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At a time when Japan’s economic achievements are widely acknowledged and
acclaimed, the question of the reasons for this success has been extensively investi-
gated.1 After all, Japan’s success is not an obvious matter: it has not always been
an international forerunner. Early in its period of modern growth, it was brutally
confronted with the far superior political, economic and cultural organisation of
the expansionist Western powers. Yet it rose rapidly from the crippled state of its
development. Roughly fifty years after being forced into internationalisation, it
defeated both China (1894–95) and Russia (1904–5), and by the eve of World War
I, it had gained the status of first rank international power. Financially, it developed
from a doubtful debtor nation into a creditworthy modern state. How had this been
made possible? Most commonly, Japan specialists point to Japan’s rich experiment
with foreign institutional and ideological models. In the field of finance, for
instance, policy makers had looked to Belgium when founding a Japanese central
bank. Traditionally, banking historians refer to Matsukata’s stay in Paris (March
and December 1878), during which the French minister of finance, Léon Say, dis-
couraged Matsukata from studying the Banque de France (Matsukata’s original
intention), but instead praised the recently established Banque Nationale de
Belgique (BNB). The latter ‘is of very recent date’, he is quoted as having said, ‘and
is unrivalled when it comes to orderly arrangement and perfect organisation.2
Impressed by Say’s statement, Matsukata left Katom Wataru, his aide, behind in
Brussels, and charged him with the task of studying the history of the BNB, as well
as its organisation. After a three-year stay in Belgium, Katom returned to Japan, and
played a role of considerable importance in the discussions on the establishment of a
central bank. Later, he was appointed head of the banking department of the newly
founded Bank of Japan (BOJ).

1 Editorial note: names of Japanese people are given in the Japanese order (family name first). In case
of prolonged vowels, macrons are used instead of the circumflex accent. Thus, ginkom  instead of ginkô,
kinyum instead of kinyû, and so on.
2 Nihon Ginkom, Nihon ginkom  hyakunenshi [100 Years of History of the Bank of Japan] (Tokyo, 1982),

p. 119.
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Few authors have inquired into the historical settings of the strategy of adapting
foreign knowledge, but there are a number of questions to explore. What exactly
made reformers look at the institutions of Western powers, and why were certain
institutions favoured over others? In a broad sense, what was the ideological context
of the experiment with foreign models? In this particular case, does our understand-
ing of the spirit of the times add to our understanding of Matsukata’s quest for
national finance? Were Matsukata’s experiences in Europe of any importance in
framing his ideas on the latter’s organisation and priorities? How did the actual pro-
cess of adoption work? Did adoption go beyond the conscientious copying of the
BNB statutes, or did it have an impact on Japan’s financial and economic develop-
ment? By examining these issues, this article will explore the institutions and institu-
tional habits as constructed in the interplay of socioeconomic realities and their
ideological codification. Such a view reinforces the importance of historical event
and circumstance and, in the end, historical continuity. The adoption of a foreign
example mitigates the risk of a jump into an entirely new situation, broken off from
the past. For the establishment of Japan’s central bank, this meant that ‘its regulations
should be drawn up after the fullest consideration of the particular conditions pre-
vailing in the country, the conditions in many respects quite different in kind and
degree from those prevailing in Western lands’.3

I

The ‘particular conditions’ in Japan most certainly looked bleak. In the aftermath
of its sudden internationalisation (from approx. 1600–1850, the country had been
virtually closed to foreign political, economic and cultural influences), Japan experi-
enced the gravest financial crisis of its modern history. Isolationist policies (sakoku)
had estranged Japan’s economy from the international market at the time. As has
recently been argued by Mark Metzler,4 the most striking difference with the reali-
ties of the world economy was in Japan’s original monetary organisation. Isolation
had allowed the development of an independent monetary regime with some very
modern features. Among the most striking innovations was the creation of a system
of token (or fiduciary) silver coins denominated in terms of gold (its denominational
unit being the ryom ). Japan’s closed, leveraged monetary system and the feudalism
upon which it depended were shattered by the treaties imposed on Japan by the
Western powers. In 1858, US consul Townshend Harris took advantage of the occa-
sion to induce the bakufu to accept a commercial treaty that required free trade and
free monetary flows; the Japanese government lost control over both tariffs and
foreign exchange. Internationalisation (in the form of the Mexican silver dollar
or yomgin) had destroyed the Edo monetary regime, and the crisis resulted in the

3 Matsukata Masayoshi, Report on the Adoption of the Gold Standard in Japan (Tokyo, 1899) [I have used
the 2003 facsimile edition, Elibron Classics], p. 64.
4 Mark Metzler, Lever of Empire: The International Gold Standard and the Crisis of Liberalism in Prewar

Japan (forthcoming, Berkeley, 2006).
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large-scale export of Japan’s gold reserves. The bakufu responded with the debase-
ment of its gold coins and, ultimately, with the issuing of unbacked paper currency,
which paved the way for a soaring inflation and a host of economic problems even-
tually leading to the fall of the country’s feudal organisation. The Meiji revolution of
1868 brought in its wake one of the most fascinating and rapid reform movements of
modern history.

The responsibility for restoring Japan’s financial health too fell upon those
reformers.5 Attempts at financial reform had already commenced under the ailing
bakufu. They had been committed to the establishment of an Imperial Mint
(zomheikyoku) in Om saka (ultimately established in 1871), but misunderstandings about
the order of machinery seriously delayed its founding.6 It had also tried to rely
further on the lending capabilities of old merchant bankers or ryomgae, from whom
the bakufu had formerly borrowed in times of financial distress.7 Yet, by then,
matters had already grown too disturbing for the bakufu to survive. Originally, the
new Meiji government simply advanced on the familiar track of modifying the
older, existing institutions. After the adoption of the modern yen,8 it set out to
organise the ryomgae into a joint-stock company (which had also been attempted by
the bakufu as a last resort), but failed due, first, to the abolition of the old territorial
domains (1871), on which the ryomgae so heavily depended, in favour of the new
prefectural system, and, secondly, due to the tradition of independence the ryomgae
had enjoyed.9 In a second attempt, the government established a system of national
banks (kokuritsu ginkom ) after the American example.10 This policy had been inspired
by Itom Hirobumi, who, as a member of the famous Iwakura mission to the West,11
had studied monetary matters in the United States (1871). His banking scheme,

5 English scholarship on Japan’s early modern financial policies is particularly scarce. Apart from
sources referred to or quoted in this article, I mention, for the sake of completeness: Raymond W.
Goldsmith, The Financial Development of Japan, 1868–1977 (New Haven and London, 1983), esp.
pp. 1–70; Phra Sarasas and Konoe Fumimaro, Money and Banking in Japan (London, 1940); Soyeda
Juichi, A History of Banking in Japan (New York, 1896) [facsimile reprint: Surrey, 1994].
6 Hanashiro, Imperial Japanese Mint, pp. 29–33.
7 For an English account of the dealings of these merchant houses in the region of Kyomto in the late

medieval period (1350–1550) see Suzanne Gay, The Moneylenders of Late Medieval Kyoto (Honolulu,
2001). For an excellent account of the nature of these loans to the bakufu in the Edo period, see
Kagawa Takayuki, Edo bakufu goyomkin no kenkyum [Investigations into the Borrowings of the Edo
bakufu] (Tokyo, 2002).
8 On the abolition of the ryom  and adoption of the yen, see, convincingly, Yamamoto Yumzom, Ryom  kara en

e: bakumatsu-meijizenki kahei mondai kenkyum [From ryom to yen: a study in the currency problem of the
bakumatsu and early Meiji periods] (Kyoto, 1994). See furthermore, Mikami Ryumzom, En no tanjom :
kindai kaheiseido no seiritsu [The Birth of the Yen: The Development of a Modern Monetary System]
(Tokyo, 1989).
9 Tamaki Norio, Japanese Banking: a History, 1859–1959 (Cambridge, 1995), pp. 4–9.
10 Compare: Nihon ginkom  hyakunenshi, pp. 16–31.
11 Kume Kunitake, The Iwakura Embassy 1871–1873 – a True Account of the Ambassador Extraordinary

and Plenipotentiary Journey of Observation Through the United States of America and Europe, vols. I–V
(Richmond, Surrey, 2002).
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based on the American National Currency Act, turned out to be a failure. Probably
because of Japan’s limited experience with modern banking,12 it merely contributed
to the further issuance of inconvertible banknotes (fukan shihei). Admittedly, incon-
vertible bank notes were a problem that obviously found its primary cause in the
relative absence of specie from Japan, but Itom’s project, in which the issuing and the
banking business were clearly confused, certainly reproduced and even aggravated
the problem through the ever mounting depreciation of notes in circulation, and
rampant inflation.13 The latter became alarming at the end of the 1870s, when the
depreciation of paper money against silver (Japan’s standard at the time) reached
more than 26 per cent. Clearly, a fundamental reform was called for. It would be
initiated at a time in which Meiji policy makers developed a specific outlook on the
world.

Indeed, a historical constant emerged that contributed significantly to the whole
of Japan’s modern financial evolution – the nation’s trauma with respect to foreign
dependence. After all, it was its opening up to the West (kaikoku) and the frustrating
negotiations about foreign trade that had led directly to the financial and political
impasse. Furthermore, the bakufu and Meiji government regarded with suspicion the
Western banks which opened their businesses in the port of Yokohama, and which
threatened to erode the government’s firm grip on financial matters.14 Finally, expe-
riences of some treacherous Western intermediaries had instilled a deep distrust of
internationalism. In particular, the famous Lay Affair (1870), a case in which the
Meiji government had been deceived by a former member of the British consulate
(Horatio Nelson Lay) on the interest rate of a government loan on the London
capital market,15 reminded policy makers of the danger of foreign loans and foreign
dependence. It has been extensively documented that these and other events
nurtured social Darwinist ideas. Recent research has demonstrated that anti-
internationalist and mercantilist slogans of modernisation were formative in shaping
and legitimising Japanese political and economic decision-making from the early
Meiji period up to World War II.16 The central rationale was as follows: Japan had
to be a wealthy nation, in order to be politically and militarily strong (fukoku kyomhei,
‘Rich Nation, Strong Army’). The slogan served the people, as their wealth was
believed to be the cornerstone of national strength; and it served the modernising
elites, as it allowed them to dissolve the feudal system and to bring military force and
industrial production under the protection of the state. The concrete policy for

12 Argued by Miyajima Shigeki and Warren E. Weber, ‘A comparison of national banks in Japan and
the United States between 1872 and 1885’, Monetary and Economic Studies (2001). Online: http://
www.imes.boj.or.jp/english/publication/mes/2001/me19-1-2.pdf

13 Tamaki, Japanese Banking, pp. 36–9.
14 Ibid., pp. 17–18; Tatewaki Kazuo, Zainichi gaikoku ginkom shi –bakumatsu kaikom  kara jomyaku kaisei made

[A History of Foreign Banks in Japan – from the Opening of the Ports to the Revision of the
Treaties] (Tokyo, 1987).

15 Suzuki Toshio, Japanese Government Loan Issues on the London Capital Market 1870–1913 (London and
Atlantic Highlands, NJ, 1994).

16 Carol Gluck, Japan’s Modern Myths: Ideology in the Late Meiji Period (Princeton, NJ, 1985).
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achieving national wealth and strength was shokusan komgyom : literally translated ‘pro-
moting production’, but better understood as ‘nurturing and stimulating domestic
industry’. In Japanese studies, attention to these slogans of modernisation has been
mounting, especially since it has been shown that their ideas were a main determi-
nant of socioeconomic organisation. In the social Darwinist view, technology and
knowledge are fundamental assets of national security.

For the Meiji reformers, this implied embarking on an assertive quest for learning.
It translated into widely sponsored experimentation with foreign institutions, prac-
tices and ideas, yet always in close reference to the Japanese cause. Japan had to adopt
foreign knowledge, but imbue it with the Japanese soul (wakon yom sai, ‘Japanese spirit,
Western technology’); only thus would it be able to ‘catch up with’ and eventually
‘surpass’ the West (oitsuki oikose).17 After Eleanor Westney’s influential study,18 it has
become commonplace to highlight the profuse and convoluted nature of this pro-
cess of emulation. And, indeed, the origins and outcomes of the selection, adoption
and experimentation with foreign institutional models were highly contingent.
However, contrary to what seems to be implied in a host of studies indebted to
Westney, contingency is not identical to randomness. Choices, however contin-
gent, are structured by even deeper and earlier choices, including the choice to
choose.19 Therefore, the ‘conditioning of conditionings’, or the deeper ideological
framework, is a major focal point of this article. In reference to the system’s theoreti-
cal methodology of (societal) structure and semantics,20 it devotes particular atten-
tion to the structuring potential of social Darwinism. It not only inspired the Meiji
reformers to study foreign models in the first place, but also determined which
models (esp. state-centred organisational modes) were eventually preferred over
others (esp. liberal or laissez-faire examples); last but not least, it also served as a tool
to reinforce the plausibility of their adoption and their functioning.

I I

The social Darwinist worldview was also at work in the formation of Japan’s modern
finance, and it would be no exaggeration to say that finance was at the heart of

17 A brilliant argument developed in Richard J. Samuels, ‘Rich Nation, Strong Army’: National Security
and the Technological Transformation of Japan (Ithaca and London, 1994).

18 Eleanor D. Westney, Imitation and Innovation – the Transfer of Western Organizational Patterns in Meiji
Japan (Cambridge and London, 1987).

19 In a similar vein, Westney argues against any assumed passivity of copying and borrowing: ‘Where
cross-societal organisational emulation is concerned, the distinctions between copying and invent-
ing, between imitation and innovation, are false dichotomies: the succesful imitation of foreign
organisational patterns requires innovation.’ Westney, Imitation and Innovation, p. 6.

20 Authoritatively, Niklas Luhmann, ‘Gesellschaftsstruktur und semantische Tradition’, in Luhmann
(ed.), Gesellschaftsstruktur und Semantik – Studien zur Wissenssoziologie der modernen Gesellschaft (Frank-
furt am Main, 1980), pp. 9–71; Urs Stäheli, ‘Zum Verhältnis von Sozialstruktur und Semantik’,
Soziale Systeme, 4:2 (1998), pp. 315–40. Online: http://www.soziale-systeme.ch/leseproben/
staeheli.htm
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the newly developing social Darwinist policy doctrines.21 Just as in the case of tech-
nology policy, the capability of adopting and transforming foreign knowledge was
seen as an invaluable asset. The Iwakura mission, for example, devoted considerable
attention to, among other things, financial matters.22 In the course of reform, several
Meiji statesmen hired foreigners to aid in the establishment of Japan’s financial and
monetary institutions: Thomas Kinder headed the Osaka Mint and Allan Shand was
to become the personal advisor to Om kuma Shigenobu, minister of finance at the
time.

Vast foreign experience most certainly helped the career of Matsukata Masayoshi,
who was to set the course of Japan’s finance for almost two decades (1881–97). Of
Satsuma stock and trained as an accountant throughout his samurai career, Matsukata
had been the governor of a prefecture in Northern Kyum shum ; he went to Tokyo in
1871 to work at the finance ministry as deputy head of the tax department. In 1875,
he was appointed as secretary and head of his department. At the time, he was in
charge of land tax reform, transforming the system based on rice tax into a system
based on money tax. In this capacity, he acquired extensive knowledge of financial
affairs, and became Japan’s most enlightened financial planner of the nineteenth
century.23

Matsukata must be credited as the first Japanese policy maker to grasp the mean-
ing and functioning of modern finance. His ideas on banking were given shape in
the wake of his appointment as supervisor of the display of Japanese exhibits at the
Paris exhibition to be held in 1878. Matsukata left for Paris in early 1878 as the most
distinguished member (Om kubo Toshimichi, utmost head of government and chair-
man of the delegation, did not travel to Europe). This European journey proved a
formative educational experience; Matsukata examined the National Bank of
Belgium, which in effect became the model for the Bank of Japan. But Matsukata
also witnessed the collapse of the bimetallic Latin Monetary Union. This may very
well have made him deeply suspicious of bimetallism. And, most significantly, while
in Europe, Matsukata learnt that Germany had successfully based its gold standard
upon the French indemnity paid in the aftermath of the Franco-German War
(1870–71).24 The importance of this is that, for Matsukata, brought up in a climate
of national mobilisation, it powerfully reinforced the social Darwinist worldview.
Here was a country (Germany) that, by means of warfare, had managed to set into
motion a financial revolution! Around the time of Matsukata’s arrival in Europe, the

21 Meiji zaiseishi hensankai, Meiji zaiseishi [A Financial History of the Meiji Period] (Tokyo, 1927),
vol. 12, p. 307.

22 Kume Kunitake, Iwakura Embassy, esp. vol. III, pp. 115–24.
23 Tamaki, Japanese Banking, p. 51.
24 Norio Tamaki, ‘Japan’s adoption of the gold standard and the London money market 1881–1903:

Matsukata, Nakai and Takahashi’, in Ian Nish (ed.), Britain and Japan – Biographical Portraits
(Richmond, Surrey, 1994), pp. 121–32.
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‘scramble for gold’25 had begun. Matsukata must have looked back at this period of
his career when, in 1897, he used the Chinese indemnity after the Sino-Japanese
War to bring Japan onto the gold standard. In any case, while in Europe, the plan for
the overall financial sanitation of Japan took shape.

Unfortunately, existing scholarship on the history of the BOJ has not been able to
explain Matsukata’s decision to model his central bank upon the BNB. Typically,
several authors have simply stated that one should be careful with the allegedly ‘very
recent date’ of the latter’s establishment. After Yoshino Toshihiko, it has become
commonplace to explain Matsukata’s choice of the BNB by the relatively high
degree of state supervision in the Belgian institution.26 Further, many authors have
reduced the question of a central bank to the question of one isolated institution.
That is, they have neglected the relationship between the conception of the early
BOJ’s functioning and organisation and the conception of other financial institu-
tions at the time.27 This is not so much the approach taken here, rather it is the
contention of this article that Matsukata’s interests did not lie so much with one
national bank per se; obviously informed by social Darwinism, his real concern was
with a national financial infrastructure, i.e. he comprehended finance as a nation-
encompassing organic whole, in which financial institutions must be defined in their
relationship to one another.

I I I

This is especially clear from Matsukata’s own works. Although they have been insuf-
ficiently studied by non-Japanese banking historians, they contain the key to his
preoccupations. It should then be stressed that they all address the financial problems
of the Japanese state as a whole, if not to say the very strength and survival of
the state as such. His Zaisei kanki gairyaku [A Concise Exposition of My Humble
Opinions on Financial Policies, 1880], for instance, is devoted to the aspects and
solutions of Japan’s specie problem, the protection of the rice price, and what is
called ‘the important aim of basic activity contributing to the nation’s wealth’. With
this category, Matsukata develops the core theme of Japan’s finance under Om kuma:
industrialisation. Taken together, the ‘Concise Exposition’ lays the groundwork of
a great deal of future financial policy. Whereas it claimed to present an immediate
and temporary scheme to meet an emergency situation,28 we now know that

25 Giulio Gallarotti, ‘The scramble for gold: monetary regime transformation in the 1870s’. In Michael
Bordo and Forrest Capie (eds.), Monetary Regimes in Transition (Cambridge, 1993), pp. 15–67.

26 Yoshino Toshihiko, Nihon ginkomshi, 5 vols. (Tokyo, 1975–1979), pp. 128; Yoshino Toshihiko,
‘The creation of the Bank of Japan – its Western origin and adaptation’, Developing Economies 15
(December 1977), pp. 381–401.

27 An important exception being the work of Ishii Kanji, Nihon ginkom  seisakushi [A Policy History of
the Bank of Japan] (Tokyo, 2001).

28 Nihon ginkom  hyakunenshi, p. 95.
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interventionist (specie and export) politics would characterise Matsukata’s and sub-
sequent administrations. In the aftermath of World War II, Japan specialists would
identify this as the central aspect of what has been dubbed the ‘developmentalist’
organisation of the Japanese state.29

This concern with the specie problem becomes more important in Matsukata’s
later writings. Zaiseigi [A Treatise on Finance, 1881], by far his most important
work, is more systematic than the former. It explores the interrelations of several
economic and financial problems confronting Japan at the time. As has been con-
vincingly shown in the Nihon ginkom  hyakunenshi, it projects a chain of cause and
effect, proceeding through different layers of economic organisation: the deprecia-
tion of banknotes is the result of the absence of specie; the absence of specie is the
result of the export of specie; the export of specie is caused by an excess of foreign
imports; and so on.30 The insufficiency of production, so it is argued, is the last
element but one to have triggered Japan’s economic calamities. It can only be
explained by the instability and incompleteness of Japan’s monetary and financial
organisation. What sets it apart from the ‘Concise Exposition’ is that Matsukata here,
for the first time, speculates about a way of achieving financial stabilisation and trust
in the economy: the establishment of a powerful central bank, after the European
example.

In hindsight, the Report on the Adoption of the Gold Standard in Japan (1899)
develops the last point more clearly.31 It is especially instructive, not only as one of
the rare government publications of the time to be written in English, but also for
being a digest of Matsukata’s thinking on finance and the implementation of
his ideas (among other things, it refers to policy memoranda and ordinances). It is
furthermore a fine example of what Carol Gluck has referred to as ‘Japan’s modern
myths’; it is the nation’s ideology ‘as a conscious enterprise, a perpetual civic con-
cern, an affair [. . .] of state’.32 In section III of chapter 1, for example, in which
Matsukata addresses the topic of a central bank, he refers to a memorandum to the
government of 1882 (which he had prepared with Katom Wataru and Tomita
Tetsunosuke, later to become the second governor of the BOJ), and unambiguously
states his nationalist agenda: ‘In national affairs, there is nothing of greater impor-
tance than a financial policy. The prosperity of the nation, the happiness of
the people, the awakening of industrial enterprises and the activity of commercial
transactions, all are closely bound up with a sound financial policy of the country.’33

29 Chalmers Johnson, MITI and the Japanese Miracle (Stanford, 1982) and Japan, Who Governs? The Rise
of the Developmental State (New York and London, 1995).

30 Nihon ginkom  hyakunenshi, p. 100.
31 Matsukata Masayoshi, Report on the Adoption of the Gold Standard in Japan (Tokyo, 1899) [I have used

the 2003 facsimile edition].
32 Gluck, Japan’s Modern Myths, p. 3; compare further: Jean-Jacques Tschudin and Claude Hamon,

La Nation en marche – études sur le Japon impérial de Meiji (Paris, 1999); Ian Buruma, Inventing Japan,
1868–1964 (New York, 2003).

33 Matsukata, Report, p. 43.
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Clearly, reckless financial reform, not just the shock of ‘opening up’ in the early
years of its internationalisation, had constituted Japan’s predicament. Matsukata
realised that Japan did possess the institutions for installing financial stability, but
was also aware that the way in which relations between these organisations were
organised was the real problem. From then on, the discussion is gradually taken to a
more ideological level. Indicating the (insufficient) capital problem of existing
banks, he explains this has nurtured a kind of ‘financial feudalism’: ‘With such small
amounts of capital, these banks are established in circumscribed localities, each one
within a narrow circle of influence, somewhat as a petty feudal lord used to be
established in his own small castle, surveying under his limited vision a narrow
sphere of jurisdiction.’34 Matsukata’s condemnation of, especially, Om kuma’s policies
is severe. The latter’s system of national banks had not been able to convey a sense of
national consciousness in financial matters, and, consequently, it had hampered the
Japanese nation in developing a field of such importance to its international survival.
What had to be installed urgently, so we are told, is a system in which communica-
tion between banks (‘correspondence’)35 was favoured. (Financial) institutions
should enact or perform according to the sense of national unity. Only by this means
can the necessary circulation of money be guaranteed. In order to express this,
Matsukata employs a highly organic metaphor:

The monetary circulation of a community may fitly be compared to the circulation of blood
in a human body. If there is congestion in one part, and depletion in another part, very soon
the congested part suffers from boils or the part where the blood is inadequate becomes
torpid. If, on the contrary, we find the blood flowing evenly throughout the whole body,
we can trace that in all cases to the healthy action of the heart.

In financial matters, the heart cannot be other than the central bank, for ‘to regulate
the circulation of the currency of a country, to call it in to a place where it is
wanting, and to send it out from a place where there is a surplus, thus to keep even
and steady the constant flow of the currency – this is the office of the Central Bank
in a country . . . .’36

Then, the discussion moves to a review of the functions of the central bank. Seen
in the broadest perspective, these correspond to the functions of any central bank in
any country. Matsukata reiterates the importance of the central bank’s ability to
maintain correspondence with other banks and thus facilitate the circulation of
money throughout the country. He furthermore mentions its task of supplying
capital to the national banks and merchant houses through loans and discounting
bills; and he points out that the central bank will have the power to lower the rate
of interest, exactly because of its commitment to discounting short-term bills of
exchange, which avoids tightness in the money market.

34 Ibid., p. 44.
35 Nihon ginkom  hyakunenshi, pp. 123–4; 147–8.
36 Matsukata, Report, p. 45. The metaphor is given special mention in Tamaki, Japanese Banking, p. 62;

Nihon ginkom  hyakunenshi, p. 123; Yoshino, Nihon ginkomshi, p. 96.
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Two functions do however stand slightly apart from the list, for they are clearly
related to Japan’s specie problem. One concerns the transfer of several services in the
government treasury to the central bank. The government, so we are told, ‘might
entrust to the central bank any part of the public revenue, not in immediate use, to
be temporarily employed in discounting bills and commercial papers . . . . Funds thus
accumulated in the Treasury might . . . be employed in buying gold and silver bul-
lion at home or abroad, to be employed in turn for the redemption of Government
paper money.’37 This had long been established practice in several European coun-
tries. Yet, it must be said to be a rather ‘passive’ or subsidiary strategy for obtaining
specie. Matsukata’s specie politics were more ‘active’. His interventionism is echoed
in the last proposed occupation of the central bank: the discounting of foreign bills
of exchange through banks abroad with which the central bank is in correspon-
dence, and at an interest rate lower than the one prevailing in the foreign country.

The uniqueness of Japan’s financial situation brings the discussion back to our
first concern. To what degree do these functions correspond to the functions of
the BNB, judged ‘unrivalled when it comes to orderly arrangement and perfect
organisation’ (an argument repeated in the Report on the Adoption of the Gold Standard
in Japan)? And what was so attractive about Belgian financial organisation?

IV

The history of Belgian finance in the nineteenth century is extraordinary. At the
time of its national revolution and consequent independence (1830), Belgian bank-
ing was still in its infancy. Banknotes were practically non-existent, and cheques
were little used. Coins were the only commonplace medium of economic
exchange. Even deposit banking was hardly known; the deposits of the modest
number of banking houses in Brussels and a few provincial towns were small, and
loans and discounts occupied a minor aspect of banking activity. Banks mainly
engaged in collecting money and making payments for their customers, especially
outside the city where they were located. The only banking corporation (and,
indeed, the only important business corporation) at the time was the Société
Générale pour favoriser l’industrie nationale, referred to as Société Générale. It had
been founded in 1822 by William I, king of the United Kingdom of the Nether-
lands, with a capital of 50 million florins (a tremendous amount for that day).
Although it had from the outset been designed to develop into an investment bank,
it initially concentrated on traditional banking activities.38

Before 1830, the Société Générale’s role as industrial banker remained limited to
short-term commercial and industrial loans. Ironically, this contained the seed of its
own decay and the origin of a very specific financial paradigm –that is, the ‘mixed

37 Matsukata, Report, p. 56.
38 Herman Van der Wee and Martine Goossens, ‘Belgium’, in Rondo Cameron and V. I. Bovykin

(eds.), International Banking 1870–1914 (New York and Oxford, 1991), p. 114.
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banking’ system. During the sharp economic crisis brought about by the Belgian
revolution in 1830, the Société Générale was forced into accepting shares of compa-
nies (especially the mechanised Walloon heavy industry) in financial trouble in
return for extinguishing their debts. Fortunately, the board of directors of the
Société Générale favoured the acquisition of companies’ shares as a viable means
of developing new business. Experiencing the profitable character of industrial
banking, and perceiving a strong growth potential for investment banking, the
corporation for the first time developed a long-term industrial strategy. It was a
stunning success. As has been pointed out by De Troyer, the corporation’s industrial
portfolio expanded spectacularly from 3.8 million francs in 1830 to 38.7 million in
1840.39

The Société Générale was not the only bank engaged in ‘mixed banking’.
Inspired by their distrust of the Société Générale as an institution with strong sympa-
thies for the Dutch House of Orange, Belgian liberals founded the Banque de
Belgique in 1835. Together, these competing corporations provided a formidable
momentum to Belgian industrial growth: ‘the total amount of money invested in the
150 newly created joint-stock companies between 1833 and 1838 reached about
288.5 million francs, of which the Société Générale accounted for 102 million, or
35 per cent, and the Banque de Belgique 54 million, or 18 per cent’.40 From 1835
onwards, so-called ‘subsidiary companies’ (forerunners of the modern holding)
further consolidated the participations of their parent companies in industry and
transport. They moreover coordinated the modernisation of related companies, and
took great pains to steer their heterogeneous activities in the direction of more
centralised, big joint-stock undertakings, thus encouraging a process of horizontal
and vertical integration. Historically, the origins of the mixed banking system can
thus not be separated from the emergence of heavy industries. Mixed banks supplied
the necessary capital to a sector heavily dependent on long-term fixed capital. When
the interests of industrialists and bankers converged, a process often referred to
as the Bruxellisation de la Wallonie was set in motion: banks absorbed the industries’
interests, and created new possibilities for further industrial development and
growth.

V

Mixed banking was not, however, without its problems. Precisely because of
the long-term immobilisation of the larger part of their assets, both of the large
corporations worked with low liquidity ratios, which was particularly threatening to

39 Marc De Troyer, ‘Financiële intermediatiepolitiek van de Société Générale, 1822–1850’ [Société
Générale’s politics of financial intermediation, 1822–1850], unpublished dissertation (University
of Leuven, Department of Economics, 1974); mentioned also in Van der Wee and Goossens,
‘Belgium’, p. 115 (endnote 10).

40 Van der Wee and Goossens, ‘Belgium’, p. 115.
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note issuing and the smooth functioning of deposit banking. Bank runs (not an
uncommon phenomenon at the time) were fuelled by low liquidity ratios: because
of the absence of a central bank, there was no lender of last resort able to absorb
acute financial distress. The inherent difficulties of mixed banking became obvious
in the Belgian financial panic of 1838. And in 1848, the Paris revolution of 24
February severely affected the fate of banking practice at the Société Générale too,
since it could not meet requests for the immediate redemption of deposits in coin.
Only a risky strategy of issuing inconvertible notes not exceeding 20 million francs
for the reimbursement of deposits (made possible by the law of 22 May 1848) broke
the impasse. An important lesson had been learnt: the businesses of note issuing,
deposit banking and industrial banking should not be undertaken by one
corporation, not even if this corporation was the powerful Société Générale.

Financial reform soon followed. In 1850, the liberal Belgian government
withdrew the right of note issuing from the Société Générale and the Banque
de Belgique. Predominantly drawing on French monetary theory of the time, the
influential liberal and minister of finance Walthère Frère-Orban designed a plan
for ‘his’ Belgian central bank. Yet his ideas were not immediately welcomed with
enthusiasm. Difficult negotiations with the Banque de Belgique and especially the
Société Générale, both originally in charge of note issuing, followed his proposals.
Seen in hindsight, these negotiations were of great importance for the resulting
profile of the central bank. In order not to damage the industrial interests of the
mixed banks, the BNB was established as the most purely commercial national bank
of its time: its business was limited substantially to discounting commercial paper and
excluded, except to a limited extent, advances upon securities or any other non-
commercial asset. Yet the truly innovative nature of Frère-Orban’s labour is undeni-
able, as Conant and later Kauch41 have indicated. The antagonism with the Société
Générale had been important, and although Frère-Orban was most certainly
indebted to the Banque de France (for instance, with regard to the conciseness of
the charter), the original character of the BNB is clear. One only has to think of the
relatively strong intervention of the state in the councils and the management of
the bank, or the close collaboration of the latter with the state. The bank acted as the
cashier for the state (art. X of the original charter), and managed the public debt;42
the bank was required to invest in commercial paper for the profit of the treasury
any surplus in the government balance above actual current needs;43 and the govern-
ment entitled itself to earn a share in the profits of the bank44 – all stipulations that
did not exist for the Banque de France at the time. Equally innovative was the
provision that, should a general savings bank be established (see below), the Belgian

41 Carles Conant, The National Bank of Belgium (Washington, 1910); P. Kauch, De Nationale Bank van
België, 1850–1918 (Brussels, 1950).

42 Conant, National Bank of Belgium, pp. 142–55.
43 Ibid., pp. 156–7.
44 Ibid., pp. 131–42
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government reserved the right to have its operations carried out by the BNB.
Furthermore, the rules concerning the proportion of cash reserve to be held had no
parallel with the Banque de France and the Bank of England. In fact, the issuance of
notes was unlimited in amount and not restricted by the charter, even as to the
proportion of cash reserve to be held. The proportion of cash to be held was delib-
erately left to be fixed by the statutes of the BNB, to be drawn up by mutual agree-
ment between the minister of finance and the administration of the BNB. By this
authority, the proportion of cash to notes had been fixed at 331/3 per cent, but the
minister of finance had the power to suspend this requirement in an emergency.
Numerous other examples could be given to illustrate that, in 1850, the BNB was
indeed the ‘ideal bank of issue’, as Conant once put it.45 One of them, however,
deserves special mention: the bank was allowed, from an early date, to count first-
class foreign bills of exchange as part of its reserve; only much later would this
become common practice at national banks throughout the world. This idea had
been suggested by the Jewish banker Bischoffsheim, and its intention was to encour-
age international commerce (especially through correspondence with international
Jewish banks, a large number of which had a presence in Antwerp).46 The utility of
holding foreign bills in an emergency was demonstrated several times in a striking
manner. At the time of the outbreak of the Franco-German War, for instance, the
product of the sale or payment of foreign commercial paper was converted into gold
and silver; the BNB thus managed to maintain its discount rate at a relatively
moderate level (3 per cent), while in several financial capitals the discount rate stood
at 6, 5 or 4 per cent.47 Whereas the practice was also criticised as compromising the
soundness of Belgian banking, it was certainly advantageous to the BNB from
several points of view: not only did foreign bills facilitate international payments,
they also gave the reserve considerable elasticity. As such, they made it possible to
maintain lower discount rates, and, not to be forgotten, to ameliorate international
financial correspondence – not unimportant in a country that was commonly
confronted with a scarcity of specie.48

VI

Yet, with the creation of a central bank, Frère-Orban’s plans (and hence his struggle
with the Société Générale) had not been brought to a halt. As noted above, the
original charter of the BNB contained an article providing that, if a general savings
bank were to be established, the government reserved the right to have its operations
carried on through the BNB. His ambition was the thorough reform and
modernisation of the Belgian money and credit system through the creation of a

45 Ibid., p. 5.
46 Kauch, Nationale Bank van België, p. 106.
47 Conant, National Bank of Belgium, p. 81.
48 Kauch, Nationale Bank van België, p. 187.
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series of specialised public institutions, each of which would be responsible for a
specific area of the credit system.49 He had a strong conviction that the Société
Générale should limit its activities to long-term industrial credit, and abandon the
mixed banking model. Other institutions were to be established in a way that was to
avoid competition between them. A first step in that direction was the establishment
of the Crédit Communal in 1860. This part of the reform was probably the least
contested of all of Frère-Orban’s measures. On the contrary, the Société Générale
welcomed it, as this institution was to guarantee the loans that small and medium-
sized municipalities concluded with the private banks; it was, furthermore, to
guarantee the major public loans of the big cities, which were underwritten by the
private banks; and it was to entrust the private banks and the Société Générale with
the placing of its own public loans.

This favourable reception was not to be expected for the Caisse Générale
d’Epargne et de Retraite (National Savings and Annuity Bank). This institution lay
at the very centre of Frère-Orban’s masterplan. Frère-Orban must have realised the
difficulty of having this institution established for, in 1859, he introduced the bill
for its creation with a commentary of no less than 178 pages. The Société Générale,
which – as a mixed bank – possessed a savings bank, viewed the bill with particular
suspicion. Malou, a director of the Société Générale and a staunch opponent
of Frère-Orban’s reforms, ‘regarded the savings bank as the core of what private
banking could contribute towards the general good. If this aspect was lost to the
bank’s activities, the state would acquire too great a concentration of power in the
financial sector’.50 But Frère-Orban was not a man to give in easily. The Caisse
Générale d’Epargne et de Retraite was set up in 1865, and the law of its establish-
ment called for close cooperation with the BNB, which was to place its 35 branches
at the disposal of the new institution. At the same time, the BNB notified the
Société Générale of the termination of the services the former provided to the
latter’s savings bank.

This leaves a discussion of the Société Générale. How did it respond to the several
successful government offensives against its activity? As it turned out, the institution
proved capable of reinventing itself. It concentrated more and more on heavy indus-
try, railways and coal mining, and became once more one of the most successful
financial institutions of its time. Eventually, it would explicitly formulate its own,
Belgian, version of Japan’s later shokusan komgyom  policy: ‘We think that an establish-
ment like ours should not merely seek bank commissions, but has an implicit moral
responsibility to the community. Without pretending to do everything . . . we will
always attempt to assist Belgian enterprises.’51 Because railway companies created a

49 Ibid., pp. 40–2; compare further: Herman Van der Wee and Monique Verbreyt, The Generale Bank,
1822–1997 – A Continuing Challenge (Tielt, 1997), pp. 68ff.

50 Van der Wee and Verbreyt, Generale Bank, p. 71
51 B. S. Chlepner, Le Marché financier belge depuis cent ans (Brussels, 1930), p. 66. Compare further, Van

der Wee and Verbreyt, Generale Bank, p. 104; Van der Wee and Goossens, ‘Belgium’, p. 120.
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high demand for iron and steel, which thus favoured the heavy industries in Belgium
patronised by the Société Générale, railway companies were a natural choice for its
investment. Later, it developed an impressive network of controlled banks and
embarked on a successful international industrial strategy. It set up companies to lay
railways in Belgium and abroad, and would, towards the end of the century, lay and
run electrified urban tram and underground networks. This internationalisation had
reciprocal effects on Belgian banking. It led to the consolidation of the mixed bank-
ing structure and to the innovation of the modern holding company. Among the
Société Générale’s most important successes are to be reckoned: its regaining of
ground in deposit banking by setting up a service of interest-bearing demand depos-
its and a system of safe custody of shares and other securities; the creation of the
Société des Chemins de Fer du Nord d’Espagne; and, towards the end of the century,
the concession for the laying of the Beijing–Hankow railway in China. By then,
Belgium possessed a modern banking system that had come to full growth. On the
eve of World War I, the success of Frère-Orban’s strategy of financial diversification
would be fully visible: in 1913, Belgium was one of the five major creditor nations
of the world. More than any other country in the world, it lent plausibility to
Alexander Gerschenkron’s famous contention that, in moderately backward
countries, a well-organised banking system may be an efficient substitute for missing
prerequisites of economic modernisation.

VII

From Matsukata’s main writings – the larger part of which was most probably
written by Katom Wataru52 – it is clear that there are obvious parallels between
Matsukata’s reform and the grand design of Frère-Orban’s policies. The Zaiseigi, the
Report on the Adoption of the Gold Standard in Japan, and policy documents relating to
the BOJ’s establishment53 recall not only the necessity of establishing a central bank,
but also the need for a range of financial institutions formed around the central bank:

Industry and thrift are two chief factors in the production of national wealth, and the savings
bank [chokin ginkom ] has for its aim the encouragement of the spirit of thrift, while the indus-
trial bank [kangyom  ginkom ; later referred to as komgyom  ginkom ] seeks to encourage industry among
the agricultural and manufacturing classes. And what the industrial bank seeks to do among
the agricultural and manufacturing classes, the central bank tries to accomplish among the
commercial classes. These three kinds of banks therefore, while their organisations are dis-
tinct and different so that they may never be brought within one organisation, are yet closely
dependent upon each other, and by mutual support work together toward the increase of
national prosperity54.

52 Nihon ginkom  hyakunenshi, p. 119.
53 Nihon ginkom  somritsu no gi (1882); Nihon ginkom  som ritsu shishu no setsumei; compare Nihon ginkom

hyakunenshi, pp. 120ff.
54 Matsukata, Report, p. 66.
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For the central bank, this lesson of Belgian banking implied the drawing of the
regulations (jom rei) and the statutes (teikan) along the lines of the regulations and the
statutes of the BNB. The official history of the BOJ explains at length how
Matsukata and his reformers followed the Regulations and the Statutes of its Belgian
peer literally word-for-word or article-for-article.55 The BOJ thus naturally inher-
ited the state-interventionist character of the latter, including the inclusion of
various services to the government treasury in its duties; state interventionism was
even strengthened by stipulating that the governor of the bank (chokunin) was to be
appointed directly by the emperor, the vice-governor (somnin) with the emperor’s
approval, and the directors with approval of the minister of finance; in the case of the
BNB, the directors were chosen by the general assembly. Importantly, it also
adopted the BNB’s commitment to commercial banking in the strict sense. Differ-
ences between the juridical provisions of the two central banks are thus, it must be
said, trivial or even negligible.

VII I

Yet, how did the BOJ conduct its business? Were its financial operations indeed
comparable to those of the BNB? And did Matsukata proceed with the establish-
ment of a savings bank and an industrial bank? As is also indicated in Eleanor
Westney’s study, different environmental factors quite obviously led to consider-
able, yet unintended departures from the original, even if policy makers at the time
attempted a conscious and meticulous transfer of the original.56

At least three aspects set the BOJ apart from its Belgian model. First, it did not
adopt the BNB’s practice of counting foreign bills of exchange in its reserve in order
to regulate the foreign exchanges and the discount rate. Whereas this had been
stipulated in the Matsukata Memorandum of 1882,57 the BOJ did not directly
engage in foreign exchange at all. Instead, it decided to ‘outsource’ foreign exchange
to the Yokohama Specie Bank (yokohama shomkin ginkom , hereafter: YSB), which had
been established in 1879 under the administration of Om kuma Shigenobu. This gave
rise to a very particular and unique financial construction. The scheme involved
YSB and its steadily growing number of foreign branches in an ambitious plan to
obtain foreign specie through stimulating direct exports, and later by ‘hedging into
foreign exchange markets’.58 Using paper money supplied by the government, YSB
bought bills receivable from Japanese exporters, and repaid foreign moneys collected

55 Nihon Ginkom  Hyakunenshi, pp. 173–208.
56 Westney, Imitation and Innovation, pp. 24ff.
57 Matsukata, Report, pp. 58ff.
58 Tamaki Norio, ‘The Yokohama Specie Bank: a multinational in the Japanese interest 1871–1931’,

in Geoffrey Jones (ed.), Banks as Multinationals (London, 1990), esp. pp. 196ff.; Tamaki, Japanese
Banking, pp. 46–8; see also Itom Keiko, ‘Hisaakira Kano (1868–1963) – International Banker from a
Daimyo Family’, in J. E. Hoare (ed.), Britain and Japan: Bibliographical Portraits, vol. III (Richmond,
Surrey, 1999), pp. 212–26; Nihon ginkom  hyakunenshi, pp. 382–427.
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by its agencies overseas to the government, after exchanging them into specie – a
mechanism known as goyom  gaikoku nigawase. In 1889, the BOJ entrusted YSB with
rediscounting facilities up to ¥10 million at 2 per cent rate (BOJ excluded itself
from the business of foreign exchange until 1904).59 In the same period, relations
between the BOJ and YSB were extremely close: ‘The minister of finance could
appoint the deputy governor of the Bank of Japan concurrently as governor of the
Yokohama Specie Bank and . . . the governor of the Yokohama Specie Bank could
act concurrently as director of the Bank of Japan.’60

Secondly, since the BOJ’s relations with the government were very close, and
since Japan’s late development demanded something other than a mere central insti-
tution for commercial banking, the operational character of the BOJ developed into
something quite different from the founder’s intentions. Despite the fact that the
circulation of commercial bills had increased after the turbulent early days of the
Restoration, it was still insignificant. In December 1882, the government therefore
published regulations for bills of exchange and promissory notes (kawasetegata
yakusokutegata jom rei). BOJ taught the factories directly operated by the state how to
handle their transactions with private entrepreneurs in the form of bills. Yet, these
efforts notwithstanding, for years to come the business of discounting commercial
bills remained unimportant in the BOJ’s credit business with the general public.61
Very much incompatible with the original function of the bank, it would even,
during the depression in the late 1880s, rediscount drafts secured by shares stock, as
a means of industrial financing and economic relief.62

A final way in which Matsukata partially failed was in the establishment of a
network of banking institutions each involved with a specific aspect of the credit
business. Both Matsukata’s Zaiseigi and the Memorandum on the Establishment of the
BOJ stressed the necessity of establishing savings banks and industrial banks in the
very near future. For a host of reasons however, most industrial banks were founded
around the same time only after the Sino-Japanese War (nisshin sensom ); savings banks
had been established since 1880, but ‘are so imperfectly organised, that should
mismanagement occur and cause losses to the depositors, it is to be feared that
people would come to distrust the system of saving itself’, as Matsukata himself put
it.63 Yet, saving eventually turned out to be an area of the particular innovation.
Apparently inspired by Cameralism or Kameralwissenschaft (a German version of
mercantilism stressing the management of state revenues through state enterprises
with the objective of protecting national economic interests), the bureaucrat
Maejima Hisoka devised a plan to merge private interest and state-defined public

59 Ishii Kanji, ‘Japanese foreign trade and the Yokohama Specie Bank, 1880–1913’, in Olive
Checkland, Nishimura Shizuya and Tamaki Norio (eds.), Pacific Banking, 1859–1959: East Meets West
(Hampshire, 1994), pp. 1–23 esp. p. 8ff..

60 Tamaki, ‘Yokohama Specie Bank’, pp. 195–6.
61 Nihon ginkom  hyakunenshi, pp. 336–44.
62 The Fuji Bank, Banking in Modern Japan (Tokyo, 1967), pp. 30–1.
63 Matsukata, Report, p. 66.
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goals: the postal savings system (yumbin chokin). It involved a skilful blend of the
semantics of thrift and modern progress, on the one hand, and the pre-existent
national postal infrastructure on the other.64 In contrast to the Belgian situation (in
which struggle between Frère-Orban and the Société Générale was the order of the
day), instead of competition it constituted a strong complement to the still wobbling
system of commercial banks at the time. Postal banks did not engage in the business
of extending loans (which traditionally is an important part of the portfolio of com-
mercial banks). But more importantly, they established a strong national penetration
of modern banking and the credit business through their presence in even Japan’s
most rural regions, where the commercial banks did not yet have branches.65 The
purely economic advantages of the postal savings system were vast too.66 Opera-
tional costs were low because collecting deposits did not require special banking
knowledge; accommodation costs were minimal as post offices were set up in asso-
ciation with railway stations; and as postal savings were fully guaranteed by the state,
they provided a stable financial backbone in times that were still fiscally chaotic. By
the turn of the century, when Japan’s financial system was more or less stabilised,
assets of the postal savings system came to be used as the deposit fund (yokinbu),
which was under the control of the ministry of finance, and which became the lever
of Japan’s spectacular economic growth and imperialist expansion in the form of
what could be called financial mobilisation.

Thus, in the aftermath of the Sino-Japanese War, France and Germany were
countries that resembled Japan more closely than Belgium in their international
inspirations. It is therefore hard to contend that, especially, the goals of Japanese
industrial banks had been inspired by the Société Générale, rather than by the
French crédit foncier, or the German system of Hypothekenbanken. The financial path-
ways of Belgium and Japan evolved in quite distinct ways. The failure of Japanese
and Belgian entrepreneurs to cooperate in the construction of a long railway
between Seoul and Pusan may be considered symptomatic for the strategic
differences between financial systems whose destinies had once been so closely
intertwined.67
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