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Abstract

This thesis examines foreign government loan issues on the London capital market in the
period from 1870 to 1913, with special reference to Japan.

Chapter One provides an overview of foreign government loan issues in London.
Chapter Two deals with a number of more specific topics: the development of the loan
issue organisations on the market, and the role and involvement of various types of
financial institutions in loan issue business.

Later Chapters mainly take up the detailed history of Japanese government loan
issues, referring to domestic Japanese financial conditions. Chapters Three to. Seven
~ examine the development of Japanese government loan issues on the international capital
markets. Throughout these operations Japan enhanced its creditworthiness by successfully
spreading its loan issue operations from London to New York, Berlin and Paris. Chapter
Eight discusses municipal and company loan issues, with a view to comparing them with
the government’s. Chapter Nine discusses the role of the Japanese government’s deposits
in London under the international gold standard system, and the effects of the Japanese
government loan issues on Japan’s foreign trade. The Conclusion summarises the main
arguments of the thesis.
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In this thesis the term ‘foreign’ means countries outside the British Empire.
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‘The diplomatic representative makes speeches in a language utterly unknown to his
fellow-guests. The financier, not the better for his dinner, confides in English equally
unintelligible to the Finance Minister’s relative that the loan, if successful, will be
entirely owing to his - the financier’s - abilities; that if unsuccessful, failure will only be
attributable to the rotten and bankrupt state of the borrowing country. The relative and
the diplomatic representative retire home perfectly satisfied with their relations with
British finance, and calculating how many loans the Finance Minister can bring out
before the unhallowed cabals of his opponents have forced His Excellency into
resignation or exile.” (Sir Henry Drummond-Wolff, Rambling Recollections, vol.ii
[1908], pp.65-66).

Cerens foreign loan issues are serious matters for a state. Unlike the projects that individual
people, unconcerned with the state, privately depended upon low rate foreign capital, the
state’s direct borrowing abroad will cause the responsibility of paying it off at the
sacrifice of the state. This is very. different from the case that an individual goes into -
bankruptcy or fails in business. Nevertheless, if the state ventures to raise foreign loans,
it should not only consolidate its [financial] foundation but also firmly ensure sources of

?

specie for the payment of principal and interest of the loans........ (Meiji_Zaiseishi

[History of Japanese Finances in the Meiji Era], vol.8 [Tokyo, 1903], pp.169-70).

It is not too much to say that the modern foreign policy of Great Britain has been
primarily a struggle for profitable markets of investment. To a larger extent every year
Great Britain has been becoming a nation living upon tribute from abroad, and the classes
who enjoy this tribute have had an ever-increasing incentive to employ the public policy,
the public purse, and the public force to extend the field of their private investments, and
to safeguard and improve their existing investments. This is, perhaps, the most important
fact in modern politics, and the obscurity in which it is wrapped has constituted the
gravest danger to our State.’ (J.A. Hobson, Imperialism: A Study, 3rd ed. [1938], pp.53-
54).
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INTRODUCTION

This thesis aims to analyse the character of foreign government loan issues on the London
capital market before the First World War. It will address the following questions: firstly,
how foreign governments were able to raise funds on the London capital market, and
secondly, what the role of financial institutions involved in these operations was? These
questions will be answered in relation to the history of Japanese government loan issues
on the London capital market in the period from 1870 to 1913.

Consideration will be centred on the London capital market, but the significance
of the Paris capital market' will also be taken into consideration. Previous research has
established that borrowers seeking to improve the terms of loan issues would sound out
other main capital markets when London’s conditions .seemed unfavourable. International
market linkages in simultaneous loan issues will be looked into more seriously,’ although
London became the centre for the Japanese government foreign loan issues.

Some scholars have neglected the role of Japan’s foreign borrowings at the early
stage of its industrialisation,’ but the importance of Japan’s large capital imports after the
turn of the century, which resulted mainly from increased military outlay, is generally

admitted,’ comprising over 20 percent of the total foreign government loan issues in

', Platt paid attention to the availability of new capital on the Paris capital market
for foreign investment after the turn of the century (D.C.M. Platt, Britain’s Investment
Overseas on the Eve of the First World War [1986], pp.131-34).

’. Landes depicted this as ‘its [merchant banking’s] very nature of a team activity’
which included ‘a nucleus of two or three correspondents in different major markets’
(D.S. Landes, Bankers and Pashas [Cambridge[Mass.], 1958 [reprinted 1979]], p.16).

*. W.J. Macpherson, The Economic Development of Japan ¢.1868-1941 (1987), p.34;
E.P. Reubens, ‘Foreign Capital and Domestic Development in Japan’ in S. Kuznets,
W.E. Moore & J.J. Spengler (eds.), Economic Growth (Durham[N.C.], 1955), p.179.

‘. G.C. Allen, A Short Economic History of Modern Japan, 1867-1937 (1972), p.50.
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London in the period from 1900 to 1913. The scale of the Japanese government loan
issues reached its apogee during the Russo-Japanese War period (1904-1905), and these
financial operations on the international capital markets, especially London, New York,
Berlin and Paris, attracted a great deal of attention from financiers and public investors.*

The activities of Japanese banks in the London capital market before the First
World War are another subject of interest. Japan had been a mysterious and unknown
country to Western investors in the 1870s, but by about the turn of the century its
creditworthiness on the London capital market had improved remarkably. Japanese-
owned banks, supported by the Japanese government, played a significant role in
enhancing Japan’s borrowing position abroad. The banks, in collaboration with foreign
financiers, arranged many Japanese government foreign loan issues on favourable terms.

Very little has been said about Japanese financial activities on foreign capital
markets before 1914. There has been no serious study of Japanese government foreign
loan issues. In fact, H. Feis, the author of the famous book Europe the World’s Banker,
1870-1914, published in 1930, devoted only 8 out of his 469 pages to Japanese loans.*
M. Takahashi, one of the leading Japanese financial historians, declared that the study
of the activities of foreign financiers involved in Japanese government loan issues was
impossible because of the unavailability of the relevant historical records.” G.C. Allen
mentioned Japan’s success in raising loans abroad after the Russo-Japanese War, but did
not further elaborate on the reason for this success, or the means by which it was

achieved.®

*. “Mr. Korekiyo Takahashi’, Bankers’ Magazine, vol.78 (1904), pp.355-56. He was
the Japanese Government Special Loan Commissioner in 1904, 1905 and 1907.

‘. H. Feis, Europe the World’s Banker, 1870-1914 (New Haven, 1930 [reprinted
1964]), pp.422-29.

Era) (Tokyo, 1964), p.200.

®. Allen, op. cit., p.50; M.S. Gordon, ‘Japan’s Balance of International Payments,
1904-1931” in E.B. Schumpeter (ed.), The Industrialization of Japan and Manchukuo
(New York, 1940), appendix (pp.863-925) and U. Kobayashi, War and Armament Loans
of Japan (New York, 1922) did not refer to the loan issue process.
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The neglected area of the Japanese government foreign loan issues also forms a
part of the wider neglected area of the loan issue process on the London capital market,
although, exceptionally, Hall’ and Gilbert" have scrutinised the Australian governments
loan issues. This neglect is curious in view of the long debate about British foreign
investment.

The tendency of the British economy to invest capital abroad accelerated from
around the middle of the nineteenth century, and by the period just before the First
World War had become a very conspicuous phenomenon. The beginning of Britain’s
relative economic decline in this era stimulated interest in the Victorian foreign
investment as one possible explanation. The study of British foreign investment became
a controversial topic because of the lack of accurate data. In the mid-1980s Platt raised
doubts about the established estimates' of total British foreign investment before 1914,
considering them an over-estimation. " Feinstein, on the other hand, has recently defended
the widely accepted figures of Paish.” Further controversy has arisen from a re-
evaluation of the composition of British foreign investment. While an older gehefaﬁoﬁ |
of economic historians regarded this investment as overwhelmingly portfolio in nature,
a new generation of economists and business historians have joined forces to suggest that

perhaps as much as 40 percent of British foreign investment before the First World War

°. A.R. Hall, The London Capital Market and Australia, 1870-1914 (Canberra,
1963).

. R.S. Gilbert, ‘London Financial Intermediaries and Australian Overseas
Borrowing, 1900-29°, Australian Economic History Review, vol.11 (1971).

"', It is said that G. Paish made the most accurate calculations of the amounts of
foreign borrowings outstanding based on the Inland Revenue’s return of dividends (‘Great
Britain’s Capital Investments in Other Lands’, J.R.S.S., vol.lxxii (1909), pp.465-80;
‘Great Britain’s Capital Investments in Individual Colonial and Foreign Countries’, jbid.,
vol.lxxiv (1911), pp.167-87; ‘The Export of Capital and the Cost of Living’, The Statist,
14 February 1914, supplement.

2, Platt, op. cit..

®, C.H. Feinstein, ‘Britain’s Overseas Investments in 1913°, Economic History
Review, second series, vol.xliii-no.2 (1990), pp.288-95.
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was direct, involving ownership and control of foreign assets.'* The recent argument on
‘gentlemanly capitalism’ as a historical framework arises from Britain’s overseas
expansion and its effect on its economy." This introduction will examine some of the
most relevant literature on the debates surrounding British foreign investment and
Japanese foreign loan issues, before turning more directly to the main topic of the thesis.

Firstly, there have been several estimates of the size of British capital exports,
although there has been disagreement about the most appropriate method of estimation,
‘direct’ or ‘indirect’. Hobson,'® Cairncross' and Imlah™ calculated it for periods before
1914 by the ‘indirect method’ - the residual of balance of payments deducting trade and
some of non-trade items is equivalent to capital transfer.” Feinstein detailed the United
Kingdom’s foreign investment in the period from 1870 to 1965 using this method.”
Clearly this produces a more correct figure for capital movements if the balance of

payments data are accurately provided. Yet information on individual loan issues on the

. ". P. Svedberg, ‘The Portfolio-Direct Composition of Private Foreign Investmentin
1914 Revisited’, Economic Journal, vol.88 (1978), pp.763-77; J.H. Dunning, ‘Changes
in the Level and Structure of International Production: The Last One Hundred Years’ in
M. Casson (ed.), The Growth of International Business (1983), chapter 5; P. Hertner &
G. Jones (eds.), Multinationals (Aldershot, 1986), pp.1-18.

“, P.J. Cain & A.G. Hopkins, ‘The Political Economy of British Expansion
Overseas, 1750-1914’, Economic History Review, second series, vol.xxxiii-no.4 (1980),
pp.463-90; ‘Gentlemanly Capitalism and British Expansion Overseas, I. The Old Colonial
System 1688-1850" and ‘Gentlemanly Capitalism and British Expansion Overseas, II.
New Imperialism, 1850-1945°, ibid., vol.xxxix-no.4 (1986), pp.501-25 and vol.xI-no.1
(1987), pp.1-26; M.J. Daunton, ‘"Gentlemanly Capitalism" and British Industry 1820-
1914°, Past and Present, no.122 (1989), pp.119-58.

. C.K. Hobson, The Export of Capital (1914), p.204.

", A.K. Cairncross, Home and Foreign Investment 1870-1913 (Cambridge, 1953),

p.180.
®. A.H. Imlah, Economic Elements in the Pax Britannica (New York, 1969),
pp.70-75.

*. P.L. Cottrell, British Overseas Investment in the Nineteenth Century (1975), pp.
12-13.

*. C.H. Feinstein, National Income, Expenditure and Qutput of the United Kingdom,
1855-1965 (Cambridge, 1972), T37-T39. There is a revised series of foreign investment
estimates for the United Kingdom 1870-1920 in C.H. Feinstein & S. Pollard (eds.),

Studies in Capital Formation in the United Kingdom, 1750-1920 (Oxford, 1988), table
xvii (pp.462-63).
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London capital market, not the exact amount of the total British capital exports, is needed
in this thesis. Despite the importance of the previous works, they are largely silent on this
matter.

The ‘direct method’ does give more details of individual loan issues. The Council
of the Corporation of Foreign Bondholders* and Jenks” tabulated foreign government
loan issues up to 1876 (1877). Hobson calculated Britain’s investment abroad (capital
creations) from 1870 to 1912, from the Investor’s Monthly Manual.” Segal and Simon,*
and Simon,” including other data, re-calculated new British portfolio ‘foreign”‘s
investment (creations and calls) from 1865 to 1914. Davis and Huttenback revised these
studies to show flows of industrial capital distributions.” These valuable works have
provided the annual aggregated amounts of investment, but do not give individual loan
issue information directly. On the basis of this literature, this study will investigate the
information on individual foreign government loan issues in London.

Secondly, extensive literature has been generated by debates about the influence
of capital exports or the domestic Brifish economy.” It has been sﬁggesfed that the British
economy would have been more successful if some of the capital exported could have

been invested in crucial domestic industries.” This interpretation suggests that a shortage

%, Council of the Corporation of Foreign Bondholders, Fifth Annual General Report
(1878).

2, L.H. Jenks, The Migration of British Capital to 1875 (1927 [reprinted 1971]),
appendix c.

2, Hobson, op. cit., p.219.

. H.H. Segal & M. Simon, ‘British Foreign Capital Issues, 1865-1894°, Journal of
Economic History, vol.xxi-no.4 (1961), pp.566-81.

. M. Simon, ‘The Pattern of New British Portfolio Foreign Investment, 1865-1914’
in A.R. Hall (ed.), The Export of Capital from Britain, 1870-1914 (1968), p.25.

%, Included Colonies.

7. L.E. Davis & R.A. Huttenback, Mammon and the Pursuit of Empire (Cambridge,
1986), especially chapter 2.

%. S. Pollard made an extensive survey on this issue (‘Capital Exports, 1870 - 1914:
Harmful or Beneficial?’, Economic History Review, vol.xxxviii-no.4 [1985],
pp-489-514).

®. W.P. Kennedy, Industrial Structure, Capital Markets and the Origins of British
Economic Decline (Cambridge, 1987), pp.158-63; ‘Foreign Investment, Trade, and

(continued...)
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of domestic industrial investment caused by the capital exports finally helped to push the
domestic British economy into relative decline. Many have argued that the alleged
excessive capital exports arose from defects in British financial organisation, which
emphasised the divergence between the City and domestic industries.” For this study,
these arguments have provided useful background data on the involvement of financial
institutions, such as the merchant banks, in foreign government loan issues, but
surprisingly little detail on the mechanism through which foreign loans were issued.
Additionally, the behaviour of Victorian investors has been seen as one of the
components of the biased capital market, which accelerated capital exports in the British
economy. The higher rate of realised returns on Colonial and foreign securities has been
confirmed by Goschen,” Nash,” Lehfeldt,” Cairncross* and Edelstein.” Their yields
obviously corresponded to a ‘country risk’, that is to say, high risks and high returns.

Edelstein has explained investors’ behaviour in lending abroad on the basis of ‘risk-

*(...continued)
Growth in the United Kingdom, 1870-1913°, Explorations in Economic History, vol.11-
no.4 (1974), pp.415-44; ‘Institutional Response to Economic Growth: Capital Markets
in Britain to 1914’ in L. Hannah (ed.), Management Strategy and Business Development
(1976), pp.151-83. Also see M.W. Kirby, The Decline of British Economic Power since
1870 (1981), pp.15-16 and M. H. Best & J. Humphries, ‘The City and Industrial Decline’
in B. Elbaum & W. Lazonick (eds.), The Decline of the British Economy (Oxford,
1986), pp.223-39.

¥, This allegation was repeated in every generation. See the report of the Macmillan
Committee - Committee on Finance and Industry, Report, B.P.P. 1930-31, xiii, [Cmd.
3897], para 384 and 397.

*. Viscount Goschen, Essays and Addresses on Economic Questions, 1865-1893
(1905), p.21.

2 R.L. Nash, A Short Inquiry into the Profitable Nature of Qur Investments (1880),
pp-31-32.

® R.A. Lehfeldt, ‘The Rate of Interest on British and Foreign Investments’,
JL.R.S.S., vol.lxxvi (1913), pp.196-207 and 415-16; vol.lxxvii (1914), pp.432-35;
vol.Ixxviii (1915), pp.452-53.

. Cairncross, op. cit., chapter ix.

¥, M. Edelstein, Overseas Investment in the Age of High Imperialism (1982), chapter
5.
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adjusted’ returns.* Kennedy has described the bias of the Victorian capital market as the
safety - risk averse - preference of British investors acting on the basis of limited
information, a limitation that was particularly acute in equity investments in areas of high
technology.” However, the relationship between risks and returns, based on the
assumption that the contemporary investors were rational and well-informed, is a key
issue of this argument.® Furthermore, the more one accepts the arguments of economists
and business historians that much British foreign investment was direct, the less plausible
it is to suggest that all British investors were risk-averse.

Thirdly, historians of diplomacy have examined foreign loan matters in connection
with government foreign policy. Feis’s pioneering work explored the political
relationships between lending and borrowing countries. He emphasised that capital
movements from one country to another were often determined by ‘political circumstance
rather than by economic or financial calculation’.” Feis and those following in his
footsteps rightly stressed that diplomatic relations between lending and borrowing
countries formed thie most basic structure of loan issue negotiations, but neglected their
economic aspect, which appeared particularly in the loan issue terms. This is a subject
that this thesis will need to explore. Within this tradition, Platt,” McLean* and Edwards®

have analysed the role of diplomacy in foreign government loan issues for Egypt, Persia,

*, Edelstein, op. cit., pp.130-40; ‘The Rate of Returns on U.K. Home and Foreign
Investment, 1870-1913’, Unpublished Ph. D. Thesis, University of Pennsylvania, 1970,
part ii; ‘Rigidity and Bias in the British Capital Market, 1870-1913’ in D.N. McCloskey
(ed.), Essays on a Mature Economy (1971), pp.83-111; ‘Realised Rates of Return on
U.K. Home and Overseas Portfolio Investment in the Age of High Imperialism’,
Explorations in Economic History, vol.13-no.3 (1976), pp.283-329.

¥, Kennedy, op.cit., chapter 5.

*, Pollard, op. cit., p.495. Also see, M. Collins, Banks and Industrial Finance in
Britain 1800-1939 (1990), pp.42-48.

. Feis, op. cit..

©. D.C.M. Platt, Finance, Trade, and Politics in British Foreign Policy 1815-1914
(Oxford, 1968), especially part iii.

“. D. McLean, Britain and Her Buffer States (1979).

“. E.W. Edwards, British Diplomacy and Finance in China, 1895-1914 (Oxford,
1987).
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and China respectively before 1914, but their analyses have not represented the loan issue
processes of these countries on the London capital market.

Fourthly, business historians have shown how important foreign government loan
issues were to particular banking concerns. There are several detailed histories of
merchant banks, such as J.S. Morgan & Co. (Morgan Grenfell & Co.) (Burk),® J.P.
Morgan & Co. and J.S. Morgan & Co. (Morgan Grenfell & Co.) (Carosso),” Baring
Brothers & Co. (Orbell® and Ziegler®) and Kleinwort, Sons & Co. (Diaper).” From a
wider perspective, Chapman has explained the involvement of merchant banks as a whole
in the foreign loan issue business.® They all bring out the role of merchant banks in this
field. In addition, two recent studies of British overseas banks, the Imperial Bank of
Persia (Jones)” and the Hongkong Bank (King),” have shed light upon the loan issue
business of those institutions. These histories have provided useful information based on
confidential archives, but naturally had the limitation of only examining the loan issues
with which these particular banks were concerned.

However, in Britain Japanese government loan issues have not yet been considered
in the detailed historical studies. King tabulated the Japanese government loan issues

before 1914 which the Hongkong Bank took up.” Orbell and Ziegler have given a very
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. K. Burk, Morgan Grenfell 1838-1988 (Oxford, 1989).
. V.P. Carosso, The Morgans (Cambridge[Mass.], 1987).
. J. Orbell, Baring Brothers & Co., Ltd. (1985).

. P. Ziegler, The Sixth Great Power (1988).

¥, S.J. Diaper, ‘The History of Kleinwort, Sons & Co. in Merchant Banking,
1855-1961°, Unpublished Ph.D. Thesis, University of Nottingham, 1983.

. S. Chapman, The Rise of Merchant Banking (1984), especially chapter 6.

®. G. Jones, Banking and Empire in Iran (Cambridge, 1986).

®. F.H.H. King, The Hongkong Bank in Late Imperial China, 1864-1902, vol.1
(Cambridge, 1987), chapter 14; The Hongkong Bank in the Period of Imperialism and
War, 1895-1918, vol.2 (Cambridge, 1988), part ii.

*'. King, op. cit., vol.2, pp.143-46, ‘Appendix A, Summary of Japanese Public
Loans with Hongkong Bank’. Yet his table is incomplete: for instance, S. Samuel &
Co. was not an issuer of the bond re-sale in 1897 (p.143); N.M. Rothschild & Sons Co.
were one of the loan issuers of the 4 percent loan in 1905 (p.144); there were two
Japanese government short-term loan issues in 1912 which the Hongkong Bank
undertook.

&
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brief explanation of Baring Brothers & Co.’s involvement in the Japanese government
loan issues in London during the Russo-Japanese War.” They have by no means revealed
the whole of Japanese government loan issues on the London capital market before 1914.

It is clear from this survey that, while the previous literature on British foreign
investment in the English language has provided an enormous amount of valuable
background data, discussion of the foreign government loan issue process on the London
capital market in general, and about Japanese government foreign loan issues in
particular, has been limited.

In Japan, there has been no prominent and original study on British foreign
investment, and only a small number of researches which have looked at Japanese
government foreign loan issues, primarily because of the dearth of sources.” Both official
histories of the Japanese government and loan issue banks, and the diaries and
autobiographies of government loan commissioners who negotiated on loan issues directly
with foreign financiers, have provided useful information about Japanese government
foreign' loan issues. However, it is right to say generally ‘that the s'tudy. of fapénésé
government foreign loan issues in Japan is still at the level of fact-finding. The relevant
literature on government foreign loan issues is categorised as follows.

Firstly, there are two official histories of the Japanese Ministry of Finance which
have discussed the foreign loan issue process from the viewpoint of the Japanese

government. These have provided important information for this study. The Meiji

Zaiseishi (History of Japanese Finance in the Meiji Era)* included the government
foreign loan issues up to 1902; the Meiji Taisho Zaiseishi (History of Japanese Finance

. Orbell, op. cit., pp.68-69; Ziegler, op.cit., pp.312-13.

®. The general perspective of capital imports to Japan has been given by M.
Takahashi, op. cit. and Y. Horie, Gaishi Yunydi no Kaiko to Tenbo (Recollection and
Prospect of Capital Imports to Japan) (Tokyo, 1950).

*. Japanese Ministry of Finance, Meiji Zaiseishi (History of Japanese Finance in
the Meiji Era), vol. 8 (Tokyo, 1904).



24

in the Meiji and Taisho Eras)® covered the government foreign loan issues fully from
g y

1870 to 1913. In addition, the Komura Gaikoshi (History of the Diplomat Komura

Jutard),* written by the Japanese Ministry of Foreign-Affairs, has described the Japanese
government foreign loan issues during the Russo-Japanese War (1904-1905) as one of his
diplomatic activities.

Histories of Japanese banks engaged in loan issues have often referred to
government (including municipal and company) foreign loan issues. The Nippon Ginko
Hyakunenshi (One Hundredth Anniversary History of the Bank of Japan)” has examined
the government foreign loan issues in 1897, 1899, 1904 and 1905 with which the Bank
was officially concerned. The Yokohama Shokin Ginkozenshi (Complete History of the
Yokohama Specie Bank)* has discussed that institution’s involvement in the government
foreign loan issues in 1899, 1904, 1905, 1907 and 1910, when the Bank acted as one of
the loan issue banks on the London capital market. The Nippon Kogyd Ginko Gojiinenshi

Fiftieth Anniversary History of the Industrial Bank of Japan)* has been extremely useful
for the Tesearch of the government foreign loan issue in 1902 and many niunicipai and
company foreign loan issues. However, as has been shown in the survey for the literature
in the English language, the restricted perspective of an individual bank history is
unavoidable for them.

Secondly, Japanese government loan commissioners of the period have published

*. Japanese Ministry of Finance, Meiji Taisho Zaiseishi (History of Japanese Finance
in the Meiji and Taishd Era), vol.12 (Tokyo, 1937).

%, Japanese Ministry of Foreign Affairs, Komura Gaikoshi (History of the Diplomat
Komura Jutard) (Tokyo, reprinted 1966).

*’. Nippon Ginko Hyakunenshi (One Hundredth Anniversary History of the Bank of
Japan) vol.1 and 2 (Tokyo, 1983).

¥. The Bank of Tokyo, Yokohama Shokin Ginkdzenshi (Complete History of the
Yokohama Specie Bank), vol.2 (Tokyo, 1981).

¥, The Industrial Bank of Japan, Nippon Kogyo Ginkd Gojinenshi (Fiftieth
Anniversary History of the Industrial Bank of Japan) (Tokyo, 1957).
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their diaries and autobiographies. K. Yoshida,” the commissioner of the foreign loan
issue in 1873, and K. Takahashi,” the commissioner of the foreign loan issues in 1904,
1905 and 1907, have written about their loan issue negotiations with foreign financiers.
Most of the studies of Japanese government foreign loan issues in the Japanese language
have rested on these sources. Yet it must be emphasised that these records observed the
loan issue negotiations only from the viewpoint of the Japanese government (the
borrower). It is also necessary to throw light upon the other side on the basis of foreign
financiers’ (the lenders’) records.

Thirdly, there are several general studies of Japanese government foreign loan
issues before 1914, although these have largely concentrated on the activities of the
Japanese government and Japanese loan issue banks. T. Tanaka has explained the
Japanese loan issue in 1870 in relation to railway construction. His descriptions have
been based partly on British Foreign Office records.” M. Senda has revealed the Japanese
government’s loan issue activities in the United States and Europe in the period from
1872 to 1873, drawing mainly upon Yoshida’s diary.® N. Tamaki, vus'in'g the Bank’s

official history, has examined the involvement of the Yokohama Specie Bank in the

®. T. Tsuchiya & H. Ouchi, Meiji Zenki Zaisei Keizai Shiryd Shiisei (Collected
Papers on the Financial and Economic Histories in the Early Period of the Meiji Era),
vol. 10 (Tokyo, 1935).

®. K. Takahashi (T. Uetsuka [ed.]), Takahashi Korekiyo Jiden (Autobiography of
Takahashi Korekiyo), vol.2 (Tokyo, 1976).

®. T. Tanaka, Meiji Ishin no Seikyoku to Tetsudo Kensetsu (Political Implications
of the Meiji Restoration and Railway Construction in Japan) (Tokyo, 1963). Some

remarks should be addressed to the fact that the British Foreign Office records which he
used were supplied by a British researcher (J.J. Gerson - the author of ‘Horatio Nelson
Lay: His Role in British Relations with China, 1849-65°, Unpublished Ph.D. Thesis,
University of London, 1967) (the appendix of Tanaka’s book, p.359). For Gerson’s
study, see chapter 3 of this thesis.

®. M. Senda, ‘Meiji Rokunen Nanabu Ritsuki Gaisai no Boshiikatei (Seven Percent
Foreign Loan Issue in 1873)’, Shakai Keizai Shigaku (Japanese Socio-Economic Journal),
vol.49-n0.5 (1983), pp.1-26 and ‘Meiji Rokunen Nanabu Ritsuki Gaisai no Boshiikatei
(Seven Percent Foreign Loan Issue in 1873)’, (Faculty of Economics, Nippon University)

Keizai Shiishi (Journal of Economics), vol.54-no.1 (1984), pp.60-104.
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Japanese government foreign loan issues in the period from 1899 to 1905.% T. Kamaike
has discussed the Japanese government loan issues during the Russo-Japanese War;* M.
Kajima has also mentioned them from the diplomatic viewpoint.* Both have been
dependent overwhelmingly upon Takahashi’s autobiography for mentioning the loan issue
negotiations with foreign financiers.

It is fair to conclude, therefore, that the studies in the Japanese language are

istory of Japanese Finance in the Meiji and

fragmentary. The Meiji Taisho Zaiseishi

Taishd Era),” it is true, was based only on Japanese records but they are those of the
Ministry of Finance. No one has studied Japanese government foreign loan issues using

the archives of the British banks acting as loan issuers.

The ‘backwardness’ of research on the mechanism of loan issues in Britain can
be ascribed mainly to the problem of sources. Restrictions on access to loan issue banks’
papers made the research almost impossible in the past. In addition, the transitory
character of loan issue organisations complicated the study.* Loan issue terms published
in a prospectus or journal told nothing of the negotiations, which can only be revealed
by the loan issue banks’ records.

Jacob Viner observed in 1929 that ‘no documented and detailed study of this phase

. N. Tamaki, ‘The Yokohama Specie Bank: A Multinational in the Japanese Interest
1879-1931’ in G. Jones (ed.), Banks as Multinationals (1990), pp.191-216. This article
was written in English, but all its primary sources were Japanese printed records.

. K. Kamaike, ‘Nichiro Sensd o meguru Gaisai Mondai (The Problem of Foreign
Loans during the Russo-Japanese War)’ in S. Shinobu (ed.), Nichiro Sensdshi no Kenkyii

(Study on the History of the Russo-Japanese War) (Tokyo, 1959), pp.330-53.
“. M. Kajima, Nippon Gaikdshi (Diplomatic History of Japan), vol.7 (Tokyo, 1970).

Tt has not given detailed explanations of loan issue negotiations with loan issue
banks because its sources were limited to Japanese records. For instance, the
government’s loan proceeds of the second 6 percent loan issue in 1904 have not been
disclosed (p.92).

®, Cottrell, op. cit., p.33.
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of European diplomacy has ever been published by any historian or economist. It has
been necessary, therefore, to piece together the miscellaneous bits of information which
could be gathered from contemporaneous literature and from the flood of diplomatic
documents and memoirs published since 1914. But the secrecy which ordinarily surrounds
transactions such as are here dealt with when they occur, the reticence of diplomats even
in their memoirs, and the rarity of informative memoirs or biographies of the financiers
who participated in the transactions, make[s] it impossible to hope for anything like a
complete account, even if all published sources of information had been found and used,
of the relations between haute finance and haute politique.’®

Recently in Britain, ‘the secrecy’ of the foreign loan issues before the First World
War has lifted partially because loan issue banks have permitted access to most of their
records. This thesis is based primarily on the research at the archives of Baring Brothers,
the London Rothschilds, the Paris Rothschilds, Parr’s Bank and the Hongkong Bank,
which were involved most deeply in Japanese government loan issues in the period from
1897 to 1910. However, the situation in Japan is different. The banks concerned with the
foreign loan issues are still unwilling to admit access to their archives.™ Nevertheless, this
research could be based on several Japanese banks’ archives.”

The official histories of the Japanese Ministry of Finance are another major
problem. These histories are important and useful sources for the study of Japanese

government foreign loan issues, but have referred to them without any footnotes or

®, Jacob Viner, ‘International Finance and Balance of Power Diplomacy, 1880-
1914°, Southwestern Political and Social Science Quarterly, vol.ix-no.4 (1929), pp.407-
8.

”. No academic researcher has yet had access to the archives of the Yokohama Specie
Bank and the Industrial Bank, however the Yokohama Specie Bank’s official histories:

Yokohama Specie Bank, Yokohama Shokin Ginkoshi (History of the Yokohama Specie
Bank), vol.1-5 and vol.1-8 (data) (Yokohama, 1920-1936 [reprinted 1976]) and Bank of

Tokyo, Yokohama Shokin Ginkozenshi (Complete History of the Yokohama Specie
Bank), vol.1-6 (Tokyo, 1980-1983), to a considerable degree, provide its business affairs.

™. I should like to express my sincere thanks to the favour granted to me by the Bank
of Japan and the Mitsui Bank.
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references.” Therefore, this study is founded on records at the Ministry of Finance
Archives, the Ministry of Foreign Affairs Archives, the National Diet Library and the
loan issue banks’ archives. Both Japanese government’s (borrower’s) and loan issue
banks’ (lenders’) records will be used in this thesis.

This study is firmly based on business history methodology. As mentioned,
published loan issue terms told nothing of loan issue negotiations, and only archival
research in surviving records can reveal the details of loan issue negotiations. Each of the
Japanese government loan issues will be examined as a case study. Such a close study of
the development of these loan issues on the market can provide the basis for
generalisations about the whole loan issue process. It is hoped that this thesis will make
a substantial contribution to the knowledge about Japanese government foreign loan issues
in the period from 1870 to 1913, and also provide new insights into the loan issue

mechanism on the London capital market before the First World War.

This thesis consists of two parts: a delineation of foreign government loan issues on the
London capital market in the period from 1870 to 1913 (Part I), and a case study of
Japanese government loan issues before the First World War (Part II).

Part I has no intention of chronicling a specific country’s loan issues. As it is
impossible to follow in one study all foreign government loan issues on an archival level,
only their general nature and character will be outlined. The focus is general. Its purpose
is to provide a yardstick for understanding the Japanese government loan issues that will
be discussed in Part II. In contrast, Part IT provides a detailed case study of Japanese
government loan issues in the period from 1870 to 1913, based on archival material in

both Britain and Japan. The following is a brief, chapter by chapter, synopsis.

”?. M.Z., vol.8 and M.T.Z., vol.12.
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Chapter 1 will give a historical perspective of foreign government loan issues on
the London capital market in the period from 1870 to 1913, mainly based on the Stock
Exchange Official Intelligence and the Investor’s Monthly Manual. The main table gives

the components of individual foreign government loan issues. The geographical
distribution of foreign government loan issues, the levels of yields, loan issue
commissions and the linkages of loan issue markets will also be examined.

Chapter 2 will discuss the development of loan issué methods, such as syndication
and underwriting, on the London capital markets before the First World War. The role
and the involvement of the various types of financial institutions acting in the City
(clearing banks, overseas banks, foreign banks, merchant banks, the Bank of England and
stockbrokers) in Colonial and foreign government loan issues will also be scrutinised.

Chapters 3 to 9 are devoted to a detailed history of the Japanese government
foreign loan issues in the period from 1870 to 1913. Japan’s success story, from being
a dubious foreign borrower in the early 1870s to a respected one after the Russo-Japanese

‘War, suggests the importance of efficient access to foreign markets, and of the
borrowers’ initiative in loan issue negotiations with foreign financiers.

After the Meiji Restoration (1868), the Japanese government immediately required
a great deal of capital to build social institutions and infrastructure for the country’s rapid
industrialisation. The idea of public loans was totally unfamiliar in the Japan of the time.
In Chapter 3 two early Japanese government loan issues will be examined. In 1870 and
1873, the Japanese government raised public loans in London, the purposes of which
were to construct a railway and to redeem pensions for the old feudal knight class
(samurai). In the 1870s the reputation of Japanese government bonds had not yet been
established, and they were regarded almost on the same footing as that of the notorious
foreign governments bonds.

In the period from 1874 to 1895, Japanese government’s finances relied upon
domestic borrowing and tax increases. The government’s annual income and expenditure

were well-balanced; the financing of the industrialisation in the early Meiji period was
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done entirely from domestic savings. Yet the Sino-Japanese War (1895) imposed the
burden of military expenditure on Japan’s national finances. In order to meet the
increased outlay, the Japanese government forged new financial links with the Londonv
capital market in the late-1890s. Mainly because of the silver standard in Japan and the
character of unlisted bonds on the London Stock Exchange, however, the standing of the
Japanese government ddmestic bonds was not high in the City. The quotation of 5 percent
domestic bonds on the London Stock Exchange was finally achieved in 1896, and in the
following year the gold standard was also adopted in Japan.

From the end of the 1890s Japan entered the age of international foreign
borrowing. Chapter 4 will discuss the three Japanese government foreign loan issues: the
re-sale of the 5 percent domestic bonds in 1897, the new 4 percent loan issue in 1899
and the re-sale of the 5 percent domestic bonds in 1902. Now the Japanese government,
on a fully-fledged scale, began to organise foreign loan issues for huge armament
expenditures, and this reached its peak during the Russo-Japanese War (1904-1905). The
Japanese government successfully created a channel fo eminent financiers in the City, and |
gained high creditworthiness among public investors. Not only in London but also in
New York, Berlin and Paris, large numbers of Japanese government war loans were
floated simultaneously. Chapter 5 and Chapter 6 will show this rapid expansion of the
loan issue markets.

Following the Russo-Japanese War the Japanese government raised several
conversion loans on the Paris capital market in coalition with London. At this stage, on
a competitive footing, Japan came to establish itself as a respected borrower on the
international capital markets, as shown in Chapter 7. Chapter 8 will discuss municipal
and company foreign loan issues in contrast with the Japanese government loan issues.

Chapter 9 will deal with another facet of these loan issues, that is to say, the role
of the Japanese government’s specie holdings abroad (zaigai seika) and the repercussions
of foreign loan issues on Japan’s trade balances with Britain. After 1903 the Japanese

government no longer transferred the loan proceeds to Japan, but kept them in deposits
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at the Bank of England and London clearing banks. From this source the Japanese
government settled the trade deficits in London. These loan proceeds were able to play
a significant role in regulating the London money market. These funds, as an unintended
consequence, helped the working of the contemporary international gold standard. Given
the multilateral trade settlement structure, Britain acted as the largest exporter of both
capital and goods to Japan. Britain’s large lendings to Japan increased its trade surpluses

and minimised losses of gold and foreign exchange.



PART I
FOREIGN GOVERNMENT LOAN ISSUES
ON THE LONDON CAPITAL MARKET




































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































