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Abstract
In this paper we present a model of endogenous policy formation that captures crucial aspects
of the Japanese commercial and political culture. We analyze the influence of certain cultural traits
and show that cultural idiosyncrasies are important determinants of policy formation; especially the
complex interaction of the two types of cultures is shown to have significant consequences for the
polarization of policy stances. Contrasting our model’s behavior with the stylized facts of Japanese
politics, we arrive at the conclusion that the model’s behavior is compatible with the observed
policy positions held by Japanese politicians over the last 50 years.
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1. Introduction
Social interactions are shaped both by formal institutions and prevailing cultural norms.
The formal institutions place external constraints on individual behavior while the cultural
norms are personally internalized to become components of an individual’s preferences or
belief system.
Although constraints, preferences, and beliefs are all constituent parts of the economic
model of behavior, economic theory has largely neglected the influence of specific institutional characteristics, and more so of specific cultural traits, on social interaction—whether
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the interaction be commercial or political.1 We focus in this paper on consequences of
cultural idiosyncrasies from both these perspectives. We adopt a long-term view in which
the commercial and political culture is liable to change, and trace the consequences of this
cultural drift for political–economic interaction. There is no generally accepted, precise,
definition of the concept of culture,2 and we apply the term to describe norms of social
interaction that have evolved over time without any formal institutional backup. Such behavioral norms belong in Hayek’s (1973, Chapter 2) terminology in the realm of “cosmos”
and are characterized by conservatism, conformity, tacit knowledge, emotional encoding,
and mutual reinforcement. Most importantly, culturally based social norms imply entitlements and obligations that are often encoded as standards of appropriate behavior such
as fairness, and are enforced through reputation effects (cf. Schlicht, 1998, Chapters 1
and 2).
We shall not be concerned here with the determinants and evolution of culture; we take
cultural traits as given and investigate their influence on endogenous policy formation
in the specific cultural setting of contemporary Japan.3 The focus of the investigation is
political polarization, one of the key aspects of political–economic interaction. Since cultural
traits are of especially great consequence when different cultures clash in the course of
political–economic interactions, we have chosen Japan as an example. Japan, after all, is
endowed with a very specific culture that contrasts significantly with the culture of her main
trading partners, and the political–economic positioning of the country vis-à-vis the rest of
the world has always played a major role in Japanese politics.
Since delineating the political–economic relationship with her main allies and trading
partners has always been an issue of utmost importance in Japan’s political discourse and
debate, we portray the political process with the help of an endogenous trade policy model.
This model, on the one hand, is designed to capture a major aspect of Japanese economic
policy. On the other hand, the model’s implications are supposed to transcend the important but nevertheless specific trade policy field and provide an overall picture of the
observed policy positions held by the principal players acting in the Japanese political
landscape.
The paper is organized as follows. Section 2 provides some information about the cultural traits that distinguish Japan from the United States and describes the modeling approaches employed to portray these cultural traits. In Section 3 we set up an endogenous
trade policy model and analyze the influence of Japanese commercial culture on policy
formation in a given environment of political culture. The influence of the political culture
on policy polarization is analyzed in Section 4. In Section 5 we compare the predictions
of our model with the long-term changes in policy polarization observed in post-WWII
Japan.
1 The neglect of institutional considerations is more evident in traditional welfare-theoretic policy studies than
in political-economic investigations. Nevertheless, many authors have noticed an unfortunate disregard for institutional details also in political-economic studies. For a discussion of this issue in the context of modeling
endogenous trade policy, see Nelson (1999).
2 Hillman and Swank (2000), Katayama (2000) and Paldam and Svendsen (2000) are three contributors
in a special twin-issue of the European Journal of Political Economy that studies the concept of political
culture.
3 For a model which endogenizes commercial culture in an international trade context, see Kaneda (2000).

