranging meetings with British bankers, but Takahashi’s
negotiations ran into a series of difWculties. Initially, as Takahashi recorded in
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his diary at the time, “the bankers doubted the capability of the [Japanese]
government in holding up the gold-standard.”4 Takahashi reassured them on
this account—though in fact, BOJ authorities were growing alarmed that
heavy gold outflows would force them to suspend the gold standard.
Takahashi also heard rumors that the British were reluctant to be the only
“members of the white race” to support Japan in a “yellow-white race war.”
Less abstractly, the British bankers also insisted that any loan be secured by
pledging Japanese railroad revenues or customs duties as security, as was rou-
tinely done in loans to China and other peripheral borrowers at the time.
They further demanded that a British administrator be sent to Japan to over-
see the customs administration, as Sir Robert Hart did in China. “You gentle-
men are mistaken in equating Japan and China,” Takahashi told them—the
Japanese government had never failed to repay even one penny of its public
debt.5 The bankers also suggested that the money that Japan borrowed
should be retained in London, as part of the Bank of Japan’s gold reserve for
convertibility—in effect, that Japan begin to operate a sterling-based gold-
exchange standard as India did.

Takahashi was also advised that he needed a truly well connected adviser
and that “the Jews are the Wrst-rate Wnancier[s], and [Ernest] Cassel is most
influencial in London. He can invite Rostchild as well as Morgan and so
on.” It was further suggested that Japan take out a big loan “so as to make
[it an] Anglo-American concern.”6 Takahashi did establish a relationship
with Cassel, who later assisted his efforts in a variety of ways and arranged for
Takahashi to have an audience with King Edward VII.7

Takahashi’s break came at the beginning of May. On May 2 came the
news of a Japanese victory on the Yalu River, in the Wrst land engagement of
the war. On May 3 Japanese bond prices in the secondary market were up
and Russian bonds down, and at a dinner that evening Takahashi met a “1st
rate Wnancier in America,” Jacob Schiff of the New York investment bank
Kuhn, Loeb and Company. As Takahashi recorded at the time, “The Wrst vic-
tory on land has brought out the new idea of [the] American market.” In
fact, Cassel and Baring Brothers had already approached Schiff, who appar-
ently was ready to get involved in the deal before he met Takahashi.8

Under Jacob Schiff’s leadership, Kuhn, Loeb and Company had become
a powerful force in American Wnance and lent especially actively to what
would now be called “emerging markets.” J. P. Morgan and Co., the lords of
American Wnance, had grown rich by importing British capital into the
United States; Kuhn, Loeb had begun to rival them by serving as a conduit
for German investment into the United States. The rivalry was ethnic as well
as commercial: the German-Jewish Schiff was viewed as an upstart by the
Anglophile Morgan Wrm, where anti-Semitism was a deep and self-conscious
part of the corporate culture, reflecting the pervasive prejudice of the U.S.
eastern establishment of the time as well as the concrete circumstances of

46 Global Money and Empire

UC_Metzler-C.qxd  11/22/2005  12:52 PM  Page 46



competition in the investment banking business.9 At dinner on May 3
Takahashi was seated next to Schiff, who listened with great interest to Taka-
hashi’s account of Japan’s struggle with Russia and, it seemed to Takahashi,
then and there decided to lend his power to Japan’s cause. As Takahashi
later recalled, “[Mr. Schiff] had a grudge against Russia on account of his
race. He was justly indignant at the unfair treatment of the Jewish popula-
tion by the Russian government, which had culminated in the notorious
persecutions. . . . He felt that if defeated, Russia would be led in the path of
betterment, whether it be by revolution or reformation, and he decided to
exercise whatever influence he had for placing the weight of American
resources on the side of Japan.”10

The entry of the Americans greatly strengthened the loan issue, and on
May 8 Takahashi recorded, “In the City Chats in this morning’s Sunday

Times, the Japs beat Russ in Wnance also.” The next day, Shand and Schiff
informed Takahashi that everything was settled, and Schiff told of his own
royal audience: “the King was satisWed to the American participation. That
shows Anglo-American combination in the far East.” Financially, London
could have underwritten Japan’s war effort independently, but, Schiff
related, “the king was glad that his country alone was not to supply money
to Japan.”11

The London bankers would ordinarily have brought the French into any
equally big undertaking, but because of France’s support for Russia, the
Paris capital market was closed to Japan, and so the British turned instead
to New York. From its side, American Wnance at this stage of the Anglo-
American partnership was not yet ready to operate independently of the
British.12 As the Wall Street Journal enthused, the Japanese war loan was New
York’s “Wrst big step toward the position of an international market.”
Offering an effective yield at issue of 6.4 percent, the combined Anglo-
American loan of May 1904, for a total of £10 million, was oversubscribed
by Wve times in New York and by thirty times in London. Frantic would-be
subscribers at the London ofWce of the Hongkong and Shanghai Bank
pushed aside the police, bent bank railings, and caused the bank manage-
ment to call out its staff rugby players to maintain order.13

The Anglo-American loan also saved Japan’s gold standard. Bank of
Japan governor Matsuo Shigeyoshi had been imploring Takahashi by letter
and telegram to issue a loan absolutely as soon as possible—gold had left
the country in unexpected volume after the war began, and it was increas-
ingly difWcult to maintain gold convertibility. With the news of the Anglo-
American loan, the gold outflow stopped. To Takahashi the loan thus came
as “divine providence” (ten’yu).14

Takahashi had also been compelled to accept terms extremely favorable
to the lenders. These had included securing the loan “by a Wrst charge on
the customs receipts of the Empire,” although, unlike the conditions placed
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on loans to China, the administration of those revenues was not placed in
foreign hands. As the Bankers’ Magazine of New York editorialized, “The
pledge of speciWc revenues is usually made as security for loans by nations
of second rate credit, and this perhaps is the galling feature to Japanese
pride.”15 For these reasons, the loan was criticized in Japan.

In the meantime, Takahashi had entered actively into the social life of
British banking circles, deliberately putting off negotiations for a second
war loan until the autumn in order to maintain Japan’s “dignity in Wnancial
matters.” In the September negotiations, the foreign bankers again insisted
on a loan secured by Japanese railroad revenues. This time Kuhn, Loeb
held out for more onerous terms than did the British, to such a degree that
Takahashi proposed to the British not to invite American participation in
the second loan. Kuhn, Loeb then came around, and the £12 million deal,
secured by a second charge on the Japanese customs receipts, was Wnalized
in early November. With £22 million on tap, “the interest as well as the sym-
pathy of the British and American groups, with the wide investing public
behind them, was now Wrmly interwoven with the destiny of Japan,” as
Takahashi later wrote.16 His business in London concluded, Takahashi left
for New York in December 1904.

In 1924 J. P. Morgan and Company would become the Japanese govern-
ment’s American bankers, but in December 1904 approaching the great
Morgan was still perceived to be a very delicate operation. Exhausted by his
mission, Takahashi did not even attempt it, despite efforts to arrange a
meeting by Japanese minister Uchida Yasuya (Uchida Kosai) and by Baron
Kaneko Kentaro, who was in the United States as the prime minister’s per-
sonal representative. Kaneko further warned Takahashi that Morgan was
“antagonistic to Japan” and had even tried for a Russian loan in New York.
Takahashi “told him not to perplex much, Kuhn Loeb is strong enough to
prevent any mischief that might come from Morgan.” In fact, Russian
Wnance minister Sergei Witte later recounted that when he came to America
for the peace talks in 1905, he was graciously hosted by Morgan, who
“offered me his services” in regard to a postwar loan, while “insisting that I
should not enter into any negotiations with the Jewish group of bankers
headed by Jacob Schiff.”17 Despite Morgan’s perceived antagonism, Kaneko
nevertheless suggested other people through whom Takahashi could arrange
to meet with Morgan.

Takahashi did enjoy a cordial visit with the Schiff family in New York and
then returned home in January 1905, after eleven months abroad. After
the successful conclusion of the war, Mr. and Mrs. Schiff and friends visited
Japan in 1906, where they were hosted by the Takahashi family. Takahashi’s
only daughter then accompanied the Schiffs back to America and lived
with them for three years, becoming like a member of the family. Until
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Schiff’s death in 1920, Takahashi and he carried on a warm and sympa-
thetic correspondence.18

Ultimately, with Jacob Schiff’s help, Takahashi raised four great war loans
between May 1904 and July 1905 in the Wnancial markets of London, New
York, and Berlin, for a total of £82 million (¥800 million). Of this, £36 mil-
lion, or some $175 million, was raised in the United States.19 This sum, ¥800
million, was double the government’s annual revenue at the time. It also
exceeded the combined deposits of all Japanese banks.20 Foreign money, as
Takahashi saw it, made the difference between victory and defeat, and the
British and American banking groups saw the giant loan issues of 1905 as a
message to dissuade Russia from continuing the war. Writing in an English-
language memorial on the occasion of Schiff’s death, Takahashi (or Fukai
Eigo writing for him) quoted the just-published memoirs of Sergei Witte,
“We had exhausted all our means and had lost our credit abroad. There
was not the slightest hope of floating either a domestic or foreign loan. We
could continue the war only by resorting to new issues of paper money.”
“The Wnancial support of our foreign friends and the foreign investors,”
Takahashi concluded, “largely contributed to our success in the war and the
consummation of the peace.” Schiff, he said, had been “unfailing in meet-
ing the needs of the Japanese Government in respect of the sinews of
war.”21

The flow of foreign funds was not inWnite, however, and at the appropri-
ate moment, Schiff applied pressure to force the consummation of the
peace, warning plenipotentiary representative Takahira Kogoro that “the
money markets of the United States, England, and Germany will, with the
belief of a war à outrance, no longer be prepared to Wnance Japan’s require-
ments to any great extent.”22 In Japan the Wnancial burden was causing great
pressure, and the government maintained gold convertibility through the
war only with great difWculty.

To cover the war expenses, the Japanese government demanded an
indemnity of ¥1.2 billion ($600 million) from Russia. But having lost the
war, Russia was winning the peace. The United States again seemed to hold
the balance, as President Theodore Roosevelt personally brokered the Wnal
settlement at Portsmouth, New Hampshire. Immediately perceiving the
pivotal American role, Russia’s plenipotentiary representative Count Witte
skillfully suspended his aristocratic manners and played to American public
opinion and racial prejudice. “If England and America cease rendering
Japan material assistance and side morally with us,” he cabled the Russian
foreign ministry, “we shall come out victorious.”23 When the peace treaty was
Wnalized on September 5, 1905, Russia paid no indemnity. The Japanese
people would have to pay their own war expenses, plus interest. In Tokyo,
outraged crowds rioted in the streets. Again it seemed to aggrieved nation-
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alist opinion that Japan had won on the battleWeld but had lost in the
Western-controlled international political arena.

There were, however, other spoils of war. Japan took over Russia’s twenty-
Wve-year leasehold of the Liaodong peninsula, as the Guandong (Kwantung)
Leased Territory. It also acquired the four-hundred-mile line of the Russian-
owned Chinese Eastern Railway that ran from Changchun to Lüshun (Port
Arthur). Renamed the South Manchurian Railway, this original expropria-
tion immediately formed the greater part of Japan’s overseas investments.

The Russo-Japanese War loans, critical in securing a continental empire
for Japan, would continue to shape Japan’s Wnancial situation for the next
twenty-Wve years. Two of the 1905 loans, with a combined value of £60 mil-
lion, were due to mature in 1925. In 1931 the immediate postwar loan of
£25 million would mature. It was the need to reWnance the former two loans
that led the Japanese government to turn to J. P. Morgan and Company in
1924, initiating a new era of Japanese borrowing from New York Wnancial
markets. It was the need to reWnance the latter loan that helped force the
schedule on Japan’s return to gold convertibility, at Morgan and Company
insistence, in the bitter depression year of 1930.

In the meantime, with the shooting war over in Manchuria, a new phase
of Wnancialized imperial rivalry got underway.

Dependent Financial Imperialism

During the breakneck contest to extend European empires in the late nine-
teenth century and the simultaneous explosion of European overseas invest-
ment, there developed the idea that modern imperialism was driven by
modern capitalism’s need to export capital. In the late-nineteenth-century
context of gold-bloc deflation, constrained domestic demand, “overpro-
duction,” and sharp class conflicts, Western advocates of imperialism such as
Charles Conant presented the creation of new markets overseas and the sale
of surplus production there as the necessary solution.24 The English radical
J. A. Hobson reversed these pro-imperialist arguments, preWguring J. M.
Keynes in Wnding the crux of the economic problem to be oversaving by
capitalists and underconsumption by workers. Lenin subsequently inflated
Hobson’s idea into a foundation for his theory of capitalism in its Wnal stage.

But if the Hobson-Lenin theory that modern imperialism is driven by sur-
plus capital seeking foreign outlets may tell us something about the charac-
ter of British or French imperialism in the decades before World War I, it
can have no relevance to the case of Japan’s imperialism.25 As we have seen,
newly industrializing Japan suffered from a persistent capital shortage and
went into debt to European and American capitalists in order to build its
European-style empire. Nevertheless, the Japanese government made early
efforts to establish itself as a creditor power in China. Japan’s position in this
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regard was parallel to that of imperial Russia, which also went deeply in debt
to France, Britain, and other Western European countries at the same time
that it aggressively pushed its own loans on China. This debt-leveraged lend-
ing is a case of what has been called Japan’s “dependent imperialism” of the
early twentieth century.26 The disintegrating Manchu empire provided the
Weld of action.

As the Chinese indemnity of 1895 provided the ante for Japan’s entry
into the European gold game, it simultaneously brought China into
Europe’s Wnancial orbit. Europeans had directed the administration of the
Chinese customs since the 1860s, but prior to the Sino-Japanese War, the
Chinese government had negligible foreign debt. The indemnity of
230 million silver taels changed this. Not only was the amount beyond the
means of the Qing government, but, as Matsukata Masayoshi had arranged,
the indemnity was to be paid in British money. The Chinese government
also had to go to foreign lenders because Chinese merchants, having no
recourse against their government, would not voluntarily lend money to it.27

As they had done in the Ottoman Empire and elsewhere, the European
powers took advantage of the situation by extending loans, in the process
gaining increasingly direct control of Chinese government revenues. The
Boxer indemnities in 1900 added a further burden of 450 million taels, also
reckoned as a gold debt, to be paid over forty years and bearing an interest
rate of 4 percent.28 Japan’s victory also opened China to direct foreign
investment. In part to enlist British support for its cause, Japan wrote into
the Treaty of Shimonoseki the right to engage in manufacturing in China;29

by the most-favored-nation clauses that were a part of their treaties with
China, the several European powers thus gained the same rights automati-
cally. Japan was not yet Wnancially able to invest substantially in China, but
the Europeans were.

Acting through ostensibly private agencies, the Japanese government
itself got into the business of lending money to China. The Wrst of these
loans was made on the eve of the Russo-Japanese War, in January 1904,
when the Industrial Bank of Japan (Nippon Kogyo Ginko), acting under
government instructions, lent ¥3 million at 6 percent to the Daye Mining
Company in Hubei. Coming at a time when the Japanese government was
not spending lightly on nonmilitary purposes, this loan was no ordinary
business venture. Rather, it was intended to support politically directed
heavy-industrial development at home by securing a source of iron ore for
the state-owned Yahata steelworks, which had gone into operation in 1901
(and which itself had been funded in part by the Chinese indemnity and in
part by the 1899 sterling loan). In 1908 the Daye Mining Company merged
with the Hanyang Steel Company and the Pingxiang Coal Mining Company
to form China’s only steel company, the Hanyeping Coal and Iron
Company. The Hanyeping Company subsequently became the biggest des-
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tination of Japanese lending to China in the years before World War I.
Accordingly, it fell under Japanese Wnancial control and became a dedi-
cated supplier of iron ore for the Yahata plant.30

But the greatest prize of war was Korea. Japan’s 1894 war with China had
been fought to separate Korea from the pretensions of Chinese suzerainty,
much as Britain had earlier removed Egypt from its nominal suzerainty to
the Ottomans. The full protectorate that the Japanese government sought
to establish in 1894 was achieved during the war with Russia, when the
incipient yen zone was suddenly enlarged by the monetary and Wnancial
incorporation of Korea.

Leveraging the Gold Standard 
in Occupied Korea

In 1902 the Japanese government gave the Dai-Ichi Bank permission to
issue its own banknotes in Korea, under the direction of the Japanese min-
ister of Wnance. The power to create money in Korea was at stake. The
Korean government, backed by Russia, twice attempted to ban the use of
banknotes, and was twice forced to rescind its move by Japanese govern-
ment pressure. In February 1903 the Japanese government introduced a
new set of rules to govern Dai-Ichi Bank’s note issue in Korea and Wxed a
note issue limit of ¥5 million. By the end of 1904, ¥3.37 million in Dai-Ichi
banknotes, backed by a reserve of Japanese currency, were circulating in
Korea, signifying the beginnings of a yen-based gold-exchange standard
there.31

Japanese forces occupied Korea in the opening weeks of the war with
Russia. As in 1894, the Japanese government imposed a partial protectorate
in a protocol signed by the Korean government on February 23, 1904. On
the same day, the Korean emperor’s Wnancial adviser, Yi Yong-ik, who had
attempted several times to set up a Korean central bank, was arrested and
taken to Japan. At the end of May, shortly after the Japanese victory at the
Yalu River and the conclusion of Takahashi’s Wrst big war loan, the Katsura
cabinet approved a comprehensive plan for the complete political and eco-
nomic takeover of Korea. They proceeded to execute it in a highly system-
atic way.32

The Wnancial management of the seizure of Korea was carried out by
Megata (or Mekata) Jutaro, one of Matsukata’s right-hand men at the
Ministry of Finance, who under an agreement forced upon the Korean gov-
ernment on August 22, 1904, was made Korean Wnancial adviser, with
authority over all Wscal and monetary matters. As such, he also replaced the
British chief commissioner of Korean imperial customs, John McLeavy
Brown, who had been responsible for seeing to it that Korea’s foreign cred-
itors were properly paid. Megata arrived in Korea on October 14 and imme-
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diately took charge of compiling the Korean government’s 1905 budget. He
also terminated the Korean government’s ability to create money, by order-
ing the closing of the Korean mint in November. On January 8, 1905, he
ordered the implementation, as of June 1, of a gold standard.33 A Japanese
imperial ordinance authorized the Dai-Ichi Bank to implement the gold-
standard reform, which it did in June and July of 1905.

Japan’s reform of the Korean currency system meant the establishment
of the Wrst yen-based gold-exchange standard.34 Its implementation is a case
study in monetary leverage. On the one hand, the Dai-Ichi Bank arranged
loans to the captive Korean government, issuing the Wrst Korean govern-
ment treasury bonds in June 1905, in Tokyo. Despite the tight wartime
Wnancial situation, the ¥2 million in bonds were oversubscribed by Wve
times. Other bond issues followed shortly. Simultaneously, the bank directly
lent ¥3 million to the Korean government at 6 percent interest. In turn, the
Korean government gave ¥3 million back to the Dai-Ichi Bank to pay for the
costs of the currency reform.

The monetary alchemy was only beginning. In July the Dai-Ichi Bank
began to act as the Korean government treasury, making itself the reposi-
tory of all these newly conjured-up funds. In the same month, it gained the
right to issue full legal tender banknotes, backed by a reserve of Bank of
Japan notes and securities (which consisted in part of the Korean govern-
ment’s new debts to the Dai-Ichi Bank). The existing Korean coinage was
abolished at this point, and a Japanese-style token coinage was issued.
Simultaneously, the Korean banking system was organized under Dai-Ichi
Bank supervision. The Dai-Ichi Bank was thereby established as Korea’s
de facto central bank.

The 1905 monetary reform thus uniWed the Korean monetary system
with the Japanese—with the signiWcant difference that it was established not
on the basis of reserves of the world money, gold (or sterling), but on the
basis of the Japanese yen. As we have seen, gold functioned as a kind of fun-
damental, or Wrst-order, money, and sterling banknotes, leveraged on the
basis of a gold reserve, were a second-order money. As we will see shortly, the
Japanese yen, leveraged on the basis of sterling reserves, became third-order
money. The Korean yen, leveraged on the basis of Japanese yen notes,
became fourth-order money. This monetary pyramiding thus represented
and helped to constitute the hierarchies of international power.

As with the Bank of Japan itself, the Dai-Ichi Bank’s reserve for convert-
ibility was theoretically to provide 100 percent backing for the note issue.
But up to ¥10 million of the Dai-Ichi’s note issue could be covered by a
reserve consisting of negotiable securities, and banknotes could be issued
over the statutory limit at the discretion of the Japanese resident-general.
Thus, as of December 1907, with ¥12.8 million in Dai-Ichi banknotes out-
standing, the bank’s reserve against note issue was formed as follows:35
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“Specie” reserve ¥4.6 million. Of this, ¥0.9 million consisted of
actual gold coins and bullion, and ¥3.6 mil-
lion were Bank of Japan notes.

Security reserve ¥8.2 million. Of this, ¥4 million consisted of
debts owed by the Korean government to the
Dai-Ichi Bank. ¥6.2 million consisted of Japa-
nese government bonds and other securities.

Total ¥12.8 million

Thus, a uniWed, modern, and stable currency system was created in
Korea. It was at once a means of economic development and a means of
Japanese expropriation of Korean resources. The Korean currency came to
be based on a specie reserve held in Tokyo, which itself depended on a
reserve held in London. Here was a textbook version of the principle of
monetary leverage via the gold-exchange standard. Japan’s successful uti-
lization of the gold-exchange standard in Korea has been considered a
foundation of the Japanese advance into Northeast Asia.36

Under the terms of the July 1905 monetary reform, Koreans were com-
pelled to trade in their old Korean money (nickel and copper cash), mostly
at half or less 0f its face value. The Wrst result was to wipe out many Korean
fortunes. In August 1905, there was a commercial crisis in Seoul, and the
Chon-Il Bank, one of two Korean-owed Western-style banks, was forced to sus-
pend payments. Korean commerce was thrown into a severe depression.37

The political takeover was completed in November 1905, when Ito
Hirobumi led a carefully orchestrated coup d’état. Korea became a formal
protectorate, with Ito as the Wrst resident general. Korean Wghters kept up
a war of resistance until 1911. In November 1909 the Dai-Ichi Bank in
Korea was reconstituted as the semiofWcial Bank of Korea (Kankoku Ginko),
the central bank of still ostensibly independent Korea. After Japan annexed
Korea as an outright colony in August 1910, the bank’s name was changed
to the Bank of Chosen (Chosen Ginko), but otherwise the bank continued
as it was.38

Korea was thus incorporated into the Japanese monetary system after
1905. It was simultaneously removed from the Weld of imperial competition.
The Japanese government guaranteed that Korea’s existing foreign debts
would be paid and that existing foreign concessions would be preserved. In
line with assurances made by U.S. president Theodore Roosevelt in January
1905, Secretary of War William H. Taft visited Japan in July 1905 and signed
a secret agreement with Prime Minister Katsura that recognized Japan’s
position in Korea in exchange for Japanese recognition of the American
position in the Philippines. Britain provided much stronger assurances,
extending the term of the Anglo-Japanese alliance for another ten years on
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August 12. The renewed alliance now speciWed that if one party were
attacked by any single power, the other party would join the conflict. It also
extended the scope of the alliance to British India: in effect, Britain would
defend Japan’s colonial position in Northeast Asia, and Japan would defend
Britain’s colonial position from India east.39 Under Japanese pressure, for-
eign diplomatic missions were withdrawn from Korea.

Yen Diplomacy and Dollar Diplomacy 
in China

Manchuria became another frontier of Japan’s new economic imperialism.
Here again, British capital provided vital support for Japan’s continental
advance. After the costly war with Russia, the Japanese government was
strained to pay even for the upkeep of the newly acquired South Man-
churian railroad, which was in great disrepair and in need of double track-
ing. American businessmen immediately saw an opportunity. In August
1905, even before the peace treaty was concluded, American “railroad
king” E. H. Harriman, a close business associate of Jacob Schiff, arrived in
Japan to negotiate a deal for joint U.S.-Japanese control of the South
Manchurian Railway, seeing it as a key link in his plan to create a round-the-
world steamship and rail line under American management.40

In Tokyo Harriman’s plan was favored by senior statesman Inoue Kaoru,
who was close to the Mitsui interests, and by Soeda Juichi of the Industrial
Bank of Japan. In line with their recommendation, Prime Minister Katsura
signed a memorandum of understanding with Harriman in October that
provided for joint U.S.-Japanese ownership and management of the South
Manchurian Railway, although with continued Japanese control for the
present. The Japanese government would provide the physical assets of the
existing railroad itself and take half of the shares in the projected company,
while Harriman would provide the money capital and take the other half of
the shares. On returning from the Portsmouth conference, however,
Foreign Minister Komura Jutaro vehemently opposed the alienation of
Japan’s hard-won gains and had the plan stopped. Harriman had already
departed, and on arriving in San Francisco, he learned that the Japanese
government had repudiated the deal. When Jacob Schiff visited Japan in the
spring of 1906, he attempted to revive the deal for Harriman, without
success.41

After taking ofWce in January 1906, the new cabinet headed by Saionji
Kinmochi set up a Manchuria Management Committee to determine a pol-
icy for Japan’s new Manchurian properties. The committee’s decision was
that a single semigovernmental corporation, the South Manchurian Railway
Company, should be established “to handle all of the economic rights in
Manchuria.”42 Companies already doing business in South Manchuria—the
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Yokohama Specie Bank, the Okura Group, Mitsui—would continue to do
so, but otherwise no competition with the new company would be allowed.
The organization of the company reproduced the Wfty-Wfty conception dis-
cussed with Harriman, but with direct foreign participation excluded. To
capitalize the new company, the government would provide the physical
assets gotten from Russia, in return for stock valued at ¥100 million. For
operating capital, another ¥100 million in stock was to be sold to the
Japanese public. Company management would be appointed by and receive
direction from the government.

The Wrst president of the enterprise was Goto Shinpei (1857–1929). A
German-trained medical doctor and the Wrst civilian governor of Taiwan
(1898–1906), Goto was a man of high ambition who consented to take the
job only after he had been convinced that the railway company was destined
to be the institutional fountainhead of the whole colonial development of
Manchuria. Brilliant and capable, unpredictable, full of grand schemes that
were at once progressive, reactionary, and above all imperial, Goto was as
remarkable a symbol of his age of empire as were Cecil Rhodes or Theodore
Roosevelt in their respective spheres. Following a policy that he called “mil-
itary preparation in civilian clothing” (bunsoteki bubi), Goto was also adamant
that the South Manchurian Railway should not fall under American influ-
ence.43 To guard Japan’s new South Manchurian properties, ten thousand
soldiers of the Japanese occupying forces were organized on August 1, 1906
as the Kwantung Army.

Raising money for the company remained a problem. At the initial pub-
lic offering, made in the midst of the giddy boom that followed the war with
Russia, applications for shares came to one thousand times the ¥100 million
on offer. But this was ¥100 billion in dreams, and in the end a scant ¥2 mil-
lion was actually paid in for company stock. Goto’s solution to the capital
shortfall was to raise a huge foreign loan. In this he had the support of
Finance Minister Sakatani Yoshio, and they jointly formed a plan to borrow
money in the European and U.S. markets under Ministry of Finance man-
agement.44 Because the Japanese government had broken its deal with
Harriman, the American banking group organized by Kuhn, Loeb rejected
the loan business. With the exception of one loan issued jointly with
London and Paris in 1912, Japanese borrowers would raise no further long-
term loans in America until 1923. The entire amount thus had to be raised
in London. The South Manchurian Railway issued its Wrst foreign bonds in
London, in July 1907 and in June 1908, for a total of £6 million, or some
¥60 million. The actual work of raising the loan was carried out by Soeda
Juichi of the Industrial Bank of Japan, with the cooperation of Wakatsuki
Reijiro, now overseas Wnancial commissioner, and his assistant Mori
Kengo.45

Even with this foreign funding, lack of capital remained an obstacle to

56 Global Money and Empire

UC_Metzler-C.qxd  11/22/2005  12:52 PM  Page 56



the realization of Goto’s expansive plans. Borrowing abroad was one method
of raising money. Another was to leverage Japan’s own slender monetary
reserves by promoting the circulation of Japanese yen notes in Manchuria.
Having helped lead the movement to establish the Bank of Taiwan in 1899,
Goto now began to lobby for the establishment of a new central bank in
Manchuria.

The Yokohama Specie Bank, now under Takahashi Korekiyo’s leader-
ship, had begun to play such a role to a limited degree. The Specie Bank
opened its Wrst branch in South Manchuria in January 1900 at the port of
Niuzhuang, and began to issue its own silver-backed banknotes there in
January 1903. During the war with Russia, in the wake of the military ad-
vance, the Specie Bank opened new ofWces in the former Russian conces-
sion at Dalian (Dairen) and in Liaoyang, Mukden (Shenyang), and Tieling,
where it handled the Wnancial business of the Japanese army. After the war,
the bank established additional ofWces at Kaiyuan, Changchun, and Harbin.
Thus the Yokohama Specie Bank came to hold the same position, as a fore-
runner of direct colonial control, that the Dai-Ichi Bank occupied in Korea.
During the war with Russia the Japanese government issued military scrip,
declared to be redeemable in silver yen, for army use in South Manchuria.
After the war the Yokohama Specie Bank was made responsible for redeem-
ing these notes, which totaled ¥15 million. To help compensate the Specie
Bank for this burden, the government also gave it the right to issue silver
yen notes in Manchuria and ordered it to take steps to unify the Man-
churian currency on the basis of a Japanese silver-yen standard.46

In October 1907 SMR president Goto Shinpei met with Specie Bank
president Takahashi Korekiyo concerning the Wnancing of Manchurian
development. Goto proposed that the Specie Bank engage in agricultural
and industrial Wnancing and issue gold notes—that is, operate a gold-
exchange standard as in Korea. Takahashi resisted, insisting that the Specie
Bank was basically an exchange bank. As Takahashi reported their conver-
sation, Goto then suggested, as an alternative to the Specie Bank taking on
this developmental role, that a new “colonization bank” (takushoku ginko) be
established instead. This latter suggestion, which Goto never succeeded in
realizing, can be considered the original plan behind the Manchurian
Central Bank that eventually was established in June 1932, when Takahashi
Korekiyo himself was Wnance minister. Goto’s suggestion for a Japanese
institution to issue yen notes in China can also be considered the origin of
the scheme for an East Asian yen bloc. At the time, fearing that the Specie
Bank would only lose gold if put in the middle of China’s speculative gold-
silver trade, Takahashi recommended a silver-based currency for Manchuria.47

Goto’s plans for a Manchurian bank went no further at this point, but in
the second Katsura cabinet ( July 1908–August 1911), Goto served as com-
munications minister and president of the Railway Bureau, which again
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gave him oversight of the South Manchurian Railway. In 1909 he again tried
to promote his Manchurian Wnancing schemes. Takahashi Korekiyo, the
Ministry of Finance, and the Yokohama Specie Bank continued to oppose
Goto’s plans, and Goto became more combative, warning heatedly of
“Manchuria’s postwar economic warfare” and the “boycott fever” directed
against Japanese businesses there and asserting the need for a “Manchuria
standard” (Manshu hon’i) as against the Yokohama Specie Bank’s “Tokyo
economy standard.”48

Manchuria also remained a Weld for American ambitions. Directly after
his visit to Japan in 1905, E. H. Harriman had made a survey trip to the con-
tinent. In Seoul, then falling rapidly under Japanese sway, he met U.S. vice
consul Willard Straight, a young Cornell University graduate, and recruited
him to assist in his grand railroad enterprise. In 1906 Harriman arranged for
President Roosevelt to appoint Straight as U.S. consul general in Mukden.
Maintaining close communication with Harriman, Straight attempted to
arrange a project remarkably similar to Goto Shinpei’s own plan. In the sum-
mer of 1907 he signed an agreement proposed by Fengtian governor Tang
Shaoyi to seek an American loan of $20 million to fund the establishment of
a Manchurian Bank that would handle provincial government business,
reform the Manchurian currency, issue its own banknotes, and Wnance devel-
opment projects. This was a direct counter to Japanese initiatives and was
connected also to Harriman’s new plan to build a rail line to bypass the
Japanese-owned South Manchurian Railway. Kuhn, Loeb later agreed to
handle the loan. An American proposal to repurchase the SMR on China’s
behalf was also floated in 1908.49

In the fall of 1908 Tang Shaoyi was appointed special minister to the
United States and proceeded to Washington, D.C., ostensibly to thank the
American government for its partial remission of the Boxer indemnity but
in fact to request a gigantic American loan of $300 million. Secretary of
State Elihu Root and President Theodore Roosevelt supported the idea, but
Tang’s initiative fell through when the Empress Dowager Cixi died in
November 1908 and Tang’s patron Yuan Shikai lost influence at the Qing
court.50 E. H. Harriman also died in 1909.

The American initiative pushed Japan and Russia toward détente, and
France used its Wnancial leverage to promote this movement. In June 1907
a secret Russo-Japanese agreement divided Manchuria into Russian and
Japanese spheres of influence. The Paris capital markets were now opened
to Japan, and several loans followed after 1908.51 This rapprochement and
division of imperial spheres in Manchuria was paralleled by the rapproche-
ment between Britain and Russia. In April 1906 Britain participated in a
“loan that saved Russia” (as Witte called it) from its severe postwar Wnancial
crisis. The loan certainly saved the Russian gold standard. The Anglo-
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Russian Convention of August 1907 divided Persia into Russian and British
spheres of influence.52 These were further steps in the formation of the
tensely balanced European alliance system that would be in place in August
1914.

The American initiative in Manchuria also arose from a speciWcally
American context of Wnancial empire building. The United States’ age of
formal overseas colonialism was brief, not extending beyond the immediate
aftermath of the 1898 war. Domestic critics attacked the new imperialism,
on the grounds both that it was anti-democratic and that it would incorpo-
rate large nonwhite populations into the American body politic. This attack
was carried on by many of the same people who had attacked the gold stan-
dard, again with William Jennings Bryan placing himself in the van. Formal
colonialism was succeeded by a new round of gold-standard diplomacy that
began with the “Wscal protectorate,” as Theodore Roosevelt called it, estab-
lished over the Dominican Republic between 1904 and 1907. The key ele-
ments of this new model of semiprivate Wscal control were American super-
vision of customs and other revenues, control over client government
spending, and the establishment of a dollar-based gold-exchange standard.
The funding, and political leverage, was provided by a “controlled loan”
(provided in the case of the Dominican Republic by Kuhn, Loeb).53 In the
experience of American bankers, the controlled loans made in colonial and
semicolonial contexts were the predecessors of the more broadly conceived
“stabilization programs” of the 1920s with which the present study is cen-
trally concerned.

Between 1909 and 1912 the Republican administration of President
William H. Taft systematized its so-called “dollar diplomacy” and made
efforts to apply it in Honduras, Nicaragua, Guatemala, Liberia, and China.
To evade congressional criticism, these reforms were structured as private-
sector undertakings. In fact, as would also be true in the 1920s, these con-
trolled-loan plans featured close cooperation between the State Department
and American bankers. They were also frequently backed up by the dispatch
of U.S. military forces.54

China continued to appear as the great monetary prize. In June and July
1909, at State Department behest, J. P. Morgan and Company joined with
Kuhn, Loeb and Company, the National City Bank of New York, and the
First National Bank of New York to form a syndicate to lend money to
China. This “American group” (sometimes called simply “the Morgan syn-
dicate”) also constituted themselves as a consortium to lend money to Latin
America. The same group handled the $1.7 million loan that enabled
American Wscal control in Liberia in 1911.55 Twenty years later, the same
American group would provide the credits to enable Japan’s restoration of
the gold standard.
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Cooperative Financial Imperialism:
The China Consortium

American efforts became part of an international campaign to extend and
perfect Wnancial control in China. Sakatani Yoshio later traced the origins
of this international movement to 1896, when Britain, France, and Ger-
many planned a “three-country loan” to China, to pay the indemnity to
Japan. Separate Anglo-German and Franco-Russian loans were floated
instead, but in May 1909 a combined Anglo-French-German loan was
arranged to Wnance the building of the “Huguang” (Hukuang, or Hubei-
Guangdong) Railroad, which included the Hankow-Canton line Wrst nego-
tiated by the Americans, together with a line from Hankow to Sichuan.
Henceforth, the three European powers agreed to cooperate rather than
compete, so as not to “spoil” the Chinese government, as Morgan and
Company’s Thomas W. Lamont put it.56

Willard Straight explained it less condescendingly: backed by the agita-
tion of the Young China party, the Chinese government in 1908 was able to
negotiate an easing of European “control” conditions in the Tianjin-Nanjing
railway loan agreement. Unhappy with this, the British, French, and German
groups decided in the winter of 1908–09 to combine so that they could
jointly set the terms of control. It was at this point that the U.S. State
Department demanded a share for U.S. bankers and requested Morgan and
Company to organize the American banking group mentioned above. The
group was formed on June 11, 1909, and “the very capable American
[Willard] Straight,” as Sakatani Yoshio called him, resigned from govern-
ment service to become the American group’s representative in China.57 In
May 1910 the American bankers reached an agreement to join with the
British, French, and German banking groups to form the Four-Power
Consortium for lending to China, signed in London in November.

The American consortium initiative was connected to continued efforts
to extend U.S. influence in Manchuria. In partnership with the British Wrm
Pauling and Company, Willard Straight pushed forward Harriman’s railroad
plan by negotiating a deal in October 1909 with the viceroy of Manchuria
and governor of Fengtian to build a parallel line to the west of the South
Manchurian Railway, projected to run from Jinzhou near the Liaodong Bay
to Aigun on the Russian frontier. Secretary of State Knox then attempted to
use the offer of participation in this venture, combined with the offer of
U.S. funding, to induce Japan and Russia to join a general agreement to
“neutralize” all of the Manchurian railroads and place them under a single
international administration. Knox’s vision of Manchuria as “an immense
commercial neutral zone” was not to be, however, as the British scuttled the
effort, while Japan and Russia renewed their own agreement in July 1910.58

It was also in August 1910 that Japan annexed Korea.
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The American initiative was connected to plans for reforming China’s
monetary system as earlier represented by the Jenks mission in 1904. In the
fall of 1910 the Chinese government asked the U.S. government to arrange
a loan to reform the currency (which China had pledged to do in treaties
with the United States, Britain, and Japan). Again, the monetary project was
combined with the idea of a loan for Manchurian economic development.
The U.S. government then asked that the European consortium partners be
included in the deal.59 The currency loan negotiations thus became con-
nected with the Huguang railroad loan, and in April and May 1911, con-
tracts were signed for a railroad loan of £6 million, with an option on
another £4 million, and a currency loan for another £10 million. The
Manchurian land tax and other Manchurian concessions were pledged as
security. Article 16 of the loan agreement provided that the Four-Power
Consortium would have a Wrst claim to the Wnancing of any future develop-
ment in Manchuria that required a foreign loan. This, said Sakatani Yoshio,
was an instance of China’s policy of “using barbarians to control barbarians”
(i o motte i o seisuru): the point of giving the consortium countries a mort-
gage on Manchurian concessions was to engage their self-interest there and
use them to restrain Japanese and Russian initiatives. Article 16 quickly
drew protests from Russia and Japan.60

At this point, in March 1911, at Takahashi Korekiyo’s initiative, Inoue
Junnosuke ended his career at the Bank of Japan, joined the Yokohama
Specie Bank, and became involved in negotiating Japan’s entrance into the
international consortium. Initially, Inoue’s departure from the Bank of Japan
seemed a reversal in a career that had moved only from success to success.
His rapid rise through the ranks had also come under the watch of BOJ vice
governor Takahashi Korekiyo, who largely ran personnel matters during the
term of governor Matsuo Shigeyoshi. During the war with Russia, Inoue
headed the bank’s Kyoto agency and then the Osaka branch ofWce, distin-
guishing himself by his success in raising domestic war bonds. At a time
when Osaka was still Japan’s commercial and industrial capital, Inoue was
very young, at age thirty-six, to be branch head, and his direct and self-
conWdent manner caused some resentment among Osaka business leaders
as well as the local Bank of Japan staff. Inoue returned to the bank’s head
ofWce as chief of general affairs (eigyo kyokucho) in August 1906, when
Kimura Seishiro left the post to become a BOJ director. This placed Inoue
at the very heart of Bank of Japan business. Inoue could thus be considered
the Wrst of the succession of BOJ leaders later dubbed “princes”—“true-
born” Bank of Japan men designated from very early in their careers for the
bank’s topmost posts.61 In 1919 Inoue would become the Wrst BOJ governor
to have risen through the ranks of the organization, the Wrst eight governors
having all been drawn from the business world.

After these early successes, however, Inoue’s career seemed to falter. As
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chief of general affairs, Inoue was responsible for implementing the postwar
monetary tightening in 1908. He also continued to butt heads with senior
business leaders and came out on the losing side. In November 1908 he was
transferred from the center of the action in Tokyo to take charge of the
bank’s New York ofWce, where he directed a staff of two clerks. His wife was
ill at the time and so Inoue went abroad alone and unhappy. A devoted hus-
band and father, he wrote to his family every day, telling of the difWculties of
his situation and of how he made the best of it by taking the opportunity to
closely study American banking practices. His weekly routine during his two
years in New York was highly regular, according to his ofWcial biographer,
who reported that Inoue exercised great self-control and never resorted to
the women or drunkenness that one might expect.62 In December 1910
Inoue was transferred back to Tokyo, returning by way of London and the
Trans-Siberian Railway.

Soon after Inoue’s return, in March 1911, Takahashi Korekiyo, who was
simultaneously vice governor of the Bank of Japan and president of the
Yokohama Specie Bank, arranged for Inoue to leave the Bank of Japan and
become a director of the lesser-regarded Specie Bank. To Inoue, this seemed
a grave career setback. To Takahashi, the Specie Bank was a key institution in
need of someone of Inoue’s international expertise. In June 1911, when
Takahashi became governor of the Bank of Japan, Inoue was elected vice
president of the Specie Bank. In September 1913 he was appointed presi-
dent, a post he held until March 1919. At the Specie Bank, Inoue became
responsible for assuring the Wnancing of Japan’s overseas trade. He also
became one of the chief Wnancial administrators for Japan’s semicolonial
holdings in Manchuria, and soon after his selection as Specie Bank vice pres-
ident, in September 1911, he left on a two-month tour of the bank’s
Manchurian ofWces.63

It was also in September 1911 that provincial gentry and merchants in
Sichuan staged the opening act of the Chinese revolution by rebelling
openly against the Qing government’s use of the Huguang railroad loan
proceeds to forcibly purchase a regionally owned railroad being con-
structed there. On October 10 the Qing army in Wuhan mutinied, and the
government rapidly lost control of the country. China’s political disintegra-
tion only intensiWed the international Wnancial maneuvering. In November
Yuan Shikai was called back from retirement and appointed premier; he
compromised with the revolutionaries and turned his efforts to raising
emergency foreign loans. The dynasty abdicated on February 12, 1912.

One of Inoue Junnosuke’s Wrst orders of business at the Specie Bank thus
involved lending money to China. In February 1912, acting on government
orders, the Yokohama Specie Bank lent ¥3 million to the Hanyeping
Company. The loan was to be repaid in the form of ore delivered to the
Yahata steelworks. The loan was secured by a second mortgage on the
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mines, railroads, and entire property of the Hanyeping Company. In 1913
Inoue made a personal visit to the Hanyeping Company to negotiate
another loan. By this time the Yokohama Specie Bank had made eight loans
to the Hanyeping Company for a total of ¥29 million plus 2.5 million silver
taels. All of these funds were provided by the government, the yen funds
coming from the Ministry of Finance’s Deposit Bureau (Yokinbu) and the sil-
ver funds coming from the national Treasury (Kokko).64

Inoue’s next major task was to get Japan into the Four-Country
Consortium. In January 1912 the Okura Group had made a railroad loan to
the revolutionary government in Nanjing. This provoked Western protests
and a Western effort to bring Japan into the international consortium. On
February 29, soldiers of the former Qing army, who had not been paid,
rioted in Beijing and began to burn and loot. The four powers became even
more concerned, fearing, as Sakatani Yoshio interpreted it, that there might
be a repeat of the Boxer Rebellion in North China, which would open a new
Weld for action for the Japanese and the Russians. The Western powers
therefore invited both Japan and Russia to join the consortium.65 Acting on
government orders, the Yokohama Specie Bank as Japan’s representative,
together with a Russian banking group, thus joined the British, French,
Germans, and Americans to form a six-country consortium. The Wnal agree-
ment was signed in Paris on June 18, 1912.66

Amid the tumult of 1912, relations between Yuan Shikai and the consor-
tium shifted from week to week. The consortium’s initial plans for a
“Reorganization Loan” in May 1912 called for a virtual Wscal protectorate,
with foreign control of Chinese government revenues and detailed over-
sight of the expenditure of the government’s various military and civil
bureaus by the military attachés and consular ofWcials of the consortium
powers. This idea was rejected by the Chinese, and in December 1912 a
more lenient control plan was agreed to that provided for the appointment
of Wscal advisers from Britain, Germany, France, and Russia, but not from
the United States or Japan.67

As it worked out, however, the consortium lent very little to China—its
actual function was to foreclose “wildcat” loans to China while attempting to
hold in its own hands the Wnancial reins. In the end, the currency reform loan
agreed to in May 1911 also failed to materialize. Nonetheless, one condition
of the loan was the appointment of a foreign monetary adviser, Dr. Gerard
Vissering, former president of the colonial Javasche Bank of Batavia. In 1912
Vissering arrived in Beijing, where as Jeremiah Jenks had done before and as
Sakatani Yoshio would do after, he conducted a study and wrote a report rec-
ommending that the new republican government establish an overseas specie
reserve and issue “gold” notes—to be redeemable only overseas and only in
foreign currency. Vissering also considered the full transition to a gold-
exchange standard to be a twenty-to-thirty-year process for China.68
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Shortly after Japan entered the China consortium, the United States
pulled out. Wall Street had come under sharp political attack, as the con-
gressional “Money Trust” hearings convened in December 1912 sensation-
ally revealed the extent of Morgan and Company’s influence over American
industry.69 On taking ofWce in March 1913, the new Democratic adminis-
tration of Woodrow Wilson, with William Jennings Bryan as secretary of
state, declared the “dollar diplomacy” of the Taft administration abhorrent
to democratic principles and terminated American participation in the
China consortium. The American bankers learned of the decision when
they read about it in the newspapers, and, said Thomas Lamont, they suf-
fered a great loss of face in the eyes of their European colleagues.70 This
ended the Wrst period of active American Wnancial diplomacy in East Asia.

The plan for the Chinese reorganization loan went ahead without the
Americans, and in April 1913 the newly quintuple consortium signed a
£25 million deal for the Chinese Government 5% Reorganization Gold
Loan. Each national group was to provide £5 million. Lacking the spare
funds, Japan and Russia ceded their shares of the loan to the British,
French, and Germans. This division of business was an internal matter
among the consortium partners, however, and in relation to the Chinese
government, the Yokohama Specie Bank received customs revenues for
loan repayments just as did the other partners.71

The Japanese government also continued to advance funds covertly
through the Yokohama Specie Bank to the Hanyeping steelworks, with a
loan for ¥15 million in 1913. (Such “industrial” loans fell outside the scope
of the consortium agreement.) According to an internal Ministry of Finance
report, this was done as a matter of “highest state policy” in order “to develop
our ironworks.” The money was supplied by the Ministry of Finance’s
Deposit Bureau beyond the scope of legal and budgetary provisions (that is,
outside of Diet oversight).72 In the summer of 1913, Inoue Junnosuke
made another trip to China to investigate conditions surrounding lending
there.

The Yen’s Continental Advance

The Japanese government took further steps toward incorporating South
Manchuria into its new yen bloc. In line with the Chinese “rights recovery”
movement, Western-style Chinese banks had begun to issue silver notes to
compete with the YSB silver notes, whose use declined after 1911. In July
1913 the government gave the Yokohama Specie Bank the right to issue yen
notes in Manchuria that were backed by gold coins or by Bank of Japan
notes.73 The Japanese Bank of Chosen also began to promote the use of its
own gold yen notes in Manchuria.

The Bank of Chosen’s motivations and actions reflected its dual charac-
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ter as a colonial central bank and as a proWt-making commercial bank (a
divided character it shared with the Bank of Taiwan). Korea’s trade with
Manchuria was consistently in deWcit. Specie therefore flowed from Korea
to Manchuria, making it difWcult for the Bank of Chosen to maintain its
specie reserve. The bank’s advance into Manchuria was thus motivated by a
desire to protect its specie reserves: by establishing branches in Manchuria,
the bank was able to bring both sides of this trade into its own monetary
sphere.74 The bank had inherited from the Dai-Ichi Bank a Manchurian
bridgehead in Andong, on the north side of the Yalu River. In July 1913 the
government also allowed the Bank of Chosen to open a branch in Mukden,
and branches at Dairen and Changchun were established in August and
September. Thus, in the context of half-bureaucratic, half-commercial rival-
ries between the Specie Bank and the Bank of Chosen, a yen-based gold-
exchange standard was extended into the Japanese-controlled zones of
South Manchuria. Japanese practice was paralleled by the Russian use of
ruble notes in North Manchuria.

One idea behind setting up separate colonial banks of issue—rather
than simply letting Japanese coins and Bank of Japan notes themselves cir-
culate as the sole colonial currency—had been Matsukata Masayoshi’s idea
of buffering Japan from Wnancial crises that might take place in the
colonies.75 In the case of the Bank of Chosen, what was really enabled was
monetary expansion, as the bank leveraged its semi-independent money
creation power into a basis for “continental advance.” In contrast to the
Bank of Taiwan, the existence (or fuller realization) of the gold-exchange
standard in Korea has been considered a foundation of this expansionist
capability.76 This monetary leverage was one outward face of Japan’s gold-
standard diplomacy.

The other “imperial” face of the gold standard was its instrumentality in
mobilizing European capital. The linkage between Japan’s new dependence
on European capital and its new investment in Asia was most direct in the
case of the semi-governmental colonial development companies. The South
Manchurian Railway Company, itself acquired as a result of a war Wnanced
by ¥800 million in foreign capital, was an especially prominent foreign bor-
rower, issuing £14 million (¥140 million) in bonds in London between
1907 and 1914. The Oriental Development Company (Toyo Takushoku)
was established in 1908 to promote Japanese colonization in Korea. To this
end, it bought up lands formerly owned by the Korean royal family and gov-
ernment, and became Korea’s largest landlord. It too borrowed abroad (in
1913), as did the Industrial Bank of Japan (in 1908). Both companies
helped to Wnance Japan’s industrial development in Manchuria. (Details of
the loans are given in table 3, page 78.) The Yokohama Specie Bank did not
borrow abroad, but it helped raise foreign loans for other Japanese agen-
cies. It was also used by the government to channel loans to China.
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Thus, acting on its own account or acting indirectly through its state pol-
icy companies, the Japanese government very literally borrowed in Europe
in order to lend in Asia. Japan’s imperial choice also implied a profound
Wnancial contradiction. Even as China’s chaotically unfolding national rev-
olution offered new openings for Japanese expansion overseas, at home the
Wnancial logic of Japan’s international situation began to bind increasingly
tightly.

As for the gold standard itself, while it Wrst came to Japan, as it did to
Russia, as a “positive” tool for industrial and imperial expansion, it was val-
ued by Western bankers and bondholders precisely as a kind of restraint—
a restraint in particular on governmental currency expansion and infla-
tionism. The gold standard did become such a restraint in Japan, and in
men like Inoue Junnosuke and Hamaguchi Osachi, Japan found Wnancial
leaders who came to believe in it as such a restraint.
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four

The “Positive” and 
“Negative” Policies

67

After the war came the postwar, and even as the Japanese government lever-
aged the gold standard to build an empire overseas, the contractionary logic
of postwar adjustment under gold-standard rules began to bind at home.
This contradiction was at the heart of the government’s policies for “postwar
management” (sengo keiei).1 That is, colonial, military, and heavy-industrial
development required continued high government spending. But to repay
Japan’s foreign debt and maintain the gold standard required Wscal
retrenchment. These contrary tendencies also tended to succeed each
other in time, in a policy cycle that would be repeated, with a greatly
magniWed amplitude, after World War I. Thus, the postwar decade began in
1905–06 with an excess of the “positive” expansionary policy. By 1914, how-
ever, it was the logic of the “negative” policy of balance through retrench-
ment that seemed most compelling.

In their economic dimensions the so-called “positive” and “negative” poli-
cies (sekkyoku seisaku, shokyoku seisaku) could be rendered in English, slightly
anachronistically, as “Keynesian” and “monetarist” policies, if we understand
the latter terms as a shorthand for expansionary and stabilization-oriented
policies such as can be seen across centuries of Wscal and monetary history.2 It
is not always appreciated how deeply constitutive these processes are of poli-
tics as a whole. As the logic of these conflicting drives developed in the decade
after the war with Russia, they also took on an increasingly partisan cast.

On one side, Japan’s Wrst great political party, the Rikken Seiyukai (Consti-
tutional Society of Political Friends) became identiWed with an expansionist
positive spending policy. In opposition to this, a policy of retrenchment or
reconstruction (kinshuku, tatenaoshi) was adopted by the rival Rikken Doshikai
(Constitutional Society of Comrades), which was later reorganized as the
Kenseikai (Constitutional Government Society) and then as the Rikken
Minseito (Constitutional Popular Government Party). The retrenchment pol-
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icy was derided by the Seiyukai as a “negative” or passive policy. For conve-
nience, I continue to label these the “positive” and “negative” policy lines,
even though it should be understood that the latter was a pejorative term
applied by its opponents. In the 1910s and 1920s the back-and-forth swings
between these policies became a central, structuring element of party politics.

Dilemmas of Development 
under the Gold Standard

Japan’s turn to empire and to the Western capital markets meant a sudden
worsening in the balance of trade. From 1882, when Matsukata Masayoshi
stabilized the yen on a silver basis, to the eve of the Sino-Japanese War in
1893, Japan ran a merchandise trade surplus in every year but one (the
depression year of 1890, when the U.S. Silver Purchase Act temporarily sent
world silver prices and hence the Japanese yen soaring). The Sino-Japanese
War initiated a great turn, and in the twenty years from 1894 to 1914, Japan
ran a trade deWcit in every year but 1906 and 1909.3

Expensive wars in 1894–95 and 1904–05 were one cause of the new
trade gap. A second cause—and a fundamental reason that the gold stan-
dard had been adopted in the Wrst place—was a state-promoted shift in
industrial structure toward military-oriented heavy industry. This choice
required heavy imports of raw materials and machinery without producing
any corresponding export revenues.4 A third cause of Japan’s new trade
deWcits was the gold standard itself, which ended twenty-four years of cur-
rency depreciation relative to the gold bloc. For all of these reasons, the era
of the gold standard was an era of chronic trade deWcits for Japan.

The twenty years after 1894 were dominated by a cycle of two wars and
two “postwars,” during which Japan’s net foreign payments were managed as
follows:5

I. During the ten years between the beginning of the war with China
and the beginning of the war with Russia (1894–1903), Japan’s total
current account deWcit added up to ¥311 million. It was paid for
mainly by running down the indemnity funds received from China.

II. From the Russo-Japanese War to World War I (1904–1914), Japan
had a total current account deWcit of ¥930 million (nearly half of it
incurred during the war itself). This deWcit was paid for out of for-
eign borrowing.

The proceeds of the war loans were so great that Japan ended the Russo-
Japanese War with a greater reserve of specie than it had at the beginning
of the war. This fund too was steadily run down, and still more money was
borrowed, raising Japan’s foreign debt to a peak of nearly ¥2 billion in 1914
(Figure 3). Interest payments on the foreign debt, which reached a yearly
total of ¥80 million in 1914, added to the balance-of-payments shortfall.[Figure 3 about here]
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On the eve of the Russo-Japanese War in 1903, total foreign debt came to
about ¥200 million. By the end of the war, the total had swollen to ¥1.4 bil-
lion, or some 40 percent of GNP. In 1915 foreign debt still equaled more than
36 percent of GNP. Moreover, up to World War I, the greater part of Japan’s
bonded debt of every description was overseas debt. That is, the majority of
Japanese government bonds, local government bonds, and corporate bonds
were issued overseas.6 The domestic bond market developed only later.

The gold standard had been instituted to enable borrowing, but its main-
tenance seemed to require further borrowing. As chief of general affairs
(eigyo kyokucho) at the Bank of Japan, Fukai Eigo confronted the problem
directly: “Because the gold raised by overseas bond issues became [Japan’s]
overseas gold funds, one could even say that that we floated overseas bonds
in order to maintain the gold standard.”7

Japan’s Gold Standard as a Gold-Exchange Standard

The fund referred to by Fukai, the so-called “overseas specie reserve” (zaigai

seika), reflects the in-between character of Japan’s international position.
These funds, the proceeds of loans taken out in London, were not in fact
specie but rather British money in the form of demand deposits and short-
term British government sterling bills. Much of this money was placed on
deposit with the Bank of England itself. Part of this “overseas specie” was
owned by the government and part by the Bank of Japan (table 1). “Thus,”
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Fig. 3. Japan’s external bonded debt, 1897–1914.
source: Ministry of Finance data given in Nihon Ginko Tokeikyoku 1966: 317. Details

of the loans are given below in tables 2 and 3.
notes: (1) From 1897 to 1909 central government debt totals include specially

endorsed domestic government bonds sold overseas. (2) “Transferred” refers to domestically
issued government bonds held abroad, as estimated by the Ministry of Finance.
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former overseas Wnancial commissioner Wakatsuki Reijiro explained, “even
though England lent gold to Japan, not one ounce of gold went from
England to Japan.”8

In this way, after 1905 the greater part of Japan’s gold (or foreign-
exchange) reserves came to be held in London. Although the practice was
not provided for by law and was not openly discussed by Japanese Wnancial
authorities, these London funds formed part of the Bank of Japan’s reserve
for convertibility. Inoue Junnosuke traced the origins of the practice to the
initial deposit of the Chinese indemnity in London. The usage became insti-
tutionalized from the time of the Russo-Japanese War.9

Thus, even as Japanese leaders worked to extend yen-based gold-exchange
standards in Korea and Manchuria, Japan itself began to operate a sterling-
based gold-exchange standard similar to the type operated by India. This was
done in part for reasons of convenience and proWt and in part at the request
of Japan’s British bankers, for whom the deposit of loan proceeds in their own
London banks was often an informal condition of the loan. [Table 1 here]

Japan’s London balances were not insigniWcant from the side of London
itself. A modern parallel can be drawn: in the same way that, since the
1980s, Japan’s immense holdings of U.S. dollars have helped maintain the
international dollar standard in the face of mounting U.S. trade deWcits, so
in the years leading up to World War I, Japanese and Indian holdings of

table 1. Japanese specie and foreign-exchange holdings, 1903–1914
(year-end Wgures; ¥ millions)

Year Location Held by Total

Bank 
Overseas Inland of Japan Government

1903 19 120 133 6 139
1904a 71 26 96 1 97
1905 442 37 116 363 479
1906 441 54 203 292 495
1907 401 44 208 237 445
1908 330 62 226 166 392
1909 329 117 302 144 446
1910 337 135 270 202 472
1911 231 133 251 113 364
1912 214 136 268 82 350
1913 246 130 285 91 376
1914 213 128 292 49 341

source: Ministry of Finance Wgures, given in Nihon Ginko Tokeikyoku 1966: 169.
aBeginning in 1904, silver holdings were no longer counted as part of the Bank of Japan’s

specie reserve. Thus, Japan seemingly completed the transition to a full gold standard just at the
point that it began in fact to operate a sterling-based gold-exchange standard.
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sterling helped to maintain the central place of the British pound and of the
London capital markets in the face of mounting British trade deWcits.10 In
fact, it appears that Japan held larger sterling reserves than did India.11 Via
its new partnership with the Bank of Japan, the Bank of England used the
large Japanese funds on deposit in London as it used Indian funds, to help
regulate the money markets. Thus, the Bank of England itself repeatedly
borrowed the Bank of Japan’s own borrowed funds.12 This was another
Wnancial face of the Anglo-Japanese alliance.

Table 1 reveals the dominant position of overseas specie holdings after
the war of 1904–05. It also reveals the great decline of those reserves dur-
ing the postwar decade despite heavy foreign borrowing. Crises were
averted in 1904 and 1908, but by the end of the Meiji emperor’s reign in
1912, the whole system was in obvious trouble and was being maintained
only by continuous foreign borrowing, which postponed and magniWed the
basic contradiction in Japan’s international Wnancial position.

This actively managed “overseas specie” system was also far from the ideal
of an automatic gold standard. In any case, Japan was physically distant from
and relatively unknown in the Wnancial capitals of Western Europe, and it
was never possible for the Bank of Japan to defend the gold standard by
using the “orthodox” (Bank of England) method of raising interest rates in
order to induce the inflow of short-term foreign funds. (By the same token,
the Bank of Japan was largely untroubled by the problem of capital flight.)
Gold (that is, sterling, dollars, and francs) could be attracted only by the
slower and more political process of raising overseas bond issues.

Japan’s Foreign Borrowing

Like the Sino-Japanese War before it and World War I after it, the Russo-
Japanese War was followed by a two-step movement of boom and bust. As
would happen again in the decade after World War I, postwar recession
seemed to become a chronic condition, with lengthy recessions in 1907–09
and 1913–15.13 The ongoing drive to build up the military and heavy
industry meant high taxes and a deepening balance-of-payments deWcit, the
latter problem compounded by the immense war debt.

Foreign direct investment into Japan might have provided one solution
to the trade gap, but the Japanese government always preferred portfolio
investment that implied no ownership rights. Consequently foreign direct
investment remained small in absolute volume.14 Before World War II al-
most all foreign investment into Japan was in the form of bonds. Central-
government bond issues were joined by the foreign bond issues of munici-
pal governments as well as those of public utilities, private companies, and
the semigovernmental colonial corporations the Oriental Development
Company and South Manchurian Railroad. Tables 2 and 3 summarize gov-
ernment and private borrowing to 1914. [Table 2, 3 about here]
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The Japanese government’s resort to the New York capital markets in
1904 and 1905 proved to be temporary. Borrowing costs remained lower in
London and Paris, and after the French-brokered rapprochement between
Japan and Russia in 1907, the Japanese government made repeated use of
the Paris markets. London’s place remained preeminent, however, as it
remained for the world at large.

Despite Japan’s new prominence as an international borrower, the
nation’s borrowed ¥2 billion (£200 million) did not loom large on the men-
tal world maps of most metropolitan capitalists. The global numbers are
worth reviewing. On the eve of the world war, British overseas investment
totaled £4 billion (¥40 billion), and Britons were investing abroad £160 mil-
lion (¥1.6 billion) per year. After Britain came France, with about half as
much in overseas investments, followed by Germany, the United States
(with £700 million invested overseas), and Belgium, the Netherlands, and
Switzerland.15 In this view, Britain in particular and northwestern Europe
more broadly was unmistakably the world’s Wnancial center of gravity.

Japan’s new foreign debts did loom large in Japan itself, and in effect, for-
eign borrowing enabled the Japanese government to maintain an expansive
economic and international policy where otherwise the rules of maintaining
the gold standard would have forced a contractionary deflation policy.16

Pressures to turn to an outright deflation policy became increasingly
compelling.

The Economics of Taisho Democracy

Ishibashi Tanzan (1884–1973) joined the staff of the business weekly Toyo
keizai shinpo (The Oriental Economist) as a reporter in 1911, and he remem-
bered his early years there as a time “when pretty much all of society was
turning to liberalism.” After World War II this liberal tide was conceptual-
ized historically as the age of “Taisho democracy,” and while it is difWcult to
identify any single essence that unites the diversity of Taisho-era social and
intellectual movements, nevertheless Taisho democracy appears in retro-
spect as a distinct historical moment, if only because of the countervailing
right-wing reaction that followed in the 1930s.17

Politically, the outstanding feature of the new era was the movement of
the political parties to the center of the political stage. With the resolution
of the “Taisho political crisis” in February 1913, a political party system
dominated by two major conservative parties took form. From its inception,
this new partisan politics turned on the question of the “positive” and “neg-
ative” policies of economic expansionism and retrenchment—in fact, this
economic issue was the most persistent policy element in the parties’ policy
opposition. In the 1920s the conflict between these partisan lines became
linked in turn to the issue of the gold standard, which worked to make
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Japan’s domestic confrontations over economic policy conform in detail
with the question of Japan’s relationship to the Anglo-American-centered
world economic order as a whole.

In the Wrst two decades of the twentieth century, the development of
party politics was driven above all by the rise of the Rikken Seiyukai,
founded by Ito Hirobumi in 1900. The Seiyukai developed in opposition to
the army-bureaucratic clique that had formed around Ito’s Choshu com-
rade and political rival Yamagata Aritomo, and from 1901 to 1913, the old
pattern of alternation in ofWce by prime ministers from Choshu and
Satsuma was replaced by a new alternation between the Ito-Seiyukai group,
represented by Ito’s protégé Saionji Kinmochi, and the Yamagata clique,
represented by Yamagata’s protégé Katsura Taro. In this context, the
Seiyukai moved by stages closer to the center of government.

As the new party politics developed, new civilian spending demands also
developed, and they found an institutional form in the “positive” or active
policy (sekkyoku seisaku) of Hara Takashi (Hara Kei, 1856–1921). As Seiyukai
party secretary, Hara came to dominate the Seiyukai organization, broker-
ing the compromises between it and Katsura Taro that assured the Seiyukai
a turn in ofWce. As home minister in the Wrst and second Saionji cabinets
(1906–08, 1911–12) and in the Yamamoto Gonnohyoe cabinet (1913–
14), Hara gained the power to appoint prefectural governors and to pro-
mote his “positive” regional development plans. He thereby built the party’s
regional power base and created a new kind of development-oriented,
pork-barrel politics, which became the Seiyukai’s hallmark.18

Hara’s self-styled positive program cannot be called a consistent or theo-
retically conceived economic policy. It originated as a vote-getting policy, tied
to the demands of regional elites, and it changed form as the Seiyukai’s bases
of political support changed. But in time, the positive policy did receive some
explicit and increasingly theorized formulations, most famously in the
Wnancial program implemented by Takahashi Korekiyo in the early 1930s.

Postwar Adjustment: From the Positive to the Negative Policy

The Russo-Japanese War was followed by a two-step movement of boom and
bust. Thanks above all to Takahashi Korekiyo’s efforts, the Japanese gov-
ernment ended the war loaded with debts, both foreign and domestic, but
flush with cash. National gold reserves stood at more than three times the
level of 1903, creating the conditions for a speculative boom. Backed by the
Seiyukai, the Wrst Saionji cabinet ( January 1906–July 1908) maintained the
high wartime spending levels and, under the name of “positive postwar
management” (sengo sekkyoku keiei), increased both military and civilian
spending. The latter went especially to rail and telephone construction and
public works, all helping to sustain the investment boom that followed the
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war. Vigorous foreign demand for Japanese goods contributed to the pros-
perity, pushing Japan’s trade into a surplus position for the Wrst time since
before the war with China.19

The government funded this spending by what at the time was also
called a positive policy of raising capital through foreign loans. Another part
of the positive policy was the nationalization of the rail system in 1906, done
in response to a long-held desire of influential businessmen, against deter-
mined resistance within the Ministry of Finance. From the standpoint of the
owners of private railroads, the government thereby replaced their Wxed
investments with ¥450 million in new liquid capital. This huge charge of
cash supported further business investment. Not incidentally, nationaliza-
tion also placed the rail system under direct political control, creating a vast
new Weld for patronage and for the future operation of the positive policy.
For this reason, Foreign Minister Kato Takaaki strongly opposed it and ulti-
mately resigned from the cabinet in protest. Takahashi Korekiyo supported
nationalization, and the Bank of Japan followed an easy money policy.20

The postwar boom was followed by a postwar depression. Early signs of
trouble came in January 1907, when shares of the benchmark Tokyo Stock
Exchange Company declined. A wave of bank runs began in April. In
October the so-called “rich man’s panic” struck Wall Street; the economic
downturn that followed hit Japanese exports to the American market, which
were mainly raw silk, a luxury good highly sensitive to the U.S. business
cycle. In November, silver prices fell sharply and exports to China, Japan’s
second-largest overseas market, fell accordingly. Thus, twenty-seven months
after the end of the war with Russia, a delayed postwar reaction hit Japan
with full force.21

The postwar recession occasioned a major shift in economic policy as the
government turned to budgetary retrenchment to conserve specie. Looking
back in July 1914, Goto Shinpei saw this as the Wrst in a two-step movement
from a fully “positive” to a fully “negative” Wnancial policy.22 At this point,
however, the keynote still remained the positive policy of solving the eco-
nomic imbalance via economic expansion, to be funded by raising foreign
loans. The Bank of Japan also continued to maintain low interest rates.
Further tightening followed in 1908, when the Saionji government adopted
a retrenchment budget and the Bank of Japan (where Inoue Junnosuke was
chief of general affairs) contracted its note issue.

In July 1908 the Saionji cabinet was replaced by the second Katsura cab-
inet, and the Seiyukai went into opposition. Wakatsuki Reijiro, who had
been in London since April 1907 as overseas Wnancial commissioner (suc-
ceeding Takahashi Korekiyo), returned home to serve again as vice minister
of Wnance and as de facto Wnance minister from July 1908 to September
1911. (OfWcially, Prime Minister Katsura acted as his own minister of
Wnance.)23 In line with the “negative” policy for which Wakatsuki would be
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known from this point until the debacle of December 1931, the second
Katsura cabinet adopted another retrenchment budget in 1909 and con-
tinued the policy of monetary constraint. The result was recession and out-
right price deflation in 1908 and 1909.

Fiscal and monetary restraint was joined with a program of moral
retrenchment, as the Katsura cabinet mounted an ideological campaign of
a sort that, in a much elaborated form, would be deployed again in the
retrenchment campaigns led by Wakatsuki Reijiro and Hamaguchi Osachi
in 1924–27 and by Hamaguchi and Inoue Junnosuke in 1929–1930. The
tone of this movement was articulated in an imperial rescript issued in
October 1908, the Boshin Year Rescript (Boshin shosho) on diligence and
thrift. The themes were at once traditionalistic and designed to respond to
Japan’s postwar balance-of-payments difWculties. Political radicalism seemed
to have sprung up in the wake of the war. The emperor’s rescript deplored
the moral disarray of the postwar situation, which was compared in the
ofWcial commentary on the rescript to the aftermaths of the Southwest War
and the Sino-Japanese War. It urged the Japanese people to remember their
social stations, leave off luxury, and return to the path of diligence and
thrift, mindful of the problems of debt and postwar industrial adjustment.
Thus, Wscal retrenchment and the deflation policy went hand in hand with
a reaction against liberalism and radicalism. This moral-economic linkage
appears repeatedly, associated with phases of the “negative” retrenchment
policy.24

Despite budgetary retrenchment, the second Katsura cabinet continued
to borrow abroad, floating a large overseas bond issue in London and Paris
for some ¥285 million in May 1910. The Ministry of Finance also directed
the issuing of overseas bonds by municipal governments—precisely,
Wakatsuki explained in his memoirs, to evade the credit limits imposed by
the central government’s heavy borrowing to support the yen exchange
under the gold standard.25 The proceeds of these loans, about ¥60 million
in foreign exchange, went directly into the government’s overseas specie
reserve, and the borrowing municipalities were supplied not with gold
(sterling or francs) but with Bank of Japan notes. Overseas bond issues by
private companies were used in the same way to support the gold standard.26

These included a further £8 million in bonds issued by the semigovern-
mental South Manchurian Railway and £2 million by the semigovernmental
Industrial Bank, for another ¥100 million.27

In June 1911, near the end of Katsura’s second cabinet, Takahashi
Korekiyo was appointed governor of the Bank of Japan. Despite heavy bor-
rowing in London and Paris, the problem of maintaining Japan’s specie
reserves was pressing. The only short-term solution seemed to be further
borrowing. In July the Bank of Japan conWdentially reported to the govern-
ment, in line with the “positive” borrowing policy as then conceived: “What
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we lack most is capital; the basic solution to the balance-of-payments prob-
lem is to develop exports; we need to continue the policy of bringing in for-
eign capital.” In August the BOJ warned that “if we continue at this rate, the
[specie] reserve will be gone by 1915” and declared that it was thus in-
evitable that Japan would have to borrow, even though this added further to
the burden of overseas payments in the long run.28

In August 1911 the Katsura cabinet resigned and was replaced by the sec-
ond Saionji cabinet. The Seiyukai again functioned as the government party,
and party secretary Hara Takashi was again home minister. Former BOJ gov-
ernor Yamamoto Tatsuo became Wnance minister in the new cabinet, the Wrst
businessman, as he was regarded, ever to become a cabinet minister. (Despite
taking direction from the minister of Wnance, the Bank of Japan was formally
a private institution, and as Takahashi Korekiyo once put it, its governor was
“the number-one representative of the business world.”)29 Hara and the
Seiyukai wanted to conduct a positive spending policy, but the combination
of revenue shortfalls and declining specie balances compelled a continuation
of the Katsura cabinet’s austerity policy. Hara perceived Finance Minister
Yamamoto as being opposed to the Seiyukai and its positive policy, noting in
his diary that Yamamoto was stopping all new spending plans and following
“an extreme negative policy.” Yamamoto was backed in this by senior states-
men Inoue Kaoru and Matsukata Masayoshi. Thus, despite the prominent
role of Hara and the Seiyukai, the second Saionji cabinet continued to
retrench, making a partial exception for Hara’s rail projects.30

It was in the context of this lost battle for the positive policy that Hara
Takashi and BOJ governor Takahashi Korekiyo became political friends and
that an opposition between Takahashi and Yamamoto Tatsuo began to
develop. In line with his retrenchment policy, Yamamoto in 1911 asked
Takahashi to raise interest rates. Takahashi resisted the Wnance minister’s
request, writing an opposing position paper and then meeting with cabinet
power broker Hara. Hara agreed with Takahashi but said that for now, noth-
ing could be done about it. The close working relationship between Hara
and Takahashi began at this time.31 In 1912 the Saionji cabinet also began
to restrict foreign borrowing and floated no overseas loans except for three
municipal bond issues that were already in the pipeline.

The conflict within the Saionji cabinet over the positive and negative
policies persisted to the end. In late 1912 Home Minister Hara proposed an
extremely large overseas bond issue of ¥300 million to ¥400 million for rail
projects and for Wlling the specie reserve. The scheme was shot down by
strong opposition from Finance Minister Yamamoto and from senior states-
man Matsukata Masayoshi.32 In line with the retrenchment policy, the
Saionji cabinet also rejected the army’s plan to create two new divisions that
the army argued were needed because of the revolutionary situation in
China. The cause of military expansion was championed by Major General
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Tanaka Giichi, the future prime minister, at the time chief of the Army
Ministry’s Military Affairs Bureau and a leading member of the Yamagata
faction.33 This budget battle sharpened the antagonism between the Saionji
cabinet and the Yamagata-army group, and on December 2, 1912, in the
opening months of the reign of the new Taisho emperor, the army minister
resigned. By refusing to appoint a successor, the army brought down the
cabinet, opening the “Taisho political crisis.” Within the context of this con-
stitutional crisis, the divide over the positive and negative Wnancial policies
took full shape in party politics.

The Two-Party System

Katsura Taro had been thinking for some time of forming his own political
party to Wght the Seiyukai for control of the House of Representatives. In
July 1912 Katsura made a well publicized trip to Europe via the Trans-
Siberian Railway, accompanied by his followers Goto Shinpei and Wakatsuki
Reijiro, who had resigned from the Finance Ministry in 1911 and been
appointed to the House of Peers. As Wakatsuki later told it, Katsura was pur-
suing “three dreams.” His Wrst dream was to forge better relations with
Russia. His second, in response to the invitation of Kaiser Wilhelm II, was to
join the kaiser on vacation in Germany. His third dream was to investigate
political parties in England.34

Another purpose of the trip, Katsura reportedly told Sun Yat-sen, was to
meet secretly in Moscow with German representatives to negotiate an
alliance that would “topple British hegemony” in Turkey, India, and China.
Goto Shinpei and Tanaka Giichi likewise favored dumping the British
alliance for an alliance with Germany.35

Katsura’s trip was cut short by the news of the death of the Meiji emperor
on July 30, after which the project of forming a political party went no fur-
ther. During his absence, Katsura was appointed lord privy seal in the impe-
rial household, which should have ended his career on the front lines of
politics. When the army brought down the Saionji cabinet in December,
however, Katsura was able to return to power as prime minister, defying an
understanding that Hara and the Seiyukai thought they had reached to the
effect that the Saionji cabinet’s tenure would be long enough to let it carry
through a one-year retrenchment plan and then return to a full-fledged
“positive” policy.36

Katsura’s third cabinet lasted only Wfty-one days and is best remembered
for the storm of popular outrage that it provoked. Brief as it was, however,
the cabinet had transformative results in that it brought together the polit-
ical team that, as the core of the later Kenseikai and Minseito parties, would
champion the “negative” retrenchment policy and direct what came to be
Japan’s liberal party.
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Wakatsuki Reijiro was the new minister of Wnance. The communications
minister was Goto Shinpei. Hamaguchi Osachi, who headed the MOF’s
Monopoly Bureau, also entered politics at this time. Wakatsuki wanted
Hamaguchi as vice minister of Wnance, but Katsura told him to pick Shoda
Kazue instead. During his tenure as civil governor of Taiwan, Goto Shinpei
had gotten to know Hamaguchi, whom he chose as his own vice minister.
Kato Takaaki joined the cabinet as foreign minister. Katsura also created the
party that Kato, Wakatsuki, and Hamaguchi would, in succession, lead for
the next twenty years, naming it the Rikken Doshikai.

The specie crisis did not let up, and Finance Minister Wakatsuki contin-
ued the retrenchment policy and tried to push it further by asking the Bank
of Japan to raise interest rates. Bank of Japan governor Takahashi again pre-
vented this from happening.37 The cabinet adopted a principle of not issu-
ing bonds, but nevertheless, to maintain the gold standard, Wakatsuki did
try to raise foreign loans for the Oriental Development Company and for
railroad projects. The war in the Balkans had made international capital
markets cautious, however, and the political furor at home delayed the cab-
inet’s plans, so the bonds were not issued until March 1913, when Taka-
hashi Korekiyo was Wnance minister.

Katsura himself gained nothing from what turned out to be his Wnal polit-
ical effort, as the opposition parties organized a “movement to protect con-
stitutional government,” led by Ozaki Yukio and Inukai Tsuyoshi. Crowds of
thousands demonstrated outside the Diet, where the opposition politicians
were greeted as heroes. Katsura prorogued the Diet three times. In the cli-
max of the movement, on February 10, 1913, tens of thousands of people
surrounded the Diet and fought with police, and on February 11 Katsura
resigned. A new Seiyukai-backed cabinet was formed on February 20.38

Katsura Taro had built his political career as a master of the old clique
politics and was not liberal by anyone’s deWnition. But despite its illiberal
origins, the Doshikai was the source of what came to be known as Japan’s lib-
eral party. In essence, Katsura’s party was an anti-Seiyukai, uniting a broad
spectrum of politicians antagonistic to Hara and his party. One main stream
that fed into the party was the conservative, pro-government Chuo Club.
Another was the Kokuminto (National Party), which carried on the pro-
gressive political party tradition associated with Okuma Shigenobu, the old
champion of British-style parliamentary government. Like Okuma’s previ-
ous parties, the Doshikai attracted a variety of business and liberal support-
ers and had a more urban orientation than the landlord-backed Seiyukai.

Not least, the Doshikai had a strongly bureaucratic flavor, with former
ofWcials from the Finance and Home ministries being especially prominent
in the party leadership. Kato Takaaki joined Katsura’s party, bringing with
him a close connection to the Mitsubishi zaibatsu, which also had long-
standing close ties to Okuma Shigenobu and his party. Goto Shinpei also
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joined. The most prominent former MOF ofWcials were Wakatsuki Reijiro
and Hamaguchi Osachi, who between them deWned the new party’s line in
economics as one of orthodox, MOF-style retrenchment. When Katsura
died in October 1913, Kato Takaaki assumed the party presidency. Goto
Shinpei and others split from the party at this point, and Kato reorganized
it as the Kenseikai in October 1916.39

Thus, from 1913 two elite-based conservative parties alternated in power,
and the tension between the positive and negative policies became a matter
of partisan dispute.

The Rules of the Game

In the short run, it was the Seiyukai who gained by the Taisho political
change, as the party rode the wave of popular discontent to gain more gov-
ernmental authority than ever. Saionji declined to serve again as prime min-
ister and instead backed Admiral Yamamoto Gonnohyoe (Yamamoto
Gonbei, 1852–1933) of the Satsuma faction. Seiyukai party boss Hara
Takashi was again home minister. Hara himself called the Yamamoto cabi-
net the “third Saionji cabinet”40—which was almost to say, a Hara cabinet.
Having discovered his like-mindedness with Hara concerning the positive
policy, Takahashi Korekiyo resigned as governor of the Bank of Japan to
become Wnance minister. He also joined the Seiyukai. In age Takahashi was
Hara’s senior by two years, but henceforth he followed Hara’s lead in party
politics.

It would also be little exaggeration to say that from this point forward
Takahashi’s policy was the Seiyukai party line in economics. Takahashi him-
self served as Wnance minister in every subsequent cabinet ever formed by
the Seiyukai, in 1918, 1921, 1927, and 1931. When Hara was assassinated
in 1921, it was Takahashi who succeeded him as Seiyukai party president
and prime minister. Yamamoto Tatsuo, who as Wnance minister had stood in
the way of Hara’s positive policy, himself joined the Seiyukai in 1913 and
entered the new cabinet as minister of agriculture and commerce. Mishima
Yataro, who also came down on the side of Wscal restraint, succeeded Taka-
hashi as Bank of Japan governor. At this point, Takahashi still remained
unable to implement the positive policy. His Wrst step as Wnance minister
was to implement the Wscal year (FY) 1913 retrenchment budget already
put together by the Katsura cabinet, and he carried retrenchment a step
further by implementing further cuts in the working budget via adminis-
trative retrenchment. He also reduced the income tax.41

Takahashi also made ambitious plans for raising overseas bonds. Foreign
capital was “extremely necessary” for capital-poor Japan, he thought, and
borrowing was acceptable if it were for productive enterprises that would
pay for themselves over time. He optimistically reckoned that his proposed
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projects would increase national productive power and solve the chronic
trade gap by 1920. This strategy of debt-leveraged development was sur-
rounded with risks, but given the understood necessity of competing in the
imperial Wnancial game, the options seemed limited. A few months earlier
Takahashi had informed senior statesman Inoue Kaoru of his fears con-
cerning the foreign-currency Russo-Japanese War bonds coming due in
1925. He reminded Inoue that Japan’s leasehold on the Kwantung Territory
would expire in 1923, and that in 1924 China would gain the right to pur-
chase the Mukden-Andong railroad that connected Japan’s Manchurian
and Korean rail networks. If Japan failed to reWnance the bonds coming due
in 1925, it would be extremely pressed Wnancially, allowing the Western
powers to move in to lend money to China and buy out Japan’s rights in
Manchuria. If that happened, “all of East Asia would inevitably come under
the superintendence of the [Western] Powers, and it would fall into the
same situation as Eastern Europe and the various countries surrounding
Turkey.” Thus, Takahashi thought Japan must borrow now to expand the
economy, expecting that future increases in exports would solve the prob-
lem of redeeming the war loan.42

There was further monetary tightening in 1913, but Takahashi pre-
vented BOJ governor Mishima from raising interest rates. In drawing up the
1914 budget, Takahashi continued the retrenchment policy but also planned
a big overseas issue of railroad bonds, to include ¥10 million for Korean rail
development. Matsukata Masayoshi, Yamamoto Tatsuo, and Mishima Yataro
opposed the plan because it would mean a large increase in the BOJ note
issue, but with Hara’s backing, Takahashi got the proposal approved by the
cabinet in late 1913. But in the end, the positive rail policy again failed to
materialize, as the Yamamoto Gonnohyoe cabinet left ofWce much as the
Katsura cabinet had.43 In January 1914, while the Diet was in session, the
newspapers published stories of bribes paid by the Siemens and Vickers
companies to secure Japanese naval contracts. The opposition united in
attacking the cabinet. Again, great crowds of protesters surrounded the Diet
and the government called out the troops. The House of Peers joined in the
attack on the cabinet, which was forced to resign in late March 1914, before
having passed Takahashi’s budget.

There followed a fundamental shift in policy. The next cabinet was
formed by Okuma Shigenobu and backed by the Doshikai. Doshikai party
president Kato Takaaki was foreign minister and acted as vice premier for
the seventy-six-year-old Okuma. Inukai Tsuyoshi, president of the remnant
Kokuminto, called it simply a “Kato cabinet.”44 Wakatsuki Reijiro was again
minister of Wnance, and Hamaguchi Osachi was his vice minister.

Since the Russo-Japanese War, the government had borrowed abroad to
tide the country over the worsening specie crisis, but now Wakatsuki and
Hamaguchi implemented a doubly negative policy of cutting both govern-
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ment spending and foreign borrowing.45 The Bank of Japan’s Fukai Eigo put
the problem succinctly: Japan’s policy of foreign borrowing had reached a
state of “deadlock” (gaisai seisaku no ikizumari). In fact, the shortage of foreign
exchange had reached the point that the government had to pull money from
the Bank of Japan note reserve in order to pay its foreign debts.46 Finance
Minister Wakatsuki reasoned that to continue to Wll the specie reserve via for-
eign loans would cause currency expansion leading to inflation, a greater
trade deWcit, and a new outflow of gold. He therefore halted Takahashi’s rail
bond deal that was already in the works and announced that the specie prob-
lem would be dealt with in the orthodox Bank of England manner, by raising
interest rates. In July 1914 the Bank of Japan tightened credit and raised inter-
est rates to the highest levels since 1908–09. The specie reserve would no
longer be “artiWcially adjusted” but rather would reflect the “actual economic
situation” of the international balance of payments.47 That is, Japan would
now follow gold-standard rules and adjust via deflation.

Foreshadowing his later analysis of the 1920s, Yokohama Specie Bank
president Inoue Junnosuke gave the following accounting: Japan was run-
ning annual trade deWcits of some ¥40 million per year and was borrowing
abroad to cover them. But borrowing abroad also promoted imports and
thus increased the trade deWcit further. Japan’s accumulated foreign debt
approached ¥1.8 billion, and the annual interest payments alone were ¥80
million. Following normal gold-standard logic, foreign payments would be
paid out of the Bank of Japan’s gold holdings, forcing the BOJ to contract
the note issue correspondingly. The resulting scarcity of money would force
up interest rates, which would cause business difWculties and shutdowns,
which would reduce imports. For example, “if [cotton-spinning] companies
were to shut down, people importing spinning machinery and so on would
disappear”—that is, adjustment via depression. But “since the Russo-Japanese
War, Japan’s Wnance has departed from normal Wnancial principles and
gone off the right track,” as overseas borrowing had allowed the currency to
increase despite the trade gap. When war broke out in Europe, as Inoue
later recalled, there was a real danger that Japan would default on its exter-
nal debt.48

Despite the new turn to the negative policy, plans were still afoot for rais-
ing further overseas bond issues. Shoda Kazue (1869–1961) was a career
Ministry of Finance ofWcial who had graduated from Tokyo Imperial Uni-
versity and joined the ministry in the same year as Hamaguchi. By 1912 he
had risen to the post of vice minister. Party influence had extended to the
point that vice-ministerial-level ofWcials were joining the governing party,
and Finance Minister Takahashi had several times asked Shoda to join the
Seiyukai. When the Okuma-Kato cabinet took ofWce in April 1914, Shoda
was pressed to join the Doshikai. He chose to resign instead, and Hama-
guchi Osachi became vice minister of Wnance. In the summer of 1914,
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accompanied by Tsushima Juichi, who had graduated from Tokyo Imperial
University and joined the Ministry of Finance in 1912, Shoda took on a new
task for the government, sailing to the German concession of Jiaozhou
(Qingdao) and thence traveling on to Europe by rail. Their mission, again,
was to investigate a foreign loan to build up Japan’s critically depleted gold
holdings. While on the Trans-Siberian Railway, they heard the news of the
assassination of the Austrian archduke.49 No more long-term borrowing was
possible, and in late 1914 Japan’s economy slid into the sharpest price defla-
tion since the Matsukata deflation of the early 1880s.
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“Divine Providence,” 
1914–1918

91

Between 1904 and 1913 the Japanese government Wnanced the building of
a continental empire with more than ¥1 billion in borrowed British and
American funds. During the same period, Japan’s national balance of pay-
ments ran a deWcit that totaled some ¥850 million. If viewed as a national
enterprise, Japan invested heavily in two lines of expansion, overseas empire
and militarily oriented heavy industry, neither of which brought a net
return in terms of foreign-exchange earnings.1 Gold was paid out to foreign
countries to fund this expansion, while proWts gotten within the new Japa-
nese empire came mostly in the form of yen. This gold gap was Wlled by
more foreign borrowing. By 1914 total foreign debt came to more than one-
fourth of national income,2 and as European lenders became reluctant to
extend further loans to Japan, there was talk of an impending Wnancial cri-
sis. The external imbalance forced domestic monetary constraint. Recession
followed, intensiWed after April 1914 by the Okuma cabinet’s “negative”
Wnancial policy.

The opening of the European war in August 1914 was a great economic
shock, disrupting trade and deepening the recession. Prices rose immedi-
ately for goods produced by the belligerent powers. A few Japanese indus-
tries also beneWted immediately. Beet sugar, for example, mostly produced
in Central and Eastern Europe, disappeared from the world market, send-
ing cane sugar prices soaring and proWting Taiwan sugar producers—above
all the giant Suzuki sugar interests and their bankers, the semigovernmen-
tal Bank of Taiwan. But the war’s Wrst effects on most branches of industry
were negative, as European sources of supply were cut off and prices were
hiked up for key industrial inputs including metals, machinery, chemicals,
and dyes. The suspension of gold exports by the belligerents froze Japanese
gold holdings abroad and throttled trade Wnancing. “Throughout the
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world, Wnance and economy moved around the pivot of London, and when
the machinery in London stopped, even in Japan things became dark,” as
Inoue Junnosuke recalled. As Inoue labored at the Yokohama Specie Bank
to make the international Wnancial ends meet, it seemed to him as if there
was not a ray of light for weeks.3 The result of these circumstances was that
the wholesale price index actually fell in the latter half of 1914 and the Wrst
half of 1915.

Despite the economic gloom, it was also immediately perceived that
Europe’s war provided a historic opportunity for Japanese expansion—
“divine providence” (ten’yu), in the famous phrase of elder statesman Inoue
Kaoru.4 Not only was a way opened out of the Wnancial deadlock, but for the
Wrst time in its history, Japan emerged as a Wnancial power, and embarked
directly on a program of Wnancial imperialism in China.

Japan’s Opportunity

After 1925 the Wnancial and diplomatic policies espoused by the two major
political parties came to be aligned along a common “positive-negative”
axis: the Seiyukai advocated a nationalist and expansionist “positive” policy
in both economics and in its policy toward China, while the Kenseikai-
Minseito followed the so-called “negative” policy of Wscal retrenchment, mil-
itary restraint, and international conciliation. In the Doshikai-backed cabi-
net of Okuma Shigenobu, in contrast, a negative policy of Wscal restraint was
joined with an aggressive positive policy toward China, directed by Foreign
Minister Kato Takaaki.

The aggressive China policy of the liberal, gentlemanly, and pro-British
Kato has sometimes been difWcult for liberal historians to explain. The
apparent inconsistency arises when one loses sight of the fact that Japan’s
British alliance historically enabled rather than restrained Japanese expan-
sion. It was for this reason that the U.S. government later insisted on its ter-
mination. The Okuma-Kato foreign policy took the strengthening of the
British alliance as its Wrst point. Receiving the British request for aid on the
afternoon of August 7, Kato had by the end of the evening convened the
cabinet and moved to commit Japan to war against Germany, without both-
ering to consult the senior statesmen until after the fact. Public and politi-
cal opinion was divided over the Anglo-Japanese alliance, and Kato’s peremp-
tory action may have been meant to preempt pro-German moves backed by
members of Yamagata Aritomo’s Choshu clique.5 Japan’s intention was con-
veyed to the German minister on August 15, and war was formally declared
eight days later.

Like the Russo-Japanese War ten years earlier, the German-Japanese War
(Nichi-Doku senso, as it was often called in Japan) was fought primarily in
China for control of Chinese territory. Unlike the war with Russia, it cost
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Japan relatively little. Three hundred Japanese soldiers and sailors lost their
lives in the Wghting. Special war expenses for 1914–18 came to ¥226 mil-
lion, a scant 4 percent of total central government spending.6 The military
phase of the war was also brief, essentially concluding on November 7 with
the occupation of the German concession at Qingdao.

The military campaign was directly succeeded by a political campaign for
hegemony in China. On January 18, 1915, again before consulting the
senior statesmen, Foreign Minister Kato had a detailed list of twenty-one
demands presented to the government of Yuan Shikai in Beijing. The story
is historically notorious as an early revelation of Japanese ambitions to
dominate all of China. Starting from the demand that Japan succeed to
German rights in Shandong and extending to the demand that China
accept Japanese advisers in designated central government bureaus and
local police forces, the Twenty-one Demands were in essence a magniWed
version of the policy already practiced on Korea.7 Their full acceptance
would have turned China into a de facto Japanese protectorate.

The Wnancial aspects of the demands also laid bare the Japanese govern-
ment’s understanding of the real meaning of international lending and
concession hunting in China. The third set of demands, which appear to
have derived from Inoue Kaoru’s initiative, called for Japan to assume joint
control of the Hanyeping Company, which had fallen deeply into debt to
Japanese lenders since the Wrst loan of 1904.8 Other demands required
China to recognize Japan’s priority or veto rights in regard to any projects
for rail construction and foreign lending in Shandong, Manchuria, and
Fujian, and called on the Chinese government to engage Japanese Wnancial,
as well as military and political, advisers. The implied principle was that the
extension of credit meant the extension of control.

The Twenty-one Demands were negotiated on the Chinese side by the
Japanese-educated vice minister of foreign affairs Cao Rulin (Ts’ao Ju-lin,
1876–1966), who subsequently directed the Beijing government’s Wnancial
policies while assembling one of China’s greatest personal fortunes. Four
years later Cao would also become the Wrst object of attack by the students
who protested their government’s giveaways to Japan at the Tiananmen
Gate, on May 4, 1919. In May 1915 Cao agreed to a subset of Kato’s demands,
including the extension of the Kwantung leasehold to 1997 (the same year
to which Britain’s leasehold on the Hong Kong New Territories had been
extended), the extension of the South Manchurian Railway lease to 2002,
and the extension of the Andong-Mukden railway lease to 2007. Most of
Japan’s other economic demands were also agreed to. Journalist Ishibashi
Tanzan warned that the Japanese policy would generate Chinese enmity and
become a “root of evil” for the next hundred years.9 An early, unintended
economic consequence of the demands was to provoke a vigorous anti-
Japanese trade boycott.
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Kato’s aggressive China policy thus moved along substantially the same
lines favored by the militaristic clique led by Yamagata Aritomo, but Kato’s
unilateral conduct infuriated Yamagata and the other senior statesmen, who
forced Kato from ofWce in July 1915. Kato, who had seen himself as the next
prime minister, was thereafter shut out of government for the next nine
years.10

While Foreign Minister Kato pushed a “positive” foreign policy, Finance
Minister Wakatsuki and his vice minister Hamaguchi Osachi implemented
the “negative” policy of gaining external economic balance through Wscal
and monetary restraint, and they did so to the fullest extent yet since the
opening of the long post–Russo-Japanese War retrenchment drive in 1907.
Wakatsuki had begun in the spring of 1914 by implementing the retrench-
ment budget put together by Takahashi Korekiyo in 1913. But Takahashi
had joined budgetary retrenchment with ambitious plans for raising large
foreign loans in order to fund Hara Takashi’s railroad and infrastructure
projects. Wakatsuki abruptly stopped these loan initiatives, initiating a “dou-
bly negative” policy of cutting both government spending and the raising of
foreign bonds.11 The 1915 budget continued the retrenchment process,
and although the Seiyukai and Kokuminto joined forces to defeat the bud-
get in the Diet, the government effected retrenchment anyway in its work-
ing budget.

In September 1916 the Doshikai was re-formed as the Kenseikai (Consti-
tutional Government Society), with Kato Takaaki as president. Wakatsuki
Reijiro was vice president. The Okuma cabinet resigned in October 1916,
when Okuma gave up his effort to pass the premiership to Kato and yielded
his ofWce to the Choshu general Terauchi Masatake, governor general of
Korea and the leading member of the Yamagata clique. Shoda Kazue, who
had been governor of the Bank of Chosen since November 1915, became
Wnance minister. Goto Shinpei became home minister.

At this point a national realization seems suddenly to have dawned that
Japan was in the midst of a spectacular boom. The depression and price
deflation of 1914 had continued into 1915, but by the summer of that year,
war orders to Japanese factories had begun to lift the depression. In the
middle of November 1916, just after the Terauchi cabinet took ofWce, news-
papers one after another began to report stories of the boom.12 European
war demand combined with the withdrawal of European competition from
Asian and other markets to create huge export opportunities, which Japa-
nese manufacturers rushed to Wll. For the Wrst time, Japan sold volumes of
manufactured goods to Europe as well as to new markets in Asia, Africa, and
South America, all of which prospered as a result of Europe’s war. This
surge of Japanese exports to “third world” markets, which subsequently
receded in the 1920s, foreshadowed the later export boom of the 1930s.
The United States enjoyed its own war boom, and the American market
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absorbed more Japanese exports than ever. So did the Chinese market,
which was further buoyed by the wartime appreciation of silver. In the Japa-
nese home market, domestic manufacturers of metals, machinery, and
chemicals now supplied many of the high-technology goods formerly
imported from Europe.

By whichever index of trade or industrial production, the results were
astounding. Between 1914 and 1918 total manufacturing output increased
by 54 percent in inflation-adjusted terms. The heavy and chemical indus-
tries grew by much more, with especially great increases in steel production
and shipbuilding. Exports increased by three times in money terms and by
47 percent in volume. Equally important from the standpoint of Japan’s bal-
ance of payments was the great expansion of Japanese shipping. The ton-
nage of ships built in 1919 was more than ten times that built in 1914, and
the capacity of Japan’s merchant fleet grew by 80 percent over the period.
The last year of the war, 1918, was the peak year in foreign receipts, with
more than half of the net proceeds coming from “invisible” receipts, mostly
proWts from shipping and shipping insurance.13 Industrial proWts were
extremely high, and dividend levels surpassed 100 percent in many indus-
tries. Inoue Junnosuke summed up the process succinctly: “enlargement,
expansion, increase, and advance” (zodai, kakucho, zoka, zoshin).14

The boom in exports and shipping and the progress of import substitu-
tion converted Japan’s payments deWcit into a great surplus, making Japan
a creditor nation for the Wrst time. Payments surpluses totaled ¥2.4 billion
over the years 1916, 1917, and 1918. After net outflows in every year since
1910, gold poured into the country: ¥77 million in 1916 and ¥236 million
in 1917. The inflow of gold combined with a great increase in Bank of Japan
lending for trade Wnancing to increase the volume of both currency and
bank deposits by some four times between 1914 and the end of 1919. Prices
increased only slightly more slowly.15

Rapid social changes followed, with the conspicuous growth of the indus-
trial working class on the one hand and the rise of nouveaux riches, or
narikin, on the other. The latter term comes from Japanese chess and means
a pawn turned into a much more powerful “kin,” or gold piece. Tales of
narikin extravagance were sensationally reported in the press and became
the object of the near-Confucianistic opprobrium of government ofWcials,
many of whom saw the feverish expansion of the war years as unnatural and
destabilizing. Extravagance seemed to extend to the fast-growing salaried
class as a whole; as Inoue Junnosuke later lectured an audience of middle-
class housewives, it was “an age that produced a lot of so-called narikin, an
age when all of you lived extremely luxuriously, an age when the prices of
everything rose greatly, an age when everywhere Japan was full of an atmos-
phere of pleasure-seeking.”16 To the formulators of the negative policy, the
boom later appeared to have given rise to a consumption bubble that never
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deflated, and the “luxury” and “looseness” of the times appeared as the
great source of Japan’s economic problems of the 1920s.

The Global Financial Shift

“Narikin” powers were also rising in the international arena, and if Europe’s
bloodbath was providential for Japanese business, it was even more so for
American business. In October 1917 the results seemed clear to Inoue
Junnosuke: “America is becoming England’s successor, which is to say, New
York is becoming the central market of world Wnance.”17

In later scholarly analyses, most influentially in that of Charles Kindle-
berger, this global shift has been adduced to explain the magnitude of the
global depression that followed in the 1930s. In Kindleberger’s conception,
international hegemony (or “responsibility”) is something carried out by a
single country and consists of (1) maintaining an open market for imports,
(2) policing the world economic system by coordinating international
exchange rates and macroeconomic policies, and (3) acting as the world
banker to provide stable, long-term lending and serve as a lender of last
resort. Given such a framework, the market mechanism will sort out dislo-
cations that arise in the system. Kindleberger’s formula is an idealized pic-
ture of the hegemonic role of the United States after World War II and of
Britain in the era before World War I. And while Britain did not actively
“police” the world economic system, the operation of the international gold
standard was thought to do much the same thing. Accordingly, the era
between the world wars appears as a hegemonic interregnum, and “British
inability and U.S. unwillingness” was the root cause of the severity of the
great interwar depression.18 The story that follows will present numerous
points of contact with Kindleberger’s thesis.

In less abstract terms, the question of the loss of Britain’s primacy in global
Wnance was much discussed at the time, with some saying that it was a tem-
porary wartime phenomenon and others that it was the dawn of a new
American age. Thomas Lamont was typically diplomatic and evenhanded,
saying that only time would tell. This debate was noticed and reported in
Japan.19 For Japan, Britain’s new Wnancial inability presented both
difWculties and opportunities, though initially more of the former.

London had been the central marketplace both for Japan’s long-term
borrowing and for its international trade Wnance. As of 1914, out of forty
overseas bond issues, thirty-two were raised wholly or partially in London.
Eleven issues were wholly or partially raised in Paris (many jointly with
London). New York came in third, involved with six issues (including the
great Russo-Japanese War loans); these were all sterling loans issued jointly
in London.20 Thereafter, owing largely to conflicts over who would manage
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Manchurian development, the New York capital markets had been closed to
Japanese borrowing.

Most of Japan’s foreign trade accounts were also reckoned in sterling and
settled in London, whether it was the export of Japanese raw silk to America,
the import of raw cotton from India, or the export of cotton yarn and vari-
ous consumer manufactures to China.21 (The Japan-China trade was subject
to the fluctuating price of silver, but the price of silver itself was set in the
London markets, as was the price of virtually every other globally traded
commodity.) In settling their trade accounts through banks in London,
Japanese merchants (acting chiefly through the agency of the Yokohama
Specie Bank) were only doing what the traders of other countries did. It was
undoubtedly advantageous to world commerce to have a central place
where transactions between any two countries could conveniently be settled.
It was also highly advantageous to the place of London as the world’s money
market and to the place of sterling as a global money to have a great per-
centage of the world’s trading capital parked at any given time in the
London markets. According to one estimate, half of the sterling bills in
London were for the Wnancing of interforeign trade, that is, trade in which
Britain itself was not a party.22

New York, not to mention Tokyo, still lacked the facilities to take on such
a mediating role.23 In particular, neither New York nor Tokyo had a devel-
oped market for rediscounting trade bills. As the Wrst governor of the newly
established Federal Reserve Bank of New York, Benjamin Strong strove to
build a powerful central bank on the model of the Bank of England, to turn
the U.S. dollar into an international currency on the model of sterling, and
to make New York City into a world Wnancial center rivaling London. In line
with his plans, Strong worked to build a market for discounting commercial
bills in New York. In this as in other respects, Inoue Junnosuke later strove
to follow Strong’s lead.24

With the opening of the war in August 1914, Britain alone among the
European combatants had the Wnancial strength to maintain gold convert-
ibility. Britain employed its Wnancial might to extend war loans to its allies,
and the British government assumed the power of approving or denying all
foreign loans issued in London. Remarkably, as late as February 1915,
when Japan’s international Wnances were still extremely constrained, London
banks issued a short-term loan to roll over Japanese National Railroad bills
that were coming due. As the war ground on, however, London became
unable to carry out its functions as an international Wnancial center.25

Informally, the British government embargoed the export of specie, trap-
ping Japan’s large overseas specie reserves overseas. The practice of issuing
Bank of Japan notes against the overseas specie reserve had hitherto been
done quietly. It now became the subject of increasing controversy and criti-
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cism in the Diet, and the practice was compared to that of the legendary
“Ninben” katsuo-don (bonito and rice bowl) shop, which had issued its own
bills on the security of its reserves of Wsh swimming in the sea.26

The New York gold market did remain open, and from Japan’s viewpoint,
as YSB president Inoue Junnosuke explained, New York now became the
safest and most convenient place to deposit gold and settle trade accounts.27

After December 1916 London’s intermediate role broke down altogether.
Thus, for the Wrst time, dollar and yen bills of exchange were used to Wnance
the U.S.-Japan trade. But there remained serious limits to U.S. Wnancial capa-
bilities. The U.S. dollar did not function as an international currency outside
of a relatively small sphere of influence in the Caribbean and the Philippines.
Nor could New York handle Japan’s vital trade with India, which had to be
settled by the more awkward expedient of direct gold shipments. Thus, gold
flowed from America to Japan and from Japan to India.

At the same time that New York began to function as a center for settling
international trade accounts, the United States also, suddenly, became the
world’s greatest creditor nation—a status subsequently maintained for
some seventy years, until Japan itself became the world’s greatest creditor,
during the Wnal phase of the Cold War in the 1980s. America’s wartime
trade surpluses ballooned from some $470 million in 1914 to more than
$3 billion (¥6 billion) per year in 1916, 1917, and 1918, dwarWng the very
large surpluses of Japan. To Wnance their purchases of American goods,
Europeans sold their American bonds back to Americans and took out new,
American loans. J. P. Morgan and Company took on “the burden of leader-
ship,” as Thomas Lamont put it, in this historic operation, handling $3 bil-
lion in wartime purchases and issuing some $1.5 billion in war credits for
Britain and France.28 With America’s declaration of war in April 1917,
Morgan and Company also took a leading role in Wnancing the U.S. war
effort. Japanese fears also grew over the potential advance of American eco-
nomic power into East Asia.

Yen Diplomacy

Japan too emerged as an international creditor for the Wrst time. In Novem-
ber 1915 the Banque Franco-Japonaise (Nichi-Futsu Ginko) arranged a Wrst
yen loan to France. In February 1916 the Yokohama Specie Bank, acting on
government orders, took the lead in forming a syndicate of Japanese banks
to raise a bond issue of ¥50 million for the Russian government, to Wnance
goods purchased in Japan. However, only ¥2.5 million of the Russian bonds
were taken up in public subscriptions, and the issuing banks themselves had
to take up most of the issue. These were the Wrst Japanese loans to Western
countries.29 Additional bond issues for the European allies followed, all con-
ducted under government direction by the syndicate led by the Yokohama
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Specie Bank. Another ¥70 million was lent to Russia in August 1916,
¥100 million to Britain in November, and ¥50 million to France in June
1917. That Japan was lending money—in yen—to Britain and France so
that they could buy Japanese goods was a remarkable turnaround, and it
registered as a kind of positive shock to business sentiment.30

Loans to China also began to flow in volume. Between April and July of
1916 Inoue Junnosuke made another tour of China, again visiting the
Specie Bank’s ofWces in Manchuria as well as the new YSB agency in the for-
mer German concession of Qingdao. In June the Specie Bank and the Tozai
Bank floated a ¥5 million railroad loan for the Chinese government. The
Chinese government bond issue was almost entirely taken up in the public
offering and was followed by additional direct lending by the Specie Bank
to the Chinese government. Prime Minister Terauchi publicly criticized the
luxurious trend of the times, but the Japanese state itself was also a kind of
narikin, and with national Wnances floating on “the flood of gold,” his cabi-
net after October 1916 adopted a new policy toward lending to China that
could be called the “yen diplomacy.”31

As we have seen, Japan’s gold standard operated substantially as a
sterling-based gold-exchange standard after the Russo-Japanese War. This
arrangement was inarguably convenient; nor was it externally imposed, as
were the outright gold-exchange standards operated by India, the Phil-
ippines, and other colonized countries. But Japan’s London-centered
gold-exchange standard was, like Russia’s Paris-centered gold-exchange
standard, an expression of Wnancial weakness and peripherality. At the
same time, the Japanese government also constructed Japan as a monetary
center in its own sphere of influence by imposing new yen-based gold-
exchange standards in Taiwan and Korea. As Japan gained Wnancial
strength during the war boom, a variety of schemes for extending a yen-
based gold-exchange standard to China also took shape.

The versatile Goto Shinpei functioned as vice premier and power broker in
the Terauchi cabinet, serving Wrst as home minister and then as foreign min-
ister. Goto had also become a kind of apostle for the yen bloc. As civil gover-
nor of Taiwan, Goto had been involved in the establishment of the Bank of
Taiwan. As president of the South Manchurian Railway Company—that is, as
virtual civil governor of Japan’s informal empire in South Manchuria—Goto
had developed, against the opposition of Takahashi Korekiyo and the Yoko-
hama Specie Bank, a series of proposals for a special bank with the authority
to issue gold notes, fund Japanese development projects, and assist Japanese
colonists. In 1914 Goto enlarged this idea into a scheme for a special “Bank
of the Orient” to cover all of China.32 On joining General Terauchi’s cabinet
in October 1916, Goto at once began to cook up plans for a new Wnancial ini-
tiative in China, again invoking his slogan of “military preparation in civilian
clothing.” This, according to Goto’s biographer Tsurumi Yusuke, was the
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Terauchi cabinet’s starting point: Goto’s Wrst and greatest concern “was to
break out of the situation of deadlock in China policy which had been the
greatest reason for the Okuma cabinet’s collapse.”33

Goto’s core conception, established as the new cabinet’s unannounced
policy, was to bring China into a Japanese-led “East Asian Economic League”
(To-A Keizai Domei) and to make large loans to China outside the frame-
work of the international consortium.34 The Japanese people had “grown
drunk” on the great wartime surplus, Goto thought. They would suffer a cor-
respondingly great shock when the war ended, the trade gap reappeared,
and specie again began to flow out. Now, before the war was over, was the
time to act: ¥100 million invested now would have the effect of ¥500 million
or ¥1 billion after the war, when Japan would again have to compete with the
“European and American economic invasion policy.” In this way as in others,
Goto also anticipated the worldview of the 1930s: not only was he an original
architect of Japanese Manchuria, but he also perceived the world around
him as one of competing economic blocs. Goto’s idea of a marriage of
Japanese capital and Chinese labor was behind the Nishihara loans to
China.35

While Goto Shinpei played the role of visionary, the actual work of
Wnancial expansionism was directed by a “Korean group” centered around
Prime Minister Terauchi himself and including Finance Minister Shoda
Kazue and businessman Nishihara Kamezo (1873–1954). All were experi-
enced empire builders. Terauchi had overseen Japan’s annexation of Korea
and served a brutal tenure there as governor general from 1910 to 1916.
Shoda, after retiring as vice minister of Wnance in 1914, had agreed to
become the second governor of the Bank of Chosen in November 1915, at
the combined urging of Governor General Terauchi, Sakatani Yoshio, and
Terauchi’s friend and conWdante Nishihara Kamezo. Nishihara told Shoda,
“The mission of the Bank of Chosen is not merely to be the central bank of
Korea; it is the fountainhead of Korean industrial development, and it must
be the central axis for our economic advance into Manchuria and China.”36

This was a mission that Shoda pursued aggressively. The Bank of Chosen’s
mission also built on prior work by Nishihara, who had Wrst gone to Korea
as a patriotic activist at the opening of the Russo-Japanese War. He remained
for the next twelve years and had his hands in a variety of enterprises. His
Kyoekisha (Mutual BeneWt Society), begun as a kind of trading cooperative,
established trading ofWces in Manchuria that also served as exchange ofWces
for Bank of Chosen notes and helped to spread their use there.37

In July 1916, even before Terauchi formed his cabinet, Nishihara was
proposing to him a plan to lend money to the Chinese government and
introduce a yen-based gold-exchange standard there. Two days after the for-
mation of the cabinet in October, he was suggesting the “economic territo-
rialization” of Manchuria and Mongolia.38 Nishihara subsequently became
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Prime Minister Terauchi’s personal representative in China, where he lib-
erally dispensed yen loans to the Chinese government.

The Terauchi-Shoda-Nishihara policy in China was also directed against
the previous control of policy by the Foreign Ministry, where Kato Takaaki’s
younger brother-in-law, Shidehara Kijuro, was now vice minister, and the
Yokohama Specie Bank, where Inoue Junnosuke was president. Up to this
point the Specie Bank had handled some ¥100 million in loans to China,
about 60 percent of Japan’s total lending to China (or 80 percent, if the
¥49 million Japanese government loan for the Boxer Rebellion indemnity
is not counted). But the Specie Bank was a party to the Four-Country Con-
sortium (now, with the removal of Germany as a partner, an Allied body),
and consortium membership limited the bank’s freedom of action. During
the Terauchi cabinet the Specie Bank made only one major loan to China.39

To bypass the Specie Bank and the Allied consortium, Finance Minister
Shoda in December 1916 secretly directed three semigovernmental banks,
the Industrial Bank of Japan, Bank of Taiwan, and Bank of Chosen, to form
a group to make “economic” (that is, nonconsortium) loans to China.40 The
so-called Nishihara loans formed the greater part of the bond issues they sub-
sequently organized. Of at least ¥277 million lent in the years 1916–1918,
more than half was arranged by Nishihara, who between January 1917 and
September 1918 funneled eight loans totaling ¥145 million to the Beijing
government, all outside regular Foreign Ministry and Yokohama Specie
Bank channels. Nishihara’s key contact was Cao Rulin, now communications
minister, who secretly recognized Japan’s succession to German railroad
rights in Shandong as a condition for the loans. From the beginning, Nishi-
hara’s loan projects were connected to a scheme for establishing a yen-based
gold-exchange standard for China. The Terauchi cabinet’s tenure also rep-
resented the high point of Japanese lending to China. Lending fell back
drastically after the end of the European war, and a smaller surge of lending
in 1921–24 was primarily to reWnance previous debt.41

Inoue Junnosuke disliked the Terauchi cabinet’s policy of unregulated
political lending, but as YSB president, his Wrst responsibility was to keep
trade Wnance flowing during the abnormal wartime conditions. At the time,
the Specie Bank handled almost all of Japan’s foreign-exchange business.
Inoue showed great technical skill in the task, and his reputation rose to the
point that he was being written of in the popular press as a future governor
of the Bank of Japan.42 Trade Wnance also became the main channel for the
inflationary increase in the Bank of Japan note issue.

Anticipating the Postwar Depression

Even as the wartime boom unfolded, Inoue was pessimistic about its dura-
bility. In a speech given in July 1917, Inoue tried to anticipate what eco-
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nomic changes the war would bring. He stressed in particular the inevitabil-
ity of a postwar economic reaction. While avoiding the word depression (fukyo
and others) in describing this coming reaction, Inoue anticipated up to Wve
years of “extreme Wnancial stringency” after the war. Such a reaction was the
general rule after wars and had been the case after the Franco-Prussian War,
the Boer War, and the Russo-Japanese War.43

Like virtually all modern wars, the European war had been Wnanced by
debt, and Inoue perceived that this would have important postwar conse-
quences. The world’s war debts in the form of (mostly domestic) government
bonds currently added up to nearly ¥120 billion (or roughly US$60 billion),
he estimated—a phenomenal amount to have run up in only three years.
All countries had multiplied their domestic money supplies: Britain, France,
and Germany by six times, Italy by two times, and Russia by twelve times. In
Japan the volume of currency had nearly doubled. If the victors demanded
a large indemnity from Germany, world debt loads would increase still
further. Inoue thus foresaw a debt-burdened postwar world where scarce
capital and high interest rates would put great pressure on business. The
reconversion of factories to civilian production would also demand large
amounts of capital. At the same time, the expanded wartime circulation of
currency would naturally be curtailed after the war, bringing price deflation.

Inoue also viewed Japan’s need to borrow from Europe as a continuing
structural feature. Before the war, he explained, interest rates had been very
high in Japan—domestic funds were insufWcient, and Japanese business
borrowed a great amount from England. These debts were repaid during
the war, but if conditions reverted to the prewar situation, Japan would
again have to borrow from Europe, and it would take great volumes of bor-
rowed funds to maintain Japan’s newly expanded industry. The wartime
growth of industry also appeared to Inoue as a strictly temporary gain. Once
the war ended, there would be an economic struggle with foreign coun-
tries—for this reason too, a postwar reaction must be expected. Because
industry had expanded more in the United States and Japan than anywhere
else, Inoue reasoned that in trying to maintain these new production levels,
Japan, like the United States, would likely suffer worse Wnancial pressure
than Europe.

The way out of such a postwar impasse, Inoue suggested, was for Japan to
export capital while the war boom lasted, investing especially in foreign
bonds. In this he differed with those who argued that Japan’s new funds
should be used at home for industrial development rather than being
invested overseas. American Wnanciers faced the same problem, and so
Inoue proposed to follow their example. First, Japan could make direct for-
eign investments, as the United States had done in South America and
China. However, it was impossible productively to make extremely large
direct foreign investments overnight, so it was more practical to buy foreign
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bonds and then sell them after the war, when the money was needed. The
United States, having done this, would be able to call in its debts from for-
eign countries when it faced its own postwar Wnancial stringency. If Japan,
like America, could call in the money lent abroad, then even amidst global
economic weakness, Japan alone would be able to enjoy easy Wnance and
continue to expand its industry.44 Inoue did not grasp the fundamental con-
tradiction presented by this “American” solution when it came to the
sources of global demand: if America were to call in its credits to Europe, it
would choke European demand and come at the expense of American
exports to Europe.

Under the Terauchi cabinet, private banks and the Ministry of Finance’s
Deposit Bureau did extend more than ¥600 million to Japan’s European
allies, primarily by purchasing Allied government bonds. All but £10 million
of this lending was done in yen. It offered the twin advantages of helping to
Wnance Japanese exports and helping to limit the increase of the Japanese
money supply and thus curb domestic inflation.45 However, like most of the
roughly ¥300 million in loans to China, the ¥222 million lent to the impe-
rial Russian government was never repaid. As of June 1918 Japan’s total
overseas investments stood at ¥1.58 billion (about US$800 million)—a
great amount of money in Japan’s experience, Inoue Junnosuke said, but
slightly less than what Britain had invested abroad in just a single average
year before the war. It was also slightly less than Japan’s ¥1.6 billion in accu-
mulated foreign debt.46

Like Inoue, Sakatani Yoshio anticipated worldwide problems of postwar
adjustment. In November 1917, at a celebration of the twentieth anniver-
sary of Japan’s gold standard, Sakatani presented a wide-ranging set of ideas
about the postwar world order to an audience of Japan’s top political and
business leaders, including almost all of those whose names appear in the
present book.47 The war was being funded by immense paper money issues,
Sakatani told them, and Europe’s postwar problems of currency and debt
disposal would be beyond the power of existing Wnancial institutions.
Sakatani had represented Japan at the Allied Economic Conference in
Paris in June 1916, and one idea raised there, though not taken up for dis-
cussion, was to establish a “world bank” (bankoku ginko). This vision, Saka-
tani said, was in the minds of Western Wnanciers, and Japanese leaders
needed to be aware of it. International Wnancial leaders were now saying
that rather than conducting postwar adjustment country by country, it
would be better to do so as a league (rengo), establishing a world bank for
the task. Connected to this was the idea of creating a world currency.

The internationalist vision Sakatani described would, with intellectual
leadership from John Maynard Keynes, take form in the Bretton Woods insti-
tutions established after World War II. But after World War I, stabilization
programs in all of the larger economies would be Wnanced by existing,
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private Wnancial institutions; and as Sakatani foresaw, the task would ulti-
mately be beyond their power. Although no one anticipated it in 1917, Japan
too would be subject to one of these internationally coordinated programs of
postwar monetary adjustment.

Sakatani’s was one of a series of speeches given to celebrate the success
of Japan’s gold standard by such eminences as Matsukata Masayoshi and
Shibusawa Eiichi. And although the Japanese gold standard seemed to
those assembled to be securely established beyond question, in fact it had
just been suspended. This appeared at the time purely a temporary wartime
expedient, but it would shape Japanese history for the next Wfteen years and
beyond.

The Gold Embargo

The world war generated sudden, large international specie movements
unlike anything seen in Japan since 1859, when the lifting of the Tokugawa
shogunate’s embargo on specie exports had been followed by catastrophic
gold outflows that destroyed Japan’s closed currency system. The European
combatant countries had effectively stopped gold exports in 1914 and
1915. By 1917 the United States and Japan were the only economic powers
that still permitted gold exports; thus everyone else had to get gold from
these two countries. The United States entered the war in April 1917 and
stopped gold exports on September 7, cutting off Japan’s source of gold
supply. Japan’s Ministry of Finance followed suit on September 12, issuing
a ministry order to embargo gold exports, effective immediately.48

The gold embargo effectively dammed up the great gold reserves accu-
mulated in the previous two years. In the years that followed, this wartime
emergency measure, never passed as a law, became virtually a Wxed aspect of
Japan’s political economy that was later very painful to change. Policies rel-
ative to the lifting of the gold embargo became part of the partisan divide
over the “positive” and “negative” policies.

In the government’s public explanation, relations with China were again
placed at the center of Japan’s monetary politics. As Finance Minister Shoda
explained it, from the beginning of 1916 until August 1917 Japan had sent
¥64 million in gold to China; now, that outflow would no longer be bal-
anced by an inflow from the United States. Gold was also flowing out to
India.49 This explanation raises several questions. In its trade with India,
Japan regularly shipped out gold to pay for a large excess of imports, con-
sisting mainly of Indian cotton purchased for Japanese spinning mills. But
with China, Japan had enjoyed a consistent export surplus since the time of
the Sino-Japanese War. Thus, one might expect that China would send
specie to Japan. However, the flow of Japanese capital into China was now
even larger than China’s trade deWcit—in effect, gold was flowing into
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China in the form of Japanese loans and investments or to be traded on the
speculative Shanghai exchange. A decade after the fact, Shoda revealed that
his primary concerns in imposing the gold embargo were “political and
military”:

With the great unease in the whole world due to the chaos of the World War
situation, the Russian Revolution and so on in the background, it was a situa-
tion in which every country was prohibiting the export of gold and so on, and
so the truth is that in order to prepare for future emergencies, our country too acted
decisively to prohibit the export of gold.50

“And especially,” Shoda recalled, “there were those among our country’s
governmental authorities of the time who hoped some day to invest in
China.” Shoda’s explanation was still less than direct. Japan’s leaders of the
time were busy generating emergencies in East Asia. And as for investment,
“some day” had already arrived.

The London of the East

The gold embargo did not slow the Terauchi cabinet’s overseas Wnancial
advance, and “Korean” institutions continued to extend their reach into
Chinese territory. In October 1917 the Oriental Development Company
(ODC) extended its colonization activities from Korea to South Manchuria
by setting up branches in Mukden and Dairen, where it began to supply
long-term industrial and agricultural Wnance to local Japanese enterprises,
in place of the Yokohama Specie Bank.51 In January 1918, by imperial decree,
Bank of Chosen notes replaced Specie Bank notes as the sole legal tender
in the Kwantung Leased Territory and in the South Manchurian Railway
Zone. All YSB gold notes in circulation were to be replaced by Bank of
Chosen gold notes. The Bank of Chosen also took over four YSB branches,
in Andong, Port Arthur, Liaoyang, and Tieling, and by the end of the war
period had thirteen branches in Manchuria and eastern Inner Mongolia.
The Bank of Chosen likewise took over the government treasury business
formerly handled by the Yokohama Specie Bank in Manchuria. In effect,
the Bank of Chosen was now the central bank for Japanese Manchuria.52

Outside the railway zone, the bank’s yen notes functioned as a foreign trad-
ing currency alongside the multifarious local currencies, thus operating
regionally in the way that the British pound had operated internationally.
The Bank of Chosen’s business also grew explosively during the wartime
boom: from 1914 to 1919 the bank’s lending and deposits increased by six-
teen and eighteen times, respectively. The bank’s note issue increased by
more than six times, to a peak of ¥164 million in 1919. By then 30 to 40 per-
cent of the Bank of Chosen’s business was in Manchuria.53

Japanese lending to Russia in 1916 also promoted a Japanese economic
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advance into the Russian sphere of influence in North Manchuria.54 The
Russian government used the Japanese credits to buy ¥64 million worth of
Japanese goods in 1916 and 1917; these goods were shipped via the South
Manchurian Railway through Harbin. After April 1916 the Suzuki Trading
Company and other Japanese companies set up ofWces in Harbin. The Bank
of Chosen opened a Harbin ofWce in July. The February and October revo-
lutions in Russia damaged the credibility of Russian ruble notes, which had
circulated in North Manchuria in the same way that Japanese yen circulated
in South Manchuria, and in 1918 Bank of Chosen notes began to circulate
widely in their place. As Russia’s international trading relations broke down,
Japanese goods began to pile up in Harbin. However, the Russian revolution
also opened the way for Japanese military intervention, which led to a fur-
ther boom for Japanese businesses in North Manchuria after August 1918.

For Inoue Junnosuke, Japan’s new Wnancial power kindled a more inter-
nationalist vision, of Tokyo as the London of the East. “For the Wrst time, we
had created the qualiWcations to leap out into the world,” he later recalled.
That those qualiWcations—¥4 billion in wartime gains—were subsequently
frittered away became a great source of personal regret. But in October
1917, after the Yokohama Specie Bank had taken the leading role in the
new Four-Power Consortium loan to China, Inoue saw Japan’s new position
as a fact: “If I speak from my own point of view, I think that Japan is now
probably the central Wnancial market of the Orient.”55

In fact, wartime lending did mean the beginnings of a market for over-
seas bonds in Japan. In February 1916 the eighteen-bank syndicate led by
the Yokohama Specie Bank had attempted to market over ¥300 million in
foreign government yen bonds. For the most part, the results of the public
subscriptions had been very poor, however, with the issuing banks taking up
the bulk of these issues. Private capital was enlisted more successfully in the
Nishihara loans, in which the Specie Bank did not participate. This too was
an operation initiated by the government; but, attracted by good returns
and the government’s guarantee, private capital followed.56 Thus the state
worked to develop a market, using low-interest Deposit Bureau (postal sav-
ings) funds to prime the pump. At this point, however, the logic of foreign
lending remained primarily political. In fact, some of the ostensibly private
lending in China by Mitsui Bussan and other companies was merely a facade,
with private companies providing covert channels for government policy
loans to the Beijing government for weapons purchases.57

In connection with its efforts to pull in Japanese loans, the Beijing gov-
ernment also revived the idea of a foreign-assisted monetary reform. In
September 1916 the Chinese government had asked the Four-Country
Consortium for a £10 million loan to be secured by the salt tax. Because of
the war, the idea went nowhere, and in March 1917 the Chinese govern-
ment approached the Japanese government directly and asked that it send
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an adviser on monetary reform. The idea now was that a Japanese loan of
£10 million would be used to create an overseas specie reserve to enable the
adoption of a gold-exchange standard once the European war had ended.
In July 1917 Finance Minister Shoda appointed Baron Sakatani Yoshio, now
a great senior Wgure in Japanese Wnance, as China’s adviser on monetary
reform. Accordingly, Cao Rulin, now chancellor of Wnance (zaisei socho) for
the Beijing government, formally invited Sakatani to serve as monetary
adviser.58

Sakatani’s appointment in China was not yet known publicly when he
spoke at the celebration of the twentieth anniversary of Japan’s gold stan-
dard on November 1, 1917, but the question of reforming China’s currency
was at the center of his remarks. The currency question in China was a very
great one, Sakatani said, “and if we ask about the origins of it, it is karmically
connected (innen o nashite) to the [1895 Chinese indemnity of] 230 million
taels; that is, to the fund for the implementation of Japan’s gold standard.”
Now, twenty years after that, China was asking Japan for a currency reform
loan, and Japan was putting its efforts into establishing a gold standard for
China. Here too, Sakatani said, it could be thought that the karmic con-
nections were abundant. In this morning’s newspaper, Sakatani continued,
it was reported that America was “shoving its way in” and insisting that a
Japanese loan fell under the framework of the past multilateral currency
loan negotiations. The opportunity for Japan was an immediate one. The
present situation in which East Asian trade was conducted on a sterling or
dollar basis was very painful (kutsu) to Japan. This problem would continue
if a future international currency were created and the yen merely contin-
ued to function as before. At the moment, power—we might specify,
money-creation power—resided only with London and New York; but if
East Asian trade could be settled in yen, Japan would gain a very advanta-
geous position. Under the present gold embargoes, no one could get gold
from London or New York, and if Japan could seize the chance to develop
the yen’s use as an international currency, it would greatly proWt Japanese
commerce. Even if Wnancial sacriWces were necessary to create this interna-
tional role for the yen, one must think of the interests of the Japanese peo-
ple one hundred or two hundred years in the future, he said. Now was the
time for both government and business to establish great plans and prepare
for the postwar world.59

In late March 1918 Sakatani toured China for two months to investigate
monetary and economic circumstances and then presented a report to
Premier Duan. As Gerard Vissering had done in 1912, Sakatani recom-
mended a gradual transition to a uniWed national monetary system based on
a gold-exchange standard.60 The Beijing government itself appears to have
intended to give Sakatani an ornamental post and a generous salary, using
him to facilitate loans from Japan. Sakatani asked instead for real authority
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to reform the Chinese monetary system, but the other powers protested and
the Chinese government refused.

Sakatani was Wghting not only to establish the yen as an international cur-
rency but also against Nishihara Kamezo’s alternative proposal to immedi-
ately issue gold notes in China. On his return from China in June 1918,
Sakatani moved to kill Nishihara’s gold-note plan, meeting in short order
with Foreign Minister Goto, Finance Minister Shoda, senior statesmen
Yamagata Aritomo and Matsukata Masayoshi, top ofWcials of the Finance
Ministry and Bank of Japan, and Inoue Junnosuke of the Yokohama Specie
Bank. Sakatani thereby placed Shoda, his junior, in a position where Shoda
himself could no longer recommend Nishihara’s plan.61

Despite this setback the Beijing government attempted to go ahead with
a gold-note plan. In August 1918 Finance Chancellor Cao Rulin himself,
arguing that silver-price fluctuations were hurting China’s trade and that
one-third of the Chinese government’s expenditures were gold-denominated
payments on indemnities and foreign loans, proposed to move to a gold stan-
dard. Accordingly, the government authorized the Bank of China and the
Bank of Communications to issue gold notes in preparation for a transition
to a gold-exchange standard based on a gold dollar (yuan) worth virtually the
same amount of gold as the Japanese yen. Cao intended his project to be
funded by Japanese loans arranged by Nishihara and the Bank of Chosen,
with the currency reserve to be held overseas in Japan. The project was
stopped by domestic opposition and by protests from the foreign bank
groups (including the Yokohama Specie Bank), which, backed by their gov-
ernments, insisted that no currency reform in China be undertaken without
their own participation. Moreover, the rising price of silver was now relieving
the burden of China’s external gold payments and reducing the perceived
utility of a gold standard, even had it been capable of realization.62

In December 1918 the Chinese government did appoint Sakatani as
Wnancial adviser but owing mainly to U.S. opposition, nothing came of it.
The effect was rather to motivate the American project of organizing a new
China consortium.63 The Sakatani affair also placed the Japanese ambas-
sador to Washington, Ishii Kikujiro, in an embarrassing position and forced
him to resign, to be replaced by Shidehara Kijuro, who would direct the
conciliatory diplomacy of the 1920s.

In the meantime, New York came more and more to seem the London of
the West, as America’s own dollar diplomacy continued to extend itself. As
Woodrow Wilson took America into the war in Europe, he also conducted
a rapprochement with Morgan and Company. In June 1918, alarmed about
the Nishihara loans and the prospect of Sakatani’s appointment as Chinese
currency adviser, the Wilson administration forgot its former qualms and
asked Morgan and Company to make a loan to the Chinese government.
Morgan and Company did not want to act without its British and French
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partners, and the Wilson administration concluded that a new, American-
led international consortium was needed. The dollar diplomacy was back.
Again the government turned to Morgan and Company, and Morgan part-
ner Thomas Lamont took on the job.64

The American policy reversal paralleled Japan’s shift from the confronta-
tional policy of the Okuma cabinet to the yen diplomacy of the Terauchi cab-
inet. For the United States also, the opening of the European war had pre-
sented opportunities for unilateral action, and the initial moves of the
Wilson administration had been in the vein of gunboat diplomacy. Haiti pre-
sented the clearest case of this process: having already fallen under multilat-
eral Euro-American Wnancial control, Haiti was placed under direct U.S. con-
trol in late 1914 and 1915.65 U.S. forces also occupied the Dominican
Republic in 1916, and American Wnancial and military controls were greatly
tightened in Nicaragua and Liberia in 1916 and 1917. With their arrays of
foreign-administered budgetary and military controls and their teams of pri-
vate U.S. advisers, government in these countries came under the kind of
semicolonial control that China might have had had Kato Takaaki’s Twenty-
one Demands been implemented in full. Not unlike Goto Shinpei’s plan for
an East Asian yen bloc, Edwin Kemmerer in 1915 and 1916 developed bold
plans (later dropped) for a dollar-based Pan-American monetary union.66

Revolutionary Mexico also became the stage for U.S. efforts to extend Wnan-
cial controls and a gold-exchange standard, and after an unsuccessful mis-
sion led by Edwin Kemmerer, the State Department asked Morgan and
Company to organize an international banking consortium for Mexico.
Thomas Lamont took on this task also, simultaneously with his effort to
revive the China consortium.67

Even as the United States began to organize its initiative in China, Inoue
Junnosuke began to qualify his earlier idea that the world’s Wnancial centers
had shifted. “It is true that Britain’s power is diminishing and America’s
power is growing,” he said in June 1918, “but after the war America cannot
immediately take the position that Britain occupied before the war.” For
Japan itself to become an international Wnancial center would be even more
difWcult. To do so, Inoue saw several requirements: Japan must become a
clearing center for international settlements; it must become a credit cen-
ter with abundant capital for overseas investment; it must accumulate large
overseas investments and surplus investment capital; and it must have abun-
dant foreign trade. Finally, “as the Wrst absolute condition,” it must maintain
a free market for gold. To become a true international Wnancial center
would require the efforts of Wfty or sixty years. In terms of national wealth,
the volume of foreign trade, and the volume of the Bank of Japan’s note
issue, Inoue said, Japan’s present economic scale was approximately what
England’s had been in the 1840s and 1850s. If Germany could be said to be
Wfty years behind England, then Japan was sixty or seventy years behind.68
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Price Revolution and Popular Revolt

The boom of the war years was a highly strained and uneven one. Supply
bottlenecks and commodity speculation made markets fragile and prone to
panics. Exporters accumulated great volumes of trade bills due them, but
their proWts often existed only on the books and could not be collected due
to the Allies’ specie embargoes, which threatened to choke off the money
needed to fund the continued flow of exports. After the United States
embargoed gold exports in September 1917, the problem became acute.
The Yokohama Specie Bank accommodated exporters by discounting their
trade bills in volume, and the Bank of Japan in turn supported the Specie
Bank with generous credits. Thus, to compensate for companies’ inability to
repatriate gold from overseas, the Bank of Japan lent freely on the basis of
trade bills, in effect monetizing those bills. By the second half of 1918, BOJ
loans on foreign bills had reached ¥444 million—more than the entire cir-
culation of Bank of Japan notes in 1914. The Bank of Japan’s note issue
increased correspondingly, growing from ¥386 million at the end of 1914
to ¥1,145 million at the end of 1918.69

Monetary expansion, high wartime demand, and wartime shortages of
goods resulted in price inflation, and inflation brought its own set of social
changes. The cautious businessman, as Inoue Junnosuke later recounted
again and again, was overtaken by the speculator and the promoter.
Unsound, debt-based enterprises mushroomed. The greatest beneWciaries
of the inflation, besides the state itself, were those businessmen engaged in
war-oriented production and trade, especially those in a position to set
prices and manipulate supply shortfalls.

Consumers suffered the consequences. Price inflation ran far ahead of
wage increases up to 1920; only after that did real wages rise. The inflation
in rice prices pressed most on people’s livelihoods. In 1917 rice prices rose
nearly 50 percent. From January 1918 to the denouement of the rice riots
in September, they rose by another 80 percent. Such inflation levels had not
been seen since the eve of the Meiji Restoration, and, as in the 1860s, short-
ages and currency inflation combined to provoke a wave of urban riots and
disorder. The pressure of the inflation also drove a wave of union organiz-
ing and of strikes, as more than 180,000 workers took part in more than
1,300 strikes in 1917–19, a many-fold increase over past levels. While
notably moderate by comparison with contemporary Europe, this strike
wave was unprecedented in Japanese industrial experience. It was also the
beginning of a heightened level of labor organization and protest that
would last into the 1930s.70

Thus, by early 1918, as Japan’s international Wnancial situation again
seemed to become deadlocked, domestic political troubles were piling up
for the Terauchi cabinet. Again, revolution in a neighboring country—this
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time Russia—seemed to offer an opportunity “to direct domestic trouble
outward,” as Finance Minister Shoda suggested to Terauchi in January
1918. Grandiose dreams of a Japanese sphere of influence in eastern
Siberia now opened up, as the government prepared to dispatch troops to
Siberian ports and along the Trans-Siberian Railway, ostensibly to protect
the Czech troops retreating east after Russia’s separate peace with the
Central Powers.71

The crisis point was reached in the inflationary summer of 1918. On July
23 Wshermen’s wives protested high rice prices in the town of Uozu in
Toyama prefecture. Their protests spread along the Japan Sea coast and
were reported in national newspapers before the government imposed a
news blackout. On August 8 angry consumers rioted in Okayama and then
in one after another of the booming industrial cities of the PaciWc coast.
The rioters expressed few political demands, but government ofWces and
the homes of newly rich narikin were among their targets. The greatest of
the wartime narikin was Suzuki Shoten, a trading company that had origi-
nally dealt in sugar and camphor from Taiwan and that had expanded dur-
ing the war boom to the point that it rivaled Mitsui itself. On August 12
mobs wrecked Suzuki’s head ofWce in Kobe; they appear to have been insti-
gated by agents working for Mitsui and the Seiyukai party, presaging
Suzuki’s destruction, at Mitsui’s hands, in the great Wnancial crisis of 1927.72

Continuing into early October, the rice riots constituted the largest mass
disturbances in Japan’s modern history. More than a million, perhaps sev-
eral million, people took part in riots in forty-nine cities, 217 towns, 231 vil-
lages, and twenty-nine mining areas, where the bloodiest battles took place.
Police and soldiers killed more than thirty protesters.73 Thus, just as the gov-
ernment began the dispatch of 70,000 troops to combat Bolshevism in
Eastern Siberia, it also deployed nearly 100,000 troops to put down civil dis-
order at home. The riots were suppressed, but they greatly discredited the
Terauchi cabinet. As in February 1912 and in April 1914, popular action
helped to force a cabinet change, as the senior statesmen sought to manage
the situation by inviting Seiyukai president Hara Takashi to form a cabinet.
Thus Hara, the “commoner premier”—the Wrst untitled sitting member of
the House of Representatives to serve as prime minister—formed Japan’s
Wrst durable party cabinet on September 29, 1918. Takahashi Korekiyo
again became Wnance minister and began actively to implement the positive
policy. With Takahashi’s support, the great boom of the late 1910s now
entered its Wnal and most exaggerated phase.
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six

The Great Divide, 
1918–1921

115

After the triumphs and turmoil, excesses and grand visions of the late
1910s, Japan, as Inoue Junnosuke had foreseen, entered a new age of limi-
tation in the 1920s. It was an uneasy, in-between era. Contending political
forces seemed to stand in a fragile state of balance. In the eyes of conserva-
tives, degenerate customs flourished. Business conditions were chronically
depressed, and the entire decade could easily be characterized as a reaction
to the inflationary wartime boom.

Explaining the “Deadlock” of the 1920s

The 1920s was perceived as a time of economic stagnation in Japan. It was
also a time of sharp social and economic dualism. Tokyo, especially as
rebuilt after the 1923 earthquake, became the showplace for an American-
style consumer culture of department stores, coffee shops, and jazz bars,
populated by flapper-style “modern girls” (mo-ga) and “modern boy” (mo-bo)
dandies. In industry, it was a time of giant electriWcation projects and the
stirrings of a new industrial revolution in the heavy and chemical industries.
But in the aggregate, like Europe and unlike the United States, Japan saw
no mass-market consumer revolution and no roaring twenties. Economic
growth, at perhaps 2 percent per year, was distinctly slow compared to the
periods before and after. With population growing at rates that approached
1.5 percent per annum—this was precisely the peak of Japan’s historic pop-
ulation explosion—income growth was almost nonexistent in per capita
terms. Agriculture, which still employed half the population, was especially
distressed. As the postwar decade progressed, the idea that Japan was stuck
in a kind of “deadlock” (ikizumari) was increasingly repeated.1 Industrial
overcapacity, falling prices and proWts, mounting debt levels, and repeated
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banking panics were all part of this picture, lending support to the newly
popular Marxist notion that the capitalist system had now entered its Wnal
stage. By the end of the decade, the sense of entrapment had become
intense.

Most analyses of Japan’s chronic recession of the 1920s, then and since,
have traced the problem to the imbalances created by the great wartime
boom. Thus, in a nationwide radio address to launch his new cabinet’s gold-
restoration campaign in August 1929, Hamaguchi Osachi explained that
with the “extreme prosperity” of the war years,

both government Wnances, the management of private enterprise, and the way
of life of our people in general suddenly swelled. . . . And whether we may say
that it was owing to a weak point in human nature or that it was owing to the
carelessness of the politicians of that time or of the people in general, before
we knew it, the economy had run loose. . . . The reaction arrived with the
1920 panic, and before that wound had mended, the great 1923 earthquake
came, . . . and Wnally our business world sank into the depths of depression
that we see today.2

Hamaguchi’s Wnance minister, Inoue Junnosuke, traced a similar cycle of
decline: “Continuing since the economic reaction [zaikai no hando] of 1920
and the great earthquake and Wre of 1923, Japan’s business world has grad-
ually been sinking deeper and deeper into an abyss of stagnation and
depression.”3

The logic of this perception of deadlock is instantly clear if we look at the
course of prices and industrial proWts. Wholesale prices, as Wgure 4 indicates,
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Fig. 4. The World War I price wave: wholesale prices and consumer prices from
1900 to 1936

source: Nihon Ginko Tokeikyoku 1966: 76–77.
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rose to unprecedented heights in early 1920 and then crashed. Price defla-
tion continued for the next twelve years. Industrial proWts traced out a simi-
lar cycle: proWts soared during the war years and leaped even higher in late
1919, then fell very sharply in the second half of 1920 and declined almost
without interruption for ten years (Wgure 5). Different industries experi-
enced different trajectories, but in all industries proWts fell after 1920 or at
latest after 1921. Investment rose and fell in tandem with proWts.4 Thus,
despite the sudden expansion of Japan’s industrial base—or because of it—
prosperity seemed impossible to maintain in the 1920s. Economic condi-
tions recovered somewhat in the middle of the decade, but proWts continued
to decline and investment remained weak. Sustained recovery began only in
1932, under the influence of Takahashi Korekiyo’s reflation policy.[Figure 4 about here][Figure 5 about here]

In the ups and downs of both prices and proWts, then, the great divide in
the spring of 1920 stands out in sharp relief. Inoue Junnosuke later
described it topographically: the wartime boom had been like a long climb
to a mountain pass, succeeded by a sudden descent when the war ended in
November 1918. Then, like a sudden rush up Mount Fuji, came the ten-
month postwar boom whose peak was attained in March 1920—followed by
a great fall to a point something like the bottom of Lake Biwa.5 This break
point was the crest of a worldwide economic wave. In Japan, which in rela-
tive terms had proWted more from the war than any other large country, that
crest was traced most sharply. But before the crash came the Wnale of the
boom, presided over by Takahashi Korekiyo.
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“The Boom beyond the Bounds
of Common Sense”

In 1929 Ishibashi Tanzan, who would himself gain fame for his inflationary
policy after World War II, looked back at the post–World War I inflation
with a critical eye:

The World War ended in November 1918. Then, on June 26, 1919, America
lifted its embargo on gold exports. If, on that occasion, we too had lifted our
embargo on gold exports, our business world would have resolved this [gold
embargo] problem without any shock, and doubtless could then have
returned to the situation of normal times, avoiding the boom beyond the
bounds of common sense that lasted from 1919 to the spring of 1920.6

The Seiyukai cabinet led by Hara Takashi took ofWce at the end of
September 1918, at the point when the social strains brought about by the
inflationary war boom had intensiWed to the point of crisis. In November
the armistice caused a postwar economic panic in Japan, as in the United
States. The new cabinet was thus faced almost immediately with what
seemed to be the end of the boom, and their challenge became one of reviv-
ing prosperity.

For the munitions industries, the end of the war was in fact the end of
prosperity. For most other industries, however, the postarmistice reaction
turned out to be only a pause in the good times. In April and May 1919 as
the United States and Britain recovered, a postwar boom began, and prices
resumed their rapid rise. Reconstruction needs and the release of pent-up
consumer demand in Europe, amid continuing production shortfalls dur-
ing the reconversion to civilian production, meant continued demand for
Japanese goods. The simultaneous boom in China was a further source of
demand. Businessmen thought they were seeing a repetition of the postwar
booms that had followed the Sino-Japanese and Russo-Japanese wars.7 At
the same time, encouraged by the yen’s appreciation, imports boomed even
more than exports, and from the beginning of 1919 Japan’s merchandise
trade balance slid back into deWcit.

By June 1919 the boom took on the aspect of a speculative bubble.
Speculation in commodities and the manipulation of materials shortages
pushed commodity prices to unheard-of heights. Driven by the boom in
America, prices for raw silk increased by almost 50 percent from August to
December 1919. Prices for future deliveries of cotton yarn nearly doubled
in 1919. Easy credit and the expectation of superproWts led to the creation
or enlargement of many joint-stock companies in the “enterprise fever”
from June 1919 to March 1920. Share prices soared, and new public offer-
ings were hugely oversubscribed. Projected capital (keikaku shihon) grew
from ¥200 million in May 1919 to ¥1 billion in February and March 1920,
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while the ratio that was actually paid in fell to as low as 6 percent in Feb-
ruary. Commodity traders began to deal in share futures, and “people of
every social class” took part in the speculation, as Inoue Junnosuke later re-
counted. Even in rural whistle-stops, he said, people bought and sold shares
on the basis of a daily telephone call to check the market in Tokyo.8 There
was land speculation as well in both cities and villages. When the monetary
tide later receded, many inflated enterprises were left with unsellable stocks
of goods, excess productive capacity, and immense debts.

The period 1919–20 was also the full tide of the “positive” policy. The war
boom greatly increased the government’s tax receipts and made it easy to
float public bonds. Total government spending came to more than ¥3 billion
in 1919, a 55 percent increase over 1918, and spending in 1920 increased by
another 23 percent.9 In an extraordinary ¥800 million expansion program,
the Hara cabinet doubled railroad spending from 1919 to 1921, part of a
grandiose thirty-year plan to extend the rail network to every corner of the
country that even today has not been fully realized. It adopted a highway law
in 1919; initiated a huge, regionally oriented school-building campaign; and
provided central-government funds to regional governments to help pay
teachers’ salaries. The Seiyukai cabinet likewise boosted public spending on
harbors, farmland reclamation, and dams and riverine works.

The greatest increase, starting before the Hara government took ofWce,
was in military spending. In 1914 military spending had accounted for
30 percent of the general account budget. By 1920 regular military expenses
were 47 percent of a greatly enlarged budget; adding in the specially bud-
geted war expenses for the Siberian expedition, military spending actually
came to 69 percent of total central-government spending.10 Thus, as after
the Sino-Japanese and Russo-Japanese wars, government spending was
ramped up to an entirely new level. Once established, these new spending
programs were politically difWcult to curtail, and the Seiyukai government’s
guns-and-butter spending policies thus created the conditions for the strait-
ened government Wnances of the 1920s.

In March 1919, just as the postwar boom was getting underway, Bank of
Japan governor Mishima Yataro died. Inoue Junnosuke was an obvious can-
didate for the post, but Finance Minister Takahashi instead recommended
BOJ director Kimura Seishiro, who was Inoue’s senior at the bank, with
Inoue to be vice governor. Prime Minister Hara then reversed the order,
and Inoue returned to the Bank of Japan that he had left eight years
before.11

Inoue immediately set to work to create an active market for the dis-
counting of trade bills, an institution that he had described in 1917 as a pre-
requisite for making Tokyo an international Wnancial center and the yen an
international currency. In this, Inoue sought to do in Tokyo what Governor
Benjamin Strong had been doing for several years at the Federal Reserve
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Bank of New York, as part of his own drive to make the U.S. dollar a major
international currency and New York City a world Wnancial center to rival
London.12 To this end, Inoue introduced two new credit instruments,
bankers’ acceptances and stamped trade bills, in May and August, explain-
ing them as a means to ease the Wnancing of trade—an expansionary mea-
sure—and as a means to contract credit and make the BOJ’s interest rate
policy more effective. Muto Sanji later charged that Inoue’s encouragement
of the use of bankers’ acceptances in 1919 was a major cause of the panic
in 1920. The Bank of Japan also began to insist that Japanese merchants
and banks use yen-denominated trade bills for payments in China and
other Asian countries and recommended their use to pay for imports from
the United States. However, none of these reforms was really successful.13

On taking ofWce, Inoue initially muted his warnings of an inevitable post-
war reaction. In his Wrst speech as central bank governor, he spoke on the
subject of postwar “adjustment” (seiri) to the Osaka convention of the
National Bill Brokers Association on April 22, as he did on the next day to
the Kansai Bankers’ Convention, where he shared the platform with Finance
Minister Takahashi. Every branch of industry had expanded greatly during
the war, Inoue explained, and the challenge now was to maintain these
advances in the postwar world. “Japanese Wnancial markets have gained a
conspicuously advanced position in East Asia,” he said. “It is truly necessary
to maintain and preserve from decline Japan’s [new] Wnancial position.”
The challenge was clear: the balance of trade had already reverted to a
deWcit position (although, for the moment, the trade deWcit was still cov-
ered by large surpluses on shipping and other nontrade exchanges). Due to
the insufWcient development of Japanese trade organization and the poor
quality of Japanese goods, Japanese businesses could not expect to maintain
their newly developed export markets in China, India, Southeast Asia, and
South America. With the trade surplus already gone, one could expect a
reversal of the movement of the past four years: that is, the volume of cur-
rency would decrease, prices would fall, and consequently the volume of
production would decline. In response, Japan could follow a “negative”
adjustment policy, passively letting falling demand shrink the level of indus-
trial activity. Or, after the example of American businesses, which were con-
siderably more aware of the problem, Japanese business could pursue a pos-
itive policy of actively promoting the export of goods that had piled up in
excess of domestic demand. America was now insisting on the postwar over-
seas development of its trade, and Japan could only do the same.14

Inoue’s stance on the question of postwar adjustment thus seemed more
optimistic than it had been. Speaking to the same convention, Finance
Minister Takahashi Korekiyo went considerably beyond Inoue with his own
optimistic rhetoric. This “happy talk” (rakkanron) was later made notorious
by the Kenseikai’s Hamaguchi Osachi, who charged that Takahashi had
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recklessly provoked the speculative boom and thereby worsened the
inevitable bust that followed. In 1922 Kansai industrialist Muto Sanji also
singled out Inoue’s own speech for sharp criticism, as he opened a bitter
political campaign against Inoue that would last until Inoue’s death.15 But
on the question of restraining the inflationary boom, Inoue and Takahashi
began to come down on opposite sides.

Japan’s economic relations with the United States were decisive in the
events of 1919 and 1920. Booming American demand was an initial factor
that promoted the Japanese boom. The inflation of Japan’s speculative bub-
ble after June 1919 was further promoted by America’s lifting of the gold
embargo.

After the suspension of specie convertibility during the Civil War,
America’s era of inconvertible greenback money had lasted for seventeen
years. In the ensuing half century, the United States had gone from being
the world’s greatest debtor (or recipient of foreign investment) to being the
world’s greatest net creditor. The United States was flush with gold reserves
after World War I, and only seven months after the armistice, a presidential
order on June 26, 1919, lifted the U.S. embargo on gold exports, “except as
to those parts of Russia controlled by the so-called Bolshevik government.”
The Wrst effect of America’s return to the gold standard was to promote a
continued world boom. The great flow of gold that had been dammed in
September 1917 now resumed, and by the end of the year, $94 million
(¥188 million) in gold had been shipped from America to Japan in settle-
ment of wartime debts, far more than to any other country.16 These flows of
pure “high-powered money” added fuel to the inflationary flames, creating
what was called a “gold inflation” in Japan.

By the summer of 1919, Inoue was lobbying the cabinet to permit him to
raise interest rates and warning of the speculative nature of the boom, which
he characterized as a “grass Wre” (ryogen no hi). For his part, Finance Minister
Takahashi thought that Japan must seize the present once-in-a-lifetime
chance for rapid economic development relative to the rest of the world. The
increase in the amount of currency, he insisted, was a consequence rather
than a cause of price increases, which in the present circumstances were
unavoidable. Prime Minister Hara himself simplistically attributed the price
increase to “foreign trade,” and because “Japan can’t stop trading,” the
implication was that the increase in prices had to be accepted.17 Concerned
that monetary restraint would provoke a recession more destructive than the
inflation, the Hara government therefore adopted a supply-side approach of
trying to meet the increased level of demand with increased production. The
government worked especially to increase the rice supply. It also hoped to
absorb excess currency in circulation by encouraging savings and selling
government bonds in the post ofWces.18

Thus, Takahashi Korekiyo resisted the pressure to raise interest rates
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until the fall of 1919, and despite the continued speculative rise in prices,
the Bank of Japan’s interest rate hikes of September and November 1918
were not followed by further increases. We could therefore call this “boom
beyond the bounds of common sense” the “Takahashi boom.” Privately,
Mitsui Bank managing director Ikeda Shigeaki urged his friend Inoue to
raise interest rates. Inoue said that if he tried to do so, he would be asked to
resign.19 Finally, Inoue appealed directly to Prime Minister Hara to allow
him to raise rates.

Maintaining the Gold Embargo

America’s gold-export embargo had been strictly a wartime emergency
measure, lasting only twenty-one months. Why didn’t Japan, which had built
up great gold reserves during the war, also lift its own gold embargo in
1919, when it could have been done without great difWculty? This question
was forcefully raised at the time by economic journalist Ishibashi Tanzan of
the Toyo keizai shinpo, who by his own account, “made every effort to urge
such a policy upon the government.” In September 1919 the Toyo keizai

shinpo was warning of the “empty” character of the boom. In October the
journal made the Wrst public call for an immediate return to the gold
standard.20

In the early 1930s, Ishibashi Tanzan would strongly advocate Keynesian
demand-stimulus policies, and Finance Minister Takahashi Korekiyo would
decisively implement such policies. When Ishibashi himself became Wnance
minister in 1946, he would emulate and surpass Takahashi’s example in
pushing a pro-inflationary positive policy. But Ishibashi came to this view
only after the experience of the Great Depression of the 1930s, and in early
1929, he continued to hold to the idea he had expressed in 1919, a year
that he now saw as having been a crucial moment of choice:

Today [March 1929], as the only one of the great powers to ban the export of
gold, our country is left behind by all the other countries. But in 1919, our
country was, together with America, one of the two great international credit-
surplus countries and had prepared very favorable conditions for ending the
gold-export embargo, [far better than] those of England and other coun-
tries. . . . Our restriction of gold exports should have been abolished after the
November 1918 armistice, or, at the least, soon after America lifted its own
gold embargo. Once the opportunity was lost due to the government’s negli-
gence or delusion, it ultimately departed forever.21

Far from taking advantage of the high yen to restore gold convertibility,
Ishibashi wrote, the government in 1919 was most concerned to check the
yen’s rise, which threatened Japanese exports. Afterwards, high domestic
prices and the depreciation of the yen meant that the return to the gold
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standard was bound to be very difWcult. By preventing the outflow of gold
and trying to hold onto the gold surplus obtained during the war, the gov-
ernment ultimately lost that surplus.22

In fact, opinion within the Bank of Japan also appears to have favored lift-
ing the gold embargo in 1919. Inoue Junnosuke himself later called the
boom “empty,” and at the time, he discussed with Finance Minister Taka-
hashi the question of lifting the embargo in order to restrain the boom.
Economically speaking, the case for doing so was clear, he later said. The
problem was political, and the government held off out of fear that in an
international emergency, Japan’s overseas gold would be in an uncertain
situation.23 Therefore, Takahashi wanted to repatriate Japan’s overseas
specie reserves, and with Inoue’s agreement, he rejected an early return to
the gold standard in 1919. Ten years later, it seems that Inoue, too, thought
that an opportunity had been lost in 1919.24

Takahashi’s reasons for retaining the gold embargo were largely strategic.
As Ishibashi Tanzan reported it, Takahashi held the “truly surprising delu-
sion” that because of Japan’s continuing military operations in Russia and
because of “the threatening situation in the Orient,” the country could not
risk lifting the gold embargo and losing specie.25 In fact, Takahashi’s reasons
went beyond a prudential concern for military preparedness to include a
vision of economic expansionism in China in the context of the imperialist
competition for Wnancial leverage. As Takahashi later explained:

At the time of the Hara cabinet, for our reference in establishing a basic policy
in regard to China, we assembled a group of military men who were stationed
in every part of China and asked about the situation there. If we consider it
now, the attitude of our government and people toward China was rather active
[sekkyokuteki] and aggressive at that time. However, I was against invasion by mil-
itary force. An invasion by military force will certainly at some time be reversed
by military force. Accordingly, it was my opinion that in order to develop our
national power in regard to China, [the means] had to be economic.

At present, China is disordered and chaotic, but sooner or later, a time of
national stabilization must come. Then, in order to govern the country and
pacify the people, the Wrst thing you will need is gold, for laying railroads,
establishing industry, and so on. Thus, I thought that China would be seeking
a large amount of funds from overseas in the not very distant future. In that
case, Japan must deWnitely be ready to lend at once as much as ¥500 or
¥600 million in gold. If we were not, considering the current world situation,
England or America, one or the other, would certainly monopolize the lend-
ing. Once England or America had conquered China economically, unlike a
conquest by military force, it would be no easy task to reverse it. Japan had to
go before the [other] powers, and even if the powers formed a loan consor-
tium, we had to take the leading position in that consortium.

Thinking in this way, I thought that somehow we must set aside domesti-
cally an extra ¥500 or ¥600 million of gold. If something happened, our gold
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that was held overseas had to be completely on the spot. Therefore, I strove to
the utmost to increase the amount of gold held domestically, even as America
lifted their embargo on gold exports ( June 1919), and after that, even as gold
successively came into our country. I didn’t feel like acting to lift the gold
embargo.26

There are several points to note in Takahashi’s remarkable statement.
First, Takahashi was talking about lending immense sums of money, dwarWng
the ¥145 million in loans arranged during the war by Nishihara Kamezo. In
fact, ¥500 million to ¥600 million (US$250 million to US$300 million) was
roughly the entire amount by which the government’s specie holdings had
grown from 1915 to 1918. It was equal to one-third of Japan’s combined
central-government budget in 1918.27 Such giant loans were not a matter of
prudent international investment but of audacious international power
games. Politicians on all sides assumed that lending money to China meant
the ability to dominate China. Like the other powers, Japan seemed to be
aiming at a kind of economic conquest in China. Thus, strategic considera-
tions remained at the center of the government’s reasons for not permitting
gold exports.

As a foundation for raising funds overseas, the gold standard was at its
inception part of a “positive” and expansionist military and industrial pol-
icy.28 The essential point was to get money for heavy-industrial development,
war, and empire building—as Takahashi Korekiyo had done during the
Russo-Japanese War. In this sense Takahashi’s support for the gold standard
in 1897 and his maintenance of its suspension in 1919 were both consistent
expressions of his positive-policy stance. Finally, the Hara cabinet’s positive
policy of delivering government money to the regions required a large bud-
get—restoration of the gold standard would have imposed Wscal retrench-
ment. Thus, for a tightly linked series of international and domestic reasons,
Takahashi Korekiyo did not lift the gold embargo during the flush days of
1919. The boom continued.

Finance and Empire in East Asia: 
The American Initiative

As the postwar boom was getting underway, Japan’s wartime position in
China began to unravel. On January 18, 1919, the Paris Peace Conference
opened, with Japanese military and diplomatic leaders expecting to consol-
idate their wartime gains at the conference table. Secret Allied agreements
to support Japan’s takeover of the German concession in Shandong were
now revealed. So too was the Beijing government’s secret acquiescence, in
exchange for a loan arranged by Nishihara Kamezo, to demands by Goto
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Shinpei that would in effect create a new Japanese railway zone from
Jiaozhou to Jinan. That is, it appeared that Shandong would be turned into
a second South Manchuria. As the news became public, Chinese students,
intellectuals, and businessmen organized a campaign to demand the
removal of all foreign concessions from China.29 This would burgeon into
the May 4 movement. At the same time, the enunciation of Woodrow
Wilson’s principle of national self-determination encouraged new hopes
among Koreans living in exile, and activists in Shanghai sent their own del-
egates to Paris to demand an end to the Japanese occupation. Patriotic lead-
ers declared national independence on March 1, and a wave of public meet-
ings and demonstrations spread across occupied Korea. Japanese forces
responded by massacring thousands, and a fresh wave of Korean activists
fled abroad, mostly to China.

At the beginning of May, news reached students in Beijing that the Allies
had ignored China’s claims at the Paris conference. Together with this came
fresh evidence of the Beijing government’s complicity with Japan, and on
May 4 students gathered in front of the Tiananmen Gate. Charging that
Cao Rulin had sold the country to the Japanese, they marched to his house
and set it on Wre. Cao escaped in disguise and resigned the next day, and the
patriotic, anti-imperialist movement spread across the country.30 The Nishi-
hara loans went into default. In the long view of Chinese history, the tide
had begun to turn. It would henceforth increasingly appear, even to its pro-
moters, that time was not on the side of Japanese imperialism.

At the same point, a new American challenge took shape. A week after
the May 4 incident, at the headquarters of the Banque de l’Indo-Chine in
Paris, Thomas Lamont, Wnancial adviser to the U.S. delegation to the peace
conference, chaired a meeting of bankers from the various powers to deter-
mine a common strategy toward China. Chinese representatives were not
invited. The operation of the Wrst China consortium had been interrupted
by the European war, and Japan had aggressively pushed its own loans in
China. Concerned to prevent future unilateral—which was to say, Japanese—
efforts to seize Wnancial control in China, the U.S. government formally
invited the British, French, and Japanese to join a revived consortium in
October 1918. The new consortium was to pool all lending to China,
including existing investment commitments and options, except those
“upon which substantial progress has been made.” As before, it was to con-
centrate on the Wnancing of large public projects such as railroad building
and currency stabilization.31

The Japanese government held back. Tanaka Giichi, army minister in the
Hara cabinet, was adamant that Manchuria and eastern Inner Mongolia be
excluded from the scope of consortium activities, even at the risk of Japan’s
own exclusion from the consortium. Tanaka reasoned from the classic
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“defensive” logic of imperial expansion—to stop pressing forward could
cause the whole venture to disintegrate. If Japan backed down in Manchuria,
he warned, Japan’s Korean subjects might also revolt.32

To induce the Japanese to retract the reservation of Manchuria and
Inner Mongolia, Thomas Lamont, at the request of the U.S. State Depart-
ment, visited Japan and China in early 1920. A further American goal—one
that went back to 1905—was to gain access to Japanese railway options in
Manchuria. Simultaneously, the State Department began moving to bring
an end to the Anglo-Japanese alliance.33 Bank of Japan governor Inoue, who
was about to become greatly distracted by the domestic market panic, was
named the chief Japanese negotiator. Lamont’s relationship to Japan and to
Inoue thus began at this time. Traveling in a party that included Mrs.
Lamont, two of her friends, Morgan and Company publicity director Martin
Egan, lawyer Jeremiah Smith Jr., a consulting engineer, a secretary, a maid,
and a doctor, Lamont arrived in Japan on March 2. Jeremiah Smith, a friend
from Lamont’s Harvard days, had been counselor for the U.S. Treasury at
the Paris Peace Conference and would, with Lamont, play a prominent role
in the international stabilization programs of the 1920s.

In the negotiations, Inoue was bound by the instructions of his govern-
ment, which insisted on the point Wrst enunciated in the Twenty-one
Demands, that Japan would exercise veto power over any foreign ventures
in Manchuria and eastern Inner Mongolia.34 Inoue also attempted, without
success, to interest Lamont in issuing an American loan to the South
Manchurian Railway Company. On both sides, internationally oriented
banking interests and nationally oriented political ones could also be seen
to diverge. In fact, at the height of the postwar bubble, Wall Street seems
suddenly to have discovered Japan. Coincidentally with Lamont’s mission,
Frank Vanderlip, recently retired as president of National City Bank, was
leading a large private mission to Japan at the invitation of Shibusawa Eiichi
and other business leaders who were interested in friendship with the
United States. FRBNY governor Benjamin Strong was himself in Japan for a
private visit.35 During the consortium negotiations, Lamont was in regular
contact with the U.S. State Department as well as with British bankers,
chiefly Charles Addis of the Hongkong and Shanghai Bank—more “Anglo-
American combination in the Far East,” as Takahashi had called it in 1904.
Disliking the idea of independent loans by either their Japanese or their
American allies, the British were more inclined to compromise with the
Japanese conditions.36 American bankers too were willing to compromise
and do business with Japan, while the U.S. State Department opposed any
recognition of Japan’s claims to preeminence in Manchuria. This diver-
gence of views between Wall Street and Washington would reappear at every
later point at which the issue of Manchuria came up in U.S.-Japan Wnancial
talks. To rationalize the difference, Lamont suggested that the Western
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bankers recognize Japan’s primacy in Manchuria, involving no statement by
the U.S. government. Despite direct urging from J. P. Morgan Jr., the State
Department rejected this solution, to the irritation of Lamont, who came to
see Manchuria as already being within Japan’s sphere of influence and
therefore saw such objections as merely legalistic. In the end, the Japanese
government, while fostering public ambiguity on the subject, largely
dropped its demands in regard to Manchuria, but only after Lamont threat-
ened openly that Japan could expect no capital from the United States
unless it joined the consortium.37

Resistance to the new consortium was much stronger in China, where a
great wave of nationalist feeling was sweeping the country in the wake of the
May 4 incident. Lamont met with Guomindang leaders including Sun Yat-
sen in Shanghai, with the northern government in Beijing, and even with
leaders of the student activists who protested outside his hotel. In the end,
he persuaded none of them of the need for a new consortium. Returning by
rail across Manchuria and Korea, Lamont was back in Tokyo by May 7, and,
after a last-minute effort by the Japanese government to reattach special
conditions to Japan’s entry, Japan’s accession to the new Four-Power Con-
sortium was announced on May 13.38 The new consortium was hailed in the
United States as the dawn of a new era, criticized in Japan as a national dero-
gation, and not recognized by the Chinese government, to whom it was sup-
posed to be lending.

As an effort to coordinate activities by the wartime Allies and prevent
their competing with one another for Wnancial control in China, the reor-
ganized Four-Power Consortium was an expression of the new postwar multi-
lateralism in East Asia. Lamont even called it “a little league of nations.”39 It
was just as clearly an imperialist Wnancial cartel. In both aspects, it appeared
as the Wnancial component of the new “Washington system,” the network of
multilateral agreements created at the Washington conference of 1921–22
to prevent a naval arms race and to enshrine the “open door” in China. But
from the standpoint of actual lending, the results of the second consortium
were purely negative, and even more than the Wrst consortium, its chief
function was to place China under a Wnancial embargo. British participants
frankly called it a Wnancial “blockade,” and Lamont and Addis intervened
repeatedly to block foreign loans to the Chinese government.40 Japan’s uni-
lateral Wnancial initiative in China was stalemated for a decade; but in any
case, the economic difWculties that Japan fell into after 1920 would have
precluded any major Wnancial initiatives. The major positive result of the
negotiations was to open relations between Morgan and Company and
Japan.

Lamont ended his Wrst Asian trip with a distaste for the chaos of revolu-
tionary China and with a favorable regard for Japan and for the Japanese
merchant aristocracy. From his side, Inoue Junnosuke gained in Thomas
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Lamont a very influential connection, placed even more highly in the
Wrmament of international Wnance than Takahashi’s friend Jacob Schiff,
who because of his “race,” remained outside the Anglo-Saxon Protestant
inner circles of power in his adopted homeland. Moreover, World War I had
been damaging to Kuhn, Loeb, with their German connection, while the
great enterprise of providing wartime credits to Britain and France raised
the status of the pro-British Morgan Wrm from one of national to one of
international Wnancial primacy. For his part, Takahashi remained loyal to
the memory of Jacob Schiff (who died in 1920).

Takahashi also regarded Morgan and Company’s awesome resources
more as a threat than as an asset.41 Whereas Inoue stressed partnership and
cooperation with the Western powers, Takahashi stressed competition, and
despite the consortium agreement, he continued to envision a highly inde-
pendent Japanese Wnancial policy toward China. At least incipiently, then,
international Wnancial policy during the Hara administration included both
a “Takahashi line” and an “Inoue line.”

Inoue too recognized the American challenge, but with no great sense of
alarm, explaining to an audience of peers in February 1921 that America
was now in a very strong position, having ¥4 billion ($2 billion) in debts and
¥10 billion in credits. “From before,” he said, the United States “has regarded
South America as its own economic domain” and, during the war, “using
that reserve power, also wanted to expand in the Orient.” So far this had
been only talk, however, and that ambition had not been realized. On the
other hand, while Inoue recognized that Britain’s current situation was
poor, he retained his pro-British sensibilities—“as a race, the English are
Wrst rate,” and they would overcome their postwar difWculties as they had
overcome so many difWculties in their history.42

Takahashi laid out his own strategic thinking in a top-secret report,
“Views concerning the Establishment of East Asian Economic Power,” in the
spring of 1921.43 Britain and America, Takahashi wrote, were the two great
economic powers that dominated world trends. Japan could now be con-
sidered the third great power. However, although militarily strong, Japan
was conspicuously lacking in economic power—and in the Wnal analysis,
economic power was the fundamental fact, military power being just one
aspect of economic power. Japan’s current position as one of the three great
powers was also based on temporary factors, a primary one being that after
the war, Japan held ¥2 billion in specie, while Russia, Germany, France, and
Italy suffered severe postwar problems. The only way to make Japan perma-
nently one of the three great powers was for Japan to work with China “as
one unit” to jointly develop East Asia’s economic power, “harmoniously join-
ing Japan’s Wnancial power and China’s natural resources, Japan’s industrial
abilities and China’s labor power.”44 If Japan failed to do this, the Western
powers would dominate East Asia as they already dominated the rest of Asia.
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To develop China, Takahashi thought that Japan must change its policy
toward that country to one of true cooperation. Hitherto, Japan’s “consis-
tent policy through successive governments” had been, “more than the
other powers, a territorial, invasive, exclusive policy of taking concessions
and interfering in internal politics.” These aggressive policies had yielded
poor results and created an anti-Japanese atmosphere in China. Japan
should now withdraw its troops and military bases from Shandong and
Manchuria-Mongolia. Also, Japanese lending must be done not as in the
past, to gain rights or to place advisers, but for the mutual beneWt of both
countries. The great problem was China’s dangerously unstable political sit-
uation. To help stabilize China, Japan should undertake to lend ¥5 million
to ¥6 million annually to support the Chinese administration.45 Thus,
Takahashi advocated an economically oriented, nationally independent
policy of cooperation toward China.

In fact, as Ishibashi Tanzan later asserted, the reality of circumstances was
making Takahashi’s ideas of leveraging Japan’s new Wnancial power seem
delusional. At the same time that Thomas Lamont was bringing Japan into
the China consortium, panic selling overtook Japan’s Wnancial and com-
modity markets, in the opening chapter of the global interwar depression.
Acting from within the Bank of Japan, Inoue Junnosuke took the lead in
containing the positive Wnancial policy, while Hamaguchi Osachi led the
parliamentary attack from without.

The 1920 Crash

As Inoue had stressed in 1917, depressions generally follow major wars,
which are almost invariably funded by debt. The greater the debt, the
greater the problems of postwar adjustment. The brief postarmistice panic
was not the Wnancial reaction Inoue had forecast, and as the war boom
inflated into a speculative postwar bubble in 1919, there were new reasons
for expecting a great reaction. But whether an economic reaction was ulti-
mately inevitable or not, the depression that began in March 1920 was also
the product of deliberate deflationary policies.

When he was Wnally allowed by the Ministry of Finance to contract credit
in the autumn of 1919, Inoue did so forcefully, raising the Bank of Japan’s
discount rate in two steps, on October 4 and November 19, from 6.57 per-
cent to 8.03 percent. The central bank also issued warnings to Wnancial
institutions that it considered overextended.46 The rate of 8.03 percent—
the highest rate seen since 1907—was maintained until April 1925. The
Bank of Japan did not reimpose such high rates on a sustained basis until
the inflationary 1970s.

On January 22, 1920, Diet representative Hamaguchi Osachi, speaking
for the opposition Kenseikai party, launched a vigorous attack that estab-
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lished his reputation as the leading critic of the Seiyukai cabinet’s “loose”
spending policies. As against the administration’s bland statements on
Japan’s economic outlook, Hamaguchi asserted that an economic crisis was
near. Hamaguchi’s interpellation concentrated on the great rise in prices,
which, he charged, Prime Minister Hara and Finance Minister Takahashi
had ignored. High prices were pressing the people’s livelihood everywhere,
leading to the wave of “strikes, slowdowns, and workers’ riots” in 1919 and
causing psychological disturbances that opened the door to “dangerous
thought from abroad.” Together with this had come a conspicuous rise of
luxury and extravagance among the newly rich narikin. This new social
divide threatened the very basis of society. In their own speeches the day
before, Prime Minister Hara had warned against luxury, and Finance Min-
ister Takahashi had warned against unproductive consumption and talked
of the need to restrain speculation. However, the thrust of Takahashi’s
speech had been to insist that the supply of capital and materials to indus-
try must be assured. Hamaguchi responded that Takahashi’s “production-
ism” (seisan banno shugi) did not answer the immediate problem facing the
nation. Although the Bank of Japan had raised interest rates and warned
against speculation, at the same time it had greatly increased its lending to
the private sector and its note issue.47 Nor, said Hamaguchi, could circum-
stances in other countries be used as an excuse, as Takahashi had tried to
do. In 1919, prices had increased 4.5 percent in New York and 15 percent
in London. In Tokyo they had increased 33 percent.

Takahashi defended himself equally vigorously. What Hamaguchi was
calling for, he said, was to provoke a recession, which would bring about
lower prices. “That’s not our policy.” What was needed instead was for the
Japanese people to promote production more than ever and to make more
goods. As for the recent interest-rate hikes, Takahashi claimed they had not
been done to restrain prices and were undertaken by the Bank of Japan
under its own authority. Takahashi also dismissed the importance of the
recent rise in Japanese prices relative to other countries: rather than look-
ing at rates of increase, one must compare the actual levels of particular
prices. In fact, except for China, Japanese rice was the cheapest in the
world.48

A few days after this well-publicized exchange, Inoue Junnosuke clariWed
his own standpoint, explaining that the boom in share and commodity
prices in 1919 was only the aftereffect (yoha) of the export boom, which had
now been replaced by a large trade deWcit. Exports to Europe had fallen
greatly, with no immediate prospect of revival, and European competition
had returned in China, India, and Southeast Asia. Japan’s exports now
depended on the demand for raw silk in the United States, which was expe-
riencing its own speculative boom. But unless the necessary capital could be
found for European recovery, America’s own exports to Europe would

130 Global Money and Induced Depression

UC_Metzler-C.qxd  11/22/2005  12:52 PM  Page 130



decline, American industry would contract, and recession would follow, with
direct effects on Japan. It was only with this speech that Inoue was perceived
in the press as having deWnitely exchanged his “optimistic talk” for “pes-
simism.”49 His remarks were followed by a temporary fall in stock prices.

The movement for “deflation” was international. Indeed, the economic
usage of the word deflation itself, as the opposite of inflation, appears to have
come into use in English only in 1919. The Wrst references given by the
Oxford English Dictionary are for that year, when deflation was being spoken
of as a necessity, and for 1920, when it became a fact.50 Inoue’s deflation pol-
icy was closely in step with those of the Federal Reserve Bank of New York
and the Bank of England, both of which raised interest rates in late 1919.

Immediately after the war, the U.S. and European central banks kept
interest rates low because of their governments’ needs to Wnance gigantic
war debts. Low interest rates helped fuel a speculative bubble in commod-
ity and Wnancial markets. A series of coordinated interest rate hikes fol-
lowed. The Bank of England, concerned to rein in inflation and “extrava-
gant living” and to prepare for a return to the gold standard “at the earliest
possible moment,” began pushing for higher rates in August and Septem-
ber 1919.51 At the same time, Inoue Junnosuke began to push for rate hikes
in Japan. In October and November the Bank of England raised rates, and
in early 1920 raised them further. Aiming “to check expansion” and “to
induce healthy liquidation,” the Federal Reserve Bank of New York likewise
raised its rediscount rate in several steps from 4 percent in late 1919 to
6 percent in January 1920.52 Thus, the Bank of England, the Federal
Reserve Bank of New York, and Inoue’s Bank of Japan led the way into world
deflation. In late 1919 the U.S. and British governments also cut spending
and began to run budget surpluses.

If British interest rate hikes were preparation for a return to the gold
standard, a primary reason for the Federal Reserve’s interest rate hikes was
to defend the United States’ newly restored gold standard. Accordingly, the
international depression of 1920 was in one aspect America’s own gold-
restoration depression—as the world crisis of 1930–31 would be for Japan.

U.S. prices had doubled during the war, but the United States neverthe-
less returned to gold convertibility at the prewar parity and again allowed the
free export of gold in June 1919. At this point, America was the only coun-
try to lift its wartime gold embargo. Other countries, led by Japan, cashed in
their accumulated dollar claims for gold, and gold rapidly began to flow out
of the United States. The U.S. Treasury Department therefore changed
course in January 1920, itself suggesting steep interest rate increases to the
Federal Reserve in order to keep gold at home. “We [are] dangerously near
leaving the gold standard,” Assistant Treasury Secretary Russell LefWngwell
warned the FRBNY on January 21. “Soon a new gold embargo [will] have to
be put in.” Dismissing worries that high interest rates would provoke panic
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selling in the markets, LefWngwell answered that “if a panic in N.Y. should
break out he would be glad of it.”53 Later, as chief economist at Morgan and
Company, LefWngwell would advise the Japanese government on its own
return to the gold standard. For his part, having moved decisively to induce
“liquidation” in the United States, FRBNY governor Benjamin Strong left for
a round-the-world vacation. He began his trip with a three-month stay in
Japan, where he became friends with Inoue Junnosuke and brought him into
the international central banking fraternity led by the Bank of England’s
Montagu Norman and himself.54 This personal connection followed rather
than preceded the de facto coordination of Japanese with British and
American interest rate hikes, but it was an important further step in estab-
lishing the policy framework of the following decade.

The Federal Reserve maintained high interest rates until May 1921, pre-
siding over a fall in U.S. prices of more than 40 percent and a general
depression. This price decline was one of the steepest in the entire U.S.
record, comparable only to the declines that followed the War of 1812 and
the American Civil War. U.S. GNP fell an estimated 17 percent in terms of
current prices, and unemployment in 1921 is estimated to have reached
12 percent, or 5 million people, Wve times the level of 1919.55 The sudden
loss of American demand had depressionary effects in the rest of the world.
These were magniWed by a sudden drop-off in U.S. overseas lending. In this
regard 1920–21 was a “preplay” of the great suspension of U.S. capital out-
flows in 1928–29. On the other hand, the global effects of America’s “gold
restoration depression” were moderated by the fact that other countries had
not yet returned to Wxed gold parities and could adjust by letting their cur-
rencies depreciate rather than resorting to deflation to the extent of the
United States. The ongoing inflation in Central Europe also constituted a
source of world demand.56 The choice of adjustment via deflation, Inoue
style, or via currency depreciation, Takahashi style, would be a fundamental
international question of the decade that followed.57

The American depression was also relatively short, as the U.S. economy
hit bottom in the summer of 1921 and then recovered very rapidly. The
entire stabilization episode was thereafter regarded by American Wnancial
leaders as a signal success. Inoue himself later described America’s “liqui-
dation” depression in 1920 as a superWcial matter, like pus running from a
boil on an otherwise healthy body.58 America’s presumed success became a
baseline for the later analyses of Russell LefWngwell and Thomas Lamont as
to what was wrong with Japan in the 1920s, and it became a model for the
stabilization recession engineered by Inoue in 1929.

The 1920 depression thus had one origin point in the United States, but
in fact the worldwide panic appeared Wrst in Japan.59 Its proximate cause
appears to have been the sudden fall in world silver prices, which meant a
violent reaction in the yen-tael exchange.
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Wartime surpluses and booming demand in China and India had caused
a great increase in world silver prices. After May 1919, simultaneous with
Japan’s own postwar bubble, this movement accelerated, and silver prices
doubled between then and March 1920. The corresponding appreciation
of the Chinese tael against the yen meant a boom for Japanese goods in
China. Soaring silver prices also meant that Britain’s token silver coins were
now being minted at a loss. The British government reacted in early
February by announcing that it would reduce the silver content of its sub-
sidiary coinage from the long-established standard of 92.5 percent pure sil-
ver to a standard of 50 percent, effective March 20, 1920. This was a big step
forward in the tokenization of the British coinage that had begun with the
original adoption of the gold standard in 1816, and it suddenly reduced
world silver demand. On February 11, 1920, silver prices reached a peak of
89½ pence per ounce on the London exchange and then began to decline.
Traders in Shanghai who had accumulated very large stocks of silver now
began to unload them. In April the decline of silver prices turned into a col-
lapse, and by mid-June silver had fallen to a low of 44 pence, less than half
the February peak. Silver prices dropped sharply again later in the year and
especially in 1921, causing the yen to appreciate relative to the Chinese and
Indian currencies and suddenly worsening the outlook for the export of
Japanese yarn and other cotton goods to China and other Asian countries.
Gold also flowed into Japan from those countries, reversing the situation
that had prompted the gold embargo in 1917.60

On February 26, as silver prices were beginning their great decline, the
Hara cabinet dissolved the Diet, and on the news, stock prices and rice
prices reached new highs in the week that followed. The speculation then
broke. On March 11, share prices and rice prices both fell sharply. News on
March 12 of the massacre of Japanese at Nikolayevsk on the Amur added to
the negative sentiment, and on March 15 the Tokyo stock market crashed.
Shares in the benchmark Tokyo Stock Exchange Company fell ¥100, 27 per-
cent off their March 1 high. Shares of cotton-spinning companies also fell
heavily, and the stock market was closed for two days.61

This Wrst wave of the panic was largely conWned to the Tokyo stock
exchange, with little effect on the commodity markets or on the Osaka stock
exchange. Then on March 27, rice prices plummeted, and price falls began
to spread to other commodities. On April 7 the panic hit western Japan
when Osaka’s Masuda Bill Brokers Bank suspended payments. Share prices
began to fall everywhere, and that afternoon, all stock exchanges were
closed. A wave of company bankruptcies followed. The Bank of Japan
responded to the panic on April 10 by providing emergency credits, and
Osaka’s syndicated banks made emergency loans to support the stock mar-
ket. On April 12 cotton yarn and silk thread prices also began to dive. Stock
exchanges reopened on the 13th, but on the 14th, panicky sell-offs hit the
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stock markets in both eastern and western Japan. The stock markets again
closed without a deWnite plan for when to reopen and remained closed for
one month. The Osaka “three commodities” (sanpin) market was also
closed until May 15. Bank runs broke out in many places, mostly at small
regional banks.62

Inoue Junnosuke now greeted the arrival of the expected postwar eco-
nomic reaction—a reaction he himself helped to author. Speaking again to
the meeting of the National Banks Clearing House Association on April 22,
1920, when the major stock and commodity markets were closed, Inoue
had an audience that was inclined to listen carefully.

“The reaction has arrived” (genji wa handoki nari), Inoue declared at the
opening of his speech. The advance and retreat of the business world, he
said, was “exactly like the cycle of the four seasons”: after the unprecedented
boom of the past Wve years, the great expansion of credit, and the specula-
tive fever that went with it, the present reaction was inevitable. To the
extent that the boom had been long and the expansion great, the reaction
could be expected to be long and severe.63 There was no opposing this nat-
ural process. Rather, each businessman must recognize the current situation
and carry out “adjustment” (seiri) in his own sphere. In this connection
Inoue addressed the special role of bankers. “Unlike other businesses,” he
told his audience, banking had a “public” character. Bankers must naturally
guard their own proWts, but at the same time, they must consider the situa-
tion of the entire business world. During the boom, the Bank of Japan had
warned against speculation and had recommended retrenchment; its atti-
tude had now not changed in the least. The Bank of Japan would provide as
much help as possible for “honorable” enterprises that were decisively
“adjusting” their operations. But banks could not continue as in the past to
lend on the expectation of high proWts.64

At this point, Inoue saw the depression as a purely domestic reaction. He
therefore saw the development of exports as the only way out: “Particularly
in such a time of economic reaction [zaikai no handoki], purchasing power
must decline due to the domestic depression, and accordingly, a surplus of
domestic goods will arise. In [such] inescapable circumstances, there can be
no other solution but to export the surplus goods overseas.”65 The Bank of
Japan, Inoue afWrmed, could be counted on to use its credit to support
exports as much as possible.

The day after Inoue’s speech, on April 23, the BOJ decided to extend
¥120 million in emergency loans to the banks. On April 27 a bank syndicate
was formed and was given a BOJ credit line of ¥50 million in order to sup-
port the stock market.66 This was the beginning of a bailout of record
scope—¥240 million altogether—which was later blamed for having pre-
vented Japan’s 1920 depression from having its full purgative effect à la

américaine.
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Despite Inoue’s bailout efforts, a third wave of panic struck in May. On
May 1 prices on the Yokohama silk exchange collapsed, and trading was sus-
pended. In mid-May the stock and commodity markets reopened. Then
came rumors of huge losses at the Yokohama trading company Shigeki
Shoten, and panicked depositors rushed to withdraw their savings from
Shigeki’s “house bank,” the 74th Bank, which was forced to close on May 24.
Bank runs spread to the Kansai region, and commodity markets also suf-
fered large price falls on the news of economic slowdown in the United
States. By the Bank of Japan’s count, there were 169 bank runs between
April and July. By June the stock market index had fallen more than 60 per-
cent from its January highs.67

Bubbles had arisen on top of bubbles in 1919, and most of them burst in
1920. At the peripheries of Japan’s empire, the effects of Japan’s boom-bust
cycles were often magniWed. “The speculative fever did not stop at the home
islands [naichi],” Inoue later explained. “Wherever Japanese people go, they
set up exchanges and speculate.” They had done so in every Manchurian
town, “and speculation there reached an even higher fever pitch than in
Japan.” By 1919, land prices in Dairen were six times the level of 1917. Even
further out, Japan’s adventure in Siberia had generated a boom for the
Japanese merchants who had flocked to Northern Manchuria in late 1918
to sell goods to the Japanese army. Their trade was fueled by liberal lending
by the Oriental Development Company and the Bank of Chosen, which
together lent more than ¥120 million to Japanese enterprises in Manchuria
in 1918 and 1919. After the inflationary collapse of the Russian ruble, the
generous supply of yen notes printed by the Bank of Chosen circulated in a
wide region.68

America’s announcement in January 1920 that it was pulling its troops
out of Siberia left Japan’s intervention with little diplomatic cover. On
March 12 Russian partisans massacred some three hundred Japanese civil-
ians in Nikolayevsk in the northern Maritime Province, and the military
intervention that had been intended to carve out a new sphere of influence
turned into a bloody Wasco. In June the Japanese government announced its
own pullback, and soldiers began to be sent home. As Japanese forces with-
drew, the Manchurian bubble burst, and the Bank of Chosen took on a
bailout role. This was the beginning of a decade of stagnation for Japanese
commerce in Manchuria. “Manchuria is still messed up,” Inoue Junnosuke
said in 1925, and this was due to the speculative excesses of 1919. For
Japanese residents, Manchuria was suddenly transformed from a frontier of
opportunity into a frontier backwater. The Bank of Chosen, facing its own
Wnancial difWculties, greatly retrenched its lending and note issue and
Japanese businessmen in Manchuria began to demand their own,
Manchurian central bank.69 Combined with the advance of Chinese mer-
chants, who did not labor under the high yen exchange, economic reces-
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sion supplied the context of an aggressive “subimperialist” activism among
Japanese residents that formed the background of the Japanese seizure of
the entire region in late 1931 and early 1932.

At home the 1920 depression was a “direct hit” to Japan’s light industry.
Between March and July more than 160 clothing and textile businesses went
bankrupt, with the failures centered in the Kansai region. Prices for cotton
yarn and silk thread fell especially sharply. By August the price of silk on the
Yokohama Silk Exchange had fallen 37 percent from March highs. The
postarmistice economic reaction in November 1918 had already delivered
a shock to heavy industry, especially steel and chemicals, and the additional
effects of the 1920 depression in that sector were thus comparatively mild,
although heavy industry later received a further shock with the arms reduc-
tions brought about by the Washington naval limitations treaty in February
1922. Thus, light and heavy industry followed different cycles during this
period.70

The yen had fallen against the dollar at the onset of the panic in March and
April 1920, but continued gold imports covered the exchange crisis and a
large inflow of gold again lifted the yen after May. Thus the yen was kept
higher than the worsening balance of trade should have warranted and, as
Ishibashi Tanzan later saw it, was in contradiction to the fundamental situa-
tion of the Japanese economy at the time.71 The high yen encouraged imports
to increase still further in 1920, while exports stagnated and nontrade
receipts dropped sharply, owing to the return of European competition.

The depression also became international in June 1920, when stock
prices fell violently in New York. The American crisis deepened in July and
August and extended to Britain and beyond. Japanese exports suffered a
further setback, accompanied by yet another wave of failures of trading
companies and banks in the summer of 1920. More banking panics fol-
lowed in November and December, and recession continued in the Wnan-
cial sector until June 1921.72

Accordingly, Inoue also shifted his blame for Japan’s economic difWculties,
telling the National Banks Clearing House Association in April 1921, “the
reaction in our business world is just one part of a world trend.” This was all
the more reason not to expect an early recovery. Rather, the country faced
a long process of currency contraction and recession, whereby reduced
incomes would depress purchasing power, leading to lower prices, leading
to lower production costs, and Wnally leading to a recovery of exports, upon
which all else depended.73

As against Inoue’s classical “adjustment” view, Takahashi Korekiyo and
the Seiyukai continued their expansionary spending policy into the depres-
sion years of 1920 and 1921, making up for the decline in tax revenues by
issuing further domestic bonds. Military spending also continued to
increase because of the Siberian expedition, rising from 36 percent of gov-
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ernment spending in 1918 to a high point of 49 percent in 1921. The con-
tinuation of the “positive” policy also helped to keep prices from falling to
the extent they did in the United States and Britain.74

Ultimately, however, even Takahashi Korekiyo turned to a policy of
restraint, issuing a retrenchment budget for the 1922 Wscal year. Thus, Inoue
Junnosuke helped to lead a great turn in economic policy, and Takahashi
grudgingly acquiesced. In line with the trend of world economic forces, a
great ebb tide had begun to run.
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seven

“The Contractionary Tide,” 
1921–1926

138

At the beginning of 1920, Inoue Junnosuke and Hamaguchi Osachi warned
separately of a necessary reaction after the great boom of the late 1910s.
More remarkably, ten years later both men continued to see the entire inter-
vening decade as one long drawn-out reaction. They were joined by much
of Wnancial and business opinion. Inoue and Hamaguchi also worked to cre-
ate this reverse movement, and in line with their sense of things, the policy
tone of the 1920s as a whole was toward restriction.

Fiscal retrenchment began with Takahashi Korekiyo’s reluctant curtail-
ment of the positive policy in 1922. The demands of earthquake recon-
struction temporarily interrupted the retrenchment process after Septem-
ber 1923, but then, from June 1924 until December 1931, apart from the
twenty-six-month hiatus of Seiyukai rule in 1927–29, Wnancial policy was
dominated by the restrictive line of the Kenseikai and Minseito. The eco-
nomic constraints of the time were such that even the Seiyukai cabinet in
1927 and 1928 could move only in a limited way toward a positive Wnancial
policy.1

The Turn to Deflation

The depression that began in 1920 never seemed fully to lift. After the Wrst
round of banking crises in March 1920, bank panics continued intermit-
tently until June 1921. An economic recovery began after March 1921, but
recovery brought renewed speculation, which ended with another panic on
the stock and commodity markets in February 1922. A new round of bank
runs followed. A wave of factory “adjustment,” or layoffs, began in May
1922, and the renewed fall of rice prices deepened the agricultural reces-
sion. Inoue’s Bank of Japan stayed the course of monetary restraint. A fur-
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ther wave of bank runs broke out in November and December 1922, and
the Bank of Japan stepped in again to bail out the banking system with
¥171 million in lending.2 There was another round of bank crises in 1923.

Coming amid revelations of political corruption, the economic downturn
discredited the big business and political establishment, and the Hara cab-
inet became the target of Werce political attacks. On September 28, 1921, in
an incident that foreshadowed the terror campaigns that ended party gov-
ernment in 1932, a right-wing activist influenced by the national socialist
ideas of Kita Ikki stabbed to death Japan’s richest businessman, banker
Yasuda Zenjiro (to whom Takahashi Korekiyo was close). On November 4 a
rightist-minded railroad employee stabbed Prime Minister Hara to death in
Tokyo Station. Takahashi Korekiyo succeeded Hara as Seiyukai party presi-
dent and prime minister, while continuing to retain the Wnance portfolio.

Despite the great fall in prices after March 1920, the opposition contin-
ued to hammer on the Takahashi government over “the rise in prices”
(bukka toki).3 This was no longer a matter of ending an ongoing inflation—
inflation had come to a decisive end in 1920. Rather, it was the idea that
prices in Japan had not fallen far enough. A popular political and journal-
istic catchphrase for explaining social changes since the late 1910s was the
“worsening of thought” (shiso akka), a term that encompassed the appear-
ance of communism, feminism, the labor movement, and new, revolution-
ary isms of all kinds. To the Kenseikai’s Hamaguchi Osachi, much of this
mental unrest was plainly caused by high consumer prices and economic
instability. “Since the war,” Hamaguchi declared to the House of Represen-
tatives in January 1922, “influenced by foreign ideas, the tone of our peo-
ple’s thought has changed.” In particular, “people belonging to the working
class” had “embraced dangerous, radical thought.” To address this crisis,
Hamaguchi said, “social policy” was needed, but the most fundamental
social policy was to stabilize the people’s livelihoods by removing the great-
est cause of instability—that is, by “price adjustment,” or deflation.4

The theme of frugality came not only from the side of politicians and
Wnancial bureaucrats. Mainstream business opinion too came to the view
that Japan had entered a new age of limits. In November 1921 the National
Federation of Chambers of Commerce petitioned the newly formed Taka-
hashi cabinet to lower prices as an urgent necessity. This meant above all
“contracting the currency and lifting the embargo on gold exports.” The
business group further called on the government to reduce spending and
likewise for “every one of the Japanese people to economize on living
expenses.” Repeating this call a month later, the chambers of commerce
launched an “Association for National Thrift” in order “to encourage dili-
gence and accumulation” and “to foster a spirit of simplicity.” Member
chambers of commerce of each locality were to encourage the people to be
punctual; to conserve gas, electricity, water, and other natural resources; to
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become aware of household budgeting; and “to do away with vain social for-
malities.” To disseminate these principles, the chambers of commerce
requested the government “to have the executive ofWcials of each locality
issue appropriate ofWcial orders.”5

Coming from an old-style Confucianist statesman, such exhortations to
frugality would be in character; coming from a modern chamber of com-
merce, they may appear odd. Manifestly, these businessmen were not view-
ing domestic demand as a fundamental source of economic growth. In fact,
it seems that they regarded the Japanese people more as their workers than
as their customers. In any case, they appeared to share the deflationist view
that domestic consumption necessarily came at the expense of exports.
Business demands for retrenchment continued in 1922. Mitsui’s Dan
Takuma, Japan’s most powerful industrialist, declared that all Japanese
must eliminate luxuries and “wasted expenses.” Inoue Junnosuke criticized
the “positive” policy from a similar standpoint. Such “top-down” demands
were matched by the demands of female consumers, as represented by the
All-Kansai Women’s Federation, a great federation of women’s groups in
Western Japan, which also called on the government to bring down prices.
As Ishibashi Tanzan later put it, “public opinion” in 1921 and 1922 sup-
ported deflation, but the Hara and Takahashi governments failed to follow
it.6 Although Ishibashi himself later gained fame for championing a
Keynesian policy of stimulating consumer demand, at the time, he contin-
ued to argue for deflation and a return to the gold standard. In fact,
Takahashi Korekiyo did begin to cut government spending. The Hara cabi-
net’s 1921 budget had showed a large increase over the giant 1920 budget
despite the fall of government revenues caused by the 1920 depression. But
Takahashi’s retrenchment budget for FY 1922 cut general account spend-
ing by more than 5 percent.

The framework of international relations in East Asia also continued to
shift in a way that seemed virtually to reverse the expansionist initiatives of
Japan’s wartime cabinets. At the Washington Conference, which met from
November 1921 to February 1922, the British and Japanese governments
assented to an American plan to replace the Anglo-Japanese alliance with a
set of multilateral treaties: the Four-Power Pact, the Nine-Power Pact, and
the Washington Naval Limitation Treaty. This “Washington system” of treaties,
renewed at the London Conference in 1930, formed the basic diplomatic
framework of East Asian relations in the 1920s.7 The Washington system was
an unambiguous victory for American diplomacy, afWrming the “open door”
in China, restoring Shandong to Chinese sovereignty (while preserving
Japan’s economic rights there), and setting a ratio of 5:5:3 for the tonnage
of capital ships in the British, American, and Japanese navies, respectively.
Thus, in the context of its large war debts to the United States, which
required reWnancing, the British government yielded to American pressure
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to end its alliance with Japan.8 The Japanese government was also con-
cerned to reWnance old Russo-Japanese War bonds and was simultaneously
seeking additional American loans.

Two months after the Washington Conference concluded, the Japanese
government also signed on to the recommendations of the international
economic conference at Genoa, which called for all countries to return to
the gold standard. As a second multilateral settlement that deWned a resta-
bilized postwar order—which was largely the status quo ante—the Genoa
resolutions were seen in Japan as the monetary counterpart of the Washing-
ton system, and they will be considered more fully in the following chapter.
SigniWcantly, Japanese representatives also made informal commitments to
British and American representatives at the time of the Washington and
Genoa meetings, suggesting that Japan would return to the gold standard
when Britain did.9

Despite this agreement in principle to restore the gold standard, Taka-
hashi continued the foreign-exchange policy that became a hallmark of his
positive policy, allowing the yen to fall through his entire tenure in ofWce. By
June 1922, when the Takahashi cabinet resigned, the yen was nearly 5 per-
cent below its gold par. Takahashi would repeat this yen-depreciation policy
as Wnance minister in the wake of the Wnancial crisis of 1927. He would
repeat it again, in a very big way, after December 1931.

Takahashi’s cabinet remained in ofWce for only seven months. After
Hara’s murder the Seiyukai split into a pro-Takahashi faction and an anti-
Takahashi “reform faction” led by Tokonami Takejiro and Yamamoto Tatsuo
(who had preceded Takahashi as BOJ governor and Wnance minister and
had enforced retrenchment against Takahashi’s preference for a positive
policy). Tokonami and Yamamoto later led their faction out of the Seiyukai
and eventually into the rival Minseito.

As the Seiyukai faltered, there was a brief return to the old pattern of
nonparty “transcendental” (chozen) cabinets centered on the House of Peers
and led by senior members of the old military-bureaucratic cliques. The Wrst
of these was formed with Seiyukai support by Admiral Kato Tomosaburo
(1861–1923), who as navy minister in the Takahashi cabinet and chief del-
egate to the Washington Conference, led the navy’s “treaty faction,” which
favored arms limitation. The Wnance minister was Ichiki Otohiko. The new
government adopted a policy of deflation and general retrenchment,
including cuts in military spending. This pairing of military and Wscal
retrenchment (gunshuku, kinshuku) later reappeared in the ill-fated policy
of Hamaguchi Osachi and Inoue Junnosuke in 1929–31. While retaining
an absolute majority in the House of Representatives, the Seiyukai was
divided and weak. The minority Kenseikai remained in opposition.

If the 1920s was a time of ascendant “Americanism” and international-
ism, for Japan’s military it was a time of retreat and consolidation in com-
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parison to the military “booms” that preceded and followed. As in the eco-
nomic sphere, Japanese military forces had greatly overextended them-
selves, and the series of economic Wascoes that began in March 1920 were
paralleled by the military Wasco in Siberia. Thus, comprehensive over-
extension in the late 1910s was followed by comprehensive pullback in the
early 1920s. With the practical termination in 1922 and 1923 of the
Siberian expedition—which militarily was a much bigger operation for
Japan than was World War I—military spending was reduced more than 40
percent.10 The Siberian expedition also brought public discredit to the mil-
itary that paralleled the postwar anti-militarist reactions in Europe. In
absolute terms, military budgets were hardly low in the 1920s—spending
more than ¥600 million per year, Japan remained one of the world’s most
highly militarized states—but there was a lull in spending compared to the
periods before and after.

Soon after the Kato Tomosaburo cabinet was inaugurated in June 1922,
the National Federation of Chambers of Commerce requested that the new
cabinet as its Wrst step undertake to deflate prices. Lower prices would
enable the lowering of wages, which were the basis of production. The new
cabinet was sympathetic to this idea, and in August 1922 announced a
nineteen-point price reduction plan.11 Among its speciWc points was the
exclusion of overseas gold holdings from the reserve for convertibility. This
measure shrank the issue of Bank of Japan notes, although this effect was
limited because Takahashi Korekiyo had already caused much of Japan’s
overseas specie holdings to be repatriated. It also ended the vestiges of
Japan’s sterling-based gold-exchange standard (although both the British
and the Japanese gold standards were at the time suspended.) Thus, the
Anglo-Japanese alliance and Japan’s London-based gold-exchange standard
were terminated simultaneously.

The August 1922 deflation plan was also the beginning of an effort to
restore the gold standard. On September 7 and 8, 1922, Finance Minister
Ichiki convened a group of “powerful businessmen” from eastern and west-
ern Japan to discuss the issue of lifting the gold embargo. Among them was
Muto Sanji, managing director of Kanebo (the Kanegafuchi Spinning
Company), and he took the lead in arguing that the gold embargo should
be lifted quickly. Finance Minister Ichiki and Bank of Japan governor Inoue,
in line with the general sense of those present, also favored lifting the gold
embargo but said that more time was needed. A week later, Finance Minister
Ichiki announced that the government would allow limited overseas gold
payments in order to raise the yen’s exchange rate to the old parity so that
it could lift the gold embargo. According to the Bank of Japan’s 1930 inter-
nal history of Japan’s long trek back to the gold standard, this was the Wrst
statement that made the government’s policy clear.12 Just how clear is con-
veyed by Ichiki’s convoluted statement itself:
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As for the gold export embargo, being that it was originally an abnormal mea-
sure adopted during wartime, we need not debate the fact that we should lift
it as soon as possible and restore the economy to its normal course. But hav-
ing said that, we must prudently consider whether now is or is not the appro-
priate time to lift the embargo. In my opinion, because the world economic
situation still lacks stability, most countries have not yet determined their poli-
cies in regard to gold, and international gold movements have not yet
returned to being free, and furthermore because we cannot yet report that
our country’s business world is fully stable, I think that the disadvantageous
influence that our business world would suffer as a result of lifting the gold
embargo would likely not be at all slight. Accordingly, the Government thinks
that now is not the appropriate time to lift the gold embargo, but that when
the internal and external economic situation is a bit more stabilized, and
when we can see that there is no fear that lifting the gold embargo would
bring sudden changes to our Wnancial world, then we should make all efforts
to carry it out quickly. Although the foregoing is the Government’s view in
connection to lifting the gold embargo, [in the meantime] in regard to the
negative influence of the export embargo on the exchange markets, the
Government’s policy will be to pay special consideration to making future sale
of [our] overseas specie holdings as easy as possible.13

Formally, this was a policy of returning to the gold standard in line with
the agreement at Genoa—though it was, as Ishibashi Tanzan said, hardly
unambiguous as to when and how. The operative part of Ichiki’s statement
was the decision to sell overseas specie holdings to raise the value of the yen.
The government’s willingness to sell overseas specie holdings or to ship gold
from Japan subsequently varied signiWcantly from cabinet to cabinet over
the rest of the decade and became part of the dialectic of the positive and
negative policies.

Otherwise, Ichiki’s statement well reflects the halfhearted character of
the policies followed by every cabinet until 1929.14 This policy—to pay out
specie and thus maintain the yen’s value, but not to do so to the point of
allowing prices to fall and hurt business—was criticized as an irresolute half
measure by Ishibashi Tanzan, who called for immediate resumption of free
gold movements. As far as the gold standard was concerned, Ishibashi later
concluded, the Kato Tomosaburo cabinet was a period of sideways motion.15

From his side, Bank of Japan governor Inoue Junnosuke welcomed the
new deflation policy but insisted that more was needed. As he continued to
hold the Bank of Japan’s discount rate at the historically high level of 8.03
percent, Inoue was explicit about the fact that his deflationary policy was
inducing a depression. Addressing the Kansai Bankers’ Convention in
November 1922, Inoue recalled how, a year earlier, he had told the same
forum that the only way “to adjust the business world, bring down prices,
and balance trade” was for the government and the people together to prac-
tice “thrift and diligence” to “tighten up the lax popular attitude.” Early in
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1922—that is, during the Takahashi cabinet—the trade deWcit had grown
even worse, Inoue said. But thereafter the government had moved to curtail
spending and bring down prices, and the people had come to recognize the
importance of restraining their consumption and diligently exerting them-
selves. Thus, “a contractionary tide [kinshuku no fucho] is gradually coming
about, and as a result, this has added to an extent to the severity of the gen-
eral depression. Throughout the country, the volume of trade is gradually
declining.”16 Prices had already “shown some measure of decline”—in fact,
they had fallen by 15 percent in the past year—but they still remained twice
the prewar level. In England and America, prices had fallen much further,
and Japan must follow suit. More constraint was needed. “This contrac-
tionary trend has only become a bit conspicuous since May or June of this
year [1922],” Inoue said, “and we have not yet reached the point where we
can simply say that we have gone the whole distance. Thus, I believe that
hereafter, the distance must be suitably long, and during that time the busi-
ness world must be adjusted and prices must gradually come down.” The
moral stakes were clear:

Despite the fact that the income of the nation in general has fallen remarkably
since the economic reaction of 1920, the wasteful habits to which people grew
accustomed during the boom period are not easily reformed, and many peo-
ple are still living off of past accumulation. Despite the decline in sales rev-
enues, there are also companies that continue to pay inappropriate [high]
dividends using the proWts accumulated during the boom. Such an unhealthy
situation cannot go on forever.

If business failed to adjust promptly, exports would fall and the new over-
seas trade outlets that had been developed during the war would wither.
Ultimately, the Wnancial power gained during the war would be lost.17

Adjustment (seiri) was a catchall often used at the time but rarely deWned.
Concretely, Inoue mentioned that businesses must curtail their operations
and that unemployment would result: “on this point [of dealing with unem-
ployment], other arrangements would have to be awaited, but [unemploy-
ment] was something that could not be avoided in undertaking business
adjustment.” Business must become more efWcient, and “the people as a
whole must strain to economize on consumption and revive the custom of
hard work.” A “mood of retrenchment” must be maintained in this way for
several months to come. Although England and the United States had low-
ered their interest rates in April and May 1921, Japan must maintain high
rates. One “must be pessimistic about the future.”18

In the event, the Bank of Japan did not lower interest rates until April
1925. The sixty-Wve-month phase of high interest rates that had begun in
November 1919 was by far the longest that the Bank of Japan had ever held
to a single discount rate up to this point. In helping to bring about this “con-
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tractionary tide,” Inoue Junnosuke was playing his part in a global move-
ment, as the leaders of the world’s most powerful central and private banks
set about reconstructing an international Wnancial order in which gold and
capital would once again flow freely across national boundaries.

By steps, the government thus moved back toward the gold standard. As
Inoue saw it, the Washington Conference had reduced political uncertainty
in the Asia-PaciWc region. By early 1923 the Kato Tomosaburo cabinet’s
retrenchment policy had lifted the yen to $0.49, near the old par. Thus,
favorable conditions had been prepared for lifting the gold embargo. In not
having done so, Inoue later said, the government had committed a “great
failure of policy.” Finance Minister Ichiki himself later stated that he was
looking for a chance to lift the gold embargo but had lost the chance with
Kato Tomosaburo’s death in August 1923.19

At the same time, a fundamental economic contradiction had become
visible, one that would appear also in Britain and other countries as they
sought to restore the prewar monetary order. After an interval of recovery
in the spring of 1923, the stronger yen brought on renewed economic
recession and a new round of bank panics. Thinking about this dynamic
later, after the experience of the great banking panic of 1927, Ishibashi
Tanzan reconsidered his earlier calls for immediately lifting the gold
embargo. Finance Minister Ichiki’s policy of holding off on gold resump-
tion had made sense after all, he admitted. Had the government pushed the
yen up to its par value and lifted the gold embargo, Ishibashi wrote, “our
business world would likely have fallen into extreme confusion and experi-
enced the panic of Spring 1927 earlier, around 1923; and once again a gold
export embargo might have been unavoidable.”20

In retrospect then, the policy choice was evident by 1922: restore the
gold yen at its former parity and thereby cause panic and recession, or con-
tinue in an unsatisfactory, unauthorized, in-between state of fluctuating
exchanges and repeated, politically determined adjustments.

Deflation Interrupted

Prime Minister Kato Tomosaburo died in ofWce on August 27, 1923. While
negotiations for forming a new cabinet were still under way, the great Kanto
earthquake struck the Tokyo-Yokohama area at 11:58 A.M. on Saturday,
September 1, halting the retrenchment policy and ending the chance to
restore the gold standard anytime soon. The scale of the shock is hard to
imagine. For two days, Wrestorms raged in Tokyo and Yokohama, destroying
most of the capital city and nearly all of the country’s largest port city. More
than 140,000 people perished—more than in the horriWc Wrebombing of
Tokyo on March 10, 1945. The total economic losses were later estimated at
¥5.5 billion, or three times the cost of the Russo-Japanese War. Another

“The Contractionary Tide,” 1921 – 1926 145

UC_Metzler-C.qxd  11/22/2005  12:52 PM  Page 145



comparison is even more telling: the economic damage caused by the earth-
quake is estimated to have been equivalent to one-quarter of the damage
caused to all of Japan during World War II.21

The earthquake also constituted another great Wnancial crisis. On its sec-
ond day the Wrestorm reached the Bank of Japan building in Nihonbashi,
and Inoue Junnosuke, accompanied by BOJ director Eigo Fukai, personally
directed the Wre-Wghting operation at great personal risk, ensuring that the
bank’s vaults remained safe. The Bank of Japan thus largely escaped the dis-
aster, but of the other banks in Tokyo, 121 head ofWces and 222 branch
ofWces were destroyed, or three-quarters of the total. All forty-two bank
buildings in Yokohama were destroyed.22

On the evening of September 2, a new cabinet was hurriedly formed by
a second retired admiral, the seventy-one-year old Yamamoto Gonnohyoe.
During Yamamoto’s Wrst tenure as prime minister, in the aftermath of the
“movement to protect constitutional government,” he had allied himself
with the Seiyukai—it was as Yamamoto’s minister of Wnance that Takahashi
Korekiyo had Wrst entered political life. But in 1923, with Takahashi as party
president, the Seiyukai opposed the Yamamoto cabinet. The Kenseikai took
a more neutral attitude. Inoue Junnosuke, after four years and Wve months
as Bank of Japan governor, resigned to join the cabinet as Wnance minister.

A great effort of rebuilding now got underway, enabled by a new “posi-
tive” policy implemented by Inoue Junnosuke. The Ministry of Finance
building in Otemachi had burned down, so ofWcials were moved into the
Wnance minister’s ofWcial residence at Nagatacho, and tents were set up to
provide additional ofWce space. On September 7, via an imperial edict,
Inoue declared a thirty-day moratorium on debt repayments. Tariffs were
temporarily lifted on the import of lumber and other materials needed for
relief and reconstruction. Emergency tax relief was granted, and emergency
aid was again extended to banks.23

The earthquake also aggravated the existing debt crisis. To begin with,
despite the vast destruction of real wealth, debts survived intact. Moreover,
much of the real wealth destroyed in the disaster was turned into debt as a
result of another emergency imperial ordinance on September 27 that
authorized Kanto-area banks and companies to issue special “earthquake
bills” eligible for discount by the Bank of Japan, permitting the Wnancial sys-
tem to continue to operate on the same scale as before the disaster. Many
companies also took advantage of this provision to convert bad debts left
over from 1920 into the new earthquake bills. By the end of March 1924,
the Bank of Japan had discounted more than ¥400 million of these bills.
The limit set for the redemption of the earthquake bills was September 1,
1925. It was subsequently extended two times. In the end, these debts, many
of them unrecoverable, triggered the great banking crisis of 1927.24

Inoue initially tried to maintain the value of the yen, but a great gap
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appeared between New York and Yokohama exchange rates. When a gov-
ernment order virtually stopped specie payments on December 5, 1923, the
yen exchange plummeted, as the policy of supporting the exchange was
temporarily abandoned.

The earthquake confused the economic situation to the end of 1923. A
reconstruction boom also got underway. Japanese sawmills could not cut
boards fast enough to keep up with the demand, and imports, especially
American lumber and other construction materials, were urgently needed.
In early October Inoue sent overseas Wnancial commissioner Mori Kengo
and his assistant Tsushima Juichi abroad to raise a large foreign loan—
opening a new era of heavy overseas borrowing.25

Inoue’s Wrst tenure as Wnance minister was brief. On December 27 an
anarchist Wred a shot at Crown Prince Hirohito, and to express the weight
of their responsibility, the Yamamoto cabinet collectively resigned, to be suc-
ceeded by a third nonparty cabinet headed by Kiyoura Keigo (1850–1942).
The Diet erupted in opposition to what Takahashi Korekiyo and others
charged was an unconstitutional maneuver. Shoda Kazue, formerly Wnance
minister in the Terauchi cabinet, replaced Inoue, who was appointed to the
House of Peers and left for a trip around the world.

The Seiyukai itself now split completely, as the larger, anti-Takahashi fac-
tion of the party led by Tokonami Takejiro and Yamamoto Tatsuo consti-
tuted itself as the Seiyu Honto (True Seiyukai) and supported the new cab-
inet. There were now three major parties. The rump Seiyukai party remained
greatly weakened through the remainder of Takahashi’s tenure as party
president and regained its former strength only after 1925, under the lead-
ership of General Tanaka Giichi.

After a brief effort to support the yen exchange, the Kiyoura cabinet let
the yen fall again, and it slid nearly 15 percent, to a low of around $0.40 in
May 1924. Exports surged. By breaking the high-yen policy—that is, the
effort to restore the gold standard—the earthquake thus promoted a gen-
eral economic recovery. But as the cabinet adopted a new retrenchment
policy in May and June, the yen again began to rise, bringing a new round
of endaka (yen appreciation) recession. The tension between economic
recovery and restoring the yen to its old par was becoming increasingly
plain. The Seiyu Honto suffered a sharp defeat in the May 1924 general
election, and consequently the Kiyoura cabinet resigned in June, having
failed to pass the annual budget.26

The Beginning of American Loans

The demands of earthquake reconstruction and the resulting heavy trade
deWcit meant a great need for foreign capital. This work was arranged by
Thomas Lamont.
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Postwar efforts to borrow in the United States went back to March 1920,
when in conjunction with negotiating Japan’s membership in the new
China consortium, Inoue Junnosuke had tried to get an American loan for
the South Manchurian Railway Company. Capital was not lacking in Japan
in the wake of the wartime boom, and the overriding foreign-policy purpose
of seeking the SMR loan was to gain indirect U.S. recognition of Japan’s
position in Manchuria and to enlist the aid and interests of American
bankers on Japan’s behalf. In 1921 Shibusawa Eiichi pursued the matter in
a trip to the United States, where he met American bankers and proposed
a loan of $150 million for the SMR. Lamont initially evaded the question,
later suggesting to Inoue that as a Wrst bond issue in the United States (that
is, the Wrst handled by Morgan and Company), it ought to be something
purely Japanese. Lamont was sympathetic, he told Inoue, but politically the
time was not yet right. Moreover, the business really belonged to Kuhn,
Loeb, not to Morgan.27 Two years later, Lamont would genteelly steal Kuhn,
Loeb’s business and make Morgan and Company the American Wnancial
agent of the Japanese government.

While the SMR loan was faltering, another Japanese loan was succeeding—
a $20 million bond flotation for the quasi-governmental Oriental Develop-
ment Company, Wnalized in March 1923. Like the South Manchurian Railway,
the ODC was an agent of Japanese colonial expansion in Manchuria. In
approving the one but not the other, the U.S. State Department played a bal-
ancing act between the desire to withhold recognition of Japan’s position in
Manchuria and the desire not to shut Japan entirely out of U.S. capital mar-
kets and risk provoking a go-it-alone response.28 Both of these semigovern-
mental companies also exempliWed the process of dependent Wnancial impe-
rialism, having borrowed in London and lent in China. The ODC loan was
Japan’s Wrst overseas bond issue of the 1920s. It was followed two months later
by a £3 million bond issue in London for the Tokyo Electric Light Company
(Tokyo Denko). Plans were also underway for overseas bond issues by the
Tokyo city government, the South Manchurian Railway, the Industrial Bank of
Japan, and other electric companies and public utilities.29

At the same time, Japan’s wartime initiative to establish a hegemonic
position in China came to a failed end. On March 10, 1923, the Chinese
government unilaterally abrogated the treaty signed as a result of the
Twenty-one Demands in 1915. (The Japanese government did not recog-
nize this action.) The “yen diplomacy” initiative was also moribund, and
most of Japan’s wartime loans to China were now in default. On April 14 the
U.S. government abrogated the wartime Ishii-Lansing agreement of 1917,
which had, ambiguously, recognized Japan’s special position in Manchuria.
Recognizing the trend of the times, on May 30, 1924, a joint conference of
the Foreign Ministry, army, navy, and Finance Ministry also decided on a
China policy of “economic advance” (that is, rather than military advance).
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The 4½ percent sterling loan of 1905 was also coming due in 1925.
Twelve years earlier, Takahashi Korekiyo had expressed his fears concerning
the reWnancing of this loan to Inoue Kaoru, fearing that a misstep could
open the way to the Anglo-American domination of China. Japan’s Wnancial
gains during World War I then seemed to solve the problem, and the gov-
ernment set aside funds to redeem the loan. The postwar depression and
the earthquake threw Japan back into its prewar Wnancial bind. Takahashi
had also expressed fears of an American advance in East Asia, backed by the
immense Wnancial power concentrated in J. P. Morgan and Company. As it
happened, the Russo-Japanese War loan was to be reWnanced by none other
than Morgan and Company, packaged together with a loan for earthquake
relief. The Japanese government loan for $150 million was also the largest
long-term foreign loan yet handled by New York.30

Thomas Lamont carefully managed the Japanese bond issue from the
start. Soon after the earthquake, saying he had heard that the Japanese gov-
ernment planned to take out large loans in New York, Lamont encouraged
Inoue to refrain for the moment, to avoid the effect of a “calamity market.”
(Lamont himself had helped organize the American relief effort for Japan,
and thought it impolitic to ask people for contributions and try to sell them
bonds at the same time.) The American loan, issued in February 1924
under the authority of Finance Minister Shoda, then replaced the old 4½
percent bonds with new 6½ percent bonds, issued conjointly with a £25 mil-
lion loan in London. The total yen proceeds of the American and British
loans came to about ¥500 million, of which some ¥200 million went for
reconstruction31—it was called the earthquake reconstruction loan, but it
could well have been called the Russo-Japanese War reWnancing loan.

The 1924 loan also meant switching Japanese government business from
Kuhn, Loeb to the rival Morgan Wrm. This was done over the opposition of
Takahashi Korekiyo, who considered Jacob Schiff to have been a great
benefactor of Japan. On his side, Lamont carefully coached the Japanese
negotiator on how to present the matter to Kuhn, Loeb so as not to violate
openly the Wall Street taboo against poaching the business of fellow invest-
ment banks. Thus, Kuhn, Loeb was included in the loan syndicate as a
junior partner, together with the Morgan-linked First National and National
City banks—the same loan syndicate that had Wrst been formed in June
1909 to make loans to China and Latin America. Inoue’s overseas banking
connection was now far more influential in the greater scheme of things
than the aging Takahashi’s. The domestic reaction to these higher-interest
bonds was not wholly positive in Japan, with newspapers calling them
“national humiliation bonds” (kokujoku kosai).32

The so-called earthquake loan began a new flow of Western, mainly
American, capital into Japan (table 4). It was followed in August 1924 by a
bond issue for Daido Electric Power arranged by Dillon, Read and
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Company, one of the most aggressive of the rising Wall Street Wrms that
were floating overseas bond issues in the 1920s. Inoue Junnosuke hailed
Daido’s president Fukuzawa Momosuke on his return from New York as a
“general returning in triumph.” Other executives resented the stiff terms
extracted by Dillon, Read as having set a bad precedent, and it was joked
that the Daido president had better watch his step when he went out at
night.33

[Table about 4 here]

In fact, interest rates on foreign loans were no longer signiWcantly lower
than those on loans obtainable domestically, but domestic borrowing was
limited to Wve- or ten-year terms, while foreign bonds could be issued on
twenty- or thirty-year terms. The longer-term loans were especially needed
for capital-intensive applications such as electriWcation, which would take
many years to pay off.34 They were also connected to Japanese purchases
from member Wrms of the “Morgan zaibatsu,” such as General Electric. As
in the years after the Russo-Japanese War, foreign loans also served to cover
the trade deWcit and helped restore the value of the yen to close to the old
par; and simultaneously with this new inflow of American capital, there was
a renewed phase of domestic retrenchment and deflation.

More Retrenchment: 
The “Liberal Party” after 1924

Among the parties, only the Seiyu Honto supported the Kiyoura cabinet.
The Kenseikai led by Kato Takaaki, the Seiyukai led by Takahashi Korekiyo,
and the liberal-reformist Kakushin Club (Reform Club) led by Inukai
Tsuyoshi all joined forces to launch a self-styled “second movement to pro-
tect constitutional government.” Takahashi resigned his peerage to run for
the House of Representatives (that is, as a commoner) in the May 1924 elec-
tions. He chose to represent the home district of his political mentor Hara
Takashi in Iwate—running, in effect, as Hara’s successor. The Seiyu Honto
was roundly repudiated in the elections, and the Kiyoura cabinet subse-
quently resigned. After nine years in opposition, Kato Takaaki gained the
position he had sought a decade earlier, forming a cabinet based on a coali-
tion of the Kenseikai, the Seiyukai, and the Kakushin Club in June 1924.
This was the Wrst time under the Meiji constitution that an election had
brought about a change of cabinets.35 It was also the last, and in several ways
this triumph of the political parties was the high point of 1920s liberalism.
The political parties had joined together to oust a reactionary, nonparty
cabinet, and as one of their subsequent legislative achievements, universal
manhood suffrage was enacted in March 1925.

The formation of the three-party coalition government also opened a
new phase of negative, or reconstructionist, policy and a new movement to
return to the gold standard. The coalition government was dominated by
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the Kenseikai, who held all the key posts of prime minister (Kato Takaaki),
home minister (Wakatsuki Reijiro), foreign minister (Shidehara Kijuro), and
Wnance minister (Hamaguchi Osachi).36 For its part, the Seiyukai got the
ministries of Justice and of Agriculture and Commerce. Takahashi Korekiyo
held the latter post. Thus the partisan tension between the “positive” and
“negative” policies was incorporated into the cabinet, with Takahashi’s posi-
tive policy in the minority position.

In his Wrst address to the Diet as Wnance minister, Hamaguchi announced
the new cabinet’s retrenchment policy. Government Wnances, he explained,
were burdened by the huge earthquake recovery expenses, virtually all of
which had been covered by government borrowing. Reconstruction
demands had greatly increased imports, adding to the trade deWcit that had
reappeared since 1919 and causing an “unprecedented fall” in the yen
exchange. To deal with these problems, “the most important fundamental
measure” was to economize on consumption. The government must retrench
and the people must correct customs of “thoughtless luxury,” “cultivate the
beautiful customs of self-control and saving, and strive to accumulate capi-
tal by thrift and strenuous effort.”37

The moral necessity of deflation was brought home to the Japanese peo-
ple in a new ideological campaign. Following meetings in every ministry to
discuss the retrenchment campaign, Prime Minister Kato publicly launched
a “Diligence and Thrift Campaign” (kinken shorei undo) on September 1,
1924. Home Minister Wakatsuki Reijiro and Finance Minister (later Home
Minister) Hamaguchi Osachi took the lead, as the Home Ministry mobilized
its considerable resources of persuasion and control to take the message to
the public in every corner of Japan. The starting point of the cabinet’s mes-
sage was the imbalance of external payments: since the war, Japan’s foreign
trade had turned from surplus to deWcit, while the country’s debts had
grown and grown. “The only way to break out of this desperate situation is
diligence and thrift,” as the Home Ministry’s Wrst campaign poster put it.38

“In line with the Boshin rescript,” which had launched the retrenchment
drive that followed the Russo-Japanese War in 1908, a new “Rescript
Regarding the Spiritual Uplift of the Japanese People” was issued in the
name of the Taisho emperor on November 10.39 The government also
mounted a campaign to “cherish Japanese goods” (kokusanhin aiyo),
inspired by the “Buy British goods” movement—which was meant to better
Britain’s own chronic trade deWcit and support its own restoration of the
gold standard at the old, high par.40

After becoming home minister in 1926, Hamaguchi Osachi continued
the campaign, delivering the message to women in their role as “superin-
tendents of the household” that the goals of the government’s campaign
were a matter equally of morality and of daily life. With a national debt of
more than ¥5 billion and gold flowing out of the country, Hamaguchi
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explained, the main point that his listeners should take home with them was
that “consumption is excessive” and must be reduced. The Home Ministry
even worked to publicize the story lines of Wfteen feature Wlms that encour-
aged diligence and thrift.41 In its rhetoric and techniques of mass mobiliza-
tion and in the policy content of its message, the “Diligence and Thrift”
campaign formed a dress rehearsal for the campaign led by Hamaguchi
Osachi and Inoue Junnosuke that accompanied the return to the gold stan-
dard in 1929.

The retrenchment campaign went beyond rhetoric, and in putting
together the 1925 budget, Finance Minister Hamaguchi proposed to cut
spending by 17 percent and lay off twenty thousand ofWcials. These cuts
were scaled back in the face of general resistance, including that of Agri-
culture and Commerce Minister Takahashi, Army Minister Ugaki Kazunari,
and Communications Minister Inukai Tsuyoshi, but in the end, the budget
passed in February 1925 still represented a 6 percent cut. Earthquake-
related expenses continued to entail some spending increases, but budget
cuts and the retrenchment of domestic bond issues were carried further in
the 1926 budget.42

Despite these moves back toward the gold standard, Hamaguchi initially
continued the previous policy of nonintervention in regard to foreign
exchange.43 Expectations that the new government would restore the gold
standard briefly boosted the yen exchange during the summer of 1924, but
after August the yen again began to fall, dropping to $0.38 in October. This
was the bottom of the yen’s postearthquake slide, and at this point, a turn
in exchange policy came.

At the same time, late 1924, Ishibashi Tanzan of the Toyo keizai shinpo
took up a new monetary cause and began to argue that the yen should be
restored to gold convertibility at a new, devalued par—that is, at the exist-
ing price level. Here, Ishibashi was influenced by the “purchasing power
parity” idea of foreign exchange developed by the Swedish economist
Gustav Cassel, who in a privately commissioned study widely distributed in
Japanese policy circles, also concluded that the Japanese yen was signiW-
cantly overvalued.44 ConWrming Ishibashi’s contention, the low yen brought
welcome relief to Japan’s export trade and promoted a strong business
recovery during the late spring and summer of 1925. At the time, however,
Ishibashi’s proposal received little attention.45 It was from the banking com-
munity that the new direction of policy got its impetus.

In November 1924, with the yen some 22 percent below par, the annual
bank clearing houses’ conference called on the government to “thoroughly
implement its announced policy of administrative adjustment, Wscal
retrenchment, and balancing the budget” and further declared that it “was
urgent to devise a fundamental remedy against the great fall of the foreign
exchange.”46 This declaration shocked the government into action, accord-
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ing to Ishibashi Tanzan, and Finance Minister Hamaguchi, attending the
bankers’ convention, responded that the government would use its overseas
specie balances to help support the yen exchange. Making good on this
statement, the government began to ship gold and pay out money from the
overseas specie reserve in January 1925, and the yen began to rise again.47

A political movement to restore the gold standard also began in early
1925, when businessman and Diet member Muto Sanji and veteran liberal
politician Ozaki Yukio—backed by Muto’s own small political party, the
Jitsugyo Doshikai, as well as by the Chuseikai and Seiyu Honto—presented
an unsuccessful resolution in the Diet calling for an end to the gold
embargo, “the source of the disease in our Wnancial world.” Contending
that the only way to balance Japan’s trade was to reduce domestic prices,
they urged lifting the gold embargo and shrinking the currency. Hama-
guchi agreed in principle, he said, but in present circumstances, an appre-
ciation of the yen would hurt exports, and a gold outflow and consequent
credit squeeze would be a great shock to the business world. In Ishibashi
Tanzan’s estimation, this on-again, off-again policy left plenty of room for
doubting Hamaguchi’s actual intentions, and the markets did not take his
professions at face value.48

“Positive” Countercurrents

In the meantime, Takahashi Korekiyo was further developing his own “pos-
itive” brand of economics. Financial policy was only part of the picture of
the confrontation between the positive and negative policies, and while the
retrenchment-minded Kenseikai held the Ministry of Finance and domi-
nated the cabinet’s Wnancial policy, the expansion-minded Takahashi held
the Agriculture and Commerce portfolio, heading a ministry in which he
had last served, with Maeda Masana, in the 1880s. This partisan divide
accentuated the usual split between the restraint-minded Ministry of
Finance and the development-minded Ministry of Agriculture and Com-
merce, and under Takahashi’s auspices the beginnings of an activist indus-
trial policy began to take shape.49

As opposed to the more liberal and urban-based Kenseikai, the Seiyukai,
with its historic base in the rural landlord class, was the more conservative
party. The Kenseikai, for example, with Inukai Tsuyoshi’s Kakushin Club, had
supported the cause of universal male suffrage. The Seiyukai had opposed it,
agreeing to support a suffrage bill only on joining the three-party coalition
movement in 1924. The Kenseikai also adopted an activist, reform-oriented
social policy, while the Seiyukai took a hands-off attitude to social problems;
in cooperation with leading business organizations, Takahashi took the lead
in obstructing the passage of labor bills backed by the Kenseikai.50 In regard
to social policy, it was thus the Seiyukai whose policy was passive, or “negative.”
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In regard to business unions, however, Takahashi was an activist, spon-
soring legislation to establish government-funded export associations,
opposed by the cost-conscious Ministry of Finance under Hamaguchi.
Countering arguments that only a return to the gold standard could solve
Japan’s chronic trade imbalance, Takahashi maintained that Japan lacked
the gold reserves to adopt such a course and argued instead that exporters
suffered from excess competition. In January 1925 the measures proposed
by Takahashi were enacted as the Export Associations Law (Yushutsu
Kumiai Ho) and the Important Export Goods Associations Law ( Juyo
Yushutsuhin Kumiai Ho), which created provisions for establishing export
cartels, although without government Wnancing. These laws constituted a
departure point for Japan’s modern industrial policy.51 At the end of his
brief tenure, in April 1925, Takahashi also presided over the split of the
Ministry of Agriculture and Commerce into separate ministries of
Agriculture and of Commerce and Industry. The latter ministry became
the institutional fountainhead of the national-protectionist and economi-
cally expansionist industrial policies that took shape in the 1930s and was
the direct ancestor of the post–World War II Ministry of International
Trade and Industry (MITI).52 Economically, Takahashi’s position thus rep-
resented a positive countercurrent within the negative tide: in the context
of the coalition cabinet’s retrenchment-oriented macroeconomic policy,
Takahashi began to build an activist and expansionist policy at the micro-
economic level.

On April 4, 1925, Takahashi, now seventy-one years old and ailing,
retired from political life, resigning from the cabinet and from the post of
Seiyukai president. Under the new presidency of General Tanaka Giichi,
formerly minister of war in the Hara and Takahashi cabinets, the Seiyukai
asserted an aggressive new political course antagonistic to the Kenseikai.53

In May, Inukai Tsuyoshi also merged his Kakushin Club into Tanaka’s
Seiyukai. The new Tanaka line was adumbrated in a June 1925 Seiyukai
communiqué that lamented the present state of “industrial stagnation” and
called for a policy of “building an industrial state” (sangyo rikkoku), which
became one of the Seiyukai’s chief slogans. The Seiyukai’s new vision of
industrial policy was teamed with a new nationalism and militarism, evident
in the party’s demands for an “independent diplomacy” ( jishuteki gaiko),
and joined with various measures of military buildup including the promo-
tion of military training for youth.54

As a result of the Seiyukai’s new hostility, the three-party coalition cabinet
broke up at the end of July, and Kato Takaaki formed a second, Kenseikai-
only cabinet. Wakatsuki Reijiro continued as home minister, and Hama-
guchi Osachi continued as Wnance minister. The Kenseikai now had a freer
hand to implement many of the policies it had long promoted, and the
1926 budget was put together in line with the “negative” policy.55
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The Movement to Restore
the Gold Standard

On April 28, 1925, shortly after Takahashi’s retirement, British Chancellor
of the Exchequer Winston Churchill announced to the House of Commons
that Britain would restore the gold standard at the old par as of the begin-
ning of 1926. A dozen other countries directly followed Britain’s lead, and
in Japan the movement to restore the gold standard picked up steam.

After the Seiyukai quit the coalition, the Kenseikai government took con-
crete steps toward restoring the gold standard by beginning regular gold
shipments in September 1925. Expectations of an impending return to the
gold standard led to speculative yen buying in Shanghai, boosting the yen
to $0.43 by the end of 1925. In a process that was becoming routine, the
higher yen again brought recession. In the face of complaints from the busi-
ness community, Hamaguchi’s Ministry of Finance therefore announced on
February 20, 1926, after shipping a total of ¥26 million in gold, that the
gold shipments were not meant as preparation for lifting the gold embargo,
and it abruptly canceled a gold shipment scheduled for the next day.56 On
February 23 Hamaguchi told the Diet that it was too early to lift the gold
embargo. The yen briefly halted its rise, but new foreign loan issues by
Japanese electric power companies meant an influx of foreign exchange
(that is, gold), causing the yen to resume its upward movement. By April
1926 it had risen above $0.47, an increase of nearly 25 percent from the low
point in late 1924. The recession in the silk and cotton trades worsened.

Kato Takaaki died in ofWce in January 1926, and Wakatsuki Reijiro
formed a successor cabinet. Hamaguchi Osachi at Wrst remained as minister
of Wnance and then, in June 1926, assumed the powerful post of home min-
ister. He was succeeded as Wnance minister by Kenseikai politician Hayami
Seiji, who died in ofWce in September 1926, and then by businessman and
Diet representative Kataoka Naoharu (1859–1934), who continued Hama-
guchi’s Wnancial policy and took further steps to prepare for a return to the
gold standard. While disclaiming an intention to lift the gold embargo
soon, Kataoka renewed gold shipments almost immediately after taking
ofWce and had the Bank of Japan lower interest rates on October 4, to help
businesses “prepare for the Wnancial blow caused by lifting the gold
embargo.”57 Fatefully for Kataoka’s career and for the Wnances of dozens of
banks and tens of thousands of individual depositors, he also moved to
clean up the bad debts represented by the outstanding earthquake bills.
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Induced Depression

159

The theme of restoration was widely sounded in the post–World War I
world, and restoration was deeply connected to the questions of deflation
and the gold standard. This connection forms a recurring theme in mone-
tary history.

Britain’s original legislative enactment of the gold standard in 1816 was
itself intended as a restoration of hard money—the “old par”—after the
inflationary Napoleonic Wars, and it was a central plank in a larger program
of conservative restoration policies. A thirty-year deflation followed. In the
1870s, after episodes of paper-money inflation that accompanied wars of
national uniWcation in the United States and continental Europe, the gold
standard was adopted by the other core Western countries. This interna-
tionalized gold standard helped to drive the twenty-three-year deflation of
1873–96. The world war of 1914–18 brought a new round of internation-
alized paper-money inflation. It too was succeeded by a new round of hard-
money restoration.1 Thus, the gold standard became the centerpiece of a
program of deflationary social-economic restoration in the world as a
whole. Japan was drawn into this global process.

The Global Postwar: World Stabilization
and World Deflation

Internationally, the decade of the 1920s was dominated by the working out
of the economic consequences of Europe’s great war. This was also the case
in Japan. While the postwar political trend seemed to be one of peace and of
a turning away from high politics to economic issues, the economic situation
itself appeared grim, and economics became Wlled with the language of war.
In his Wrst (and only) New Year’s message as prime minister in 1922,
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Takahashi Korekiyo told the Japanese nation that as a result of the world war,
“armed competition has become obsolete, but economic competition is
growing in intensity.” For Inoue Junnosuke, “the war fought with weapons”
was over, but an “economic war” was underway. Thomas Lamont also
described the postwar decade as a time when “an economic war” was waged
in Europe, “more devastating in its effects perhaps than the armed conflict
itself.” Economic wars over tariffs, German reparations, and boycotts in
China all contributed to these perceptions.2

Viewed from the twenty-Wrst century, the period from 1920 to 1929
appears as a clearly demarcated era in world economic history. Among the
distinctive and constitutive elements of this interval were the following:

• Worldwide preparations for and implementation of the deflationary
gold standard, accompanied by a series of gold-restoration depressions

• A corresponding reorientation to austerity in domestic Wscal and
monetary policies. This was the case worldwide with the end of the
inflations of the early 1920s and was true of Japan for the whole
period. Conservative analyses of the times often delineated an
extravagant and bloated state sector, but these analyses themselves
were part of the campaign to cut back the enlarged state apparatus
inherited from the wartime era.

• Chronic overcapacity and “overproduction” relative to effective
demand in agriculture and in many branches of industry

• Very large but unstable capital flows out of the United States

• The ascendancy of Wnance capital: the leading role of private
Wnancial institutions in the domestic political-economic
arrangements of Britain and America in particular and their
domination of international economic arrangements in general

All of these conditions changed dramatically in the “great transforma-
tion” of the 1930s.3 As for the working out of the war’s Wnancial conse-
quences, the short-term Wx was a great wave of international, chiefly
American private lending. The ultimate solution came in the global debt
crisis of 1930–31, with the wholesale repudiation of debts and the practical
collapse of the international Wnancial system.4

Just as Japan’s inflation of the late 1910s was part of a worldwide infla-
tionary wave, so deflation was a global phenomenon in the 1920s. Its polit-
ical and social signiWcance is hard to exaggerate. The inflationary boom of
1919 was most strongly marked in Japan, and Japan led the way into world
deflation in March 1920. In Britain, the United States, and the countries
closely connected to them, prices began to fall in the summer of 1920.
Through the autumn of 1931, Japanese, British, and U.S. prices followed a
similar deflationary course (Wgure 6). In most of continental Europe, high
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Theory and Practice of Induced Depression 161

inflation persisted into the early 1920s, and there was hyperinflation in the
defeated countries. Currency stabilization in Europe subsequently followed
staggered national timetables but was largely accomplished by 1926, by
which point deflation became a global process. [Figure 6 about here]

To gain a wider sense of the meaning of the deflationary world trend, we
must again shift our vantage point to the places where world currency stabi-
lization policies were planned and coordinated: the dual Wnancial capitals of
the world economy in London and New York. The London-centered imper-
ial system had entered an age of structural crisis. Commercial, naval, and
industrial power had been the bases of Britain’s Wnancial supremacy; but as
British techniques were successfully adapted elsewhere, Britain’s advantages
inevitably disappeared. In the late nineteenth century, British consumers be-
gan persistently to purchase a greater value of goods than British producers
made. The deWcits in merchandise trade were covered by the proWts from
British overseas investment. Thus, even as Britain’s industrial advantage pro-
gressively slipped, the great Wnancial superstructure that had originally been
built upon colonial, trading, and industrial proWts continued to extend itself,
and British Wnance reached the apex of its global predominance.

The critical turning point in this process of incipient hegemonic decline
was the worldwide commercial and industrial boom of 1915–20, whose
beneWts only the warring states of Europe failed to share. Japanese Wnancial
authorities such as Inoue Junnosuke and Sakatani Yoshio began to imagine
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Tokyo as the London of East Asia. New York bankers began to challenge
London for global primacy. Even after the war, however, Britain retained
enormous Wnancial advantages, even if it was now in debt to the United
States. Thus restoration—of the gold standard and of London’s central place
in world Wnances—appeared as the great priority to British Wnancial policy
makers. But the idea of restoration gained a global currency, also appearing
as a goal to many leaders in the rising powers of America and Japan.

Every country suspended gold convertibility during World War I. The
process of return was more gradual, as enumerated in table 5. The Wrst post-
war currency stabilization was undertaken by the United States, which
restored the gold convertibility of the dollar on June 26, 1919, two days
before the signing of the Versailles Treaty. The United States was joined by
its satellite states Cuba, Nicaragua, Panama, and the Philippines, which
operated dollar-based gold-exchange standards. Except for Japan and a few
of the neutral countries that had likewise accumulated large wartime sur-
pluses, the rest of the world could not easily have followed the American
lead. In Japan’s case Takahashi Korekiyo held off on restoring gold con-
vertibility in view of the situation in China and Siberia.[Table 5 about here]

The worldwide depression of 1920, as we have seen, was in one aspect the
United States’ own “gold restoration” depression. Although Britain and Japan
did not restore gold convertibility at the time, the Bank of Japan and the Bank
of England both raised interest rates and presided over a sharp deflation in
1920 and 1921, as wholesale prices fell nearly 40 percent in Japan and nearly
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table 5. Number of countries going onto and leaving 
the gold standard, 1919–1936

Number Number
Returning Leaving 

Years to Gold Gold

1919–20 6 —
1921–22 2 —
1923–24 5 —
1925–26 15 —
1927–28 16 —
1929–30 2 5
1931–32 4 31
1933–34 0 6
1935–36 0 8

SOURCE: Tabulated from Eichengreen 1992a: 188–191.
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50 percent in Britain. Inflation thus ended abruptly in America, Britain, and
Japan, and prices were stabilized thereafter. Gold-restoration crises followed
in Czechoslovakia, Austria, Hungary, and Germany in 1923–24, in Britain
after 1925, France after 1926, Italy in 1927, and Japan in 1929–30. In the
case of the runaway inflations in Central Europe, these induced depressions
were indeed “stabilizations,” but even there the continued enforcement of the
deflation policy has been criticized as ultimately destabilizing.5 Elsewhere, the
term stabilization is much less appropriate.

A dozen or more countries went through comparable “stabilization”
experiences, making the story of the restoration of the gold standard a great
unifying theme in the international history of the 1920s. Once one steps
away from specialized monetary and Wnancial histories, it is also a story per-
ceived by few present-day historians. Most of these stabilization crises, offset
in time, were national rather than international in scope; but at the end of
the decade, divergent national trajectories of prosperity and depression
were resynchronized in the universal crisis of 1929–31. It was Japan’s bad
fortune that its national gold-restoration depression coincided fatefully
with the world depression.

European monetary stabilization began as a chiefly British initiative. In
January 1920, as the British, American, and Japanese central banks imple-
mented deflation, Wnancial “power holders,” as Tsushima Juichi called them,
from the United States and seven European countries met in Amsterdam and
proposed an international economic conference. In September, as the waves
of the postwar depression spread around the world, an “experts meeting” of
representatives from thirty-nine countries was convened under League of
Nations auspices in Brussels, where representatives agreed to deflation along
the lines being taken by the Bank of England and the Federal Reserve Bank
of New York. Overseas Wnancial commissioner Mori Kengo reported the con-
clusions of the conference to the Ministry of Finance: “The most urgent com-
mon task is to contract the expanded structure of money and credit. There-
fore, central banks should be free of government pressure. All banks should
increase interest rates to bring about adjustment [seiri]. The best way to bring
about currency and exchange stabilization is a speedy return to the gold stan-
dard. ArtiWcial means of regulating foreign exchange should be ended.” The
Brussels meeting resulted in the creation of the Financial Committee of the
League of Nations, which later directed the Wrst of the currency stabilization
programs in Czechoslovakia, Austria, and Hungary.6

The international stabilization program was carried further at Genoa in
April and May of 1922 in a conference attended by cabinet-level represen-
tatives from twenty-nine countries. Japan was again represented by Mori
Kengo and by BOJ director Fukai Eigo, just arrived from the Washington
Conference. They now signed on to a second multilateral settlement, whose
Wnancial resolutions were as follows:7
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1. Every country should stabilize its currency.

2. Every country should have a central bank, “free of political pressure.”

3. Central banks should cooperate continuously.

4. All European countries should adhere to a common gold standard,
to be adopted as rapidly as possible. [ Japan Wgured here, as it did
throughout the international Wnancial diplomacy of the 1920s, as 
a kind of “honorary” European country.]

5. Government budgets must be balanced. “The true remedy” for this
was to reduce expenditure, which “will go far to remedy an adverse
balance of external payment by reducing internal consumption.” In
some cases, an external loan may be necessary to accomplish this.

6. Depending on economic circumstances, it may be advisable for a
country not to return to its prewar gold parity but to adopt a new
(devalued) parity.

7. An international convention should be held to centralize and
coordinate the demand for gold. Gold use should be economized
by maintaining foreign-exchange reserves as partial backing for
a country’s currency issue (that is, by adopting a gold-exchange
standard).

Thus, the proposed (British) solution for making the world’s given sup-
ply of gold go further was to extend the use of the kind of gold-exchange
standards that had been employed before the war in colonial and periph-
eral countries, including Japan. The effect would be to leverage the world’s
gold supply by establishing certain gold-linked currencies—chiefly the
British pound and the U.S. dollar—as substitute gold. So-called “gold cen-
ter” countries would hold the actual gold. Privately, British policy makers
saw the gold-exchange standard as a way to restore London’s Wnancial cen-
trality and boost the British pound. In fact, the competition to extend
nationally based gold-exchange standards had entered a new phase.8 This
point reflects a fundamental difference between the prewar and postwar
gold standards (and a point of difference between British and American
visions).9 Gold itself now stayed in the vaults of central banks and national
treasuries—even in Britain and the United States, the prewar gold-coin
standard was a thing of the past. Thus, already in 1922, with only the
United States and a few other countries back on the gold standard, the
world’s supply of gold appeared insufWcient for global monetary needs.

The problem of limited gold stocks was exacerbated after the war by what
could be called the gold gap. About 40 percent of the world’s gold was now
in the United States,10 and both agricultural and industrial exports flowed
one-sidedly from North America to Europe—the United States’ abundant
production was not matched by Europe’s ability to pay. (Japan, thanks to silk
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exports, ran a consistent trade surplus with America, but had an even larger
trade deWcit with India and Europe.) This “gold gap” was in essence a dol-
lar gap, as the U.S. dollar was now the only major currency on the gold stan-
dard and had become a vital means of international payment. In regard to
this global balance-of-payments problem, the Genoa conference’s commit-
tee of experts recognized that creditor countries (that is, the United States)
must absorb exports from debtor countries in order to recycle the means of
payment. That this did not happen was a fundamental cause of the global
Wnancial imbalances of the decade that followed.11

Another aspect of this problem was the “sterilization” of gold inflows by
recipient countries—above all, the United States—a new factor that gave
the restored gold standard a further deflationary bias. Thus, gold outflows,
in accordance with Hume’s specie flow model, were deflationary (i.e.,
reduced the monetary base) for countries that lost gold. But on the other
side of the international balance sheet, anti-inflationary central banks “ster-
ilized” gold inflows by refusing to allow “excess” gold to be monetized. “Our
great problem is dealing with the continued addition to our mass of gold,”
Benjamin Strong conWded to Fukai Eigo in 1924. “[We must] put it away
temporarily until the world comes to its senses and readjusts its monetary
systems. It is a menace to us in presenting the possibility of inflation.” More
particularly, Strong feared “a repetition of the mistakes of the whole world
in the years 1919–1920.” The result was that neither the United States nor
France, the two biggest recipients of gold flows in the late 1920s, acted as
great sources of world demand, as they “should have.”12 This violation of the
rules of the gold-standard game has appeared as a central problem of the
interwar gold-standard system to many modern scholars. Ironically, Japan’s
great inflation of 1919–20 was substantially based on gold inflows: although
the Bank of Japan did take limited sterilization measures, it largely followed
the rules of the game at this point.

As the representative of the sole creditor state, New York Federal
Reserve Bank governor Benjamin Strong declined to participate in the
Genoa conference altogether. American nonparticipation, French resis-
tance, and the failure of the political side of the conference has tended to
overshadow the signiWcance of its Wnancial resolutions. In fact, although an
international gold standard convention was never held, the ideas outlined
at Genoa were largely in line with the private-sector stabilization policies
subsequently supported by J. P. Morgan and Company and by Benjamin
Strong. At Genoa, Japan was reckoned to be one of the four countries
(along with Britain, the Netherlands, and Switzerland) that could directly
return to the gold standard. Finance Minister Ichiki’s abortive effort to
return to the gold standard—in effect, to constitute Japan as a gold-center
country—was undertaken directly after.13

At Genoa the old themes of gold restoration and retrenchment were also
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linked with a new vision of the quasi-sovereign role of central banks. This
ideal was epitomized and championed by Inoue Junnosuke’s colleagues
Montagu Norman of the 228-year-old Bank of England—the “great head
temple [dai honzan] of the international Wnancial world”—and Benjamin
Strong of the eight-year-old New York Federal Reserve Bank. Together,
these two banks “grabbed the powers by the ears and led them to cooper-
ate,” as Inoue expressed it. Inoue was the Japanese counterpart of these cen-
tral bankers, and he greatly valued his personal connections with them.14

The sense of clubbiness was strong. So too was the sense of central banking
as a world apart from government, and when Inoue left the Bank of Japan
in September 1923 to join the government as Wnance minister, his friend
Benjamin Strong reacted as if Inoue were going over to the other side.15 In
the 1920s, this new, semiprivate banking technocracy was in the driver’s seat
of the international Wnancial system.

The Practice of Currency Stabilization

In line with the recommendations of the Genoa conference, gold-based cur-
rency stabilization programs in the 1920s followed a prescripted pattern,
with the script written largely by the Wnancial “power holders” of New York
and London. These programs were not unlike the reforms directed by
Matsukata Masayoshi in the early 1880s, or those directly managed by the
International Monetary Fund in recent decades. Typically, restoration of a
country’s gold standard was combined with monetary contraction and defla-
tion; cuts in government spending (especially in unemployment and social
insurance, frequently joined with the privatization of state-owned enter-
prises); and strengthening of the independence of central banks from
Wnance ministries and parliaments. These measures were typically tied to a
private “stabilization loan” to the state in question, usually combined with a
line of credit provided to its central bank, to safeguard the newly convertible
currency against speculative attacks. For industrialized states, the stabiliza-
tion loan was generally in the range of $100 million to $200 million and was
put together by an international consortium of private New York and London
banks. The central-bank credits were provided directly by other central
banks, led by the FRBNY and the Bank of England. The “stabilization loans”
of the 1920s also partook of the character of the so-called “controlled
loans” used to implement gold-exchange standards in semi-colonial coun-
tries before the war. This aspect of control was strongest in the case of the
defeated and newly independent countries of Central and Eastern Europe.

European currency stabilization programs began with the stabilization of
Czechoslovakia, Austria, and Hungary under League of Nations auspices in
1922–24. In each case, international loans were provided on the condition
of extensive Wscal controls. In Hungary the League of Nations resident com-
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missioner was an American with close Wall Street connections, Jeremiah
Smith Jr., who had accompanied Thomas Lamont as legal counsel on his
spring 1920 trip to Japan and China. Morgan and Company and Kuhn,
Loeb handled the $25 million American portion of the stabilization loan.16

These stabilization programs, especially that of Austria in 1923 became a
model for Germany’s stabilization a year later by means of the American-
brokered Dawes Plan.

Germany’s ill-deWned and anomalous position was at the heart of the post-
war monetary mess, and Germany’s was the biggest “stabilization” job of the
decade. Hyperinflation had erased most domestic debts and had reduced the
German mark and the savings of most Germans to nothing by 1923. At the
same time, a great foreign debt existed in the form of a vast, still unspeciWed
war indemnity. Like France in 1870 and like China in 1895, Germany would
have to borrow to pay the indemnity.17 Also like China, Germany lost control
over its tariffs, became subject to foreign Wscal supervision, and had part of its
national territory fall under temporary foreign occupation. This is not to say
that Germany had become a semicolonized country or was, at this point, in
real danger of national dismemberment. It is to point out Germany’s remark-
able demotion in the international system of the 1920s.18 The “stabilization”
experience of Weimar Germany also highlights aspects of the operation of
the interwar political economy that are highly pertinent to a consideration of
Japan’s own in-between position, as the initially dissimilar international posi-
tions of the two countries came to seem increasingly parallel.

In Germany, Morgan and Company and the U.S. government took the
lead in the international project to stabilize the German mark on a gold-
standard basis and regularize German indemnity payments, which was
enabled by a massive Anglo-American loan. Thus, notwithstanding received
images of American isolationism in the 1920s, U.S. economic diplomacy was
extended as never before, although the ofWcial American role was masked
from the American public and the U.S. Congress by sending an ostensibly pri-
vate representative group led by Chicago banker Charles Dawes, the former
director of the U.S. Bureau of the Budget and future vice president of the
United States.19 The Dawes Plan required the appointment of an American
Wnancial commissioner to oversee the German government’s Wnances. The
initial plan was to employ a partner from the Morgan Wrm, but to avoid the
charge that Wall Street bankers were controlling Germany, the committee
appointed instead a young protégé of Russell LefWngwell, S. Parker Gilbert of
the U.S. Treasury Department. LefWngwell himself had already left the trea-
sury to become a Morgan partner.20 On retiring from his post in Berlin in
1930, after overseeing the transfer of US$2 billion in indemnity payments
funded by U.S. loans, Gilbert himself became a Morgan partner.

The Dawes plan also made the German Reichsbank independent of the
German government and placed it under partial foreign control. Reichs-
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bank governor Hjalmar Schact subsequently enforced a deflationary policy
of high interest rates. The contradictions of Germany’s restored gold stan-
dard were thus parallel to those faced by Japan after the Russo-Japanese
War: external balance could ultimately be achieved only via deflation and
depression, and without continuing imports of American and British capi-
tal, Germany would have been forced off the gold standard.21

Germany’s monetary reconstruction was the keystone of a new, American-
centered international Wnancial architecture. Inoue Junnosuke saw it, along
with stabilization programs in Austria and Hungary, as a triumph of multi-
lateral diplomacy and believed that the League of Nations should next
undertake a stabilization program in China, where foreign lending, he said
(echoing Takahashi’s opinion), had up to now been motivated by a selWsh
effort to secure special rights and advantages.22 Coming seven months after
Morgan and Company’s $150 million earthquake bond issue for Japan, the
issue of the $110 million U.S. portion of the Dawes Plan loan also set off a
boom in American overseas lending. Germany, which had been a creditor
nation before the war, subsequently became the decade’s biggest interna-
tional borrower. Japan was not far behind. A wave of European stabilization
programs followed the German operation, with the decisive step coming
eight months later, in April 1925, when the British government announced
its own return to gold. The Netherlands returned to the gold standard at
the same time, and other countries quickly followed.

Practitioners: 
Thomas Lamont and Company

The name of Thomas W. Lamont appears repeatedly in any survey of the
international Wnancial history of the 1920s, as it has already appeared here.
Remarkably, Lamont’s name is not mentioned at all in many standard his-
tories of the international political relations of the era—further testimony
to the invisibility of the Wnancial sinews of power to most historians, and per-
haps also to the discretion with which Wnancial power was exercised even in
this age of bankers’ hegemony. In fact, were a populist conspiracy theorist
of the time to have wholly invented a personiWcation of the international
money cartel that pulled the strings of the governments of the world, he
could hardly have done better than the actual Mr. Lamont. And as friend
and adviser to every Democratic and Republican president from Woodrow
Wilson to Franklin Roosevelt, Lamont could have satisWed the require-
ments of conspiracy theories of either the right or the left. The liberal inter-
nationalist Lamont had met with Lenin and Trotsky and was a champion of
the League of Nations and of international supragovernmental arrange-
ments in general. At the same time, the versatile Wnancier helped disman-
tle pro-labor policies in numerous countries, actively bankrolled the Italian
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inventor of fascism, and championed U.S. partnership with Japan in the
colonial development of Manchuria. The position of Lamont and his Wrm
also points to an important reality obscured in modern economic-historical
accounts that turn “markets” themselves into reiWed, impersonal actors, for
the market for giant international loans in the 1920s can be located with far
greater personal and institutional speciWcity than such rhetoric suggests.
Tracing Lamont’s progresses around the world will help us to trace in detail
the workings of international Wnance capital during this period.

Financial control of industry was (and remains) highly concentrated in
the United States. The most powerful group of U.S. Wnancial institutions in
the 1920s was the Morgan “zaibatsu” (as it was understood in Japan), which
was centered around Morgan and Company and included, with varying
degrees of closeness, Guaranty Trust, Bankers Trust, and the First National
Bank of New York.23 Morgan and Company Wrst came to prominence in the
late nineteenth century as a pipeline for British capital into the United
States. Especially in the 1920s, as this flow was reversed, the Wrm came to
serve as the American Wnancial agent for governments around the world.
The Morgan group had a controlling interest in numerous industrial com-
panies and controlled the two largest holding companies for electric and
gas utilities in the United States, making it the most powerful interest in the
new sector of power generation. It was also in the electric power sector that
U.S. capital played the most active role in Japan and around the world dur-
ing the 1920s.24 In 1929 the eighteen Morgan partners between them held
seventy-six directorships in Wfty-eight nonWnancial corporations, whose
assets totaled $15 billion. Although it was not nearly so tightly integrated as
the zaibatsu model suggested, the Morgan group was nothing less than the
largest and most powerful business empire in the world.

The two chief partners of Morgan and Company in the 1920s were the
Morgan heir, J. P. Morgan Jr. and Thomas W. Lamont. Shy, private, and
slightly paranoid, J. P. Morgan Jr. spent much of his time playing at being a
benevolent feudal lord on the English estate that he had purchased, com-
plete with deferential villagers. Sunny, urbane, and quick on his feet, Lamont
served as the company’s spokesman and public face and increasingly made
the key decisions. As such, Lamont may be reckoned the single most pivotal
Wgure in the international Wnancial world of the 1920s: “in international
Wnance, the person in the world’s highest position of authority,” as Japanese
overseas Wnancial commissioner Mori Kengo put it.25 This was not undue
exaggeration. From the Paris Peace Conference in 1919, to the Dawes Plan
in 1924, to the Hoover moratorium on reparations and war debts in 1931,
Lamont had a hand in the pivotal international Wnancial decisions of the
decade, as he had a hand in Japan’s restoration of the gold standard in 1930.

The new level of American Wnancial influence abroad came in the con-
text of an unprecedented wave of U.S. overseas investment. From 1919 to
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1933, Morgan and Company underwrote $6 billion in securities, some
$2 billion of which were foreign bonds. Total long-term U.S. foreign lend-
ing in the 1920s came to $7 billion.26 Morgan and Company handled the
most political and prestigious of this lending, and following the $150 mil-
lion loan to Japan in 1924, the Wrm managed stabilization loans or short-
term credits for Germany ($190 million, 1924), France ($100 million, 1924),
Britain ($100 million credit, 1925), Italy ($100 million, 1926), Belgium
($100 million, 1926), Japan ($70 million, 1930), and Britain again
($200 million, 1931). These, next to Morgan’s wartime loans, were among
the largest international Wnancial operations ever conducted. Second- or
third-tier Wrms like Kuhn, Loeb and Dillon, Read participated as members
of Morgan-led syndicates or put together loans for less blue-chip clients in
places like South America and Eastern Europe—almost all of which later
defaulted in the global debt crisis that opened in 1931.

Thus, under Morgan’s administration (conjointly with the Federal
Reserve Bank of New York), monetary stabilization in Europe was handled
multilaterally, in close cooperation with London. At the same time, at the
boundaries of America’s immediate sphere of influence in South America,
stabilization was conducted privately and unilaterally. This latter stream in
the new gold-standard diplomacy was associated with the “money doctor”
Edwin Kemmerer.27 “Stabilization” in Japan would fall into the multilateral,
“European-style” category. A renewed American attempt to bring a gold-
exchange standard to China would fall into the unilateral category.

It was in South America that the new gold-standard diplomacy of the
1920s was most nearly continuous with the United States’ prewar gold-
standard diplomacy, as the countries of the west coast of South America
were brought into the Wnancial orbit of the United States—a step in the
shift from British to U.S. economic hegemony in the region. (Unlike the
controlled loans administered in the Caribbean basin, however, no military
coercion was involved.) As in Europe, the new U.S. lending to South America
came on condition of the establishment of currencies backed by gold (or
U.S. dollars), free gold flows, and independent central banks. These gold-
exchange standards were instituted according to guidelines laid down by
Edwin Kemmerer, who helped install liberal Wnancial regimes in Colombia
(1923, on the heels of Colombia’s recognition of the cession of Panama),
South Africa (1925), Chile (1925), Poland (1926), Ecuador (1926), and
Bolivia (1927).28 Besides maintaining close informal ties with the U.S. gov-
ernment, Kemmerer also maintained a sub rosa consulting arrangement
with the Wall Street investment bank Dillon, Read, which subsequently lent
to the newly stabilized states—it was especially this latter connection that
governments were paying for when they invited Kemmerer to advise them.29

Unlike the Anglophile Morgan Wrm, Kemmerer was highly jealous of British
influence and took every opportunity to shut out British participation in his
undertakings. Kemmerer’s South African mission challenged British Wnancial
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primacy within the British Empire itself, helping to force the timetable on
Britain’s return to gold in 1925. Kemmerer was also a Dawes mission adviser
in Germany, where his unilateralist approach, based on a plan by Jeremiah
Jenks, was rejected for a plan based on cooperation between Morgan and
Company and the Bank of England.30 At the end of the decade, Kemmerer
attempted the most monumental “stabilization” job of all, retracing the path
of his teacher Jeremiah Jenks to China.

The year of Britain’s return to gold, 1925, marked the high point for the
world prices of a number of important export commodities, as a second
round of international price deflation—that is, appreciation of the value of
gold—got underway.31 The fall in the prices of farm goods after 1925
opened the second chapter in the worldwide agrarian crisis that had begun
in 1920. Deepening agrarian depression was accompanied by a consumer
boom in the United States and the rise of a speculative Wnancial bubble in
the new international Wnancial center of New York.

Renewed deflation after 1925 was thus connected to a second round of
contractionary austerity policies in Britain, which, like Japan, underwent a
“second” stabilization. That is, the price stabilization of 1920–21 and the
exchange-rate stabilization (return to the gold standard) later in the de-
cade were two distinct operations. This second, exchange-rate stabilization
also differed from the Wrst round of price stabilization in that it did not
reverse an inflation but rather intensiWed an existing deflationary trend. In
Italy too, although a new, devalued parity was adopted in December 1927,
it was deliberately overvalued for purposes of national prestige, generating
a recession as in Britain. In France inflation was halted (the currency was
stabilized domestically) in 1926; and the restoration of the gold standard
in June 1928 (external, or exchange-rate, stabilization) was done at the
franc’s present depreciated value and did not in the short run have further
deflationary effects.32 Elsewhere in continental Europe new parities also
lessened the deflationary impact of the return to the gold standard. With
the restoration of gold convertibility in France, Belgium, and Italy in 1926
and 1927, the stabilization of the European monetary system seemed
largely complete.

Japan’s Turn

By the spring of 1926, a return to the gold standard began to seem oppor-
tune to Inoue Junnosuke. After twenty-seven years in banking and political
life, Inoue had resigned as Wnance minister in January 1924 and was
appointed to the House of Peers. He then spent several months in London,
where he visited Bank of England governor Montagu Norman as well as
Federal Reserve Bank of New York governor Benjamin Strong and Morgan
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and Company partner Thomas Lamont, also in London at the time. On his
return, Inoue devoted himself to “taking care of the business world,” fulWlling
this role to the extent that he was called “a second Shibusawa Eiichi.”33

Inoue had not been among those campaigning for an early return to gold,
and when the yen had fallen to its postearthquake lows in 1924–25, he had
absolutely opposed the calls for lifting the gold embargo. Thus, it came as a
surprise when Inoue declared himself in favor of lifting the gold embargo in
a series of university lectures in May 1926.34 In October 1926 Inoue declared
his conversion in a speech at the Tokyo Bank Club and sought to bring the
assembled heads of the banking world around to his view: “There is consid-
erable irony in your bringing me here tonight. As you know, I came here early
last year and spoke against lifting the gold embargo. However, since about
May of this year, when I gave a lecture at Kyoto University, I have become an
advocate of lifting the gold embargo.”35 Rather than having changed his own
views, Inoue explained, it was the situation that had changed.

In 1926 Inoue was also frank in saying that restoring the gold standard
would induce an economic depression. Inoue’s model was the British return
to gold convertibility at the old par in 1925, and while he recognized that it
had deepened Britain’s recession, he also regarded it as a success. The
increased value of sterling raised the price of British coal in overseas mar-
kets, Inoue explained, hurting coal exports, causing unemployment in the
British coal industry, and leading to the great coal strike then in progress.
For Japan, raw silk was an “exactly analogous” export good, and therefore
“the results would be the same for Japan’s raw silk [trade].” In fact, Inoue
suggested, workers in Japan’s silk industry would be hit even harder. English
miners could at least expect to pay less for their imported food, because the
increased value of the pound reduced import prices. (Unlike Japanese
workers, they could also collect unemployment beneWts.) Japanese workers,
Inoue explained, would not gain this beneWt from a higher yen, because
they ate food produced in Japan and did not use imported goods.36 Knowing
that restoring the gold standard at the old par would damage the competi-
tiveness of Japan’s number-one export good and severely squeeze the farm
economy, so dependent on sericulture, Inoue advocated it nevertheless.

The relation between the return to the gold standard and export com-
petitiveness was also discussed by J. M. Keynes in a critique that Inoue
ignored but that Ishibashi Tanzan paid serious attention to. Keynes evalu-
ated the process differently than Inoue:

The minds of [Mr. Churchill’s] advisors still dwelt in the imaginary academic
world . . . where the necessary adjustments follow ‘automatically’ from a
‘sound’ policy by the Bank of England.

The theory is that depression in the export industries, which are admit-
tedly hit Wrst, coupled if necessary with dear money and credit restriction, dif-

172 Global Money and Induced Depression

UC_Metzler-C.qxd  11/22/2005  12:52 PM  Page 172



fuse themselves evenly and fairly rapidly throughout the whole community.
But the professors of this theory do not tell us in plain language how the dif-
fusion takes place.

So Keynes clariWed the mechanism of deflation:

Now what does this mean in plain language? Our problem is to reduce money
wages and, through them, the cost of living, with the idea that, when the cir-
cle is complete, real wages will be as high, or nearly as high, as before. By what
modus operandi does credit restriction attain this result?

In no other way than by the deliberate intensiWcation of unemployment. The object
of credit restriction, in such a case, is to withdraw from employers the Wnancial
means to employ labour at the existing level of prices and wages. The policy
can only attain its end by intensifying unemployment without limit, until the
workers are ready to accept the necessary reduction of money wages under the
pressure of hard facts.37

To this it could be added that there was little expectation on the part of
monetary authorities that when the whole process of deflation was com-
pleted, real wages would be as high as before. Rather, gold resumption was
part of a strategy to roll back real wages, to restore the “sound” and “moral”
living standards that had prevailed before the world war.

In calling now for a return to the gold standard at the old par, Inoue’s
own restorationist thinking was clear. In the years since 1920, he said, Japan
had merely “fumbled along” while things had gotten worse and worse. The
gold embargo was “perverse” and a great obstacle to recovery—“with this
abnormality [hentai] called the gold export embargo as it is now, we will not
be able to accomplish anything we try to do.” But before the gold embargo
could be lifted, further sacriWce was needed, and the business world would
have to be “adjusted” for one and a half or two years. Then, the government
could “lift the gold embargo and get rid of all the abnormal things” and
Wnally “return our country to the situation of the old Japan.”38

Implicitly, Inoue Junnosuke also recognized that the yen would be over-
valued at its old par value—that the yen’s “natural” rate, in Ishibashi Tanzan’s
terms, had fallen considerably below the old par, and that without govern-
ment intervention, the exchange would fall in the future. In fact, said
Inoue, the yen was only as high as it was now because of speculative yen buy-
ing abroad, based on the expectation that the government would lift the
gold embargo. When this expectation was disappointed, the yen would
inevitably fall and would not likely recover to its present level. But without
returning to gold convertibility, Inoue said, Japan would never escape this
kind of exchange instability.39

In line with this realistic view of the dynamics of the yen exchange, Inoue
attacked Wnance ministers Hamaguchi and Kataoka by name for their unre-
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alistic policies. Kataoka’s thinking to lower interest rates and then lift the
gold embargo was “sloppy” (yoi kagen). Hamaguchi’s idea that one could
think about lifting the gold embargo once the value of the yen increased
and trade had improved was “impossible” and “like looking for Wsh in a
tree.”40 Likewise, Inoue declared his opposition to people like Seiyukai
politician Mitsuchi Chuzo, a close follower of Takahashi Korekiyo, who was
then arguing that the gold embargo could not be lifted until Japan became
an export-surplus country. Rather, Inoue stressed yet again that the chronic
excess of imports could not easily be helped: “When I try to think about the
situation of the past sixty years and deduce Japan’s situation from this, I
think that we cannot end the import surplus in three or Wve years.”41

Thus, Inoue saw clearly that if the yen returned to the old par, exports
would inevitably suffer. In fact, he said, the yen’s appreciation already had
hurt exports: when the yen was low in 1925, exports had been “extremely
convenient,” but as the yen approached its par value in 1926, exports had
slumped—by some ¥300 million, or more than 10 percent.42 Inoue there-
fore anticipated that people in the export industries would resist his call to
restore the gold standard: “People in the raw silk trade are probably hoping
that the exchange rate will go down again, I think. People in the raw silk
trade are probably opposed to lifting the gold embargo. . . . People in the
cotton spinning trade probably also think in the same way.”43 As against
these sectoral interests—which between them accounted for more than 30
percent of Japan’s industrial production and up to 60 percent of Japan’s
export earnings in the mid-1920s44—Inoue stressed the special role of his
fellow bankers in “unifying” business opinion: “Because the businessmen
concerned have each according to their various standpoints extremely great
connections of proWt and loss, these people are considering [things] from
their own various individual standpoints, and thus Wnd it hard to take this
kind of decisive measure [of lifting the gold embargo]. Rather, I think that
this is a matter that you gentlemen, who, as bankers, stand at the center of
the business world, should deliberate and decide upon.”45 Inoue implicitly
ruled out the alternative of devaluation.

In fact, the Wakatsuki cabinet was more in line with Inoue’s thinking
than he gave them credit for, and the “contractionary tide” that Inoue had
hailed in 1922 continued to run. As preparation for lifting the gold export
embargo, the Ministry of Finance had already resumed gold shipments to
the United States.46 On November 17 Finance Minister Kataoka met with
BOJ governor Ichiki Otohiko, the president of the Yokohama Specie Bank,
and Inoue Junnosuke to discuss the gold embargo issue; the following day
a Gold Restoration Research Group was established to study the issue. By
the end of the year, the yen had risen to $0.49, near the old parity. In this
way, after October 1926 Finance Minister Kataoka maintained the high yen
exchange for six months, until the great Wnancial crisis of April 1927.
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The Kenseikai’s Hamaguchi Osachi, as Wnance minister in the Kato Takaaki
cabinet, had by stages adopted a “negative” retrenchment policy after June
1924. The Kenseikai cabinet of Wakatsuki Reijiro carried the retrenchment
movement further in 1926, and notwithstanding Inoue Junnosuke’s criti-
cism of the cabinet’s approach as sloppy and half-baked, it is clear in retro-
spect that Finance Minister Kataoka took decisive steps to prepare for the
restoration of the gold standard after September 1926. Compounded by
the increasingly bitter conflict between the two mainstream conservative
parties, this move back toward the gold standard led directly to the Wnancial
panic of spring 1927, the greatest banking crisis in Japan’s history.

Origins of the 1927 Crisis

It is not always recognized how deeply the 1927 Wnancial crisis was con-
nected to the issues of deflation and the gold standard. At a fundamental
level, the 1927 crisis was the banking aspect of a comprehensive domestic
debt crisis, which originated in the great overhang of bad debt left over
from the collapse of the inflationary economic bubble in 1920. The defla-
tion of prices after 1920 made domestic debts all the heavier. Unrepayable
debts were greatly augmented by the effects of the 1923 earthquake, and
Inoue Junnosuke’s provision of Wnancial relief by means of the “earthquake
bills” allowed bubble-era debt to be carried over under a new guise. The
Hamaguchi-Kataoka policy intensiWed price deflation, squeezing proWts
and increasing the weight of domestic debt. Thus, the renewed fall of prices
in 1926 also formed part of the basis for the 1927 banking panic.1

Related to the mountain of bad debt was an institutional condition:
poorly regulated and collusive banking practices, particularly in the case of
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the “house” or “organ” banks (kikan ginko) closely connected to particular
companies to whom they carelessly overlent. In his later history of the crisis,
Ishibashi Tanzan’s colleague Takahashi Kamekichi placed great weight on
this factor2—an early twentieth-century version of “crony capitalism,” to use
Western commentators’ catchall explanation for the Wnancial crisis that
swept through newly industrializing Asia in 1997 and 1998. The most
famous of these cozy connections was that between the Bank of Taiwan and
the Suzuki Trading Company.

These structural sources of crisis were already in place by spring 1920,
and they were manifested in the banking panics of 1920, 1922, and 1923.
BOJ governor Inoue Junnosuke’s policies likely prevented a wider crisis at
each of these points, but the bank bailouts that he oversaw also reinforced
the temptation of bankers to overlend in the expectation that the Bank of
Japan would bail them out should things go wrong. Fukai Eigo later pointed
to this problem—“moral hazard” in modern economic parlance—as a key
source of the 1927 crisis.3

The yen’s appreciation after 1925, also caused by the gold-restoration
policy, operated as an intermediate-level cause of the Wnancial crisis. At the
end of 1924, the yen had fallen to a low of $0.38. Under Wnance ministers
Hamaguchi Osachi and Kataoka Naoharu, gold shipments were resumed,
and speculative yen buying, prompted by expectations of an imminent
return to gold convertibility, caused the yen’s value to rise from the begin-
ning of 1925. By December 1926 the yen had returned to $0.4875, just
below the old par, and it maintained that high level until the panic of April
1927. The yen’s appreciation reduced the weight of payments on Japan’s
foreign debt, but it hampered exports, generating what in more recent
times would be called an endaka (yen appreciation) recession. The problem
was fully recognized at the time; for example, by Bank of Japan governor
Ichiki Otohiko, who told BOJ branch managers in a closed meeting that
because of the yen’s appreciation in 1926, trade worsened, prices fell, and
commerce and industry “fell into extreme stagnation, compounding the
[existing] general recession.”4

Not only did the yen appreciate relative to the gold-based currencies, but
the price of silver—China’s currency—also fell in 1926, further hurting
Japanese exports to China. The stagnation of trade intensiWed the banks’
difWculties and helped bring on the crisis. Thus, British consular ofWcials
Sansom and Macrae, writing in June 1928, blamed the banking crisis on
trade disturbances. Japan’s industries, they noted, depended on the repro-
cessing of imported raw materials, above all, cotton. The prices of such com-
modities fluctuated widely, and their purchase and sale, “perhaps more in
Japan than in most countries, is complicated by a strong element of specu-
lation.”5 Moreover, they said, at the present stage of development, Japan’s
industry itself rested on an often speculative extension of credit. “Therefore
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any disturbance of trade attacks at once the Wnancial system, and if the dis-
turbance is severe the Wnancial system breaks down, because industry can-
not share in withstanding the attack.”6

The most immediate cause of the crisis was Finance Minister Kataoka’s
move to clean up the bad debts in the banking system in preparation for lift-
ing the gold embargo, which forced the undercover debt crisis into the
open in March 1927. The most notorious of the bad debts—“the cancer of
the Wnancial world”—were the uncollected earthquake bills, whose term
had been twice extended. From the summer of 1926, major business groups
began calling on the government to replace the earthquake bills with low-
interest loans. The government adopted this plan but, to limit the carrying
over of bad debts under a new name, combined it with a debt adjustment
plan.7

The matter was delicate: certain banks had recklessly overlent on the
basis of worthless assets. To reveal which banks were effectively insolvent
could provoke runs by depositors. The banking world was already uneasy,
and in January and February 1927 Wve small banks were forced to close.8

With these dangers in view, the presidents of the Kenseikai, Seiyukai, and
Seiyu Honto, proposing to act in the common interest of the business world,
met in January and agreed to cooperate. Also in January, Finance Minister
Kataoka met secretly with Seiyukai president Tanaka Giichi to explain to
him the need for lifting the gold embargo and adjusting the banking world.
As Kataoka later recounted their meeting, he explained further that the
Wnancial world was in a very nervous state, and asked the Seiyukai only to
refrain from attacking the government’s policy in the Diet. The bluff
Tanaka told him, “I don’t understand about economics,” but said that he
did understand Kataoka’s explanation and that despite his doubts he would
not oppose the government on this issue. Consequently, when the govern-
ment introduced two debt relief bills related to the earthquake bills on
January 26, the atmosphere during questioning was not bad from the gov-
ernment’s standpoint.9

In late February, however, the newspapers published stories of a tie-up
between the Kenseikai and the Seiyu Honto. The Kenseikai was then the
largest party in the Diet but lacked an absolute majority, which it would gain
by teaming with the Seiyu Honto. Angered by this turn of events, or seizing
upon it as a pretext, Tanaka told Kataoka that their deal was off, and the
Seiyukai now attacked the government over the issue of the earthquake bills.10

The remainder of the Diet session was extremely contentious and was
interrupted several times by Wghting on the Diet floor. Lower House repre-
sentative Muto Sanji attacked the government’s plan, opposing a bailout on
principle. The Seiyukai’s attacks were less principled, and the most aggres-
sive of its deputies, Yoshiue Shoichiro, continually pressed Kataoka to name
the names of those who held earthquake bills, charging that the govern-
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ment was protecting politically connected businessmen. Fearing that there
would be runs on any banks identiWed as holding bad debts, Kataoka
refused. Amid near-riot conditions in the chamber, the government’s bills
passed the House of Representatives on March 4.

In this charged atmosphere the Kenseikai government took another
step back toward the gold standard by announcing unofWcially that it would
ship ¥50 million in gold from the Bank of Japan’s reserve for currency con-
vertibility in order to boost its overseas specie holdings. The government
had been making shipments of ¥4 million in gold once or twice a month
from its own holdings since the beginning of Kataoka’s gold-restoration pol-
icy in September 1926. Now, by shipping gold from the Bank of Japan, the
government was directly shrinking the base for the bank’s note issue,
thereby reducing the note issue and mimicking the operations of the auto-
matic gold standard. There were rumors that Finance Minister Kataoka
would lift the gold export embargo as early as June, and currency traders
bid up the yen’s value to over $0.49, very near its old par.11

Kataoka himself seemed to indicate that action was in the ofWng. In the
budget committee session in the House of Representatives on the afternoon
of March 14, the Seiyukai’s Yoshiue Shoichiro pressed Kataoka to say when
Japan would return to the gold standard. Kataoka’s response was upbeat:
the yen had risen almost to par, the trade balance had improved, and “it
looks pretty much like the appropriate time has come to lift the [gold]
embargo.” The earthquake bills law would go into effect in November, he
explained, and would also calm the business world. He did not rule out lift-
ing the gold embargo even before that time. Kataoka followed this positive
assessment with the usual qualiWcations, but the thrust of his statement was
to suggest an early timetable for gold restoration, and it was reported that
way in the newspapers.12

The Banking Panic

As the Diet session on the afternoon of March 14 wore on, Yoshiue
Shoichiro continued to press his attack, haranguing Kataoka with “poison-
tongued” questions over the earthquake bills.13 Overnight, their exchange
became famous as the spark that set off the Wnancial panic. As Kataoka was
fending off questions, an assistant handed him a note with the urgent news
that the Tokyo Watanabe Bank was at the point of having to suspend pay-
ments to its depositors. Kataoka turned to his attackers and disclosed the
note’s contents. “Actually, around noon today, the Watanabe Bank Wnally
went bankrupt,” he said, indicating that more such crises could be expected
if the proposed bailout measures were not conducted quickly.14

This impromptu revelation has been remembered as Kataoka’s famous
“misstatement.” Tokyo Watanabe Bank had been one of the most regular
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recipients of Bank of Japan bailouts, receiving aid in 1920, 1922, and
1923.15 Despite these transfusions of funds, its demise was now imminent.
However, as of Kataoka’s public statement, the bank was still open. Kataoka’s
statement was carried in the newspapers, and on the morning of March 15
panicked depositors rushed to pull their funds from Tokyo Watanabe Bank
and a smaller sister bank, forcing both to shut their doors. Kataoka was thus
excoriated for “having handed down a death sentence on a living bank.”16

The Tokyo Watanabe failure began the Wrst wave of the 1927 Wnancial
panic. By the end of March, runs on eleven additional banks forced them to
close, after which the panic momentarily subsided. In the Wrst half of April,
three further banks were forced to close.

Events in China were coming to a head at the same time. The previous
summer, General Chiang Kai-shek had become commander in chief of
the Guomindang’s National Revolutionary Army in Guangzhou (Canton)
and announced the Northern Expedition to unite central China under
the Nationalist government. Guomindang (Kuomintang or KMT) forces
advanced into the Yangzi valley, and on the morning of March 24, 1927,
just as the Wrst wave of Japan’s banking panic was cresting, Guomindang
forces occupied Nanjing and attacked the foreign legations there, killing
six foreigners. British and American gunboats responded by bombarding
KMT positions in the city and raking the waterfront with machine-gun
Wre. Under the noninterference policy of Foreign Minister Shidehara
Kijuro, Japanese forces refrained from joining in the violence, despite the
fact that the Japanese legation had been attacked. Vitriolic attacks on
Shidehara’s “weak diplomacy” mounted, and the partisan conflict in the
Diet reached an even higher pitch.

The continuing partisan Wght, combined with the covert machinations of
the Mitsui group, set off the second and more severe wave of the banking
panic. The two measures pertaining to the earthquake bills were Wnally
passed by both houses of the Diet on March 23, but the Seiyukai attack had
already turned to a new topic, the bad debts held by the Bank of Taiwan.

The Bank of Taiwan did business both as Taiwan’s central bank and as a
commercial bank. In the latter role, during the World War I boom, both the
bank’s lending on the Japanese mainland and its lending overseas came
greatly to exceed its lending within the island of Taiwan itself.17 In its role as
a policy bank, the Bank of Taiwan also came to hold a portfolio of bad loans
to the Beijing government arranged by Nishihara Kamezo. Finally, the Bank
of Taiwan had become the largest holder of earthquake bills, in connection
with its role as the “house bank” for the Taiwan-based trading company
Suzuki Shoten. The greatest of the World War I narikin, Suzuki had grown
to rival the giant Mitsui trading company during the war, but fell on increas-
ingly hard times during the postwar deflation. Suzuki was also close to the
Kenseikai. Seeing a chance to bring down its upstart rival, Mitsui now
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moved to sabotage the bailout by engineering a run by major depositors on
the Bank of Taiwan.18

The Bank of Taiwan had been the object of a series of restructuring
efforts going back to 1922, and a new effort was begun on March 4, 1927,
when a special committee chaired by Inoue Junnosuke was set up to inves-
tigate the situation.19 On April 13 Inoue met with Finance Minister Kataoka,
Bank of Japan governor Ichiki Otohiko, and vice governor Hijikata
Hisaakira (who had left his post as president of the Industrial Bank of Japan
in 1926 to return to the BOJ). They agreed to issue an emergency imperial
edict (kinkyu chokurei) to enable the provision of relief funds to the Bank of
Taiwan. Such an edict did not require the approval of the Diet (which had
been recessed) but did require the approval of the Privy Council. The
Seiyukai immediately attacked the procedure as unconstitutional, insisting
that the Diet be called into special session to deliberate the matter.
Conservatives in the Privy Council were violently opposed to the cabinet’s
China policy, and against expectations, the council denied the issuance of
the edict on April 17, thereby blocking the Bank of Taiwan bailout. Seiyukai
influence was at work behind the scenes.20 Blockaded by the Privy Council,
the Wakatsuki cabinet was forced to resign on April 17.

The following day, the Bank of Taiwan was forced to close its branch
ofWces on the Japanese mainland and overseas, and the second wave of the
bank panic began. On that day the Bank of Japan issued an unprecedented
¥88 million in loans. The Omi Bank also closed on April 18, and on
the 19th, banks were closing one after another around the country. The yen
began to fall on the foreign exchanges, foreign banks were refusing to deal
with Japanese banks, and Japan’s overseas credit was in danger of collaps-
ing.21 Fourteen more banks closed their doors in the week that followed.22

Next to the Bank of Taiwan, the largest bank to fail was the Fifteenth Bank.
Both the Bank of Taiwan and the Fifteenth Bank had come to be parts of
the Wnancial empire belonging to the many descendents of former Wnance
minister Matsukata Masayoshi.

The Return of the Positive Policy

On April 19 Seiyukai president Tanaka Giichi received the imperial man-
date to form a new cabinet. From the imperial palace he preceded directly
on foot to the home of Takahashi Korekiyo, his senior as party president
and prime minister, and requested that Takahashi serve as Wnance minister.
The seventy-two-year-old Takahashi, now living in retirement, his health not
fully recovered, agreed to serve for the thirty or forty days that he thought
it would take to stabilize the Wnancial situation.23 During that time, however,
he made some major policy changes in line with his long-held ideas.

At the cabinet meeting on the evening of April 21, Takahashi got agree-
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ment to a three-week moratorium on the repayment of debts, to be ordered
via an emergency imperial edict. The only previous instance of such a
moratorium was the one declared by Inoue after the 1923 earthquake.
Takahashi won further agreement that a special session of the Diet be con-
voked to approve bailout measures for the Bank of Taiwan and the banking
world in general. The processing of the imperial edict could not be com-
pleted until the 23rd, so he called together Ikeda of Mitsui Bank and
Kushida of Mitsubishi Bank and asked them to arrange for all of the private
banks to close voluntarily for the intervening two days. This was done as he
requested.24

Takahashi also discontinued the previous cabinet’s policy of shipping
gold in order to maintain the yen’s value and adopted a policy of laissez-
faire, or “leaving it to nature” (shizen honin shugi) in regard to the yen
exchange. The reason he gave for this was that the recent increase in the
issue of Bank of Japan notes had brought the note issue to more than twice
the amount of the gold reserve. However, as the business press reported,
halting gold shipments was also in line with “new Finance Minister
Takahashi’s cherished belief.”25 The yen, which since 1926 had been over
$0.49, near the old par, had already begun to fall after the closure of the
Bank of Taiwan on April 18. Over the course of the next month it fell back
to the $0.46 level. Also in line with Takahashi’s long-time thinking, the yen-
depreciation policy was combined with a go-slow policy in regard to restor-
ing the gold standard. Lifting the embargo on gold exports, Takahashi said,
would have to wait until Japan’s international credit-debt balance was
improved.26

The Diet passed the Bank of Taiwan measure and the Privy Council
approved it on May 7. Thus, the Seiyukai government enacted essentially
the same measures that it had worked to prevent the Kenseikai cabinet from
adopting. The Wght was not over the content of the bailout policy but over
who would hold power.

There was also the question of who would serve as Bank of Japan gover-
nor. The governor was then Ichiki Otohiko, who had succeeded Takahashi
as Wnance minister in June 1922 and had presided over the effort to
retrench and return to the gold standard in 1922–23. Ichiki had then suc-
ceeded Inoue Junnosuke at the Bank of Japan in 1923. Takahashi wanted to
replace Ichiki, according to Mitsui Bank president Ikeda Shigeaki, who
related the following story.

Seiyukai counselor Yamamoto Jotaro, himself a former Mitsui executive,
called on Ikeda to ask if he would be interested in the Bank of Japan post.
“No way [iya da yo],” answered Ikeda—Mitsui Bank needed him now.
Yamamoto pressed him, asking, “Which is more important, Mitsui or Japan?”
“Mitsui,” said Ikeda. “Damn fool!” roared Yamamoto, and stormed out. A
few days after this exchange, Inoue Junnosuke also came to see Ikeda, say-
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ing that Takahashi had asked him to be Bank of Japan governor. Inoue was
not eager to take up his old job again, having already served in the higher
post of minister of Wnance, but Ikeda encouraged him to do so. Reassured,
Inoue left, but then, mysteriously, heard nothing at all from Takahashi for
many days. Then, at the end of one policy meeting, Ikeda observed
Takahashi summoning Ichiki to one side; Ikeda surmised that this was when
Takahashi “sang him his requiem.” It was on the next day that Inoue
Junnosuke was reappointed as Bank of Japan governor.27

Thus, as in Inoue’s original selection as Bank of Japan governor in 1919,
Takahashi hesitated in appointing him, despite the fact that Inoue was
widely regarded as the man best qualiWed for the post. But Inoue, who was
not yet associated with any political party, continued to follow Takahashi
loyally, and in his later retrospective on Inoue’s life, Takahashi recalled that
“until that time [1927], as Mr. Inoue and I didn’t have any differences of
opinion, we had never had any arguments.”28 Up to this point, Inoue had
moved up the career ladder in step with Takahashi, succeeding him in the
posts of vice president and then president of the Yokohama Specie Bank,
governor of the Bank of Japan, and minister of Wnance. Again in 1927,
Japan’s two preeminent Wnancial statesmen worked together to restore
Wnancial conWdence.

The bank bailout now began. For the economy as a whole, Inoue had
since 1919 consistently prescribed a saturnine regimen of deflation and
constraint. When it came to the banking sector, however, Inoue was a
beneWcent guardian angel, dispensing Bank of Japan credit in an activist,
“positive” fashion. As he had done in 1920, 1922, and 1923, Inoue again
directed great flows of credit from the Bank of Japan to tide the banks over
the panic. Currency was so urgently needed to back up bank deposits that
for a time the Bank of Japan issued banknotes printed only on one side. By
the time the banks reopened for business, the panic had subsided.29

Takahashi resigned in August and was replaced by his close follower
Mitsuchi Chuzo. Inoue continued in his post for another year.

As a result of the banking crisis, a total of thirty-six banks holding 8.7 per-
cent of regular bank deposits were shut down.30 Postal savings and the big
zaibatsu banks expanded greatly in the wake of the crisis, and bank consol-
idation proceeded rapidly, promoted by the new banking law, also passed as
a result of the crisis, which signiWcantly strengthened the banking system. By
the time that Inoue resigned again as BOJ governor in June 1928, when the
emergency Wnancial measures expired, a total of ¥879 million in credits had
been extended to the banks. Of this, ¥191 million went to the Taiwan banks.
These special advances, Inoue reported to Thomas Lamont, were purely to
liquidate Wxed and frozen assets of the banks (that is, to cover losses due to
uncollectable loans), not for actual commercial or industrial requirements.
To prevent inflationary effects, the government then sold government
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bonds to the banks to absorb this new issue of money.31 The big banks, with
their newly enlarged deposit base, now faced a new problem: surplus funds
and correspondingly low interest rates. The desire to gain higher returns on
their capital by investing abroad now prompted the big banks to push for a
speedy return to gold convertibility.

After the Seiyukai succeeded in wrecking the Kenseikai cabinet and
regaining power, the Kenseikai merged with the Seiyu Honto in June and
re-formed as a new political party, the Rikken Minseito (Constitutional
Popular Government Party). Hamaguchi Osachi was party president. An
ideologically deWned two-party system now took clearer shape than ever. In
the meantime, the Seiyukai implemented a positive policy in both diplo-
macy and economics.

Prime Minister Tanaka, who served as his own foreign minister, immedi-
ately reversed Shidehara’s “weak” policy in China. On May 28, to block the
further advance of Chiang Kai-shek’s Northern Expedition, he ordered units
of the Japanese Kwantung Army to Shandong. To promote his positive pol-
icy in Manchuria, Tanaka appointed Yamamoto Jotaro as president of the
South Manchurian Railway, charging him with the task of stopping Chinese
warlord Zhang Zuolin from building competing parallel lines.32 Matsuoka
Yosuke, who later led Japan out of the League of Nations and into the fas-
cist alliance, was appointed SMR vice president.

In Wnancial policy, ministers Takahashi and Mitsuchi not only halted gold
shipments and let the yen depreciate but also returned to a positive spend-
ing policy centered on the extension of railroad lines and other develop-
ment projects, in line with the Seiyukai slogan of “building an industrial
state.”33 These policies in particular were questioned by Japan’s new
American creditors.

Interrogating Statist Developmentalism:
The Morgan Mission to Japan

Like much of Europe and Latin America, Japan too entered (or seemed to
enter) the American Wnancial orbit in the mid-1920s, as American banks
moved to occupy the position formerly held by the British. As Britain went
into debt to the United States in order to pay for the war, most of Japan’s
overseas bonds that had originally been floated in London also came to be
held in the United States.34 Morgan and Company now became more
deeply involved in Japanese developments.

In October 1927 Thomas Lamont made a sixteen-day trip to Japan at the
invitation of overseas Wnancial commissioner Mori Kengo, recently retired,
whose idea was to strengthen Morgan connections in Japan.35 Lamont’s trip
had been planned in the fall of 1926 and was in effect made at Japanese
government invitation. The intervention of the Wnancial crisis made it espe-
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cially timely.36 Arriving in Yokohama on October 3, Lamont was welcomed
as a hero, greeted by crowds of schoolchildren lining his way and by prints
in shop windows calling him the “savior of Japan” for his role in arranging
the postearthquake loans.37 He was welcomed at a banquet held on Octo-
ber 4 at the Marunouchi Bank Club and attended by more than eighty of
Japan’s topmost business leaders. This was followed the next morning by an
audience with the emperor and the award of the “Second Class Order of the
Sacred Treasure.” (Their conversation, Lamont reported, was translated by
“a very jolly Japanese admiral,” Yamamoto Isoroku, who later directed the
attack on Pearl Harbor.)38 J. P. Morgan Jr. was awarded, in absentia, Japan’s
highest honor, the “First Class Order of the Sacred Treasure.” Three other
Wall Street bankers, representing the other members of the Morgan-led
international lending consortium, also got medals.39 The introduction to
the emperor was followed by a lunch banquet with Prime Minister Tanaka
and a dinner banquet hosted by president Matsunaga Yasuzaemon of Toho
Electric Power. On the following days, Lamont was hosted by Baron Mitsui,
by Baron Iwasaki of Mitsubishi, and by Dan Takuma of Mitsui.

Notwithstanding public declarations by himself and by Inoue Junnosuke to
the contrary, Lamont’s visit was more than a courtesy call. One immediate
purpose was to pursue the possibility of an American loan to the Japanese-
owned South Manchurian Railway. The idea had been broached during
Lamont’s 1920 trip, but he had rejected it in 1921 as too messy politically.
Inoue Junnosuke now sought a $30 million loan for the SMR, and Lamont
now saw the loan as a good deal for Morgan and Company.40 The political
signiWcance of such a loan was clear, and after Lamont’s trip, The Nation mag-
azine editorialized against it, because “such a loan would be regarded in
Japan, China, and Russia as notice to the world that the United States sup-
ports the new ‘positive’ policy of Japan in Manchuria.” Lamont campaigned
for the SMR loan on his return to America, but it was blocked by opposition
from China and from the U.S. State Department and again came to nothing.41

Lamont also discussed electric utility loans with Mori Kengo, who, at the
urging of Mitsui Bank director Ikeda Shigeaki, had become Wnancial adviser
to Tokyo Denko (the Tokyo Electric Light Company) after his retirement in
July 1927. Ikeda’s goal of thereby facilitating the inflow of long-term foreign
capital later materialized in the electric company bond issues handled by
Guaranty Trust in 1928.42

Lamont and his Wrm, representing the views of Anglo-American Wnancial
circles as a whole, also had a larger agenda. Accompanying Lamont were
Martin Egan of Morgan and Company and Jeremiah Smith Jr., who had
been Lamont’s legal counsel on his Wrst mission to Japan and China in
1920. Subsequently Smith had served as League of Nations commissioner
general to Budapest, where he oversaw the Hungarian government’s Wnances
and their restoration of the gold standard.43
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The signiWcance for Japan was hard to miss, and although Inoue Junno-
suke denied it, Japanese newspapers carried considerable speculation on
this point.44 Inoue himself suggested the connection in his welcoming
speech for the Morgan mission: “You gentlemen know of the power America
has contributed to the work of Wscal reform and currency stabilization in
Austria, Hungary, Germany, and Belgium, to England’s return to the gold
standard, and to the work of revival in various other countries, but I espe-
cially want to mention the extremely deep relationship that Morgan and
Company has with the European recovery movement.”45 Inoue then lauded
the roles of Lamont and Smith in that movement. And in fact, Lamont’s
greatest goal, underlined by the inclusion of Smith in the party, was that
Japan return to the gold standard. Before leaving for Japan, Lamont and
Smith had conferred with U.S. secretary of state Frank Kellogg, who had
okayed the provision of any credits needed to help Japan return to the gold
standard. New York Federal Reserve Bank governor Benjamin Strong had
also assured his support.46

During their trip Lamont and Smith prepared a detailed report for
Morgan and Company on Japan’s Wnancial situation in the wake of the 1927
crisis. This “Memorandum on Japanese Conditions” summarized the views
presented by Lamont to his hosts. It was based mainly on materials provided
by Inoue Junnosuke and Mori Kengo. Lamont and Smith began their report
by saying that the government needed to retrench. They attributed the
great banking panic in spring 1927 not to the Wnancial aftereffects of the
1923 earthquake but to Japan’s failure to deflate after the war. This failure
to deflate had allowed the continuation of many enterprises that “ought to

have been liquidated in [the depression of] 1920 and 1921.” Thus, banks were left
with bad debts and frozen assets. Among banks, a weeding out had pro-
ceeded, with the strong ones gaining by getting the deposits of the weaker.
The Japanese government’s support for banks, the Americans said, was
extraordinary—beyond government support to banks in crisis even in
Europe. The question of which banks were to be helped was left to the Bank
of Japan, though “political pressure” was also present. Further, “the Govern-
ment is engaged in the ownership and subsidizing of enterprises to an
extent quite unknown in Great Britain and the United States,” due to his-
torical necessity and to the paternalistic government tradition. These subsi-
dies accounted for the increase in public debt. “Certainly,” opined Lamont
and Smith, “the country cannot repeat the experiment of guaranteeing
commercial losses.”47

On the credit side of Japan’s national balance sheet, Lamont and Smith
noted the “sound” opinions of Japanese banking and industrial leaders who
agreed that there should have been a more drastic deflation in 1921.
Everyone, they said, declared that Japan was committed to return to gold;
Inoue had told them that it was the Wnancial panic that had delayed the
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return. There was, however, a danger that party politics could lead the gov-
ernment away from these sound opinions, and most of the leaders Lamont
and Smith consulted were concerned about the effects of the next election,
which would be the Wrst to be held under universal (manhood) suffrage.

The bedrock on which Lamont and Smith built their views of the current
world Wnancial situation was the presumed success of the United States’ own
stabilization depression of 1920–21. At that time, Japan had not let prices
fall to the extent they had fallen in America, and Lamont and Smith
repeated the idea that Japan had needed a “thorough-going deflation in
1921 upon which a sound expansion might have been built.” The “Japanese
people,” they said, echoing a theme that had been persistently sounded by
Inoue Junnosuke, had not retrenched but had “kept up their spending
spree.”48 (In fact, as their report stated, Bank of Japan note circulation had
shrunk from 1920 to the 1927 banking crisis.)

On October 18, at the end of Lamont’s visit, a roundtable discussion was
held at the Bank of Japan with a dozen banking and industrial leaders who
represented “all important Wnancial interests,” as U.S. ambassador Charles
MacVeagh reported to the American secretary of state. The attendees
included Bank of Japan governor Inoue Junnosuke, Dan Takuma (head of
the Mitsui holding company), Ikeda Shigeaki of Mitsui Bank, Go Seinosuke,
and Mori Kengo. Lamont and Smith presented them with “a clear-cut and
sweeping criticism of Japanese industrial and Wnancial methods and offered
suggestions as to means of improving them.”49

Before the meeting, Lamont and his associates had submitted a list of
questions to the Bank of Japan and to Mori Kengo (for the Ministry of
Finance).50 They asked:

• Why was there no policy of retrenchment? (Rather, there had been
“expansion and relative extravagance.”)

• Why was the government engaged in these broad developmental
projects when the Wnancial situation was not good? [That is, why
the positive policy, particularly the Tanaka cabinet’s railroad
development plans?]

• Why subsidize so many businesses—“why so much government in
business?” Would not private business be better?

• Was there any change in the paternalistic attitudes of the government
and Bank of Japan?

• Was the government spending money and subsidizing business in
China?

• Were military expenditures increasing as a result of the China
situation?
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• Were there not too many banks in Japan? Was the government really
carrying through consolidation?

• Were banks still carrying along industry with loans that had become
long term?

• Would it not have been “better for the Japanese to have taken their
medicine” and acknowledged losses in 1920 and 1921 rather than
carrying along an unsound situation “by artiWcial aid from the big
banks and from the Bank of Japan and the Government”?

• Did Japan intend to return to the gold standard?51

The Americans also asked questions about the export trade, shipping, and
cotton mills. Indicative of a basic oversight concerning the actual character
of Japanese industrial development, they asked no questions about the ris-
ing heavy and chemical industries, which would shortly be at the center of
a new industrial revolution.

Acting for Inoue, BOJ vice governor Fukai Eigo provided Lamont with a
response to his questionnaire before the meeting.52 The Bank of Japan’s
response began by saying that the government recognized the need to
retrench. The problem, Fukai wrote, was that Japan wanted to lay out a
foundation for future development and did not want to relinquish enter-
prises started for that purpose. Fukai thus partially justiWed past policy by
invoking the waste of the business cycle. “It is now recognized,” he wrote,
“that it would have been better for us to ‘take our medicine’ not long after
the reaction of 1920. But for a country like Japan not rich in resources, the
economic structure grown up during the war was too valuable an asset to be
left lightheartedly to the natural course of shrinkage.”53 As to government
subsidy and control of business, “the success of Government aid and guid-
ance in the early stages of our economic development still lingers in our
memory.” Because of the scarcity of private resources in newly industrializ-
ing Japan, the government had had to take the lead and help in opening up
new lines of activity. On the whole, this had been beneWcial. “Thus, under-
taking or control of business by the Government still remains as a habit.”
Especially for chartered banks (such as the Bank of Taiwan), the govern-
ment should indeed try to help, but there was a limit, and “we are learning
by experience, that, in the face of changed conditions, the propping up of
business by the Government must be gradually dispensed with.” Lately,
Fukai reported, the paternalistic attitude of the government had been crit-
icized even at home. There was an intention to return to gold, Fukai said,
but it was still impossible to say when.

Mori Kengo provided his own answers to the Americans’ questions.54

Everyone favored retrenchment, he reported. But retrenchment was made
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difWcult by “the depression and stagnation from which the business world of
this country has suffered for the last eight long years since the trade panic
of 1920.” For the beneWt of the Americans, Mori also speciWed some of the
differences between the Seiyukai and Minseito parties: the present Seiyukai
cabinet had as their Wrst plank a “Policy of Nation on Industry” (the sangyo
rikkoku policy), a policy of trying to restore prosperity by positively promot-
ing industry, which included the improvement and extension of railways.
Hence the budget increase. In the infant stage, Mori continued, industry
had been much subsidized by the government, and the people “have not yet
completely shaken off this [i]nertia obtained in the past years.” Now, he
said, subsidies were being stopped. Mori also expressed an opinion in favor
of privatizing the telephone and armaments industries. The Bank of Japan
and the government were now taking a less “paternalistic or interfering atti-
tude, . . . simply on account of the growing influence of powerful city banks
and industrial Wrms.” Disasters and panics were exceptional cases, and pro-
tective tariffs were purely temporary. Mori also agreed that Japan should
have “taken its medicine” in 1920 or 1921. Japan will return to gold, he
said, but in 1926, when the yen exchange had recovered to near the old par,
it had hurt business.

The answers provided by Inoue and Mori must have been satisfactory, for
Thomas Lamont now became an active advocate for Japanese interests.
Even as the Tanaka government pushed the most aggressive and militaristic
policy in China since World War I, Lamont seemed convinced that the lib-
eral Japan had won out, and he began working to offset what he saw as the
pro-Chinese bias in the United States. Thus, soon after returning to New
York, Lamont explained in a speech to the Institute of PaciWc Relations that
Japanese leaders had no imperialistic designs in China and issued a plea for
mutual understanding. Before giving this speech, Lamont talked it over
with the Japanese ambassador, and later sent him a copy to demonstrate his
friendship with Japan.55 Lamont also met with the editors of the New York

Times soon after his return from Japan and, in a letter to Inoue, gave it to be
understood that it was his influence that had resulted in the “fairness” of
subsequent New York Times editorials in relation to the China crisis.56 Lamont
began as well to exercise some direct influence inside Japan, working with
Mori Kengo, Ikeda Shigeaki, and Go Seinosuke to bring an end to the cut-
throat competition in the new electric power sector by promoting the
merger in December 1927 of Tokyo Electric Light (where Mori Kengo was
an adviser) and Toho Electric Power.57

By this point, world monetary trends seemed to be leaving Japan behind.
In December 1927 Italy restored the gold standard with the help of credits
from the Federal Reserve Bank of New York and Morgan and Company
(again, arranged by Thomas Lamont). France ofWcially restored gold con-
vertibility in June 1928, and Europe appeared to have entered a new age of
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currency stabilization.58 The countries of the west coast of South America
were also drawn into the American Wnancial orbit in these years, adopting
gold standards and independent central banks on the basis of conditional
loans from Dillon, Read and Company.59 Japan was now considered lagging
in the process of reform, and the need for Japan to return to normality—
gold convertibility—was accepted on all sides. There was an argument in
the business journals, led by Ishibashi Tanzan and Takahashi Kamekichi of
the Toyo keizai shinpo, that Japan should return to gold convertibility at a
new, depreciated par in order to avoid deflation and recession. France, Italy,
and all of the defeated countries had returned to gold at new, devalued
rates, but to Inoue Junnosuke and others this implied a loss of Wnancial
honor, and Ishibashi’s argument never enjoyed substantial political sup-
port.60 Despite his recent advocacy of lifting the gold embargo, however,
Inoue himself continued to hold back from immediate action, and at the
National Bill Brokers’ Convention on May 15, 1928, he explained that
because of its “special accommodation” lending, the Bank of Japan’s control
over credit conditions was weakened and it was therefore too early to lift the
gold standard.

On June 11, 1928, Inoue resigned again as Bank of Japan governor, once
again to devote his full time to “taking care of the business world.”61 He was
replaced as bank governor by Hijikata Hisaakira, his comrade during his
1898 internship in London. Inoue remained influential among the top
councils of international Wnancial relations and continued to provide
detailed Wnancial reports to Lamont.

In the fall of 1928, Morgan and Company continued to push the
Japanese to deflate. Japanese wholesale prices had fallen by one-third since
1920, and prices were stable or falling in the late 1920s, but an internal
Morgan memo that Lamont shared with Mori Kengo in September 1928
nevertheless described Japan’s ongoing postwar situation as one of “infla-
tion,” in that money circulation and the price level had been kept up near
the wartime level, even while prices and currencies in other countries were
being deflated. (The memo was apparently written by Morgan economist
Russell LefWngwell.)62 “Japan has been living on her war fat” and despite the
trade slump had avoided deflation. This maintenance of an elevated post-
war price level relative to deflation elsewhere, said the Morgan memo, was
just like a price increase when world prices are stable. The result must be
either to depress the yen’s value or to cause the export of gold; the latter
had happened. Further, the Bank of Japan must be independent so that it
could enforce deflation. Big business should get its capital from “the invest-
ment public” and not from banks, which should conWne their lending to
short-term loans. The government’s general account was balanced, but via
the special accounts the government was running a deWcit.63 Morgan and
Company (LefWngwell) did acknowledge that “Japan could not, of course,
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have made the amazing progress which she has in the sixty years since she
embraced western civilization without the most active participation of the
government in everything, and that to an extent which to my laissez faire
prejudices is rather shocking.”64 But now, the government’s role should be
limited and government spending cut. At the least, government-owned rail-
roads should be independently incorporated and should live within their
own budgets.

At the same time, LefWngwell told Mori directly that returning to the gold
standard would of itself eliminate many of the supposed obstacles—that it
was best for Japan to “take the plunge.” He then explained that, from the
point of view of the money system and exchange relations, any nation may
Wguratively be viewed as a bank. Therefore, a nation should open its doors
and be ready “to pay all depositors in full on demand.” Thus it would gain
depositors and trust.65 LefWngwell’s idea was a simple and clear model of
international monetary relations: the issuing of money was a form of credit
creation; yen held by foreigners were in effect “deposits”; and deposits
should be payable in gold. The extension of international credits evidenced
the world’s trust in “the bank” that was Japan, said LefWngwell: “the world
believes in Japan’s Wnancial honor.” LefWngwell repeated the point that the
Bank of Japan should be independent and free to adopt deflationary interest-
rate increases. The Bank of Japan should also provide all necessary infor-
mation to the U.S. Federal Reserve and seek its advice. Morgan and Company,
he said, had cooperated with the Federal Reserve in its assistance to many
European central banks, providing both advice and credit.

Lamont too encouraged the Japanese government to lift the gold embargo
soon, pointing out that England, Belgium, and Italy had recently returned
to gold, all with the help of credits from the Federal Reserve and from
Morgan, and that Spain was set to follow.66 In reply, Mori Kengo wrote in
September 1928 that the letters from Lamont and LefWngwell had come at
just the right time, as Japan was considering the return to gold. He had sent
copies to his friends who were playing a leading role in this movement:
Mitsui Bank managing director general Ikeda Shigeaki, Bank of Japan gov-
ernor Hijikata Hisaakira, vice governor Fukai Eigo, and Inoue Junnosuke—
although, Mori added, Inoue did not seem to favor an immediate return to
gold.67 There had never been such a consensus on gold as now, wrote Mori,
with numerous business organizations coming out in favor of lifting the
gold embargo. Ikeda Shigeaki had recently presented a resolution from the
Committee of Tokyo Clearing Banks to the Ministry of Finance calling for
an immediate return to gold.

External pressure was not the only force that impelled Japan toward
restoring the gold standard in January 1930, but it was the one that seemed
to bring all of the other causes into line.68 When France returned to the
gold standard in June 1928, Japan became the only major power that had
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not yet done so. The need to do so seemed beyond debate, and the only real
political argument was as to when. As usual, the Seiyukai continued to favor
holding off, while the new Minseito favored more decisive action.

The Renewed Movement to Restore Gold

As the earthquake had done in 1923, the banking crisis forcibly inter-
rupted the retrenchment process. The resulting “surgery” (in Fukai Eigo’s
phrase) removed the banks’ bad debts and, moreover, left surplus yen
funds sloshing around in the nation’s largest and strongest banks seeking
some proWtable outlet. This situation of monetary ease also meant that the
Bank of Japan lost its power over the money markets, which BOJ leaders
thought needed to be restored before the gold embargo could be lifted.69

Elsewhere, with the banking crisis solved by the resultant panic and shake-
out, the return to gold seemed opportune.

Leadership now came from the business world. In June 1928 the Kobe
Chamber of Commerce called for a return to the gold standard in order to
stabilize the yen exchange. The Japan Chamber of Commerce and Industry
issued a similar call in October, and one after another, business groups lined
up in support of a speedy return to gold. Thus, by the fall of 1928, the
demand for lifting the gold embargo had become “the consensus of public
opinion” (tenka no yoron), as Go Seinosuke put it.70

In the spring of 1929, when the Young Committee meeting again
brought world Wnancial leaders to Paris, Ikeda Shigeaki traveled to Europe
and then on to America, where he stayed from September until mid-
October. He later recalled this moment on the eve of the world economic
crisis as, mysteriously, “a year when there were no troubles in the world . . .
whether politically or economically, there were no problems. . . . Pretty
much everyone was bullish, and many said that this was just the usual state
for America.”71 But invisibly to people’s common sense of things, even as the
American-sponsored reconstruction of the international gold-standard sys-
tem was being completed, the end game of that system was already in play.

After Britain lifted its own gold embargo in 1925, gold had begun to flow
out from London to New York, forcing the Bank of England to maintain
high interest rates in order to attract mobile capital to London and preserve
the gold standard. The effect was to deepen Britain’s depression. Shortly
before Lamont’s mission to Japan, in July 1927, New York Federal Reserve
governor Benjamin Strong acceded to urging from the governors of the
Bank of England and the Bank of France to reduce U.S. interest rates in
order to take pressure off of Europe. The New York Fed’s fraternal support
for the British gold standard had the unanticipated result of promoting a
historic stock market bubble on Wall Street.72

The year 1927 was also the high point of the American capital outflows,
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to Japan as to the rest of the world. After June 1928 the booming New York
stock market was sucking in most of the funds available for investment. New
American fears concerning the reliability of foreign bonds compounded
the problem, and U.S. lending to other countries dropped off sharply,
resulting in a reverse flow of capital into the United States.73 Interest rates
increased across Europe, and depression began to spread around the
peripheries of the world economy. Two years later, in analyzing the onset of
the world depression, Inoue Junnosuke would point especially to the impor-
tance of this abrupt withdrawal of U.S. overseas investment.74 Borrowing
abroad also became more difWcult for Japan, as overseas Wnancial commis-
sioner Tsushima Juichi learned in October 1928, when he went to New York
to negotiate a bond issue for the Oriental Development Company.75

When viewed from the center, however, the great enterprise of global
monetary stabilization seemed to be drawing to a successful close. From
February 11 to June 6, 1929, a “Committee of Experts” chaired by General
Electric president Owen D. Young met in Paris to arrange a “Wnal and
deWnitive settlement” of the German reparations issue. Mori Kengo was the
Japanese representative and was assisted by Tsushima Juichi.76 J. P. Morgan
Jr. and Thomas Lamont attended as American representatives, and private
conversations between Mori and Lamont turned again to the need for
Japan to restore the yen to gold convertibility.

Especially pressing was the fact that £25 million (¥250 million) in
Japanese government sterling bonds issued to help Wnance the Russo-
Japanese War were coming due in January 1931. With overseas specie hold-
ings down to ¥86 million at the end of 1928, Tsushima saw no option but to
reWnance the loan. To do so would require the cooperation of U.S. and
British bankers. The American bankers said that Japan must Wrst stabilize its
currency—that is, restore the gold standard.77 By the end of February 1929,
overseas specie holdings had fallen to the lowest level since 1904 and were
sufWcient to cover only one year’s foreign payments by the government. The
government grew so alarmed that after April, it stopped announcing the
level of its specie reserves.78

The Ministry of Finance therefore concluded that restoring the gold
standard was an urgent necessity, and on April 12, 1929, the Seiyukai cabi-
net’s Wnance minister, Mitsuchi Chuzo, announced that the government was
committed to lifting the gold embargo—the very policy that had embar-
rassed his predecessor with a banking crisis and had brought down the
Kenseikai cabinet. Stock prices sagged at the news and there was an outright
panic in the markets in May. Mitsuchi therefore kept his further prepara-
tions secret. Thus, the initial decision to return to gold was actually taken
under the expansion-minded Seiyukai government of Tanaka Giichi.79

Adherence to the gold standard had been and became again a central and
symbolic element in the struggle between the Seiyukai’s “positive” policy
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and the Minseito’s “negative” policy, but by the spring of 1929 the need to
return to gold convertibility seemed to be a matter of objective, external
constraints, independent of the domestic policy dialectic.

There remained, however, a lack of conWdence within the Wnancial world
that the Seiyukai in general and the militaristic Tanaka in particular could
really put through a retrenchment policy. As Inoue Junnosuke bluntly put
it in a speech in April 1929, “Mr. Tanaka’s face is a face which is incapable
of Wnancial retrenchment.”80 Accordingly, Inoue continued to say that the
time was not yet right for lifting the gold embargo. All the same, under the
Tanaka government, the economic side of the Seiyukai’s positive policy was
relatively restrained, as international economic circumstances seemed to
require steps in the direction of the “negative policy” that the Seiyukai had
long decried.

Concrete measures were now taken. On May 4, 1929, Finance Minister
Mitsuchi ordered Tsushima home for urgent consultations; Tsushima at
once knew that this meant the lifting of the gold embargo.81 Mori and
Tsushima also discussed the matter with Lamont, who reported to Morgan
and Company on May 7:

In part because of discussions that have taken place recently in London and
Paris as Sir Mori Kengo explains to me the Japanese Government seems now
about to undertake early and vigorous consideration of return to the gold
standard. Tsushima has received cable instructions to proceed West and will
probably cross over to New York by the same steamer as Mori, possibly it may
be the same one I shall be on, and upon arrival in New York will wish to receive
advices as to the whole stabilization job from our leading Wrm economist, Mr.
R. C. LefWngwell. The latter has already written out a book on the matter
which he can turn up and paraphrase for Tsushima’s beneWt.82

These side discussions at the Young committee meetings occurred dur-
ing what was in retrospect the end of an era in international Wnancial his-
tory. The result of the committee’s work, as Tsushima put it, was that
“Europe had entered a new age of currency stability.”83 The solution agreed
to by the assembled experts was, as Thomas Lamont explained, that the
question of German reparations “should be transferred for all time from
politics to commerce”84—the culmination of a decade of concerted inter-
national stabilization efforts mainly directed by central and private bankers.
Reparations payments would no longer be handled government-to-govern-
ment but via the newly created Bank for International Settlements (BIS).

Projected as a central bankers’ central bank, the BIS was the object of
high hopes among its framers, who included Thomas Lamont and Jeremiah
Smith.85 The proposed organization of the BIS was also a new source of pres-
sure on Japan: membership was to be restricted to “countries with stabilized
currencies” (that is, gold-standard countries). It thus appeared that Japan
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might suffer the “extreme dishonor,” as Tsushima saw it, of being excluded
from the prospective world central bank. Mori Kengo negotiated an excep-
tion to the rules: Japan would be included as a member on the grounds that
it was one of the recipients of German reparations. It was understood that
Japan would soon return to gold.86

On May 16 Tsushima received another secret telegram from the Ministry
of Finance telling him to look into obtaining a credit to support the lifting
of the gold embargo (that is, a credit that could be drawn on to protect the
yen against possible speculative attacks).87 Throughout these preliminary
negotiations, restoration of Japan’s gold standard was connected to the
reWnancing of the Russo-Japanese War bonds, and Tsushima had already
suggested that the credit and the bond refunding be combined into a sin-
gle operation. Lamont insisted they be kept separate.88 In further discus-
sions with Lamont “and with those who had recent experience in restoring
the gold standards in France, Italy, Belgium, and Britain,” Tsushima got the
same answer: lift the gold embargo Wrst, then handle the bond reWnancing
separately. Thus, as Lamont reported Tsushima’s plans, the U.S. Federal
Reserve Bank could provide a credit to the Bank of Japan, and Morgan and
Company could provide one to the Ministry of Finance. (This formula of
the Federal Reserve providing credits to central banks while Morgan pro-
vided credits to governments was the standard pattern seen in numerous
international currency stabilization operations.) Then there was the matter
of re-funding the Japanese government bonds.89

Proceeding to New York, Tsushima discussed plans for restoring the gold
standard with Morgan’s Russell LefWngwell as well as with Charles Mitchell
of National City Bank, Mortimer Schiff of Kuhn, Loeb, and George Harri-
son of the FRBNY. But after having pushed for further deflation in Japan in
1927 and 1928, Morgan and Company now took the position that deflation
had proceeded sufWciently and that it would be best to return the yen to
gold convertibility at a depreciated parity. That is, Japan should “stabilize”
(return to gold) as soon as possible, but at or below the present depreciated
exchange value of the yen, because serious deflation would be too drastic in
the face of the existing depression in silk, cotton, and shipbuilding; the
more or less closed market in China; and higher world interest rates90

(which were being caused by the pressure of the New York stock market
boom). Ishibashi Tanzan had been arguing the same point since 1924.

Tsushima himself later said that he agreed that a new, depreciated par
was best. Finance Minister Mitsuchi, the longtime follower of Takahashi
Korekiyo, appears to have held the same view.91 The succeeding Wnance
minister, Inoue Junnosuke, did not favor a new parity, and Tsushima there-
fore kept his opinion in favor of a new par to himself. More than further
deflation, Morgan and Company now emphasized the importance of assur-
ing the independence of the Bank of Japan, especially in view of its domi-
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nation by the Ministry of Finance during and since the war.92 “Most impor-
tant of all,” the Bank of Japan should get the advice of central bank gover-
nors George Harrison, Montagu Norman, and Emile Moreau of the United
States, Britain, and France.93 His preliminary consultations completed,
Tsushima left for home on June 14, 1929.

Meanwhile, the excesses of the “positive” policy of military adventurism
and intrigue in China had set in motion a chain of events that ended up
bringing down the Tanaka cabinet. An archexpansionist in his own prime,
General Tanaka had been surpassed in zeal by the young ofWcers of the
Japanese Kwantung Army, who had attempted to force the issue of Japanese
control in Manchuria by dynamiting the military train of the Manchurian
warlord Zhang Zuolin on June 4, 1928.94 The facts of Zhang’s assassination
began to emerge in the press, and Wnally, faced with the emperor’s loss of
faith over his handling of the affair, Tanaka was forced to resign. Thus
Tsushima learned while crossing the PaciWc Ocean that the Seiyukai cabinet
had been replaced with a Minseito cabinet led by Hamaguchi Osachi, who
was committed to lifting the gold embargo as quickly as possible. The
Hamaguchi cabinet was inaugurated on July 2, and it lost no time in imple-
menting the negative policy to the fullest extent yet.
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The Crisis of Liberalism
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ten

The Liberal Triumph, 1929–1930

Inouye speaks the same Wnancial language as Norman, Strong and
all of us. I have never found him to deviate from a straight line.

Thomas Lamont to J. P. Morgan, Jr., April 19, 1927

If I am killed, quickly lift the gold embargo.
statement of Inoue Junnosuke to a trusted official, 

as reported by Takahashi Korekiyo on the day 
after Inoue’s murder

199

In Western terms, it is perfectly unproblematic to describe the Inoue  Wnan-
cial policy as orthodox. In the words of economic historian G. C. Allen, who
lived in Japan in the 1920s, Inoue was “the nearest approach to an orthodox
liberal Wnancier that Japan has produced.”1 For Thomas Lamont, Inoue was
a regular member of the international central bankers’ club. In line with
such judgments, the Minseito party was described in the Western press as
the “Liberal” party as against the “Conservative” Seiyukai. The new Minseito
government’s announced policy of free gold movements, the central plank
of the liberal economic project, was warmly received in Anglo-American
Wnancial circles—“exceedingly welcome” to the London Economist.2 Theo-
retically grounded in the certainties of orthodox economic statecraft,
Inoue’s policy was in actuality a bold leap into the unknown.

The Inoue Line

By the time Inoue Junnosuke was made Wnance minister in the Hamaguchi
cabinet, he was an experienced, senior government Wgure, who could have
had every expectation of becoming prime minister in a future cabinet.
Inoue had been thinking of entering politics for several years and had even
discussed the matter with his foreign friends Benjamin Strong and Montagu
Norman as early as 1924. (Strong’s advice was to stay out of politics.)3 But
in forming his cabinet, Hamaguchi had kept his choice of Inoue a secret to
the end, and Inoue joined the Minseito only a week after being appointed
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minister of Wnance, much as Takahashi Korekiyo had joined the Seiyukai on
Wrst becoming Wnance minister sixteen years earlier. Moreover, Inoue was a
peer, and his most recent tenure as Bank of Japan president, in 1927–28,
had been in association with Takahashi Korekiyo and a Seiyukai govern-
ment; so his appointment initially caused some resentment within the
Minseito party ranks. Hamaguchi’s choice also caused some wonderment
because of Inoue’s recent statements that it was best to hold off on return-
ing to the gold standard.4

In any case, on joining the Minseito, Inoue pursued party politics with his
usual single-mindedness, becoming an active party man and a renowned
political campaigner. In line with his belief in the rectitude of the gold stan-
dard, he forcefully took the lead in restoring it, to the extent that the
English epithet strong man (sutorongu man) was applied to him. Inoue’s old
friend Ikeda Shigeaki later evaluated Inoue’s transformation into a politi-
cian more negatively: Inoue was at bottom a weak person who now over-
compensated by being too severe. Ikeda’s comments surely reflect his own
subsequent conflicts with Inoue, which came to a head in the “dollar-buy-
ing” speculation of 1931. But before that time Inoue worked closely with
bankers such as Ikeda and was seen as representing the big-business wing of
the Minseito, bringing both business and international support to the new
cabinet.5

The new cabinet spelled out its goals in the “Ten Point Program,” the
classic statement of the liberal party’s policy line as it developed in the two-
party context of the 1920s:6

1. Clean government

2. Arousing the people’s spirit (which had been running to 
“frivolity and self-indulgence”)

3. Enforcement of discipline among ofWcials

4. Improvement of relations with China

5. Promotion of arms limitation

6. Adjustment and Wnancial retrenchment

7. A balanced budget (“not floating bonds”) and reduction of 
government debt

8. Lifting the gold embargo

9. Establishment of social policy

10. Renovation of education

Points 1 through 3 of the Ten Point Program were banalities that might
have been found in any party’s platform. Points 4 and 5, noninterfence in
China and naval arms limitation in cooperation with the Western powers,
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were core ideas of the Shidehara diplomatic policy so reviled by the politi-
cal right. Point 9 of the program, social policy, was another characteristic
Minseito concern, and in the usage of the time meant primarily a law rec-
ognizing trade unions, an unemployment relief law, and a farm tenancy law.
Social policy extended to an effort to give women the right of political par-
ticipation on the local level.7 Points 6, 7, and 8—public and private
retrenchment, and the lifting of the gold embargo—were the economic
core of the Minseito program and the essence of the “negative” policy cham-
pioned by Hamaguchi Osachi and Inoue Junnosuke.

The psychological effects of the new cabinet’s announcements were
immediate. Convinced that austerity was on the way, speculators began to
sell off shares in July, and the stock market fell. By the same token, con-
vinced that a return to the old par was imminent, speculators bought yen,
and the yen began to rise. But the yen could not simply be returned to gold
convertibility as is. “If we were to lift the gold embargo as things now stand,”
Inoue Junnosuke explained in an August 1929 appeal to Japan’s house-
wives, “Japan’s gold coins would at once go out to foreign countries, exactly
like a great flood when a dam breaks. If that happens, Japan’s business
world would be destroyed.”8 That is, before removing the gold embargo,
Japan’s trade deWcit must be remedied by reducing imports and bringing
export prices down to levels where they could be competitive under a high
yen exchange rate—the policy that Inoue had described on the eve of
World War I as the “negative” policy for Wxing a nation’s trade gap. Thus,
Inoue aimed to produce a preparatory deflation by means of budget cuts,
monetary restraint, and moral exhortation to encourage the Japanese peo-
ple to reduce their consumption and purchase domestic products.

The choice of a full-blown deflation policy requires explanation, because
radical deflation was not a necessary part of returning to the gold standard
as such. The key decision that necessitated Inoue’s vigorous deflation policy
was the choice to restore the gold standard at the old 1897 par, which over-
valued the yen by almost any measure. Ishibashi Tanzan and Takahashi
Kamekichi had been arguing for a new, depreciated par precisely to avoid
these deflationary effects. But the new cabinet never seriously considered
the idea, and Inoue was almost vituperative in his denunciation of Ishi-
bashi’s alternative “new parity” version of gold-standard resumption.9

In arguing against devaluation, Inoue’s fundamental ideas concerning
the utility and meaning of the gold standard were revealed more clearly.
Lifting the gold embargo was needed “to break the deadlock of our
Wnancial world, which has been sunk in depression for many years, and to
fundamentally reconstruct our business world.” Some, Inoue said, had
argued that a return to the prewar par would put pressure on industry and
cause Wnancial disturbances, but it was Inoue’s Wrm conviction that his was
the “proper path [jodo]. . . . To change the parity of the currency is a kind
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of economic revolution, and its influence will extend generally to the
nation’s credit, the national economy, and the national spirit.”10 As it was for
British policy makers, this was a matter of honor—Inoue’s personal honor
as a central banker and Japan’s honor as a Wrst-class nation. Moreover, to
adjust via devaluation would make Japan’s external debts heavier: if the
value of the yen fell, Japan would be pressed for the funds to pay foreign
countries.11 Different sectoral interests were represented here, as Ishibashi’s
concern for exporters and industrial growth contrasted with Inoue’s con-
cern for stable Wnances and the nation’s foreign credit.

On top of this was a practical political consideration. To lift the Wnance
ministry’s gold embargo order of September 1917 and return to the old par,
established by law in 1897, was a simple matter of the Ministry of Finance
issuing a second administrative order and would not require Diet approval.
To change the par would require a new law, and the Seiyukai still held a plu-
rality in the Diet.12

The new government acted on its principles quickly and forcefully. At the
new cabinet’s Wrst meeting on July 5, Hamaguchi and Inoue chose not to
wait for next year’s budget but began unilaterally to cut the current year’s
budget, which had already been approved by the Diet. Such extraordinary
steps were needed, Hamaguchi Osachi said, to “restore the nation’s credit
and rescue Japan from a position of economic isolation.” The Seiyukai
opposition attacked the procedure as unconstitutional and demanded that
the Diet be called into special session to consider the matter. Under the Meiji
constitution, the Imperial Diet was convened for a few days in late December,
recessed for the New Year’s holiday, and reconvened in January to conduct
the actual business of passing the budget and other legislation in a session
that lasted into the spring. Extraordinary Diet sessions could be called at the
discretion of the cabinet, which had broad powers of temporary legislation
by decree while the Diet was recessed. Lacking a Diet majority, the Minseito
cabinet refrained from calling the Diet into special session, and under the
rubric of a “working budget” (jikko yosan), simply mandated an overall bud-
get cut of 5 percent. Inoue’s dramatic cuts included the halting of construc-
tion of government buildings in Tokyo. In the October 15 cabinet meeting,
Inoue also proposed to cut 10 percent from the salaries of ofWcials who
earned more than ¥1,200 annually. The latter attempt had to be withdrawn
in the face of a storm of political and bureaucratic opposition.13

But this was resistance to Inoue’s methods more than to his goals, and as
an idea, the panacea of the gold standard seemed to carry all before it. Even
Seiyukai criticism remained muted for a time. This uncharacteristic reti-
cence was largely due to the discredited Seiyukai’s reluctance to face an
election that it was sure to lose. After resigning as prime minister, Tanaka
Giichi had returned to his hometown of Hagi, and in September he died of
heart failure—perhaps, it was said, because of the heartbreak of being
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rejected by his sovereign, or perhaps because of excessive drinking, feasting,
and fornicating on the occasion of his homecoming. Inukai Tsuyoshi, now
seventy-four years old, became the new Seiyukai president. For the Wrst time,
the presidents of both the governing party and the main opposition party
were sitting members of the Diet. In late October the Seiyukai called the
Minseito policy “dangerous,” saying that Japanese industry needed to be
rebuilt before the gold embargo was lifted.14

The cabinet also launched a preparatory barrage of ideas. To enable
industries to keep exporting under the high yen exchange, the Minseito cab-
inet proffered the solution of “industrial rationalization” (sangyo gorika),
which served as a general-purpose slogan and fashionable replacement for
the previous catchall “adjustment” (seiri), which Inoue had promoted since
the beginning of the 1920s. Combining cost cutting and layoffs with the ideas
of technical improvement and industrial cooperation (including carteliza-
tion and production curtailment), rationalization thus appeared as a strain in
both the “positive” and “negative” policies, a response to the problems of
overproduction, excessive competition, and rapid technological change.15

The Minseito cabinet also organized another great propaganda offensive
to encourage the Japanese people to curtail their consumption and reform
the culture of extravagance that they perceived to have developed since the
World War I boom. Relentlessly, Hamaguchi and Inoue repeated the mes-
sage that Japan’s season of retrenchment was at hand, and hammered away
at the theme of how luxury and loose living had brought Japan to its present
impasse. Restriction was the only way forward. In doing so, they also inad-
vertently opened a great debate on the meaning of consumer demand in a
modern economy, pitting their old-fashioned austerity views against the
“Keynesian”-style views being developed by people like Takahashi Korekiyo
and Ishibashi Tanzan.

“The Gold Standard as Seen 
from the Kitchen”

There is a long history of government campaigns to promote popular fru-
gality in Japan, and the major campaigns of recent years had been associated
with phases of “negative” retrenchment policies, building from the 1908
“Boshin year” campaign of the second Katsura cabinet to the “Diligence and
Thrift” campaign mounted by the Kato and Wakatsuki cabinets. Even in this
context, the Minseito cabinet’s “Public and Private Retrenchment Campaign”
(koshi keizai kinshuku undo) stood out in intensity and scope, as the new cabi-
net took its message directly to the people via lecture tours and the new tech-
nologies of radio, phonograph recordings, and motion pictures. In the new
age of mass advertising—the technologies for creating consumer desire—
the government deployed the same techniques to throttle back demand.
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“A really spectacular effort,” was how overseas Wnancial commissioner
Tsushima Juichi described the campaign to Japan’s British creditors, and one
that “bore very fruitful and satisfactory results.”16

Prime Minister Hamaguchi announced his policy directly to the nation
in an extraordinary radio address on August 28, 1929. This was followed in
the Wrst week of September by the distribution “to every household” of
13.5 million copies of the tract Appealing to All of the Japanese People (Zen

kokumin ni uttau). In the following nine months, more than 800,000 copies
of twenty-three other publications were also printed and distributed to gov-
ernment ofWces, schools, police stations, youth groups, and other civic orga-
nizations nationwide.17 A total of 8,168 live and motion-picture lectures
were given on the subject, attended, according to the Ministry of Finance’s
count, by 4,076,358 people. Local governors enthusiastically cooperated,
reported Tsushima, as did “almost all the public and private organizations,
including ex-soldiers’ associations, schools and other educational and reli-
gious institutions, women’s societies, business Wrms, factories, etc.” Via a
“moral education general mobilization” (kyoka sodoin), the national educa-
tion system also went to work to give schoolchildren the message of curtail-
ing consumption and imports.18 Five feature Wlms were made that featured
retrenchment themes.19 “Even popular songs and performances by profes-
sional artists contained the slogans ‘Retrenchment and economy’ and
‘Lifting the gold embargo,’” explained Tsushima. The popular geisha-style
singer Fumikichi-san was mobilized to record the song “Retrenchment
Ditty” (“Kinshuku kouta”) in 1929, which became a hit as the theme song
for the movie Number-one Woman (Ichibanme no onna).20

“Retrenchment Ditty”
Saita hana de mo shibomanya naranu,

so ja nai ka.

Koko ga saifu no (so yo danzen),

aketa saifu no shimedokoro.

[Chorus]

Jisei jisetsu ja, te o totte (ha!),

kinshuku sho ya, kinshuku sho.

Hito no kane nara yosomite sumo ga,

so ja nai ka.

Karita 50 oku (so yo danzen),

kaesu 50 oku wa atamawari.

Muko hachimaki,

kata ni wa tasuki, so ja nai ka.

Harae Nihon no (so yo danzen),

tataru fukeiki no binbogami.

Omae shiodachi, watashi wa chadachi,

so ja nai ka.
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Kin no kaikin (so yo danzen),

ureshi kaikin togeru made.

Even the blooming flower must close,
isn’t it so?
Now it’s time to close the open purse
(that’s right, absolutely).

[Chorus]
It’s the time, it’s the season,
all together, hand in hand (yes!),
let’s retrench, let’s retrench.

You don’t have to worry about other
people’s money, isn’t it so?
But the borrowed Wve billion
[must be] repaid by all together
(that’s right, absolutely).

Tie on your headband,
gird up your sleeves, isn’t it so?
Drive away the god of poverty and recession
that is cursing Japan
(that’s right, absolutely).

You give up salt, I’ll give up tea
isn’t it so?
Lifting the gold embargo
(that’s right, absolutely),
until the joyful lifting of the embargo.

Inoue himself put together the personal and the macroeconomic at the
very outset of the campaign, in an August 15 speech to the All-Kansai
Women’s Federation entitled “Lifting the Gold Embargo as Seen from the
Kitchen Economy—Hoping for the Self-Consciousness of Japanese Women.”
Inoue’s speech was also printed separately and distributed, like most of the
other retrenchment campaign materials, to “every ministry, the cabinet,
every colonial, territorial, and prefectural ofWce and police station, every
city, town, and village, every committee ofWcer.”21 His message summed up
all of the essential points of the retrenchment campaign.

Women could not vote (although the Minseito cabinet was working to
extend the franchise), but then as now, family budgeting was typically the
wife’s responsibility. Therefore, Inoue told his audience of middle-class
housewives, “as consumers, women are the most influential people . . .
more than nine-tenths [of the money spent] in the world is money spent by
you. . . . You may even spend more than that, as there are also those who
spend to the point of debt.” Producers “are only worried about women’s
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tastes,” so “one could even say that you are in charge of the country’s pro-
duction.” To rationalize Japan’s macroeconomy, “the rationalization of the
kitchen” (daidokoro no gorika) was necessary. This required “the spiritual
improvement of you who are in charge of the kitchen.” Put simply, “we can-
not [lift the gold embargo] until your way of living—Japan’s way of living—
is put into good order.”22

In line with this idea, Inoue proceeded to anatomize “the bloating of a
kitchen economy near destruction,” retracing the familiar moral history of
Japan’s gaudy world-war boom and postwar comeuppance:

If we speak of Japan’s national polity [kokutai] or of its race, I think we can be
proud of that in the whole world. But in terms of wealth, Japan [before the
European war] was a country so poor that it almost lacked the qualiWcations
for independence. However, the European War began in 1914 and Japan rose
to quite an enviable position. Japan made an immense sum of money, to an
extent that you cannot understand by words alone, acquiring the great
amount of four billion yen. Up to then, Japan had been borrowing money
from foreign countries every year and was buying more from foreign countries
than it sold to them.

. . . With that, from the standpoint of the economy, Japan was able to
become an independent country for the Wrst time. . . . I was happy that for the
Wrst time we had created the qualiWcations to leap out into the world.

But, Inoue continued, “if we look at the situation since then, Japan ended up
luxuriously spending the money earned. Now, without one penny of [our]
money remaining overseas, even if we want to borrow money abroad, we
cannot even borrow well, and the four billion yen that we had overseas is all
spent.” That is, Japan’s overseas specie holdings had been exhausted, and the
country faced an international credit crisis. Spendthrift politicians and waste-
ful domestic policies—Inoue hardly needed to mention the Seiyukai by
name—had played their part, but “what the government spends is small
compared to what you [women] spend,” and “women’s sin” had done even
more to bring the country to its present “sad and ruined state.”23 Japan’s
housewives were thus directly responsible for Japan’s national predicament:
“The result of your unreasonable consumption and unreasonable luxury is
that, after all of the pains to rise to a good position, Japan is now even worse
off than when we started. . . . Today, facing the world, in every sense, Japan’s
credit is falling to the ground. The biggest cause behind this is the fact that
women’s understanding in regard to the economy is extremely slight.”24 The
parallels were simple and clear: The new government was setting its Wnancial
house in order, and each household must do the same. Individual effort and
sacriWce were required to rescue Japan’s global situation.

For ten years Hamaguchi Osachi had been calling for deflation in order
to stabilize the Japanese people spiritually. Through the ensuing decade,
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retail prices had fallen 15 percent and wholesale prices 35 percent from
their 1920 highs. Farm prices had fallen even further, putting Japanese
farmers into a severe debt-deflation squeeze. Yet after nine years of deflation
and chronic recession, it seemed to Inoue that “luxurious living and the
worsening of people’s thought” had only grown worse:

These days, [people’s] thought is worsening in various ways, and you are
always worrying about your children. Spiritually, Japanese people are gradu-
ally becoming degenerate. Much of this arises from the inconsistencies and
irrationalities in the economy. Namely, the fact that people cannot get money,
cannot get loans, yet still want to live their former luxurious lives is closely con-
nected to Japan’s spiritual decay and worsening of thought.25

The suspension of the gold standard had buffered the Japanese people
from reality:

Because it came about after the sixth year of Taisho [1917] that gold could
not be taken to foreign countries, you do not feel anything. That is, although
you take on debts and consume irrationally, in front of your own eyes, the gold
coins have not been reduced even by one. Things bought from foreign coun-
tries are still increasing as before. Thus, in front of your own eyes you do not
understand anything. However, there is one thing you must understand. That
is, to buy things, you need money; accordingly we have paid with the money
that as an expedient is kept overseas, and today this money is all gone.26

It was Inoue’s task to make concrete to the Japanese people their own poverty
in the cold light cast by the international standard that really counted. The
lifting of the embargo on gold exports would make visible the true situation.
With the broken link between the Japanese yen and gold restored, Japan’s
trade deWcits would, following Hume’s classic model, automatically cause
gold to flow out of the country. Gold outflows, in turn, would mean fewer
yen in the hands of consumers, which would bring down prices and force up
interest rates, thereby bringing national accounts back into balance.

The logic of Inoue’s analysis—the old balanced-budget verities that
would be jettisoned in the Keynesian revolution—was commonsensical
and readily understandable: the concerns of household budgeting were
no different from the concerns of public Wnance. Even though most peo-
ple had not lived luxuriously during the boom—many had suffered real
hardships from the inflation—all were aware of the extravagant excesses
for which the newly rich narikin were famous. Spendthrift ways had
brought Japan to the door of the poorhouse, and only thrift and hard
work could remedy the situation. The picture Inoue Junnosuke painted
for the Japanese people was one of a nation trudging painfully up a long,
steep hill in the summer heat, wasting time and energy by seeking short
cuts that turned into dead ends: “Even if you sweat, [retrenchment] is the
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right road . . . even if it’s bone-breaking, it’s the surest and shortest
road.”27

Conventional economic morality plays of the sort outlined by Inoue
have frequently been invoked to explain Japan’s chronic postbubble reces-
sion of the 1990s, and such stories have been mocked by the Keynesian-
minded economist Paul Krugman as the “hangover theory” of depression.28

In fact, whichever may be the direction of causality, Inoue’s binge-and-bust
story appears to have been as concrete as it was metaphoric. The party spirit
was widespread during the inflationary boom, if we judge from the con-
sumption of sake, which grew by 35 percent between 1915 to 1920, to some
twenty liters per person per year. Despite the 1920 depression, consumption
levels did not fall back, and the sake flowed freely to the end of the 1920s
(Wgure 7). Subsequently, the stabilization depression championed by Inoue
Junnosuke appears to have been a nationally sobering experience, as sake
consumption fell back (to some twelve liters per capita) in the 1930s.29

These ups and downs of alcohol consumption thus trace the movements of
a great business cycle. [Figure 7 here]

In fact, for consumption in general, when the boom-bust cycle of 1915–
22 was over and done, per capita consumption standards had improved
considerably, and these new standards were substantially maintained
through the 1920s. “I’m deWnitely not telling you to reduce what you eat
and endure to the point of hunger,” Inoue assured his female listeners in
1929. But per capita spending on food, which comprised more than half of
all personal consumption spending, had already fallen somewhat since the
mid-1920s (in line with the decrease of consumption of sake, tea, and
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tobacco). Under Inoue’s austerity policy, spending on food fell further,
from a high of ¥102 per person in 1925, to less than ¥93 in 1932 (both
reckoned in terms of constant 1934–36 prices).30

Inoue’s austerity drive also opened up a great debate on the meaning of
consumer demand in a modern economy. An argument very different from
Inoue’s, counterintuitive and foreshadowing a new kind of postdepression
economics, was put forth by Takahashi Korekiyo, Ishibashi Tanzan, and oth-
ers, who argued that in the face of the economic crisis, instead of further
constraining domestic demand, the government should actually spend
money more freely.

The Gold Standard as Seen 
from the Geisha House

As Inoue Junnosuke took the lead in the Hamaguchi government’s nation-
wide campaign to evangelize for the international gold standard, Takahashi
took an increasingly clear counterposition. Takahashi’s personal break with
Inoue also dated from Inoue’s joining the Minseito cabinet, which accord-
ing to Takahashi was the last time that the two men met personally:

It must have been a day or two before the formation of the Hamaguchi cabi-
net [on July 2, 1929] when Mr. Inoue came by car to see me. . . . He reported
to me, “When I conferred with Mr. Hamaguchi, we agreed that in order to
reform the present business world, we must force through the lifting of the
gold embargo by way of a retrenchment policy, and it was decided that I
should undertake to be Wnance minister.” I just listened to his explanation,
but when we parted I told him, “Thinking of the nation’s future, you proba-
bly intend to go forward at all costs in order to accomplish your beliefs, but do
not forget to walk straight on the just road.”31

The ambiguity of Takahashi’s statement and the suggestion of disagree-
ment—in the context of an essay memorializing Takahashi’s longtime
junior colleague shortly after his shocking death—communicate by what
they fail to say.

Takahashi had never rejected the gold standard on principle, and his
opposition to the Minseito policy developed in stages. In the autumn of
1929, Takahashi began publicly to criticize Inoue’s policy, insisting in a
September 1929 magazine article that Japan must follow an independent
national course in the matter. “There are those who say that because other
countries have lifted the gold embargo Japan must do the same, but the
conditions of each country are dissimilar and one cannot claim that they are
all the same.” Nevertheless, Takahashi concluded on the note of household
economy, in tune with the refrain of Hamaguchi and Inoue, noting the
admirable example of economizing and using only made-in-Japan goods
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that had been set by the imperial family. If such an attitude spread among
Japan’s housewives, it would be safe to lift the gold embargo.32

Inoue himself was at pains to demonstrate that his policy was the path of
true national independence, which, he concluded in a mass-circulation tract
published in September 1929, meant living within one’s national means: “If
we look at the current situation of each country, they are rather exhausted
due to the European war. . . . In such a situation, it is unthinkable that
Japan’s current depression should be solved by power coming from foreign
countries. If we do not break out of today’s situation by our own power, it
cannot be done. Other than based on one’s own power, one’s own effort of
thrift, there is no other way.”33 At the same time, Inoue awaited Morgan and
Company’s decision regarding the credit that would enable Japan’s return
to the gold standard.

Takahashi took a sharper line in the wake of the New York stock market
crash, pointedly criticizing “those who become ecstatic saying things such
as, because the exchange against America has gone up, or because English
and American interest rates have gone down [that is, after the stock-market
crash], it has become convenient to lift the gold embargo.” The most
important thing was to decide the matter independently and to prepare
independently for lifting the gold embargo by “establishing the foundation
of manufacturing, shipping, and other industries.” In terms of international
borrowing and lending, Japan must be lending more than it was borrowing.
Once this foundation was established, the gold embargo could be lifted. In
the absence of such preparation, “lifting the gold embargo thanks to for-
eign countries” was “a mistaken notion that does not consider the country’s
permanent interests.”34

At stake here was a crucial question of the sequencing of developmental
and monetary opening measures. Takahashi was arguing that national
strength and independence required industrial development Wrst, and only
then monetary and Wnancial integration on the basis of a strong balance-
of-payments position. In effect, Inoue argued for the opposite sequence—
monetary and Wnancial integration Wrst—as global creditor institutions such
as the IMF continue to do today.35 These were two opposing notions of where
Japan’s national strength lay: in expanding production or in thrift and self-
control. This was the old contrast between the expansion and consolidation
policies and, at another level, an entrepreneur’s versus a banker’s vision.

A key aspect of Takahashi’s originality was his appreciation of the prob-
lem of demand in the economy as a whole. Inoue had posed the decision
before the Japanese people as one of luxury and excess versus responsibil-
ity and restraint. Instead, argued Takahashi, it was a choice between luxury
and prosperity on one hand and austerity and poverty on the other. In his
criticism of “the so-called retrenchment policy,” Takahashi began disputing
one of Inoue’s major premises, insisting that one must differentiate the
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logic of the national economy from that of an individual family economy. At
the national level, Takahashi said, consumption equals demand, and demand
equals productivity. To the degree that demand decreases, national pro-
ductivity also decreases.36 (Takahashi was writing at a time of industrial over-
capacity and widespread underemployment, when increased consumer
demand would have meant increased capacity utilization.)

To show how this was so, Takahashi explained the social utility of luxury,
in a passage that has been quoted many times since. “To put the matter in
still simpler terms,” wrote Takahashi, perhaps recalling his own youthful
adventures as an attendant for an apprentice geisha,

suppose someone goes to a geisha house [machiai] and spends two thousand
yen by doing things like hiring a geisha and eating luxurious dishes. From the
standpoint of order and morality, we don’t want to have such things—but just
as an example, let us ask how the money used in this way is scattered about.
The portion that was spent on food will become part of the salary of the cooks
and such; and the costs of the Wsh, meat, vegetables, seasonings, and other
ingredients, as well as the cost of transporting them, will all be paid out as part
of the money earned by merchants. Of this, a proportion goes to moisten the
purses of farmers, Wshermen, and other producers. Moreover, the farmers,
Wshermen, merchants, and others who receive this money will use it for their
own food, clothing, housing, and other expenses. As for the money paid for
the geisha’s fee, part of that will pass through her hands and be spent on food,
taxes, clothing, cosmetics, and other expenses.

Thus, the money spent at a geisha house “passes from hand to hand,” work-
ing “even twenty or thirty times” in various branches of industry. But “if on
the contrary this person should now stop going to the geisha house . . .
speaking from the standpoint of individual economics, for the person
involved it is truly healthy to save ¥2,000. But for the economy of the coun-
try, the other course is desirable. . . . This is where personal and national
economies differ.”37 This “twenty or thirty times” we might consider as the
“Takahashi multiplier.” The idea was integral to his vision of a demand-led
economic recovery.

Takahashi naturally followed his parable with the disclaimer that, to illus-
trate his point, he was giving an extreme example of the most wasteful of
expenditures and certainly was not advocating trips to geisha houses. But
disclaimers or not, Takahashi’s pro-spending line placed him a long way
from the almost Confucian moralism of Inoue and Hamaguchi. Takahashi
concluded by returning to the question of government-spending policy,
describing the deserted construction sites he had seen lately around
Tokyo—a consequence of Inoue’s budget cuts—and explaining the nega-
tive multiplier effects of budget cuts, which exacerbated recession and
unemployment.38

In the long history of economic thought before Keynes, Inoue’s idea of
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the virtue of thrift was the commonplace view. Views such as Takahashi’s of
the virtue of spending—or of the virtue of vice—were not only rare but
morally suspect and heterodox in the extreme. More jarringly, Takahashi
Korekiyo, a proponent of Japan’s “beautiful customs” of paternalistic
employment and loyal service, drew his example from the industry most
highly marked by the persistence of feudalistic, semislave conditions for its
female workers.39 Whereas Inoue had addressed women as consumers, in
this “service” industry, women themselves were the objects of male con-
sumption. The ¥2,000 that Takahashi mentioned as the cost of an evening’s
entertainment was more money than most Japanese families saw in an
entire year, and the example was hardly calculated to appeal to the sensi-
bilities of Japan’s housewives.40 In recognizing the importance of demand,
economist Takahashi Kamekichi made an argument similar to Takahashi
Korekiyo’s, as did textile magnate Muto Sanji and journalist Ishibashi
Tanzan. But Inoue’s “monetarist” policy would be pursued to its logical con-
clusion before “Keynesian” alternatives were taken up.

Meanwhile, great changes were underway at the centers of global Wnance
to which Inoue was proposing to yoke Japan more tightly.

“The Highest Bases of Soundness 
and Credit”

As the New York stock market cruised at record heights in the summer of
1929, Americanism and global economic liberalism appeared triumphant.
At the level of ideals, war had been renounced as an instrument of national
policy in the Kellogg-Briand pact, which was ratiWed by forty-Wve nations
including Japan and proclaimed by President Herbert Hoover on July 24,
1928. Thomas Lamont’s vision of a world ruled by ideas rather than force
seemed a step closer to fulWllment. More concretely, naval arms-limitation
talks involving Japan, Britain, the United States, France, and Italy were
scheduled to open in London in January 1930, to continue the Washington
naval arms-limitation process of 1921–22. With Japan’s impending return
to gold, the reconstructed international monetary order envisioned in
Genoa in 1922 would be practically complete. It also seemed that the gold
standard might Wnally be universalized, as, at the invitation of the Chinese
government, a “Commission of Financial Experts” led by Edwin Kemmerer
conducted a study of China’s monetary system in 1928–29 and wrote up a
plan to modernize and unify China’s currency system by means of a gold-
exchange standard.41

Japan’s own retrenchment policy had Morgan’s nod of approval; Lamont
reported to the other Morgan partners on September 11, 1929, that Inoue
was “doing very well,” having cut the budget and promised further cuts next
year. “The whole thing is shaping up to a return to the gold standard in the
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early months of 1930.”42 But Inoue’s foreign friends were beginning to have
troubles of their own.

Across the peripheral zones of the world economy, signs of a renewed
global downturn were already apparent. World farm prices, after recovering
from the 1920 depression, had begun to slide again after 1925, and a world-
wide agricultural depression had set in. The American-led overseas lending
boom was also short-lived, as U.S. overseas loans dropped off very sharply in
mid 1928, coincident with the rise of the New York stock market bubble. As
the New York stock market sucked in money capital, interest rates increased
across Europe. In Germany the stock market had already turned downward
in April 1927, at the time of Japan’s great Wnancial crisis, and in 1928
Germany’s downturn deepened into depression. Depression also began in
Australia, New Zealand, Argentina, Brazil, and other peripheral commodity-
exporting countries.43

Higher interest rates in New York threatened Japan’s plans to lift the gold
embargo, presenting the danger that once gold convertibility was restored,
Japanese funds would flow out to New York—a fear that Japanese overseas
Wnancial commissioner Haraguchi expressed to Lamont. Lamont reassured
the Japanese government: he “personally” had “deWnite knowledge” of the
English, German, Italian, Belgian, and French returns to the gold standard;
especially in France and Germany, an inflow of foreign funds had followed
the return to gold.44 In fact, the Japanese fears proved to be very well founded.

On October 17, 1929, after weeks of intensive report writing and a long
presentation to the cabinet as well as an explanation to the emperor,
Tsushima Juichi left again for New York to negotiate with Morgan and
Company for the credit that would permit Japan’s return to gold.45 While he
was en route, the deepening world crisis reached the Wnancial center of the
world economy. The New York stock market had reached a peak in
September, and in October, stock prices began a series of abrupt declines.
After several record-breaking days of panicky selling, the greatest fall yet
came on the morning of “Black Thursday,” October 24, 1929, which would
be the canonical date for the opening of the Great Depression of the 1930s.
At midday on October 24, Thomas Lamont, again at the center of things,
hosted an emergency meeting of America’s most powerful bankers at
Morgan and Company headquarters at the corner of Wall and Broad
Streets. Speaking for Wall Street, Lamont then told reporters, “There has
been a little distress selling on the Stock Exchange,” describing it in an avi-
ation metaphor as a technical problem of “air holes” arising in the market
process. The bankers put up money to buy shares and attempt to halt the
panic selling, and after Lamont’s comments, it did seem briefly that they
had succeeded in placing a floor under the price falls.46 But stock prices
continued to slide.

Tsushima Juichi was on the transcontinental train from Vancouver, British
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Columbia, when he heard the news of the stock market panic. His conWdence
fell concerning the upcoming credit negotiations. Arriving in New York on
November 1, he found Lamont and other top bankers scrambling to work
out countermeasures to the crisis. Lamont joked that Tsushima had brought
the stock market confusion with him. None of the actors involved yet per-
ceived the real gravity of the American crisis—or the seismic shift in the
Wnancial relations of world power that was now taking place. To Tsushima
also, America’s boom still appeared very solidly based.47 In fact, the stock
market crash even seemed to ease the way for Japan’s return to gold. Inoue
Junnosuke saw the deflation of the American bubble as opportune—“even
calling it divine providence” (ten’yu), Takahashi Korekiyo later charged—as
a harbinger, not of the approaching collapse of the whole gold-standard
ediWce, but rather of lower interest rates in the United States, which would
enable Japanese borrowing to support the restored gold standard.48 In the
same way, German borrowers anticipated that the end of the stock market
bubble would enable American funds to return to Germany and ease the
Wnancial squeeze there.49

In these circumstances, Tsushima met on Monday, November 4, with
Lamont and LefWngwell to begin the Wnal negotiations for the credit.
Lamont advised that London be brought into the deal, and parallel negoti-
ations were conducted there. Tsushima found the negotiations extremely
trying. At the outset, he was interrogated as to why, despite Morgan and
Company’s warning, Japan as a country with a depreciated currency wanted
to restore the yen to the old prewar par. Tsushima’s answer was, in effect,
“Trust Inoue.” Tsushima was also painfully conscious of the possible conse-
quences of failing to obtain the credit. When the Belgian government had
decided to return to the gold standard in 1926, the U.S. and British bankers
with whom it was negotiating (again, with Lamont in the lead) had been
dissatisWed with the center-left government’s budgetary priorities and had
broken off negotiations for the credit, causing the Belgian cabinet to fall.
Tsushima feared that failure on his part would bring down the Japanese cab-
inet. He explained in detail how the new cabinet had made emergency cuts
in the 1929 budget, but the American bankers nevertheless held off on sign-
ing the contract until the 1930 budget was decided. On November 9 the
cabinet held an extraordinary meeting to decide the 1930 budget, which
featured a further round of retrenchment. Morgan and Company then
agreed to the contract.50

Thus, in the Wnal analysis, Japan’s lifting of the gold embargo depended
on the decision of the “Morgan-led banking group” with whom Tsushima
was negotiating. Finance Minister Inoue said as much at the time, indicating
to the newspapers that he was awaiting the word from New York so that he
could announce the lifting of the gold embargo.51

Inoue also appears to have been waiting for the report of his friend Ikeda
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Shigeaki. On Ikeda’s return from America, Inoue told him that the lifting of
the gold embargo had been decided for January but that before announc-
ing it, he wanted to hear what Ikeda thought about foreign opinion. Ikeda
assured him that Lamont and others were solidly behind Japan’s action.
This at least was the version of the story later told by Ikeda, but it is corrob-
orated by Mori Kengo, who told Lamont at the time that Ikeda was “the
greatest man in Japan’s business world.” It was on Ikeda’s assurance and sug-
gestion, Mori said, that Hamaguchi and Inoue made the Wnal decision as to
when and how to lift the gold embargo.52 To anticipate the end of the story:
it was also Ikeda’s Mitsui Bank that would lead the speculative attack that
brought down Japan’s restored gold standard two years later.

In the meantime, anticipating the yen’s appreciation to the old par of
$0.4985, the biggest Japanese banks, led by Mitsui Bank, were betting the
other way, borrowing foreign currency abroad that they then sold for yen.
On the back of this yen-buying speculation, the yen speedily rose from
$0.44 in July 1929, when the Hamaguchi cabinet took ofWce, to more than
$0.48 in November.

Inoue’s quicker-than-expected success in raising the yen to near-par also
meant that he felt constrained to act quickly, before currency speculators
could doubt him and begin selling off yen again. Feeling pressed by intense
public concern, the Hamaguchi government therefore planned to announce
the lifting of the gold embargo on November 16. Troubled by the ongoing
stock market crisis, the American bankers asked them to wait three days.
Then, on November 19, Morgan and Company cabled Inoue that the
“American group”—J. P. Morgan and Company; Kuhn, Loeb and Company;
National City Bank of New York; and First National Bank of New York—had
established a credit of $25 million “for the purpose of yen stabilization”
(that is, for defense against speculative attacks). In London the British
group simultaneously established a credit of £5 million.53 The agreement
for the credit was signed on November 20, and on November 21 the
Japanese government publicly announced that the gold embargo would be
lifted on January 11, 1930.54 The U.S. Federal Reserve Bank and Bank of
England made public statements in support of Japan’s gold standard, show-
ing the “material and moral support” of international Wnancial circles.55

Morgan and Company, writing to Inoue on November 19, praised the
Japanese government’s well-coached action as “still another evidence of the
determination of the Japanese government and people” to conduct their
currency and Wnances “upon the highest bases of soundness and credit.”56

Those “highest bases” were none other than the Wall Street banks them-
selves: for Japanese Wnance, New York now stood at the Wnancial center of
the world, and Japanese Wnance stood in a satellite relation to it.

The heads of Japan’s banking world, led by Ikeda Shigeaki, also declared
their support, and Ikeda said, in effect, that there was no danger of an out-
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flow of gold following the lifting of the embargo. Takahashi Korekiyo gave
his own grudging support, saying “now that the government has decided to
lift the embargo, it is no longer necessary to debate its merits and demerits.”
All political parties should cooperate in this national policy, and Japan
should strive all the more in the sphere of economics, as a Wrst-class coun-
try, “to maintain a position not inferior to the [Western] powers.”57

In May 1926, speaking for himself to an elite audience at Kyoto Uni-
versity, Inoue had frankly recognized that a return to the gold standard at
the old par would do to the Japanese silk industry what it had already done
to the British coal industry—induce a depression.58 When he now, as
Wnance minister, touted the gold standard as a panacea to mass audiences,
Inoue was less forthcoming about the costs involved, but he did not hide the
fact that he was subjecting the country to a deflationary shock. Nonetheless,
he said, the only way to break out of the chronic depression of the 1920s was
a deliberate step further into depression:

In such economically unstable times, the Government is retrenching its
Wnances in preparation for removal of the gold embargo; if the people in gen-
eral will economize on consumption, prices will go down, probably leading to
still more depression. However, today’s situation is a completely unprece-
dented depression. It is a depression in which we cannot foresee when recov-
ery might come. If we leave matters as they now rest, we will slide deeper and
deeper into the depths of depression. Somehow, we must break out of this
situation.59

The reintroduction of the gold standard was intended to be that decisive
break. The year 1930, Inoue declared in his New Year’s greeting published
in the newspapers, “will be a year of profound meaning in the history of our
nation’s business world that will never be forgotten.”60
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eleven

Opening the Door to a Hurricane,
1930–1931

217

On January 10, 1930, speaking at a luncheon party that he hosted at
London’s Savoy Hotel, Overseas Financial Commissioner Tsushima Juichi
spoke to his elite metropolitan audience of global time and global money:
“You, my British friends, may not appreciate [it] so fully as we do, since your
London is situated on the Zero Meridian of Greenwich which sets the time of
the world,” but in fact, nine time zones to the east, it was almost tomorrow in
Japan. “In other words, Gentlemen, before we leave this room, the embargo
on the export of gold from Japan will be removed.” Japan’s moment also
meant the completion of a global undertaking: “Now that Japan has placed
its currency on a gold standard basis, the solution of the world-wide problem
of post-war currency stabilization is virtually accomplished.”1

Former prime minister Wakatsuki Reijiro was also in London, for the Wrst
time since he served there as overseas Wnancial commissioner twenty-two
years earlier. He had come as Japan’s plenipotentiary representative to the
naval disarmament conference, and he spoke at the same luncheon, repeat-
ing the idea that Japan’s return to the gold standard had furthered the
cause of “worldwide economic rehabilitation and stabilization.”2 The same
message was reported simultaneously to the New York Wnancial community
via an article in the Wall Street Journal by Kashiwagi Hideshige of the Yoko-
hama Specie Bank: gold resumption meant the return to the “status quo
ante” and, economically and Wnancially speaking, “the abolition of the very
last of many war measures adopted by the Japanese government during the
great war.”3 Remarkably, twelve years after the conclusion of the great
European war, in which Japan’s military involvement had been marginal,
the great concern was still postwar stabilization.

Back in Tokyo, Inoue Junnosuke and Hamaguchi Osachi were occupied
with a busy round of celebratory events. The Wnancial and commodity mar-
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kets took the news in stride, and, as Prime Minister Hamaguchi recorded in
his diary, “everything is tranquil and proceeding smoothly, without the least
disturbance. Relief. The markets are tranquil, stocks are holding Wrm. In
the cafeteria, champagne was uncorked and we raised a toast.”4 To com-
memorate the occasion, the government had a special medal featuring the
images of Hamaguchi and Inoue struck at the Osaka mint. Inoue’s oppo-
nent Muto Sanji, who “was surprised at how they honored themselves,”
claimed that there were even credulous people who bought the medal and
enshrined it on their kamidana (family shrine) as if it were “the coming of
the god of wealth.”5

It was also a busy Saturday morning for employees at the Bank of Japan’s
main ofWce in Tokyo, where from early in the morning, crowds of people
gathered, waiting to exchange their Bank of Japan notes for the new gold
coins.

The Open Door

Amid the celebration over Japan’s return to Wnancial normalcy, Inoue again
warned the Japanese people what automatic adjustment actually meant: the
“unnatural economic situation” that had persisted since 1917 was now over.
In effect, there was no longer a difference between internal and external
money. If Japan ran a trade deWcit, it would be paid for in gold, directly con-
tracting the currency and causing recession. If a great amount of gold sud-
denly flowed out, it would cause chaos in the business world. To prevent
this, the only path was for the government to continue its Wscal retrench-
ment and for the people to continue to limit their consumption.6

To prevent a catastrophic outflow of specie, Inoue had also arranged,
when he announced the lifting of the gold embargo on November 21, to
have Japanese banks declare their “moral support” for the gold yen and
promise to refrain from shipping gold out of Japan until the gold standard
was well established. Thus, the Ministry of Finance had been able to assure
Morgan and Company that there was no fear of a great gold outflow, in view,
“above all, [of] the full understanding secured with the leading banks to the
effect that no undue attempt to disturb the market by sudden withdrawal of
fund[s] held at home be made.”7

Despite these provisions, as soon as Inoue and Hamaguchi opened the
Bank of Japan’s gold window on January 11, 1930, a kind of gold rush
began. For days, people continued to line up outside of the Bank of Japan
building in Nihonbashi to change their paper yen notes for gold. By the end
of January the bank handled almost 19,000 of these personal conversions,
distributing a total of ¥1.6 million gold yen.8 More signiWcant were the
Wnancial institutions that now lined up to cash in their paper yen. Because
the government had asked the Japanese banks not to buy dollars in excess
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of their trade and investment needs, truly free trade in gold was for Japan’s
foreign “depositors.” Those foreign banks now scrambled to convert their
yen notes into gold.

At 4:00 P.M. on the afternoon of January 21, the Empress of Canada left
Kobe loaded with ¥12.5 million in gold yen coins, the Wrst gold shipment
under the new monetary regime. Of this, ¥11.5 million was being shipped
by the Kobe branch of the National City Bank of New York, and the remain-
ing ¥1 million by the branches of the two Dutch banks operating in Japan.
At Yokohama the Empress picked up another ¥3.4 million from the National
City Bank and Nederlandsch-Indische Handelsbank and then turned east
for San Francisco. Further shipments followed in quick succession, as the
speculators who had earlier bid up the yen now took their proWts. By the
end of the month, foreign banks, led by National City Bank of New York,
had converted ¥40 million into gold, and Bank of Japan gold holdings had
fallen by ¥128 million, or about 12 percent.9

The Mitsui, Mitsubishi, and Sumitomo banks demanded to be let in on
the action. After the formation of the Hamaguchi cabinet in July 1929, the
Japanese banks had borrowed foreign currency abroad and then bought
yen in anticipation of the yen’s appreciation—now they too wanted to take
their proWts.10 The government permitted Ikeda Shigeaki’s Mitsui Bank to
ship out ¥4 million in gold as early as January 30. In the Wrst three months
of the year, the three zaibatsu banks converted a total of ¥76 million and
then stopped again.11

In fact, the Bank of Japan had anticipated such an outflow and had
attempted to keep track of the speculative yen buying in 1929, calculating
that ¥100 million to ¥140 million would flow out when the gold embargo
was lifted.12 Bank ofWcials were surprised by the outflow’s continued volume,
but subsequently the yen exchange did stabilize. The ¥100 million credit
negotiated with the American and British groups did not need to be drawn
on during its one-year term. Nonetheless, ¥100 million in backing began to
appear small next to the amounts begin withdrawn from the country. By the
end of the year, gold shipments totaled ¥309 million as against ¥9 million in
inflows (table 5). Foreign banks accounted for 70 percent of the institu-
tional (oguchi) gold conversions in 1930. Of these, the most active was
National City Bank of New York. A member of the American group, with
close Wnancial links to Morgan and Company, National City Bank had itself
participated in the credit to support the gold standard. It then converted
and shipped out ¥100 million on its own account. Already, this might begin
to look like having employed the wolves to guard the sheep. Takahashi
Korekiyo later charged that Inoue had given control of Japan’s foreign-
exchange market to the foreign banks.13

As the Bank of Japan’s gold reserves shrunk, the note issue shrunk
accordingly, contributing to the contraction of the overall level of economic
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activity. Well prepared by the great propaganda campaign, the public ini-
tially reacted positively to the new policy. The Imperial Diet reopened on
January 21 and the government dissolved it on the same day, scheduling a
general election for February 20. In the election campaign, the Minseito
ran on the same program of thrift and rectitude promulgated in the Public
and Private Retrenchment Campaign. The Seiyukai could not make its
charges stick that the Minseito policy was bringing about a recession. The
result was a great victory for the Minseito, which took 273 seats as against
174 for the Seiyukai.

With the successful conclusion of the London naval conference and the
correspondingly favorable inclination of Anglo-American Wnancial markets
toward Japan, negotiations got underway for re-funding the 4 percent ster-
ling bonds of 1905 that were coming due in January 1931.14 This was the
operation for which Morgan and Company had insisted that Japan’s return
to the gold standard was a precondition. Japan’s gold embargo had been
lifted, but in the context of difWculties created by the deepening depression,
new conditions appeared.

The Tokyo Electric Light Company (Tokyo Denko), Japan’s largest util-
ity company, had been the greatest overseas corporate borrower of the
decade and had been reorganized in 1928 with Morgan backing. It had also
fallen into difWculties in the repayment of its foreign debt. In early May
1930 Lamont bluntly warned Inoue that economic depression was no
excuse for late payments—after all, Japan’s induced depression had been
expected by both Inoue and himself. If the situation were not remedied,
Lamont indicated that the refunding credits would be delayed, Wnally soft-
ening the threat with a characteristically diplomatic slide:

As to the general situation in Japan, we fully recognize that the deflation and
industrial discomfort which always follows [sic] the adoption of a sound
money policy were to be expected; in fact they were fully anticipated by your
good-self and by those of us who joined in the Credit last January and I am
glad to take this opportunity to congratulate you again upon the vigour and
courage with which you have continued to meet the situation in a way to com-
ply fully with the expectations of your best friends.15

Lamont repeated the message to Tsushima Juichi: the issuance of new loans
to the Japanese government hinged on regular loan repayments by Tokyo
Electric Light Company.16

Morgan and Company’s conditions were fulWlled when a reorganization
plan for Tokyo Electric Light Company was signed on May 9. On the same
day, the agreement was Wnalized to convert the 1905 Japanese sterling and
dollar bonds into a new issue of some ¥260 million in 5½ percent bonds,
floated in London and New York. Lamont again congratulated Inoue on
manfully meeting things head on, without trying “to disguise or soften the
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situation.”17 Inoue himself recognized that the current circumstances did
not favor Japanese borrowing.

In Japan the conditions exacted by Inoue’s “best friends” made it seem to
many people that again, as at the London naval conference, Japan was
receiving second-class treatment. Muto Sanji said the whole operation was
unnecessary—about half of the sterling bonds had come to be held by the
Bank of Japan and the Yokohama Specie Bank, so redemption would in any
case have cost only ¥150 million in specie. He called Inoue’s bond recon-
version a failure—Japan had traded 4 percent bonds for higher-interest
bonds, “just like an inferior country.” Newspapers even called the new loan
the “second national humiliation bonds” (daini no kokujoku kosai)—the Wrst
having been the high-interest postearthquake loans negotiated by Inoue
Junnosuke in 1924. Because of the higher yield of the new bonds, London
quotations of other Japanese bonds fell.18

From his side, Lamont now viewed relations with Japan as “excellent,” as
he told the new American ambassador to Japan, W. Cameron Forbes, a
Harvard classmate and former governor general of the Philippines, who
had just returned from a mission to Haiti to evaluate the U.S. military occu-
pation and Wnancial stabilization policy there. Japan’s foreign policy,
Lamont briefed Forbes, was now based on the two cardinal principles of
friendship with the United States and reconciliation with China.19 But the
effects of the pro-American Wnancial policy were only beginning to deepen
and ramify.

The Hurricane

Writing early in 1929, before the installation of the Minseito cabinet,
Ishibashi Tanzan declared that if a government were to make the great mis-
take of lifting the gold embargo at the old parity, within six months or a year,
“our Wnancial world would probably be visited once more by a great confu-
sion comparable to that of spring 1927.”20 The events of 1930 largely bore
out Ishibashi’s judgment, although this time it was not the banks but the
real economy that was at the center of the storm.

Muto Sanji, now converted to Ishibashi’s new parity view, came to hold a
like view of Inoue’s high-yen policy. In August 1930, in a mass-circulation
paperback book entitled The Illusion of Finance Minister Inoue, published by
Ishibashi Tanzan’s Toyo Keizai Shinpo Company, Muto wrote: “In a time of
such drastic changes coming from outside, Finance Minister Inoue’s care-
less and unprepared lifting of the gold embargo at the old parity has thrown
our industry into difWculties and is exactly like deliberately leaving the door
open in a storm.” The willful failure to protect Japan’s economy from the
storms of the world economy, said Muto, was the fault of Inoue Junnosuke,
“the person who left the door open.”21
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Inoue’s “open door” policy placed Japan’s monetary system into
unmediated communication with the gold-based U.S. Wnancial system as of
January 11, 1930. Coming in the full rush of collapsing world commodity
prices that followed the New York stock market crash, the effects were dis-
astrous. In Japan the depression of 1929–32 is known as the “Showa
panic.” Retrospectively, one can date its beginning from the inauguration
of the Hamaguchi cabinet in July 1929 and its announcement of austerity
measures in preparation for the resumption of gold payments.22 Severe
price deflation was the outstanding feature of the crisis.

Deflation had already lasted ten years, and after the sharp price declines
of 1920–21, wholesale prices descended in two further stepwise declines, in
1924–27 and in 1929–31—that is, during the two eras of “negative” policy
conducted by the Kenseikai and Minseito party cabinets. The deflation of
share prices had begun in the Wrst half of 1929. Commodity prices also
began to slide from the beginning of 1929, and with the stock market crash
in New York and the Hamaguchi cabinet’s announcement of the deWnite
return to the gold standard in November, the slide turned into a dive. A
look at the aggregate wholesale price indices, given in Wgure 8, shows a sin-
gle precipitous slide from that point until January 1931, when prices tem-
porarily leveled off. At the most extreme point in the deflation, during the
twelve months from November 1929 to October 1930, the wholesale price
index fell 24 percent. It can also be seen that the magnitude of the whole-
sale price deflation in Japan, while slightly greater, was very close to that in
Britain and the United States. Export commodity prices fell further in
Japan than in any other major country.[Figure 8 here]

A closer look reveals that the deflation came in waves, hitting different
sectors in turn. The Wrst wave came in late 1929, before the return to gold
convertibility, as cotton yarn prices fell sharply from October 1929 through
the Wrst half of 1930, causing great distress in Japan’s second-largest export
industry. A second deflationary wave hit in the spring and early summer of
1930, as prices for raw silk, Japan’s number-one export, collapsed and the
yen soared against the Chinese tael. A third wave hit in the fall of 1930,
when rice prices abruptly collapsed. Prices subsequently stabilized at the
beginning of 1931, but deflation resumed later in the year.

Seen from the side of the domestic economy, the deflation reflected a
vicious cycle of falling demand, production curtailment, and wage cuts and
layoffs, leading to further declines in demand and intensiWed at each stage
of the process by the government’s various deflation and rationalization
measures. The Hamaguchi cabinet had intended to compensate for the
anticipated decline in domestic demand by selling more goods abroad. In
line with Hume’s classic theory of the balance of trade, domestic price defla-
tion was supposed to promote exports, and increased exports would solve
Japan’s trade imbalance and bring gold into the country. But amidst general
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deflation in the gold bloc—and global deflationary tendencies were mag-
niWed each time the membership of the gold bloc expanded—the only way
to achieve this goal was to outdeflate other countries. It is notable that price
declines were sharpest in sectors closely connected to the international
economy, while prices for domestically produced, domestically consumed
goods such as foodstuffs did not fall as much.

Japan’s deflation also represented the hydraulic logic of the gold stan-
dard. In the Wrst year after the gold embargo was lifted, the Bank of Japan’s
specie reserve fell by about ¥250 million, and the Bank of Japan’s note issue
fell by ¥150 to ¥200 million, to a level of about ¥1 billion.23 An increase in
loans by the Bank of Japan meant that the note issue did not fall as much as
the specie reserve did—in fact, the bands of the gold standard were already
being stretched at this point—but the decrease in specie was largely re-
flected in a decrease in the currency.24 As Inoue had explained it, the gold
coins left the country, and the people of Japan now saw it with their own
eyes.

Falling prices created immediate losses for all those who held stocks of
goods. The effects of deflation on proWts came in the reverse order of the
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Fig. 8. The deflationary downdraft: wholesale price indices for Japan, the
United States, and Britain, January 1929–December 1931.

source: E. B. Schumpeter 1940: appendix table IV (book pocket).
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effects of inflation: under rapid inflation, businesses can with little effort sell
at higher prices than they bought at. Those with stocks of goods on hand,
or crops in the Weld, will tend to gain. Under rapid deflation, the losses
caused by lower sale prices tend to precede the advantage to be gained from
lower input prices. When deflation was extreme, as in 1930, farmers and
businessmen sold at a substantial loss. This is a story that is not told by
macroeconomic indicators when nominal national income estimates are
simply inflated into so-called “real” estimates.

This situation was, as in other countries, experienced in Japan as a crisis
of overproduction, and Japanese industry responded with cartelization and
output cuts. Temporary shutdowns, often industry-wide, often lasting one or
two months, became widespread, as did wage cuts. In January 1930 the
Japan Cotton Spinners’ Association adopted a production curtailment plan
and the Raw Silk Commission attempted a buy-up operation to uphold
falling silk prices. In February, price- or production-control plans were
adopted in the fertilizer, steel, coal, and paper industries. By the end of
1930, thirteen industries were restricting output, with curtailment rates
ranging from around 35 percent for cotton spinning and silk reeling to as
high as 50 percent for steel and cement. Even umbrella makers curtailed
production. The associated movements for “rationalization” and “industrial
control” developed rapidly. In terms of holding price levels, cartelization as
a whole was a success, and price declines were greatest in noncartelized
industries, nowhere more so than in agriculture.25

In the context of the 1930 depression, “rationalization” also acquired con-
crete institutional forms. In the cabinet meeting of November 19, 1929, on
the eve of the November 21 announcement of the return to gold, the cabi-
net had discussed how to suppress the outflow of gold after the lifting of the
gold embargo. Restraining consumption would help to limit imports, but the
higher yen would reduce the price of imports and work in the opposite direc-
tion. Therefore, nationwide industrial rationalization to lower the costs of
production was critically necessary, and the cabinet established an Industrial
Rationalization Discussion Council to take up the issue. In late January 1930
the cabinet created the Temporary Industrial Rationalization Bureau in the
Ministry of Commerce and Industry, and the new bureau went to work at the
beginning of June. From a seemingly innocuous start promoting made-in-
Japan goods, the Industrial Rationalization Bureau ultimately began to orga-
nize mandatory cartels and to control output. As such, “industrial rational-
ization” represented a step in the direction of a new slogan, “control” (tosei),
which later in the 1930s came to be touted as a new economic panacea.26

Rationalizing Labor

The brief era of good feelings that attended the restoration of the gold stan-
dard in January dissipated in the spring of 1930 as the effects of the Wrst
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wave of deflation began to be felt. As Inoue had intended, wages fell along
with prices. But as it happened—and as Keynes had said of the economic
consequences of Mr. Churchill’s deflation policy in Britain—the process
lacked the appearance of automaticity with which theoretical discussions
often endowed it. That is, from the view of the aggregate statistical indices,
wages fell. From the view of each individual worker, wages were cut.

The process was played out dramatically at Japan’s premier cotton-spin-
ning company, Kanebo. Under Muto Sanji’s direction, Kanebo had gained
a high reputation for its policy of “warm treatment” (onjoshugi) toward
employees, pioneering many of the welfare-oriented employment practices
that were later institutionalized in the lifetime employment system practiced
by large companies after World War II. With the fall of silver prices that fol-
lowed Japan’s return to gold, Chinese demand dropped off, and cotton yarn
prices, already falling since 1929, slumped heavily. On April 5, 1930,
Kanebo abolished the special wage allowance granted during the World
War I inflation—an effective pay cut of 23 percent, affecting 35,000 work-
ers at thirty-six factories. The cut seemed especially unjust because Muto
Sanji himself had just retired as president in January with a retirement
bonus of ¥3 million. Kanebo’s new president blamed the fall of silver prices
that had followed Japan’s return to gold: “We didn’t expect the reverbera-
tions of the lifting of the gold embargo to be this big.”27

Kanebo was also an industry leader, and even as the “great wage cut storm
at the Kanebo kingdom” raged on, its wage cuts were quickly emulated by
other textile companies, soon joined by companies in other industries.
There was simultaneously a great drop in Kanebo’s share price, and the
shares of other cotton spinning companies followed it down. Demonstra-
tions and strikes followed, and the various proletarian parties used the occa-
sion to attempt to form a united front.28

A week after Kanebo’s wage cut, on April 11, there was general panic on
the Tokyo stock exchange. Cabinet ministers met in regard to the panic,
and Inoue Junnosuke issued a new statement repeating the need to
retrench in the face of the depression. Not only did Japan remain in a
chronic depression that had continued since 1920, he said, but England’s
own long-running depression had recently spread to the United States,
compounding Japan’s crisis. In these circumstances, the fall of stock prices
was inevitable. Kanebo share prices fell further in May, causing another
panic in the stock exchanges. By June and July, Kanebo shares, which had
traded around the ¥220 level in January and February, hit a low of ¥120.29

Having observed Britain’s experience in restoring the gold standard,
Inoue Junnosuke had anticipated that industrial disputes would follow the
return to gold. He likely had not expected to provoke a second strike wave
on the scale of that of 1917–19. One reckoning counts more than three
thousand strikes from 1929 to 1932, with more than 244,000 workers par-
ticipating.30 There was, however, a great difference between the strike wave
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of 1917–19 and that of 1929–31. In 1917–19, reflecting the conditions of
an inflationary boom, more than 80 percent of the strikers’ demands were
positive demands for higher wages, shorter hours, and the right to organize.
During the deflationary bust of 1930, defensive resistance to wage cuts and
layoffs accounted for 76 percent of the cases and positive demands for only
13 percent. At least 1 million people were unemployed in 193031—far more
than recorded in the ofWcial unemployment statistics. These numbers also
fail to convey the extent of the dislocation, as many laid-off workers
returned to their families in the farm villages, intensifying the burden there
and increasing the simultaneous tendency toward agrarian overproduction.

The Second Wave

At this point, in the late spring of 1930, the collapse extended to silk prices.
Since the late 1890s, Japan had balanced its trade deWcits with Western
Europe and India—to the partial degree that it did—by running export
surpluses with the United States and China. Imports from Western Europe
consisted mainly of machinery, metals, and chemicals. From India came the
raw cotton for Japan’s spinning mills. Japan’s main export to America was
raw silk, and to China, cotton yarn and various light manufactured goods.
Japanese trade in the 1920s remained highly dependent on these two
export markets, and the U.S. market alone took 40 percent of Japan’s
exports.

Thus, the mainstay of Japan’s gold-denominated export earnings, which
paid for the flow of raw materials and sophisticated machinery to Japanese
industry, continued to be the two million farm families—close to 40 per-
cent of Japan’s farm families—who engaged in sericulture and the farm
daughters who went to the mills to spin it. This was the “dual structure”—
modern industry arising next to, and in many ways built on, a relatively
backward and impoverished agrarian sector that was still characterized, to a
much disputed extent, by precapitalist landlord-tenant relations.32 The dual
structure was recapitulated within the industrial sector itself, where the
great zaibatsu with their modern, highly capitalized plants and skilled, rela-
tively high-paid male workforce produced mainly producer goods, chiefly
for the home market, while the medium- and small-scale textile mills and
consumer-goods industries that produced most of Japan’s export earnings
often depended on the superexploitation of less-skilled, low-paid female
workers.33 The pressure of the world depression was greatest on the lower
tiers of this dual structure. Silk was also a luxury product highly vulnerable
to cyclic swings in U.S. demand. After the American boom collapsed, silk
prices began to fall. By June 1930, there were record high stocks on hand
in the Yokohama silk market, and between April and July, raw silk prices fell
almost 40 percent.
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At the same time, monetary factors brought renewed crisis in Japan’s
trade with China, as the price of silver fluctuated wildly. Japan’s return to the
gold standard led to speculative yen buying in the Shanghai markets, driving
down the price of silver. By the end of February 1930 the yen was trading at
record high levels against the Chinese tael. In May and June alone, the tael
fell by some 30 percent against the yen, descending from a level of 93.5 taels
per ¥100 at the beginning of the year to as low as 140. The yen’s appreciation
priced Japanese goods out of the Chinese market, and exports to China in
1930 fell by one-third in yen terms from the year before. It also made
Chinese silk much cheaper in overseas markets than the Japanese product,
and Japan’s share of silk exports to the United States suddenly dropped from
85 percent to 65 percent. As a result of its de facto currency devaluation,
China enjoyed a temporary boom, while Japan plunged deeper into depres-
sion. The simultaneous introduction of rayon was a Wnal factor that com-
bined to ruin Japan’s silk industry, which never really recovered.34

The economic crisis coincided with a new confrontation over foreign pol-
icy. Shidehara’s cooperative diplomacy was premised on the idea that access
to the China market was essential to Japanese business and that this was best
guaranteed not by military means but by peaceful “economic advance.” By
provoking Chinese boycotts, the militaristic “positive” policy toward China
had reacted negatively on Japanese businesses, which had seen their exports
to China stagnate through the 1920s.35 But now Japanese exports to China
were in trouble in any case, while the success of Shidehara’s arms-reduction
policy provoked a Werce domestic reaction.

For the Hamaguchi cabinet, the continuation of the naval disarmament
process begun in Washington in 1922 was a centerpiece of both the Wscal
retrenchment and international cooperation policies. The arms-control
process was carried forward with the signing of the London naval treaty on
April 22, and when a special session of the Diet opened on April 21, the
Seiyukai opposition seized on the issue in an effort to arouse nationalist
indignation against the government. The Seiyukai’s Mitsuchi Chuzo criti-
cized the government for lifting the gold embargo without proper prepara-
tion. Inukai Tsuyoshi and Hatoyama Ichiro (the postwar prime minister)
Wercely attacked the government for its supposed violation of the navy’s
right to supreme command in the conduct of the London talks and for its
failure to deal with the unemployment problem. The violence of the
Seiyukai’s attacks inside the Diet were soon to be far surpassed by attacks
from more dangerous quarters.

As the world economic crisis deepened, Inoue Junnosuke, as he had
done in 1920, shifted blame for the crisis to external, global forces beyond
anyone’s control. “The direct impetus to the present world depression is the
overproduction of the main foodstuffs and raw materials throughout the
world,” he explained in August 1930 in a booklet entitled The World
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Depression and Our People’s Preparedness. Inoue’s perception was a general one
at the time, shared by U.S. president Herbert Hoover and by their friend in
common, Thomas Lamont.36 In his own analysis, Inoue even recognized
that “overproduction” had combined with the decade-long, worldwide
process of postwar retrenchment and monetary tightening to decrease pur-
chasing power. This contraction of world purchasing power was aggravated
by the decline of U.S. and British overseas lending and by the deflationary
gold flows from Europe and “East Asia” to the United States. (In the case of
East Asia, the large gold flows were from Japan itself, beginning when
Inoue lifted the gold embargo.) Thus, “the decline of [world] purchasing
power, accompanying the trend of falling prices and world overproduction
of foodstuffs and raw materials, is driving prices still further down.”37

But having recognized the role of purchasing power, Inoue did not pur-
sue the question of the sources of demand; nor did he pursue the idea that
overproduction could alternatively be seen as underconsumption, instead
retreating to the reliable verities of retrenchment and reconstruction. This
was not a matter for Japan alone, Inoue explained: In regard to the world
depression, everything still depended on the U.S. economy. The United
States had become the world’s great creditor nation during the world war.
It also had a persistently large trade surplus. Consequently the United
States was absorbing the world’s gold. In the late 1920s, the speculative bub-
ble in the New York stock market had sucked in money from around the
world, further reducing world purchasing power. America’s subsequent
stock market crash was “exactly like the reaction in Japan’s business world in
1920.” World economic recovery depended on the restoration of American
overseas investment, which would increase world purchasing power.38

Compared to other countries, Inoue reiterated, Japan had been late in
adjusting and needed to stay the present course, pursuing “enterprise con-
trol” and rationalization as the Western countries were doing. There was no
point in thinking that Japan alone could escape the great tide of world
depression. Thus, having lifted the gold embargo, Inoue lost his prior sense
of the urgency of decisive economic action and took a more philosophical
tone: There was always a cycle of boom and bust, like the weather. Prosperity
and depression run in a ten-year cycle, so one must take a balanced view of
things. To abandon at this point the gold standard that the Japanese people
had sacriWced so much to achieve, or to adopt a new, devalued parity (as
Ishibashi Tanzan had been urging), “would destroy Japan’s business world.”39

Some members of Japan’s business world felt that this was already hap-
pening. As early as March 1930, all of the stock exchanges called on the gov-
ernment to lighten the deflation policy. On June 19, Go Seinosuke and Dan
Takuma petitioned Inoue to provide relief for the business world. Muto
Sanji attacked the gold-standard policy directly. In 1925 Muto had led the
political campaign to restore the gold standard. When Muto’s bête noire

228 Crisis of Liberalism

UC_Metzler-C.qxd  11/22/2005  12:52 PM  Page 228



Inoue Junnosuke himself actually carried off the task, Muto switched sides.
Whether his conversion was a matter of personal antagonism or of losses in
the cotton-spinning business, or purely an intellectual realization, Muto was
won over by Ishibashi Tanzan’s arguments, becoming one of the Wrst politi-
cians to support Ishibashi’s “new parity” idea.40 In a personal attack pub-
lished shortly after Inoue’s August 1930 essay, Muto rebutted Inoue’s claim
that the depression was due to external causes: “Placing the primary blame
for our country’s current serious depression on the world depression,
Finance Minister Inoue is calmly publishing many writings such as The

World Depression and Our People’s Preparedness, acting as if he did not know
that he himself was the person most responsible. . . . More than the influ-
ence of the world depression, the main cause of our country’s current
depression is the mistaken policy of the Minseito cabinet.”41

With the terminology of modern monetary concerns subtracted, the
rhetoric of the campaign to “economize on consumption” was reminiscent
of the repeated austerity edicts of the Tokugawa shogunate, as Muto sug-
gested: “Premier Hamaguchi’s economic conception is the same as the out-
look of the age when consumption was thought of as a kind of sin. . . . There
have been many cases of our old-fashioned politicians confusing morality
and economics . . . if we are speaking of cultivating morality, then to force
a sudden curtailment of consumption on the Japanese people and make
them experience the bitterness of misery is certainly one method.” But this
moral-economic vision belonged to the feudal age:

From the standpoint of the traditional moral conceptions of the Japanese peo-
ple, the government of the Hamaguchi cabinet can be interpreted as good
government. The popularity of the present cabinet is connected to this point.
However, if we look at it from the economic standpoint, it is actually extremely
illegitimate and the damage done to the Japanese people is so great as to be
incalculable. In other words, [the Hamaguchi cabinet] has striven to fulWll the
duty of teacher in regard to the Japanese people’s thought, which has not
tightened up since the wartime [boom]. Regrettably, because economic com-
mon sense was lacking, the result has been an opposite effect on the people’s
thought, and in the end, although Prime Minister Hamaguchi tried to awaken
the Japanese people from the many years’ dream of the expansion period, on
the contrary this goal was not achieved and it only amounted to repeating the
oft-attempted failures of the old-fashioned politicians of the feudal era.42

“Consumption and production are like the two wheels of a cart,” Muto
declared. For the government to suddenly force the curtailment of con-
sumption was like breaking one wheel.

By the summer of 1930, there were already demands that gold be re-
embargoed, and speculation increased against the yen—the so-called dollar
buying. It now appeared that the credit of the gold-denominated yen was
only as good as the credit of the Minseito government, which was greatly
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shaken by right-wing agitation over the London naval treaty. Each political
disturbance, by promoting the belief that the cabinet would change and
that gold would be re-embargoed, brought further speculation against the
yen. In August and September Japanese businesses made big purchases of
foreign securities in anticipation of a change of the government, which
would mean a future fall of the yen. With the treaty’s Wnal ratiWcation, the
political situation again appeared to be stabilized. Accordingly, on
September 18 the Tokyo stock market fell again.43

The Third Wave

At this point, after a temporary recovery of the prices of several commodi-
ties in August, the third wave of the deflation hit. Unlike wheat and many
other crops, rice was not being overproduced relative to demand world-
wide. Nevertheless, in 1930 and 1931 the international rice market behaved
as if it were. In the Japanese empire, however, after the 1918 rice riots, the
Hara cabinet had taken a series of measures to boost rice supplies, with the
result that rice was overproduced (relative to effective demand, that is;
many poor farmers still could not afford to eat rice on a regular basis and
had to subsist on cheaper grains). Rice prices had been sliding since 1925.
Amid the price collapses of spring 1930, rice prices held steady but became
very volatile in July and August. In September and October rice prices
abruptly fell by 40 percent. On October 2 the government announced that
the 1930 rice crop was the largest in Japan’s history; panic broke out and
prices collapsed on the rice exchanges, where trading had to be suspended
for two days. The fall of prices in Japan led to panic and price collapses in
international rice markets, with effects as far away as Burma and India.44

Falling rice and silk prices opened the prospect of ruin for Japan’s
indebted farm families. It was the same problem experienced by producer-
debtors—preeminently farmers—in the great deflation that had occurred
in the gold bloc in 1873–96: as prices and incomes fell year by year, loans
that had been taken out in “lighter” money had to be paid back in money
that had become “heavier” in real terms. This debt-deflation squeeze was
repeated around the world in the 1920s and 1930s. When deflation was
especially swift, as it was in 1930, the selling price of a crop might not even
cover the cost of inputs, and the result of a year’s heavy labor could turn out
to be a dead loss. Thus 1930 became known as the year of the “bumper crop
famine” (hosaku kikin).

Nationalist agitation combined with the rural crisis to produce a deadly
mixture. The political right wing had worked itself up into a state of great
agitation over the London disarmament conference. Now, radicalized mem-
bers of the “agrarianist” movement provided the shock troops for the attack
on the liberal establishment.45 One such group was the Aikokusha (Patriotic
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Society), led by Iwata Ainosuke, who formed an agricultural commune in
Kanagawa, south of Tokyo, where his followers raised vegetables, collected
guns, and dreamed of restoring Japan to a state of primal simplicity and
virtue. On November 14, 1930, a young Aikokusha member shot and griev-
ously wounded Prime Minister Hamaguchi on a platform in Tokyo station.
It was almost exactly nine years since Prime Minister Hara Takashi was fatally
stabbed in the same station. The attack had been carefully planned. The
assailant, Sagoya Tomeo, who had gone to Manchuria as a “continental
ronin” and then joined Iwata’s commune, said that he was motivated by the
issues of the London naval treaty and the depression. For the next Wve
months, Foreign Minister Shidehara stepped in as acting prime minister.
On the day after Hamaguchi was shot, the Tokyo Stock Exchange reacted
excitedly, posting the highest levels in nine months.46

The attack on Hamaguchi also caused great excitement among ultra-
nationalist activists. Young Kodama Yoshio, the notorious postwar power
broker Wnally brought down in the Lockheed scandal in 1974, was visiting
right-wing godfather Uchida Ryohei when one of Uchida’s young disciples
rushed in with the news. “I felt like a jolt of electricity ran from the top of
my head down my spine,” Kodama recalled. The close-mouthed Uchida
couldn’t contain his satisfaction on hearing that Hamaguchi’s wound was to
the gut. “If he’s shot in the shit-sack, even Hamaguchi can’t be helped,” he
blurted out, with his eyes widening. This was the spark, Kodama concluded,
that lit “the fuse of the military and civilian reform movement’s attack on
the upper and privileged classes.”47

Nevertheless, the monetary situation seemed to stabilize. Gold outflows
had virtually stopped, as Inoue reported in his January 1931 address at the
opening of the new year’s Diet session. Japan’s price index had fallen some
27 percent since June 1929; and while this indicated the severity of the cri-
sis, it also meant that, as in the United States and Britain, prices were nearly
down to the prewar level. Thus, “normality had returned,” and further price
declines should be limited. This process should be furthered by “rational-
ization and uniWcation of various industries.”48

The Open Door: Year Two

Events seemed to bear out Inoue’s judgment. Gold outflows halted at the
end of 1930. Price deflation moderated in the last months of 1930 and then
stopped entirely, and as the second year of the restored gold standard
began, prices even showed some upward tendency in February 1931. At the
same time, the gold yen continued to climb to record heights against the sil-
ver tael, and on February 4 the price of silver plummeted on the London
market, taking the yen to the level of ¥150 per 100 taels.

The political opposition became increasingly violent. The 59th Diet,
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which convened for regular business on January 22, was an ugly spectacle.
The opposition Seiyukai, with Diet member Hatoyama Ichiro taking the
lead in questioning, attacked the government over the prime minister’s
ongoing absence from his duties. Acting premier Shidehara responded by
assuring the Diet that Hamaguchi would appear in the Diet as soon as pos-
sible. On the next day, former Wnance minister Mitsuchi Chuzo attacked
Inoue’s Wnancial policy, calling the government’s optimistic statements
about the economy “lying propaganda” (kyogi no senden). The Minseito
deputies erupted, and the Diet session devolved into the Wrst of the many
brawls that set the tone of the session. The next day, Matsuoka Yosuke, for-
mer vice president of the South Manchurian Railway, now elected as a
Seiyukai representative, insisted that Manchuria and Mongolia were “the
lifeline of the Japanese people” and attacked Shidehara over his diplomacy.
The Seiyukai deputies created chaos once again, leaving Shidehara standing
helplessly at the podium and forcing the session to adjourn.49

Under continual pressure to appear, Hamaguchi formally resumed his post
as prime minister and painfully left his sickbed to greet the House of
Representatives for Wve minutes on March 10. The following day, he spent
seven minutes in the House of Peers. With that, the government and Minseito
hoped to end the matter. Hamaguchi’s condition worsened. The Seiyukai
kept up the pressure, and the government then promised that the prime min-
ister would appear on March 17 and 18 in the budget committee and in the
full house to answer questions about the budget. In the afternoon session of
the full house on March 18, Hatoyama Ichiro again led off the questioning,
challenging Hamaguchi to explain how he could continue as prime minister
in his current physical condition. The opposition relentlessly kept up the
questioning for three hours. When the exhausted Hamaguchi did not appear
for the 9:00 P.M. session, the Seiyukai members, shouting “bring out
Hamaguchi,” rushed the podium and prevented the session from continuing.
On the next day, the Seiyukai tabled a no-conWdence motion against the gov-
ernment and held two mass protest meetings outside the Diet demanding that
the cabinet resign. The protest turned into a riot, with Seiyukai supporters
and hired hooligans Wghting with the police who guarded the Diet.50

Amid these disgraceful scenes, right-wing activists began to gather their
forces and make concrete plans for direct action to bring about a puriWed,
“reconstructed” Japan. Only a year before, the “wage cuts storm” that
attended the onset of the gold-restoration depression had provoked a
movement among the proletarian parties to try to form a united front. Now
it was the turn of the anti-parliamentary ultraright to try to unite. In mid-
March 1931 several right-wing organizations came together at the Kochisha,
a Shinto shrine run by Okawa Shumei, to form the All-Japan Patriots’ Joint-
Struggle Conference. A Wfty-man “Youth Vanguard” was selected that
included many of those who would be active in a string of assassination and
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coup plots down to February 26, 1936.51 Their Wrst action, on the day that
Hamaguchi appeared in the Diet, was to parade around the streets of Tokyo
with banners calling for a “brocade” (or imperial) revolution. Kodama
Yoshio then mingled with the crowd in the visitors’ gallery of the Imperial
Diet. When Hamaguchi painfully mounted to the podium and began to
speak, Kodama began to shout and fling leaflets to the gallery below, before
being arrested by the sergeants at arms.

The Seiyukai hardly needed outside help in the project of disruption,
and continued their attack on Hamaguchi. Aggravated by the strain, Hama-
guchi’s condition deteriorated further, and he and his cabinet resigned on
April 13. A new Minseito cabinet was formed by Wakatsuki Reijiro the next
day. It was essentially a continuation of the Hamaguchi cabinet, with
Foreign Minister Shidehara, Home Minister Adachi, and Finance Minister
Inoue all remaining in ofWce. On August 26, nine months after being shot,
Hamaguchi died of his wounds.

The hatred for Inoue himself had become visceral among members of
the right wing. Again, Kodama Yoshio: “The cabinet’s head clerk, Finance
Minister Inoue Junnosuke, had lifted the gold embargo and thrown the
country’s economy into chaos. In public opinion in general, he was thought
of as just like the god of poverty. . . . Especially from our standpoint, he was
seen as the running dog of the zaibatsu, or even as the mortal enemy of the
national masses.”52

On the morning of May 2 a dynamite bomb exploded in front of Inoue’s
house, destroying part of the front gate. It had been placed by a right-wing
organization associated with the group who had shot Hamaguchi. Inoue
publicly dismissed the incident as beneath his notice (literally, as “less than
a fart”). For Kodama, Inoue was “not hearkening at all to the rage of the
masses, but rather ignoring public opinion with a sneering attitude.” Out of
jail after the Diet incident, Kodama wrapped a short sword in a package and
mailed it to Inoue, enclosing a brief letter: “Please use it as you will, for self
defense, or to cut your stomach.”53 Kodama was arrested and jailed again,
afterwards going to Manchuria, where he made his Wrst fortune.

Inoue did not back down. The rules of the international gold standard
continued to force deflation, and by March 1931, the Bank of Japan’s note
issue was shrinking daily, slipping below the ¥1 billion level.54 The monetary
and Wnancial stresses were global, and in May 1931, beginning in the
defeated countries of Central Europe, the global monetary crisis proceeded
from the stage of deflation to that of institutional collapse.

The Collapse of Stabilization

In September 1930, with the offer for sale of the German government
bonds that “commercialized” the German reparations debt, Thomas
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Lamont had reported that the international process of stabilization that
began with Austria in 1923 was now complete. This was “the Wnal liquida-
tion of the war.”55 But the process of liquidation was only entering a new
stage. It was also in Austria that the collapse of the whole international gold-
standard system began, with the bankruptcy on May 12, 1931 of Austria’s
largest bank, the Credit-Anstalt. As in 1873, the panic spread to Germany,
where to defend the gold mark, the Reichsbank raised interest rates from
5 percent in June to a temporary high of 15 percent in early August.56

Thomas Lamont again took the lead in trying to contain the Wnancial cri-
sis, and on June 20, at Lamont’s urging, President Hoover proposed a one-
year international moratorium on war debt and reparations payments. This
was the effective end of both. At a stroke, one of the fundamental sources
of the global Wnancial imbalances of the 1920s was removed. On June 25 a
large international credit was arranged in a last-ditch effort to save the
German gold standard. Coincidentally on the same day, the “American
group” issued bonds for the Taiwan Electric Company in New York. This was
Japan’s last overseas bond issue until the 1950s.

Despite the attempt to bail out Germany, the disintegration of the global
monetary system had already acquired its own momentum. On July 13 the
giant Darmstadter Bank closed and the German government adopted emer-
gency Wnancial measures. On July 18 Germany suspended gold payments de
facto. Gold-centered stabilization had failed in its most crucial arena. By this
time the vortex of the banking crisis that had swept up Central Europe was
sucking in the banking world of London, as the run on Germany turned
into a run on the pound sterling. The Japanese yen would be next.

Japan’s crisis seemed only to grow worse. Farm families’ material reserves
had been exhausted by Wve years of constant deflation of farm prices in a
global market environment characterized by “overproduction.” Now, in
July 1931, poor weather in northern Japan ruined crops, and farmers in
Hokkaido and Tohoku faced a classic harvest crisis. Newspapers spoke of
the advancing “front lines of starvation” (gashi zensen) and reported how
ofWces were set up in northern farm villages that specialized in brokering
the sale of farmers’ daughters to urban prostitution districts such as the
Hato no Machi in Tokyo and Tobita in Osaka.57 Radical agrarianists and
young ofWcers from the farm villages knew of such facts Wrsthand.

Ultimately, the Minseito government was brought down by two disparate
coups. The Wrst took place on the borderlands of the Japanese empire in
Manchuria, where army ofWcers bitterly opposed to the cabinet’s liberal
policies executed a kind of military coup at a distance. The second shock
came from the core of the global monetary system, with the collapse of
Britain’s gold standard and the subsequent attack on Japan’s gold standard
by some of Inoue’s best friends. The coincidence of these twin shocks is
ironic but revealing: each announced, in two very different social domains,
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the crack-up of the liberal international order of the 1920s. Both the
Shidehara diplomatic policy and the Inoue Wnancial policy were suddenly
placed in an impossible position.

Like Inoue Junnosuke and Hamaguchi Osachi, Lieutenant Colonel Ishi-
wara Kanji (1889–1949) perceived Japan as being caught in a stifling dead-
lock in the 1920s. Ishiwara’s answer was to gain “breathing space” for the
growing nation in Manchuria, and in July 1929, as the Hamaguchi cabinet
was launching its “negative” policy in an attempt to break Japan’s deadlock,
Ishiwara wrote out his own “positive” plan for the occupation of Manchuria
and eastern Inner Mongolia by the Japanese Kwantung Army. In May 1931
Ishiwara began concrete planning for the plot that eventuated four months
later in what came to be called the Manchuria incident.58

Ishiwara’s military strike was carefully prepared. It began with a faked inci-
dent of Chinese sabotage on the night of September 18 on the South Man-
churian Railway line outside Mukden (Shenyang). Immediately, the
Kwantung Army attacked local Chinese forces, and on September 19 Japan’s
newspapers were Wlled with announcements of war. From this point, stirring
photographic scenes of the rising-sun flag waving in the clear autumn sky
and of energetic young soldiers on the move across the continent’s wide
open spaces became daily news images. A way out of deadlock seemed sud-
denly to have opened, and a great and sudden change took place in the cli-
mate of Japanese public opinion. In the months that followed, as Japanese
forces won battle after battle on the continent, national unity became the
great demand, and “divisive” elements, from leftists to feminists to the estab-
lishment political parties themselves, were expected to subordinate their self-
centered demands to Japan’s national mission. Manchuria now became an
overseas outpost of the “positive” policy and subsequently became a testing
ground for various ideas of state-controlled economy. At the same time, a
new round of economic warfare also began in Shanghai, where a highly
effective anti-Japanese boycott was begun on September 22.59

Manchuria itself was only the immediate target of the Kwantung Army’s
coup; the primary target was the “weak,” pro-Western government at home.
The incident at Mukden was the beginning of a Japanese military takeover by
stages of North China, and it was likewise the beginning of a military
takeover by stages of the Japanese state. The movement of these national-
socialist–minded ofWcers was political and military, but it had an economic
aspect, as Ishiwara and his comrades called for military-centered, strategic
state planning and rejected economic liberalism and plutocracy. This nation-
alist line was not completely dissonant from Takahashi Korekiyo’s own eco-
nomic nationalism, and Takahashi and the militarists would seem to ride the
same wave for a few years, although by 1935 Takahashi also would appear
much too liberal and plutocratic to the radicals of the militarist movement.

Shidehara and Inoue were now in the position of having to explain the
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Kwantung Army’s actions to their Western friends. Most of what Thomas
Lamont knew of the situation in Manchuria came through Inoue, and
Lamont responded to his client’s new public relations difWculties by orches-
trating a newspaper story that justiWed Japan’s position in Manchuria.60

Lamont remained an apologist for Japanese aggression throughout the Wrst
phase of the Manchurian war. From most Westerners, condemnation was
much more readily forthcoming. The Kwantung Army’s actions thus placed
the liberals in the Japanese government in the same kind of predicament in
which the attacks of anti-foreign bravos had placed the Tokugawa Bakufu
during the 1860s, making the government appear duplicitous to foreigners
and weak or treasonous to patriots at home. On October 24 the League of
Nations called for Japan to give up its new imperial conquests, and by stages,
the hollowness of the post–World War I liberal-imperial international polit-
ical order was also revealed.

The international Wnancial order on which Inoue had staked his life was
also crumbling. Unlike most other countries, Japan had “already had” its
banking crisis in the spring of 1927 and was relatively spared the waves of
bank failures that swept around the world in the summer of 1931.61 In other
countries, currency and banking crises were combined in 1931. It was the
currency crisis that came to Japan. British Wnanciers were heavily invested in
Germany, and the German bank panic led to a run on the British pound.
The “wholesale liquidation” of sterling assets in international Wnancial mar-
kets began in the middle of July, as the British government later explained
it to other countries. The U.S. Federal Reserve and the Bank of France orga-
nized an emergency credit of £100 million. On September 3 the British gov-
ernment instituted exchange controls. A second Franco-American private
loan totaling $400 million (£80 million) was made to the British govern-
ment on September 10.

Gold outflows from London reached a climax in mid-September, by
which point more than £200 million had been withdrawn from the London
market.62 On the afternoon of Friday, September 18—just as Kwantung
Army units were moving to seize control of Mukden, eight time zones to the
east—the British prime minister was informed jointly by the acting head of
the Bank of England and by the head of Baring Brothers that Britain had no
choice but to abandon the gold standard. J. P. Morgan and Company—
which had just Wnished organizing a giant $200 million loan for the British
government—was informed later that night.63

The events of September 1931 reveal both the power that Morgan
and Company could hold over governments and the limits of that power. Even
British policy makers had become subject to Morgan conditionality in that the
$200 million loan was contingent upon the British government cutting unem-
ployment beneWts. The result was that the Labour cabinet split and a cabinet
of national unity was formed; when the requested budget cuts were made on
September 10, the loan came through.64 However, when it came to the deci-
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sion to abandon the gold standard a week later, Morgan and Company was left
out of the loop, and its last-minute efforts to reverse the decision were unavail-
ing.65 This sudden loss of leverage was a sign of things to come.

The public announcement of the British government’s decision to sus-
pend the 1925 Gold Standard Act was made on Monday, September 21. For
a day, it replaced events in Manchuria as the top news story in Japan.
England had “fallen from the throne of world Wnance,” as newspaper head-
lines put it.66 The British government’s ofWcial diplomatic notice, in a tone
that stopped somewhere short of apologetic, itself suggested the global shift
represented by Britain’s “fall”: “His Majesty’s Government in the United
Kingdom are fully aware that the step which they have taken is bound to
cause serious trouble and confusion especially in those countries which in
the past have been particularly dependent upon London to supply them
with credit and other Wnancial facilities.”67 Britain’s foreign “depositors”
could no longer be paid in full, on demand, in gold, and they now watched
the value of their sterling holdings suddenly contract as a result of the
pound’s rapid depreciation. British trade and Wnance began a historic reori-
entation toward a closed imperial bloc.

It now appeared that Inoue was sailing on a sinking ship. Other countries
quickly put in their own gold embargoes: Denmark on September 22;
Norway, Sweden, and Switzerland on the 27th, 28th, and 29th; Finland on
October 12; Canada on October 19. Inoue, however, downplayed the
importance of Britain’s fall, telling the newspapers that “there would not be
very much influence on Japan” and telling Thomas Lamont by cable that
although the British action was regrettable, “nevertheless I do not think the
permanent effect in this country will be serious.” On September 25 Inoue
made a public statement declaring that Japan would not re-embargo gold,
and the London and New York ofWces of the Bank of Japan were told to
instruct the Bank for International Settlements and others to this effect.
Inoue’s assurances were not taken seriously at Morgan and Company.68

The Japanese securities markets, already unsteady on the news from
Manchuria, were thrown immediately into chaos by the news of Britain’s gold
embargo, and Inoue’s Ministry of Finance closed stock and bond markets in
Tokyo, Osaka, and Nagoya to halt panic selling. When the markets were
reopened on Wednesday, there was more panic selling, and they were closed
again until the 26th.69 Prices also fell again on the commodity markets.

The greatest beneWciaries and supporters of gold restoration in Japan,
besides the foreign banks, were the great zaibatsu combines, especially
their Wnancial arms, which gained greatly from the strong yen and invested
hundreds of millions of yen in overseas securities. Proximately, these were
the same groups that brought down the gold yen in late 1931. Inoue was
one of the best friends that Japan’s banking leaders had ever had. However,
the nature of their enterprise was to take proWts and hedge losses, and once
it appeared that the Japanese government could not maintain the gold con-
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vertibility of the yen, Japanese banks themselves felt constrained to join the
speculative attack against it, selling their yen for dollars and in effect looting
the Bank of Japan’s gold reserves. The run on the “bank” that was Japan was
part of a crisis of conWdence in the whole international Wnancial system.

By 1931 it was physically possible to ship out ¥50 million of gold in a week
and ¥200 million in a month. Massive “dollar buying” began immediately on
September 21. Foreign banks began sending out gold, and in October and
November alone, ¥280 million in gold was shipped from Japan (table 6).
Dollar buying by Japanese banks appeared virtually traitorous to many con-
temporary observers. Mitsui Bank and its managing director, Ikeda Shigeaki,
received the greatest blame in the dollar-buying episode.70

[Table 6 here]

table 6. Gold outflows, January 1930–December 1931
(¥ millions)

Net Inflow (+) 
Year Month or Outflow (–)

1930 January –44.80
February –85.00
March –46.10
April –23.40
May –19.91
June –3.48
July +2.84
August –18.97
September –8.35
October –39.46
November –14.09
December +1.12

Net outflow, 1930 –299.58
1931 January –0.39

February –0.17
March –4.30
April –2.33
May –0.28
June –1.30
July –29.57
August –18.60
September +0.24
October –135.12
November –146.32
December –52.50

Net outflow, 1931 –390.64
Net outflow, 1930–31 –690.22

SOURCE: Bank of Japan data given in NGHS 3: 424. Some totals not
equal as a result of rounding.
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Inoue responded to the run on the yen by having the Bank of Japan raise
interest rates on October 6 and again on November 5, to discourage specu-
lative borrowing for dollar buying. Inoue’s action added to the depressionary
effect of the cabinet’s policies. In November, there was another round of
bank runs and further bail-outs by the Bank of Japan. On November 16 the
government abandoned its policy of trying to contain the military action in
Manchuria and approved of the campaign. After months of heatedly attack-
ing the Minseito’s depression-inducing economic policy, the Seiyukai also
ofWcially called for a policy of gold re-embargo, and in November, rumors
were flying of a new government and an impending re-embargo of gold.71

The Minseito cabinet itself began to split, and its Wnal weeks in ofWce were
dominated by a struggle between the jingoistic home minister Adachi Kenzo
and the liberal internationalists Inoue and Shidehara. On November 21,
Adachi, who had not supported most of the Inoue and Shidehara policies,
publicly called for a coalition government with the Seiyukai, and for the sus-
pension of the gold standard and an end to the conciliatory diplomacy.72 The
opposition of Inoue and Shidehara forced Wakatsuki to table the idea. From
New York, Thomas Lamont again attempted to influence the situation,
informing Sonoda of the Yokohama Specie Bank that he had read that Inoue
might be left out of a bruited coalition cabinet, and that “I trust that there is
no truth in this dispatch, because, for your information, any such action
would cause a distinct chill in New York and London banking circles.”73 This
was a direct message to Tokyo and Sonoda took it as such, immediately
cabling Lamont’s views to his superiors. After delivering this Olympian warn-
ing, Lamont left, as was his custom, on a long winter vacation, and it was in
Bermuda that he heard the news of Inoue’s fate.

In early December, Adachi publicly broke with the government. On
December 11 the Yokohama Specie Bank ended sales of foreign exchange,
and the yen-dollar exchange fell sharply. On December 12 the cabinet
resigned. Share prices surged, and the stock markets were temporarily
closed. The senior statesmen turned to the Seiyukai to form a new govern-
ment. Seiyukai party president Inukai Tsuyoshi, now seventy-six years old,
was prime minister. Takahashi Korekiyo, at age seventy-seven, came back
from retirement for the second time to serve as Wnance minister.

The new cabinet was formed on December 13, a Sunday. On that day the
cabinet issued a single order, reissuing under Takahashi’s authority the same
Ministry of Finance order that had embargoed gold exports in 1917, effective
immediately. The share and commodity markets rallied on December 14.
Takahashi completed the operation on December 17 by having an imperial
edict issued that ended gold convertibility “for the time being,” except by per-
mission of the Wnance minister.74 In fact, the gold standard was dead. Taka-
hashi’s return to political life also meant the comeback of the “positive” eco-
nomic policy, in a form developed far beyond the policies of the 1920s.
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twelve

Capitalist Recovery in One Country,
1932–1936

When the whole world is in a depression, it is asserted that if only we
reimpose the gold embargo, business conditions will improve in
Japan alone, but is that common sense? The world is afflicted by
depression, but can it be solved as simply as Finance Minister Taka-
hashi says?—There is no simple plan that so easily converts the

depression in the world into prosperity.
Inoue Junnosuke, speaking in the House of Peers in response to
the statement of Finance Minister Takahashi, January 21, 1932

It has been [the Seiyukai’s] conviction that conditions in Japan are
dissimilar to those of other countries.

Takahashi Korekiyo, September 1932

240

Under Takahashi Korekiyo’s leadership, Wnancial conditions in Japan
rapidly did become dissimilar to those of other countries. After December
13, 1931, the yen fell sharply, and by early 1932, Japanese industry was
beginning to export its way out of the depression. In 1932 Takahashi also
initiated a historic policy of deWcit Wnance, funding government spending
projects via the direct creation of money. Domestic prices rose, corporate
proWts and investment ended the long downward slide that had begun in
1920, and by late 1932 or 1933, prosperous conditions had returned to
most branches of industry. Japan came to present the picture of a “lone
island of prosperity,” even as the depression deepened in most of the rest of
the world.1

In many ways, Japan’s economy thus picked up in 1932 where it had left
off in 1920, with the augmented capacities made available by the interven-
ing years of rapid technical progress, electriWcation, and infrastructural
development.2 As during the World War I boom, the export of light-indus-
trial consumer goods surged, going mainly to Asian and other developing-
country markets that Japanese businessmen had Wrst broken into during the
European war and in many cases had subsequently retreated from. The
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invasion of northeastern China generated military demand, driving a new
wave of advances in the rising heavy and chemical industries. Takahashi’s
own presence was another aspect of continuity: having presided over the
“grass Wre” boom of 1918–20, Takahashi now promoted a new and more
macroeconomically attuned version of the “positive” policy in Wnance.

The continuities between the World War I boom and the “munitions
boom” of the 1930s returns us to the fundamentally different evaluations of
Japan’s potential for rapid growth made by Inoue Junnosuke and Takahashi
Korekiyo. Inoue had consistently perceived this potential as limited: eco-
nomic development was inevitably slow and arduous for a country like
Japan, and overrapid progress only begged a reaction. The world-war boom
especially appeared to him as no more than a lucky break that had rescued
an economy on the edge of a serious foreign debt crisis and deferred the
inevitable day of judgment. Lacking such a fortuitous external boost, Japan
must rely on its own efforts ( jiriki) to overcome its persistent balance-of-
payments difWculties. Structurally, Japan depended on imports for both raw
materials and technology, and thus inherently imported more than it
exported. An export surplus was possible only “in the indeWnite future.” For
Inoue it was almost as if recession were the natural state for narrow, con-
stricted Japan: depression was an endogenously generated condition, but
recoveries had been fluky and exogenous.3

Another lesson could be drawn from the experience of the World War I
boom: that Japan had the strength for a tremendous industrial expansion,
if only market demand were sufWcient. Like Inoue, Takahashi Korekiyo saw
the postbellum world as a place of economic stagnation—but this stagna-
tion was brought on less by collective overreaching or by loose living than by
mistakenly restrictive gold-based policies:

Upon the termination of the World War, all nations adopted programmes of
Wnancial readjustment and, in their eagerness for a speedy return to gold, the
enforcement of Wscal plans which called for radical retrenchment became the
order of the day, especially immediately before and after the removal of gold
restrictions. A world-wide disparity between the supply of goods and purchas-
ing power ensued, bringing in turn violent declines in commodity prices and
ever-increasing unemployment.4

In other words, instead of suppressing the supply of goods to achieve bal-
ance through contraction, nations needed to expand purchasing power—
that is, consumption. Takahashi’s “Keynesian” view of the gold standard’s
constraining effects on global purchasing power was not a functional part of
Inoue’s analysis. And far from lagging behind Europe, Takahashi thought,
“Japan’s power for recuperation when the corner is turned will be far
greater than that of the nations of Europe, if we consider the crushing debt
burdens arising from the World War under which the former are strug-
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gling.”5 As Japan’s economy revived and the Western economies stagnated,
a vision of a new Japan, stronger and more vital than the Western countries,
began to be widely expressed.

As for the speciWc sources of this new purchasing power—the social char-
acter of the positive policy—vital questions of political power and social dis-
tribution were being decided. Again, Ishibashi Tanzan offered a farsighted
solution.

The Road Not Taken

The day after Takahashi reimposed the gold embargo, December 14, 1931,
Ishibashi gave the Wrst part of a two-day national radio broadcast on
Tokyo’s NHK radio station, JOAK. The timing was accidental, the broadcast
having been scheduled a month beforehand, but it was apt, as Ishibashi
called for growth based on expanded domestic demand—growth that did
not require outside dollars or gold. The question of appropriate con-
sumption and woman’s place was again symbolically at the heart of things,
as Ishibashi addressed his talk, “The Consumption Economy and the Pro-
duction Economy,” especially to Japan’s women. In it, he answered Finance
Minister Inoue’s call to “rationalize the kitchen economy” by curtailing
home consumption.6

Ishibashi challenged the idea that production and consumption were
opposites, the one positive and the other negative. Rather, he argued, as
Muto Sanji had, that they were two parts of a whole process, necessarily
entailing and including each other. This simple point had to be emphasized
because consumption had been ignored and treated as something outside
of economics. The old production-centered idea of economics was an idea
of the eighteenth and nineteenth centuries, the era of the industrial revo-
lution. The new economy of the twentieth century was different, and the
“second industrial revolution,” recently much discussed, was in fact the turn
to an economy in which the importance of consumption was recognized.
Especially important here was remarkable growth of the “service industry”
(Ishibashi used the English word), which was nothing other than the direct
consumption of labor power (that is, not intermediated by goods). Inoue
himself had deployed the new language of “consumerism,” but his point was
that consumers (housewives) should exercise their sovereignty to buy and
consume less.7 Ishibashi argued instead that consumption must be increased
and enhanced.

There was also a logical problem with Ishibashi’s argument. Collectively,
increased domestic consumption of domestically producible goods and ser-
vices was indeed the path out of depression, but from the standpoint of an
individual family’s budget, especially in a time of frightful economic uncer-
tainty, it was Inoue’s logic of frugality that made sense. Ishibashi grappled
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with this problem of collective action by proposing a new role for the state.
Consumption was managed mostly by individual families; and while con-
sumers collectively added up to a great economic power, without an orga-
nization to unite them, they were individually weak, he explained. The gov-
ernment had already created production-oriented ministries responsible for
agriculture and forestry, commerce and industry, and transportation and
communications; therefore, Ishibashi proposed that a Ministry of Consump-
tion should likewise be established. Despite the fact that women could nei-
ther vote nor hold ofWce, Ishibashi also proposed on the second day of his
broadcast, following the suggestion of a female listener, that the minister
should be a woman.8

Ishibashi’s feminism was ahead of its time. His analysis is also a reminder
of just how far Japan was in 1931 from being the mass-consumption society
that it became in the 1950s and 1960s, when domestic consumption truly
did become an engine of economic growth and social betterment. At a time
when Inoue Junnosuke was insisting that domestic markets were “glutted,”
Ishibashi itemized how much room there was for domestic consumption to
increase. Hen’s eggs, for example, remained a luxury, and national pro-
duction came to less than one egg per person per week. Consumption of
milk was only one one-hundredth of European and American levels.

We still want to wear good clothes and to live in good houses, we want good
furniture, we want pianos and violins, we want better radio sets, we want to see
plays and go to the movies . . . such desires are limitless. To properly satisfy
these desires, if we encourage consumption, production will necessarily
increase accordingly; and if consumption grows and production increases, the
phenomenon of depression will thereby disappear.9

Here too was a British model at work—not the deflationary Bank of
England logic that had shaped Inoue’s thinking, but the counterlogic of
John Maynard Keynes, whose writings Ishibashi read with great sympathy.
Like Ishibashi’s Gladstonian vision of a peaceful “little Japan” without an
empire—a Japan that might serve as a model for other developing coun-
tries—his Keynesian vision of a prosperous mass-consumption society was
the vision of a future that would be realized within his own lifetime. It also
came with signiWcant intellectual and political guidance from Ishibashi
himself.10 But in 1931 Ishibashi’s ideas were unfortunately out of synch with
the militaristic trends of the times, and most political and business leaders
continued to see the ability of the Japanese people to endure hardship and
deprivation as a vital basis of national strength—even as Japan’s edge over
the overfed and decadent West. Takahashi’s new deWcit-spending policy did
meet with Ishibashi’s partial approval, but it came as part of a package of
“military Keynesianism.” Takahashi himself made the point clear in a 1935
interview with Ishibashi, relating again his shopworn parable of the spend-
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thrift narikin at the geisha house and extending this example of the eco-
nomic utility of unproductive spending to justify military spending as well.11

Thus, government spending marched ahead. The civilian economy did
recover in the mid-1930s, but the decisive trend of consumption over the
course of the decade was toward greater and greater military consumption,
at the ultimate cost of harsh austerity for the masses of Japanese people and
a bloody holocaust in Asia.12

Breaking the Bands of 
the Gold Standard

In fact, Ishibashi failed fully to embrace Takahashi’s policy from the start.
The two men shared similar views of the gold standard, but even had the
Minseito cabinet continued, Ishibashi wrote in his 1932 New Year’s editor-
ial, it was only a matter of time until the nation abandoned the gold stan-
dard—“even a three-foot tall child could have done it.” The question was
what would follow. Here, Ishibashi thought that the most important point
was Takahashi’s statement on December 13 that the government would no
longer artiWcially support the yen’s value by shipping gold or floating over-
seas bonds. This laissez-faire exchange-rate policy was the same thing
Takahashi had done when he was called on to restore conWdence in the
1927 crisis. Ishibashi applauded it: let the yen fall as far as it will, he said,
imagining that within a few weeks it would Wnd its true level.13

The yen did fall far and fast, shedding nearly a third of its value against
the dollar in the last two weeks of December. The yen’s depreciation meant
the Wnal success of the Mitsui group’s dollar-buying venture: Inoue had lost
and Ikeda Shigeaki had won. It also decided the question of whether to
adjust the trade deWcit by price deflation, as Inoue and the Minseito had
attempted, or by currency depreciation, toward which Takahashi and the
Seiyukai had been inclined. Linked to this was the question of the sources
of capital for development. Inoue’s priority had been to maintain Japan’s
credit abroad. Takahashi’s policy was to borrow—or directly create money—
at home.

Ishibashi also addressed the question of reflation. If the yen fell but
domestic prices failed to increase, he wrote, the economic situation would
not improve. To boost prices and stimulate production, the government
must either conduct its own public works or provide funds to the business
world (as Ishibashi himself would do on a grand scale as Wnance minister in
1946–47). Here, Ishibashi said, the danger was a return to “chaotic, so-
called loose” spending policies—an unmistakable reference to Takahashi’s
spending policy during the Hara cabinet, which had led to the “boom
beyond the bounds of common sense” in 1919 and the crash of 1920.14 As
Ishibashi’s less-than-respectful editorial stance makes clear, despite the sim-
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ilarity of their ideas, there was no direct relationship between Ishibashi and
Takahashi at this time. Takahashi’s anti-depression policies were an expres-
sion of Takahashi’s own long-held views, Ishibashi wrote many years later,
and the similarities between their thinking were accidental: “Mr. Takahashi
didn’t especially follow my theories and I didn’t especially praise what he
did.”15

In fact, Takahashi’s reflation policy lived up to Ishibashi’s hopes.
“Hampered by monetary stringency and credit contraction,” Takahashi
wrote later in the year, “our trade and industry are at present denied the
means of healthy development. The logical remedy is to put into circulation
adequate amounts of money.”16 Inoue Junnosuke’s policies were being
turned on their head. As it happened, Takahashi’s second comeback from
retirement also coincided with Inoue’s Wnal leave-taking, as the career of the
older man framed that of his younger colleague in a tragic and ironic way.

Inoue’s Death

Inoue did not give up. Despite the failure of his gold-restoration policy,
Inoue himself was now widely regarded as a future president of the Minseito
and, by extension, a future prime minister.17 Prince Saionji, with whom the
decision would ultimately have rested, shared this view and accordingly
viewed the Seiyukai cabinet’s positive policy as no more than the prelude to
an inevitable new round of the negative policy.18 In fact, the policy cycle of
the “two-party” era had been decisively broken.

On January 21, 1932, the 60th Diet session reopened, and in the last Diet
speech of his career, Inoue responded in the House of Peers to Finance
Minister Takahashi’s budget speech and attacked the new cabinet’s policy.
Inoue was at pains to defend his record on the issue of dollar buying.
Speculators had made a killing only because the gold standard was ended, he
said; if the gold standard had been maintained, they would have lost. Thus,
it was the fault of the new Seiyukai cabinet. With the renewed gold embargo,
all the effort to achieve Wscal balance and establish the gold standard, all the
sacriWces of the Japanese people had been rendered vain.19

Later the same day, the Seiyukai cabinet, lacking a parliamentary major-
ity, dissolved the Diet and scheduled elections for February 20. For the
remaining nineteen days of his life, as Minseito general secretary and chair-
man of the election committee, Inoue ran the party’s campaign, which he
turned into a referendum on the gold standard. Virtually all of Inoue’s
speeches and lectures during these days were attacks on the reimposition of
the gold embargo. True to form, he doggedly repeated the same arguments
again and again.20

While Inoue fought to return to the old monetary certainties, Japan’s
external political and economic position continued to change with extra-
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ordinary speed. In Shanghai the anti-Japanese boycott provoked by the inva-
sion of Manchuria began to bite, and relations between Chinese and
Japanese residents reached a state of virtual economic war. The seasoned
conspirators of the Japanese Kwantung Army also covertly went to work
there, deliberately fomenting anti-Japanese disturbances that could serve as
a pretext for military action.21 The denouement came on the night of
January 28, 1932, when Japanese marines and “ronin” irregulars attacked
Chinese troops and civilians. A Japanese aircraft carrier task force was
already standing by, and naval warplanes bombed apartment blocks in the
Chinese section of the city in the world’s Wrst large-scale terror bombing of
civilian targets. The following day, Kwantung Army units began their assault
on Harbin in northern Manchuria, whose occupation on February 5 largely
completed the conquest of Manchuria. The bombing of Shanghai—the
headquarters of Western capital in China—was graphically reported in
Western newspapers and newsreels. Amid the general reaction of horror
and loathing, Thomas Lamont began to distance himself from the public
relations problems of his Japanese clients. Events in Manchuria had been
“difWcult for American friends to explain,” Lamont wrote in a draft letter,
perhaps intended for Inoue. The attack on Shanghai was impossible.22

At home in Japan the international situation and the worsening agrarian
crisis had created a war mentality among young members of the right-wing
movements. Fifty miles northeast of Tokyo in rural Ibaraki, Inoue Nissho
(1886–1967), a former “China ronin” turned Nichiren priest, had begun to
plot the violent destruction of plutocracy and liberalism. Inoue Nissho’s
career personiWed the conjunction of adventurism in China and reactionary
politics at home seen also in the lives of Kita Ikki and Okawa Shumei. Like
Kita and like Okawa, Inoue returned from China, where he had worked var-
iously for the South Manchurian Railway and as an army spy, to discover his
homeland in dire social and spiritual straits. Settling outside Mito city, he
practiced sitting meditation until he gained what he considered enlighten-
ment and then began to recruit local youth into his “Blood Pledge Corps”
(Ketsumeidan). Adopting the slogan, “One man, one kill,” Inoue wrote a
death list that included government leaders and the heads of Mitsui and
Mitsubishi. Each member of the Blood Pledge Corps pledged to erase the
life of one person named on the list.

Inoue Junnosuke’s name topped that list. In January 1932 Inoue Nissho
ordered twenty-year-old Onuma Sho (1911–78) to do the job and gave him
a pistol and twenty bullets. After test-Wring the pistol at a secluded beach,
Onuma went to Tokyo to hunt down Inoue Junnosuke. Onuma stalked his
victim for several days, once getting close enough to him to jostle him in a
crowd at a campaign rally, as he later narrated in his almost obscenely
detailed account of the murder. Learning from a campaign poster that
Inoue would be speaking in support of a candidate at the Komamoto

246 Crisis of Liberalism

UC_Metzler-C.qxd  11/22/2005  12:52 PM  Page 246



Primary School on the evening of February 9, Onuma retrieved his pistol
from a friend’s house and went to wait at the school gate. As Inoue got out
of his car and approached, Onuma stepped forward and shot him. Inoue
died in the hospital hours later. The young assassin was sentenced to life in
prison but was released in a general amnesty in 1940. One of his Wrst acts on
his release was to visit Inoue’s grave at Tokyo’s Aoyama Cemetery, where it
stands next to Hamaguchi Osachi’s. Onuma did owe Inoue a strange debt,
for the murder established him as a prominent leader of the unreformed
ultrarightist movement after World War II.23

Again, the worlds of cosmopolitan Wnance and nationalist resentment
had collided. Inoue Junnosuke’s sense of the world and of Japan’s place in
it had few points of contact with the queasy mix of agrarian romanticism,
otherworldly spiritualism, social outrage, and bloodlust that inspired his
killers, but his do-or-die (kesshi) spirit was not entirely different from that of
the kesshitai members who plotted and executed his assassination. “The gold
standard has slain its tens of thousands,” William Jennings Bryan had
declared during the United States’ deflationary crisis of the 1890s. In a
moment of high rhetoric of his own, Muto Sanji charged that Inoue’s
restoration of the gold standard was like “a general climbing to fame on top
of the bodies of thousands of soldiers.”24 Inoue’s policies certainly had their
thousands and their tens of thousands of victims. But it turned out that
Inoue himself was on the front lines of the Wght.

Well behind the lines, Thomas Lamont was immediately cabled at his
vacation quarters in Bermuda with the news of Inoue’s death. Sonoda of the
Yokohama Specie Bank wrote to him that he felt as if the North Star had dis-
appeared. Lamont cabled his condolences to Mrs. Inoue. Privately, he con-
cluded that after all, the bad, militarist Japan had won out over the good.25

Thus the life of Japan’s great liberal Wnancier ended, as the structure of
international relations that he had worked so long to build crumbled
around him. Liberalism as a whole system was discredited and abandoned.
The cause of Inoue’s party was also a losing one. In a sharp reversal of the
Minseito’s electoral mandate two years earlier, the election of February 20,
1932—the third conducted under universal male suffrage—was a landslide
for the Seiyukai, which won 301 seats in the House of Representatives (up
from 174), versus 146 for the Minseito (down from 243). On March 1 the
new state of Manchukuo was announced to the world, greeted by Chinese
and Western condemnation and unanimously endorsed by the Japanese
Diet. Japan was ofWcially united behind a policy that virtually committed it
to a wider war against the Chinese people.

Dan Takuma, head of the Mitsui group, had been another of Thomas
Lamont’s prominent hosts during his two visits to Japan. On March 5
another young member of the Blood Pledge Corps shot Dan to death in
front of Mitsui headquarters. The killer was from the same village as Inoue’s
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assassin. With Dan’s murder, Lamont asked Sonoda to inform Finance
Minister Takahashi of a cutoff of Western credit. As Lamont put it, it was for-
tunate that Japan now required no foreign credit: “If it did, of course it
would be quite impossible to arrange.”26

Shocked by Inoue’s assassination and their repudiation at the polls, the
Minseito turned to an “opposition” strategy of opposing party government
altogether and supporting a supraparty cabinet of national unity. This was
not long in coming. On May 15 a group of “superpatriot” naval ofWcers
linked to Okawa Shumei, who himself had had previous contact with the
Blood Pledge Corps, attacked the Seiyukai headquarters, Mitsubishi Bank,
and Bank of Japan and murdered Prime Minister Inukai. The era of party
government ended with him. As he had done after Hara’s assassination in
1921, Takahashi Korekiyo briefly stepped in as acting prime minister. It was
he who advised Prince Saionji against forming another Seiyukai cabinet. In
any case, a new Seiyukai cabinet would logically have been led by the new
Seiyukai president Suzuki Kisaburo, a reactionary former police ofWcial who
himself had long been an outspoken opponent of party government.27

Thus it was that in both the Minseito and the Seiyukai, the party leadership
itself no longer supported party government.

“We are passing from an aristocracy to a democracy,” Inoue Junnosuke
had once told Thomas Lamont. Such transitions were always uncomfort-
able, he said, but he concluded hopefully, “We have seen the worst.”28

Inoue did not envision that a fascist reaction would be one of the stations
along the way.

The “Positive” Tide

In its usual usage, “Takahashi Wnancial policy” (Takahashi zaisei) refers to
Takahashi’s Wnal, Wfty-month tenure as Wnance minister, which continued,
with a brief interruption, through the Inukai, Saito, and Okada cabinets,
until Takahashi’s own murder by “superpatriot” soldiers on February 26,
1936.29 The two endpoints of Takahashi’s tenure, December 13, 1931, and
February 26, 1936, are two of the great turning points of Japan’s modern
political-economic history. Coming after the economic storms of 1930–32
and preceding the wildly unbalanced war economy that took shape after
1937, the period from early 1933 to early 1936 also presents a picture of
economic equilibrium that is almost uncanny, as if Japan were sitting for a
time in the eye of a great storm. The impression is all the stronger against
the background of the global depression and Japan’s ongoing “quasi-war” in
China. By 1935, while maintaining stable domestic price levels, Japan’s
economy achieved nearly full employment and factories were operating at
close to full capacity. It was a scene of economic activity rivaled among the
major powers only by Nazi Germany and the Soviet Union.
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The key points of Takahashi’s policy were the resuspension of the gold
standard (meaning depreciation of the yen), increased government spend-
ing funded by deWcit bonds (meaning monetary expansion); and low inter-
est rates.30 The reimposition of the gold embargo did not lead directly to
recovery. As happened in Britain after September 1931, Japan gained a tem-
porary bounce in prices after suspending the gold standard in December,
but in March 1932 both British and Japanese prices began to fall again,
reaching a new low in June 1932. This was the Wnal trough of the long defla-
tion that had begun in March 1920 (Wgure 9). The subsequent reinflation
of prices from the summer of 1932 to January 1933 was a nationally inde-
pendent movement. In the United States the long deflation continued
without letup until 1933, and sustained reinflation did not come to Britain
until World War II.[Figure 9 here]

Both prices and production turned upward after June 1932, and after
August prices increased strongly, as Takahashi’s policies began to counter-
act the depression. The yen’s slide had the double effect of promoting

1913 1915 1917 1919 1921 1923 1925 1927 1929 1931 1933 1935 1937 1939

120

100

220

200

300

180
160

140

280

260

240

320

340 110

140

130

120

160

150

170
W

h
ol

es
al

e 
Pr

ic
e 

In
de

x 
(1

91
3 

= 
10

0)

March 1920

June 1932

July
1929

July
1930

July
1931

January
1931

January
1932

January
1933

July
1932

January
1930

Takahashi
financial

policy

Fig. 9. The big valley: wholesale price movements in interwar Japan, with a close-
up view (inset) of the Inoue deflation and Takahashi reflation from July 1929 to
January 1933.

source: E. B. Schumpeter 1940: appendix table IV (book pocket) (Bank of Japan
index).

UC_Metzler-C.qxd  11/22/2005  12:52 PM  Page 249



exports and magnifying exporters’ proWts when they converted their for-
eign-currency earnings into yen. As Ishibashi Tanzan had long argued,
depreciation was after all the solution to the chronic problem of relatively
high Japanese prices in the 1920s. Put in another way, it was not Japanese
prices that had been too high—as Gustav Cassel himself had argued, it was
only the yen that was too high. Most of these initial price increases stemmed
from the decreasing exchange. By the end of 1932 the yen temporarily
reached a low point of $0.21, only 40 percent of the old par against the dol-
lar.31 With the beginning of the dollar’s own gyrations in 1933, Takahashi
chose to maintain the yen at a de facto parity with sterling, and rates
remained steady until his assassination.32

On the Wscal side, the government boosted its spending by some 20 per-
cent in 1932 and again in 1933, with especially large increases going to the
military. The country had already had too much budgetary economy and
could not endure any more, according to Takahashi, and although
Manchuria was not part of his positive-policy vision—like Inoue’s, Taka-
hashi’s approach to military expansion was distinctly negative—neverthe-
less Takahashi’s Ministry of Finance also provided ample funds to pay the
expenses of the “Manchuria incident.” Public works spending also got
money moving in the rural areas.33 For Takahashi, Japan’s “dissimilar con-
ditions” justiWed covering the resulting budget deWcits by issuing bonds
rather than raising taxes, and in November 1932 the government began to
sell entire issues of its deWcit bonds to the Bank of Japan rather than to pri-
vate institutions. That is, increased government spending was funded by the
direct creation of money by the BOJ. Takahashi’s idea was Wrst to boost the
money supply and stimulate industry, and then, as conditions improved, to
have the private sector buy the government bonds from the Bank of Japan,
soaking up money from circulation and controlling inflation. In fact, after
the price increases of 1932–33, the price level was remarkably stable: as
Takahashi anticipated, underemployed people and resources were being
put back to work, so the initial effects of his depreciation and deWcit spend-
ing policies were not inflationary.34

With the gold link cut, Japan’s monetary “anchor chain” could now be let
out at will, and in June 1932 the ceiling for the Bank of Japan’s Wduciary
note issue was raised from the level of ¥120 million set in 1899 to a new
level of ¥1 billion.35 But the idea of specie backing was not wholly aban-
doned. During the era of the gold embargo from 1917 to 1929, remark-
ably, the ratio of the BOJ’s specie reserves to its note issue never fell below
60 percent—higher than any period in Japan’s modern monetary history
including the period of Japan’s “classical” gold standard itself. Reserve
ratios during the 1920s were also more stable (there were smaller year-to-
year fluctuations) than they had been under the classical gold standard.36 In
this way, although the Japanese government restricted gold exports, it con-
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tinued to operate a kind of “shadow” gold standard in the 1920s. The rela-
tionship between the gold reserve and the note issue actually broke down
when Inoue restored the gold standard, and huge gold outflows forced the
ratio down to 35 percent in 1931. Under Takahashi’s administration, the
reserve ratio was maintained at 28 to 30 percent of the note issue. In this
regard, Takahashi’s policy ratiWed a situation that Inoue’s policy of free gold
flows had inadvertently created (Wgure 10). Money had become more than
ever what the national government said it was, for better and for worse. [Figure 10 here]

Takahashi also ended the high interest rates that Inoue had imposed dur-
ing the Wnal phase of the gold-standard panic. The Bank of Japan lowered
its discount rate in March, June, and August 1932 and again in July 1933,
bringing rates from the 6.57 percent rate set in late 1931 to 3.65 percent,
the lowest level in the central bank’s history to that point.37 Business invest-
ment recovered accordingly.

Thus, Takahashi initiated an expansionary reinflation phase in
December 1931. Perhaps he had also learned a lesson from his heedless
stoking of the “grass Wre boom” of 1919–20, for even before a real indus-
trial recovery appeared, he began to counsel caution, warning his country-
men in tones worthy of Inoue Junnosuke “not to get drunk with the
momentary recovery.”38 Takahashi grew more worried about inflation as the
recovery progressed, and in 1933 he began working to hold back spending
increases, especially in the military budget. This was the second, more anti-
inflationary phase of the Takahashi Wnancial policy.

The Takahashi policy was associated with a great extension of state con-
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trols over the economy. The reimposition of the gold embargo itself meant
the return to a permit system for conversion of the yen into foreign cur-
rency: this was the Wrst step in the construction of the extensive Wnancial
controls of the 1930s.39 Foreign-exchange controls were carried further with
the Capital Flight Prevention Law of June 30, 1932, and the Foreign
Exchange Control Law, put into effect on May 1, 1933. Industrial control
laws also followed one after the other in rapid succession, as the develop-
ment of “Japanese-style” industrial policy accelerated.40

Recovery was also based on a developmental transition. The Showa panic
dissolved the old export structure, and silk production never recovered
from the shocks of 1930–31. At the same time, a new export industry, cot-
ton goods, matured, and Japan became a world leader in both weaving tech-
nology and in responsiveness to consumer demand in a range of “third
world” markets.41 The enhanced competitiveness of Japanese cotton cloth
was due not only to the falling yen but also to the rationalization under-
taken during the deflationary period from 1927 to 1931. It can therefore be
argued that Inoue’s policies of “creative destruction” cleared the way for
subsequent growth. Certainly the deflation policy forced down wages and
other costs of production. But it is also hard to imagine that its continuation
would have brought anything but continued depression, as was experi-
enced by countries that persisted in deflation at the time.

Leaving the West, Entering Asia

Takahashi’s new nationalist line in economics went together with a sudden
cooling of the formerly close ties between Japanese and Anglo-American
Wnancial circles.42 In any case, Wall Street had troubles of its own, as the
public adulation of business leaders in the 1920s turned to suspicion and
anger in the 1930s. Coming into ofWce in the midst of a nationwide bank
panic, Franklin D. Roosevelt in his inaugural address on March 4, 1933,
denounced the “rulers of the exchange of mankind’s goods” and “the
unscrupulous money changers.” Acting “with great courage and decisive-
ness,” Takahashi Korekiyo thought, Roosevelt announced on the next day a
banking moratorium and an emergency embargo of gold exports. This was
the end of the U.S. gold standard. The U.S. Congress also launched a new
round of investigations of Wall Street, and again, unwillingly, Morgan and
Company was at the center of things, only now it was in the process of being
split up. Writing empathetically to Thomas Lamont in July 1933, Mori
Kengo called the hearings “a Spanish Inquisition on the freedom of
Wnancial conscience.” The world had become “topsy-turvy,” he conWded—
“like a long bad dream.”43

In regard to Manchuria, Takahashi also ignored the Four-Power Con-
sortium’s “Wnancial blockade” of China negotiated by Lamont: as Manchukuo
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was an independent country and not part of China, he decided, Japan need
not consult the consortium partners concerning loans there. Nonetheless,
the Ministry of Finance did not abandon plans for persuading U.S. capital
to invest in Manchuria—this idea seemed all the more attractive because
increased Japanese investment in Manchuria led to new balance-of-
payments shortfalls. And after his shock at Japan’s violent behavior had died
down, Thomas Lamont, ever adaptable and realistic, again involved himself
in a plan to promote American loans to Japanese operations in Manchuria.
Again the State Department vetoed it. Fruitless Japanese efforts to gain
American capital for Manchurian development persisted until as late as the
summer of 1940.44 Aside from the reWnancing in London of £4 million in
existing SMR bonds in 1933, Japan did not borrow abroad again until the
1950s.

Thus, the boom of the 1930s was funded entirely by domestic capital.
Moreover, a new wave of Japanese overseas investment rose after 1932, in
tandem with Japan’s stepwise invasion of China: in this view also, the 1930s
boom picked up where the World War I boom left off. This new investment
went above all to Manchuria, where a new kind of developmental industrial
colonialism was taking shape.45

In 1930 Inoue had written that world economic recovery depended on a
renewed outflow of U.S. dollars. And in the end, the renewed outflow of
dollars was to be the ultimate solution to the global capitalist crisis. But this
solution came more than Wfteen years after Inoue’s own death, and after the
United States had invested tens of thousands of American lives and tens of
billions of dollars to destroy Japan’s Asian empire and occupy the Japanese
mainland. In the meantime, Japan’s recovery of the 1930s came not from
American but from Asian markets. This advance in Asia mirrored the
decline of the American market. In the 1920s, Japanese exports to the
United States had boomed as never before, reaching an annual level of
¥1 billion, more than 40 percent of Japan’s total exports.46 But exports to
America crashed in 1930 and 1931, and when Japanese exports recovered
and then surged ahead in the 1930s, they went mainly to markets in coun-
tries less industrialized than Japan, as consumers in many colonial coun-
tries, pressed by the world depression, switched from European cloth and
other consumer goods to cheaper Japanese goods. Exports of capital equip-
ment to Manchuria simultaneously made Japan a net exporter of steel and
machinery, although Japanese industry still depended on Western countries
for higher-technology metals and machines.47 These shifts in markets thus
reflected a structural shift in the composition of Japan’s exports toward
higher-technology goods.

Monetarily, however, Japan’s captive colonial markets could not substi-
tute for Western markets. Much of the increase in exports to the yen bloc
was paid for in freshly created yen—“inflation capital,” in Ito Masanao’s
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phrase—and did not earn the foreign exchange needed to purchase essen-
tial imports from more industrialized countries. For these reasons among
others, Takahashi repeatedly tried to restrain the flow of Japanese invest-
ment to Manchuria and to restrict the independent money creation power
of Japanese authorities there.48 Despite the creation of an “independent”
Manchurian central bank in February 1932, Takahashi, persisting in ideas
he had held twenty years before as Yokohama Specie Bank president, over-
rode the arguments of the Bank of Chosen and the Kwantung Army and
insisted that Manchuria’s new yen be established on a silver basis—both to
maintain Manchuria’s linkage with the Chinese economy and to deny the
Kwantung Army the power to create at will the virtual equivalents of Bank
of Japan notes. In early 1935 Takahashi even threatened to revoke the inde-
pendent money creation power of the Bank of Chosen and Bank of Taiwan.
The Manchurian currency remained on a silver-exchange basis until
December 1935, when China itself abandoned the silver standard. Only
then was the Manchukuo yen linked directly to the Japanese yen.49

In international monetary relations, the 1930s were a different world
from the 1920s— “conservative twenties, revolutionary thirties,” in Karl
Polanyi’s formula.50 But not yet completely different. For much of the
world, Britain’s departure from the gold standard did not end the interna-
tional centrality of the British pound, and in some ways it liberated British
Wnanciers to undertake new initiatives. One of these was a Wnally successful
attempt to establish a modern monetary system for China.

In the face of mounting Japanese aggression, the Chinese government
began a new round of efforts to get British and American loans, and in June
1935 Frederick Leith-Ross, the British government’s chief adviser on inter-
national Wnancial relations, was named Wnancial adviser to the Chinese gov-
ernment. He aimed to settle the East Asian crisis at a stroke: Britain, prefer-
ably jointly with Japan, would lend £10 million to Manchukuo; Manchukuo
would pay £10 million as an indemnity to China; Britain would actually
deliver the money, in the style of a controlled loan, to the Chinese govern-
ment; and China would use the funds as a reserve to establish a sterling
exchange standard. China, with Britain, would thus recognize Manchukuo’s
“independence”—along the lines of the Egyptian precedent—and Japan
would return to the League of Nations. In effect, Japan would buy Man-
churia from China, taking out a loan in London to do so. This was nothing
less than a bid to restore the old cooperative imperialism of the era of the
Anglo-Japanese alliance. But U.S. representatives declined to meet Leith-
Ross, and Japanese ofWcials found the restoration of British Wnancial lever-
age unnecessary. When Leith-Ross came to meet them in Tokyo in
September 1935, Takahashi Korekiyo and BOJ governor Fukai Eigo were
not unsympathetic to his plan, although Takahashi insisted that China
should retain a silver standard; but the army violently rejected a return to
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Anglo-Japanese cooperation. The British and Chinese governments went
ahead alone, and in November 1935 the Chinese government demonetized
silver and established a fully managed paper currency—in fact, a sterling
exchange standard, with Chinese banknotes to be used internally and ster-
ling for external payments. To create a reserve fund, the Chinese govern-
ment nationalized the nation’s silver stock and began selling it to the United
States. Despite Japanese efforts, Chinese nation building was proceeding,
with the crucial consolidation of national money creation power. Monetary
reform led directly, as the Chinese government had hoped, to a negotiated
settlement of China’s outstanding foreign debts and to arrangements for
new currency stabilization and rail loans—the same sort of deal signed in
the spring of 1911 but then ruined by the political chaos that followed. Now
it was Japan’s turn to use the international consortium to try to block uni-
lateral British loans. In early 1937 the British government therefore pro-
posed to the Americans that the consortium be dissolved, and it let the
Japanese group know of this intention in June.51 At this point, Japan’s inva-
sion of China intervened.

Takahashi Korekiyo had earned the top posts at the Bank of Japan by his
ability to raise the war loans that paid for the Wrst installments of Japan’s
continental empire. But he had also frequently resisted the more aggres-
sively expansionist plans aimed at China, and the successive Wscal enabling
and restraining of Japanese militarism had repeatedly occupied his ener-
gies. In the end, Takahashi’s efforts to restrain reckless military spending
placed him in head-to-head conflict with military expansionists, much as
Finance Minister Inoue had been before him. In late 1935 Takahashi forced
through a retrenchment budget over bitter opposition from the army. The
dissatisfaction reached an extremity among young superpatriot ofWcers of
the army’s elite First Division, among whom the national-socialist ideas of
Kita Ikki had gained influence, and they resolved to destroy the corrupt
gerontocracy that stood between the emperor and the masses. At just after
5:00 A.M. on the snowy morning of February 26, 1936, while their comrades
occupied the government district of Tokyo, a squad of soldiers from the
First Division tramped into Takahashi’s house, then shot and hacked to
death the eighty-two-year-old Wnance minister as he lay in bed. Their coup
was put down within days and the conspirators purged, but the Wnancial
brakes on expansion were now removed.52 The job of Wnance minister itself
became an unwanted task.

By 1936, there were also signs that the economic expansion that had
taken place under Takahashi’s watch was Wnished and that the economy was
entering a new phase of deadlock. Monetary expansion was beginning to
generate inflation, which became serious after Takahashi’s removal. The
advance of Japanese exports had provoked new trade barriers in colonial
markets controlled by the Western powers. Most fundamentally, runaway
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military expansion was creating huge Wscal and balance-of-payments dis-
proportions that could be solved only by radical retrenchment—or as self-
deluded military planners saw it, by a greater-than-ever commitment to a
“positive” policy of military action, to seize by force the resources that Japan
lacked. In June 1937 the army’s own Wve-year economic plan, drafted under
the direction of General Ishiwara Kanji, now chief of operations on the
army general staff, was adopted as government policy, serving to defeat the
option of retrenchment in regard to the renewed Wscal crisis.53 Thus, fur-
ther microeconomic controls were the only way out—in effect, the restrain-
ing function of “negative” budgetary policies was now performed by direct
administrative action. With full-scale wartime mobilization after July 1937,
production concerns wholly overrode Wnancial ones, and the dialectic of
the positive and negative policies ceased to matter for a time, as Japan
entered a new era of inflationary Wnance combined with comprehensive
price and production controls.
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Epilogue
Money and Hegemony

257

In the fall of 1951, soon after U.S. occupation authorities lifted the purge
restrictions under which they had placed him four years earlier, Ishibashi
Tanzan wrote an essay in which he considered the reasons for the disaster
that had befallen his country. Ishibashi had made his reputation as an econ-
omist by attacking Inoue Junnosuke’s restoration of the gold standard at the
old par, and he now returned to a familiar theme:

The profound livelihood difWculties that the Japanese people fell into because
of the depression that began in 1929 formed a good basis for extending the
influence of the right-wing groups and the young ofWcers who called for
national renovation. It would be a mistake to say that things like the Man-
churia incident, the May 15 [1932] incident, and the February 26 [1936] inci-
dent happened only because of the depression. However, it is probably
beyond doubt that the depression supplied the best basis for these things to
occur. This, after all, was the same as in Germany, where the severe depression
after 1929 ended up by giving political power to Hitler in 1933. Germany was
ruined by Hitler, but Japan too was driven by the military to the brink of
national destruction. If we consider it like this, we can say that what placed

Japan in the adversity of present days was actually the lifting of the gold embargo in

1930.1

For Ishibashi, one of the most original and influential of the young lib-
erals of the Taisho era, the historical lesson seemed inescapable: the failure
of Japanese liberals to adopt a more populist, pro-growth economics helped
to provoke the backlash that destroyed liberalism in Japan. “I was worried
that postwar Japan might repeat the same mistake,” Ishibashi wrote. From
the time of the surrender in August 1945, he thus began to anticipate a
deflationary postwar depression.2

Opinions like Ishibashi’s were widely held in the postdepression, postwar
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world, and they shaped the policy instincts of a generation. Ishibashi also
got the chance to make his own economic policy mistakes, when he was
appointed Wnance minister in May 1946. Inspired by Takahashi Korekiyo’s
example, Ishibashi implemented an ultrainflationary version of the positive
policy, which he carried through until his purge by the U.S. occupation
authorities one year later.3

In fact, like World War I, World War II brought global inflation, not defla-
tion, in its immediate wake. In defeated Japan, with some help from
Ishibashi, the inflation verged into hyperinflation. And while this phase of
inflationary reconstruction could hardly be considered a boom, it did yield
a familiar two-step movement of inflation and deflation. Deflationary stabi-
lization, when it Wnally came in early 1949, was imposed under direct U.S.
orders and directed by American bankers. In the process, the Japanese yen
was reestablished on the basis of a U.S. dollar standard.

Reprise: Japan’s Gold-Standard Era

The Wxing of the yen to the U.S. dollar in 1949 provides a view of Japanese
history come full circle. The gold standard had originally been adopted in
1897 as part of a larger set of policies that could be called, to borrow
Fukuzawa Yukichi’s idea, a program of “entering Europe.” Shortly after,
Western capital began to flow in volume. Japan’s gold-standard era was also
the era of the Anglo-Japanese alliance and of Japan’s entrance, with British
sponsorship, into the European system of states as a kind of guest member.
Japan’s “westward” movement went forward in tandem with its empire
building in Asia. Thus, Japanese Wnancial and diplomatic policies operated
largely within the frameworks given by the European state system. Many of
these policies supported the structures of the British Empire in particular.
This was nowhere truer than in Japan’s international Wnancial relations.

Seen from the side of London, newly industrializing Japan was a small
but not insigniWcant part of the international system of credit and debt. In
fact, from 1897 to 1913, Japan was the single largest state borrower on the
London money markets. China was close behind, and together the two East
Asian countries accounted for almost one-third of the £489 million in loans
issued in London to sovereign borrowers in the Wnal eighteen years of the
classical gold standard.4 Japanese and Chinese borrowing was more “com-
plementary” than parallel, however, as a great part of China’s debt was to
pay for its own subjugation, while the greater part of Japan’s debt was to pay
for the building of an Asian empire. Japan also supported London’s inter-
national Wnancial primacy by maintaining sterling reserves larger than those
of any other country, including India. By 1905, Japan was in practice oper-
ating not an orthodox gold standard but a sterling-based gold-exchange
standard.5
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The era of Japan’s “classical” gold standard was also an era in world his-
tory. From 1897, when Russia and Japan joined the gold-standard system,
until 1914, when the European war deranged it, virtually the entire indus-
trialized world adhered to a regime of convertible gold-backed currencies
with Wxed rates of exchange between them. These seventeen years of
Anglo-Japanese exchange-rate union were also the culminating phase of
the nineteenth-century Eurocentric international system—the retrospec-
tively golden twilight of Europe’s “hundred years’ peace” that had lasted
since 1815.6 This was Japan’s era of cooperative (or “dependent”) imperi-
alism, when formal empire building seemed fully compatible with the
workings of the liberal international Wnancial order.

Japan’s gold standard achieved its purpose of opening access to the
international capital markets and enabling national expansion. But as newly
industrializing, newly imperial Japan began to run regular trade deWcits, the
system of Wxed parities put increasing strain on the domestic economy. The
yen was maintained at its gold par only by repeatedly borrowing abroad and
by repeatedly imposing austerity policies at home. By the eve of the World
War I, Japan was reaching the limit of its ability to borrow abroad, and the
defense of the gold standard had become an economic constraint.

The European war ended the brief era of the classical gold standard and
“providentially” rescued Japan’s international Wnancial situation. The sys-
tem of international gold payments was suspended, and while the European
powers warred with each other, Japan, with a relatively free hand in China,
moved in an independent and aggressive direction. For Japanese leaders,
World War I thus offered a new vision of Wnancial independence and of
Japanese hegemony in an East Asia devoid of Europeans. By the end of
World War I, it was not the harmony but the contradictions between Japan’s
aggressive imperialism and the demands of international Wnancial cooper-
ation—now championed by the United States—that seemed most salient,
and the forces of militarism and Wnance seemed to outside observers such
as Thomas Lamont as if poised in an uneasy balance.

The Japanese initiative in China provoked an American response, and
although the U.S. government ended up standing aloof from the multilat-
eral arrangements it had Wrst proposed in Europe, in East Asia the United
States took the lead in implementing the new multilateralism. Diplomatically,
the Anglo-Japanese alliance that had enabled Japan to expand as a regional
partner of the British Empire was replaced after World War I, at American
insistence, by a looser set of multilateral cooperative arrangements, includ-
ing the second China consortium and the Washington system of treaties—
arrangements that were intended by Americans to contain Japanese expan-
sion. The international campaign to restore the gold standard was likewise
an Anglo-American initiative expressing both the cooperation and the
rivalry that existed between the declining and the rising hegemonic power.
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And while it was not conceptualized as a matter of monetary “containment”
vis-à-vis Japan, in fact that is what it was.

Monetarily, the 1920s formed a long interim phase of suspension of the
gold standard for Japan. The Wnancial policy of the decade can also be
thought of as an unsettled compromise between the evolving policy lines
associated with Takahashi Korekiyo and Inoue Junnosuke. Without really
planning it, Finance Minister Takahashi established a new and uncertain
framework for policy by maintaining the gold embargo after 1919. In effect,
this was an effort to maintain the new economic structure that had resulted
from the world-war boom.7 It was also, explicitly, an effort to maintain
Japan’s Wnancial freedom of action in China in the face of the new Wnancial
power of the United States. But at the end of 1919, pressed by the com-
pelling need to rein in inflation—and in line with moves by the U.S.
Federal Reserve and the Bank of England—Bank of Japan governor Inoue
began using the deflationary policy to “contain” the pro-inflationary positive
policy of Takahashi Korekiyo and the Seiyukai. Thereafter, the restraint poli-
cies of the Bank of Japan and of successive Kenseikai and Minseito cabinets
put the brakes on Japanese money growth for more than a decade. The divi-
sions over the monetary issue also became congruent with the domestic
political confrontation between the two mainstream conservative parties.
Phases of expansionary “positive” and contractionary “negative” policy alter-
nated during this decade, but monetarily speaking, Inoue’s “contractionary
tide” was the dominant trend. It was carried to its fullest extent in 1930 and
1931, the trough of Japan’s interwar depression, when the conflict between
the Inoue and Takahashi lines again came to a head. The turn to recovery
after 1932 was deWned by the return to Takahashi’s positive policy.

Japan and the Failure of 
Post – World War I Stabilization

Gold-centered stabilization policy in Japan was of a piece with conservative
stabilization policies implemented around the world in the 1920s. These
policies were based on a universalist, bankers’ vision, and transnational
Wnancial institutions promoted and underwrote the effort to attain this
vision. The greatest of these institutions was J. P. Morgan and Company, and
for Thomas Lamont and his partners at Morgan and Company, Japan was
just one piece of an ambitious global strategy. Lamont saw himself as a kind
of private statesman who was working to institutionalize a new kind of
world peace, and he later described the monetary stabilization campaigns of
the 1920s as a “general effort to restore the civilized world.”8

Post–World War I stabilization was a movement facing at once forward
and backward. In many ways, the new international arrangements that
Lamont championed in the 1920s were ahead of their time, foreshadowing
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the more enduring international system created after World War II. In other
ways, the rally of the 1920s was a brief and ultimately disastrous attempt to
restore the prewar political-economic order. The League of Nations itself
expressed the divided character of the postwar international order. In some
respects, the League represented a new vision of democratic international-
ism. In others, it was an Anglo-French imperialist condominium; and under
the mantle of the new multilateralism, the prewar Anglo- and Francocentric
world order was not merely maintained in the 1920s: it was precisely at this
point, by their annexation of former Turkish and German territories as
League of Nations mandates, that the British and French empires reached
their Wnal and greatest extent. This was the Wnal reprise for the nineteenth-
century European system. A Wnancial view also reveals its fundamental
weakness, for this late-imperial rally rested on the quicksand of Wall Street
loans, German reparations, and Allied war debt repayments. That is, it was
based on the Wnancial presence but political absence of both the United
States and Germany. As such, it was ultimately illusory.9 From this failure
arose the Great Depression, the rise of fascism, and World War II.

Even after these cumulative disasters, Thomas Lamont could still insist
in 1951, in a restrospective look at his transnational career, that the result
of Morgan’s private banking operations of the 1920s had been “to stabilize
Europe” for a decade, enabling the Europeans to get back on their feet.
Then, unfortunately, had come the “rise of the dictators.”10 But more than
providing the general good of social-economic stabilization, Lamont’s real
business was to sell bonds. It afterwards became clear that private capital-
ists were not up to the task of social stabilization: they poured loans in
when business looked good, but cut off the lending when times got tough,
intensifying rather than ameliorating the Wnancial whiplash effect at the
end of the decade. The destructive effects of the cutoff of American credit
were recognized at the time and have been given a central place in subse-
quent analyses of the causes of the Great Depression.11 But the story goes
further than that: more than an insufWciency of private stabilization, it was
the active excesses of liberal deflationism that undermined political liber-
alism in many of the places where it was weakest and most tentative. The
Wnancial leverage of the American and British banking groups was the key
to implementing the deflation policy around the world. The result was a
series of gold-restoration depressions—or, as Thomas Lamont put it to
Inoue Junnosuke in 1930, “the deflation and industrial discomfort which
always follows the adoption of a sound money policy.”12 Although the
Wnances of creditor interests may have been stabilized by these induced
depressions, those of agriculture and export industry were destabilized.
Social turmoil and right-wing terror incidents were one consequence of
this Wnancially oriented stabilization. For Lamont the rise of the dictators
was evidently a process exogenous to economics; but here as so often,
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Lamont, who incidentally bankrolled and befriended Europe’s Wrst fascist
dictator, appears disingenuous.13

The Japanese government too formally adhered to the liberal multilat-
eralism of the 1920s, and like the British and French empires, the Japanese
empire extended its reach as a result of the European war. But as in
Germany and Italy, nationalists in Japan came to consider their nation a
“have-not” power—caught moreover in a deadlock that ultimately derived
from the constraints of the Western-dominated international system.

The comparison with Europe is revealing. Looking at Germany caught
between inflation and depression in the 1920s, William C. McNeil described
a situation of “institutions in stalemate.”14 In Charles Maier’s influential
analysis of the “recasting of bourgeois Europe,” this interwar deadlock
appears as a trans-European phenomenon, arising as a consequence of a
new kind of distributional politics—in essence, a bitter conflict between a
now highly politicized industrial working class and the owners and man-
agers of capital.15 In Japan, however, the new distributional politics driven by
the rise of powerful labor unions and social-democratic parties did not
appear until after World War II; nonetheless there appeared in the 1920s a
deadlock similar to that in Europe. This parallel experience suggests that
Maier’s analysis of Europe’s deadlock needs to be reconsidered in a global-
ized context—that the widely felt deadlock of the 1920s was part of an
international political-economic process that transcended domestic politi-
cal contradictions. Here, the global constraints on demand, created by the
deflation policy, deserve primary consideration.16 This was the fundamental
point argued in Europe at the time by Keynes and argued increasingly
clearly in Japan by Ishibashi Tanzan and Takahashi Korekiyo.

It also appears that the hegemony of orthodox Anglo-American ideas of
economics helped to keep Japan in chronic recession in the 1920s. If
“European-style” stabilization programs caused great damage in Europe
itself, such programs appear even less appropriate in newly industrializing
Japan, which in the 1920s was precisely at the most intense phase of its his-
toric population explosion—even as its industrial revolution was being
placed on monetary hold. As the leading practitioner of these Anglo-
American Wnancial ideas, Inoue Junnosuke personally embodied the con-
tradictions in Japan’s international position. The strong desire among bour-
geois Europeans for a restoration of the prewar world requires little
explanation. It is less clear why turning back the clock should have appealed
to Japanese elites, and the restorationist aspect of the Minseito program—
the effort to return to the world before August 1914—seems more a reflec-
tion of European dreams than of Japanese realities. As Takahashi Korekiyo
argued, Japan was not Europe and was on a very different developmental
trajectory; and as Japanese economic development came to be actualized in
the middle decades of the twentieth century, Takahashi’s nationalist and
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mercantilist vision was much closer to the path actually taken than was
Inoue’s more liberal and universalist vision.

In one view, Inoue’s timing was simply unlucky: he planned to deflate
domestic prices and thereby to promote exports, but the world depression
ruined that plan. But at a deeper level of analysis, the world depression itself
was a consequence of the wave of national deflation (demand-reduction)
policies that came to a ruinous climax in 1931. Japan was not merely a
bystander to an independent global process. Inoue Junnosuke was tragically
loyal to the ideas and social forms of the liberal world order. By pushing the
logic of that order to its full conclusion, he also helped to destroy it.

From a distance, the history narrated above looks like a movement
toward and away from the West. In late 1931 the balance shifted abruptly, in
the sharp turn from Shidehara Kijuro’s cooperative diplomacy to the conti-
nental invasion schemes of Ishiwara Kanji, and from Inoue Junnosuke’s
internationalist Wnancial policy to the nationalist policies of Takahashi
Korekiyo. Japan abruptly “left Europe” and entered Asia with a vengeance.
The turn to a fully managed currency and to comprehensive state controls
over trade and industry was one logical outcome of the decisions made at
this point. Other results of this new course were alienation from the West,
withdrawal from the League of Nations, and Wnally, war with the United
States and Britain. With Japan’s defeat came another great reversal. It was
now a case not of “datsu-A, nyu-O,” of leaving Asia and entering Europe, but
of “datsu-A, nyu-Bei,” leaving Asia and entering America.

In the spring of 1929, Tsurumi Yusuke, a leading intellectual spokesman
of the new 1920s internationalism, Wnished a speaking tour in the United
States, where he was greatly impressed by Los Angeles and the motorcar,
and he wrote a book called The PaciWc Age (Taiheiyo jidai). In it, he antici-
pated the coming of an American age, in which American values and
American goods would be the new universal standards. “The phrase, the

PaciWc age is gradually ripening in our ears and becoming a usual expres-
sion,” he said. No one had thought in this way thirty years ago—the world
center was still Europe, and it was the “Atlantic age.” Then came the suici-
dal European war, and world wealth and power had moved to America and,
to a degree, to Japan. Not only was America the new center, but henceforth
Japan’s external relations, even with Asia, would be mediated through
Washington: “The diplomacy of the Japanese people is centered upon
China, but the center of Sino-Japanese diplomacy is not in China, not in
Nanjing nor in Mukden, but rather in the American capital of Washington.
Because the center of the entire world is now shifting from London to
Washington, the solution of the world’s great problems now begins accord-
ing to discussion with the people in Washington.”17 Like Inoue’s vision, this
was both a farsighted and a nearsighted view. In 1929, it turned out, the new
American standard was not something to bank on. Twenty years later, it was
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inescapable, and Japan’s PaciWc age had dawned. Attractive force and coer-
cion were complexly combined.

The U.S. Dollar Standard

This study concludes not with the end of a story but with the beginning of
one, that of Japan’s reintegration into the Western world order after 1952. As
part of this process, the yen was reestablished on the basis of the U.S. dollar.

In December 1931 Takahashi Korekiyo suspended the operation of the
gold standard without formally creating anything new in its place, and until
1942, Bank of Japan notes continued to bear the now meaningless phrase
“convertible into gold.” In that year, in line with the needs of wartime
Wnance, the new Bank of Japan Law superseded the 1897 Currency Law.
The Bank of Japan itself was placed more directly than ever under Ministry
of Finance authority. The distinction between the specie reserve and the
Wduciary reserve was also abolished, and although the pretense of 100 per-
cent backing of the note issue was maintained, the BOJ’s own advances to
the government and its purchases of government bonds could be counted
as reserve assets. The size of the note issue was to be determined by the min-
ister of Wnance. In law and in fact, Japan now had a completely state-man-
aged currency. By this point, 1942, the yen had already lost one-half of its
former value against the U.S. dollar, itself now depreciated against gold.18

Just how far the Japanese currency had evolved from a gold standard is indi-
cated by the minting of the now familiar aluminum yen coins (initially val-
ued at 1 sen) in 1938; by 1945 the government was even preparing to mint
tiny ceramic yen tokens.

In the meantime, new yen-based monetary standards were set up in the
wake of Japanese military advances, as “Manchukuo,” occupied China, and
Japan’s new satellite states in Southeast Asia were incorporated into the
swelling yen bloc. New central banks were set up in Manchuria (1932),
Inner Mongolia (1937), Beijing (1938), and Shanghai (1941), with the
right to issue banknotes backed by yen reserves. The South Seas Develop-
ment Fund (Nanpo Kaihatsu Kinko) was given similar powers in the occu-
pied territories of Southeast Asia and the PaciWc, where Japanese planners
envisioned the yen taking the former place of sterling and dollars.19 Such
money creation schemes were a more extreme version of the colonial gold-
exchange standards preceding them: a lever of power and exploitation,
allowing the Japanese occupiers to squeeze capital out of capital-poor soci-
eties.20 They also brought about a series of catastrophic inflations that were
increasingly extreme toward the peripheries of the new “Co-Prosperity
Sphere,” where monetary authority devolved to the occupying military
forces, which expropriated local wealth even more directly by issuing their
own paper scrip denominated in local currencies.
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As the actual realization of Goto Shinpei’s dream of monetary dominion
in East Asia became increasingly cruel and grotesque, American and British
Wnancial authorities began to plan a restored international monetary order.
Serious negotiations to this end began in 1942, and from the outset, the
Americans pushed for a new gold- and dollar-based system. The British, led
by Keynes, resisted, proposing the creation of a new, elastic international
monetary unit, the “bancor,” to take the former place of gold. As the United
States now held some $22 billion of the world’s reported $28 billion in gold,
the questions of the gold shortage (or dollar gap) that had arisen after
World War I would manifestly be raised to a new power after the second. On
Wall Street a few traditionalists promoted a restored gold standard, but the
bankers were effectively cut out of the decision-making process by U.S. trea-
sury secretary Henry Morgenthau, who was determined, echoing Franklin
Roosevelt’s 1933 inaugural address, that the “money-lenders be driven from
the temple.” The new international monetary institutions, he declared,
would be “instrumentalities of sovereign governments and not of private
Wnancial interests.” Privately, Morgenthau was also determined that the
U.S. Treasury in Washington, not London or Wall Street, should be the cen-
ter of the restored international monetary system.21

The result was a global vision that went far beyond the semiprivate Genoa
and BIS visions of the 1920s. In April 1944, British and American repre-
sentatives agreed to the foundational idea for an “International Monetary
Fund” (IMF) to help countries stabilize their currencies, and in July dele-
gates from forty-Wve countries gathered at a resort hotel in Bretton Woods,
New Hampshire, to draw up a formal agreement for the postwar inter-
national monetary order. Treasury Secretary Morgenthau announced Amer-
ica’s expansive global-monetary vision at the conference’s inaugural session:
“Prosperity has no Wxed limits. It is not a Wnite substance to be diminished
by division.”22 Unlike the world’s stock of gold, one might add. The old
“money doctor,” Edwin Kemmerer, rejected the Bretton Woods approach
and called for a second return to the gold standard, but what had been
orthodox common sense, almost beyond argument, in the decade after
World War I seemed faintly ridiculous by 1944. As Keynes quipped, the
restoration of “good old 1920–1921 or 1930–1933” had little appeal.23

Although it was not clearly stated in the Bretton Woods agreement itself,
the U.S. dollar was without question the pivot of the system. The dollar thus
assumed the place that British policy makers had envisioned for sterling
twenty-two years earlier at Genoa, but the United States was now the great
“gold center” country. The new Bretton Woods system could in fact be
viewed as the restoration of a highly attenuated gold-exchange standard.
Only the U.S. dollar was backed by gold, and gold circulated only among
national treasuries and central banks—the “anchor chain” had been let out
again.24
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But the keynote of the conference was not restoration but a new depar-
ture, and the new system was designed above all to end the instability and
inflexibility that had characterized interwar monetary arrangements. Like
the classical gold standard, the Bretton Woods agreement instituted a sys-
tem of Wxed par values (exchange rates) for currencies. But it was also a
much more statist standard, with assumptions of automaticity largely aban-
doned. Until the 1970s, there was no free market in gold, and one could
better say that gold had been Wxed to the dollar than that the dollar had
been Wxed to gold. For other currencies, convertibility meant convertibility
into dollars. By the mid-1950s, most world trade was settled in dollars, and
most countries’ currency reserves were held in dollars. This represented the
completion of the shift from British to U.S. Wnancial hegemony that had
begun in World War I.

When news of Bretton Woods was heard in Japan, economist Ouchi
Hyoe, then working at the Bank of Japan, immediately recognized its impor-
tance. Relying on secretly monitored shortwave radio reports and on infor-
mation sent via submarine courier by the bank’s Berlin ofWce, Ouchi dis-
creetly began to investigate the monetary agreement, and he quickly
reached a conclusion that he could not yet voice in public: that postwar
Japan must be prepared to join the new U.S.-British monetary system.
Almost immediately after Japan’s surrender in August 1945, Ouchi began to
publish his Wndings.25 But before defeated Japan could rejoin the recon-
structed international monetary system, a wrenching process of postwar
adjustment was necessary.

Remarkably, Japan largely preserved its monetary independence even
under allied military occupation. Tsushima Juichi had risen to the post of
vice minister of Wnance under Takahashi Korekiyo, and he subsequently
served as vice governor of the Bank of Japan, president of the North China
Development Company, and briefly in 1945, Wnance minister. He was then
purged from public ofWce under U.S. orders. At the outset of the occupa-
tion, American authorities had prepared their own yen-denominated mili-
tary scrip for use in Japan; it was Finance Minister Tsushima who convinced
the Americans not to use military scrip by assuring them that all of their
needs could be supplied with Bank of Japan notes.26

Postwar Wnance thus continued to depend on inflation, and the inflation
policy reached an extreme when Ishibashi Tanzan became Wnance minister
in May 1946. Echoing Takahashi Korekiyo in 1919, Ishibashi reasoned that
the greatest problem was the shortage of production. To increase produc-
tion required expansionary measures, meaning massive credits to industry.27

The result was that Japan’s post–World War II adjustment came via inflation
and currency depreciation rather than by deflation. In effect, the govern-
ment’s huge domestic debts were inflated away and the Japanese people’s
savings vanished. After stabilization, the name of the currency remained the
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same, but for practical purposes postwar Japan had a new yen, with an inter-
nal purchasing power of approximately 1/350th of the prewar yen.
Currency stabilization, when it came in 1949, was mandated by U.S.
authorities.

Politically powerful during the Republican Party’s ascendancy in the
1920s, Wall Street bankers were widely blamed for the depression of the
1930s and lost much of their political influence. During the second world
war, however, as during the Wrst, the Wnancial demands of war and of the
Anglo-American alliance meant a partial return to influence for the big Wall
Street banks. With the Republican sweep in the 1946 congressional elec-
tions, Wall Street regained real political influence, and the management of
Wnancial policy in occupied Japan also became the domain of American
bankers. Unlike their counterparts in the 1920s, however, American
bankers now came not as private Wnanciers but as public proconsuls, and in
fact, Japan was not subordinated to the private Wnancial interests of Wall
Street but rather to the public, strategic interests of Washington, D.C.28

After Morgan and Company, Dillon, Read was Wall Street’s number-two
international lender in the 1920s. In 1947 former Dillon, Read president
James Forrestal became the United States’ Wrst secretary of defense, and
he appointed his vice president at Dillon, Read, William Draper Jr., as
army undersecretary with responsibility for overseeing the occupation of
Germany and Japan. Draper led two fact-Wnding missions to Japan in 1947
and 1948, concluding, in line with the orthodox Wnancial logic of the
1920s, that increases in domestic demand would only drain off resources
that could otherwise be used for exports and industrial reconstruction.
That is, overconsumption was the problem and austerity the solution. A
subsequent mission led by Ralph Young of the Federal Reserve Board’s
Research Division added that Japan needed to Wx a single exchange rate
and to cut consumption and reduce the real wages of workers (which had
already fallen to some 65 percent of their 1934–36 levels). The new sta-
bilization policy, announced in December 1948, was subsequently imple-
mented by Joseph M. Dodge, president of the Detroit Bank, head of the
American Bankers Association, future director of the U.S. Bureau of the
Budget, and an experienced hand at currency reform in Germany. Draper
himself returned to Dillon, Read, and in January 1950 led a third, private
mission to Japan to investigate the prospects for American investment
there.29

The “Dodge line” deflation of 1949–50 was the Wrst real turn to a “neg-
ative,” or contractionary, economic policy since the abandonment of the
gold standard in December 1931. By the spring of 1950, Dodge’s policy had
stopped inflation cold, at the cost of a grinding stabilization depression.
There was, however, no outright deflation in Japan, and in contradistinction
to post–World War I stabilization, prices were stabilized at existing levels.
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As part of his program, Dodge also abolished the complex system of mul-
tiple exchange rates then in use and returned the yen to a unitary, Wxed
exchange rate of ¥360 to the dollar. The new yen-dollar rate was thus
1/360th of the rate Wrst instituted in 1870, and 1/180th of the yen’s 1897
dollar par restored by Inoue Junnosuke in 1930. While there seems to be no
basis for the legend that Dodge Wxed the 360 rate upon hearing that the
word yen (en) meant “circle,” it surely did seem a nice round number. The
new yen-dollar rate held for twenty-two years, two years longer than had the
old Wxed rate under the classical gold standard.

In May 1950 after a year of austerity and disinflation, Finance Minister
Ikeda Hayato and his secretary and translator Miyazawa Kiichi traveled to
Washington, D.C., to try to negotiate an easing of the deflation policy with
Joseph Dodge. Few Japanese were abroad in 1950—unless as prisoners of
war—and Ikeda and Miyazawa were among the Wrst ofWcials to travel to the
United States after the war. On the eve of his departure, in April 1950,
Ikeda met with the supreme commander for the Allied powers, who chose
to talk to him about gold:

[General MacArthur] said, in short, that “gold” had been the means of trade
among human beings for centuries, and accordingly was the means of peace-
ful accommodation. Now, however, as a consequence of most of the gold
being gathered in America, the means of trade among nations was on the
verge of being lost, and accordingly, the road of peaceful accommodation was
being closed. Moreover, a replacement for gold had not yet been born. As a
result of this, in America there was a “poverty due to surplus,” making a pre-
cise contrast to Japan’s “poverty due to poverty.” Both were difWcult problems,
he said.30

What MacArthur called America’s “poverty due to surplus” was a concern
that had driven an American search for overseas markets since the 1890s.
The problem reached a new order of magnitude after World War II and was
manifest in the form of the “dollar gap”: the world lacked the dollars needed
to pay for America’s abundant production. This was part of the problem of
overproduction relative to effective demand that was a fundamental cause of
the Great Depression and that was the object of the Keynesian solution.
Having served as vice minister of Wnance under Ishibashi Tanzan, Ikeda also
knew something of the facility of credit creation. Listening to MacArthur’s
soliloquy, an easy answer came to his mind: “I was going to say that the
replacement for ‘gold’ is ‘credit.’” But “once [MacArthur] got started, his
eloquence did not easily come to an end,” and so Ikeda’s helpful idea
remained unspoken.31 It was to be practiced and practiced in later years.

In Washington, Dodge was unswayed by Ikeda’s pleas to ease the auster-
ity policy, and Ikeda returned home empty-handed. Dodge did convey to
Ikeda that the United States would help Japan Wnd overseas markets in
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Southeast Asia.32 In fact, economic salvation was much closer at hand than
the impoverished markets of Japan’s former Co-Prosperity Sphere. Inoue
Junnosuke had once described how depression in Japan had often been
“turned to prosperity due to outside forces,” especially by the boon of
wartime demand. Now again, Japan reaped an economic windfall when war
broke out in its former colony of Korea in the summer of 1950. U.S. military
procurements in Japan proved to be the functional equivalent of Marshall
Plan aid in Western Europe, and a sustained economic recovery at last got
underway. With ample historical resonance, Prime Minister Yoshida Shigeru
called it ten’yu shinjo—“divine providence.”33

Another aspect of the Korean War boom was described by an internal
Bank of Japan report written shortly after Japan’s return of independence:
as had happened twenty years before, after the “Manchuria incident” and
Takahashi’s gold re-embargo, Japan was experiencing a great economic
recovery. And as after the Manchuria incident, various economic controls,
which had been abolished at the time of the Dodge line, had again become
necessary.34

Thus, the Wnancial controls of the 1930s were quietly reconstructed in a
new form, even as Japan itself came to be imagined by Americans as a
“Western” island in eastern waters35—truly “an incomparable base of oper-
ations,” as the London Economist had hopefully termed it in 1898. Under
the terms of the San Francisco Peace Treaty and the jointly negotiated U.S.-
Japan alliance, Japan regained its sovereignty as of April 28, 1952, but
became, in effect, an American military protectorate.

In the cabinet meeting of the same day, April 28, the formal decision was
made to apply for membership in the International Monetary Fund and the
World Bank. A year later the Japanese government announced to the IMF
in Washington, D.C., that the value of the yen would be Wxed at a rate of ¥1
= 2.46853 milligrams of pure gold. At the Wxed dollar-gold rate of $35 per
ounce, the announced gold par meant a dollar-yen exchange rate of exactly
360 yen to the dollar. In other words, this was a formal commitment to the
exchange rate for the yen established by Joseph Dodge in April 1949, and
the generalization of that rate as the basis for all of Japan’s external Wnancial
relations.36 In fact, it was a dollar rate, and the new yen was never convert-
ible into gold.

New York City, 1952

A familiar balance-of-payments situation also reappeared, as Japan began to
run regular trade deWcits that had to be covered by foreign credit—a case of
“history repeating itself,” as Tsushima Juichi saw it. Under Article 18 of the
peace treaty, the Japanese government recognized all prewar foreign debts
and undertook to begin repaying them promptly. The country also greatly
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needed capital for postwar reconstruction. Therefore, to rebuild Japan’s
international credit and bring in foreign capital, Prime Minister Yoshida and
Finance Minister Ikeda placed great importance on restarting payments on
the prewar foreign debts, now reckoned to stand at $460 million.37

Led by Tsushima, a delegation of top Ministry of Finance ofWcials went to
Wall Street to meet with Japan’s American and British creditors in July 1952.
Tsushima had boasted in his prewar bond promotions that Japan had never
failed to make a foreign debt payment “since the age of Emperor Jinmu”
(supposedly, 600 B.C.)—a sales line picked up by Thomas Lamont. Tsushima
thus felt personally disgraced by Japan’s cessation of debt payments at the
beginning of the PaciWc war, which “ruined at a stroke” the credit built up
over so many years. The talks, conducted in parallel with negotiations on
Germany’s foreign debt, were concluded in September, and the Japanese
government began repaying the debt in December. American and British
bondholders were thus repaid with interest for, among other things, the
funds lent to build Japan’s vanished empire. Although the arrival of the
Japanese delegation rated small mention in the New York newspapers,
Tsushima considered the meetings to be among Japan’s most important
international Wnancial meetings of the new postwar era.38

Tsushima did get a reassuring welcome from the Wall Street community,
as he was hosted for a long series of luncheons and dinners, Wrst with
Morgan and Company and then with National City Bank; Kuhn, Loeb and
Company; Guaranty Trust; Chemical Bank; Brown Brothers Harriman and
Company; Dillon, Read and Company; and many other Wall Street Wrms. It
seemed indeed that the sunnier circumstances of the 1920s might be
revived.

Politically, Japan was thus reincorporated into and resubordinated to a
Western liberal-capitalist world order now strongly centered in the United
States. Monetarily, the yen was Wxed to the dollar. Nevertheless, Japan’s
Wnancial secession of 1931–32 was not essentially reversed. Unlike Japan’s
relative Wnancial opening during the gold-standard era, and despite con-
tinuing American efforts to open the country to foreign investment, postwar
Japan remained largely closed to foreign investment. In line with Ishibashi
Tanzan’s vision, capital for Japan’s high-speed growth was almost entirely
self-generated, and it was largely allocated by a system of bank credit cen-
tered on the Bank of Japan. Like Japan’s prewar gold standard but to a
greater extent, the new dollar standard was for external purposes only.
Japan’s dollar holdings did not govern the volume of the yen circulation;
and to govern the use of scarce dollar resources, the government retained
a highly centralized system of foreign-exchange budgeting that involved the
Ministry of International Trade and Industry, the Ministry of Finance, and
the Bank of Japan.39 Thus, the heritage of exchange controls that went back
to Takahashi Korekiyo’s reimposition of the gold embargo remained in
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place. The restored international order itself was less liberal and more sta-
tist than in the 1920s, but Japan’s post–World War II economic system in
particular was signiWcantly more closed and tightly organized than that of
the 1910s and 1920s. Japan’s national capitalism was skillfully articulated
with the reliberalizing world economy but in essential respects was not itself
liberal.

Because the yen was not fully convertible, Japan also remained a second-
class, “Article 14 country” under the IMF charter. As such, it was subject
until 1964 to annual inspections during which IMF ofWcials would ask why
Japan was still maintaining foreign-exchange controls—and, as the Bank of
Japan’s Yoshino Toshihiko remembered it, “we would bow our heads and
say, if we end foreign-exchange controls, we will not be able to preserve the
exchange rate of $1 = ¥360.” Only after 1964 could Bank of Japan ofWcials
speak to the IMF inspectors as equals.40

The Wxing of the yen to the dollar after 1949 also turned out to be the
bottom of a long-run depreciation vis-à-vis the U.S. dollar that had begun
with the creation of the yen in 1871. Depreciation had been interrupted in
1897 by the institution of the Wxed-rate gold standard regime, under which
the yen became increasingly overvalued. When the old system of par values
Wnally broke in the latter half of 1931, depreciation resumed. The next time
the yen’s exchange value was altered, in 1971, it was an upward revision, the
beginning of a long-run phase of yen appreciation.

In his 1966 memoirs, Tsushima Juichi noted, without attaching too much
importance to it, that just in the past year, Japan had shown a trade surplus.
In fact, 1965 marked the end of a long era of recurring trade deWcits and
the start of the run of ever larger export surpluses that continues to the pre-
sent writing. Unlike the ephemeral surpluses of World War I, these were
indeed what Inoue Junnosuke had hopefully anticipated in 1917—the
beginning of a great shift in the relations of international Wnancial power.
Japan’s new export surpluses added to the stresses on the dollar-denomi-
nated world monetary order. Five years after Tsushima’s writing, against all
Japanese intentions, these new surpluses became the proximate factor in
Wnally cutting another “anchor chain”—ending the gold convertibility of
the U.S. dollar itself and with it the last vestiges of the gold standard.

UC_Metzler-C.qxd  11/22/2005  12:52 PM  Page 271



UC_Metzler-C.qxd  11/22/2005  12:52 PM  Page 272



273

This appendix contains reference information on the Bank of Japan’s specie
reserve and note issue, the total money supply, and inflows and outflows of gold. A
virtual given of the modern age has been increase—in the size of government, the
volume of money in circulation, the level of prices, and in economic production
more generally. Decline in any of these indicators is more extraordinary, and in line
with the present study’s concern with the problems of deflation and stabilization, I
highlight outright declines in various indicators in the following tables with a down-
ward arrow (↓), indicating a reduction relative to the previous year.

Specie Reserves and Note Issue

The Bank of Japan began to issue convertible banknotes in 1885. Until 1897 these
notes were convertible into silver, and from 1897 until 1917 convertible into gold
(though see the foregoing account for a description of the actual situation). The
gold standard was suspended in 1917, restored in January 1930, and resuspended
at the end of 1931. [Table A.1 here]

table a.1. Bank of Japan specie reserve 
and note issue outstanding, 1885–1940

(¥ millions)

Ratio of Specie Reserve 
Year Specie Reserve Note Issue Excess Issue to Note Issue

1885 3 4 — 0.75
1886 24 40 — 0.60
1887 32 53 — 0.60
1888 45 66 — 0.68

Appendix

Reference Information

(continued on next page)
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table a.1 (continued)

Ratio of Specie Reserve 
Year Specie Reserve Note Issue Excess Issue to Note Issue

1889 57 79 — 0.72
1890 45 103 — 0.44
1891 63 116 — 0.54
1892 81 126 — 0.64
1893 86 149 — 0.58
1894 82 150 4 0.55
1895 60 180 55 0.33
1896 133 198 — 0.67
1897 98 226 47 0.43
1898 90 197 (↓) 24 0.46
1899 110 251 21 0.44
1900 67 229 (↓) 41 0.29
1901 71 214 (↓) 23 0.33
1902 109 232 3 0.47
1903 117 233 — 0.50
1904 84 287 83 0.29
1905 116 313 77 0.37
1906 147 342 75 0.43
1907 162 370 88 0.44
1908 170 353 (↓) 63 0.48
1909 218 353 15 0.62
1910 222 402 59 0.55
1911 229 433 84 0.53
1912 247 449 82 0.55
1913 224 426 (↓) 82 0.53
1914 218 386 (↓) 47 0.56
1915 248 430 62 0.58
1916 411 601 71 0.68
1917 650 831 62 0.78
1918 713 1,145 312 0.62
1919 952 1,555 483 0.61
1920 1,247 1,439 (↓) 73 0.87
1921 1,246 1,547 181 0.80
1922 1,064 1,558 375 0.68
1923 1,057 1,704 526 0.62
1924 1,059 1,662 (↓) 483 0.64
1925 1,057 1,632 (↓) 455 0.65
1926 1,058 1,570 (↓) 392 0.67
1927 1,063 1,682 500 0.63
1928 1,062 1,739 557 0.61
1929 1,072 1,642 (↓) 450 0.65
1930 826 1,436 (↓) 490 0.57
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table a.1 (continued)

Ratio of Specie Reserve 
Year Specie Reserve Note Issue Excess Issue to Note Issue

1931 469 1,330 (↓) 741 0.35
1932 425 1,426 1 0.30
1933 425 1,544 119 0.27
1934 466 1,627 161 0.29
1935 504 1,766 262 0.28
1936 548 1,865 317 0.29
1937 801 2,305 504 0.35
1938 501 2,754 553 0.18
1939 501 3,679 977 0.14
1940 501 4,777 2,076 0.10

source: Bank of Japan data (Nihon Ginko Tokeikyoku 1966: 170–172); year-end Wgures.

Rules Governing Note Issue

Under the terms of the Convertible Banknotes Law of 1884 and various later revi-
sions, the Bank of Japan’s note issue followed a Wduciary model like that of the
Bank of England. The formal “rules of the game” were as follows:

1. The note issue was to be entirely covered by a specie reserve of silver and gold
coins and bullion, later exclusively gold coins and bullion; but

2. A further issue could be made, backed by a Wduciary reserve consisting of gov-
ernment bonds and other securities, up to a limit Wxed by law at ¥70 mil-
lion in 1888, ¥85 million in 1890, ¥120 million in 1899, and raised by
Takahashi Korekiyo to ¥1 billion in 1932; and

3. An additional issue against securities (the excess Wduciary issue) could also be
made. If the excess issue extended over Wfteen days, it required the Wnance
minister’s approval and was taxed at a minimum rate of 5 percent (reduced
to 3 percent in 1932).

The amount of the Wduciary issue is not listed in table A.1 but may be calculated by
subtracting the specie reserve and the excess issue from the total note issue.

Between 1905 and 1922 a large proportion of the so-called specie reserve was
actually British money held in London, mostly in the form of bank deposits and
short-term bills. Thus, the ratio of specie to note issue listed above is actually the
ratio of specie and foreign exchange holdings to note issue.

Money Supply

Table A.2 lists the total amount of currency in circulation, including Bank of Japan
notes, and the total amount of bank deposits. [Table A.2 here]
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table a.2. Money supply, 1888–1941
(¥ millions)

M1 Percent Comments
Currency in Bank “M1” Change from (key policy 

Year Circulation (A) Deposits (B) (A + B) Previous Year makers)

1888 172 66 238
1889 178 68 246 3.4
1890 201 63 (↓) 264 7.3
1891 209 66 275 4.2
1892 212 85 297 8.0
1893 231 112 343 15.5
1894 230 (↓) 134 364 6.1
1895 260 184 444 22.0
1896 275 235 510 14.9
1897 296 305 601 17.8
1898 279 (↓) 371 650 8.2
1899 340 536 876 34.8
1900 317 (↓) 576 893 1.9
1901 303 (↓) 579 882 (↓) –1.2
1902 323 692 1,015 15.1
1903 325 759 1,084 6.8
1904 384 811 1,195 10.2
1905 423 974 1,397 16.9
1906 469 1,395 1,864 33.4
1907 509 1,325 (↓) 1,834 (↓) –1.6
1908 499 (↓) 1,304 (↓) 1,803 (↓) –1.7 1908 (“Boshin”)

deflation policy
1909 521 1,506 2,027 12.4 (Katsura–

Wakatsuki)
1910 586 1,649 2,235 10.3
1911 634 1,776 2,410 7.8
1912 649 1,941 2,590 7.5
1913 628 (↓) 2,110 2,738 5.7
1914 561 (↓) 2,112 2,673 (↓) –2.4 1914 deflation 

policy
1915 623 2,569 3,192 19.4 (Wakatsuki)
1916 827 3,464 4,291 34.4
1917 1,117 5,146 6,263 46.0
1918 1,576 7,236 8,812 40.7
1919 2,082 8,734 10,816 22.7
1920 1,801 (↓) 8,829 10,630 (↓) –1.7 1920 deflation 

policy
1921 1,949 9,494 11,443 7.6 (Inoue)
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table a.2 (continued)

M1 Percent Comments
Currency in Bank “M1” Change from (key policy 

Year Circulation (A) Deposits (B) (A + B) Previous Year makers)

1922 1,858 (↓) 9,551 11,409 (↓) –0.3 1922 deflation 
policy

1923 2,195 9,692 11,887 4.2 (Ichiki, Inoue)
1924 2,177 (↓) 10,232 12,409 4.4 1924–26 

deflation policy
1925 2,137 (↓) 10,821 12,958 4.4 (Hamaguchi, 

Kataoka)
1926 2,062 (↓) 11,272 13,334 2.9
1927 2,199 11,247 (↓) 13,446 0.8
1928 2,286 11,691 13,977 3.9
1929 2,179 (↓) 11,972 14,151 1.2 1929–31 

deflation 
policy

1930 1,915 (↓) 11,546 (↓) 13,461 (↓) –4.9 (Hamaguchi, 
Inoue)

1931 1,828 (↓) 11,093 (↓) 12,921 (↓) –4.0
1932 1,965 11,445 13,410 3.8
1933 2,130 12,049 14,179 5.7
1934 2,288 12,775 15,063 6.2
1935 2,480 13,626 16,106 6.9
1936 2,596 14,726 17,322 7.5
1937 3,180 16,405 19,585 13.1
1938 3,759 20,716 24,475 25.0
1939 4,940 27,626 32,566 33.1
1940 6,325 34,284 40,609 24.7
1941 7,881 41,518 49,399 21.6

source: Nihon Ginko Tokeikyoku 1966: 166, 195 (year-end data).

Gold Flows

During and after the great boom, from 1916 to 1921, a net total of ¥1.2 billion
(US$560 million) flowed into Japan. Gold exports were embargoed in September
1917 (that is, made subject to Ministry of Finance permission), and the embargo
was lifted from January 1930 to December 1931. The outflows that followed the lift-
ing of the gold export embargo in 1930 were nearly a negative mirror image of the
great inflows of 1916–21. Between 1925, when Finance Minister Hamaguchi had
begun limited gold shipments, and 1932, when the Wnal dollar-buying contracts
were settled, there was a net outflow of ¥800 million. [Table A.3 here]
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table a.3. Yearly inflows and outflows of gold, 1885–1936
(¥ millions)

Year Gold imports Gold Exports Balance

1885 0.6 0.5 0.1
1886 1.2 0.3 0.9
1887 1.3 0.1 1.2
1888 1.2 0.4 0.8
1889 0.7 0.3 0.5
1890 0.4 1.7 –1.3
1891 0.3 0.2 0.1
1892 0.4 8.5 –8.1
1893 0.5 2.3 –1.8
1894 0.6 3.5 –3.0
1895 1.0 2.8 –1.8
1896 10.2 2.0 8.2
1897 64.3 8.9 55.4
1898 37.1 46.3 –9.2
1899 20.2 8.8 11.4
1900 9.2 51.8 –42.5
1901 11.8 11.5 0.4
1902 31.9 0.5 31.4
1903 26.7 16.8 9.9
1904 7.2 107.1 –99.9
1905 22.3 17.2 5.0
1906 38.9 23.1 15.8
1907 8.6 19.4 –10.8
1908 18.3 3.8 14.5
1909 79.8 6.4 73.4
1910 21.8 23.6 –1.8
1911 17.1 23.7 –6.7
1912 20.4 21.4 –1.0
1913 11.8 21.1 –9.3
1914 18.8 26.1 –7.4
1915 37.9 40.7 –2.8
1916 117.1 22.7 94.4
1917 398.3 151.1 247.2
1918 7.6 1.4 6.2
1919 330.5 2.7 327.7
1920 416.6 1.1 415.5
1921 138.2 0.1 138.1
1922 5.6 0.0a 5.5
1923 6.1 0.3 5.8
1924 4.3 0.9 3.4
1925 3.6 22.3 –18.6
1926 6.0 32.2 –26.2
1927 4.6 36.3 –31.7
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table a.3 (continued)

Year Gold imports Gold Exports Balance

1928 3.8 0.4 3.4
1929 6.3 0.1 6.2
1930 35.8 308.7 –272.9
1931 48.4 419.9 –371.4
1932 28.1 122.5 –94.4
1933 24.0 24.5 –0.5
1934 31.4 0.3 31.0
1935 33.5 2.0 31.5
1936 51.2 0.7 50.5

source: Nihon Ginko Tokeikyoku 1966: 298–299.
note: Negative numbers indicate a net outflow.
a = ¥47,000.
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11. Tokyo Nichi Nichi Shinbun 3/4/1927, in SNJ 1: 80.

304 Notes to pages 000 – 000304 Notes to Pages 172 – 78

UC_Metzler-C.qxd  11/22/2005  12:52 PM  Page 304



12. Osaka Mainichi Shinbun 3/15/1927, in SNJ 1: 80.
13. Kataoka in Osaka Asahi Shinbun Keizaibu 1999 [1928]: 91.
14. Kataoka to Diet budget committee, 3/14/1927, in NKS-S 25: 432.
15. NGHS 3: 16, 35, 72.
16. Kataoka’s defense of his actions is given in his 1928 Osaka Asahi Shinbun

interview and in his subsequent autobiography and history of the period (Kataoka
1934).

17. NGHS 3: 187.
18. Walton 1976, ch. 9.
19. NGHS 3: 40–41; IJD: 314–317. Inoue was also the House of Peers repre-

sentative on the committee.
20. NGHS 3: 193.
21. Takahashi Korekiyo 1936a: 317–318.
22. NGHS 3: 179.
23. Takahashi Korekiyo 1936a: 317–318.
24. Takahashi Korekiyo 1936a: 321–324.
25. Chugai shogyo shinpo 4/24/1927, in SNJ 1: 80–81.
26. Chugai shogyo shinpo 4/23/1927, in NKS-S 21: 761–762.
27. Ikeda S. 1949b: 128.
28. Takahashi 3/7/1932, in Takahashi Korekiyo 1936a: 59.
29. Takahashi Korekiyo 1936a: 329–331.
30. Teranishi 1989: 205.
31. Inoue 5/26/1928 report, TWLP 186–28.
32. Bamba 1972: 315.
33. Hara A. 1981: 85–86, 100–102.
34. This was the judgment of Thomas Lamont (Lamont to H. Kashiwagi

10/16/1923, TWLP 186–16).
35. Tsushima 1963: 141; Lamont to Morgan & Co. 11/1/1927, TWLP 190–6.

After sixteen years as Japan’s overseas Wnancial commissioner, Mori retired in May
1927 to join the House of Peers. He was replaced by Tsushima Juichi, who had been
private secretary to Finance Minister Takahashi in 1920.

36. Mitani 1975: 175.
37. E. Lamont 1994: 232.
38. IJD: 390, 396; E. Lamont 1994: 232–234.
39. These were Mortimer Schiff of Kuhn, Loeb; Charles Mitchell of National City

Bank; and George Baker of First National Bank (Mitani 1975: 175).
40. TWLP 189–27, various memos, 9–10/1927.
41. “Mr. Lamont’s Duty,” The Nation, 12/14/1927, p. 671; FRUS 1927, 2: 482–

492; Iriye 1965: 187–190.
42. Tsushima 1963, 2: 255–256.
43. Péteri 2002: 95–97.
44. Inoue column in the Kokumin shinbun of 10/31/1927, reprinted in IJD: 397.
45. Inoue speech of 10/4/1927, in IJD: 391.
46. TWLP 190–9; Ito M. 1989: 135. Lamont apparently said nothing to the State

Department about the SMR loan until after his trip (Kellogg to Mayer, 11/21/1927,
in FRUS 1927, 2: 483–484).

Notes to pages 178 – 85 305

UC_Metzler-C.qxd  11/22/2005  12:52 PM  Page 305



47. Thomas W. Lamont and Jeremiah Smith Jr., “Memorandum on Japanese
Conditions,” TWLP 190–6 (my italics).

48. Lamont and Smith, “Memorandum,” TWLP 190–6.
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8. Inoue 1929c: 174.
9. “Kyu heika kaikin ron” (Lifting the [gold] ban at the old par), 8/1929, in
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11. Inoue 1929c: 173.
12. Tsushima, in Ando 1965–66, 1: 62; Aritake 1967, 1: 329, 330, 335.
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hashi Korekiyo 1938: 121.
40. For a contemporary feminist criticism of the retrenchment policy, see Hira-

tsuka Raicho’s October 1929 essay, in Hiratsuka 1984, 5: 144–151, and the discus-
sion in Metzler 2004b: 342–344.

41. Shen 1941: 151–152; Lai and Gau 1999, ch. 2.

Notes to pages 204 – 12 309

UC_Metzler-C.qxd  11/22/2005  12:52 PM  Page 309



42. Lamont to Morgan partners, 9/11/1929, TWLP 187–1.
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the Bank of England refrained from taking part in the credit.

56. Morgan & Co. to Inoue 11/19/1929, TWLP 187–2.
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4. Takahashi to House of Representatives, 1/21/1932, in NKSS-S 21: 151; Taka-

hashi Korekiyo 1932: 169, from which the translation is taken. Takahashi’s stand-
point here seems to reflect the ideas of Fukai Eigo.
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enthusiastic popular reception, Large 2002.

24. Bryan 1896: 205; Muto 1930: 62. Whether Muto Sanji’s impassioned attacks
on Inoue had affected the murderous intentions of the young men of the Blood
Pledge Corps or not, Muto was clearly sensitive on the matter and in his 1934 auto-
biography was at pains not to speak ill of his slain antagonist. Muto himself became
a collateral victim of industrial rationalization, assassinated in 1934 by an unem-
ployed worker.
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