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onomic problems confront everyone and as interest in economics
- I ore widespread today than ever it has been, yet the technique -of
X thinking, which is the essential equipment of the economist, is mastered
L g “By Tew. It is the aim of this book to bring that technique within the
P reach of any intelligent person who is anxious not simply to be given
L7 the solutions, but to draw corregg conclusions for himsélf when faced
by the complexities of present and future economic situations. This
introduction to the science opens the way to further reading and study,
but many readers will find that despite its brevity and apparent sim-
plicity, Economics: An Introduction has unexpectedly given them a
firm grasp of the methods of economic analysis achieved by others
only after laborious attentlon to text-books of much greater weight
and length.

In this new edition statisticc have been brought up. to date but
otherwise the highly successful presentation in the driginal Introduction

to Economics remains virtually unaltered. ,7 —
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N.D EQUILIBR}UM
Trav\r@d by E.(Bennathan P
Allen and Unwin have already annouﬂ‘E’d’ an Engllsl(’va'hg by

Mr Kurt Klappholz of Volume Three of ssorfchneider’s famgus
Introduction to Economics under the title come and Emplby-
Eng

ment. Volume Two has already appeared title
_ Pricing and Equilibrium, translated by Professgr T ut sorjpom
the first German edition.

His version has been out of print for some years ard ennathan’s
new edition is based on the greatly enlarged six
old d ﬁrms,le their
economic dispositions. Using parti sis, it describes the
equlhbna corresponding to various dispo nd the effects of
changes in dnsposmons, ending with an gxposifion of the problem of
general micro-economic equilibrium in 2 /statiohary economy.

The book is already known as a remarkably effective piece of teach-
ing—a particularly successful exposition for students. It will be wel-
comed in this enlarged and improved version.

GEORGE ALLEN & UNWIN LTD
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PREFACE

This book is a result of a study of Japan’s economic affairs that
has extended over a considerable period. The study®began during
my residence in the country between 1922 and 1925, and much of
the material that forms the basis of the later chapters was collected
during a second visit paid to Japan in 1936 for the purpose of
investigating economic conditions at first hand. I began to write
the book early in 1939, but the outbreak of the war compelled me
to lay it aside for five years, and at the same time deprived me of
access to some of the primary sources on which I should have
liked to draw. The book was completed on the eve of Japan’s
surrender.

I have tried to describe the process of economic development in
Japan between the time when she first entered upon her career of
Westernization and the beginning of tite war with China in 1937."
I have written in the belief that an appreciation of this process of
development is necessary both to an understanding of recent
events in the Far East and also to the formulation of a wise econo-
mic policy towards Japan now that she has been defeated. But the
book is intended to provide a background of knowledge rather
than suggestions for policy or speculation about what is to come.
The main emphasis throughout has been on industrial and financial
development and on economic policy, although the study has not
been confined to those fields. It is hoped that economists and
others who concern themselves with economic affairs and policy
will find some general interest in tracing the evolution of a modern
industrial system within a society so differently constituted from
that of Western nations. '

So far as possible, I have supported general statements by
statistical evidence; but in order to avoid cumbering the text with
tables and to provide the means of convenient reference, I have
relegated most of the figures to a statistical appendix. I have
included a bibliography which, though by no means complete,
indicates some of the main printed sources that I have found useful
and also offers suggestions for further study.

I am greatly indebted to my wife for help in preparing the book
for publication.

G. C. ALLEN
August 1945






PREFACE TO REVISED EDITION

In preparing the present edition for publication I have benefited
by the extensive research into Japan’s modern econdmic history
that has been carried out since the book first appeared (in 1946).
I have thought it necessary to make a considerable number of
detailed amendments and additions to the original text, but T
have tried to introduce these changes without disturbing the
former structure of the book or its scale. The chief new feature is
a long supplementary chapter on Japan’s economic recovery
after the Second World War and her subsequent progress. I have
also revised the statistical appendix and the bibliography.

UNIVERSITY COLLEGE, LONDON

September 1961
‘ G.C.A.
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CHAPTER 1

THE DISINTEGRATION OF
THE OLD REGIME

The rise of Japan to the position of a Great Power ranks along with
the reconstruction of Germany as the most significant of the political
changes of the fifty years before 1914. To many Westerners the
Japanese achievement, in the economic as well as in the political
sphere, seemed so astounding as to defy rational explanation. Some

of them were at times inclined to acquiesce in the views of those -

Japanese who sought the clue to their new-found glory in the realms
of mysticism, while others attributed Japan’s advance to a series of
lucky accidents and prophesied that time would presently reveal an
essential mediocrity. In the economic sphere especially, forecasts of
imminent disaster and decay have been numerous and impressive
at every stage of her modern history, and it was not until she
plunged into war with the United States and the British Empxre
that a shrewder estimate of her strength became common in the
West.

Some acquaintance with Japanese history during the Tokugawa
era is necessary for an understanding of the circumstances that made
possible the country’s transformation after 1867 and her more recent
progress. The popular conception of a people living for centuries
under a system of picturesque feudalism and suddenly awakened to
practical ambitions by the guns of foreign warships is far from the
truth. The Japanese did not suddenly acquire that energy and restless
ambition which have so disturbed the Western nations. Throughout
their history they have shown a gift for rapidly assimilating new
ideas and practices, a boldness in executing large projects and, above

all, a trained and frequently exercised capacity for organization.!:

Furthermore, modern Japan inherited from her past certain political
and economic institutions that could be easily adapted to serving
the nation in its new role. Her social organization, rooted in a special
kind of family system, and the long centuries of feudal discipline,

helped to produce a capacity for extreme self-abnegation on the part

of individuals and an aptitude for corporate effort which served the
country well in a time of rapid social and economic change; and the
institution of an Imperial House which mythology invested with

divine attributes provided a focus for patriotic fervour. Japan

1 Cf. J. Murdoch, 4 History of Japan, Vol. 1, pp. 1-30.
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entered upon her course as a Great Power with an inheritance of
political ideals and emotional dispositions well-fitted to supply
driving force and unifying power in the task of nation-building,

These factors, though they cannot be neglected in an account of
‘Japan’s economic progress, belong rather to the sphere of political
history, and it is upon others that we must dwell here. It has been
customary for some foreign writers to refer to the primitive nature of
Japan’s economy before 1867, and to treat the Tokugawa period as
though it were an era of almost complete stagnation. Recent work by
Japanese and Western scholars, however, goes to show that in the
seventeenth, eighteenth and early nineteenth centuries important
industrial and commercial developments took place, and that the
break between the old and the new Japan was much less sharp than
has hitherto been supposed in the West. We shall begin with a brief
description of the outstanding characteristics of the political,
economic and social condition of the Tokugawa era and then
examine the process of disintegration which ultimately led to the
changes of the Restoration.

- The outcome of the prolonged civil wars of the sixteenth century
had been the establishment of the House of Tokugawa as Shogun,
or lar rulers of J . The Shogun in theory owed allegiance to
the Emperor, whose family from time immemorial had been the de

Jure head of the State. During the Tokugawa era, however, the .
practice of acknowledging this allegiance lapsed; and | the Emperor

. lived in seclusion at Kydto, surrounded by his Court and playing no
part in the government of the country. Indeed, foreigners who came
to Japan in the seventeenth and eighteenth centuries commonly
regarded the Shogun as the real head of the State. The form of

government instituted by the Tokugawas was a military dictatorship,
known as Bakufu. The Shogun, together with the various branches

of the Tokugawa family and its immediate vassals, owned between a
quarter and a fifth of the agricultural land of the country, and derived
the major part of his revenues from that source. The rest of the
country was held by lords, or daimyo, who enjoyved a considerable
- degree of autonomy in the administration of their territaries (han),
and over whom central control was exercised chiefly through the
| requirement of the sankin kotai. This meant that each important

{ daimyo was obliged to spend several months every year at Yedo
(Tokyo), the seat of the Shogunate, and to leave hostages there when

he returned to his fief.! The retainers of the lords and Shogun formed-

an ‘estate’ known as samurai. This class appears originally to have

consisted of farmers who had the right of carrying arms, and who,

in time of war, were &alled upon to serve their lord. With the altera-

tion in the methods of warfare during the sixteenth century they had
1 Sankin kotai may be translated ‘alternate attendance’.



