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Political System and Fiscal Performance: Experiences in Prewar Japan

Abstract

This paper explores the relationship between the political system and fiscal
performance, focusing on the prewar Japanese history. Japan experienced substantial
changes in the political system as well as fiscal performance, from the late nineteenth
century to the end of the Second World War. These experiences provide us with
valuable data for empirical analyses regarding implications of the political system on
fiscal performance.

The political system prescribed in the Meiji Constitution was highly decentralized in
the sense that the military were independent of the government and that inside the
government each minister directly supported the Emperor. In this framework, the
military, bureaucracy and political parties gave strong pressure to expand the budget
after the Russo-Japanese War. However, in this period, Genro, powerful leaders who
had initiated the Meiji Restoration, played the role of unifying the political system and
maintaining fiscal discipline.

On the other hand, after the First World War, as the political power of Genro
declined, it became difficult to maintain fiscal discipline. It is confirmed that the party
cabinet system, which came to be a rule in the 1920s, enlarged the budget. On the
other hand, not only the power of the military as a whole increased, but the military
also came to be fragmented, which made it more difficult for the fiscal authorities to
suppress their budget requests. As a result, the primary balance, which was surplus
after the Russo-Japanese War, became deficit in the 1920s, and the deficit increased in
the 1930s.
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1896-1903 1907-1914 1921-1928 1929-1936 1937-1944

R2 0.898 0.962 0.888 0.852 0.611

-5896  -1.551 4905 0.685 41343 2.194 57533 2312 -476735  -1.225
M2 4380 1.062 8680 1.118 -0.896 -1324  -76329  -0.169
M3 -597  -0.145 3027 0.390 -1.482 -1.609 -84947  -0.188
M4 53896  13.071 235120 30.289 270099 12879 300362 10.257 3601390 7.987
M5 1687 0.409 5273 0.679
M6 -474296  -0.699
M7 3851 0.934 12315 1.586 30108 1.088
M8 -0.519 14824 0.506 527408 1.044
M9 607930 0.743
M10 -1.842 -2155 404331 0.800
M11 253334 0.310
M12 -437551  -0.535
M13 32423 7.863 69178 8912 257002 12254 212152 7.245 541348 1.072
M14 22517 5.461 34888 4494 153728 7330 118765 4056 652915 1.448
M15 53048  12.865 104513  13.464 170086 8.110 294104 10.043 1224220 2.250
M16 42661  10.346 80362  10.352 245280 11.695 305253 10424 1233110 2.266
M17 -500152  -0.737
M18 -1.726 346148 0.636
Y2 6877 1.865 3396 0.489 -0.278 -0.539 40704 0.096
Y3 6485 1.758 -6951  -1.001 2999 0.138 -0.783 140252 0.330
Y4 9926 2.691 -3325 -0479 13517 0.624 17818 0.645 255036 0.600
Y5 13784 3.737 -1703  -0.245 8111 0.376 43195 1565 441352 1.038
Y6 11195 3.035 -880  -0.127 13006 0.602 35557 1288 804501 1.786
Y7 13431 3.642 -2877  -0414 29996 1.389 38932 1410 1295620 2.665
Y8 9469 2.567 4602 0.663 34463 1.596 45488 1648 1961080 4.034




1891-1919 1920-36
(a) (b) (d)

0.365 4.140 0.365 4.144 0.121 0.033 0.032 0.890
PARTY 0.508 0.958 0.508 0.960 1.215 2.543 1011 2.173
PARTY*SHARE -1.400 -1.327 -1.400 -1.329 -2.696 -2.243 -2.280 -1.949
M2A -0.025 -0.491 -0.026 -0.476 0.001 -0.027 0.174 0.026
M3A 0.028 0.564 0.007 -0.129 0.006 -0.141 -0.099 -1.476
M4A -0.024 -0.479 -0.024 -0.480 0.021 0.501 0.050 0.751
M5A 0.027 0.541 0.044 0.804
M7A 0.079 1.587 0.078 1422 -0.057 -0.743 0.311 2.681
M8A 0.070 1.306 -0.038 -0.471
M10A 0.021 0.384 0.069 0.842
M13A 0.013 0.263 0.040 0.718 -0.011 -0.270 -0.112 -1.672
M14A -0.049 -0.975 -0.097 -1.759 0.041 0.986 0.018 0.266
M15A 0.191 0.038 0.002 -0.030 0.024 0.571 -0.017 -0.249
M16A 0.029 0.582 0.060 1.089 0.870 0.209 -0.019 -0.287
M18A -0.085 -1.232 -0.114 -1.401
PARTY*M2A 0.917 0.071 0.001 0.006
PARTY*M3A 0.198 1.527 0.147 1.761
PARTY*M4A 0.000 0.000 -0.041 -0.494
PARTY*M5A -0.096 -0.744
PARTY*M7A 0.607 0.047 -0.611 -4.081
PARTY*M8A 0.182 1.722
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PARTY*M13A -0.148 -1.139 0.159 1.903
PARTY*M14A 0.269 2.076 0.040 0.479
PARTY*M15A 0.020 0.153 0.066 0.794
PARTY*M16A -0.173 -1.331 0.047 0.562
PARTY*M18A 0.049 0.351
adR2 0.153 0.155 0.066 0.139
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