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also by the Ashikaga in the fourteenth century. The
polll‘lcal authority vested in leyasu and his heirs is
referred to in English as the shogunate or the bakufis
(lit. “tent government”), terms also used to refer to
the earlier warrior governments of Japan. In prin-
cple, leyasu was merely the most powerful of the
daimyd, each of whom was the sovereign of his
respective han. In fact, leyasu reserved to himself
alone certain rights, including the right to establish
foreign policies, theright toissue national currency,
therightto blish dards of

ment, and the right to remove other daimyd who
threatened the hegemony of the bakufu or otherwise
gave offense to the shogun. All daimyi including the
shogun were dynastic in character; as a general rule,
each dainiyd was succeeded by his eldest son.

The daimyd were divided by leyasu into distinct
groups. Tozama daimya, or “outside” daimyo, were
those who had accepted Tokugawa hegemony only
after the battle of Sekigahara; some of them
had fought on the losing side, others had remained
neutral. The fudai daimyd, or “house” daimyd, had
been allied with leyasu at Sekigahara. And the
shinpan daimyo were blood relatives of leyasu and
represemed a collateral line of ascent should the
main line fail to produce an heir. leyasu exercised his
prerogative as the victor of Sekigahara by reassign-
ingsome of the tozama daimyd to less prosperous han
than the ones they had earlier controlled, conferring
their original han upon fudai daimyd. leyasu himself

led the most prosp han ot all, called the
tenryo (lit. “emperor’s realm”), which in theory he
administered on behalf of the emperor, the symbol
of political authority but in effect only a figurehead.
The tenryd encompassed about a fifth of the entire
land area of Japan. It included the major cities of Edo
(now Tokyo), Osaka, and Kyo (now Kyoto), the
ancient capital and site of the imperial court.
Eventually about a third of the population of Japan
came to reside in the tenryd.”

leyasu made his headquarters at Edo (renamed
Tokyo in the nineteenth century). Prior to this time
Edo had been a minor fishing village of little signific-
ance, but by 1700 it had perhaps a million residents
and was the most populous city in the world at
that time. Its importance as a center of culture and
government is indicated by reference to the two
and a half centuries of Japanese history during the
Tokugawa dynasty as the “Edo Period”.

Economic History 1603-1912

The sources of revenue both for the bakufu and
the daimyd were mainly rice taxes collected from the
cultivators. Official han monopolies of the produc-
tion of goods like sake, rapeseed oil, crafts, and the
like were additional minor sources of revenue for
many daimyd. Also, city dwellers were obliged
to pay a head tax. There did not exist free commer-
cial intercourse among the han. Rather, daimyd
introduced protectionist policies, charging tolls to
travelers passing through, taxing imports from
other han, or even banning such imports altogether
where these competed with official local monopol-
ies. The daimyd were not required to remit taxes
to the bakufu but were occasionally called upon to
assist in the building of public works (tetsudai) and
were also expected to supply guard contingents
to imperial and bakufu facilities. Neither obligation
wasan important permanent drain upon the daimyd
finances.

This baku-han (i.e. bakufu and han) political system
initiated by leyasu was perpetuated with few changes
by his dynastic heirs. The stability of the system was
due in large part to various control measures which
came to have an important bearing on the economic
development of Japan. These included the caste
system, alternate attendance, the system for collect-
ing rice taxes, and the seclusion policy.

The caste system (shi-no-kG-sho)

During the Tokug; era, the Jap popul

was stratified into social castes by shogunal decree.

Shinto and Buddhist priests, and doctors, were out-

side the caste system, but nearly everyone else fell

into one of four groups: samurai, farmer, artisan,
and merchant (shi-no-ko-sha). There were other
categories as well, the emperor and his family and
the court nobles at one extreme and the outcasts at
the other, but these groups did not include a signific-
ant fraction of the general population. Assignment
toa particular caste was according to birth: only the
children of samurai were samurai, and any child of
amerchant would also be a merchant. As a popular
saying of the day had it, “The offspring of a toad is

% On the detalls of the Tokugawa governmental system
and the ancillary political controls that perpetuated it, see
1. G. Tsukahira, Feudal Control in Tokugawa Japan: The Sankin
Kotai System, Harvard University Press, 1966, pp. 5-27.
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of persons from every part of Japan to Edo. Because
daimyd families were the wealthiest in the country,
Edo became a major consumption center. Extensive
commercial activity developed in Edo to supply
the daimyd, their families, and retainers with the
daily necessities in exchange for the rice taxes
collected in the various han. The most prosperous
han were located in the western part of the country.
Consequently a pattern of trade emerged in which
rice collected as taxes in the western san was shipped
to Osaka where it was stored in warchouses and
sold, and bills of trade issued in payment for the rice
were exchanged for consumption items in Edo."
(Osaka thus became a great entrepot for the entire
country. There developed in Osaka sophisticated
commercial institutions such as a kind of fractional
reserve banking based on the issuance of warehouse
receipts for rice, wholesaling networks, and even
futures markets.'* If as a result of sankin kdtai Edo
had become the city of samurai, then Osaka had
become the city of merchants. The twocities exhibit
some of these same ambiences even today.

Besides contributing to the development of Edo
and Osaka, sankin kdtai had significant economic
effects in many of the han. Some han, particularly
those to the west of Osaka, were favorably situated
to benefit from the expenditures by daimyo proces-
sions from more distant han. These processions were
strictly governed by shogunal decrees to be com-
mensurate in all details to the social rank of the
daimyds that led them. The processions of the highest
ranking daimyd were quite elaborate, and typically
included hundreds of servants, retainers, advisers,
and so on. If spending by these processions stimu-
lated the economies of some han, it is equally true
that they acted as a drain on other less favorably
situated han. Those han located in the far reaches
of Tohoku (the north-east of the main island) had
to pay taxes to finance spending in other han
and in Edo without themselves gaining any such
commerce.

An additional consequence of the sankin katai
institution is that it added impetus to the develop-
ment of roads and coastal waterways connecting
Edoand Osaka to the farther reaches of the country.
The famous Tokaido, depicted in the masterful
woodblock prints of Hiroshige, was among the well
traveled roads that originally had been developed to
accommodate the daimyd processions.

Economic History 1603-1912

Just as the high and mighty had duties to fulfill, so
too did the low and common. And for the farmers,
or peasants, the most important duty was the pay-
ment of taxes.

The honbyakushd system

Though the daintyd were ostensibly the sovereign
rulers of their respective han with independent
powers to set taxes on their subjects, there did exist
a system of collecting land taxes that was quite
uniform throughout Japan, referred to as the
honbyakushd (lit. original farmers) system. In1582-98
Hideyoshi had undertaken a cadastral survey of all
the arable land and recorded the name of the head
of each ie responsible for paying taxes on each
specific parcel. These honbyakusho and later their
familial successors were divided into groups of five
members. Within each such group, allmembers were
held responsible for shortcomings in tax payments
by any one of them. Each village had a designated
headman, in some instances elected and in others
hereditary, who was the official tax collector and
intermediary between the samurai and all the groups
in the village. In fulfilling the various duties associ-
ated with the payment of taxes, villagers evolved a
remarkable facility for enforcing advantageous rules
ofsocial behavior, and as aresult grew more product-
iveand more governable.'*

The base for the land tax was output, so that the
amount of rice collected varied from year to year
with the state of the harvest. There was a natural
incentive to understate the true size of the harvest,
but by test plots and unannounced inspections the
state of the harvest was independently measured by
samurai assigned to this task. The tax rate was in
principle 40 percent but in fact varied from place to
place and over time. The kokudaka, the aggregate

2 Onthedetailsof these advanced
see E. S. Crawcour, “The Development of a Credit System
in Seventeenth Century Japan”, Journal of Fconomic History,
vol. 20,10, 3 (September 1961, pp. 342-60. i

' The indigenous development and evolution of cotton
futures markets In Osaka during the Tokugawa period is
described in some detail by Willlam B. Hauser, Fconomic
Institutional Change in Tokugawa Japan, Osaka and the Kinai
Cotton Trade, Cambridge University Press, 1974,

'* On this point see James I. Nakamura, “Human Capital
Accumulation in Premodern Rural Japan®, fournal of Economic
History, vol. 41, no. 2 (June 1981), pp. 263-81.
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hegemony, daimyd and their forerunners perceived
a smaller expected return from land reclamation
and irrigation projects because of the possibility of
its forfeiture in the vicissitudes of civil war. Under
the baku-han system daimyé were secure in their
exclusive rights to levy taxes on the lands within
their own han. To induce the cooperative efforts
of farmers in land reclamation, daimyd proffered
temporary exemptions from taxes for newly
reclaimed rice fields (shinden). By the end of the
seventeenth century this process had approached
the fundamental limits imposed by the mountain-
ous geography of the nation. Further economic
expansion would require either the discovery and
diffusion of superior methods of production, or
the accumulation of physical and human capital.
The historical record of the late Tokugawa era affords
evidence of both technical change and capital
accumulation.

From 1700 to 1850 Japan’s population seems
to have grown hardly at all, remaining at about
30 million persons. The view, once dominant among
historians, that these statistics bespeak famine,
pestilence, and human misery has fallen under the
weight of evidence that Japanese families in the
late Tokugawa era voluntarily limited their size, to
accumulate per capita wealth. Restriction of mar-
riage to the first-born son, who was the only one to
inherit family property, and delayed age at marriage
were characteristic of samurai and peasant families
alike in the late Tokugawa era. Infanticide afforded
further controls on family size, particularly for peas-
ants. Thomas C. Smith examined Japanese village
registers and determined that the recorded sex ratio
(ratio of male to female registered births) frequently
diverged from one, indicating sex-selective popula-
tion control, i.e. infanticide.'” Smith focuses on
infanticide, roundly condemned even in Tokugawa
Japan, because its incidence can be measured indi-
rectly through the recorded sex ratio, not because
that was necessarily the most important or pre-
valent method of family planning in early modern
Japan. But if infanticide reflects economic calcula-
tion, 50 too must have other methods of restraining
family sizes. Smith found that the variation in the
recorded sex ratio over time and across geographic
locales reflected the presence or absence of female
by-employment opportunity and the relative diffi-
culty of partitioning holdings among male heirs,

Economic History 1603-1912

both of which would be logically associated with
economic incentives of families to exercise sex-
selective population control.

The rational attempts of late Tokugawa Japanese
families to accumulate wealth and raise living
standards, and not only through population con-
trol, seem to have achieved a modicum of success.
Increasing commercial activity, including farm
family by-employments (spinning, weaving, pottery
making, etc.), increasing trade within Japan, increas-
ing improvements in irrigation and fertilization,
and the selection and diffusion of improved strains
of rice are all characteristic of eighteenth-century
Japan. These developments progressed more rapidly
and more completely in regions of Japan that con-
tained the most fertile lands, and which afforded
relatively greater opportunity to evade onerous
government restrictions on productive activity.'
T'he geographic regions around the shogunal capital
of Edo (now Tokyo), the major cities of Osaka and
Ky6 (now Kyoto), and in much of the western parts
of Japan fared rather better economically in the
Tokugawa era than did the regions of the north-east
(Tohoku).

By the early nineteenth century, rice taxes, head
taxes on city dwellers, and franchised monopolies
were becoming less and less effective at maintain-
ing the samurai’s share of Japan’s rising national
income."” Daimyd and bakufu alike resorted to
debasement of the currency to enhance fiscal
resources, with the inevitable result that prices rose
and barter displaced monetary trade. Price controls
only worsened the state of affairs. Repeated unsuc-
cessful attempts to ban or discourage farmers from
engaging in by-employments also failed to enlarge
the collection of rice taxes. Attempts to raise the rice
tax rates met with stiff resistance and occasional
armed insurrection.

"7 Thomas C. Smith, Nakahara Family Farming and Population
inaJapanese Village, 1717-1830, Stanford University Press, 1977

'* Fordetails, see Kozo Yamamura, “Towards a Reexamination
of the Economic History of Tokugawa Japan, 1600-1867", Journal
of Ecanomic History, vol. 33, no. 3 (September 1973), pp. S09—46,

' Ina careful study, Kozo Yamamura demonstrates that the
bannermen (hatamoto), among, the highest ranking samural
other than daimyd, maintained relatively constant real Income
throughout the Edo Period, but grew increasingly discon-
tented as the incomes of peasants and others rose relative to
theirown. See Kozo Yamamura, “The Increasing Poverty of the
Samural in Tokugawa Japan, 1600-1868", Journal of Economic
History, vol. 31,n0. 2 (June 1971), pp. 378 406
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tions also to open trade with Japan if feasible, but
theenvoy died en routeand matters went no further
atthattime. Twenty yearslater, another US president,
Millard Fillmore, dispatched a naval flotilla under
thecommand of Commodore Matthew C. Perry with
instructions to demand coal depots and supply
stations for American ships, permission for American
vessels o enter Japanese ports (to be designated by
treaty) for the purpose of trade, and amicable treat-
mentof any Americans marooned on Japan.

Perry reached Uraga harbor near Edoiin 1853 and
presented the American demands, promising to
return for the answer a year later. After unpreced-
ented consultation with the leading daimyd, the
bakufu agreed in 1854 to the treaty of Kana’yw‘
which allowed American shipsto obtain provisions
at Shimoda (on the Izu peninsula southof Edo) and
Hakodate (in the northern island of Ezo, now 1
Hokkaido), and also provided for a"‘ Amca %
<consul posted in Japan to negotiate f e
fcl;lium between the twp Nations, e
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As foreigners came to the treaty ports ang trade
commenced on large scale, Japan’s two Centurie,
of secluston finally ended. During these early yegrs
of open trade, foreigners gainedan unsavory reputy.
\ion in Japan for sharp practices and exploitatiy,
behavior. It did not help matters that in the Treaty
of Amityand Commerce the shogunate had yiel g
{0 the American consul Townsend Harris's stubhyy,
insistence that the official foreign exchange 1y,
between Japanese and foreign coins should equy|
the coins’ relative contents of precious metal. Sijyer
coins circulating in Japan in the 1850s held far los
value as precious metal than the coins’ exchange
value in terms of other goods. This was less true of

thegold coinsthen circulating in Japan. The priceof
Japan's gold coins in terms of its silver coins in 185§
was such that, by trading Japanese silver coins for
gold coins, one obtained gold of 3.45 times greater
value on the world market than the silver metal
given up. The Mexican silver dollars that were the
predominant international currency of the Orient
atthat time were virtually acommodity money, the
equivalent of bullion. To forestall foreigners’ trading
Mexican silver dollars to the bakufut for Japanese
silver coins at the unfair exchange rate stipulated
in the treaty, and trading the Japanese silver coins
for gold ones, the bakufu at first, in June 1859
attempted to remint Japan's silver coins, increasing
their value relative to gold, and, under the terms
of the treaty as understood by the bakufu, thercb”

Increasing their foreign exchange value. Butamon!’

later, after foreign protests, it had to abandon this

schemeand proceeded instead to make the best of?
bad situation by reminting the gold coins, gre!!®
inflating their issue and thereby degrading (/"
valuerelative toindigenous silver coins (which tal*’
allowed to depreciate in value in terms of dome!
£00d5). This eliminated the unfair foreign arPit%
but also led 0 a four-fold increase in Japane
pricesbetween 1860 and 1866.”
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* Elpyemahi Shimbo, “The Tokugawa Monctary TV 110
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- 00ny. v01.15 (1978, pp. 10124,
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The massive inflation can only have exacerbated
the already tense relations between Japanese and
foreigners and further tested the shogunate’s
increasingly tenuous hold on power. In 1858 the
reigning shagun had died withoutan heir, and in the
succession dispute and aftermath there ensued
purges, executions, and assassinations. Amidst this
turmoil, the opening of the treaty ports soon pro-
voked terrorist activity directed against foreign
residents. In retaliation, the British navy in 1863
bombarded Kagoshima, a harbor city in Satsuma (in
south-west Kyushu, today’s Kagoshima prefecture),
and the following year it destroyed a coastal battery
in Choshii (at the extreme western tip of the main
island of Japan, today’s Yamaguchi prefecture).
Delay in implementing the terms of the 1858
treaties provoked the threat of a further armed
response. In 1865 an allied flotilla entered Hyogo
(today’s Kobe) and succeeded in gaining imperial,
rather than bakufu, ratification of the treaties, now
revised so that Japanese tariff rates (tax rates on
imports) would be subject to ceilings averaging
about 5 percent, not 20 percent as before. These
“unequal” treaties, forced on Japan at gunpoint,
would be honored by subsequent Japanese govern-
ments, but not without rancor.

By 1867 the end of the shogunate was assuming
an aura of inevitability. On January 3, 1868, armies
of several han from the south-west of Japan entered
Kyoto and announced the establishment of direct
rule by the Meiji emperor, then a boy of fifteen, a
“restoration” of the form of government historic-
ally assumed to have existed in Japan of the seventh
century. In fact, the new government was a virtual
oligarchy primarily comprised of the leading figures
of the Satsuma and Chéshi lan governments which
had spearheaded the rebellion. Armed resistance to
the new government was feeble and unsuccessful.

Early steps of the new government,
1869-1871

lmmcd!:m’ly following the 1868 Meiji Restoration,
the newly proclaimed ruling council of govern-
ment, the dajokan, acted quickly to consolidate its
authority. At first the Meiji leaders merely usurped
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todo likewise and function largely as before. During
this very early period they had nowayofaugmenting
finances to meet the continuing threat of internal
military crisis except to issue inconvertible paper
money, and this they proceeded to do.
Under the earlier regime, gold-based currency had
circulated in Edo (which the Meiji oligarchs now
renamed Tokyo) and silver-based currency had
circulated in Osaka and elsewhere. In 1868 the
dajokan ordered the conversion into newly issued
paper notes of all indigenous silver-based currency.
In the treaty ports silver “trade dollars” continued
to circulate. The money of various kinds in circula-
tion now included inconvertible notes (hansatsu)
previously issued by the daimyo, as well as gold,
silver, and copper coins issued by the bakufu, and
Mexican silver circulating in the treaty ports. To these
were now added the inconvertible notes of the Meiji
government, optimistically labeled “gold notes”
(kinsatsu). The nominal money stock in Japan was
expanded by approximately 100 percent in the first
year after the restoration. In 1869 prices rose to one
and a half times their levels of the previous year.”!
The gold notes were in fact never convertible into
gold. Silver trade dollars now began to circulate
throughout Japan, not only in the treaty ports as
before. Attempts to establish a gold standard by fiat
had resulted in what the government of Japan later
referred to as a “de facto silver standard”.* Actually,
the paper money that continued to circulate was not
made fully convertible even into silver until 1886.
InJuly 1871, the Meiji government, ina promulga-
tion known as haihan chiken, abolished the an, and
replaced them with new political units, three fu and
302 ken, both called “prefectures” in English. In
November the same year it consolidated these into
three fuand 72 ken. Japan today has 48 prefectures.
With haihan chiken, the dajokan assumed all debts
and obligations of the daimyd rulers of the 260 harn.
It discharged these claims by the forced conversion
of notes previously issued by the han governments
into interest-bearing paper notes (dajokansatsu)
denominated in the newly defined unit of account,
the “yen”. The gold notes previously issued by the

' Shimbo Hiroshi, “Kinsei no bukka to keizal hatten”

the position previously occupied by the B
bakufu, continuing both to collect rice taxes and to
Pay samurai stipends, and allowed han governments

(Economic t and the price level in pre-modern
Japan), Toyo keizai shinpo sha (1978), table 5-9, p. zl:;:

* Matsukata Masayoshi, Report on Adopti the Gol
Standard, Tokyo, 1899, sect. 3, ;Tm. e i
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Figure 2.3. Net value added in manufacturing and
mining versus that in agriculture, forestry, and fisheries,
allin 19346 prices, 1885-1940

Besides manufacturing and agriculture, Japan’s net national
i f ion, services, transport,

product D
and telecommunications.
Source: LTES, vol. 1 (1974), table 24, p. 226.

for another third.) Factory output in the 1890s
represented only about 15 percent of Japan’s value-
added in manufacturing and perhaps 3 percent of
net national product. More significantly, cotton
spinning firms were among the first large joint-
stock enterprises to succeed in Japan (banks were the
first), and in the subsequent decades there would be
many more. As Figure 2.3 illustrates, manufacturing
outputwas now growingat a faster rate than agricul-
tureand would eclipse it by around 1930.

Textiles carried a much greater weight in Japan's
foreign trade than in its output. Cotton yarn and
rawsilk, together, accounted for about half of Japan's
exportsin the last decade of the nineteenth century.
Raw cotton accounted fora third of Japan’simports.
Clearly, a substantial portion of Japan’s gains from
specialization arose from the manufacture of cotton
yarn and raw silk. The profitability of these indus-
tries derived partly from the fact that their mech-
anization required only an incremental change in
long existing cottage industries. In the Edo Period,
cotton spinning and silk reeling had both become
significant by-employments of farmers using hand
tools and primitive methods. Furthermore, even
after mechanization in the 1880s and 1890s, both
cotton spinning and silk reeling were relatively
labor-intensive (often therefore described as “light”
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industries). In short, both employed readily
available, indigenous resources.

A further, unusual, development had contributed
tothegrowth of silk reelingin Japan. Ablight known
as pébrine afflicted the silkworms of Europe begin-
ningin 1852 in the south of France and continuing
in the early 1860s in Italy, wiping out sericulture in
Europe precisely at the point when Japan opened to
foreign trade. The resulting increase in world price
of silk products contributed greatly to Japan’s gains
from specializing in silk production. Beginning in
1865, Louis Pasteur, already famous for his studies
on beer and wine leading to the development of
pasteurization, was set to the task of researching the
silkworm disease. Pasteur did in fact discover a way
of detecting pébrine-infected silkworm eggsand thus
preventing the disease. He published these findings
in 1871 and effectively ended the European blight,
but by then Japan’ssilk industry was well established
on world markets and ripe for mechanization.

Meiji Japan’s direct gains from foreign trade
should not be overstated. From the opening of treaty
ports in 1858, Japan began to export goods having
lower relative prices in Japan than in the world out-
side (raw silk, coal), and to import goods having
higher pricesin Japan (cotton cloth, wool), certainly
achieving gains from pure exchange.”” And, by
expanding its output of the export goods, specializ-
ing, it compounded these gains. However, from
1885 to 1910 foreign trade amounted only to about
10-15 percent of Japan’s national output, and the
direct gains from it were probably a lot less than
this, small in comparison to the gains associated
with economic growth. The opening of Japan to
knowledge of foreign technology did more than
free trade to hasten the country’s advance toward
theindustrial age.

The Meiji government actively encouraged the
infusion of foreign technology. Under the slogan
“increase production, encourage industry” (shokusan
kagya), the Meiji government hired foreign advisers
to set up model factories, including mechanized
cotton spinning factories and silk filatures, though
just how important such factories were to the

** Tor some details on price differences between Japan and
the outside world prior to Japan's opening, see Chapter 8
below, and also J. Richard Huber, “Effect on Prices of Japan's
Entry into World Commerce After 1858”, Journal of Political
Economy, vol. 79 (May/June 1979), pp. 614-28.
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China’s sovereignty over Manchuria. Japan received
no financial indemnity as it had after the war with
China. Japanese deathsin the war with Russia totaled
more than 100,000. Moreover, military expenses
totaling 1,639 million yen (approximately half of
Japan'’s 1905 GNP) had necessitated massive foreign
loans and special taxes.

Assassination of the Japanese resident general in
Korea (Ité Hirobumi, then one of the leading sur-
vivors among the Meiji oligarchs) afforded the pre-
text for Japanese annexation of Korea in 1910.
Japan’s formal empire now included Taiwan and the
Pescadores, the southern half of the island of
Sakhalin (called Karafuto by the Japanese), Korea, a
long-term lease on Port Arthur in South Manchuria,
and concessions in selected treaty ports on the
Chinese mainland.** Extraterritoriality had ended
in Japan itself in 1894. In 1911 commercial treaties
with the United States and other nations com-
pletely restored to Japan control of its own tariffs.
Less than fifty years after the Restoration, all of the
immediate aims of the Meiji oligarchs had been
realized.

Meiji industrialization in light of the
Gerschenkron thesis

Scholars and others have wondered whether the
Meiji transformation of Japan’s economy was sui
generis or, in subtle respects, resembled the experi-
encesof other developed nations. Inaseries of essays,
the famous Harvard economic historian Alexander
Gerschenkron argued that the European process of
industrial lop during the h cen-
tury exhibited some coherent patterns that comport
well with economic logic.** It seems quite natural to
placeJapan within the framework of that argument,
and we shall close our discussion of Meiji industrial-
ization by attempting to do so. The Gerschenkron
thesis holds that, as a general tendency,
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backwardness, the seat of such direction could be found in
investment banks, in investment banks acting under the
aegis of the state, or in bureaucratic controls.*’

The economic sense behind these patterns, and
some of the evidence, can be briefly sketched.
Gerschenkron argued that in the nineteenth cen-
tury, compared with England, which had the most
advanced economy, France was more backward eco-
nomically, followed in order by Germany, Austria,
Italy, and Russia. Here, “backwardness” refers to an
amalgam of factors including low per capita output,
small extent of urbanization, low degree of literacy,
absence of sophisticated business institutions and
practices, and so on. In Gerschenkron’s characteriza-
tion, backward countries exhibited relative scarcity
of skilled and disciplined workers so that their most
economical manufacturing methods employed
labor-saving machines and tools, which required

capital investment. But financing such investment
was problematic because backwardness was apt also
to be associated with factors that inhibited the
process of financial intermediation. For instance, in
order to succeed, private banks themselves require
trustworthy borrowers, willing depositors, and
managers and clerks with business acumen. Lack of
trust in lending could be overcome if banks them-
selves controlled the businesses to which they lent,
but where backwardness was such that banks lacked
sufficient expertise to do this or failed to attract
depositors, then if industrial development occurred
at all it was likely to draw on government direction
and public funds. In France, private banks supplied
most of the investable funds for industrial develop-
mentbut played little role in the actual management
and direction of the businesses to which they lent.
In Germany, which took longer to develop and at
the time was more backwards than France, private
banks themselves organized and managed new
businesses in emergent industries. In the still more

[tlhe more delayed the industrial P of a
country, the more explosive was the great spurt of its
industrialization, if and when it came. Moreover, the
higher degree of backwardness was associated with a
stronger tendency toward larger scale of plant and enter-
prise . .. Finally, the more backward a country, the more
likely its industrialization was to proceed under some
organized direction; depending on the degree of

** For details on Japan’s concessions in China outside
Manchuria, see Mark R. Peattie, “Japanese Treaty Port
Settlements in China, 1895-1937", in Peter Duus, Ramon H.
Myers, and Mark R. Peattie (eds.), The Japanese Informal Empire
in China, 1895-1937, Princeton University Press, 1989,
Pp. 166-200,

* Alexander Gerschenkron, Economic Backwardness in
Historical Perspective: A Book of Essays, Belknap Press of Harvard
University Press, 1962.

7 Ibid., p. 44.
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