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What’s Wrong with Japan?



GDP and Productivity Growth 
in the Business Sector

Percentage changes at annual rates

Source: Economic Outlook 66, Scarpetta et al. (2000)
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High Cost Structure  Yr2000
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Comparison of TOEFL average scores by Country

Urgent Need for Reform of Language Education 
TOEFL average scores (99-00)

Japanese TOEFL scores

TOEFL Test and Score Data Summaries

Japan
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Earnings Gap - Top 10% and Bottom 10% Wage Earners

Source: OECD & ML Estimates
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What is the Industrial Policy under Globalization?
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Menu for Corporate Restructuring

(1) Utilization of Holding Companies
(2) Mergers and Acquisitions
(3) Spin-offs and Split-offs (Corporate Divestitures)
(4) Enactment of Industrial Revitalization Law 
(5) Enactment of Civil Rehabilitation Law : Japanese 

Chapter 11, DIP finance
(6) Stock Options
(7) Corporate Tax Systems
(8) Corporate Accounting Rules
(9) Corporate Governance Rules
(10) Pension Funds and Employment Policy: 401K
(11) Further Reform of the Commercial Code (Outside 

Directors) 12
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■ It is essential to build an efficient and 
functional industrial infrastructure within 
the Japanese economy which is 
consistent with international standards in 
order to respond to the increasing 
globalization of the world economy.         

■ Now corporations can....choose the 
country.

( Industrial Structural Council of MITI, 1995 )

Globalization is the most Important Driving Force for Reform.
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Japanese Textile Industry’s Direct 
Investment toward East Asia
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2001 White Paper on International Trade, METI
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It is inevitable for business to take advantage of cost differences.
Labor costs in China (Japan 100

1990 China average 2.16, Shanghai 2.95
2000 China average 3.59, Shanghai 7.09

Growing Chinese market provides new business 
Opportunities. Tougher competition with other
foreign players.

New Business with younger(30-40), 
Post-Cultural Revolution
generation of Chinese businessmen

Import Safe-guard issue: the pilot 
case for China-Japan trade disputes.

“Is China a Threat or an Opportunity?”
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External Economic Policy Challenges
- Promotion of Free Trade and Cross-border Systemic Harmonization -

2nd-5th tariff
negotiations

Industrial tariffs  (21,000
products)

Kennedy Round
(1964-67)

Industrial tariffs(30,300
products)

Tokyo Round
(99 countries;

1973-79)

Industrial tariffs  (33,000
products)

AD, TBT, government
procurement,
subsidies, etc.

Uruguay Round
(124 countries)

(1986-94)

Agriculture,
services

Industrial tariffs  (305,000
products) 1994

AD, TBT, government
procurement,
subsidies, etc.

TRIPS, textiles, rules of
origin, trade-related

investment measures,
(TRIMs)

WTO launched
(1995)

New Round
(2001-)

Agriculture,
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Industrial Tariffs
Regional

Trade
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“Special Zone”

Trans-ministerial level

Relevant regulatory bodies 
(Ministries)

Top-down approach
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Inward FDI by country
(Cumulative investment balance / Nominal GDP 1999-2000)

Notes:   Used 2000 year end currency rate of 114.9yen/$ for Japan.  Others IMF.  
Japan,UK 2000CY, Others 99CY.

Source: Japan - Inward FDI Balance: Statement of balance of payments.
Nominal GDP: Economic Planning Agency, SNA related data.

Others - Inward FDI Balance: International Financial Statistics (IMF)
Nominal GDP: Economic Planning Agency, National Economic Accounting
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“Foreign direct investment in Japan will 
bring new technology and innovative 
management methods, and will also lead to 
greater employment opportunities. Rather 
than seeing foreign investment as a threat, 
we will take measures to present Japan as 
an attractive destination for foreign firms in 
the aim of doubling the cumulative amount 
of investment in five years.”

‘Rebirth of Japanese Charm’ in the General Policy 
Speech by the Prime Minister Koizumi on January 31, 2002
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Prime Minister

Council for 
Regulatory 

Reform

METI

Investment 
Council 

Structural 
Reform

“Special Zone”

support

Trans-ministerial level

Special Working Group
for Promoting International 

Economic Integration 

co-ordination

Relevant regulatory bodies 
(Ministries)

Top-down approach

37



@5

��
��
��������
�� ’� 
�������!
M.I.T.I. was restructured into the Ministry of
Economy, Trade and Industry as of 
January 6, 2001.

New mission is Economic Reform /Restructuring

Aiming at the  Revitalization of Japan’s  Economy.

Three Basic Principles to Re-allocate  Resources
1) from Public to Private
2) from Regulation to Liberalization & 
3) from Monopoly to Competition.

Creating an External Driving Force for Reform
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Population: 411 million

: 11,100 billion

population: 376 million

: 7,837 billion

Population: 1,266 million 

: 1,080 billion

Population: 126 million

: 4,760 billion

Population: 548 million

: 646 billion 39
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A2

External economic
policy challenges

Free trade and cross-border systemic 
deregulation

Worldwide trend toward regional 
integration

Domestic economic structural reform

Multi-layered approach

Essential foundation for a free trading system (144 members)

Provision of multilateral trade rules through Round negotiations

Strengthening of ties with selected countries and regions

(e.g. APEC)

Bilateral cooperationBilateral cooperation
Japan is moving away from dealing with individual cases of trade

friction to enhance more broad-ranging ties

(e.g. Japan-Singapore, Japan-Mexico, Japan-Korea, etc.)

Regional CooperationRegional Cooperation

Japan’s external economic policy

Japan is promoting EPAs with closely related countries and regions in 
the economic sense, as well as working toward the WTO new round 
for establishing global rules.

Integration of domestic and 
external economic policies

Advance of 
globalization

Increasingly 
borderless economy

Multi-layered approach

Basic Structure of Japan’s External Economic Policy
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� Regulatory Reform faces a lot of challenges : it 
may be better pursued by top-down approach with 
leader’s strong initiative rather than bottom-up 
approach.

� Integration between domestic and external 
economic policy may be better promoted with 
some organisational devices.

� Inward-investment promotion can be a good 
driving force to integrate domestic and external 
economic policy. 
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Restructuring or Boneyard
: the Need for Speed

While restructuring our Company in the 1980s, we spent much 
of our time talking about the accelerating pace of change: in world 
politics, in technology, in product introduction and in the increasing 
demands of customers.  We don’t have to do that anymore.  Change 
is in the air.  Newspapers and networks hammer it home daily.  GE 
people today understand that pace of change, the need for speed, 
and the absolute necessity of moving more quickly in everything we 
do, from inventory turnover, to product development cycles, to a
faster response to customer needs.  They understand that slow-and-
steady is a ticket to the boneyard in the 1990s.  

“To Our Share Owners” (1990 Annual Report ) of GE
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