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THE REAL REASON WHY JAPAN DEVELOPED
By Yuya Watase1

Abstract: Private property rights in modern Japan had been established through enforcement of
Chiso – property tax on land – during the Meiji Restoration. The Japanese government changed
the tax system from paying with crop to paying in cash. This shift led to establishment of private
ownership in Japan, and therefore taxpayers started to seek political participation, known as the
Jiyu-Minken Movement. Influenced by this movement, although it was subject to restrictions by
law, private property was clearly protected by the Constitution of the Empire of Japan. This idea
had unfortunately been infringed under wartime totalitarianism but was rediscovered after the
Second World War. Japan had rapidly achieved postwar reconstruction, called “the Japanese
Miracle.” It was possible because the idea of liberty had once penetrated Japanese society
through the Jiyu-Minken Movement.
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INTRODUCTION
Why could Japan succeed in modernizing rapidly among Asian countries and be one of the Great Powers
in the 19th century? Why could Japan achieve rapid economic growth after suffering defeat in the Second
World War?

History education in Japan generally teaches that key factors for the first economic successes of Japan are
the Meiji Restoration in the middle of the 19th century which developed modern bureaucracy, and that
the Japanese government succeeded in importing and implementing the latest technology from the West.
As to the Japanese Miracle, it is evaluated that centralized bureaucracy allocated resources preferentially
to heavy industries.

However, the above only describes one aspect of Japanese modern bureaucracy and fails to explain why
Japan could have developed more rapidly than other Asian states. In fact, although China started
modernizing herself during the Self-Strengthening Movement earlier than Japan, – as confirmed by
China’s defeat in the Sino-Japanese War – China was weaker than Japan at the end of the 19th century
when the two collided. Even after the Second World War, Asian countries like China that embraced
industrial collectivism still could not enter the process of economic growth faster than Japan, even
though its industrial infrastructure was seriously damaged.
The readers of this case study will understand in depth why Japan was able to grow earlier than other
Asian countries.

For example, one of the biggest points that differentiated Japan from others in the 19th century was
private property rights system being introduced quickly based on the rule of law. As a result, Japan could
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open the first Diet – a representative legislature – in Asia; therefore citizens as taxpayers strictly
supervised the usage of national budget and a private market economy developed spontaneously. It was
not government-led industrial policies but industries enjoying the free market that made Japan’s postwar
reconstruction possible. In addition, the Liberal Party in power right after the end of the war valued a
market economy. Katsuichi Yamamoto, who belongs to the school of free market, played a big role in the
Liberal Party’s economic policies.

When big change came for Japan, she was at an advantage that people who understood private property
rights and the free market participated in politics. Today, however, there are few opportunities to learn
this history of Japan, and certainly not in foreign countries. Japanese should appreciate their good
fortune and should spread these reasons – namely private sector influence and not bureaucracy – for
rapid economic growth. It is my hope that this case study encourages friends who devote themselves to
free markets and democracy across the world.

DEVELOPMENT BY OPEN POLITY AND FREE ECONOMY

Japanese modernization after the Meiji Restoration in the 19th century and revival after the defeat of the
Second World War in the 20th century are significant case studies as a development model of democracy
and free markets in Asia. Why could Japan, which was only a small country of East Asia, achieve
remarkable development in the 19th century? Why could Japan, which was devastated by the war, realize
economic reconstruction in the 20th century? There are several arguments to explain the two mysteries
that have become a major turning point of history, and the debate has not ended in Japan until today.
Among the reasons for the Japan’s growth, a powerful theory is that the governance mechanism of
centralized regime and excellent bureaucrats led Japan’s reforms. Nonetheless, the author recognizes
that such statements are not sufficient.

If we assume that these are the reasons for Japan's remarkable progress over other Asian countries, it
cannot be explained that Japan excelled beyond China; because China, of course, had carried out
centralized political reforms and industrial promotions earlier. It can also not be explained that some
global leading companies bloomed from Japan after the war, although the economic interventional
policies of the Ministry of International Trade and Industry did not function sufficiently.

Why could Japan accomplish its development? The reason is that she made use of democracy and free
markets. Democracy was introduced in Japan in the 19th century, and was the crystal of rising
consciousness in taxpayers who were also Japanese citizens. Additionally, the first Diet in Asia helped
reduce wasteful expenditure of government and prevented its corruption. Additionally, private
investment raised industries that would be the foundation of local economic development. After the
Second World War, interventional industrial policies are generally said to have restored devastated
Japan. Indeed, those government-led policies were effective at times, but they often resulted in failure.
Rather, the free market played an important role for successful industries in Japan. This case study
provides readers with one view of Japan’s development.

POLITICAL FACTORS FOR JAPAN’S SUCCESS IN THE 19TH CENTURY
Beginning of Modernization by the Meiji Restoration
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The Meiji Restoration in the 19th century, an event symbolizing modernization of Japan, has nothing
directly to do with democracy. Although the Meiji Restoration signified the end of the Tokugawa dynasty
feudal system, Japan did not shift to a parliamentary democratic country immediately. In addition, as the
Meiji government tried to catch up with the Western powers, it implemented development dictatorship
policies from the perspective of Fukoku Kyohei (national wealth and strong army): for example, building
public factories. Although those policies laid part of the industrial foundation of Japan, many such
factories were sold cheaply to private businesses due to management difficulties. They were sometimes
sold to large enterprises colluding with bureaucrats and caused political problems.

The Meiji Restoration, at the same time, allowed overseas information on politics and economics flow
into Japan resulting in a political movement that demanded to open the Diet. Many people started to
voluntarily draft a constitution and sought to participate in politics (Matsuzawa, 2016, p. 121). Terrorism
was rarely taken as a measure to participate by those involved in such political campaigns. Instead, many
of them aimed to expand their power by speech. In addition, as trade in areas adjacent to a harbor
became popular with foreign countries, industries that were connected with global free markets (such as
the textile and tea industry) developed and provided the foundation for a regional economy (Irokawa,
1974, p. 355).
In short, Japan experienced unique growth formed by policies of a developmental dictatorship. These
policies were expanded by democracy and a free economy. Furthermore, Japan was able to learn from
the successes and failures of Western economies because she became a modern state later in history.
The Jiyu-Minken Movement and the Diet Established

Known as the Jiyu-Minken Movement, Japanese people demanded the Meiji government to open the Diet.
Intellectuals studying foreign political systems actively published translations and shared their political
opinions. This influenced many citizens of Japan to eagerly discuss how politics should be. One of the
theoretical leaders was Yukichi Fukuzawa, who is still printed on the highest amount of bills in Japan. In
the beginning of the Meiji period, the books issued by Fukuzawa made the bestseller list, and thereby the
concepts of democracy and the free market were shared extensively among Japanese citizens
(Ogasawara, 2011, p. 9).

Influenced by Fukuzawa and other theoretical leaders, many political associations were born and sought
to open the Diet forcing the Meiji government to work with these democratic forces. At the early stage of
the Jiyu-Minken Movement, the government limited fundamental human rights such as freedom of
speech. The Movement initially showed excitement but was frustrated due to internal line conflicts and
some participants committing terrorism. However, because influential persons started to participate in
and support this movement, such as government leaders and private capitalists, the government could
not help but change its strict attitude and moderate response policies.

An alliance of various democratic forces under the Jiyu-Minken Movement demanding the Diet became
the big turning point for government to change its stance. The trigger was the resignation of Tateki Tani,
the Minister of Agriculture and Commerce, and a serviceperson, who was sympathetic to the Movement.
The government accepted his resignation without explanation (Itano, 2005, p. 90). Tani’s opinion not
only criticized Japan’s weak diplomacy posture against the United Kingdom, but also appealed to
administrative reform, tax cuts, and the elimination of restrictions on gatherings & speech. A quote
regarding administrative reform follows:
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Among the evils of government, the biggest is senior, irresponsible bureaucrats. They issued tens of millions
of government bonds to construct a port and railroad helping transportation, and implemented industrial
development policies, but this resulted in no fruits and inevitably was canceled or abolished... (Itano, 2005,
p. 91)
Tani, in addition to pointing out the waste of public works and irresponsibility of bureaucrats, strongly
appealed on tax reduction policies. Since Japan introduced neither income tax nor corporate tax at that
time, the direct national tax was only Chiso (property tax on land) and the main taxpayers were farmers
(Itano, 2005, p. 95). The farmers at the time suffered from tax payment under influence of deflation and
supported democratic forces rather than the government. The Meiji government finally decided to
establish the Diet in response to democratic forces that threatened allegations of administrative reforms
and tax cuts.

Democratic forces won the opening of the 1st Imperial Assembly and achieved results of reducing
government budgets with the argument of administrative reform. They pressured the Meiji government
to suppress budget expansion through promoting tax reduction policies. Democratic forces kept this
stance until farmers lost interest in tax cuts because of inflation and bloated government through SinoJapanese War and Russo-Japanese War. Democratic forces then shifted to collaborate with the
government and support aggressive finance policies (Itano, 2005, p. 176). This shift allowed the rise of
military and innovative bureaucrats and spread corruption within democratic forces, thus contributing
to the birth of totalitarianism toward the Second World War.

FACTORS FOR JAPAN’S ECONOMIC GROWTH IN THE 19TH CENTURY

Despite the fact that the Meiji Restoration in Japan was delayed in timing and scale over the SelfStrengthening Movement in China, Japan succeeded in developing as a powerful country in Asia. The
Meiji Restoration did not simply incorporate science and technology from the West, but also reformed
the polity with ideas of the free market and democracy.

As a result, in Japan, the basic idea of modern society, such as private property and the rule of law,
permeated. The first Diet in Asia was established, and there were opportunities for economic growth
based on free market principles and improved government efficiency.
1. The Beginning of the Japanese Miracle

This case study also discusses Japanese reconstruction after the Second World War as it relates to the
history of Japan’s economic development in recent years. The government is often given the accolades
due to its success in interventional policies to specific industrial fields (Porter, 2000, p. 34). Those
industrial promotion policies, known as the Japanese-style economic growth model, were believed by
many people as actual success factors; that is until a long-term recession started in Japan beginning in
the 1990s.
Government-led industrial policies did not always succeed, and there are also studies that such
interventions eventually hindered the growth of industry. The author endorses this view on Japan’s
economy after the war. Original defects of industrial policies reveal the reason why Japan’s economy has
been stagnated. To restore the delay of structural reform due to her own failure of industrial policies, the
Japanese government has enforced unwise fiscal stimulus and huge monetary easing.

This case study would be useful for many friends to consider how to develop their own countries’
economy. Below, the author examines what failed and succeeded through understanding one aspect of
Japan’s experience.
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2. Representative Policies: Priority Production System and Industrial Interventions
Priority Production System and Industrial Interventions by the Ministry of International Trade and
Industry are often taken as economic policies that contributed to postwar reconstruction in Japan.
Priority Production System is a policy to improve industrial infrastructure by increasing the productivity
of goods by focusing on limited resources to coal and steel (later electricity, chemistry etc.). The
Reconstruction Finance Corporation, a government-affiliated financial institution founded in 1947,
provided a large amount of loans to these related industries. This policy was planned by the Shigeru
Yoshida Cabinet of the Liberal Party during the postwar reconstruction period, but it was actually
implemented later by the Tetsu Katayama Cabinet of the Socialist Party.
Industrial Interventions by the Ministry of International Trade and Industry refer to administrative
guidance, licensing approval, and subsidies that had been implemented concurrently with the Priority
Production System. Regarding core industries, the government controlled price, accepted formations of
cartels, and enhanced the promotion of technology development.
3. Not Government-Led Policies: Remaining Productivity and Support from the U.S.

Surprisingly, the factor that supported the Japanese Miracle was civilian factories that were not
destroyed by the war. In 1946, industrial production in Japan declined to 30% of prewar levels,
agricultural production to 60%, 34% of industrial machinery, and 80% of ships were lost (Takahashi,
2016, p. 28). However, munitions made up the majority of lost industrial machinery. In many cases,
civilian factories remained intact. As a result, many factories succeeded in restarting by resumed imports
of crude oil and raw materials from the United States. This was carried out at the same time as the
Priority Production System. Many Japanese misunderstood that the Priority Production System was
revived, but in fact it was necessary to withdraw supports from the United States and to restart civilian
factories in Japan (Takahashi, 2016, p. 34).

Japanese industries had then developed internationally through the Korean War and access to the U.S.
market. The majority of governmental industrial policies and policy finances were ineffective. Actually,
self-help efforts by self-sustaining companies laid the foundation for the development of the Japanese
economy.
4. Vitality of Not Intervened Industries

Although industrial interventions by the government attracted vigorous attention from the West in
1980’s as the Japanese-style economic growth model, it has been pointed out that those policies were
actually ineffective or even hindered industries developing in the medium and long term.

The book Can Japan Compete? written by Michael E. Porter presents a representative case. He examined
whether the Japanese economic growth model could explain not only why some industries succeeded but
also why others failed. The model failed to differentiate flourished and declined industries. This survey
covers 20 cases of successful industries and 7 cases of failed industries. It defines the Japanese economic
growth model as ten items of subsidies, licenses, cartels, domestic market protection, restrictions on
foreign investment, etc. (Porter, 2000, p. 85).
This research shows that there were few interventions on competition among companies, approval of
cartels, and joint research & development in successful industries (automobiles, machinery, etc.), but
many interventions in failed industries (aircraft, chemistry, etc.). It points out that industrial policies
considered to be a success were actually functioning as a factor to promote failure (Porter, 2000, p. 84).
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5. Free Market Policies Promoted by the Liberal Party and Katsuichi Yamamoto
Political parties as players during the postwar occupation period of Japan must be considered when
talking about the Japanese Miracle. In Japan, political parties continued to develop on both conservative
and liberal sides before the two-party system of the Liberal Democratic Party and Social Democratic
Party of Japan was isolated in 1955.

Particularly notable is Katsuichi Yamamoto, a member of the House of Representatives, who played a big
part in the formulation of economic policies when the Liberal Party was in control during the postwar
reconstruction period. The Liberal Party was originally launched by Ichiro Hatoyama, the leader of the
party familiar with the idea of free markets. Compared to various political parties, the Liberal Party
actually wrote in its platform that “strengthening finance, promoting free economic activities, rebuilding
every industry, and improving the national economy” was a priority (Amagawa, 2014, p. 9). The party
turned out prime ministers for about eight years from 1945 to 1955.

Katsuichi Yamamoto, a member of the Liberal Party, was an economist that had opposed the wartimecontrolled economy and was elected to the House of Representatives five times. He was also a foremost
researcher in postwar Japan and belonged to the Austrian school such as Friedrich Hayek (Makino, 2010,
p. 103). Although Japan had special circumstances, occupied by the U.S., Yamamoto had been actively
influencing Tanzan Ishibashi, a big politician of the Liberal Party with a strong sympathy for a free
economy. He influenced the Liberal Party to go along with the Western Bloc. It is good to cite what he
rebutted according to the ideals of free markets when a bill to limit the activities of department stores
was discussed in the Diet:
“I would like to ask some questions about the bills on department stores that are now on the agenda. But
before entering my question, I will briefly explain why I am deeply concerned about this bill.

As you know, this bill gave the authority to restrict the activities of department store operators to the hands
of the Minister of International Trade and Industry – that is, actually to delegate into the hands of
bureaucrats something clearly delegated in legislation for a state to regulate the liberty of the people. This
point is the same for both the government plan and the Socialist Party of Japan’s proposal. A democratic
nation should not wait for the freedom of the people to be respected as fundamental human rights. It is
important to note that the citizens’ freedom is protected individually, as stipulated in Article 13 of the
Constitution, and that the freedom of the people can only be retained by constant efforts of the citizens as
stipulated in Article 12 of the Constitution. Freedom and rights are guaranteed as individuals of the people,
which means, needless to say, that liberty of even one person must not be infringed for any reason. The
provision of Article 12 of the Constitution warns, no matter how well respects for the freedom of the people
is prescribed in the Constitution, it will easily be a dead letter.
Even the Weimar Constitution and the Constitution of the Empire of Japan guaranteed the people’s freedom.
What could limit this freedom was only law. Therefore, it was destroyed at some point before dictatorship
was established, and we cannot forget that destruction always begins for the sake of state or public welfare.
Majority voting must be a form of democracy, but what we need most is vigilance about the danger of
democracy being destroyed with majority. In other words, it is about the danger that democracy itself will
be broken in accord with the democratic form. Democracy of the Weimar Constitution and the Meiji
Constitution were lost by law, that is, by the power of majority. The reason why I was interested in this bill
when submitted by the Socialist Party of Japan and the Japan Democratic Party last year, as much as many
colleagues perhaps felt incomprehensible, was that I believed that this bill could overwhelm the foundation
of democracy.” (The 24th Diet, the Commerce and Industry Committee, 32nd, 1956.)
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The Liberal Party merged with the Japanese Democratic Party in 1955 to become the Liberal Democratic
Party, and Nobusuke Kishi (grandfather of Shinzo Abe), who was a prewar innovative bureaucrat held
initiative within the party. This resulted in a “comprehensive plan” added to the platform of the Liberal
Democratic Party that had not been adopted by the Liberal Party (the Platform of the Liberal Democratic
Party, 1955). Hereafter, Japan was clearly advancing towards building a governance system in which the
Liberal Democratic Party and bureaucracy were substantially integrated, and industrial interventional
policies such as cartels dramatically increased (Porter, 2000). In the process, the adhesion structure
called the Iron Triangle by politics, business, and bureaucracy spread, leading to the result of reducing
the competitiveness of the Japanese economy.
6. Factors for Japan’s Postwar Reconstruction

The Priority Production System of Japanese economic reconstruction after the Second World War did not
necessarily succeed; civilian factories were restarted instead. Moreover, industrial interventions led by
the government did not succeed or even caused problems. It needs to be noted that, while environments
of international markets changed, industries that survived on free markets supported the economic
revival of Japan.

It is also noteworthy that the Liberal Party had strongly promoted a market economy under the postwar
system until 1955, and that Katsuichi Yamamoto, a hard-core free market economist, was a member of
the founders of the party. We should reevaluate that, even under the difficult political situations just after
the war, such a political party had taken power for a long time in Japan.

Furthermore, after the two-party system was established in 1955, the integration of the government
structure of the Liberal Democratic Party and bureaucracy continued, and the industrial structure of
Japan became rigid. It is inferred that those costs partly caused a long term recession. This kind of
political

KEY POLICY SUGGESTION & CONCLUSIONS

Facing the Meiji Restoration in the 19th century and the Japanese Miracle in the 20th century, Japan has
accomplished economic development by enjoying the benefits of a free economy as well as governmentled industrial policies.

In the early stages of the Meiji Restoration and postwar reconstruction, there were forces that insisted to
limiting the role of government including on the free market, mainly in the Diet. It is inferred that a
certain halt had been placed on the government’s enlargement, the spread of corruption, and
nationalization of industries under their influence.
As political forces of the free market lost power from the front stage, the government came to bloat, be
uncontrollable, and inefficient, and unreasonable political decisions were made on regular basis.
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