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Establishment and Management of Mantetsu,
the Japanese version of ‘East India Company’

A

4-1 Purpose of Lecture

Hello, students. I'm Chaisung Lim, the lecturer of this course, <Modern and Contemporary
History of East Asia through Railways>. In this lecture, | would like to look at the
establishment process and management conditions of the South Manchuria Railway (SMR),
Mantetsu for short, which was the Japanese version of East India Company.

Just as the East India Company played an important role in British colonization of India,
Mantetsu was an important base for Japan to influence the Chinese continent and establish
a puppet state, Manchukuo, after the Manchurian Incident, and then invade northern China.

Because Mantetsu was the largest state-run company before the war and its role was
comparable to that of the British East India Company, the studies on Mantetsu so far have
approached it from various aspects, including research department, steel manufacture, Fushun
coal mine, labor, capital input, and the continental policy. Since many researchers have been
paying attention to it for a long time, at first glance, it seems to have been outlined, but |
think there are many aspects that have not been revealed yet.

This is because, unlike other railroad companies in Japan, Mantetsu was a comprehensive
development company, and like a colonial government, it conducted various projects, such as
coal mines, steel, electricity, water, commerce, sanitation, education, film, agriculture, and
research, directly or through establishing affiliated companies, which has attracted researchers
in various fields.
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However, it was on a stable management basis that the various business developments
were possible, and we should not overlook the fact that railway industry was at the core.
Mantetsu was established as part of the post-Russo-Japanese War arrangement and recorded
high returns in the railway industry, based on which it played an important role in Japan's
strategy for China and Russia.

Mantetsu was entrusted to manage the Joseon National Railway and cooperated with the
Japanese Army's dispatch to Siberia. Mantetsu was involved in consignment management with
rights to build railways in Manchuria. Thus, Japan divided Manchuria's railways with Britain,
Russia, and China.

And when World War | broke out, it also entered the Shandong Peninsula and was in
charge of railway management. After the Manchurian Incident, Mantetsu employees and
vehicles were dispatched to operate the occupied railway. Mantetsu was also entrusted to
manage the Manchukuo National Railway and was involved in various problems over the
entire rail business. With the outbreak of the Second Sino-Japanese War, Mantetsu
dispatched employees and vehicles to North China and established the Northern Branch Office
to operate the occupied railway, which later developed into the North China Transportation
Company, which will be discussed in the next class.

When Manchukuo was established after the Manchurian Incident, the tasks related to local
affairs were transferred to Manchukuo, and the Manchurian Industrial Development Company
was established in 1937 as the main agent of implementing the five-year Manchurian
Industrial Development Plan. Since then, as the so called related projects for local affairs and
for diversified management of the Mantetsu appendicular area left its management except for
a few projects such as coal mines and ports, the importance of the railway industry became
even more prominent.

Although Mantetsu could no longer function as a comprehensive development company, it
is worth noting that it still performed as a ‘statutory company’ in the strategies for China
and Russia, which general stock companies couldn't do.
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In the next session, let's take a look at how the establishment of Mantetsu began and
the railway investment was made.
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4-2 Establishment of Mantetsu and the Characteristics of Railway Investment

Hello, students. In this class, we will look at how the establishment of Mantetsu began and
how the railway investment was made, and the characteristics of them. First of all, we will
consider the process of establishing Mantetsu and making initial railway investment as part
of the post-war arrangement of the Russo-Japanese War.

As the Japanese army occupied the southern branch line of the Chinese Eastern Railway
during the Russo-Japanese War and built the Anfeng Line, Mantetsu was established in
November 1906, with Goto Shinpei as the president, and started operation in April 1907 with
materials and personnel transferred from the Control Department of the Battlefield Railway,
which had been made to manage these railways. In addition to the railway operation, it
conducted business of consignment sales, coal mines, water transport, electricity, warehouses,
and civil engineering,
and it even took charge of local administration of the railroad zones.

Railway guards were deployed to defend the railway network, including the area along the
lines, who were later expanded and reorganized into the Kwantung Army. At that time, the
management outlook was unpromising, so the government concluded that it could expect
little economic feasibility other than coal transportation, and even came up with a subsidy
system that guaranteed a 6% dividend.

However, expecting a collision with Russia, Mantetsu worked to strengthen transportation
capacity from the beginning of operation. Around the time of its opening, the route was
1,150.8km, including 695.2km between Dalian and Mengjiatun and 296.4km of the Anfeng
Line, but since the Anfeng Line was a 762mm light rail and the others were 1,067mm
narrow gauge railways, the transportation capacity was weak, and many driving accidents
occurred.
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Conforming to the government's order to double-track the main line by renovating it into
an international standard gauge of 1,435mm within three years, the gauge expansion of the
main line and branch lines excluding the Anfeng Line began in May 1907. And Mantetsu
could open them as international standard gauge railways without stopping its train operation
by laying one or two rails outside the narrow gauge and adopting dual gauge operation.

Meanwhile, although negotiations with the Qing government was not finished, Japan
decided on its own to expand gauge of the Anfeng Line, which was built to transport military
supplies during the war. The construction began in August 1909 and was completed in
November 1911. As the existing vehicles became impossible to use due to the gauge
expansion, 220 narrow-gauge locomotives, 157 passenger cars, and 3,813 freight cars were
sent to Japan, and 82 light-rail locomotives and 651 cars were kept by the company.

Some of them were also used in Joseon. In line with this track expansion, it purchased
international standard gauge vehicles from the United States.

205 locomotives, 95 passenger cars, and 2,190 freight cars were procured, of which the
bodies of 980 freight cars were manufactured and assembled in Japan, with their bogies
manufactured in the US. Since then, the number of railway vehicles continued to increase,
reaching 428 locomotives, 440 passenger cars, and 6,811 freight cars in 1926.

The double tracking of the extended main line began with the expansion of the gauge, and
after the line between Dalian and Sujiatun was opened in October 1909, the line between
Sujiatun and Fengtian were opened from June 1915 to November 1918. A double track plan
was made between Fengtian and Changchun in 1919, and the construction between Fengtian
and Tieyan was completed in November 1921, and the rest of the construction was finally
completed in September 1934, after the Manchurian Incident.

[ | _
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In addition, due to the increase in the coal output of Fushun Mine, the double track of
Sujiatun and Fushun was also made in 1922, and in 1927, a tram line was built to Fushun
Mine, Following the gauge expansion and double-tracking construction, stations also
continued to be expanded and increased, from a total of 55 stations at the time of
opening, including 35 stations on the main line, 13 on the Anfeng Line, and 7 on the other
branch lines, to 133 stations in November 1926 including 93 on the main line, 27 on the
Anfeng Line, and 133 on the other branch lines.

So if you look at the rate of change in capital stock estimated from annual investment,
you can see that railway investment was actively made from the establishment of the
company through 1913, serving as the basis for railway operation. As Mantetsu itself pointed
out, this was the ‘era of founding construction. Once this was over, rail investment was
forced to stagnate, and the capital stock also decreased over the three years from 1915 to
1917.

Despite the surge in demand for steel and machinery due to the outbreak of World War |,
imports from Europe were suspended, forcing them to rely on the U.S. and domestic
production, which led to a price surge in investment goods.The financing of Mantetsu by
capital payments and bond issuance was not that large.

Because even after the end of World War I, they responded to the surge in cargo
transport, including soybeans. Railway investment was made accordingly, and as a result, the
capital stock drastically expanded, and then increased slowly. For the increased transportation
volume, investments were made largely to improve existing facilities. As for the track
gradient and curve radius, the steep slopes and sharp curves of the extended main line were
eased since 1919 to speed up the train and for safety.

In addition, as a continuing project, the main rail between Dalian and Fengtian began to be
weighed from 32kgB, 33kg, and 40kgAB to 50kg, and the processed distance reached
1,110km at the end of September, 1926. In 1920, they started increasing the number of rail
ties from 14-15 to 18-21 per rail, and made it a continuing project. Also in 1920, steel
plates of bridges were reinforced to improve the track.
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Since the increase in the operation times made it necessary to build more signal stations
on the routes, automatic block signals were installed between Dalian and Jinzhou, Fengtian
and Sujiatun in February, 1924, and between Dalian and Fengtian in November, 1933. In
addition, signal separators were attached, and distant departure signal devices and automatic
ticket receivers using mechanical automatic devices were installed.

This railway investment, throughout the Great Depression, also lowered the rate of increase
in capital stock in 1932. Since then, railway investment increased with the establishment of
Manchukuo and industrial development. But in 1937, with the outbreak of the Second
Sino-Japanese War, Mantetsu became involved in the operation of the military transportation
and occupied railways, the growth rate of the stock became negative again.

The proportion of the railway-related sector's total project cost fell from 70.7% in 1907 to
40.5% in 1918, and remained at that level until 1939, up to which you can check in the
data. Therefore, there is room for reconsideration regarding Mr. Takahashi(1995)'s claim that
most of the business investment raised by capital and private bonds was made in the railway
sector.

In terms of the rate of change in cumulative value, the non-rail sector showed almost the
same tendency as the railway sector, although it fluctuated more, except for during the
Second Sino-Japanese War. In this respect, the change in railway capital stock was due to
the management's judgment that took into account the trends in the supply and demand of
funds and the management balance of Mantetsu, rather than the trade-off effect of
investment in other sectors.

This pattern of investment is quite different from that of the Japanese National Railways,
which was rising in the 1920s after the growth rate of capital stock declined during World
War I. In addition, we can see that capital input was suppressed compared to labor.
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In the 1920s, the capital intensity was almost the same as that of the Japanese National
Railways, but the number of workers per operated kilometer was clearly more, and the gap
widened in the 1930s. Especially, the gap with Joseon was huge. In other words, Mantetsu
was operating a railway in @ more capital-saving and labor-intensive way than other railways
in the Japanese Empire.

This is because in Joseon and Japan, new construction was going on for colonial rule,
development or local development for domestic political reasons, but in the case of Mantetsu
lines, there was very little construction of new lines because it consisted of extended main
line and the Anfeng branch Line.

Of course, Mantetsu was building several railroads, including the Jilin-Changchun Line even
before the Manchurian Incident, and after the Incident it was entrusted with the management
of the Manchukuo National Railway and in charge of the construction. However, until the
consolidation of accounting in 1940, these new constructions were not reflected in the
business expense of Mantetsu.

So far, we've seen that after large-scale rail investments were made in the early stages,
additional investments were made for improvement, and then a lot of labor was deployed and
capital intensity became lower than other railways.

In the next class, we will examine the changes that this investment pattern and the
deployment of labor force made in actual railway operations.
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4-3 Improving Transportation Efficiency and Stabilizing Management

Hello, students. In the last session, we looked at the characteristics of Mantetsu's
establishment and railway investment. In this session, we will look at the changes that this
investment pattern and the deployment of labor force made in actual railway operations,
focusing on improvement of transportation efficiency, and stabilization of management.

First of all, railway transportation increased year by year from 226 million pkm passengers
and 397 million tkm of cargo in 1907 to 1,088 million pkm and 6,324 million tkm in 1929
respectively, but fell to 719 million pkm and 4766 million tkm in 1930 due to the Great
Depression. But then it recovered, only going down a little in 1937 when the Second
Sino-Japanese War broke out, but increased again, reaching 3,013 million pkm and 9,344
million tkm 1939, respectively.

It would increase further if it includes the transportation volume of the National Railway
lines and the North-East Korean Railways, whose management Mantetsu was entrusted with,
but we will consider this later, and this time, we will contain the discussion only on the
company's lines considering statistical continuity.

Among these trends, cargo and passengers show completely different movement since the
1920s. While the growth rate of passengers decreased due to the post-World War |
recession and the Great Kanto Earthquake, their impact on freight transportation was not
very significant and it showed relatively stable increase continuously. Also during the Great
Depression, the decline in freight transport was small compared to passenger transport.

What made this difference between passenger and cargo transportation? First of all, if you
pay attention to the transportation of passengers by grade, while the total number of
passengers decreased, that of third-class passengers, which accounted for a major part of
the sale, plunged, and that had a great impact on the whole. The number of first and
second-class passengers had decreased over the long term, and third-class passengers
consisting of Chinese and other people had been the main source of revenue, which was
influenced by economic fluctuations.
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On the other hand, it has already been pointed out by other studies that the profit
structure of Mantetsu was overwhelmingly centered on freight transport before the integration
of national railway lines. However, we should not understand this as a result of simple
changes in the transportation market while Mantetsu was taking a passive stance.

In terms of the share and growth rate of top 2 cargoes, coal and soybean products
including soybeans, soybean oil and soybean cake, in 20 years from 1910 to 1929, coal
accounted for 42.2% of the share in tonnage, with an annual growth rate of 14%, and
soybeans accounted for 18.5% of share with an annual growth rate of 9.7%.

If you keep in mind that the rate of increase in overall freight transport over the same
period is 9.4% per year, you can see that coal transport was the biggest factor in the
increase in transport. Much of that was due to the production of Fushun Mine and Mantetsu
itself, so there was no need to secure transportation demand, but Mantetsu's attempt to
expand consumption in Manchuria and exports to Japan was also disruptive to Japan's coal
market.

But soybeans were another story. After the Xinhai Revolution appeared a strong
competition called the Chinese Eastern Provinces Railway or the Eastern Qing Railway, which
was later called the North Manchuria Railway after the establishment of Manchukuo.
According to Okabe Makio (2008), Mantetsu not only built warehouses and strengthened
transportation capacity, but also implemented a tapering distance rate system in fare policy,
and a special fare system for seaport-bound cargoes, which applied a flat rate regardless of
distance.

In particular, railways in Russia was disadvantageous to Mantetsu, so, with the aim of
thoroughly moving the soybeans in North Manchuria to the south toward Mantetsu, they
decided to refund the difference between the fares of the railway connecting Russia and
Japan via Vladivostok and the one connecting Russia and Japan through Dalian.
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In addition, mixed storage system was implemented to improve efficiency of warehouses
and open-air storage operation as well as cargo efficiency through collective transportation,
and to this end, freight discounts were offered to mixed warehouse soybeans and incentives
were paid for each freight car. As a result of these measures, even as inflation continued,
fare increase was suppressed, and if any, the increase was small compared to inflation, and
actual fares were in declining trend from the late 1900s to the early 1920s.

Then, in the 1920s, nominal fares declined amid the prolonged depression, but actual fares
rose slightly. In terms of soybean distribution, they also invested in the establishment of a
trading trust company in the rail zone and the Harbin Exchange, and practically set up grain
trade stores in Changchun and Harbin in a way that did not reveal the real ownership. They
also wanted to collect cargo from remote areas through the International Transportation, a
subsidiary company in charge of shipping. Furthermore, they were also involved in soybean
breeding and dissemination of the improved variety.

As they reinforced their ability to counter the Russian side of the Chinese Eastern
Provinces Railway, it was weakened by World War | and the Russian Revolution. The number
of soybeans moving south via the extended main line of Mantetsu increased sharply, and by
1920, it amounted to 853,000 tons, or 87.2 percent of the export cargo of the Chinese
Eastern Provinces Railway.

As can be seen from the fact that the average transportation distance of cargo increased
over the 1910s to 320-330km, Mantetsu began to be competitive in attracting cargo,
including soybeans. Of course, the ratio of soybeans decreased due to the increase in coal,
but the transport volume itself increased to 1,971,000 tons in 1929.

In order to transport thus secured cargo with limited railway facilities, Mantetsu promoted
the improvement of existing facilities as well as transportation efficiency as discussed above.
Freight transportation had both seasonal and spatial cycles, with low cargo in summer, and
more in winter, and with large cargo southbound, but small northbound, so slack in cargo
transport occurred in summer, but in the winter, the transportation capacity was under
pressure.
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Accordingly, the train schedule was changed twice a year to increase the number of trains
in winter. From 1925, the diagram of the peak season was partially reduced and converted
to the diagram of the slack season. Nevertheless, the spatial fluctuation could not be
mitigated, and the northbound vehicles had only half the loaded tonnage of the southbound
ones, so 70% of the vehicles were idlers before the Manchurian Incident, In response, it was
necessary to strengthen the dispatch work and increase efficiency of vehicle operation.

Initially, each transportation office in Dalian, Liaoyang, Gongzhuling, and Andong shared the
responsibility of the arrangement of train services, but later, additional railway offices were
established or abolished in line with transportation trends. In 1921, the command telephone
system was adopted for driving in order to closely communicate the train arrangement
among the Central Railroad Department, railway offices, marshalling yards, and major stations,
and it was expanded along with telephone lines at each station. In 1923, the ‘special
command phone’ was installed to simplify and speed up the delivery of orders.

The commander-centered driving method was adopted in the 1927 enactment of the
railway driving regulations, and the commander's authority to control transportation was
expanded, not only organizing trains, but also engaging in general operation of trains to
economize transportation. In September 1928, a ‘dispatch phone line for individual call' was
newly built between the headquarters, offices, and stations to facilitate the collection and
delivery of freight cars.

As a result, a central dispatch plan was made to identify the demand for freight transport
in advance, and to prevent possible loss of transportation capacity, based on which
inter-station dispatch adjustments were made everyday. The above-mentioned mixed storage
system also accelerated work process and improved operational efficiency of station premises
and warehouses. It goes without saying that this resulted in the efficiency of freight car
operation.
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In 1931, new port lines and port rail marshalling yards were established, and in 1932,
Sujiatun Engine Dvision was installed, a single train unit was elongated with a large
locomotive, and unit load system was applied to long-distance transportation, which all
contributed to the increase of the number of train operations. In addition, the variation in
the number of train operations remained in the range of one or two trains in a partial
section, and reconfiguration at intermediate stations was done by allocating a switcher for
every two to three trains to support concentrated transportation thoroughly.

If you look at the average number of connected freight cars on a single train, it increased
from 21.8 cars in 1912 to 38.2 cars in 1928, maintaining the level of around 40 cars until
1936. It reduced it to 359 cars in 1939 after the integration with the Manchukuo National
Railway lines, but the elongation of trains was not only the result of the enlargement of
locomotive, but also of the reduction of track slope and the increase of rail weight.

Meanwhile, passenger trains tried to expand passenger services by improving vehicles and
speed. In the case of express trains on the extended main line, it took 13 hours of driving
in 1924, but the improvement of speed reduced the time to 12 hours and 30 minutes in
1926, 11 hours and 30 minutes in 1930, and 10 hours and 30 minutes in 1933. And in
November 1934, the Asia Express, a high-speed streamlined special express, started operating
in 8 hours and 30 minutes of travel time at the speed of 82.5 kilometers per hour.

At the same time, they extended the express train ‘Hikari,” which had been serviced between
Busan and Fengtian, to Shinkyo, or Changchun. And from 1929, mixed and freight trains did
not accept passengers, and way trains and motor coaches were operated instead. The
improvement in the efficiency of the vehicle usage was estimated in the passenger car, but it
was greater in the freight car.

However, in order to increase the efficiency of the vehicle usage, the proportion of unused
vehicles must be reduced. That is, in order to reduce the number of vehicles to repair, it
was necessary to prevent vehicle failures in advance and at the same time shorten the
factory stay of the vehicle once it was received at the railway plant.
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Mantetsu took over the Dalian plant from the Control Department of the Battlefield
Railway and combined the vehicles that arrived from the United States, but the facilities were
incomplete and limited at the time. So, in 1911, a new factory was built in Shahekou and
the facilities were relocated to repair, renovate, and assemble the purchased cars. In this
way, while reinforcing the factory facilities, they opened the Railway Apprenticeship Training
Center in 1909 to train experienced engineers internally and enhance the repair capacity.

With the enactment of the factory apprenticeship regulation in 1929, it was decided to
educate Chinese children separately, and the Engineer Training Center, which was actually the
Railway Apprenticeship Training Center changing its name, was in charge of teaching only the
Japanese. In addition to the Dalian plant, the Liaoyang Engineering Branch Factory was
established in 1907, with all the facilities used by the Control Department of the Battlefield
Railway, and took charge of repairing and engineering railway vehicles, machinery, and
equipment.

It became an independent factory in 1919 in charge of repairs, but was merged into the
Dalian plant in January, 1930.

The railway plant improved repairing capability through preliminary repair system,
management of repair process according to the master schedule, and the adoption of
overtime premium system in the wage system. Around 1925-1926, after the establishment
the efficiency task force at the president's office, the old promotion system was abolished
and the Taylor's functional foremanship was adopted in the factory workplace. After that,
tidy-up week campaign and various committees were established at the Shahekou factory,
through which various technical and management issues were discussed to improve the
efficiency of the work.

As for the wage system inside the factory, the Rowan premium plan was introduced in
September 1911, and an incentive system based on work performance was established by
providing extra payment for overtime hours. After that, the wage system was revised and
changed to a contract system in 1928, but Halsey premium plan was implemented in June
1933 for some of the jobs at supplies workplaces.
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The result is the reduction in factory stay per car across all vehicles. It should be noted
that this reduction was already happening from the 1910s to the early 1920s and that
reinforcing this trend was the introduction of Taylor's scientific management in the
mid-1920s.

For example, the factory stay of a locomotive had been over 80 days in the early 1910s,
but it became less than 30 days in the early 1920s, less than 20 days in the mid-1920s,
and just over 10 days in the mid-1930s. This speed-up of repairs contributed greatly to the
transportation business by reducing the number of idlers and increasing the number of
vehicles in actual transport service.

Unlike the Japanese National Railways, Mantetsu was involved in vehicle manufacturing in
addition to repairs, and in 1914, they first built six locomotives for freight trains, and since
then, they kept trying to make new locomotives for internal and external use. As for
passenger and freight cars, although initially manufacturing wooden cars, they completed
steel frame carriages in 1915, freight cars in 1921, and manufactured new-style cars with
half steel in 1924.

After 1926, the Mikani-class locomotive for freight trains was built, and after the Manchurian
Incident, the Pashina-class locomotive for towing express trains at 120 km/h was completed
in 1934, and special vehicles such as armored cars, thermal cars, refrigerating cars, and
ventilating cars were built, to speed up passenger transportation and provide various services.
Thus improved the technology of vehicle repair and new production.

However, with the Manchukuo National Railways’ management entrusted to Mantetsu,
approximately 200 skilled workers from the factories were transferred to each arsenal of the
General Railway Administration between 1933 and 1935, resulting in a surge in construction

volume due to orders from the military, the General Railway Administration and various
sections of the Construction Bureau.
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In addition, after the railway operation was unified under the control of the General Railway
Administration, the outbreak of the Second Sino-Japanese War in 1937 increased vehicles
and skilled workers transferred to the Northern Branch Office. These factors led to an
increase in factory stay per vehicle to repair since 1930s, but then it went downward. Of
course, the factory stay at the National Lines plants was longer than at the Company Lines
plants.

As a result of these independent securing of cargo and the efficiency of transportation,
the productivity of Mantetsu (m) continued to improve rapidly. The figure shows that not
only labor productivity(O/L) and capital productivity(O/K) all improved, but they are also much
higher than those of Japan(j) and Joseon(k). In other words, very efficient rail operation was
achieved.

The efficiency of the Japanese National Railways and the Korean National Railways was
bound to be lowered because they covered the nationwide network including non-economic
lines. If you compare the size of capital productivity and labor productivity, capital productivity
was greater than labor productivity in Mantetsu in the 1910s, but capital productivity became
smaller than labor productivity in the 1920s-1930s. In the 1920s, a personnel cut was carried
out to rationalize the management, while railway investment was actively made on
improvement, as we have already seen.

The fact that Mantetsu's capital productivity was the highest in the 1910s means that it
had the highest reciprocal of capital intensity, which in turn means that its capital intensity
was the lowest. However, from the 1920s to the 1930s, railway investment led to an
increase in capital intensity, which became higher than that of the Japanese National
Railways. It was possible to pursue an ‘economy of scale, as technology advanced. If the
average cost decreased as transportation volume, that is, the output increased, you can

judge that profitability improved in the long run.
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However, the labor productivity and capital productivity of Mantetsu company lines declined
since 1930 after a peak in 1929, due to the impact of the Great Depression, increased
competitiveness of the Chinese Eastern Provinces Railway, and the construction of railways
encircling Mantetsu lines by the Northeast Transportation Committee. Then, following the
economic recovery from the Great Depression, railway investment was resumed on
improvement, and more labor was deployed in existing facilities to respond to increased
transportation demand.

As a result, labor productivity showed a tendency to decline after recovering in 1931, but
capital productivity showed a tendency to increase again even if it went down awhile after
recovering, and in 1939, it was higher than labor productivity again. Anyway, we will look at
the decline in labor productivity of the Mantetsu Company Lines in detail in next class, but it
needs to be explained in relation to the entrusted management of Manchukuo National
Railways.

What did these railway operations bring about in terms of profitability? As you can see in
the picture, the freight transport of Mantetsu was basically covering about 70%-80% of the
compostion of revenue. However, despite the rapid increase in freight traffic during the war,
the increase in freight rates was restrained as much as possible for the smooth operation of
the wartime economy and low-price policies, while passenger fares were repeately and
drastically increased to limit unnecessary civilian transport, which caused the proportion of
passenger revenue to soar.

Meanwhile, if you look at the cost structure, wages were over 30% of the total cost, and
by the late 1920s, wages were over 40%. Instead, depreciation and interest accounted for
10%-15% and 10%-25% respectively, with fuel usually remaining within 10%. Supplies for
maintenance or other were over 20%.
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The ratio of labor costs expressed as wages was relatively high, though it went slightly
lower as the Manchukuo National Railway and the North-East Korean Railways lines in North
Hamgyeong Province of the Government-General of Korea were later added as entrusted
management to Mantetsu. But we can conclude that the Company Lines, the main line of the
Mantetsu railway business, was treated preferentially.

If you look at the figure, the added value ratio, profit and income rate of Mantetsu
changed depending on the period, but it remained at a certain level. In particular, the ratio
of profits and revenue exceeded 50% overall, making it very profitable. Most of all, there was
an upward trend in the profit rate from the 1910s to the 1920s. There was definitely the
impact of the post-World War | recession or the Great Depression, so this means that as the
output increased, the average cost per unit decreased and profitability improved.

But in the 1930s, after recovering from the Great Depression, profit rate tended to
stagnate or gradually decrease. It was because Mantetsu Company Lines, which had been
enjoying high efficiency and profit rates, had to be integrated with National Railway lines of
which the management was entrusted to the company.

So far, we've looked at how the railway transportation of Mantetsu was more profitable
than other railways in the Japanese Empire, with the high productivity and efficiency as well
as efforts to attract cargoes..

In the next session, we are going to review the characteristics of Mantetsu management
after the Manchurian Incident.
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4-4 Expansion of Railway Network and Performance of Entrusted Management

Hello, students. In the last session, we looked at the improvement of transportation
efficiency and stabilization of management in Mantetsu. In this session, we will look at the
characteristics of Mantetsu management after the Manchurian Incident, focusing on the
expansion of the railway network by entrusted management, and its management
performance.

When the Manchurian Incident brought the establishment of Manchukuo to northeastern
China, Mantetsu was forced to face a different business environment than before. After the
Manchurian Incident, Mantetsu set up a temporary city office and carried out military
transport under the direction of the Provisional Railway Command of Kwantung Army and at
the same time operated the occupied railway. Not only was the management space that had
been limited to the railway zone expanded to the entire Manchuria, but also Mantetsu
became a holding company, controling each sector of industry with the support of the
Kwantung Army during the first phase of economic construction of Manchuria, excluding
capital from inland Japan.

However, in the second phase of economic construction, the Manchurian Industrial
Development Company was established as a new holding company on the premise of capital
transfer from Japan, so Mantetsu lost its character as a comprehensive development
company, transferred its affiliates to the Manchurian Industrial Development Company, and
handed over local administrative authority and related businesses to Manchukuo.

After the Second Sino-Japanese War broke out, they set up the Northern Branch Office of
SMR to enter North China, but it was thwarted by the establishment of the North China
Development Company, a comprehensive development company in North China, and the North
China Transportation Company, which was in charge of transportation, including railways.
Therefore, the Mantetsu's business was limited to two sectors, transportation and coal
mining.
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Nevertheless, in the railway industry, Mantetsu established a management organization for
the Manchukuo National Railways in its headquarters around June 1932, disbanded the
existing Railroad Management Bureau, and decided what corresponded to the actual
management. In February 1933, the Manchukuo government commissioned Mantetsu to
operate the National Railway and construct a new line, and in September of the same year,
Mantetsu was also commissioned to operate the North-East Korean Railways in North
Hamgyeong Province, a newly developed continental route connecting Manchuria and Hokuriku
in Japan, built by the Government-General.

Each of the established railways in Manchuria had a different construction background, and
their organization and management policies were different, as their personnel and facilities
also varied.. For this reason, the General Railway Administration was set up as an extra
bureau of Mantetsu to operate the Manchukuo National Railways, and the North-East Korean
Railways Management Bureau was set up for the North Joseon Line. And in March 1935, the
North Manchuria Railway, or the Chinese Eastern Provinces Railway, which had been under
the joint management of Russia and Manchukuo, was also entrusted to Mantetsu as a vested
property of Manchukuo.

Although the transportation performance of Mantetsu's National Railways was certainly
increasing and improving, the different management mechanisms of railway operation had
many flaws. Despite the fact that the General Railway Administration was an organization
under Mantetsu's control, which was in charge of entrusted management of national lines, it
got more and more external pressure and began to operate autonomously, and it was
thought that Mantetsu had difficulties in controlling it.
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As a result, they reorganized the offices, and the management of a total of 8,895km
railroad, including 1,129.1km of the Company Lines, 7,421.5km of the National Lines, and
344.4km of the North-East Korean Railway Lines, was unified by the General Railroad
Administration of Mantetsu, established in October 1936, The railways divided into the
Company Lines, the National Lines and the North-East Korean Lines, each of which had
operated independently from one another, but now they were integrated into a single railway
system. However, financial accountings were not integrated immediately but were unified after
a while in April, 1940, after which the compensation of 15 million yen was paid to
Manchukuo every year. The General Railroad Administration in Shenyang, formerly Fengtian,
was abolished in 1943, when the railway headquarters function was transferred to the head
office.

As for the North-East Korean Railways, the western lines between Sansambong and
Cheongjin, and Hoeryong and Sin-gyerim, and Cheongjin Port were returned to the
Government-General of Korea, and the remaining 183.3 km of Sangsambong-Unggi line was
loaned to Mantetsu. The loaned line of the North-East Korean Railways and Unggi Port were
transferred to Mantetsu in April, 1945.

This expansion of railway network had a significant impact not only on rail transport but
also on the overall management of Mantetsu. Labor productivity tended to decline in the
Company Lines as well in the 1930s, but labor productivity of the entire lines was much
lower than that. T his can be seen in the labor productivity of the Chinese Eastern Provinces
Railway, but the productivity of the National Lines was historically low. The integration with
these routes led to a sharp increase in overall transport volume, but at the same time, to a
decline in productivity on the Mantetsu Company Lines.

Let's look at the operating ratio here. The lower the operating ratio, the better the
profitability. Until 1939, the operating ratio was generally 50%, but in 1940, accounting
consolidation worsened it to nearly 80%. In 1936-1939, the operating ratio of the National
Railway lines was found to be slightly over 80%, and the North-East Korean Railways lines
was worse.
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The consolidation of accounting increased not only the operating ratio of railroad, but also
the operating ratio of the entire Mantetsu business again after the Great Depression,
resulting in negative consequences for the overall management of Mantetsu, Here, the decline
in labor productivity must be considered with both the volume of transport and the number
of workers. It is worth noting that although transportation did not increase much during this
period, the number of employees increased.

According to the general history of Mantetsu, the number of employees increased due to
the increase in transportation workload between 1928 and 1929, but transportation workload
was gradually decreasing in 1930, so the company adopted a retrenchment policy and
reduced the number of employees. The policy continued in 1931, but due to the outbreak of
the Manchurian Incident, the number of employees had to be increased as they needed to
dispatch employees outside the company.

In 1932, after the Manchurian Incident, the number of workers dispatched to remote areas
increased leaving more and more workload in transportation, so the number of employees
also increased. In 1933, employees kept on increasing due to increased workload and
facilities after the Incident. In 1934, employees in public service increased as the operation of
the international superexpress passenger train, the Asia Express, began, and steady rise of
workload caused employees of each system to increase. In other words, the impact of the
Manchurian Incident along with the increase in work was the cause of increase in employees.

As a result, the number of new hires increased significantly, so if you calculate the
recruitment rate from the cooperative, the number of subscribers of a given year and the
number of employees in the previous year, Japanese employees accounted for 20-40% from
1932 to the late 1930s, exceeding the 10%-20% range of Chinese employees. And the
number of young employees with short length of service increased, and if you include the
employees classified as other, those who were not listed in the cooperative, you can see that
more and more employees of Mantetsu were recruited from the youth.
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However, it should be noted that skilled workers on the Company Lines were transferred to
the National Lines. In addition, as train services expanded to the National Railway lines,
beyond the company's routes, passenger and freight cars, as well as drivers, were used
outside the company's routes.

For example, the average daily driving km of a passenger car increased from 206.5km in
1930, to 264.17km in 1932, 285.3km in 1934, and 301.6km in 1936, and that of a freight car
also increased from 105.3km in 1930, to 165.0km in 1932, 196.3km in 1934 and 197.9km in
1936. Also, as the railway operation of Manchuria as a whole was practically carried out by
Mantetsu as the entrusted management provider, the position to conduct passenger
transportation only on the Company Lines was inevitably weakened.

Furthermore, since the establishment of the General Railroad Administration in 1936 and
the unification of railway management progressed, more and more railway workers and
vehicles were loaned, and the railway business balance had already deteriorated before the
consolidation of accounting in 1940.

To see how much the rise in railway operating ratio affected the overall operating ratio of
Mantetsu, we have to think about each sector's share in total operating income. Rail shares
remained at 40%-50% until 1939, and when the mining sector was added, both sectors
accounted for about 70%-80%.

With the consolidation of accounting, railways alone accounted for 70%-80%, and around
90% including the mining sector. In other words, you can see that the railroad sector
became overwhelming and Mantetsu turned into a company specialized in railroad. In short, it
can be said that the trend of the operating ratio of large-scale National Railway lines was
greatly reflected in that of the entire company.

As such, railroad unification was found to be a negative factor in both railway operation

and business balance. What measures have been taken against this? It was, of course, bound
to be an efficiency measure centered on railways.
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In 1937, when the first five-year Manchurian Industrial Development Plan was implemented,
military transport increased due to the outbreak of the Second Sino-Japanese War, but due to
10%-20% of the people and vehicles being shipped from Mantetsu to North China's occupied
territories, 800,000 tons and 425,000 tons of freight congestion occurred at Dalian Port and
railway areas respectively, in the winter when cargo increased.

Since then, transportation difficulties aggravated, so they promoted efficient use of field
facilities by increasing train operations, improving loading efficiency, improving dispatch
technology, and reducing stop time. That's why some passenger trains had to be suspended
to respond to the situation. In order to cope with this surge in wartime transport, additional
measures such as increasing transportation capacity and controling the transportation were
forced to be taken by Mantetsu.

Train operations were increased, loading efficiency was improved, dispatch technology was
enhanced, and stop time was reduced. As for the wartime transportation difficulties, they
distributed transportation capacity by priority and carried out transportation planned by the
joint efforts of both government and private sector. This allowed labor productivity to
improve. In the midst of this, the efficient operation method accumulated by the previous
operation of the Company Lines could be spread to the entire Manchuria, which in turn
increased the efficiency of the Manchurian Railway as a whole, including the National Lines.

However, the wartime land-based transportation of continental goods via Joseon caused a
disruption to the efficient transport system, and Mantetsu's transportation capacity and

management were under pressure, and the burden was imposed on passenger transport.

Next class, we'll talk about the outbreak of the war and wartime transportation.
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4-5 Outbreak of War and Wartime Transport

Hello, students.

In the last session, we looked at the expansion of the railway network and management
performance of Mantetsu's entrusted management. In this session, we're going to explore the
outbreak of the war and wartime transportation.

With the outbreak of the Lugou Bridge Incident, Mantetsu was mobilized for the war and
operated the occupied railways in north China, while transporting passengers and cargo in
Manchuria. Looking at the cargo transportation, military goods, government goods, and
railway materials were naturally growing in proportion, and it is also noted that business
cargo had less agricultural products and more mining products.

This reflects the five-year Manchurian Industrial Development Plan and other promotion
policies amid the decline in soybean exports. This, of course, reduced the rate of idlers in
southbound lines by increasing the proportion of investment goods and industrial goods from
Japan to Manchuria, but in the case of the Company Lines, the rate of idlers increased in
northbound lines.

If you look at this by ownership of the routes, the growth rate of passenger transportation
on the National Lines was higher than that of the Company Lines, with the rate of idlers
also lowering in both north and southbound lines. In other words, rail transport of the
National Lines increased rapidly, and its transport efficiency also improved.

Due to the dispatch of experienced employees and the provision of vehicles to the North
China Transportation Company, established to operate the occupied railways in northern China
during the war, overall transportation demand increased while transportation capacity was
declining in Manchuria. As a result, large-scale congestion of freight was inevitable.
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The congestion first occurred with agricultural products, but expanded to forest, mining
and industrial products, as well as government supplies as industrialization progressed the
war intensified. Here, we should notice that it was not the Company Lines but the National
Lines where most congestion occurred. As a countermeasure, railway transportation capacity
was allocated in advance.

When the Changkufeng Incident occurred at the border between Joseon and the Soviet
Union in 1938, the early return of freight cars loaned by the North China Transportation
Company was decided as military transportation increased and the strategic importance of
Mantetsu was recognized. And wartime control of economy began to strengthen, with the
wartime supplies mobilization plan being implemented in Manchuria from January 1939.

Accordingly, planned transportation was also implemented, to distribute rail transportation
capacity in advance through discussion among the Kwantung Army, Mantetsu, and other
control agencies. When the investigation agency surveyed and reported the requested amount
of rail transportation for the next month by the 15th of each month, the relevant
organization determined the amount of transportation request for military supplies, service
items, and total mobilization materials and submitted it to the Controlled Transportation
meeting, held from 18th to 20th of every month, where the transportation plan for each
major product, with its destination and departure stations, was established and implemented.

This suggests that Mantetsu was the earliest Japanese Imperial Railway to carry out
planned transportation. At the same time, measures to improve the efficiency of vehicle
operations were widely implemented, including accumulation of freight cars, economic use of
materials, expansion of marshalling yards, and increase of freight car operations.

As a result, the supply and demand adjustment was smooth and the freight congestion
was quickly resolved, but it is also true that transportation restrictions were imposed on
private goods. A large number of people and hours were spent on the development and
implementation of the transportation plan, which led to limited flexibility in the operation of
freight cars and transportation of goods, inevitably causing inefficient usage of freight cars.
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Therefore, transportation control reached the small transportation businesses outside the
railroad, and they had to go through a forced integration. In addition, in passenger
transportation, Mantetsu abolished the first-class train, changed the second-class and dining
cars to third-class cars, or reduced passenger trains. It was the Kantokuen, the Kwantung
Army Special Maneuvers, that further strengthened this planned transportation. Because
large-scale military supplies and troops from Japan and Joseon were concentrated in
Manchuria, railways in Joseon and Manchuria had to allocate half of their transportation
capacity to military transport. Since then, the transportation of military supplies increased
rapidly, so local forces and supply depots joined the Monthly Transport Planning Meeting.

In this situation, the Manchukuo government proposed the establishment of a
transportation control committee like Japan in consideration of the increase in the
transportation of supplies from general mobilization, but the Kwantung Army rejected the
idea. As such, the Kwantung Army was in absolute position in Manchuria. Instead, Manchukuo
government and special company officials participated in the existing transportation meeting,
and Mantetsu and the Kwantung Army strengthened the allocation of transportation capacity
in advance through consultation with the demand side.

Reflecting the increase in transportation work, including the transportation control,
Mantetsu established the Railway Management Department between the Railway Bureau and
each station and district, transforming the three-tier organization into a four-tier organization.
In addition, in line with Manchukuo's wartime economic management, the department in charge
of the military and transportation control was deployed to Shinkyo and the Shinkyo Branch was
established.

Later, it turned into Shinkyo Headquarters during the Pacific War. As the wartime land
transportation emergency system was implemented to cope with the increase in the loss of
ships, land transportation of continental goods via Joseon began.
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To this end, the Continental Railways Transport Council was established among the four
railways of Joseon, Manchuria, North China, and Central China, and more than 100 railway
personnel, soldiers, and officials participated each time to discuss transportation plans,
operating materials, and allocation of personnel. And Mantetsu naturally played a central role,
and provided 10-20% of its transportation capacity to other railways, including Joseon and
the North China Transportation Company. As a result, the Mantetsu Shinkyo Branch was
strengthened as the Shinkyo Headquarters, and the secretariat of the Continental Rail
Transport Council was set up at the headquarters.

In the fourth quarter of 1942, transferred land transportation began and about 1.7 million
tons of cargo were moved to Japan in 1943 and about 3.5 million tons in 1944, via Joseon.
As North China became a natural resource supplier to Manchuria in the Chinese continent,
such as coal and ore, Manchuria in turn became a resource supplier to Joseon and Japan.

Bacause of such large-scale transportation of goods, the transport axis of Mantetsu was
converted from the north-south line between Dalian and Harbin to the east-west line
between Shanhaiguan and Andong.

During the war, the load volume at Dalian Port was very limited, and the impact affected
the existing Dalian-Shinkyo line.

This change was not limited to cargo, but was found in passenger transportation. Not only
was railway investment urgently made in both the Anfeng and Fengshan Lines, but also the
limited capital goods were used in the improvement of railway facilities. Therefore,
labor-intensive railway management method was further pursued. Naturally, there was a
shortage of labor at the time, so local people were widely employed.
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Nevertheless, the lack of transportation capacity was inevitable, and the limited passenger
expresses such as the Asia Express, the Tairiku Express, and the Koa Express were
suspended, the travel certification system was implemented, and the operation of general
freight trains was reduced. The massive increase in low-freight heavy cargo such as coal or
iron ore worsened the management of Mantetsu, so passenger fare hikes were repeated to
compensate for this. In other words, the stability of railway management was barely
maintained at the expense of passengers. This trend was seen not only in the National Lines,
but also in the existing Company Lines.

However, land-based transportation like this eventually began to show limitations as the
ship deployment to various ports in the southern part of Joseon decreased and the fuel
shortage of the Korean National Railways worsened. In addition, due to the intensifying U.S.
air strikes on Mantetsu and the North China Transportation Company, increased anti-Japanese
guerrilla activities, and the outbreak of a severe cold wave in the North China Transportation
Company jurisdiction, the volume of land transportation via Joseon began to drop sharply in
mid-1944.

This transportation crisis wasn't limited to a particular railway, but judging from labor
productivity, you can see that Mantetsu fell from a peak in 1942, earlier than other railways.
Compared to other railways, the implementation of the transferred land transportation was a
greater burden on Mantetsu.

Although the integration policy of continental railways was promoted to overcome the
transportation crisis, the Continental Railways Command treated Japan-bound goods as
quasi-military supplies to maintain the volume of land-based transportation, because of the
opposition from the Korean National Railways, which will be examined later. In addition,
Mantetsu conducted the local self-sufficiency campaign in preparation for the U.S. military
landing operation.
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But the Allied attack started not with the US military in the south, but with the USSR in
the north. Under the order of the military, Mantetsu established a war command system,
organized emergency repair teams and emergency relief teams, and decided on all emergency
matters, such as leaving war damage rehabilitation construction under the arbitrary decision
of field supervisors, and moved to Tonghua, the border area between Joseon and Manchuria
to cope under the Continental Railways Command. However, Japan was defeated and
Mantetsu had to be taken over by the Soviet army.

So far, we have done a historical review on the formation and development of the South
Manchuria Railway Company, its entrusted management of the Manchukuo National Railway
after the Manchurian Incident, and wartime mobilization. To summarize this lecture and its
significance, it is as follows.

Since Mantetsu started from the occupied and military railways during the Russo-Japanese
War, after a large-scale investment was made in the early stages, additional investment was
made in existing facilities and a lot of labor was deployed. Because the capital intensity was
lower than that of other railways, it can be said to be operated in a capital-saving and
labor-intensive way.

In terms of transportation, it was centered on freight transport, and the freight transport
tended to increase steadily compared to passenger transportation with a lot of fluctuation. In
some cases, coal production increased year by year, but the increase in freight transport was
not given from the outside with Mantetsu being passive. As can be seen in soybean
transportation, it was possible because Mantetsu itself was actively involved in distribution
and production, as a competitor for the Chinese Eastern Provinces Railway, and in some
cases, provided incentives to secure cargo.

In addition to this initiative, the First World War and the Russian Revolution weakened the
Chinese Eastern Provinces Railway, which led to the expansion of Mantetsu's influence to
northern Manchuria.
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In particular, to cope with the seasonal and spatial fluctuations of cargo transportation,
Mantetsu tried to increase the number of trains, improve loading efficiency, strengthen the
dispatch work, and implement concentrated transportation. In passenger transportation, they
have secured transportation demand by improving vehicles and speeding up. It goes without
saying that this made the vehicle operation more efficient, but this was also possible by
reducing the proportion of vehicles in repair.

The railway plant had improved the efficiency of repair for over nearly 30 years, through
the preliminary repair system, management of work process by master schedule, overtime
premium system, and training of engineers. The technical skills of the railway plant was
demonstrated not only in repair and renovation, but also in new vehicle construction.

Therefore, Mantetsu was able to establish an efficient railway operation system with very
high capital and labor productivity compared to other railways. It should not be overlooked
that one of the factors was the composition of its route, which consisted of economic lines.
This entailed economies of scale, and profit rate showed a long-term upward trend from its
inception through the late 1920s.

The gap with its rival, the Chinese Eastern Provinces Railway narrowed through the
mid-1910s because of significant improvements in the profitability and productivity of the
Chinese Eastern Provinces Railway, but the Russian Revolution of 1917 made it no longer
possible to operate normally.

Because of the continued civil war and the intervention of the powers, the new Soviet
Union lost its competitiveness in transportation market for soybeans. So for the Chinese
Eastern Provinces Railway, the connected transportation with the Soviet Union declined in
proportion, and that with Mantetsu increased, leading to economic integration between the
North and South Manchuria. After that, productivity rose and profitability improved under
Soviet governance, but still Mantetsu's advantage was certain.
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However, after the Manchurian Incident, the National Lines and the North-East Korean
Railways were entrusted to manage, and as the railway network of Mantetsu expanded to
the whole Manchuria, railway productivity fell at once, worsening profitability. The decline in
productivity of the Company Lines was inevitable because it had to encompass low
productivity lines. As a countermeasure, Mantetsu had no choice but to improve
transportation efficiency. It aims to improve deteriorated productivity and profitability by
increasing train operations, improving loading efficiency and dispatch technology, and reducing
stop time.

Thus, Mantetsu built a very efficient railway operation system by promoting efficiency and
profitability from internal and external conditions. As Mantetsu's routes expanded from the
existing Company Lines to the National Lines and the North-East Korean Railways, and as the
efficient operation know-hows accumulated by the Company Lines spread to the entire
Manchuria, the efficiency of the railways in Manchurian as a whole could increase again in
the long run.

However, after the Second Sino-Japanese War broke out, Mantetsu supported the Japanese
invasion of North China with a large number of people and vehicles, which led to a severe
shortage of transportation capacity in Manchuria, resulting in large-scale freight congestion
around stations. In response to these transportation difficulties, Mantetsu implemented
priority-based transportation capacity distribution and planned transportation with cooperation
of both government and private sector. As a result, labor productivity of Mantetsu could be
improved. This was further strengthened by Kantokuen.

In this situation, it goes without saying that transferred land transportation, which began
after the U.S.-Japan war, negatively affected the efficiency and profitability of railway
transportation. Mantetsu, which was established by the war and flourished in peacetime,
reached its limits and faced a catastrophe by the war.

In the next lecture, we will look at the wartime transportation and management of the
North China Transportation Company, which was established by Mantetsu in the occupied
area of Huabei after the outbreak of the Second Sino-Japanese War.
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o Lk : TERSt.DESR, MBS, #Ektt, 2019.
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o HERMLERIERT EmMNEREMK 19374 /Melvin Schwartz

https://www.youtube.com/watch?v=DEHIMAO5rTw&ab_channel=MelvinSchwartz

o <q HEEREL 1 EMEHERE L 12 7 BRI U &L

https://www.youtube.com/watch?v=v-jLSOEi8SE&ab_channel=%E6%9C%9D%E6
%97 %A5%E6%96%B0%E8%81%IE%E3%83%87%E3%82%B8%E3%82%BF%E
3%83%AB

® Manchukuo: Asia's Unfinished War/Wall Street Journal

https://www.youtube.com/watch?v=SIrrO0fSHXc&ab_channel=WallStreetJournal

® (HZREE) F & JtmKLsF / CCTVLER

https://www.youtube.com/watch?v=PZz535H9Y3Y&ab_channel=%E7%BA%AA%
E5%BD%95%E4%B8%AD%E5%9B%BD




