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PREFACE

Some two years ago I undertook the task of writing a book
on Hitler’s “ Netv Order ” in Europe. After the Japanese
occupation of the countries of the Soutb-Western Pacific

some of my readers approached me with the suggestion

that I should now write a book on the Japanese “New
Order ” in Asia. It was not without some diffidence that

I embarked on this task, which then appeared to me very
difficult, and which did not become any easier as the work
proceeded. For one thing, I did not possess the same back-

ground knowledge about the Far East as about Europe.

Moreover there is incomparably less material available

about the doctrines of the Japanese “ New Order ” — or,

as they like to call it, “ Co-Prosperity ” system— and its

operation in practice. When writing my book on Hitler’s
“ Neiv Order ” in Europe I had ample material at my dis-

posal. The theory of the proposed system was clearly

outlined in AValter Funk’s speech on June 25, 1940. There

has been no similar clear-cut statement about Japan’s

economic aims and methods in Asia
;

at any rate no such

comprehensive manifesto has reached this country. As to

the material of facts, when working on my book on Hitler’s

“ New Order ” in Europe I was sufiering from emharras de

richesse. Information about conditions in German-occupied

Europe was pouring in from all sides. A large number of

nationals of the conquered countries managed to escape

after German occupation, and brought back detailed

information. American and other neutral journalists

remained on the spot for a long time, and while during

their presence they were handicapped in teUing the world

what they knew, once they left German-controlled Europe

they were able to give valuable information. It was also

possible to learn a great deal from German newspapers and

the newspapers of German-occupied Europe about the

measures taken by the occupation authorities. There was

also the radio, which yielded to discerning listeners a very
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satisfactory crop of infornaation in between bouts of pro-

paganda broadcasts. FinaUy, tbe various Free Governments

established in London, who bad special sources of informa-

tion about conditions in tbeir respective countries, were

also very helpful. My problem was not how to secure an

adequate volume of information, but to decide what part

of the material I should use, since I was unable to use more

than a fraction of the total.

My task was not nearly as easy in dealing with the

Japanese “ New Order ” in Asia. Only very few refugees

have reached this country since the Japanese occupation,

and, for the most part, they were interned before their

departure and were not in a position to foUow closely what

was happening. Nor are there any neutral journalists to

enlighten the world as to what is happening in Japanese-

controlled territories which, for all practical purposes, have

become closed countries. Japanese newspapers and the

newspapers of Japanese-occupied countries are inaccessible

to me. Nor is it easy to pick up Japanese material on the

radio, though the broadcasts of the Domei Agency are avail-

able. Although the Dutch Government in London has

been obtaining a certain amount of information from the

Dutch Bast Indies, generally speaking it is true to say that

direct information obtained from Japanese-occupied cmm-
tries has been very scarce.

In these cucumstances, I had to rely for my material

to a large extent on information published in the German
Press. Although German Press correspondents are not
allowed to roam about in the newly-conquered countries,

there are a number of them estabbshed in Tokyo, Shanghai
and other Japanese-controUed centres. Needless to say,
their material had to be subjected to close scrutiny before
accepting it, and to some extent it had to be checked on the
basis of such material as was obtainable from other sources.
It was also necessary to allow for the prejudice of the
German Press in favour of Germany’s Axis partner, though,
considering the close alliance between Berlin and Tokyo,
the undisguised satisfaction with which the German Press
has at times reported the diffculties encountered by Japan
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and the mistakes made by her in the economic organisation

of the occupied countries was very remarkable indeed.

The annual report of the Bank for International Settle-

ments for 1941-1942 also contained a great deal of in-

formation about the monetary and banking conditions in

Japanese-occupied Asia. BinaUy, occasional messages were
received from Chungking and Australia, based, presumably,

on first-hand information. Thus, while the material of

facts available was not plentifiil, it was possible with the

aid of the available information, to piece together the jig-

saw puzzle of the Japanese “ New Order ” in Asia.

For the backgroxmd and for the appreciation of the

position and prospects it was necessary to use mainly pre-

war Statistical material, and to rely on inference regarding

the changes in. the productive capacity of Japanese-con-

troUed countries since 1939. Most of the figures published

in this volume are based on official statistics.

Although the Japanese propaganda machine uses the

term “ Co-Prosperity Sphere ” in preference to “ New
Order ”, I decided, nevertheless, to choose as the title of

my book the original term with which Japanese propaganda

described Japan’s aims in Asia. Between 1937 and 1941

Japanese spokesmen and writers were singing the praises

of the Japanese “ New Order ” in Asia. It was not until

after the term “ New Order ” had become obviously dis-

credited as a result of its use and abuse by German pro-

paganda with reference' to the German e2p)loitation of

Europe that Japanese propaganda decided to drop it and

to adopt the slogan of
”
Co-Prosperity” for Great Bast Asia.

I endeavoured to forecast from present and past con-

ditions in the territories which are now under Japanese

control the conditions that would prevail there should these

territories be allowed to remain imder Japanese control

after the war. This is a matter of considerable importance

from the point of view of political warfare in the Far East.

There is very little need for Allied propaganda to bring

home to the inhabitants of the Japanese-conquered coun-

tries the facts of their maltreatment by their conquerors.

What is required is to coimteract Japanese propaganda.
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which tries to explain their unsatisfactory treatment on

the ground of war conditions, and is almost 'outbidding

the German “ New Order ” propaganda in promising ideal

conditions to the conquered peoples after the war.

It may seem iucredible, but there are people in this

country and the United States who are inclined to accept

some claims of the German “ New Order ” propaganda or,

at any rate, are not prepared to reject them out of hand.

This attitude can be explained in a great many instances as

sheer intellectual snobbery. Many academic economists

feel they owe it to their status of Pure Scientists to adopt

what they regard as “ a completely detached view ” about

the enemies of their country. In their effort to avoid

appearing prejudiced they are willing to let Germany have

the benefit of the doubt and to give the devil considerably

more than his due. Most of their fellow-economists are duly

impressed by what they consider to be scientific impartiality

but what is in reabty an entirely unintentional bias in

favour of the enemy. The result is a distorted picture that

renders a disservice both to the cause of the freedom-lo^’ing

peoples and to the cause of truth.

Up to the time of writing I have not yet come across

any defence of the Japanese “ New Order ”. I have no
doubt, however, that this book will meet with a certain

amount of criticism on the ground that when examining
Japan’s future intentions I have been too “ uncharitable ”.

As in the case of Germany, some people may insist that the
plunder of the conquered peoples by the invader is essenti-

ally a war-time policy, and that there is no complete
evidence to show that the roaring lions of the ruling race
will not become miraculously transformed into sucking
doves the moment the war is over. Admittedly there has
been so far little or no actual evidence available to prove
Japan s true intentions. Various German pobticians when
speaking for home consumption have admitted on a number
of occasions with disarming candour that the standard of
living of the ruling race is intended to be higher than that
of the subject races. While the clumsy Prussian may be
undiplomatic enough to blurt out the truth in unguarded
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moments, liis Japanese opposite number is a pastmaster in

tbe art of camouflage and is not likely to be caugbt out
so easily.

Notwitbstanding tbis, it is possible to advance convin-

cing arguments to show that Japan’s post-war intentions are

substantially tbe same as those of Germany. Judging by
tbe experience of Japan’s earlier victims, tbe inhabitants of

Formosa, Korea, Manchuria and China, there can be no

doubt about tbe fate that would await tbe subject races

imder tbe so-called “ Co-Prosperity ” system. Even if an

efficient exploitation of the vast territories which are now
under Japanese control were to lead to an increase in tbe

value of their production— which is by no means certain

— tbe share of tbe subject races in such prosperity would

be smaller than it was before the Japanese invasion.

Tbe reader is to judge for himself whether or not, on

the basis of Japan’s past record- and her present behaviour

towards the peoples conquered by her, it appears to be

justified to give her the benefit of the doubt, and whether

in forming his opinion about Japan’s probable attitude

towards these peoples he should rely on the facts of experi-

ence or the promises of Japanese propaganda,

P. E.

130 Qtoen’s Gate
Loxdox, S.W.7, December 1942
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CHAPTER I

JAPANESE IMPEBIALISM

During tlie last fifty years Japan has assumed the role of

one of the most aggressive imperialist nations. Between
1895 and 1941 she embarked on several wars with China
and seized large parts of her territory

;
she fought a war

with Russia and on several occasions narrowly avoided

clashing with her again
; and finally she attacked Great

Britain, the United States and the Dutch East Indies after

having invaded French Indo-China and Siam. Japan is in

every way a worthy companion-in-arms of Germany. Yet
there is a fundamental difference between Japanese and
German imperialism. The German race was prompted by
an aggressive spirit already in the Middle Ages and has a

thousand years’ record as an aggressor. Japan, on the

other hand, had a blameless record until the end of the

nineteenth century. Indeed, for two centuries she had
isolated herself completely from the rest of the world. At
no time during her long history did she attempt external

conquests imtil the end of the nineteenth century. Her
sole desire had been to be left alone. It would be interest-

ing to speculate whether, had it not been for the short-

sighted policy of the United States and the European

Great Powers which forced her to re-establish contact

with the outside world, Japan would have remained in i

the backward ^but harmless state in which she was when
in 1854 the naval squadron of Admiral Perry forced her

to open her ports to foreign shipping.

Within the brief space of time that elapsed since the

change that was forced on Japan she developed into a most

aggressively imperialist nation. Having been forced out

of her me^aeval isolation she caught up with technical

progress in an amazingly short time. Unfortunately she

also absorbed the imperialism that characterised some of the

European Great Powers with which she established contact.

1
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By the end of the nineteenth century Japan had already

made her first conquests.' 'She gained possession of Korea

and of the island of Formosa as a result of defeats inflicted

on China. At the beginning of this century she fought a

successful war against Russia, and displaced the latter as

the dominating influence in Manchuria and North China.

In 1914 Japan joined what she rightly regarded to be the

winning side in order to be able to annex the German

possessions in the Far East. After the last war Japan was

the first to break her international undertakings and embark

upon a war of aggression. In 1931, when Hitler was still

helpless in opposition, and when Mussolini’s conquests stfll

consisted of land reclamation in the Pontine Marshes, Japan

invaded and conquered Manchuria. During subsequent

years she extended her control over Inner Mongolia, and

since 1937 she has been in open warfare with China. For

a year or two before this war it looked as though a war

between Japan and Russia in the Far East was imavoidable.

Indeed, Japan joined the Anti-Comintern Pact, the alliance

directed against Soviet Russia. It looked at that time as

though the new World War would start with a German-
Japanese invasion of the Soviet Union. MTien, in August

1939, the Russo-German Pact was concluded, Japan did not
conceal her disappointment. Nevertheless, before very long,

Japan decided that, after all, she could collaborate with Ger-

many notwithstanding the betrayal of the Anti-Comintern
Pact by Hitler, and in 1940 Japan became a partner in the
Axis. Once more she joined what she considered to be the
winning side, for the sake of the prospects of taking her
share in the booty. During the summer of 1941, under
pressure from Berlin, the Vichy Government gave its

formal consent for the mihtary occupation of French Indo-
China by Japan. As a result, Japan secured for herself a
base for subsequent operations against the European and
American possessions in the Far East. These operations
were actually begun in December 1941.

In none of her wars had Japan the sbghtest excuse
for embarking on hostile action. None of the countries
concerned threatened her security in any way. There were
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no oppressed Japanese minorities to be liberated, nor was
there any need for securing better strategical frontiers.

Indeed, from a strategical point of view, Japan’s natural

borders could not possibly be improved upon.

The explanation put forward by the apologists of Japan]

was that she was driven to an aggressive policy of imperial-

ism by economic necessity. It is a well-known fact that

Japan’s raw material resources are highly inadequate. She

has practically no oil, and has very inadequate mineral

resources. An unduly large percentage of her raw material

requirements has to be imported from overseas. Even
though, with the aid of Formosa and Korea, she is more or

less self-sufficient regarding food, this is because of the

incredibly low standard of living of the Japanese people.

The population of Japan is very dense, and were it not for

the exceptional modesty of the food requirements of the

Japanese it would be impossible for her to feed over eighty

million souls with the aid of Japanese resources.

On the basis of these facts apologists of Japanese im-;

perialism argue that she was entitled to make an effort to

secure for herself markets and raw material resources in

Asia. The foreign exchange difficulties which Japan

suffered from time to time between the two wars were held

as evidence that she foimd it difficult to make ends meet in

her international balance-sheet. In the same way as many
people sought to justify German aggression on the basis of

the Lehensraim doctrine, the same people or others sought

to justify the Japanese expansionist policy with the argu-

ment that the very life of the Japanese people depended

on the possibility of securing control over an adequate

living space. "^As in the case of Germany, so in the case of

Japan the defenders of aggression never troubled to define

the geographical boundaries ofthe living space they thought

she was entitled to, nor the exact nature of the control

claimed for that indefinite living space.

In the case of Japan as in the case of Germany, the

claim for the control of living space was reinforced by
accusations of economic encirclement made against the

countries which were opposed to Japanese designs. The
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apologists of Japan’s policy pointed out that it was

essential for Japan’s existence to secure full control of the

sources of her essential raw materials. The growing hostility

of the outside world was quoted as an argument reinforcing

the Japanese claim, even though it was obvious that

the unfriendly attitude of the countries whose rights and

interests were threatened by Japan was the efiect and not

the cause of Japanese imperialism.

The arguments used by the apologists of Japan’s policy

were largely based on the historical conception of material-

ism. This philosophical principle grossly exaggerates the

economic motive in historical developments while denymg

or at least minimising other motives. Beyond doubt, if a

student of history is determined to set out to prove that

every major change in history from the Exodus onward

was due to economic causes he is able to marshal a very

impressive array of facts in support of his argument.

It is possible, however, to produce an at least equally

impressive display of factual material to prove that the

major changes in world history have been due to motives

of an essentially non-economic character. Most wars of

conquest throughout the ages could well be accounted for

without the aid of the economic factor.
*
'Until comparatively

recently historians virtually ignored the economic factor

and endeavoured to explain imperialism on the basis of lust

for power and craving for glory. In more recent times the

pendulum swung in the opposite direction and power and
glory are now considered to be hopelessly romantic explana-
tion by the majority of modern historians. They consider

themselves mfimtely superior compared with their pre-

decessors, because they put forward what they regard as
the realistic explanation based mainly on economic motives.
And yet those historians who regarded power and glory as
the strongest motive underlying historical developments
were better judges of human nature than their materialistic
successors. Of course, power brings with it economic
advantages

; nevertheless, it is sought after also for its own
sake, even if those who hope to achieve it are obviously
unable to enjoy the economic benefits secured through it.
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The historical conception of materialism is particularly

xmsuitable as a basis for explanation of Japanese imperial-

ism. It is well known that the Japanese people are a
remarkably selfless community. Individuals in Japan are

like bees in a beehive or ants in an ant-heap. They consider

their ability to serve the commimity the sole justification

for their existence. They do so without regard to risks and
sacrifices. This does not mean that the Japanese individu-

ally are not selfish or greedy. "What it means is that they

are willing to subordinate their individual selfishness and
greed to national selfishness and greed. As the experience

of the fiirst few months of the war in the Pacific has shown,

they are willing to throw away their hves recklessly in their

fight for Ja2)anese imperiabsm. What is perhaps even

more difficult, they are prepared to work hard for long

hours for wages which keep them barely on the subsistence

level in order to help their country overcome its economic

handicap. The Japanese people are prepared to put up
with a low standard of li\dng for the sake of the greater

glory of Japan. And the population increases notwith-

standing the low standard of living.

K the sole motive behind Japanese imperialism con-[

sisted of the desire to overcome the economic difficulties ofj

the coimtry, that end might well have been achieved with-!

out resorting to wars of aggression. The argument that l

conquests are necessary m order to secure raw material

resources and markets for exports is as imcorndncing in the

case of Japan as it is in the case of Germany. Amidst the

present shortages of raw material we are liable to forget

that before the war there was a superabundance in almost

every essential raw material. The countries which pro-

duced the raw materials required by Japan were only too

eager to seU her as much as she was willing to buy provided

that she was able to pay for it. Admittedly Japan’s

capacity to pay for purchases abroad was by no means

unlimited. Her gold reserve suffered a decline from time

to time between the two wars although it never dropped

to a low level comparable with that of the German gold

reserve. Her foreign exchange position gave rise to much
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concern notwitlistanding tlie abiKty of Japanese exporters

to overcome customs barriers. Indeed, tbe competitive

capacity of Japanese exporters was becoming proverbial.

In lines wbere price was more important tban quality

Japanese exporters operated bigbly successfully. vTbeir

goods penetrated into every part of tbe world and success-

fully competed even in tbe borne markets of tbe leading

manufacturing countries. Tbe extent to wbicb Japanese

exporters were able to cut prices perplexed tbe world.

Even tbougb reports concerning tbe balf-crown bicycles and

sixpenny fountain pens were exaggerated, it is nevertheless

true that tbe prices at wbicb Japanese firms were able to sell

tbeir goods were at times astonishing. Wbat was particularly

puzzling was that Japanese firms cut tbeir prices far beyond

tbe level necessary for securing markets. For instance, if

tbe lowest price at wbicb non-Japanese exporters were able

to seU a certain article was 20s., tbe Japanese exporters

would bave been well in a position to secure orders by
quoting, say, 18s. In spite of tbis they quoted 10s. or less.

'This was due in part to tbe desire to overcome tbe buyers’

prejudice against Japanese goods, but also to a large extent

to tbe existence of cut-tbroat competition between Japanese
esporters tbemselves. Since tbeir cost of production justi-

fied tbe price of 10s., any Japanese firm wbicb quoted a

bigber price would bave been cut out by other Japanese

firms willing to sell at tbe minimum level at wbicb tbe

transaction was still profitable.

Tbis excessive competition between Japanese firms was
probably one of tbe reasons why tbe Japanese foreign

exchange position was not easier.''^A more important reason
was that Japan, like Germany since 1933, imported far too

much for her rearmament requirements. She has been
preparing for war ever since tbe end of tbe last war, wbicb
failed to satisfy her ambitions. Between 1931 and 1941
Japan bad been almost incessantly in a state of partial

mobilisation. Apart from tbe armed forces engaged in tbe
campaigns agamst China, it was considered necessary for
Japan to keep a large army on tbe Siberian border. All
tbis required a large volume of equipment much of wbicb
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was worn out or used up during tlie war with. China. In
addition Japan was preparing for her war with the Anglo-
Saxon nations. To that end she endeavoured to pile up
large quantities of military equipment and also to accumu-
late stocks of raw material. In addition to her current

requirements she imported, therefore, abnormal quantities

for these purposes. It is no wonder her foreign exchange
position was at times rather tight. Had it not been for

these entirely military requirements Japan would have
possessed enough foreign exchange to buy abroad all the

raw materials she needed for civilian purposes.

Japan, like Germany, was confronted with the “ guns or

butter ” dilemma. Both nations wanted to have guns as

well as butter and blamed the rest of the world for being

unwilUng to supply them with both in sufficient quantities.

Even if this had been so, Japan could hardly have been

justified in blaming the rest of the world for its imwilliug-

ness to supply her with the means that were intended to be

used for the destruction of the very nations who supplied

themy There would have been every justification for the

United States and the European countries with interests in

the Ear East to apply a policy of economic encirclement

against Japan as a means of self-defence. In reality this

was not done. No economic sanctions were decided by the

League of Nations against Japan for her various acts of

aggression from 1931 onwards. The United States, the

Dutch East Indies and the British Dominions and Colonies

were short-sighted enough to supply Japan with strategic

raw materials almost to the very last.

It cannot be emphasised sufficiently that had Japan

harboured peaceful intentions she would not have been

handicapped by her lack of raw material resources. Her
poverty in iron ore or in other mineral ores was more than

oSset by the possession of vast workmg classes willing to

work harder for considerably lower wages than those of

her commercial rivals. That being so, Japan was -always

in a position to procure the wherewithal for covering her

normal import requirements.

It may be objected that after aU Japan was fully entitled
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to regard tlie rec[uirerQeiits of lier national defence as normal

and that she could not be expected to disarm stark naked

merely because she did not possess ade(juate raw material

,

resources on her own territory. It may be argued that no

self-respecting nation cares to expose itself to the humiliat-

ing e:q)erience Japan had to face during the nineteenth

century when she was powerless to oppose an adequate

force to the American and European fleets that forced their

way into her harbours. Against this it is necessary to

recall that throughout her long history Japan is never

known to have been invaded. She is in an exceptionally

favourable geographical position to defend herself against

any attempt at invasion. In 1940 the full advantages of

Great Britain’s insular position came to be adequately

realised. Japan too possesses the same advantages, only to

an even higher degree. The water which separates her from

the Asiatic mainland is considerably wider than the Engbsh,

Channel. Nor is she exposed to any attacks from the

mainland comparable to those for which Great Britain had

to prepare herself from time to time throughout her history.

Thus, while it would have been perfectly legitimate forj

Japan to possess an adequate defence force to obviate the'

recurrence of the humiliations of 1854, 1863 and 1865, ther^

was no justification to buUd up a huge army, a formidable*'

navy and a powerful air force from the point of view of the

security of Japan. Indeed Japan could well have afiorded

to disarm on land and in the air at least to the same extent

as Great Britain did after the last war. As for her naval
forces, from a defensive point of view she did not require

more than a fraction of her actual strength, since she had
no extensive commitments comparable with those of the
British Navy. Had Japan kept down her armaments to a
reasonable level it would have been possible for her to
secure for her population a reasonable standard of living.

Instead of adopting this policy Japan made the utmost
eflort between the two wars to increase her armed strength.
She embarked on wars which required substantial sacrifices
in terms ofimported materials. Since 1937 drastic austerity
measures sumlar to those adopted by Great Britain in 1941
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and 1942 were adopted by Japan. Rationing and the

limitation of supplies for civilian consumption have been in

existence in Japan for the last five years.

To those who maiutain that Japan was driven iuto an
imperialist policy by the inadequacy of her resources we
can reply that the proof of the pudding is in its eating. Had
Japan been encircled economically she would never have

been able to achieve the degree of rearmament which she

achieved within a comparatively brief space of time. In

her case rearmament was even a more formidable economic

task than in the case ofGermany. While the latter possessed

at least the industry required for rearmament, Japan had
to build up to a large extent a new arms industry. She had
to import for the most part the machinery required for the

creation of munition works and of synthetic oil plants. To
have been able to achieve this without having to starve

the population has been no mean performance. It is easy

to imagine the degree of prosperity that could have been

created in Japan if this tremendous effort had been directed

into constructive instead of destructive channels.

E\udently lack of economic resources constituted no I

obstacle to Japanese imperialism. Nor, for that matter,;

did lack of financial resources. It is often asserted that the

reason why after the series of defeats inflicted on the

Imperial Russian forces Japan was willing to accept com-

paratively moderate terms was that she was no longer able

to continue to finance the war. Lack of adequate financial

resources may have constituted an obstacle to the con-

tinuation of the war forty years ago. It certainly does not

constitute an obstacle now.'''^In the meantime Japan has

fully developed her credit system which is now in a position

to pro\dde the financial resources required. In Japan as in

Germany the war is now financed largely through re-

borrowing from the public the amounts spent in order to

be able to spend them again and again. There was no need

for Japan to build up a big gold reserve in order that she

should be able to provide for the financial requirements of

a big war. Erom this point of view the lack of adequate

resources did not constitute a major obstacle to Japanese
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imperialism, nor did it constitute an excuse for it.

It is indeed absurd to imagine that by granting Japan
some financial or economic concessions it would have been

possible to induce ber to relinquish her imperialist designs.

She wanted to conquer not because this was a vital necessity

from an economic point of view but because the present

ruling caste harbours ambitions for conquering Asia and
perhaps other continents. Japanese imperialism is not the!

result of economic necessity. It is the result of a lust for

power and a craving for glory.
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THE LIVING-SPACE CLAIM

The fallacy of tlie “ living-space ” doctrine— under which,

a country must have political control over its essential

ra'w material resources and its essential foreign markets
in order to be able to exist— has been exposed many times

by British and Allied statesmen and writers in dealing

with the German Lebensraum propaganda. It has been
pointed out time and again that the H'ving spaces of various

cormtries necessarily overlap so that the satisfaction of the

claim for li^ving space of one country necessarily deprives

another country of its li^vdng space, even though the latter

has as much or as little justification for its claim of control

over its living space. It has also been pointed out on many
occasions that the small countries themselves which have
the misfortune to belong to the li^vdng space claimed by
bigger coimtries have as much right to their independent

existence (or, for that matter, to a living space of their

own) as the big countries. Finally, it has been argued with

convincing force that claims based on the living-space

doc^trine have no limits in practice, since once the conquer-

ing country has succeeded in gaining possession of the fuU

territory which it claims to be its li^ving space, immediately

fresh claims can be put forward on the ground that the

larger territory it now possesses requires control over a

stm larger li-vdng space. Indeed, nothing short of world

conquest by a single Power can bring this -vicious circle of

claims, conquests and fresh claims to a conclusion.

Wiat is true concerning Germany is equally true con-

cerning Japan. Nevertheless it would be a mistake to

attempt to counter the Japanese li-ving-space argument by
relying on generalities alone. It is necessary to deal -with

this matter by a detailed examination of the li'ving-space

doctrine as applied to Japanese conditions.

There can be no doubt that the li'ving-space doctrine

11
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had a very strong influence on Japanese opinion, and that

its acceptance by a very large section of tbe Japanese public

bas been largely for tbe present war in tbe Far

Bast, It is always a mistake to imagine that wars are

produced by a few scores or even a few thousands of wicked

war^mongers who impose rneir win on ^ilie masses.

Admittedly tbe Japanese nation was not consulted, any

more than tbe German nation, whether it approved the

decision to embark on the largest war in its history, for

the sake of acquiring additional territories on the main-

land and islands of Asia and, possibly, on other continents.

Nevertheless, it is inconceivable that the War Party, led

by General Tojo, should have had its way in face of the

opposition, or even of tbe apathy of the predominant

majority of the people. Before talcing the fateful

decision the War Party had succeeded only too well in

convincing the Japanese nation that this war was a vital

necessity for Japan in order to secure control over her

living space. Much capital was made out of the argument

based on Japan’s well-lmown lack of many essential raw

materials. In this respect Japanese war propaganda

received powerful, ifunintentional , assistance from a number
of British and other European and American authors who
imagined that they were serving the case against Japanese

aggression by representing Japan as a helpless State owing

to, her lack of strategic raw materials. These authors

marshalled a formidable array of arguments to show that

Japan was very weak behind the fa9ade of her military

power, and that the first clash with really powerful

opponents would lead to her immediate economic coUapse.

Presumably the object of this line of argument was to

encourage Great Britain and the United States to make a
firmer stand against Japanese aggressive e:q)ansion, and to

instil into the minds of the Japanese an inferiority complex
tending to discourage her aggressive designs. I^ether or
not the exaggeration of the weakness of Japan’s economic
war potential contributed towards the decision of the Allies

to make a firm stand against further Japanese expansion
after the annexation of French Indo-China is open to
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question. What is quite certain, however, is that these

ideas did not in the least discourage Japan from pursuing

her imperialistic plan. Her leaders did not learn their facts

about Japan,from foreign books. They were well aware of

the gross exaggerations these books contained. As for the

rank and jSle, their attitude was influenced in an exactly

opposite sense to what these weU-meaning writers in-

tended. Their arguments were used by Japanese pro-

paganda to prove the urgent necessity of remedying the
" intolerable ” state of affairs under which Japan would
be permanently at the mercy of other Powers.

There were, ofcourse, other weapons in the well-equipped

armoury of Japanese war propaganda. The usual plati-

tudes about the “ have ” and “ have not ” nations, about

the unfair distribution of the world’s resources, about

Japan’s right to a place in the sun and about economic

encirclement by hostile Powers were used and abused.

Very little has been done to counteract this propaganda,

and most of its statements have passed imcontradicted.

Yet there is an answer to the Japanese version of the

living-space doctrine, and it is high time that this answer

should be given.

It is a fact not generally known that, as far as food is

concerned, Japan, together with her old possessions Korea

and Formosa, is more or less self-sufl&cient. In this respect

her position is incomparably better than that of either

Great Britain or of Germany or of Italy. Admittedly this

is largely due to the modesty of the requirements of the

Japanese masses in comparison with those of European

peoples. The capacity of the Mongolian peoples to manage
on an incredibly small quantity of food, mainly rice, is

proverbial. Owing to this, Japan has been able to achieve

self-sufficiency in food, and there is certainly no need for

her to acquire additional territory &om this point of view.

Whether it is an ideal state of affairs that a nation should

exist on such a low standard of living is, of course, another

question. It would be understandable if a country argued

in favour of conquest in order that it should be possible

to improve its standard of living and’ yet to remain
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self-sufficient in food. But then tMs argument would

depart from the living-space doctrine according to which

eicpansion is necessary to secure political control over the

resources needed for covering existing normal require-

ments. Conquest for the sake of improving the standard

of living could not be justified on the basis of the living-

space doctrine with which we are concerned in this chapter.

Beyond doubt Japan’s raw material position is incom-

parably less satisfactory than her food position. She

depends on imported mineral oil, iron ore, .metals, coal,

cotton, wool, rubber, jute, etc. The existence of her in-

dustries depends to a very large extent on her ability to

cover her requirements of these materials by means of

import. This is, however, no unanswerable argument

in favour of political control over the resources of these

essential raw materials. The reader accustomed to war

conditions of raw material shortages may be inclined to

attach undue importance to the claim for control over the

raw material supplies which are vital for the existence of

a nation. Human memory is short and it cannot, therefore,

be recalled often enough that not so many years ago

producers of the raw materials required by Japan were

competing with each other to sell these materials to her.

Until July 1941, when, in reprisal for the invasion of French
Indo-China, Britain, the United States and Dutch East
Indies Governments placed an embargo on the shipping of

strategic raw materials to Japan, she experienced no diffi-

culty whatsoever in buying any raw materials she wanted
and was able to pay for. She satisfied her raw material

requirements for the most part out of the resources of those
very countries which she has now conquered, or which, she
intends to conquer, that is, China, the countries ofthe South-
Western Pacific, Australia, Burma and India. There was
no need for her to conquer those countries in order to
obtain the raw materials she required. She was able to
cover not only the normal supplies required by her expand-
ing industries, but also the abnormal requirements of her
rearmament drive and her war in China. The countries
producing the raw materials she needed had a surplus
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which, they were only too glad to dispose of, in paxtictdar

during the great depression of the early ’thirties. There

was a considerable degree of over-production in the raw
materials imported by Japan, and there was keen competi-

tion between the various producers for the favour of her

custom. Japan was welcomed everywhere as a good

customer.

The Japanese answer to this line of argument is twofold.
“ It is true,” the Japanese spokesmen argued, “ we can buy
the materials we need in time of peace, but we have to

secure our country against the possibility of being cut ofi

from her raw material resources in time of war. And even

in tune of peace we can only buy raw materials to the limit

of our foreign exchange resomces.”

The argument that Japan has to safeguard the con-

tinuity of her raw material suppbes in time of war be-

came powerfully reinforced when, in July 1941, the Allies

placed their ban on the export of strategic raw materials

to Japan. The Japanese propaganda machine triumphantly

pointed out that this measure provided full justification for

Japan to embark on the military conquest of the territories

which had formerly supplied her with raw materials. The

absurdity of this argument is only too obvious. It took a

long time for the Allies to make up their minds to resort

to the embargo. They only took this decision when the

Japanese occupation of French Indo-China made it per-

fectly evident that Japan intended to embark on the con-

quest of the South-Western Pacific countries. Until that

move the Allies were exceedingly patient (indeed far too

patient) in face of the evidence of Japan’s aggressive inten-

tions. There would have been ample justification for

taking drastic measures to deprive Japan of her resources

of strategic raw materials at the moment of the outbreak of

the “ China Incident ” in 1937, or even at the time of the

invasion of Manchuria in 1931. Shortly before the war,

the Japanese seizure of certain islands in the South Seas*

and other obvious signs of preparation for a war of conquest

agaiust British and Dutch possessions would have fuUy

justified the stoppage of raw material supplies as a matter
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of elementary self-defence. And yet until August 1941,

supplies of oil and other strategic raw materials were flowing

into Japan from the United States, from the Dutch East

Indies and from British possessions. Britain’s half-hearted

attempts at checking certain Idnds of supplies did not in

practice amount to very much. Even after July 1941 a

certain amount of raw materials was dispatched to Japan.

The argument that Japan is entitled to secure the

control of the sources of her raw material requirements in

the interest of national defence is entirely false. Nobody

could possibly have threatened the national security of

Japan, and few countries were in a position to feel so secure

against the threat of invasion. It was unlilcely that Japan

would ever have to fight a war of self-defence. She was in

the fortunate position of being able to remain at peace so

long as she herself wished. It is true that towards the

middle of the nineteenth century she was subject to minor

acts of aggression on the part of the European Powers and

the United States. Nevertheless the spirit of the times has

changed considerably, and it must have been obmous to

Tokyo that none of the great maritime nations was likely to

disturb her peace. The only conceivable war in which she

was liable to be involved was a war of conquest of her own
making. Thus, when Japanese spokesmen declared that

Japan must secure the control of her raw material resources

in order that she should be able to safeguard her require-

ments in case of war, they really meant that the conquest
of the coxmtries supplying her mth strategic raw materials

is necessary to enable her to make further conquests, or,

at any rate, to defend the countries conquered against any
attempt at their liberation.

Let us now examine the argument that even in time of

peace Japan was at a grave disadvantage owing to the
limitations of her foreign exchange resources available for

purchasing much-needed raw materials. No coimtry has
unhmited foreign exchange resources. Judging by Japan’s
ability to cover her abnormal rearmament requirements, it

is evident that before the war she was not doing too badly.
Had it not been for these abnormal requirements her
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civilian requirements could have been easily satisfied, and
there would have been ample resources available for a

considerable e2q)ansion of her industries. This in spite of

the diG&culties Japanese exporters encountered through the

reinforcement of trade barriers in other countries, and
through the development of prejudice against Japanese

goods abroad. Thanks to the high output per head of her

industrial workmen and to the modesty of their require-

ments, Japan was able to secure exports abroad in spite of

trade barriers. Indeed the competitive capacity ofJapanese

exporters was proverbial, especially in lines in which price

was more important than quality. After the slump of 1930

the curtailment of the purchasing power of the masses all

over the world brought about a strong tendency towards
“ the survival of the cheapest ”. The consumers were com-

pelled to buy the cheapest goods on the market even though

they realised that in the long run this did not pay owing to

the inferior quality of these goods. Just as iu the internal

market Woolworth’s penny bazaars and the lowest grade

tea-shops were the sole beneficiaries of the depression, so in

the international market the exporters of shoddy and cheap

Japanese goods were able to undersell better but more

expensive goods of other nations. Japanese goods were at

an advantage not only in agricultural countries which had

no reason to discriminate against them, but also in the home
markets of the leading manufacturing countries.

The prejudice against Japanese goods did not constitute

a major obstacle to securing foreign exchange through

exports. There had been more good-natured joking about

absurdly low prices than any real hostility. Indeed, such

half-hearted attempts as were made to discourage the pur-

chase of Japanese goods owing to the invasion of Man-

churia and China produced no perceptible results. Japan

continued to flood the British market year after year with

Christmas decorations, crackers, cheap toys and a variety

of tinned goods. It would have been difiGicult to persuade

women to do without silk stockings rather than buy

Japanese-made silk stockings which were within the capa-

city of their purse. The most efiective boycott against
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imports from Japan was organised, in Cliina after one of the

periodical Japanese assaults, and even that boycott was

only moderately effective. At one time in the early ’thirties

a well-known Chinese merchant in one of the Treaty Ports

applied to his bank, one of the British banlrs, for an over-

draft of an unusual size. He explained that he wanted the

money to finance imports from Japan. This was at the

time when a number of shops selling Japanese goods were

wrecked by infuriated Chinese crowds. "When the bank

manager pointed out to his cbent the risk attached to the

importing of Japanese goods, he waived the argument aside

byremarldng: “ That is quite all right. I am chairman of

the local Anti-Japanese Society.”

Neither trade barriers nor anti-Japanese feeling were

able to check the flood of Japanese exports. Indeed, during

the ’twenties the trouble was that Japan was exporting too

much instead of using her producing capacity for building

up industries with the aid of which she would be able to cut

down her imports. There was a lack of planning which can

only be described as astoimding considering that Japan has

the reputation of being the most disciplined country in

the world. Paradoxically enough the relative shortage of

Japan’s supply of foreign exchange was not due to inade-

quate exports but to excessive exports. To illustrate this

it is sufficient to recall one of the major foreign exchange

crises in Japanese history, brought about by the earthquake

of 1923. This earthquake was followed by a flood of im-

ports for reconstruction purposes, and led to a heavy loss

of gold and to a depreciation of the yen. “ You may well

be wondering,” writes the late Mr. Junnosuke Inouye,^ one
of Japan’s leading financial experts, who held the posts

of Pinance Minister, Governor of the Bank of Japan and
President of the Yokohama Specie Bank, “ why we had to
import so heavily, and why, at a time when we were hard
pressed enough in all conscience, we did not do our recon-
struction with home products. The single instance of the
timber supply shows the reason for this—shows it only too
well. In those days timber was needed more than anything

^ Problems of the Japanese Exchange : 1914-1926, pp. 92-3.
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else. Certainly there are forests everywhere in Japan—
the Government Forests and the Forests of the Imperial
Domain— and the felling of timber is a very simple opera-

tion. Yes, the timber was there aU right, but what was
not there was any proper plant for sawing it. There was,

practically speaking, nothing of the kmd in Japan. In
Japanese domestic architecture logs are not used, and it

was shaped timber—posts and boards— that was required,

but such plant as there was for producing these in Japan
proved entirely inadequate to cope with the demand for

materials suitable for the construction of habitable dwell-

ings on the scale required. Accordingly the quickest and
cheapest way out of the difficulty was to get in sawn timber

from America. First and foremost we needed timber, but
we wanted plenty of other building materials besides . . .

there was, for instance, practically no factory in Japan
equipped for the production of builders’ hardware. It

followed that, under the circumstances, the only possible

means of securing such heavy requirements within any
reasonable time lay in importing them.”

From jMt. Inouye’s remarks it is obvious that the remedy
of Japan’s shortage of foreign exchange was in Japan’s own
hands. The foreign exchange crisis that followed the

earthquake could have been avoided if instead of con-

centrating mainly on exporting industries Japan had

developed her timber industry and other industries cater-

ing for civilian requirements. If a nation is industrious,

intelligent, economical and well organised, then it is

always able to reorganise its production in such a way
as to suit her special requirements, and it is able to work

out its own salvation in face of almost any shortcomings

and difficulties. Where a nation of 80 millions works hard

and is organised intelligently, there a nation of 80 millions

can live and prosper. Human industry can convert even

deserts into prosperous gardens, plantations and townships.

If Nature failed to endow Japan with the resources some

other countries possess, it certainly endowed the Japanese

people with a capacity for hard work and self-sacrifice that

is equalled by few other peoples and surpassed by none.
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All that was needed was to organise in the right way this

national willingness to work hard at a low standard of

living.

The foreign exchange difficulties after the great earth-

quake have taught Japan a lesson. She embarked on a

sweeping drive of industrialisation which was gathering

momentum as it was proceeding. We shall see in the

chapter dealing with the industrial resources of Japanese-

controlled Asia that, during the few years that preceded the

war, Japan had undergone what may well be described as

an industrial revolution. Japan considerably reduced her

import requirements of various manufactures, and she was

in a position to use her foreign exchange for purchasing raw

materials instead. She would have been able to improve

her foreign exchange position even more by fully utilising

the resources of her old overseas possessions, Formosa and

Korea. Although, admittedly, much has been done towards

that end, Japan’s early conquests are very far from being

model colonies. Japan embarked on additional conquests

long before she had exhausted all the possibilities of the

foreign territories already imder her control. /

The industrial drive that followed the earthquake of

1923 could have easily secured for Japan an impregnable

foreign exchange position if it had not been for the fact that

its main purpose was to prepare the country for war. For

instance, Japan could have become one of the largest

exporters of motor oars if her motor industry had not been

concentrated on the production of war planes, tanks and
military vehicles. As it was, Japan remained a large

importer of American cars to the eve of the war in the

Pacific. The rapid development of Japan’s tool industry

would have satisfied all requirements except those for some
highly-specialised tools. Had it not been for the abnormal
requirements of the arms industry, Japan would not only
have been able to solve her foreign exchange problem, but
she would have repaid her external debts and would have
become an investor nation on a large scale, thanks to the
favourable efiect of her industrialisation on her trade
balance. As it was, she was exporting equipment to Man-
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cLiiiria and, to a less extent, to the occupied part of China,

for the purpose of establishing espanding local industries

under her control- There was, however, a strain on her

trade balance, which contiuued adverse owing to abnormal

imports connected with the armament drive.

During the ’thirtieB Japan emhafked on a 6iive to

reduce her dependence on imports of certain strategic raw
materials. This was done, however, with the sole purpose

of preparing for the war which she was determined to make
in order to conquer countries within her so-called Uving

space. In particular, considerable efforts were made shortly

before the war and during the period of Japan’s non-

belligerency to develop Japanese production of synthetic

petrol. To that end machinery to a total value of between

£20 million and £25 million was ordered in Germany, and

was being gradually delivered until the outbreak of the war

between Russia and Germany, which cut the last Ime of

communications through which the machinery could be

delivered.

The development of the synthetic oil industry was

essentially a war measure. Nevertheless it showed that

Japan was well able to improve her foreign exchange posi-

tion by replacing imports with home-produced materials.

Owing to the cheapness of labour in Japan, she would have

been able to develop synthetic industries on a much larger

scale than this was done in Germany during the same period.

It is therefore evident that even in the absence of con-

trol over her living space Japan was well in a position to

develop her economic system in accordance with the policy

of her choice. Her lack of adequate raw material resources,

so far from depriving her of the possibility of normal living,

was not even able to prevent her from carrying out an

abnormal degree' of rearmament and industrial reorganisa-

tion within a brief space of time. Japan’s capacity to

develop her own aircraft industries and other arms indus-

tries came as a complete surprise after Pearl Harbour to

European and American observers. Those who relied on

Japan’s inadequate raw material resources, and believed

that Japan was entirely incapable of waging a war against

o
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the nations so richly endowed with raw material resources

as the Allies, have since had a rude awakening. This experi-

ence can be held as a conclusive proof that there was no
vital necessity for Japan from any point of view to possess

pohtical control over the countries from which she had
imported her strategical raw materials.



CHAPTER III

“ NEW OEDER ” AND “ CO-PEOSPERITY ”

In centuries gone by conquerors bad not considered it

necessary to justify tbeir actions before contemporary
opinion or posterity. Tbeir superior strength and tbe

success that strength, bad secured was regarded as sufficient

justification if they succeeded, and no amount of justifica-

tion was of any use if they failed. In more recent times acts

of aggression were no longer considered to carry tbeir own
justification, and even tbe most hard-bitten conquerors

found it to be to tbeir advantage to put forward excuses.

It is true that that arch-cynic of history, Frederick tbe

Great, admitted that bis policy was to strike first and leave

it to tbe lawyers to work out an excuse subsequently. It

was not until tbe twentieth century that German pro-

paganda brought tbe production of excuses for aggression

to a fine art. Czecbo-Slovakia was invaded at the “ re-

quest ” of her President, who asked for German “ protec-

tion Before Poland was invaded grave charges were

trumped up about tbe alleged ill-treatment of German
minorities. Tbe invasion of Norway was sought to be

justified on tbe basis of tbe alleged intention of tbe Allies

to invade that country. Neither of these excuses could

possibly have been applied in tbe case of tbe invasion of tbe

Low Countries, but by that time tbe propaganda machine

of Goebbels bad elaborated tbe most ingenious excuse of

all tunes in tbe form of tbe notorious scheme of a “ New
Order ” in Europe, under which conqueror and conquered

are supposed to benefit by tbe establishment of European

political and economic unity.

Within a few' months after tbe German conquest of

Western Europe tbe “ new order ” bad become a household

word all over tbe world. Very few of those who have been

using it to describe tbe German scheme for ruling Europe

are aware of tbe fact that tbe term is really a Japanese
23
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invention. Years before it appeared in Hitler’s vocabulary

and wbile German propaganda was still thriving on alterna-

tively attacking the Treaty of Versailles and demanding

self-determination on the basis of that treaty, Japanese^

propaganda coined the phrase of a “ New Order in Asia

By the time that term became known to those taking

an interest in Far Eastern afiairs Japan was in fuU control

of Manchuria, Inner Mongolia and parts of Northern China.

These territories were not joined to Japan in the same way
as were the earlier conquests of Korea and Formosa.

Puppet Governments were set up in order to convey the

impression that Japan was ruling these countries in co-

operation with their populations. ^Vhen Japan conquered

Korea and Formosa she did not consider it necessary to pay

hp service to safeguarding the interests of the conquered.

Towards the end of the nineteenth century and at the

beginning of the twentieth century Japan was stih at the

stage at which conquest was considered to carry its own
justification. In any case it was not until the last World
War that unprovoked aggression had come to be regarded

as a crime against mankind. This change of attitude, it is

true, has failed to deter imperialist countries from com-
mitting acts of aggression. It has induced them, however,

to pay more attention than in the past to the necessity of

producing some kind of excuse. At the time of the “ China /

Incident ” Japan had fully realised the necessity of follow-.'

ing the example of the European countries in this respectJ

We saw in the previous chapter that Japan staked her
claim for vast territories on the ground that they belonged
to her living space, and that control over their raw material
resources and markets was a idtal necessity for her. This
attitude, which was frankly selfish, was soon followed by a
much more hypocritical attitude. VTiile stih claiming
Eastern Asia as her living space, Japan put forward the
doctrine that the conquest of Eastern Asia by her would
be as much to the interest ofthe conquered as to that of the
conqueror. In this respect Japan anticipated the German
attitude. Some years later Germany discarded the selfish

doctrine of Lebensraum, which, at any rate, had the merit
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of candour, and replaced it with the doctrme of Gross-

wirtschaftsrmim (vast territory for the display of economic
actmty on a large scale). It is based on the gross

exaggeration of the advantages of large economic units

compared with small economic units. It would be idle to

deny the advantages of being able to produce for extensive

home markets. The high degree of prosperity achieved in

the United States is due to a large extent to this factor,

even though the immense natural resources of the country

and the energy of its people are at least as important

factors. It must be borne in mind, however, that small

countries too have been able to achieve prosperity com-
parable to that of the United States.'^The examples of

Switzerland and Sweden (to mention only those two) show
that limitation of territory and of population do not pre-

clude prosperity. This fact is apt to be overlooked by most
people hypnotised by the advantages of large free trade

areas. On the basis of the exaggeration of the advantages

of large economic units, the doctrme was elaborated by
Japan, and subsequently by Germany, that these advan-

tages are substantial enough to enable the conqueror to

increase the standard of living of the ruling race, and to a

less extent also of the subject races. According to this

doctrine there would be enough for both conqueror and

conquered, even though the conqueror would retain for

himself the lion’s share derived from the economic unifica-

tion of the territories.

The Japanese plan for the “ New Order ” in Asia and

the German plan for the “ New Order ” in Europe were not

based solely on the assumption of the advantages of large

economic unitsy That doctrine was reinforced by the claim

that the ruling race would be in a better position to organise

the economies of the subject races than are their present

rulers. Both the Japanese and the Germans have a reputa-

tion for organising capacity. Their driving power is superior

to that of most races in their respective spheres. This

explains why their claim to secure an aU-round increase of

prosperity carried a certain amount of conviction among
the admirers of the two races. Even so, the predominant
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majority of the public both in the countries directly con-

cerned and in more distant parts regarded the German

and Japanese “New Order” propaganda with .profound

suspicion.

Originally the Japanese “New Order” propaganda

confined itself to Manchuria and China only. Even though

the limits of Japan’s territorial ambitions were not actually

defined, oficial spokesmen carefully avoided making any

reference to claims on American, British, Dutch or French

possessions. The only country which was declared to

belong to Japan’s sphere of interests was Siam, and even

that claim was not put forward officially. On the other

hand, the Japanese War Party, which was not fettered by

official reticence, openly stated its claims on the wealthy

countries of the South-Western Pacific. It was an open

secret that the Japanese Government was makmg prepara-

tions for invading the Dutch East Indies. Japanese agents

were preparing the ground for it for years. Nevertheless!

it was not until 1940 that Japan officially stated her claimj

regarding her interests in the Dutch East Indies.

Under the original “ New Order ” scheme China and
Manchuria were to be reorganised under Japanese auspices.

Politically this meant first of all the removal of all foreign

non-Japanese influences. This was successfully achieved

in Manchuria, but in China the International Settlements in

the Treaty Ports were allowed to continue even though
their activities were often curtailed and interfered with by
the Japanese mihtary authorities. Politically, under the

Japanese “ New Order ” scheme, China was to be divided

into several separate countries to be ruled by puppet
Governments. The quisling regimes of North China and
Central China were allowed to retain a show ofindependence.
It was the intention of Japan to set up several more puppet
Governments, in addition to those of Peking and Nanking,
once the conquest of China was completed. This policy was
in accordance with the time-honoured “ divide and rule

”

system. As a single unit China would be a disproportion-
ately large colony for Japan, and it was aissumed in Tokyo
that, separated into several units, she would be easier to
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manage. The idea was to leave Japanese garrisons only in

the important strategical points after the conquest was
completed, and then to rely on the quisling regimes to

enforce Tokyo’s dictates.

Economically the Japanese “ New Order ” scheme!

claimed to be able to exploit fuUy China’s coal and other!

mineral resources, and to make better use of China’s vast

man-power. Chinese labour is, if anything, even cheaper

than Japanese, and even more plentiful. The idea was not

to establish vast industries in China with the aid of this

man-power.' On the contrary, from the very outset it was
rmderstood that Japan should be the workshop of Eastern

Asia. What the Japanese planners of the “ New Order
”

in Asia had in mind was to draw upon China’s man-power
for Japan’s requirements of cheap unskilled labour. At
this stage there was no question of de-industrialisation of

the Japanese conquered countries. That idea was essenti-

ally German, and was subsequently copied by Japanese

propaganda. Between 1937 and 1941 there was no trace

of any intention of stamping out existing industries on the

Asiatic mainland. On the contrary, Japan was rapidly

developing certain industries in Manchuria, and was expand-

ing the industries that existed in China. This effort was
not incompatible with the idea of developing Japan proper

into the workshop of the Japanese Empire. It suited

Japan’s purpose to tolerate, and even encourage, certain

branches of industries in conquered countries.^Eor instance,

owing to the presence of iron ore and coal in Manchuria and

Northern China, it was in accordance with the interests of

the Japanese steel industry that pig-iron should be pro-

duced locally and exported to Japan. The same is true

regarding the cotton mills in China working with raw

cotton grown in Northern China. What was essential from

the point of view of the Japanese scheme was that these

industries should remain of secondary importance in the

economies of the conquered nations, and that they should

remain predominantly agricultural countries, depending

on Japan as the principal market for their products, and as

the principal exporter of the manufactures they need.
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From tlie very outset the establishment of a monetary

union constituted one of the most essential points of the

Japanese “ New Order ” scheme. The currencies of the

conquered countries were to he based on the yen, and the

Yen Bloc was thus to he created.'^Puppet Central Banlcs

of the countries under the Japanese “ New Order ” were to

issue notes against reserves consisting of yen notes. Their

activities would he strictly super\nsed and guided by the

Bank of Japan. For example, the Bank of ]\Ianchulaio was

entirely run by the Bank of Japan. By such means Japan

hoped to achieve monetary stability within the countries

under the “ New Order ”.

On the face of it this scheme presented a strong tempta-

tion for the Chinese people. After centuries of misgovern-

ment under Imperial rule China became the scene of almost

constant upheavals after the overtlirow of the Imperial

regime. There was incessant struggle between rival generals.

Banditry developed to an intolerable degree. Taxation

was leaded by several rival* authorities on the population

struggling on the bare subsistence level. Even after the

establishment of political stability, economically there was
utter chaos in the country owing to monetary instability.

The fall in the price of silver and the wild fluctuations of

exchanges in Shanghai produced strong unsettling influ-

ences. From time to time China was subject to Japanese

intervention. Until comparatively recently conditions of

security of life and property left much to be desired in every

part of China except in the International Concessions.

Notwithstanding this, the number of those who took the

Japanese “ New Order ” at its face value was very small,

and even among the more enlightened Japanese themselves
it was often referred to as the “ New Disorder ” in Asia,

because so far from creating monetary stability it led to

additional complications and confusion in the monetary!
system of China. The efiorts to pretend that Chinese

'

interests would be duly safeguarded imder the
“ New

Order ” were wasted, for few Cliinese were prepared to
believe in Janan’s unselfish inteutinDR. Thpir RiiRnininD Tins

e
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outbreak of tbe war in tlie Pacific tbe term “New Order”
was decidedly at a discount in every part of tbe world.

Nor bad tbe use and abuse of tbe term by German
propaganda contributed towards upbolding tbe prestige

and advertising value of tbe term “ New Order ”, Tins m
spite of tbe fact that German propaganda bad made a

mucb better job of it than Japanese propaganda. Indeed
tbe slcill with wliicb tlie idea of tbe German “ New Order

”

was launclied into a more than balf-incredulous world com-
pels reluctant admiration. Sucb was tbe sldll of tbe German
“ New Order ” campaign that even in Great Britain and
tbe United States many people were misled into bebe\dng

tbatj after all, wbat was being done in tbe European
continent was really tbe right thing even though it was
happening for tbe wrong reason, and was made to happen
by tbe wrong pcopleV^Tbe German promise of prosperity

for tbe conquered imdcr tbe “ New Order ” met with some
response even in tbe conquered countries themselves, and

to a large extent it accounts for tbe relatively large pro-

portion of quislings in certain countries. Busmess men and

others were induced by tbe “ New Order ” propaganda to

collaborate with tbe conquerors to a larger degree than they

would otherwise have done. Quisling leaders foimd it

extremely useful as an excuse, or, at any rate, as a miti-

gating circumstance for betraying their country.

Before very long, however, the conquered peoples

reabsed the true nature of Germany’s intentions. Tbe dis-

crepancies between their promises and their performances

soon became glaringly ob^^ous. Germany has embarked on

the ruthless exploitation of all European countries under

her control. For details of methods employed and tbe

results I liave to refer my readers to my book Siller’s

“ Neio Order ” in Europe. It gives a detailed account of

the subtle and imscrupulous methods with tbe aid of which

Germany has plmidered aU her victims, and it seeks to

prove that tbe permanent aim of Hitler’s regnne in Europe

is to secure one-sided advantages for tbe conquerors at tbe

expense of tbe conquered.

</ By 1941 tbe German “ New Order ” m Europe was even
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more discredited than the Japanese
“ New Order ” in Asia,

though for totally different reasons. The Japanese “ New
Order ” became a standing joke because of its inefficiency.

Nobody can accuse the German “ New Order ” of being

run inefficiently. If, in spite of this, it came to be regarded

as a joke it was because the Germans allowed themselves

to be found out regarding their true intentions under the

“ New Order ”. Before very long after the German invasion

of Western Europe the term had come to be regarded as

being synonymous with plunder, and the entire German
“ New Order ” propaganda had come to be looked upon as

the supreme example of hypocrisy. In these circumstances

it was not surprising that when Japan embarked upon her

new series of conquest in the South-Western Pacific, her

propaganda machine was reluctant to continue to use the

discredited term “ New Order It felt the necessity of

turning over a new leaf by coining a new term instead.
^

Henceforth the newly-acquired countries were referred to /

as the “Co-Prosperity” Sphere in Eastern Asia. This;

term roughly corresponds to the German term Grossivirt-

'

schaftsraum, which has, to a large extent, replaced the term
“ New Order ” in the vocabulary of German propaganda,

although the change was not as complete as in the case of

the Japanese propaganda. Co-Prosperity ” Sphere is, as

a matter of fact, a much better advertising slogan than

Grosswirtschaftsraum because it implies not only economy
on a vast scale, but, also the sharing amongst all par-

ticipants of all benefits derived from that economy.
Nevertheless, Mr. Eden was right in remarking that
“ Co-Prosperity ” Sphere reminded him of the prospectus
of some fraudulent company promoter.

In order to convince the populations concerned that
they would be prosperous under the new Japanese rule it

would be necessary for Japanese propaganda to prove

:

(1) that under the new regime the economic resources of the
conquered countries would be exploited more effectively
than they were under the pre-invasion regimes

; (2) that
the native populations would receive a fair share of the
surplus thus to be created.
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Japanese propaganda is at pains to prove that the “ Co
Prosperity ” area is to a large degree a self-sufl&cient unit.

An international division of labour on a vast scale is to be
put into operation. In accordance with the plan Japan is

to become the workshop of the whole “ Co-Prosperity
”

area. In this respect Japanese and German ideas seem to

be identical. In the case of both countries the role of

industrial producer is to be retained by the ruling races,

partly because it secures a higher standard of living, but

mainly because it secures the power with the aid of which
the subject races can be kept in permanent subjection. If

the subject races are deprived even of the limited industrial

capacity which they possessed before their conquest, or at

any rate they are not allowed to develop their industries

freely, they wih necessarily remain at the mercy of their

conquerors unless and until they are Liberated by outside

intervention. From an economic point of \dew this very

one-sided division of labour is calculated to benefit the

Japanese people in Asia, as in Europe it is calculated to

benefit the German people.

The innocent reader or listener to “ Co-Prosperity
”

propaganda is apt to be misled by the catch-phrase of
“ division of labour ”, the advantages of which have been

deeply ingrained into our consciousness by the teachings of

economists ever since Adam Smith. There can be no doubt

that the enforcement of a division of labour tends to in-

crease the total production of wealth of the territory con-

cerned. This does not necessarily mean, however, that aU

sections of the populations of these territories stand to

benefit by the increase. "The experience of the Austro-

Hungarian Customs Union until 1918 proves that division

of labour between the ruling races and the subject races is

apt to work out to the advantage of, the' former and to

the disadvantage of the latter. The standard of living in

Himgary remained considerably below that of Austria

because the Customs Union prevented the development of

Hungarian industries in competition, with the weU-eStab-

lished Austrian industries. In the case of the German
“ New Order ” in Europe or the Japanese “ Co-Prosperity

”
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Sphere in Asia, distribution of industrial resources would

not be left to the free play of competition as it was

in Austria-Hungary. The subject races would be kept

de-industrialised, and most industries would be concen-

trated in Germany or Japan respectively. We saw earlier

in this chapter that the original Japanese “ New Order
”

scheme did not aim at the de-industrialisation of the con-

quered countries, and that, in fact, their industries have

been developed under Japanese control. After the conquest

of the countries in the South-Western Pacific, however, the

Japanese “ New Order ” propaganda took a leaf out of the"

book of the German “ New Order ” propaganda, and laid

much stress on the intentions of developing Japan to

become the workshop of the “ Co-Prosperity ” Sphere.

The extent to which the execution of this plan would

involve actual de-industrialisation would be limited, how-

ever, by the fact that, apart from Shanghai and a few other

centres that came under Japanese control since December
1941, the conquered territories are essentially agricultural.

The difierence in practice between the appUcation of the

principle in German-controlled Europe and Japanese-con-

trolled Asia is that, while in the former it would involve

demobilisation of industries on a large scale, in the latter

it would consist mainly in the prevention of the develop-

ment of industries which Japan would wish to reserve

for herself.

In theory, at any rate, such division of labour as is

envisaged by Germany in Europe and Japan in Asia is

calculated to lead to an increase of the total production of

wealth in their respective spheres. On the other hand, a
]

substantial part of the existing system of production is

intended to be stamped out or converted in order to increase

the self-sufficiency of the German GrosswiriscJiaftsraum and
of the Japanese “ Co-Prosperity ” Sphere. Before the war
the European continent produced largely for the require-
ments of overseas countries including Great Britain. The
entire dairy farming system of Denmark, for instance, was
based on British consumption. Being cut off from the
British markets, Denmark was forced to liquidate a large
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part of her dairy farming and to replace it by considerably

less remunerative wbeat-growing, in accordance witb Ger-
many’s requirements. The value of Denmark’s agricul-

tural output is, consequently, much lower than it was
before Continental division of labour was forced on her.

This situation exists to a much more pronounced extent

in the Japanese “ Co-Prosperity ” Sphere. The conten-

tion of Japanese propaganda that Japan and the newly-

conquered territories constitute a largely self-sufficient

economic unit has already been proved false; It is obvious

that Japan is unable to absorb more than a fraction of the

sugar and rubber production of the South-Western Pacific,

to mention only those two commodities>y' The rubber-

producing countries are forced to switch over to the pro-

duction of rice, maize and vegetables, while the sugar-

producing countries, especially Java and the Philippmes,

are forced to replace a very large proportion of their sugar-

cane plantations by cotton-growing. Now the chances are

that natural conditions are less favourable for the production

of cotton than for the production of sugar, and that, con-

sequently, the net result of the change will be a decline in

the value of the total output of the countries concerned.

At the present stage it would be impossible to draw a

balance-sheet of the economic gains and losses resulting

from the creation of the ‘‘ Co-Prosperity ” area. It is,

therefore, impossible to disprove the Japanese claim that

the value of the total production of that area would increase

as a result of the change of regime and of the economic

system. Nevertheless, it is safe to claim that the gains

derived from the change will be largely offset by the losses

suffered through it.

When it comes to considering whether, in distributiug

the total production, the share of the native populations

wiU increase or will be reduced, we are largely in the realm

of conjecture. Even if the Japanese claim that the total

output wiU increase could be accepted, it would not neces-

sarfiy mean acceptance of the Japanese claim that the

native popffiations would be better off than before. We
know for a fact that this was not the case in Formosa,
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Korea or Manclmria. In tlie latter, especially, the fall inj^

the production of the soya beans and other staple food of the

population, without a corresponding fall of exports in these

products, seems to indicate the contraction of consumption

and a decline in the standard of living. '-^In any case,

students of Japan’s national character would find it di£S.cult

to believe that the Japanese as a race wiU be capable of gener-

osity and unselfishness towards other races. The ruthless

exploitation of the Japanese working classes, which are kept

on a very low standard of living for the greater glory of

Japan, is a fact which does not exactly encourage sanguine

anticipations on the part of the subject races. After all, if

even the ruling race is exploited to such an extent, how can

the subject races expect to be treated generously ?
' And,

while in the case of the ruling race the maintenance of a low

standard of living is considered a necessary evil pending

the acquisition of the wealth of conquered countries, the

inhabitants of the latter have nothing to look forward to

but exploitation to the limit of possibility without any hope
of relief.

Beyond doubt Japan could afford to be generous toj

wards the subject races if she wished, not so much because

of the increase of production as owin'g to the expropriationi

of the European and American capital invested in the con-

1

quered countries. The resources of these countries have
been developed with the aid of capital invested by British,

American and Dutch Governments and investors. A
certain proportion of the products of the industries and
means of communication established with the aid of this

imported capital was earmarked for interest and dividends.

That proportion was, generally speaking, a small percentage
of the total increase of wealth in the countries concerned,
brought about by the European Powers and the United
States, but it was admittedly not a negligible item. It is

evidently the intention of Japan not to recognise any
holding of securities or any property rights owned by non-
Asiatics in the conquered countries. In this respect she
appears to have no intention of discriminating to any extent
between Allied and Axis nationals. German investors who
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bought large amounts of Dutch East Indies securities on
the Amsterdam Bourse live in hopes that their Government
wiU be able to persuade the Japanese Government to recog-

nise their holdings. In reality the admission of their claim

would depend, in case of an Avis victory, on the balance

of power between Germany and Japan. The present inten-

tion of Japan is to repudiate all European and American
investments without discrimination. It seems highly

unlikely that she would wish to rob the foreign investors

for the sake of the native populations of the conquered

coimtries. What probably happens (what has, in fact,

already happened), is that Japan simply takes the place

of the expropriated owners, and profits made by the

companies established by European or American capital

will simply flow into her pockets.

It is reasonable to assume that the same attitude will

be adopted towards any increase of production that may be

obtained through a reorganisation of the conquered coun-

tries. Those who are inclined to believe in the promise of

the “ Co-Prosperity ” propaganda, or, at any rate, who are

not prepared to dismiss altogether those promises as sheer

hypocrisy and deception, should examine the conditions

prevailing in Japan’s old possessions. Japan has possessed

Korea and Formosa now for a number of decades. She had

every opportunity of putting into practice her lofty ideals

of “ Co-Prosperity ”. WThy, therefore, has she failed to do

so ? The native populations of Korea and Formosa have

been thoroughly exploited.. There has been no attempt at

obtaining their co-partnership in the working of the indus-

trial resources of the coxmtry. In the case of Formosa,

95 per cent of the capital invested is in Japanese hands.

The local population is reduced, for the most part, to a role

of unskilled labour and the management is almost exclus-

ively Japanese.

WThen Japanese spokesmen talk for home consumption

they are somewhat more inclined to indicate their real

intentions. They do not go so far in this respect as their

German opposite numbers, who, when speaking for home

consumption, candidly declare that the HerrenvoTk must
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Have a iigHer standard of living than tHe subject races

under tbe “ New Order ” in Europe; Japanese spokesmen

have, so far, abstained from such open statements as far as

it is possible to ascertain from this side. On the other hand,

there are certain references to details in the Japanese Press

which indicate that the Japanese intention towards the

subject races is identical with the German intention. A
Japanese trade paper quoted by the German Press declared

in July 1942 that in the past Japanese exporters had to

exert themselves to the limit of their capacity to be able

to undersell their non-Asiatic competitors. Henceforth

they will be able to charge higher prices in the absence of

all competition. This means that for the same quantity

of raw materials which they will import from Java they will

have to sell less Japanese manufactures than they did in

the past. The Javanese will have to work harder to secure

the same quantity of manufactures as before the invasion,

or else they will have to be satisfied with a smaller quantity.

Another point which is worth our attention is the

increase of Japanese imports of sugar, tobacco, etc., from
the Dutch East Indies. Japanese writers on the subject

triumphantly point out that the conquests have already

enabled Japan to increase the standard of living of her

population, even though measures to that end are at present

handicapped by lack of shipping space. The proverbial low
standard of living of the Japanese working classes would
soon be a thing of the past after the war. Gratifying as this

may be from a general point ofview, it must be remembered
that such an increase of the standard of living of the

Japanese ruling race is likely to absorb such surplus produc-
tion as may be obtained in conquered cormtries as a result

of their organisation under the “ Co-Prosperity ” scheme,
and of the expropriation of non-Asiatic capital.

It is always difficult to produce actual evidence to prove
or disprove claims regarding future intentions. Japanese
propaganda has no evidence to offer that under the Japanese
“ New Order ” the subject races would be treated gener-
ously. Our evidence is confined to facts showing that, up
to the time of writing, the Japanese attitude towards the



ru " ^'EW OEDEB ” AKD “ CO-PEOSPERITY ” 37

conquered races lias been anything but generous, not only

in relation to recently conquered peoples but also in relation

to peoples conquered some time ago. While the greedy and
selfish attitude adopted by the conquerors in recently

acquired countries can be esqiiained, if not excused, on the

basis of military necessity-, this argmnent does not apply

to countries wHch had been under Japanese occupation

over a period of many peaceful years. Although the

past experience of Japanese-conquered countries does not

provide actual evidence concerning Japan’s future attitude,

those facts, together Tvith the Tvell-known characteristics

of the Japanese race, are suiBScient to inspire grave doubts

of the sincerity of the Japanese promises.



CHAPTER IV

POLITICAL ASPECTS OF THE “ CO-PROSPERITY ” SCHEME

In this book we are mainly concerned with the economic

aspects of the Japanese scheme for a “ New Order ” in

Asia. Nevertheless the subject cannot be adequately

covered without due attention being paid to its political

aspects. For one thing, the economic control of Japan over

the conquered territories that is essential in order to apply

the “ New Order ” scheme would be inapplicable without

the acquisition of fuU political control over these territories.

Although the “ Co-Prosperity ” scheme claims to be

based mainly on economic considerations, in reality, as we
saw in Chapter II, the economic argument is merely used

as an excuse for military conquest. The chances are that

if Japan’s choice lay between military occupation of

Asia without any economic advantages and full economic

advantages without rnilitary occupation she would un-

hesitatingly choose the first. And so would every nation

that has developed a lust for conquest.

Japanese propaganda is at pains to present the political

philosophy, which is claimed to serve as a basis for the
“ Co-Prosperity ” scheme, as a Monroe doctrine for Asia.

Japan claims to have assumed the role of the champion of

the yellow and brown races against their domination by the

white race. The analogy is, however, entirely false. While
the Monroe doctrine confines itself to barring any new non-
American penetration into the American continent, Japan
goes much further and aims at ejecting from Asia all exist-

ing non-Asiatic Powers. Its object is not to preserve the
status quo but to change it. A much more important
difference is that, while the object of the Monroe doctrine
is to safeguard the nations of the Western Hemisphere
from coming under foreign domination, the Japanese “ New
Order” scheme aims at subjecting the Asiatic. race to
Japanese domination.

38
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The exact political scope of the “ Co-Prosperity
”

scheme has never been adequately defined. For the moment
Japan’s “ crusade ” is directed against the European
Powers and the United States, but sooner or later Russia

is likely to be classed ia the category of European nations

which are to be ejected from Asia. The Japanese doctriue

of “ Asia for the Asiatics ” is essentially elastic. On the

occasion of the conclusion of the Russo-Japanese Non-
Aggression Pact in 1940, the Japanese negotiator declared

that he regarded Stalin as a feUow-Asiatic. There can be

no doubt, however, that as soon as Japan is ready for the

invasion of Siberia Stalin wiU be declared to be essentially

European. In this respect the Japanese follow the noble

example of the Germans, who are fully prepared to abstain

from the direct application of their racial doctrine whenever

opportunist considerations are against it. Thus Japanese

people and Hungarian people have come to be regarded in

Germany as honorary Aryans, and no German newspaper

is allowed to record the elementary scientific fact that they

are non-Aryans. Japan is returning the compliment to

Germany, and is treatiug Germans in the Far East as

honorary non-Aryans. While immediately after the con-

quest of the Philippiues local military authorities were not

inclined to discriminate between the various white races,

subsequently the privileged position of Germans was

admitted. For instance, in Shanghai German merchants

were given licences to trade.

Other minor temporary departures from the doctrine of

“ Asia for the Asiatics ” have been the maintenance of a

nominal French regime in French Indo-China, and the

decision to abstain from occupying the Portuguese colony

of Macao. This latter cannot easily be reconciled with the

Japanese conquest of Timor. The explanation is simply

that in the case of the latter military necessity prevailed

while the occupation of Macao was not considered urgent.

The French civil administration, which has very little

effective power, is tolerated in Indo-China for the time

being at Berlin’s request, merely to save the face of the

Vichy Government which handed over the colony to Japan.
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Originally tlie Japanese “New Order” sclieme was

intended for China only. During the late ’twenties and

early ’thirties, when Germany was, from a military point

of view, a quantite negligeable, there appeared to he no

prospects of a successful war against the combination of

European Great Powers and the United States in order to

realise the dream of the conquest of .Asia. The Japanese

are an essentially realistic race, and until comparatively

recently ' they confined their ambition to the conquest pf

China. It was a task that would have been in itself

sufB.cient to occupy Japan for at least a generation.* It

would have required decades to complete and consolidate

the conquest of China and to organise the Chinese people

under Japanese rule. The esperience of Germany and Italy

has shown, however, that a militaristic regime has no

patience to wait until its conquests are digested before it

embarks on the next conquest. In the case of Japan, long

before the conquest of China was completed the prospect

of other conquests appeared on the horizon. From the

middle ’thirties it became evident that before very long the

European nations would be fully preoccupied with their

own troubles, and would be unable to concentrate adequate

strength for the defence of their Asiatic possessions. As
and when the European political situation deteriorated

Japan’s appetite increased. By the time of the outbreak

of the European war Tokyo came to the conclusion that the

task of completing the conquest of China could wait until

after the ejection of the European Powers and the United

States from Japan’s expanded sphere of interest. In any
case, it was assumed that once China was no longer sup-

ported by European Powers or the United States her

resistance would collapse. The campaign in China was,

therefore, pursued half-heartedly only. A large part of

Japan’s fighting forces was kept in reserve while awaiting
the opportunity to attack Great Britain, the United States

and the Dutch East Indies.

After the outbreak of the war in the Pacific, Japan
proclaimed openly the extension of her territorial claims.

She has not yet stated, however, the actual limits of these
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claims. For tlie present Japanese propaganda talks about
tbe “ Co-Prosperity in Greater Eastern Asia ”, thereby
implying that Japan does not intend to acquire tbe entice

Ajsiatic continent. In reabty, if tbe conquest of Cbina were
completed tbis itself would bring Japanese penetration

very near Western Asia. Nor is it possible to bebeve that

Japan bas no ambitions regarding India. For tbe moment
it would be very bad diplomacy for Japan to declare ber

intention to secure domination over India. Sucb a declara-

tion would open tbe eyes of many Indians wbo, at present,

are actively engaged in an attempt to shake ofi tbe British

rule without realising that the alternative would not be

independence but Japanese rule. Yet, it should be ob-

vious to everybody that tbe Japanese “ Co-Prosperity
”

Sphere could not be complete from an economic point of

view, or even from a pobtical point of view, without securing

tbe domination of India. Economically tbe so-caUed “ Co-

Prosperity ” Sphere would be short of cotton in spite of aU
efforts to introduce cotton-growing in tbe new Japanese

possessions of tbe South-Western Pacific. Pobticaby an
India imder British rule, or even an independent India,

would be regarded as a potential menace to Japanese rule

in Eastern A^ia.

It seems certain that nothing short of the complete

conquest of Ajsia would satisfy Japan. Nor are Japanese

aims confined to the Asiatic continent. For both economic

and strategic considerations Japan would not rest until she

secured fub possession of ab the islands in the Pacific

between North America and Asia, mcluding the continent

of Austraba. Strategicaby, this is considered necessary in

order to safeguard Japan against attack from the U.S.A.

Economicaby, the conquest of Austraba and New Zealand

is considered essential owing to the inadequate wool re-

sources of Eastern Asia. For strategic considerations

Japanese aims extend over Alaska and, possibly, even

the west coast of Canada, the United States and Mexico,

where Japan might bke to possess strong bridgeheads.

Madagascar and the east coast of Africa comes also within

the Japanese sphere of ambitions. The crusade against
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non-Asiatic rule in Asia does not preclude Japan from aun-

ing at Japanese rule -well beyond Asia.

This is not the only point in respect of which the

hypocrisy of the slogan of “ Asia for the Asiatics ” is evident.

A much more striking proof that Japan’s self-imposed role

of champion of the Asiatic races is utterly false is her atti-

tude towards the peoples of the Asiatic countries under

Japanese control. In Formosa and Korea, where Japan

has been in possession for a long time, she is regarded ivith

bitter hatred by the native population, which is longing to

shake ofi its Japanese yoke. In China, too, only a very

small number of quislings have accepted Japanese domina-

tion. The overwhelming majority of the Chinese people

realise that Japan is guided by one-sided Japanese interests

only. The most recent experience in regard to the Japanese

attitude towards the Asiatic races has been the behaviour

of Japan towards Siam. Formosa, Korea, Manchuria, part

of China and the various American, British and Dutch
possessions have been acquired by force of arms. On the

other hand, Siam has been Japan’s ally, and willingly

admitted the Japanese troops on their way to conquer

Malaya and Burma. The Siamese Government succeeded

in hoodwinking world opinion to the very last moment by
pretending to be determined to resist Japanese aggression.

Allied strategy was based on the assumption that Siam
would hold up the Japanese onslaught for at least a short

time. To that end Siam was actually assisted by arms
deliveries to the eve of the Japanese declaration of war.

Japan owed Siam a debt of gratitude for facilitating her

invasion of the Malayan Peninsula, and for actively col-

laborating in the invasion of Burma. Her relation to Japan
is somewhat similar to the relation of Rumania, Hungary
and the other minor satellite States to Germany, and
Japan’s treatment of Siam is also very similar to Germany’s
treatment of these minor vassal States.

If Japan’s intentions of liberating Asia were sincere she
would have treated Siam as an ally on an equal footing.
In reality, as we shall see in a subsequent chapter, the
treatment of Siam differs but little from the treatment of



IV POLITICAL ASPECTS OF THE “ CO-PROSPERITY ” SCHEME 43

conquered countries. Siam is entirely dominated by the

Japanese authorities wliich ruthlessly exploit her, and
impose on her demands far beyond immediate military

requirements. Even though the Siamese Government may
have benefited by its pohcy of co-operation (just as Quisling

and Laval have benefited by betraying their countries to

Germany), the Siamese people has certainly derived no
benefit from it. It is e%ddent that Japan’s true political aim
is not “ Asia for the Asiatics ” but “ Asia for the Japanese ”.

We saw above that Japanese aims are not even confined

to the borders of the Asiatic continent. The question is :

Does Japan, like Germany, entertain ambitions of world

conquest ? Without having any e\ddence to that effect,

it seems reasonable to assume that, once her ambition to

control Asia, Australia, the west coast of America, and the

east coast of Africa is satisfied, Japan’s appetite wiU
further increase. For the moment it is to her interest to

moderate her demands for the sake of collaboration with

Germany, but in the long run there could be no lasting

collaboration between a successful Japan and a successful

Germany. Both of them would inevitably covet the same
territories. Germany regards Africa as* her exclusive pre- .

serve and has very definite claims on the hCddle East in

general. In this respect she would ine-vdtably come into

conflict with Japan. For the moment Germans are treated

in Tokyo as honorary Asiatics, just as the Japanese are

treated in Berlin as honorary Aryans. Should both ambi-

tious nations be 'Successful, sooner or later they would And

themselves confronted with each other in a flght for world

domination.

Both Germans and Japanese are pursuing one end: to

make fuU use of each other before their eventual clash. They

compete with each other in exchanging compliments, but

beneath the surface of their relations there are already

undercurrents at work which, in the course of time, might

develop into a grave conflict. The chances are that it will

never come to an open clash between Japan and Germany

for the simple reason that the United Nations wiU keep

them well apart. Should the fortunes of war, however, be
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such as to enable the two senior partners in the Axis to

establish direct contact, tension would inevitably develop

between them even during the war. There is reason to

believe that, with a little pressure on the part of Germany,

the Vichy Government could have been induced to sur-

render to Japan Madagascar as she surrendered Indo-China.

This was not done, because Germany coveted Madagascar

for herself, and, knowing that once Japan had established

herself there it would be difficult to dislodge her, no efforts

were made to secure the surrender of Madagascar. Thanks *

to this rivalry within the Axis, the United Nations were

given a chance to seize that strategically vital island.

It is an open secret that Germany wishes to secure for

herself the Dutch East Indies. At the time of the conquest

of Holland and the collapse of France, when it appeared as

though the war in Europe was practically over, Japan
hastened to declare that she would not"tolerate any transfer

of the control of the Dutch Colonies in Asia. This declara-

tion was directed as much against Germany as against Great

Britain and the United States. Germany had every inten-

tion of claiming for herself the Dutch Colonies on the'

ground that Holland was under her “ protection ”. Had
the outcome of the Battle of Britain not stopped the

German triumphal march, sooner or later Germany would
probably fight Japan for the possession of the Dutch East

Indies.

Japanese propaganda in Asia as German propaganda in

Europe is imable to make up its mind whether the “ New
Order ” is supposed to be already in operation, or whether
it is supposed to be deferred until after the war. Various
spokesmen frequently contradict each other and even
themselves in this respect. In reality it is already being
applied, politically at any rate, in the territories actually

conquered and those surrendered without resistance. There
can be no doubt that Japan intends to maintain full political

control over the “ Co-Prosperity ” Sphere. She may allow
some of the peoples to maintain a certain degree of nominal
ind p.np.ndpnpp
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identical in relation to aU her victims. In Glerman-con-
troUed Europe certain nations, especially the Eussians and
Poles, are not allowed even to retain their local administra-

tion. In other countries, such as HoUand, Belgium, France,

etc., the work of local administration is carried on hy the

local authorities imder German ‘instructions. In other

countries, such as Czecho-Slovalda, Norway, Serbia, Greece,

etc., quisling Governments are set up under German
control. Again, Denmark, Hungary, Eoumania and other

satellite States are allowed to retain the Governments of

then choice so long as these Governments take their orders

from .Berlin. If they show too much independence, the

local Nazi parties are mobdised against them, but usually

'

the mere threat of this is sufficient to induce them to obey

Berhn’s instructions without fad. Finally, there was the

Vichy Government which was under German domination

even during the period when the territory under its ad-

ministration was not occupied.

It seems reasonable to suppose that there is a simdar

variety of outward forms of government in Japanese-

occupied Asia. Most of the newly conquered territories are

simply under Japanese military administration even though

in some ofthem the local authorities have retained a certain

limited sphere of function. In Manchuria and China quisling

Governments have been set up. In French Indo-China and

Siam the pre-invasion Governments were allowed to

remain in power. This is a much more convenient system

than the assumption of full Japanese administration. For

one thing, the territories concerned are so vast that Japan

.would be unable for a long time to provide any esperienced

administrative machine for all. For the time being she

would have to be content with appointing her men in key

positions. The permanent military occupation of her vast

territories would be an even more difficult task. It would

mean that Japan would have to remain fully mobilised in

perpetuity, which, in the long run, would lead to grave

discontent. In reality, there is no need for Japan to main-

tain full military occupation in order to secure full political

control. Once the resistance of those opposed to the regime
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is completely broken, it would be sufficient for her to keep

garrisons in strategic points and leave the rest to the various

puppet Governments. Japan is in a position to safeguard

herself against the danger of the conquered peoples shaking

off her yoke by concentrating all arms industries in her

own territory. Modern ' warS' necessitate elaborate arms,

and these arms cannot be produced quickly vuthout well-

established industries. It is one of the main objects of

the “Co-Prosperity” scheme to concentrate practically all

strategic industries in Japan proper, and to deprive the

conquered peoples of the means for recovering their freedom.

Once this is achieved, the risk of internal risings in the

“ Co-Prosperity ” Sphere would become negligible.

Tliere would be, of course, the risk of the liberation of

the conquered peoples by outside Powers. It is precisel}’’

because of this risk that Japan is anxious to secure bases

outside Asia. Once in control of strategic points along the

west coast of the American continent and the east coast

of the African continent, she could reduce the risk of the

re-conquest of Asia by maintaining strong garrisons in the

outlying posts. In this way she would pursue a policy

similar to that of the Roman Empire, which maintained

most of her legions along the borders of her outlying

possessions.

Such arrangements would not require the full mobilisa-

tion of Japan’s man-power, especially as in the course of

time the various quisling Governments would provide sub-

stantial auxiliary forces to complete the Japanese occupa-

tion armies. This has already been done in German-occupied
Europe where the satellite Powers have been forced to send
many divisions to Russia.

^
Possibly Japanese man-power

permanently withdrawn from productive actmty would
be replaced by imported workmen as in Germany. One
thing is certain. The maintenance of the Japanese Empire
would require permanently vast military expenditure. This
factor would go a long way towards absorbing such eco-
nomic advantages as may be derived from the application
of the economic “ Co-Prosperity ” scheme.



CHAPTER V

ECONOMIC ASPECTS OF THE “ CO-PROSPERITY ” SCHEME

The same vagueness which characterises the official Japan-

ese attitude towards the political aspects of the so-called
“ Co-Prosperity ” scheme also prevails concerning its

economic aspects. It is by no means easy to compile from
official materials, nor from inspired writings- or statements

on the subject, a comprehensive description of the economic

aspects of the Japanese “ New Order As in the case of

German statements on Hitler’s “ New Order ” in Europe,

they have been subject to frequent changes in the course

of time, and even at any given moment they are frequently

contradictory. The volume of material on which we can

draw for compiling our summary is not nearly as plentiful

as it is in the case of Germany. For obvious reasons the

Japanese Press is inaccessible, and we have to rely on such

summaries of statements or articles as the Domei Agency
chooses to broadcast or the German Press correspondents

in Japan choose to cable over to Europe. The task of

compiling the main points of the “ Co-Prosperity ” scheme

is, therefore, very much like making bricks without straw.

The following main points of the Japanese economic

policy under the “ Co-Prosperity ” scheme are, nevertheless,

discernible from the available material

:

(1) A high degree pf economic planning will be applied

to the conquered territories. It will be directed from a

central planning authority in Japan.

(2) Agricultural production wiU be subject to drastic

readjustment. The production of certain goods in excess

of the requirements of the “ Co-Prosperity ” Sphere will be

reduced, while the production of other goods needed by the

“ Co-Prosperity ” Sphere will be increased.

(3) The mineral resources of the “ Co-Prosperity
”

Sphere will be exploited to the full in so far as the present

output does not fully cover the requirements of the “ Co-

47



48 THE JAPANESE “ NEW ORDER ” IN ASIA OS.

Prosperity” Sphere plus the quantities needed for the

accumulation of strategical reserves.

(4) Industrial production will be concentrated in Japan

itself. The conquered countries will only be allowed to

retain or develop secondary industries connected with their

agricultural or mineral production.

(5) The principle of international division of labour will

be applied extensively. The economies of various parts of

'

the ‘‘ Co-Prosperity ” Sphere will be adapted to that of

Japan and those of the other parts of the “ Co-Prosperity
”

Sphere.

(6) Consumption in the “ Co-Prosperity ” Sphere wiU

be influenced with the object of being able to cover require-

ments out of the resources of the particular countries

concerned, and out of the resources of the other members
of the “ Co-Prosperity ” Sphere in preference to outside

countries.

(7) The Transport System of the “ Co-Prosperity
”

Sphere will be reorganised to reduce its dependence on sea

communications. To that end the Japanese authorities are

planning to build extensive railways and roads.

(8) In matters of foreign trade with countries outside

the “ Co-Prosperity ” Sphere the “ Co-Prosperity ” Sphere

will act as one single unit. It will deal as such with other

similar groups of countries, such as the group of the German
“ New Order ” in Europe or the American Bloc.

(9) Currencies of aU Japanese-controlled countries will

be based on the yen. Each country wiU have a note-issuing

authority of its own, and the reserves -of this authority will

consist of a yen balance with the Bank of Japan.

(10) After initial devaluations of the currencies of

conquered countries, stability at the new parities wiU be
maintamed in the “ Co-Prosperity ” Sphere. EventuaUy
the yen will be adopted as the monetary unit everywhere.

(11) The Bank of Japan wiU have a central gold reserve
to secure the yen, which wiU be the foundation of aU other
currencies. No attempt wiU be made, however, to maintain
a ration between the gold stock and the volume of currency
and credit.
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(12) The monetary policy pursued •will be one of expan-

sion in accordance witb the requirements of production.

(13) The authorities •will aim at maintaining a steady

price level "with the aid of extensive price control and direct

Government intervention in the market.

(14) Tokyo "will become the international financial

centre of the
“
Co-Prosperity ” Sphere, cateriag for the

financial requirements of Japanese-controUed Asia, and
acting as intermediary between Asia and the other

continents.

(15) A system of multilateral exchange clearing -will be

established in Japanese-controlled Asia, with Tokyo as the

clearing centre. Under this system each country of the
“ Co-Prosperity ” Sphere will have a clearing account in

Tokyo, and wiU settle its liabilities in relation to other

countries of the “ Co-Prosperity ” Sphere by dra^wing on

its clearing balance.

On paper this scheme sounds interesting and attractive.

We propose to examine in the foUoTving chapters if, and to

what e:^ent, the experience of Japanese rule in the con-

quered countries justifies the assumption that in practice

the scheme wiU be applied satisfactorily, if, indeed, it will

be applied at aU. At the present stage, the Japanese ” Co-

Prosperity ” scheme calls for some observations of a general

nature.

(1) The possibility of a central plan for such a vast and

diversified area as Japanese-occupied Asia has its limita-

tions. This is actually admitted by Japanese spokesmen.

Although the Asiatic Planning Board has been for some

time in operation, and a separate hlinistry has just been

created for the purpose, the experts engaged in the task are

aware that they have to confine themselves to laying down

very broad outlines, lea'ving actual planning to the “ men
on the spot

(2) The extent to which artificial readjustment of agri-

cultural production can be carried out satisfactorily has its

limitations in natural conditions. It remains to be seen

whether the climates of the Dutch East Indies, the Philip-

pines and the other new Japanese possessions will prove
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to be suitable for cotton-growing on a large scale, wbicb is

one of tbe many objects of the Japanese scheme for tbe

reorganisation of agriculture. It is easy to enforce a radical

reduction in tbe production of cane sugar or rubber, but it

is much more difficult to introduce new crops by a stroke

of tbe pen.

(3) It may take some time before tbe Japanese rulers

will be able to replace tbe large number of European and

American engiueers formerly employed in tbe mines and

oilfields now under Japanese occupation. Tbe first task is

to reconstruct tbe mines, many of wbicb suffered heavily

through tbe “ scorched earth ” policy of tbe Albes. Owing

to tbe lack of skilled technicians and adequate machinery,

it wiU take a very long time before the exploitation of

mineral resources will even reach its pre-war level, let alone

exceed it materially. This is true particularly concerning

tbe oilfields, tbe destruction of whose equipment has raised

a particularly difficffit problem.

(4) Tbe majority of industries in occupied countries is

closely associated with their local agricultural and mineral

production. Tbe removal of such industries to Japan
would mean that instead of having to transport finished

products it would be necessary to transport raw materials,

and this would place considerable additional strain on
Japan’s shipping, rail and road facibties.

(5) It is mainly owing to tbe shortage of transport

facibties that tbe principle of international division of

labour wbl not be carried very far, at any rate during tbe

war. At present tbe various countries within tbe “ Co-
Prosperity ” Sphere are actually encouraged to become
much more self-sufficient than they were before tbe war.

Japan’s pobcy aims at tbe increase of local food production,

tbe production of synthetic oil out of rubber and cane sugar
to obviate tbe necessity for importing mineral oil from tbe
neighbouring States. Tbe restriction of production of
exportable surpluses is tbe net result of tbe appbcation of
such measures. There is undoubtedly much less inter-

national division of labour in Japanese-occupied Asia now
than there was before tbe invasion.
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(6) In pursuit of tlie plan for tlie local self-sufficiency of

countries witliin the “ Co-Prosperity ” Sphere the Japanese
authorities are endeavouring to force consumers to change
their long-established customs and to grow accustomed to

different kinds of foodstuffs. This is perfectly feasible, but
not likely to contribute to the popularity of the Japanese
regime, as primitive peoples are conservative in their habits.

(7) Although the shortage of shipping space, which
compels Japan to aim at the local self-sufficiency of coun-

tries in the “Co-Prosperity” Sphere, is temporary, it is

the intention of Japan to reduce permanently, as far as

possible, the dependence of the “ Co-Prosperity ” Sphere

on long lines of transport by sea. This is in order that the

extent to which Japan would be exposed to blockade in the

next war should be reduced. Since Japan is an island, her

dependence on sea communications with her outlying

colonies cannot be avoided. The lines of sea routes can

be shortened materially, however, through the construction

of railways and roads on the Asiatic mainland. One of the

schemes under consideration is to link up Shanghai with

Singapore by a railway line, so that goods from the Malayan
Peninsula and the Dutch Bast Indies need not be trans-

ported all the way by sea. The execution of this gigantic

scheme would involve immense effort, and transport by
land would necessarily be incomparably more costly than

by sea.

(8) Without doubt there are advantages in dealing with

outside countries in matters of foreign trade as a single

huge unit. The bloc as a whole stands to benefit by ehminat-

ing competition between its members and by appearing in

the world market as one large customer and one large seller.

Whether aU members of the group stand to benefit by the

arrangement or only the ruling race, that is, of course, a

different question. Japan is already engaged in destroying

the capacity of various countries of the “ Co-Prosperity
”

Sphere to produce a large surplus for export outside the
“ Co-Prosperity ” Sphere. She is likely to destroy much
profitable export trade for the sake of diverting the produc-

tion capacity of the subject races to the production of goods
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required by her or by the “ Co-Prosperity ” Sphere. As

for import trade, it will be planned mainly, ifnot exclusively,

in accordance with tbe requirements of Japan. Tbe subject

races will have to do without most of the goods that cannot

be produced within their own boundaries or within the

“ Co-Prosperity ” Sphere.

(9) The subject races stand to gain nothing by the

arrangement to make their currencies dependent on fihe

yen. It will only increase their economic and pohtical

dependence on Japan, and will increase the losses they will

suffer after their liberation. Not only will they lose the

amoimt of the military yen issued by the occupation

authorities, but also that of the reserves kept with the Bank
of Japan.

(10) Judging by the degree of devaluations carried out

already in some conquered countries, their currencies are

likely to be stabihsed at an unduly low level. Consequently,

Japan wiU derive considerable advantages through the

artificial overvaluation of the yen as a result of which

comparatively small amoimts of Japanese exports can pay
for Japanese imports of a much higher value.

(11) Statements about Japan’s attitude towards gold

have been rather contradictory. Even members of the

Government have expressed divergent views. Some ofthem
are inclined to agree with Germany that gold is to play no
part at all in Japan’s internal economy, and will only be

used for the settlement of balances outside the “ Co-Pro-

sperity ” Sphere. Others, however, hold the view that it

would be in accordance with Japan’s new position as a
World Power to build up a large gold reserve to secure the
note issue of the Bank of Japan and, indirectly, the note
issue of the entire

“
Co-Prosperity ” Sphere. Since, how-

ever, gold production in the Philippines and other parts of
the “ Co-Prosperity ” Sphere is moderate, it seems unlikely
that Japan will be able to build up a large gold reserve
during the war,

(12) Ever since the beginning of the so-called
“
China

Incident ”, Japan has been pursuing an expansionary mone-
tary pohcy. A similar monetary pohcy will be pursued in
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the conquered countries. It seems probable, boMrever, that

most of the benefits derived from such a policy wiU be
retained by Japan, while the burden of the inflated cur-

rencies will be borne by the local populations. In the long

run the success of maintaining a steady price level de-

pends on the Government’s power of absorbing purchasing

power and providing adequate quantities ofgoods to satisfy

consumers. There is no reason to suppose that the Japanese

Government in this respect will be any less suecessfiil than
the German Government, though eyen in Germany the

system has not been as water-tight in 1942 as in pre\dous

war or pre-war years. The maintenance of the stabflity of

prices in the conquered countries is likely to be as difficult

as in German-occupied Europe. For the present, no major

difficulties have been experienced in that respect in most
occupied coimtries because, as we shall see in a later

chapter, Japanese occupation produces mainly a defla-

tionary efiect. Ultimately, however, it wfll be difficult to

counteract the eSects of credit eq^ansion, especially as the

quantity of goods available for local consumers will be

materially reduced through Japanese plunder.

(13) Tokyo, like Berlin, entertains ambitions of becom-

ing an international financial centre without possessing the

capital resources required for that purpose. Japan, like

Germany, is at present engaged in borrowing from her

victims instead of lending to them. The subject races are

compelled to keep balances in Tokyo, and are unable to

.withdraw the proceeds of their exports to Japan. Such

compulsory and frozen balances, however, constitute a very

unsatisfactory beginning for an international banking

centre.

(14) A multilateral clearing system in the “ Co-Pro-

sperity ” Sphere is not likely to work any more successfully

than the similar system established under the German
“ New Order ” in Europe. The main source of difficulties

is that aU the conquered peoples have credit balances in

their clearmg accounts in relation to Japan, just as con-

quered European peoples have credit balances in their

accoimts in relation to Germany. This means that there

E
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is no possibility of a’satisfactory clearing tlirougb ofi-setting

credit balances against debit balances. Germany with her

twelve years’ experience of the clearing system has been un-

able to secure tbe satisfactory working of the multilateral

system under the “ New Order Japan had no previous

experience in exchange clearing, and in spite of German

advice she will find the task even more difficult than Ger-

many does.

The above critical remarks are not claimed to be a

complete answer to the Japanese
“
Co-Prosperity ” pro-

paganda. In order to be able to refute it, it is necessary

first to examine the actual experience of economic de-

velopments under the Japanese regime in the conquered

coimtries.

As in the case of German-controlled Europe, so in the

case of Japanese-controlled Asia, it is necessary to bear in

mind the following consideration : the primary aim of both

Germany and Japan is to win the war. This means that

the requirements of the development of their respective

“ New Orders ” have to be subordinated for the duration

to the immediate requirements of their respective war
economies. This argument is resorted to by German and

Japanese propaganda to provide an excuse for the non-

fulfilment of the promises made to the conquered peoples.

It lends itself as an excuse for ruthless exploitation, and it

also explains in part why the conquered countries have not

yet been de-industrialised in accordance with the “ New
Order ” scheme. In German-controlled Europe industries

are working at full speed to execute orders for the armed
forces. It would be very short-sighted indeed from the

point of view of the economic war effort of Germany to lose

valuable time and disorganise transport by transferring

plants from occupied countries to the Reich. Moreover,
from the point of view of the effects of air raids, it would
be unwise to concentrate aU industries within comparatively
limited areas instead of leaving them dispersed all over
Europe. The contention that the “ New Order ” has not
yet been estabhshed is, however, a double-edged weapon.
For, the victims of German or Japanese exploitation may
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riglitly suspect that under the full apphcation of the “ New
Order ” they would be exploited to an even higher degree

than they are now. The real hardship imposed on the

subject races by the “ New Order ” is yet to come, when,

after the war, they will be deprived of their industries, and
their industrial workmen will have to migrate to the Reich

and assume the role of unskilled labourers. This situation

also exists in Japanese-occupied Asia though to a decidedly

less degree, owing to the fact that the Japanese-occupied

countries are at a less advanced stage of industrialisation

than the German-occupied countries.



CHAPTER VI

AGBICUIiTURE UNDBE JAPANESE RULE

The agricultural aspects of tlie Japanese
“
Co-Prosperity

”

Sphere are of the utmost importance since the predominant

majority of the populations of the conquered cmmtries lives

on the products of agriculture. Before they were invaded

by Japan these countries had every reason to espect a

development of their industries in the course of the next

few decades. The European Powers and the United States,

so far from being opposed to the trend of industrialisation

of the countries under their control, actually encouraged

it, by providing capital, machinery and skilled manage-

ment. The native population was making good progress

towards developing a class of engineers and managers, and

many industrial undertakings were created mainly or

entirely with the aid of local capital and under local

management. The development of industries in India

provides an example of industrialisation under British rule.

It does not form part of British colonial policy to force

colonies to retain their exclusively agricultural status. As
and when the colonies progress towards the dominion

status they tend to develop industries of their own. Need-
less to say, it would take many decades before any of the

colonies develop into a predominantly industrial country,

if, indeed, they would ever reach that stage. The trend is,

however, towards the development of an economy based
less one-sidedly on agriculture alone. This is to the interest

of the native population since industries can absorb the

surplus populations which the land is unable to feed, and
they tend to increase the standard of living. At the same
time it is not contrary to the interests of the colonising

power since experience has proved that the purchasing
power of an industrialised country is much higher than that
of a purely agricultural country. The fact that German
imports of British goods before the war were much higher

56
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ttan Indian imports per head of the population speaks for

itself.

In the “ Co-Prosperity ” Sphere the process of indus-

trialisation, which had been making progress in each coimtry
conquered by Japan, will be arrested if not reversed. The
populations of these countries can no longer hope that
their standard of living wiU improve through industrialisa-

tion so long as they are imder Japanese rule. It is the

declared pohcy of Japan to de-industriahse them, or, at any
rate, to prevent them from building up industries in the

way they would have been built up but for the Japanese
invasion.. This means that the relative importance of

agriculture in the economies of the conquered peoples is

much greater imder the “ Co-Prosperity ” scheme than it

was before the war. One might almost go so far as to say

that from the point of view of the subject races the “ Co-

Prosperity ” scheme stands or faUs according to the result

of its policy of unprovmg agricultural conditions.

One of the most effective arguments in the German
“ hfew Order propaganda was the promise that imder the
“ New Order ” the agricultural resources of the conquered

countries would be exploited much more efiectively than

they were under the national regimes of the countries con-

cerned. This argument was, of course, entirely unconvin-

cing and inefEective in Northern and Western Europe where

agricultural exploitation has' always been more highly

developed than m Germany itself. On the other hand, in

Central, Eastern and South-Eastern Europe the promise of

more efficient agricultural exploitation carried some weight

owing to the highly inefficient agricultural systems pre-

vailing there. Partly owing, to the fact that peasant farm-

ing stni predominates in that part of the world, partly for

lack of adequate financial resources, and partly owing to

lack of organising capacity of the Governments, agriculture

in Eastern and South-Eastern Europe has been relatively

backward, and the proceeds have not done justice to the high

fertihty of the soil. The agricultural population of Central

and South-Eastern Europe suffered much during the years

of depression owing to the fact that it was unable to reduce
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its cost of production to tlie level of that of new countries

such as Canada, the Argentine, Australia, etc,, working on

the basis of up-to-date systems of large-scale production.

The low level of agricultural prices and their constant

fluctuation caused much discontent among the agricultural

population of the Danube Basin, and the German “ New
Order ” propaganda took full advantage of this. The

Germans endeavoured to secure the support of the peasants

by promising them steady and remunerative prices and a

permanent market for their products. At the same time,

however, German propaganda also promised the adoption

of more efficient methods, which could not be achieved

otherwise than through the abolition of peasant farming.

There was obvious contradiction between the two promises,

contradiction which showed itself particularly clearly in the

case of Hungary. There the German agents promised the

landless peasants, to enforce the di\dsion of large estates,

while the landed proprietors were promised, at the same

time, to be protected against the land famine of the landless

peasants.

It did not take very long for the agricultural popula-

tions of Europe to discover the utter falsity of the German
promises. In Denmark, Holland, Norway 'and Belgium

this became obvious from the very outset, since the German
invaders ordered immediately the slaughter of a very large

part of the livestocks, and the replacement of dairy farming

by less profitable wheat-growing. It took somewhat longer

for the agricultural populations of Central and South-

Eastern Europe to discover how little they could depend
on the promises made under the “ New Order ” scheme.

Although the prices paid by the Germans were, to begin
with, generous, subsequently the inflationary measures
forced on the German-controlled countries resulted in such
an all-round rise in the cost of production that the German
purchase price for agricultural products soon became un-
remunerative. By 1941 it became difficult for the local

authorities of the German-controlled countries to secure
the land products they promised to deliver to Germany
because producers were able to obtain much better prices
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from local consumers. In 1942 Germany brought extreme
pressure to bear on all those countries to force them to

stabilise their price levels in order -that the agricultural

producers should not be tempted to sell their products

locally instead of selLmg them to Germany, The result was
that farmers restricted their production to their own re-

quirements. The promised reorganisation "of agricultural

production was deferred until after the war, even though in

isolated instances Germany initiated immediate changes

when this was in accordance with her immediate interests.

Agriculture under German auspices in Europe was thus

far from being a success. This did not deter Japanese

propaganda, however, from making promises as extravagant

as those made earlier by German propaganda. Yet Japan
is in a much less favourable position to fulfil such promises.

For one thing, her absorbing capacity of agricultural pro-

ducts is considerably smaller than that of Germany. To-

gether with Korea and Formosa, Japan is more or less

self-sufficient regarding food. It is, of course, possible that

an improvement in the standard of living of the Japanese

population would lead to an increase of the demand for

products grown outside Japan. It is equally possible and

even probable that, as a result of her industrialisation,

Japan’s own food production would decline while her food

consumption would increase through the import of millions

of unsized workers from the “ Co-Prosperity ” Sphere,

Even so, it ought to be borne in mind that while in German-

controlled Europe the agricultural population outnumbers

the industrial population to the extent of about three to

one, in Japanese-controUed Asia this proportion will be

something like twenty to one, after the completion of the

conquests envisaged by the promoters of the “ Co-Pro-

sperity ” Sphere. Even if the entire population of Japan

became engaged in industries, which is clearly impossible,

their consumption would only absorb a relatively small

part of the food produced by the vast agricultural popula-

tions of Asia.

Another hitch in the Japanese agricultural scheme for

the “ Co-Prosperity ” Sphere is that Japan is unable to
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produce tractors in adequate numbers. This defect can be

remedied in the course of time as a result of the develop-

ment of the engineering industries, but for many years the

“ Co-Prosperity ” Sphere would remain far from self-

supporting in tractors and agricultural implements in

general.

Nor is Japan in a position to ofier the benefits of a

highly efficient and modern agricultural producer. Not-

withstanding her progress in recent decades, she is stiU far

behind Germany in that respect. Indeed, her methods of

agricultural exploitation are regarded in Germany as

mediaeval.

Above aU, the nature of the existing agricultural produc-

tion of conquered coimtries is such as to make its adjust-

ment to the requirements of the “ Co-Prosperity ” order a

very painful process. While Germany is in a position to

absorb the entire surplus of South-East Europe there is

no chance for Japan ever to absorb the rubber or sugar

production of the southern territories she has conquered.

The immense value represented by the capital invested in

rubber and sugar plantations and the benefit of long experi-

ence would have to be thrown overboard in order to be able

to establish anything approaching economic unity in the
“ Co-Prosperity ” Sphere. That seems, to be a thoroughly

bad start for the agricultural reorganisation promised by
Japan. Eeorganisation it certainly wiU be, but not for the

better from the point of view of the producthdty of the

agriculture of the conquered countries. Instead of growing

products for which their land and climate are eminently

suitable, and which they thoroughly understand how to

grow, they have to experiment with new lines of production
for which their cfimate may not be suitable.

Up to the time of writing, the changes brought about
in the agricultural systems of the conquered coimtries con-
sisted mainly in the reduction of sugar and rubber produc-
tion. To be exact, the Japanese authorities did not actually
take action to that end. IVhat reaUy happened was that
the rubber and cane-sugar plantations destroyed under the
‘ scorched earth ” policy, or abandoned as a result of the
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invasion, were not restarted. Admittedly the task of re-

starting all of them, or even a large percentage of them,
would not have been easy. Apart from any destruction of

equipment there is an acute shortage of managerial per-

sonnel owing to the evacuation or internment of the white
planters and their white staffs. Neither the native popula-

tion nor Japanese settlers are in a position to replace the

organisers of rubber and sugar plantations at short notice.

It would take years before production in either branch
could be raised to its pre-invasion level, even if the Japanese

authorities wished to do so. Thus, in declaring it to be
their policy to reduce the output of sugar and rubber, to

some extent they made virtue of necessity.

Notwithstanding the sharp faU in the output of rubber

and sugar it is stiU in excess of requirements. For this

^reason efforts are being made to find new uses for both

commodities. Processes are claimed to have been invented

by which rubber can be converted into oil. The farcical

situation has arisen that, while in Europe and the United

States oil is being converted into rubber, in Asia rubber is

being converted into oil. According to a recent report a

process has also been invented for the extraction of aviation

spirit out of sugar-cane. In fact the Japanese Press claims

that, thanks to this invention, Japan will be able to make
full use of the sugar-cane production of the “ Co-Pro-

sperity” Sphere. The efforts made to produce aviation

spirit and other types of oil out of sugar-cane and rubber

seem to be in contradiction with the extravagant claims

put forward by Japanese propaganda about the progress

made towards the reconstruction of the destroyed oilfields

and refineries. If the progress is really so satisfactory, then

it may well be asked why it is necessary to adopt expensive

processes of production of synthetic oil. The explanation

may lie to some extent in the shortage of tankers. This

means, however, that after the war, should Japan remain

in control of the territories conquered, she would have no

use for these synthetic processes, since, in the course

of time, she would be able to reconstruct the oilfields

and refineries 'to a sufficient extent to cover her require-
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ments, and she would also be able to build an adequate

fleet of tankers. The synthetic processes do not, therefore,

provide a solution of the problem of the surplus of sugar

and rubber in the “ Co-Prosperity ” Sphere even though

they may be helpful in the immediate future for the

Japanese war economy.

It is in respect of the alleged progress of cotton-growing

in the “ Co-Prosperity ” Sphere that Japanese propaganda

has been putting out some of its most extravagant claims.

To beheve Japanese reports, cotton-growing in Celebes and

other parts of the Dutch East Indies, and also in the

Philippines, is already in full swing, and such is the fertility

of the soil that once the plantation is established it hardly

requires any efiort. The truth of the matter is that the

climate of the conquered countries of the South-West

Pacific is far from suitable for cotton-growing. It is not

without reason that cotton-growing in that area is negligible.

As is weU known, cotton-growing requires not a tropical

climate but a sub-tropical climate. Moreover, the season

of the cotton crop coincides with the typhoon season, and
violent storms are liable to destroy the crops. The only

part of the “ Co-Prosperity ” Sphere which is suitable for

cotton-growing is North China, where efforts are in fact

made to increase the acreage under cultivation.

There is not the slightest chance that cotton-growing

win provide employment for the many millions of agricul-

tural workers who have become unemployed as the result

of the dechne of rubber and sugar production. According
to a Japanese source, in Sumatra alone there are hundreds
of thousands of unemployed agricultural workmen. It is

bound to take some time before alternative permanent
occupation can be found for these unemployed. Meanwhile
in Burma and elsewhere many ofthem have been driven by
famine into forming themselves into marauding gangs,
imperiUing life and property and interfering with produc-
tion in vast areas which >cannot adequately be garrisoned
by Japanese troops.

To mitigate the evil consequences of unemployment
and, at the same time, to increase the self-suflciciency of
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various countries within the “ Co-Prosperity ” Sphere, the
Japanese authorities are encouraging the native populations
formerly engaged, in rubber or sugar growing to grow rice

or vegetables for their own requirements. As far as agri-

culture is concerned the trend of evolution is not towards
increased division of labour but in the opposite direction,

and the advantages of large-scale cultivation are abandoned.
Their replacement by primitive peasant farming is decidedly

a retrograde step.

But even if agriculture should prosper under the “ New
Order ”, the Japanese conquerors are far from keen on
increasing the share of the native populations in the result

of agricultural prpduction. In this respect, too, Japan is

following the example of Germany. Before embarking on
the conquest of a country the Germans usually promise its

rural population the division of landed estates, but once the

conquest is completed and consolidated these promises are

forgotten. In Czecho-Slovakia the land reform carried out

xmder the Eepublican Govermnent was actually reversed

by the German conquerors, and land distributed among the

Czech peasantry after the last war was restored to its

former owners, the German landed proprietors. In Poland

the only transfer of land xmder German occupation was the

allotment to German settlers of land confiscated from

Polish owners.

The Japanese conquerors adopted a very similar atti-

tude to that of the German conquerors. They promised to

liberate the native populations from the “ yoke ” of the

white races. Had these promises been genuine it woxdd

have been the duty of the Japanese authorities to distribute

among the native populations the land seized from the

European or American owners. In reality aU that was done

was to declare that any property which on December 8,

1941, belonged to enemy subjects was confiscated. The

decree issued to that effect in Java appbed also to native

property, but as a concession it was generously agreed that,

for the present, the decree woxdd not be put into operation

as far as the native property is concerned.

If anyone should be inclined to suppose that the con-
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fiscation of property is but a temporary measure pending

tlie distribution of land among the native population, it is

sufficient to recall that in Formosa and Korea the Japanese

usurpers have been there for decades without carrying out

the land reforms promised in these countries. They have

simpl)’^ laid hands on cver}'thing worth hav'ing, and the

native populations have been reduced to the status of a

landless proletariat. There is no reason to sujjpose that

Japan intends to be more generous with the Filipinos,

Javanese, JIalays or Burmese than she has proved to be

with the peoples of Formosa and Korea.

It is possible that the native owners will not 1)C expro-

priated outright, but will be deprived of their properties

with the aid of methods successfully ajiplied by Germany
in conquered countries in Europe. Land will be bought

up and paid for in worthless currency, and the economic

conditions created in the conquered countries will be such

as to compel land-owners to sell their land. The buyers

will have to be cither Japanese or Asiatics approved by the

Japanese authorities. To make this sure it has been decreed

in all conquered countries that no property can exchange

hands without a licence from the Japanese authorities.

^Yith the aid of this measure even in the absence of crude

expropriation the land owned by the Asiatic populations

will gradually share the fate of the properties of white

planters wliich w’cre seized by the invaders. Possibly by
the time the transfer is more or less complete the Japanese
will have developed efficient agricultural methods, in which
case, however, it wdll be they and not the native agricultural

populations who wdll benefit by such improvements. The
conquered peoples w’ill be reduced to the role of landless

agricultural proletariat, ruthlessly exploited for the benefit

of the ruling race.

The conclusion that agriculture in Eastern Asia wdll

suffer under Japanese rule has not been reached solely on
the basis of conjecture. The experience of the countries

which for some time have been under Japanese rule gives

some indication of the fate that awaits agriculture in the
South-West Pacific. In Manchuria the cliief food of the
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population is rice and millet. According to Japanese

official statistics tlie production of rice, wliicli was increas-

ing up to 1931, lias been declining considerably ever since

Japanese occupation. The same is true concerning millet

and other foodstuffs consumed by the native populations.

This is due in part to the development of industries in

Manchuria, though this factor in itself could not account

for the entire decline. An equally important factor was the

price policy pursued by the Japanese authorities in Man-
churia. In order to ke^p down the cost of industrial produc-

tion, they fixed the prices of agricultural products at a very

low level. The result was that the producers reduced their

acreage. It was only comparatively recently that Japan

realised her mistake and sought to correct it by raisiog

agricultural prices. It remains to be seen to what extent

this change of policy will lead to an increase of production.



CHAPTER VII

IS THE “ CO-PROSPERITY ” SPHERE SELF-SUEEICIENT 1

The Japanese bid for the domination of Eastern Asia is

based largely on tbe economic argument tbat Japan’s

economy and tbat of tbe conquered countries complement

each other and form together a perfect unit. Beyond doubt,

tbe conquered territories wiU be able to supply much of the

raw materials which Japanese industries require. In the

present chapter we propose to examine the extent to which

the raw material requirements of the “ Co-Prosperity
”

Sphere are covered by its internal resources. For the pur-

pose of our present inquiry we assume that Japan wiU not

gain even temporary possession of other territories beyond

those which she secured during the first six months of the

war in the Pacific.

The coal resources of Japan proper are by no means
negligible, even though the quality of the coal is poor.

The output amounted in 1936 to 41,803,000 metric tons.

The total coal reserves of Japan proper are estimated at

16,690,000,000 tons, of which 6,960,000,000 tons are sup-

posed to be proved reserves according to Japanese authori-

ties. The present production is estimated at 54,000,000

metric tons, while consumption, including the requirements

of the sjmthetic oil industry, is put at 70,000,000 tons.

Japan’s deficiency amounts, therefore,' to some 16,000,000

tons, which has to be covered by means of imports. Of this

quantity some 6,000,000 tons represent coking coal, as

Japanese coal is unstdtable for coking purposes.

Japan’s requirements of coking coal and other types of
coal can be satisfied from the resources of the “ Co-Pro-
sperity ” Sphere, in particular from Manchuria, North China
and Indo-China. Some coal is produced also in the old
Japanese colonies. ' Their total export to Japan is believed
to have reached 6,000,000 tons per annum. The coal re-

serves of North China are vast. Exports from North China
m
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to Japan are supposed to have reached 5,S00,000 tons in

1941. Owing to transport difficulties Japan has been un-
able to draw extensively on the richest coal deposits in the

interior of China, especially in the Tetung area and in the

Shansi Province. Most of the coal exported to Japan is

from Shantung and Hopei Provinces. While the actual

exdent to which Japan benefits by the coal reserves of

North China is moderate, the possibilities are admittedly

immense.

In respect of coal, as in so many other respects, Man-
•churia has proved a disappointment to Japan owing to

shortage of equipment and labour. In any case, the in-

crease in the industrialisation of Manchuria resulted in a

decline in coal exports from 2,236,000 tons in 1936 to

762,000 tons in 1939. According to Japanese sources,

production has been increased to over 20,000,000 tons in

1941, but it is unlikely that Japan obtained much more than

1,000,000 metric tons. Since she was unable to increase

her coal imports from Manchuria during the period when
she concentrated most of her colonising efiorts on that

country, it seems unlikely that she is now able even to

maintain the output and export, considering that her

colonising efforts are now dispersed over a dozen countries.

Indo-China is believed to be exporting coal to Japan at

the rate of about 800,000 tons per annum. Her total pro-

duction is under 3,000,000 tons, and no spectacular increase

is anticipated.

While the “ Co-Prosperity ” Sphere has undoubtedly

immense coal resources, the extent to which those resources

are available at present to Japan is barely adequate, especi-

ally if we allow for an expansion of the Japanese war

industries during the course of the prolonged hostilities.

In time ofpeace, however, Japan would be well in a position

to develop the coal resources under her control, and even

to reduce the production of inferior coal on her own terri-

tory for the sake of employing more profitably the labour

thus released. To do so would necessitate, however, a very

considerable increase of shipping facilities, which at present

are barely adequate even for the import of the relatively
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moderate quantities of coal now being drawn from tbe

conquered countries.
,

Tbe oil resources of Japan proper are negligible. Present

production is estimated at some 400,000 metric tons,

exclusive of tbe output of tbe Japanese concession in

Sakhalin, amounting to about 250,000 tons. On tbe other

band, production of synthetic oil has been increased very

considerably during recent years. Shortly before tbe war,

Japan placed in Germany an order for synthetic oil plant

to tbe value of from £20,000,000 to £25,000,000. A large

part of tbe equipment is known to have been delivered

during tbe early part of tbe war, but debveries necessarily

stopped with tbe outbreak of tbe Russo-German War. No
rebable estimates are available about tbe output of syn-

thetic oil, but tbe chances are that it is still rather imder

1.000.

000 tons a year. To this tbe output of synthetic oil

plants in Manchuria, estimated at 250,000 tons, should

be added.
.

Japan’s peace-time requirements were estimated at

4.000.

000 tons a year, and even though her civiban require-

ments may have been cut, her military requirements and

tbe needs of her arms industries must have more than offset

tbe economies enforced in civiban consumption. Operations

in tbe battle zone m tbe Pacific necessitate frequent move-

ments of substantial Japanese fleets, and movements of

troops and suppbes also require large quantities of fuel oil.'

It is, therefore, reasonable to assume that tbe oil deficit of

Japan proper must be at least 5,000,000 tons a year, if not

considerably more. This very rough estimate does not

allow for tbe output of tbe oilfields seized since December
1941. Notwithstanding tbe thorough appbcation of tbe
“ scorched earth ” pobcy, Japan must have succeeded by
now in restoring some part of tbe formerly very consider-

able output of tbe oilfields in tbe Dutch East Indies, British

Borneo and Burma. Some of tbe refining facfiities, pipe-

lines and other equipment have also probably been restored.

Tbe extent to which Japan can draw on the oil reserves

of tbe newly conquered countries is, however, an entirely

unknown factor, and it would be futile to attempt to give
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an estimate. The chances are that, notwithstanding the

progress in that direction, Japan has to draw on her reserves.

Unfortunately, owing to the short-sighted pohcy of the

Governments and oil companies concerned, Japan was
able to build up before the war in the Pacific substantial

oil reserves. It would be, therefore, wishful thinking to
’ expect that Japan’s military operations will be paralysed

through exhaustion of the oil supplies. It seems probable

that before that stage would be reached the output of newly
conquered oilfields wiU be increased sufficiently to cover the

deficit. Meanwhile the supplies are supplemented through

the production of oil from rubber and sugar-cane.

Should Japan remain in possession of her conquests

after the war, the oil reserves of the “ Co-Prosperity
”

Sphere would be more than sufficient to cover aU require-

ments. Japan would then be in a position to discontinue

the costly process of synthetic oil production and shale oil

production from inferior raw materials.

One of the weakest spots of Japan’s war potential at the

time of the outbreak of the war in the Pacific was the in-

adequacy of her iron ore resources. In Japan proper there

are only very limited quantities of low-grade iron ore. Her
production was only 750,000 tons in 1936. The iron ore

resources of Korea were more substantial, and in 1941 the

total production of Japan and Korea was claimed to be

4.000.

000 tons. Against this Japan’s steel production is

believed to be between 7,000,000 and 8,000,000 tons a year.

Considering that the metal content of the iron ore produced

in Japan and Korea is not likely to be much more than

40 per cent on the average, the import requirements of the

steel industry are very substantial, even if we allow for

2.000.

000 tons as the quantity of inland scrap used up.

Part of the deficit in iron ore is covered from occupied

China. The amount of iron ore imported from China by
Japan is estimated at about 1,500,000 tons. Of this less

than one-sixth represents high-grade ore. On the other

hand, there are large high-grade ore deposits in Manchuria.

These deposits have not yet been developed, and Japan

obtains low-grade ore only from Manchuria. That country
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now produces pig-iron on a substantial scale. It is estimated

that Manchuria exports 1,500,000 tons of iron ore and

600.000 tons of pig-iron to Japan.

The Philippines possess very substantial high-grade

iron ore deposits. The deposits at Mindanao are estimated

at something like half a milliard metric tons, but their

exploitation only started in 1940 and has not reached a

very advanced stage. During the last pre-war year the

Philippines’ exports were just under 1,000,000 tons. There

are substantial iron ore deposits in Malaya, and exports

to Japan in 1939 were nearly 2,000,000 tons with a metal

content of 65 per cent.

Before the war the Japanese steel industry depended to

a very large extent on scrap imported from the U.S.A.

Owing to the possession of extensive iron ore resources in

the conquered countries, Japan may now be considered to

be more than self-sufficient in respect of iron ore. She will

have no difficulty in increasing the output of the existing

mines even though in some instances the result of the
“ scorched earth ” policy may cause some delay. The
supply of iron ore for the Japanese steel industry is thus

largely a problem of shipping space. Moreover, the steel-

works have to make considerable adjustments to switch

over from the use of scrap iron to the use of pig-iron.

Japan will be well in a position to cover her deficit in

manganese out of the resources of the Philippines, Malaya,

the Netherlands East Indies and French 'Indo-China. Her
own production was 33,000 tons of manganese in terms of

metal content, which was less than one-third of her re-

quirements. The main source of her manganese imports

was British India, but an increase of the resources within

the conquered countries can cover the deficiency that has
arisen through the cessation of this supply.

Japanese production of copper is estimated at about
100.000 tons, which covers approximately one-half of her
requirements. Korea, Formosa and Manchuria contributed

before the war to a moderate extent towards covering
Japan’s deficit. The very substantial copper ore deposits

in Manchuria are unexploited owing to transport difficulties.
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Communications would have to be developed before Japan
could hope to increase her import of copper from that

source. On the other hand, the copper resources of the

Philippines offer better immediate possibilities even though
the present annual output is only, 9000 tons.

It is evident that copper is one of the weak spots of the
“ Co-Prosperily ” Sphere. This does not necessarily mean,
however, that Japan is likely to experience difficulties in

the near future. It is estimated that during 1937-1940

Japan was able to accumulate a reserve of about 150,000

tons. Together vdth the iucrease of production at home,
in Manchuria and the Philippines, this reserve should be

able to cover her requirements for years,

Japan’s consiunption of lead is about 120,000 tons, while

her own production is only about one-sixth of that quantity.

Production in Korea is estimated at 10,000 tons, and in

Manchuria at 20,000 tons. The latter quantity is capable

of being increased considerably. This, together with the

lead production of Burma, amounting to 90,000 tons, more
or less covers Japan’s peace-time deficit. In addition,

there are also lead mines in French Indo-Chma and the

Philippuies.

Japan’s zinc requirements are about 100,000 tons a year,

and of this about 20,000 tons are produced within Japan

proper. Korea and Manchuria produce some 14,000 tons

between them. French Indo-China too can supply a fair

quantity, while there are possibilities of gaining some from

Chma. The output of Burma is sufficient to cover con-

siderably more than one-half of Japan’s pre-war require-

ments. There are, presumably, sufficiently large stocks to

cover the deficiency of the “ Co-Prosperity ” Sphere for

years to come.

There are ample raw material resources for Japan’s

comparatively young aluminium industry. Some sub-

stantial deposits of alumina shale were discovered in 1940

m Japan proper. There are, moreover, various raw material

resources in Manchuria, Korea, the Netherlands East Indies

and Malaya. Both the Netherlands East Indies and Malaya

are rich in bauxite, contaming between 50 and 60 per cent
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of alumina oxide. In spite of tliis Japan appears to prefer

to use home-produced alumina shale with only between

20 and 35 per cent of alumina oxide content. TMs is prob-

ably due to the fact that the extra labour required for the

worldng of low-grade raw materials is easier to procure than

the extra shipping space required for the import of bauxite

from distant countries.

The “ Co-Prosperity ” Sphere is very rich in magnesite.

In Manchuria alone over 400,000 tons were produced iu

1938, which is ample to cover Japan’s requirements in spite

of the growing use of metallic magnesium by the aircraft

industry.

One of the strategic metals which the ‘‘ Co-Prosperity
”

Sphere is able to produce considerably in excess of her

requirements is tin. Malaya alone is able to cover more
than five times Japan’s requirements. There are, more-

over, tin resources in Japan, the Dutch East Indies, Siam,

Burma and French Indo-China. Japan’s problem is to

provide adequate refining capacity. Her own refining

capacity is estimated at only 5000 tons a year. The
“ scorched earth ” policy in Malaya and elsewhere put some
important tin-smelting plants out of action for some time

to come.

The “ Co-Prosperity ” Sphere is more or less deficient

in some essential alloy metals, such as antimony, nickel,

molybdenum and cobalt. Japan’s own production of

antimony is negligible, while Korea, Indo-China and Burma
can only cover a small part of her requirements. The
production of China is substantial, but it is believed that

only a small part of it is within the reach of Japan.
Japan’s deficiency in nickel was covered by the import

of over 11,300 tons during the last pre-war year. Most of

this came from outside the “ Co-Prosperity ” Sphere.
Burma and the Netherlands East Indies are small pro-
ducers, and Japan and Korea possess xmexplored deposits
of very low-^ade nickel ore. Even so, the uncovered
deficit in this important metal must be considerable.

Molybdenum production in Japanese-controlled coun-
tries is negligible, but since the “ Co-Prosperity ” Sphere
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has ample resources of tungsten, this deficiency can be met
by the substitution of the latter for the former. Burma is

a producer of cobalt, but owing to the destruction of her
mines Japan will have to rely on her stocks to cover the

requirements of her synthetic oil production.

The production of chrome is considerably more than
snfficient to cover requirements. Japan’s own output
before the war was sufficient to meet her needs, while the

production of the Philippines is very substantial and is

increasing rapidly.

On the other hand, the “ Co-Prosperity
”

’ Sphere is

deficient in mercury. Japan’s own production is very

small, but, in aU probability, she has set aside substantial

supplies of imported mercury.

Owing to the low standard of living of the Japanese

people, Japan, with her earlier conquest of Formosa and
Korea, is self-sufficient in food. In normal years Formosa
and Korea are able to cover Japan’s deficiency in rice, and

if crops are unsatisfactory the resources of Indo-China,

Siam and Burma can be drawn upon. The fact that, not-

withstanding shortage of shipping space, Japan has been

importing large quantities of rice from these distant con-

quered countries seems to indicate that in Japan itself

man-power is diverted from the rice-fields to war industries

or to the Services.

In respect of soya beaus, Manchuria is able to cover all

requirements. Under Japanese rule her production fell very

considerably owing to the attempt of the Japanese authori-

ties to secure the crops at an unduly low price. Notwith-

standing this, enough is produced to meet Japan’s needs.

The “ Co-Prosperity ” Sphere has a surfeit of cane-

sugar production. As we saw in earlier chapters, Japan

intends to reduce sugar production in the Plulippmes and

in Java. At the same time she is increasing her sugar

consumption.

There are ample supplies of vegetable oils at Japan’s

disposal in China, Manchuria, the Netherlands East Indies

and elsewhere.

Lack of adequate supplies of cotton and wool constitutes
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one of the most important deficiencies of the “ Co-Pro-

sperity
’
’ Sphere. Cotton-growing in countries tmder Japan-

ese control has been so far negligible. Immediately after

the conquests of the countries of the South-Western Pacific

Japanese experts elaborated ambitious schemes for the

development of cotton-growing in the Dutch East Indies

and the Philippines. Japanese propaganda has for months

filled the ether with claims of the progress of the conversion

of cane-sugar plantations into cotton plantations. There is

no way of checking the accuracy of these claims, stiU less

of forming an opinion about the optimistic estimates of the

anticipated crop. One thing is certain. Cotton-growing

requires a sub-tropical climate while the Dutch East Indies

and the Philippines are tropical countries. Moreover, as

we pointed out in the previous chapter, the ripening of the

cotton crop coincides with the typhoon season. From the

point of view of the climate North China is about the only

part of the “ Co-Prosperity ” Sphere suitable for cotton-

growing on a large scale.

One of the reasons why Japan is keen on securing

British India is in order to secure her cotton resources. It

seems reasonable to assume that should an independent

India under Gandhi adopt the status of a neutral country,

in accordance with Gandhi’s declared intention, it would
willingly satisfy Japan’s requirements of cotton, and would
thus fill this important gap in Japan’s economic war
potential.

Japan’s position regarding wool is, if anything, even

worse than her cotton position. The “ Co-Prosperity
”

Sphere can only cover one-tenth of the normal wool require-

ments, and even that is of an inferior quality. While the

fighting is in tropical 'or sub-tropical countries Japan’s

deficiency in wool is of no great immediate consequence.

Should, however, Japan become embroiled in a war with
So^det Russia, the need for adequate warm clothing would
soon exhaust her reserves of wool. The desire to secure

wool supplies accounts partly for the keenness of Japan to

conquer Australia and New Zealand.

Another textile raw material in which the “ Co-Pro-
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sperity ” Sphere is short is jute. French Indo-China pro-

.. duces some, and so do other parts of the “ Co-Prosperity
”

Sphere, but the total is far below requirements. No wonder
'Japan casts a covetous eye towards Indian jute supplies.

Efforts are being made to increase jute production in Java.

Meanwhile jute is substituted by hemp for various pur-

poses. Satisfactory as this substitute may be, it is a matter

of some urgency to make good the deficiency in jute bags.

Even though Japan itself is deficient in vegetable fibres,

her requirements of such fibres, with the exception of jute,

can easily be covered out of the immense resources of the

Netherlands East Indies and the Philippmes in Manila

hemp, copra and kapok. Indeed the output of the “ Co-

Prosperity ” Sphere in these materials is in excess of her

requirements, and Japan intends to enforce a reduction in

their production.

Japan has also a huge excess of silk production. To deal

with the situation production has been reduced by approxi-

mately one-third, and domestic consumption is encouraged

through lowering prices. Japanese silk is also used ex-

tensively to replace cotton and wool. Even so, Japanese

writers admit that the days of prosperity for the Japanese

silk trade are over.

About 90 per cent of the world’s total production of

rubber is now under Japanese control. Her own require-

ments can almost be satisfied out of the production of

French Indo-China alone. According to Japanese pro-

paganda, arrangements are made for the application of

processes to produce oil and lubricating oil out of rubber.

It is Japan’s declared intention to reduce considerably the

production within the “ Co-Prosperity ” Sphere.

From the above details it is evident that, while the
“ Co-Prosperity ” Sphere is very rich in a number of

strategic raw materials, and is able to cover Japan’s de-

ficiencies in many respects, it is very far from being self-

sufficient in all raw materials. Iffiere are noteworthy

deficiencies in various metals, the most important of which

are copper and nickel. The supply of textile raw materials

too is inadequate. This latter deficiency is particularly
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important. Clotliing constitutes one of the most important

articles which agricultural countries have to import. For

lack of raw materials Japan will he unable to satisfy the

needs of the “ Co-Prosperity ” Sphere in textiles even if

she had the industrial capacity required for that purpose.

Tliis being so, the agricultural population vdll find that,

even though payment is made for their products by Japan

in local currencies, it will be impossible to buy much-needed

clothing. This vdll tend to discourage to a large extent the

desire of farmers to produce in excess of their own re-

quirements.

If, as it appears probable at the time of ^vl•iting, the war
should continue for years, Japan wdU begin to feel the

effects of the deficiencies in copper, nickel and other metals.

Needless to say, in time of jjeace these deficiencies and those

of textile materials would not matter greatly, for the “ Co-

Prosperity ” Sphere would be able to produce large export

surpluses in tin, rubber, silk, sugar, coffee, tobacco, etc.,

to pay for the imports of cotton, wool, nickel, eopper, etc.

Since, however, it is the policy of Japan to reduce the

production of raw materials not required during the war,

it would be no easy problem after the war to recover pre-

war exports.



CHAPTER VIII

FLAWS m JAPASl’s DfDUSTEIAL BESOUSCES

Since the outbreak of the war in the Pacific various

Japanese official and unofficial spokesmen declared Japan’s

intention to assume the role of the workshop of the “ Co-

Prosperity ” Sphere. This was not the original plan as far

as it can be judged by the Japanese attitude towards

industries in Manchuria and in occupied China. In Man-
churia great eSorts have been made to develop local in-

dustries, based on iron ore, coal and other natural resources.

So far ffiom attempting to deprive the country of its indus-

tries, Japan, at the cost ofconsiderable capital expenditure,

expanded them and established new branches of industries.

In China the policy pursued was not one of de-industrialisa-

tion but one of placing the existing and by no means incon-

siderable industries under Japanese financial control. Most
Chinese industrial undertaldngs of any importance were

forced to issue shares giving the controlling interest to the

leading Japanese industrial combines in the same branch.

Nor has there been any evidence so far of any endeavour to

de-industrialise the newly conquered territories. On the

contrary, the damage to industrial plants caused by the

application of the “ scorched earth ” pohcy is being repaired

as fast as possible.

There is, in fact, a school of thought in Japan that is

opposed to her extreme industrialisation, and would prefer

her to revert largely to agriculture. Although this view is

allowed to be expressed it is certainly not shared by the

Tojo Grovemment as a whole, which is in favour of con-

verting Japan into the workshop of the “ Co-Prosperity
”

Sphere without appearing to be dogmatic about it.

It is conceivable that the announcement of Japan’s

change of policy which now aims at assuming virtually the

monopoly of maniifacturiug industries in the “ Go-Pro-

sperity ” Sphere was due to a tendency towards a slovenly

57
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imitation of tlie German “ New Order ” scheme in Europe.

On the other hand, it is at least equally possible that Japan,

like Germany, has to subordinate for the present the require-

ments of her “ Co-Prosperity ” scheme to the more immedi-

ate requirements of her war economy. Japan neeiis at

present all the industrial resources of the territories imder

her control. She can ill afford the shipping space that would

be required for the removal of the plants from 'distant

countries to Japan, and, more especially, the shipping space

required for supplying the transferred industries with raw

materials from the countries where they were originally

estabhshed. "While some spokesmen stress the intention of

maldng Japan the workshop of the “ Co-Prosperity
”

Sphere, others admit the necessity of making each one of

the conquered countries as self-sufficient as possible. To
the latter end local industries have to be maintained. They
have to be reconstructed if destroyed during the course of

the hostilities. "What is more, according to Japanese claims,

in some instances the existing industries are being expanded
and new industries are being established.

Considering that this was exactly the policy which was
adopted in Manchuria and in occupied China during a

period when no consideration of war economy prevailed in

favour of decentralisation of industries, it may appear

possible that in declaring that Japan is to become the

workshop ofthe “ Co-Prosperity ” Sphere, Japanese spokes-

men were merely aping Germany without expressing the

Government’s true intentions. This would not be the only

respect in which the Japanese showed themselves anxious

to imitate their German masters. Absurd as it may ap-

pear, it seems the Japanese propaganda claim is a mere
efiort to be more German than Germany. In the methods
applied in conquered countries the situation is not nearly
so simple. The declared intention of the ruling race, both
in German-controlled Europe and in Japanese-controlled
Asia, to become the workshop of its respective

“
Co-Pro-

sperity” Sphere must not be taken too literally. Neither
Germany nor Japan can possibly intend to remove aU in-

dustries from the conquered countries and to reduce them
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to conditions prevailing in “ Erewlion ” after its de-

meclianisation.

It would be the height of absurdity if, instead of pro-

ducing pig-iron in Manchuria, Japan would produce it

exclusively at home with the aid of iron ore and coal'

imported from Manchuria. It would be 'eq^ually absurd if

all the sugar refineries were transferred from Java to Japan,

and if millions of tons of sugar-cane were to be shipped

henceforth all that way in order to be refined thousands of

miles from their plantations. The principle that Japan
should be the workshop of the “ Co-Prosperity ” Sphere

is a principle admitting of many exceptions. Japan is not

likely to discourage the continued existence or further

development of those industries which are closely connected

with local raw material production. AYhat she would never

tolerate would be the development of arms industries, or of

industries competing with her own exporting industries.

The creation of various branches of textile, iron, steel, etc.,

industries which we have witnessed in India during the last

few decades would be something mconceivable m any

country under Japanese rule, unless some specific Japanese

interest is involved. The young industries in India serve

Indian interests without regard to British interests, and,

to a large extent, even against immediate British interests.

If an industrial undertaking is to be tolerated in the “ Co-

Prosperity ” Sphere it will have to serve first and last

Japan’s interests. It is against British interests that

textile industries competing with Lancashire should

develop in India. Nevertheless, they were allowed to

develop. Any industries which would not suit Japanese

interests would be stamped out in the “ Co-Prosperity
”

Sphere, and the principle that Japan should enjoy manu-

facturing monopoly would be fully applied in their respect.

On the other hand, the production of pig-iron, and even

steel, in Manchuria, the smelting of tin in Malaya, and the

refining of sugar in Java and the Philippines, are in accord-

ance with Japanese interests, and, therefore, they will be

allowed to continue.

Hitherto, the manufacturing requirements of the Japan-
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ese-controlled territories liave been supplied to a very large

extent from Europe and the United States. Will tbe

Japanese industries be able to take tbe place of European

and American industries ? To answer this question it is

necessary to take a gbmpse at tbe development and present

position of Japanese industries.

During recent years Japan bas undergone a spectacular

industriabsation. Her industrial revolution between tbe

two wars is second only to tbat of Soviet Russia. Tbe -

degree of ignorance prevaiUng in tbe outside world in this

respect is really amazing. Most people look upon Japan

as a predominantly agricultural country with a few inferior

industries. Tbe fact tbat tbe Japanese goods one comes

across abroad are usually of an inferior quabty led to tbe

conception tbat Japanese industries are at a very primitive

stage of development. This largely explains tbe fact tbat

at tbe outbreak of tbe war in tbe Pacific most people under-

estimated Japan’s strength in wagiag mecbanised warfare.

As a matter of fact, tbe reason wby most Japanese manu-
factured goods tbat are exported are sboddy and of an
inferior quality bes in tbe desire of Japanese exporting

industries to produce at tbe cheapest possible cost. Many
of them would have been able to improve tbe quabty of

their products during recent years. But tbe ’thirties were

tbe period of the “ survival of tbe cheapest ”. Owing
to tbe prolonged economic depression, tbe predominant
majority of consumers preferred to buy whatever appeared
to be tbe cheapest in tbe market irrespective of quabty and
durabibty.

Tbe superficial observer inferred from the poor quabty
of Japanese toys or textiles tbat Japanese war materials

must be also second-rate and third-rate in quabty, and tbat

Japanese industries would be entirely incapable of sustain-

ing a prolonged war efEort. Wishful thinkers succeeded in

convincing themselves and others tbat Japan bas no
macbine tool industry, and that, since tbe development of
such a highly speciabsed industry takes years, the arms
industries would break down as soon as tbe existing macbine
tools imported from tbe United States have worn out.
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'Wlule this may be true to some extent about very com-
plicated macMne tools and precision instruments, -tbe

ordinary machine tools can now easily be maliiufactured in

large quantities in Japan. Very few people are aware of

the amazing progress made by the machine tool industry

during the last ten or twelve years. No statistics are avail-

able to indicate the development of this industry as distinct

from engineering industries in general, but the fact that the

number of employees in the machinery and machine tool

industries increased from 158,000 to 692,000 between 1931

and 1937 speaks for itself. In the employment index

published by the Bank of Japan, the item in which machine

tools and instruments are lumped together shows an increase

from 210 to 374 during the two years that preceded the

outbreak of the war (the basic year being 1926 equal to 100).

Another indication of the progress of the machine tool

industry is that, while in 1932 the value of machine tool

output represented less than 10 per cent of a total industrial

output, six years later it approached 20 per cent. Con-

sidering that during that period the total value of indus-

trial output increased very substantially, it is evident that

the progress of the machine tool industry must have

been substantial. The combined value of production of

machinery and machine tools during the three years ending

1939 increased by nearly 160 per cent.

Already in 1936 Japan claimed to be able to produce

nearly 80 per cent of her requirements of machine tools.

The remaining 20 per cent, imported mainly from the

United States, represented mostly precision instruments

and other highly complicated machine tools. Since 1936,

the dependence of Japan on imported machine tools must

have become further reduced, especially as in 1938 the

Machine Tool Industry Law was adopted to encourage its

development through fiscal exemption and subsidies.

This does not necessarily mean that inadequate machine

tool production will not constitute a bottle-neck in certain

branches of industries. Generally speaking, however, Japan

is m a position not only to maintain her industries at the

liigh level reached at the time of the outbreak of the war
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in the Pacific, but also to develop tbem further, provided

that she is able to produce the quantity of steel required.

Japan’s production of steel at the time of the outbreak

of the war in the Pacific was at the rate of about 7,000,000

tons per annum, and the capacity of Japanese-controlled

territories is another 1,000,000 tons. For a highly indus-

triabsed country such as Japan now is 8,000,000 tons of

steel is evidently insufficient. It is only about 10 per cent

of the output of the United States. Considering, however,

that iu 1936 the total output was 5,250,000 tons, the rate of

progress is by no means negligible. According to a Four-

Year Plan, to begin in 1939, Japan and Manchuria were

supposed to increase their steel production to 11,000,000

tons in 1942, Fortunately, from the point of view of the

United Nations, the development of the Japanese steel

industry is at present gravely handicapped in more than

one direction. First of all, the former dependence of the

Japanese steel industry on supplies of scrap from the United

States has made it necessary to carry out a far-reaching

reorganisation. In order to be able to produce steel from

iron ore, many steel-works have to be changed over from
the open hearth process to the Bessemer process. Possibly

Japan may have built up large quantities of scrap, in which

case the present process may be carried on for a' long time

in some of the existing works, while others are being con-

verted to the Bessemer system. Even so, during the

transition period the output is bound to suffer.

Even after the completion of the change-over Japanese
steel production will be handicapped by the lack of high-

grade ores within easy distance from Japan. The choice

lies between two evils : Japan wfil either waste her man-
power by working uneconomic low-grade ores; or she will

waste shipping space by importing high-grade ores from
the Phihppines and Malaya. Since man-power is even now
more plentiful than shipping space, the former solution is

more likely to be resorted to, pending an improvement of
the shipping position.

It is not only high-^ade iron ore which has to be
imported in order to be able to increase steel production on
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an impressive scale, but also coking coal of good quality.

This difficulty can be overcome, however, by concentrating

on tbe increase of steel production in Manchuria and China

where good coal is available.

The production of steel requires some highly specialised

machinery which Japan used ho import from the United

States and from Germany. It may take some time before

she will be able to produce such machinery in sufficient

quantities. Finally, arms industries have made a heavy
call on skilled labour in Japan, and for this reason alone the

reorganisation of the steel industry is likely to proceed at a

comparatively slow pace.

Outside Japan iron and steel industries exist in Man-
churia, where 1,000,000 tons of pig-iron and 500,000 tons

of steel were produced in 1939. Some steel is also produced

in Korea and in occupied China.

It seems probable that during the next few years, at

any rate, inadequate output of steel wih provide a bottle-

neck for the development of Japanese manufacturing

industries in general. Military requirements, in the

narrowest sense of the term, have the ffist caU on the

country’s steel resources, and to satisfy these requirements

without depriving industries in general of the steel they

need wid caU for a supreme effort. To meet the situation

rigid economies in the use of iron and steel are enforced in

every direction. Timber is now used extensively for ship-

building instead of steel. Civilian consumption has already

been reduced to a minimum, even before the outbreak of

the war in the Pacific. In these circumstances it goes

without saying that there will be no steel available for

manufacturing goods needed by the subject races in the

“ Co-Prosperity ” Sphere. It is, indeed, doubtful whether

there will be enough steel for shipbuilding purposes. This

question wtH be examined in greater detail in the chapter

dealing with the transport problems of the “ Co-Prosperity
”

Sphere.

Just as Japanese industrial development in general is

apt to be hanfficapped by the lack of adequate supplies of

steel, the development of textile industries is handicapped
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by lack of cotton and wool. We, saw in tbe preceding

chapter that inadequate supplies of textile raw materials

constitute one of the weak spots of the “ Co-Prosperity
”

Sphere. Only about 10 per cent of the raw cotton require-

ments of Japan can be covered out of the present resources

of Japanese-occupied.- countries. Notydthstanding the

burning need for textiles, a large proportion of the ^rnanu-

facturing capacity of Japanese textile works has been idle

since the breaking-ofi of commercial relations with the

United Nations. The same is true also concerning wool.

In the circumstances, it was somewhat surprising to read

the promise made -by Japanese spokesmen on the occasion

of the conclusion of the trade agreement with Ihdo-Ghina

in August 1942, that Japan would provide Indo-China with

textiles. For the duration this promise wiU certainly not be

fulfilled to any noteworthy extent. The extensive capacity

of silk, and rayon industries may cover, to some degree, the

deficiency due to lack of cotton and wool. Nevertheless, it

is true to say that during the war, at any rate, inadequate

textile production wiU be one of th.e outstanding weaknesses

•of the Japanese economic war efiort.

The requirements of the “ Co-Prosperity ” Sphere in

cotton cloth are very considerable. Eaw cotton • needed

for meeting these requirements is many times the quan-

tity Japan imported from the “
,Co-Prosperity ” Sphere

before the war. In 1936 Japan imported 878,500 tons of

raw cotton, of which only about 7 per cent came from the

.

“•Co-Prosperity” Sphere. It is, true, on the other hand,

that nearly two-thirds of the finished products were

exported, mostly outside the present “ Co-Prosperity
”

Sphere. Even so, the addition of vast territories mth
considerable requirements of cotton goods has presented'

Japan with a problem which, during the war at any rate, is

incapable of solution.

The motor industry of Japan was practically non-
existent imtil the ’thirties. In 1929 the number of motor
cars manufactured in the country was under 600, while
nearly 30,000 were imported or assembled in Japan from
parts imported. Seven years later the number of imported
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.
motor veMoles was slightly-Hgier, but, at the same time,
the number of those produced in Japan was approaching
the 10,000 mark. In 1938 the Government announced its

Four-Year Plan, aiming at'self-sufficiency in motor vehicles.

The target was ah ihorease by 500 per cent by 1943. It

seems utterly unlikely, that, this- target has even been
. approached, though in all probability, the increase achieved
has been considerable. One ofthe reasons why the develop-
ment of the automobile industry-was not more extensive
was that Japan concentrated her capacity on the aircraft

industry. / The most recent figures available are those for

1936,' when Japan produced "over 8000 - aeroplanes and
nearly7000 aero .engines. Three months before the outbreak
of the war in the Pacific it was officially declared by the

Japanese "W^ar Slinistry that the output was ten times as

high as four years ago. There is, of cour.se, no means of

checking the accuracy of this statement. Judging by the

decline of Japan’s air activity towards the close of 1942
the claim appears to be excessive. Indeed there are indi-

cations that while the quality of Japanese-produced war-

planes leaves little to be desired the volume of output is

far behind requirements. • Beyond doubt, the aircraft indus-

'tryj^together with the shipbuilding industry, constitutes

a weak spot in Japan’s economic equipment.

It is evident that the Japanese automobile industry is

barely sufficient to cover Japan’s own requirements, and
there is certainly no surplus to spare for the “ Co-Pro-

sperity ” Sphere. AH the motor vehicles produced in Japan
are nee.ded for some purposem accordance with her interests.

There is, of course, the possibility of converting a large part

of the aircraft industry after the war for the production of

motor cars, lorries and buses.

Japan’s chemical industry developed coi^iderably during

the quarter of a century that preceded this war. From the

point of view of the “ Co-Prosperity ” Sphere the produc-

tion of fertilisers is of special interest. Owing to Japan’s

deficiency in potash, phosphorus and nitrogen, her position

in this respect is not very, satisfactory even though her

production of ammonium sulphate and of superphosphate

G
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of lime is considerable. Some of tbe deficiencies might be

met up to a point out of -raw material Resources of tbe

“ Co-Prosperity ” Sphere. It will, however, be an immense

task for Japan to supply with fertihsers the agricultures of

the newly conquered countries. ,
-

There can be no doubt that Japan’s industrial capacity

has been increased to a spectacular extent in recent years.

For this very reason, however, it seems unlikely that, in

existing circumstances, the pace of the increase can be

maintained. Indeed, in many branches the increase is

bound to slow down, if hot stop altogether. Like every-

where else war conditions created an acute scarcity of

labour in Japan. This is admitted in the German.Press,

which seems to miss few opportunities for belittling the

economic war effort of Germany’s Axis partner, and which

usually describes Japan’s difficulties with an Hi-concealed

glee. The main difficulty is lack of shipping space. It is

because of this deficiency that Japan is unable to expand

her steel industry in accordance with requirements, and the

lack of adequate steel supplies provides in turn a handicap

to the development of aU other industries, not in the last

place of shipbuilding. Lack of shipping space is also re-

sponsible for the necessity of producing in Japan foodstuffs

and raw materials which could otherwise be imported from

the conquered countries, and the agricultural labour thus

released could be employed in industries. For all these

reasons it seems probable that, generally speaking, Japanese

industries wfil have to consolidate their recent progress in

the near future rather than embark upon further expansion

on a large scale.

It may be argued that a conversion of Japan’s vast

arms industries for peace-time requirements would pro- ’

duce a surplus of manufactures for satisfjdng the require-

.ments of the “ Co-Prosperity ” Sphere. This argument is

entirely untenable. In the unlikely event of the Aixis win-
ning this war, Japan woidd have to remain armed to the
teeth, partly to keep the vast conquered territories in

perpetual subjection, and partly to prepare for the inevit-

able clash with Germany. And if the war should end in a
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’i‘

stalemate- mth Japan remaining in uneasy possession of

all or most of her conquests, she would have to prepare for

a second trial of strength with the United Nations. Nothing

short of practically complete world conquest— an eventu-

ality which is beyond the wildest dreams of aU but the

most extreme hotheads in Tokyo— would create political

conditions in which Japan could afford to switch over from

the production of guns to the production of ploughshares.



OEIAPTER IX

INADEQUATE SHIPPING FACILITIES

On repeated occasions we pointed out in previous chapters

that the weak spot in Japan’s economic armour is inadequacy

of her shipping facilities. This deficiency is all the more

worth noting since shipping plays an incomparably more

important part in Japan’s war economy than in Germany’s

war economy. Practically aU Germany’s armies can be

supplied by land route, and even though it is very con-

venient to be able to relieve the inland transport system

with the aid of coastal shipping, this does not play a vital

part in Germany’s war economy. Japan, on the other hand,

has to employ long-distance shipping for supplying aU-her

armies engaged on her various battle fronts. Some of these

battle fronts are very far removed from the base, and the

military requirements of shipping are consequently very

substantial. In addition, there are vital economic require-

ments.

It is remarkable that, even though it was easy to foresee

an increase of requirements in shipping space as a result

of Japan’s ambitious conquests, no adequate preparations

were made by Japan to meet these requirements. In 1939

the Japanese merchant fieet was a very poor third in the

list of the world’s merchant fleets. Its tonnage amounted
to 6,600,000 gross tons as compared with 20,400,000 tons

for the British Empire and 11,900,000 tons for the United
States. Admittedly, efforts were made to catch up with

the leading maritime nations, as is shown by the fact that

in 1939 the percentage of ships under five years old was
much higher in the Japanese merchant fleet than in any
other. Nevertheless, this was due more to the reluct-

ance ’'of other nations to build new ships during the de-

pression than to any spectacular Japanese efforts. AVith

an amazing short-sightedness. Great Britain allowed
her merchant fleet to decline by selling idle tonnage at

88



CH. n: . INADEQUATE SHIPPING FACILITIES 89

bankrupt prices to ber rivals, and by reducing ber sbip-

building capacity. Japan, on tbe other band, passed
special legislation in 1932 to encpurage sbipbndding in

spite of tbe unfavourable conditions in tbe freight market.
Even so, the tonnage of merchant ships launched by Japan
in any single year never exceeded 760,000 tons, and in some
recent years it has been as low as 400,000 tons. This is all

the more remarkable since her shipbuilding capacity is esti-

mated to be in the neighbourhood of 1,000,000 tons per

annum. It does not seem reasonable to suppose that on
the eve of the war Japan failed to utilise-her shipbuilding

capacity to the full. It seems probable that the discrep-

ancy between her capacity and the actual output of mer-
chant ships is due to the acceleration of the expansion of

the Na\7'. After the denunciation of the Naval Agreement,

or, possibly, even before, Japan must have made the utmost

effort to catch up with the Na%des of Great Britain and the

United States. It is Icnown that some of the largest ship-

yards were reserved entirely for the construction of war-

ships.

Even allowing for this consideration, it seems remark-

able that no bigger efforts were made to expand the

shipbuilding capacity in order to be able to increase the

merchant fleet more rapidlyin spite ofthe rapid naval expan-

sion. The explanation is shortage of raw materials and

skilled labour. What must have happened was that Japan

was concentrating her by no means unlimited resources on

strengthening her Na^’y and her Air Force while failing

to increase adequately her merchant fleet. Judging by
the extent to which she is now handicapped by the lack of

adequate shipping facilities, it is obAuous that this was a

mistaken policy. It is, indeed, gratifying to see that the

Japanese, who have been ever so much better prepared

than the Allies for a war in the Pacific, are, after all, not

supermen and are liable to make gigantic mistakes. Their

initial successes and the e^'idence of a remarkable degree of

foresight and preparedness in many respects earned them

the reputation of infallibility, just as the Germans, through

their initial successes, conveyed the impression that they
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were invincible. It is of tbe utmost importance tbat tbe

public of tbe United Nations should avoid developing

an inferiority complex, and for this reason it is to be'

deplored tbafup to tbe time of writing tbe gigantic mis-

take committed by Japan received no adequate publicity.

Had the- Japanese Government concentrated before tbe

war more ofthe country’s resources on the expansion of the

merchant ^et at the cost of slowing down the expansion

of the Navy and of the Air Force, the initial successes in

the war in' tbe South-Western Pacific might have been less

spectacular-. On the other hand, Japan would have been

in 'a better position to foUow up her early victories by
further conquests of even greater importance or, at any,

rate, she might have been in a better position to hold the

territories gained.

Since the outbreak of the war in the Pacific the Japanese

shipping position must have deteriorated quite consider-

ably. Japan suffered heavy shipping losses, especially

during her early attempts at the conquest of the Dutch

East Indies and again in the autumn of 1942 in the Solomon
Islands and New Guinea. On the credit side of the balance-

. sheet there is the increase achieved through the seizure of

some 200,000 tons of Allied ships, the chartering from the

Vichy Government of some 200,000 tons of French ships

found in ports of Indo-China, the output of the Japanese

shipyards, and the salvage of Allied, ships sunk before the

capture of the various Allied ports. Had the war in the

Pacific broken out six months earlier Japan would have
been able to seize Allied shipping well in excess of the

200,000 tons she actually seized. She bad chartered a

considerable tonnage of Dutch ships, a large part of which
was recovered during the summer and autumn of 1941,

when the charter agreements expired. These agreements
were denounced when commercial relations "with Japan were
broken off in July 1941. As a result of the interruption of

commercial relations with Japan there were very few
Alhed ships in Japanese ports at the outbreak of the war.
On the other hand, it is true there were very few Japanese
ships in Allied ports.
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Considering that shortage of shipping space is the
weakest spot in Japan’s war economy, it is deplorable that

the Vichy Government should have gone out of its way to

remedy this deficiency by handing over the French' ships in

Indo-China. Vichy must have been aware that in case of

Japanese mctory there was not the faintest hppe'for France
to recover her possessions in the Far East. Admittedly
after the collapse in 1940 she was not in a position to put
up a fight to defend that distant outpost of her Empire;
and, in any case, she could ill afiord to 'refuse BerMn’s

demand that Indo-China should be handed over to Japan
without resistance. Nevertheless, the Vichy- Government
was in a position to give confidential instructions to her

merchant ships to seek refuge in Allied or neutral por^.

In doing so she would have contributed towards AUied'

efforts to defeat Japan and to restore to France her Far
Eastern possessions. As it is, the French ships have been

passed into Japanese hands with the connivance of the

Vichy authorities, and are now used to defeat any attempt

to recover French Indo-China from Japan. This fact m
itself shows the utter hypocrisy of the Vichy Government

in posing as the “ defender ” of the French Empire when-

ever the Allies wanted to occupy temporarily some French

possession in order to forestall its occupation by the Axis

Powers.

The total tonnage of Allied ships scuttled or sunk

through enemy action m Allied ports now occupied by
Japan is estimated at about 500,000 tons. In July 1942 it

was claimed that some 50,000 of these had already been

salvaged. It ought to be borne in mind, however, that after

salvaging these ships have to undergo extensive repairs,

and that the capacity of Japanese dockyards is already

taxed to the utmost with the task of repairing Japanese

ships damaged through Allied action.

For the same reasons it is improbable that Japanese

shipyards were able to produce a considerable tonnage of

new merchant ships during the war. It is true that in

Singapore, the Philippines and the Dutch East Indies Japan

has gained possession of some shipyards which, even though
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damaged during tlie liostilities, were capable of being put

into working order. Nevertheless, these shipyards have

not so far played any noteworthy part in the expansion or

maintenance of the Japanese merchant fleet. The Japanese

shipyards, then, must be occupied more than ever with

meeting the naval requirements. Naval losses have to be

replaced and damaged warsliips have to be repaired

urgently. It seems unlikely, therefore, that the priority of

the claims of the Na^y over those of the merchant fleet

has been reversed.

Taking everj’thing into account, it docs not seem

probable that the tonnage of merchant steamers in Japan

is, at the time of vuiting, much in excess of 7,000,000 gross

tons. Of this tonnage perhaps 5,000,000 tons are suitable

for Ocean trafiic, 1,500,000 tons consist of smaller steamers

usually emplo3’^ed for coasting trade, while 500,000 tons are

probably under repair.

According to Japanese Press reports, at the close of

1942 the shipment of goods amounting to some 12,000,000

tons was held up for lack of shipping space, ^^^lile Japan
was short of rice there was an unusable surplus in Burma.

Ob^'iously the shipping facilities are barely sufficient

to meet military requirements let alone the requirements of

shipping space for the development of the “ Co-Prosperity
”

Sphere, which are officially estimated at between 15,000,000

and 20,000,000 tons. These estimates may be exaggerated,

for before the war the actual requirements of the countries

at present under Japanese control amounted to some
10,000,000 tons per annum, less than one-third of which
was provided by Japan. To reach even this lower figure,

however, appears to be far beyond Japan’s present ship-

building capacity. In any case, the immediate problem is

not to provide shipping space for the development of the
•“ Co-Prosperity ” Sphere but to satisfy military require-

ments and the most urgent economic requirements of

Japan.

To that end a number of measures have been or are

being put into operation. Many ships have been diverted
from coastwise trade to long-distance transport, even
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thougli in doing so the burden on tie inland transport

system bad to be increased considerably. A number of

sailing ships have also been diverted to long-distance trans-

port. Japan has embarked on the construction of a large

number of small wooden sailing ships, because it is easier to

provide the raw material, labour and shipbuilding facilities

for the construction of such ships than for the construction

of large steel steamers. In the conquered countries, too,

efforts are made to produce the largest possible number of

small craft. In Japan itself every effort is being made to

relieve the pressure on shipping space by using home-
produced raw materials and foodstuffs in the-place of those

formerly imported, even if the quality is inferior. Thus
whatever may be the result of the conquests on Japan’s eco-

nomic system in the long run, the immediate result is, to a

large extent, an intensified utilisation of her own resources.

Surely this could have been achieved much better without

having to embark upon a war of conquest.

It seems certain that during the war Japan will have

no shipping space to spare to meet the requirements of

the subject races. The latter will have to manage almost

entirely without importing from overseas the consumption

goods which they were in the habit of consuming before

the invasion. If Japan should have any shipping space to

spare for exports to the conquered countries or for trade

between the conquered countries themselves, it will be

confined largely to capital goods required for the develop-

ment of their resources in her own interests. Nor would

the situation improve immediately after the war if Japan

should succeed in retaining possession of her conquests. It

would take years before Japan could develop her ship-

building capacity to a sufficient extent to meet the fall

requirements of the “ Co-Prosperity ” Sphere, nor is she

likely to be in a hurry to do so beyond the degree required

for the fiiller satisfaction of her own needs. It would take a

long_time before even that stage is reached, and then Japan

would divert her resources to otherindustrial purposes rather

than continue buildmg ships for the benefit of the subject

races.
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A word must be said about land communications within

the “ Co-Prosperity ” Sphere. The railway system in

recently conquered countries suffered heavily during the

hostilities and through the “ scorched earth ” policy. The

first task is to repair these damages. This work is proceed-

ing at a slow pace, judging by the fact that it took the

Japanese six months to restore direct railway trafiic between

Batavia and Surabaya.

All sorts of ambitious plans are under consideration for

linking the conquered countries in the South-Western

Pacific with Central and Northern China through the

construction of a railway system. The task would be

immense, and it is doubtful whether Japan would be able to

spare the resources during the war. And yet the facilities

to be provided would only be useful in time of war, for in

time of peace it would be incomparably cheaper to use the

sea route instead of the long land route between Singapore

and, say, Shanghai or some other Chinese port whence the

goods would reach their final destination in Japan. Nor is

Japan’s motor industry sufficiently developed to enable her

to spare the required number of lorries for long-distance

road traffic even if the roads existed for the purpose. To
some extent this device may have been resorted to because

of the shortage of shipping space. The choice will be,

however, between two evils, for the Japanese motor industry

needs all its capacity for the production of aircraft, tanks

and other military vehicles.

It is evident that the sudden expansion of Japanese

control over vast new areas separated from Japan by long

stretches of sea presented Japan with some very awkward
transport problems. It was possible to conquer the out-

lying territories through one successful lightning campaign
during the course of which Japan’s opponents were caught
largely unprepared, but it will be much more difficult to

retain these acquisitions in the absence of adequate means
of transport, which will place Japan at a disadvantage
when preparations by her opponents will have reached a
more advanced stage. Any further conquests would be
difficult, if not impossible, unless and until Japan has
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increased materiaEy her merchant fleet.

These elementarj facts are, doubtless, realised in Tokyo,
and it seems probable that the Japanese Government is

non concentrating much ‘effort on providing additional

shipbuilding facilities. The figures put out by Japanese

propaganda representing the target ofthe shipbuilding drive

run into millions of tons per annum. This target is, no
doubt, over-ambitious, though judging by the experience

of the United States and this country it would be wishful

thinking to rule out the possibility of a very marked expan-

sion of shipbuilding facilities within the next year or two.

Handicapped as Japan is by her lack of sldUed labour and
by the competing requirements of the fighting Services,

there can be no doubt that if she should decide to con-

centrate her resources on making good the main deficiency

of her war economy she will be able to produce spectacular

results. At the same time, however, the capacity of the

United Nations to sink Japanese ships is also increasiag

rapidly, and with the re-conquest of some of the strategic

points lost at the beginning of the war in the Pacific, the

Allies’ navies and air force will be in a good position to

intercept seaborne traffic between Japan and the conquered

coxmtries.

The outcome of the war in the Pacific will depend largely

on Japan’s ability to increase her shipbuilding capacity and

shipping tonnage. There can be little doubt about Japan’s

capacity to solve her shipping problems after the war. In

possession of her new raw material resources she would be

able to build up a formidable navy and merchant fleet, and

would increase considerably her striking power. For this

reason alone there could be no question of concluding a

peace which would leave Japan in possession of her overseas

conquests.



CHAPTER X

FOREIGN TRADE UNDER THE “ NEW ORDER ”

In examining tke foreign trade of tlie Japanese ‘ Co-

Prosperity ” Sphere, our first task is to inquire into the

prospects of trade between countries belonging to the

group, and our next task is to investigate prospects of trade

between the Japanese “ Co-Prosperity ” Sphere and other

countries or groups of countries. The question is : Will

the trade relations within the Japanese “ Co-Prosperity
”

Sphere be of a similar character to those prevailing in

German-controlled Europe or will they foUow on the lines

of trade relations between Japan and her pre-Pearl Harbour

conquests ? As is well known, the trade balance of Ger-

many in relation to German-controlled countries has been

all along strongly adverse. Germany imports as rnnoh as

she can possibly squeeze out of them, and she exports as

httle as possible. This was not altogether the Hue followed

by Japan in relation to Formosa, Korea and Manchuria, or

even in North China and Central China. In the case of all

these countries Japan has been exporting capital goods on

a large scale in order to be able to exploit their natural

resources. Consequently, her trade balance in relation to

the countries she conquered prior to 1941 showed more

often than not an export surplus. This does not mean that

the populations of the countries conquered prior to 1941

were not exploited by Japan. Then standard of living was

reducedthrough a diminutionoftheir agriculturalproduction

and through the export to Japan of an unduly large propor-

tion of the reduced quantities of food produced. The price

paid by Japan for these products was unduly low, and the

price charged for the consumption goods exported to the

conquered countries unduly high. As soon as foreign com-
petition was eliminated as a result of the conquest of these

territories Japanese exporters raised their price. The con-

quered peoples stood to benefit little or nothing from the
96
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establisliment of industries and from the exploitation of
their mineral resources. All this was done solely for the
benefit of Japan.

The difference between the German and the, early

Japanese experience lies in the fact that until Pearl Harbour
Japan was not fuUy engaged in the pursuit of war. She
was far from being fully mobilised, and kept a large part of

her man-power in reserve for the day of reckoning with the

European Powers, the United States and the Soviet Union.

Although military preparations were pursued feverishly,

Japan’s increased industrial capacity made it possible for

her to export capital goods to the conquered countries.

The situation underwent a complete change as a result

of the developments in the South-Western Pacific at the

end of 1941 and the beginning of 1942. Japan had added
vast new territories to her former conquests. The require-

ments of these territories for capital goods were immense,

owing to the “ scorched earth ” policy which necessitated

replacement of destroyed equipment. Japan’s industrial

resources were, therefore, called upon to meet far larger

requirements than before. At the same time the industrial

resources available for the purpose had become drasticaEy

curtailed. As a result of her attack on the United Hations,

Japan had to mobfiise her ftiU war potential. This meant

the withdrawal of yoxmg men from industry and the diver-

sion of industrial capacity for arms production. Con-

sequently, Japan’s capacity to supply with capital goods the

countries imder her control, whether recently conquered or

not, has become materially reduced. Similarly to Germany,

Japan has now concentrated aU her economic resources on

the pursuit of the war and has no time for exporting capital

goods to the conquered countries beyond what is urgently

needed for the production of raw material for the Japanese

arms industry.

The chances are, therefore, that Japan’s trade policy in

relation to the conquered coimtries will show, from 1942

onwards, a heavy adverse balance. This is ftiUy realised,

and it explains Japan’s decision to adopt an exchange

clearing system with the aid of which, as the German
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e^qjerience lias proved, it is possible to work up a large

iudebtedness in relation to conquered countries.

It is part of. tbe “ Co-Prosperity ” plan that Tokyo

should become tbe clearing centre for tbe entire “ Co-

Prosperity ” Sphere. Tbe example of Germany has clearly

proved, however, that, owing to tbe heavily one-sided,

character of trade between conqueror and conquered, the

multilateral clearing system is unworkable. If some coun-

tries had a debit balance in their relation to Japan, while

others had a credit balance against Japan,' it would be

possible to 'ofiset these balances against each other. Since,

however, all countries will have credit balances against

Japan, there is no scope for multilateral clearing.

The experience of German-controlled Europe shows the

impossibility of working an international clearing arrange-

ment in the circumstances. As far as trade relations be-

tween the conqueror and her victims are concerned no

problem arises, since Germany simply helps herself to the

resources of the conquered peoples, and the latter simply

have to accept more and more frozen reichsmark balances

in pajmient for their goods. AVhen it comes to trade between

the various conquered peoples themselves, then the situa-

tion is not so simple. While Belgium has to sell her goods

to Germany against payment in frozen reichsmarks, the_

same compulsion does not apply to purchases by Denmark
from Belgium. Trade between conquered peoples is largely

a matter of negotiation, though in every case Germany
has the last word. If the view is held in Berlin that the

sale of Belgian goods to Denmark would enable Denmark to

deliver more goods to Germany, then Belgium can be

forced to accept frozen reichsmarks from Denmark just as

she is forced to do so in payment for her exports to Germany.
When it comes to the satellite States with a show of

mdependence, the situation is more comphcated. For
reasons of her own Germany is anxious to keep up the

fiction of the independence of these countries, and while she

orders them about to her heart’s desire for her own pur-

poses, she does not usually interfere in their relations with
each other. Thus trade between Rumania and Bulgaria,
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foi instance, is regulated hj agreement negotiated between
the two countries, largely free of Germany’s interference.

TiTiile Germany does not hesitate to compel the conquered
coimtries to accept frozen reichsmark balances in payment
for their exports, she is reluctant to apply such compulsion

against thie so-called small ally. Consequently, the vassal

States are anythmg but keen on accepting frozen reichs-

mark balances in payment for their exports to other vassal

States. In the trade relations of Rumania and Bulgaria,

during the year 1941-1942, the trade balance showed a big

surplus of Rumanian e3q)orts to Bulgaria. This surplus

was settled according to the original agreement through the

transfer of some frozen reichsmarks from Bulgaria’s clearing

accormt to Rumania’s clearing account in Berlin. The
Rumanian Government, however, was far from satisfied,

since even without the Bulgarian frozen reichsmarks it had
more than enough frozen marks of its own. Accordingly,

when the trade agreement with Bulgaria was renewed, the
,

Rumanian negotiators insisted that henceforth Bulgaria

must deliver more goods if she wanted to mamtain her

vitally important oil purchases from Rumania. This

shows that as a result of the failure of the multilateral

clearing there is a tendency towards bilateralism in trade

within the German “ Co-Prosperity ” Sphere in Europe, at

any rate as far as the trade between the vassal States is

concerned.

It is impossible to say at this stage whether the Japanese
“ Co-Prosperity ” Sphere will have a similar experience.

There is no reason to suppose, however, that it would be

otherwise. In so far as the conquered countries will be

governed by Japanese authorities, their trade with each

other, as their trade with Japan, will be determined from

Tokyo. If, however, Japan wishes to maintain the fiction

of the independence of some of the puppet Governments,

such as those of Siam, Indo-CHna, Nanking, etc., then

trade between these countries will tend to be forced iuto

the strait-jacket of bilateralism. Since Germany, with her

superior experience and her unequalled technique in the

management of exchange clearing, was unable to make
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multilateral clearing succeed in fulfilling the functions

assigned to it, how could Japan hope to succeed, considering

that she is a novice in the art of exchange clearhig ?

It is certain that Japan, as Germany, will end the war

with a huge debit balance on her clearing accomitsi' If, as

we have every right to assume, the war wiU end with the

victory of the United Nations, the liquidation of this

balance will present a very diflSicult problem. It will be but

one of the many claims of the liberated countries against

Japan. There will also be the claims for requisitioned

goods, for the notes issued by the Japanese authorities, for

the amounts seized in banks, etc. It would be idle to

speculate at this stage which of these claims wiU enjoy

priority over the others, and whether Japan is likely to have

assets to meet them. We are only concerned in this volume

with the “ Co-Prosperity ” system as envisaged by Japan,

and this presumes for the sake of the argument an outcome

that would leave Japan in possession of her conquests.

Would, in that unlikely event, Japan be able and wiUing

to liquidate her huge indebtedness towards the conquered

countries ? The same problem would exist also in relation

to Germany. A number of official or officiaUy inspired

German speakers or writers have laid much stress on Ger-

many’s determination to repay the frozen clearing balances

by means of an export surplus in relation to the conquered

countries. In fact a theory was conveniently put forward

by Dr. Landfried, Under-Secretary of State of the hlinistry

of National Economy, according to which these frozen

balances are, in reality, the emergency- reserves of the

German-controUed countries, reserves which wUl become
very useful to them during the post-war period of recon-

struction. Even in the absence of any evidence it seems

reasonable to assume that this is, or wiU be, the line taken
also by Japanese propaganda, and that Japan seeks to

make the facts of her growing indebtedness to conquered
countries palatable by making extravagant promises

.j^out her exports to these countries after the war. Both
German and Japanese promises in this respect are obviously

insincere. There can be no doubt that both countries would
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1)6 guided solely by tbeir own interests. If it suited tbem
to export capital goods in order to be able to obtain more
raw materials for tbe benefit of the ruling race, then they

will, undoubtedly, export those capital goods. We saw at

the beginning of this chapter that this was in fact done in

relation to Japan’s earlier conquests. On the other hand,

it is safe to assume that Japan will not export to the “ Co-

Prosperity ” Sphere a single yen’s worth of goods merely

for the sake of fulfilling her liabilities under the clearing

agreements. Nor is it certain by any means that her exports

of capital goods will offset her imports of raw materials

from the conquered countries even after the war.^TO^
experience of primitive countries, such as Formosa, E^ea
and Manchuria, need not repeat itself in the cas§ of

economically much more highly developed countries, i&uch

as the Philippines, Java, Malaya or Burma. In most of

the countries which Japan conquered prior to Deceriib^^v

1941, she had to do a great deal of investing before be^**
able to reap the frizit of her conquests. In the case of most
of the countries of the South-Western Pacific, however, the

investing has already been done by Americans, Britons,

Dutchmen, etc., and even though the “ scorched earth
”

policy destroyed much of the plant and installations, Japan
has, nevertheless, inherited capital assets of immense value.

Thus, while her earlier conquests were, for the most part,

deficiency countries, her more recent conquests are likely

to prove to be countries able to produce surpluses from the

very outset. This would mean that so far from liquidating,

after the war, her frozen yen balances on the clearing

accounts of recently conquered countries, she would con-

tinue to increase them. The conquered countries would

continue to be drained in time of peace as in time of war.

To those who maintain that in trying to live on a per-

petual import surplus at the e:g)ense of the conquered-

countries Germany and Japan merely^o^w the precedent

of the British Empire, it should be

comparatively recently the Unites

exporting to her overseas possessions more than she had
been imnortinv from ttiem. Beforrf the tlnliedjpii^l^jn
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was able to draw a dividend from ber overseas possessions

it was necessary for ber to sink into tbem vast amoimts of

capital. On tbe other band, Germany and Japan simply

wish to benefit by tbe proceeds of capital created by tbe

conquered countries themselves or invested by earber

colonisers. While British rule in ber Empire is essentially

constructive, the role Germany and Japan mean to play in

tbe countries under their control is largely that of tbe

parasite. This does not mean, of course, that Germany and

Japan will not increase tbe national wealth of the territories

under their control by tbe development of their hitherto

imused natural resources. While Germany can do very

little in that direction in Northern and Western Europe,

there is ample scope for development in Eastern and South-

Eastern Europe. As for Japan, she has ample scope for

development in all the conquered countries, "V^Jiile, how-

ever, the British Empire was developed at the risk of

British investors, the development of the German and

Japanese Empires is meant to be carried out with the aid

of the financial resources of the conquered countries them-

selves. Germany is already financing such expansion of

industrial activity as is taking place in the conquered

coxmtries or vassal States with the aid of an inflationary

expansion of the currencies of the countries concerned.

Japan has laid down the rule that each conquered country

has to be financially self-supporting. While it will be

necessary for Japanese industries to supply the capital

equipment for the development of the natural resources of

the conquered territories, this wiU not be done on a credit

basis as it was done in the British Empire, but against cash

payments. Japan will get the best of both worlds. The
equipment exported to conquered countries wfll benefit the

Japanese-controlled undertakings in charge of their ex-

ploitation, and the purchase price will be collected in the

form of immediate deliveries of foodstuffs and raw
materials.

Let us now examine the prospects of the trade relations

between the Japanese “ Co-Prosperity ” Sphere and the
rest of the world. It goes without saying that these trade
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relations would be entirely determined from Tokyo. Wbile
it is possible and even probable that members of tbe “ Co-

Prosperity ” Sphere would be allowed a certain degree of

freedom to trade with each other— provided always that

the goods they wished to buy from each other are not

required by their Japanese lords and masters ^— then-

imports from and exports to countries outside the “ Go-

Prosperity ” Sphere would be under Japanese control. One
of the trump cards of the German “ New Order ” pro-

paganda is that after the war German-controlled Europe
would be able to appear as one huge single buyer and seller

in -the world markets, and that in her trade with other

continents Europe would have the immense advantage of

presenting a rmited front. The same argument has been
used also by Japanese propaganda with regard to Asia.

Emdently the Japanese “ Co-Prosperity ” Sphere does

not aim at complete self-sufficiency any more than the

German “ New Order Indeed, while the conquest of a

large part of Asia would enable Japan to cover all her food

requirements and most of her raw material requirements,

she would remain deficient in manufactures to a high

degree. In order to be able to supply the conquered coun-

tries with capital goods Japan would have to import vast

quantities of such goods from Europe or from the United

States. In addition, the improvement of the standard of

living of the Japanese ruling race would lead to a very

considerable increase of the imports of luxuries by the

Japanese Empire.

In Berlin the German and Japanese “ Co-Prosperity

Spheres are coirsidered to be perfectly complementary to

each other. The Japanese “ Co-Prosperity ” Sphere would

be able to supply most of the raw materials needed by
Germany, while German-controlled Europe would be able

to supply the machinery, equipment, etc., needed by Japan.

''iYhile Japan approves the principle of such an exchange, at

the same time she had embarked on the reduction of the

capacity of the conquered countries to produce rubber,

sugar, cofiee, etc., in excess of the requirements of the
“ Co-Prosperiiy ” Sphere. ^This may be a temporary war-
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time measure only, but it is viewed, nevertheless, with some

misgivings from Berhn. However, there can be no doubt

but that after the war Japanese-controlled countries would

have to produce large surpluses of raw materials in order

to be able to import what is needed by Japan. In addition,

there is evidence that in some influential quarters the view

is held that the Japanese Empire must export in excess of

her imports in order to be able to accumulate a large gold

reserve. This, at any rate, is the declared poHcy of Mr,

Kishi, Japanese Minister of Industry, who considers an

accumulation of a large gold reserve an essential part of

Japanese power pohcy. This view is looked upon with

-undisguised contempt in Germany, where gold is considered

to be useful solely for the purpose of maldng payments for

imports from countries which are “ backward ” enough to

want to accumulate a gold reserve. This conception is

shared by part of Japanese official and expert opinion, but

there is reason to believe that for considerations of prestige

Japan would be only too anxious to accumulate a vast gold

reserve after the war.

This would mean that, while the conquered countries

would be made to export as much as possible after coveriug

the requirements of Japan and the other countries of the

“Co-Prosperity” Sphere, their imports would be kept

down. They may be allowed to import from outside the

“Co-Prosperity” Sphere capital goods, with the aid of

which they could increase their production. On the other

hand, the importing of consumption goods from outside the
“ Co-Prosperity ” Sphere will be reserved as the privilege

of the Japanese ruling race. The subject races will have to

do with whatever goods they themselves can produce, or

which they can purchase from other subject races, or which
their Japanese masters graciously consent to seU them. In
the absence of an adequate quantity of manufactured con-

sumption goods their standard of living would inevitably

dechne, and would remain well below its pre-war level. It

is inconceivable that Japan would sacriflce any part of her
own immediate interests by doing without some imports
for the sake of restoring in the conquered countries the
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living conditions wMcli prevailed before the invasion. The
colonies would be exploited to the utmost to enable Japan

to import from outside the “ Co-Prosperity ” Sphere what-

ever she needs for her own requirements, and to bmld up a

gold reserve that is in keeping with Japan’s increased power.

The trade balance of the “ Co-Prosperity ” Sphere in

relation to the rest of the world would shape out in the

following way : Japan herself would have a strongly

adverse balance, but this would be more than offset by the

favourable trade balances ofthe conquered countries. This

would mean that the conquered countries, in addition to

producing an export surplus in their trade with Japan,

would also have to produce a substantial export surplus in

their trade with countries outside the “ Co-Prosperity
”

Sphere. They can only achieve this result by keeping down
their standard of li^'ing, not only by consuming less goods

from outside the “ Co-Prosperity ” Sphere, but also by
reducing their consumption of their own products.



CHAPTER XI

BANKING IN JAPANESE-OCCUPIED ASIA

One ofthe first tasks of tlie Japanese autliorities in conquered

countries lias been the destruction of the existing banldng

system through the liquidation of tlic banks belonging to

the United Nations. This measure was not carried out in

a imiform fasliion. In Hong Kong, Shanghai and other

banldng centres occupied by Japan, British and American

banlcs were closed down immediately and their operations

were confined to the repayment of deposits up to a limit

fixed by the Japanese authorities. In the Netherlands East

Indies, on the other hand, the Dutch banks were allowed to

remain open for some months. It was not until the autumn
of 1942 that the Japanese authorities decided to liquidate

not only the branches of banks established in Holland but

also the Dutch banlcs \\nth head offices in the Dutch East

Indies.

To some extent the liquidation of banlcs controlled by
the Allies, especially of British banks, may have been a

retaliatory measure provoked by the liquidation of the

London branch of the Yokohama Specie Bank. The situa-

tion is, however, totally different. Once this country was at

war with Japan the London branch of that bank served

no longer any useful pimpose. This fact was recognised by
the Japanese Government itself. Some time before the out-

break of the war in the Pacific it ordered the closing dowm
of all Japanese banks in London Avith the exception of the

Yokohama Specie Banlc. These Japanese branches were
solely concerned with financing trade with Japan and other

Asiatic countries, and played no part in the commercial and
financial life of the country where they were established.

On the other hand, the British, Dutch and American banlcs

established in the Ear East, in addition to financing trade

with their respective countries, have played a very important
part in the financing of the internal trade and general foreign

100
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trade of the countries where they were established. They
formed an essential part of the economic systems of these

countries. By closing down these branches prematurely,

before the Japanese banks had a chance to assume the rSle

hitherto played by these banks, the Japanese authorities

have contributed in no sbght degree towards the economic

disorganisation of the conquered territories. This was all

the more the case since the Tojo Government was far from
favourable towards the replacement of the liquidated banks

by corresponding Japanese banks. With the exception of

.the official banks, Japanese banks, unless previously estab-

lished in the countries concerned, were in fact forbidden to

open branches in order to fill the gap created by the liquida-

tion of European and American banks.

It took some time before the official banks succeeded in

establishing themselves in the conquered countries, and
even up to the time of writing they have been unable to

extend their operations to a sufficient degree to satisfy the

banking requirements of the countries where they were

established, reduced as these requirements are in con-

sequence of the economic conditions created by the Japanese

conquest. The deposits held by the white population were

blocked, and even the deposits owned by natives were

subject to restrictions. At the same time it was very diffi-

cult to obtain credits, for the banks in liquidation initiated

no new business, while the Japanese official banks were not

yet in a position to extend credit on a big scale. It seems

reasonable to suppose that the disorganisation of the

banking system by the Japanese authorities produced a

strong deflationary efEect and contributed to no slight

extent to the trade depression in conquered countries.

While in many respects Japan follows the German
example in the economic organisation of conquered coun-

tries, this is not so in the sphere of banking. In German-

conquered Europe the leaffing German commercial banks

were allowed and encouraged to estabhsh themselves in the

countries which have come under German control either

through conquest or through surrender.. Accordingly, the

Deutscher Bank, the Dresdner Bank and some lesser
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German commercial banlcs hastened to reach out their

tentacles to seize their share of the booty as soon as a new-

country came under German control. There was keen

competition among the leading German banlcs to secure the

control of the best banking coi-mections in countries under

German domination. Their greed was encouraged by the

German Government, partly because it was in accordance

with their idea of German prestige that tlie entire European

banicing system should come under German control, and

partly because by allowing the banlcs to take a hand in the

looting of conquered coimtries tlie Nazi regime is seeming

their complicity. Had the bankers and industrialists chosen

to stand aloof and keep their hands clean, they might have

been regarded as the mainsta)’- of a potential alternative

regime with which it would be possible for the Allies to

conclude peace.

Apparently the Japanese Government was influenced

by no such considerations, or, if such agreements were con-

sidered at all, they were outweighed by other considerations.

For, so far from encouraging the privately ornied Japanese

banks to establish themselves in conquered countries, the

Japanese Government refused to authorise them to open

branches there. According to Japanese Press reports soon

after the conquest of the Philippines, Dutch East Indies

and the Malayan Peninsula, some of the leading Japanese

banks, such as the I\Iitsubishi and Yashuda banks, applied

for permission to open branches in Bata-via and other

centres, but the Government’s attitude was decidedly un-

favourable. Indeed, up to the time of -writing, no Japanese

privately owned bank is laio-wn to have obtained permission

to open branches in any of the newly conquered countries.

This situation need not necessarily be final, but pending
the consolidation of Japanese rule, new investments of

Japanese private capital will remain excluded.

The only Japanese banks which are allowed to operate

in these territories are those o-wned by the Japanese Govern-
ment. A bank imder the name of South Seas Development
Bank was established for the pmpose of operating in newly
conquered territories. This bank has been granted the
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complete control of tke investment of capital in the newly

conquered countries. Its capital of 100,000,000 yen was
subscribed entirely by the Gkivernment, The bank has the

privilege of note issue, but for the present it only issues the

military invasion currency iatroduced by the occupation

army. It is authorised to issue bonds to the amount of

1,000,000,000 yen, and so far as possible these bonds are

to be placed in the conquered countries themselves in

accordance with the principle that they should be financially

self-supporting. The South Seas Development Bank is to

provide funds for the development of the resources of the

conquered territories. Its task is to regulate money and
credit conditions there. It is entitled to transact com-
mercial banking business, to accept deposits, grant credits,

buy and sell gold and silver, transact foreign exchange

business, etc. It will grant long-term loans against mort-

gage to agriculture and industry. It may open branches aU
over the conquered territories. It was the origmai inten-

tion of the Japanese Government that the South Seas

Development Bank should play the part of a banker’s bank,

confining its relations to banks and similar organisations

having no direct relations with the public. It seems doubt-

ful, however, whether this principle is still upheld, for, in

the meantime, it has been decided to liquidate the local

banks of importance, not only those which have their head

office outside the conquered coimtries but also those estab-

lished in the conquered countries. The policy aims at the

complete elimination of European control from banking as

from the other sections of economic life. Once this policy

is carried out there will only remain a number of more or

less insignificant native banks, such Javanese banks as have

existed before the conquest. In addition to them, only

officially controlled banks such as the Yokohama Specie

Bank and the Bank ofTaiwan are allowed to open branches.

The opposition of the Tojo Government to the establish-

ment of privately owned Japanese banks in the conquered

territories and to the acquisition ofparticipations by private

capital in general may appear at first sight inexplicable.

It is an entirely new attitude, for the Government and the
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military authorities did not oppose private banking and

industrial interests taldng an active hand in the exploitation

of Manchuria and occupied China.

The explanation of this attitude lies in the rivaby that

has existed for a long time in Japan between the Army and

the leading banldng famibes. The Mitsui and hlitsubishi

famibes are Imown to have been opposed to a war with

Great Britain and the United States. On the basis of their

more extensive Imowledge of the strength of the Anglo-

Saxon countries, they considered it against Japan’s interests

to embark on a war against them. The mibtary caste with

its narrower outlook overruled the banlcers’ objections, and

succeeded in forcing its wiU on the Emperor. Once the

decision was taken, the bankers naturally waived their

opposition and were vnlbng to coUaborate in the execution

of a pobcj’- the success of which they considered doubtful.

Nevertheless they continued to be viewed with suspicion

by General Tojo’s Government. It was felt in mibtary

circles that the bankers offered the possibibty of an

alternative Government, and that, should the mibtary

situation change for the worse, their influence on the

Emperor and on the Japanese pubbc would prevail. For
this reason the mibtary leaders decided that the bankers

should be prevented from increasing their power through

taldng part in the exploitation of the immense resources of

the newly conquered countries. They reabsed that the loot

was so immense that the big banldng and industrial famibes

would be able to amass additional wealth if given a chance

to do so. The unexpectedly quick initial victories gave the

mibtary caste sufficient power and prestige to enable them
to defy the bankers. ^Vhile they did not go so far as to

close down the existing privately owned Japanese branches

in Shanghai and elsewhere, they refused to authorise new
branches. At the same time, the seizure of property in

conquered coimtries was made entirely for the benefit of

the Japanese Government, and the industrial concerns and
the banking famibes were not allowed to participate in

the spoils.

The immediate task confronting the Government-
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owned Japanese banks established in the newly conquered

territory was to finance production hitherto financed by
European or American banks, and to finance export trade

to Japan and the other parts of the “ Co-Prosperity
”

Sphere. This task is immense and there can be no doubt

that it could be more efidciently performed if the leading

privately owned banks had been allowed to take a hand.

However, political considerations prevailed and privately

owned banks remained excluded, even at the cost of

hampering thereby the progress of the economic recovery in

the conquered countries.

The Tojo Government is making efiorts to weaken also

private financial interests already established in Manchuria.

To that end the statutes of the Bank of ]\Ianchukuo have

been remsed. That banlc, which was originally established

as a joint-stock company, has become a Government-owned
corporation. It has been given extensive powers of inspec-

tion and control over privately owned banlrs established in

the country. Not only is the Bank of Manchukuo now in a

position to super^dse all the operations of the privately

owned banks, but it is also in a position to dictate their

credit policy in accordance with the requirements of the

new Five-Year Plan for the development of Manchuria.

It is worth noting that no objection is raised to the

creation of new banlrs by the non-European inhabitants of

the conquered countries. The only place where this is

actually being done on any noteworthy scale is Shanghai.

Since the Japanese occupation of that city some twenty

new banks have actually been opened, and preparations are

on their way for the establishment of a further forty banks.

This is due to the presence of vast liquid resources, and the

main object of the new banks is to cater for the require-

ments of the owners of these funds. Needless to say, these

banlvs, together with the existing Japanese banks and

German and Italian banks which are allowed to remain, are

under strict supermsion by the Japanese authorities. Even
so it might appear that the Japanese Government is more

liberal towards the banks of the subject races than towards

those of the ruling race. This policy, which may at first
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sight seem to be at conflict with the general selfish attitude

of Japan, can be explained, however, on the ground that

the conquered peoples dislike and distrust Japanese banks

and are more likely to bring their deposits to banks owned

and managed by their own nationals. The permission to

the conquered peoples to open their own banks may be

regarded as a bait to attract local deposits. It was with

this object in mind that the Nanking Government made
arrangements for the reconstruction in Shanghai of the

Bank of China and the Bank of Communications. Both

these banks have their head offices in Chungking, and their

branches in Japanese-occupied territory were closed down
some time ago. These branches are now reopened imder

the auspices of the Nanking Government in order to take

advantage of the prestige enjoyed by both banks among the

Chinese public. The branches are taken over by newly,

established companies which usurp the names of the two

banks.

In order to weaken the power of the privately owned
banks in Japan itself, the Tojo Government carried out a

drastic revision of the statutes of the Bank of Japan so as

to extend its powers. Until now, the private banking

families have succeeded in safeguarding their interests

against competition by the Bank of Japan. Its statutes

confined its activities to those of a pure Central Bank.

Henceforth under the new Banking Act it will be authorised

to transact commercial banking business, the granting of

loans on securities and on commodities, dealing in foreign

exchanges, financiug industries and conducting open
market operations. As a result of these measures the

Government’s grip on private banking is strengthened

considerably. The necessity for a revision of the statutes

of the bank in order to adapt them to Japan’s new position

as the centre of a vast Empire was taken as an excuse for

this increase in the bank’s sphere of activity. In reality it

would have been sufficient to authorise the Bank of Japan
to estabhsh exchange clearing accounts, but simultaneously
with this authorisation the Government granted it a series

of additional powers which were imconnected with the
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change of the situation and were simply adopted in order

to counteract the influence of the private banking families.

Yet another indication of the Government’s policy to

weaken the banking families has been the issue of shares by
one of the companies of the klitsui concern to the public.

This transaction was explained on the ground that, owing
to the expansion of the heavy industries controlled by the

Mitsui family, it has become necessary to raise new financial

resources. While in other belligerent countries the expan-

sion of privately owned arms industries is financed by the

Government, in Japan a policy is pursued as a result of

which the resources of the wealthy banking families have

become largely immobibsed.

Finally, at the end of December 1942 it was arranged

that the two leading private banks, the IVIitsui Bank and
the Mtsubishi Bank should amalgamate with the two
leading commercial banks, the Dai-Ichi Ginko and the

Daikyku Ginko. The object of this step was to deprive

the two leading banking families of the exclusive control

of vast financial resources. Henceforth they will have to

share their power with the managements of the commercial

banks, instead of retaining it exclusively within the family.

The chances are that during the course of a prolonged

war the banks wiU get the worst of this unequal contest with

the Government. Once theyhave exhausted the possibilities

ofraising funds from the public, they will become dependent
on support from the Bank ofJapan and other Govemment-
controUed institutions. Support will be forthcoming, but

on the Government’s terms. When this stage has been

reached there will be nolonger any reasonwhy banks should

continue to be excluded from the conquered territories.

The last thing the Japanese Government would want in the

long run is to see the development of local banks in the

conquered countries, for their development would reduce

the degree of the dependence of these countries on Japan.

The encouragement of local banks and the discouragement

of Japanese privately owned banks in conquered countries

must be regarded, therefore, as a temporary phase.



CHAPTER XII

CURRENCY CH:A0S : TKE NEW MOl^ETARY DISORDER

Until the Japanese invasion order and stability reigned

in the currencies of the South-Western Pacific countries.

While the Chinese dollar had come more and more under

the destructive influence of the unequal struggle with the

invader, in other territories that were subsequently invaded

by Japan, the currencies had been kept stable. As a result

of the Japanese conquests the orderly currency conditions

prevailing in the conquered countries gave way to chaos.

Whether or not Japan will succeed in establishing a new
political and economic order in Asia, she has already suc-

ceeded in establishing a new monetary disorder.

The first step towards the disorganisation of the well-

established monetary systems was the issue of military

currencies. It has been suggested that in this respect Japan

has followed the example of Germany. In reality military

yen notes were issued in China lon^ before the Reichs-

kreditkasse began to issue occupation mark notes in Poland.

The only innovation after the outbreak of the war in the

Pacific was that the military notes issued in the newly

conquered countries were not in denominations of yen but

in the various denominations of the national currencies of

the countries concerned. The decision not to foUow the

German example in this respect gave rise to some sarcastic

comments in the German Press, where it was remarked that

instead of forcing the yen on the conquered countries Japan
was taking the line of least resistance by adopting their

respective currency units. As a matter of fact, there was
some logic in the Japanese decision. It was possible to

issue yen notes in China owing to the uncertain currency

conditions prevailing in that country as a result of which
the yen was looked upon with some degree of confidence.

On the other hand, the populations of the other conquered
countries had much more confidence in their own monetary

114
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units tlian in. the yen. The Japanese authorities were very

anxious that the military notes should he received favour-

ably. They were meant to serve partly as a bribe to the

local populations to buy their support of the invaders. To
that end it was essential that the local populations should

trust the military notes. Not only did the Japanese authori-

ties issue these notes in terms of the currency units of the

invaded countries, but they were made to look outwardly

similar to the national currencies in colour, design, size and
shape. The idea was to deceive the primitive peoples con-

cerned into believing that they were being paid in their

trusted national currencies.

Military notes (known rmder the name of “ Gumpyo ”

in Japanese) were thus issued in terms of pesos in the

Philippines, in guilders in the Dutch East Indies, in Straits

dollars in the Malayan Peninsula and in rupees in Burma.
The only newly conquered country where they were issued

in terms of yen was Hong Kong. The two countries which

voluntarily surrendered, Siam and French Indo-China, were

allowed to retain their own currencies, and no military

notes were issued there.

The position at the time of writing is that in all occupied

countries there are at least two different types of currencies

in circulation. In Japanese-occupied China there are four

currencies : the notes issued by the Central Banks of the

Nanking and Peking puppet regimes, the Central Reserve

Bank of Nanking and the Federal Reserve Bank of Peking,

the military yen and the notes issued under the authority

of the Chxmgking Government. The military notes in every

occupied country, with the exception of C3iina and Hong
Kong, where they are issued in yen denominations, are

circulating at par with the local currencies, and are fteely

interchangeable with the latter. Their value m terms of

yen is, on the other hand, subject to modifications and

fluctuations.

This is obviously meant to be a temporary state of

afiairs. At the beginning the Japanese notes were looked

upon with much distrust, and it became necessary for the

Japanese military authorities to adopt Draconian measures
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to enforce their free circulation. The death penalty was

introduced against anyone daring to refuse to accept these

notes in payment for goods or trying to discredit them by

spreading unfavourable rumours or making disparaging

remarks concerning them. Gradually, however, the popula-

tions of the conquered countries have grown accustomed to

the new currehcy, and there is now no difficulty in assur-

ing its free circulation. Originally the two Central Banks

operating in the conquered countries were kept open under

Japanese supervision in order to provide the Japanese

authorities with means of payment in case the military

notes should not be readily accepted by the population.

After a short while, however, this was found to be super-

fluous, and, accordingly, it was decided to discontinue the

issue of national currencies. The Bank of Java has been

placed under liquidation, and the Bank of the Phihppines

will, presumably, share its fate. The note-issuing authori-

ties of the various British possessions ceased to operate on

Japanese-controlled territory.

Japanese statements concerning their ultimate plan of

currency system of the “ Co-Prosperity ” Sphere are even

more contradictory than other aspects of the “ Co-Pro-

sperity ” propaganda. It has been suggested that the yen
wiU become the universal currency for Japanese-controUed

Asia, and the Bank of Japan will eventually become the

sole bank of issue. This has been made possible through

the recent revision of the statutes of the Bank of Japan.

In spite of this there appears to be no likelihood of the

adoption of this solution. Japan like Germany will probably
wish to retain the advantages of exploiting the conquered
countries by means of the depreciation of their currencies

and other methods of currency jugghng. To that end it is

essential that they should retain their own currencies. On
the other hand, it is to the interest of Japanese trade with
the conquered territories that there should be a stable

monetary unit on the basis of which trade could be carried

on. The Japanese monetary authorities appear to have
devised a method of eating their cake and keeping it that
does credit to their ingenuity. In a statement made in
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ITovember 1942, Mr. Isliiawata, tlie Japanese economic

adinser to tlie Nanking puppet Government, declared that

there could be no question of linking the Nanking dollar

with the yen by means of fixed parity. He pointed out that

the NanMng dollar was based on the old Chinese monetary
system, and, therefore, it is doomed to depreciate. He
added that Japan will adopt a new currency unit for trade

within Great East Asia. Two interesting points emerge

from this statement. It indicates that Japan has no in-

tention of stabilising definitely the Nanking currency, or,

presumably, the other currencies of conquered countries.

Nor does she intend to expose the yen to shocks caused by
monetary fluctuations, or to expose Japanese merchants
to the inconvenience of having to trade on the basis of

fluctuating currencies. She proposes to create a bufier

currency wliich is to act as intermediary and shock-absorber

between the local currencies and military notes of the

conquered coimtries on the one hand and the yen on the
‘

other. It is by no means certain that ilr. Ishiawata’s

statement is the last word on the subject, but it gives some
indication of the direction in which the minds of the Japan-

ese monetary authorities work at present. In any case it

may take some time before that policy is put into opera-

tion. Meanwhile the military notes will gradually become
the sole currency. Their exchange value in terms of yen

will remain subject to alteration until the final rate is agreed

upon.

Let us now cast a glance at the monetary developments

in the particular countries conquered by Japan. In For-

mosa, Korea and Manchuria Japanese-controlled banks of

issue were established, the Bank of Taiwan, the Banic of

Chosen and the Bank of Manchukuo. They issued yen notes

(in Manchuria yuan notes) agamst the deposit of notes of

the Bank of Japan. Recently this arrangement was modi-

fied, and the three banks of issue were ordered to replace

their yen note reserves by balances with the Bank of Japan.

The monetary situation in these three countries has not

undergone any other change since the war in the Pacific.

The conquest of Shanghai was followed by chaotic

I
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monetary developments in China. Originally the Nanking

yuan was supposed to be at par with the Chungldng yuan,

but in practice the predominant majority of the Chinese

people preferred the latter. This in spite of the fact that

war conditions forced the Chinese Government to inflate its

currency to a considerable degree. After the outbreak of

the war in the Pacific the exchange rate of the territories

nominally under the control of the Nanldng Government

was fixed at four Chungking or Nanking yuan to one mili-

tary yen. "VlTien the Chungking authorities stopped sup-

porting their own currency the opportunity was taken by
the Japanese and Nanldng authorities to embark on a plan

to sabotage deliberately the Chungldng yuan. Early in

1942 the Nanking yuan rose to a moderate premium. On
March 7, 1942, the Nanldng 3nian was devalued to five for

one military yen, and at the same time it was officially

stabilised at that rate. On March 23 the Central Reserve

Bank of Nanking discontinued exchanging Chungking yuan
at par and fixed the exchange rate at 77 Nanking yuan per

100 Chimgldng yuan. During the second half of May the

rate of exchange was gradually reduced until it reached

2 Chungldng yuan for one Nanldng yuan. The gradual

depreciation of the Chungking yuan gave rise to a sweeping

flight into commodities. There was a persistent and urgent

demand for anything possessing intrinsic value, and prices

were soaring while supplies were running short. Prices

were rising not only in terms of the Chungking currency but
also in terms of the Nanldng currency and military yen.

The attack on the Chrmgldng yuan has thus proved to be
a boomerang, as its result was that the Japanese and Nan-
king authorities had to pay higher prices. If they had
devalued the Chungking yuan with one stroke this could

have been avoided, but they wanted first to discredit

that currency before trying to eliminate it altogether from
circulation.

In June 1942 the final steps for the elimination of the
Chungking yuan from Japanese-controlled territories were
taken. The Nanking authorities aimounced that they
were prepared to exchange Chungking notes at the official
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rate of two Chungking yuan for each Nanking yuan. The
larger amounts presented .for exchange were paid in part in

Government bonds. Even so, owing to the fact that the

amount of Chungking notes that had accumulated in the

Shanghai district ran into milliards, the exchange was a

costly operation for the Nanking authorities. They in-

herited the inflation brought about by the Chungking
authorities in defence of their country. The Nanking
Government comforted itself, however, by declaring trium-

phantly that the battle of currencies ended with the final

victory of the Nanking yuan. The announcement of this

victory was, however, sMghtly premature, for the decisive

battle has yet to be fought, and its outcome will be deter-

mined by the outcome of the war in the Far East. In any
case the statement by Mr. Ishiawata referred to above

should go a long way towards sobering down the Nanking
quislings intoxicated by their so-called victory. It is now
evident that m the opinion of the Japanese authorities the

Nanking yuan was unable to detach itseK from the Chung-

king yuan, and that the deliberate depreciation of the

latter by the Nanking authorities was, therefore, very short-

sighted even from the Nanking point of view.

In Hong Kong the methods resorted to in the monetary

sphere by the invaders were, if anything, even more brutal

than in Japanese-occupied China. Although before the

invasion the Hong Kong doUar was at a small premium
against the yen, after the occupation of the colony it was

fixed at two doflars per one yen. Later it was further de-

valued to four dollars per yen, and finally the dollar was

demonetised altogether. Only part of the population was
given a chance to exchange their notes for military yen.

Arrangement were made between the British and the

Chungking Governments to enable the holders of Hong
Kong dollars who sought refuge in China to exchange them

at the old rate of 4.65 Chtmgking yuan for one Hong Kong
dollar.

In Malaya the issue of Straits dollars by the British

authorities stopped, and the Japanese authorities put iuto

circulation military dollars which were at par with the
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Straits dollar. In tlie Dutcli East Indies military guilder

notes were issued wMch. were at par with the notes of the

Bank of Java. There was a moderate disparity between

the mihtary guilder and the military dollar notes, and this

gave rise to a rather anomalous situation in Sumatra,

which island was joined by Japan to Malaya for administra-

tive purposes. Speculation developed, resulting in a sub-

stantial premium on the military guilder and the Dutch

East Indies guilder against the military doUar and the

Straits dollar. To bring this confusion to an end the

Japanese authorities decreed that henceforth the Straits

doUar would be equal to the Dutch East Indies guilder.

Nevertheless many people continued to prefer the guilder,

and in order to prevent the wholesale conversion of Straits

dollars into guilders the authorities had to restrict the

exchange effected at parity by the authorised banks. The

result was that a black market developed in which the rates

continued to fluctuate.

In the Philippines the United States dollar continued to

be accepted provisionally at the rate of two pesos or two
mihtary pesos. The population suffered considerable hard-

ship owing to the refusal of the Japanese authorities to

recognise the emergency currencies issued during the period

of the hostiUties by outlying branches of the Bank of the

Phihppines. This was necessary because, owing to the

occupation of Manila at an early stage of the war, these

branches had no means of obtaining the required supply of

notes from theirhead office. The total amount of emergency
currencies issued is estimated at a considerable figure, and
the complete loss of large holdings contributed towards
paralysing economic life. There is a general shortage of

currency also owing to the fact that the supphes of notes
in the possession of the Bank of the Philippines and of the
mihtary authorities were either evacuated or destroyed by
the American or Philippine authorities.

In Burma mihtary rupee notes are issued by the Japan-
ese authorities. The rupee, instead of being subdivided
into annas and pies, is divided into units of one hundredth
of a rupee. While under the British regime silver coins
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were issued, the Japanese authorities only issue paper

money.

Erench Indo-China was let ofi comparatively lightly

from a monetary point of view. In her case currency

devaluation was not resorted to as a means of exploitation.

Should anyone interpret this fact, however, as an indication

that countries which did not resist Japanese invasion are

treated generously, let it be sufficient to point out the

e25)erience of Siam. The exchange rate between Japan and
Siam was changed to a very considerable extent in favour

of the former. Before the invasion the exchange rate was
100 bahts to 159.25 yen. In February 1942 the rate was
slightly modified in favour of Japan, the new parity being

155.70 yen. On April 22 the Siamese Government
“ agreed ” to the devaluation of the baht to parity with

the yen. Henceforth one baht was equivalent to one yen.

This represented a devaluation of 37 per cent compared

with the pre-war rate.

It stands to reason that such a devaluation was not

willingly agreed to by the Siamese Government. Its dis-

advantages from the point of view of Siam are-only too

obvious. As a result of this devaluation Siam has to export

a larger quantity of her products in payment of the same
quantity of Japanese goods. The fact that such an un-

favourable agreement had to be accepted shows that Siam’s

independence is purely fictitious. If the trade and pay-

ments agreement had been negotiated as between equals,

the Siamese Government would never have accepted such

a modification of her exchange. Here again the change of

Japan’s attitude following on the consolidation of the

military situation is evident. For more than two months

after Pearl Harbour the Siamese exchange was allowed to

remain at its pre-war level, and even in February, aft«r the

capture of Singapore, it was only depreciated to a slight

degree. Bythe end of April, however, the Japanese Gk)vern-

ment felt it could afiord to adopt a dictatorial tone towards

the Siamese Government, and forced on the latter a de-

valuation which was entirely imjustified by economic

considerations.
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No information is available about exchange rates be-

tween the various national currencies 'and military notes

on the one hand, and the yen on the other. The rates are

believed to be subject to frequent changes, needless to say,

always in favour of the yen. Japan has followed the

German method of devaluing the currencies of the con-

quered countries in order that the goods purchased from

them should be cheaper in terms of the currencies of the

ruling race.

It seems certain that the conquered countries will retain

separate currencies, even though the yen may possibly be

the monetary unit which will eventually be adopted. This

is in keeping with the principle that each country should

be financially self-sufficient. Each conquered country will

have a Central Bank of its own which \vill issue notes on the

security of a yen balance with the Bank of Japan. In some

instances arrangements have already been made to that end.

A loan of 200
,000,000 yen was granted in May 1942 to the

Siamese Government for the purpose of constituting a yen

reserve in the place of the sterling and dollar reserves which

were blocked % the British and the United States Govern-

ments. The Central Keserve Bank of Nanldng received

altogether loans amounting to 400
,000,000 yen. Why the

conquered countries should be in need of such reserves

considering that they are rapidly accumulating yen balances

on their clearing accounts with Japan, is not easily under-

standable. Since these countries will be creditors of Japan,

they wiU have no occasion to draw on their yen reserves.

The whole arrangement is simply a matter of prestige for

Japan, since it completes her favourite scheme of a Yen
Bloc of currencies for Eastern Asia.

When the statutes of the South Sea Development Bank
were debated before the Diet Committee, the Japanese
Finance Minister gave some interesting figures concerning
the note circulation in Japanese-occupied Asia. At the
end of 1941 the combined note circulation of the Yen
Bloc countries was equivalent to 10

,
170 ,000,000 yen.

This figure does not include military yen issued in
December in the newly conquered territories for which
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no statistics were available. It included, however, the

original note circulations of the newlj conquered coun-

tries which were given as foUows; j^rench Indo-China,300.000.
000 piastres

;
Siam, 260,000,000 bahts

;
Philip-

pines, 160,000,000 pesos ; Malaya, 162,000,000 Straits

dollars
;
Dutch East Indies, 260,000,000 guilders ;

Burma,127.000.

000 rupees. At the end of 1937 the combined note

issue of the Yen Bloc was 3,500,000,000 yen ; at the end
of 1938 it was 4,380,000,000 yen ;

and at the end of 1940,6.080.000.

000 yen. The increase was due in part to the

extension of Japanese rule in China between 1937 and 1940,

but largely to the expansion of the note issue in Japan and
Japanese-controlled countries.

One .of the objects of the recent revision of the statutes

of the Bank of Japan was to enable that institution to

become the super-Central Bank for the “ Co-Prosperity
”

Sphere. It is meant to play the same part in Asia as the

Reichsbank is meant to play in Grerman-occupied Europe.

Each one of the countries within the “ Co-Prosperity
”

Sphere would have its own Central Bank and its own
currency secured by a yen reserve. In theory the system

sounds very neat, but in practice it may take a long time

before some kind of order can emerge from the present

currency confusion.

The exchange clearing system will be adopted for the

purpose ofsettling claims arising from foreign trade between

various parts of the “ Co-Prosperity ” Sphere. It is not

yet certain whether the exchange clearing arrangements are

intended to be comprehensive, and will cover not merely

payments arising from foreign trade, but transfers of every

kind. It is the declared intention of the Japanese Govern-

ment to establish a multilateral clearing system with Tokyo
as the clearing centre.

The adoption of the clearing system in the “ Co-Pros-

perity ” Sphere is decidedly a move to imitate Germany.

That system has never been popular in Japan, and imtil the

conclusion of the agreement with Siam in May 1942, she

had not a single clearing agreement. Germany, on the other

hand, had been operating exchange clearing agreements
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ever since 1931, and had brought the technique of the

system to a fine art. It was mainly with the object of

explaining that system 'to Japan that one of Germany’s

super-negotiators, Herr Wohltat, paid a visit to Tokyo in

1942, Following his visit, it has been decided that Japan

should have a clearing arrangement with every one of the

conquered countries.

The methods with the aid of which Germany has been

exploiting her victims with the help of exchange clearing

agreements are too well known to require detailed descrip-

tion, Long before Germany had conquered the countries

of her Lehensraum she had run up big indebtedness towards

them on her clearing accounts, and had resorted to aU sorts

of devices to induce these countries to continue to sell their

goods against payments in frozen reichsmarks. The con-

quest of these coimtries simplified matters very much.

There was no longer any need to trick them into exporting

to Germany against payments in frozen reichsmarks.

Henceforth they were simply ordered to do so, with the

result that the total amount of the frozen reichsmark

balances on clearing accoimts with Germany underwent a

spectacular increase. In June 1 941 that total was estimated

at five milliard reichsmarks. Twelve months later it was
estimated at nine milliard reichsmarks, while at the time

of writing it has probably exceeded considerably ten milliard

reichsmarks. This amount represented Germany’s adverse

trade balance in relation to the conquered countries. To
the amoimt of over £1,000,000,000 these coimtries had to

sell Germany goods without obtaining goods in return.

While the exploitation of the conquered by the conqueror

is as old as mankind itself, never before has such an ingenious
device been employed for camouflaging the fact of ex-

ploitation.

In countries which she conquered prior to 1941, Japan
did not trouble to resort to such sophisticated methods. In
Korea, Formosa and Manchuria, Japan simply established

Central Banks which issued notes to pay for the goods she
required. This was also done in North and Central China,
where in addition goods were purchased also against pay-
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ment in military yen. There was no question of incurring

iudebtedness on clearing accounts with the Governments of

Peldng or Nanking.

It is possible that the adoption of the clearing system

has been decided upon partly owing to the fact that it has

been considered necessary to keep up appearances in rela-

tion to Siam and French Indo-China. Both these countries

are as much under Japanese military, political and economic

domination as any of the countries which were conquered

by force of arms. Nevertheless, since the Government of

Vichy and the Siamese Government agreed to the Japanese

military occupation of French Indo-China and Siam, it is

considered expedient to keep up the pretence that their

independence is respected in Tokyo. The object of this

attitude is to tempt other countries, especially India, into

surrendering without resistance, on the strength ofpromises

that their independence would be respected. To reinforce

these promises Siam and French Indo-China have been

allowed to retain an appearance of independence in various

spheres. Their situation is somewhat similar to that of

Hungary, Rumania, Bulgaria and other European States

which accepted German domination without resistance.,

On paper their status is that of a minor ally of Germany,

though in practice they are exploited with the same ruthless

efficiency as the conquered countries.

For the sake of keeping up appearances Japan decided

to conclude an exchange clearing agreement with Siam.

The latter would receive payment for her export surplus

to Japan in the form of a yen balance on Siam’s clearing

account in Tokyo. The original agreement was totahy

different. Until May 1942 the pre-war agreement, accord-

ing to which Japan paid Siam in sterling or dollars, was
allowed to remain in operation. Evidently while fighting

was going on in Burma the active co-operation of Siam was
of some importance, and the Japanese Government

abstained from antagonising the Siamese Government by
interfering with the old arrangement. Once the conquest

of Burma was more or less complete Tokyo could afford to

take a different line. Even then, however, appearances
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were kept up, and instead of seizing supplies in Siam with-

outpayment or againstpayment in military yen a payments

agreement was negotiated with the Siamese Government

on the basis of which payments were made through a

clearing account.

The progressive development of the scientific exploita-

tion of Siam by Japan gives some indication of what

countries can expect if they are short-sighted enough to

surrender to Japan without resistance. There is, indeed,

very little difference in practice between the crude ex-

ploitation of, say, the Dutch East Indies and the more

sophisticated exploitation of Siam. In the Dutch East

Indies Japan seized supplies without payment, or paid for

them in military notes which could not be used to any

extent for buying goods from Japan or from anywhere else.

In Siam the goods purchased by Japan are paid for in

frozen yen balances, which again can only be used to a very

limited extent for the purchase of Japanese goods. While

in the case of Siam appearances were kept up, and a bilateral

agreement was concluded, in practice she is as much the

victim of Japanese looting as the countries conquered by
force of arms.

It is important to realise the change of the Japanese

attitude for the worse with the progress of the consolidation,

of Japan’s initial victory in the South-Western Pacific.

This is important for two reasons : first, it gives Indian

nationalists an idea of what they could expect if, in accord-

ance with Gandhi’s poKcy, an independent India would
adopt an attitude of friendly neutrality towards Japan.
Secondly, the experience of Siam casts doubt on the charit-

able assumption that the exploitation of the “ Co-Pro-
sperity” Sphere by Japan is a temporary war measure.
I(\Tiile mfiitary necessity may have been used as an excuse
for the exploitation of Siam at the beginning of the cam-
paign, that necessity lessened rather than increased as the
campaign progressed. In spite of that, the treatment of
Siam at the hands of Japan was becoming less and less

favourable.

Having adopted exchange clearing in relation to Siam,
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tlie Toli:yo Government appeam to have decided in favour

of the general application of that system in the “ Co-Pro-

sperity ” Sphere. It is now the declared policy to conclude

clearing arrangements with each of the Japanese-controlled

countries, and the local Central Banis are to have a clearing

account vdth the Bank of Japan. It is evident, as in the

case of Germany so in the case of Japan, that the ruling

race will incur a big indebtedness on its clearing accounts

with the subject races.

It is worth noting that while Japan charges an interest

of 3|- per cent on her loans to the conquered peoples — loans

which are in any case kept idle in the form of yen balances
— the Japanese indebtedness to the conquered countries in

the form of frozen yen balances on their clearing accounts

is free ofinterest. In this respect too Japan appears to have

taken a leaf out of Germany’s book. Germany grants

export credits to conquered coimtries in spite of the fact

that if she only paid them her clearing debts they would
not be in need of such credits. While Rumania has to lend

Germany on clearing account interest free she has to pay
interest on the loan granted to her by German exporters.

It seems that treatment of the subject races both by
Germany and by Japan is a case of fleecing the shorn

lamb.

Obviously the conquered countries are not in need of

yen credits for the purpose of financing their purchases

from Japan since those purchases are considerably more

than covered by their sales to Japan. In theory they could

make use of their credits for purchases from other Japanese-

controlled countries. Even from that point of view, how-

ever, the yen balances on their clearing accounts would

amply cover their requirements. In fact it is part of the
“ Co-Prosperity ” scheme that the clearing balances of the

conquered coimtries should be used for making payments
' within the “ Co-Prosperity ” Sphere through the working

of a multilateral exchange system to be established in

Tolvyo.

ft seems reasonable to assume that multilateral clearing

will not work satisfactorily in the “ Co-Prosperity ” Sphere.



128 THE JAPANESE “ NEW ORDER ” IN ASIA CH.

Even Germany with, all her experience in exchange clearing

has been unable to operate the system successfully. Al-

though the annual report of the Bank for International

Settlements for 1941-1942 is at pains to convey the impres-

sion that, minor frictions apart, the multilateral clearing

system in German-controUed Europe is in full operation,

the truth of the matter is that only an insignificant fraction

of inter-European transfers go through the Berhn clearing

office. -The main difficulty is that all European countries

have frozen reichsmark claims on their clearing accoimts,

and they are, therefore, unwilling to accept more frozen

reichsmarks from other countries in payment for their

exports. The situation will be the same in the “ Co-Pro-

sperity ” Sphere. All the conquered countries wiU have

frozen yen balances on their clearing accounts with Japan.

They will not be in a position to refuse to continue to export

to Japan in return for more frozen yen, but as far as possible

they will seek to avoid exportmg to other conquered coun-

tries against payment through the Tokyo clearing office.

Since Germany was unable to overcome this difficulty it

seems unlikely that Japan, with no experience whatever in

managing clearing accounts, wiU be able to solve it. What
will probably happen in Japanese-controlled Asia is what
is actually happening in German-controUed Europe. In so

far as the Japanese-controUed countries wiU have autonom-
ous administrations under Japanese control they wiU refuse

to export to other Japanese-controUed countries in excess

of the value of imports received from them. This is already

actuaUyhappening in some known instances. The Japanese

administration iu Singapore refused to grant export permits

to Japanese-occupied China unless and untU 'goods of a

corresponding value had actuaUy arrived from China. The
madequate working of the multUateral clearing tends to

lead to bUateralism in trade relations,.which is exactly what
the multUateral clearing system is meant to avoid.

There is no reason to suppose that even in time of peace
either Japan or Germany would be able to overcome the

difficulties created by the unUateral character of their trade
with the subject races. They cannot eat their cake and
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have it.
,
It would be perfectly feasible to work the multi-

lateral clearing sj^tem satisfactorily on the basis of normal

trade relations, but the system cannot be applied success-

folly when, as a result of the exploitation of the subject

races by the ruling races, trade between them tends to be
systematically one-sided.



CHAPTER XIII

INFLATION AND DEFLATION IN THE
“ CO-PKOSPEEITY ” SPHERE

The acquisition of control over Europe by Germany, whether

through conquest or peaceful surrender, was followed in every ,

instance by the development of a strong inflationary trend

in the countries concerned. This was due in part to the

reckless spendings by the German Occupation Armies out of

the proceeds of occupation costs imposed on the defeated

nations
;
and in part to the inflationary financing of the

acquisition of their goods by Germany through the operation

of exchange clearing. The Central Banks of the countries

concerned have to expand their currency, either in order to

enable their Governments to pay Germany occupation

expenses, or in order to finance their exporters who receive

no payments from Germany. At the same time, the volume

of goods available to meet the expanded purchasing power

becomes substantially reduced through heavy German pur-

chases. In each one of the conquered countries there has

been a strong upward trend in the price level, and other

well-known inflationary symptoms, such as note hoarding,

Stock Exchange booms, and the flight of capital into goods

of intrinsic value, have also been in evidence.

Up to the time of writing no inflationary symptoms have

been noticed to any marked degree in most of the Japanese-

occupied countries. In fact, in Japanese-controlled Asia

inflation and deflation have been running concurrently, and
have been cancelling each other out to a large extent, para-

doxical as this may sound. A somewhat similar situation

prevailed in Great Britain at the beginning of the war, when
the purchasing power of a large section of the population
was strongly deflated while, at the same time, war expendi-
ture and the devaluation of sterhng created an inflationary

tendency. The contrast is much more pronounced in the
case of the Japanese-conquered countries,

130
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There are several inflationarj factors operating in

Japanese-controlled Asia. Additional piircliasing power is

created tkrougli the spendings of the Occupation Armies.

At the same time, the volume of goods available for meeting

this additional purchasing power has become reduced owing

to various circumstances. First of all, there is the ruthless

officially organised looting by the Occupation Armies. If it

confined itself to the exportable surplus it would not produce

any inflationary effect, but since it also deprives the local

population of a large part of their supplies the result is that

the volume of goods on which their purchasing power can

be exercised becomes reduced. Consmnption by the Japanese
garrisons tends to produce the same eflect, though its sig-

nificance should not be exaggerated, since the number of

Japanese soldiers in most occupied countries is but a small

fraction of the population. The effect of the “scorched

earth ” policy and of the devastation caused by the actual

hostilities is a curtailment of production which prevents the

adequate replenishment of supplies depleted by Japanese

requisitions and purchases., All these factors are the same
as those ,operating in Europe, though their relative extent

is totally different. The degree of looting is, relatively

speaking, less in Japanese-occupied Asia than in German-
occupied Europe. This is not due to any higher moral

principles or to a more considerate attitude of the Japanese.

From this point of view there is nothing to choose between

the two Axis partners. The difference in the degree of loot-

ing is due partly to the fact that German Occupation Armies

and permanent garrisons in European countries are much
stronger than the Japanese Occupation Armies and per-

manent garrisons in all the newly conquered part of Asia.

Moreover, the requirements of a German soldier are incom-

parably larger than those of a Japanese soldier accustomed

to a very low standard of living. Fiaally, the Germans had

better transport facilities at their disposal for the removal

of the loot. After repairing the railway hues destroyed dur-

ing the hostilities, trains loaded with booty were leaving for

the Eeich in endless succession. From this point of view the

Japanese are in a less favourable position. Lack of shipping
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facilities prevents them from sending home that part of the

loot which their Occupation Armies are unable to consume

on the spot. It is therefore correct to define the Japanese

regime in the South-Western Pacific as “ plunder tempered

by lack of shipping space There are also other circum-

stances which moderate the extent to which the Japanese

are able to satisfy their greed, at the expense of the local

populations. The reason why the inhabitants of the con-

quered countries in the South-Western Pacific are not

reduced to starvation is that, owing to a shortage of jute

bags, the Japanese are unable to remove aU their supphes

of rice. As a result of this and other factors, there is still

a fair volume of goods in Japanese-conquered cormtries at

the disposal of the local populations.

On the other hand, the replacement of such goods, once

they are used up, is much more difficult in Japanese-

occupied Asia than in German-occupied Europe. The

devastations of industrial plant in Europe were negligible

compared with those in Japanese-occupied Asia, and the

work of reconstruction and repair is incomparably more
difficult. On balance, it may be said, therefore, that while

the immediate reduction of the volume of goods available

for the local populations may have been less than in Ger-

man-occupied Europe, the outlook for the civilian popula-

tions is distinctly less favourable in Asia.

The increase of purchasing power of the local popula-

tions has been much less pronounced than in German-
occupied Europe. As we saw already above, the Japanese

Invasion Armies were relatively smaU and their require-

ments relatively moderate. Consequently, the amounts
they spent in occupied countries were much smaller than
those spent by the German Invasion Armies. Moreover, in

the case of Germany outright confiscation in Western
Europe was confined, to a large extent,, to Government
property, and the privately owned stocks were paid for,

even though it was with the aid of the conquered nations’

own money. The Japanese Occupation Authorities, on the
other hand, were very tight-fisted in their expenditure.
They confiscated a great deal of private property, especially
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from Euiopean and American owners, and were far from
generous in their payments for goods bought from native

owners. The relative extent of the issue of military notes

was, consequently, smaller than that of the issues ofoccupa-

tion marks.

. Another deflationary influence has already been dealt

with in Chapter XI, describing the bankmg developments

in the “ Co-Prosperity ” Sphere, We pointed out that the

liquidation of banks controlled by European or American
interests produced a deflationary effect because privately

owned Japanese banks were not allowed to take the place

of the banks thus eliminated, and the officially controlled

Japanese banks were unable to expand them activities to

a sufficient extent in such a short time to replace the credit

facilities granted by European and American banks. It is

true that whenever the Japanese authorities wanted to

stimulate certain productive activities they took the neces-

sary steps to secure the producers the :feancial facilities

required. On the other hand, any productive activity

with which the Japanese authorities were not concerned

was left to its own devices. There are a number of banks

controlled by the local Asiatic interests, and these were

allowed to remain open. Apart from China, however, these

banks are of no great importance, and they have been un-

able to j&U the gap created by the liquidation of the European

and American banks. The result was that production for

civilian requirements suffered from the lack of an adequate

volume of credit.

As a result of the above factors, while in German-

occupied Europe inflationary forces began to operate from

the very outset, in several countries of Japanese-occupied

Asia there was on balance no inflationary effect noticeable.

On the contrary, in most Japanese-occupied countries the

level of prices tended to he downward rather than upward.

This was because the deflationary factors operating in

consequence of the Japanese occupation more than out-

weighed the inflationary factors. There was a very sharp

contraction of purchasing power throughout Japanese-

occupied Asia as the result of the wholesale unemployment
K
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created partly by the
“
scorched earth ” policy, and partly

by the Japanese, decision to reduce the production of certain

exportable commodities. Industries throughout the Japan-

ese-occupied countries came to a sudden standstill. The

same is true concerning the mines and oilfields. Rubber

and sugar-cane plantations remain neglected, and the

hands formerly engaged by them remain idle. It is true

the Japanese authorities roped in the imemployed to help

them in their war efiort through the construction of roads

or fortifications, the building of boats, etc. Their rate of

pay, is, however, less than one-half of what the native

labourers were accustomed to receive from their white

employers; The purchasing power of large sections of the

native populations has thus contracted to a very marked
extent. As for the white populations, their purchasing

power was reduced to a negligible figure through the block-

,dng of their banking accounts, the confiscation of their

businesses, factories and plantations, and the termination

of their employment.

Information about economic conditions in various

Japanese-conquered countries is -scant and contradictory.

Nevertheless, it is possible to state that in the case of the

Malayan Peninsula, Burma, the Dutch Bast Indies and,

possibly, the Philippines, the deflationary factors have so

far outweighed the inflationary factors, and prices contmue
to be depressed, while Shanghai and other recently occupied

territories of China, Hong Kong, Siam and, possibly, French
Indo-China have been experiencing an inflationary rise in

prices. The reason why the deflationary factors predomi-
nated in Malaya, Burma and the Dutch East Indies lies

partly in the fact that the “ scorched earth ” policy was
carried out fairly thoroughly in these countries. The
reason why the inflationary factors gained the upper hand
in China, Hong Kong and Siam is that their currencies

underwent a drastic devaluation. The extent of the de-

valuation of the Hong Kong dollar, before it was finally

withdrawn from circulation in August 1942, was^not less

than 75 per cent. This necessarily entailed a very sharp
rise in prices in the colony. The rise caused by the devalua-
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tion of the Chungking yuan hy 50 per cent in the terms of

the Nanking yuan, and by the devaluation of the Nanking
yuan by nearly 25 per cent in terms of military yen, is

known to have been spectacular, especially as the Nanldng
authorities were ill-advised enough to carry out the devalua-

tion of the Chungking yuan in instalments
;
as we saw in

the last chapter, this gave rise to a flight into commodities.

Although no particulars are available about the eflect of

the devaluation of the Siamese currency on the price level

in Siam, it is reasonable to assume that a devaluation of

37 per cent did not pass without producing a very marked
efiect. Deflationary factors which operated in the countries

of the South-Western Pacific conquered by force of arms

did not operate to anything like the same extent in Siam,

where the destruction of the means of production was

negligible. The same is true also concerning Shanghai,

though not concerning Hong Kong.

The geographical position of the various conquered

countries has probably influenced the relative strength of

inflationary and deflationary factors operating within them.

Owing to the limitation of shipping facilities the coimtries

which are nearer Japan are looted in preference to those

which are at a longer distance. Thus Japan naturally

prefers to import rice from China rather than from Burma.

This means that countries which have the misfortime of

lying geographically nearer to their conqueror find their

supplies depleted to a much larger degree. Consequently,

other things being equal, their purchasing power is exercised

on a smaller volume of goods, and its inflationary efiect

tends to be more pronoimced.

It seems probable that sooner or later the inflationary

factor wUl prevail throughout Japanese-conquered Asia.

If the Japanese have not yet devalued the currencies of the

Philippmes, French Indo-China, the Dutch East Indies and

Burma, they wiU do so sooner or later. Indeed, there have

been unconfirmed reports about the devaluation of the

Dutch East Indies guilder to par with the yen. The report

may be premature, but judging by the example of Siam it

would be in keeping with the policy pursued by Japan.
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Whetlier, and to what degree, the devaluations will produce

an inflationary efiect, depends on the circumstances in

which they will be carried out, and these will vary from
country to country. Generally speaking, however, it is

safe to assume that in Japanese-controlled Asia as in Ger-

man-controlled Europe the trend in the long run will be

decidedly inflationary.



CHAPTER XIV

CONCLUSION

The foregoing chapters have made it plain that, although

Japan has secured immense additions to her economic war
potential as a result of the conquests in 1941-1942

, there

are nevertheless important gaps in it. We now propose to

examine how these gaps are likely to affect Japan’s position

during the war, and how, in the unlikely event of the con-

quests remaining in her possession after the war, condi-

tions would develop within the so-caUed “ Co-Prosperity
”

Sphere.

There has been much wishful thinking about the flaws

in Japan’s economic armour. In fact, it requires very little

exaggeration to say that Japan’s capacity to wage a war
was under-estimated to the same extent as was Russia’s

capacity. Politicians and authors who, between 1931 and
1941

,
were endeavouring to persuade Great Britain and the

United States to take a firm stand against Japanese aggres-

sion on the Asiatic mainland, went out of their way to

minimise Japan’s economic resources and to exaggerate

her weak spots. "While they may have been substantially

right in 1931 ,
as time went on Japan’s economic strength

increased at an amazingly rapid pace. In any case, there

were weaMy defended countries rich in strategic raw
materials within striking distance of Japan. It is an ah
but universal failing of economic experts to view the uni-

verse through the spectacles of their own special subject.

Since Japan was obviously not in a position to wage a pro-

longed war with the aid of the economic resources that were

actually at her disposal before December 1941
,
the experts

concluded that it would be suicidal for her to embark on a

war with the European Powers and the United States.

Blilitary experts could and should have put them wise that

Japan was weU in a position to gain possession of the

countries of the South-Western Paciflo in a lightning war,
137
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for which she had ample resources. Once in possession of

these countries Japan would then he in possession of most,

if not ah, strategic raw materials required for fighting a

prolonged war.

It is now obvious that the striking power of the Japanese

forces would have been sufidcient either for the completion

of the conquest of China or for the conquest of Eastern

Siberia. Both of these operations would have required,

however, an immense economic effort, and would have

yielded highly inadequate immediate economic resources.

On the other hand, it was possible to achieve the conquest

of the South-Western Pacific with the aid of a relatively

moderate economic exertion, and the immediate result sur-

passed many times anything Japan could possibly have

secured by way of strategic raw materials through the

conquest of the whole of China or of Eastern Siberia. From
a purely military point of view, it might have appeared

wiser to ‘deal first with the strong army of the Soviet Union

on the northern borders of Manchuria, or to finish the

conquest of China before that country had time to organise

its hundreds of millions of people for the defence of its

sod. Economic considerations prevailed, however, and the

South-Western Pacific headed the list of conquests. The
assumption was that with the aid of the resources thus

gained at the outset Japan would be able to conquer in

turn China, Siberia, India and Australia.

In this connection, it is necessary to call the reader’s

attention to the almost incredible carelessness and short-

'sightedness displayed by the democratic countries during

the years that preceded the war. For more than ten years

those in possession of inside knowledge must have been
aware of Japan’s unlimited ambitions and warHke prepara-

tions. They were also aware that, unless Japan succeeded
in securing the oilfields, tin mines, rubber plantations and
other vital resources of the countries of the South-Western
Pacific, she would be unable to stand up to the Great
Powers. Notwithstanding this, the resources of strategic

materials within the reach ofJapan were left almost entirely

undefended. If only the lessons of the invasion of Man-



CONCSLiUSIOJI 139xrr

cliuria in 1931 had been heeded, there would have been
ample time to strengthen the defences of British, American,
French and Dutch possessions in^the Far East. Lack of

co-ordination between.militarj and economic strategy was
one of the reasons why this was not done, a fact which is

well worth bearing in mind.

The lightning conquests of the countries of the South-

Western Pacific has reduced considerably the scope for

contraband control, which had been applied with great

success against Germany and Italy. In any case, soon after

Japan’s entry into the war, practically the whole of the

American continent severed commercial relations with her,

so that possibilities of blockade-running or evasion became
materially reduced. Such naval and air action as the

Allies are able to bring to bear on Japan, apart from the

immediate requirements of mfiitary operations, aims not so

much at preventing her -from obtaining strategic raw
materials from the countries outside her control, as at

interfering with goods transport between the various

territories under her control. Unfortunately, at the time

of writing, the Allies are not yet in a position to enforce a

systematic naval blockade of Japan proper, and intercep-

tion of convoys carrying strategic raw materials is the

exception rather than the rule. This being so, Japan can

certainly rely on the use of raw material resources of the

territories under her control in so far as she is capable of

providing the necessary shipping facilities.

We saw in Chapter "'iUI that, notwithstanding the con-

quest of some of the richest raw-material-produoing coun-

tries in the world, there are still some key materials in

which Japan is short. Such materials are copper, nickel,

and special metals. It stands to reason that she has built up
substantial stocks of all these materials, so that it would

be unwarranted optimism to anticipate any acute diffi-

culties from that direction for some time. So long as the

war is conducted mainly in tropical or sub-tropical countries,

the shortage in textile materials will remain a matter of

secondary importance. In any case, as far as cotton is

concerned at any rate, the shortage can be mitigated
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tlirougli expanding cotton-growing in various Japanese-

controlled countries.

Japan’s war ef?ort is handicapped to a much higher

degree hy her inadequate steel-producing and sliipbuilding

capacity. The two deficiencies arc closely interwoven. In

possession of adequate shipping facilities Japan could easily

solve her steel problem by importing the iron ore and coal

required. Conversely, in possession of an adequate steel-

producing capacity, she could increase the pace of the

expansion of her shiiibnilding industry. As it is, the expan-

sion of both steel industry and shipbuilding industry is

bound to be relatively slow.

It would be a mistake, however, to place undue reliance

on this admittedly grave handicap to Japan’s economic war
effort. Tliose wlio arc acquainted with the speed of the

cxjiansion of Jaiian’s machine tool industry, and of the

engineering industry in general, are in a position to form an

idea about Japan’s capacity for exqianding her industries.

Haring realised the vital importance of increasing steel

production and shipbuilding, Jajian undoubtedly concen-

trates in that direction all the energies she can spare. It

would be a mistake to under-estimate her organising capa-

city or the industrious character and selfless patriotism

of the Japanese people wlio nill undoubtedly exert them-

selves to the utmost to increase the output of steel and to

expedite shipbuilding.

Steel-worlts and shipyards cannot, however, be built

overnight. It would take a long time before Japan would
be able to make up the deficiency of lier steel production

and shipbuilding capacity. Meanwhile she remains at a

grave disadvantage in that she is unable to produce all the

steel she would require in her economic war effort, and she

would remain handicapped in her military and economic
operations by lack of shipping space. What is imjjortant is

that the Allies should realise that time is in favour of Japan.
In 1943 a determined Allied offensive in the Pacific would
place Japan at a gram disadvantage oudng to her inability

to compete with Allied arms production for lack of steel,

and, more especially, ondng to her inabilitj’’ to pro\’ide the
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stipping space required for major operations. By 1944,

however, Japan may have largely remedied her major
deficiencies, and the task of re-conquering the South-

Western Pacific will become incomparably more difficult.

If the raw material resources of the South-Western Pacific

remain in Japan’s possession till 1945, by that time she

would have filled the gap in her economic war potential,

and she would be a truly formidable proposition to deal

with.

It is thus evident that the deficiencies of the resources

of the Japanese-controlled territories, from the point of

view of the conduct of the war, are for the most part tem-

porary and can be overcome in the course of time. The
chances are that within a comparatively short time the

efiects of the “ scorched earth ” policy on the Japanese

economic war effort will be materially reduced, and the

oilfields and refineries, and other mdustrial plants will be

restored, at any rate to the extent required for the pur-

poses of Japanese war economy. If Japan is given a chance

to increase her shipping space sufficiently to gain possession

of the raw materials produced in the conquered countries,

then she will be able to complete her industrialisation.

While she will find it difficult to defend her conquests in

face of the increased power of the Allies, on the other hand

she can convert her Island Empire into an almost impreg-

nable fortress. The task of the invasion of Japan proper

. will then become extremely difficult. Yet there can be no

peace in the Pacific unless and until Japan’s military power

is definitely'broken.

The object in pointing out that tune is in favour of

Japan is not to agitate in favour of a premature Allied

offensive in the Pacific, but to draw attention to the weak
spot on which the Allies should concentrate. Possibly they

may not be able to spare next year adequate naval forces

and shipping facilities to embark on a major offensive in

order to deal a knockout blow at Japan. Consideration of

world strategy may make it expedient to dispose of Ger-

many first. What is essential is that the Allies should

concentrate aE the naval power and air power they can
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spare on a relentless warfare against Japanese slapping.

It is mucli more urgent and important to sink a million

tons of Japanese merchant ships than to reoccupy some of

the lost territories. The partial reoccup'ation of the Solomon

Islands was a highly advantageous operation for the United

Nations, notbecause of the economic or political significance

of the re-conquest of these comparatively unimportant

territories, but because, in the course of her stubborn

efforts to conquer them once more, Japan lost a large

number of ships and because the possession of these islands

helps the Allies to wage war against Japanese shippiug.

Inter-Allied strategy in the Far East should be guided

primarily by this consideration. With every single ship

sunk the task of the defence of the conquered countries will

become more difficult, and Japan’s capacity to take ad-

vantage of their economic resources will become reduced.

Successful operations of ocean-goiag submarines and long-

distance bombers against Japanese shipping would cripple

Japan’s efiorts to make good the deficiencies in her economic

war potential. It would even force Japan to reverse the

process of industrialisation owing to the difficulties of

providing adequate shipping space for the import of essential

food from overseas. Time can be prevented from working

in favour of Japan if the Allies could sink more ships than

Japan is capable of building.

Let us now consider the deficiencies in the resomces of

the so-called “ Co-Prosperiiy ” Sphere after the war. As
we pointed out before, this is a purely hypothetical situa-

tion, and the chances are that it will never materialise. It

is unlikely that the war would end in such a way as to give

Japan definite possession of her conquests. Nevertheless,

it is not superfluous to try to forecast the trend of develop-

ments if, in spite of anticipations to the contrary, Japan
did succeed, after all, in consolidating her hold on the

territories at present imder her control.

In time of peace the deficiencies of the economic re-

sources of a country or an empke should not be overrated.

Deficiencies in various raw materials and manufactures
could be covered from the countries outside the so-called
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“ Co-Prosperity ” Sphere. To pay for the essential imports

Japan would have to export some of the products of the

territories under her control. On the basis of the pre-

invasion situation, it would seem obvious that the “ Co-

Prosperity ” Sphere would have substantial surpluses of

rubber, im, cofiee, oil and other easily exportable com-
modities, in addition to Japan’s own surplus of silk and
certaiu manufactures. It must be borne in mind, however,

that by the end of the war the situation both within the

Japanese-controlled coimtries and outside them will have
undergone considerable changes. Japan has adopted the

policy of reducing the production of rubber and other

essential commodities to the limits of her requirements.

This would mean that, at the time of the conclusion of

the hostilities,' the ” Co-Prosperity ” Sphere wordd not be

producing any substantial exportable surpluses. Nor would
demand for its exportable commodities remain the same as

it was before the war. Creat Britain and the United States

are making desperate efforts to replace their lost resources

of rubber, tin and other Far Eastern commodities, and the

chances are that by the termination of the prolonged hostili-

ties they would be in a position to cover their requirement.

Even so, it would be absurd to pretend that Japan would

then be unable to export goods to a sufficient value to cover

her indispensable imports. The accent, however, is on

the word “ indispensable There would be, doubtless, a

sufficient export surplus of commodities required by foreign

countries to enable Japan to import the goods she needs

for the expansion ofher industries and even for the improve-

ment of the standard of livmg of her own population.

There would not be enough, however, to satisfy to any

extent the requirements of the subject races, which would

have to do without goods imported from outside the “ Co-

Prosperity ” Sphere.

Nor is Japan likely to exert herself in order to provide

the subject races with goods produced within the “ Co-

Prosperity ” Sphere beyond satisfying their barest necessi-

ties. The experience of the peoples who have been for some

time imder Japanese domination is sufficient to indicate
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Japan’s attitude towards the conquered peoples. During

the war these peoples are kept on short rations on the

excuse of the overriding necessity of satisfying war require-

ments. After the war there will be no need for Japan to

resort to excuses. At present her propaganda finds it

necessary to pay lip-service to the desire to allow the subject

races to share the prosperity ofthe ruling race, but after the

war it will be simply barefaced, unmitigated exploitation

such as was practised by Japan in Formosa and Korea even

during the period of peace. Already Japanese politicians

and newspapers can barely conceal their pleasurable antici-

pations of the improvement in the standard of living of the

Japanese people achieved as a result of the conquests. It

is pointed out that before long the Japanese people will be

able to enjoy pleasures of which they have been deprived

until now
;
that there will be no longer any need for Japan-

ese exporting industries to seU.at low prices since foreign

competition can be eliminated under the Japanese “ New
Order ” in Asia. There is every indication that, after so

many lean years, Japan intends to have a good time after

the war. Yet simultaneously with the improvement of the

standard of living of the Japanese people, a large part of

the output has to be diverted to the construction nf capital

goods.in accordance with the programme of the utilisation

of the natural resources of the conquered countries. More-

over, Japan will have to keep up a huge army in order to

safeguard her newly acquired Empire. She will certainly

take no risks similar to those taken by the British, French

and Dutch Empires. She is only too well aware that, in

case of Axis victory, sooner or later she would come into

conflict with Germany, and for this reason she could not

afford to convert her arms industries for the production of

ploughshares. Indeed, these arms industries would con-

tinue to have the first call on her expanded resources. It

is easy to imagine how little would be left over for the

requirements of subject races after satisfying the require-

ments of the arms industries'; after providing the capital

goods required for the exploitation of the Colonial Empire ;

and after providing goods required for the improvement in
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the standard of li\dng of the ruling race. The chances are

that the subject races would have to struggle on in the

^^cinitJ of the subsistence level.

Beyond doubt, by concentrating her energies on the

exploitation of the newly conquered territories, Japan
would be able to bring about many improvements, though

in all probability these would be largely offset by the dls-

ad%’'antages of the conversion of their systems of production

in accordance with Japanese reqiiirements. But in any
case even if we were to assume that, on balance, the total

volume of production within the “ Co-Prosperity ” Sphere

would be larger than before the war, it is certain that the

share of the populations of the Japanese-controlled countries

in that increased value would be much smaller than before

the war. In practice, “ Co-Prosperity ” would mean one-

sided prosperity for Japan and abject poverty for the rest.

Portimately for the latter, and for ma:^nd in general, the

chances are that Japan will never have the opportunity

of imposing on the subject races the permanent burden of

her “ New Order ” in Asia..

THE END
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