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Foreword

IMAGES of one country usually change very slowly in the mind of another.
Thus it is remarkable that in a span of a decade or so, the popular image
of Japan has changed from that of a struggling country requiring U.S. eco-
nomic help and protection to that of the leading challenger of American
economic prowess and competitive strength. Furthermore, the reality of
change was even more dramatic than the perception. Japan emerged from
the widespread destruction of the Second World War to become the world’s
third largest industrial country in less than twenty-five years. In a span of
only five years, from 1965 to 1970, Japan actually doubled its industrial
capital stock—a feat never before accomplished by an advanced industrial
country. In international trade, Japan shifted from being mainly a provider
of labor-intensive products, such as textiles, pottery, and Christmas tree
ornaments, to being the world’s leading exporter of steel, ships, optical
equipment, and consumer electronics and a leading contender in heavy
machinery and sophisticated business machines. Similarly, Japan changed
from being a country with a weak international balance of payments to being
one with the strongest, from a borrower in international money markets to a
considerable lender to other countries.

The Japanese miracle clearly invites detailed economic analysis. Though
the studies leading to the publication of this book began in 1972, the Institu-
tion’s interest in the subject can be traced back to a 1969 visit to Japan by
one of its senior economists to attend a conference and his astonishment at
what he found about him. Vast and detailed literature on the Japanese econ-
omy does exist, but it is in the Japanese language and well-nigh inaccessible
to the Western world. Consequently, Americans, Europeans, and others in-
terested in understanding one of the most significant developments in postwar
economic history have had to rely on translations (often of poor quality),
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the writings of a few Western specialists, and sketchy newspaper and maga-
zine coverage.

This book helps to fill the gap. It adds to the literature on the Japanese
economy accessible to readers of English by explaining how the Japanese
have managed their economy during the last twenty years and assessing
Japan’s present and future economic prospects. Its main purpose is to con-
tribute to better informed policymaking toward Japan in both the public and
the private sectors.

This book is in some ways similar to an earlier Brookings study published
in 1968, Britain’s Economic Prospects, by Richard E. Caves and ten associ-
ates. In that project, as in this, a group of leading U.S. social analysts was
assembled to make an intensive study, each in his own field of expertise, of
recent developments in a single nation and to evaluate that nation’s per-
formance. Unlike Caves and his associates, however, the group that prepared
the present volume includes members not previously familiar with the country
in question. Although the project directors, Hugh Patrick of Yale University
and Henry Rosovsky of Harvard University, are noted experts on the Japa-
nese economy, the other American authors were without earlier exposure to
Japan or specialized knowledge of the structure and behavior of its economy.
The impossibility of assembling in the United States a group consisting en-
tirely of experts on Japanese economic affairs of a stature matching that of
the project directors is evidence of the lag between Japanese economic ac-
complishment and Western understanding.

The project was organized with the cooperation of a Japanese Advisory
Committee comprising Dr. Saburo Okita, then president and now chairman
of the board of the Japan Economic Research Center, Professor Kazushi
Ohkawa of Hitotsubashi University, and Professor Tsunehiko Watanabe of
Osaka University. Also, with three exceptions, each U.S. author was paired
with a younger Japanese scholar to encourage cooperative research and to
enable the American partners to overcome obstacles, such as the language
barrier, associated with working in an unfamiliar cultural setting. Each U.S.
author made at least one extensive research trip to Japan, and several of the
Japanese scholars visited their collaborators in the United States.

Apart from the contribution to knowledge represented by the publication
of this study, the project has added eleven American scholars to the roster
of those well acquainted with Japan. This diffusion of expertise among U.S.
economists constitutes a by-product of the project whose value will increase
as time passes.

The Brookings Institution and the authors express their appreciation to
the Japan Economic Research Center for its cooperation throughout the
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project. The Center was host to the U.S. authors during their visits to Japan,
helped select and organize the Japanese collaborators, and assisted in arrang-
ing interviews for the authors with knowledgeable Japanese government
officials and private citizens. The authors’ research benefited greatly from
the close association between Brookings and the Center.

The authors also acknowledge with gratitude the cooperation they received
from various organizations and from many persons in government, business,
labor unions, and the universities. (Individual acknowledgements appear in
each chapter.) Without such assistance, the authors could not have carried
out their tasks.

The book was edited by Ellen A. Ash, with the assistance of other mem-
bers of the Brookings publications staff. The risk of factual error was re-
duced by Genevieve B. Wimsatt, who verified source data and references.
The indexes were prepared by Florence Robinson.

The project was supported by a grant from the Andrew W. Mellon Foun-
dation. Funds were also provided by the Bureau of Economic Analysis of
the U.S. Department of Commerce for preparing the estimates of the sources
of Japanese economic growth presented in Chapter 2.

The views expressed in this book are those of its contributors, and should
not be ascribed to the staff members, officers, or trustees of the Brookings
Institution, to the Andrew W. Mellon Foundation, or to the Bureau of Eco-
nomic Analysis.

KERMIT GORDON
President
December 1975
Washington, D.C,
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JAPAN’S SURGE over the past quarter-century, seemingly from nowhere,
to join the vanguard of the world’s economies has been an unprecedented,
exciting, and at times disruptive event. By any economic criteria Japan is
now an immense, rich nation. Since the mid-1960s it has ranked third in
total gross national product (GNP), still substantially behind the United
States and Russia, but somewhat ahead of West Germany, France, and all
other nations; in 1973 its GNP was about $400 billion. This output was
produced and used by some 108 million Japanese citizens, a figure that is
about double the population of major European nations. Thus, by 1973
GNP per capita was about $3,700, more than that of Italy and the United
Kingdom, though still somewhat less than that of West Germany and
France, and only three-fifths that of the United States level.! Living stan-
dards were relatively lower in Japan, where a smaller proportion of produc-
tion is devoted to private consumption and to the provision of public
services, yet certainly in most respects they are comparable to those in
Western Europe.

In a historical perspective, wealth and economic strength have been
achieved rapidly indeed. The Japanese postwar rate of growth is unprec-
edented, though the economic performance during the 1960s of such de-
veloping countries as South Korea, Taiwan, and Brazil suggests that the
Japanese rate may not be unique. Nonetheless, between 1951 and 1973
the Japanese economy grew at an average annual rate of 10 percent in real
terms, which represents a seven-and-a-half-fold increase in the size of real
GNP. What makes this economic performance even more impressive is that
it has occurred in a nation geographically small relative to its population,?
and with very limited natural resources. Data comparing Japan’s overall
economic performance with that of Western Europe and the United States
appear in Table 1-1.3

Note. We have benefited from the research assistance of Robert Feldman, especially
in the preparation of the tables.

1. Computed at an exchange rate of ¥280 = $1. Direct comparisons are difficult
owing to differences in purchasing power and spender preferences. The rapid changes in
relative prices that began in 1973 also obstruct international comparisons. See Inter-
national Economic Report of the President, February 1974, p. 91.

2. Japan's area, 377,420 square kilometers, is about 10 percent smaller than Cali-
fornia and two-thirds the size of France; it is, however, one and a half times the size of
the United Kingdom or West Germany. For a good introductory geography, see Toshio
Noh and Douglas H. Gordon (eds.), Modern Japan: Land and Man (Tokyo: Teikoku-
Shoin, 1974).

3. It should be noted that problems in international comparability arise in the defini-

3
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6 HUGH PATRICK AND HENRY ROSOVSKY

To many observers, Americans and others, this economic performance
has appeared virtually miraculous. Some have sought to locate the source
of this “miracle” in allegedly unique Japanese features——government policy
or leadership, labor-management practices and institutions, or more vaguely
defined cultural attributes. We gently suggest that Japanese growth was not
miraculous: it can be reasonably well understood and explained by ordi-
nary economic causes. Part of the problem for the foreign observer has
been that most of us have been ignorant of Japan, which makes us particu-
larly susceptible to the use of stereotypes and ideal-types, both as applied
to Japan and in making comparisons with other countries.

This book attempts to cut through simplistic stereotypes in order to pro-
vide interpretations of major specific aspects of the Japanese economy, as
seen through American eyes. In this introductory chapter we provide a
broad overview, without attempting to summarize the major points or con-
clusions of the succeeding chapters. We begin with a brief historical sum-
mary, which then is amplified in sections on the postwar domestic economic
performance, the evolving role of the government, and Japan’s expanding
presence in the world economy.*

Historical Summary

Although the purpose of this volume is to provide an overview of the
contemporary Japanese economy and its remarkable growth since World
War II, a few paragraphs must be devoted to describing historical develop-
ments up to that time. Although in doing so we cannot avoid superficiality,
it is necessary to remind ourselves that Japan’s modern economic history
did not begin with the end of the war. By the end of World War II, Japan
had experienced nearly a century of modernization, and even one hundred
years ago it was not a typical underdeveloped country.

tion and measurement of these economic indicators. There are also minor differences
between some data used here and those used in other chapters in this volume, depending
on their purposes and sources.

4. For a more detailed treatment in historical perspective see Kazushi Ohkawa and
Henry Rosovsky, Japanese Economic Growth: Trend Acceleration in the Twentieth
Century (Stanford University Press, 1973). Certain of the approaches taken in this
chapter were foreshadowed in Hugh Patrick, “The Phoenix Risen from the Ashes:
Postwar Japan,” in James B. Crowley (ed.), Modern East Asia: Essays in Interpretation
(Harcourt Brace and World, Inc., 1970). Good contemporary surveys of the Japanese
economy, published annually, include Economic Planning Agency, Economic Survey of
Japan (Tokyo: The Japan Times), and Organisation for Economic Co-operation and
Development, Economic Surveys: Japan (Paris: OECD).
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Tokugawa Japan

From the early seventeenth century until 1868, Japan was under the
feudal rule of the Tokugawa family. During that period, the economy can
certainly be described as traditional. Approximately three-quarters of the
working population was engaged in peasant agriculture. This group paid
a heavy annual harvest tax that supported a hereditary warrior class, the
samurai. 'Western technology was nearly entirely unknown; indeed, with a
few insignificant exceptions, all contacts with foreigners were strictly for-
bidden and the Japanese themselves were not allowed to go abroad. Non-
agricultural economic activity consisted of the usual crafts and services, all
employing typical labor-intensive methods. Population growth was very
slow: in 1600 there may have been 25 million Japanese; by 1868 there
were perhaps 30 million.

Some other features of Tokugawa Japan deserve mention. Japan at that
time was a country, almost in the contemporary sense of that word: it
possessed functioning local and central governments that had preserved
pcacé for about two hundred years, a system of courts, and other admin-
istrative services. By the standards of the time it was also relatively urban-
ized, containing three of the largest cities in the world: Edo (now Tokyo),
Kyotp, and Osaka. The educational levels of its citizens were also unusual,
in that some formal schooling was available to about half the male popu-
latidn. This leads to an important conclusion: “In Tokugawa Japan the gap
between economic and ‘other’ backwardness was unusually large, and this
made the prospect of modern economic growth all the more promising.
This gap between the technology actually applied and the capability of bor-
rowing and absorbing more advanced methods based on a well-functioning
sbciopolitical infrastructure deserves particular stress because it has been a
fundamental factor in Japan’s success.””?

Modern Economic Growth

In 1868, under a variety of internal and external pressures, the Toku-
gawa regime yielded power to the restored imperial dynasty; the Meiji
restoration was to see a series of revolutionary changes. The old social and
economic order was discarded, frontiers were opened to foreign commerce
and know-how, and the new rulers set themselves the task of building a
modern country on the basis of an industrialized economy. Japan became

5. Ohkawa and Rosovsky, Japanese Economic Growth, p. 8.



